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Cautionary Note on Forward-Looking Statements

 

This Quarterly Report on Form 10-Q contains "forward-looking statements" within the meaning of the Private Securities 

Litigation Reform Act of 1995, the provisions of Section 27A of the Securities Act of 1933, as amended (the "Securities Act"), 

and Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act").  Forward-looking statements 

include financial projections, statements of plans and objectives for future operations, statements of future economic 

performance, and statements of assumptions relating thereto. Forward-looking statements may appear throughout this report, 

including without limitation, Part I, Item 2, "Management's Discussion and Analysis of Financial Condition and Results of 

Operations," and are often identified by future or conditional words such as "will", "plans", "expects", "intends", "believes", 

"seeks", "estimates", or "anticipates", or by variations of such words or by similar expressions. There can be no assurances that 

forward-looking statements will be achieved. By their very nature, forward-looking statements involve known and unknown 

risks, uncertainties, assumptions, and other important factors that could cause our actual results or conditions to differ 

materially from those expressed or implied by such forward-looking statements. Important risks, uncertainties, assumptions, 

and other factors that could cause our actual results or conditions to differ materially from our forward-looking statements 

include, among others:

 

• uncertainties regarding the impact of general economic conditions in the United States and abroad, particularly in 

information technology spending and government budgets, on our business;

• risks associated with our ability to keep pace with technological changes and evolving industry standards in our 

product offerings and to successfully develop, launch, and drive demand for new and enhanced, innovative, high-

quality products that meet or exceed customer needs;

• risks due to aggressive competition in all of our markets, including with respect to maintaining margins and sufficient 

levels of investment in our business;

• risks created by the continued consolidation of our competitors or the introduction of large competitors in our markets 

with greater resources than we have;

• risks associated with our ability to successfully compete for, consummate, and implement mergers and acquisitions, 

including risks associated with capital constraints, valuations, costs and expenses, maintaining profitability levels, 

management distraction, post-acquisition integration activities, and potential asset impairments;

• risks relating to our ability to effectively and efficiently execute on our growth strategy, including managing 

investments in our business and operations and enhancing and securing our internal and external operations;

• risks associated with our ability to effectively and efficiently allocate limited financial and human resources to 

business, development, strategic, or other opportunities that may not come to fruition or produce satisfactory returns;

• risks that we may be unable to maintain and enhance relationships with key resellers, partners, and systems 

integrators;

• risks associated with the mishandling or perceived mishandling of sensitive or confidential information, security 

lapses, or with information technology system failures or disruptions;

• risks associated with our significant international operations, including, among others, in Israel, Europe, and Asia, 

exposure to regions subject to political or economic instability, and fluctuations in foreign exchange rates;

• risks associated with a significant amount of our business coming from domestic and foreign government customers, 

including the ability to maintain security clearances for certain projects;

• risks associated with complex and changing local and foreign regulatory environments in the jurisdictions in which we 

operate;

• risks associated with our ability to recruit and retain qualified personnel in regions in which we operate;

• challenges associated with selling sophisticated solutions, long sales cycles, and emphasis on larger transactions, 

including in assisting customers in realizing the benefits of our solutions and in accurately forecasting revenue and 

expenses and in maintaining profitability;

• risks that our intellectual property rights may not be adequate to protect our business or assets or that others may make 

claims on our intellectual property or claim infringement on their intellectual property rights;
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• risks that our products may contain defects, which could expose us to substantial liability;

• risks associated with our dependence on a limited number of suppliers or original equipment manufacturers ("OEMs") 

for certain components of our products, including companies that may compete with us or work with our competitors;

• risks that our customers or partners delay or cancel orders or are unable to honor contractual commitments due to 

liquidity issues, challenges in their business, or otherwise;

• risks that we may experience liquidity or working capital issues and related risks that financing sources may be 

unavailable to us on reasonable terms or at all;

• risks associated with significant leverage resulting from our current debt position, including with respect to covenant 

limitations and compliance, fluctuations in interest rates, and our ability to maintain our credit ratings;

• risks arising as a result of contingent or other obligations or liabilities assumed in our acquisition of our former parent 

company, Comverse Technology, Inc. (“CTI”), or associated with formerly being consolidated with, and part of a 

consolidated tax group with, CTI, or as a result of CTI's former subsidiary, Comverse, Inc. ("Comverse"), being 

unwilling or unable to provide us with certain indemnities or transition services to which we are entitled;

• risks relating to our ability to successfully implement and maintain adequate systems and internal controls for our 

current and future operations and reporting needs and related risks of financial statement omissions, misstatements, 

restatements, or filing delays; and 

• risks associated with changing tax rates, tax laws and regulations, and the continuing availability of expected tax 

benefits, including those expected as a result of acquisitions.

 

These risks, uncertainties, assumptions, and challenges, as well as other factors, are discussed in greater detail in "Risk Factors" 

under Item 1A of our Annual Report on Form 10-K for the year ended January 31, 2014. You are cautioned not to place undue 

reliance on forward-looking statements, which reflect our management’s view only as of the date of this report. We make no 

commitment to revise or update any forward-looking statements in order to reflect events or circumstances after the date any 

such statement is made, except as otherwise required under the federal securities laws. If we were in any particular instance to 

update or correct a forward-looking statement, investors and others should not conclude that we would make additional updates 

or corrections thereafter except as otherwise required under the federal securities laws.
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PART I

Item 1.  Financial Statements
VERINT SYSTEMS INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(Unaudited)

April 30, January 31,

 (in thousands, except share and per share data) 2014 2014

Assets   

Current Assets:   

Cash and cash equivalents $ 187,316 $ 378,618

Restricted cash and bank time deposits 19,949 6,423

Short-term investments 35,875 32,049

Accounts receivable, net of allowance for doubtful accounts of $1.1 million and $1.2 million,
respectively 238,747 194,312

Inventories 16,739 10,693

Deferred cost of revenue 10,097 10,818

Prepaid expenses and other current assets 77,110 61,478

  Total current assets 585,833 694,391

Property and equipment, net 53,507 40,145

Goodwill 1,242,960 853,389

Intangible assets, net 383,722 132,847

Capitalized software development costs, net 6,913 8,483

Long-term deferred cost of revenue 10,872 9,843

Other assets 39,473 33,809

  Total assets $ 2,323,280 $ 1,772,907

Liabilities and Stockholders' Equity   

Current Liabilities:   

Accounts payable $ 71,733 $ 65,656

Accrued expenses and other current liabilities 229,657 179,148

Current maturities of long-term debt 9,496 6,555

Deferred revenue 183,027 162,124

  Total current liabilities 493,913 413,483

Long-term debt 1,020,365 635,830

Long-term deferred revenue 13,547 13,661

Other liabilities 100,065 76,815

  Total liabilities 1,627,890 1,139,789

Commitments and Contingencies

Stockholders' Equity:   

Preferred Stock - $0.001 par value; authorized 2,207,000 shares at April 30, 2014 and January 31,
2014; none issued. — —

Common stock - $0.001 par value; authorized 120,000,000 shares.  Issued 54,339,000 and 53,907,000
shares; outstanding 54,037,000 and 53,605,000 shares at April 30, 2014 and January 31, 2014,
respectively. 54 54

Additional paid-in capital 941,174 924,663

Treasury stock, at cost - 302,000 shares at April 30, 2014 and January 31, 2014. (8,013) (8,013)

Accumulated deficit (222,049) (250,005)

Accumulated other comprehensive loss (22,809) (39,725)

Total Verint Systems Inc. stockholders' equity 688,357 626,974

Noncontrolling interest 7,033 6,144

  Total stockholders' equity 695,390 633,118

  Total liabilities and stockholders' equity $ 2,323,280 $ 1,772,907

See notes to condensed consolidated financial statements.
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VERINT SYSTEMS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations

(Unaudited) 

 
Three Months Ended 

April 30,

 (in thousands, except per share data) 2014 2013

Revenue:   

Product $ 108,136 $ 87,350

Service and support 149,257 117,436

  Total revenue 257,393 204,786

Cost of revenue:   

Product 39,477 31,172

Service and support 56,988 38,498

Amortization of acquired technology and backlog 6,358 3,638

  Total cost of revenue 102,823 73,308

Gross profit 154,570 131,478

Operating expenses:   

Research and development, net 41,323 30,028

Selling, general and administrative 101,048 81,704

Amortization of other acquired intangible assets 11,203 6,033

  Total operating expenses 153,574 117,765

Operating income 996 13,713

Other income (expense), net:   

Interest income 225 155

Interest expense (10,226) (7,188)

Losses on extinguishment of debt (7,092) (9,706)

Other income (expense), net 2,828 (1,808)

  Total other expense, net (14,265) (18,547)

Loss before (benefit from) provision for income taxes (13,269) (4,834)

(Benefit from) provision for income taxes (42,088) 3,103

Net income (loss) 28,819 (7,937)

Net income attributable to noncontrolling interest 863 1,216

Net income (loss) attributable to Verint Systems Inc. 27,956 (9,153)

Dividends on preferred stock — (174)

Net income (loss) attributable to Verint Systems Inc. common shares $ 27,956 $ (9,327)

Net income (loss) per common share attributable to Verint Systems Inc.:   

Basic $ 0.52 $ (0.18)

Diluted $ 0.51 $ (0.18)

Weighted-average common shares outstanding:   

Basic 53,737 51,970

Diluted 55,018 51,970

 
See notes to condensed consolidated financial statements.
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VERINT SYSTEMS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Comprehensive Income (Loss)

(Unaudited)

 

 
Three Months Ended 

April 30,

(in thousands) 2014 2013

Net income (loss) $ 28,819 $ (7,937)

Other comprehensive income (loss), net of reclassification adjustments:   

Foreign currency translation adjustments 16,736 (4,664)

Net unrealized losses on available-for-sale securities (3) —

Net unrealized gains on derivative financial instruments designated as hedges 311 2,072

Provision for income taxes on net unrealized gains on derivative financial instruments designated as
hedges (102) (186)

Other comprehensive income (loss) 16,942 (2,778)

Comprehensive income (loss) 45,761 (10,715)

Comprehensive income attributable to noncontrolling interest 889 1,149

Comprehensive income (loss) attributable to Verint Systems Inc. $ 44,872 $ (11,864)

 
See notes to condensed consolidated financial statements.
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VERINT SYSTEMS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Stockholders’ Equity

(Unaudited)

 

 Verint Systems Inc. Stockholders’ Equity   

 Common Stock

Additional
Paid-in
Capital

  
Accumulated

Other
Comprehensive

Loss

Total Verint
Systems Inc.
Stockholders'

Equity

 

Total
Stockholders'

Equity(in thousands) Shares
Par

Value
Treasury

Stock
Accumulated

Deficit

Non-
controlling

Interest

Balances as of January
31, 2013 40,158 $ 40 $ 580,762 $ (8,013) $ (303,762) $ (44,225) $ 224,802 $ 4,874 $ 229,676

Net income (loss) — — — — (9,153) — (9,153) 1,216 (7,937)

Other comprehensive loss — — — — — (2,711) (2,711) (67) (2,778)

Stock-based compensation
- equity portion — — 5,719 — — — 5,719 — 5,719

Exercises of stock options 76 — 1,687 — — — 1,687 — 1,687

Common stock issued for
stock awards and stock
bonuses 179 — 74 — — — 74 — 74

Stock issued for CTI
Merger 12,274 13 299,626 — — — 299,639 — 299,639

Tax effects from stock
award plans — — 15 — — — 15 — 15

Balances as of April 30,
2013 52,687 $ 53 $ 887,883 $ (8,013) $ (312,915) $ (46,936) $ 520,072 $ 6,023 $ 526,095

Balances as of January
31, 2014 53,605 $ 54 $ 924,663 $ (8,013) $ (250,005) $ (39,725) $ 626,974 $ 6,144 $ 633,118

Net income — — — — 27,956 — 27,956 863 28,819

Other comprehensive
income — — — — — 16,916 16,916 26 16,942

Stock-based compensation
- equity portion — — 10,228 — — — 10,228 — 10,228

Exercises of stock options 181 — 6,259 — — — 6,259 — 6,259

Common stock issued for
stock awards and stock
bonuses 251 — — — — — — — —

Tax effects from stock
award plans — — 24 — — — 24 — 24

Balances as of April 30,
2014 54,037 $ 54 $ 941,174 $ (8,013) $ (222,049) $ (22,809) $ 688,357 $ 7,033 $ 695,390

 
See notes to condensed consolidated financial statements.
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VERINT SYSTEMS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows

(Unaudited)

 

 
Three Months Ended 

April 30,

(in thousands) 2014 2013

Cash flows from operating activities:   

Net income (loss) $ 28,819 $ (7,937)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:   

Depreciation and amortization 23,324 14,459

Stock-based compensation - equity portion 10,228 5,719

Reduction of valuation allowance resulting from acquisition of KANA (45,171) —

Non-cash losses (gains) on derivative financial instruments, net 737 (430)

Losses on extinguishment of debt 7,092 9,706

Other non-cash items, net 5,146 4,661

Changes in operating assets and liabilities, net of effects of business combinations:   

Accounts receivable (25,412) (9,654)

Inventories (2,449) 3,097

Deferred cost of revenue (210) 841

Prepaid expenses and other assets 4,613 (294)

Accounts payable and accrued expenses 36,735 (1,331)

Deferred revenue 11,133 6,435

Other, net (550) 884

Net cash provided by operating activities 54,035 26,156

Cash flows from investing activities:   

Cash paid for business combinations, including adjustments, net of cash acquired (603,614) —

Purchases of property and equipment (3,781) (2,490)

Purchases of investments (3,339) (49,586)

Sales and maturities of investments 350 —

Cash paid for capitalized software development costs (1,473) (487)

Change in restricted cash and bank time deposits, including long-term portion, and other investing
activities, net (13,316) 3,361

Net cash used in investing activities (625,173) (49,202)

Cash flows from financing activities:   

Proceeds from borrowings, net of original issuance discounts 1,103,750 646,750

Repayments of borrowings and other financing obligations (719,289) (578,276)

Payments of debt issuance and other debt-related costs (8,895) (6,972)

Proceeds from exercises of stock options 6,239 1,686

Cash received in CTI Merger — 10,370

Payments of contingent consideration for business combinations (financing portion) (2,856) (3,451)

Net cash provided by financing activities 378,949 70,107

Effect of exchange rate changes on cash and cash equivalents 887 (870)

Net (decrease) increase in cash and cash equivalents (191,302) 46,191

Cash and cash equivalents, beginning of period 378,618 209,973

Cash and cash equivalents, end of period $ 187,316 $ 256,164

 
See notes to condensed consolidated financial statements.
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VERINT SYSTEMS INC. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES 

 

Description of Business

Unless the context otherwise requires, the terms "Verint", "we", "us", and "our" in these notes to condensed consolidated 

financial statements refer to Verint Systems Inc. and its consolidated subsidiaries.

Verint is a global leader in Actionable Intelligence solutions. Actionable Intelligence is a necessity in a dynamic world of 

massive information growth because it empowers organizations with crucial insights and enables decision makers to anticipate, 

respond, and take action. With Verint solutions and value-added services, organizations of all sizes and across many industries 

can make more timely and effective decisions. Today, more than 10,000 organizations in over 180 countries, including over 80 

percent of the Fortune 100, use Verint solutions to improve enterprise performance and make the world a safer place. 

Our Actionable Intelligence solutions help organizations address three important challenges: Customer Engagement 

Optimization; Security Intelligence; and Fraud, Risk, and Compliance. We help our customers capture large amounts of 

information from numerous data types and sources, use analytics to glean insights from the information, and leverage the 

resulting Actionable Intelligence to help achieve their customer engagement, enhanced security, and risk mitigation goals. 

Headquartered in Melville, New York, we support our customers around the globe directly and with an extensive network of 

selling and support partners. 

We conduct our business through three operating segments—Enterprise Intelligence, Communications and Cyber Intelligence 

("Communications Intelligence"), and Video and Situation Intelligence ("Video Intelligence"). Organizing our business through 

three operating segments allows us to align our resources and domain expertise to effectively address the Actionable 

Intelligence market. We address the Customer Engagement Optimization market opportunity through solutions from our 

Enterprise Intelligence segment. We address the Security Intelligence market opportunity through solutions from our 

Communications Intelligence segment and Video Intelligence segment, and we address the Fraud, Risk, and Compliance 

market opportunity through solutions from all three operating segments.

Preparation of Condensed Consolidated Financial Statements

The condensed consolidated financial statements included herein have been prepared in accordance with accounting principles 

generally accepted in the United States of America (“GAAP”) and on the same basis as the audited consolidated financial 

statements included in our Annual Report on Form 10-K filed with the U.S. Securities and Exchange Commission (“SEC”) for 

the year ended January 31, 2014. The condensed consolidated statements of operations, comprehensive income, stockholders’ 

equity, and cash flows for the periods ended April 30, 2014 and 2013, and the condensed consolidated balance sheet as of April 

30, 2014, are not audited but reflect all adjustments that are of a normal recurring nature and that are considered necessary for a 

fair presentation of the results for the periods shown. The condensed consolidated balance sheet as of January 31, 2014 is 

derived from the audited consolidated financial statements presented in our Annual Report on Form 10-K for the year ended 

January 31, 2014. Certain information and disclosures normally included in annual consolidated financial statements have been 

omitted pursuant to the rules and regulations of the SEC. Because the condensed consolidated interim financial statements do 

not include all of the information and disclosures required by GAAP for a complete set of financial statements, they should be 

read in conjunction with the audited consolidated financial statements and notes included in our Annual Report on Form 10-K 

filed with the SEC for the year ended January 31, 2014. The results for interim periods are not necessarily indicative of a full 

year’s results.

 

Principles of Consolidation 

 

The accompanying consolidated financial statements include the accounts of Verint Systems Inc., our wholly owned 

subsidiaries, and a joint venture in which we hold a 50% equity interest.  This joint venture functions as a systems integrator for 

Asian markets and is a variable interest entity in which we are the primary beneficiary.  Investments in companies in which we 

have less than a 20% ownership interest and do not exercise significant influence are accounted for at cost.  We include the 

results of operations of acquired companies from the date of acquisition.  All significant intercompany transactions and 

balances are eliminated.
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Use of Estimates 

 

The preparation of financial statements in conformity with GAAP requires our management to make estimates and 

assumptions, which may affect the reported amounts of assets and liabilities and the disclosure of contingent assets and 

liabilities at the date of the consolidated financial statements and the reported amounts of revenue and expenses during the 

reporting period.  Actual results could differ from those estimates.

Significant Accounting Policies

Our significant accounting policies are described in Note 1 to the consolidated financial statements included in our Annual 

Report on Form 10-K for the year ended January 31, 2014. There were no significant changes to our significant accounting 

policies during the three months ended April 30, 2014.

 

Recent Accounting Pronouncements

 

New Accounting Pronouncements Implemented

In March 2013, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No. 

2013-05, Foreign Currency Matters (Topic 830): Parent's Accounting for the Cumulative Translation Adjustment upon 

Derecognition of Certain Subsidiaries or Groups of Assets within a Foreign Entity or of an Investment in a Foreign Entity. This 

new standard is intended to resolve diversity in practice regarding the release into net income of a cumulative translation 

adjustment upon derecognition of a subsidiary or group of assets within a foreign entity. ASU No. 2013-05 was effective 

prospectively for us on February 2, 2014.  The adoption of this standard did not impact our condensed consolidated financial 

statements.

New Accounting Pronouncements To Be Implemented

In April 2014, the FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and 

Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components of an Entity. ASU 

2014-08 raises the threshold for a disposal to qualify as a discontinued operation and requires new disclosures of both 

discontinued operations and certain other disposals that do not meet the definition of a discontinued operation. It is effective for 

annual reporting periods beginning on or after December 15, 2014. Early adoption is permitted but only for disposals that have 

not been reported in previously issued financial statements. We are currently reviewing this standard, but we do not expect its 

adoption to materially impact our condensed consolidated financial statements, absent any disposals of components or groups 

of components that have a material effect on our financial results in future periods.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). ASU No. 2014-09 

supersedes the revenue recognition requirements in Topic 605, Revenue Recognition, and most industry-specific revenue 

recognition guidance throughout the Industry Topics of the Accounting Standards Codification. Additionally, this update 

supersedes some cost guidance included in Subtopic 605-35, Revenue Recognition-Construction-Type and Production-Type 

Contracts. The core principle of the guidance is that an entity should recognize revenue to depict the transfer of promised 

goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in 

exchange for those goods or services. It is effective for the first interim period within annual reporting periods beginning after 

December 15, 2016, and early adoption is not permitted. We are currently reviewing this standard to assess the impact on our 

future condensed consolidated financial statements.

2. NET INCOME (LOSS) PER COMMON SHARE ATTRIBUTABLE TO VERINT SYSTEMS INC.  

 

The following table summarizes the calculation of basic and diluted net income (loss) per common share attributable to Verint 

Systems Inc. for the three months ended April 30, 2014 and 2013:
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Three Months Ended 
April 30,

(in thousands, except per share amounts) 2014 2013

Net income (loss) $ 28,819 $ (7,937)

Net income attributable to noncontrolling interest 863 1,216

Net income (loss) attributable to Verint Systems Inc. 27,956 (9,153)

Dividends on preferred stock — (174)

Net income (loss) attributable to Verint Systems Inc. for basic net loss per common
share 27,956 (9,327)

Dilutive effect of dividends on preferred stock — —

Net income (loss) attributable to Verint Systems Inc. for diluted net loss per common
share $ 27,956 $ (9,327)

Weighted-average shares outstanding:
  

Basic 53,737 51,970

Dilutive effect of employee equity award plans 1,281 —

Dilutive effect of assumed conversion of preferred stock — —

Diluted 55,018 51,970

Net income (loss) per common share attributable to Verint Systems Inc.:
  

Basic $ 0.52 $ (0.18)

Diluted $ 0.51 $ (0.18)

We excluded the following weighted-average common shares underlying stock-based awards and the assumed conversion of 

our Series A Convertible Preferred Stock from the calculations of diluted net income per common share during the applicable 

periods because their inclusion would have been anti-dilutive: 

Three Months Ended 
April 30,

(in thousands) 2014 2013

Common shares excluded from calculation:
  

Stock options and restricted stock-based awards 289 694

Series A Convertible Preferred Stock — 504

Our Series A Convertible Preferred Stock was canceled in conjunction with the CTI Merger on February 4, 2013, as further 

discussed in Note 9, "Convertible Preferred Stock" and Note 14, "Merger with CTI". The weighted-average common shares 

underlying the assumed conversion of the Series A Convertible Preferred Stock for the three months ended April 30, 2013 in 

the table above reflect the Series A Convertible Preferred Stock as outstanding for only four days during that period.

