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PART |
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forwardkimg statements within the meaning of Sectiond&the Securities Act of 1933
and Section 21E of the Securities Exchange Ac®®4.1Forwardlooking statements are any statements that lodittoe events and consist
among other things, statements regarding our bissirsérategies; anticipated future operating resaltsl operating expenses; our ability to
attract new clients to enter into subscriptions éor solutions; our ability to service those cliemffectively and induce them to renew and
upgrade their deployments of our solutions; ourdigbio expand our sales organization to addredsatively the new industries, geographies
and types of organizations we intend to target; abifity to accurately forecast revenue and appiagly plan our expenses; market
acceptance of enhanced solutions; alternate waygsldfessing talent management needs or new teofieslgenerally by us and our
competitors; continued acceptance of SaaS as ant®i method for delivering talent managementtswis and other business management
applications; the attraction and retention of quedd employees and key personnel; our ability wiget and defend our intellectual property;
costs associated with defending intellectual properfringement and other claims; events in the kegs for our solutions and alternatives to
our solutions, as well as in the United States glothal markets generally; future regulatory, juditand legislative changes in our industry;
and changes in the competitive environment in ndustry and the markets in which we operate. Iritaaid forward-looking statements also
consist of statements involving trend analysesstatéments including such words as “may,” “beliéveould,” “anticipate,” “would,”

“might,” “plan,” “expect,” and similar expressionr the negative of such terms or other comparadiminology. These forward-looking
statements speak only as of the date of this AriRepbrt on Form 10-K and are subject to businessemonomic risks. As such, our actual
results could differ materially from those set ffoi the forward-looking statements as a resutheffactors set forth below in Part I, Item 1A,
“Risk Factors,” and in our other reports filed witihe Securities and Exchange Commission. We assambligation to update the forward-
looking statements to reflect events that occurimumstances that exist after the date on whigly tliere made.

ltem 1. Business
Overview

Cornerstone OnDemand, Inc. was incorporated on 24ay1999 in the state of Delaware and began itecjpal operations in November
1999. Unless the context requires otherwise, thelsvtCornerstone,” “we,” “Company,” “us” and “ouréfer to Cornerstone OnDemand, Inc.
and its wholly owned subsidiaries.

Cornerstone is a leading global provider of compnsive talent management solutions delivered asvad-as-a-Service (“SaaS”). Our
solutions are designed to enable organizationsetet the challenges they face in empowering andmiaixig the productivity of their human
capital. These challenges include hiring and dearetpemployees throughout their careers, engadiregreployees effectively, improving
business execution, cultivating future leaders, iatefjrating with an organization’s extended enisgpof clients, vendors and distributors by
delivering training, certification programs and etltontent. As of December 31, 2013, 1,631 clies&sd our core solution to empower more
than 14 million users across 191 countries ancgdguages.

Our core solution, which serves enterprise and mméaket organizations, is a comprehensive and iatedrcloudsased suite that delive
the following benefits:

» Comprehensive FunctionalityOur suite consists of four clouds that addresstaties of the employee lifecycle. These cloudsidtec
our Recruiting Cloud, Learning Cloud, Performandeud, and Extended Enterprise Cloud.

» Flexible and Highly Configurable Clients can match the use of our software witlir thgecific business processes and workflows.
flexibility of our suite allows our clients to depl the four clouds individually or in any combiraati

» Easy-to-Use, Personalized User Interfac@®ur suite employs an intuitive user interface ar&y be personalized for the end user,
typically based on position, division, pay gradeation, manager and particular use of the suite.

e Software-as-a-Service Model Lowers the Total Cb&wnership and Speeds Delivei@ur suite is accessible through a standard we
browser and does not require the large investmeritsplementation time, personnel, hardware, antsatiing services that are typi
of hosted or on-premise software solutions.

» Scalable to Meet the Needs of All Organizatiovge have built a highly scalable, multi-tenant, thuker architecture that supports
complex needs of global corporations yet is capab&ipporting deployments of any size. We curgestipport multiple client
deployments of over 150,000 users, including adkents with over 350,000 users.

» Continued Innovation through Collaborative Prodibetvelopment.The vast majority of our thousands of softwarduess were
designed in collaboration with existing and prospecclients based on their specific functionaluests.
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In addition to our core solution, we offer Cornerst for Small Business, or CSB, and Cornerston&ébesforce. CSB is a talent
management solution serving organizations with falven 400 employees. Cornerstone for Salesforaddarning application developed
natively on the Salesforce.com platform which aoevganizations to provide seamless access to aadddement and just-in-time training
from within Salesforce.

Our clients include multi-national corporationggla domestic enterprises, mid-market companiedjgs#ctor organizations, higher
education institutions, and non-profit entitiesslsias Advantage Sales & Marketing LLC, Americaretnational Group, Inc., Barclays Bank
PLC, BMW AG, Carlson Restaurants Worldwide, IndexEonics International, Kaplan Higher Educatioorforation, McKesson Corporatic
Starwood Hotels & Resorts Worldwide Inc., TeachAanerica, Inc., Turner Broadcasting System, IncS.WDepartment of the Treasury, and
Walgreen Co. While most of our deployments encompasst, or even all employees at a given cliemhesalso include the employees of the
extended enterprise of that client, such as emplpéthe client's customers, vendors and distoitsut

We sell our solutions domestically and internatliynidnrough both direct and indirect channels, iritthg direct sales teams throughout
North and South America, Europe, and ~Pacific and distributor relationships with payrabnsulting and human resource, or HR, services
companies.

We generally sell our solutions with multi-year egments based on the number of employees. Clientrgly are invoiced the
consulting fees and the first year of the annubkstiption fees upon contract execution. For ameuabt invoiced in advance for multi-year
subscriptions and consulting services, we invoitgen various terms over the subscription period.

We have grown our business each of the last 1Zyand since 2002, we have averaged approximasétyghnual dollar retention rate,
as described in Item 7 Management’s Discussion and Analysis of Financahdition and Results of Operations—Financial MetricSince
2001, our implied monthly recurring revenue fronisérg clients has been greater at the end of gaahthan at the beginning of the year. Oul
revenue has grown to $185.1 million in 2013 fromd %® million in 2012 and from $73.0 million in 2011

The Market

Human capital is a major expense for all organireti Based on the U.S. Bureau of Labor Statisata ds of September 2013, total
compensation paid to the United States civiliankfance of approximately 155.6 million people wapested to exceed $10 trillion in 2013.

Accordingly, organizations have long sought to m@te their investments in human capital. We belignag organizations face six major
challenges in maximizing the productivity of thiternal and external human capital:

» Acquiring TalentIncreasingly seeking to fill open positions by réting internally and by leveraging the externatwarks of their
employees, corporate recruiting has evolved frqmmoaess that was principally driven by traditiosailirces such as inbound resume
submissions and job board postings to one thahisrently social in nature.

» Developing Talen. Effectively orienting new hires and training emytes throughout their careers to achieve thdipfitential,
which has become more difficult with the Millennggneration entering the workforce, increasinggtributed workforces and
heightened compliance requirements.

» Engaging Employee Connecting with employees at all levels and laretiof the organization to keep them motivatedctviias
become more difficult with the rise of globalizatiand telecommuting.

» Improving Business Executic Ensuring the effective alignment of employee bébvawith the organization’s objectives through goal
management and employee assessment and developserll as by linking compensation to performance.

* Building a Leadership Pipelini Identifying, grooming and retaining individuals feadership positions at all levels and across all
parts of the organization, which has become areathdllenge with the growing mobility and turnoeéemployees and the
impending retirements of the Baby Boomers.

» Integrating with the Extended Enterprise of Cust@n@endors and Distributor: Delivering training, certification programs and
resources to the organization’s network of custemezndors, distributors and other third partied tonstitute the organization’s
extended enterprise, which has become more diffigitih the rise of outsourcing and increasing glaadion.

Until the advent of software technology in the 1'87@ritten tracking systems were the only solutamailable for managing human
capital. Software-based solutions such as spreatiflased tracking systems, custom-built software
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applications, third-party human resource informasgstems and third-party software applicationviged by on-premise software vendors
gradually became available. We refer to all of ¢hagproaches as hosted or on-premise solutions.

More recently, SaaS vendors dedicated to provitifent management software have emerged. We behatvgust as organizations are
increasingly choosing Saa$S solutions for businppfiGations such as sales force management, tieeglso increasingly adopting SaasS talent
management solutions.

Many of the existing solutions suffer from one aormof the following shortcomings:

« Narrow Functionality. As they only address specific stages of the enga@difecycle, many solutions lack sufficient bréadf
functionality to maximize employee productivity egtively.

» Limited Configurability. Most solutions are rigid and limit the ability ofganizations to match their diverse workflowsmatopt
their desired talent management practices.

« Difficult to Use. Inputting, updating, analyzing and sharing infotiorais often cumbersome, resulting in low emplogédeption and
usage.

» Costly to Deploy, Maintain and Upgradélosted or on-premise solutions require signifiepense and time to deploy as well as
require ongoing costs associated with IT suppetivark infrastructure, maintenance and upgrades.

» Inability to Scale Many solutions are designed to support the nekdmaller organizations and have difficulty meetthg complex
functional requirements or the sizeable infrastrteetiemands of larger enterprises.

Given the limitations of existing offerings, we legle there is a market opportunity for comprehemsintegrated solutions that help
organizations manage all aspects of their inteaindlexternal human capital and link talent manageneetheir business strategy.

The Cornerstone OnDemand Answer

Our core solution is a comprehensive SaaS suitectmeists of four integrated clouds for recruitifggarning management, performance
management and extended enterprise.

Our suite includes a number of cross-cloud toalddtent management analytics and reporting, eng@grofile management, and e-
learning content aggregation and delivery. We ptewide consulting services for configuration, graion and training for our suite. We
believe that our core solution delivers the follogbenefits:

» Comprehensive FunctionalityOur suite provides a comprehensive approach eéntahanagement by offering four integrated clow
address all stages of the employee lifecycle: igog) learning management, performance managearehextended enterprise.
Employees use our core solution throughout the®era to engage in performance processes suctabmgonagement, performance
reviews, competency assessments and compensat@wseto complete job-specific and compliancetesdaraining; to evaluate
potential career changes, development plans oeseimn processes; and to connect with co-workefsugyaging enterprise social
networking tools.

Our clients can manage processes that span diffedlent management functions because our foudslawe tightly integrated. For
example, our clients can automatically identifylisf@ps as part of an employee’s performance revassign training to address those gaps ar
monitor the results of that training. Also, cliestmn identify high potential employees for futueadership positions and place them in exec
development programs.

We believe our comprehensive, integrated suitenallour clients to align their talent managementesses and practices with their
broader strategic goals.

» Flexible and Highly Configurable Our suite offers substantial configurability tladlbws our clients to match the use of our software
with most of their specific business processesvenidkflows. Our clients can configure our suite lmsimess unit, division, departme
region, location, job position, pay grade, costteeror self-defined organizational unit. Our ctieare able to adjust features to
configure specific processes, such as performandew workflows or training approvals, to matchithexisting or desired practices.
This high level of configurability means that custeoding projects generally are not required totrtteediverse needs of our clients.

Our clients can deploy the four clouds individuadlyin any combination. As a result, our clientgd¢he flexibility to purchase solely
those clouds that solve their immediate talent rganeent needs and can incrementally deploy addlt@loads in the future as their needs
evolve.




e Easyto-Use, Personalized User Interfac®ur suite employs an intuitive user interface aray be personalized for the end user,
typically based on position, division, pay gradeation, manager and particular use of the solufibis ease of use limits the need
end-user training, which we believe increases adeption rates and usage. While we typically temdiministrators, we have never
been asked to conduct end-user training.

» Software-as-a-Service Solution Lowers the Totak @b®wnership and Speeds Delive@ur suite is accessible through a standard
web browser and does not require the large invegsrie implementation time, personnel, hardware, @nsulting that are typical of
hosted or on-premise solutions. With a single duae to maintain, we are able to release imprawectibnality on a quarterly basis.
This is a more rapid pace than most hosted or emise solution providers can afford to deliver.

e Scalable to Meet the Needs of Organizatio@sir suite has been used by Fortune 100 compainiess 2001. While the complex needs
of these global corporations required us to buislaition that can scale to support large, geodcapi-distributed employee bases,
our suite is capable of supporting deploymentsngfsize. Today we service 14 multi-national corgiores with over 150,000 active
users each. Our largest deployment is for over,8®0 users and our smallest is for 2 users.

» Continued Innovation through Collaborative ProdibetvelopmentWe work collaboratively with our clients on an ag basis to
develop almost every part of our suite. The vagoritg of our thousands of software features wegsighed with existing and
prospective clients based on their specific fumalgequests.

In addition to our core solution, we offer Cornerst Small Business, or CSB, and Cornerstone fas8akte. CSB is a talent
management solution generally serving organizatiaitts fewer than 400 employees. Cornerstone foeSatce is a learning application
developed natively on the Salesforce.com platfotmcivallows organizations to provide seamless actesales enablement and just-in-time
training from within the Salesforce.com platform.

Our Strategy

Our goal is to empower people, organizations, amdnaunities with our comprehensive talent managemsaotions. Key elements of
our strategy include:

Retain and Expand Business with Existing Client¥Ve believe our existing installed base of cliesffers a substantial opportunity for
growth.

» Focus on Client Success, Retention and Gro We believe focusing on our clients’ success we#id to our own success. We have
developed a Client Success Framework that govemeperational model. Since 2002, we have averagetoximately 95% annual
dollar retention rate. We strive to maintain ouosg retention rates by continuing to provide dients with high levels of service al
support and increasing functionality.

» Sell Additional Clouds to Existing Client8Ve believe there is a significant growth opportyim selling additional functionality to o
existing clients. Many clients have added functitpaubsequent to their initial deployments asythecognize the benefits of our
comprehensive suite, and as a result, approximhagdfyof our clients today utilize the equivalefitwo or more clouds. Still, we
believe significant upsell opportunity remains witbur existing client base. Not only is our gaakell these clients additional clouds
and services, but we also believe there is an ¢pity to sell many of them higher-level packagéthin the clouds they have already
purchased.

Strengthen Current Sales ChanneldVe intend to increase our investments in bothctliaed indirect sales channels to acquire new
clients.

» Investin Direct Sales in North Americ We believe that the market for talent managenlarge and remains significantly
underpenetrated. As a result, we plan to contiougdw both our enterprise and mid-market diretdssteams.

» Expand and Strengthen Our Allianc We intend to grow our distribution channels thiokgy alliances, including agreements with
global vendors such as Appirio, Inc., Automatic ®Rtocessing, Inc., Ellucian Company L.P., Tribeidg/orkday, Inc., and Xerox
Corporation (formerly Affiliated Computer Servicésg.), as well as the continued expansion of egranal relationships with
distributors like CDP Group, Limited (China), Comiresarning Limited (United Kingdom), Grupo DatamdBeazil), Infosys Limitec
(India), 1ISQ eLearning (Portugal), Kalleo Learnif®puth Africa), Logica plc (Europe), Neoris de Mzxi S.A. de C.V. (Mexico),
Neospheres SAS (France), QA Limited (United KinggloBage Software, Inc. (North America), T2 OptimiSEY Ltd. (Asia Pacific)
Talentech (Israel) and Xchanging HR Services Lith{iénited Kingdom).
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« Significantly Grow Our International OperationVe believe a substantial opportunity exists totiome to grow sales of our solutions
internationally. We intend to grow our Europe, Milttast and Africa, or EMEA, and Latin America ag#ons, which provide for
direct sales, alliances, services and supportdamelion. We have grown our EMEA client base fram olient at December 31, 2007
to 226 clients at December 31, 2013 . Additionallg, have recently opened new offices in Asia-Pac#nd we intend to grow our
operations to provide direct sales, alliances,isesvand support in that region.

Continue to Innovate and Extend Our Technologicathdership. We believe we have developed over the last degatbep
understanding of the talent management challengeslients face. We continually collaborate withr alients to build extensive functionality
that addresses their specific needs and requestglaM to continue to leverage our expertise ientaanagement and client relationships to
develop new applications, features and functiopalich will enhance our solutions and expand aldrassable market.

Make Cornerstone Built to LastOur growth strategy since inception has been dedile, disciplined and focused on long-term success
This has allowed us to weather periods of econduaniooil and significant changes in the markets e e without undergoing layoffs or
business contraction. We plan to take the samemsgdic approach in the future.

Acquisitions. In April 2012, we completed the acquisition of &ohimited, or Sonar, a New Zealand cloud-baseshtahanagement
solution provider serving small businesses glob&lynar’s talent management solution was rebraadéde Cornerstone Small Business
solution.

In the future, we may seek to acquire or investdditional businesses, products or technologigsibadelieve will complement or
expand our solutions, enhance our technical capabibr otherwise offer growth opportunities.

We are also committed to empowering our employeddiae communities around us, in part demonstiiayenlir involvement in the
Cornerstone OnDemand Foundation.

Our Solutions

Our core solution is a comprehensive talent manageésuite that our clients use to find, develomnext, evaluate and engage their
human capital. We built this suite using a singldecbase and a multi-tenant, multi-user architediuat we host in our data centers. The suite
consists of a collection of four integrated clouds|uding the Recruiting Cloud, Learning Cloudy®emance Cloud, and Extended Enterprise
Cloud. These clouds can be purchased individualig, additional clouds can be added easily. Weadfeo a number of cross-cloud tools for
analytics and reporting, employee profile managdmemployee on-boarding and e-learning contentegggion. In addition to our core
solution, we offer Cornerstone for Small Businesd &ornerstone for Salesforce.

Our Clouds

Cornerstone Recruiting Clou@ur Recruiting Cloud supports the modern ways Itiainesses source, recruit, hire and onboard new
employees. The Recruiting Cloud is fully integrateth our existing talent management suite. It Wa#t using Cornerstone's pure-cloud,
multi-tenant architecture, leveraging a commonfptat, workflow engine, and reporting and adminitna model. This architecture provides
clients with faster deployments, greater flexigitib adapt and change the application without oosisk, and a seamless user experience a
all Cornerstone applications. Clients use the Qwsitonae Recruiting Cloud to:

e manage job requisitior

* post jobs across both traditional job boards amibsaetworks

+ create internal career centers and external caites

* manage and enhance employee referral prog

» identify existing employee connections with cantkdi

e quickly assess candidate skills and competer

» collaborate with hiring managers and employeesautjinout the screening proce
» search and compare internal and external candji

* build ongoing talent pools; a

» efficiently onboard new hires and accelerate timproductivity
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Cornerstone Learning CloudOur Learning Cloud helps clients deliver and managterprise training and development programiskis
employee development to other parts of the talertagement lifecycle, including performance manageraed succession planning. The
Cornerstone Learning Cloud supports all forms aifiing, including instructor-led training, e-leangiand virtual classroom sessions. We have
made tens of thousands of online training titlesnfiover 20 global e-learning vendors accessiblautiin the Cornerstone Learning Cloud to
help clients reduce overall training expense arst-effectively migrate to blended learning curracof online and instructor-led training.
Clients use the Cornerstone Learning Cloud to:

 manage local and global compliance programsudieg the tracking of any recurring or non-recagriicense, designation,
certification, or other compliance-related trainangd continuing education requirements;

» administer oboarding programs and orientation for new h
e access thousands of e-learning classes from»asting off-theshelf content provider
» create, publish and deliver the clientwn proprietary training content with our authgriools

e automate the administration of instructor-leadrting sessions, and launch and track virtual obesss through integrations with third-
party tools like Cisco Webex and Microsoft Live Miagt

» deliver sophisticated curricula that can includgdtiple sequenced parts, multiple types of tragnand enforcement of pre-requisites
and follow-up assignments;

* report on costs, participation levels and euviduas of development programs through permissisgetalashboards, standard reports
and custom reports; and

» enable enterprise social collaboration throtigh user profiles as well as the ability to papate in discussions, send messages,
contribute to corporate wikis, author blogs, suiticto information feeds and download audio an@eahsts.

Cornerstone Performance Clou@ur Performance Cloud allows clients to direct am@hsure performance at the individual,
departmental and organizational level through omgy@ompetency management, organizational goahgeftierformance appraisal,
compensation management and development planrémfpriance data can also be used by the LearniogdQdb set training priorities and to
make informed workforce planning decisions. Cliamge the Cornerstone Performance Cloud to:

e cascade, track and report goals across the orgiamza improve business execution and proactivedyrage organizational objectiv

» identify competency and skill gaps within anamgation through manager and peer assessmentg,aiier the client’s own
proprietary models or third-party competency models

e automate the annual and interim review prodessefit from a configurable workflow engine to dgsireview questions and steps,
automatically include the reviewee’s individual goand competencies, provide managers with a cornassistant and calibrate
review scores;

» develop a pay-for-performance culture, aligntognpensation allocation decisions with actual eryg#operformance and goal
achievement;

« allow managers to work with employees to devglepsonalized development plans or dynamicallytergalividualized development
plans based on competency gaps;

« view dashboards or generate reports and meanidgfalon every phase of the performance manageypest anc

» make informed decisions about succession planpiotential organizational changes and retentfdrigh-potential employees at all
hierarchical levels.

Cornerstone Extended Enterprise Cloudur Extended Enterprise Cloud helps clients extat@ht management to their customers,
vendors, and distributors. The Extended Enterfiseid enables clients to develop new profit centergease sales, cut support costs and
boost channel productivity. Clients use the Cortoews Extended Enterprise Cloud to:

» administer for-profit training programs to theivn customers more effectively, providing themhwatdelivery tool, an automated
registration system and e-commerce capabilities;

e improve strategic partner enablement with betgening, online best practice centers and maadihg-available information on
products and services;

* increase customer engagement through sociabmothtion, virtual communities, educational progsaand the enablement of
customer-driven product innovation initiatives;

* manage distributor certification programs;
» deliver training and targeted information to niers of trade associations or other mentizsed organizatior
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Cross-Cloud Tools
Our core solution has a number of capabilities thass each of our four integrated clouds. Thesleidie:

* Analytics, Reporting, and Dashboar«Our core solution employs a proprietary reporgngine. In addition to approximately 140
included standard reports, this solution includesstom reporting tool that allows clients to ceclighly specific reports. This
solution also includes dashboard technology togriegraphical views of complex data.

- MyTeam MyTeam enables managers to access all employeeriafion, development activities, compliance stgpesformance data,
succession plans, social collaboration updatesaation items for team members from a single, higjigphical view. Managers may
view information for their direct reporting empla@geor other employees in their organization.

» Talent Profiles. Managers can access integrated Talent Profilesview key employee data in several locations a&coos core
solution. Talent Profiles function as employee iferation cards, detailing user record informatiperformance ratings, succession
management data, enterprise social collaboratitwitgcand informal manager comments. These prsfédee available throughout this
solution where quick access to information is dakiincluding in performance reviews, organizatiamerts, succession plans,
compensation plans and user record editing.

e E-Learning Content AggregationNe have entered into relationships with many b&-shelf e-learning content vendors. This enable
us to provide access to tens of thousands of eiteaclasses for distribution across our core smutE-learning, like other forms of
training, can be delivered in conjunction with depenent plans, competency assessments, successionng scenarios, talent pools
and career path exploration.

» Cornerstone MobileCornerstone Mobile allows clients to access oue talent management suite from their mobile devi€ey
capabilities of Cornerstone Mobile include enablitignts to view employee profiles, search the exygé directory, and access just-
in-time video training.

Consulting Services

We offer comprehensive services to our clientssgish in the successful implementation of our $ohsgt and to optimize our clients’ use
of our solutions during the terms of their engagetsieOur consulting services are offered at fix@gsfor on a time-and-material basis at a
blended hourly rate for all services.

With our SaaS model, we have eliminated the neetbfmgthy and complex technology integrations, sagleustomizing software code,
deploying equipment or maintaining unique delivergdels or hardware infrastructure for individud¢ots. As a result, we typically deploy
our core solution in significantly less time thaguired for similar deployments of hosted or onaiee software. Our consulting services
include:

* Implementation ServiceWe deploy our core solution to clients through audnented process of discovery, design, and coratgun.
Most enterprise implementations require servicesystems integration, data loading, and softwardiguration, as well as support
with change management. For mid-market clients,gblution can be implemented in a matter of weleks enterprise clients,
implementation typically takes three to four months

» Integration ServicesWe provide a range of services and self-servicks timoload data into a client’s portal and to imteg our core
solution with our client’s existing systems. Intatjon services include data feeds to and from H&imation systems and enterprise
resource planning systems, single sign on, histbdata loads and integration of proprietary conten

* Content ServicedVe offer e-learning content consulting servicesluding training needs analysis, content selectiwh curriculum
design. In addition, we help clients manage thd&aening vendors, and we maintain an aggregaledri of third-party online
training classes in support of our clients.

e Business Consulting ServicWe provide business consulting services for exgséind prospective clients, such as business process
mapping, guidance on industry best practices aog@rmanagement services. We expect to add additimisiness consulting
services in the future based on client demand.

» Educational Service'We provide product training to our clients duringplementations and on an ongoing basis. We offédtiptau
forms of training, including custom classroom tia@) virtual instructor-led training, and asynchoas online training. Our training
covers all aspects of administering and managimgore solution. In addition, our Educational Seeg team offers live coaching and
custom content development support for clients.

Account Services

We are dedicated to the success of our clientsh&Ve developed a Client Success Framework whickrgewur operational model, the
structure of our Account Services team and thegyeservices necessary at each stage of a clidetgcle.
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Within this framework, we have developed the folllogvroles with primary responsibility to our clierat various levels of their
organizations:

» Account Managers who interact with executiveelesponsors at a client and are focused on thalbvetationship, sales to existing
clients and client business concerns;

» Client Success Managers who work directly with homesources executives at our clients to maxintizevalue of their investment
our core solution; and

e Product Specialists who interact with client adstirsitors and are focused on features and funatibasr core solutiol

We believe this lifecycle-driven approach to clisapport and client success has contributed dyréztbur high client retention rate and
high rankings for client satisfaction in independessearch studies.

We offer support in multiple languages, at multilgheels, and through multiple channels, includithgpgl support coverage available 24
hours a day, seven days a week. We use our owrpasgesocial collaboration product to provide olients and distributors with a virtual
community to collaborate on product design, releaaaagement and best practices.

We monitor client satisfaction internally as pdrfarmalized programs and at regular intervals nigithe client lifecycle, including
during the transition from sales to implementatiainthe completion of a consulting project andydbédsed on interactions with the Account
Services team.

Our Customers

As of December 31, 2013, 1,631 clients used ot solution with over 14 million registered usecsoss 191 countries and 41
languages. Our clients represent a variety of diffeindustries, including business services, farservices, insurance, non-profits, retail,
travel, education and publishing, healthcare, mad@écommunications, the public sector and teclyyolNo single customer accounted for
10% or more of our total revenue in 2013 , 20122011 . Some of our significant clients acrossdety of different industries who have
agreed to be named include:

Automotive

BMW AG

Jaguar Land Rover Automotive plc
Tata Motors Limited

Business Services

Advantage Sales & Marketing, LLC
Automatic Data Processing, Inc.
Kelly Services, Inc.

Education & Publishing

Bright Horizons Family Solutions LLC
Kaplan Higher Education Corporation
University of Southern California

Financial Services

American Bankers Association
Barclays Bank PLC

Société Générale Group

Food & Restaurants
Anheuser-Busch InBev SA/NV
Carlson Restaurants Worldwide, Inc.
Papa John's International, Inc.

Healthcare

McKesson Corporation
Sanford Health
Wellmark, Inc.

Insurance

American International Group, Inc.
Liberty Mutual Insurance Company
RSA Insurance Group plc
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Media & Communications

SBA Communications Corporation
Turner Broadcasting System, Inc.
Virgin Media Limited

Non-Profits

Feeding America

Save the Children Federation, Inc.
Teach for America, Inc.

Public Sector

State of Nebraska

State of North Carolina

U.S. Department of the Treasury

Retail

Reckitt Benckiser Group plc
True Value Company
Walgreen Co.

Technology
BMC Software Inc.

Flextronics International
Microsoft Corporation

Travel

Hyatt Hotels Corporation

MGM Resorts International

Starwood Hotels & Resorts Worldwide Inc.

Technology, Operations and Development
Technology

Our core solution is designed with an on-demantitcture which our clients access via a standasl browser. Our core solution uses
a single code base, with all of our clients runrdmgthe current version of our software. From timéime, we may maintain a marginally
divergent version for a strategic client for a liedi period of time, solely for our convenience. ©arre solution has been specifically built to
deliver:

* aconsistent, intuitive end-user experiencéntit the need for product training and to encourhigg levels of end-user adoption and
engagement;
» modularity and flexibility, by allowing our clients activate and implement virtually any combinataf the features we offt

» high levels of configurability to enable our clisrib mimic their existing business processes, viankd, and organizational hierarch
within our suite;

* web services to facilitate the importing and@ting of data to and from other client systemghsas enterprise resource planning anc
human resource information system platforms;

« scalability to match the needs of the largest dlebgerprises and to meet future client growth;
» rigorous security standards and high levels ofesygterformance and availability demanded by oents

Our core solution offers a localized user interfand currency conversion capabilities. It is cutlseavailable in the following language
Arabic, Bahasa (Indonesia), Bahasa (Malaysia), &idg, Chinese Simplified, Chinese Traditional (gd€ong), Croatian, Czech, Danish,
Dutch, English (Australia), English (UK), Englist$), Estonian, Finnish, French (Canada), Frencan@e&), German, Greek, Hebrew,
Hungarian, Italian, Japanese, Korean, Latvian,datfian, Norwegian, Polish, Portuguese (Brazil)tiRprese (Portugal), Romanian, Russian,
Serbian, Slovakian, Slovenian, Spanish (Latin Ao&riSpanish (Spain), Swedish, Thai, Turkish, akchlgian.

Our core solution is deployed using a multi-tereamd multi-user architecture, which provides ouegntse clients with their own
instance of a database. We employ a modularizditecture to balance the load of clients on sepasabenvironments, as well as to provid
flexible method for scalability without impactingher parts of the current environment. This architee allows us to provide the high levels of
uptime required by our clients. Our existing infrasture has been designed with sufficient capdoityieet our current and future needs.

13




Security is of paramount importance to us due ¢éosémsitive nature of employee data. We have degiguar core solution to meet
rigorous industry security standards and to assligets that their sensitive data is protected sxtbe system. We ensure high levels of sec
by segregating each client’s data from the datatluér clients and by enforcing a consistent apgraacoles and rights within the system.
These restrictions limit system access to onlydhndividuals authorized by our clients. We alsgbay multiple standard technologies,
protocols and processes to monitor, test and gdht# security of our infrastructure continuoushgluding periodic security audits and
penetration tests conducted by our clients and dssiomed by us from third parties.

We are standardized on Microsoft .NET technologes write the majority of our software in indusstgndard software programming
languages, such as C#. We use Web 2.0 technolegigls.as AJAX, extensively to enhance the usabpigyformance, and overall user
experience of our core solution. Microsoft SQL ®erg deployed for our relational database managesystem. Apart from these and other
third-party components, our entire core solutios been specifically built and upgraded by our indedevelopment team. We have not
acquired or integrated any other thjydrty technology as the basis of any of our fotegrated clouds for recruiting, learning, perforiggnant
extended enterprise. On April 5, 2012, we compl#tedacquisition of Sonar, a New Zealand cloud-thdakent management solution provider
serving small businesses globally. Sonar’s taleamtaggement solution has not been integrated intéoourclouds, but instead has been
rebranded as our Cornerstone Small Business selutio

Operations

We physically host our core solution for our clemt two secure third-party data center facilitese located in El Segundo, California
and the other located near London, United KingdBath facilities are leased from Equinix, Inc. Théaeilities provide physical security,
including manned security 365 days a year, 24 haulay, seven days a week, biometric access csmnol systems security, redundant powe
and environmental controls.

Our infrastructure includes firewalls, switcheqjters, load balancers, and IDS/IPS from Cisco Syst@nd others to provide the
networking infrastructure and high levels of seior the environment. We use industry standaadibland rack-mounted servers to run our
core solution and Akamai Technologies’ Global Natwvof Edge Servers for content caching. We useagmarea network, or SAN, hardware
from EMC and HP at our data center. These SAN Bysteave been architected for high performance atatidss protection, and we believe
these systems have the capacity and scalabilégpable us to grow for the foreseeable future.

Research and Developme

The responsibilities of our research and developrogganization include product management, prodagelopment, quality assurance
and technology operations. Our research and dewednporganization is located primarily in our Sakitanica, California headquarters. Our
development methodology, in combination with ouaSaelivery model, allows us to release new andmedd software features on a regular
and predictable basis, currently quarterly. Weofelh well-defined communications protocol to suppar clients with release management.
We patch our software on a bi-weekly basis. Basefitedback from our clients and prospects and jpmtso our own innovation, we
continuously develop new functionality while enhiaigcand maintaining our existing solutions. We @é meed to maintain multiple
engineering teams to support different versionthefcode because all of our clients are runninthercurrent version of our solutions.

Our research and development expenses were $2lidghrm 2013 , $14.9 million in 2012 , and $10.1llan in 2011 .

Sales and Marketing
Sales

We sell our software and services both directlptigh our sales force, and indirectly through oundstic and international network of
distributors. We currently service clients in a ihnge of industries, including, among othersrmss services, financial services, healthcare
insurance, manufacturing, retail, and high techgpl®e have a number of direct sales teams orgaigenarket segment, industry and
geography, which are as follows:

» Strategic AccountsWe have a strategic accounts sales team focussdl@esto large multiational corporation

» Enterprise. Our enterprise sales team sells to large entexprisgth 3,000 or more employees. This team is camp@rimarily of
experienced solution sales executives, with anageetenure of 19 years in sales.

* Mid-Market. Our mid-market sales team sells to organizatioitis between 1,500 and 2,999 employees. This tearongposed
primarily of experienced sales individuals, witharerage tenure of 16 years in sales.

e Majors.Our majors sales team sell to organizations witiween 400 and 1,499 employees. This is a new tadt0i4
* Small BusinessOur Cornerstone Small Business sales team istéatrge clients with fewer than 400 employ:
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* Public Sector Our public sector sales team targets federak stadl local government, as well as K-12 and higlercation
institutions.

e Healthcare.Our healthcare sales team targets healthcare gravétdich as hospitals, healthcare equipment anitagr
pharmaceuticals, biotechnology and related lifersm organizations.

« EMEA. We have both enterprise and mid-market sales gsimfeals based in core European markets. Thisigeaomposed primarily
of experienced sales individuals, with an averageite of 17 years in sales.

 APAC.We have enterprise sales professionals based énAsiaPacific markets including Australia, Hong Kong, imdand Japan at
intend to add additional sales personnel in China.

* LATAM. We have enterprise sales professionals basemténL@tin America markets and intend to add additicales personnel
throughout Latin and South America.

Our direct sales team is supported by product apists who provide technical and product expetiskcilitate the sales process. Our
sales enablement professionals provide on-boaatidgongoing professional development for the gadefessionals to increase their
effectiveness at selling in the field. We also n&ima separate team of account managers respeffsibienewals and up-sales to existing
clients, as described above.

Marketing

We manage global demand generation programs, gesales pipelines and enhance brand awarenesgkhoom marketing initiatives.
Our marketing programs target HR executives, teldgyoprofessionals and senior business leadersp@ueipal marketing initiatives include:

 Demand Generatior Our demand generation activities include lead gtion through email and direct mail campaignstipigation
in industry events, securing event speaking oppdréis, online marketing and search marketing.

» Corporate Marketing.We market to our clients by leveraging productkating, client success stories, thought leadershigent, an
brand awareness advertising campaigns. Additionakyhost regional client user group meetings aa@lso co-market with our
strategic distributors, including joint press anmoements and demand generation activities.

» Marketing CommunicationWe undertake media relations, corporate commuwicgatianalyst relations activities and social media
outreach.

Strategic Relationships

We have entered into alliance agreements in oodexpand our capabilities and geographic presemdgrvide our clients with access
to specific types of content. We have entered lietationships with various third party consultingrfs, such as Appirio, Inc. and Tribridge to
assist in the successful implementation of ourtsmlg and to optimize our clients' use of our sohg during the terms of their
engagements. We utilize these firms to assist linetg of implementation and integration servieesongst other consulting services. As our
business grows, we expect to continue to utilizegasing amounts of these services.

Outsourcing and Distribution Relationships

We have developed a network of outsourcing, digtidim, and referral relationships to expand oucheand provide product and services
sales through indirect channels. These includdeegspeements with global vendors such as Apginia, Automatic Data Processing, Inc.,
Ellucian Company L.P., and Xerox Corporation asaglregional distributors such as BSI TecnologiBiiazil, CDP Group, Limited in China,
Comms Learning Limited in the United Kingdom, Grupatamace in Brazil, Infosys Limited in India, ISQearning in Portugal, Kalleo
Learning in South Africa, Logica plc in Europe, Nisade Mexico, S.A. de C.V. in Mexico, NeospheréssSn France, QA Limited in the
United Kingdom, Sage Software, Inc. in North AmariXpert Learning in United Arab Emirates, T2 OpenPTY Ltd. in Asia Pacific,
Talentech Ltd. in Israel, and Xchanging HR Servicesited in the United Kingdom. We expect to continto add distributors to build our
sales presence in certain geographic and vertiagtets.

Consulting and Services Relationships

We have entered into alliance relationships withd¢#Rsulting firms to deliver consulting servicascls as implementation and content
development services, to clients.
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Content and Product Relationships

We have developed distributor agreements with &wéehge of vendors which provide off-the-shelf @4féng content and custom
learning content development services. Throughrtais/ork, we are able to offer an extensive libm@frgnline training content to our clients
through our core solution. Our content distributimrse-learning content include industry leadersvaf as regional and vertically-focused
online training providers. In addition, we haveesggnents with providers of specific competency mef&i use by our clients directly in our
core solution.

Competition

The market for talent management software spetificand for human resource technology generadiyhighly competitive, rapidly
evolving and fragmented. This market is subjeattanging technology, shifting client needs anddeey introductions of new products and
services.

Most of our sales efforts are competitive, oftevoiring requests for proposals, or RFPs. We compeiearily on the basis of providing
a comprehensive, fully integrated suite for tal@ainagement as opposed to specific service offerings

In the applicant tracking systems segment, whiehQbrnerstone Recruiting Cloud serves, our congstihclude Oracle Corporation,
which acquired Taleo Corporation in April 2012, dntkrnational Business Machines Corporation, wisichuired Kenexa Corporation in
August 2012. We compete in this segment primarnilytee basis of:

» the level of integration of our Recruiting Cloudthwn our talent management su

» the social nature of our Recruiting Cloud, whicheleges our clients' ecosystems as well as infegsatvith leading social networks
offer enhanced recruiting capabilities;

» the ability to compare internal and external caatdd to fill open positions and enable talent nikyk
« the quality of our service and focus on client &8s

» our ability to provide scalability and flexibilitipr large global deployments; ¢

» the ease of use of our Recruiting Cloud and ovesdl experienc

In the learning management systems segment, wikcornerstone Learning Cloud and Cornerstone Bgtb&nterprise Cloud each
serve, our competitors include Oracle Corporatianich acquired Taleo Corporation in April 2012, 8&boftware, Inc., SAP America, Inc.,
which acquired SuccessFactors, Inc. in Februarp 2&id SumTotal Systems, Inc. Most of our compegtito this segment have multiple
versions of hosted or on-premise software, wheneasffer a single version of our software. In thégment, we compete primarily based on:

« the quality of our service and focus on client 885

» the ease of use of our Learning Cloud and Exteaedrprise Cloud and overall user experie

» the breadth of our Learning Cloud and ExtendetéEprise Cloud to meet our clientzirrent and evolving nee:

e our ability to provide scalability and flexibilitior large and complex global deployme

» our integration with third-party kearning providers domestically and internatioradlgic

e our ability to serve the extended enterprisewfclients’ partners, distributors, contractotapai, members, volunteers and
customers.

