
Medidata Solutions, Inc.
Form 10-Q
November 13, 2009
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2009

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from                      to                     

Commission File Number: 001-34387

Medidata Solutions, Inc.
(Exact name of registrant as specified in its charter)

Delaware 13-4066508
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

79 Fifth Avenue, 8th Floor

New York, New York 10003
(Address of principal executive offices) (Zip Code)

(212) 918-1800

(Registrant�s telephone number, including area code)
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    x  Yes    ¨  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    ¨  Yes    ¨  No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of �large accelerated filer�, �accelerated filer�, and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer  ¨ Accelerated filer  ¨ Non-accelerated filer  x Smaller reporting company  ¨
(Do not check if a smaller reporting
company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    ¨  Yes    x  No

As of November 9, 2009, the registrant had 22,665,368 shares of common stock outstanding.
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PART I FINANCIAL INFORMATION

Item 1. Financial Statements
MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Amounts in thousands, except per share data)

September 30,
2009

December 31,
2008(1)

(unaudited)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 86,900 $ 9,784
Accounts receivable, net of allowance for doubtful accounts of $400 and $309, respectively 19,566 25,198
Prepaid commission expense 3,270 3,330
Prepaid expenses and other current assets 2,906 5,950
Deferred income taxes 303 303

Total current assets 112,945 44,565
Restricted cash 532 545
Furniture, fixtures and equipment, net 11,840 13,599
Goodwill 9,799 9,799
Intangible assets, net 4,860 6,230
Other assets 481 452

TOTAL ASSETS $ 140,457 $ 75,190

(1) As restated, see Note 2, �Restatement of Consolidated Financial Statements,� to the condensed consolidated financial statements.
The accompanying notes are an integral part of the condensed consolidated financial statements.

- 1 -

Edgar Filing: Medidata Solutions, Inc. - Form 10-Q

Table of Contents 4



Table of Contents

MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS, CONTINUED

(Amounts in thousands, except per share data)

September 30,
2009

December 31,
2008(1)

(unaudited)
LIABILITIES AND STOCKHOLDERS� EQUITY
CURRENT LIABILITIES:
Accounts payable $ 1,787 $ 3,316
Accrued payroll and other compensation 8,668 7,902
Accrued expenses and other 3,853 3,469
Deferred revenue 81,636 69,834
Capital lease obligations 3,508 4,388
Current portion of debt obligation �  1,500

Total current liabilities 99,452 90,409

NONCURRENT LIABILITIES:
Deferred revenue, less current portion 22,603 31,787
Capital lease obligations, less current portion 1,080 2,672
Long-term debt �  12,866
Other long-term liabilities 446 611

Total noncurrent liabilities 24,129 47,936

Total liabilities 123,581 138,345

CONVERTIBLE REDEEMABLE PREFERRED STOCK:
Series B, par value $0.01 per share; None authorized, issued and outstanding at September 30, 2009;
1,336 shares authorized, issued and outstanding, and liquidation value of $1,101 at December 31, 2008 �  1,099
Series C, par value $0.01 per share; None authorized, issued and outstanding at September 30, 2009; 181
shares authorized, issued and outstanding, and liquidation value of $179 at December 31, 2008 �  179
Series D, par value $0.01 per share; None authorized, issued and outstanding at September 30, 2009;
2,752 shares authorized, issued and outstanding, and liquidation value of $11,986 at December 31, 2008 �  11,967
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS� EQUITY (DEFICIT):
Convertible preferred stock, Series A, par value $0.01 per share; None authorized, issued and
outstanding at September 30, 2009; 2,385 shares authorized, issued and outstanding, and liquidation
value of $1,193 at December 31, 2008 �  24
Common stock, par value $0.01 per share; 100,000 shares authorized, 22,664 shares issued and
outstanding at September 30, 2009; 20,000 shares authorized, 7,532 shares issued and 7,035 shares
outstanding at December 31, 2008 227 75
Additional paid-in capital 111,942 22,433
Treasury stock, none and 497 shares, respectively �  (6,000) 
Accumulated other comprehensive loss (198) (389) 
Accumulated deficit (95,095) (92,543) 

Total stockholders� equity (deficit) 16,876 (76,400) 

TOTAL LIABILITIES AND STOCKHOLDERS� EQUITY $ 140,457 $ 75,190
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(1) As restated, see Note 2, �Restatement of Consolidated Financial Statements,� to the condensed consolidated financial statements.
The accompanying notes are an integral part of the condensed consolidated financial statements.
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MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

(Amounts in thousands, except per share data)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008(1) 2009 2008(1)
Revenues
Application services $ 25,957 $ 19,132 $ 74,145 $ 52,029
Professional services 9,260 8,678 28,702 22,513

Total revenues 35,217 27,810 102,847 74,542
Cost of revenues(2)(3)
Application services 6,006 5,226 17,521 14,590
Professional services 6,458 7,364 19,910 23,815

Total cost of revenues 12,464 12,590 37,431 38,405
Gross profit 22,753 15,220 65,416 36,137
OPERATING COSTS AND EXPENSES:
Research and development(2) 5,608 4,982 16,894 14,632
Sales and marketing(2)(3) 6,709 6,018 20,167 17,654
General and administrative(2) 7,814 7,096 22,672 20,047

Total operating costs and expenses 20,131 18,096 59,733 52,333

OPERATING INCOME (LOSS) 2,622 (2,876) 5,683 (16,196) 
INTEREST AND OTHER EXPENSE (INCOME):
Interest expense 908 401 1,747 1,493
Interest income (10) (33) (73) (99) 
Other (income) expense, net (44) 4 (36) (212) 

Total interest and other expense, net 854 372 1,638 1,182

INCOME (LOSS) BEFORE INCOME TAXES 1,768 (3,248) 4,045 (17,378) 
PROVISION FOR INCOME TAXES 219 147 602 481

NET INCOME (LOSS) $ 1,549 $ (3,395) $ 3,443 $ (17,859) 

EARNINGS (LOSS) PER SHARE:
Basic $ 0.07 $ (0.51) $ 0.26 $ (2.72) 

Diluted $ 0.06 $ (0.51) $ 0.17 $ (2.72) 

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING:
Basic 22,364 6,958 12,318 6,712
Diluted 23,846 6,958 19,693 6,712

(1)    As restated, see Note 2, �Restatement of Consolidated Financial Statements,� to the condensed consolidated financial statements.