3.   CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

The following tables summarize our cash, cash equivalents and short-term investments as of April 30, 2014 and January 31, 

2014:
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April 30, 2014

(in thousands) Cost Basis

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Estimated
Fair Value

Cash and cash equivalents:

Cash and bank time deposits $ 186,780 $ — $ — $ 186,780

Money market funds 536 — — 536

Total cash and cash equivalents $ 187,316 $ — $ — $ 187,316

Short-term investments:

Commercial paper and corporate debt securities (available-
for-sale) $ 9,548 $ 6 $ — $ 9,554

Bank time deposits 26,321 — — 26,321

Total short-term investments $ 35,869 $ 6 $ — $ 35,875

January 31, 2014

(in thousands) Cost Basis

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Estimated
Fair Value

Cash and cash equivalents:

Cash and bank time deposits $ 314,604 $ — $ — $ 314,604

Money market funds 14,023 — — 14,023

Commercial paper 49,986 5 — 49,991

Total cash and cash equivalents $ 378,613 $ 5 $ — $ 378,618

Short-term investments:

Commercial paper and corporate debt securities (available-
for-sale) $ 9,402 $ 4 $ — $ 9,406

Bank time deposits 22,643 — — 22,643

Total short-term investments $ 32,045 $ 4 $ — $ 32,049

Bank time deposits which are reported within short-term investments consist of deposits held outside of the U.S. with 

maturities of greater than three months, or without specified maturity dates which we intend to hold for periods in excess of 

three months. All other bank deposits are included within cash and cash equivalents.

As of April 30, 2014 and January 31, 2014, all of our available-for-sale investments had contractual maturities of less than one 

year. We report our available-for-sale securities at fair value, based on quoted market prices or other readily available market 

information. Unrealized gains and losses, net of applicable income taxes, are included in accumulated other comprehensive 

income (loss) within stockholders’ equity on our condensed consolidated balance sheets. Realized gains or losses, if applicable, 

are recorded in other income (expense), net in our condensed consolidated statement of operations, using the specific 

identification method. Gains and losses on sales of available-for-sale securities during the three months ended April 30, 2014 

and 2013 were not significant.

During the three months ended April 30, 2014, proceeds from sales and maturities of available-for-sale securities were $0.4 

million. There were no proceeds from sales and maturities of available-for-sale securities during the three months ended April 

30, 2013. 

We periodically review our investment portfolios to determine if any investment is other-than-temporarily impaired due to 

changes in credit risk or other potential valuation concerns. We believe that the investments we held at April 30, 2014 were not 

other-than-temporarily impaired. We held no available-for-sale securities with unrealized losses at April 30, 2014. We do not 

intend to sell our available-for-sale securities and it is not more likely than not that we will be required to sell them before 

recovery at par, which may be at maturity.

4. BUSINESS COMBINATIONS 

Three Months Ended April 30, 2014
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KANA Software, Inc.

On February 3, 2014, we completed the acquisition of KANA Software, Inc. and its subsidiaries through the merger of KANA 

Software, Inc.'s parent holding company, Kay Technology Holdings, Inc. (collectively, "KANA"), with an indirect, wholly 

owned subsidiary of Verint, with KANA continuing as the surviving company and as our wholly owned subsidiary. The 

purchase price consisted of $542.4 million of cash paid at the closing, partially offset by $25.1 million of KANA’s cash 

received in the acquisition, and a $0.7 million post-closing purchase price adjustment, resulting in net cash consideration of 

$516.6 million. The post-closing purchase price adjustment resulted from the final determination of KANA's February 3, 2014 

cash, debt, net working capital, transaction expenses and taxes, and was received in cash in May 2014.

The merger consideration was funded by a combination of cash on hand, $300.0 million of incremental term loans incurred in 

connection with an amendment to our Credit Agreement, and $125.0 million of borrowings under our 2013 Revolving Credit 

Facility (further details for which appear in Note 6, "Long-Term Debt").

KANA, based in Sunnyvale, California and with global operations, is a leading provider of on-premises and cloud-based 

solutions which create differentiated, personalized, and integrated customer experiences for large enterprises and mid-market 

organizations. KANA is being integrated into our Enterprise Intelligence operating segment.

Among the factors contributing to the recognition of goodwill as a component of the KANA purchase price allocation were 

synergies in products and technologies, and the addition of a skilled, assembled workforce. This goodwill has been assigned to 

our Enterprise Intelligence segment and while generally not deductible for income tax purposes, certain goodwill related to 

previous business combinations by KANA will be deductible for income tax purposes.

In connection with the purchase price allocation for KANA, the estimated fair value of undelivered performance obligations 

under customer contracts assumed in the merger was determined utilizing a cost build-up approach. The cost build-up approach 

calculates fair value by estimating the costs required to fulfill the obligations plus a reasonable profit margin, which 

approximates the amount that we believe would be required to pay a third party to assume the performance obligations. The 

estimated costs to fulfill the performance obligations were based on the historical direct costs for delivering similar services. As 

a result, in allocating the purchase price, we recorded $7.9 million of current and long-term deferred revenue, representing the 

estimated fair value of undelivered performance obligations for which payment had been received, which will be recognized as 

revenue as the underlying performance obligations are delivered. For undelivered performance obligations for which payment 

had not yet been received, we recorded an $18.6 million asset within prepaid expenses and other current assets as a component 

of the purchase price allocation, representing the estimated fair value of these obligations. We are amortizing this asset over the 

underlying delivery periods, as a reduction to revenue.

Revenue reported in our condensed consolidated statements of operations for the three months ended April 30, 2014 included 

$29.9 million attributable to KANA since the February 3, 2014 acquisition date. As a result of the ongoing integration of 

KANA into our Enterprise Intelligence operating segment, it is impracticable to determine the impact on net income 

attributable to KANA.

Transaction and related costs, consisting primarily of professional fees and integration expenses, directly related to the merger, 

totaled $1.5 million for the three months ended April 30, 2014, and were expensed as incurred.

UTX Technologies Limited

On March 31, 2014, we completed the acquisition of all of the outstanding shares of UTX Technologies Limited (“UTX”), a 

provider of certain mobile device tracking solutions for security applications, from UTX Limited. UTX Limited was our 

supplier of these products to our Communications Intelligence operating segment prior to the acquisition.  The purchase price 

consisted of $82.9 million of cash paid at closing, subject to adjustment, and we agreed to make potential additional future cash 

payments to UTX Limited of up to $1.5 million, contingent upon the achievement of certain performance targets over the 

period from closing through June 30, 2014.  The cash paid at closing was funded with cash on hand. The fair value of the 

contingent consideration obligation was estimated to be $1.3 million as of the acquisition date and at April 30, 2014.

UTX is based in the Europe, the Middle East and Africa (“EMEA”) region and is being integrated into our Communications 

Intelligence operating segment. 
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Among the factors contributing to the recognition of goodwill as a component of the UTX purchase price allocation were 

synergies in products and technologies, and the addition of a skilled, assembled workforce. This goodwill has been assigned to 

our Communications Intelligence segment and is not deductible for income tax purposes.

Revenue and income before provision for income taxes attributable to UTX from March 31, 2014 through April 30, 2014 were 

not significant.

Transaction and related costs, consisting primarily of professional fees and integration expenses, directly related to the 

acquisition of UTX, totaled $2.6 million for the three months ended April 30, 2014, and were expensed as incurred.

As a result of the UTX acquisition, we recorded a $2.6 million charge for the impairment of certain capitalized software 

development costs during the three months ended April 30, 2014, reflecting strategy changes in certain product development 

initiatives. This charge is reflected within cost of product revenue.

Other Business Combination

On April 16, 2014, we completed the acquisition of certain technology and other assets for use in our Communications 

Intelligence operating segment in a transaction that qualified as a business combination.  This business combination was not 

material to our condensed consolidated financial statements.

Purchase Price Allocations

The purchase price allocations for the business combinations completed during the three months ended April 30, 2014 have 

been prepared on a preliminary basis and changes to those allocations may occur as additional information becomes available 

during the respective measurement periods (up to one year from the respective acquisition dates). Fair values still under review 

include values assigned to identifiable intangible assets, deferred income taxes and reserves for uncertain income tax positions.

The purchase prices were allocated to the tangible and intangible assets acquired and liabilities assumed based on their 

estimated fair values on the acquisition dates, with the remaining unallocated purchase prices recorded as goodwill. The fair 

values assigned to identifiable intangible assets acquired were determined primarily by using the income approach, which 

discounts expected future cash flows to present value using estimates and assumptions determined by management.

The following table sets forth the components and the allocations of the purchase prices for our acquisitions of KANA and 

UTX.
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(in thousands) KANA UTX

Components of Purchase Prices:
 

Cash, including post-closing adjustments $ 541,685 $ 82,939

Fair value of contingent consideration — 1,347

Total purchase prices $ 541,685 $ 84,286

Allocation of Purchase Prices:
 

Net tangible assets (liabilities):
 

Accounts receivable $ 18,473 $ —

Other current assets 48,595 4,157

Other assets, including cash acquired 12,661 977

Current and other liabilities (15,643) (244)

Deferred revenue - current and long-term (7,932) (340)

Deferred income taxes - current and long-term (62,516) (5,020)

Net tangible liabilities (6,362) (470)

Identifiable intangible assets:
 

Customer relationships 151,900 2,000

Developed technology 55,500 37,400

Trademarks and trade names 11,500 —

Other intangible assets — 1,100

Total identifiable intangible assets 218,900 40,500

Goodwill 329,147 44,256

Total purchase price allocations $ 541,685 $ 84,286

The weighted-average estimated useful life of all finite-lived identifiable intangible assets acquired during the three months 

ended April 30, 2014 is 7.4 years.

For the acquisition of KANA, the acquired customer relationships, developed technology, and trademarks and trade names 

were assigned estimated useful lives of five to ten years, three to five years, and five years, respectively, the weighted average 

of which is approximately 8.1 years.

For the acquisition of UTX, the acquired customer relationships, developed technology and other intangible assets were 

assigned estimated useful lives of three years, four years, and four years, respectively, the weighted average of which is 

approximately 4.0 years.

The acquired identifiable intangible assets are being amortized on a straight-line basis, which we believe approximates the 

pattern in which the assets are utilized, over their estimated useful lives.

We have included the financial results of these business combinations in our condensed consolidated financial statements from 

their respective acquisition dates. 

Pro Forma Information

The following table provides unaudited pro forma operating results for the three months ended April 30, 2014 and 2013, as if 

KANA and UTX had been acquired on February 1, 2013. These unaudited pro forma results reflect certain adjustments related 

to these acquisitions, including amortization expense on finite-lived intangible assets acquired from KANA and UTX, interest 

expense and fees associated with additional long-term debt incurred to partially fund the acquisition of KANA, and adjustments 

to recognize the fair value of revenue associated with performance obligations assumed in the acquisition of KANA. 

For purposes of the following unaudited pro forma operating results, a $45.2 million income tax benefit resulting from a 

reduction of valuation allowances associated from the acquisition of KANA is reflected in the pro forma operating results for 

the three months ended April 30, 2013. The actual tax benefit was recorded during the three months ended April 30, 2014, as 

further described in Note 10, "Income Taxes".

The unaudited pro forma results do not include any operating efficiencies or potential cost savings which may result from these 

business combinations. Accordingly, such unaudited pro forma amounts are not necessarily indicative of the results that 
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actually would have occurred had the acquisitions been completed on February 1, 2013, nor are they indicative of future 

operating results.

Three Months Ended 
April 30,

(in thousands, except per share amounts) 2014 2013

Revenue $ 269,713 $ 227,162

Net (loss) income $ (2,808) $ 12,419

Net (loss) income attributable to Verint Systems Inc. $ (3,671) $ 11,203

Net (loss) income per common share attributable to Verint Systems Inc.:

Basic $ (0.07) $ 0.21

Diluted $ (0.07) $ 0.21

Business Combinations in Prior Periods

In connection with certain business combinations completed in prior periods, we have agreed to make contingent cash 

payments to the former shareholders or asset holders of the acquired businesses based upon achievement of performance targets 

following the acquisition dates. These obligations are measured at fair value at each reporting date.

For the three months ended April 30, 2014 and 2013, we recorded a benefit of $0.2 million and a charge of $0.8 million, 

respectively, within selling, general and administrative expenses for changes in the fair values of these obligations, which 

primarily reflected the impacts of revised expectations of achieving the performance targets. Payments of contingent 

consideration earned under these agreements were $3.1 million and $3.9 million for the three months ended April 30, 2014 and 

2013, respectively.

For a certain business combination completed during the year ended January 31, 2012, the purchase price allocation included 

liabilities for uncertain tax positions and certain other liabilities associated with pre-acquisition business activities of the 

acquired company. Corresponding indemnification assets were also recorded as components of the purchase price allocation for 

this acquisition, recognizing the selling shareholders’ contractual obligation to indemnify us for these pre-acquisition liabilities 

and were measured on the same basis as the corresponding liabilities. As of April 30, 2014 and January 31, 2014, the combined 

current and long-term liabilities for these matters were $3.5 million and $3.4 million, respectively. The corresponding current 

and long-term indemnification assets associated with these liabilities were $2.3 million at both April 30, 2014 and January 31, 

2014.

5. INTANGIBLE ASSETS AND GOODWILL 

 

Acquisition-related intangible assets consisted of the following as of April 30, 2014 and January 31, 2014:

 

 

April 30, 2014

(in thousands) Cost
Accumulated
Amortization Net

Intangible assets with finite lives:
   

Customer relationships $ 397,005 $ (152,758) $ 244,247

Acquired technology 204,799 (83,924) 120,875

Trade names 25,249 (12,351) 12,898

Non-competition agreements 6,619 (5,166) 1,453

Distribution network 4,440 (1,957) 2,483

Backlog 386 (320) 66

Total intangible assets with finite lives 638,498 (256,476) 382,022

In-process research and development, with indefinite lives 1,700 — 1,700

    Total $ 640,198 $ (256,476) $ 383,722
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January 31, 2014

(in thousands) Cost
Accumulated
Amortization Net

Intangible assets with finite lives:
   

Customer relationships $ 240,208 $ (141,714) $ 98,494

Acquired technology 106,361 (76,922) 29,439

Trade names 13,378 (11,378) 2,000

Non-competition agreements 5,514 (4,970) 544

Distribution network 2,440 (1,840) 600

Backlog 386 (316) 70

Total intangible assets with finite lives 368,287 (237,140) 131,147

In-process research and development, with indefinite lives 1,700 — 1,700

    Total $ 369,987 $ (237,140) $ 132,847

The following table presents net acquisition-related intangible assets by reportable segment as of April 30, 2014 and January 

31, 2014: 

April 30, January 31,

(in thousands) 2014 2014

Enterprise Intelligence $ 324,423 $ 115,928

Communications Intelligence 57,521 14,856

Video Intelligence 1,778 2,063

Total $ 383,722 $ 132,847

 

The reported amount of net acquisition-related intangible assets can fluctuate from the impact of changes in foreign exchange 

rates on intangible assets not denominated in U.S. dollars.

Total amortization expense recorded for acquisition-related intangible assets was $17.6 million and $9.7 million for the three 

months ended April 30, 2014 and 2013, respectively.

 

Estimated future amortization expense on finite-lived acquisition-related intangible assets as of April 30, 2014 is as follows:

(in thousands)
 

Years Ending January 31, Amount

2015 (remainder of year) $ 61,112

2016 78,605

2017 75,012

2018 55,164

2019 26,016

2020 and thereafter 86,113

   Total $ 382,022

 

Goodwill represents the excess of the purchase price in a business combination over the fair value of net tangible and 

identifiable intangible assets acquired. At the acquisition date, goodwill resulting from a business combination is assigned to 

those reporting units expected to benefit from the synergies of the combination. Reporting units may either be at, or one level 

below, our operating segment level.

Goodwill activity for the three months ended April 30, 2014, in total and by reportable segment, was as follows: 
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  Reportable Segment

(in thousands) Total
Enterprise
Intelligence

Communications
Intelligence

Video
Intelligence

Year Ended January 31, 2014:

Goodwill, gross, at January 31, 2014 $ 920,254 $ 795,722 $ 47,838 $ 76,694

Accumulated impairment losses through
January 31, 2014 (66,865) (30,791) — (36,074)

   Goodwill, net, at January 31, 2014 853,389 764,931 47,838 40,620

Business combinations 377,479 329,147 48,332 —

Foreign currency translation and other 12,092 11,217 427 448

   Goodwill, net, at April 30, 2014 $ 1,242,960 $ 1,105,295 $ 96,597 $ 41,068

Balance at April 30, 2014:    

Goodwill, gross, at April 30, 2014 $ 1,309,825 $ 1,136,086 $ 96,597 $ 77,142

Accumulated impairment losses through
April 30, 2014 (66,865) (30,791) — (36,074)

   Goodwill, net, at April 30, 2014 $ 1,242,960 $ 1,105,295 $ 96,597 $ 41,068

 

No events or circumstances indicating the potential for goodwill impairment were identified during the three months ended 

April 30, 2014. 

6. LONG-TERM DEBT 

 

The following table summarizes our long-term debt at April 30, 2014 and January 31, 2014: 

April 30, January 31,

(in thousands) 2014 2014

February 2014 Term Loans:

Gross borrowings $ 300,000 $ —

Unamortized debt discount (720) —

February 2014 Term Loans, net 299,280 —

March 2014 Term Loans 643,500 —

March 2013 Term Loans:
  

Gross borrowings — 645,125

Unamortized debt discount — (2,827)

March 2013 Term Loans, net — 642,298

Borrowings under 2013 Revolving Credit Facility 87,000 —

Other debt 81 87

Total debt 1,029,861 642,385

Less: current maturities 9,496 6,555

Long-term debt $ 1,020,365 $ 635,830

 

In April 2011, we entered into a credit agreement (together with the subsequent amendments discussed herein, the “Credit 

Agreement") with our lenders and concurrently terminated a prior credit agreement. The Credit Agreement provided for $770.0 

million of secured credit facilities, comprised of $600.0 million of term loans maturing in October 2017 (the “April 2011 Term 

Loans) and a $170.0 million revolving credit facility maturing in April 2016 (the “2011 Revolving Credit Facility”), subject to 

increase (up to a maximum increase of $300.0 million) and reduction from time to time.

The April 2011 Term Loans were subject to an original issuance discount of 0.50%, or $3.0 million, resulting in net proceeds of 

$597.0 million.  The discount was being amortized as interest expense over the term of the April 2011 Term Loans using the 

effective interest method.  We incurred debt issuance costs of $14.8 million associated with the Credit Agreement, which were 

deferred and were classified within other assets, and were being amortized as interest expense over the term of the Credit 

Agreement. 
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On March 6, 2013, we entered into an amendment and restatement agreement with our lenders, providing for the amendment 

and restatement of the Credit Agreement. This amendment and restatement agreement provided for $850.0 million of senior 

secured credit facilities, comprised of (i) $650.0 million of term loans maturing in September 2019 (the "March 2013 Term 

Loans") and (ii) a $200.0 million revolving credit facility maturing in March 2018 (the “2013 Revolving Credit Facility”), 

subject to increase (up to a maximum increase of $300.0 million) and reduction from time to time.

The March 2013 Term Loans were subject to an original issuance discount of 0.50%, or $3.3 million, resulting in net proceeds 

of $646.7 million.  The discount was being amortized as interest expense over the term of the March 2013 Term Loans using 

the effective interest method.

The majority of the proceeds of the March 2013 Term Loans were used to repay all $576.0 million of outstanding April 2011 

Term Loans at the March 6, 2013 closing date of the amendment and restatement agreement.  There were no outstanding 

borrowings under the 2011 Revolving Credit Facility at the closing date.

As further described below, on March 7, 2014, the March 2013 Term Loans were extinguished and replaced with the March 

2014 Term Loans, and the basis for determining the interest rate on borrowings under the 2013 Revolving Credit Facility was 

also amended. 

From March 6, 2013 through March 6, 2014, the March 2013 Term Loans and borrowings under the 2013 Revolving Credit 

Facility, if any, incurred interest, payable quarterly or, in the case of Eurodollar loans with an interest period of three months or 

shorter, at the end of any interest period, at a per annum rate of, at our election:

(a) in the case of Eurodollar loans, the Adjusted LIBO Rate plus 3.00% (or, if our corporate credit ratings are BB- and Ba3 

or better, 2.75%). The Adjusted LIBO Rate is the greater of (i) 1.00% per annum and (ii) the product of the LIBO Rate and 

Statutory Reserves (both as defined in the Credit Agreement), and

(b) in the case of Base Rate loans, the Base Rate plus 2.00% (or, if our corporate credit ratings are BB- and Ba3 or better, 

1.75%). The Base Rate is the greatest of (i) the administrative agent's prime rate, (ii) the Federal Funds Effective Rate (as 

defined in the Credit Agreement) plus 0.50% and (iii) the Adjusted LIBO Rate for a one-month interest period plus 1.00%.

As of January 31, 2014, the interest rate on the March 2013 Term Loans was 4.00%.

At the March 6, 2013 closing date of the amendment and restatement agreement, there were $11.0 million of unamortized 

deferred fees and $2.2 million of unamortized original issuance discount associated with the April 2011 Term Loans and the 

2011 Revolving Credit Facility. Of these $11.0 million of unamortized deferred fees, $3.5 million were associated with 

commitments under the 2011 Revolving Credit Facility provided by lenders that continued to provide revolving credit 

commitments under the 2013 Revolving Credit Facility and therefore continued to be deferred, and were being amortized over 

the remaining term of the Credit Agreement. The remaining $7.5 million of unamortized deferred fees and the $2.2 million 

unamortized original issuance discount, all of which related to the April 2011 Term Loans, were written off as a $9.7 million 

loss on extinguishment of debt in the year ended January 31, 2014.

We incurred debt issuance costs of approximately $7.5 million associated with the March 2013 Term Loans and the 2013 

Revolving Credit Facility, which were deferred and classified within other assets and were being amortized as interest expense 

over the remaining term of the Credit Agreement. Of these deferred costs, $5.0 million were associated with the March 2013 

Term Loans and were being amortized using the effective interest rate method, and $2.5 million were associated with the 2013 

Revolving Credit Facility and were being amortized on a straight-line basis.

We are required to pay a commitment fee equal to 0.50% per annum of the undrawn portion on the 2013 Revolving Credit 

Facility, payable quarterly, and customary administrative agent and letter of credit fees. These fees were unchanged from the 

2011 Revolving Credit Facility.

We were required to make principal payments of $1.6 million per quarter on the March 2013 Term Loans through August 1, 

2019, with the remaining balance due in September 2019.