In the performance management systems segmenthwiteacCornerstone Performance Cloud serves, oupetiors include Halogen
Software, Inc., Lumesse Limited, Oracle Corporatishich acquired Taleo Corporation in April 2012dplefluent, Inc., and SAP America,
Inc., which acquired SuccessFactors, Inc. in Fagra@12. These vendors are, like us, largely Saa®igers. We compete in this segment
primarily on the basis of:

» the criticality of learning and development toeffective performance management program, relgmgur strengths in both learning
and performance management;

» the quality of our service and focus on client &8s
» the breadth and depth of our product functions

» the flexibility and configurability of our Penfimance Cloud to meet the changing content and \Wwavkfequirements of our clients’
business units;

» the level of integration, configurability, securicalability and reliability of our PerformanceoGt; ans
« our vision of integrated talent management, contbinigh our ability to innovate and respond to cliareds rapidh
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In addition, we occasionally compete with custonittsoftware that is designed to support the neddssingle organization, as well as
with third-party talent and human resource appliceproviders that focus on specific aspects artaimanagement.

Many of our competitors and potential competitaagéngreater name recognition, longer operatinghést and larger marketing budgets
than we do. For additional information, seRisk Factors—Risks Related to Our Business andstngda-The market in which we participate is
intensely competitive, and if we do not competttely, our operating results could be harrienhd “ Risk Factors—Mergers of or other
strategic transactions by our competitors could kexaour competitive position or reduce our revehue.

Government Contracts

Many of our contracts with government agenciessal®ect to termination at the election of the gaveent agency. While none of our
government contracts provide for renegotiationeafsfat the election of the Government, it is pdsditat the government agency could req
and that we could under certain circumstances dgreke renegotiation of the payments otherwisapke under such contracts. However, we
have not in the past renegotiated significant paytrterms under our government contracts. For aditiinformation, see Risk Factors—We
face risks associated with our sales to governmemttties”

The Cornerstone OnDemand Foundation

To demonstrate our commitment to empowering peaptecommunities, we helped form the Cornerstoneédminhd Foundation, or the
Foundation, in 2010. The Foundation seeks to empoam@munities in the United States and internatigrzy increasing the impact of the
non-profit sector through the utilization of ouresolution and strategies.

The Foundation focuses its efforts on the area&slo€ation, workforce development and disasterfréNie have enlisted the help of our
employees, clients and distributors to supportfendation in its efforts. The Foundation is desifjto be self-sustaining over time through a
variety of ongoing funding streams, such as donatisponsorships and distribution fees. The Foimdaffers a number of programs to
support the non-profit sector, including:

» Strategic Partnership ProgramThe Foundation offers ngprofit clients our core solution and services distount, in certain cases
up to 100%. We currently have direct agreementsigirng similar pricing with non-profit clients, iheding:

Education Workforce Development Disaster Relief
KIPP Goodwill Feeding America
New Leaders United Way Oxfam
Teach for America Year Up Save the Children

« HR Pro Bono Corps In our experience, noprofits often lack the capacity or HR resourcemte@st in the training and developmen
their employees and volunteers. In response, thadation formed an HR Pro Bono Corps in order técmaon-profits in need of
human capital management related consulting withprtiRessionals from our global client base whoweiténg to consult on a
voluntary basis.

» Gift of Learning.This program offers non-profits the unique oppoitiuto access online training and development atasi. Most
non-profit organizations lack the resources andcpacity to consistently and effectively investhirir people. Through the Gift of
Learning, the Foundation provides relevant coniteeitiding videos, webinars, whitepapers, and ediearcourses to non-profits
domestically and abroad. Non-profit beneficiariam choose up to 10 individuals in their organizatiwhich can be employees,
volunteers or clients, to access the Gift of Leagribrary which is customized for the nonprofibfessional.

» DisasterReady.or¢ In addition to its support of individual non-prisfi the Foundation seeks to improve the sect@rgelby
incubating and implementing strategic initiativeattaddress a critical market need. In 2013, thea&ation launched
DisasterReady.org, a free online training webgtcHically designed by experts in training, capabuilding and humanitarian
assistance to help prepare aid workers for the ddmthoey face in the field. Informed and suppokggrominent aid agencies such as
Save the Children, IRC, UNHCR, CARE, IFRC, and Wdrision, DisasterReady.org offers dozens of cgtédge dearning course!
live and recorded webinars on key humanitarianeissand related training resources focused ontdisaeparedness and response.

* Impact Grant.The Impact Grant program allows nonprofit organ@a to achieve substantial social impact by usagning
technology to expand the reach of their educatipnagrams and services. Through the Impact Grargram, the Foundation selects
three nonprofit organizations annually from arotimel globe to each receive a two-
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year grant equal to $1.0 million in value. Grantaesawarded unlimited usage of the CornerstonenirgaCloud as well as access to
a range of pro bono business consulting servicssgthe Cornerstone Learning Cloud, organizat@arseffectively and efficiently
scale their programs by automating the deliverthefr training to clients, volunteers, partner ages, and anyone else at any time.
Grantees include organizations such as Project HOR& Ounce, and Darkness to Light.

Proprietary Rights

To safeguard our proprietary and intellectual propeghts, we rely upon a combination of patewipgright, trade secret and trademark
laws in the United States and in other jurisdicsicsnd on contractual restrictions. Our key asaetsde our software code and associated
proprietary and intellectual property rights, intgaular the trade secrets and know-how associatddour core talent management solution
which we developed internally over the years. Weawssued a patent for our software in 2003 whigtires in 2021; we have since filed for
additional patent protection, we own registeredd@raarks and we will continue to evaluate the needdditional patents and trademarks. We
have confidentiality and license agreements witlplegees, contractors, clients, distributors anapthird parties, which limit access to and
use of our proprietary information and software.

Though we rely in part upon these legal and conied@rotections, we believe that factors suchhasskills and ingenuity of our
employees, creation of new modules, features, amctibnality, collaboration with our clients, amg@duent enhancements to our solutions are
larger contributors to our success in the markegpla

Despite our efforts to preserve and protect oupipetary and intellectual property rights, unauthed third parties may attempt to copy,
reverse engineer, or otherwise obtain portionsunfowoduct. Competitors may attempt to develop Isimproducts that could compete in the
same market as our products. Unauthorized dis@asuour confidential information by our employeeshird parties could occur. Laws of
other jurisdictions may not protect our proprietand intellectual property rights from unauthorizes or disclosure in the same manner as tt
United States. The risk of unauthorized uses ofpoaprietary and intellectual property rights magrease as we continue to expand outside c
the United States.

Third-party infringement claims are also possibl®ur industry, especially as software functioyadihd features expand, evolve, and
overlap with other industry segments. Current aridré competitors, as well as npracticing patent holders, could claim at any tiimaet somq
or all of our software infringes on patents thewrtmld or might obtain or be issued in the future.

Seasonality

Our sales are seasonal in nature. We sign a hfgreentage of agreements with new clients, asagalenewal agreements with existing
clients, in the fourth quarter of each year. Iniidd, within a given quarter, we sign a signifitgortion of these agreements during the last
month, and often the last two weeks, of that quavitée believe this seasonality is driven by seviaetiors, most notably the tendency of
procurement departments at our clients to purcteadenology at the end of a quarter or calendar, yemsibly in order to use up their available
quarterly or annual funding allocations, or to béeao deploy new talent management capabilities po the beginning of a new financial or
performance period. As the terms of most of owrtlagreements are measured in full year incremagteements regardless of when
executed, will generally come up for renewal at #zane time in subsequent years.

Business Segment and Geographical Information

We operate in a single operating segment. For g@big financial information, see Note 14 to oursmidated financial statements,
which is incorporated herein by reference.

Working Capital Practices

Information about our working capital practicesnisluded in Item 7, ‘Management’'s Discussion and Analysis of Financiahdition
and Results of Operationsunder the heading Liquidity and Capital Resourcésand is incorporated herein by reference.

Employees

At December 31, 2013 , we had 987 employees, wkialB82% increase from 750 employees at Decemh&t032 . None of our
employees are covered by a collective bargainimgeagent, and we have never experienced a strigenilar work stoppage. We consider our
relations with our employees to be strong. Intdynale strive to empower our people by using ouweamlution to on-board, develop, connect,
align, assess, retain and promote our own employees
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Additional Information

Our Internet address is www.cornerstoneondemand.@éemake available free of charge through ourh@ewebsite our Annual
Reports on Form 10-K, Quarterly Reports on FornQl@urrent Reports on Form 8-K, and amendmentsaset reports filed or furnished
pursuant to Section 13(a) of the Securities Exchakg} of 1934, as amended, as soon as reasonaiiqable after we electronically file such
materials with, or furnish them to, the SEC. Infation contained on, or that can be accessed thrauglwebsite is not incorporated by
reference into this report, and you should not m@rdnformation on our website to be part of ttd@port.

The SEC maintains an Internet site (www.sec.gaoa) tontains reports, proxy and information statesieand other information
regarding issuers that file electronically with ®EC. The public also may read and copy thesafilat the SEC’s Public Reference Room at
100 F Street N.E., Washington, DC 20549. Informmatibout this Public Reference Room is availabledling (800) SEC-0330.

Item 1A. Risk Factors

The following risk factors and other informatiorcinded in this Annual Report on Form 10-K shouldcheefully considered. The risks
and uncertainties described below are not the onlgs we face. Additional risks and uncertaintiesgresently known to us or that we
presently deem less significant may also impairkosiness operations. Please see Ite" Business—Forward Looking Statementer a
discussion of the forward-looking statements thiatcualified by these risk factors. If any of therts or circumstances described in the
following risk factors actually occurs, our busisesperating results, and financial condition coblkl materially adversely affecte

Risks Related to Our Business and Industry
We have a history of losses, and we cannot be ¢eittzat we will achieve or sustain profitability.

We have incurred losses since our inception. Weempced net losses of $40.4 million , $31.4 milliand $63.9 million in 2013 , 2012
and 2011 , respectively. At December 31, 2013 aogumulated deficit was $236.5 million and totatkholders’ equity was $52.9 million .
We expect to continue to incur operating losses E&sult of expenses associated with the contidegdlopment and expansion of our busir
Our expenses include among others, sales and rimaykedsearch and development, consulting and stippovices and other costs relating to
the development, marketing and sale and servicaio$olutions that may not generate revenue wattl Iperiods, if at all. Any failure to
increase revenue or manage our cost structure asplement initiatives to grow our business couldvent us from achieving or sustaining
profitability. In addition, our ability to achievgrofitability is subject to a number of the risksdauncertainties discussed below, many of whict
are beyond our control. We cannot be certain tleatwll be able to achieve or sustain profitability a quarterly or annual basis.

Unfavorable conditions in our industry or the globaconomy, or reductions in information technologypending, could limit our ability to
grow our business and negatively affect our opengtiresults.

Our operating results may vary based on the implachanges in our industry or the global economysior our clients. The revenue
growth and potential profitability of our businedspends on demand for enterprise application softamad services generally and for talent
management solutions in particular. We sell oueamiution primarily to large, mid-sized and snialkiness organizations whose businesses
fluctuate based on general economic and businesbtmms. In addition, a portion of our revenuaisibutable to the number of users of our
solutions at each of our clients, which in turinguenced by the employment and hiring patternswfclients and potential clients. To the
extent that weak economic conditions cause ountsliand potential clients to freeze or reduce theadcount, demand for our solutions ma
negatively affected. Historically, economic dowmsihave resulted in overall reductions in spendimgnformation technology or talent
management solutions as well as pressure for estehitling terms, as occurred during the receng¢semn. If economic conditions deteriorate
or do not materially improve, our clients and porclients may elect to decrease their informatiechnology and talent management bud
by deferring or reconsidering product purchaseschvivould limit our ability to grow our businessdcanegatively affect our operating results.

Our financial results may fluctuate due to our longariable and, therefore, unpredictable sales @eind our focus on large and midiarket
organizations.

We plan our expenses based on certain assumptions te length and variability of our sales cyti@ur sales cycle becomes longe
more variable, our results may be adversely aftec@rr sales cycle generally varies in duratiomien two to nine months and, in some
cases, much longer depending on the size of trenpal client. Factors that may influence the lérapd variability of our sales cycle include
among others:
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» the need to educate potential clients about the aise benefits of our solutio

« the relatively long duration of the commitment olie make in their agreements with
» the discretionary nature of potential cliemisrchasing and budget cycles and decis
» the competitive nature of potential clientés'aluation and purchasing proces

» evolving functionality demands of potential clie

» fluctuations in the talent management needs ofrpiaieclients

e announcements or planned introductions of new prsdoy us or our competitors; ¢
» lengthy purchasing approval processes of potediigits

The fluctuations that result from the length andatality of our sales cycle may be magnified by éacus on sales to large and nsidec
organizations. If we are unable to close an exgesignificant transaction with one or more of thesmpanies in a particular period, or if an
expected transaction is delayed until a subseqestad, our operating results, and in particularlmaokings, for that period, and for any future
periods in which revenue from such transaction watherwise have been recognized, may be adveaffelsted.

Our financial results may fluctuate due to other dtors, including invoicing terms, some of which még beyond our control.

There are a number of other factors that may causénancial results to fluctuate from period ®&ripd, including among others:
» changes in billing cycles and the size of advaraements relative to overall contract value in dliggreement
» the extent to which new clients are attracted tosmlutions to satisfy their talent management gj
» the timing and rate at which we sign agreements ngw clients

* our access to service providers when we outgotlient service projects and our ability to mantgequality and completion of the
related client implementations;

« the timing and duration of our client implemeitas, which is often outside of our direct contauhd our ability to provide resources
for client implementations and consulting projects;

» the extent to which we retain existing clients aatsfy their requiremen
» the extent to which existing clients renew thelrsariptions to our solutions and the timing of ¢nosnewal:
» the extent to which existing clients purchase ecdintinue the use of additional solutions and adikorease the number of us

« the extent to which our clients request enhamrgsito underlying features and functionality of solutions and the timing for us to
deliver the enhancements to our clients;

« the addition or loss of large clients, includingoilgh acquisitions or consolidatio

» the number and size of new clients, as well asitimber and size of renewal clients in a particp&iod
» the mix of clients between small, nédzed and large organizatio

» changes in our pricing policies or those of our petitors

» seasonal factors affecting demand for our smhstior potential clientgurchasing decisior

» the financial condition and creditworthiness of olients

» the amount and timing of operating expensesuydhicg those related to the maintenance and expamdiour business, operations and
infrastructure;

» the timing and success of new product and seratreductions by u

* the timing of expenses related to the developménew products and technologies, including enharegsto our solution

« the timing and success of current and new competitroducts and services by our competi

» other changes in the competitive dynamics of odustry, including consolidation among competitafgnts or strategic partne

e our ability to manage our existing business fathdre growth, including in terms of additionaledlits, incremental users and new
geographic regions;

e expenses related to our data centers and the e@parfsuch data cente

» the effects of, and expenses associated witjuisitions of third-party technologies or businesard any potential future charges for
impairment of goodwill resulting from those acqticsis;
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e equity issuances, including as consideration irusitipns or due to the conversion of our outstagdionvertible note
e general economic, industry and market conditions

» various factors related to disruptions in ouaS#&osting network infrastructure, defects in amlutioons, privacy and data security, and
exchange rate fluctuations, each of which is dbsdrelsewhere in these risk factors.

In light of the foregoing factors, we believe tlat financial results, including our revenue anteded revenue levels, may vary
significantly from period-to-period. As a resulerpd-to-period comparisons of our operating resoilay not be meaningful and should not be
relied on as an indication of future performance.

The forecasts of market growth may prove to be ioa@te, and even if the markets in which we compathieve the forecasted growth, we
cannot assure you our business will grow at similates, or at all.

Growth forecasts are subject to significant unéetyeand are based on assumptions and estimates widy not prove to be accurate.
Forecasts relating to the expected growth in theSSaarket or talent management market may proke toaccurate. Even if these markets
experience the forecasted growth, we may not gnambasiness at similar rates, or at all. Our groistbubject to many factors, including our
success in implementing our business strategy,hwibisubject to many risks and uncertainties.

Even if demand for talent management products arehdces increases generally, there is no guarantest demand for SaaS solutions il
ours will increase to a corresponding degree.

The widespread adoption of our solutions depentlsmly on strong demand for talent management pisdand services generally, but
also for products and services delivered via a $asthess model in particular. There are stillgaificant number of organizations that have
adopted no talent management functions at alljtaedinclear whether such organizations ever adthpt such functions and, if they do,
whether they will desire SaaS talent managemeantieak like ours. As a result, we cannot assuretiatiour SaaS talent management
solutions will achieve and sustain the high levieharket acceptance that is critical for the susedour business.

Our business depends substantially on clients reimgatheir agreements and purchasing additional stkns from us or adding additional
users. Any decline in our client renewals or purcées of additional products or additional users wduiarm our future operating results.

In order for us to improve our operating resultss important that our clients renew their agrestaevith us when the initial contract
term expires and also purchase additional prodarcasid additional users. Our clients have no ohbgato renew their subscriptions after the
initial subscription period, and we cannot assune that our clients will renew subscriptions at siaene or higher level of service, if at all. In
the past, some of our clients have elected natriew their agreements with us. Moreover, certaimuofclients have the right to cancel their
agreements for convenience, subject to certaic@odquirements and, in some cases, early termiméges. Our clients’ renewal rates may
decline or fluctuate as a result of a number ofdia; including their satisfaction or dissatisfantiwith our solutions, pricing, the prices of
competing products or services, mergers and atigumisiaffecting our client base, reduced hiringoly clients or reductions in our clients’
spending levels. If our clients do not renew tiseiibscriptions, renew on less favorable termsjdgilurchase additional products, or fail to add
new users, our revenue may decline, and our opgregsults may be harmed.

The market in which we participate is intensely cpatitive, and if we do not compete effectively, amrerating results could be harmed.

The market for talent management software is higbiypetitive, rapidly evolving and fragmented. Mariyour competitors and potent
competitors are larger and have greater brand meocognition, much longer operating histories, lamgarketing budgets and significantly
greater resources than we do, and, with the intrtbolu of new technologies and market entrants, xpeet competition to intensify in the
future. If we fail to compete effectively, our bnsss will be harmed. Some of our principal compegibffer their products or services at a
lower price, which has resulted in pricing pressuf&milarly, some competitors offer different initi terms, which has resulted in pressures o
our billing terms. If we are unable to maintain guicing levels and billing terms, our operatinguks could be negatively impacted. In
addition, pricing pressures and increased competgenerally could result in reduced sales, redutadjins, losses or the failure of our
solution to achieve or maintain more widespreadketagicceptance, any of which could harm our busines

We face competition from paper-based processesleskiop software tools. We also face competitiomfcustom-built software that is
designed to support the needs of a single orgaoigats well as from third-party talent and humesource application providers. These
software vendors include, without limitation, HadmgSoftware, Inc., International Business Machi@egoration, which acquired Kenexa
Corporation in August 2012, Lumesse AS, Oracle Gxation, which acquired
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Taleo Corporation in April 2012, Peoplefluent, Insaba Software, Inc., SAP America, Inc., whichuaiegl SuccessFactors, Inc. in February
2012, and SumTotal Systems, Inc. In addition, sofithe parties with which we maintain businessaalties offer or may offer products or
services that compete with our products or services

Many of our competitors are able to devote gre@sources to the development, promotion and saleeaf products and services. In
addition, many of our competitors have establigmadketing relationships, access to larger clieseband major distribution agreements with
consultants, system integrators and distributorsredver, many software vendors could bundle hureaaurce products or offer such product:
at a lower price as part of a larger product daladdition, some competitors may offer softwaret dddresses one, or a limited number, of
talent management functions at a lower price pmintith greater depth than our solutions. As altesur competitors may be able to respond
more quickly and effectively than we can to nevcloanging opportunities, technologies, standarddient requirements. Further, some
potential clients, particularly large enterprisesy elect to develop their own internal solutidaat all of these reasons, we may not be able tc
compete successfully against our current and futonepetitors.

Mergers of or other strategic transactions by ousrapetitors could weaken our competitive positionreduce our revenue

If one or more of our competitors were to mergejuée or partner with another of our competitong thange in the competitive
landscape could adversely affect our ability to pete effectively. For example, in February 2012PS%merica, Inc. acquired SuccessFactors
Inc., one of our competitors; in April 2012, Ora€lerporation acquired Taleo Corporation, another @ihour competitors; and in August 2012
International Business Machines Corporation acguienexa, Inc., also one of our competitors. Ounpetitors may also establish or
strengthen cooperative relationships with our euree future strategic distributors, systems ind¢grs, HR outsourcers, payroll services
companies, third-party consulting firms or othertigs with whom we have relationships, thereby iing our ability to promote our solutions
and limiting the number of consultants availabléntplement our solutions. Disruptions in our bussmeaused by these events could reduc
revenue.

Our business and operations are experiencing ragiowth and organizational change. If we fail to efttively manage such growth and
change in a manner that preserves the key aspettsuo corporate culture, our business and operatingsults could be harmed.

We have experienced, and may continue to experjeapi growth and organizational change, whichgiased, and may continue to
place, significant demands on our management, tipeahand financial resources. For example, oadiseunt has grown from 750 employees
on December 31, 2012 to 987 employees on Decenib@033 . In addition, we have established officeustralia, France, Germany, Hong
Kong, India, Israel, Italy, Japan, New Zealand,iBpad the United Kingdom. We may continue to expaur international operations into
other countries in the future, either organicaliyloough acquisitions. We have also experiencguifitant growth in the number of users,
transactions and data that our SaaS hosting infictate supports. Finally, our organizational stmue is becoming more complex as we
improve our operational, financial and managementrols as well as our reporting systems and prar@=d We will require significant capital
expenditures and the allocation of valuable managemesources to grow and change in these arelasuviindermining our corporate culture
of rapid innovation, teamwork and attention to mlisuccess that has been central to our growthrsdf fve fail to manage our anticipated
growth and change in a manner that preserves thadgects of our corporate culture, the qualitgwfsolution may suffer, which could
negatively affect our brand and reputation and hammability to retain and attract clients.

For a detailed discussion of the risks relatedutoamility to expand our business internationaiygnage growth in our SaaS hosting
network infrastructure, and expand parts of ouaoization to implement improved operational, finahand management controls and
reporting systems, see the following risk factorsAs a public company, we are obligated to devetapraaintain proper and effective
internal control over financial reporting. If ouniernal control over financial reporting is ineftaee, our financial reporting may not be
accurate, complete and timely, and our auditors tm@yinable to attest to its effectiveness whenimedjuthus adversely affecting investor
confidence in our company.” and “—We currently ha#mited number of international offices and @&ganding our international
operations. Additionally, we do not have substdmigerience in all international markets and may achieve the results that we expect.”

We may acquire other companies or technologies,aithiould divert our management’s attention, resuitadditional dilution to our
stockholders or otherwise disrupt our operationscaharm our operating results

In April 2012, we acquired Sonar Limited, a Sad&namanagement solution provider serving smallfmsses. In the future, we may
seek to acquire or invest in other businesses,ustedr technologies that we believe could compldroeexpand our existing solutions,
enhance our technical capabilities or otherwiseraffowth opportunities. The pursuit of potentiadjaisitions may divert the attention of
management and cause us to incur various expengdentifying, investigating and pursuing suitabtguisitions, whether or not they are
ultimately consummated.
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Other than our acquisition of Sonar Limited, wendd have any experience in acquiring other busegedd/e may not be able to
successfully integrate the personnel, operatiodsgechnologies of any other businesses that weanawire in the future or effectively manage
the combined business following the acquisition. M&y also not achieve the anticipated benefits fotimer acquired businesses due to a
number of factors, including:

* unanticipated costs or liabilities associated \lith acquisitior

» incurrence of acquisitiorelated cost

» diversion of managemestattention from other business conce

» harm to our existing relationships with distribi@nd clients as a result of the acquisi
» the potential loss of key employe

» the use of resources that are needed in othergfasts business; al

» the use of substantial portions of our availabkhda consummate the acquisit

In addition, a significant portion of the purchgsie of companies we acquire may be allocatedquised goodwill, which must be
assessed for impairment at least annually, ortémgible assets, which are assessed for impairapent certain triggering events. In the future,
if our acquisitions do not yield expected retumus,may be required to take charges to our operatisigts based on this impairment
assessment process, which could harm our openatiodfs.

Acquisitions could also result in dilutive issuas@d equity securities or the incurrence of delfticlv could adversely affect our
operating results. For example, in our acquisibBonar Limited, we issued an aggregate of 46s6@des of our common stock. In additior
an acquired business fails to meet our expectatmnsoperating results, business and financiatlitimm may suffer.

As a public company, we are obligated to develop amaintain proper and effective internal control ev financial reporting. If our internal
control over financial reporting is ineffective, auinancial reporting may not be accurate, complet@d timely, and our auditors may be
unable to attest to its effectiveness when requjrénis adversely affecting investor confidence inrcompany.

We are required, pursuant to Section 404 of thbeBeas-Oxley Act, to furnish a report by managemeanamong other things, the
effectiveness of our internal control over finahceporting. Our auditors also need to audit tHeatfveness of our internal control over
financial reporting. These assessments will neéddade disclosure of any material weaknesseslirirdernal control over financial reportir

We have and continue to incur significant costessag our system of internal control over finah@aorting and processing
documentation necessary to perform the evaluageaed to comply with Section 404. We may discoaed, may not be able to remediate,
future significant deficiencies or material wealsess or we may be unable to complete our evaluatsting or any required remediation in a
timely fashion. Failure of our internal control emancial reporting to be effective could cause financial reporting to be inaccurate,
incomplete or delayed. Moreover, even if no inaacyy incompletion or delay of reporting resultsyé identify one or more material
weaknesses in our internal control over finan@glorting, we will be unable to assert, and ourausliwill be unable to affirm, that our inter
control is effective, in which case investors masel confidence in the accuracy and completenessrdinancial reports, which could have a
material adverse effect on the price of our comstook.

Our systems collect, access, use and store persamalother client proprietary information. As a raft, we are subject to security risks and
are required to invest significant resources to peat or correct problems caused by security breach&a security breach occurs, our
reputation could be harmed, our business may suffend we could incur significant liability.

Our talent management solutions involve the stoeagktransmission of clientptoprietary and confidential information over timerne!
(including public networks), and security breachesuthorized access, unauthorized usage, virsisniliar breach or disruption could result in
loss of this information, damage to our reputatar]y termination of our contracts, litigationguatory investigations or other liabilities. In
addition, errors in the storage or transmissioguath information could compromise the securityhaft information. If our security measures
are breached as a result of third-party action,leyee error, malfeasance or otherwise and, asudtreemeone obtains unauthorized access t
client data, our reputation will be damaged, owibess may suffer and we could incur significaability. Advances in computer capabilities,
new discoveries in the field of cryptography orestbvents or developments could result in compresnis breaches of our security systems
and the data stored in these systems. Becauseshetine lag associated with developing adegpattections against such new development
and techniques, unauthorized access or sabotage ef/stems and the information processed in cdimmewith our business may result. If an
actual or perceived security breach occurs, th&k@bgrerception of our security measures could bméd and we could lose sales and clients.
Any violations of privacy or information securitpald result in the loss of business, litigation aadulatory investigations and penalties that
could damage our reputation and

23




adversely impact our operating results and findrciadition, including our ability to make requiregborting and disclosures as a public
company. Moreover, if a high-profile security breaecurs with respect to another SaaS providerclemts and potential clients may lose
trust in the security of the SaaS business modetmgdly, which could adversely impact our abilibyretain existing clients or attract new ones.

Any significant disruption in our SaaS hosting netwk infrastructure could harm our reputation, reque us to provide credits or refund
result in early termination of a client agreement a loss of clients, and adversely affect our busgs.

Our SaasS hosting network infrastructure is a @itpart of our business operations. Our clientg@ssour talent management solutions
through a standard web browser. Our clients depangs for fast and reliable access to our solutiGns software is proprietary, and we rely
on the expertise of members of our engineeringsafitidvare development teams for the continued perdoce of our solutions. We have
experienced, and may in the future experienceypligms in our computing and communications infracture. Factors that may cause such
disruptions that may harm our reputation include:

e human erro

* security breache

e telecommunications outages from thpakrty providers

e computer viruse

e acts of terrorism, sabotage or other intentiontd atvandalism, including cyber attac
» unforeseen interruption or damages experiencediing hardware to a new locati

» fire, earthquake, flood and other natural disaseane

e power loss

Although we generally back up our client databdsrsly, store our data in more than one geographidastinct location at least weekly
and perform real-time mirroring of data to disasezmovery locations, we do not currently offer inthiz¢e access to disaster recovery locations
in the event of a disaster or major outage. Thuthe event of any of the factors described abowegrtain other failures of our computing
infrastructure, clients may not be able to accksi tata for 24 hours or more. There is a rembgnce that client data from recent transaci
may be permanently lost or otherwise compromiseakeldver, some of our agreements include performgnaeantees and service level
standards that obligate us to provide creditsefumds or termination rights in the event of a Bigant disruption in our SaaS hosting network
infrastructure or other technical problems thahtesto the functionality or design of our solutions

We rely on third-party computer hardware and softgathat may be difficult to replace or could causerors or failures of our service.

In addition to the software we develop, we relycomputer hardware, purchased or leased, and seftigansed from third parties in
order to deliver our solutions. This hardware apithgre may not continue to be available on commab#ycreasonable terms, if at all. Any loss
of the right to use any of this hardware or sofevemuld result in delays in our ability to provider solutions until equivalent technology is
either developed by us or, if available, identifiettained and integrated. In addition, errorsefedts in third-party hardware or software used
in our solutions could result in errors or a fa@lwf our solutions, which could harm our businéssreover, we utilize self-managed, co-
location facilities. If our co-location facilitiedo not scale and support our continued growth moee cost-effective basis than a fully managec
third-party environment, our business may be neghtimpacted.

Defects in our solutions could affect our reputatipresult in significant costs to us, and impair oability to sell our solutions and relate
services

Defects in our solutions could adversely affect moutation, result in significant costs to us, angair our ability to sell our solutions in
the future. The costs incurred in correcting anytsan defects may be substantial and could adieeféect our operating results. Although
continually test our solutions for defects and watth clients through our client support organiaatio identify and correct errors, defects in
our solutions are likely to occur in the future.yAaefects that cause interruptions to the avaitgtof our solutions could result in:

» lost or delayed market acceptance and sales cfautions
» early termination of client agreements or lossli&nts;

» credits or refunds to clien

e product liability suits against

» diversion of development resourc

* injury to our reputation; at
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* increased maintenance and warranty c

While our client agreements typically contain liatibns and disclaimers that purport to limit oabiiity for damages related to defect:
our solutions, such limitations and disclaimers mat/be enforced by a court or other tribunal dreotvise effectively protect us from such
claims.

If we fail to manage our SaaS hosting network inBaucture capacity, our existing clients may expence service outages and our ni
clients may experience delays in the deploymemaf talent management solutions.

We have experienced significant growth in the nundf@isers, transactions and data that our hogtiingstructure supports. We seek to
maintain sufficient excess capacity in our SaaSimgsietwork infrastructure to meet the needs bbfbur clients. We also seek to maintain
excess capacity to facilitate the rapid provisibnew client deployments and the expansion of @gstlient deployments. However, the
provision of new hosting infrastructure requirggnéiicant lead time. If we do not accurately prediar infrastructure capacity requirements,
our existing clients may experience service outdigaismay subject us to financial penalties, finahtabilities and client losses. If our hosting
infrastructure capacity fails to keep pace withréased sales, clients may experience delays aseke® obtain additional capacity, which
could harm our reputation and adversely affectreuenue growth.

Our growth depends in part on the success of ouatgic relationships with third parties.

We anticipate that we will continue to depend oriauss thirdparty relationships in order to grow our businéssddition to growing ot
indirect sales channels, we intend to pursue adhditirelationships with other third parties, sustiechnology and content providers and
implementation consultants. Identifying, negotigtand documenting relationships with third partesguire significant time and resources, as
does integrating third-party content and technol@yr agreements with distributors and providerseohnology, content and consulting
services are typically non-exclusive, do not prdttiem from working with our competitors or fronffering competing services. Our
competitors may be effective in providing incengie third parties to favor their products or seegi or to prevent or reduce subscriptions to
our solutions. In addition, these distributors analviders may not perform as expected under oweagents, and we have had, and may in the
future have, disagreements or disputes with susthilolitors and providers, which could negativefgetf our brand and reputation. A global
economic slowdown could also adversely affect tigresses of our distributors, and it is possitée they may not be able to devote the
resources we expect to our relationships with slistnibutors.

If we are unsuccessful in establishing or maintajrour relationships with these third parties, ahitity to compete in the marketplace or
to grow our revenue could be impaired and our dpeyaesults could suffer. Even if we are succdssfa cannot assure you that these
relationships will result in improved operatinguks.

We rely on various third-party consulting firms tdeliver consulting services to our clients, sohise firms fail to deliver these services
effectively, or if we are unable to maintain exisg relationships or enter into new relationships,dould impact the timing of the recognitic
of the revenue associated with such services.

We rely on various third party consulting firmsassist us in the successful implementation of oluti®ns and to optimize our clients'
use of our solutions during the terms of their gyagaents . Further, if these firms fail to delivieege services to our customers in an effective
and timely manner, we may suffer reputational hana our result of operations may be adversely itgoh@lso, unfavorable global econor
conditions may hurt our providers, making them keffsctive or causing them to modify or cancel thelationships with us. If we are unable
maintain our existing relationships or enter inkswones, we would have to devote substantially meseurces to delivering our consulting
services, which could impact the timing of the igtition of the revenue associated with such sesvice

Failure to effectively expand our direct sales tearand develop and expand our indirect sales chanm#l impede our growth.

We will need to continue to expand our sales anketisng infrastructure in order to grow our clidr@se and our business. We plan to
significantly expand our direct sales teams andigagdditional third-party distributors, both dotiwdly and internationally. Identifying,
recruiting and training these people and entitidsraquire significant time, expense and attenti®uir business will be seriously harmed and
our financial resources will be wasted if our effaio expand our direct and indirect sales chardwlsot generate a corresponding increase in
revenue. In particular, if we are unable to hireyalop and retain talented sales personnel orrihew direct sales personnel are unable to
achieve expected productivity levels in a reasanpbriod of time, we may not be able to signifibairtcrease our revenue and grow our
business.
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If we fail to retain key employees and recruit qifééd technical and sales personnel, our businessild be harmed

We believe that our success depends on the codtemmployment of our senior management and otheekgyloyees, such as our chief
executive officer. In addition, because our futsmecess is dependent on our ability to continuenttance and introduce new software and
services, we are heavily dependent on our abdityttract and retain qualified engineers with #guisite education, background and industry
experience. As we expand our business, our cortisuecess will also depend, in part, on our abititgttract and retain qualified sales,
marketing and operational personnel capable ofatipg a larger and more diverse client base. ©he of the services of a significant numbe
of our engineers or sales people could be disreptwur development efforts or business relatimsstin addition, if any of our key employ
joins a competitor or decides to otherwise compétie us, we may experience a material disruptioowfoperations and development ple
which may cause us to lose clients or increaseatipgrexpenses as the attention of our remainingpsenanagers is diverted to recruit
replacements for the departed key employees.

In cases where we are asked by clients to deplaysolutions on their behalf, failure to effectivelgnanage such client deployments by us
our third-party service providers could adversefgpact our business.

Clients have the option of implementing our solnsishemselves or relying on us to do so on thdialieln cases where we are asked to
deploy a solution for a client, we need to havealestantial understanding of such client’s busirsesthat we can configure the solution in a
manner that complements its existing business psaseand integrates the solution into its exisgirgjems. It may be difficult for us to mane
the timeliness of these deployments and the allmtatf personnel and resources by us or our cliéntsertain situations, we also work with
third-party service providers in the deploymenbof solutions, and we may experience difficultiesnaging such third parties. Failure to
successfully manage client deployments by us otlaud-party service providers could harm our reputatiod eause us to lose existing clie
face potential client disputes or limit the ratevaiich new clients purchase our solutions.

Because we recognize revenue from client subsavipgi over the term of the agreement, a significathturn in our business may not t
immediately reflected in our operating results.

Generally, we recognize revenue from subscriptgme@ments monthly over the terms of these agreemehtch is typically three years
for our core solution. As a result, a significanttpn of the revenue we report in each quartgeiserated from client agreements entered into
during previous periods. Consequently, a declingew or renewed subscriptions in any one quartgrmo&impact our revenue and financial
performance in that quarter, but will negativelfeaf our revenue and financial performance in figuarters. If a number of contracts expire
and are not renewed in the same quarter, our rewsiludecline significantly in that quarter andosequent quarters. In addition, we may be
unable to adjust our fixed costs in response taged revenue. Accordingly, the effect of significdaclines in sales and market acceptance o
our solutions may not be reflected in our shomrateperating results.

Because we generally recognize subscription revefroen our clients over the terms of their agreemeriiut incur most costs associated w
generating such agreements upfront, rapid growthanr client base may put downward pressure on opecating income in the short tern

The expenses associated with generating clieneaggsts are generally incurred up front but theltiegusubscription revenue is
generally recognized over the life of the agreemsigherefore, increased growth in the number ofotiants will result in our recognition of
more costs than revenue during the early periodsred by such agreements, even in cases whergitbenaents are expected to be profitable
for us over their full terms.

Certain of our operating results and financial mets are difficult to predict as a result of seasdita

We have historically experienced seasonality imteof when we enter into client agreements forsmlutions. We sign a significantly
higher percentage of agreements with new clienis ranewal agreements with existing clients, inftheth quarter of each year and a
significant portion of these agreements are sighethg the last month, and with respect to eachitgqueoften the last two weeks of the quar
This seasonality is reflected to a much lessemexéend sometimes is not immediately apparentuinrevenue, due to the fact that we gene|
recognize subscription revenue over the term otlieat agreement, which is generally three yeafs.expect this seasonality to continue, in
the future, which may cause fluctuations in certdiour operating results and financial metricg] #us difficulties in predictability.
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Integrated, comprehensive SaaS solutions such assoapresent a relatively recent approach to addiag organization’ talent
management challenges, and we may be forced to geatie prices we charge for our solutions, or thécpng model upon which they are
based, as the market for these types of solutionshees.

Providing organizations with applications to addréeir talent management challenges through iatedr comprehensive Saa$S soluti
is a developing market. The market for these smhstis therefore still evolving, and competitivendgnics may cause pricing levels, as well as
pricing models generally, to change, as the marlegtires and as existing and new market participatrtsduce new types of solutions and
different approaches to enable organizations teesddheir talent management needs. As a resulhayebe forced to reduce the prices we
charge for our solutions or the pricing model oriclilthey are based, and may be unable to renewrexidient agreements or enter into new
client agreements at the same prices and uporathe terms that we have historically, which couldeha material adverse effect on our
revenue, gross margin and other operating results.

Existing or future laws and regulations relating tprivacy or data security could increase the cofbar solutions and subject us or ot
clients to litigation, regulatory investigations ahother potential liabilities.

Our talent management solutions enable our clientsllect, manage and store a wide range of dddded to every phase of the
employee performance and management cycle. Thed)Sitates and various state governments have adoppeoposed limitations on the
collection, distribution and use of personal infatian. Several foreign jurisdictions, including tBeropean Union and the United Kingdom,
China, Korea, Japan, Singapore, Australia and Jindige adopted legislation (including directivesegulations) that increase or change the
requirements governing data collection and stonagieese jurisdictions. If our privacy or data setyumeasures fail to comply with current or
future laws and regulations, we may be subjedtigration, regulatory investigations or other liiies. Moreover, if future laws and regulatic
limit our clients’ ability to use and share empleygata or our ability to store, process and shate with our clients over the Internet, demand
for our solutions could decrease, our costs caudtease, and our operating results and financiadition could be harmed.