(2)    Stock-based compensation expense included in cost of revenues and operating costs and expenses is as follows:
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Cost of revenues $ 124 $ 78 $ 280 $ 210
Research and development 129 145 397 334
Sales and marketing 376 169 844 470
General and administrative 876 478 1,907 1,221

Total stock-based compensation $ 1,505 $ 870 $ 3,428 $ 2,235

(3)    Amortization expense of intangible assets included in cost of revenues and operating costs and expenses is as follows:

Cost of revenues $ 421 $ 381 $ 1,262 $ 826
Sales and marketing 36 25 108 54

Total amortization of intangible assets $ 457 $ 406 $ 1,370 $ 880

The accompanying notes are an integral part of the condensed consolidated financial statements.

- 3 -
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MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(Amounts in thousands)

Nine Months Ended
September 30,

2009 2008(1)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 3,443 $ (17,859) 
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 7,810 6,470
Stock-based compensation 3,428 2,235
Write-off of acquired research and development costs �  700
Deferred income taxes 42 �  
Amortization of debt issuance costs 420 181
Changes in operating assets and liabilities:
Accounts receivable 5,632 (2,470) 
Prepaid commission expense 60 (817) 
Prepaid expenses and other current assets (212) 326
Other assets (54) 37
Accounts payable (885) (4,769) 
Accrued payroll and other compensation 766 1,721
Accrued expenses and other 632 1,692
Deferred revenue 2,618 19,971
Other long-term liabilities 7 125

Net cash provided by operating activities 23,707 7,543

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of furniture, fixtures and equipment (3,442) (2,913) 
Decrease in restricted cash 13 �  
Fast Track acquisition related costs �  (625) 
Cash and cash equivalents acquired through acquisition �  1,049

Net cash used in investing activities (3,429) (2,489) 

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock options 20 60
Repayment of obligations under capital leases (3,658) (3,059) 
Proceeds from initial public offering, net of underwriting discounts and commissions 82,026 �  
Payment of costs associated with initial public offering (4,288) (1,773) 
Payment of preferred stock accumulated accrued dividends (2,282) �  
Proceeds from debt obligation �  15,000
Repayment of debt obligation (15,000) (10,958) 
Payment of debt issuance costs �  (552) 

Net cash provided by (used in) financing activities 56,818 (1,282) 

NET INCREASE IN CASH AND CASH EQUIVALENTS 77,096 3,772
EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH EQUIVALENTS 20 (39) 
CASH AND CASH EQUIVALENTS � Beginning of period 9,784 7,746

CASH AND CASH EQUIVALENTS � End of period $ 86,900 $ 11,479

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for:
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Interest $ 1,320 $ 1,243

Income taxes $ 739 $ 397

NONCASH ACTIVITIES:
Furniture, fixtures and equipment acquired through capital lease obligations $ 1,186 $ 2,921

Furniture, fixtures and equipment acquired but not yet paid for at period-end $ 222 $ 488

Accrued costs associated with initial public offering $ 4 $ 455

Conversion of convertible redeemable preferred stock to common stock $ 11,206 $ �  

Accrued preferred stock dividends $ �  $ 336

Accretion of preferred stock issuance costs $ 21 $ 38

Common stock issuance for acquisition $ �  $ 16,995

Stock options and warrants exchanged in connection with acquisition $ �  $ 459

(1) As restated, see Note 2, �Restatement of Consolidated Financial Statements,� to the condensed consolidated financial statements.
The accompanying notes are an integral part of the condensed consolidated financial statements.

- 4 -
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MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION
Medidata Solutions, Inc. (�Medidata� or the �Company�) provides hosted clinical development solutions that enhance the efficiency of its customers�
clinical development processes and optimize their research and development investments. The Company�s solutions allow its customers to
achieve clinical results by streamlining the design, planning and management of key aspects of the clinical development process, including
protocol development, contract research organization negotiation, investigator contracting, the capture and management of clinical trial data and
the analysis and reporting of that data on a worldwide basis.

2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS
Subsequent to the issuance of the 2008 consolidated financial statements, the Company reviewed its practice regarding the timing of revenue
recognition. Specifically, the Company examined its treatment of certain customer arrangements in which application services and professional
services were sold in the same single-study or multi-study arrangement.

Application services include software licenses that provide the customer with a �right to use� the software, as well as hosting and other support
services, to be provided over a specific term. Professional services include various offerings that customers have the ability to utilize on an
as-needed basis.

Historically, when application services and professional services were sold in the same single-study or multi-study arrangement, the Company
allocated arrangement consideration to professional services based on fair value and recognized such professional services revenues as services
were performed. The remaining arrangement consideration was allocated to application services and recognized as revenue ratably over the term
of the arrangement, beginning with the commencement of the arrangement term, which correlates with the activation of the hosting services,
assuming all other revenue recognition criteria were met. This accounting practice assumed that application services had been delivered upon the
activation of the hosting services, and that professional services were delivered at various times subsequent to the activation of the hosting
services, during the term of the arrangement.