During the three months ended April 30, 2014, we entered into four separate amendments to the Credit Agreement as described 

below. On February 3, 2014, in connection with the acquisition of KANA, we borrowed $125.0 million under the 2013 

Revolving Credit Facility and entered into Amendment No. 1 pursuant to which, on such date, we incurred $300.0 million of 

incremental term loans (the “February 2014 Term Loans”). The net proceeds of these borrowings were used to fund a portion of 

the KANA purchase price.
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The February 2014 Term Loans were subject to an original issuance discount of 0.25%, or $0.8 million, which is being 

amortized as interest expense over the term of the February 2014 Term Loans using the effective interest method.

The February 2014 Term Loans bear interest, payable quarterly or, in the case of Eurodollar loans with an interest period of 

three months or less, at the end of the applicable interest period, at a per annum rate of, at our election:

(a) in the case of Eurodollar loans, the Adjusted LIBO Rate plus 2.75%. The Adjusted LIBO Rate is the greater of (i) 

0.75% per annum and (ii) the product of (x) the LIBO Rate and (y) Statutory Reserves (both as defined in the Credit 

Agreement), and 

(b) in the case of Base Rate loans, the Base Rate plus 1.75%.  The Base Rate is the greatest of (i) the administrative agent’s 

prime rate, (ii) the Federal Funds Effective Rate (as defined in the Credit Agreement) plus 0.50% and (iii) the Adjusted 

LIBO Rate for a one-month interest period plus 1.00%.

As of April 30, 2014, the interest rate on the February 2014 Term Loans was 3.50%. Including the impact of the 0.25% original 

issuance discount and related deferred debt issuance costs, the effective interest rate on the February 2014 Term Loans was 

approximately 4.02% at such date.

We incurred debt issuance costs of approximately $7.0 million associated with the February 2014 Term Loans, which have 

been deferred and are classified within other assets and are being amortized as interest expense over the term of the February 

2014 Term Loans using the effective interest rate method.

We are required to make principal payments of $0.8 million per quarter on the February 2014 Term Loans commencing on May 

1, 2014 and continuing through August 1, 2019, with the remaining balance due in September 2019. Optional prepayments of 

the February 2014 Term Loans are permitted without premium or penalty, other than customary breakage costs associated with 

the prepayment of loans bearing interest based on LIBO Rates and a 1.0% premium applicable in the event of specified 

repricing transactions prior to September 8, 2014.

On February 3, 2014, we also entered into Amendment No. 2 to, among other things, (i) permit us to increase the permitted 

amount of additional incremental term loans and revolving credit commitments under the Credit Agreement (beyond the 

February 2014 Term Loans borrowed under Amendment No. 1) by up to, in the aggregate, $200.0 million plus an additional 

amount such that the First Lien Leverage Ratio (as defined in Amendment No. 2) would not exceed the specified maximum 

ratio set forth therein, (ii) increase the size of certain negative covenant basket carve-outs, (iii) permit us to issue Permitted 

Convertible Indebtedness (as defined in Amendment No. 2), and (iv) permit us to refinance all or a portion of any existing class 

of term loans under the Credit Agreement with replacement term loans.

Further, on February 3, 2014, we entered into Amendment No. 3 to extend by one year, to January 31, 2016, the step-down date 

of the leverage ratio covenant applicable to our 2013 Revolving Credit Facility and, subject to the effectiveness of Amendment 

No. 4 (as described below), reprice the interest rate applicable to borrowings under the 2013 Revolving Credit Facility to the 

interest rate applicable to the February 2014 Term Loans.

On March 7, 2014, we entered into Amendment No. 4 to refinance all $643.5 million of outstanding March 2013 Term Loans at 

that date with $643.5 million of new term loans (the “March 2014 Term Loans”). The provisions for determining the interest 

rate on the March 2014 Term Loans is identical to such provisions for the February 2014 Term Loans. The repricing of the 

interest rate applicable to borrowings under the 2013 Revolving Credit Facility contemplated by Amendment No. 3 became 

effective on March 7, 2014, upon the effectiveness of Amendment No. 4.

As of April 30, 2014, the interest rate on the March 2014 Term Loans was 3.50%. Including the impact the related deferred debt 

issuance costs, the effective interest rate on the March 2014 Term Loans was approximately 3.58%  at such date.

We are required to make principal payments of $1.6 million per quarter on the March 2014 Term Loans through August 1, 

2019, with the remaining balance due in September 2019.  Optional prepayments of the loans are permitted without premium or 

penalty, other than customary breakage costs associated with the prepayment of loans bearing interest based on LIBO Rates. 

The March 2014 Term Loans otherwise retained all of the terms and conditions of the March 2013 Term Loans.

The loans under the Credit Agreement are subject to mandatory prepayment requirements with respect to certain asset sales, 

excess cash flows (as defined in the Credit Agreement), and certain other events. Prepayments are applied first to the eight 
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immediately following scheduled term loan principal payments, then pro rata to other remaining scheduled term loan principal 

payments, if any, and thereafter as otherwise provided in the Credit Agreement.

The refinancing of the March 2013 Term Loans with the March 2014 Term Loans pursuant to Amendment No. 4 was accounted 

for as an extinguishment of the March 2013 Term Loans, and as a result, $4.3 million of unamortized deferred fees and $2.8 

million of unamortized original issuance discount associated with the March 2013 Term Loans as of the March 7, 2014 

effective date of Amendment No. 4 were written off as a $7.1 million loss on extinguishment of debt for the three months ended 

April 30, 2014.

We incurred $2.5 million of fees in consideration of Amendment No. 4, which have been deferred and are classified within 

other assets and are being amortized as interest expense over the remaining term of the March 2014 Term Loans using the 

effective interest rate method. There was no original issuance discount on the March 2014 Term Loans.

Borrowings under the 2013 Revolving Credit Facility were $87.0 million at April 30, 2014. The initial interest rate on the 

February 3, 2014 borrowings under the 2013 Revolving Credit Facility was 4.00%, but was adjusted to 3.50% on March 7, 

2014, as further described above, and remained at 3.50% at April 30, 2014.

As of April 30, 2014, future scheduled principal payments on the February 2014 Term Loans and March 2014 Term Loans are 

as presented in the following table:

(in thousands)
February

2014
March 
2014

Years Ending January 31, Term Loans Term Loans

2015 (remainder of year) $ 2,250 $ 4,826

2016 3,000 6,435

2017 3,000 6,435

2018 3,000 6,435

2019 3,000 6,435

2020 285,750 612,934

   Total $ 300,000 $ 643,500

We incurred interest on borrowings under our credit facilities of $9.2 million and $6.4 million during the three months ended 

April 30, 2014 and 2013, respectively.  In addition, we recorded $0.7 million and $0.6 million during the three months ended 

April 30, 2014 and 2013, respectively, for amortization of our deferred debt issuance costs, which is also reported within 

interest expense on our condensed consolidated statements of operations. We also recorded $0.1 million during each of the 

three months ended April 30, 2014 and 2013 for amortization of original issuance term loan discounts, which is also reported 

within interest expense on our condensed consolidated statements of operations.

Our obligations under the Credit Agreement are guaranteed by substantially all of our domestic subsidiaries and certain foreign 

subsidiaries that have elected to be disregarded for U.S. tax purposes, and are secured by security interests in substantially all of 

our and their assets, subject to certain exceptions detailed in the Credit Agreement and related ancillary documents.

The Credit Agreement contains certain customary affirmative and negative covenants for credit facilities of this type, which 

include limitations on us and our subsidiaries with respect to indebtedness, liens, nature of business, investments and loans, 

distributions, acquisitions, dispositions of assets, sale-leaseback transactions and transactions with affiliates. The 2013 

Revolving Credit Facility also contains a financial covenant that requires us to maintain a ratio of Consolidated Total Debt to 

Consolidated EBITDA (each as defined in the Credit Agreement) of no greater than 5.00 to 1 until January 31, 2016 (as 

amended on February 3, 2014 by Amendment No. 3, as described above) and no greater than 4.50 to 1 thereafter (the "Leverage 

Ratio Covenant"). The limitations imposed by the covenants are subject to certain exceptions as detailed in the Credit 

Agreement.

The Credit Agreement provides for certain customary events of default with corresponding grace periods. These events of 

default include failure to pay principal or interest when due under the Credit Agreement, failure to comply with covenants, any 

representation or warranty made by us proving to be inaccurate in any material respect, defaults under certain other 

indebtedness of ours or our subsidiaries, the occurrence of a Change of Control (as defined in the Credit Agreement) with 

respect to us and certain insolvency or receivership events affecting us or our significant subsidiaries. Upon the occurrence of 

an event of default resulting from a violation of the Leverage Ratio Covenant, the lenders under our 2013 Revolving Credit 

Facility may require us to immediately repay outstanding borrowings under the 2013 Revolving Credit Facility and may 

terminate their commitments to provide loans under that facility. A violation of the Leverage Ratio Covenant would not, by 
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itself, result in an event of default under the February 2014 Term Loans or March 2014 Term Loans but may trigger a cross-

default under the term loans in the event we are required to repay outstanding borrowings under the 2013 Revolving Credit 

Facility.  Upon the occurrence of other events of default, the lenders may require us to immediately repay all outstanding 

borrowings under the Credit Agreement and the lenders under our 2013 Revolving Credit Facility may terminate their 

commitments to provide loans under the facility.

Our other debt at April 30, 2014 consisted of $0.1 million of development bank and government debt, related to a past business 

combination.

7. SUPPLEMENTAL CONDENSED CONSOLIDATED FINANCIAL STATEMENT INFORMATION 

 

Condensed Consolidated Balance Sheets

 

Inventories consisted of the following as of April 30, 2014 and January 31, 2014: 

April 30, January 31,

(in thousands) 2014 2014

Raw materials $ 7,522 $ 3,190

Work-in-process 7,576 5,645

Finished goods 1,641 1,858

Total inventories $ 16,739 $ 10,693

 

Condensed Consolidated Statements of Operations

 

Other income (expense), net consisted of the following for the three months ended April 30, 2014 and 2013: 

 

Three Months Ended 
April 30,

(in thousands) 2014 2013

Foreign currency gains (losses), net $ 3,195 $ (1,720)

(Losses) gains on derivative financial instruments, net (737) 430

Other, net 370 (518)

Total other income (expense), net $ 2,828 $ (1,808)

Condensed Consolidated Statements of Cash Flows

 

The following table provides supplemental information regarding our condensed consolidated cash flows for the three months 

ended April 30, 2014 and 2013: 

 

Three Months Ended 
April 30,

(in thousands) 2014 2013

Cash paid for interest $ 9,850 $ 6,985

Cash payments of income taxes, net of refunds received $ 3,477 $ 2,685

Non-cash investing and financing transactions:
 

Net non-cash assets acquired in CTI Merger $ — $ 3,727

Accrued but unpaid purchases of property and equipment $ 780 $ 792

Inventory transfers to property and equipment $ 25 $ 153

Liabilities for contingent consideration in business combinations $ 4,947 $ —

Stock options exercised, proceeds received subsequent to period end $ 106 $ 1

Purchases under supplier financing arrangements $ 280 $ —

Accrued but unpaid debt issuance and other debt-related costs $ 363 $ 741
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8. STOCKHOLDERS’ EQUITY 

 

Dividends on Common Stock

We did not declare or pay any dividends on our common stock during the three months ended April 30, 2014 and 2013. 

Commencing in May 2007, with our issuance of Series A Convertible Preferred Stock and our entry into a prior credit 

agreement, and continuing under the terms of our current Credit Agreement, we are subject to certain restrictions on declaring 

and paying dividends on our common stock. Our Series A Convertible Preferred Stock was canceled on February 4, 2013 in 

connection with the CTI Merger, further details of which appear in Note 14, "Merger with CTI".

Treasury Stock

 

Repurchased shares of common stock are recorded as treasury stock, at cost. At April 30, 2014 and January 31, 2014, we held 

approximately 302,000 shares of treasury stock with a cost of $8.0 million.

 

We did not acquire any treasury stock during the three months ended April 30, 2014 and 2013.

 

Accumulated Other Comprehensive Loss

 

Accumulated other comprehensive income (loss) includes items such as foreign currency translation adjustments and 

unrealized gains and losses on certain marketable securities and derivative financial instruments designated as hedges. 

Accumulated other comprehensive income (loss) is presented as a separate line item in the stockholders’ equity section of our 

condensed consolidated balance sheets. Accumulated other comprehensive income (loss) items have no impact on our net 

income as presented in our condensed consolidated statements of operations.

The following table summarizes changes in the components of our accumulated other comprehensive loss by component for the 

three months ended April 30, 2014:

(in thousands)

Unrealized
Gains on

Derivative
Financial

Instruments
Designated as

Hedges

Unrealized
Gains on

Available-for-
Sale

Investments

Foreign
Currency

Translation
Adjustments Total

Accumulated other comprehensive income (loss) at January
31, 2014 $ 1,485 $ 9 $ (41,219) $ (39,725)

Other comprehensive income (loss) before reclassifications 1,004 (3) 16,710 17,711

Amounts reclassified out of accumulated other comprehensive
income (loss) (795) — — (795)

Net other comprehensive income (loss), current period 209 (3) 16,710 16,916

Accumulated other comprehensive income (loss) at April
30, 2014 $ 1,694 $ 6 $ (24,509) $ (22,809)

All amounts presented in the table above are net of income taxes, if applicable.

The amounts reclassified out of accumulated other comprehensive loss into the condensed consolidated statements of 

operations, with presentation location, for the three months ended April 30, 2014 and 2013 were as follows:
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Three Months Ended 
April 30,

Affected Line Items in the
Condensed Consolidated
Statement of Operations(in thousands) 2014 2013

Unrealized (gains) on derivative financial instruments:

Foreign currency forward contracts $ (65) $ (66) Cost of product revenue

(61) (66) Cost of service revenue

(481) (438) Research and development, net

(223) (210)
Selling, general and
administrative

(830) (780)
Total before provision for income
taxes

35 70 Provision for income taxes

$ (795) $ (710) Total, net of income taxes

Noncontrolling Interest

The noncontrolling interest presented in our condensed consolidated financial statements reflects a 50% noncontrolling equity 

interest in a joint venture which functions as a systems integrator for Asian markets.

9. CONVERTIBLE PREFERRED STOCK 

 

On May 25, 2007, we entered into an agreement with CTI whereby CTI purchased 293,000 shares of our Series A Convertible 

Preferred Stock for an aggregate cash purchase price of $293.0 million.

On February 4, 2013, the CTI Merger was completed and eliminated CTI's majority ownership and control of us. Each of the 

293,000 outstanding shares of Series A Convertible Preferred Stock, all of which was held by CTI, was canceled upon 

completion of the CTI Merger. Upon cancellation of these 293,000 shares of Series A Convertible Preferred Stock, our 

authorized shares of preferred stock were reduced from 2,500,000 shares to 2,207,000 shares, in accordance with the certificate 

of designation for the Series A Convertible Preferred Stock.

Further details regarding the CTI Merger appear in Note 14, "Merger Agreement with CTI".

10. INCOME TAXES 

 

Our interim provision for income taxes is measured using an estimated annual effective tax rate, adjusted for discrete items that 

occur within the periods presented.  The comparison of our effective tax rate between periods is significantly impacted by the 

level and mix of earnings and losses by tax jurisdiction, foreign income tax rate differentials, amount of permanent book to tax 

differences, the impact of unrecognized tax benefits, and the effects of valuation allowances on certain loss jurisdictions.

For the three months ended April 30, 2014, we recorded an income tax benefit of $42.1 million on a pre-tax loss of $13.3 

million, which represented an effective income tax benefit rate of 317.2%.  The current period income tax benefit is primarily 

attributable to the release of $45.2 million of Verint valuation allowances.  We maintain valuation allowances on our net U.S. 

deferred income tax assets related to federal and certain state jurisdictions.  In connection with the acquisition of KANA, we 

recorded deferred income tax liabilities primarily attributable to acquired intangible assets to the extent the amortization will 

not be deductible for tax purposes. Under accounting guidelines, because the amortization of the intangible assets in future 

periods provides a source of taxable income, we expect to realize a portion of our existing deferred income tax assets. As such, 

we have reduced the valuation allowance recorded on our deferred income tax assets to the extent of the deferred income tax 

liabilities recorded.  Because the valuation allowance related to existing Verint deferred income tax assets, the impact of the 

release is reflected as a discrete income tax benefit and not as a component of the KANA acquisition accounting.  The effective 

income tax rate was also affected by the mix and levels of income and losses among taxing jurisdictions.  Pre-tax income in our 

profitable jurisdictions, where we recorded tax provisions, was less than our domestic losses where we maintain valuation 

allowances and did not record the related tax benefits. Excluding the income tax benefit attributable to the valuation allowance 

release, the result was an income tax provision of $3.1 million on a pre-tax loss $13.3 million, resulting in a negative effective 

tax rate of 23.2%.
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For the three months ended April 30, 2013, we recorded a $3.1 million provision for income taxes on a pre-tax loss of $4.8 

million, which represented a negative effective income tax rate of 64.2%.  The income tax provision does not include income 

tax benefits on losses incurred by certain domestic operations where we maintain valuation allowances and is mainly the result 

of the activities of profitable jurisdictions.  Our pre-tax income in profitable jurisdictions, where we record tax provisions, was 

lower than domestic losses where we maintain valuation allowances and do not record tax benefits, resulting in a negative 

effective income tax rate.

As required by the authoritative guidance on accounting for income taxes, we evaluate the realizability of deferred income tax 

assets on a jurisdictional basis at each reporting date.  Accounting for income taxes guidance requires that a valuation 

allowance be established when it is more-likely-than-not that all or a portion of the deferred income tax assets will not be 

realized.  In circumstances where there is sufficient negative evidence indicating that the deferred income tax assets are not 

more-likely-than-not realizable, we establish a valuation allowance.  We determined that there is sufficient negative evidence to 

maintain the valuation allowances against our federal and certain state and foreign deferred income tax assets as a result of 

historical losses in the most recent three-year period in the U.S. and in certain foreign jurisdictions.  We intend to maintain 

valuation allowances until sufficient positive evidence exists to support a reversal. 

We had unrecognized tax benefits of $151.5 million and $145.4 million (excluding interest and penalties) as of April 30, 2014 

and January 31, 2014, respectively.  The accrued liability for interest and penalties was $10.2 million and $8.7 million at April 

30, 2014 and January 31, 2014, respectively.  Interest and penalties are recorded as a component of the provision for income 

taxes in our condensed consolidated statements of operations.  As of April 30, 2014 and January 31, 2014, the total amount of 

unrecognized tax benefits that, if recognized, would impact our effective tax rate were approximately $145.8 million and 

$139.7 million, respectively.  We regularly assess the adequacy of our provisions for income tax contingencies in accordance 

with the applicable authoritative guidance on accounting for income taxes.  As a result, we may adjust the reserves for 

unrecognized tax benefits for the impact of new facts and developments, such as changes to interpretations of relevant tax law, 

assessments from taxing authorities, settlements with taxing authorities, and lapses of statutes of limitation.  Further, we believe 

that it is reasonably possible that the total amount of unrecognized tax benefits at April 30, 2014 could decrease by 

approximately $3.2 million in the next twelve months as a result of settlement of certain tax audits or lapses of statutes of 

limitation.  Such decreases may involve the payment of additional taxes, the adjustment of deferred income taxes including the 

need for additional valuation allowances, and the recognition of tax benefits.  Our income tax returns are subject to ongoing tax 

examinations in several jurisdictions in which we operate.  We also believe that it is reasonably possible that new issues may be 

raised by tax authorities or developments in tax audits may occur which would require increases or decreases to the balance of 

reserves for unrecognized tax benefits; however, an estimate of such changes cannot reasonably be made.

11. FAIR VALUE MEASUREMENTS 

 

Fair value is defined as the price that would be received from selling an asset or paid to transfer a liability in an orderly 

transaction between market participants at the measurement date. When determining the fair value measurements for assets and 

liabilities required to be recorded at fair value, we consider the principal or most advantageous market in which we would 

transact and consider assumptions that market participants would use when pricing the asset or liability, such as inherent risk, 

transfer restrictions, and risk of nonperformance.

 

Accounting guidance establishes a fair value hierarchy that requires an entity to maximize the use of observable inputs and 

minimize the use of unobservable inputs when measuring fair value. An instrument’s categorization within the fair value 

hierarchy is based upon the lowest level of input that is significant to the fair value measurement. This fair value hierarchy 

consists of three levels of inputs that may be used to measure fair value:

 

• Level 1:  quoted prices in active markets for identical assets or liabilities;

• Level 2:  inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices in active 

markets for similar assets or liabilities, quoted prices for identical or similar assets or liabilities in markets that are not 

active, or other inputs that are observable or can be corroborated by observable market data for substantially the full 

term of the assets or liabilities; or

• Level 3:  unobservable inputs that are supported by little or no market activity.
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We review the fair value hierarchy classification of our applicable assets and liabilities at each reporting period. Changes in the 

observability of valuation inputs may result in transfers within the fair value measurement hierarchy. There were no transfers 

between levels of the fair value measurement hierarchy during the three months ended April 30, 2014 and 2013.

 

Assets and Liabilities Measured at Fair Value on a Recurring Basis

 

Our assets and liabilities measured at fair value on a recurring basis consisted of the following as of April 30, 2014 and January 

31, 2014: 

 

April 30, 2014

 
Fair Value Hierarchy Category

(in thousands) Level 1 Level 2 Level 3

Assets:
   

Money market funds $ 536 $ — $ —

Short-term investments, classified as available-for-sale — 9,554 —

Foreign currency forward contracts — 2,154 —

Total assets $ 536 $ 11,708 $ —

Liabilities:
   

Foreign currency forward contracts $ — $ 920 $ —

Contingent consideration - business combinations — — 19,119

Total liabilities $ — $ 920 $ 19,119

 

 
January 31, 2014

 
Fair Value Hierarchy Category

(in thousands) Level 1 Level 2 Level 3

Assets:
   

Money market funds $ 14,023 $ — $ —

Commercial paper (1) — 49,991 —

Short-term investments, classified as available for sale — 9,406 —

Foreign currency forward contracts — 2,466 —

Total assets $ 14,023 $ 61,863 $ —

Liabilities:
   

Foreign currency forward contracts $ — $ 846 $ —

Contingent consideration - business combinations — — 17,307

Total liabilities $ — $ 846 $ 17,307

(1)  Commercial paper investments with remaining maturities of three months or less at time of purchase, classified within

cash and cash equivalents.

The following table presents the changes in the estimated fair values of our liabilities for contingent consideration measured 

using significant unobservable inputs (Level 3) for the three months ended April 30, 2014 and 2013: 

 

Three Months Ended 
April 30,

(in thousands) 2014 2013

Fair value measurement at beginning of period $ 17,307 $ 25,041

Contingent consideration liabilities recorded for business combinations 4,947 —

Changes in fair values, recorded in operating expenses (194) 757

Payments of contingent consideration (3,080) (3,928)

Foreign exchange translation and other 139 —

Fair value measurement at end of period $ 19,119 $ 21,870

 

Our estimated liability for contingent consideration represents potential payments of additional consideration for business 

combinations, payable if certain defined performance goals are achieved. Changes in fair value of contingent consideration are 

recorded in the condensed consolidated statements of operations within selling, general and administrative expenses.
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Fair Value Measurements

 

Money Market Funds - We value our money market funds using quoted active market prices for such funds.