Evolving regulation of the Internet or changes im¢ infrastructure underlying the Internet may adveely affect our financial condition b
increasing our expenditures and causing client disisfaction.

As Internet commerce continues to evolve, regubattip federal, state or foreign agencies may inered&e are particularly sensitive to
these risks because the Internet is a critical @mapt of our business model. In addition, taxatibservices provided over the Internet or o
charges imposed by government agencies or by priva@anizations for accessing the Internet may ladsinposed. Legislation has been
proposed that may impact the way that Internetisemroviders treat Internet traffic. The outconfiswuch proposals is uncertain but certain
outcomes may negatively impact our business oeas® our operating costs. Any regulation imposiegtgr fees for Internet use or restric
information exchanged over the Internet could teisuh decline in the use of the Internet and tlability of Internet-based services, which
could harm our business.

In addition, the rapid and continual growth of ti@bn the Internet has resulted at times in slownection and download speeds among
Internet users. Our business expansion may be ldafrfe Internet infrastructure cannot handle dients’ demands or if hosting capacity
becomes insufficient. If our clients become frustdawith the speed at which they can utilize odutsans over the Internet, our clients may
discontinue the use of our talent management soisitind choose not to renew their contracts with us

We currently have a limited number of internationalffices and are expanding our international opefans. Additionally, we do not have
substantial experience in all international marketsd may not achieve the results that we exp

We currently have international offices in AustaaliFrrance, Germany, Hong Kong, India, Israel, |tdipan, New Zealand, Spain and the
United Kingdom, and we may expand our internatiapadrations into other countries in the futureetnational operations involve a variety of
risks, including:

» unexpected changes in regulatory requirementss tévaele laws, tariffs, export quotas, custom dubieother trade restrictiol
» differing labor regulation
» regulations relating to data security and the umaiized use of, or access to, commercial and pets$oformation

» potential penalties or other adverse consequssfioceriolations of anti-corruption, anti-briberm@other similar laws and regulations,
including the U.S. Foreign Corrupt Practices Adl &me U.K. Bribery Act.

» greater difficulty in supporting and localizing qonoducts
» changes in a specific country’s or reg®political or economic conditior
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» challenges inherent in efficiently managing meréased number of employees over large geogrdgtances, including the need to
implement appropriate systems, controls, polidiesefits and compliance programs;

» limited or unfavorable intellectual property prdiea; anc
* restrictions on repatriation of earnir

We have less significant experience in marketiediing and supporting our products and servicesadhrOur less significant experience
in operating our business internationally incredbesisk that any potential future expansion éfféihat we may undertake will not be
successful. If we invest substantial time and resgito expand our international operations andiaable to do so successfully and in a timel
manner, our business and operating results wilesuf

If we fail to develop our brand co-effectively, our business may suffer.

We believe that developing and maintaining awargéshe Cornerstone OnDemand brand in a costteféemanner is critical to
achieving widespread acceptance of our existingfatude solutions and is an important element iraating new clients. Furthermore, we
believe that the importance of brand recognitiolh wcrease as competition in our market increaSescessful promotion of our brand will
depend largely on the effectiveness of our marfgegiifiorts and on our ability to provide reliabledamseful services at competitive prices. In
past, our efforts to build our brand have involggghificant expenses. Brand promotion activitieyymat yield increased revenue, and even if
they do, any increased revenue may not offsetstpereses we incurred in building our brand. In addjtthe Cornerstone OnDemand
Foundation shares our company name and any negaieeptions of any kind about the Foundation caudlersely affect our brand and
reputation. If we fail to successfully promote andintain our brand, or incur substantial expensesiunsuccessful attempt to promote and
maintain our brand, we may fail to attract enougtvclients or retain our existing clients to théegit necessary to realize a sufficient return o
our brand-building efforts, and our business cauiffer.

We face risks associated with our sales to governtakentities.

The risks associated with doing business with gowental entities include, but are not limited teg following:
» Selling to governmental entities can be more petitive, expensive and tinensuming than selling to private entit

e Governmental entities may have significant lagerin negotiations, thereby enabling such entitieleemand contract terms that differ
from what we generally agree to in our standar@agents, including, for example, most favored matiauses and terms allowing
contract termination for convenience;

* Government demand and payment for our solutioag be influenced by public sector budgetary cyales funding authorizations,
with funding reductions or delays having an advérggact on public sector demand for our solutiGrs]

e Government contracts are generally subject thtaand investigations, which we have no expegenith, including termination of
contracts, refund of a portion of fees receivedefture of profits, suspension of payments, finad suspensions or debarment from
future government business.

While our experience dealing with governmentaltegihas so far been limited, to the extent thaba@me more reliant on contracts
with government clients in the future, our expodiarsuch risks could increase, which, in turn, dadversely impact our business.

If for any reason we are not able to develop enhantents and new features, keep pace with technoklaigievelopments or respond to futu
disruptive technologies, our business will be hamine

Our future success will depend on our ability taptdand innovate. To attract new clients and irseavenue from existing clients, we
will need to enhance and improve our existing sohg and introduce new features. The success oéahgncement or new feature depends o
several factors, including timely completion, irduztion and market acceptance. If we are unabdeicoessfully develop or acquire new
features or products or enhance our existing prisdoaneet client needs, our business and operaguts will be adversely affected.

In addition, because our solutions are designexgbévate on a variety of network, hardware and softvplatforms using Internet tools
and protocols, we will need to continuously modifyd enhance our solutions to keep pace with changeternet-related hardware, software,
communication, browser and database technolodies &re unable to respond in a timely and costeiffe manner to these rapid
technological developments, our solutions may bectss marketable and less competitive or obsaettpur operating results may be
negatively impacted.
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Finally, our ability to grow is subject to the riskfuture disruptive technologies. If new techrgiés emerge that are able to deliver ta
management solutions at lower prices, more efftiear more conveniently, such technologies couldeasely impact our ability to compete.

We might require additional capital to support bugiss growth, and this capital might not be availalin acceptable terms, if at all.

We intend to continue to make investments to supparbusiness growth and may seek additional ftadsespond to business
challenges, including the need to develop new featar enhance our existing solutions, improveaparating infrastructure or acquire
complementary businesses and technologies. Acalydiwe may need to engage in additional equitglast financings to secure additional
funds. If we raise additional funds through isswnef equity or debt securities, our existing shamitters could suffer significant dilution, and
any new equity securities we issue could have sigtrieferences and privileges superior to thoswlfers of our common stock. Any debt
financing secured by us in the future could invalestrictive covenants relating to our capitalirjsactivities and other financial and
operational matters, which may make it more diffi¢or us to obtain additional capital and to pwdwsiness opportunities, including poter
acquisitions. In addition, we may not be able tmobadditional financing on terms favorable toitigt all. If we are unable to obtain adequate
financing or financing on terms satisfactory towbkgen we require it, our ability to continue to pogt our business growth and to respond to
business challenges could be significantly impaired

Our ability to make scheduled payments of the fpelmf, to pay interest on or to refinance ourdhtedness, including our convertible
notes, depends on our future performance, whishligect to economic, financial, competitive andeottactors beyond our control. Our
business may not generate cash flow from operatiotige future sufficient to satisfy our obligat®ander the notes and any future
indebtedness we may incur and to make necessaitalaaxpenditures. If we are unable to generaté sash flow, we may be required to ac
one or more alternatives, such as reducing or dejagvestments or capital expenditures, sellingets refinancing or obtaining additional
equity capital on terms that may be onerous orlyidhutive. Our ability to refinance the notesfature indebtedness will depend on the ca
markets and our financial condition at such time may not be able to engage in any of these deivit engage in these activities on
desirable terms, which could result in a defaultlenotes or future indebtedness.

The conditional conversion feature of the notestifggered, may adversely affect our financial catidn and operating results.

In the event the conditional conversion featuréhefnotes is triggered, holders of notes will btitled to convert the notes at any time
during specified periods at their option. If onenwore holders elect to convert their notes, we @dd required to settle a portion of our
conversion obligation through the payment of cagfich could adversely affect our liquidity. In addn, even if holders do not elect to con
their notes, we could be required under applicabt®unting rules to reclassify all or a portiortta# outstanding principal of the notes as a
current rather than long-term liability, which wdukesult in a material reduction of our net workaapital.

The accounting method for our convertible debt seities that may be settled in cash, such as theasptmay have a material effect on our
reported financial results.

In May 2008, the Financial Accounting Standardsrpwhich we refer to as FASB, issued FASB Staffifan No. APB 14-1,
Accounting for Convertible Debt Instruments ThatyMge Settled in Cash Upon Conversion (IncludingiBa€ash Settlement), which has
subsequently been codified as Accounting Standaedification 470-20, Debt with Conversion and OtB@gtions, which we refer to as ASC
470-20. Under ASC 470-20, an entity must separaetypunt for the liability and equity componentghaf convertible debt instruments (such
as the notes) that may be settled entirely oradbrtin cash upon conversion in a manner that c&fléhe issuer's economic interest cost. The
effect of ASC 470-20 on the accounting for the magethat the equity component is required to lotuged in the additional paid-in capital
section of stockholders' equity on our consoliddtaldnce sheet, and the value of the equity compameuld be treated as original issue
discount for purposes of accounting for the debtponent of the notes. As a result, we will be regflito record a greater amount of non-cast
interest expense in current periods presentedesu#t of the amortization of the discounted cangyalue of the notes to their face amount
over the term of the notes. We will report lowet imeome (or greater net loss) in our financialiesbecause ASC 470-20 will require interes
to include both the current period's amortizatibthe debt discount and the instrument's coupaarast, which could adversely affect our
reported or future financial results, the markaétgof our common stock and the trading price efribtes.

In addition, convertible debt instruments (suclhasnotes) that may be settled entirely or partlgash are currently accounted for
utilizing the treasury stock method, the effectmbiich is that the shares issuable upon converditimeonotes are not included in the calculatior
of diluted earnings per share except to the extaitthe conversion value of the notes exceeds phieicipal amount. Under the treasury stock
method, for diluted earnings per share purposesyr#msaction is
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accounted for as if the number of shares of comstack that would be necessary to settle such exifess elected to settle such excess in
shares, are issued. We cannot be sure that tharstomp standards in the future will continue torp#rthe use of the treasury stock method. If
we are unable to use the treasury stock methodciounting for the shares issuable upon converditimeonotes, then our diluted earnings per
share would be adversely affected.

If we fail to adequately protect our proprietarygits, our competitive advantage and brand coulditngaired and we may lose valuak
assets, generate reduced revenue and incur cogtation to protect our rights.

Our success is dependent, in part, upon proteotingroprietary technology. We rely on a combinaid patents, copyrights, tradema
service marks, trade secret laws and contractarigions to establish and protect our proprietagits in our products and services. Howe
the steps we take to protect our intellectual priypmay be inadequate. We will not be able to protair intellectual property if we are unable
to enforce our rights or if we do not detect unattted use of our intellectual property. Despite piecautions, it may be possible for
unauthorized third parties to copy our products aselinformation that we regard as proprietaryréate products and services that compete
with ours. Some license provisions protecting agfaimauthorized use, copying, transfer and disctostiour licensed products may be
unenforceable under the laws of certain jurisdiegiand foreign countries. Further, the laws of somentries do not protect proprietary rights
to the same extent as the laws of the United Statethe extent we expand our international adéisjtour exposure to unauthorized copying
and use of our products and proprietary informati@y increase. We enter into confidentiality anceimtion assignment agreements with our
employees and consultants and enter into confidligitagreements with the parties with whom we hstvategic relationships and business
alliances. These agreements may not be effectigeritrolling access to and distribution of our protd and proprietary information. Further,
these agreements do not prevent our competitoms iindependently developing technologies that abstaumtially equivalent or superior to our
solutions. Litigation brought to protect and enfomur intellectual property rights could be costilme consuming and distracting to
management and could result in the impairmentss & portions of our intellectual property. If feél to secure, protect and enforce our
intellectual property rights, we may lose valuadsets, generate reduced revenue and incur cdigiiibn to protect our rights, which could
seriously harm our brand and adversely impact asiress.

We may be sued by third parties for alleged infremgent of their proprietary rights or may find it messary to enter into licensing
arrangements with third parties to settle or foraitsuch claims, either of which could have a maiaradverse effect on our operating
results and financial condition.

There is considerable patent and other intellegit@berty development activity in our industry. Guiccess depends in part upon our no
infringing the intellectual property rights of otileHowever, our competitors, as well as a numbetteer entities and individuals, may own or
claim to own intellectual property relating to andustry or, in some cases, our technology or peteddFrom time to time, such third parties
may claim that we are infringing their intellectygabperty rights, and we may actually be founddartfringing such rights. Moreover, we may
be subject to claims of infringement with respecteichnology that we acquire or license from tipiagties. The risk that we could be subject tc
infringement claims is increasing as the numbearoflucts and companies competing with our solutgosvs. Any claims or litigation could
require the commitment of substantial time anduesss and, if successfully asserted against usd cequire that we pay substantial damages
or ongoing royalty or licensing payments, indemmafyr clients, distributors or other third partiesadify or discontinue the sale of our
products, or refund fees, any of which would deptair resources and adversely impact our busikéssave in the past obtained, and may ir
the future obtain, licenses from third partiesdrestall or settle potential claims that our praduwmnd technology infringe the intellectual
property rights of others. Discussions and negotiatwith such third parties, whether successfulrsuccessful, could result in substantial
costs and the diversion of management resourdesy @f which could seriously harm our business.

Indemnity provisions in various agreements potefiffaexpose us to substantial liability for intellégal property infringement and othe
losses.

Our agreements with clients and other third pariay include indemnification provisions under whigé agree to indemnify them for
losses suffered or incurred as a result of claifmstellectual property infringement, damages causg us to property or persons, or other
liabilities relating to or arising from our prodsgservices, or other contractual obligations. fEnm of these indemnity provisions generally
survives termination or expiration of the applieabfreement. Large indemnity payments could hambuasiness, operating results and
financial condition. From time to time, we are regied by clients to indemnify them for breach affatentiality with respect to personal data.
Although we normally do not agree to, or contrattyuiamit our liability with respect to, such regses, the existence of such a dispute with a
client may have adverse effects on our clienti@iahips and reputation.
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We use open source software in our products, whicluld subject us to litigation or other actions.

We use open source software in our products andus@ynore open source software in the future. Enom to time, there have been
claims challenging the ownership of open sourcensoE against companies that incorporate open s@afitware into their products. As a
result, we could be subject to suits by partiesrdtay ownership of what we believe to be open sewaftware. Litigation could be costly for
to defend, have a negative effect on our opera#nglts and financial condition or require us teate additional research and development
resources to change our products. In additiongifwere to combine our proprietary software produdtis open source software in a certain
manner, we could, under certain of the open sdigenses, be required to release the source codergiroprietary software products. If we
inappropriately use open source software, we magdeired to re-engineer our products, discontiheesale of our products or take other
remedial actions.

We are subject to governmental export and imporhtols that could impair our ability to compete imternational markets due to licensing
requirements and subject us to liability if we am@t in full compliance with applicable laws.

Our solutions are subject to export controls, idiolg the Commerce Department’'s Export AdministrafRegulations and various
economic and trade sanctions regulations establisir¢he Treasury Department’s Office of Foreigrséts Controls, and exports of our
solutions must be made in compliance with these ldfwe fail to comply with these U.S. export cahiaws and import laws, including U.S.
Customs regulations, we and certain of our emplyeeald be subject to substantial civil or crimipahalties, including the possible loss of
export or import privileges; fines, which may bepimsed on us and responsible employees or managersin extreme cases, the incarceratiol
of responsible employees or managers. In addifi@ur distributors fail to obtain appropriate inmpcexport or re-export licenses or
authorizations, we may also be adversely affedtemligh reputational harm and penalties. Obtairtiegnecessary authorizations, including
required license, for a particular sale may be {tmesuming and is not guaranteed, and may restheinlelay or loss of sales opportunities.
Furthermore, the U.S. export control laws and endoganctions laws prohibit the shipment of cerfaioducts and services to U.S. embarg
or sanctioned countries, governments and persaesn though we take precautions to prevent our isoisitfrom being shipped or provided to
U.S. sanctions targets, our solutions and servicakl be shipped to those targets or provided lyd@iributors despite such precautions. Any
such shipment could have negative consequencésding government investigations, penalties anditaonal harm. In addition, various
countries regulate the import of certain encryptiechnology, including through import permittinglimensing requirements, and have enactec
laws that could limit our ability to distribute osolutions or could limit our clients’ ability tenplement our solutions in those countries.
Changes to our solutions or changes in export@pait regulations may create delays in the intrtidncand sale of our solutions in
international markets, prevent our clients witlerngtional operations from deploying our solutionsin some cases, prevent the export or
import of our solutions to certain countries, gawaents or persons altogether. Any change in exgdrhport regulations, economic sanctions
or related laws, shift in the enforcement or scofpexisting regulations, or change in the countrigsrernments, persons or technologies
targeted by such regulations, could result in desed use of our solutions, or in our decreaseityatzilexport or sell our solutions to existing
or potential clients with international operatioAsly decreased use of our solutions or limitatioroar ability to export or sell our solutions
would likely adversely affect our business, finahdondition and operating results.

Fluctuations in the exchange rate of foreign curreres could result in foreign currency gains and kmss.

We currently have foreign sales denominated in valisn Dollars, Canadian Dollars, Euros, Greatigmnifounds, Indian Rupees,
Japanese Yen, New Zealand Dollars, Singapore Boband South African Rand and may in the futureetsales denominated in the currencie
of additional countries. In addition, we incur atpan of our operating expenses in Great Britishufitts and Euros and, to a much lesser exter
in Australian Dollars, Canadian Dollars, ChineseauDanish Krone, Hong Kong Dollars, Indian Rupéeseli New Shekels, Japanese Yen,
New Zealand Dollars, and Swedish Krona. Further omerseas subsidiar’ results are also impacted by exchange ratestaftethe carrying
value of U.S. Dollar denominated intercompany loaite us. Any fluctuation in the exchange ratehage foreign currencies may negatively
impact our business, financial condition and opegatesults. We have not previously engaged iniforeurrency hedging. If we decide to
hedge our foreign currency exposure, we may netbhe to hedge effectively due to lack of experiemegeasonable costs or illiquid markets.

Changes in financial accounting standards or practis may cause adverse, unexpected financial repgrfiuctuations and affect our
reported operating results.

A change in accounting standards or practices a@a h significant effect on our reported resulis mmay even affect our reporting of
transactions completed before the change is effediiew accounting pronouncements and varyingpnééaitions of accounting
pronouncements have occurred and may occur iruttiest Changes to existing rules or the questionfr@urrent practices may adversely
affect our reported financial results or the wayaseduct our business.
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Our investment portfolio is subject to general cigdiquidity, counterparty, market and interest ta risks, any of which could impair the
market value of our investments and harm our finaatresults.

At December 31, 2013, we had $109.6 million inhcasd cash equivalents and $199.9 million in stertz and long-term investments,
consisting of corporate bonds, money market furatkéed by United States Treasury Bills, and U.S&simey and agency securities. Although
we follow an established investment policy anda$ejuidelines to manage our investment portfoliar, imvestments are subject to general
credit, liquidity, counterparty, market and intereste risks, which have been exacerbated by #entdinancial and credit crisis, rising
bankruptcy filings in the United States, and thgaing debt-ceiling debate.

Because the market value of fixed-rate debt seéesnihay be adversely impacted by a rise in inteedss, our future investment income
may fall short of expectations if interest rateeriln addition, we may suffer losses if we areddrto sell securities that have experienced a
decline in market value because of changes indateates. Currently, we do not use financial dgies to hedge our interest rate exposure.

The fair value of our investments may change sicguiftly due to events and conditions in the cradd capital markets. Any investment
securities that we hold, or the issuers of suchr#ges, could be subject to review for possiblevdgrade. Any downgrade in these credit
ratings may result in an additional decline in éséimated fair value of our investments. Changekérnvarious assumptions used to value thes
securities and any increase in the perceived maidieassociated with such investments may alsdtrgsa decline in estimated fair value.

In the event of adverse conditions in the credit eapital markets, and to the extent we make futwestments, our investment portfolio
may be impacted, and we could determine that saraét of our investments experienced an other-tteamporary decline in fair value,
requiring impairment, which could adversely impaat financial position and operating results.

We may invest in companies for strategic reasons amay not realize a return on our investments

In November 2013, we launched the Cornerstone latimv Fund, a strategic initiative created to invesadvise and collaborate with
promising cloud startups building innovative busimapplications that support the continued exparnsi@ur market reach. From time to time
we may make direct investments in privately helchpanies. The privately held companies in which veg invest are considered inherently
risky. The technologies and products these compdrdee under development are typically in the estdges and may never materialize, w
could result in a loss of all or a substantial pdirbur initial investment in these companies. €kaluation of privately held companies is basec
on information that we request from these compambsch is not subject to the same disclosure agris as U.S. publicly traded companies,
and as such, the basis for these evaluations jecub the timing and accuracy of the data reakivem these companies.

To the extent that our pre-tax income or loss beasnwelatively modest, our ability to conclude tletontrol deficiency is not a material
weakness or that an accounting error does not regua restatement could be adversely affected.

Under the Sarbanes-Oxley Act of 2002, our managéme&aquired to assess the impact of control @afities based upon both
guantitative and qualitative factors, and dependiogn that analysis we classify such identifiedaleficies as either a control deficiency,
significant deficiency or a material weakness. @lenent of our analysis of the significance of aagtrol deficiency is its actual or potential
financial impact. This assessment will vary depegdin our level of pre-tax income or loss. For egkana smaller pre-tax income or loss will
increase the likelihood of a quantitative assessmiea control deficiency as a significant defiaigror material weakness.

To the extent that our pre-tax income or loss latirgely small, if management or our independegtstered public accountants identify
an error in our interim or annual financial statatseit is more likely that such an error may beedained to be a material weakness or be
considered a material error that could, dependpanuhe complete quantitative and qualitative asialyresult in our having to restate
previously issued financial statements.

Risks Related to Tax Issues

We are a multinational organization faced with ineasingly complex tax issues in many jurisdictiors)d we could be obligated to pay
additional taxes in various jurisdictions.

As a multinational organization, we are subjeditation in several jurisdictions around the warith increasingly complex tax laws,
the application of which can be uncertain. The amofi taxes we pay in these jurisdictions couldéase substantially as a result of chang:
the applicable tax principles, including increatadrates, new tax laws or revised interpretatmfnsxisting tax laws and precedents, which
could have a material adverse effect on our liquidnd operating results. In addition, the authesitn these jurisdictions could review our tax
returns and impose additional tax, interest andlpes, and the authorities could claim that vasiaithholding requirements apply to us or our
subsidiaries or assert that
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benefits of tax treaties are not available to uswrsubsidiaries, any of which could have a matémpact on us and our operating results. The
Internal Revenue Service had selected the U.Srdetheome tax return for the year ended DecemligPB11 for examination and the audit
was completed in the year ended December 31, 2@th3w material adjustments. If we are selecteduture examinations that were to
uncover incorrect tax positions, we could be sulfigadditional taxes, interest, and penalties.

Taxing authorities could reallocate our taxable inme among our subsidiaries, which could increase consolidated tax liability.

We conduct operations worldwide through subsidsairievarious tax jurisdictions pursuant to trangfiécing arrangements between our
subsidiaries. If two or more affiliated companies Bcated in different countries, the tax lawsegulations of each country generally will
require that transfer prices be the same as thetseebn unrelated companies dealing at arms’ leagththat contemporaneous documentation
is maintained to support the transfer prices. Wihidebelieve that we operate in compliance with i@gple transfer pricing laws and intend to
continue to do so, our transfer pricing procedaresnot binding on applicable tax authoritiesak authorities in any of these countries were t
successfully challenge our transfer prices aseftdating arm’s length transactions, they couldurezjus to adjust our transfer prices and
thereby reallocate our income to reflect thesesexVitransfer prices, which could result in a highgriability to us. In addition, if the country
from which the income is reallocated does not agnigle the reallocation, both countries could tag #ame income, resulting in double taxa
If tax authorities were to allocate income to aheigtax jurisdiction, subject our income to doutalgation or assess interest and penalties, it
would increase our consolidated tax liability, whiould adversely affect our financial conditiopgeating results and cash flows.

Our ability to use net operating loss carryforwartts reduce future tax payments may be limited if experience a change in ownership, or
if taxable income does not reach sufficient levels.

Under Section 382 of the Internal Revenue Code€9861as amended, if a corporation undergoes anéwship change” (generally
defined as a greater than 50% change (by valu&y eguity ownership over a three year period),ciigoration’s ability to use its pre-change
net operating loss carryforwards and other pre-ghdax attributes (such as research tax creditsif$et its post-change income may be
limited. We may experience ownership changes irfuhee and subsequent shifts in our stock ownprgks a result, we may be limited in the
portion of net operating loss carryforwards thatoaa use in the future to offset taxable incomdf@. Federal income tax purposes.

Risks Related to Ownership of our Common Stock
The trading price of our common stock may be vdiati

The trading price of our common stock has at tityes=n volatile and could continue to be subjectgnificant fluctuations in response to
various factors, some of which are beyond our obnitn addition, the stock market in general, amel tarket for technology companies in
particular, has experienced extreme price and velfinctuations that have often been unrelated sprdportionate to the operating
performance of the companies operating in such etarhe market price of our common stock may laily volatile, and investors in our

common stock may experience a decrease in the walheir shares, including as a result of factoreelated to our operating performance ant
prospects. The market price of our common stockdcbe subject to wide fluctuations in response tumber of factors, including:

e our operating performance and the performancetafraimilar companie

» the overall performance of the equity mark

» developments with respect to intellectual propedits;

e publication of unfavorable research reports absutruour industry or withdrawal of research coverhy securities analys
» speculation in the press or investment commt

» the size of our public floe

* natural disasters or terrorist a

e announcements by us or our competitors of siganit contracts, new technologies, acquisitionsjroercial relationships, joint
ventures or capital commitments; and

» global economic, legal and regulatory factors watesl to our performanc
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If securities or industry analysts do not publiskesearch or publish misleading or unfavorable reselrabout our business, the market pri
of our common stock and trading volume could dedin

The trading market for our common stock dependsait on the research and reports that securitiesdostry analysts publish about us
or our business. If one or more of the analysts wgwers us downgrade our common stock or publisbriect or unfavorable research about
our business, the market price of our common stamkld likely decline. In addition, if one or moréthese analysts cease coverage of our
company or fail to publish reports on us reguladigmand for our common stock could decrease, wdockd cause the market price of our
stock or trading volume to decline.

The issuance of additional stock in connection witlzquisitions, our stock incentive plans or otheseiwill dilute all other stockholdings.

Our certificate of incorporation authorizes usgsuie up to 1,000,000,000 shares of common stock@ial 50,000,000 shares of
preferred stock with such rights and preferencenasbe determined by our board of directors. Sultigecompliance with applicable rules ¢
regulations, we may issue all of these sharesattgamot already outstanding without any actionpgraval by our stockholders. We intend to
continue to evaluate strategic acquisitions inftitere. We may pay for such acquisitions, partlynofull, through the issuance of additional
equity. Any issuance of shares in connection withacquisitions, the exercise of stock options uixgting of restricted stock units or otherv
would dilute the percentage ownership held by sgshvestors.

Conversion of our convertible notes may dilute themnership interest of existing stockholders, inciad holders who had previously
converted their notes, or may otherwise depressghee of our common stock.

The conversion of some or all of our convertibléasawill dilute the ownership interests of existstgckholders to the extent we deliver
shares upon conversion of any of the notes. Amgsdalthe public market of the common stock issalplon such conversion could adversely
affect prevailing market prices of our common stdokaddition, the existence of the notes may erageishort selling by market participants
because the conversion of the notes could be ossatisfy short positions, or anticipated convergibthe notes into shares of our common
stock could depress the price of our common stock.

We do not expect to declare any dividends in theeéeeable future.

We do not anticipate declaring any cash dividendsolders of our common stock in the foreseealilgréu Consequently, investors may
need to sell all or part of their holdings of oommmon stock after price appreciation, which mayemeccur, as the only way to realize any
future gains on their investment. Investors seekimgh dividends should not purchase our commotk.stoc

Anti-takeover provisions in our charter documents an@lBware law may delay or prevent an acquisitionoafr company.

Our certificate of incorporation, bylaws and Delagvkaw contain provisions that may have the efééatelaying or preventing a change
in control of us or changes in our management.d@tificate of incorporation and bylaws include yasions that:

« authorize “blank check” preferred stock, whiduld be issued by the board without stockholderapg and may contain voting,
liquidation, dividend and other rights superiootar common stock;

» create a classified board of directors whose bemserve staggered thngear terms

» specify that special meetings of our stockhadmm be called only by our board of directors crperson of the board, the chief
executive officer or the president;

» establish an advance notice procedure for stdkh approvals to be brought before an annualingef our stockholders, including
proposed nominations of persons for election tobmard of directors;

e provide that our directors may be removed onlyctuse

» provide that vacancies on our board of directoay be filled only by a majority of directors thenoffice, even though less than a
quorum;

» specify that no stockholder is permitted to cumaulaites at any election of directors;
e require supermajority votes of the holders of ammon stock to amend specified provisions of oarigh document

These provisions, alone or together, could delgyrevent hostile takeovers and changes in controhanges in our management.
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In addition, because we are incorporated in Delaywae are governed by the provisions of Sectiondf@Be Delaware General
Corporation Law, which limits the ability of stoakdlders owning in excess of 15% of our outstandioting stock to merge or combine with

Any provision of our certificate of incorporatiom bylaws or Delaware law that has the effect ohgiglg or deterring a change in control
could limit the opportunity for our stockholdersraxeive a premium for their shares of our commonks and could also affect the price that
some investors are willing to pay for our commarckt

ltem 1B. Unresolved Staff Commen
Not applicable.

Item 2. Properties

Our principal offices are located in Santa Moni€alifornia, where we occupy approximately 81,000ss¢ feet of office space under
one operating lease that expires in January 20Eh&Ve additional established offices in Auckladdng Kong, London, Mumbai, Munich,
Madrid, Paris, Rome, Sydney, Tel Aviv, and Tokytgport our international operations. We belidwad bur facilities are adequate for our
current needs and that suitable additional or gukssispace will be available as needed to acconategalanned expansion of our operations.
Our foreign subsidiaries lease office space foir thgerations, including their local sales and pssional services personnel.

Item 3. Legal Proceeding:

From time to time, we are involved in a varietyctdims, suits, investigations and proceedingsragifiom the ordinary course of our
business, including actions with respect to intéilal property claims, breach of contract clairabor and employment claims, tax and other
matters. Although claims, suits, investigations prateedings are inherently uncertain and theirlt@sannot be predicted with certainty, we
believe that the resolution of our current pendimgters will not have a material adverse effecbonbusiness, consolidated financial position
results of operations or cash flow. Regardlest@foutcome, litigation can have an adverse impactsobecause of defense costs, diversion o
management resources and other factors. In additisnpossible that an unfavorable resolutiomioé or more such proceedings could in the
future materially and adversely affect our finahpiasition, results of operations or cash flowsiparticular period.

Item 4. Mine Safety Disclosurt
Not applicable.
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PART Il

Item 5. Market for Registrant's Common Equity, Related Skiwlder Matters and Issuer Purchases of Equity Seities
Market for Our Common Stock and Related StockholderMatters

Our common stock has been traded on the NASDAQdbMlarket under the symbol “CSOD” since March 1G12. Prior to that time,
there was no public market for our common stocle fidilowing table sets forth for the periods indezathe high and low closing sale prices
for our common stock as reported on the NASDAQ Gldbarket.

Fiscal 2012 Fiscal 2013
High Low High Low
First Quarter $ 22.1: % 17.5¢ $ 35.2¢ % 29.8¢
Second Quarter 23.81 18.2¢ 45.61% 31.3¢
Third Quarter 30.9¢ 22.3: 54.6( 43.9(
Fourth Quarter 32.3¢ 26.0: 53.31 455t

Holders of Record

As of January 31, 2014 there were 44 holders afrceof our common stock. Because many of our shafreemmon stock are held of
record by brokers and other institutions on bebg#ftockholders, we are unable to estimate thé motaber of stockholders represented by
record holders.

Dividend Policy

We have never declared or paid, and do not anteigeclaring or paying, any cash dividends on oanrmon stock. Any future
determination as to the declaration and paymedividends will be at the discretion of our boarddokctors and will depend on then-existing
conditions, including our financial condition, opéng results, contractual restrictions, capitguieements, business prospects and other fe
our board of directors may deem relevant.

STOCK PRICE PERFORMANCE GRAPH

This performance graph shall not be deemed “filénl’ purposes of Section 18 of the Securities Exgbaict of 1934, as amended (the
Exchange Act), or incorporated by reference inty &iling of Cornerstone OnDemand, Inc. under theugigies Act of 1933, as amended,
the Exchange Act, except as shall be expressipritby specific reference in such filing.

The following graph compares (i) the cumulativeatatockholder return on our common stock from Mat@, 2011 through
December 31, 2013 with (ii) the cumulative totalira of the NASDAQ Global Market Index and (iii)@ftNASDAQ Computer & Data
Processing Index over the same period, assuminig¥lestment of $100 in our common stock and in ludtthe other indices on March 17,
2011 and the reinvestment of all dividends. Asulised above, we have never declared or paid adeadend on our common stock and do
not anticipate declaring or paying a cash dividienithe foreseeable future.
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COMPARISON OF CUMULATIVE TOTAL RETURN OF CORNERSTON E ONDEMAND*
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* Returns are based on historical results andhatr@ecessarily indicative of future performancee $he disclosure in Part I, Item 1A.
“Risk Factors.”

March 17, December 31, December 31, December 31,
2011 2011 2012 2013
Cornerstone OnDemand $ 100.0C $ 9565 $ 154.8° $ 279.5¢
NASDAQ Global Market Index $ 100.0¢ % 86.6( $ 100.0¢ % 166.9:
NASDAQ Computer & Data Processing Index $ 100.0C $ 101.97 $ 114.6¢ $ 151.3:

The comparisons shown in the graph are based uptoribal data. We caution that the stock pricdgranance shown in the graph ab«
is not necessarily indicative of, nor is it intedde forecast, the potential future performancewfcommon stock.

Equity Compensation Plan Information

The information required by this item will be indied under the caption “Equity Compensation and RiEormation” in our Proxy
Statement for the 2014 Annual Meeting of Stockhide be filed with the SEC within 120 days of ftseal year ended December 31, 2013,
and is incorporated herein by reference.

Recent Sales of Unregistered Securities
None.

Issuer Purchases of Equity Securities
None.
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ltem 6. Selected Financial Dat:

The statement of operations data for the threesyeaded December 31, 2013, 2012, and 2011 arizhtAece sheet data at
December 31, 2013 and 2012 , respectively, ar@etkfrom, and qualified by reference to, our autifteancial statements included elsewhere
in this Annual Report on Form 10-K. The statemefitsperations data for the two years ended Dece®be2010 and 2009 and the balance
sheet data at December 31, 2011, 2010 and 20@@ataésely, are derived from our audited financialtsments not included in this Annual
Report on Form 10-K.

The selected consolidated financial data belownataecessarily indicative of future performancd ahould be read in conjunction with
Item 7, “Management’s Discussion and Analysis aofdficial Condition and Results of Operations” aredldbnsolidated financial statements
and related notes thereto included in Item 8 &f Aninual Report on Form 10-K.

Years Ended December 31,

2013 2012 2011 2010 2009
(in thousands)

Consolidated statements of operations data:

Gross revenu® $ 185,12¢ $ 117,91: $ 75,52: $ 46,60¢ $ 29,32:
Common stock warrant charge — — (2,500 (2,879) —
Net revenue 185,12¢ 117,91- 73,02: 43,73 29,32:
Cost of revenue 53,54¢ 34,59! 21,28¢ 14,28( 8,67¢
Gross profit 131,58: 83,32: 51,731 29,45! 20,64¢
Operating expenses:
Sales and marketing 109,73 73,56 45,77: 28,13« 18,88¢
Research and development 21,26( 14,88¢ 10,14¢ 5,60z 2,791
General and administrative 33,57: 25,917 15,12: 8,55¢ 4,32¢
Amortization of certain acquired intangible
assets 1,004 73¢ — — —
Total operating expenses 165,57: 115,10( 71,04« 42,29: 26,00¢
Loss from operations (33,99)) (31,777 (19,307 (12,840 (5,360

Other income (expense):
Interest income (expense) and other incorr

(expense), net (6,562) (402) (1,857 (1,320 (813)

Change in fair value of preferred stock

warrant liabilities® — — (42,559 (34,079 (2,149
Loss before provision for income taxes (40,554 (32,179 (63,719 (48,23 (8,320
Income tax benefit (provision) 12¢ 78¢ (181) (137) (72)
Net loss $ (40,4260 $ (31,390 $ (63,900 $ (48,3700 $ (8,397

Accretion of redeemable preferred stock — — (5,209 (8,235 (2,072

Net loss attributable to common stockholde$ (40,426 $ (31,390 $ (69,109 $ (56,605 $ (10,469
Net loss per share attributable to common

stockholders, basic and dilut&éd $ (0.79 $ (0.69) $ 1.7¢) $ (6.15) $ (1.29)
Weighted average common shares i )
outstanding, basic and diluted 51,42 49,92¢ 39,82« 9,20¢ 8,461

(1) During the second quarter of 2011 and thetfoguarter of 2010, we recorded a $2.5 million 88® million reduction of revenue,
respectively, associated with common stock warrdrttere were no such reductions of revenue in dmgreriods presented. We have
presented gross revenue excluding non-cash comtockwarrant charges because these charges delat to sales activity in the
period, and we do not consider the issuance ofamgsrto be indicative of our core operating perfamoe. See Management'’s
Discussion and Analysis of Financial Condition dekults of Operatio—Critical Accounting Policies and Estimates—Off¢ets
Revenue’ for additional information about common stock weants that are accounted for as reductions of tgven
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(2) In connection with our IPO in March 2011, @fllour warrants to purchase shares of preferrezkst@re exercised, and all outstanding
shares of preferred stock were converted into sh@reommon stock on a one-for-one basis. At ihat tthe preferred stock warrant
liabilities were reclassified to additional paiddapital. As a result after the first quarter oL 20we no longer record any change in the
fair value of these liabilities in our statement®perations.

(3) See Note 2 and Note 4 to our consolidatechfired statements for a description of the methaatius compute basic and diluted net los:
per share attributable to common stockholders.

At December 31,

2013 2012 2011 2010 2009
(in thousands)

Consolidated balance sheet data:

Cash and cash equivalents $ 109,58. $ 76,44: $ 85,40¢ $ 7,060 % 8,06
Property and equipment, net 14,43¢ 7,941 3,66: 3,97¢ 2,22¢
Working capital, excluding deferred revenue 369,49¢ 115,29« 112,09« 18,88¢ 14,39¢
Total assets 451,35! 171,83: 135,36: 42,89 27,01°
Debt, current portion 51¢ 91¢€ 26E 14 2,01«
Deferred revenue, current and non-current port 138,82. 92,25: 55,88( 33,81¢ 19,501
Capital lease obligations, net of current portion 21¢ 1,223 1,05¢ 1,52: 1,15¢
Debt, net of current portion 218,35 1,83¢ 40¢ 8,70¢ 4,04~
Preferred stock warrant liabilities — — — 39,75¢ 5,68:
Convertible preferred stock — — — 42,08¢ 33,85¢
Total stockholders’ equity (deficit) 52,89¢ 46,64¢ 62,46( (97,23) (45,379
Item 7. Management's Discussion and Analysis of Financiab@dition and Results of Operatior

The following discussion of our financial conditiand results of operations should be read togettidr the financial statements and the
related notes set forth in Item 8. “Financial Staients and Supplementary Data.” The following dis@usalso contains forward-looking
statements that involve a number of risks and uatdies. See Part |, “Special Note Regarding Foréaooking Statements” for a discussion
of the forward-looking statements contained belowd Rart I, Item 1A. “Risk Factors” for a discussiai certain risks that could cause our
actual results to differ materially from the resu#tnticipated in such forward-looking statements.