However, given that the Company has a continuing obligation to provide hosting services throughout the arrangement term, the Company is not
able to determine fair value for hosting services, and since professional services are performed at various times during the term of an
arrangement, the Company determined that recognition of application services and professional services as a combined single unit of accounting
is appropriate. As a result, when application services and professional services are sold in the same single-study or multi-study arrangement, the
related revenues are recognized ratably beginning with the commencement of the arrangement term, assuming all other revenue recognition
criteria are met. The restatement resulted in the deferral to future periods of $50.9 million of revenues previously recognized through
September 30, 2008.

For arrangements where revenue is recognized over the relevant contract period, the Company continues to capitalize the related paid sales
commissions and recognizes these commissions as expense as it recognizes the related revenue. As a result of the restatement of revenues, the
Company adjusted the timing of commission expense to correlate with its restated revenues in each restated period. Sales commission expense is
captured as a component of sales and marketing in the Company�s operating costs and expenses.

In addition, the Company made a correction to the condensed consolidated statement of cash flows for the nine months ended September 30,
2008 to appropriately reflect all costs accrued associated with the initial public offering.

As a result of the above, the Company has restated its consolidated balance sheet as of December 31, 2008, consolidated statements of
operations for the three months and nine months ended September 30, 2008 and consolidated statement of cash flows for the nine months ended
September 30, 2008 presented in these condensed consolidated financial statements.

- 5 -
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MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

A summary of the significant effects of the restatement is as follows (in thousands, except per share data):

December 31, 2008
As

Previously
Reported

Restatement
Adjustments

As
Restated

Consolidated Balance Sheet:
Prepaid commission expense $ 1,093 $ 2,237 $ 3,330
Total current assets 42,328 2,237 44,565
Total assets 72,953 2,237 75,190
Deferred revenue � current portion 38,800 31,034 69,834
Total current liabilities 59,375 31,034 90,409
Deferred revenue, less current portion 10,804 20,983 31,787
Total noncurrent liabilities 26,953 20,983 47,936
Total liabilities 86,328 52,017 138,345
Accumulated deficit (42,763) (49,780) (92,543) 
Total stockholders� deficit (26,620) (49,780) (76,400) 

Three Months Ended September 30, 2008
As

Previously
Reported

Restatement
Adjustments

As
Restated

Condensed Consolidated Statement of Operations:
Application services revenues $ 19,818 $ (686) $ 19,132
Professional services revenues 9,635 (957) 8,678
Total revenues 29,453 (1,643) 27,810
Gross profit 16,863 (1,643) 15,220
Sales and marketing 6,089 (71) 6,018
Total operating cost and expenses 18,167 (71) 18,096
Operating loss (1,304) (1,572) (2,876) 
Loss before income taxes (1,676) (1,572) (3,248) 
Net loss (1,823) (1,572) (3,395) 
Net loss available to common stockholders (1,948) (1,572) (3,520) 
Basic and diluted loss per share (0.28) (0.23) (0.51) 
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Nine Months Ended September 30, 2008
As

Previously
Reported

Restatement
Adjustments

As
Restated

Condensed Consolidated Statement of Operations:
Application services revenues $ 54,446 $ (2,417) $ 52,029
Professional services revenues 30,353 (7,840) 22,513
Total revenues 84,799 (10,257) 74,542
Gross profit 46,394 (10,257) 36,137
Sales and marketing 18,095 (441) 17,654
Total operating cost and expenses 52,774 (441) 52,333
Operating loss (6,380) (9,816) (16,196) 
Loss before income taxes (7,562) (9,816) (17,378) 
Net loss (8,043) (9,816) (17,859) 
Net loss available to common stockholders (8,417) (9,816) (18,233) 
Basic and diluted loss per share (1.25) (1.47) (2.72) 
Condensed Consolidated Statement of Cash Flow:
Cash flows from operating activities:
Net loss (8,043) (9,816) (17,859) 
Changes in operating assets and liabilities:
Prepaid commission expense (376) (441) (817) 
Deferred revenues 9,714 10,257 19,971
Accounts payable (4,408) (361) (4,769) 
Accrued expenses and other 1,786 (94) 1,692
Net cash provided by operating activities 7,998 (455) 7,543
Cash flows from financing activities:
Payment of costs associated with initial public offering (2,228) 455 (1,773) 
Net cash used in financing activities (1,737) 455 (1,282) 
Noncash activities:
Accrued costs associated with initial public offering �  455 455

- 6 -
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MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company�s significant accounting policies as of September 30, 2009 are similar to those at December 31, 2008, which are included in the
Company�s prospectus filed pursuant to Rule 424(b) under the Securities Act of 1933, as amended (�Securities Act�), with the Securities and
Exchange Commission (�SEC�) on June 25, 2009.

Basis of Presentation � The accompanying interim condensed consolidated balance sheet as of September 30, 2009, the condensed consolidated
statements of operations for the three months and nine months ended September 30, 2009 and 2008, and the condensed consolidated statements
of cash flows for the nine months ended September 30, 2009 and 2008 are unaudited and have been prepared in accordance with accounting
principles generally accepted in the United States of America (�GAAP�) and applicable rules and regulations of the SEC for interim financial
reporting. Accordingly, certain information and footnote disclosures have been condensed or omitted pursuant to SEC rules that would
ordinarily be required by GAAP for complete financial statements. These unaudited interim condensed consolidated financial statements should
be read in conjunction with the audited consolidated financial statements and accompanying notes thereto for the years ended December 31,
2006, 2007 and 2008 included in the Company�s prospectus filed pursuant to Rule 424(b) under the Securities Act with the SEC on June 25,
2009.