Short-term Investments - Short-term investments represent investments in commercial paper and corporate bonds classified as 

available-for-sale.  Investments in commercial paper with remaining maturities of three months or less at time of purchase are 

classified within cash and cash equivalents. The fair values of these investments are estimated using observable market prices 

for identical securities that are traded in less-active markets, if available. When observable market prices for identical securities 

are not available, we value these short-term investments using non-binding market price quotes from brokers which we review 

for reasonableness using observable market data; quoted market prices for similar instruments; or pricing models, such as a 

discounted cash flow model.

Foreign Currency Forward Contracts - The estimated fair value of foreign currency forward contracts is based on quotes 

received from the counterparties thereto. These quotes are reviewed for reasonableness by discounting the future estimated cash 

flows under the contracts, considering the terms and maturities of the contracts and market exchange rates using readily 

observable market prices for similar contracts.

 

Contingent Consideration - Business Combinations - The fair value of the contingent consideration related to business 

combinations is estimated using a probability-adjusted discounted cash flow model. These fair value measurements are based 

on significant inputs not observable in the market. The key internally developed assumptions used in these models are discount 

rates and the probabilities assigned to the milestones to be achieved. We remeasure the fair value of the contingent 

consideration at each reporting period, and any changes in fair value resulting from either the passage of time or events 

occurring after the acquisition date, such as changes in discount rates, or in the expectations of achieving the performance 

targets, are recorded within selling, general, and administrative expenses. Increases or decreases in discount rates would have 

inverse impacts on the related fair value measurements, while favorable or unfavorable changes in expectations of achieving 

performance targets would result in corresponding increases or decreases in the related fair value measurements. We utilized 

discount rates ranging from 1.1% to 40.0% in our calculations of the estimated fair values of our contingent consideration 

liabilities as of April 30, 2014. We utilized discount rates ranging from 1.1% to 27.0% in our calculations of the estimated fair 

values of our contingent consideration liabilities as of January 31, 2014.

Other Financial Instruments

  

The carrying amounts of accounts receivable, accounts payable, and accrued liabilities and other current liabilities approximate 

fair value due to their short maturities.

 

The estimated fair values of our term loans and our revolving credit borrowings at April 30, 2014 were approximately $941 

million and $80 million, respectively. The estimated fair value of our term loans at January 31, 2014 was $647 million. We had 

no revolving credit borrowings at January 31, 2014. The estimated fair values of our term loans are based upon indicative bid 

and ask prices as determined by the agent responsible for the syndication of our term loans. We consider these inputs to be 

within Level 3 of the fair value hierarchy because we cannot reasonably observe activity in the limited market in which 

participations in our term loans are traded. The indicative prices of our term loans provided to us as at each of April 30, 2014 

and January 31, 2014 did not significantly differ from par value. The estimated fair value of our revolving credit borrowings is 

based upon indicative market values provided by one of our lenders.

 

Assets and Liabilities Not Measured at Fair Value on a Recurring Basis

 

In addition to assets and liabilities that are measured at fair value on a recurring basis, we also measure certain assets and 

liabilities at fair value on a nonrecurring basis. Our non-financial assets, including goodwill, intangible assets and property, 

plant and equipment, are measured at fair value when there is an indication of impairment and the carrying amount exceeds the 

asset’s projected undiscounted cash flows. These assets are recorded at fair value only when an impairment charge is 

recognized.  Further details regarding our regular impairment reviews appear in Note 1, "Summary of Significant Accounting 

Policies".

12. DERIVATIVE FINANCIAL INSTRUMENTS
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Our primary objective for holding derivative financial instruments is to manage foreign currency exchange rate risk and interest 

rate risk, when deemed appropriate. We enter into these contracts in the normal course of business to mitigate risks and not for 

speculative purposes.

 

Foreign Currency Forward Contracts

 

Under our risk management strategy, we periodically use derivative financial instruments to manage our short-term exposures 

to fluctuations in foreign currency exchange rates. We utilize foreign currency forward contracts to hedge certain operational 

cash flow exposures resulting from changes in foreign currency exchange rates. These cash flow exposures result from portions 

of our forecasted operating expenses, primarily compensation and related expenses, which are transacted in currencies other 

than the U.S. dollar, primarily the Israeli shekel and the Canadian dollar. We also periodically utilize foreign currency forward 

contracts to manage exposures resulting from forecasted customer collections to be remitted in currencies other than the 

applicable functional currency, and exposures from cash, cash equivalents and short-term investments denominated in 

currencies other than the applicable functional currency. Our joint venture, which has a Singapore dollar functional currency, 

also utilizes foreign exchange forward contracts to manage its exposure to exchange rate fluctuations related to settlements of 

liabilities denominated in U.S. dollars. These foreign currency forward contracts are reported at fair value on our consolidated 

balance sheets and generally have maturities of no longer than twelve months, although occasionally we will execute a contract 

that extends beyond twelve months, depending upon the nature of the underlying risk.

The counterparties to our derivative financial instruments consist of several major international financial institutions.  We 

regularly monitor the financial strength of these institutions. While the counterparties to these contracts expose us to credit-

related losses in the event of a counterparty’s non-performance, the risk would be limited to the unrealized gains on such 

affected contracts. We do not anticipate any such losses.

 

Certain of these foreign currency forward contracts are not designated as hedging instruments under accounting guidance for 

derivatives, and gains and losses from changes in their fair values are therefore reported in other income (expense), net.  

Changes in the fair values of foreign currency forward contracts that are designated and effective as cash flow hedges are 

recorded net of related tax effects in accumulated other comprehensive income (loss), and are reclassified to the condensed 

consolidated statements of operations when the effects of the item being hedged are recognized in the condensed consolidated 

statements of operations.

Notional Amounts of Derivative Financial Instruments

 

Our outstanding derivative financial instruments consisted only of foreign currency forward contracts with notional amounts of 

$131.8 million and $127.6 million as of April 30, 2014 and January 31, 2014, respectively.

Fair Values of Derivative Financial Instruments

 

The fair values of our derivative financial instruments as of April 30, 2014 and January 31, 2014 were as follows: 

 

April 30, 2014

 
Assets Liabilities

(in thousands) 
Balance Sheet
Classification Fair Value

Balance Sheet
Classification Fair Value

Derivative financial instruments
designated as hedging instruments:

    

Foreign currency forward contracts Prepaid expenses and
other current assets $ 2,147

Accrued expenses
and other liabilities $ 319

Total derivative financial instruments
designated as hedging instruments

 

$ 2,147
 

$ 319

Derivative financial instruments not
designated as hedging instruments:

    

Foreign currency forward contracts Prepaid expenses and
other current assets $ 7

Accrued expenses
and other liabilities $ 601

Total derivative financial instruments
not designated as hedging
instruments

 

$ 7
 

$ 601
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January 31, 2014

 
Assets Liabilities

(in thousands) 
Balance Sheet
Classification Fair Value

Balance Sheet
Classification Fair Value

Derivative financial instruments
designated as hedging instruments:

    

Foreign currency forward contracts Prepaid expenses and
other current assets $ 2,245

Accrued expenses
and other liabilities $ 769

Total derivative financial instruments
designated as hedging instruments

 

$ 2,245
 

$ 769

Derivative financial instruments not
designated as hedging instruments:

    

Foreign currency forward contracts Prepaid expenses and
other current assets $ 221

Accrued expenses
and other liabilities $ 77

Total derivative financial instruments
not designated as hedging
instruments

 

$ 221
 

$ 77

Derivative Financial Instruments in Cash Flow Hedging Relationships

 

The effects of derivative financial instruments designated as cash flow hedging instruments as of April 30, 2014 and 

January 31, 2014, and for the three months ended April 30, 2014 and 2013 were as follows: 

 

Net Gains Recognized in
Accumulated Other

Comprehensive  
Income (Loss)

Classification of Net Gains 
Reclassified from Other 

Comprehensive Loss
into the Condensed 

Consolidated Statements of 
Operations

Net Gains Reclassified
from Other Comprehensive 

Income (Loss)
into the Consolidated

Statements of Operations

 April 30, January 31,
Three Months Ended 

April 30,

(in thousands) 2014 2014 2014 2013

Foreign currency forward contracts $ 1,694 $ 1,485 Operating Expenses $ 830 $ 780

 

There were no gains or losses from ineffectiveness of these hedges recorded for the three months ended April 30, 2014 and 

2013. All of the foreign currency forward contracts underlying the $1.7 million of net unrealized gains recorded in our 

accumulated other comprehensive loss at April 30, 2014 mature within twelve months, and therefore we expect all such gains 

to be reclassified into earnings within the next twelve months.

 

Derivative Financial Instruments Not Designated as Hedging Instruments

 

Gains (losses) recognized on derivative financial instruments not designated as hedging instruments in our condensed 

consolidated statements of operations for the three months ended April 30, 2014 and 2013 were as follows:

 

Classification in Condensed
Consolidated Statements of

Operations

Three Months Ended 
April 30,

(in thousands) 2014 2013

Foreign currency forward contracts Other income (expense), net $ (737) $ 430

Total
 

$ (737) $ 430

13. STOCK-BASED COMPENSATION

 

We recognized stock-based compensation expense in the following line items on the condensed consolidated statements of 

operations for the three months ended April 30, 2014 and 2013:
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Three Months Ended
April 30,

(in thousands) 2014 2013

Component of condensed consolidated statements of operations:

Cost of revenue - product $ 198 $ 130

Cost of revenue - service and support 887 267

Research and development, net 1,202 613

Selling, general and administrative 9,202 5,223

Stock-based compensation expense $ 11,489 $ 6,233

The following table summarizes stock-based compensation expense by type of award for the three months ended April 30, 2014 

and 2013:

Three Months Ended
April 30,

(in thousands) 2014 2013

Component of stock-based compensation expense:

Restricted stock units and restricted stock awards $ 10,389 $ 5,361

Stock options 15 53

Phantom stock units 21 31

Stock bonus program 1,064 788

Stock-based compensation expense $ 11,489 $ 6,233

 

Total stock-based compensation expense by classification was as follows for the three months ended April 30, 2014 and 2013: 

Three Months Ended
April 30,

(in thousands) 2014 2013

Equity-classified awards $ 10,228 $ 5,719

Liability-classified awards 1,261 514

Total stock-based compensation expense $ 11,489 $ 6,233

 

The increase in stock-based compensation expense in the three months ended April 30, 2014, compared to the corresponding 

prior-year period, resulted primarily from the combination of an increase in the number of outstanding RSUs along with a 

general increase in the price of our common stock, which is used to determine the grant-date fair value of an RSU.

Stock Options

 

We have generally not granted stock options subsequent to January 31, 2006, other than in connection with several business 

combinations whereby stock options to purchase shares of the acquired companies were converted into stock options to 

purchase shares of our common stock. 

The following table summarizes stock option activity and related information for the three months ended April 30, 2014:

(in thousands, except per share data) Stock Options

Weighted-
Average

Exercise Price

Options outstanding, January 31, 2014 516 $ 34.60

Options exercised (181) $ 34.56

Options outstanding, April 30, 2014 335 $ 34.62

Options exercisable at April 30, 2014 335 $ 34.62

Cash proceeds received from the exercise of stock options were $6.2 million for the three months ended April 30, 2014. 

At April 30, 2014, there was no unrecognized compensation expense associated with outstanding stock options, because all 

outstanding stock options were fully vested at that date.



Restricted Stock Units and Restricted Stock Awards

 

We periodically award restricted stock units, as well as shares of restricted stock, to our directors, officers, and other 

employees. These awards contain various vesting conditions and are subject to certain restrictions and forfeiture provisions 

prior to vesting. 

The following table summarizes restricted stock unit activity and related information for the three months ended April 30, 

2014:

(in thousands, except per share data) RSU's

Weighted-
Average Grant
Date Fair Value

RSU's outstanding, January 31, 2014 2,250 $ 33.77

RSU's granted 1,405 $ 45.85

RSU's released (251) $ 32.95

RSU's forfeited (23) $ 33.81

RSU's outstanding, April 30, 2014 3,381 $ 38.86

Substantially all of the restricted stock units granted during the year ended January 31, 2013 included a provision which allows 

those awards to be settled with cash payments upon vesting, rather than with delivery of common stock, at the discretion of our 

board of directors. As of April 30, 2014, for such awards that remain outstanding, settlement of these awards with cash 

payments was not considered probable, and therefore these awards have been accounted for as equity-classified awards. 

As of April 30, 2014, there was approximately $92.8 million of total unrecognized compensation expense, net of estimated 

forfeitures, related to unvested restricted stock units, which is expected to be recognized over a weighted-average period of 2.0 

years. The unrecognized compensation expense does not include compensation expense related to shares for which a grant date 

has been established but the requisite service period has not begun.

Phantom Stock Units

 

We have periodically issued phantom stock units to certain non-officer employees that settle, or are expected to settle, with cash 

payments upon vesting. Like equity-settled awards, phantom stock units are awarded with vesting conditions and are subject to 

certain forfeiture provisions prior to vesting.

Phantom stock unit activity for the three months ended April 30, 2014 and 2013 was not significant.

 

Stock Bonus Program

 

In September 2011, our board of directors approved a stock bonus program under which eligible employees may receive a 

portion of their bonuses in the form of discounted shares of our common stock. Executive officers were eligible to participate in 

this program for the year ended January 31, 2014 to the extent that shares remained available for awards following the 

enrollment of all other participants, but were not eligible to participate in previous years. Obligations under this program are 

accounted for as liabilities, because the obligations are based predominantly on fixed monetary amounts that are generally 

known at inception of the obligation, to be settled with a variable number of shares of common stock determined using a 

discounted average price of our common stock, as described above.

For the year ended January 31, 2014, our board of directors approved up to 150,000 shares of common stock for awards under 

this program and a discount of 15% (the "2014 stock bonus program"). Awards earned under the 2014 stock bonus program are 

expected to be issued during the first half of the year ending January 31, 2015.

On March 21, 2014, our board of directors approved up to 125,000 shares of common stock, and a discount of 15%, for awards 

under our stock bonus program for the year ending January 31, 2015. Executive officers will be permitted to participate in this 

program for the year ending January 31, 2015, but only to the extent that shares remain available for awards following the 

enrollment of all other participants. Shares awarded to executive officers with respect to the 15% discount will be subject to a 

one year vesting period.

Total accrued liabilities for stock bonus programs were $5.9 million and $4.9 million as of April 30, 2014 and January 31, 

2014, respectively.
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14.    MERGER WITH CTI

Prior to February 4, 2013, Comverse Technology, Inc. ("CTI") beneficially owned a majority of our common stock (assuming 

the conversion of CTI’s holdings of our Series A Convertible Preferred Stock into common stock) and held a majority of the 

voting power of our common stock. As of January 31, 2013, shortly before the CTI Merger (as described below), CTI’s 

beneficial ownership position in us was approximately 53.5%.

On August 12, 2012, we entered into an agreement and plan of merger agreement with CTI (the "CTI Merger Agreement"), 

providing for the merger of CTI with and into our new, wholly owned subsidiary (the "CTI Merger"). The CTI Merger was 

completed on February 4, 2013. The CTI Merger eliminated CTI's majority ownership and control of us.

At the closing of the CTI Merger, approximately 28.6 million newly issued shares of our common stock were exchanged for 

approximately 220.0 million issued and outstanding shares of CTI common stock.  In addition, the 16.3 million shares of our 

common stock and all shares of our Series A Convertible Preferred Stock held by CTI at the time of the CTI Merger were 

canceled.

Holders of shares of our common stock immediately prior to the completion of the CTI Merger, other than CTI, continued to 

own their existing shares, which were not affected by the CTI Merger.

Prior to the CTI Merger, CTI had distributed to its shareholders or otherwise disposed of substantially all of its assets, other 

than its interests in us, including the distribution of all of the outstanding common stock of its subsidiary, Comverse, Inc. 

("Comverse") to its shareholders (the “Comverse share distribution”). As a result, at the time of the CTI Merger, the net assets 

of CTI consisted primarily of its controlling equity interests in Verint, as well as certain residual cash and cash equivalents and 

other sundry net assets.  In addition, CTI had net operating loss ("NOL") carryforwards for income tax reporting purposes, and 

other tax attributes.  No CTI employees, operations or business processes moved to the combined company in the CTI Merger. 

As a result, our existing net assets and operations represented the vast majority of the net assets and all of the operations of the 

combined company.

In connection with the Comverse share distribution, CTI and Comverse entered into several agreements to govern certain 

ongoing relationships between CTI and Comverse after the Comverse share distribution and to provide for an orderly 

transition. 

In one of these agreements, Comverse agreed to indemnify CTI and its affiliates (including Verint following the CTI Merger) 

against certain losses arising as a result of the CTI Merger and the Comverse share distribution. Certain of Comverse's 

indemnification obligations are capped at $25.0 million and certain obligations are uncapped. Pursuant to this agreement, at the 

closing of the CTI Merger, CTI placed $25.0 million into an escrow account to support indemnification claims to the extent 

made against Comverse by CTI and its affiliates (including Verint after the CTI Merger). The balance remaining in such escrow 

account on August 4, 2014, if any, will be released to Comverse.

Condensed Consolidated Financial Statement Impact

For financial reporting purposes, the CTI Merger was accounted for as our acquisition of CTI in a combination of entities under 

common control. We are the continuing reporting entity. As a result, upon completion of the CTI Merger on February 4, 2013, 

our consolidated stockholders' equity was adjusted to reflect the $285.5 million carrying value of our Series A Convertible 

Preferred Stock, all of which was held by CTI, and the $14.1 million carrying value of CTI's net assets (other than its equity 

interests in us), as increases to our additional paid-in capital. Prior to the CTI Merger, our Series A Convertible Preferred Stock 

had been classified as mezzanine equity on our consolidated balance sheet.

15. RELATED PARTY TRANSACTIONS

Transactions with CTI

As discussed in Note 14, "Merger with CTI", on February 4, 2013 we completed the CTI Merger, which eliminated CTI's 

majority ownership and control of us. As of January 31, 2013, prior to the CTI Merger, CTI beneficially owned approximately 

53.5%, and also held a majority of the voting power, of our common stock on an as-converted basis. 

Other Related Party Transactions
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Our joint venture incurs certain operating expenses, including office rent and other administrative costs, and realizes revenue, 

under arrangements with one of its noncontrolling shareholders. Transactions with this noncontrolling shareholder of the joint 

venture during the three months ended April 30, 2014 and 2013 were not significant.

16. COMMITMENTS AND CONTINGENCIES

 

Warranty Liability

The following table summarizes the activity in our warranty liability, which is included in accrued expenses and other liabilities 

in the condensed consolidated balance sheets, for the three months ended April 30, 2014 and 2013:

Three Months Ended 
April 30,

(in thousands) 2014 2013

Warranty liability, beginning of period $ 706 $ 1,045

Provision credited against expenses (84) (158)

Foreign currency translation and other 2 (4)

Warranty liability, end of period $ 624 $ 883

Legal Proceedings

On March 26, 2009, legal actions were commenced by Ms. Orit Deutsch, a former employee of our subsidiary, Verint Systems 

Limited ("VSL"), against VSL in the Tel Aviv Regional Labor Court (Case Number 4186/09) (the “Deutsch Labor Action”) and 

against CTI in the Tel Aviv Regional District Court (Case Number 1335/09) (the “Deutsch District Action”).  In the Deutsch 

Labor Action, Ms. Deutsch filed a motion to approve a class action lawsuit on the grounds that she purports to represent a class 

of our employees and former employees who were granted Verint and CTI stock options and were allegedly damaged as a 

result of the suspension of option exercises during our previous extended filing delay period.  In the Deutsch District Action, in 

addition to a small amount of individual damages, Ms. Deutsch is seeking to certify a class of plaintiffs who were allegedly 

damaged due to their inability to exercise Verint and CTI stock options as a result of alleged negligence by CTI in its financial 

reporting.  The class certification motions do not specify an amount of damages.  On February 8, 2010, the Deutsch Labor 

Action was dismissed for lack of material jurisdiction and was transferred to the Tel Aviv Regional District Court and 

consolidated with the Deutsch District Action. On March 16, 2009 and March 26, 2009, respectively, legal actions were 

commenced by Ms. Roni Katriel, a former employee of CTI's former subsidiary, Comverse Limited, against Comverse Limited 

in the Tel Aviv Regional Labor Court (Case Number 3444/09) (the “Katriel Labor Action”) and against CTI in the Tel Aviv 

Regional District Court (Case Number 1334/09) (the “Katriel District Action”).  In the Katriel Labor Action, Ms. Katriel is 

seeking to certify a class of plaintiffs who were granted CTI stock options and were allegedly damaged as a result of the 

suspension of option exercises during CTI's previous extended filing delay period.  In the Katriel District Action, in addition to 

a small amount of individual damages, Ms. Katriel is seeking to certify a class of plaintiffs who were allegedly damaged due to 

their inability to exercise CTI stock options as a result of alleged negligence by CTI in its financial reporting.  The class 

certification motions do not specify an amount of damages. On March 2, 2010, the Labor Court ordered the transfer of the case 

to the District Court in Tel Aviv - Jaffa, based on an agreed motion filed by the parties requesting such transfer.

On April 4, 2012, Ms. Deutsch and Ms. Katriel filed an uncontested motion to consolidate and amend their claims and on 

June 7, 2012, the court allowed Ms. Deutsch and Ms. Katriel to file the consolidated class certification motion and an amended 

consolidated complaint against VSL, CTI, and Comverse Limited.  Following CTI's announcement of its intention to effect the 

Comverse share distribution, on July 12, 2012, the plaintiffs filed a motion requesting that the District Court order CTI to set 

aside up to $150 million in assets to secure any future judgment.  The District Court ruled that it would not decide this motion 

until the Deutsch and Katriel class certification motion was heard.  On August 16, 2012, in light of the announcement of the 

signing of the CTI Merger Agreement, the plaintiffs filed a motion for leave to appeal this District Court ruling to the Israeli 

Supreme Court.  We filed our response to this motion on September 6, 2012.  

Prior to the consummation of the Comverse share distribution, CTI either sold or transferred substantially all of its business 

operations and assets (other than its equity ownership interests in us and Comverse) to Comverse or unaffiliated third parties.  