Overview

We are a leading global provider of comprehensalent management solutions delivered as softwa@sesvice, or SaaS. We enable
organizations to meet the challenges they faceniposvering their people and maximizing the produttief their human capital. These
challenges include hiring and developing employbesughout their careers, engaging all employefestfely, improving business execution,
cultivating future leaders and enabling an orgaiong extended enterprise of clients, vendorsdisttibutors by delivering training,
certification programs and other content.

Our core solution is a comprehensive and integrelimad-based suite consisting of four integratedids for recruiting, learning,
performance, and extended enterprise. Clients aeshpse these clouds individually and easily adtiategrate additional clouds at any time.
We offer a number of cross-cloud tools for anak/and reporting, employee profile management, eyepl@on-boarding and e-learning conten
aggregation. We also provide consulting servicesdmfiguration and training for our core solutiaswell as third-party e-learning content for
use with the solution. We target our sales and atarly efforts for these four integrated cloudsa@é and mid-sized clients with 400 or more
employees, and our core solution can be used itipteuindustry vertical segments. After the initmlrchase of our core solution, we continue
to market and sell to our existing clients, who mayew their subscriptions, add additional clolmieaden the deployment of the solution
across their organizations and increase usagesadtution over time. We currently have over 1,6@nts who use our core solution to
empower more than 14 million users across 191 casrdind 41 languages. For 2013 and 2012 , noesatigint or distributor accounted for
more than 10% of our revenue. The number of cliesiisg our core solution has grown from 105 at Ddwer 31, 2007 to 805 at December
2011 to 1,237 at December 31, 2012 and to 1,68ketmber 31, 2013 .

In addition to our core solution, we also offer @enstone Small Business, or CSB, a cloud-basedttalanagement solution that is
targeted to clients with less than 400 employees.al§o offer Cornerstone for Salesforce, a
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cloud-based talent management solution developeeehaon the Salesforce.com platform, which alloevganizations to provide seamless
access to sales enablement and just-in-time tigainim within the Salesforce.com platform. We cuathedo not include the number of clients
and users of our CSB and Cornerstone for Salestmictions in our client and user key metrics adeleve the client and user count metrics
for our core solution gives a better indicatioroaf overall performance.

We generate most of our revenue from the sale n$olutions pursuant to multi-year client agreerae®ur sales processes are typically
competitive, and sales cycles generally vary iratian from two to nine months depending on the eizfie potential client. We price our core
solution based on the number of clouds purchaseédhenpermitted number of users with access to elachl. Client agreements for our core
solution typically have terms of three years. Wsoajenerate revenue from consulting services fofiguaration, training, and consulting, as
well as from the resale or hosting of third-parigarning content.

We sell our solutions through our direct sales teand, to a lesser extent, indirectly through astributors. We intend to continue to
invest in our direct sales and distribution aciigtto address our market opportunity.

We generally recognize revenue from subscriptiatesaly over the term of the client agreement andnae from consulting services as
the services are performed. In certain instana@scleents request enhancements to the underlgatufes and functionality of our core
solution, and in these instances, revenue fromcsiggti®ns is recognized over the remaining ternthef agreement once the additional features
are delivered to the client. We generally invoice dients a portion of the annual subscriptiorsfapfront for multi-year subscriptions and
upfront for consulting services. For amounts nebioed in advance for multi-year subscriptions angulting services, we invoice under
various terms over the subscription and servicedsr We record amounts invoiced for annual supsori periods that have not occurred or
services that have not been performed as defegkaghue on our balance sheet. With the growth imtmaber of clients, our revenue has gr
to $185.1 million for the year ended December 31L,2from $117.9 million for the same period in 2012

We have historically experienced seasonality imseof when we enter into client agreements. We aigignificantly higher percentage
of agreements with new clients, as well as renagedements with existing clients, in the fourthrtgraof each year. In addition, within a gi\
quarter, we sign a large portion of these agreesmduning the last month, and often the last twokseef that quarter. We believe this
seasonality is driven by several factors, mosthigttne tendency of procurement departments aenterprise clients to purchase technolog
the end of a quarter or calendar year, possibtyrdier to use up their available quarterly or anfiuadling allocations, or to be able to deploy
new talent management capabilities prior to therbegg of a new financial or performance period.tAs terms of most of our client
agreements are measured in full year incrementsgawents initially entered into the fourth quadetast month of any quarter will generally
come up for renewal at that same time in subsequeans. This seasonality is reflected to a muckeleextent, and sometimes is not
immediately apparent, in our revenue, due to thetfeat we recognize subscription revenue ovetdha of the client agreement, which is
generally three years. In addition, this seasgnaditeflected in changes in our deferred reveralartte, which generally is impacted by the
timing of when we enter into agreements with nelents, the timing of when we invoice new clients timing of when we invoice existing
clients for annual subscription periods, and thertg of when we recognize revenue. We expect #asanality to continue in the future, wh
may cause fluctuations in certain of our operata®gylts and financial metrics, and thus limit obitigy to predict future results.

We believe the market for talent management remaige and underpenetrated, providing us with icamt growth opportunities. We
expect businesses and other organizations to entmincrease their spending on talent managesodutions in order to maximize the
productivity of their employees, manage changingkfemce demographics and ensure compliance withajloegulatory requirements.
Historically, many of these software solutions haeen human resource applications running on hasdiwaated on organizations’ premises.
However, we believe that just as organizations hiaweeasingly chosen SaaS solutions for busineggkcations such as sales force
management, they are also increasingly adoptin® &lant management solutions.

We have focused on growing our business to purdwe we believe is a significant market opportundgtyg we plan to continue to invest
in building for growth. As a result, we expect @asst of revenue and operating expenses to incredsture periods. Sales and marketing
expenses are expected to increase, as we condirex@and our direct sales teams, increase our tivaglkactivities, and grow our international
operations. Research and development expensegpaeted to increase as we continue to improve xistirg functionality for our solutions.
We also believe that we must invest in maintairarggh degree of client service and support thetiial for our continued success. We plan
to continue our policy of implementing best praeti@cross our organization, expanding our techpjpatations and investing in our network
infrastructure and services capabilities in ordesupport continued future growth. We also
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expect to incur additional general and administeaéixpenses as a result of our growth. In additmthe extent that we make additional
strategic acquisitions in the future, like our asdion of Sonar, our investments in operations rimgyease.

Our operating results have fluctuated in the padtraay continue to fluctuate in the future basee@ mumber of factors, many of which
are beyond our control. In addition to those in‘tiRisk Factors' section of this Annual Report on Form 10-K, sdiabtors include:

» our ability to attract new clien
» the timing and rate at which we enter into agregmfar our solutions with new clien

» the timing and duration of our client implemeigas, which is often outside of our direct contiahd our ability to provide resources
for client implementations and consulting projects;

» the extent to which our existing clients renew tiseibscriptions for our solutions and the timindgtaise renewal
» the extent to which our existing clients purchadeittonal clouds or add incremental us

« the extent to which our clients request enhamrgsito underlying features and functionality of solutions and the timing for us to
deliver the enhancements to our clients;

» changes in the mix of our sales between new arsliegiclients

» changes to the proportion of our client bas¢ithaomprised of enterprise or mséidzed organization
» seasonal factors affecting the demand for our ®ols

» the timing of our client implementatiol

e our ability to manage growth, including in termsnefv clients, additional users and new geograg
» the timing and success of competitive solutionsrefl by our competitol

» changes in our pricing policies and those of oumpetitors; an

» general economic and market conditi

One or more of these factors may cause our opgregsults to vary widely. As such, we believe that results of operations may vary
significantly in the future and that period{eriod comparisons of our operating results maybeaneaningful and should not be relied upo
an indication of future performance.

Metrics

We regularly review a number of metrics, includthg following key metrics, to evaluate our businessasure our performance, iden
trends affecting our business, formulate finanprajections and make strategic decisions.

» RevenueWe generally recognize subscription revenue owectntract period, and as a result of our reveacegnition policy and
the seasonality of when we enter into new clieméaignents, revenue from client agreements signtdeeiourrent period may not be
fully reflected in the current period. As a resuityenue increases period over period are primaaly contracts that existed prior to
the beginning of that period. Gross revenue inytrer ended December 31, 2011, excludes the impacbon-cash reduction of
revenue related to a common stock warrant issuéd® of $2.5 million. Net revenue for the year esid®ecember 31, 2011 was
impacted by this non-cash reduction of revenuerdkere no such reductions of revenue in the yeraded December 31, 2013 and
2012, and as such, net revenue was equal to gressue for those periods.

»  Bookings. Under our revenue recognition policy, we gengnatognize subscription revenue from our cliemeagents ratably over
the terms of those agreements. For this reasomdjer portion of our revenue for a period willfoem client agreements signed in
prior periods rather than from new business agtidiiring the current period. In order to assesshosiness performance with a metric
that more fully reflects current period businestivity, we track bookings, which is a non-GAAP fim@al measure we define as the
sum of revenue and the change in the deferred ueviealance for the period. We include changesdrddferred revenue balance to
calculate bookings so it better reflects new bussreectivity in the period as evidenced by prepaymenbillings under our billing
policies arising from acquisition of new clientaless of additional clouds to existing clients, #uelition of incremental users by
existing clients and client renewals. We excludeziioneash reduction of revenue related to the issuahceromon stock warrants
the second quarter of 2011 because these chajestdielate to sales activity in that period, areldid not consider the issuance of
such warrants to have been indicative of our cperating performance. Bookings are affected byhilling terms, and any changes
those billing terms may shift bookings between gasi Due to the seasonality of our sales, bookingth is inconsistent from
quarter to quarter throughout a calendar yearaFkeconciliation of bookings to revenue, please’$Results of Operations — Revenue
and Metrics.”
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Annual dollar retention rat. We define annual dollar retention rate as thdigdpmonthly recurring revenue under client agreetsie
at the end of a fiscal year, divided by the implrdnthly recurring revenue, for that same cliersehat the end of the prior fiscal year
and excluding implied monthly recurring revenuenirolients of our CSB and Cornerstone for Salesfeotetions. This ratio does not
reflect implied monthly recurring revenue for neliects added between the end of the prior fiscat yad the end of the current fiscal
year. Beginning in 2013, incremental sales up thrast exceeding the original renewal amount toetkisting client base are includ

in this ratio. We define implied monthly recurringvenue as the total amount of minimum recurringnee to which we have a
contractual right under each of our client agreamener the entire term of the agreement, but eketinon-recurring support,
consulting and maintenance fees, divided by thebasrof months in the term of the agreement. Impteshthly recurring revenue is
substantially comprised of subscriptions to ouecsmlution. We believe that our annual dollar rétenrate is an important metric to
measure the long-term value of client agreemerdsoan ability to retain our clients.

Number of client. We believe that our ability to expand our clibate is an indicator of our market penetrationtaedyrowth of our
business as we continue to invest in our direetssedams and distributors. Our client count incuctntracted clients for any
combination of the four integrated clouds for oarecsolution as of the end of the period and exadutdients of our CSB and
Cornerstone for Salesforce solutions.

Number of usersSince our clients generally pay fees based onthgber of users of our solutions within their orgations, we
believe the total number of users is an indicatdhe growth of our business. Our user count inetudctive users for our core solution
and excludes users of our CSB and Cornerstonediesforce solutions.

Key Components of Our Results of Operations

Sources of Revenue and Revenue Recogni

Our solutions are designed to enable organizatmnseet the challenges they face in maximizingpttegluctivity of their human capital.

We generate revenue from the following sources:

Subscriptions to Our SolutionSlients pay subscription fees for access to owrti&nls for a specified period of time, typically¢le
years for our core solution or monthly, annualthwee-year periods for our CSB and Cornerstone for $a@les solutions. Fees are
based on a number of factors, including the nurobesers having access to a solution. We generadiggnize revenue from
subscriptions ratably over the term of the agreamen

Consulting Service$Ve offer our clients assistance in implementing smlutions and optimizing their use. Consultingvsms include
application configuration, system integration, Ingsis process re-engineering, change managemetraandg services. Services are
billed either on a time-and-material or a fixed-besis. These services are generally purchasearbsffa subscription arrangement
and are typically performed within the first severmnths of the arrangement. Clients may also msettonsulting services at any
other time. Our consulting services are performgdddirectly or by third-party service providers engage. Clients may also choose
to perform these services themselves or engageawei third-party service providers. We generadlgagnize revenue from fixed fee
consulting services using the proportional perfarogamethod over the period the services are peefdrand as time is incurred for
time-and-material arrangements.

E-learning ContentWe resell third-party on-line training content, wiiwe refer to as e-learning content, to our ctieWe also host
other e-learning content provided by our cliente §énerally recognize revenue from the resaleleiming content as it is delivered
and recognize revenue from hosting as the hoséngces are provided.

Our client agreements generally include both aaiiitson to access our solutions and related cdimguservices, and may also include e

learning content. Our agreements generally do owtaéin any cancellation or refund provisions otfan in the event of our default.

Cost of Revenue

Cost of revenue consists primarily of costs relatelosting our solutions; personnel and relatgebases, including stock-based

compensation, for network infrastructure, IT suppoonsulting services and on-going client suppeatyments to external service providers;
amortization of capitalized software costs, amatitn of developed technology and software licatgtgs; licensing fees; and referral fees. In
addition, we allocate a portion of overhead, sucheat, IT costs, depreciation and amortizationemg@loyee benefits costs, to cost of revenue
based on headcount. The costs associated withdimgvtonsulting services are significantly highgsragpercentage of revenue than the costs
associated with providing access to our solutiarstd the labor costs to provide the consultingises.
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Operating Expenses

Our operating expenses are as follows:

Sales and Marketingsales and marketing expenses consist primarierfgnnel and related expenses for our sales arictimay
staff, including salaries, benefits, bonuses, stoaded compensation and commissions; costs of tragkand promotional events,
corporate communications, online marketing, proaoatketing and other brand-building activities; atidcated overhead.

We intend to continue to invest in sales and margeind expect spending in these areas to incesage continue to expand our
business both domestically and internationally.8Xpect sales and marketing expenses to continbe &onong the most significant
components of our operating expenses.

Research and DevelopmeResearch and development expenses consist prinoaplgrsonnel and related expenses for our researct
and development staff, including salaries, bendfitduses and stock-based compensation; the costtafn third-party service
providers; and allocated overhead. Research arelament costs, other than software developmerts cpslifying for capitalizatiol
are expensed as incurred.

We have focused our research and development®fiartontinuously improving our solutions. We badi¢hat our research and
development activities are efficient because weefieftom maintaining a single software code baseefach of our solutions. We
expect research and development expenses to irdreabsolute dollars in the future, as we scate@search and development
department and expand our network infrastructure.

General and Administrativé&seneral and administrative expenses consist pliynafrpersonnel and related expenses for
administrative, legal, finance and human resoutafss including salaries, benefits, bonuses andksbased compensation;
professional fees; insurance premiums; other catpaxpenses; and allocated overhead. We expegeaeral and administrative
expenses to increase as we continue to expandpeuatons.

Amortization of Certain Acquired Intangible AssiAmortization of certain acquired intangibles cotsizf amortization of Sonar
acquisition-related intangibles, including customedationships, non-compete agreements, pateat® trames and trademarks. We
also record amortization of developed technology saftware license rights in cost of revenue.

Other Income (Expense)

Interest Incomt. Interest income consists primarily of interestame from investment securities partially offsetdoyortization of
investment premiums. We expect interest incomadeease as a result of our investments in marletaddurities, which include
corporate and agency bonds, in the year ended Deredd, 2013 .

Interest Expensdnterest expense consists primarily of interesieasge from our promissory notes, convertible dedgijtal lease
payments, accretion of debt discount, and amoizatf debt issuance costs.

Change in Fair Value of Preferred Stock Warranthiigies. Preferred stock warrant liabilities are the resfilivarrants issued prior to
our initial public offering in connection with loAgrm debt and preferred stock financings. Chang#se fair value of our preferred
stock occurred in connection with changes in theralv value of our company. Immediately prior te tompletion of our initial publ
offering, all of our warrants to purchase preferseatk were exercised, and as a result, we no taegerd any changes in the fair
value of these liabilities in our statements ofragiens.

Withdrawn Secondary Offering Expeng@n July 20, 2011, we filed a Registration Stateno@nForm S-1 in connection with a
proposed secondary offering of shares of our comstack. On August 8, 2011, pursuant to Rule 47 #utite Securities Act of 193
as amended, we requested that the Securities arfthge Commission consent to the withdrawal oRégistration Statement.
During the year ended December 31, 2011, we indwexpenses of approximately $0.6 million in conimectvith the proposed
secondary offering.

Other, NetOther, net consists of income and expense assdaiatie fluctuations in foreign currency exchangtesaand other non-
operating expenses. We expect interest income (sg)end other income (expense) to vary dependirtheomovement in foreign
currency exchange rates and the related impactiofoteign exchange gain (loss).

Income Tax Benefit (Provision

The income tax benefit is related to amortizatibdeferred tax liabilities assumed as part of tbae8 acquisition, partially offset by

minimum and franchise state taxes and foreign takesve have historically recorded a full valuatedtowance against our United States and
United Kingdom net deferred tax assets, we havénistarically recorded a provision for United Statad United Kingdom income taxes.
Certain foreign subsidiaries and branches of orogige
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intercompany services and are compensated on @lussbasis, and therefore, have incurred liab#ifior foreign income taxes in their
respective jurisdictions.

Critical Accounting Policies and Estimates

Our consolidated financial statements and theedlabtes included elsewhere in this Annual Repoftarm 10-K are prepared in
accordance with accounting principles generallyepted in the United States. The preparation oftlcesisolidated financial statements
requires us to make estimates and assumptionaffeat the reported amounts of assets, liabilitiegenue, costs and expenses, provision for
income taxes and related disclosures. We basestiorages on historical experience and on variobsrassumptions that we believe to be
reasonable under the circumstances. Changes inmtaog estimates are reasonably likely to occumfpgeriod to period. Accordingly, actual
results could differ significantly from the estirmatmade by our management. We evaluate our estimateassumptions on an ongoing basis.
To the extent that there are material differenads/ben these estimates and actual results, oueffihancial statement presentation, financial
condition, results of operations and cash flows &l affected.

We believe that the following critical accountinglipies involve a greater degree of judgment or plaxity than our other accounting
policies. Accordingly, these are the policies whdwe are the most critical to aid in fully undenstling and evaluating our consolidated
financial condition and results of operations.

Revenue Recognition and Deferred Rever

We recognize revenue when: (i) persuasive evidehae arrangement for the sale of our solutionsamsulting services exists, (ii) our
solutions have been made available or deliveredupservices have been performed, (iii) the sptee is fixed or determinable, and
(iv) collectability is reasonably assured. The timand amount we recognize as revenue is deterrbametl on the facts and circumstances of
each client arrangement. Evidence of an arrangeomaisists of a signed client agreement. We consiidgrdelivery of our software has
commenced once we provide the client with log-heimation to access and use our solutions. If tangard acceptance periods or non-
standard performance criteria exist, revenue reiiogrcommences upon the satisfaction of the aeoeggt or performance criteria, as
applicable. Our fees are fixed based on stated sgtecified in each client agreement. We asseksctability based in part on an analysis of
creditworthiness of each client, as well as otleérvant economic or financial factors. If we do oonsider collection reasonably assured, we
defer the revenue until the fees are actually ctdld We record amounts that have been invoicedttelients in accounts receivable and as
either deferred revenue on our balance sheet entmvon our statement of operations, dependinghather the revenue recognition criteria
have been met.

The majority of our client arrangements include tiplé deliverables, such as subscriptions to oftisre solutions accompanied by
consulting services. Therefore, we recognize regénaccordance with the guidance for arrangemeitismultiple deliverables under
Accounting Standards Update 2009-1Bévenue Recognition (Topic 605)—Multiple-DelivegadRevenue Arrangements—a Consensus of th
Emerging Issues Task For,” or ASU 2009-13 (formerly known as EITF 08-1Revenue Arrangements with Multiple Deliveralile#\s our
clients do not have the right to the underlyingwafe code of our solutions, our revenue arrangésreme outside the scope of software client
recognition guidance.

For such arrangements, we first assess whetherdediekrable has value to the client on a standalmsis. Our solutions have
standalone value because once we give a clienssiciteey are fully functional and do not requirg additional development, modification or
customization. Our consulting services have stamsalalue because third-party service providesdridutors or our clients themselves can
perform these services without our involvement. €besulting services we provide are to assist tdignith the configuration and integration
our solutions. The performance of these services dot require highly specialized individuals.

Based on the standalone value of our deliverahles, since clients generally do not have a righretafrn with respect to the included
consulting services, we allocate revenue amongédparate deliverables under the relative sellimgepnethod using the selling price hierarchy
established in ASU 2009-13. This hierarchy requihesselling price of each deliverable in a mudtigeliverables arrangement to be based on
in descending order of preference, (i) vendor-djmeabjective evidence of fair value, or VSOE, (lijrd-party evidence of fair value, or TPE,
or (iii) management’s best estimate of the selfinge, or BESP.

We are not generally able to determine VSOE or Ta?Bur deliverables because we sell them sepgratel within a sufficiently narro
price range only infrequently, and because we ldatermined that there are no third-party offerirggssonably comparable to our solutions.
Accordingly, we determine the selling prices of striptions to our solutions, consulting serviced afdearning content based on BESP. In
determining BESP for subscriptions to our solutioms consider the size of client arrangements, essored by number of users; whether the
sales were made by
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our direct sales team or distributors; and whetiheisales are to a domestic or an internationahtlWe group sales of our solutions into
multiple categories based on these criteria. We toenpute an average selling price for each grohfs average selling price represents our
BESP for that type of client arrangement. For ctimgyiservices, we analyze both bundled arrangesniduatt include subscriptions to our
solutions and consulting services, as well as st@né purchases of different types of consultingises made subsequent to the original
subscription. For these consulting services arnaags, we then examine the actual rate per howhasge or, for fixed fee arrangements, the
implied average rate per hour based on the fixedlfeided by the estimated hours to complete thé@e The BESP is then the product of 1
average rate per hour and our estimate of the hmeded to complete the services. In evaluatingaariving at BESP for consulting services,
we also consider the reasonableness of the imgligss margins, as indicated by our internal castietiver such services, as well as
comparisons to rates per hour for information tebdbgy consulting services in our industry generafigr e-learning content, we estimate
BESP by reviewing fees for content in order to lelith an average annual fee per user that refleetsost we incur to acquire the related
content from third-party providers. Additionally gvestimate BESP by reviewing fees for content-hgdy reviewing the selling price of
gigabytes sold in order to establish a fee on aiper or bandwidth basis.

The determination of BESP for our deliverables escdbed above requires us to make significantneséis and judgments, including the
comparability of different subscription arrangenseaind consulting services and estimates of theshreguired to complete various types of
services. In addition, we consider other factoctuding:

» Nature of the deliverableFor example, in categorizing our subscriptions m&aningful groupings for determining BESP, we
consider the number and type of clouds the clienthased. For consulting services, we considetyhe of consulting service and the
estimated hours required to complete the servisedan our historical experience.

» Location of our clientsOur pricing is different for domestic and interoaidl clients, and therefore in determining BESP of
subscriptions to our solutions, we evaluate doroestangements separately from international amanamts.

» Market conditions and competitive landscape fordhke.Our pricing and discounting varies based on the&aeac environment and
competition. We consider these factors in detemgjithe grouping of comparable services and the@gdermver which we compare
arrangements to compute the BESP.

» Internal costsOur pricing for consulting services and e-learniogtent considers our internal costs to providecthesulting services
and the third-party purchase costs of e-learningert.

» Size of the arrangemeriscounting generally increases as the relative gfzan arrangement increases, and we take this int
consideration in the grouping of our clients toedetine BESP. Our discounting for multiple-delivdeairrangements varies based on
the extent and type of the consulting servicesamient included with the subscriptions in the mgement.

The determination of BESP is made through consattatith, and formal approval by, our senior mamagat. We update our estimates
of BESP on an ongoing basis as events and circacesaequire, and we update our determinationd®BESP on a semi-annual basis,
including assessing whether we can determine VSOP&.

After we determine the fair value of revenue alldeao each deliverable based on the relativengefirice method, we recognize the
revenue for each based on the type of deliver&giesubscriptions to our solutions, we recognizerfvenue on a straight-line basis over the
term of the client agreement, which is typicallyeth years. For consulting services, we generaflggeize revenue using the proportional
performance method over the period the servicepenfermed.

In a limited number of cases, multiple deliveradleangements may include consulting services thatod have value on a standalone
basis separate from a solution, such as when igat’slintended use of a solution requires enhaecesto its underlying features and
functionality. In these cases, revenue is recoghéeone unit of accounting on a straight-line 9&sim the point at which the consulting
services that do not have value on a standalorie bage been completed and accepted by the dieontygh the remaining term of the
agreement.

For arrangements in which we resell third-partga&rhing content to our clients or host client ardiparty elearning content provided |
the client, we recognize revenue in accordance adgttounting guidance as to when to report grossmey as a principal and when to report
revenue as an agent. We recognize e-learning dagegnue in the gross amount that we invoice bentwhen: (i) we are the primary
obligor, (ii) we have latitude to establish thecprcharged and (iii) we bear the credit risk inttamsaction. For arrangements involving our
of e-learning content, we charge our clients ferd¢bntent based on pay-pgse or a fixed rate for a specified number of uaasrecognize tr
gross amount invoiced as revenue as the conteletiigred. For arrangements where clients purchdsarning content directly from a third-
party, or provide it themselves, and we integragedontent into our solutions, we
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charge a hosting fee. In such cases, we recogmizearhount invoiced for hosting as the content iveled, excluding any portion we invoice
that is attributable to fees the third-party charfps the content.

Offsets to Revenue

On May 6, 2009, we entered into a five-year glahsiributor agreement with ADP that provides ADE tight to distribute our core
solution to its customers under ADP’s name. In emtion with the distributor agreement, we also mtténto a warrant agreement to provide
additional incentives to ADP. The warrant agreenpeavided that ADP was eligible to earn fully vestnd immediately exercisable ten-year
warrants to purchase between zero and 886,096ssbfioeir common stock at an exercise price of $p&Xhare if ADP met specified sales
targets for each contract year until the earliethefcompletion of the five-year term of the distitior agreement or the completion of an initial
public offering of our common stock. When ADP acfeig the defined sales targets and earned a wdoramtcontract year, we recorded the
fair value of such warrant as a reduction of reeemie determined the fair value of these warrasitsgua Black-Scholes option-pricing model,
which incorporates several estimates and assungptiiat are subject to significant judgment. Theramts could only be exercised immedia
prior to an acquisition of our company through arganization, merger or consolidation; immediafeipr to a sale, lease or other disposition
of all of our assets; or within three years afteiratial public offering.

On November 24, 2010, we amended our warrant agnetewith ADP to modify certain definitions relatedfuture sales targets, to
acknowledge that no warrants would be issued fctintract year ended June 30, 2010 and to rerhevariti-dilution provisions in the
warrant agreement. In connection with the amendnemissued ADP a fully vested and non-forfeitals@rant to purchase 360,000 shares of
our common stock at an exercise price of $0.01spare, which was valued at approximately $2.9 amlks of the amendment date, using the
Black-Scholes option pricing model. We recorded #inount as a reduction of revenue in the fourtirtguof 2010, as the distributor
agreement provides ADP with the right to distribote services, and we estimated that ADP wouldlpase additional services from us. In
issuing this warrant, we considered the stratagfmoirtance of our ongoing relationship with ADP &imel expected timing of the completion of
our initial public offering, after which ADP wouldb longer be eligible to earn any warrants.

At December 31, 2010, we did not record any redundt revenue for the contract year ending Jun®2801, as the minimum specified
sales target had not been achieved to earn thizaple! warrant as of December 31, 2010.

Upon the completion of our initial public offeringDP was no longer eligible to earn warrants untderwarrant agreement. However,
ADP remained eligible to earn a warrant for thetiphcontract year that began on July 1, 2010 amted on March 22, 2011, the closing date
of our initial public offering, if it met pro-ratespecified sales targets for that period. Throlnghthree months ended March 31, 2011, no
reductions of revenue were recorded because wéuttattthat ADP had not met the pro-rated specsedds targets for such partial contract
year based on our assessment of the contractoa terthe arrangement, and as of March 31, 201dastnot considered probable that
would be required to issue a warrant for such glactintract year. Pursuant to the terms of thengement, we notified ADP that it had not
earned the warrant for such partial year. ADP aquaietd that it met the pro-rated specified salestaag the partial contract year that would
entitle ADP to a warrant to purchase 443,048 shafresir common stock at an exercise price of $@&3share.

During June 2011, in order to resolve a disputd waspect to this matter, we issued ADP a fullytegsnd non-forfeitable warrant to
purchase 133,000 shares of our common stock atenise price of $0.53 per share. The warrant vehsed at approximately $2.5 million
using a Black-Scholes option-pricing model as efigsuance date and was recorded as a non-casfioadf revenue in the second quarter o
2011. In connection with the issuance of the wardascribed above, ADP agreed and acknowledgedt tisato longer eligible to earn or
receive any additional warrants exercisable foreshaf our common stock pursuant to the distribatyeement. In April 2012, we amended
certain provisions in our agreement with ADP angteded the term to 2017.
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Commission Expense

We defer commissions paid to our sales force bectnese amounts are recoverable from future revigamethe non-cancelable client
agreements that give rise to the commissions. Vi égpense recognition upon payment and amorkiperese to sales and marketing
expenses over the term of the client agreementopqggtion to the revenue that is recognized. Cormioiss are direct and incremental costs of
our client agreements and generally have beenipaie: periods we received payment from the clismder the associated client agreement.
Commencing in the fourth quarter of 2012, we paywrussions between 45 and 75 days after executitimeaglient agreement.

Stoclk-based Compensation

We account for stock-based awards granted to eraptogind directors by recording compensation exgsased on the awards’
estimated fair values. We grant stock options astricted stock units that vest over time basethercontinuing employment of the employee
as well as options and restricted stock units\teat based on meeting certain performance targétsexpect that our expense related to stock
based compensation will increase over time.

We estimate the fair value of our stock-based asvasdof the date of grant using the Black-Schai¢i®-pricing model. Determining
the fair value of stock-based awards under thisghmtjuires judgment, including estimating (i) tredue per share of our common stock,
(ii) volatility, (iii) the term of the awards, (ithe dividend yield and (v) the risk-free intereste. The assumptions used in calculating the fair
value of stock-based awards represent our bestass, based on management’s judgment and sulgidatire expectations. These estimates
involve inherent uncertainties. If any of the asptions used in the model change significantly, lsto@sed compensation recorded for future
awards may differ materially from that recorded d@rards granted previously.

Prior to our initial public offering, given the abwe of an active market for our common stock bmard of directors was required to
estimate the fair value of our common stock attitine of each grant of stock-based awards. From 20@uigh our initial public offering our
management regularly commissioned an independedtghrty valuation firm to prepare contemporanegaisiation analyses near the time of
each grant to assist our board of directors indbetermination.

We use the average volatility of similar publictagded companies as an estimate for our volathity.purposes of determining the
expected term of the awards in the absence ofcgeifti historical data relating to stock-option exses for our company, we apply a simplified
approach in which the expected term of an awapdesumed to be the mid-point between the vestitg alad the expiration date of the award.
The risk-free interest rate for periods within theected life of an award, as applicable, is basethe United States Treasury yield curve in
effect during the period the award was granted. &timated dividend yield is zero, as we have ndtdo not currently intend to declare
dividends in the foreseeable future.

Once we have determined the estimated fair valwaip§tockbased awards, we recognize the portion of thatevidat corresponds to |
portion of the award that is ultimately expectedést, taking estimated forfeitures into accoumisTamount is recognized as an expense ove
the vesting period of the award using the straligigt-method. We estimate forfeitures based uporhaiorical experience and, for each period
review the estimated forfeiture rate and make chamg factors affecting the forfeiture rate cakos and assumptions change.

In addition, we issued performance shares thatl@pendent on performance goals, established bgdhed of Directors, for a
predetermined period. The fair value of each perforce unit and performance share awarded is egjtia ffair market value of the
Company’s common stock at the close of the apficpbrformance period.
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Information related to our stock-based compensatativity, including weighted-average grant date ¥alues and associated Black-
Scholes option-pricing model assumptions associattidtime-based options, is as follows:

Year Ended December 31,

2013 2012 2011
Stock options granted (in thousands) 2,39¢ 2,55¢ 1,674
Weighted-average exercise price $ 4332  $ 22.0¢ % 13.21
Weighted-average grant date fair value per shastook options granted $ 2152 % 11.12 $ 7.12
Weighted-average Black-Scholes model assumptions:
Estimated fair value of common stock $ 4332 $ 22.0¢ % 13.21
Estimated volatility 51.5% 53.%% 56.%
Estimated dividend yield — — —
Expected term (years) 6.C 5.& 6.C
Risk-free rate 1.5% 1.C% 1.7%

As of December 31, 2013, we had approximately@&8&8llion of unrecognized employee related stockdzhcompensation, net of
estimated forfeitures, relating to stock optiore tlre expect to recognize over a weighted-averagegof approximately 2.7
years. Unrecognized compensation expense related toaested restricted stock units was $8.7 million atédeber 31, 2013 , which is
expected to be recognized as expense over the tediglverage period of 2.3 years. Additionally, dgr2012, we granted certain employees
performance based options and performance baseittexss stock units. As of December 31, 2013 , stingate that stock options to purchase
53,714 shares of common stock and 12,892 restrittadk units are probable of vesting. Unrecognzmupensation expense related to
performance based options and units was $0.4 miltdecember 31, 2013, which is expected to begrazed as expense over the weighted
average period of 2.0 years. The amount of compienseost relating to performance awards may chamdeture periods to the extent that
another target level becomes probable of achievemen

Stock-based compensation expense is expectedramsecin 2014 compared to 2013 as a result ofasiireg unrecognized stock-based
compensation and as we issue additional stock-tmsadis to continue to attract and retain emplayees

Allowance for Doubtful Accounts

On a quarterly basis we evaluate the need to éstiadmh allowance for doubtful accounts, by analyznr clients’ creditworthiness. Our
evaluation and analysis includes specific iderdtiimn and review of all outstanding accounts reslelie balances, review of our historical
collection experience with each client, and corsitien of overall economic conditions, as well &suoy specific facts and circumstances that
may indicate that a specific client receivableads eollectible. We make judgments as to our abtlitgollect outstanding receivables and
establish an allowance when collection becomestfidudt December 31, 2013 and 2012 , our allowafocedoubtful accounts was $1.0
million and $0.5 million , respectively, based arr evaluation and analysis. If our future actudlextions are lower than expected, our cash
flows and future results of operations could beatiegly impacted.

Capitalized Software Costs

We capitalize the costs associated with softwaveldped or obtained for internal use, includingtsascurred in connection with the
development of our solutions, when the preliminamgject stage is completed, management has detidedke the project a part of a future
offering, and the software will be used to perfdaha function intended. These capitalized costsuntelexternal direct costs of materials and
services consumed in developing or obtaining irteuse software, personnel and related expensesrfployees who are directly associated
with, and who devote time to, internase software projects and, when material, inter@sts incurred during the development. Capitaliratf
these costs ceases once the project is substamtiatiplete and the software is ready for its ineshdurpose. Costs incurred for upgrades and
enhancements to our solutions are also capitalRest-configuration training and maintenance castsexpensed as incurred. Capitalized
software costs are amortized to cost of revenugubie straight-line method over an estimated UidiéfLof the software of typically three
years, commencing when the software is ready $antended use
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Goodwill

Goodwill is not amortized, but instead is requitedbe tested for impairment annually and undeaéertircumstances. We perform such
testing of goodwill in the fourth quarter of eaakay, or as events occur or circumstances changetiuidd more likely than not reduce the fair
value of a reporting unit below its carrying amaougents or changes in circumstances which coigder an impairment review include a
significant adverse change in legal factors ohanliusiness climate, an adverse action or assesbgnamegulator, unanticipated competitio
loss of key personnel, significant changes in tlaamer we use the acquired assets or the stratepawesfor our overall business, significant
negative industry or economic trends, or signiftaamderperformance relative to expected histocgdrojected future results of operations.

As part of the annual impairment test, we conducissessment of qualitative factors to determinethndr it is more likely than not that
the fair value of a reporting unit is less tharciisrying amount. If we determine that it is makelly than not that the fair value of a reporting
unit is less than its carrying amount, we then cmtthe first step of a two-step impairment teste Tirst step of the test for goodwiill
impairment compares the fair value of the applieabporting unit with its carrying value. Fair valis determined using a discounted cash
method and/or prevailing earnings multiples fortdgorting unit. The use of discounted cash floggaiires the use of various economic,
market and business assumptions in developingndeimial forecasts, the useful life over which ctsivs will occur, and determination of our
weighted average cost of capital that reflect mstlestimates when performing the annual impairtestt Judgment is required in selecting
relevant earnings multiples.

If the fair value of a reporting unit is less ththe reporting unit's carrying value, we perform skeeond step of the test for impairment of
goodwill. During the second step, we compare thaied fair value of the reporting unit's goodwilitivthe carrying value of that goodwiill.
The estimate of implied fair value of goodwill magguire valuations of certain internally generadad unrecognized intangible assets and
other assets and liabilities. If the carrying vadii¢he goodwill exceeds the calculated implied falue, the excess amount will be recognized
as an impairment loss.

All our goodwill is allocated to the CSB reportingit. Based on the results of the annual impairnestt the fair value of the reporting
unit exceeded its carrying value by a significanbant and therefore no impairment of goodwill eadstit December 31, 201Bowever, if we
are unable to achieve our internal forecasts, éutupairment could occur.

Intangible Asset:

Identifiable intangible assets primarily consistm@ide names and intellectual property and acdunisielated intangibles, including
developed technology, customer relationships, mnpete agreements, patents, trade names and tnddeMée determine the appropriate
useful life of our intangible assets by performarganalysis of expected cash flows of the acquissets. Intangible assets are amortized ove
their estimated useful lives ranging from two to years, generally using the straight-line methduch approximates the pattern in which the
economic benefits are consumed.