The unaudited interim condensed consolidated financial statements have been prepared on the same basis as the audited consolidated financial
statements and, in the opinion of management, reflect all adjustments consisting of normal recurring accruals considered necessary to present
fairly the Company�s financial position as of September 30, 2009 and results of its operations for the three months and nine months ended
September 30, 2009 and 2008, and cash flows for the nine months ended September 30, 2009 and 2008. The results of operations for the three
months and nine months ended September 30, 2009 are not necessarily indicative of the results that may be expected for the year ending
December 31, 2009.

Prepaid Commission Expense � For arrangements where revenue is recognized over the relevant contract period, the Company capitalizes
related sales commissions that have been paid and recognizes these expenses over the period the related revenue is recognized. Commissions are
payable to the Company�s sales representatives upon payment from the customer. The Company amortized prepaid commissions of $1.5 million
and $1.3 million for the three months ended September 30, 2009 and 2008, respectively, and $4.4 million and $3.3 million for the nine months
ended September 30, 2009 and 2008, respectively, which are included within sales and marketing expense in the condensed consolidated
statements of operations.

Income Taxes � The Company uses the asset and liability method of accounting for income taxes, as prescribed by Financial Accounting
Standards Board (�FASB�) Accounting Standards Codification (�ASC�) 740, Income Taxes, which recognizes deferred tax assets and liabilities for
the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in
tax rates is recognized in income in the period that includes the enactment date. Valuation allowances are recorded to reduce deferred tax assets
when it is more likely than not that a tax benefit will not be realized.

In addition, the Company follows ASC 740-10 for the determination of whether tax benefits claimed or expected to be claimed on a tax return
should be recorded in the financial statements. Under ASC 740-10, the Company may recognize the tax benefit from an uncertain tax position
only if it is more likely than not that the tax position will be sustained on examination by the taxing authorities, based on the technical merits of
the position.

For the provision for income taxes at interim periods, the Company follows ASC 740-270, Income Taxes � Interim Reporting, and has
developed an estimate of the annual effective tax rate based upon the facts and circumstances known at the time. The Company�s effective tax
rate is based on expected income, statutory rates and permanent differences applicable to the Company in the various jurisdictions in which the
Company operates.

Stock-Based Compensation � The Company follows ASC 718, Compensation � Stock Compensation, to account for all of its stock-based
compensation plans. The fair value of each option grant is estimated on the date of grant using the Black-Scholes pricing model. The Company
estimated its future stock price volatility based upon observed option-implied volatilities for a group of peer companies, taking into account the
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stage of the Company as compared to its peers. Management believes this is the best estimate of the expected volatility over the
weighted-average expected life of its option grants. The Company estimated its weighted-average useful life based on the likely date of exercise
as opposed to the actual life of the options. The risk-free interest rate is based on the United States Treasury yield curve in effect at the time of
the option grant with a maturity tied to the expected life of the options. No dividends are expected to be declared by the Company at this time.
The fair value of each nonvested restricted stock award grant is measured at the fair value of the Company�s common stock as if the nonvested
restricted stock was vested and issued on the grant date. Prior to the Company�s initial public offering (�IPO�) in June 2009 (see Note 4), the
Company used an independent third-party specialist to perform the valuation of its common stock as part of the stock options calculations. The
fair value of all stock-based compensation awards is amortized to expense on a straight-line basis over the vesting period.

- 7 -
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MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Indemnifications � The Company indemnifies its customers against claims that software or documentation purchased from or made available by
the Company infringes upon a copyright, patent or the proprietary rights of others. Such indemnification provisions are disclosed in accordance
with ASC 460-10-50-4, Disclosure About a Guarantor�s Obligation, as further interpreted by ASC 460-10-55-31 � 34. In the event of a claim,
the Company agrees to obtain the rights for continued use of the software for the customer, to replace or modify the software or documentation
to avoid such claim or to provide a credit to the customer for the unused portion of the software license. A liability may be recognized under
ASC 450-20, Loss Contingencies, if information prior to the issuance of the consolidated financial statements indicates that it is probable that a
liability has been incurred at the balance sheet date and the amount of the loss can be reasonably estimated.

Segment Information � As defined by ASC 280, Segment Reporting, the Company operates as a single segment, as management makes
operating decisions and assesses performance based on one single operating unit. The Company recorded revenues for the three months and nine
months ended September 30, 2009 and 2008 in the following geographic areas, based on the country in which revenues were generated (in
thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Revenues:
United States of America $ 23,007 $ 19,125 $ 68,675 $ 50,051
Japan 3,831 2,779 10,859 7,329
United Kingdom 3,089 2,629 8,668 7,686
Other 5,290 3,277 14,645 9,476

Total $ 35,217 $ 27,810 $ 102,847 $ 74,542

The following table summarizes long-term assets by geographic area as of September 30, 2009 and December 31, 2008 (in thousands):

September 30,
2009

December 31,
2008

Long-term assets:
United States of America $ 26,177 $ 29,136
United Kingdom 953 982
Japan 382 507

Total $ 27,512 $ 30,625

Comprehensive Income � ASC 220, Comprehensive Income, established standards for reporting and displaying comprehensive income into its
components (revenues, expenses, gains and losses) in a full set of general-purpose financial statements. The Company�s other comprehensive
income components results from foreign currency translation adjustments. The following table sets forth the calculation of comprehensive
income (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
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Net income (loss) $ 1,549 $ (3,395) $ 3,443 $ (17,859) 
Foreign currency translation adjustment (18) (207) 191 (163) 