On October 31, 2012, CTI completed the Comverse share distribution, in which it distributed all of the outstanding shares of 

common stock of Comverse to CTI's shareholders.  As a result of the Comverse share distribution, Comverse became an 

independent public company and ceased to be a wholly owned subsidiary of CTI, and CTI ceased to have any material assets 

other than its equity interest in us.
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We and the other defendants filed our responses to the complaint on November 11, 2012 and plaintiffs filed their replies on 

December 20, 2012.  A pre-trial hearing for the case was held on December 25, 2012, during which all parties agreed to attempt 

to settle the dispute through mediation.  

On February 4, 2013, we completed the CTI Merger.  As a result of the CTI Merger, we have assumed certain rights and 

liabilities of CTI, including any liability of CTI arising out of the Deutsch District Action and the Katriel District Action.  

However, under the terms of the Distribution Agreement between CTI and Comverse relating to the Comverse share 

distribution, we, as successor to CTI, are entitled to indemnification from Comverse for any losses we suffer in our capacity as 

successor-in-interest to CTI in connection with the Deutsch District Action and the Katriel District Action.

On February 28, 2013, the mediation process began and, as of the date of this report, remains ongoing. 

From time to time we or our subsidiaries may be involved in legal proceedings and/or litigation arising in the ordinary course 

of our business. While the outcome of these matters cannot be predicted with certainty, we do not believe that the outcome of 

any current claims will have a material effect on our consolidated financial position, results of operations, or cash flows.

17.  SEGMENT INFORMATION

 

Operating segments are defined as components of an enterprise about which separate financial information is available that is 

evaluated regularly by the enterprise’s chief operating decision maker ("CODM"), or decision making group, in deciding how 

to allocate resources and in assessing performance. Our Chief Executive Officer is our CODM.

We conduct our business through three operating segments—Enterprise Intelligence, Communications Intelligence, and Video 

Intelligence.  Organizing our business through three operating segments allows us to align our resources and domain expertise 

to effectively address the Actionable Intelligence market.  We address the Customer Engagement Optimization market 

opportunity through solutions from our Enterprise Intelligence segment.  We address the Security Intelligence market 

opportunity through solutions from our Communications Intelligence segment and Video Intelligence segment, and we address 

the Fraud, Risk, and Compliance market opportunity through solutions from all three operating segments.

We measure the performance of our operating segments based upon operating segment revenue and operating segment 

contribution. Operating segment contribution includes segment revenue and expenses incurred directly by the segment, 

including material costs, service costs, research and development and selling, marketing, and administrative expenses. We do 

not allocate certain expenses, which include the majority of general and administrative expenses, facilities and communication 

expenses, purchasing expenses, manufacturing support and logistic expenses, depreciation and amortization, amortization of 

capitalized software development costs, stock-based compensation, and special charges such as restructuring costs when 

calculating operating segment contribution. These expenses are included in the unallocated expenses section of the table 

presented below. Revenue from transactions between our operating segments is not material.

Revenue adjustments represent revenue of acquired companies which is included within segment revenue reviewed by the 

CODM, but not recognizable within GAAP revenue.  These adjustments primarily relate to the acquisition-date excess of the 

historical carrying value over the fair value of acquired companies’ future maintenance and service performance obligations. As 

the obligations are satisfied, we report our segment revenue using the historical carrying values of these obligations, which we 

believe better reflects our ongoing maintenance and service revenue streams, whereas GAAP revenue is reported using the 

obligations’ acquisition-date fair values.

 

With the exception of goodwill and acquired intangible assets, we do not identify or allocate our assets by operating segment.  

Consequently, it is not practical to present assets by operating segment.  There were no material changes in the allocation of 

goodwill and acquired intangible assets by operating segment during the three months ended April 30, 2014 and 2013.  The 

allocations of goodwill and acquired intangible assets by operating segment appear in Note 5, "Intangible Assets and 

Goodwill".

Operating results by segment for the three months ended April 30, 2014 and 2013 were as follows: 
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Three Months Ended 
April 30,

(in thousands) 2014 2013

Revenue:
  

Enterprise Intelligence:
  

Segment revenue $ 166,633 $ 113,176

Revenue adjustments (11,815) (253)

154,818 112,923

Communications Intelligence:
  

Segment revenue 76,249 63,263

Revenue adjustments (114) (198)

 
76,135 63,065

Video Intelligence:
  

Segment revenue 26,440 28,965

Revenue adjustments — (167)

 
26,440 28,798

Total revenue $ 257,393 $ 204,786

Segment contribution:
  

Enterprise Intelligence $ 65,129 $ 43,803

Communications Intelligence 19,636 19,689

Video Intelligence 5,241 6,212

Total segment contribution 90,006 69,704

Unallocated expenses, net:
  

Amortization of acquired intangible assets 17,561 9,671

Stock-based compensation 11,489 6,233

Other unallocated expenses 59,960 40,087

Total unallocated expenses, net 89,010 55,991

Operating income 996 13,713

Other expense, net (14,265) (18,547)

Loss before (benefit from) provision for income taxes $ (13,269) $ (4,834)

Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

 

The following management’s discussion and analysis is provided to assist readers in understanding our financial condition, 

results of operations, and cash flows. This discussion should be read in conjunction with our audited consolidated financial 

statements and the notes thereto included in our Annual Report on Form 10-K for the year ended January 31, 2014 and our 

unaudited condensed consolidated financial statements and notes thereto contained in this report. This discussion contains a 

number of forward-looking statements, all of which are based on our current expectations and all of which could be affected by 

uncertainties and risks. Our actual results may differ materially from the results contemplated in these forward-looking 

statements as a result of many factors including, but not limited to, those described under “Cautionary Note on Forward-

Looking Statements”.

Our Business

Verint is a global leader in Actionable Intelligence solutions.  Actionable Intelligence is a necessity in a dynamic world of 

massive information growth because it empowers organizations with crucial insights and enables decision makers to anticipate, 

respond, and take action.  With Verint solutions and value-added services, organizations of all sizes and across many industries 

can make more timely and effective decisions. Today, more than 10,000 organizations in over 180 countries, including over 80 

percent of the Fortune 100, use Verint solutions to improve enterprise performance and make the world a safer place.

Our Actionable Intelligence solutions help organizations address three important challenges: Customer Engagement 

Optimization; Security Intelligence; and Fraud, Risk, and Compliance.  We help our customers capture large amounts of 
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information from numerous data types and sources, use analytics to glean insights from the information, and leverage the 

resulting Actionable Intelligence to help achieve their customer engagement, enhanced security, and risk mitigation goals.

Headquartered in Melville, New York, we support our customers around the globe directly and with an extensive network of 

selling and support partners.

We conduct our business through three operating segments—Enterprise Intelligence, Communications Intelligence, and Video 

Intelligence.  Organizing our business through three operating segments allows us to align our resources and domain expertise 

to effectively address the Actionable Intelligence market.  We address the Customer Engagement Optimization market 

opportunity through solutions from our Enterprise Intelligence segment.  We address the Security Intelligence market 

opportunity through solutions from our Communications Intelligence segment and Video Intelligence segment, and we address 

the Fraud, Risk, and Compliance market opportunity through solutions from all three operating segments.

Recent Developments

On February 3, 2014, we completed the acquisition of KANA for net cash consideration of $516.6 million, through the merger 

of KANA Software, Inc.'s parent holding company, Kay Technology Holdings, Inc. with an indirect, wholly owned subsidiary 

of ours, with Kay Technology Holdings, Inc. continuing as the surviving company and as our wholly owned subsidiary.

The acquisition was funded through a combination of cash on hand, $300.0 million of incremental term loans incurred in 

connection with an amendment to our Credit Agreement, and $125.0 million of borrowings under our revolving credit facility.

KANA, based in Sunnyvale, California and with global operations, is a leading provider of on-premises and cloud-based 

solutions which create differentiated, personalized, and integrated customer experiences for large enterprises and mid-market 

organizations. KANA is being integrated into our Enterprise Intelligence operating segment.

On March 31, 2014, we completed the acquisition of all of the outstanding shares of UTX, a provider of certain mobile device 

tracking solutions for security applications, from UTX Limited.  UTX Limited was our supplier of these products to our 

Communications Intelligence operating segment prior to the transaction. The purchase price consisted of $82.9 million of cash 

paid at closing, subject to adjustment, and we agreed to make potential additional future cash payments to UTX Limited of up 

to $1.5 million, contingent upon the achievement of certain performance targets over the period from closing through June 30, 

2014. The cash paid at closing was funded with cash on hand. UTX is based in the EMEA region.

Further details regarding our acquisitions and our long-term debt appear in Note 4, "Business Combinations" and Note 6, 

"Long-Term Debt", respectively, to our condensed consolidated financial statements included under Item 1 of this report.

Critical Accounting Policies and Estimates

Note 1, “Summary of Significant Accounting Policies” to the audited consolidated financial statements in our Annual Report on 

Form 10-K for the year ended January 31, 2014 describes the significant accounting policies and methods used in the 

preparation of the condensed consolidated financial statements appearing in this report. The accounting policies that reflect our 

more significant estimates, judgments and assumptions in the preparation of our consolidated financial statements are described 

in “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 of our Annual Report 

on Form 10-K for the year ended January 31, 2014, and include the following:

• Revenue recognition;

• Accounting for business combinations;

• Impairment of goodwill and other intangible assets;

• Accounting for income taxes;

• Contingencies;

• Accounting for stock-based compensation; 

• Accounting for cost of revenue; and

• Allowance for doubtful accounts

We did not identify any significant changes to our critical accounting policies and estimates during the three months ended 

April 30, 2014.
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Results of Operations

 

Seasonality and Cyclicality

 

As is typical for many software and technology companies, our business is subject to seasonal and cyclical factors. On an 

organic basis, our revenue and operating income are typically highest in the fourth quarter and lowest in the first quarter. 

Moreover, revenue and operating income in the first quarter of a new year may be lower than in the fourth quarter of the 

preceding year, potentially by a significant margin on an organic basis. In addition, we generally receive a higher volume of 

orders in the last month of a quarter, with orders concentrated in the later part of that month. We believe that these seasonal and 

cyclical factors primarily reflect customer spending patterns and budget cycles, as well as the impact of incentive compensation 

plans for our sales personnel. While seasonal and cyclical factors such as these are common in the software and technology 

industry, this pattern should not be considered a reliable indicator of our future revenue or financial performance.  Many other 

factors, including general economic conditions, may also have an impact on our business and financial results.

Overview of Operating Results

 

The following table sets forth a summary of certain key financial information for the three months ended April 30, 2014 and 

2013: 

Three Months Ended 
April 30,

(in thousands, except per share data) 2014 2013

Revenue $ 257,393 $ 204,786

Operating income $ 996 $ 13,713

Net income (loss) attributable to Verint Systems Inc. common shares $ 27,956 $ (9,327)

Net income (loss) per common share attributable to Verint Systems Inc.:
 

Basic $ 0.52 $ (0.18)

Diluted $ 0.51 $ (0.18)

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013. Our revenue increased approximately 

$52.6 million, or 26%, to $257.4 million in the three months ended April 30, 2014 from $204.8 million in the three months 

ended April 30, 2013.  In our Communications Intelligence segment, revenue increased approximately $13.0 million, or 21%, 

from $63.1 million in the three months ended April 30, 2013 to $76.1 million in the three months ended April 30, 2014.  The 

increase consisted of a $15.9 million increase in product revenue was partially offset by a $2.9 million decrease in service and 

support revenue.  In our Enterprise Intelligence segment, revenue increased approximately $41.9 million, or 37%, to $154.8 

million in the three months ended April 30, 2014 from $112.9 million in the three months ended April 30, 2013.  The increase 

consisted of a $34.1 million increase in service and support revenue and a $7.8 million increase in product revenue.  Enterprise 

Intelligence segment revenues include approximately $29.9 million of revenues from KANA.  In our Video Intelligence 

segment, revenue decreased approximately $2.4 million, or 8%, from $28.8 million in the three months ended April 30, 2013 to 

$26.4 million in the three months ended April 30, 2014, primarily due to a decrease in product revenue.  For additional details 

on our revenue by segment, see "—Revenue by Operating Segment".  Revenue in the Americas, EMEA, and the Asia-Pacific 

region represented approximately 53%, 27%, and 20% of our total revenue, respectively, in the three months ended April 30, 

2014, compared to approximately 54%, 21%, and 25%, respectively, in the three months ended April 30, 2013.  Further details 

of changes in revenue are provided below.

Operating income was $1.0 million in the three months ended April 30, 2014 compared to $13.7 million in the three months 

ended April 30, 2013.  The decrease in operating income was primarily due to a $35.8 million  increase in operating expenses, 

from $117.8 million to $153.6 million, partially offset by a $23.1 million increase in gross profit from $131.5 million to $154.6 

million.  The increase in operating expenses consisted of a $19.3 million increase in selling, general and administrative 

expense, an $11.3 million increase in net research and development expenses, and a $5.2 million increase in amortization of 

other acquired intangible assets.  The increase in gross profit was primarily due to increased gross profit in our Enterprise 

Intelligence segment primarily due to the acquisition of KANA.  Further details of changes in operating income are provided 

below.

Net income attributable to Verint Systems Inc. common shares was $28.0 million, and diluted net income per common share 

was $0.51, in the three months ended April 30, 2014 compared to a net loss attributable to Verint Systems Inc. common shares 

of $9.3 million, and diluted net loss per common share of $0.18, in the three months ended April 30, 2013.  The increase in net 

income attributable to Verint Systems Inc. common shares and diluted net income per common share in the three months ended 
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April 30, 2014 was primarily due a $45.2 million decrease in our provision for income taxes (from a $3.1 million expense for 

three months ended April 30, 2013 to a $42.1 million benefit for three months ended April 30, 2014), a $2.6 million decrease in 

losses upon extinguishment of debt recorded during the three months ended April 30, 2014 compared to the three months ended 

April 30, 2013, a $4.3 million decrease in total other expense, net, due primarily to a $4.9 million increase in foreign currency 

gains, net, (from a loss of $1.7 million during the three months ended April 30, 2013 to a gain of $3.2 million during three 

months ended April 30, 2014), partially offset by a $1.2 million increase in losses in derivative financial  instruments, net.  

These increases to net income attributable to Verint Systems Inc. common shares were partially offset by our decreased 

operating income, as described above, and a $3.0 million increase in interest expense. Further details of these changes are 

provided below.

 

A portion of our business is conducted in currencies other than the U.S. dollar, and therefore our revenue and operating 

expenses are affected by fluctuations in applicable foreign currency exchange rates as noted above.  When comparing average 

exchange rates for the three months ended April 30, 2014 to average exchange rates for the three months ended April 30, 2013, 

while the U.S. dollar strengthened relative to the Australian dollar, Brazilian real, Japanese yen, and Singapore dollar, it 

weakened relative to the British pound sterling and euro, resulting in an overall increase in our revenue, cost of revenue and 

operating expenses on a U.S. dollar-denominated basis.  For the three months ended April 30, 2014, had foreign exchange rates 

remained unchanged from rates in effect for the three months ended April 30, 2013, our revenue would have been 

approximately $2.0 million lower and our cost of revenue and operating expenses would have been approximately $3.8 million 

lower, which would have resulted in a $1.8 million increase in operating income.

As of April 30, 2014, we employed approximately 4,400 employees, including part-time employees and certain contractors, as 

compared to approximately 3,200 employees as of April 30, 2013.

 

Revenue by Operating Segment

 

The following table sets forth revenue for each of our three operating segments for the three months ended April 30, 2014 and 

2013: 

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Enterprise Intelligence $ 154,818 $ 112,923 37%

Communications Intelligence 76,135 63,065 21%

Video Intelligence 26,440 28,798 (8)%

Total revenue $ 257,393 $ 204,786 26%

 

Enterprise Intelligence Segment

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013. Enterprise Intelligence revenue 

increased approximately $41.9 million, or 37%, from $112.9 million in the three months ended April 30, 2013 to $154.8 

million in the three months ended April 30, 2014.  The increase consisted of a $34.1 million increase in service and support 

revenue, and a $7.8 million increase in product revenue.  Of the $34.1 million increase in service and support revenue, $22.6 

million was due to the acquisition of KANA.  The remaining $11.5 million increase in service and support revenue was 

primarily due to an increase in our customer install base and the related support revenue generated from this customer base 

during the three months ended April 30, 2014, as well as increased revenue from new service offerings in the three months 

ended April 30, 2014.  Of the $7.8 million increase in product revenue, $7.3 million was due to the acquisition of KANA.  The 

remaining $0.5 million increase in product revenue was primarily due to an increase in product sales to new and existing 

customers during the three months ended April 30, 2014.  The continued growth of service revenue is attributable to various 

factors, including an increase in services associated with customer product upgrades, a higher component of service offerings in 

our standard arrangements, and our growing install base. The aggregate value of executed license arrangements, which 

comprises the majority of our product revenue, can fluctuate from quarter to quarter.  

Communications Intelligence Segment

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013. Communications Intelligence revenue 

increased approximately $13.0 million, or 21%, from $63.1 million in the three months ended April 30, 2013 to $76.1 million 

in the three months ended April 30, 2014.  The increase consisted of a $15.9 million increase in product revenue, partially offset 

by a $2.9 million decrease in service and support revenue.  The increase in product revenue was primarily due to an increase in 
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product deliverables to customers and an increase in progress realized during the current year on projects recognized using the 

percentage of completion ("POC") method, some of which commenced in the previous fiscal year.   The decrease in service and 

support revenue was primarily attributable to the timing of the annual renewal of a large product maintenance agreement that 

was finalized after the end of the quarter.

Video Intelligence Segment

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Video Intelligence revenue decreased 

approximately $2.4 million, or 8%, from $28.8 million in the three months ended April 30, 2013 to $26.4 million in the three 

months ended April 30, 2014.  The decrease was primarily attributable to a $2.9 million decrease in product revenue, resulting 

from a reduction in sales of certain hardware products to a single customer during the three months ended April 30, 2014 as 

compared to the three months ended April 30, 2013.

Volume and Price

 

We sell products in multiple configurations, and the price of any particular product varies depending on the configuration of the 

product sold. Due to the variety of customized configurations for each product we sell, we are unable to quantify the amount of 

any revenue increases attributable to a change in the price of any particular product and/or a change in the number of products 

sold.

 

Revenue by Product Revenue and Service and Support Revenue

 

We derive and report our revenue in two categories: (a) product revenue, including licensing of software products and sale of 

hardware products (which include software that works together with the hardware to deliver the product's essential 

functionality), and (b) service and support revenue, including revenue from installation services, post-contract customer 

support, project management, hosting services, SaaS, product warranties, consulting services, and training services.  For 

multiple-element arrangements for which we are unable to establish vendor-specific objective evidence of one or more 

elements, we use various available indicators of fair value and apply our best judgment to reasonably classify the arrangement's 

revenue into product revenue and service and support revenue.

The following table sets forth product revenue and service and support revenue for the three months ended April 30, 2014 and 

2013:

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Product revenue $ 108,136 $ 87,350 24%

Service and support revenue 149,257 117,436 27%

Total revenue $ 257,393 $ 204,786 26%

 

Product Revenue

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Product revenue increased 

approximately $20.7 million, or 24%, from $87.4 million for the three months ended April 30, 2013 to $108.1 million for the 

three months ended April 30, 2014, resulting from a $15.9 million increase in our Communications Intelligence segment and a 

$7.8 million increase in our Enterprise Intelligence segment, partially offset by a $2.9 million decrease in our Video 

Intelligence segment.   

For additional information see "— Revenue by Operating Segment".

 

Service and Support Revenue

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013. Service and support revenue increased 

approximately $31.9 million, or 27%, from $117.4 million for the three months ended April 30, 2013 to $149.3 million for the 

three months ended April 30, 2014.  This increase was primarily attributable to an increase of $34.1 million in our Enterprise 

Intelligence segment, partially offset by a $2.9 million decrease in our Communications Intelligence segment.

For additional information see "— Revenue by Operating Segment".
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Cost of Revenue

 

The following table sets forth cost of revenue by product and service and support, as well as amortization of acquired 

technology and backlog for the three months ended April 30, 2014 and 2013:

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Cost of product revenue $ 39,477 $ 31,172 27%

Cost of service and support revenue 56,988 38,498 48%

Amortization of acquired technology and backlog 6,358 3,638 75%

Total cost of revenue $ 102,823 $ 73,308 40%

 

We exclude certain costs of product revenue and certain costs of service and support revenue, including shared support costs, 

stock-based compensation, and asset impairment charges, among others, from the calculations of our operating segment gross 

margins.

Cost of Product Revenue

 

Cost of product revenue primarily consists of hardware material costs and royalties due to third parties for software 

components that are embedded in our software solutions. When revenue is deferred, we also defer hardware material costs and 

third-party software royalties and recognize those costs over the same period that the product revenue is recognized. Cost of 

product revenue also includes amortization of capitalized software development costs, employee compensation and related 

expenses associated with our global operations, facility costs, and other allocated overhead expenses. In our Communications 

Intelligence segment, cost of product revenue also includes employee compensation and related expenses, contractor and 

consulting expenses, and travel expenses, in each case for resources dedicated to project management and associated product 

delivery.

Our product gross margins are impacted by the mix of products that we sell from period to period.  As with many other 

technology companies, our software products tend to have higher gross margins than our hardware products.

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Cost of product revenue increased 

approximately 27% from $31.2 million in the three months ended April 30, 2013 to $39.5 million in the three months ended 

April 30, 2014.  Our overall product gross margins decreased to 63% in the three months ended April 30, 2014 from 64% in the 

three months ended April 30, 2013. Product gross margins in our Enterprise Intelligence segment increased from 91% in the 

three months ended April 30, 2013 to 92% in the three months ended April 30, 2014 primarily as a result of the inclusion of  

KANA's product gross margin, and a continued decrease in hardware sales as part of our Enterprise Intelligence segment's 

product offering.  Product gross margins in our Communications Intelligence segment increased from 53% in the three months 

ended April 30, 2013 to 55% in the three months ended April 30, 2014 primarily due to a change in product mix.  Product gross 

margins in our Video Intelligence segment were 57% in each of the three months ended April 30, 2014 and 2013.

Cost of Service and Support Revenue

 

Cost of service and support revenue primarily consists of employee compensation and related expenses, contractor costs, and 

travel expenses relating to installation, training, consulting, and maintenance services. Cost of service and support revenue also 

includes stock-based compensation expenses, facility costs, and other overhead expenses. In accordance with GAAP

and our accounting policy, the cost of revenue associated with the services is generally expensed as incurred in the period in 

which the services are performed, with the exception of certain transactions accounted for under the POC method.