We evaluate the recoverability of our loliged assets with finite useful lives, includingangible assets for impairment, whenever ev
or changes in circumstances indicate that the icey@mounts may not be recoverable. Such triggexirmnts or changes in circumstances ma
include: a significant decrease in the market poica long-lived asset, a significant adverse ckanghe extent or manner in which a long-
lived asset is being used, a significant advers@agé in legal factors or in the business climédte jmpact of competition or other factors that
could affect the value of a long-lived asset, aificant adverse deterioration in the amount oerawe or cash flows expected to be generated
from an asset group, an accumulation of costsfgnily in excess of the amount originally expelcter the acquisition or development of a
long-lived asset, current or future operating ahclow losses that demonstrate continuing lossesdated with the use of a long-lived asset,
or a current expectation that, more likely than adbng-lived asset will be sold or otherwise disgd of significantly before the end of its
previously estimated useful life. We perform impaént testing at the asset group level that repteska lowest level for which identifiable
cash flows are largely independent of the cashdlofwther assets and liabilities. If events omgjes in circumstances indicate that the
carrying amount of an asset group may not be reableeand the expected undiscounted future casfs figtributable to the asset group are
less than the carrying amount of the asset graupnpairment loss equal to the excess of the assattying value over its fair value is
recorded. Fair value is determined based upon atgthdiscounted future cash flows. There were npmirment charges related to the
identified intangible assets in the years endecebéer 31, 2013 and 2012 .
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Investments in Marketable Securitie

Our available-for-sale investments in marketabteigtes are recorded at fair value, with any ulized gains and losses, net of taxes,
reported as a component of stockholders’ equitit tedlized or until a determination is made thatogher-than-temporary decline in market
value has occurred. If we determine that an othentemporary decline has occurred for debt seesitihat we do not then currently intend to
sell, we recognize the credit loss component dftaer-than-temporary impairment in other incomepémse) and the remaining portion in
other comprehensive income (loss). The credit d@ssponent is identified as the amount of the pregalne of cash flows not expected to be
received over the remaining term of the securi@gdal on cash flow projections. In determining wletn other-than-temporary impairment
exists, we consider: (i) the length of time andeke&ent to which the fair value has been less twat; (ii) the financial condition and near-term
prospects of the issuer of the securities; anddiir intent and ability to retain the security #operiod of time sufficient to allow for any
anticipated recovery in fair value. The cost of kegable securities sold is determined based osgheific identification method and any
realized gains or losses on the sale of investnastseflected as a component of interest incomexpense. In addition, we classify market:
securities as current or non-current based upomttarity dates of the securities. At December21L3 , we had $199.9 million of short-term
investments in marketable securities.

Senior Convertible Note

In accounting for senior convertible notes (the t&&3) at issuance, we separated the Notes intoatebequity components pursuant to
the accounting standards for convertible debtumsénts that may be fully or partially settled irsltaupon conversion. The fair value of the
component was estimated using an interest ratedioconvertible debt, with terms similar to the Nptexcluding the conversion feature. The
carrying amount of the liability component was cddted by measuring the fair value of a similability that does not have an associated
convertible feature. The excess of the principabant of the Notes over the fair value of the delshponent was recorded as a debt discount
and a corresponding increase in additional paichpital. The debt discount is accreted to intezgpense over the term of the Notes using the
interest method. The amount recorded to additipaal-in capital is not to be remeasured as long@mtinues to meet the conditions for
equity classification.

Income Taxes

We use the liability method of accounting for inamtaxes. Under the liability method, deferred texxesdetermined based on the
temporary differences between the financial statérand tax bases of assets and liabilities, ugirgdtes expected to be in effect during the
years in which the bases differences are expectesl/erse. We record a valuation allowance whenntore likely than not that some of ¢
net deferred tax assets will not be realized. bemeining the need for valuation allowances, wesiaer our projected future taxable income
and the availability of tax planning strategies. ké&e recorded a full valuation allowance to reduceUnited States and United Kingdom net
deferred tax assets to zero, because we have dederthat it is not more likely than not that arfyoar United States and United Kingdom net
deferred tax assets will be realized. If in theifatwe determine that we will be able to realizg @inour United States and United Kingdom ne
deferred tax assets, we will make an adjustmetite¢@llowance, which would increase our incoméeeriod that the determination is made

We have assessed our income tax positions anddesttaix benefits for all years subject to examimatbased upon our evaluation of the
facts, circumstances and information availableagheperiod end. For those tax positions where we hdatermined there is a greater than 50%
likelihood that a tax benefit will be sustained, agve recorded the largest amount of tax benefitrttay potentially be realized upon ultimate
settlement with a taxing authority that has fulblutedge of all relevant information. For those im@btax positions where we have determinec
there is a less than 50% likelihood that a tax bewdl be sustained, no tax benefit has been gaized in our financial statements.

Recent Accounting Pronouncements

For information regarding recent accounting prorcaments, refer to Note 2 of notes to consolidateahtial statements included in this
Annual Report on Form 10-K.
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Results of Operations

The following table sets forth our results of opienas for each of the periods indicated (in thoasdnThe period-tgeriod comparison
financial results is not necessarily indicativedtire results.

Year Ended
December 31,
2013 2012 2011
Gross revenu® $ 185,12¢ $ 117,91 $ 75,52:
Common stock warrant charge — — (2,500
Net revenue 185,12¢ 117,91 73,02:
Cost of revenue 53,54¢ 34,59 21,28¢
Gross profit 131,58: 83,32¢ 51,73:
Operating expenses:
Sales and marketing 109,73 73,56: 45,77:
Research and development 21,26( 14,88¢ 10,14¢
General and administrative 33,57: 25,91: 15,12:
Amortization of certain acquired intangibles 1,00¢ 73¢ —
Total operating expenses 165,57: 115,10( 71,04«
Loss from operation® (33,99) (31,77)) (19,307
Other income (expense):
Interest expense, net (6,206 (442) (882)
Change in fair value of preferred stock warrartiliies — — (42,559
Withdrawn secondary offering expense — — (55%)
Other, net (35€) 40 (416
Other income (expense), net (6,567) (402 (44,417
Loss before income tax benefit (provision) (40,554 (32,179 (63,719
Income tax benefit (provision) 12¢ 78¢ (181
Net loss $ (40,42¢) $ (31,390 $ (63,900

(1) During the second quarter of 2011, we recom&@.5 million reduction of revenue associatedhwdmmon stock warrants. There were
no such reductions of revenue in any other pernwdsented. We have presented gross revenue exgludincash common stock
warrant charges, because these charges do net telsdles activity in the period, and we do naisider the issuance of warrants to be
indicative of our core operating performance. Séahagement’s Discussion and Analysis of Financiahdtion and Results of
Operations—Ciritical Accounting Policies and EstiemtOffsets to Revenufor additional information about common stock weants
that are accounted for as reductions of revenue.

The following table sets forth our revenue and ketrics that we use to evaluate our business, measu performance, identify trends
affecting our business, formulate financial pra@es and make strategic decisions:

Metrics
At or For Year Ended December 31,
2013 2012 2011
Net revenue (in thousands) $ 185,12¢ $ 117,91: $ 73,02:
Gross revenue (in thousands) $ 185,12¢ $ 117,91  $ 75,52
Bookings (in thousands) $ 231,69¢ $ 154,28t $ 97,58
Annual dollar retention rate 94.% 94.2% 94.%
Number of clients 1,631 1,237 80¢
Number of users (in millions) 14.1 10.€ 7.5
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Net and gross revenue increased $67.2 millior676t , for the year ended December 31, 2013 as aemipa the same period in 2012 .
The increase was primarily the result of a $45.lioniincrease in revenue from existing clientsedfically, revenue from client agreements
that were entered into prior to January 1, 201&ddition, net and gross revenue increased by $8Rlian from the acquisition of new clients
during the year ended December 31, 2013 .

Net revenue increased by $44.9 million, or 61%{leryear ended December 31, 2012 as compared gathe period in 2011. Gross
revenue increased $42.4 million, or 56%, for theryended December 31, 2012 as compared to thepznoe in 2011. The increase in net .
gross revenue was primarily the result of a $27lBam increase in revenue from existing clientgesifically, revenue from client agreements
that were entered into prior to January 1, 2012ddition, net and gross revenue increased by $tdlibn from the acquisition of new clients
during the year ended December 31, 2012 and nehvevalso increased by $2.5 million from the reidnodf revenue related to a non-cash
charge for a common stock warrant issued duringdivend quarter of 2011. See ‘Gritical Accounting Policies and Estimate&air Value o
Warrants” for further discussion of common stock warrargsaunted for as reductions of revenue.

Net and gross revenue generated in the UnitedsState $129.0 million , or 70% , of total revenuetfe year ended December 31, 2013
as compared to $81.8 million, or 69%, for the s@eod in 2012, resulting in a 58% increase. Nekt gnoss revenue generated outside of the
United States was $56.1 million , or 30% , of to&alenue for the year ended December 31, 2013rapared to $36.1 million, or 31%, for the
same period in 2012, resulting in a 56% increas®eRue generated outside of the United Statesasedeprimarily due to an increase in our
sales efforts internationally. Net and gross reeegenerated in the United States increased $4Tlidmand revenue generated outside of the
United States increased $20.1 million for the yerated December 31, 2013 as compared to the saind peR012.

Net revenue in the United States for 2011 was irtgubley the $2.5 million in reduction of revenueatet to the common stock warrants
described above. Net revenue in the United Statzeased by $31.0 million, or 61%, in 2012 as caegbéo 2011, while international net and
gross revenue, increased by $13.9 million, or 63%ss revenue in the United States increased by $@#flion, or 53%, in 2012 as compared
to 2011. As a percentage of total net revenuerriat®nal net revenue accounted for 31% in 201&agpared to 30% in 2011. As a percent
of total gross revenue, international gross revemoeunted for 31% in 2012 as compared 29% in 2011.

Bookings increased $77.4 million , or 50% for tleayended December 31, 2013 as compared to thepaiod in 2012 , reflecting the
increase in revenue for the period, and an incriedeferred revenue at December 31, 2013 from Dbee 31, 2012 compared to the increase
at December 31, 2012 from December 31, 2011 . Tomth rates for revenue and bookings are not catedlwith each other in a given period
due to the seasonality of when we enter into cligmeements, the varied timing of billings, theogaution generally of subscription revenue or
a straight-line basis over the term of each clegreement, and the recognition of consulting regeganerally on a proportional performance
basis over the period the services are performed.

As discussed above under the headiMgtrics,” bookings is a nolGAAP financial measure defined as the sum of gregsnue and tr
change in the deferred revenue balance for thegedanagement uses bookings in analyzing its firrdmesults and believes it is useful to
investors, as aupplement to the corresponding GAAP measure,atuating our ongoing operational performance aadds and in comparir
our financial measures with other companies irstirae industry. However, it is important to note tither companies, including companies ir
our industry, may calculate bookings differentlynat at all, which may reduce its usefulness asnaparative measure.
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The following table presents a reconciliation ofereue to bookings for each of the periods presemettiousands):

Deferred
Revenue Year Ended
Balance December 31, 2013
Gross revenue $ 185,12¢
Deferred revenue at December 31, 2012 $ 92,25:
Deferred revenue at December 31, 2013 138,82:
Change in deferred revenue 46,57(
Bookings $ 231,69¢
Deferred
Revenue Year Ended December
Balance 31, 2012
Gross revenue $ 117,91
Deferred revenue at December 31, 2011 $ 55,88(
Deferred revenue at December 31, 2012 92,25;
Change in deferred revenue 36,37:
Bookings $ 154,28t
Deferred
Revenue Year Ended December
Balance 31, 2011
Gross revenue $ 75,52:
Deferred revenue at December 31, 2010 $ 33,81¢
Deferred revenue at December 31, 2011 55,88(
Change in deferred revenue 22,06:
Bookings $ 97,58«

We believe our revenue and bookings growth is altre$ our continued investment in and developnadrdur direct sales and sales
support teams. We believe this investment has edald to achieve greater sales coverage and baltsrexecution, as well as increase our
marketing activities, which we believe have imprbeand awareness and created higher demand feotutions. We have also continued to
enhance our core solution, which we believe haswaged existing clients to add additional cloudd asers.

Our number of clients increased by 32% at Decer@lheP013 compared to December 31, 2012 . Our nupfhegers increased by 33%
at December 31, 2013 compared to December 31, 2Z0l€ increase in the number of clients and usamsgresentative of continued growtt
the business during the current year.

Cost of Revenue and Gross Margin

Year Ended December 31,

2013 2012 2011
(dollars in thousands)
Cost of revenue $ 53,54¢ $ 3459, % 21,28¢
Gross profit $ 131,58: $ 83,321 % 51,73:
Gross margin 71% 71% 71%

Cost of revenue increased $19.0 million , or 55662013 as compared to 2012 , attributable to $8lon in increased costs related to
outsourced consulting services, $6.0 million inrégased employee-related costs due to higher heatj&iu4 million in increased amortization
of capitalized software, and $1.2 million in incsed reseller and referral fees, in each case viceavur existing clients and support our
continued growth. We also incurred $0.8 milliorinoreased third-party content costs and $0.7 mililoincreased allocated overhead such as
rent, IT costs, depreciation and amortization amngleyee benefits costs. The remaining increas¢e®ta various other costs associated with
generating revenue from our clients.
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Cost of revenue increased $13.3 million, or 63%20t2 as compared to 2011, attributable to $6.5amiin increased employee-related
costs due to higher headcount, $2.0 million inéased costs related to outsourced consulting ssnvénd $1.2 million in increased allocated
overhead such as rent, IT costs, depreciation enaitezation and employee benefits costs, in eask taservice our existing clients and
support our continued growth. We also incurred $dillon in increased amortization of capitalizeaftevare, $0.8 million in increased reseller
and referral fees and $0.6 million in increased iizettion of developed technology related to iniafegassets acquired in connection with our
acquisition of Sonar Limited. The remaining increaslates to various other costs associated witkrg¢ing revenue from our clients.

Sales and Marketing

Year Ended December 31,

2013 2012 2011
(dollars in thousands)
Sales and marketing $ 109,73 $ 73,561 % 45,77
Percent of net revenue 59% 62% 63%

Sales and marketing expenses increased $36.2mjlio49% , in 2013 as compared to 2012 . Thesas® was attributable to the
expansion of our sales force and increases in rtiag<programs to address additional opportunitiesaw and existing markets. Total
headcount in sales and marketing at December 3B 2@reased compared to December 31, 2012, catitripto an increase in employee-
related costs of $24.0 million. In addition, weuned increased costs associated with outsourceketireg programs and events of $4.3
million, increased travel costs associated withditect sales teams of $3.5 million, overhead ¢astsh as rent, IT costs, and depreciation ant
amortization, of $2.2 million, and increased c@stsociated with the use of sales contractors ia Asd Latin America of $1.2 million. Sales
and marketing expenses are expected to increakaheigrowth of our company and decrease as amage of revenue due to the increased
leverage of our sales teams.

Sales and marketing expenses increased $27.8mitlic61%, in 2012 as compared to 2011. The inereas attributable to the
expansion of our sales force and increases in rtiagkprograms to address additional opportunitiesdw and existing markets. Total
headcount in sales and marketing at December 32 P@reased compared to December 31, 2011, catitripto an increase in employee-
related costs of $19.6 million. In addition, weuned increased overhead costs, such as rentst§,@nd depreciation and amortization, of
$2.5 million, increased costs associated with autssd marketing programs and events of $2.5 millzom increased travel costs associated
with our direct sales teams of $1.9 million.

Research and Development

Year Ended December 31,

2013 2012 2011
(dollars in thousands)
Research and development $ 21,26 $ 14,88t $ 10,14¢
Percent of net revenue 11% 13% 14%

Research and development expenses increased $oh mor 43% , in 2013 as compared to 2012 . ifleeease was principally due to
an increase in research and development headcoDecamber 31, 2013 compared to December 31, 20afintain and improve the
functionality of our solutions. As a result, we imeed increased employee-related costs of $5.9amilThe remaining increases relate to
allocated overhead costs.

Research and development expenses increased $Hon noir 47%, in 2012 as compared to 2011. Theease was principally due to an
increase in research and development headcourgcaniber 31, 2012 compared to December 31, 201 Aitwan and improve the
functionality of our solutions. As a result, we umed increased employee-related costs of $3.0omillThe remaining increases relate to
allocated overhead costs.

We capitalize a portion of our software developnwsts related to the development and enhancemgats solutions, which are then
amortized to cost of revenue. The timing of ouritzdigable development and enhancement projectsaffagt the amount of development
costs expensed in any given period. We capitaizetl million, $5.7
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million and $3.3 million of software developmenst®and amortized $4.3 million, $2.8 million and%hillion in 2013 , 2012 and 2011 ,
respectively.

General and Administrative

Year Ended December 31,

2013 2012 2011
(dollars in thousands)
General and administrative $ 3357: $ 2591: $ 15,12:
Percent of net revenue 18% 22% 21%

General and administrative expenses increasedilign , or 30% , in 2013 as compared to 2012 e Tiicrease was driven by higher
costs to support our growing business. We incumekased employee-related costs of $4.6 millioa essult of increased headcount and
stock-based compensation awards at December 33,&@0bipared to December 31, 2012. In addition, warited increased software license
subscription fees of $1.6 million. General and atstiative expenses are expected to increase hétlgrowth of our company.

General and administrative expenses increased $1i0i@n, or 71%, in 2012 as compared to 2011. THueease was driven by higher
employee-related costs to support our growing lassinWe incurred increased employee-related co$6&.® million as a result of increased
headcount and stock-based compensation awardsatriber 31, 2012 compared to December 31, 201Hditien, we incurred increased
professional fees of $2.3 million for accountingdi, legal and tax services, increased subscrigges of $0.6 million, and increased expense
related to travel and entertainment of $0.6 million

Amortization of certain acquired intangible assets

Year Ended December 31,

2013 2012 2011
(dollars in thousands)

Amortization of certain acquired intangible assets $ 1,00¢ $ 73 % =

Amortization of acquired intangibles increased $@iBion for the year ended December 31, 2@%3ompared to the same period in Z
due to the amortization of intangible assets aeguihrough the April 2012 acquisition of Sonar.

The following table presents our estimate of reimgimmortization expense for each of the five sadagy fiscal years for finite-lived
intangible assets that existed at December 31, g@XBousands):

2014 $ 2,07¢
2015 1,84(
2016 55¢E
2017 14¢€
2018 13

Total $ 4,63:

Estimated remaining amortization expense of $11Rami, $1.2 million , $0.4 million , $0.1 millionand $13,000vill be recorded in cos
of revenue for 2014 , 2015, 2016 , 2017 , and 20&8pectively. The remaining estimated amortiratxpense will be recorded in
amortization of certain acquired intangible asgétsin operating expenses.
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Other Income (Expense)

Year Ended December 31,

2013 2012 2011
(in thousands)
Interest income $ 357 $ — $ 20
Interest expense (6,567) (442) (902)
Change in fair value of preferred stock warrarttilies — — (42,559)
Withdrawn secondary offering expense — — (555)
Other, net (35€) 40 (41€)
Other income (expense), net $ (6,562 $ (402) ¢ (44,41

Interest income for the year ended December 313 2feased by $0.4 millioas compared to the same period in 2012 due totbes
income earned on purchase of investment secunigiesf purchased premium amortization in the yeaed December 31, 2013 .

Interest expense for the year ended December 3B, i2@8reased $6.1 million as compared to the samegin 2012 due to accretion of
debt discount and the amortization of debt issuansts of $4.3 million and interest expense of $2illon for the convertible notes issued in
June 2013. Refer to the section titfeduidity and Capital Resourcesbelow for additional information on the convertilvletes.

During the year ended December 31, 2011, we redaxd®n-cash charge of $42.6 million related toctenge in fair value of our
preferred stock warrant liabilities from Decemb#r 32010 to the respective exercise dates of theawerin March 2011. We valued our
preferred stock warrants at the end of each figegbd using the Blackcholes option pricing model. During March 2011 pébur warrants t
purchase preferred stock were exercised, and tdtanding shares of preferred stock, includingladires of preferred stock issued upon the
exercise of the preferred stock warrants, were edad into common stock on a one-for-one basisa fesult, subsequent to the three months
ended March 31, 2011, we no longer record any amirgthe fair value of such liabilities in ourtstaent of operations.

During the year ended December 31, 2011, we indue@al, accounting and printing related costspgiraximately $0.6 million
associated with our intended secondary offeringa Assult of our withdrawal from the offering, wepensed such costs.

Other, net is comprised of foreign exchange gamslasses related to transactions denominated@igio currencies and unrealized g:
and losses related to our intercompany loans. §omxtchange gains and losses for the years endeshiber 31, 2013, 2012 and 2011,
respectively, were primarily driven by fluctuatioinsthe British Pound and Euro in relation to th&lDollar.

Income Tax Benefit (Provision)

Year Ended December 31,

2013 2012 2011
(in thousands)

Income tax benefit (provision) $ 126 % 78¢ $ (181)

We have recorded a full valuation allowance againstUnited States and United Kingdom net defetagdassets and therefore have not
recorded a benefit (provision) for income taxesdioy of the periods presented, other than provésioncertain foreign income taxes. During
the years ended December 31, 2013 and 2012, wedestan income tax benefit primarily due to the diration of deferred tax liabilities
assumed as part of the Sonar acquisition.

Liquidity and Capital Resources

In June 2013, we issued $253 million of 1.5% cofibker notes due July 1, 2018 (the “Notes”) and eorently entered into convertible
notes hedges and separate warrant transaction®dthe mature on July 1, 2018, unless earlier acdedeUpon conversion of any Notes, we
will deliver cash up to the principal amount, anel lsave the right to settle any amounts in excesisegprincipal in cash or shares. We receive
proceeds of $246.0 million from the issuance ofNin¢es, net of associated fees, received $23.2omiliom the issuance of the warrants and
paid $49.5 million for the note hedges. The Notescéassified as a non-current liability on our solidated balance sheet as of December 31,
2013.
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At December 31, 2013, our principal sources afitity were $109.6 million of cash and cash equeméd, short-term investments of
$199.9 million , and $67.2 million of accounts reeble.

We intend to use our cash for general corporatpqaas, including potential future acquisitions threo transactions. Depending on
certain growth opportunities, we may choose to lecate investments in sales and marketing, researdidevelopment, technology and
services, which may require the use of proceedsifoh additional expansion and expenditures. Basexir current level of operations and
anticipated growth, we believe our future cash #dmm operating activities and existing cash aamghceequivalents will provide adequate fu
for our ongoing operations and general corporatpgses for at least the next twelve months. Owréutapital requirements will depend on
many factors, including our rate of revenue, bjirgrowth and collections, the level of our sales marketing efforts, the timing and extent of
spending to support product development effortseaqpénsion into new territories, the timing of aductions of new services and
enhancements to existing services, the timing négd and administrative expenses as we grow auirastrative infrastructure, and the
continuing market acceptance of our solution. Tedktent that existing cash and cash from opemtoa not sufficient to fund our future
activities, we may need to raise additional fundatdize our cash resources. Although we are notently a party to any agreement or letter o
intent with respect to potential investments inaoquisitions of, complementary businesses, ses\acéechnologies, we may enter into these
types of arrangements in the future, which couso akquire us to seek additional financing orzgilbur cash resources.

The following table sets forth a summary of ourrcisws for the periods indicated (in thousands):

Year Ended
December 31,
2013 2012 2011
Net cash provided by operating activities $ 17,43. % 10,29 $ 1,832
Net cash used in investing activities (213,449 (19,58) (3,885
Net cash provided by financing activities 228,92¢ 312 80,63¢

Net Cash Provided by Operating Activities

Our cash flows from operating activities are siguaiftly influenced by our growth, ability to maimtaur contractual billing and
collection terms, and our investments in headcaundtinfrastructure to support anticipated growtlve@ the seasonality and continued growth
of our business, our cash flows from operationswaity from period to period.

Cash provided by operating activities of $17.4 imillduring 2013 was a result of the continued ghoeftour business and our continued
investments for further growth. In the year ended¢@&nber 31, 2013, $32.2 million, or 80%, of ourlass of $40.4 million consisted of non-
cash items, including $20.8 million of stock-basethpensation, $9.7 million of depreciation and diration, and $4.3 million of accretion of
debt discount and amortization of debt issuancesc@tiese non-cash expenses were partially offsatgurchased premium of $2.0 million
related to investment securities, net of amortizati

Cash provided by operating activities includes &.34nillion increase in deferred revenue due togased billings during the year ended
December 31, 2013, a $6.8 million increase in attiabilities primarily due to the timing of paymts, an increase in accounts payable of
$5.1 million attributable to increased expensesa@ated with our growth, and an increase in otlahilities of $0.7 million . Cash provided by
operating activities is partially offset by a $1@ndlion increase in accounts receivable attriblegab higher billings in the fiscal year 2013 due
to an increased number of clients, a $7.1 millieréase in deferred commissions due to increades, send a $6.1 million increase in prepaid
and other assets due to an increase in businegyaassociated with the growth of our businesd #re timing of payments to vendors.

Cash provided by operating activities during 201$10.3 million was a result of the continued grbwf our business and our ability to
bill and collect from our customers, partially @ffdy our continued investments for further groviththe year ended December 31, 2012,
$18.2 million, or 58%, of our net loss of $31.4Imih consisted of non-cash items, including $12ilion of stock-based compensation and
$7.0 million of depreciation and amortization. The®n-cash expenses were partially offset by acash-deferred tax benefit of $1.0 million.
Cash provided by operating activities includes a.$3nillion increase in deferred revenue due togased billings during the year ended
December 31, 2012, a $6.3 million increase in aettiabilities primarily due to the timing of paynts, and an increase in other liabilities of
$3.7 million. Cash provided by operating activitispartially offset by a $12.3 million increase in
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accounts receivable attributable to higher billimgthe fiscal year 2012 due to an increased numabelients, a $5.7 million increase in
deferred commissions due to increased sales ahdraye in our commission plan payment schedule gthie period, and a $4.2 million
increase in prepaid and other assets due to agagelin business activity associated with the drafbur business and the timing of payment
to vendors.

Cash provided by operating activities during 20$18 million was a result of a significant incsean sales due to the growth in our
business. In 2011, $54.5 million, or 85%, of ourlnes of $63.9 million consisted of non-cash itemsluding a $42.6 million increase in
preferred stock warrant liabilities, $4.5 milliohsiock-based compensation, $3.7 million of de@gan and amortization, a $2.5 million
reduction of revenue for the issuance of a commmeksvarrant in connection with our distributor egment with ADP, $0.6 million of non-
cash interest expense, and approximately $0.5amilfi foreign exchange losses. In addition to thresecash items, we incurred $0.6 million
in expenses associated with our secondary offeniagwe withdrew from in August 2011, which expene® presented as part of cash flows
from financing activities. The other elements of oash flows from operating activities during 2@kherally reflected significantly increased
sales compared to the prior-year and our contisigrdficant investments in headcount and other pgps to grow our business. We used
working capital in a $13.3 million increase in aonts receivable due to significantly increasedssetenpared to the prior-year. Other uses of
working capital included a $1.8 million increasepipaid expenses and other assets, includingasedethirdearty content fees commensur
with the increased sales, and a $1.3 million ineean deferred commissions due to the increased.sBhese uses of cash were partially offse:
by a $22.2 million increase in deferred revenue dise to the increased sales, a $3.3 million irseré@ accrued expenses reflecting the overal
growth of our business, including additional vasatand bonus accruals consistent with our growtiesdcount, a $0.9 million increase in
accounts payable due to a higher level of expecmesistent with the overall growth of our businesy] a $0.7 million increase in other
liabilities.

Net Cash Used in Investing Activities

Our primary investing activities have consistedapbital expenditures to develop our capitalizedvemfe as well as to purchase compute
equipment, leasehold improvements, and furnitucefasures in support of expanding our infrastruetand workforce. In addition, in July
2013 we began to invest the proceeds of our cobleriotes in investment securities. As our busirgrews, we expect our capital
expenditures and our investment activity to corgitmincrease.

We used $213.4 million of cash in investing acidgtin the year ended December 31, 2013, primdtityto $204.0 million in purchases
of investment securities, $8.8 million in purchaséadditional equipment, and $6.9 million of intragnts in our capitalized software during
the period. Cash used in investing activities wasially offset by a $6.2 million increase relatedcash received from the maturities and sales
of investment securities. Our investments in fiasdets consisted of $10.1 million in corporateceffienovations, purchases of additional
furniture and equipment for our expanding infrastuwe and work force, which were primarily finanadadough $0.1 million in capital leases
and other financing arrangements, $8.8 millionaalg and $1.2 million through our accounts payahtbaccrued expenses.

We used $19.6 million of cash in investing acteatin the year ended December 31, 2012, due tousgshin our acquisition of Sonar
Limited of $12.4 million, $5.0 million of investménin our capitalized software, and $2.1 milliorcash purchases of net investments in fixed
assets. Our investments in fixed assets consi$ted.® million in corporate office renovations, pbases of additional furniture and equipmen
for our expanding infrastructure and work forcejekhwere primarily financed through $2.9 milliondapital leases and other financing
arrangements, $2.1 million in cash, $1.5 millioa &ilease arrangement with Water Garden Realtyiitpld C, and $0.7 million through our
accounts payable.

We used $3.9 million of cash in investing actistfer the year ending December 31, 2011, primatily to $3.0 million of investments
our capitalized software and approximately $0.8iomlof net investments in other fixed assets. iflvestments in other fixed assets consistec
of $1.5 million in purchases of additional equiprnduaring the period for our expanding infrastruetand workforce that were primarily
financed through $1.1 million in capital leases attter financing arrangements and through $0.7amilinder our SVB Credit Facility. In
addition, we financed through capital leases apprately $0.4 million of previous investments indik assets during 2011 which were
previously reflected in accounts payable at Decer8he2010.
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Net Cash Provided by Financing Activities

Cash provided by financing activities of $228.9limil in the year ended December 31, 2013 was pilynduie to proceeds from the
Notes 01$245.7 million and proceeds from the issuance afavas of $23.2 million , and proceeds from stopkian exercises of $13.4
million . These proceeds were partially offset by payment for the convertible note hedges of $4@lkon and repayment of our credit
facility of $4.0 million .

The cash provided by financing activities of $0.lHlion in the year ended December 31, 2012 was g@rimdue to proceeds of $2.7
million from stock option exercises and common ktaarrant exercises, borrowings of $1.0 millionaur line of credit with Silicon Valley
Bank, partially offset by payments of $1.9 million our capital lease and financing obligations, @@t repayment of $1.5 million.

The cash provided by financing activities of $8Gdion in the year ended December 31, 2011 wangrily due to $90.5 million of
proceeds from our initial public offering, net afderwriting discounts and commissions but befoferbfg expenses. In addition, cash provi
by financing activities was also due to the recefif4.7 million in proceeds from the exercise @frmnts to purchase preferred stock and
common stock and stock options and borrowings of #tillion under our SVB Credit Facility to finantiee purchase of additional equipment
and software. These proceeds were partially offggtayments of $9.2 million to repay outstandinbtdpayments of costs of $3.4 million
related to our initial public offering, payments®#.0 million on our capital lease obligations atider financing arrangements, and paymer
costs of $0.6 million related to our withdrawn sedary offering.

Contractual Obligations

Our principal commitments consist of obligations doitstanding debt, leases for our office spaceymder equipment, furniture and
fixtures, contractual commitments for professiosetlvice projects and third party consulting firfke following table summarizes our
contractual obligations at December 31, 2013 (@uffands):

Year Ending December 31,

Total 2014 2015 2016 2017 2018 Thereafter
Long-term debt obligations
including interest $ 271,05 $ 2,46¢ $ 4,191 $ 3,808 % 3,79t $ 256,79' $ —
Capital lease obligations 1,164 94: 217 4 — — —
Operating lease obligations 26,77¢ 4,93¢ 5,04z 5,36¢ 5,511 5,512 41C
Other contractual obligatiortd 47,19¢ 16,03« 16,24: 3,81( 3,81( 3,81( 3,49:

$ 346,190 $ 24,38 % 25,69: $ 12,98 $ 13,11¢ $ 266,11° $ 3,90z

(1) Other contractual obligations include agreemevith various third party service providers wherele have committed to assign
certain dollar amounts or hours of professionaliserprojects related to implementation and otleevises for our clients.

At December 31, 2013, liabilities for unrecognizad benefits of $0.3 million which are attributaltd foreign income taxes and interest
and penalties, are not included in the table al@oause, due to their nature, there is a high degfrencertainty regarding the time of future
cash outflows and other events that extinguishettiabilities.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not haveralationships with other entities or financial fp@&rships, such as entities often
referred to as structured finance or special pwemugities, that have been established for thegsarpf facilitating off-balance sheet
arrangements or other contractually narrow or Behipurposes. We are therefore not exposed to aagding, liquidity, market or credit risk
that could arise if we had engaged in those typeslationships.

During 2013, we amended a standby letter of ciadissociation with a building lease and signethadby letter of credit for a
contractual arrangement in Israel. In addition,mantain standby letters of credit in associatigthwther contractual arrangements. The total
amount outstanding is $1.5 million at December281l,3 .
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ltem 7A. Quantitative and Qualitative Disclosures About MagkRisks

We have operations both within the United Statekiaternationally, and we are exposed to marké&sris the ordinary course of our
business. These risks primarily include interet, rforeign exchange and inflation risks, as weltiaks relating to changes in the general
economic conditions in the countries where we cohbusiness. To reduce certain of these risks, waitor the financial condition of our lar
clients and limit credit exposure by collectingaidvance and setting credit limits as we deem apiatep In addition, our investment strategy
has been to invest in financial instruments thathaghly liquid and readily convertible into cagidahat mature within three months from the
date of purchase. To date, we have not used degviastruments to mitigate the impact of our marisk exposures. We have also not used,
nor do we intend to use, derivatives for tradingpeculative purposes.

Interest Rate Risk

At December 31, 2013, we had cash and cash equigabf $109.6 million and short-term investmerit$199.9 million , which
primarily consisted of corporate bonds, U.S. treasind agency securities, and money market fundkdabby United States Treasury Bills.
The carrying amount of our cash equivalents redslgragproximates fair value due to the short méasgiof these instruments.

The primary objectives of our investment activitiage the preservation of capital, the fulfillmeftiquidity needs and the fiduciary
control of cash and investments. We do not enteriitvestments for trading or speculative purpo€rs.investments are exposed to market
risk due to fluctuations in interest rates, whichynaffect our interest income and the fair markti® of our investments. Due to the sherm
nature of our investment portfolio, however, wend believe an immediate 10% increase or decresaisgarest rates would have a material
effect on the fair market value of our portfolioetherefore do not expect our operating resultaeh flows to be materially affected by a
sudden change in market interest rates.

We do not believe our cash equivalents have sigifirisk of default or illiquidity. While we belie our cash equivalents do not contain
excessive risk, we cannot provide absolute assartmat in the future our investments will not bbjsat to adverse changes in market value. |
addition, we maintain significant amounts of castl eash equivalents at one or more financial intsbihs that are in excess of federally inst
limits. We cannot be assured that we will not eiqraze losses on these deposits.

Foreign Currency Risk

We have foreign currency risks related to our rereesind operating expenses denominated in curreoitiesthan the U.S. Dollar. Our
historical revenue has primarily been denominated.5. Dollars, and a significant portion of ourremt revenue continues to be denominatec
in U.S. Dollars. However, we expect an increasiagipn of our future revenue to be denominateduimencies other than the U.S. Dollar,
primarily the Euro and British Pound. To a lessdenrt, we also have revenue denominated in Auatrddiollars, Canadian Dollars, Indian
Rupees, Japanese Yen, New Zealand Dollars, Sing&pmlars, South African Rand, and other foreigrrencies to a lesser extent. Our
operating expenses are generally denominated iouttiencies of the countries in which our operatiare located, primarily the United States
and, to a much lesser extent, the United KingddheroEuropean Union countries, Australia, Canadena& Denmark, Hong Kong, India,
Israel, Italy, Japan, New Zealand, and Swedeneblsgas and decreases in our foreign-denominatedue¥mm movements in foreign
exchange rates are often partially offset by theesponding decreases or increases in our foredgiordinated operating expenses. Our other
income (expense) is also impacted by the remeasuntenfi U.S. Dollar denominated intercompany loapnslr overseas subsidiaries.

As our international operations grow, our risksoagsted with fluctuation in currency rates will loeece greater, and we will continue to
reassess our approach to managing this risk. liti@adcurrency fluctuations or a weakening U.SlI&ocan increase the costs of our
international expansion. To date, we have not edtirto any foreign currency hedging contractscalth we may do so in the future. The
effect of an immediate 10% adverse change in fareighange rates on foreign-denominated accoule@mber 31, 2013, including our
intercompany loans with our UK subsidiary, wouldul in a foreign currency loss of approximately&gillion.

Inflation Risk

We do not believe that inflation has had a matefifgct on our business, financial condition omuitsof operations. Nonetheless, if our
costs were to become subject to significant irdleiry pressures, we may not be able to fully oseh higher costs through price increases.
Our inability or failure to do so could harm oursiness, financial condition and results of operetio
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Counterparty Risk

Our financial statements are subject to counteypagdit risk, which we consider as part of theralidair value measurement. We
attempt to mitigate this risk through credit morniitg procedures.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Cstone OnDemand, Inc.

In our opinion, the accompanying consolidated ba#asheets and the related consolidated statemfeopi@tions, comprehensive loss,
stockholders’ equity and cash flows present fairlyall material respects, the financial positidrCornerstone OnDemand, Inc. and its
subsidiaries (the “Company”) at December 31, 20iBBecember 31, 2012, and the results of theiratjpers and their cash flows for each of
the three years in the period ended December 3B 20conformity with accounting principles genéralccepted in the United States of
America. Also in our opinion, the Company maintaini& all material respects, effective internal wohover financial reporting as of
December 31, 2013, based on criteria establighbdérnal Control - Integrated Framework (1998sued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOg Tbmpany's management is responsible for thesedial statements, for maintaining
effective internal control over financial reportingd for its assessment of the effectiveness efniat control over financial reporting, included
in Management's Report on Internal Control overRaial Reporting appearing under Item 9A. Our resiility is to express opinions on
these financial statements and on the Compangmialtcontrol over financial reporting based oniotegrated audits (which were integrated
audits in 2013 and 2012). We conducted our audigecordance with the standards of the Public Copnpa&counting Oversight Board
(United States). Those standards require that ame @hd perform the audits to obtain reasonable@sse about whether the financial
statements are free of material misstatement amth&h effective internal control over financial ogfing was maintained in all material
respects. Our audits of the financial statemertisided examining, on a test basis, evidence suppdite amounts and disclosures in the
financial statements, assessing the accountingiptés used and significant estimates made by neanagt, and evaluating the overall
financial statement presentation. Our audit ofrimeécontrol over financial reporting included dbtag an understanding of internal control
over financial reporting, assessing the risk thatagerial weakness exists, and testing and evafygtie design and operating effectiveness of
internal control based on the assessed risk. Qditsaaiso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provideEaaonable basis for our opinions.

A company'’s internal control over financial repodiis a process designed to provide reasonableaassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A companys internal control over financial reporting inclisdbose policies and procedures that (i) pertathéganaintenance of records tha
reasonable detail, accurately and fairly refleettiansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@anwith generally accepted accounting
principles, and that receipts and expenditureb®ttbmpany are being made only in accordance witioaizations of management and
directors of the company; and (iii) provide readwaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of
any evaluation of effectiveness to future periogssaubject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP

Los Angeles, California
February 26, 2014
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CORNERSTONE ONDEMAND, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except par values)

December 31, 2013 December 31, 2012
Assets
Cash and cash equivalents $ 109,58: $ 76,44:
Short-term investments 199,92! —
Accounts receivable, net 67,19: 47,52¢
Deferred commissions 16,63« 9,35¢
Prepaid expenses and other current assets 14,11¢ 8,24¢
Total current assets 407,45: 141,57
Capitalized software development costs, net 10,66¢ 7,007
Property and equipment, net 14,43¢ 7,94
Intangible assets, net 4,63 6,88
Goodwill 8,19: 8,19:
Other assets, net 5,97¢ 227
Total Assets $ 451,35' $ 171,83:
Liabilities and Stockholders’ Equity
Liabilities:
Accounts payable $ 10,037 $ 4,84¢
Accrued expenses 22,28t 14,98¢
Deferred revenue, current portion 135,32. 87,75¢
Capital lease obligations, current portion 90t 1,64:
Debt, current portion 51¢ 91€
Other liabilities 4,20 3,88t
Total current liabilities 173,27 114,03t
Convertible notes, net 217,96! —
Other liabilities, non-current 3,111 3,597
Deferred revenue, net of current portion 3,50( 4,49:
Capital lease obligations, net of current portion 21¢ 1,225
Debt, net of current portion 392 1,83¢
Total liabilities 398,46( 125,18t
Commitments and contingencies (Note 16)
Stockholders’ Equity:
Common stock, $0.0001 par value; 1,000,000 shartt®azed, 52,470 and 50,690 shares
issued and outstanding at December 31, 2013 a2l 201 5 5
Additional paid-in capital 289,30° 242,76
Accumulated deficit (236,46 (196,04)
Accumulated other comprehensive income (loss) 50 (83
Total stockholders’ equity 52,89¢ 46,64¢
Total Liabilities and Stockholders’ Equity $ 451,35¢ % 171,83

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.
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CORNERSTONE ONDEMAND, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)

Revenue (net of a $2,500 reduction of revenue frl2@lating to common

stock warrants)
Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Amortization of certain acquired intangible assets
Total operating expenses
Loss from operations
Other income (expense):
Interest income
Interest expense
Change in fair value of preferred stock warrarttilifes
Withdrawn secondary offering expense
Other, net
Other income (expense), net
Loss before income tax benefit (provision)
Income tax benefit (provision)
Net loss
Accretion of redeemable preferred stock
Net loss attributable to common stockholders

Net loss per share attributable to common stoclkdrs|dasic and diluted
Weighted average common shares outstanding, badidilted

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.