Total comprehensive income (loss) $ 1,531 $ (3,602) $ 3,634 $ (18,022) 

Recently Issued Accounting Pronouncements � In December 2007, the FASB issued Statement of Financial Accounting Standards (�SFAS�)
No. 141(R), Business Combinations, (currently under ASC 805), and SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements � an amendment of ARB No. 51, (currently under ASC 810-10-65-1). SFAS No. 141(R) is required to be adopted concurrently with
SFAS No. 160 and is effective for business combination transactions for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2008. Early adoption is prohibited. Application of SFAS No. 141(R) and SFAS No. 160 is
required to be adopted prospectively, except for certain provisions of SFAS No. 141(R) and SFAS No. 160, which are required to be adopted
retrospectively. Business combination transactions accounted for before adoption of SFAS No. 141(R) should be accounted for in accordance
with SFAS No. 141, Business Combinations, and that accounting previously completed under SFAS No. 141 should not be modified as of or
after the date of adoption of SFAS No.141(R). The Company adopted SFAS No. 141(R) and SFAS No. 160 on January 1, 2009 and the adoption
did not have an impact on the Company�s results of operations, financial position and cash flows.
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In May 2009, the FASB issued SFAS No. 165, Subsequent Events, (currently under ASC 855-10), which provides guidance on management�s
assessment of subsequent events and establishes general standards of accounting for and disclosure of events that occur after the balance sheet
date but before financial statements are issued or are available to be issued. SFAS No. 165 is effective prospectively for interim or annual
financial periods ended after June 15, 2009. The Company adopted SFAS No. 165 in the second quarter of 2009. The Company has evaluated
the subsequent events through November 13, 2009, the filing date of this Quarterly Report on Form 10-Q with the SEC.

In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets � an amendment of SFAS No. 140, and SFAS
No. 167, Amendment to FASB Interpretation No. 46(R). SFAS No. 166 amends the derecognition guidance and eliminates the exemption from
consolidation for qualifying special-purpose entities (�QSPEs�) in ASC 860, Transfer and Servicing. As a result, a transferor will need to evaluate
all existing QSPEs to determine whether they must now be consolidated in accordance with SFAS No.167, which amends the consolidation
guidance applicable to variable interest entities. The amendments will significantly affect the overall consolidation analysis under ASC 810-10,
Consolidation, and all entities and enterprises currently within the scope of ASC 810-10, as well as QSPEs that are currently excluded from the
scope of ASC 810-10. SFAS No. 166 is effective for financial asset transfers occurring after the beginning of an entity�s first fiscal year that
begins after November 15, 2009. SFAS No. 167 is effective as of the beginning of the first fiscal year that begins after November 15, 2009. The
adoption of these statements is not expected to have a material impact on the Company�s results of operations, financial position and cash flows.

In June 2009, the FASB issued SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles � a replacement of SFAS No. 162, (currently under ASC 105-10). SFAS No. 168 establishes the FASB ASC as the source
of authoritative accounting principles recognized by the FASB to be applied by nongovernmental entities in the preparation of financial
statements in conformity with GAAP. Rules and interpretive releases of the SEC under authority of federal securities laws are also sources of
authoritative GAAP for SEC registrants. SFAS No. 168 is effective for financial statements issued for interim and annual periods ending after
September 15, 2009. The Company adopted SFAS No. 168 in the third quarter of 2009 and quoted the accounting literature references contained
in these condensed consolidated financial statements in accordance with the FASB ASC.

In October 2009, the FASB issued Accounting Standards Update (�ASU�) No. 2009-13, Multiple-Deliverable Revenue Arrangements. ASU
No. 2009-13 amends the current guidance on arrangements with multiple deliverables under ASC 605-25, Revenue Recognition �
Multiple-Element Arrangements, to (a) eliminate the separation criterion that requires entities to establish objective and reliable evidence of fair
value for undelivered elements; (b) establish a selling price hierarchy to help entities allocate arrangement consideration to the separate units of
account; (c) eliminate the residual allocation method which will be replaced by the relative selling price allocation method for all arrangements;
and (d) significantly expand the disclosure requirements. ASU No. 2009-13 is effective for new or materially modified arrangements in fiscal
years beginning on or after June 15, 2010. Early adoption is permitted. If early adoption is elected and the period of adoption is not the
beginning of the fiscal year, retrospective application from the beginning of the fiscal year of adoption and additional disclosure are required.
Retrospective application for all prior periods presented in the financial statements is also permitted, but not required. The Company is currently
evaluating the impact, if any, of these provisions of ASU No. 2009-13 on our consolidated financial statements.

In October 2009, the FASB also issued ASU No. 2009-14, Certain Revenue Arrangements that Include Software Elements. ASU No. 2009-14
amends the scoping guidance for software arrangements under ASC 985-605, Software � Revenue Recognition, to exclude tangible products that
contain software elements and nonsoftware elements that function together to interdependently deliver the product�s essential functionality. Such
tangible products being excluded from ASU No. 2009-14 will instead fall under the scope of ASU No. 2009-13. The FASB also provided
several considerations and examples for entities applying this guidance. The effective date for ASU No. 2009-14 is consistent with ASU
No. 2009-13 as stated above. The Company is currently evaluating the impact, if any, of these provisions of ASU No. 2009-14 on our
consolidated financial statements.