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Cost of service and support revenue 

increased approximately 48% from $38.5 million in the three months ended April 30, 2013 to $57.0 million in the three months 

ended April 30, 2014.  Employee compensation and related expenses increased $10.9 million, $9.8 million of which was 

attributable to increased headcount in connection with the acquisition of KANA.  Contractor costs, travel expense, and 

materials expense incurred to provide services increased $2.1 million, $1.3 million, and $2.6 million, respectively, primarily 

due to the acquisition of KANA.  Stock-based compensation expense attributable to service and support employees increased 

$0.6 million.  Our overall service and support gross margins decreased from 67% in the three months ended April 30, 2013 to 

62% in the three months ended April 30, 2014.
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Amortization of Acquired Technology and Backlog

 

Amortization of acquired technology and backlog consists of amortization of technology assets and customer backlog acquired 

in connection with business combinations.

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Amortization of acquired technology 

and backlog increased approximately 75% from $3.6 million in the three months ended April 30, 2013 to $6.4 million in the 

three months ended April 30, 2014, primarily due to an increase in amortization expense of acquired technology-based 

intangible assets associated with business combinations that closed subsequent to the three months ended April 30, 2013.

Further discussion regarding our business combinations appears in Note 4, "Business Combinations" to our consolidated 

financial statements included under Item 1 of this report.

 

Research and Development, Net

 

Research and development expenses consist primarily of personnel and subcontracting expenses, facility costs, and other 

allocated overhead, net of certain software development costs that are capitalized as well as reimbursements under government 

programs. Software development costs are capitalized upon the establishment of technological feasibility and continue to be 

capitalized through the general release of the related software product.

 

The following table sets forth research and development, net for the three months ended April 30, 2014 and 2013:

 

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Research and development, net $ 41,323 $ 30,028 38%

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013. Research and development, net 

increased approximately $11.3 million, or 38%, from $30.0 million in the three months ended April 30, 2013 to $41.3 million 

in the three months ended April 30, 2014.  The increase was primarily attributable to a $9.9 million increase in employee 

compensation and related expenses, $4.5 million of which resulted from the acquisition of KANA during the three months 

ended April 30, 2014. The remaining increase in employee compensation expense was due to an increase in employee 

headcount in our Enterprise Intelligence and Communication Intelligence segments.  Contractor expense increased 

approximately $0.5 million primarily due to increased use of contractors in our Communications Intelligence segment during 

the three months ended April 30, 2014 compared to the three months ended April 30, 2013. Stock-based compensation expense 

increased $0.6 million increase resulting from an increase in average amounts of outstanding restricted stock units, and 

continued increases in our stock price, which impacts the total stock-based compensation to be recognized over the vesting 

periods, in each case associated with our research and development employees.

Selling, General and Administrative Expenses

 

Selling, general and administrative expenses consist primarily of personnel costs and related expenses, professional fees, sales 

and marketing expenses, including travel, sales commissions and sales referral fees, facility costs, communication expenses, 

and other administrative expenses.

 

The following table sets forth selling, general and administrative expenses for the three months ended April 30, 2014 and 2013:

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Selling, general and administrative $ 101,048 $ 81,704 24%

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Selling, general and administrative 

expenses increased approximately $19.3 million, or 24%, from $81.7 million in the three months ended April 30, 2013 to 

$101.0 million in the three months ended April 30, 2014 primarily due to a $9.4 million increase in employee compensation 

and related expenses, $5.7 million of which was attributable to the acquisition of KANA, and the remainder of which was 

attributable to increased employee headcount in our Enterprise Intelligence and Communications Intelligence segments, as well 
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as an increase in employee headcount for corporate support employees. Stock-based compensation expense increased $4.0 

million due primarily to an increase in average amounts of outstanding restricted stock units, and continued increases in our 

stock price, which impacts the total stock-based compensation to be recognized over the vesting periods. Also contributing to 

the increase in selling, general, and administrative expense was a $1.1 million increase in professional fees associated with 

business combinations, a $1.3 million increase in travel expense, and a $1.9 million increase in agent commissions expense in 

our Communication Intelligence segment.  These increases were partially offset by a decrease of $3.5 million of expenses from 

special performance incentives associated with a prior period business combination included in selling, general, and 

administrative expenses during the three months ended April 30, 2013 with no equivalent expenses in the three months ended 

April 30, 2014.  

Amortization of Other Acquired Intangible Assets

 

Amortization of other acquired intangible assets consists of amortization of certain intangible assets acquired in connection 

with business combinations, including customer relationships, distribution networks, trade names and non-compete agreements.

The following table sets forth amortization of other acquired intangible assets for the three months ended April 30, 2014 and 

2013:

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Amortization of other acquired intangible assets $ 11,203 $ 6,033 86%

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Amortization of other acquired 

intangible assets increased approximately $5.2 million, or 86%, from 6.0 million  three months ended April 30, 2013 to $11.2 

million in three months ended April 30, 2014 primarily due to amortization associated with business combinations that closed 

subsequent to the three months ended April 30, 2013.

 

Further discussion surrounding our business combinations appears in Note 4, "Business Combinations" to our consolidated 

financial statements included under Item 1 of this report.

 

Other Income (Expense), Net

 

The following table sets forth total other expense, net for the three months ended April 30, 2014 and 2013:

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

Interest income $ 225 $ 155 45%

Interest expense (10,226) (7,188) 42%

Loss on extinguishment of debt (7,092) (9,706) (27)%

Other income (expense):
  

Foreign currency gains (losses) 3,195 (1,720) *

(Losses) gains on derivative financial instruments, net (737) 430 *

Other, net 370 (518) *

Total other income (expense) 2,828 (1,808) *

Total other expense, net $ (14,265) $ (18,547) (23)%

 

* Percentage is not meaningful.

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013. Total other expense, net, decreased by 

$4.2 million from $18.5 million in the three months ended April 30, 2013 to $14.3 million in the three months ended April 30, 

2014.  

During the three months ended April 30, 2014, we recorded a $7.1 million loss upon extinguishment of debt in connection with 

the extinguishment of the March 2013 Term Loans. During the three months ended April 30, 2013, we recorded a $9.7 million 

loss upon extinguishment of debt, which primarily related to the extinguishment of the April 2011 Term Loans.  
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Interest expense increased to $10.2 million in the three months ended April 30, 2014 from $7.2 million in the three months 

ended April 30, 2013 primarily due to incremental borrowings associated with the February 2014 Term Loans and outstanding 

borrowings under the 2013 Revolving Credit Facility.  

Further discussion regarding our Credit Agreement appears in Note 6, “Long-term Debt” to our condensed consolidated 

financial statements included under Item 1 of this report.

We recorded $3.2 million of net foreign currency gains in the three months ended April 30, 2014 compared to $1.7 million of 

net losses in the three months ended April 30, 2013.  Foreign currency gains in the three months ended April 30, 2014 resulted 

primarily from (i) weakening of the U.S. dollar against the Singapore dollar, resulting in foreign currency gains on Singapore 

dollar-denominated net assets in certain entities which use a U.S. dollar functional currency, (ii) weakening of the U.S. dollar 

against the British pound sterling, resulting in foreign currency gains on euro-denominated net liabilities in certain entities 

which use a British pound sterling functional currency, (iii) weakening of the U.S. dollar against the euro, resulting in foreign 

currency gains on U.S. dollar-denominated net liabilities in certain entities which use a euro functional currency and (iv) 

weakening of the U.S. dollar against the Brazilian real, resulting in foreign currency gains on U.S. dollar-denominated net 

liabilities in certain entities which use a Brazilian real functional currency.

 

In the three months ended April 30, 2014, there were net losses on derivative financial instruments (not designated as hedging 

instruments) of $0.7 million compared to net gains of $0.4 million on such instruments for the three months ended April 30, 

2013 resulting primarily from the strengthening of the hedged currencies against the functional currencies during the three 

months ended April 30, 2014, in contrast to the weakening of the hedged currencies against the functional currencies during the 

three months ended  April 30, 2013, in both cases primarily the euro against the U.S dollar.  Movements of hedged currencies 

against functional currencies were generally not significant during the three months ended April 30, 2014.

Other, net was $0.5 million net expense in three months ended April 30, 2014 compared to a net benefit of $0.4 million in three 

months ended April 30, 2013.  The $0.4 million net benefit during the three months ended April 30, 2014 included 

approximately $0.4 million of sublease rental income from KANA properties acquired during the three months ended April 30, 

2014.  Other, net, during the three months ended April 30, 2013 included a $0.3 million write-off of an indemnification asset 

based upon our assessment of the collectibility of the indemnification from the former shareholders from a prior-year business 

combination in our Communications Intelligence segment. 

(Benefit from) Provision for Income Taxes

 

The following table sets forth our (benefit from) provision for income taxes for the three months ended April 30, 2014 and 

2013:

 

Three Months Ended 
April 30, % Change

(in thousands) 2014 2013 2014 - 2013

(Benefit from) provision for income taxes $ (42,088) $ 3,103 *

* Percentage is not meaningful.

 

Three Months Ended April 30, 2014 compared to Three Months Ended April 30, 2013.  Our effective income tax benefit rate 

was 317.2% for the three months ended April 30, 2014, compared to a negative effective income tax rate of 64.2% for the three 

months ended April 30, 2013.  For the three months ended April 30, 2014, we recorded an income tax benefit of $42.1 million 

on a pre-tax loss of $13.3 million. The current period income tax benefit is primarily attributable to the release of $45.2 million 

of Verint valuation allowances.  We maintain valuation allowances on our net U.S. deferred income tax assets related to federal 

and certain state jurisdictions. In connection with the acquisition of KANA, we recorded deferred income tax liabilities 

primarily attributable to acquired intangible assets to the extent the amortization will not be deductible for income tax 

purposes. Under accounting guidelines, because the amortization of the intangible assets in future periods provides a source of 

taxable income, we expect to realize a portion of our existing deferred income tax assets.  As such, we have reduced the 

valuation allowance recorded on our deferred income tax assets to the extent of the deferred income tax liabilities recorded.  

Because the valuation allowance related to existing Verint deferred income tax assets, the impact of the release is reflected as a 

discrete income tax benefit and not as a component of the KANA acquisition accounting.  The effective income tax rate was 

also affected by the mix and levels of income and losses among taxing jurisdictions.  Pre-tax income in our profitable 

jurisdictions, where we recorded income tax provisions, was less than our domestic losses where we maintain valuation 

allowances and did not record the related income tax benefits.  Excluding the income tax benefit attributable to the valuation 
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allowance release, the result was an income tax provision of $3.1 million on a pre-tax loss $13.3 million, resulting in a negative 

effective income tax rate of 23.2%.  For the three months ended April 30, 2013, our effective income tax rate was lower than 

the U.S. federal rate of 35% primarily due to the level and mix of income and losses by jurisdiction.  Pre-tax income in our 

profitable jurisdictions, where we recorded income tax provisions, was less than our domestic losses where we maintain 

valuation allowances and did not record the related income tax benefits.  The result was an income tax provision of $3.1 million 

on a pre-tax loss of $4.8 million, which resulted in a negative effective income tax rate of 64.2%. 

The comparison of our effective income tax rates between periods is significantly impacted by the level and mix of earnings 

and losses by tax jurisdiction, foreign income tax rate differentials, amount of permanent book to tax differences, the impact of 

unrecognized income tax income benefits, and the effects of valuation allowances on certain loss jurisdictions.

Backlog

 

The delivery cycles of most of our products are generally very short, ranging from days to several months, with the exception 

of certain projects with multiple deliverables over longer periods of time. Therefore, we do not view backlog as a meaningful 

indicator of future business activity and do not consider it a meaningful financial metric for evaluating our business.

 

Liquidity and Capital Resources

 

Overview

Our primary source of cash is the collection of proceeds from the sale of products and services to our customers, including cash 

periodically collected in advance of delivery or performance.

 

Our primary recurring use of cash is payment of our operating costs, which consist primarily of employee-related expenses, 

such as compensation and benefits, as well as general operating expenses for marketing, facilities and overhead costs, and 

capital expenditures.  We also utilize cash for debt service under our Credit Agreement and periodically for business 

acquisitions.  Cash generated from operations is our primary source of operating liquidity, and we believe that internally 

generated cash flows are sufficient to support our current business operations, including debt service and capital expenditure 

requirements.

In February 2014, in connection with our acquisition of KANA, we borrowed $125.0 million under our 2013 Revolving Credit 

Facility and we also incurred $300.0 million of incremental term loans under our Credit Agreement, both for purposes of 

funding a portion of the purchase price for KANA.  These transactions significantly increased our long-term debt obligations.  

Further discussion of our Credit Agreement appears below, under "Credit Agreement".

We have historically expanded our business in part by investing in strategic growth initiatives, including acquisitions of 

products, technologies, and businesses. We have used cash as consideration for substantially all of our historical business 

acquisitions, including approximately $517 million of net cash expended to acquire KANA in February 2014, funded through a 

combination of cash on hand, and as described above, incremental term loans and borrowings under our 2013 Revolving Credit 

Facility. We also expended approximately $83 million of cash on hand to acquire UTX in March 2014. 

 

We continually examine our options with respect to terms and sources of existing and future long and short-term capital 

resources to enhance our operating results and to ensure that we retain financial flexibility, and may from time to time elect to 

raise additional equity or debt capital in the capital markets.

A considerable portion of our operating income is earned outside the United States. Cash, cash equivalents, short-term 

investments, and restricted cash and bank time deposits (including any long-term portions) held by our subsidiaries outside the 

United States were $229.3 million and $268.6 million as of April 30, 2014 and January 31, 2014, respectively, and are 

generally used to fund the subsidiaries’ operating requirements and to invest in company growth initiatives, including business 

acquisitions. Cash on hand in the United States was utilized to fund a portion of the purchase price for KANA, and cash on 

hand outside of the United States was utilized to fund the purchase price for UTX. We currently do not anticipate that we will 

need funds generated from foreign operations to fund our domestic operations for the next 12 months and for the foreseeable 

future.

Should other circumstances arise whereby we require more capital in the United States than is generated by our domestic 

operations, or should we otherwise consider it in our best interests, we could repatriate future earnings from foreign 

jurisdictions, which could result in higher effective tax rates.  We have not provided for deferred income taxes on the excess of 
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the amount for financial reporting over the tax basis of investments in our foreign subsidiaries because we currently plan to 

indefinitely reinvest such earnings outside the United States.

 

The following table sets forth our cash and cash equivalents, restricted cash and bank time deposits, short-term investments and 

long-term debt as of April 30, 2014 and January 31, 2014:

April 30, January 31,

(in thousands) 2014 2014

Cash and cash equivalents $ 187,316 $ 378,618

Restricted cash and bank time deposits $ 19,949 $ 6,423

Short-term investments $ 35,875 $ 32,049

Long-term debt $ 1,020,365 $ 635,830

 

At April 30, 2014, our cash and cash equivalents totaled $187.3 million, a decrease of $191.3 million from $378.6 million at 

January 31, 2014. During the three months ended April 30, 2014, we expended approximately $186 million of cash on hand for 

three business acquisitions, including associated financing fees. 

During the three months ended April 30, 2014, our operating activities generated $54.0 million of cash, our financing activities 

generated $378.9 million of net cash, and our investing activities used $625.2 million of net cash. Further discussion of these 

items appears below.

 

Consolidated Cash Flow Activity

 

The following table summarizes selected items from our condensed consolidated statements of cash flows for the three months 

ended April 30, 2014 and 2013:

 

Three Months Ended 
April 30,

(in thousands) 2014 2013

Net cash provided by operating activities $ 54,035 $ 26,156

Net cash used in investing activities (625,173) (49,202)

Net cash provided by financing activities 378,949 70,107

Effect of exchange rate changes on cash and cash equivalents 887 (870)

Net (decrease) increase in cash and cash equivalents $ (191,302) $ 46,191

Net Cash Provided by Operating Activities

 

Net cash provided by operating activities is driven primarily by our net income or loss, adjusted for non-cash items, and 

working capital changes. Operating activities generated $54.0 million of net cash during the three months ended April 30, 2014, 

compared to $26.2 million generated during the three months ended April 30, 2013. The improved operating cash flow resulted 

primarily from our higher revenue for the three months ended April 30, 2014, which contributed to higher accounts receivable 

collections and customer deposits, compared to the three months ended April 30, 2013. Although our operating income 

decreased in the current-year quarter compared to the prior-year quarter, our non-cash depreciation, amortization, and stock-

based compensation expenses increased, from $20.2 million to $33.6 million. Operating activity cash flow for the three months 

ended April 30, 2013 included the payment of a $7.2 million investment banking fee associated with the CTI Merger.

 

Net Cash Used in Investing Activities

 

During the three months ended April 30, 2014, our investing activities used $625.2 million of net cash, the primary component 

of which was $603.6 million of net cash utilized for business acquisitions, including KANA in February 2014 and UTX in 

March 2014. We also had a $13.3 million increase in restricted cash and bank time deposits during this period. Restricted cash 

and bank time deposits are typically short-term deposits used to secure bank guarantees in connection with sales contracts, the 

amounts of which will fluctuate from period to period. In addition, we also made $5.3 million of payments for property, 

equipment, and capitalized software development costs, and made $3.0 million of net purchases of short-term investments, 

during the period.
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During the three months ended April 30, 2013, our investing activities used $49.2 million of net cash, primarily reflecting $49.6 

million of purchases of short-term investments in commercial paper. We also made $3.0 million of payments for property, 

equipment, and capitalized software development costs during this period.

As of April 30, 2014, we had no significant capital expenditure commitments.

 

Net Cash Provided by Financing Activities

 

For the three months ended April 30, 2014, our financing activities provided $378.9 million of net cash. In connection with the 

February 3, 2014 acquisition of KANA, we incurred $300.0 million of incremental term loans and borrowed $125.0 million 

under our 2013 Revolving Credit Facility.  Additionally, in March 2013, we incurred $643.5 million of new term loans and 

simultaneously repaid $643.5 million of prior term loans. In connection with this financing activity, we paid $8.9 million of 

debt issuance costs related to the new borrowings. Other financing activities during the three months ended April 30, 2014 

included payments of $2.9 million for the financing portion of payments under contingent consideration arrangements related 

to prior business combinations, and the receipt of $6.2 million of proceeds from exercises of stock options.

 

For the three months ended April 30, 2013, our financing activities provided $70.1 million of net cash. During this period, we 

borrowed $646.7 million under an amendment and restatement agreement to our Credit Agreement (gross borrowings of $650.0 

million, reduced by a $3.3 million original issuance discount), and simultaneously repaid $576.0 million of outstanding 

borrowings under the Credit Agreement. We also paid $7.0 million of debt issuance costs related to the new borrowings. In 

addition, we received $10.4 million of cash in connection with the February 2013 CTI Merger. Other financing activities during 

the three months ended April 30, 2013 included payments of $3.5 million for the financing portion of payments under 

contingent consideration arrangements related to prior business combinations, and the receipt of $1.7 million of proceeds from 

exercises of stock options.

Liquidity and Capital Resources Requirements

 

Based on past performance and current expectations, we believe that our cash, cash equivalents, short-term investments and 

cash generated from operations will be sufficient to meet anticipated operating costs, required payments of principal and 

interest, working capital needs, ordinary course capital expenditures, research and development spending, and other 

commitments for at least the next 12 months. Currently, we have no plans to pay any cash dividends on our common stock, 

which are not permitted under our Credit Agreement.

 

Credit Agreement

 

As of January 31, 2014, our Credit Agreement provided for $850.0 million of senior secured credit facilities, including $650.0 

million of term loans maturing in September 2019, of which $645.1 million was outstanding at January 31, 2014, and the 

$200.0 million 2013 Revolving Credit Facility maturing in March 2018, under which there were no borrowings at January 31, 

2014. The credit facility was subject to a maximum increase of $300.0 million and reduction from time to time.

As noted above, in February 2014, in connection with our acquisition of KANA, we borrowed $125.0 million under the 2013 

Revolving Credit Facility and we also incurred $300.0 million under the February 2014 Term Loans, which are incremental 

term loans under an amendment to our Credit Agreement, both for purposes of funding a portion of the purchase price for 

KANA.  

In March 2014, we refinanced the $643.5 million of outstanding March 2013 Term Loans with the March 2014 Term Loans, 

primarily for purposes of reducing the interest rate on such loans. We also amended our Credit Agreement in February and 

March 2014 to, among other things, (i) change the basis for determining the interest rate on borrowings under the 2013 

Revolving Credit Facility, (ii) increase the permitted amount of incremental term loans and revolving credit commitments 

(beyond the incremental term loans borrowed in February 2014) by up to an aggregate of $200.0 million plus an additional 

amount such that our leverage ratio (as defined in the Credit Agreement) would not exceed a specified maximum ratio, (iii) 

permit us to issue convertible indebtedness (as defined in the Credit Agreement), (iv) permit us to refinance all or a portion of 

any existing term loans with replacement term loans, and (v) extend by one year, to January 31, 2016, the step-down date of the 

leverage ratio covenant applicable to the 2013 Revolving Credit Facility.

As of April 30, 2014, we had $943.5 million of outstanding term loans, bearing interest at 3.50% at that date, and which require 

quarterly principal payments of $2.4 million through August 2019, with the remaining balance due in September 2019.  

Borrowings under the 2013 Revolving Credit Facility were $87.0 million at April 30, 2014, with $83.0 million bearing interest 

at 3.50% and $4.0 million bearing interest at 5.00%.
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The 2013 Revolving Credit Facility contains a financial covenant that requires us to maintain a ratio of Consolidated Total Debt 

to Consolidated EBITDA (each as defined in the Credit Agreement) of no greater than 5.00 to 1 until January 31, 2016 and no 

greater than 4.50 to 1 thereafter (the "Leverage Ratio Covenant"). At April 30, 2014, our consolidated leverage ratio was 

approximately 3.2 to 1 compared to a permitted consolidated leverage ratio of 5.00 to 1, and our EBITDA for the twelve-month 

period then ended exceeded by at least $102.0 million the minimum EBITDA required to satisfy the Leverage Ratio Covenant 

given our outstanding debt as of such date.

Contractual Obligations

Our Annual Report on Form 10-K for the year ended January 31, 2014 includes a table summarizing our contractual obligations 

of approximately $909 million as of January 31, 2014, including approximately $788 million for long-term debt obligations, 

including projected future interest. This table appears under Item 7, “Management’s Discussion and Analysis of Financial 

Condition and Results of Operations” in that report. As described above under "Credit Agreements", during the three months 

ended April 30, 3014, we incurred additional long-term debt in connection with our acquisition of KANA and executed several 

amendments to our Credit Agreement. As a result, our long-term debt obligations, including projected future interest, have 

increased from approximately $788 million at January 31, 2014 to approximately $1.2 billion at April 30, 2014. This increase 

resulted primarily from the impact of the additional long-term debt, partially offset by the impact of lower projected interest 

rates. Details regarding our long-term debt obligations are provided in Note 6, "Long-Term Debt" to our condensed 

consolidated financial statements included under Item 1 of this report.