Years Ended
December 31,

2013 2012 2011
185,12 117,91 73,02:
53,54¢ 34,59: 21,28
131,58; 83,32: 51,73
109,73 73,56: 45,77:
21,26( 14,88¢ 10,14¢
33,57: 25,91 15,12:
1,00¢ 73¢ —
165,57: 115,10( 71,04
(33,99)) (31,777 (19,307
357 — 20
(6,569) (442) (902)
— — (42,559
— — (555)
(35€) 40 (416€)
(6,567) (402) (44,412)
(40,55¢) (32,179 (63,719
12¢ 78¢ (181)
(40,426) (31,390 (63,90()
— — (5,209)
(40,426 (31,390 (69,109
(0.79 (0.69) (1.7
51,42; 49,92¢ 39,82+




CORNERSTONE ONDEMAND, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

Years Ended
December 31,

2013 2012 2011
Net loss $ (40,42¢) $ (31,390 (63,900
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment 3 (279 217
Net change in unrealized gains (losses) on invesgsne 13C — —
Other comprehensive income (loss), net of tax 132 (273 217
Total comprehensive loss $ (40,299 $ (31,669 $ (63,687)

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.
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CORNERSTONE ONDEMAND, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(In thousands)

Common Treasury

Stock Stock

Shares

Par At
Value Shares Cost

Balance as of
December 31, 2010

Accretion of preferred
stock

Conversion of
preferred stock to
common stock

Issuance of common
stock for the exercise
of warrants to purchase
common stock

Issuance of common
stock upon initial
public offering, net of
issuance costs

Issuance of common
stock to a non-profit
organization

Issuance of common
stock upon the exercis
of options

Issuance of common
stock warrants

Vesting of early
exercised options

Tax withholding on net
exercise of stock-based
awards

Stock-based
compensation

Net loss

Other comprehensive
income, net of tax

10,58¢

28,80¢

89¢

7,50(

2C

1,461

Additional Accumulated
Paid-In Other
Capital Accumulated Comprehensive
(Deficit) Deficit Income (Loss)

Total

$ 507 $ (97,80) $ (27 $ (97.23)

(2,259 (2,949 —

132,77 — —
474 — —

86,85: — —
19¢ — —

1,017 — —
2,50(C — —

82 — —

(48) — —

4,73¢€ —
(63,900)

(5,20

132,77

474

86,85!

19z

1,017
2,50(C

82

(48)

4,73¢€
(63,900)

217

Balance as of
December 31, 2011

Issuance of common
stock for the exercise
of warrants to purchas
common stock

Issuance of common
stock upon the exercise
of options

Vesting of early
exercised options

Vesting of restricted
stock units

Shares issued for
acquisition of Sonar
Limited

49,27

13C

1,123

112

47

67

$ 22691t $ (164,65) $ 19C

20¢€ — —

2,49( — —

55 — —

338 — —

$ 62,46(

20¢

2,49(

b5

33¢




Stock-based

compensation — — 12,76: — — 12,76
Net loss — — — (31,390 — (31,390
Other comprehensive

loss, net of tax — — — — (279 (273)
Balance as of

December 31, 2012 50,69C % 5 $ $ 242,767 $ (196,04) $ (83) $ 46,64¢
Issuance of common

stock upon the exercise

of options 1,56¢ — 13,43: — — 13,43:
Vesting of early

exercised options — — 28 — — 28
Vesting of restricted

stock units 214 — — — — —
Tax benefits from

employee stock plans — — 29 — — 29
Stock-based

compensation — — 21,76¢ — — 21,76¢
Net change in

unrealized gains on

investments — — — — 13C 13C
Equity component of

convertible notes — — 11,28: — — 11,28:
Net loss — — — (40,42¢) — (40,42¢)
Foreign currency

translation adjustment — — — — 3 3
Balance as of

The accompanying Notes to Consolidated Financetke8tents are an integral part of these statements.
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CORNERSTONE ONDEMAND, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended December 31,

2013 2012 2011

Cash flows from operating activities:

Net loss $ (40,42¢) $ (31,390 % (63,900
Adjustments to reconcile net loss to net cash pliexviby operating
activities:
Depreciation and amortization 9,70( 7,037 3,71¢
Accretion of debt discount and amortization of debtiance costs 4,27: 142 57¢
Purchased investment premium, net of amortization (2,03 — —
Change in fair value of preferred stock warrarttilifes — — 42,55¢
Unrealized foreign exchange loss (gain) 242 (182 46(
Charges related to the issuance of common stoctamtarto a distributor — — 2,50(
Stock-based compensation expense 20,84( 12,201 4,50z
Withdrawn secondary offering expense — — 55E
Non-cash charitable contribution of common stock — — 19z
Deferred income taxes (86E) (96%) —

Changes in operating assets and liabilities, neffetts from acquisition:
Accounts receivable (19,046 (12,259 (13,309
Deferred commissions (7,085 (5,69)) (1,274
Prepaid expenses and other assets (6,057%) (4,189 (1,809
Accounts payable 5,08 19C 91t
Accrued expenses 6,82¢ 6,32¢ 3,31
Deferred revenue 45,23( 35,323 22,16:
Other liabilities 74€ 3,73¢ 66€
Net cash provided by operating activities 17,43 10,29« 1,83

Cash flows from investing activities:
Purchases of investments (203,959 — (34,079
Maturities of investments 6,18: — 34,00(
Purchases of property and equipment (8,762) (2,129 (789
Capitalized software costs (6,90€) (5,030 (3,027)
Cash paid for acquisition, net of cash acquired — (12,429 —
Net cash used in investing activities (213,44Y (19,58)) (3,885

Cash flows from financing activities:
Proceeds from issuance of convertible notes, net 245,66¢ — —
Payments for convertible note hedges (49,537) — —
Proceeds from the issuance of warrants 23,22¢ — —
Proceeds from initial public offering, net of undeiting discounts and
commissions — — 90,53¢
Payments of initial public offering costs — — (3,43¢)
Proceeds from issuance of preferred stock uporambtexercises — — 3,16:
Payments of withdrawn secondary offering costs — — (555)
Proceeds from the issuance of debt 1,914 1,04: 66¢
Repayment of debt (4,039 (1,510 (9,207%)
Principal payments under capital lease obligations (1,747 (1,919 (1,977
Proceeds from stock option and warrant exercises 13,441 2,69¢ 1,491

69




Payment of withholding tax on net exercise of stbaked awards
Net cash provided by financing activities
Effect of exchange rate changes on cash and cashueglents
Net increase (decrease) in cash and cash equivakent
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental cash flow information:
Cash paid for interest
Cash paid for income taxes
Non-cash investing and financing activities:
Conversion of convertible preferred stock to comratmtk
Assets acquired under capital leases and otherding arrangements
Common stock issued for business acquisition
Capitalized assets financed by accounts payableerdied expenses
Capitalized stock-based compensation

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.
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— — (48)
228,92 312 80,63¢

227 8 (244)

33,14 (8,967) 78,34:

76,44: 85,40¢ 7,067

$ 109,58: $ 76,44; $ 85,40¢
$ 229 $ 341 $ 542
$ 485 $ 102 $ 104
$ — % — 3 132,77
$ 88 $ 372: $ 1,131
$ — % 335§ —
$ 1178 $ 69 $ 25
$ 941 $ 556 $ 234




CORNERSTONE ONDEMAND, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION
Company Overview

Cornerstone OnDemand, Inc. (“Cornerstone” or themfiany”) was incorporated on May 24, 1999 in tlaesbf Delaware and began its
principal operations in November 1999 .

The Company is a leading global provider of compredive talent management solutions delivered asvad-as-a-Service (“SaaS”).
The Company’s core solution consists of four indégg clouds for recruiting, learning managementop@mance management and extended
enterprise. Customers may subscribe to one or ofdree clouds.

The Company’s solutions are designed to enablenargiions to meet the challenges they face in engpioy and maximizing the
productivity of their human capital. These challesignclude hiring and developing employees throughteir careers, engaging all employees
effectively, improving business execution, cultimgtfuture leaders, and integrating with an orgatiin’s extended enterprise of clients,
vendors and distributors by delivering trainingitiéieation programs and other content. Managenhastdetermined that it operates in one
segment as it only reports financial informationasnaggregate and consolidated basis to its ckefutive officer, who is the Comparsychiet
operating decision maker.

The Company also offers Cornerstone Small Busireesdent management solution for small busineasd<Cornerstone for Salesforci
cloud-based talent management solution developgdeo8alesforce.com platform which allows organizet to provide access to sales
enablement and just-in-time training from within&&force.

Office Locations

The Company is headquartered in Santa Monica,@ald and has offices in Auckland, Hong Kong, Lomdiladrid, Mumbai, Munich,
Paris, Rome, Sydney, Tel Aviv, and Tokyo.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Consolidatior

The accompanying consolidated financial statemientade the accounts of Cornerstone OnDemand, &ndl its wholly owned
subsidiaries. All significant inter-company transaiecs and balances have been eliminated in corsiul

Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyalccepted in the United States of
America (“GAAP”) requires management to make estémand assumptions that affect the reported ammaidm@tssets and liabilities and
disclosures of contingent assets and liabilitiethatdate of the financial statements and the teg@mounts of revenue and expenses durir
reporting period. Actual results could differ frahose estimates.

On an on-going basis, management evaluates itaas$, including among others those related tdhé¢iyealization of tax assets and
estimates of tax liabilities, (ii) the recognitiand disclosure of contingent liabilities, (iii) tellectability of accounts receivable, (iv) the
evaluation of revenue recognition criteria, inchglthe determination of standalone value and estisnat the selling price of multiple-
deliverables in the Company’s revenue arrangeméntfair values of investments in marketable siias, (vi) the assigned value of acquired
assets and assumed liabilities in business combisat(vii) the useful lives of property and equgmt, capitalized software and intangible
assets, (viii) impairment of long-lived assets)uidiing goodwill, (ix) the amount and period of ariwation of the commission payments to
record to expense in proportion to the revenueithegtcognized, and (x) assumptions used in thekB&choles option pricing model to
determine the fair value of stock options and watgaThese estimates are based on historical ddtaxperience, as well as various other
factors that management believes to be reasonabller the circumstances, the results of which fdrenttasis for making judgments about the
carrying value of assets and liabilities that asereadily apparent from other sources. The Comgagyages third-party valuation specialists tc
assist with the allocation of the purchase prickbuginess combinations and, prior to the CompdR{sin March 2011, the Company engaged
third-party valuation specialists to assist withiraates related to the valuation of its preferred aommon stock. Such estimates required the
selection of appropriate valuation methodologies models, and significant judgment in evaluatingges of assumptions and financial inputs
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Withdrawn Secondary Offering

On July 20, 2011, in connection with a proposeasdary offering of shares of common stock by thenany and certain existing
stockholders (“the secondary offering”), the Compféiled a Registration Statement on Forml 84th the Securities and Exchange Commis
(“SEC"). On August 8, 2011, pursuant to Rule 47@npulgated under the Securities Act of 1933, as aeenthe Company requested that the
SEC consent to the withdrawal of the Registratitate®nent, including all amendments and exhibitgiiguthe year ended December 31, 2(
the Company incurred expenses of approximately $0l&n in connection with the proposed secondary offeviich were recorded in oth
net, within other income (expense) in the Compastésements of operations.

Reclassifications

Certain amounts in the consolidated cash flowseateinber 31, 2012 have been reclassified to contotine current year presentation.

Business Combination

The results of businesses acquired in a businesbination are included in the Company’s consoliddieancial statements from the
date of the acquisition. Purchase accounting regulissets and liabilities of an acquired busibedsg recorded at their estimated fair values
on the acquisition date. Any excess consideratien the fair value of assets acquired and liabgitaissumed is recognized as goodwill.

The Company performs valuations of assets acqainediabilities assumed for an acquisition andaates the purchase price to its
respective net tangible and intangible assets.riiéng the fair value of assets acquired and litds assumed requires management to use
significant judgment and estimates including tHec®n of valuation methodologies, estimates dfifet revenue and cash flows, discount r
and selection of comparable companies. The Comeaggges the assistance of valuation specialistsnoluding on fair value measurements
in connection with fair values of assets and litib8 assumed in a business combination.

Transaction costs associated with business coniiisadre expensed as incurred, and are includgeriaral and administrative expen
in the consolidated statement of operations. Thveme no transaction costs for the year ended Deeefith 2013 . Transaction costs were $0.’
million for the year ended December 31, 2012.

Net Loss per Share Attributable to Common Stocktei!

Basic net loss per share of common stock is catedilay dividing the net loss attributable to comnstockholders by the weighted-
average number of shares of common stock outstgridira period.

Prior to the Company’s IPO in March 2011, as then@any had convertible preferred stock outstanding, as the holders of the
Company’s convertible preferred stock were entitegarticipate in dividends and earnings of thenPany, the Company used the two-class
method in calculating earnings per share for psrindvhich the Company generated net income. Aftheers of the Company’s convertible
preferred stock were not contractually obligatedhare in the losses of the Company, no such gilocevas made for any periods presented
given the Company’s net losses.

The Company may grant restricted stock under ti® Zyjuity Incentive Plan (“2010 Plan”) (See Note)12s the holders of the
Companys restricted stock under the 2010 Plan are boitieshto participate in dividends and earningsh&f Company, the Company uses
two-class method in calculating earnings per sfarperiods in which the Company generates incolsaestricted stock holders are not
contractually obligated to share in the lossessuah allocation was made for any periods preseagitesh the company’s net losses.

The two-class method requires net income to beatém between the classes of stockholders, whediséed or unvested, based on their
respective rights to receive dividends, whetherairdeclared.

Diluted loss per share attributable to common siotders is based on the weighted-average numbezsbicommon stock outstanding
adjusted for the dilutive effect of share-basedrdwand the potential dilutive effect of warramsnvertible notes and convertible preferred
stock. Diluted loss per share attributable to commstockholders is the same as basic loss per attatritable to common stockholders for all
periods presented because the Company has repettéasses and the effects of including the paadiptdilutive items were anti-dilutive.
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Revenue Recoghnitio
The Company derives its revenue from the follonsogrces:

e Subscriptions to the Compa’s solutions—Clients pay subscription fees for access to the fi@my's solutions for a specified perioc
time, typically three years for the Company's awlition or monthly, annually, or three-year pesidor the Company's CSB and
Cornerstone for Salesforce solutions. Fees aral@msa number of factors, including the numbersara having access to a solution.
The Company generally recognizes revenue from sigitiens ratably over the term of the agreement.

» Consulting services—The Company offers its clients assistance in imgleting its solutions and optimizing their use. Qdting
services include application configuration, systatagration, business process re-engineering, éharapagement, and training
services. Services are billed either on a time+auaderial or a fixed-fee basis. These services aneglly purchased as part of a
subscription arrangement and are typically perfatmvéhin the first several months of the arrangemé€fients may also purchase
consulting services at any other time. Consultenyises are performed by the Company directly othirgl-party professional service
providers the Company engages. Clients may alsosehto perform these services themselves or ertgageown third-party service
providers. The Company generally recognizes revémme fixed fee consulting services using the prtipoal performance method
over the period the services are performed aniinesi$ incurred for time-and-material arrangements.

e E-learning content—The Company resells third-party on-line trainimgntent, referred to as e-learning content, tolients. In
addition, the Company also hosts other e-learnimgent provided by its clients. The Company gemgratognizes revenue from the
resale of e-learning content as it is delivered rmadgnizes revenue from hosting as the hostingcser are provided.

The Company recognizes revenue when: (i) persuasidence of an arrangement for the sale of the famyis solutions or consulting
services exists, (ii) the solutions have been naaddable or delivered, or services have been paed, (iii) the sales price is fixed or
determinable, and (iv) collectability is reasona#bgured. The timing and amount the Company rezegias revenue is determined based on
the facts and circumstances of each client arrargervidence of an arrangement consists of a diglent agreement. The Company
considers that delivery of a solution has commermee it provides the client with log-in informatito access and use the solution. If non-
standard acceptance periods or non-standard penfmercriteria exist, revenue recognition commenges the satisfaction of the non-
standard acceptance or performance criteria, dgaple. Standard acceptance or performance claetgs to the Company’s solutions
meeting certain perfunctory operating thresholégsare fixed based on stated rates specifiec iolignt agreement. If collectability is not
considered reasonably assured, revenue is defentédhe fees are collected. The majority of cliarrangements include multiple deliverab
such as subscriptions to the Company’s softwangisols and consulting services. The Company thesafcognizes revenue in accordance
with the guidance for arrangements with multiplévégables under Accounting Standards Update (“AS2009-13 “Revenue Recognition
(Topic 605)—Multiple-Deliverable Revenue Arrangetsera Consensus of the Emerging Issues Task FoocéASU 2009-13. As clients do
not have the right to the underlying software cfmtehe solutions, the Company’s revenue arrangésrame outside the scope of software
revenue recognition guidance. The Company’s agraengenerally do not contain any cancellation éuné provisions other than in the event
of the Company’s default.

For multipledeliverable revenue arrangements, the Companyafiistsses whether each deliverable has value ¢tigheon a standalol
basis. The Company has determined that the sotutiawe standalone value, because, once acceseristgia client, the solutions are fully
functional and do not require any additional depeaient, modification or customization. Consultingvizes have standalone value because
third-party service providers, distributors or oli€ themselves can perform these services witheu€Cbmpany’s involvement. The consulting
services assist clients with the configuration amegration of the Company’s solutions. The perfance of these services generally does not
require highly specialized or skilled individualsdeare not essential to the functionality of thiigons.

Based on the standalone value of the deliverabtessince clients do not have a general righttofmerelative to the included consulting
services, the Company allocates revenue amongfi@ae deliverables in an arrangement under tatveselling price method using the
selling price hierarchy established in ASU 2009-Tl8is hierarchy requires the selling price of edeliverable in a multiple deliverable
arrangement to be based on, in descending orjleerdor-specific objective evidence of fair va{tiéSOE"), (ii) third-party evidence of fair
value (“TPE”") or (iii) management’s best estimatéhe selling price (‘BESP”).

The Company is generally not able to determine V®OEPE for its deliverables, because the deliesalre sold separately and within
a sufficiently narrow price range only infrequentiynd because management has determined thabtieene third-party offerings reasonably
comparable to the Company’s solutions. Accordintilg, selling prices of subscriptions to the solhsiand consulting services is based on
BESP. The determination of BESP requires the Compamake
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significant estimates and judgments. The Compangiders numerous factors, including the naturdefdeliverables themselves; the
geography, market conditions and competitive laagedor the sale; internal costs; and pricing aedadinting practices. The determination of
BESP is made through consultation with and fornparaval by senior management. The Company updatestimates of BESP on an
ongoing basis as events and as circumstances maiyae

After the fair value of revenue allocable to eaelivéérable in a multiple deliverable arrangemersdahon the relative selling price
method is determined, revenue is recognized fan dativerable based on the type of deliverable.datnscriptions to the solutions, revenue is
recognized on a straiglitte basis over the subscription term, which isdgfy three years. For consulting services, reeeisuecognized usir
the proportional performance method over the pethedservices are performed.

In a limited number of cases, multiple deliveradleangements may include consulting services thatod have value on a standalone
basis separate from a solution, such as when ignat’slintended use of a solution requires enhaecdsto its underlying features and
functionality. In these cases, revenue is recoghéeone unit of accounting on a straight-line o&sim the point at which the consulting
services that do not have value on a standalorie bage been completed and accepted by the dientgh the remaining term of the
agreement.

For arrangements in which the Company resells 4béndy e-learning training content to clients ostsoclient or third-party e-learning
training content provided by the client, revenugeisognized in accordance with accounting guidasce when to report gross revenue as a
principal or report net revenue as an agent. Thagamy recognizes third-party content revenue agithes amount invoiced to clients when
(i) the Company is the primary obligor, (ii) the i@pany has latitude to establish the price charged (iii) the Company bears the credit risl
the transaction. For arrangements involving the eathird-party content, clients are charged fer ¢ontent based on pay-per-use or a fixed
rate for a specified number of users, and revesueciognized at the gross amount invoiced as thiegbis delivered. For arrangements where
clients purchase third-party content directly frarthird-party vendor, or provide it themselves, grelCompany integrates the content into a
solution, the Company charges a fee per user dvdeed on estimated bandwidth. In such caseseésedire recognized at the net amount
charged by the Company for hosting services asdhgent is delivered.

Revenue generated from sales arrangements thrastgibutors, including revenue generated throughGompany’s five-year global
distributor agreement with ADP described belowgesognized in accordance with the Company’s reveaecegnition policies as described
above at the amount invoiced to the distributothese arrangements, the Company recognizes rewreageordance with accounting guida
as to when to report gross revenue as a princighldoen to report net revenue as an agent. The @eymecognizes revenue at the net am
invoiced to the distributor, as opposed to the ggammount the distributor invoices their end custorag the Company has determined that
(i) the Company in not the primary obligor in theseangements, (ii) the Company does not haveitiito establish the price charged to the
end-customer and (iii) the Company does not beactédit risk in the transaction.

In connection with a five-year global distribut@raement entered into in May 2009 with a globatritigtor, ADP, the Company entered
into a warrant agreement to provide additional miees to ADP. In April 2012, the Company signedsamendment to extend the term of the
distributor agreement through 2017. The warran¢@gent provided that ADP was eligible to earn fugted and immediately exercisable tet
-year warrants to purchase between zero and 886/@9@s of the Company’s common stock at a pri& &3 per share if ADP met specified
sales targets for each contract year until théezaot the completion of the five-year term of tistributor agreement or the completion of an
initial public offering of the Company’s common sko When ADP achieved the defined sales targeeanded a warrant, the Company
recorded the fair value of such warrant as a réolucif revenue. For the first contract year endgte330, 2010, no reductions of revenue were
recorded, based on the Company’s conclusion teaddfined sales targets had not been met by ADP.

During the year ended December 31, 2011, the Coynnorded a reduction of revenue of $2.5 milliorconnection with the issuance
of warrants to ADP. The Company recorded the falu® of the warrants as reduction of revenue aadheement provides ADP with the right
to be the distributor of the Company’s services tiedCompany estimates that ADP will purchase @it services from the Company. See
Note 11for additional information about warrants under &i@P agreement.

The Company records amounts that have been invacisi clients in accounts receivable and in eitteferred revenue or revenue
depending on whether the revenue recognition @itégscribed above have been met. Deferred revbiatigvill be recognized during the
succeeding twelve month period from the respedialance sheet date is recorded as current defe@vedue and the remaining portion is
recorded as noncurrent.
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Cost of Revenue

Cost of revenue consists primarily of costs relateldosting the Company’s solutions; personnelratated expenses, including stock-
based compensation, and related expenses for retmfastructure, IT support, consulting servicasl @n-going client support staff; payments
to external service providers; amortization of talpied software costs, developed technology arah§ing fees; and referral fees. In addition,
the Company allocates a portion of overhead, sagk, IT costs, depreciation and amortizationemgloyee benefits costs, to cost of
revenue based on headcount. Costs associatednwittdipg consulting services are recognized asrieclwhen the services are performed.
Out-of-pocket travel costs related to the delivefriprofessional services are typically reimbursgdHhe client and are accounted for as both
revenue and expense in the period in which theisasturred.

Commission Payments

The Company defers commissions paid to its saleg floecause these amounts are recoverable frofuttiie revenue from the non-
cancelable client agreements that gave rise todhemissions. Commissions are deferred on the balsineet and are amortized to sales and
marketing expense over the term of the client agese in proportion to the revenue that is recoghiZZzommissions are considered direct and
incremental costs to client agreements and werergly paid in the periods the Company receivedwpayt from the client under the
associated client agreement. Commencing in theéHararter of 2012, the Company pays commissiohsdsn 45 and 78ays after executic
of the client agreement.

During the years ended December 31, 2013 , 20t& 2611 , the Company deferred $22.8 million , $16illion and $7.7 million ,
respectively, of commissions on the balance shi®eing the years ended December 31, 2013, 204d 2611 , the Company amortizgtl5.5
million , $10.3 million and $6.5 million to saleadmarketing expense, respectively. As of DecerBhef013 and 2012 , deferred
commissions on the Company’s consolidated balaneets totaled $16.6 million and $9.4 million , resjively.

Research & Developmet

Research and development expenses consist prinoaplgrsonnel and related expenses for the Compaagearch and development
staff, including salaries, benefits, bonuses andksbased compensation; the cost of certain thémdypservice providers; and allocated
overhead. Research and development expensestliudinesoftware development costs qualifying for taiziation, are expensed as incurred.
The Company's research and development expensesp@&r3 million in 2013, $14.9 million in 2012nd$10.1 million in 2011 .

Advertising

Advertising expenses for 2013, 2012, and 20&ére $2.0 million, $0.4 million, and $0.3lion , respectively, and are expense:
incurred.

Stock-Based Compensation

The Company accounts for stock-based compensatiarda granted to employees and directors by resgrddmpensation expense
based on the awards' estimated fair value. The @ognpstimates the fair value of its stock-basedpmsation awards as of the date of grant
using the Black-Scholes option-pricing model. Tégulting fair value, net of estimated forfeituriss;ecognized over the period during which
an employee is required to provide service in ergbdor the award, usually the vesting period, Whécgenerally four years. The Company
recognizes the fair value of stock-based compeams&dir awards which contain only service conditionsa straight-line basis over the vesting
period of the awards. The Company recognizes th@dtue of stock-based compensation for awardslwbontain performance conditions
based upon the probability of that performance tandbeing met, net of estimated forfeitures, gsine graded vesting method. Estimated
forfeitures are based upon the Company's histoexjaérience and the Company revises its estimétesgessary, in subsequent periods if
actual forfeitures differ from initial estimates.

The Black-Scholes option pricing model requiresiagsions, including estimating the value per shdhie Company's common stock
(for periods prior to the Company's IPO), estimateldtility, risk-free rate, expected term and mstied dividend yield. The assumptions used
in calculating the fair value of stock-based congation awards represents the Company's best esintetsed on management judgment. Th
Company uses the average volatility of similar mipltraded companies as an estimate for estimattatility. The Company determines the
expected term of awards which contain only seremeditions using the simplified approach, in whilth expected term of an award is
presumed to be the mid-point between the vestitg alad the expiration date of the award, as thegaomydoes not have sufficient historical
data relating to stock-option exercises. For awgrdated which contain performance conditions tbenGany estimates the expected term
based on estimates of post-vesting employment tertion behavior taking into account the life of #weard. The risk-free
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interest rate for periods within the expected orteactual life of the option, as applicable, isdzhsn the United States Treasury yield curve in
effect during the period the options were granidtk estimated dividend yield is zero, as the Comjpes not declared, and does not currently
intend to declare, dividends in the foreseeableréut

The following information represents the weightedrage of the assumptions used in the Black-Scloggsn-pricing model:

For the Years Ended December 31,

2013 2012 2011
Risk-free interest rate 1.5% 1.C% 1.7%
Expected term (in years) 6.C 5.& 6.C
Estimated dividend yield —% —% —%
Estimated volatility 51.5% 53.%% 56.%

Due to the full valuation allowance provided onritt deferred tax assets, the Company has notded@ny tax benefit attributable to
stock-based compensation expense as of Decemb20B3 and 2012 .

Capitalized Software Costs

The Company capitalizes the costs associated witivare developed or obtained for internal useluiding costs incurred in connection
with the development of the solutions, when théimiaary project stage is completed, managementleagled to make the project a part o
future offering, and the software will be used &fprm the function intended. These capitalizedssoglude external direct costs of materials
and services consumed in developing or obtainiteymal-use software, personnel and related expdosesniployees who are directly
associated with and who devote time to internalaad®vare projects and, when material, interestsciogurred during the development.
Capitalization of these costs ceases once theqtrigjsubstantially complete and the software éslyefor its intended purpose. Costs incurred
for upgrades and enhancements to the solutiorslsoeapitalized. Post-configuration training araimenance costs are expensed as incurre
Capitalized software costs are amortized to cos¢wénue using the straight-line method over ameas¢d useful life of the software of three
years, commencing when the software is ready for itsnded use. The Company does not transfer ownes§hip lease its software to its
clients.

During the years ended December 31, 2013, 2012@bd , the Company capitalized $7.9 million , $%illion , and $3.3 million ,
respectively, of software development costs tdoddance sheet. During the years ended Decemb@023,, 2012 and 2011 , the Company
amortized $4.3 million , $2.8 million , and $1.9llioin to cost of revenue, respectively. Based an@ompany’s capitalized software costs at
December 31, 2013, estimated amortization expefn$6.0 million , $3.7 million , $1.8 million and)®2 millionis expected to be recognize(
2014 , 2015, 2016 and 2017 , respectively.

Warrants to Purchase Common and Preferred Stock
Warrants to Purchase Common Stock

The Company has issued warrants to purchase coratockiin connection with debt arrangements angthiehase of certain domain
names and has accounted for these warrants inhstloleks’ equity at fair value upon issuance, basethe specific terms of such warrant
arrangements.

In addition, in connection with a five-year glolétributor agreement with ADP entered into in M209, the Company entered into a
warrant agreement to provide additional incentteeBDP. See Note 11 for additional information abaarrants under the ADP agreement.
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Warrants to Purchase Preferred Stock

The Company issued warrants to purchase prefetoell 81 connection with debt arrangements and prefiestock financings and
accounted for these warrants as liabilities atvfalue at the time of issuance, because the uridgrbhares of convertible preferred stock were
redeemable or contingently redeemable, includintpéncase of a deemed liquidation, which may hdligated the Company to transfer asset:
to the warrant holders. The preferred stock wasramre recorded at fair value at the time of issga@hanges in the fair value of the preferre
stock warrants each reporting period were recoedephrt of other expense in the Company’s stateofargerations until the earlier of: (i) the
exercise or expiration of the warrants; or (ii) twmpletion of an initial public offering. Upon tlsempletion of the Company's IPO, all the
warrants to purchase preferred stock expired, thighexception of warrants to purchase 140 $&#®&es of Series D preferred stock and wari
to purchase 380,00fhares of Series C preferred stock. These remaimémgants automatically became warrants to purchasenon stock an
were classified as equity. Prior to the completbthe Company’s IPO in March 2011, all warrantptwchase preferred stock were exercisec
The fair value of the preferred stock warrants estimated using the Black-Scholes option-pricingleio

Comprehensive Loss

Comprehensive loss encompasses all changes ity ejuér than those arising from transactions wititclholders, and consists of net
loss, currency translation adjustments and unre@dlgains or losses on investments. For the yeaedebecember 31, 2013, 2012 and 2011,
accumulated other comprehensive income (loss) dsetba cumulative translation adjustment. For teryended December 31, 2013,
accumulated other comprehensive income also indlnéé unrealized gains on investments.

Income Taxes

The Company uses the liability method of accountargncome taxes. Under the liability method, dedd taxes are determined baset
the temporary differences between the financiagéstant and tax basis of assets and liabilitiesguix rates expected to be in effect during
years in which the bases differences are expectegl/erse. A valuation allowance is recorded whénmore likely than not that some of 1
deferred tax assets will not be realized. In deiteimg the need for valuation allowances, the Comypaomsiders projected future taxable
income and the availability of tax planning stragsg The Company has recorded a full valuationaadltce to reduce its United States and
United Kingdom net deferred tax assets to zerd, lzess determined that it is not more likely thant that any of the Company’s deferred tax
assets will be realized.

The Company has assessed its income tax positimheeaorded tax benefits for all years subjectxem@nation, based upon its
evaluation of the facts, circumstances and infoionadvailable at each period end. For those takipos where the Company has determined
there is a greater than 50% likelihood that a &xdfit will be sustained, the Company has recotdedargest amount of tax benefit that may
potentially be realized upon ultimate settlemerthwai taxing authority that has full knowledge dfralevant information. For those income tax
positions where it is determined there is less B@# likelihood that a tax benefit will be sustaipao tax benefit has been recognized.

Cash and Cash Equivalents

The Company considers cash and cash equivaleintsitmle short-term, highly liquid investments thag¢ readily convertible to known
amounts of cash and so near their maturity that pinesent insignificant risk of changes in the ealincluding investments with original or
remaining maturities from the date of purchaséhofé months or less. At December 31, 2013 and 2042h and cash equivalents consisted c
cash balances of $43.9 million and $24.9 millivespectively, and money market funds backed byddrfstates Treasury Bills §65.7 millior
and $51.5 million , respectively.

Investments in Marketable Securitie

The Company’s available-for-sale investments inketable securities are recorded at fair value, aith unrealized gains and losses, ne
of taxes, reported as a component of stockholdepsity until realized or until a determination isde that an other-than-temporary decline in
market value has occurred. If the Company detersrinat an other-than-temporary decline has occdaredebt securities that the Company
does not then currently intend to sell, the Compaepgnizes the credit loss component of an otentemporary impairment in other incor
(expense) and the remaining portion in other colmgmeive income (loss). The credit loss componeidteistified as the amount of the present
value of cash flows not expected to be received theeremaining term of the security, based on ¢ashprojections. In determining whether
an other-than-temporary impairment exists, the Camgpronsiders: (i) the length of time and the exterwhich the fair value has been less
than cost; (ii) the financial condition and neamegrospects of the issuer of the securities; @dHe Company’s intent and ability to retain
the security for a period of time sufficient toaall for any anticipated recovery in fair value. Tdust of marketable securities sold is determ
based on the specific identification method and r@ajized gains or
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losses on the sale of investments are reflectadcasnponent of interest income or expense. In iatdithe Company classifies marketable
securities as current or non-current based upomttarity dates of the securities. At December2®1L3 , the Company had $199.9 million of
short-term investments in marketable securitie® Chmpany had no investments in marketable sessiati December 31, 2012.

Restricted Casl

Included in current and non-current other assellaember 31, 2013 and 2012 were restricted ca$@.afmillion and $0.1 million ,
respectively, in relation to a standby letter afdit in British Pounds for a foreign sales arrangethwith a customer in the United Kingdom.

Allowance for Doubtful Accounts
The Company bases its allowance for doubtful actsoon its historical collection experience anddaew in each period of the status of
the then-outstanding accounts receivable.

A reconciliation of the beginning and ending amoeinallowance for doubtful accounts for the yeardedd December 31, 2013 , 2012
and 2011 , is as follows (in thousands):

2013 2012 2011

Beginning balance, January 1 $ 464 $ 15z % 32
Additions and adjustments 96¢ 35¢ 203
Write-offs (411) 47 (82
Ending balance, December 31 $ 1,021 % 464 $ 15z

Property and Equipment, Ne

Property and equipment are recorded at historizst, ¢ess accumulated depreciation and amortizaepreciation is computed using
the straight-line method based upon the estimasetlllives of the assets, generally two to seveary (See Note 7).

The Company leases equipment under capital leasegements. The assets and liabilities under ddpétse are recorded at the lesser o
the present value of aggregate future minimum Ipagenents, including estimated bargain purchasemgtor the fair value of the asset unde
lease. Assets under capital lease are depreciateg the straight-line method over the lesser efastimated useful life of the asset or the tern
of the lease.

Leasehold improvements are depreciated on a stitghbasis over the shorter of their estimateefuidives or lease terms. Repair and
maintenance costs are charged to expense as idcuinde renewals and improvements are capitalized.

Impairment of Long Lived Asset

The Company evaluates the recoverability of itgitined assets with finite useful lives, includimgangible assets, for impairment
whenever events or changes in circumstances irdibat the carrying amounts may not be recover&leh triggering events or changes in
circumstances may include: a significant decreaska market price of a long-lived asset, a sigaift adverse change in the extent or manne
in which a long-lived asset is being used, a sigaift adverse change in legal factors or in théness climate, the impact of competition or
other factors that could affect the value of a limgd asset, a significant adverse deterioratiothe amount of revenue or cash flows expecte
to be generated from an asset group, an accumulaticosts significantly in excess of the amouigioally expected for the acquisition or
development of a long-lived asset, current or Rityperating or cash flow losses that demonstraterzong losses associated with the use of
long-lived asset, or a current expectation thatenigely than not, a long-lived asset will be soldotherwise disposed of significantly before
the end of its previously estimated useful lifeeT®ompany performs impairment testing at the agseip level that represents the lowest leve
for which identifiable cash flows are largely in@gwlent of the cash flows of other assets and iligsil If events or changes in circumstances
indicate that the carrying amount of an asset groap not be recoverable and the expected undiseddunture cash flows attributable to the
asset group are less than the carrying amouneaddket group, an impairment loss equal to thesexafethe asset’s carrying value over its fair
value is recorded. Fair value is determined baged @stimated undiscounted future cash flows. There no impairment charges related to
identifiable long lived assets in the years endeddnber 31, 2013 and 2012 .
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Intangible Asset:

Identifiable intangible assets primarily consistraide names and intellectual property and acdunisielated intangibles, including
developed technology, customer relationships, rmnpete agreements, trade names and trademark€&€orhpany determines the appropriate
useful life of its intangible assets by performarganalysis of expected cash flows of the acquissets. Intangible assets are amortized over
their estimated useful lives ranging from two to years, generally using the straight line methbéctvapproximates the pattern in which the
economic benefits are consumed.

Goodwill

Goodwill is not amortized, but instead is requitedbe tested for impairment annually and underagextircumstances. The Company
performs such testing of goodwill in the fourth jeaof each year, or as events occur or circunssgohange that would more likely than not
reduce the fair value of a reporting unit belowcisrying amount. Events or changes in circumstmadgch could trigger an impairment
review include a significant adverse change inllémzors or in the business climate, an advertieraor assessment by a regulator,
unanticipated competition, a loss of key persorsighificant changes in the manner of the Compaugé&sof the acquired assets or the strateg
for the Company’s overall business, significantatege industry or economic trends, or significantlerperformance relative to expected
historical or projected future results of operasion

As part of the annual impairment test, the Compaay conduct an assessment of qualitative factodetermine whether it is more

likely than not that the fair value of a reportimgit is less than its carrying amount. If the Compdetermines that it is more likely than not
that the fair value of a reporting unit is lessrtlits carrying amount, it then conducts the fitepsof a twostep impairment test. The first stef
the test for goodwill impairment compares the failue of the applicable reporting unit with itsigémg value. Fair value is determined using a
discounted cash flow method and/or prevailing eeymimultiples for the reporting unit. The use afcdiunted cash flows requires the use of
various economic, market and business assumptiotievieloping the reporting unit’s revenue, cost eaxh flow forecasts, the useful life over
which cash flows will occur, and determination lo¢ reporting unit’'s weighted average cost of cafitat reflect the Company’s best estimates
when performing the annual impairment test.