4. STOCKHOLDERS� EQUITY
In January 2009, the Company amended its certificate of incorporation to increase the authorized common stock by 5.0 million shares to
25.0 million shares. As part of the amendment, the Company also increased the authorized shares to provide for an additional 0.5 million shares
under the 2000 Stock Option Plan to approximately 3.9 million shares.
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In June 2009, the Company completed an IPO, issuing 6.3 million shares of common stock at a public offering price of $14.00 per share. As a
result of the offering, the Company received net proceeds of $75.2 million, after deducting underwriting discounts and commissions of $6.2
million and offering expenses of $6.8 million. In addition, the underwriters exercised in full their over-allotment option to purchase an additional
0.9 million shares of common stock from certain selling stockholders. The Company did not receive any proceeds from the sale of shares by the
selling stockholders.
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As a result of the IPO, all outstanding convertible preferred stock was automatically converted into 9.0 million shares of common stock. In
addition, the Company paid out all accumulated accrued dividends of $2.3 million to preferred stockholders at conversion.

Upon completion of the IPO, the fourth amended and restated certificate of incorporation was filed to increase the Company�s authorized capital
stock to 105.0 million shares, comprised of 100.0 million shares of common stock and 5.0 million shares of preferred stock.

In June 2009, the Company also retired approximately 0.5 million shares of treasury stock acquired in October 2007 from certain executive
officers and directors within the Company in connection with the Company�s stock repurchase agreement. The excess of the repurchase price
over par value of common stock of approximately $6.0 million was charged to accumulated deficit upon the retirement of the treasury stock.

Changes to convertible redeemable preferred stock and certain accounts in stockholders� equity for the nine months ended September 30, 2009
are included in the following table (in thousands):

Series A
Convertible
Preferred

Stock

Series B
Convertible
Redeemable

Preferred
Stock

Series C
Convertible
Redeemable

Preferred
Stock

Series D
Convertible
Redeemable

Preferred
Stock

Common
Stock

Additional
Paid-in
Capital

Treasury
Stock

Shares Amount Shares Amount Shares Amount Shares Amount Shares Amount Shares Amount
Balance at January 1, 2009 2,385 $ 24 1,336 $ 1,099 181 $ 179 2,752 $ 11,967 7,532 $ 75 $ 22,433 497 $ (6,000) 
Net proceeds from initial public
offering �  �  �  �  �  �  �  �  6,300 63 75,168 �  �  
Accrued preferred stock dividends �  �  �  19 �  2 �  201 �  �  (222) �  �  
Accretion of preferred stock
issuance costs �  �  �  1 �  1 �  19 �  �  (21) �  �  
Conversion of convertible
preferred stock to common stock (2,385) (24) (1,336) (930) (181) (151) (2,752) (10,125) 9,015 90 11,140 �  �  
Payment of preferred stock
accumulated accrued dividends �  �  �  (189) �  (31) �  (2,062) �  �  �  �  �  
Stock-based compensation �  �  �  �  �  �  �  �  �  �  3,428 �  �  
Stock options exercised �  �  �  �  �  �  �  �  17 1 19 �  �  
Restricted stock awards granted �  �  �  �  �  �  �  �  297 3 (3) �  �  
Retirement of treasury stock �  �  �  �  �  �  �  �  (497) (5) �  (497) 6,000

Balance at September 30, 2009 �  $ �  �  $ �  �  $ �  �  $ �  22,664 $ 227 $ 111,942 �  $ �  

5. ACQUISITION
On March 17, 2008, the Company acquired Fast Track Systems, Inc. (�Fast Track�), a provider of clinical trial planning solutions. With this
acquisition, the Company extended its ability to serve customers throughout the clinical research process with solutions that improve efficiencies
in protocol development and trial planning, contracting and negotiation. The Company paid total consideration of approximately $18.1 million,
which consisted of the issuance of approximately 864 thousand shares of the common stock in exchange for all of Fast Track�s existing preferred
stock and common stock as well as approximately 26 thousand shares of common stock reserved for the exercise of outstanding warrants and
vested employee stock options. The Company utilized an independent third-party specialist to perform a valuation of its common stock at the
date of the acquisition, which resulted in a value of $19.66 per share. Fast Track�s operations have been included in the Company�s consolidated
financial statements after the March 17, 2008 acquisition date.
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In allocating the purchase price based on estimated fair values, the Company recorded $9.8 million of goodwill, $7.5 million of identifiable
intangible assets, $0.1 million of net tangible assets and $0.7 million of in-process research and development which was written off subsequent
to the acquisition in March 2008 because its technological feasibility had not been established.
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6. GOODWILL AND INTANGIBLE ASSETS
There was no change in the carrying amount of goodwill for the nine months ended September 30, 2009.

Intangible assets are summarized as follows (in thousands):

As of September 30, 2009
Gross

Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Acquired technology $ 2,400 $ (740) $ 1,660
Database 1,900 (586) 1,314
Customer relationships 1,600 (188) 1,412
Customer contracts 1,600 (1,126) 474

Total $ 7,500 $ (2,640) $ 4,860

Annual amortization for the next five years is expected to be as follows (in thousands):

Remainder of year ending December 31, 2009 $ 456
Years ending December 31,
2010 1,459
2011 1,377
2012 1,308
2013 260

7. DEBT
In November 2003, the Company entered into a Note Purchase Agreement, as subsequently amended at various dates through June 2005
(collectively, the �Term Note A�) with one of its preferred shareholders (the �Lender�). In December 2005, the Company entered into an Amended
and Restated Note Purchase Agreement with the Lender extending the maturity date of Term Note A and issuing a second note (�Term Note B�).
In October 2007, the Company entered into an Amended and Restated Note Purchase Agreement extending the maturity of Term Note A and
Term Note B and issuing a third note (�Term Note C�). Term Note A, Term Note B and Term Note C were secured by all of the Company�s assets.