Additional operating lease obligations that we assumed upon the February 3, 2014 acquisition of KANA and March 31, 2014 

acquisition of UTX were less than $10.0 million and are not included in the contractual obligations table in our Annual Report 

on Form 10-K for the year ended January 31, 2014.

Other than the impact of the transactions described above, we believe that our contractual obligations and commercial 

commitments did not materially change during the three months ended April 30, 2014.

 

Contingent Payments Associated with Business Combinations

 

In connection with certain of our business combinations, we have agreed to make contingent cash payments to the former 

shareholders of the acquired companies based upon achievement of performance targets following the acquisition dates.

 

For the three months ended April 30, 2014, we made $3.1 million of payments under contingent consideration arrangements.  

As of April 30, 2014, potential future cash payments and earned consideration expected to be paid subsequent to April 30, 2014  

under contingent consideration arrangements total $42.6 million, the estimated fair value of which was $19.1 million, including 

$9.7 million reported in accrued expenses and other current liabilities, and $9.4 million reported in other liabilities. The 

performance periods associated with these potential payments extend through January 2019.

 

Off-Balance Sheet Arrangements

 

As of April 30, 2014, we did not have any off-balance sheet arrangements that we believe have or are reasonably likely to have 

a current or future effect on our financial condition, changes in financial condition, revenue or expenses, results of operations, 

liquidity, capital expenditures or capital resources that are material to investors.

 

Recent Accounting Pronouncements

 

New Accounting Pronouncements Implemented

In March 2013, the FASB issued ASU No. 2013-05, Foreign Currency Matters (Topic 830): Parent's Accounting for the 

Cumulative Translation Adjustment upon Derecognition of Certain Subsidiaries or Groups of Assets within a Foreign Entity or 

of an Investment in a Foreign Entity. This new standard is intended to resolve diversity in practice regarding the release into net 

income of a cumulative translation adjustment upon derecognition of a subsidiary or group of assets within a foreign entity. 

ASU No. 2013-05 was effective prospectively for us on February 2, 2014.  The adoption of this standard did not impact our 

condensed consolidated financial statements.

New Accounting Pronouncements To Be Implemented
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In April 2014, the FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and 

Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components of an Entity. ASU 

2014-08 raises the threshold for a disposal to qualify as a discontinued operation and requires new disclosures of both 

discontinued operations and certain other disposals that do not meet the definition of a discontinued operation. It is effective for 

annual reporting periods beginning on or after December 15, 2014. Early adoption is permitted but only for disposals that have 

not been reported in previously issued financial statements. We are currently reviewing this standard, but we do not expect its 

adoption to materially impact our condensed consolidated financial statements, absent any disposals of components or groups 

of components that have a material effect on our financial results in future periods.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). ASU No. 2014-09 

supersedes the revenue recognition requirements in Topic 605, Revenue Recognition, and most industry-specific revenue 

recognition guidance throughout the Industry Topics of the Accounting Standards Codification. Additionally, this update 

supersedes some cost guidance included in Subtopic 605-35, Revenue Recognition-Construction-Type and Production-Type 

Contracts. The core principle of the guidance is that an entity should recognize revenue to depict the transfer of promised 

goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in 

exchange for those goods or services. It is effective for the first interim period within annual reporting periods beginning after 

December 15, 2016, and early adoption is not permitted. We are currently reviewing this standard to assess the impact on our 

future condensed consolidated financial statements.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

 

Market risk represents the risk of loss that may impact our financial condition due to adverse changes in financial market prices 

and rates. We are exposed to market risk related to changes in interest rates and foreign currency exchange rate fluctuations. To 

manage the volatility relating to interest rate and foreign currency risks, we periodically enter into derivative instruments 

including foreign currency forward exchange contracts and interest rate swap agreements. It is our policy to enter into 

derivative transactions only to the extent considered necessary to meet our risk management objectives. We use derivative 

instruments solely to reduce the financial impact of these risks and do not use derivative instruments for speculative purposes.

The section entitled “Quantitative and Qualitative Disclosures About Market Risk” under Part II, Item 7A of our Annual Report 

on Form 10-K for the year ended January 31, 2014 provides detailed quantitative and qualitative discussions of the market risks 

affecting our operations. We believe that our market risk profile did not materially change during the three months ended April 

30, 2014.

Item 4.  Controls and Procedures

 

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, are controls and 

other procedures designed to ensure that information required to be disclosed in reports filed or submitted under the Exchange 

Act is recorded, processed, summarized, and reported, within the time periods specified by the rules and forms promulgated by 

the SEC. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that such 

information is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial 

Officer, as appropriate, to allow timely decisions regarding required disclosure.

In connection with the preparation of this Quarterly Report on Form 10-Q, we conducted an evaluation, under the supervision 

and with the participation of management, including our Chief Executive Officer and Chief Financial Officer, of the 

effectiveness of the design and operation of our disclosure controls and procedures as of the end of the period covered by this 

report. Based upon this evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that, as of April 30, 

2014, our disclosure controls and procedures were effective.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect every misstatement. An 

evaluation of effectiveness is subject to the risk that the controls may become inadequate because of changes in conditions, or 

that the degree of compliance with policies or procedures may decrease over time.

Changes in Internal Control over Financial Reporting
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Under applicable SEC rules (Exchange Act Rules 13a-15(c) and 15d-15(c)) management is required to evaluate any change in 

internal control over financial reporting that occurred during each fiscal quarter that has materially affected, or is reasonably 

likely to materially affect, our internal control over financial reporting. In evaluating whether there were any reportable changes 

in our internal control over financial reporting during the three months ended April 30, 2014, we determined, with the 

participation of our Chief Executive Officer and Chief Financial Officer, that there were no changes in our internal control over 

financial reporting, that have materially affected, or are reasonably likely to materially affect, our internal control over financial 

reporting, except as described below with respect to our new operations resulting from the acquisition of KANA.

In making the assessment of disclosure controls and procedures and of changes in our internal control over financial reporting 

as of the date of the evaluation, our management has excluded the operations of KANA. This exclusion is in accordance with 

the SEC’s general guidance that an assessment of a recently acquired business may be omitted from the scope of the evaluation 

in the year following the acquisition. We are currently assessing the control environment of this acquired business. KANA’s 

revenue comprised approximately 12% of our consolidated revenue for the three-month period covered by this report, and 

KANA’s assets comprised approximately 4% of our consolidated assets as of the end of such period.
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PART II

Item 1.  Legal Proceedings

See Note 16, "Commitments and Contingencies" of the Notes to the Condensed Consolidated Financial Statements under Part 

I, Item 1 for information regarding our legal proceedings. 

Item 1A.   Risk Factors

There have been no material changes to the Risk Factors described in Part I “Item 1A. Risk Factors” in our Annual Report on 

Form 10-K for the year ended January 31, 2014.  In addition to the other information set forth in this Quarterly Report, you 

should carefully consider the risks discussed in our Annual Report on Form 10-K, which could materially affect our business, 

financial condition, or operating results.  The risks described in our Annual Report on Form 10-K are not the only risks facing 

us, however.  Additional risks and uncertainties not currently known to us or that we currently deem to be insignificant also 

may materially and adversely affect our business, financial condition, or operating results in the future.

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

None

Item 3.  Defaults Upon Senior Securities

None.

Item 4.  Mine Safety Disclosures

 

Not applicable.

Item 5.  Other Information

Not applicable.
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Item 6.  Exhibits

 

The following exhibit list includes agreements that we entered into or that became effective during the three months ended April 30, 

2014:

Number Description

Filed Herewith /
Incorporated by
Reference from

10.1 Amendment No. 1, Incremental Amendment and Joinder Agreement 
dated February 3, 2014 to the Amended and Restated Credit Agreement, 
dated as of March 6, 2013, among Verint Systems Inc., as Borrower, the 
lenders from time to time party thereto, and Credit Suisse AG, as 
administrative agent and collateral agent (the “Existing Credit 
Agreement”)

Form 8-K filed on February 3, 2014

10.2 Amendment No. 2 dated February 3, 2014 to the Existing Credit 
Agreement

Form 8-K filed on February 3, 2014

10.3 Amendment No. 3 dated February 3, 2014 to the Existing Credit 
Agreement

Form 8-K filed on February 3, 2014

10.4 Amendment No. 4, Refinancing Amendment and Joinder Agreement 
dated March 7, 2014 to the Existing Credit Agreement

Form 8-K filed on March 10, 2014

10.5 Form of Performance-Based Restricted Stock Unit Award Agreement for 
Grants Subsequent to March 2014*

Filed herewith

31.1
 

Certification of Dan Bodner, Chief Executive Officer pursuant to Section
302 of the Sarbanes-Oxley Act of 2002

 

Filed herewith

31.2
 

Certification of Douglas E. Robinson, Chief Financial Officer pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002

 

Filed herewith

32.1
 

Certification of the Chief Executive Officer pursuant to Securities
Exchange Act Rule 13a-14(b) and 18 U.S.C. Section 1350 (1)

 

Filed herewith

32.2
 

Certification of the Chief Financial Officer pursuant to Securities
Exchange Act Rule 13a-14(b) and 18 U.S.C. Section 1350 (1)

 

Filed herewith

101.INS
 

XBRL Instance Document
 

Filed herewith

101.SCH
 

XBRL Taxonomy Extension Schema Document
 

Filed herewith

101.CAL
 

XBRL Taxonomy Extension Calculation Linkbase Document
 

Filed herewith

101.DEF
 

XBRL Taxonomy Extension Definition Linkbase Document
 

Filed herewith

101.LAB
 

XBRL Taxonomy Extension Label Linkbase Document
 

Filed herewith

101.PRE
 

XBRL Taxonomy Extension Presentation Linkbase Document
 

Filed herewith

 

(1) These exhibits are being "furnished" with this periodic report and are not deemed "filed" with the SEC and are not 

incorporated by reference in any filing of the company under the Securities Act of 1933, as amended or the Securities Exchange Act of 

1934, as amended.

*  Denotes a management contract or compensatory plan or arrangement required to be filed as an exhibit to this form pursuant to 

Item 6 of this report.

Table of Contents



49

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on 

its behalf by the undersigned thereunto duly authorized.

 

VERINT SYSTEMS INC.

  

  

June 5, 2014 /s/ Dan Bodner
 

Dan Bodner
 

President and Chief Executive Officer

  

June 5, 2014 /s/ Douglas E. Robinson
 

Douglas E. Robinson
 

Chief Financial Officer (Principal Financial Officer and
Principal Accounting Officer)
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EXHIBIT 10.5

 

___________  __, 20__

[Name of Recipient]

[Address]

Notice of Grant of Performance-Based Restricted Stock Units

Dear [Name]:

 Congratulations!  You have been granted a performance-based restricted stock unit award (the “Award”) 

pursuant to the terms and conditions of the [Verint Systems Inc. 2010 Long-Term Stock Incentive Plan]

[Comverse Technology, Inc. 2011 Stock Incentive Compensation Plan (assumed by the Company)], as 

modified by any sub-plan, addendum, or supplement applicable to you under Section 16 of the Agreement (as 

defined below) (the “Plan”) and the attached Verint Systems Inc. (the “Company”) Performance-Based Restricted 

Stock Unit Award Agreement (the “Agreement”).  The details of your Award are specified below and in the attached 

Agreement.  Capitalized terms used in this Notice of Grant and not otherwise defined shall have the meanings given 

in the Plan or the Agreement.

  Granted To:  [Name]

  ID#:   [ID Number]

  Grant Date:  [____________], 20__

  Target Number 

  of Units Granted:  [Number] (with the opportunity to earn up to

     [Number]
1 additional restricted stock units)2

  

  Price Per Unit:  U.S.$0.00

Vesting Schedule: 

The restricted stock units granted hereby shall vest on the dates or at 

the times set forth in the Agreement, upon the achievement of specified 

performance goals, but in any event, no earlier than [________], 20__.

  

Verint Systems Inc.

                                                          
1  Not to exceed 100% of the Target Number of Units (or such lower percentage as specified by the grant 

resolutions).
2  Note that the maximum number of Restricted Stock Units granted is subject to the approval of the Compensation 

Committee.

   



2

     

 By my signature below or my electronic acceptance hereof (if provided to me electronically), I hereby 

acknowledge my receipt of this Award granted on the date shown above, which has been issued to me under the 

terms and conditions of the Plan and the Agreement.  I agree that the Award is subject to all of the terms and 

conditions of this Notice of Grant, the Plan, and the Agreement.

 If I am a resident of Canada, I also acknowledge having requested that this Notice and all documents 

referred to herein be drafted in the English language.  Je reconnais également avoir exigé que ce document ainsi que 

tout document auquel ce document fait référence, soient rédigés en langue anglaise.

Signature: _______________________________ Date: ______________
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VERINT SYSTEMS INC.

PERFORMANCE-BASED RESTRICTED STOCK UNIT AWARD AGREEMENT

This Performance-Based Restricted Stock Unit Award Agreement (“Agreement”) and the [Verint Systems Inc. 2010 

Long-Term Stock Incentive Plan][Comverse Technology, Inc. 2011 Stock Incentive Compensation Plan 

(assumed by the Company)], as modified by any sub-plan, addendum, or supplement applicable to you under 

Section 16 of the Agreement (the “Plan”) govern the terms and conditions of the Performance-Based Restricted 

Stock Unit Award (the “Award”) specified in the Notice of Grant of Performance-Based Restricted Stock Units (the 

“Notice of Grant”) delivered herewith entitling the person to whom the Notice of Grant is addressed (“Grantee”) to 

receive from Verint Systems Inc. (the “Company”) the target number of performance-based restricted stock units 

indicated in the Notice of Grant and the opportunity to earn additional restricted stock units (if provided for in the 

Notice of Grant), as described herein, subject to the terms and conditions of this Agreement.

1 RESTRICTED STOCK UNITS; VESTING

  1.1 Grant of Performance-Based Restricted Stock Units.

(a) Subject to the terms of this Agreement, the Company hereby grants to Grantee the target number of 

performance-based restricted stock units (as may be further defined under the terms of the Plan, “Restricted 

Stock Units”) indicated in the Notice of Grant (the “Target Units”), and the opportunity to earn additional 

Restricted Stock Units (if provided for in the Notice of Grant),3 as described herein, (the “Overachievement 

Units”, and together with the Target Units, the “Total Units”), vesting of which depends upon the 

Company’s performance during the Performance Period (defined below).

(b) Grantee’s right to receive all or any portion of the Total Units will be contingent upon the Company’s 

achievement of one or more performance goals specified in a performance matrix attached as an exhibit to 

this Agreement (the “Performance Matrix”) measured over the period from [________] through 

[________] (the “Performance Period”).

(c) The performance goal(s) and related “Target”, “Threshold”, and “Maximum” levels (as described below) 

and any associated definitions for the Performance Period are memorialized in the Performance Matrix 

attached as Exhibit A hereto.

(d) If and when the Restricted Stock Units vest in accordance with the terms of the Plan, this Agreement, and 

the Notice of Grant without forfeiture, and upon the satisfaction of all other applicable conditions as to the 

Restricted Stock Units, one Share shall be issuable to Grantee for each Restricted Stock Unit that vests on 

such date, which Shares, except as otherwise provided herein or in the Notice of Grant, will be free of any 

Company-imposed transfer restrictions.  Any fractional Restricted Stock Unit remaining after the Award is 

fully vested shall be discarded and shall not be converted into a fractional Share.

1.2 Achievement of Payout Percentages and Vesting of Performance-Based Restricted Stock Units.

(a) Below Threshold.  If upon conclusion of the Performance Period, achievement of a performance goal falls 

below the “Threshold” level for such performance goal, as set forth in the Performance Matrix, a payout 

percentage of 0% in respect of such performance goal shall be achieved.

                                                          

3 Note that the maximum number of Restricted Stock Units granted is subject to the approval of the Compensation 

Committee.
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(b) At a Level or Between Levels.  If, upon conclusion of the Performance Period, achievement of a 

performance goal equals a specified level for such performance goal as set forth in the Performance Matrix 

(other than the “Maximum” level), the payout percentage specified for such level in the Performance 

Matrix shall be achieved.  However, if, upon conclusion of the Performance Period, achievement of a 

performance goal exceeds a specified level for such performance goal as set forth in the Performance 

Matrix (e.g., above the “Threshold” level but less than the “Maximum” level), the payout percentage shall 

be calculated on a linear basis based on (i) where the actual achievement of such performance goal falls 

between the two nearest specified levels as set forth in the Performance Matrix and (ii) the corresponding 

payout percentages specified in the Performance Matrix.  Notwithstanding the foregoing, if, upon 

conclusion of the Performance Period, achievement of such performance goal exceeds the “Target” level 

(but is less than the “Maximum” level) the payout percentage in respect of such performance goal shall 

only exceed the payout percentage specified for the Target level if the Notice of Grant indicates that 

Overachievement Units are eligible to be earned.

(c) Equals or Exceeds Maximum.  If the Notice of Grant indicates that Overachievement Units are eligible to 

be earned, and upon conclusion of the Performance Period, achievement of a performance goal equals or 

exceeds the “Maximum” level for such performance goal, as set forth in the Performance Matrix, the 

payout percentage indicated on the Performance Matrix for “Maximum” performance in respect of such 

performance goal shall be achieved.

(d) Vesting of Units; Independence of Performance Goals.  Subject to Section 1.2(e), the number of Restricted 

Stock Units that will vest in the Performance Period shall, unless otherwise specified in the Performance 

Matrix, be determined by multiplying the “combined average payout percentage achieved” by the number 

of Target Units eligible to be earned.  The “combined average payout percentage achieved” shall, unless 

otherwise specified in the Performance Matrix, be the quotient of (A) and (B), where (A) is the sum of the 

actual payout percentages achieved for each performance goal, and (B) is the number of performance goals.  

If the foregoing calculation would result in the vesting of a fraction of a Restricted Stock Unit, the result of 

the calculation will be rounded down to the nearest whole Restricted Stock Unit.

(e) Determination of Earned Award.  Not later than 60 days following the Board’s receipt of the Company’s 

audited financial statements covering the Performance Period, the Committee will determine (i) whether 

and to what extent the performance goal(s) have been satisfied, (ii) the number of Restricted Stock Units 

that shall have become vested hereunder pursuant to the terms hereof, and (iii) whether all other conditions 

to receipt of the Shares have been met.  The Committee’s determination of the foregoing shall be final and 

binding on Grantee absent a showing of manifest error.  Notwithstanding any other provision of this 

Agreement, no Restricted Stock Units shall vest (x) until the Committee has made the foregoing 

determinations for the Performance Period and (y) prior to the date discussed in the next paragraph.

(f) Time Vesting Limitation.  Notwithstanding the determination of the Board or the Committee pursuant to the 

previous paragraph, no Restricted Stock Units will vest prior to the date specified in the Notice of Grant.

(g) Other Vesting Provisions.  Any Restricted Stock Units that do not become vested based on the foregoing 

provisions will be automatically forfeited by Grantee without consideration.

1.3 Forfeiture.

(a) Except as otherwise provided herein, Grantee’s right to receive any of the Restricted Stock Units is 

contingent upon his or her remaining in the Continuous Service of the Company or a Subsidiary or Affiliate 

through the respective vesting dates specified in the Notice of Grant and hereunder.  If Grantee’s 

Continuous Service terminates for any reason, all Restricted Stock Units which are then unvested shall, 

unless otherwise determined by the Board or the Committee in its sole discretion or subject to a separate 
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written agreement between the parties, be cancelled and the Company shall thereupon have no further 

obligation thereunder.  For the avoidance of doubt, subject to a separate written agreement between the 

parties, Grantee acknowledges and agrees that he or she has no expectation that any Restricted Stock Units 

will vest on the termination of his or her Continuous Service for any reason and that he or she will not be 

entitled to make a claim for any loss occasioned by such forfeiture as part of any claim for breach of his or 

her employment or service contract or otherwise.

1.4 Delivery. 

(a) Subject to Section 1.6 and any other applicable conditions hereunder, as soon as administratively 

practicable following the vesting of Restricted Stock Units in accordance with the terms of this Agreement 

(but in no event later than the date the short-term deferral period under Section 409A of the Code expires 

with respect to such vested Shares), the Company shall issue the applicable Shares and, at its option, (i) 

deliver or cause to be delivered to Grantee a certificate or certificates for the applicable Shares or (ii) 

transfer or arrange to have transferred the Shares to a brokerage account of Grantee designated by the 

Company.

(b) Notwithstanding the foregoing, the issuance of Shares upon the vesting of a Restricted Stock Unit shall be 

delayed in the event the Company reasonably anticipates that the issuance of Shares would constitute a 

violation of U.S. federal securities laws, other applicable law, or Nasdaq rules.  If the issuance of the Shares 

is delayed by the provisions of this paragraph, such issuance shall occur at the earliest date at which the 

Company reasonably anticipates issuing the Shares will not cause such a violation.  For purposes of this 

paragraph, the issuance of Shares that would cause inclusion in gross income or the application of any 

penalty provision or other provision of the Code or other tax legislation applicable to Grantee is not 

considered a violation of applicable law.

1.5 Restrictions.

(a) Except as provided herein, Grantee shall not have any rights as a stockholder with respect to any Shares to 

be distributed under the Plan until he or she has become the holder of such Shares as provided in the Plan.

(b) The Award is subject to the transferability restrictions under the Plan.

1.6 Tax; Withholding.

(a) The Company shall determine the amount of any withholding or other tax required by law to be withheld or 

paid by the Company or its Subsidiary with respect to any income recognized by Grantee with respect to 

the Restricted Stock Units or the issuance of Shares pursuant to the terms of the Restricted Stock Units.

(b) Neither the Company nor any Subsidiary, Affiliate or agent makes any representation or undertaking 

regarding the treatment of any tax or withholding in connection with the grant or vesting of the Award or 

the subsequent sale of Shares subject to the Award.  The Company and its Subsidiaries and Affiliates do not 

commit and are under no obligation to structure the Award to reduce or eliminate Grantee’s tax liability and 

none of the Company, any of its Subsidiaries or Affiliates, or any of their employees or representatives shall 

have any liability to Grantee with respect thereto.

(c) Notwithstanding the withholding provision in the Plan:

(i) If in the tax jurisdiction in which Grantee resides, a tax withholding obligation arises upon vesting 

of the Award (regardless of when the Shares underlying the Award are delivered to Grantee), or for 

non-employee directors of the Company in any jurisdiction, on each date the Award actually vests, 

if (1) the Company does not have in place an effective registration statement under the Securities 



6

Act of 1933, as amended (the “Securities Act”) or there is not a Securities Act exemption available 

under which Grantee may sell Shares or (2) Grantee is subject to a Company-imposed trading 

blackout, then unless Grantee has made other arrangements satisfactory to the Company, the 

Company will (x) with respect to employees of the Company, withhold from the Shares to be 

delivered to Grantee such number of Shares as are sufficient in value (as determined by the 

Company in its sole discretion) to cover the minimum amount of the tax withholding obligation 

and (y) with respect to non-employee directors of the Company, settle 40% of the portion of the 

Award then vesting in cash by paying Grantee cash (in accordance with the Company’s normal 

payroll practices) equal to the Fair Market Value of one Share for each Restricted Stock Unit being 

settled in such manner.