If the fair value of a reporting unit is less thtae reporting unit's carrying value, the Companyfgens the second step of the test for
impairment of goodwill in which the Company compatiee implied fair value of the reporting unit'sagiwill with the carrying value of that
goodwill. The estimate of implied fair value of giwaill may require valuations of certain internaffgnerated and unrecognized intangible
assets and other assets and liabilities. If theyicey value of the goodwill exceeds the calculdtedlied fair value, the excess amount will be
recognized as an impairment loss. Based on thésexfithe annual impairment test, no impairmengaddwill existed at December 31, 2013 .

Senior Convertible Note

In accounting for senior convertible notes (the t&&3) at issuance, the Company separated the Natedebt and equity components
pursuant to the accounting standards for convertiebt instruments that may be fully or partiaéi§tied in cash upon conversion. The fair
value of the debt component was estimated usirigtarest rate for nonconvertible debt, with ternnsilsr to the Notes, excluding the
conversion feature. The carrying amount of theilitgtcomponent was calculated by measuring thevfalue of a similar liability that does not
have an associated convertible feature. The exxddbe principal amount of the Notes over the V@lue of the debt component was recorded
as a debt discount and a corresponding increasgditional paid-in capital. The debt discount israted to interest expense over the term of
the Notes using the interest method. The amouwntded to additional paid-in capital is not to bmeasured as long as it continues to meet th
conditions for equity classification.

Fair Value of Financial Instruments

Fair value represents the exchange price that wmelletceived for an asset or paid to transfertdlitia(an exit price) in the principal or
most advantageous market for the asset or lialilign orderly transaction between market participan the measurement date. Valuation
techniques used to measure fair value must maxithzese of observable inputs and minimize theofismobservable inputs. The fair value
hierarchy is based on the following three levelgpits, of which the first two are considered otsable and the last one is considered
unobservable:

* Level 1—Quoted prices (unadjusted) in active kats for identical assets or liabilities that magragnt has the ability to access at the
measurement date.

» Level 2—nputs other than quoted prices included withinélel/that are observable for the asset or liabiétther directly or indirectl
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e Level 3—Unobservable input

Observable inputs are based on market data obt&imedndependent sources.

Accretion of Preferred Stoc

Prior to the completion of the Company's IPO in 842011, the Company accreted the Series D andsSEnpreferred stock carrying
values to their estimated redemption values owep#riod to their earliest redemption date, May2l14, using the interest rate method. Upor
the completion of the Company's IPO, all of thei&eb and Series E preferred stock converted tawomstock and redemption rights to the
preferred stockholders were removed. For the yeded December 31, 2011, the Company recorded amtEt$5.2 million .

Concentration of Risk

Financial instruments that potentially subject @@npany to concentration of credit risk consish@ipally of cash, cash equivalents,
restricted cash, and accounts receivable. The Coyfgpaash and cash equivalents are deposited eithral financial institutions which, at
times, may exceed federally insured limits, as iapple.

Accounts receivable include amounts due from dievith principal operations primarily in the Unit8tates. The Company performs
ongoing credit evaluations of its clients.

For the years ended December 31, 2013, 2012 atitd, 2t single client comprised more than 10% efG@lompany’s revenue. No single
client had an accounts receivable balance grezart0% of total accounts receivable at Decembg?@13 or 2012 .

Foreign Currency Transactions and Translation

Transactions in foreign currencies are translateaW.S. Dollars at the rates of exchange in eff¢the date of the transaction.
Transaction gains (losses) were approximately $¢@iBion , $0.2 million and $(0.5) million for thgears ended December 31, 2013 , 284&
2011, respectively, and are included in otherwitttin other income (expense), net, in the accamjey consolidated statements of
operations.

The Company has entities in various countries.gftities where the local currency is different thiaa functional currency, the local
currency financial statements have been remeasumedthe local currency into the functional currgnusing the current exchange rate for
monetary accounts and historical exchange ratesdiomonetary accounts, with exchange differencegmeasurement included in other
income (loss). To the extent that the functionatency is different than the U.S Dollar, the finehstatements have then been translated into
U.S. Dollars using period-end exchanges ratesdseta and liabilities and average exchanges ratdlsd results of operations. Foreign
currency translation gains and losses are incladeal component of accumulated other comprehensteenie or loss in the consolidated
balance sheets.

Recent Accounting Pronouncemen

In February 2013, the Financial Accounting Standd@dard (“FASB”) issued a new accounting standaptfate amending the
accounting guidance for the presentation of congmeive income to improve the reporting of reclasaifons out of accumulated other
comprehensive income. The amendment requires &g enprovide information about the amounts resifisd out of accumulated other
comprehensive income by significant component. fdwe standard is effective prospectively for repariperiods beginning after
December 15, 2012. The new guidance did not haigréficant impact on the Company’s disclosures doels not have an impact on the
Company’s results of operations or financial positi

In March 2013, the FASB issued new accounting guidaclarifying the accounting for the release ahalative translation adjustment
into net income when a company either sells agraat! of its investment in a foreign entity or lomger holds a controlling financial interest in
a subsidiary or group of assets that is a nonpaofivity or a business within a foreign entity.eTiew standard is effective for fiscal years, anc
interim periods within those fiscal years, begimgnan or after December 15, 2013. The Company doeanticipate that the adoption of this
guidance will have a significant impact on its fie&l position, results of operations or cash flows

In July 2013, the FASB issued a new accountingdstais update amending the guidance related toréseptation of unrecognized tax
benefits. The accounting standards update staaesmthunrecognized tax benefit, or a portion ofi@arecognized tax benefit, should be
presented in the financial statements as a redutdia deferred tax asset for a net operatingdasyforward, a similar tax loss, or a tax credit
carryforward. The new standard is effective forw@wadrand interim
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periods for fiscal years beginning after Decemtigr2D13, and early adoption is permitted. The naidance is not expected to have a
significant impact on the Company’s results of @giens or financial position.

3. BUSINESS ACQUISITION

On April 5, 2012, the Company completed the actjaisiof all of the issued and outstanding shareSafar, a New Zealand based SaaS
talent management vendor serving small businessddwide. Purchase consideration for the acquisiti@s approximately $12.5 million in
cash and 15,530 shares of the Company’s commok, stith a fair value of approximately $0.3 milliovalued on the acquisition date.
Approximately $1.8 million of the cash consideratend the shares issued were placed in escrowmgnesolution of any post-acquisition
representations and warranties. The escrow periddcein April 2013.

The acquisition has been accounted for under theisiion method of accounting in accordance wlig FASB’s Accounting Standards
Coadification (“ASC”) Topic 805Business CombinationsAs such, the Sonar assets acquired and liabilssumed are recorded at their
acquisition-date fair values. Acquisitioalated transaction costs are not included as gonent of consideration transferred, but are aceol
for as an expense in the period in which the castsncurred. Any excess of the acquisition consititen over the fair value of assets acquired
and liabilities assumed is allocated to goodwiliieh is not deductible for tax purposes. Goodwilattributable primarily to expected syner
and other benefits, including the acquired workéofcom combining Sonar with the Company. The Camypecquired Sonar to strengthen its
ability to serve small businesses with less thahel@ployees.

The Company'’s allocation of the total purchase mration as of April 5, 2012 is summarized belawtlousands):

Acquired intangible assets:

Developed technology $ 3,80(
Customer relationships 2,40(
Non-compete agreements 61C
Domains/trademark/tradenames 32C
Total acquired intangible assets 7,13C
Goodwill 8,19:
Other assets (including cash of $76) 81t
Current liabilities (50€)
Deferred revenue (427)
Borrowings (557)
Net deferred tax liabilities (1,809
Net Assets Acquired $ 12,83¢

The developed technology, customer relationshifgngibles, non-compete agreements and trade naawsfiarks are being amortized
on a straight-line basis over 4 , 4 , 2.5 and 2gjgaspectively, with a combined weighted-avenmaggful life of 3.8 years.

The Company recognized approximately $0.7 millibaaquisition related costs during the year endeddinber 31, 2012 . These costs
are included in the Consolidated Statements of @jpers under “General and administrative”. The itssaf operations of Sonar have been
included in the Company’s Consolidated Statemeh@perations since the acquisition date of Apri812.

Concurrent with the acquisition, the Company issBied 64 restricted shares of its common stock,edaht approximately $0.7 million ,
to certain Sonar shareholders who also became gegdmf the combined company post-acquisition.résgicted shares are subject to
continued employment and the fair value of therieted shares will be recognized as a post-ac@uisttompensation expense over the two -
year vesting perioc

Unaudited Pro Forma Financial Information

The following table reflects the unaudited pro faroonsolidated results of operations as if the Saoguisition had taken place on
January 1, 2011, after giving effect to certairuatipents including the amortization of acquireaimfible assets and the associated tax effect
and the elimination of the Company’s and Sonaris-recurring acquisition-related expenses (in thodsg
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For the Years Ended

December 31,

2013 2012 2011
Actual Pro Forma Pro Forma
Revenue $ 185,12¢ $ 11891 $ 76,44¢
Net loss $ (40,42¢) $ (31,07) $ (65,347

The unaudited pro forma information presented datpurport to be indicative of the results thatldohave been achieved had the
acquisition been consummated as of January 1, 20A.af the results which may occur in the futurkepro forma adjustments are based upo
available information and certain assumptions thatCompany believes are reasonable. The unayttiteftbrma information does not include
any adjustments for any restructuring activitiggerating efficiencies or cost savings.

4, NET LOSS PER SHARE ATTRIBUTABLE TO COMMON STOCKHOLD ERS

The following table presents the basic and dillbsd per share attributable to common stockhol@erthousands, except per share
amounts):

For the Years Ended December 31,

2013 2012 2011
Net loss attributable to common stockholders $ (40,42¢) $ (31,390 $ (69,109
Weighted-average shares of common stock outstanelikatuding shares
issued upon early exercise of unvested optionsiamdsted restricted sto 51,42, 49,92¢ 39,82«
Net loss per share attributable to common stockhokts—basic and )
diluted $ 0.79 $ 0.63) $ 1.79)

The following table presents the number of antitilile shares excluded from the calculation of éitlihet loss per share attributable to
common stockholders (in thousands):

December 31,

2013 2012 2011
Options to purchase common stock and restrictezk stoits 7,73( 7,331 5,84t
Convertible notes 4,68 — —
Common stock warrants 4,68: — 13C
Shares issued for purchase consideration helcchows — 16 —
Common stock subject to repurchase right — 10 3C
Other restricted common stock 12 31 —
Total shares excluded from net loss per share attsutable to common

stockholders 17,10¢ 7,38¢ 6,00t

Under the treasury stock method, the convertibtesiand common stock warrants will have a dilutimpact on net earnings per share
when the average stock price for the period excterieespective conversion prices and the Compasyht income attributable to common
stockholders. The Company also entered into nadgd&ansactions (“Note Hedges”) in connection i convertible notes with respect to
its common stock to minimize the impact of potdreg@onomic dilution upon conversion of the conu@einotes. The Note Hedges were
outstanding as of December 31, 2013 . Since thefloéa impact of the Note Hedges were anti-dilatithey were excluded from the
calculation of diluted net income (loss) per sh&ee Note 9 of the Notes to Consolidated FinarBtaiements.

5. INVESTMENTS

The Company’s investments in available-for-salekatable securities are made within the guidelirféssanvestment policy, which has
established guidelines relative to the diversifarabf the Company’s investments and their magsitivith the principle objective of capital
preservation and maintaining liquidity that is stiffint to meet cash flow requirements.

The following is a summary of investments, inchgicash equivalents, as of December 31, 2013 @urséinds):

December 31, 2013

Amortized Cost
Basis Unrealized Gains  Unrealized Losses Fair Value




Money market funds $ 65,70 $ —  $ —  $ 65,70(

Corporate bonds 78,48¢ 121 — 78,60¢
Agency bonds 121,30° 14 (5) 121,31¢
$ 265,49! $ 138§ 5 $ 265,62!
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The Company'’s investment in marketable securiteabdweighted-average maturity date of approximaelen months. Unrealized
gains and losses on investments were not signifieail the Company does not believe the unrealassts represent other-than-temporary
impairments as of December 31, 2013 .

6. GOODWILL AND INTANGIBLE ASSETS
Finite-lived Intangibles
The Company has finitéved intangible assets which are amortized oveirtbstimated useful lives on a straight line habiee following

table presents the gross carrying amount and adatsduamortization of finite-lived intangible assas of December 31, 2013 and 2012 (in
thousands):

December 31, 2013 December 31, 2012
Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying

Amount Amortization Amount Amount Amortization Amount
Developed technology $ 3,80C % (1,649 $ 2,151 % 3,80C $ (700) $ 3,10(
Customer relationships 2,40( (1,042 1,35¢ 2,40( (447) 1,95¢
Domains/trademarks/tradenames 32C (27¢) 42 32C (11¢) 20z
Software license rights 1,65¢ (759 89t 1,65¢ (459) 1,19t
Non-compete agreements 61C (4249) 18¢€ 61C (179 431
Total $ 8,78¢ % (4,152) $ 4,63 $ 8,78¢ $ (1,897 $ 6,88

In January 2012, the Company acquired intellegiugperty rights associated with a software apptcator $0.8 million , financed
through a third-party debt arrangement.

In April 2012, the Company recorded additionaltirlived intangible assets totaling $7.1 milligorimarily related to developed
technology, customer relationships, trademarksteatte names, and non-compete agreements from dqésaion of Sonar (see Note 3).

Total amortization expense from finite-lived intélrlg assets were $2.3 million , $1.7 million and1$illion for the years ended
December 31, 2013, 2012 and 2011, respectivelyorfination expense of $1.3 million , $1.0 millionca$0.1 million for the years ended
December 31, 2013, 2012 and 2011, respectivdbteatto developed technology and software liceiggds was recorded in cost of revenue
and the remainder in “Amortization of certain aggdiintangible assets” in the accompanying Conat#idi Statements of Operations.

The following table presents the Company’s estinotemaining amortization expense for each offibee succeeding fiscal years for
finite-lived intangible assets that existed at Deber 31, 2013 (in thousands):

2014 $ 2,07¢
2015 1,84(
2016 55¢&
2017 14¢€
2018 13

Total $ 4,632

Estimated remaining amortization expense of $1I1Rami, $1.2 million , $0.4 million , $0.1 millionand $13,000vill be recorded in cos
of revenue for 2014 , 2015, 2016 , 2017 , and 20&8pectively. The remaining estimated amoriwa&xpense will be recorded in
amortization of acquired intangible assets withpemating expenses.
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Goodwill

The following table presents the changes in theyoay amount of goodwill for the years ended Decenil, 2013 and 2012 (in
thousands):

Goodwill as of December 31, 2011 $ —
Goodwill from Sonar acquisition, April 5, 2012 8,19:
Goodwill as of December 31, 2012 $ 8,19¢
Adjustments —
Goodwill as of December 31, 2013 $ 8,19¢

The goodwill recorded in connection with the Soaequisition is primarily related to the expectedddgerm synergies and other benefits,
including the acquired workforce, from the acqudsit

7. OTHER BALANCE SHEET AMOUNTS
The balance of property and equipment, net is likafe (in thousands):

December 31,

Useful Life 2013 2012

Computer equipment and software 2-5years $ 15,76¢ $ 9,97¢
Furniture and fixtures 7 years 2,26t 86¢
Leasehold improvements 2 —6 years 4,19( 1,52(
Renovation in progress n/a 954 1,14¢
23,17; 13,51¢

Less: accumulated depreciation and amortization (8,74)) (5,566
Total property and equipment, net $ 14,43¢ % 7,94

Depreciation expense for the years ended Decemh@033 , 2012 and 2011 was $3.2 million , $2.8ioml, $1.8 million , respectively.
At December 31, 2013 and 2012 , property and eqeiipamcludes computer equipment and software ucalgital leases with a cost basis of
$2.8 million and $4.6 million , respectively, anctamulated depreciation of $2.0 million and $2.8iom , respectively. Depreciation of
computer equipment and software under capital feases $0.9 million , $1.1 million , and $0.9 mitiidor the years ended December 31, 201:
2012 and 2011, respectively.

The balance of accrued expenses is as followsdnsands):

December 31,

2013 2012
Accrued bonuses $ 6,86( $ 5,22¢
Accrued commissions 7,24¢ 3,82¢
Other accrued expenses 8,18: 5,931

Total accrued expenses $ 22,28t $ 14,98¢
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8. FAIR VALUE OF FINANCIAL INSTRUMENTS
Assets and liabilities measured at fair value oacarrring basis include the following as of Decenii 2013 and 2012 (in thousands):

December 31, 2013 December 31, 2012
Fair Value Level 1 Level 2 Level 3 Fair Value Level 1 Level 2 Level 3
Cash equivalents $ 6570 $ 6570 $ — % — $ 5152: $ 5152 $ — % —
Corporate bonds 78,60¢ — 78,60 — — — — —
Agency bonds 121,31¢ — 121,31¢ — — — — —
$ 26562! $ 65700 $ 199,92! $ — $ 5152 $ 5152, % — % —

The Company’s cash equivalents at December 31, @0d2012 consisted of money market funds withimaignaturity dates of three
months or less backed by U.S. Treasury Bills. Gaglivalents are classified as Level 1.

As of December 31, 2013, corporate and agencys$wede classified within Level 2 of the fair valuierarchy. The bonds were valued
using information obtained from pricing serviceieh obtained quoted market prices from a variétyndustry data providers, security mastel
files from large financial institutions, and othbird-party sources. The Company performed suppitahanalysis to validate information
obtained from its pricing services. As of Decem®gr2013 , no adjustments were made to such prinfiogmation.

Warrants

The Company’s preferred stock warrants were recbadéair value and were determined to be LeveliBvalue items. The changes in
the fair value of preferred stock warrants are saniwed below (in thousands):

December 31,

2011
Fair value at beginning of period $ 39,75¢
Changes in fair value of preferred stock warraattilities recorded in the statement of operations 42 ,55¢
Exercise of preferred stock warrants (82,31Y)

Fair value at end of period $ —

The fair value of the warrants to purchase the Gomjs preferred stock was determined using a Biacteles option-pricing model.

The following weighted-average assumptions werel tigeletermine the fair value of the Series C,&3el, and Series E Preferred Stock
warrants at the exercise date during March 2011:

Series C Series D Series E
Risk-free interest rate 0.1% 0.1% 0.1%
Expected term (in years) 0.C 0.C 0.C
Estimated dividend yield — — —
Weighted-average estimated volatility 43.1% 43.1% 43.1%
Fair value (in thousands) $ 3,908 % 56,44 $ 21,96¢

Senior Convertible Note

The convertible notes are shown in the accompargangolidated balance sheets at their originahkisse value, net of unamortized
discount, and are not remeasured to fair value padbd. The approximate fair value of our conu@etinotes as of December 31, 2013 was
$305.4 million . The fair value of the convertiltletes were estimated on the basis of quoted mpriagts, which, due to limited trading
activity, are considered Level 2 in the fair vahierarchy.
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9. DEBT AND OTHER FINANCING ARRANGEMENTS
Senior Convertible Note
In 2013, the Company issued senior convertibleste “Notes”) raising gross proceeds of $253.iani.

The Notes are governed by an Indenture, dated 02013 (“Indenture”)between the Company and U.S. Bank National Assooiaa:
trustee. The Notes mature on July 1, 2018, unkedeerepurchased or converted, and bear intetestrate of 1.50% per year payable semi-
annually in arrears on January 1 and July 1 of gaeln, commencing January 1, 2014.

The Notes are convertible at an initial convergate of 18.5046 shares of common stock per $1p@i@@ipal amount of Notes, which
represents an initial conversion price of approxetya $54.04 per share, subject to adjustmenafbrdilutive issuances, voluntary increase
the conversion rate and make-whole adjustments agandamental change. A fundamental change insladghange in control, delisting of
the Company's stock and a liquidation of the Comgplipon conversion, the Company will deliver caghthe principal amount, and the
Company has the right to settle any amounts inexoéthe principal in cash or shares.

Prior to April 1, 2018, the Notes are only convaddiupon satisfaction of certain conditions asofeb:

. during any calendar quarter after SeptembeRB03, if the last reported sale price of commoglsfor at least 20 trading
days (whether or not consecutive) during a periogdDoconsecutive trading days ending on the laslitig day of the
immediately preceding calendar quarter is greaten br equal to 130% of the conversion priceachepplicable trading
day;

. during the five business day period after amg fionsecutive trading day period in which theitrggrice
per $1,000 principal amount of the Notes for eaating day of that five consecutive trading dayigebivas less than 98%
of the product of the last reported sale priceasimon stock and the conversion rate on each sadimg day; or

. upon the occurrence of specified corporate eventiefined in the Indentu

Holders of the Notes may convert their Notes atiamg/on or after April 1, 2018, until the closetnfsiness on the second scheduled
trading day immediately preceding the maturity date

The holders of the Notes may require the Compamgparchase all or a portion of their Notes atsha@purchase price equal to 1009
the principal amount of the Notes being repurchagks accrued and unpaid interest, upon a fund&helmange and events of default,
including non-payment of interest or principal atder obligations under the Indenture.

In accounting for the Notes at issuance, the Comypaparated the Notes into debt and equity comgememsuant to the accounting
standards for convertible debt instruments that beafully or partially settled in cash upon convens The fair value of the debt component
was estimated using an interest rate for noncoitedebt, with terms similar to the Notes, exchglthe conversion feature. The carrying
amount of the liability component was calculatedasuring the fair value of a similar liabilityathdoes not have an associated convertible
feature. The excess of the principal amount ofNb&es over the fair value of the debt componentasrded as a debt discount and a
corresponding increase in additional paiczapital. The debt discount is accreted to irgeexpense over the term of the Notes using tieeds
method. The amount recorded to additional paidajpital is not to be remeasured as long as it coesito meet the conditions for equity
classification. Upon issuance of the $253.0 milladdriNotes, the Company recorded $214.3 milliongbtdand $38.7 million to additional paid-
in capital for the debt discount.

The Company incurred transaction costs of approtaly&7.3 million related to the issuance of thedgo In accounting for these costs,
the Company allocated the costs to the debt anidyezpmponents in proportion to the allocation oégeeds from the issuance of the Notes to
such components. Transaction costs allocated tdebhecomponent of $6.2 million are deferred aasset and amortized to interest expense
over the term of the Notes. The transaction cdkisated to the equity component of $1.1 millionreveecorded to additional paid-in capital.
The transaction costs allocated to the debt compiomere recorded as deferred offering costs inratbacurrent assets.
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The net carrying amount of the liability componehthe Notes as of December 31, 2013 consistseofdttowing (in thousands):

Principal amount $ 253,00t
Unamortized debt discount (35,039
Net carrying value $ 217,96!

The following table presents the interest expeasegnized related to the Notes for year ended Bbee31, 2013 (in thousands):

Year Ended
December 31,
2013
Contractual interest expense at 1.5% per annum $ 2,04t
Amortization of debt issuance costs 591
Accretion of debt discount 3,681
Total $ 6,317

The net proceeds from the Notes were approxima®2§6.0 million after payment of the initial pueders' offering expenses. The
Company used approximately $49.5 million of thepreceeds of the Notes offering to pay the coshefNote Hedges described below, whict
was partially offset by $23.2 million of the prodsegrom the Company's sale of the Warrants alsoribesi below.

Note Hedge:

Concurrent with the issuance of the Notes, the Gomgntered into note hedges (“Note Hedges”) watthain bank counterparties, with
respect to its common stock. The Company paid Sbdllion for the Note Hedges. The Note Hedgesec@pproximately 4.7 million shares
of the Company's common stock at a strike pric&®4.04 per share, and are exercisable by the Qompgzon conversion of the Notes. The
Note Hedges will expire upon the maturity of theté#o The Note Hedges are intended to reduce tafimteconomic dilution upa
conversion of the Notes in the event that thevaiue per share of the Company's common stocledirtte of exercise is greater than the
conversion price of the Notes.

Warrants

Separately and concurrently, the Company entetedaarrant transactions, whereby it sold warranthé same bank counterparties as
the Note Hedges to acquire up to 4.7 million ebaf the Company's common stock at a strike @fic$80.06 per share (“Warrants8ybjec
to anti-dilution adjustments. The Company receipegteeds of $23.2 million from the sale of therkéats. The Warrants expire at various
dates during 2018 and 2019. If the fair value pares of the Company's common stock exceeds tlke girice of the Warrants, the Warrants
will reduce diluted earnings per share to the exteat the calculation does not have an anti-dieugffect.

The amounts paid and received for the Note Hedgedhe Warrants have been recorded in additioridtipacapital. The fair value of
the Note Hedges and the Warrants are not remeatumdyh earnings each reporting period.

Silicon Valley Bank

In November 2012, the Company amended its SVB CFeiility to allow for additional loan advances topan aggregate &5.0 million
for the purchase of equipment. In June 2013, coanuwith the issuance of the Notes, the Compapgidkits total outstanding borrowings
under the SVB Credit Facility in the amount of $gDlion . The SVB Credit Facility was extinguishagon the June 2013 repayment.

Other Debt Arrangements

The Company enters into other debt arrangementsfiniince companies to finance the purchase ofgstp@nd equipment and softwe
As of December 31, 2013 and 2012 , total amourtstanding under these arrangements were $0.9 mdi $1.4 million , respectively.
Principal and interest is generally due monthlyptigh January 2016.
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Maturities of outstanding borrowings under the otthebt arrangements as of December 31, 2013 wdatl@ass for each year ending
December (in thousands):

2014 $ 51¢
2015 382
2016 10

Total long-term debt $ 911

The weighted-average interest rate on borrowingg®years ended December 31, 2013 and 2012 W&sahd 5.2% , respectively.

The estimated fair value of the Company’s debt $&9 million and $1.4 million at December 31, 2@l 2012 , respectively. The fair
value was estimated based on discounted cash flalyses using appropriate current discount raa#g into consideration the particular
terms of the borrowing agreements, at the endefakpective periods. The carrying value of the @amy’s line of credit was considered to
approximate fair market value, as the interessraféhese instruments were based predominantiadable reference rates. These estimates
involve considerable judgment and changes in thesamptions could significantly affect the estimate

Although the Company has determined the estimatiedélue amounts using commonly accepted valuatiethodologies, judgment is
required in interpreting market data to developektimates of fair value. Accordingly, the estinsedee not necessarily indicative of the
amounts the Company, or holders of the instrumentdd realize in a current market exchange. Tleeofislifferent assumptions and/or
estimation methodologies could have a materiakeffa the estimated fair values. The fair valuéesies are based on information availabl
of December 31, 2013 and 2012 . These amountsriwv®een revalued since those dates, and curremiadss of fair value could differ
significantly from the amounts presented.

10. CAPITALIZATION

As of December 31, 2013, the Company’s authorgtedk consists of 1,000,000,000 shares of comnumk spar value of $0.0001 per
share, and 50,000,000 shares of preferred stockahze of $0.0001 per share. No shares of predesteck were issued or outstanding at
December 31, 2013 and 2012.

Upon the completion of the Company’s IPO in Mar@i 2, all of the then-outstanding shares of pretesteck were automatically
converted into 28,809,031 shares of common stock @me -for-one basis.

11. WARRANTS
Warrants to Purchase Common Stock

In addition to the warrants issued during 2013issussed in Note 9 , the Company has issued wartapurchase the Company’s
common stock in connection with debt arrangementiistributor agreement and the purchase of cedt@imain names. All warrants were fully
vested, non-forfeitable and immediately exercisaiplen issuance and are equity classified. At Deegr@h, 2013 , no additional warrants to
purchase common stock, other than as discussedtadN, were outstanding. During 2012, warranfsuichase 130,000 shares of common
stock were exercised at an exercise price of §leBGhare.

During 2011, 898,447 shares of common stock, inofyd 33,000 shares issued upon exercise of wartlaatsvere granted to ADP in
2011 as discussed below, were issued upon theisx@fccommon stock warrants at a weighted-aveeagecise price of $0.95 per share.

On May 6, 2009, the Company entered into a jigar global distributor agreement with ADP thatyides ADP the right to distribute t
Company’s core solution to its customers under ADRIme. In connection with the distributor agreetrtie Company also entered into a
warrant agreement to provide additional incentieeBDP. The warrant agreement provided that ADP &l@gble to earn fully vested and
immediately exercisable ten -year warrants to pasetbetween zero and 886,096 shares of the Conspemyimon stock at an exercise pric
$0.53 per share if ADP met specified sales tadgetsach contract year until the earlier of the ptetion of the fiveyear term of the distribut:
agreement or the completion of an initial publitedhg of the Company’s common stock. When ADP acéd the defined sales targets and
earned a warrant for a contract year, the Comparyrded the fair value of such warrant as a redodf revenue. The Company determined
the fair value of these warrants using a Black-8hoption-pricing model, which incorporated seVestimates and assumptions that were
subject to significant judgment.
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On November 24, 2010, the Company amended its maagreement with ADP to modify certain definitiom$ated to future sales
targets, to acknowledge that no warrants wouldsbedd for the contract year ended June 30, 201@aethove the anti-dilution provisions in
the warrant agreement. In connection with the ammamd, the Company issued ADP a fully vested andfodritable warrant to purchase
360,000 shares of its common stock at an exercise pf $0.01 per share, which was valued at apprately $2.9 millionas of the amendme
date using the Black-Scholes option pricing modibls amount was recorded as a reduction of reventie fourth quarter of 2010 as the
agreement provides ADP with the right to be distidlo of the Company’s services and the Companynestis that ADP will purchase
additional services from the Company. In issuirig tharrant, the Company considered the strategiwitance of its ongoing relationship with
ADP and the expected timing of the completion 81RO, after which ADP would no longer be eligitdesarn any warrants.

At December 31, 2010, the Company did not recoydraduction in revenue for the contract year entlete 30, 2011, as the minimum
specified sales target had not been achieved totkarapplicable warrant as of December 31, 2010.

Upon the completion of the Company’s IPO, ADP wadanger eligible to earn warrants under the waragneement. However, ADP
remained eligible to earn a warrant for the paddaitract year that began on July 1, 2010 and eadédarch 22, 2011, the closing date of the
Company’s IPO, if it met pro-rated specified sdabagets for that period. For the three months emdadth 31, 2011, no reductions of revenue
were recorded because the Company concluded thBth&d not met the pro-rated specified sales tafgetich partial contract year based or
the Company’s assessment of the contractual tefie @arrangement, and as of March 31, 2011, itnedsonsidered probable that the
Company would be required to issue a warrant foh qartial contract year. Pursuant to the termb@farrangement, the Company notified
ADP that it had not earned the warrant for suchiglarear. ADP contended that it had met the ptedapecified sales target for the partial
contract year that would entitle ADP to a warranptirchase 443,048 shares of the Company’s comtook at an exercise price of $0.53 per
share.

During June 2011, in order to resolve a disputd waspect to this matter, the Company issued ARMavested and non-forfeitable
warrant to purchase 133,000 shares of the Compaoysnon stock at an exercise price of $0.53 paesfde warrant was valued at
approximately $2.5 million using a Black-Scholesiop-pricing model as of the issuance date andreesrded as a non-cash reduction of
revenue in the second quarter of 2011. In conneetith the Company’s issuance of the warrant dbedriabove, ADP agreed and
acknowledged that it is no longer eligible to earmeceive any additional warrants exercisablesfares of the Company’s common stock
pursuant to the distributor agreement.

12. STOCK OPTION PLANS
1999 and 2009 Plans

In November 1999, the Company adopted the 199%FRtan (“1999 Plan”) as amended. In January 2089 Ctompany adopted the
2009 Plan (“2009 Plan”) as amended. Stock optisastgd under the 1999 and 2009 Plans may be iveestiick options or non-statutory
stock options. Incentive stock options may onlyghented to employees. Stock purchase rights maykegranted under the 1999 and 2009
Plans. The Board of Directors determines the peasiga which stock options become exercisable. Hanesxcept in specific cases of stock
options granted to officers, directors and consitastock options become exercisable at a ratetdess than 20% per year over five years
from the date the stock options are granted. Optipanted under the 1999 and 2009 Plans expinget@ns after the grant date and generally
vest one-fourth on the first anniversary of thengiend ratably thereafter for the following thigix months . The exercise price of incentive
stock options and non-statutory stock options cabedess than 100% and 85% , respectively, ofalienarket value per share of the
Company’s common stock on the grant date as datedby the Company’s Board of Directors. If an uidlial owns stock representing more
than 10% of the outstanding shares, the price cf @&entive stock option or non-statutory stockapshare must be at least 110% of fair
market value, as determined by the Board of Dimsctéhe term of the stock options is ten yeasept for incentive stock options granted tc
individual who owns stock representing more that 1 the outstanding shares, in which case the tdrtine stock options is 5 years . The
Company may also grant options that are immediabedycisable upon the Board of Directors’ approval.

At December 31, 2013, no shares are issuable tin€drR99 and 2009 Plans.

2010 Plan

In March 2011, upon the completion of the Compahy®, the Company adopted the 2010 Plan and detechthat it will no longer
grant any additional awards under the 1999 Plantlze@009 Plan. However, the 1999 Plan and the P0&9 continue to govern the terms anc
conditions of the outstanding awards previoushnggd under each respective plan. Upon the adopfitime 2010 Plan, the maximum
aggregate number of shares issuable thereundes, 688,480 shares, plus (i) any shares subjecbtk siptions or similar awards granted
under the 1999 Plan or 2009 Plan prior to March?08,1 that expire or otherwise terminate withoutihg been exercised in full and (ii) sha
issued pursuant to awards granted under the 1999
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Plan and 2009 Plan that are forfeited to or repaset by the Company after March 16, 2011, witmiagimum number of shares to be added
to the 2010 Plan from the 1999 Plan and 2009 Rijaaldo 5,614,369 shares of common stock. In aafdithe number of shares available for
issuance under the 2010 Plan will be annually emed on the first day of each fiscal year beginmiit 2012, by an amount equal to the le
of 5,500,000 shares, 4.5% of the outstanding sladré® Company’s common stock as of the last dafi@immediately preceding fiscal year,
or such other amount as the Company’s Board ofdire determines.

Shares issued pursuant to awards under the 20tQHiaare repurchased by the Company or thatexpiare forfeited, as well as she
used to pay the exercise price of an award orttsfgahe minimum tax withholding obligations retatto an award, will become available for
future grant or sale under the 2010 Plan. In amlujtio the extent that an award is paid out in catther than shares, such cash payment wil
reduce the number of shares available for issuander the 2010 Plan.

The 2010 Plan permits the grant of incentive stouions to employees and the grant of non-statigtigk options, restricted stock,
restricted stock units, stock appreciation rightsformance units and performance shares to thep@oys employees, directors and
consultants.

Stock Options

The exercise price of stock options granted unte2010 Plan must equal at least the fair marketvaf the Company’s common stock
on the date of grant. The term of an incentivelstq@tion may not exceed ten yeapovided, however, that an incentive stock optieid by ¢
participant who owns more than 10% of the total biored voting power of all classes of the Comparstbck, may not have a term in exces
five years and must have an exercise price ofast [£10% of the fair market value of the Compargsimon stock on the grant date.

Restricted Stock Awards

The Company may grant restricted stock under ti® Zdan. Restricted stock awards are grants oeshafrthe Company’s common
stock that are subject to various restrictionduidiog restrictions on transferability and forfeuprovisions. Recipients of restricted stock
awards generally will have voting and dividend tgtvith respect to such shares upon grant withegend to vesting, unless the Board of
Directors provides otherwise. Shares of restristedk that do not vest for any reason will be fibeied by the recipient and will revert to the
Company. The fair value of each share of restristedk granted is equal to the grant date fair etarklue of the Company’s common stock.

Restricted Stock Units

The Company may also grant restricted stock umitieuthe 2010 Plan. The fair value of each restilistock unit granted is equal to the
grant date fair market value of the Company’s comstock. The payment of restricted stock units imayn the form of cash, shares, or in a
combination thereof, as determined by the Boariodctors. During 2013 , the Company granted 172 e based restricted stock units
under the 2010 Plan.

Stock Appreciation Rights

The Company may also grant stock appreciationsightler the 2010 Plan. Stock appreciation rigtdsvathe recipient to receive the
appreciation in the price of the Company’s comntoglsbetween the date of grant and the exercise @ae payment of stock appreciation
rights may be in the form of cash, shares, ordombination thereof, as determined by the Boardigdctors. As of December 31, 2013, no
stock appreciation rights had been granted unade2®10 Plan.

Performance Units/Performance Shares

The Company may also grant performance units arfdrpeance shares under the 2010 Plan. Performariteeand performance shares
are awards that will result in a payment to a pgodint only if performance goals for a predetermiperiod, established by the Board of
Directors, are achieved or the awards otherwise ¥ée fair value of each performance unit andgrenince share awarded is equal to the fai
market value of the Company’s common stock at tbgecof the applicable performance period. The mtrof performance units and
performance shares may be in the form of casheshar a combination thereof, as determined bythed of Directors.

Under the 2010 Plan, 2,015,533 shares remainethbiafor issuance, at December 31, 2013 .
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Stock Options

The Company has granted stock options which vest npeeting service conditions and or performancelitions. Information with
respect to stock options which contain performarar@litions is discussed separately below. Theioilg table summarizes the stock option
activity which contain only service conditions, @ndhe Company’s 1999, 2009 and 2010 Plans (insdrmis, except per share and term
information):

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value
Outstanding, December 31, 2012 6,61C $ 12.4¢ 82 ¢ 112,89¢
Granted 2,39¢ 43.3:2
Exercised (1,56€) 8.5¢
Forfeited (31)) 27.0C
Outstanding, December 31, 2013 7,121 23.07 8.1 215,54¢
Exercisable at December 31, 2013 2,89( 10.4¢ 7.0 123,83:
Vested and expected to vest at December 31, 2013 7,02; % 22.91 81 $ 213,49.

The following table summarizes information abowic&toptions, which contain only service conditiomsger the Company’s equity
incentive plans at December 31, 2013 (in thousamdspt term information):

Options Outstanding
at December 31, 2013

Options Exercisable
at December 31, 2013

Weighted Weighted
Average Average
Remaining Remaining
Contractual Contractual
Term (in Term (in
Number of Options years) Number of Options years)
Range of Exercise Prices
$0.34 to $1.65 841 5.6 80C 55
$5.93 to $8.88 1,21¢ 6.9 86¢€ 6.9
$12.54 to $15.41 59¢ 7.7 28¢ 7.7
$16.24 to $18.82 73z 8.0 45¢ 8.0
$20.85 to $23.94 1,09t 8.4 36¢€ 8.4
$27.75 to $31.44 394 8.9 104 8.8
$33.34 to $36.15 60¢ 9.2 4 9.2
$40.03 to $45.76 89t 9.5 2 9.8
$50.42 to $52.72 74¢€ 9.7 1 9.9
7,127 8.1 2,89( 7.0

The total intrinsic value of options exercised dgrthe years ended December 31, 2013 , 2012 arld@84 $57.7 million , $23.9
million , and $19.5 million , respectively. The Cpamy recognized compensation expense relatedahk sfiions which contain only service
conditions of $17.2 million , $10.3 million , an8.8 million for the years ended December 31, 202312 , and 2011 , respectively.

Unrecognized compensation expense relating to stptikns which contain only service conditions \$88.6 million at December 31,
2013 which is expected to be recognized over ahteiyaverage period of 2.7 years.

The aggregate grant date fair value of stock optighich contain only service conditions grantedtifier years ended December 31, 20132
2012 and 2011 was $51.5 million , $28.4 milliomd&11.9 million , respectively.

Restricted Stock Award

On December 1, 2011, the Company granted fullyagesgstricted stock awards for an aggregate of07sb@res of common stock with
an aggregate grant date fair value of $0.1 milliaiich was recognized as compensation expens@lih. 2
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In connection with the acquisition of Sonar, then@any issued 31,164 restricted shares of its constank, valued at approximately
$0.7 million , to certain Sonar shareholders wisw dlecame employees of the company post-acquisklumvesting of the restricted shares is
subject to continued employment, and the fair valune restricted shares is recognized as a magtisition compensation expense over the 2
year vesting period (seNote 3 ). As of December 31, 2013, 18,698 sharrg wested.