In September 2008, the Company entered into a new senior secured credit facility (�New Credit Facility�) with an unrelated lender that included a
$15.0 million term loan (�New Term Loan�), which was fully drawn at closing, and a $10.0 million revolving credit line (�Revolving Credit Line�),
all of which was undrawn at inception. The New Credit Facility was secured effectively by all of the assets of the Company. Proceeds of the
New Term Loan were used to repay all outstanding notes payable, which included Term Note A of $1.5 million, Term Note B of $1.5 million,
and Term Note C of $8.0 million, and the remaining $4.0 million was used for general corporate purposes. The New Term Loan and Revolving
Credit Line matures in September 2013 and the outstanding principal of the New Term Loan amortizes in quarterly installments of $375
thousand that began on March 31, 2009 up through the date of maturity at which time a lump sum payment of any remaining unpaid balance
would be due. In addition, the New Term Loan also includes an excess cash flow recapture feature which may require the Company to make
additional principal payments beginning in April 2010.

The New Term Loan and Revolving Credit Line bear interest at prime rate plus 2.5% until March 31, 2009 and, thereafter, will bear interest at
prime rate plus 2.25%. In December 2008, the New Credit Facility was amended to define �prime rate� as 4.5% or the lender�s most recently
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announced prime rate, whichever is greater. However, if the Company can satisfy the minimum fixed charge coverage ratio covenant as of
December 31, 2009 or March 31, 2010, the applicable margin thereafter will be reduced to 1.5%. As of September 30, 2009, such effective
interest rate was 6.75%. In addition, any undrawn Revolving Credit Line is subject to a quarterly unused fee at an annual rate of 0.5% of the
average undrawn balance. The Company is entitled to prepay the New Credit Facility at its option, subject to a payment of a premium on such
prepayments during the first three years after closing, which decreases over the three-year period from 3% of the amount prepaid to 1%. The
New Credit Facility is also subject to mandatory prepayment under certain specified circumstances.

Due to the lock-box arrangement and the subjective acceleration clause contained in the New Credit Facility agreement, borrowings, if any,
under the Revolving Credit Line will be classified as a current liability in accordance with ASC 470-10-45-5, Classification of Revolving Credit
Agreements Subject to Lock-Box Arrangement and Subjective Acceleration Clauses.

In July 2009, the Company used a portion of its net proceeds from the IPO to prepay the entire outstanding indebtedness of the New Term Loan.
The total payoff amount of $14.7 million included the outstanding principal balance of $14.3 million, as well as accrued interest and termination
fees of $0.4 million. Also in July 2009, the Company executed a standby letter of credit of approximately $0.2 million in connection with an
office lease with the lender, which resulted in a reduction of the available amount under the Revolving Credit Line. As of September 30, 2009,
approximately $9.8 million of the Revolving Credit Line was still available for future borrowings.
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In connection with the New Credit Facility, the Company incurred legal and other costs of approximately $0.7 million, which have been deferred
and amortized over the term of the New Credit Facility. As a result of the prepayment of New Term Loan in July 2009, approximately $0.3
million of the unamortized debt issuance costs was written off, representing the proportional decrease in borrowing capacity of the New Credit
Facility. As of September 30, 2009, the remaining unamortized balance was approximately $0.2 million and is now classified in other long-term
liabilities on the accompanying condensed consolidated balance sheet.

The following table summarizes the interest expense incurred on long-term debt for the three months and nine months ended September 30,
2009 and 2008 (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Term Note A $ �  $ 29 $ �  $ 104
Term Note B �  28 �  101
Term Note C �  156 �  556
New Term Loan 21 59 533 59
New Term Loan prepayment termination fees 429 �  429 �  
Unused Revolving Credit Line fee 13 3 38 3

Total $ 463 $ 275 $ 1,000 $ 823

The New Credit Facility requires quarterly compliance with certain financial covenants, as amended, which include minimum profitability,
liquidity, maximum allowable capital expenditures, and fixed charge coverage ratio.

8. STOCK-BASED COMPENSATION
In 2000, the Company adopted the 2000 Stock Option Plan (the �2000 Plan�) under which 0.5 million shares of the Company�s common stock were
reserved for issuance to employees, directors, consultants and advisors. Since such date, the Company had amended the 2000 Plan to provide for
approximately 3.9 million authorized shares. Options granted under the 2000 Plan may be incentive stock options, nonqualified stock options or
restricted stock options. Incentive stock options may be granted only to employees. Options generally vest 25% one year from the grant date and
75% ratably over the next three years and expire after ten years. Stock options were issued at the current estimated market price on the date of
the grant. Prior to the Company�s IPO in June 2009 (see Note 4), the Company used an independent third-party specialist to perform the
valuation of its common stock as part of the stock options valuation. Following the IPO, the Company does not intend to grant any additional
stock options under the 2000 Plan.

In May 2009, the Company adopted the 2009 Long-Term Incentive Plan (the �2009 Plan�) which became effective upon the completion of the IPO
in June 2009. The 2009 Plan is a comprehensive incentive compensation plan under which the Company can grant equity-based and other
incentive awards to employees, directors, consultants and advisors. A total of 2.5 million shares of common stock are reserved for issuance
under the 2009 Plan which may be in the form of stock options, restricted stock awards and other forms of stock-based incentives, including
stock appreciation rights and deferred stock rights. Stock option awards are issued with an exercise price equal to the current market price on the
date of the grant and generally vest over four years. During the restriction period, unvested restricted stock awards are not eligible for disposition
but entitle the holder to all rights of a holder of common stock, including dividends and voting rights. Unvested restricted stock awards and their
associated dividends are subject to forfeiture under certain circumstances.