(ii) If in the tax jurisdiction in which Grantee resides a tax withholding obligation arises upon delivery 

of the Shares underlying the Restricted Stock Units (regardless of when vesting occurs), then 

following each date the Award actually vests, the Company will defer the delivery of the Shares 

otherwise deliverable to Grantee until the earliest of (1) the date Grantee’s employment with the 

Company (or a Subsidiary or Affiliate) is terminated (by either party), (2) the date that the short-

term deferral period under Section 409A of the Code expires with respect to such vested Shares, or 

(3) the date on which the Company has in place an effective registration statement under the 

Securities Act or there is a Securities Act exemption available under which Grantee may sell 

Shares and on which Grantee is not subject to a Company-imposed trading blackout (the earliest 

of such dates, the “Delivery Date”).  If on the Delivery Date (1) the Company does not have in 

place an effective registration statement under the Securities Act or there is not a Securities Act 

exemption available under which Grantee may sell Shares or (2) Grantee is subject to a Company-

imposed trading blackout, then unless Grantee has made other arrangements satisfactory to the 

Company, the Company will withhold from the Shares to be delivered to Grantee such number of 

Shares as are sufficient in value (as determined by the Company in its sole discretion) to cover the 

minimum amount of the tax withholding obligation.

(d) Grantee is ultimately liable and responsible for all taxes owed by Grantee in connection with the Award, 

regardless of any action the Company or any of its Subsidiaries, Affiliates or agents takes with respect to 

any tax withholding obligations that arise in connection with the Award.  Accordingly, Grantee agrees to 

pay to the Company or its relevant Subsidiary or Affiliate as soon as practicable, including through 

additional payroll withholding (if permitted under applicable law), any amount of required tax withholding 

that is not satisfied by any such action of the Company or its Subsidiary or Affiliate.

(e) The Committee shall be authorized, in its sole discretion, to establish such rules and procedures relating to 

the use of Shares of common stock to satisfy tax withholding obligations as it deems necessary or 

appropriate to facilitate and promote the conformity of Grantee’s transactions under this Agreement with 

Rule 16b-3 under the Securities Exchange Act of 1934, as amended, if such rule is applicable to 

transactions by Grantee.

1.7 Detrimental Activity.  In the event the Company determines or discovers during or after the course of 

Grantee’s employment or service that Grantee committed an act during the course of employment or service that 

constitutes or would have constituted Cause for termination, the Committee shall have the right, to the maximum 

extent permissible under applicable law, to cancel any or all of Grantee’s then outstanding Awards (whether or not 

vested).

1.8 Erroneously Awarded Compensation.  The Award, if and to the extent subject to the Dodd-Frank Wall Street 

Reform and Consumer Protection Act of 2010, may be subject to a claw back policy or other incentive compensation 

policy established from time to time by the Company to comply with such Act.
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2 CERTAIN DEFINITIONS

Defined terms not defined in this Agreement but defined in the Plan shall have the same definitions as in the Plan.  For 

the avoidance of doubt, in each instance that the term “Company” is used in the Plan, “Company” shall mean Verint 

Systems Inc.   

3 REPRESENTATIONS OF GRANTEE

Grantee hereby represents to the Company that Grantee has read and fully understands the provisions of this Agreement, 

and Grantee acknowledges that Grantee is relying solely on his or her own advisors with respect to the tax consequences 

of this Award.  Grantee acknowledges that this Agreement has not been reviewed or approved by any regulatory authority 

in his or her country of residence or otherwise.

4 NOTICES

All notices or communications under this Agreement shall be in writing, addressed as follows:

To the Company:

  Verint Systems Inc.

  330 South Service Road

Melville, NY  11747-3201

U.S.A.

+(631) 962-9600 (phone)

+(631) 962-9623 (fax)

  Attn: Chief Legal Officer

To Grantee:

as set forth in the Company’s payroll

records

Any such notice or communication shall be (a) delivered by hand (with written confirmation of receipt) or sent by a 

nationally recognized overnight delivery service (receipt requested) or (b) sent certified or registered mail, return receipt 

requested, postage prepaid, addressed as above (or to such other address as such party may designate in writing from 

time to time), and the actual date of receipt shall determine the time at which notice was given.  Grantee will promptly 

notify the Company in writing upon any change in Grantee’s mailing address or e-mail address.

5 BINDING AGREEMENT

This Agreement shall be binding upon and inure to the benefit of the heirs and representatives of Grantee and the assigns 

and successors of the Company.

6 ENTIRE AGREEMENT; AMENDMENT

The Plan, this Agreement and the Notice of Grant represent the entire agreement of the parties with respect to the subject 

matter hereof.  Subject to the terms of the Plan, the Committee may waive any conditions or rights under, amend any 

terms of, or alter, suspend, discontinue, cancel or terminate, the Award; provided that any such waiver, amendment, 

alteration, suspension, discontinuance, cancellation or termination that would impair the rights of Grantee or any holder 

or beneficiary of the Award previously granted shall not be effective as to Grantee without the written consent of 

Grantee, holder or beneficiary, further, provided, that the consent of Grantee or any holder or beneficiary shall not be 

required to an amendment that is deemed necessary by the Company to ensure compliance with (a) the Dodd-Frank 

Wall Street Reform and Consumer Protection Act of 2010 or any regulations promulgated thereunder, including as a 
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result of the implementation of any recoupment policy the Company adopts to comply with the requirements set forth 

in the Dodd-Frank Act and (b) Section 409A of the Code as amplified by any Internal Revenue Service or U.S. Treasury 

Department regulations or guidance, or any other applicable equivalent tax law, rule, or regulation, as the Company 

deems appropriate or advisable.

7 GOVERNING LAW

The rules and regulations relating to this Agreement shall be determined in accordance with the laws of the State of 

New York, applied without giving effect to its conflict of laws principles.  Each party to this Agreement hereby consents 

and submits himself, herself or itself to the jurisdiction of the courts of the state of New York for the purposes of any 

legal action or proceeding arising out of this Agreement.  Nothing in this Agreement shall affect the right of the Company 

to commence proceedings against Grantee in any other competent jurisdiction, or concurrently in more than one 

jurisdiction, or to serve process, pleadings and other papers upon Grantee in any manner authorized by the laws of any 

such jurisdiction.  Grantee irrevocably waives:

(a) any objection which it may have now or in the future to the laying of the venue of any action, suit 

or proceeding in any court referred to in this Section; and 

(b) any claim that any such action, suit or proceeding has been brought in an inconvenient forum.

8 SEVERABILITY

If any provision of this Agreement is or becomes or is deemed to be invalid, illegal or unenforceable in any jurisdiction 

or as to any person or this Agreement, or would disqualify this Agreement under any law deemed applicable by the 

Committee, such provision shall be construed or deemed amended to conform to the applicable laws, or if it cannot be 

construed or deemed amended without, in the determination of the Committee, materially altering the intent of this 

Agreement, such provision shall be stricken as to such jurisdiction, person or this Agreement and the remainder of this 

Agreement shall remain in full force and effect. 

9 ONE-TIME GRANT; NO RIGHT TO CONTINUED SERVICE OR PARTICIPATION; EFFECT 

ON OTHER PLANS

The award evidenced by this Agreement is a voluntary, discretionary bonus being made on a one-time basis and it does 

not constitute a commitment to make any future awards, even if awards have been made repeatedly in the past.  Further, 

the  Award is made outside the scope of the Grantee’s employment contract, if any, unless otherwise expressly provided 

therein.  Neither this Agreement nor the Notice of Grant shall be construed as giving Grantee the right to be retained 

in the employ of, or in any consulting relationship to, or as a director on the Board or board of directors, as applicable, 

of, the Company or any Subsidiary or Affiliate of the Company. Further, the Company or a Subsidiary or Affiliate of 

the Company may at any time dismiss Grantee from employment or discontinue any consulting relationship, free from 

any liability or any claim under the Plan or this Agreement, unless otherwise expressly provided in the Plan, this 

Agreement or any applicable employment contract or agreement.  In the event that the Grantee is not an employee of 

the Company, the grant of the Award will not be interpreted to form an employment contract or relationship with the 

Company; and furthermore, the grant of the Award will not be interpreted to form an employment contract with the 

Company or any Affiliate or Subsidiary of the Company. Payment received by Grantee pursuant to this Agreement and 

the Notice of Grant shall not be considered part of normal or expected compensation or salary for any purpose, including, 

but not limited to, calculation of any overtime, severance, resignation, termination, redundancy, end of service payments, 

bonuses, long-service awards, pension or retirement benefits or similar payments  and shall not be included in the 

determination of benefits under any pension, group insurance or other benefit plan of the Company or any Subsidiary 

or Affiliate in which Grantee may be enrolled, except as provided under the terms of such plans, or as determined by 

the Board.
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10 NATURE OF THE GRANT

In accepting the Award, the Grantee acknowledges that: 

(a) the Plan is established voluntarily by the Company, it is discretionary in nature and may be 

modified, amended, suspended or terminated by the Company at any time, unless otherwise provided in the Plan and 

this Agreement;

(b) the Grantee’s participation in the Plan is voluntary;

(c) the future value of the underlying Shares is unknown and cannot be predicted with certainty; 

(d) if the Grantee receives Shares upon vesting of the Award, the value of such Shares may increase or 

decrease in value; and

(e) in consideration of the grant of the Award, no claim or entitlement to compensation or damages 

arises from diminution in value of the Award received upon vesting of the Award or, except as otherwise provided 

herein or under a separate agreement between the parties, from the termination of the Award resulting from 

termination of the Grantee’s Service to the Company or an Affiliate (for any reason whatsoever and whether or not 

in breach of local labor laws) and, subject to the foregoing, the Grantee irrevocably releases the Company and its 

Affiliates from any such claim that may arise; if, notwithstanding the foregoing, any such claim is found by a court 

of competent jurisdiction to have arisen, then, by signing this Agreement, the Grantee shall be deemed irrevocably to 

have waived his or her entitlement to pursue such claim.

11 NO STRICT CONSTRUCTION

No rule of strict construction shall be implied against the Company, the Committee, or any other person in the 

interpretation of any of the terms of this Agreement, the Notice of Grant or any rule or procedure established by the 

Committee.

12 USE OF THE WORD “GRANTEE”

Wherever the word “Grantee” is used in any provision of this Agreement under circumstances where the provision 

should logically be construed to apply to the executors, the administrators, or the person or persons to whom the 

Restricted Stock Units may be transferred by will or the laws of descent and distribution, the word “Grantee” shall be 

deemed to include such person or persons.

13 FURTHER ASSURANCES

Grantee agrees, upon demand of the Company or the Committee, to do all acts and execute, deliver and perform all 

additional documents, instruments and agreements which may be reasonably required by the Company or the Committee, 

as the case may be, to implement the provisions and purposes of this Agreement.

14 CONSENT TO TRANSFER PERSONAL DATA

The Company and its Subsidiaries hold certain personal information about Grantee, that may include Grantee’s 

name, home address and telephone number, date of birth, social security number or other employee identification 

number, salary, nationality, job title, any Shares of stock held in the Company, or details of any entitlement to Shares 

of stock awarded, canceled, purchased, vested, or unvested, for the purpose of implementing, managing, and 

administering the Award or the Agreement (“Data”).  Grantee hereby agrees that the Company and/or its 

Subsidiaries may transfer Data amongst themselves as necessary for the purpose of implementation, administration, 

and management of Grantee’s participation in the Award or the Agreement, and the Company and/or any of its 
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Subsidiaries may each further transfer Data to any third parties assisting the Company in the implementation, 

administration, and management of the Award or the Agreement. These recipients may be located throughout the 

world, including outside Grantee’s country of residence (or outside of the European Economic Area, for Grantees 

located within the European Economic Area).  Such countries may not provide for a similar level of data protection 

as provided for by local law (such as, for example, European privacy directive 95/46/EC and local implementations 

thereof).  Grantee hereby authorizes those recipients - even if they are located in a country outside of Grantee’s 

country of residence (or outside of the European Economic Area, for Grantees located within the European 

Economic Area) - to receive, possess, use, retain, and transfer the Data, in electronic or other form, for the purpose 

of implementing, administering, and managing Grantee’s participation in the Award or the Agreement, including any 

requisite transfer of such Data as may be required for the administration of the Award or the Agreement and/or the 

subsequent holding of Shares of stock on Grantee’s behalf by a broker or other third party with whom Grantee or the 

Company may elect to deposit any Shares of stock acquired pursuant to the Award or the Agreement.  Grantee is not 

obliged to consent to such collection, use, processing and transfer of personal data and may, at any time, review 

Data, require any necessary amendments to it, or withdraw the consent contained in this Section by contacting the 

Company in writing.  However, withdrawing or withholding consent may affect Grantee’s ability to participate in the 

Award or the Agreement.  More information on the Data and/or the consequences of withholding or withdrawing 

consent can be obtained from the Company’s legal department.

15 GOVERNING PLAN DOCUMENT

This Agreement is subject to all the provisions of the Plan, the provisions of which are hereby made a part of this 

Agreement, and is further subject to all interpretations, amendments, rules and regulations which may from time to 

time be promulgated and adopted pursuant to the Plan.  In the event of any conflict between the provisions of this 

Agreement and those of the Plan, the provisions of the Plan control. 

16 CERTAIN COUNTRY-SPECIFIC PROVISIONS

For residents of the UK only:

Your Award is subject to the UK Sub-Plan under the Plan.

Grantee agrees, as a condition to its acceptance of the Award, to satisfy any requirement of the Company or any 

Subsidiary that, prior to vesting of all or any part of the Award, Grantee enter into a joint election under section 431

(1) of the UK Income Tax (Earnings and Pensions) Act 2003, the effect of which is that the Shares issued on vesting 

will be treated as if they were not restricted securities.

Tax withholding obligations under this Agreement shall include, without limitation:

 (i) United Kingdom (UK) income tax; and

 (ii) UK primary class 1 (employee's) national insurance contributions.

For residents of Canada only:

Your Award is subject to the Canadian Sub-Plan under the Plan.

I acknowledge having requested that this Agreement and all documents referred to herein be drafted in the English 

language.  Je reconnais également avoir exigé que ce document ainsi que tout document auquel ce document fait 

référence, soient rédigés en langue anglaise.
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Tax withholding obligations under this Agreement shall include federal and provincial income tax, Canadian 

Pension Plan contributions, and Employment Insurance premiums (including the provincial equivalents) as 

applicable.

For residents of Hong Kong only:

a)  The Data Protection Principles specified in the Personal Data (Privacy) Ordinance (Cap. 486 of the Laws of 

Hong Kong) will apply to any Data upon its transfer to any place outside of Hong Kong.

b)  Hong Kong Securities Law Notice.  The Restricted Stock Units and any Shares issued pursuant to the Awards do 

not constitute a public offering of securities under Hong Kong law and are available to any eligible person under the 

Plan.  The Agreement,  the Plan and other incidental communication materials (together, the “Award Agreement”)  

have not been prepared in accordance with and are not intended to constitute a “prospectus” for a public offering of 

securities under the applicable securities legislation in Hong Kong.  The Restricted Stock Units and any related 

documentation are intended only for the personal use of each eligible person under the Plan and may not be 

distributed to any other person.  The contents of the Award Agreement, including the Plan, have not been reviewed 

by any regulatory authority in Hong Kong.  You are advised to exercise caution in relation to the offer.  If you are in 

any doubt about any of the contents of the Award Agreement or the Plan, you should obtain independent 

professional advice.

For residents of Russia only: 

You acknowledge that the grant of Restricted Stock Units, the Plan and all other materials you may receive 

regarding participation in the Plan do not constitute an advertising or offering of securities in Russia.  The issuance 

of securities pursuant to the Plan has not and will not be registered in Russia and therefore, the securities described 

in any Plan-related documents may not be used for offering or public circulation in Russia.

You further acknowledge that in no event will Shares that may be issued to you with respect to the Restricted Stock 

Units be delivered to you in Russia; all Shares issued to you with respect to the Restricted Stock Units will be 

maintained on your behalf in the United States.

For residents of Argentina only: 

Neither the award under the plan nor the underlying shares are publicly offered or listed on any stock exchange in 

Argentina.  The offer is private and not subject to the supervision of any Argentine governmental authority.

For residents of Israel only:

By my signature on or electronic acceptance of this Agreement, I acknowledge that the Award is granted under and 

governed by (i) this Agreement, (ii) the Plan, a copy of which has been provided to me or made available for my 

review, (iii) the Israeli Supplement (“the Supplement”), a copy of which has been provided to me or made available 

for my review; (iv) Section 102(b)(2) of the Income Tax Ordinance (New Version) - 1961 and the Rules 

promulgated in connection therewith, and (v) the Trust Agreement, a copy of which has been provided to me or 

made available for my review.  Furthermore, by my signature on or electronic acceptance of this Agreement, I agree 

that the Awards will be issued to the Trustee to hold on my behalf, pursuant to the terms of the Section 102, the 

Section 102 Rules and the Trust Agreement.

In addition, by my signature on or electronic acceptance of this Agreement, I confirm that I am familiar with the 

terms and provisions of Section 102, particularly the Capital Gains Track described in subsection (b)(2) thereof, and 

I agree that I will not require the Trustee to release the Awards or Company shares to me, or to sell the Awards or 

Company shares to a third party, during the Holding Period, unless permitted to do so by applicable law.
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All capitalized terms in this undertaking shall have the meaning granted to them under the Supplement.

For residents of India only: 

Your Award is subject to the India Addendum to the Plan.

END OF AGREEMENT
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EXHIBIT A

Performance Matrix

Performance Equity Award Granted [_______], 20__ 

Performance Period Ending [________], 20__

Target Units for Performance Period: ______________

Total Units for Performance Period: ______________

Revenue Achieved in Performance Period
4

Revenue Payout Percentage in Performance Period

Threshold ([__]% of Revenue Target) [__]%

Target (100% of Revenue Target) [__]%

Maximum ([__]% of Revenue Target) [__]%5

EBITDA Achieved in Performance Period
6

EBITDA Payout Percentage in Performance Period

Threshold ([__]% of EBITDA Target) [__]%

Target (100% of EBITDA Target) [__]%

Maximum ([__]% of EBITDA Target) [__]%7

Relative TSR Achieved in Performance Period Relative TSR Payout Percentage in Performance
Period

Threshold (25th or < percentile Relative TSR) [__]%

Target (50th percentile Relative TSR) [__]%

Maximum (75th or > percentile Relative TSR) [__]%

“Relative TSR” means the Company’s total stockholder return, on a percentile basis, relative to the 

companies comprising the S&P 1500 Information Technology Sector Index (the “Index”) with respect to 

the Performance Period, weighted equally and based on the applicable 90-day volume-weighted trailing 

average closing prices of such constituent companies as of the beginning and end of the Performance 

Period; provided that members of the Index will only be taken into account for purposes of the calculation 

of Relative TSR if they constitute part of the Index at both the beginning and the end of the Performance 

Period.

                                                          

4  May include more than three data points.
5  If the Notice of Grant does not make Overachievement Units available for over-performance, replace this 

line of the table with “Maximum: Not Applicable”. 
6  May include more than three data points.
7  If the Notice of Grant does not make Overachievement Units available for over-performance, replace this 

line of the table with "Maximum: Not Applicable".



EXHIBIT 31.1

 

CERTIFICATION BY THE CHIEF EXECUTIVE OFFICER PURSUANT TO SECTION 302 OF THE

SARBANES-OXLEY ACT OF 2002

 

I, Dan Bodner, certify that:

 

1. I have reviewed this quarterly report on Form 10-Q of Verint Systems Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 

with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 

presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as 

defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the registrant, including its consolidated 

subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 

being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 

preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 

this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 

the registrant’s most recent fiscal quarter, (the fourth fiscal quarter in the case of an annual report) that has materially 

affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing 

the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 

report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting.

 

Dated: June 5, 2014
 

By: /s/ Dan Bodner
   

Dan Bodner
   

President and Chief Executive Officer
   

Principal Executive Officer



EXHIBIT 31.2

 

CERTIFICATION BY THE CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 302 OF THE

SARBANES-OXLEY ACT OF 2002

 

I, Douglas E. Robinson, certify that:

 

1. I have reviewed this quarterly report on Form 10-Q of Verint Systems Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 

with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 

presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as 

defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the registrant, including its consolidated 

subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 

being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 

preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 

this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 

the registrant’s most recent fiscal quarter, (the fourth fiscal quarter in the case of an annual report) that has materially 

affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing 

the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 

report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting.

 

Dated: June 5, 2014
 

By: /s/ Douglas E. Robinson
   

Douglas E. Robinson
   

Chief Financial Officer
   

Principal Financial Officer



EXHIBIT 32.1

 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,

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

 

In connection with the Quarterly Report of Verint Systems Inc. (the “Company”) on Form 10-Q for the period ended April 30, 

2014 (the “Report”), I, Dan Bodner, President and Chief Executive Officer of the Company, hereby certify, pursuant to 18 

U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

 

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 

amended; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company.

Dated: June 5, 2014 /s/ Dan Bodner
 

Dan Bodner
 

President and Chief Executive Officer
 

Principal Executive Officer

 

This certification accompanies this Report on Form 10-Q pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall 

not, except to the extent required by such Act, be deemed filed by the Company for purposes of Section 18 of the Securities 

Exchange Act of 1934, as amended (the “Exchange Act”). Such certification will not be deemed to be incorporated by reference 

into any filing under the Securities Act of 1933, as amended, or the Exchange Act, except to the extent that the Company 

specifically incorporates it by reference.



EXHIBIT 32.2

 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,

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

 

In connection with the Quarterly Report of Verint Systems Inc. (the “Company”) on Form 10-Q for the period ended April 30, 

2014 (the “Report”), I, Douglas E. Robinson, Chief Financial Officer of the Company, hereby certify, pursuant to 18 U.S.C. 

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

 

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as 

amended; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company.

Dated: June 5, 2014 /s/ Douglas E. Robinson
 

Douglas E. Robinson
 

Chief Financial Officer
 

Principal Financial Officer

 

This certification accompanies this Report on Form 10-Q pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall 

not, except to the extent required by such Act, be deemed filed by the Company for purposes of Section 18 of the Securities 

Exchange Act of 1934, as amended (the “Exchange Act”). Such certification will not be deemed to be incorporated by reference 

into any filing under the Securities Act of 1933, as amended, or the Exchange Act, except to the extent that the Company 

specifically incorporates it by reference.
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