Restricted Stock Unit

Restricted stock unit activity for the year endegtBmber 31, 2013 under the Company’s equity ineemians is summarized as follows
(shares in thousands):

Weighted
Average Grant Date

Number of Shares Fair Value
Nonvested shares subject to restricted stock onitstanding at December 31, 2012 425 % 14.3i
Granted 173 42.9(
Forfeited 2 40.0:
Vested (219 13.1¢
Nonvested shares subject to restricted stock unitautstanding at December 31, 2013 38z ¢ 27.81

The Company recognized compensation expense retatedtricted stock units of $3.4 million , $1.1limn and $0.6 million for the
years endeDecember 31, 2013, 2012 and 2011, respectivelyeddgnized compensation expense related to nomvessricted stock units
was $8.7 million at December 31, 2013, which igested to be recognized as expense over the wdiglrerage period of 2.3 years.

Performance Based Options and Un

During 2012, the Company granted performance-baisedk options and restricted stock units to certamnployees. The number of
awards that the employees may earn is based upars(dsidiary of the Company meeting certain gerdg@ned contracted monthly recurring
revenue targets by December 31, 2015, and (b) wh#tke employee continues to provide service thinearh measurement date, as defined |
the agreement applicable to the award. The awagstsgenerally over a four year period and havera tf 10 years. The stock options have ar
exercise price of $27.75 per share. The Compamyatsd the grant date fair value for each targegllat the grant date and is recognizing
stock-based compensation over the vesting period) asgraded vesting model based upon the targetdiprobable of being achieved.
Achievement of the probable target would resuktock options to purchase 53,714 shares of comtoak and 12,892estricted units vestini
The maximum number of stock options and restristedk units that may vest should the maximum taegetl become probable would be
179,047 and 43,066 , respectively. The Company Imeagquired to adjust compensation cost in theréuimithe extent that another target leve
becomes probable.

The Company recognized compensation expense retafstformance based awards of $0.3 million and $llion for the years ended
December 31, 2013 and 2012 . Unrecognized compensatpense related to nonvested performance togeahs and restricted stock units
was $0.4 million at December 31, 2013 , based erpthbable performance target at that date, wisiglxpected to be recognized as expense
over the weighted-average period of 2.0 years.
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Stock-Based Compensation

Stock-based compensation expense related to sptitns, restricted stock units and restricted s@wekrds is included in the following
line items in the accompanying Consolidated StatgmEOperations for the years ended December @13 22012 , and 2011 (in thousands):

Years Ended December 31,

2013 2012 2011
Cost of revenue $ 2,200 $ 1,66C $ 581
Sales and marketing 9,86¢ 3,98 1,121
Research and development 2,052 94¢ 75E
General and administrative 6,71¢ 5,61¢ 2,04t
Total $ 20,84( $ 12,207 $ 4,50z

In certain instances the Company is responsibledgroll taxes related to stock options exercisethe underlying shares sold by its
employees. The Company accrues its obligationseetitne of the exercise of the stock options orstile of the underlying shares.

13. INCOME TAXES
The components of the Company’s loss before prowi@benefit) for income taxes are as follows (ioubands):

Years Ended December 31,

2013 2012 2011
United States $ (36,82) $ (20,179 $ (60,300
Foreign (3,739 (12,00¢) (3,419
Loss before provision for income taxes $ (40,559 % (32,179 $ (63,719

The components of the provision (benefit) for ineotaxes attributable to continuing operations artobows (in thousands):

Years Ended December 31,

2013 2012 2011
Current income tax provision:
Federal $ — $ — —
State 117 — —
Foreign 62C 17¢€ 181
Total current income tax provision 737 17¢€ 181
Deferred income tax benefit:
Federal — — —
State — — —
Foreign (865) (965) —
Total deferred income tax benefit (865) (965) —
Total income tax (benefit) provision $ (128) $ (789 $ 181

On a consolidated basis, the Company has incupethting losses and has recorded a full valuatiowance against its United States
and United Kingdom deferred tax assets for allquksito date and, accordingly, has not recordedégion (benefit) for income taxes for any
of the periods presented other than a provisiondfig for certain foreign income taxes. Certaireign subsidiaries and branches of the
Company provide intercompany services and are cosgted on a cost-plus basis, and therefore, havered liabilities for foreign income
taxes in their respective jurisdictions. The foredgferred tax benefit for the years ended Decef@be?013 and 2012 is primarily the result of
the amortization of net deferred tax liabilitieslazhanges in other deferred taxes recorded in aiomewith the 2012 acquisition of Sonar (¢
Note 3).

93




The differences in the total provision for incorages that would result from applying the 34% fetstatutory rate to loss before
provision for income taxes and the reported prowisor income taxes are as follows (in thousands):

Years Ended December 31,

2013 2012 2011
U.S. Federal tax benefit at statutory rates $ (13,78) $ (10,94) $ (21,68¢)
State income taxes, net of federal tax benefit (41%) (60 (916
Foreign rate differential 1,35¢ 1,00¢ 21¢
Preferred stock warrant charges — — 14.47(
Stock based compensation 2,03¢ 1,36( 474
Other permanent differences 41C 654 18¢
Other 76 (199 20¢
Valuation allowance 10,19: 7,38¢ 7,22¢
Total income tax (benefit) provision $ (128) $ (789 $ 181

Major components of the Company’s deferred taxtag$iabilities) at December 31, 2013 and 2012z éollows (in thousands):

December 31,

2013 2012

Deferred tax assets:
Accrued expenses $ 2,02¢ % 1,30¢
Long-lived intangible assets — basis difference 7,84¢ 5,15¢
Net operating loss carryforwards 33,82 24,39:
Stock-based compensation 4,81¢ 2,671
Deferred revenue 1,90¢ 2,37t
Convertible note hedge 16,70¢ —
Other 452 274

Total deferred tax assets 67,57¢ 36,17:
Valuation allowance (48,55¢) (34,08)
Deferred tax assets, net of valuation allowance 19,02( 2,09z
Deferred tax liabilities:
Prepaid expenses and deferred commissions (3,617 (2,029
Long-lived fixed assets — basis difference (2,136 (80%)
Convertible note discount (13,029 —
Other (120 —

Total deferred tax liabilities (18,89)) (2,839
Net deferred tax assets (liabilities) $ 12 % (742)

At December 31, 2013, the Company had federak atad foreign net operating losses of approxima&#5.8 million , $152.8 million
and $18.0 million , respectively. The federal ne¢mting loss carryforward will begin expiring i619, the state net operating loss
carryforward began expiring in 2013, and the fanaigt operating loss has an unlimited carryforw@edod. The Internal Revenue Code of
1986, as amended, imposes substantial restriabiortise utilization of net operating losses in therg of an “ownership change” of a
corporation. Accordingly, a comparsyability to use net operating losses may be liahéte prescribed under Internal Revenue Code Se2&2
(“IRC Section 382"). Events which may cause limdas in the amount of the net operating lossesttteeCompany may use in any one year
include, but are not limited to, a cumulative ovsigp change of more than 50% over a three-yeaogeliue to the effects of historical equity
issuances, the Company has determined that theefutilization of a portion of its net operatingses is limited annually pursuant to IRC
Section 382. The Company has determined that nbite et operating losses will expire becausehefdnnual limitation.

The Company has recorded a full valuation allowaag=inst its otherwise recognizable United StatelsUnited Kingdom deferred
income tax assets as of December 31, 2013 . Mar&xgdrmas determined, after evaluating all positivé megative historical and prospective
evidence, that it is more likely than not that #hassets will not be realized. The net
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increase to the valuation allowance of $14.5 millj&$7.4 million and $7.2 million for the years eddDecember 31, 2013, 2012 and 2011 ,
respectively, was primarily due to additional npéeting losses generated by the Company and diffsiences in long-lived assets.

The Company has excluded excess windfall tax besnefsulting from stock option exercises as comptmef the Company’s gross
deferred tax assets and corresponding valuatiowafice disclosures, as tax attributes relateddb windfall tax benefits should not be
recognized until they result in a reduction of &payable. The tax effected amount of gross umeglet operating loss carryforwards, and
their corresponding valuation allowances resulfimog stock option exercises was $25.8 million at®wber 31, 2013 . When realized, exces:
windfall tax benefits are credited to additionaichen capital. The Company follows the with-and{waut allocation approach to determine
when such net operating loss carryforwards have besized.

Deferred income taxes have not been provided onnhestributed earnings of the Company’s foreighssdiaries because the Company’
practice and intent is to permanently reinvestdhezrnings. The cumulative amount of such undigith earnings was $0.9 million and $0.5
million at December 31, 2013 and December 31, 20&8pectively. Any future distribution of thesenAld.S. earnings may subject the
Company to both U.S. federal and state income taseadjusted for tax credits, and foreign withirddaxes that the Company estimates
would be $125,000 and $76,000 at December 31, 20d2012 , respectively.

A reconciliation of the beginning and ending amaoaininrecognized tax benefits for the years endecember 31, 2013 , 2012 , and
2011 is as follows (in thousands):

Years Ended December 31,

2013 2012 2011
Balance at January 1 $ 27¢ % 27¢ % 27¢€
Additions for tax positions related to the currgear — — —
Balance at December 31 $ 27¢ 9 27¢  $ 27¢€

The provision for uncertain tax positions relatdtsiness in territories outside of the United &tat

The Company'’s policy is to classify interest andadges on uncertain tax positions as a componktaxoexpense. An insignificant
amount of interest and penalties on unrecognizetiéaefits were accrued during the 2013 tax yelag. dmount of accrued interest and
penalties on unrecognized tax benefits was insamif, as of December 31, 2013 and 2012 . The Coynglaes not expect the change in
uncertain tax positions to have a material impacit®financial position, results of operationdiquidity. The recognition of previously
unrecognized tax benefits on uncertain positionsld/eesult in a $0.3 million tax benefit. The Compaloes not expect any significant
increases or decreases to its unrecognized tafitsenéhin the next twelve months.

The Company is subject to United States federalrimetax as well as to income tax in multiple statd foreign jurisdictions, including
the United Kingdom. Federal income tax returnshef€Company are subject to IRS examination for @02hrough 2013 tax years. State
income tax returns are subject to examinationiera009 through 2013 tax years. The Company fiedlan IRS examination for the 2011 tax
year which did not result in any material adjusttseRoreign income tax returns are subject to ematiain for the 2007 through 2013 tax ye

14. GEOGRAPHIC INFORMATION

Revenue by geographic region, as determined bas#étedocation of the Company’s clients is setifdrélow (in thousands):

Years Ended December 31,

2013 2012 2011
Revenue

United States $ 128,98: $ 81,837 $ 50,87«

United Kingdom 19,44¢ 12,93( 8,61:-

All other countries 36,69¢ 23,14° 13,53¢

Total revenue $ 185,12¢ $ 117,91 $ 73,02:
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Revenue from clients located in the United Statgqeésented net of a $2.5 million reduction of rexerelating to a common stock
warrant issued to ADP during the year ended Dece®ibe2011 (See Note 11).

Property and equipment by region is set forth beliovthousands):

December 31,

2013 2012
Property and equipment, net
United States $ 10,45¢ $ 7,52¢
United Kingdom 3,18¢ 343
All other countries 79€ 75
Total property and equipment, net $ 14,43¢  $ 7,947

15. 401(K) SAVINGS PLAN

The Company has a defined contribution savings {ifen“Plan”) under Section 401(k) of the InterR&lvenue Code. The Plan covers
substantially all employees who meet minimum agesmvice requirements and allows participantsferda portion of their annual
compensation on a ptex basis. Company contributions to the plan magnbde at the discretion of the Board of DirectBesginning in 2012
the Plan provided for a Company match of employeestributions in an amount equal to 50% of an eygé’s contributions up to $2,4per
year which vests oviour years.

The Company incurred approximately $0.8 million &d3 million of matching contribution expensestet! to the Plan during the years
ended December 31, 2013 and 2012, respectively.

16. COMMITMENTS AND CONTINGENCIES
Leases

The Company has various non-cancelable operatasgp$efor its offices and its managed hosting fasliand services. These leases
expire at various times through 2019. Certain leggeements contain renewal options, rent abatemedtescalation clauses. The Company
recognizes rent expense on a straight-line basistbe lease term, commencing when the Company fadssession of the property. Certain o
the Company’s office leases entitle the Compamgéeive a tenant allowance from the landlord. Then@any records tenant allowances as a
deferred rent credit, which the Company amortizes straight-line basis, as a reduction of reneesp, over the term of the underlying lease.
Total rent expense under operating leases was@apmately $4.1 million , $3.2 million , $1.9 milliofor the years ended December 31, 2013,
2012 and 2011 , respectively. The Company finatteepurchase of equipment under capital lease ggraants and other debt arrangements
(See Note 9).

Future minimum lease payments under non-cancetgd@deating and capital leases at December 31, 2@1&safollows (in thousands):

Operating Leases Capital Leases
2014 $ 493t $ 94z
2015 5,04: 217
2016 5,36¢ 4
2017 5,511 —
2018 5,517 —
Thereafter 41C —
Total minimum lease payments $ 26,77¢ 1,164
Less: Amounts representing interest (41)
Present value of capital lease obligations 1,12¢
Less: Current portion (90%)
Long-term portion of capital lease obligations $ 21¢
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Letters of Credil

During 2013, the Company amended a standby lettenedit in association with its building lease aighed a standby letter of credit for
a contractual arrangement in Israel. In additibe, Gompany maintains standby letters of credissoaiation with other contractual
arrangements. Total letters of credit outstandirigexember 31, 2013 was $1.5 million .

Other Commitments

In July 2012, the Company entered into a cloud siiition agreement with a provider of enterpriseud computing and social enterpi
solutions. The Company is obligated to pay remgiriges under this agreement of $0.8 million ida2@nd $1.0 million in 2015.

As of December 31, 2013 , the Company had agreemétit various third party service providers wheréie Company has committed
to assign certain dollar amounts or hours of psitesl service projects related to implementatiod ather services for clients of the
Company's core solution. In aggregate, these estth@mmitments total approximately $15.3 milliar2i014, $15.2 million in 2015, $3.8
million in each of 2016, 2017 and 2018, and $3.Hiani thereafter.

Guarantees and Indemnifications

The Company has made guarantees and indemnities whith it may be required to make payments taaanteed or indemnified
party, in relation to certain transactions, inchglrevenue transactions in the ordinary coursausiness. In connection with certain facility
leases, the Company has agreed to indemnify getegor certain claims arising from the facilitytbe lease. The Company is obligated to
indemnify its directors and officers to the maximarient permitted under the laws of the State dabare. However, the Company has a
directors and officers insurance policy that majuee its exposure in certain circumstances andenalle it to recover a portion of future
amounts that may be payable, if any. The duratfdheguarantees and indemnities varies and, inyroases, is indefinite but subject to
statutes of limitations. To date, the Company hademo payments related to these guarantees agmhmities. The Company estimates the
value of its indemnification obligations as insifigant based on this history and the Company’sransce coverage and therefore has not
recorded any liability for these guarantees anénmaities in the accompanying consolidated balaheets.

Litigation

During 2012, the Company received an unfavorabllagun arbitration related to an employment matiaised on this ruling, the
Company has estimated the probable loss for thitem&ncluding both the award and estimated piffiattorneys' fees, to be approximately
$2.6 million and accrued this amount within otherrent liabilities. The Company determined thatinasice recovery for this loss is probable,
and has recorded a related receivable in otheercuassets for this matter. Based on the above& dhgpany believes this matter will not hay
material adverse effect on the Company's busimg&sating results, cash flows or financial conditio

The Company is subject to various legal proceedamgsclaims that arise in the ordinary course sfrmss. If the Company determines
that it is probable that a loss has been incurnetthhe amount is reasonably estimable, the Compélhgecord a liability. Except for the matt
described above, the Company has determined ttaé# not have a potential liability related to &egal proceedings or claims that would
individually or in the aggregate materially advéysafect its financial conditions or operating ués.

Taxes

From time to time, various federal, state and oftésdictional tax authorities undertake reviewtltd Company and its filings. In
evaluating the exposure associated with variouiltag positions, the Company accrues chargepémsible exposures. The Company beli
any adjustments that may ultimately be required essult of any of these reviews will not be maitletd its consolidated financial statements.

17. RELATED PARTY TRANSACTIONS

In 2010, the Cornerstone OnDemand Foundation,eoFtundation, was formed to empower communitigberlJnited States and
Internationally by increasing the impact of the fpyofit sector through the utilization of talent neement technology including our core
solution and strategies. The Company’s CEO is erBibard of Directors of the Foundation. The Compamgs not direct the Foundation’s
activities, and accordingly, the Company does potolidate the Foundation’s statement of activitvéh its financial results. During the
current year, the Company has provided at no cheggain resources to the Foundation, with appratéwalue of $1.3 million .

During June 2010, an executive officer of an actiogrsoftware company joined the Company’s Boar®ioéctors. During May 2012,
an executive officer of a travel and expense mamagé software company joined the Company's Boamimgfctors. For the years ended
December 31, 2013, 2012 and 2011 , the Compaiyded $0.5 million , $0.3 million and $0.1 milligmespectively, in expenses related to
the use of the accounting and travel and experfsg@ase from companies whose executive officers senv the Company's Board of Directors.

18. SUBSEQUENT EVENTS

On January 1, 2014, shares issuable under the Gors@2010 E mployee Stock Purchase Plan increagé&@4,699 shares and shares



issuable under the Company’s 2010 Plan increas&j3®j, 145 sha res in accordance with the autoraatioal increase provisions of
such plans. No shares have been issued under 10eE2fployee Stock Purchase Plan.

During January and February 2014, the Board ofddirs granted stock options to purchase 284,67 st common stock at a
weighted-average exercise price of $55.51 per shduee stock options vest over four years . Duriaguary and February 2014, the Board of
Directors granted restricted stock units for 10,5hares of common stock which vest over annwaly four years.
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19. SELECTED QUARTERLY DATA (UNAUDITED)

The following unaudited quarterly consolidated estagénts of operations for each of the quarterseryétars ended December 31, 2013
and 2012 have been prepared on a basis considtarthes Company’s audited annual financial stateiiand include, in the opinion of
management, all normal recurring adjustments nacgssr the fair statement of the financial inforima contained in these statements.

Quarter Ended
(in thousands, except per share data)

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2012 2012 2012 2012 2013 2013 2013 2013

Revenue $ 24,00 $ 26,71¢ $ 30,76¢ $ 36,42¢ $ 37,65 $ 4434¢ $ 4827( $ 54,85¢
Cost of revenue 6,84¢ 7,89( 9,13t 10,72: 11,25: 13,16¢ 13,64 15,48¢

Gross profit 17,15¢ 18,82¢ 21,63 25,70 26,40! 31,18: 34,62¢ 39,36¢
Operating expenses:

Sales and marketing 16,231 17,42 18,62« 21,28( 23,01( 26,27 28,60: 31,85:

Research and

development 3,09z 3,431 4,101 4,261 4,41¢ 5,23 5,71¢ 5,89:

General and

administrative 5,95¢ 5,79 6,60( 7,56¢ 8,56¢ 7,53( 8,261 9,21¢

Amortization of certain

acquired intangible

assets — 237 251 251 251 251 251 251

Total operating
expenses 25,28 26,88: 29,57¢ 33,35¢ 36,24¢ 39,281 42,82¢ 47,21

Loss from operations (8,126 (8,059 (7,949 (7,659 (9,84 (8,105 (8,209 (7,849
Other income (expense):

Interest income

(expense) and other

income (expense), net 96 (519 18 2 (92 (7149 (2,747 (3,009)
Loss before income tax
(provision) benefit (8,030 (8,56¢) (7,925 (7,65¢€) (9,939 (8,819 (20,950 (20,857)
Income tax (provision)
benefit (82 334 29¢ 23¢ Q) 13€ (104) 97
Net loss $ (B8119) $ (8239H $ (762) $ (741) $ (9939 $ (8,689 $ (11,059 $ (10,75H
Net loss per share, basic and
diluted $ (0.1¢) $ (0.17) $ 0.1y % (0.15) $ (0.200 $ 0.19) $ (0.2)) $ (0.2
Weighted average commor
shares outstanding, basic a
diluted 49,38 49,76 50,16: 50,48¢ 50,79¢ 51,15: 51,54« 52,18!
Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure

None.
Item 9A. Controls and Procedure

(a) Evaluation of Disclosure Controls and Procedurg

The term “disclosure controls and procedures,”&fdd in Rules 13a-15(e) and 1568¢e) under the Securities Exchange Act of 193.
amended (the “Exchange Act”), refers to controld procedures that are designed to ensure thaniafosn required to be disclosed by a
company in the reports that it files or submitsemitie Exchange Act is recorded, processed, sumetband reported, within the time periods
specified in the SEC's rules and forms. Disclosoetrols and procedures include, without limitatioantrols and procedures designed to
ensure that such information is accumulated and
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communicated to a company’s management, includégrincipal executive and principal financial o#frs, as appropriate to allow timely
decisions regarding required disclosure.

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, tasluated the effectiveness of our
disclosure controls and procedures as of Decenthe2® 3 , the end of the period covered by thisusahfReport on Form 10-K. Based upon
such evaluation, our Chief Executive Officer ande€Rinancial Officer have concluded that our distire controls and procedures were
effective as of such date.

(b) Management’s Report on Internal Control over Fhancial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahaorting as defined in Rules 13a-
15(f) and 15d-15(f) under the Exchange Act. Ouerin&l control over financial reporting is a procdssigned to provide reasonable assuranct
regarding the reliability of financial reportingathe preparation of our consolidated financialesteents for external purposes in accordance
with generally accepted accounting principles. {Dternal control over financial reporting includi®se policies and procedures that:

e pertain to the maintenance of records thateasonable detail, accurately and fairly reflecttthasactions and dispositions of our
assets;

e provide reasonable assurance that transactiengeorded as necessary to permit preparationrofansolidated financial statements
in accordance with generally accepted accountimgimes, and that receipts and expenditures arggbmaade only in accordance w
authorizations of our management and board of irecand

» provide reasonable assurance regarding preveaotitimely detection of any unauthorized acquisitiuse or disposition of our assets
that could have a material effect on our consadiddinancial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢financial statement misstatements.
Also, projections of any evaluation of internal ttoheffectiveness to future periods are subjedhéorisk that controls may become inadequat
because of changes in conditions, or that the degfreompliance with the policies or procedures metgriorate.

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, ressessed the effectiveness of our
internal control over financial reporting as of Bawer 31, 2013 . In making this assessment, marexgamed the criteria set forth by the
Committee of Sponsoring Organizations of the Tremd®@ommission ("COSO") imternal Control-Integrated FrameworkBased on this
assessment, our management has concluded thaitewnal control over financial reporting was effeetas of December 31, 2013 .

The effectiveness of our internal control over fic@l reporting as of December 31, 2013 has beditealiby
PricewaterhouseCoopers LLP, an independent regisfaiblic accounting firm, as stated in its repattich appears in Item 8 of this Annual
Report on Form 10-K.

(c) Changes in Internal Control over Financial Repating

There was no change in our internal control oveairitial reporting that occurred during the quasteted December 31, 2013 that has
materially affected, or is reasonably likely to evélly affect, our internal control over financigporting.

Iltem 9B. Other Information
Not applicable.

PART IlI

Item 10. Directors, Executive Officers and Corporate Govente

The information required by this item will be indled in our Proxy Statement for the 2014 Annual gedf Stockholders to be filed
with the SEC within 120 days of the fiscal yeareh@®ecember 31, 2013 under the captions “ProposalElection of Directors, ” ‘Executive
Officers, " and “Section 16(a) Beneficial Ownersipporting Compliance,” and is incorporated helsimeference.
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Item 11. Executive Compensatio

The information required by this item will be indied under the caption “Executive Compensation agldtBd Information” in our Proxy
Statement for the 2014 Annual Meeting of Stockhadde be filed with the SEC within 120 days of fleeal year ended December 31, 2013,
and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners atanagement and Related Stockholder Matts

The information required by this item will be indied under the caption “Security Ownership of Careneficial Owners and
Management” in our Proxy Statement for the 2014 uahtMeeting of Stockholders to be filed with theGS®&ithin 120 days of the fiscal year
ended December 31, 2013, and is incorporatedrhbyeieference.

Item 13. Certain Relationships and Related Transactions, adatector Independenc:

The information required by this item will be indied under the caption “Employment Contracts, Teatimom of Employment and
Change-In-Control Agreements” in our Proxy Statenfienthe 2014 Annual Meeting of Stockholders tdfited with the SEC within 120 days
of the fiscal year ended December 31, 2013 , amtarporated herein by reference.

Item 14. Principal Accounting Fees and Servict

The information required by this item will be indied under the caption “Principal Accounting Fees 8arvices'in our Proxy Statemel
for the 2014 Annual Meeting of Stockholders to itedfwith the SEC within 120 days of the fiscal yeaded December 31, 2013, and is
incorporated herein by reference.

With the exception of the information incorporatedtems 10, 11, 12, 13, and 14 of this Annual Repa Form 10-K, our Proxy
Statement for the 2014 Annual Meeting of Stockhiide be filed with the SEC within 120 days of fleeal year ended December 31, 2013 is
not deemed “filed” as part of this Annual ReportForm 10-K.

PART IV

Item 15. Exhibits and Financial Statement Scheduli

Documents filed as part of this report are as fedip
1. Consolidated Financial Stateme

Our Consolidated Financial Statements are listedeariIndex to Consolidated Financial Statementsiear Item 8 of this
Annual Report on Form 10-K.

2. Financial Statement Schedu

Financial Statement Schedules have been omittedasmation required is inapplicable or the infotina is presented in the
consolidated financial statements and the relateeisn
3. Exhibits

The documents listed in the Exhibit Index immediafellowing the signature page of this Annual Repmn Form 10-K are
incorporated by reference or are filed with thiswdial Report on Form 10-K, in each case as indittetein (numbered in
accordance with Item 601 of Regulation S-K).
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyigthas duly caused this Annual
Report on Form 10-K to be signed on its behalfi®/undersigned, thereunto duly authorized, on Feepr26, 2014 .

CORNERSTONE ONDEMAND, INC.

By: /s/ Adam L. Miller
Name: Adam L. Miller
Title: President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes anuirgppAdam L.
Miller and Perry A. Wallack, jointly and severallyis attorney-in-fact, with the power of substituitj for him in any and all capacities, to sign
any amendments to this Annual Report on Form 10wKta file the same, with exhibits thereto and pti@cuments in connection therewith,
with the Securities and Exchange Commission, heratifying and confirming all that each of saidoaitteys-in-fact, or his substitute or
substitutes, may do or cause to be done by virtuedi.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélptihe following persons on behalf
of the Company and in the capacities and on thesdatlicated:

Signature Title Date

President, Chief Executive Officer and Directoriripipal executive officer) February 26,

/sl Adam L. Miller 2014
Adam L. Miller
Chief Financial Officer (principal financial andaunting officer) February 26,
/sl Perry A. Wallack 2014

Perry A. Wallack

Director February 26,
/sl R.C. Mark Baker 2014
R. C. Mark Baker
Director February 26,
/s Harold W. Burlingame 2014
Harold W. Burlingame
Director February 26,
/sl Byron B. Deeter 2014
Byron B. Deeter
Director February 26,
/sl James McGeever 2014

James McGeever
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Signature

/sl Joe Payne

Joe Payne

/sl S. Steven Singh

S. Steven Singh

Director

Director
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February 26,
2014




Exhibits and Financial Statements

Exhibits
Exhibit
Number Exhibit Description Form
2.1 Amended and Restated Share Purchase Agreemert,atatd April  10-Q
5, 2012, by and among the Company, Dolphin Acqoisitimited,
Sonar Limited, the Company Stockholders (as deftheckin), and,
with respect to Article Il only, the Stockholdeepresentative (as
defined therein). The schedules and exhibits rafaré in the
agreement have been omitted pursuant to Item 6(2) (b
Regulation S-K. A copy of any omitted schedule xtrikit will be
furnished supplementally to the SEC upon request.
3.1 Amended and Restated Certificate of Incorpamaif the S-1/A
Registrant.
3.2 Amended and Restated Bylaws of the Registrant. S1/A
4.1 Indenture between the Registrant and U.S. Beailonal 8-K
Association, dated as of June 17, 2013.
10.1*  Form of Indemnification Agreement betweea Registrant and S-1/A
each of its directors and executive officers.
10.2*  The Registrant’s 1999 Stock Plan, includimg form of stock S-1
option agreement, as amended and currently inteffec
10.3*  The Registrant’s 2009 Equity Incentive Pliaucjuding forms of S-1
stock option agreements, as currently in effect.
10.3A* Form of Restricted Stock Unit Award Agreamhender 2009 Equity S-1/A
Incentive Plan.
10.4*  The Registrant’s 2010 Equity Incentive Pliacjuding form of S-1/A
stock option agreement.
10.5*  The Registrant’s 2010 Employee Stock Puretian. SEHA
10.6*  Employment Agreement between the RegiswadtAdam Miller,  S-1/A
dated as of November 8, 2010.
10.7*  Employment Agreement between the Regis@adtPerry Wallack, S-1/A
dated as of November 8, 2010.
10.8*  Employment Agreement between the Regis@adtSteven S-1/A
Seymour, dated as of November 8, 2010.
10.9*  Amended and Restated Employment Agreementdsn the S-1/A
Registrant and David J. Carter, dated as of Nove@h2010.
10.9A* 2009 Sales Commission Plan between thed®egit and David J.  S-1/A

Carter.
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Incorporated by Reference

File No.
001-3509¢

333-169621

333-169621
001-3509¢

333-169621

333-169621

333-169621

333-169621

333-169621

333-169621
333-169621

333-169621

333-169621

333-169621

333-169621

Exhibit
2.1

3.2

3.4
4.1

10.1

10.2

10.3

10.3A

10.4

10.5
10.6

10.7

10.8

10.9

10.9A

Filing Date
May 15, 201:

November 9, 201

November 9, 201
June 17, 201

December 17, 201
September 29, 20:
September 29, 20:
December 17, 201
December 17, 201

December 17, 201
November 9, 201

November 9, 201
November 9, 201
November 9, 201

February 11, 201




Exhibit
Number

10.9B*

Exhibit Description
2010 Sales Commission Plan between thed®agi and David J.
Carter.

2011 Sales Commission Plan between thesRagt and David J.
Carter.

2012 Sales Commission Plan between thed®agi and David J.
Carter.

2013 Sales Commission Plan between thesitagt and David J.
Carter.

Amended and Restated Unlimited Term EmpleytContract

between the Registrant and Vincent Belliveau.

10.10A* 2010 Sales Commission Plan between the Registnanacent
Belliveau.

10.10B* 2011 Sales Commission Plan between the Registnanacent

Belliveau.

10.10C* 2012 Sales Commission Plan between the Registnanacent
Belliveau.

10.10D* 2013 Sales Commission Plan between the Registnanacent
Belliveau.

Employment Agreement between the RegistadtMark Goldin,
dated as of May 24, 2010.

Form of Change of Control Severance Agredrbetween the
Registrant and certain of its executive officers

10.9C*

10.9D*

10.9E*

10.10*

10.11*

10.12*

10.13* Description of 2013 Executive Bonus Plan

10.14  Master Service Agreement (United Statesydsen the Registrant
and Equinix Operating Co., Inc., dated as of Novent) 2009.

10.15  Master Service Agreement (United Kingdontjveen the
Registrant and Equinix (United Kingdom) Limited teld as of
November 4, 2009.

10.16  Office Lease between Water Garden RealtdiHgILLC and the
Registrant, dated as of November 30, 2011

10.17  First Amendment to the Office Lease betwater Gardens
Realty Holding LLC and the Registrant, dated a8mfl 24, 2012

10.18 Second Amendment to the Office Lease betWé¢ater Garden
Realty Holding LLC and the Registrant, dated aBeifruary 28,
2013

21.1 List of subsidiaries of the Registrant
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Form

S-1/A
S-1/A
10Q
10Q
S-1/A
S-1/A
S-1/A
10Q
10Q
s

10Q

10K

10Q
10Q

Incorporated by Reference

File No.
333169621

333-169621

001-3509¢

001-3509¢

333-169621

333-169621

333-169621

001-3509¢

001-3509¢

333-169621

001-3509¢

001-3509¢
333169621

333-169621

001-3509¢

001-3509¢€

001-3509¢€

Exhibit
10.9B

10.9C

10.2

10.2

10.10

10.10B

10.10C

10.1

10.3

10.11

10.4

n/a
10.17

10.18

10.16

10.1

10.2

Filing Date
February 11, 201

February 11, 201
November 14, 201
August 7, 201
February 11, 201
February 11, 201
February 11, 201
November 14, 201
August 7, 201
September 29, 20:
August 7, 201

April 30, 2013
September 29, 20:

September 29, 20:

March 6, 201:
May 9, 201:

May 9, 201¢




Incorporated by Reference
Exhibit

Number Exhibit Description Form File No. Exhibit Filing Date
23.1 Consent of PricewaterhouseCoopers LLP
24.1 Power of Attorney (contained in the signafpage to this Annual
Report)
31.1 Certification of the Chief Executive Offigaeursuant to Section 302
(a) of the Sarbanes-Oxley Act of 2002.
31.2 Certification of the Chief Financial Officpursuant to Section 302

(a) of the Sarbanes-Oxley Act of 2002.

32.1t Certification of Chief Executive Officer puant to 18 U.S.C.
Section 1350, as adopted pursuant to section 96 dbarbanes-
Oxley Act of 2002.

32.2t Certification of Chief Financial Officer murant to 18 U.S.C.
Section 1350, as adopted pursuant to section 9f6&dbarbanes-
Oxley Act of 2002.

101.INSTtT XBRL Instance Document

101.SCHT1XBRL Taxonomy Extension Schema Document
101.CALtTXBRL Taxonomy Extension Calculation Linkbase Docuine
101.DEFttXBRL Taxonomy Extension Definition Linkbase Docurhen
101.LABttXBRL Taxonomy Extension Label Linkbase Document

101.PRETTXBRL Taxonomy Extension Presentation Linkbase Doenim

* Indicates a management contract or compensalaryor arrangement.

T The certifications attached as Exhibit 32.1 8@ that accompany this Annual Report on Form 1@+K not deemed filed with the
Securities and Exchange Commission and are nat todorporated by reference into any filing of Gamstone OnDemand, Inc. under
the Securities Act of 1933, as amended, or ther8@suExchange Act of 1934, as amended, whetheenbafore or after the date of
this Annual Report on Form 10-K, irrespective of general incorporation language contained in Silicig.

Tt The financial information contained in theseR{Bdocuments are unaudited.
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SUBSIDIARIES OF THE COMPANY
SUBSIDIARIES:

Cornerstone OnDemand Global Operations, Inc. (Dateyv
Cornerstone OnDemand Holdings, Inc. (Delaware)
Cornerstone OnDemand Limited (United Kingdom)
Cornerstone OnDemand Services India Private Lin{itedia)
Cornerstone OnDemand Spain SL (Spain)

Sonar Limited (New Zealand)



CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢lee Registration Statements on Form S-8 (N8-B39389, 333-180311, 333-173754) of

Cornerstone OnDemand, Inc. of our report dateduspr26, 2014 relating to the financial statemeantd the effectiveness of internal control
over financial reporting, which appears in thisfadrO-K.

/sl PricewaterhouseCoopers LLP
Los Angeles, California

February 26, 2014



Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302(A)
OF THE SARBANES-OXLEY ACT OF 2002

I, Adam L. Miller, certify that:

1. | have reviewed this Annual Report on FofrKlof Cornerstone OnDemand, Inc.;

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omgitéde a materi
fact necessary to make the statements made, indfghe circumstances under which such statemeats made,
not misleading with respect to the period covengthits report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows ofrégistrant as of, and
for, the periods presented in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal control over finaheporting
(as defined in Exchange Act Rules 13a-15(f) and115(d)) for the registrant and have:

(a) Designed such disclosure controls and proesdar caused such disclosure controls and proesdorbe designed
under our supervision, to ensure that materiarinégion relating to the registrant, including itmesolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being prepared;

(b) Designed such internal control over finanogdorting, or caused such internal control ovearfirial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and th
preparation of financial statements for externappses in accordance with generally accepted aticguprinciples;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presénthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by
this report based on such evaluation; and

(d) Disclosed in this report any change in thastegnt’s internal control over financial reportitttat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contrales financial
reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control
over financial reporting, to the registrant’s aoditand the audit committee of the registrant’'sthad directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial
reporting which are reasonably likely to adversafgct the registrant’s ability to record, processnmarize and
report financial information; and

(b) Any fraud, whether or not material, that ine$ management or other employees who have aisatifole in the
registrant’s internal control over financial repogt

/s/ Adam L. Miller
Adam L. Miller
President and Chief Executive Officer

Date: February 26, 2014



Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302(A)
OF THE SARBANES-OXLEY ACT OF 2002

[, Perry A. Wallack, certify that:

1.
2.

(@)

(b)

()

(d)

(@)

(b)

| have reviewed this Annual Report on FofrKlof Cornerstone OnDemand, Inc.;

Based on my knowledge, this report does not comajnuntrue statement of a material fact or omgitéde a
material fact necessary to make the statements,nmaliight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoed by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows ofrégistrant as of, and
for, the periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal control over finaheporting
(as defined in Exchange Act Rules 13a-15(f) and 15(d)) for the registrant and have:

Designed such disclosure controls and proesdar caused such disclosure controls and proesdaoibe designed
under our supervision, to ensure that materiarinégion relating to the registrant, including ithesolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this report is
being prepared;

Designed such internal control over financial réjpor, or caused such internal control over finahi@aorting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and
the preparation of financial statements for extepoaposes in accordance with generally accepteduating
principles;

Evaluated the effectiveness of the registsadisclosure controls and procedures and preséentbds report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by
this report based on such evaluation; and

Disclosed in this report any change in the regmtsainternal control over financial reporting thatomed during th
registrant’s most recent fiscal quarter (the regrgts fourth fiscal quarter in the case of an aimeaport) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contrales financial
reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control
over financial reporting, to the registrant’s andstand the audit committee of the registrant'sthad directors (or
persons performing the equivalent functions):

All significant deficiencies and material weakses in the design or operation of internal oboirer financial
reporting which are reasonably likely to adversafect the registrant’s ability to record, processnmarize and
report financial information; and

Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

/sl Perry A. Wallack
Perry A. Wallack
Chief Financial Officer

Date: February 26, 2014



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Adam L. Miller, certify, pursuant to 18 U.S.Ce@&ion 1350, as adopted pursuant to Section 9@tedbarbane®xley Act of 2002, the
the Annual Report of Cornerstone OnDemand, Ind=am 10-K for the fiscal year ended December 3132lly complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934, as amended, and tifiatmation contained in such Annual
Report on Form 10-K fairly presents, in all materéspects, the financial condition and resultspdrations of Cornerstone OnDemand, Inc.

/s/ Adam L. Miller
Adam L. Miller
President and Chief Executive Officer

Date: February 26, 2014



Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Perry A. Wallack, certify, pursuant to 18 U.S$&ction 1350, as adopted pursuant to Section B Garbanes-Oxley Act of 2002,
that the Annual Report of Cornerstone OnDemand,dnd-orm 10-K for the fiscal year ended Decemtegr2813 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934, as amended, and tifiatnmation contained in such Annual
Report on Form 10-K fairly presents, in all materéespects, the financial condition and resultspdrations of Cornerstone OnDemand, Inc.

/sl Perry A. Wallack
Perry A. Wallack
Chief Financial Officer

Date: February 26, 2014