Also in May 2009, the Company adopted the 2009 Employee Stock Purchase Plan (the �ESPP�) which became effective upon the completion of
IPO in June 2009. A total of 0.5 million shares of common stock are reserved for issuance to eligible employees as defined under the ESPP.
Under the ESPP, eligible employees are allowed to purchase shares of the Company�s common stock at a 5% discount from the share price at the
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end of the offering period. The ESPP qualifies for favorable tax treatment under Section 423 of the Internal Revenue Code and meets the
requirements of non-compensatory plan in accordance with ASC 718-50-25, Employee Share Purchase Plans. The enrollment of ESPP has not
begun and therefore there was no activity associated with the ESPP during the nine months ended September 30, 2009.

- 12 -

Edgar Filing: Medidata Solutions, Inc. - Form 10-Q

Table of Contents 25



Table of Contents

MEDIDATA SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The Company accounts for the stock-based compensation in accordance with ASC 718. For the three months and nine months ended
September 30, 2009 and 2008, the components of stock-based compensation expense were summarized in the following table (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Stock options $ 1,146 $ 870 $ 3,035 $ 2,235
Restricted stock awards 359 �  393 �  

Total stock-based compensation $ 1,505 $ 870 $ 3,428 $ 2,235

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes pricing model with the following
weighted-average assumptions:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Expected volatility 62% 58% 63% 59% 
Expected life 6 years 6 years 6 years 6 years
Risk-free interest rate 2.81% 3.36% 2.53% 3.06% 
Dividend yield �  �  �  �  

The following table summarizes the activity under the stock option plans as of September 30, 2009, and changes during the nine months then
ended (in thousands, except per share data):

Number of
Shares

Weighted-
Average
Exercise

Price

Weighted-
Average

Remaining
Contractual

Term
(years)

Aggregate
Intrinsic

Value
Outstanding at January 1, 2009 2,432 $ 6.63
Granted 682 14.71
Canceled (14) 13.29
Exercised (17) 1.15

Outstanding at September 30, 2009 3,083 $ 8.42 6.93 $ 22,470

Exercisable at September 30, 2009 1,907 $ 4.70 5.73 $ 20,497

The weighted-average grant-date fair value of stock options granted during the three months ended September 30, 2009 and 2008 was $10.01
and $11.63, respectively, and the nine months ended September 30, 2009 and 2008 was $8.59 and $11.59, respectively. The total intrinsic value
of stock options exercised during the three months ended September 30, 2009 and 2008 was $0.2 million and $1.6 million, respectively, and the
nine months ended September 30, 2009 and 2008 was $0.3 million and $1.9 million, respectively.
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The following table summarizes the status of the Company�s nonvested restricted stock awards as of September 30, 2009, and changes during the
nine months then ended (in thousands, except per share data):

Number of
Shares

Weighted-
Average
Grant-
Date

Fair Value
Nonvested at January 1, 2009 �  $ �  
Granted 297 14.02
Vested �  �  
Cancelled �  �  

Nonvested at September 30, 2009 297 $ 14.02

As of September 30, 2009, there was a total of $14.1 million of unrecognized compensation cost related to all non-vested stock-based
compensation awards granted, as recorded in accordance with ASC 718. This cost is expected to be recognized over a
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weighted-average remaining period of 1.66 years. The total fair value of shares vested during the three months ended September 30, 2009 and
2008 was $1.0 million and $0.9 million, respectively, and the nine months ended September 30, 2009 and 2008 was $3.3 million and $1.7
million.

9. EARNINGS PER SHARE
The Company follows ASC 260, Earnings Per Share, in calculating earnings per share. Basic earnings (loss) per share is calculated by dividing
net income (loss) available to common stockholders by the weighted-average number of shares outstanding during the period. Diluted earnings
(loss) per share includes the determinants of basic net income (loss) per share and, in addition, gives effect to the potential dilution that would
occur if securities or other contracts to issue common stock are exercised, vested or converted into common stock unless they are anti-dilutive.
For the three months and nine months ended September 30, 2008, the diluted loss per share excluded the impact of the conversion of all
preferred stock and stock options since their effect would have been anti-dilutive.

A reconciliation of the numerators and denominators of basic earnings per share and diluted earnings per share for the three months and nine
months ended September 30, 2009 and 2008 are shown in the following table (in thousands, except per share data):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Numerator
Numerator for basic earnings (loss) per share:
Net income (loss) $ 1,549 $ (3,395) $ 3,443 $ (17,859) 
Preferred stock dividends and accretion �  (125) (243) (374) 

Net income (loss) available to common stockholders 1,549 (3,520) 3,200 (18,233) 

Numerator for diluted earnings (loss) per share:
Effect of dilutive preferred stock �  �  243 �  

Net income (loss) available to common stockholders with assumed
conversion $ 1,549 $ (3,520) $ 3,443 $ (18,233) 

Denominator
Denominator for basic earnings (loss) per share:
Weighted average common shares outstanding 22,364 6,958 12,318 6,712
Denominator for diluted earnings (loss) per share:
Dilutive potential common shares:
Preferred stock �  �  5,977 �  
Stock options 1,420 �  1,381 �  
Restricted stock awards 62 �  17 �  

Weighted average common shares outstanding with assumed conversion 23,846 6,958 19,693 6,712

Basic earnings (loss) per share $ 0.07 $ (0.51) $ 0.26 $ (2.72) 

Diluted earnings (loss) per share $ 0.06 $ (0.51) $ 0.17 $ (2.72) 
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The following common stock equivalents were excluded from the calculation of diluted earnings (loss) per share since the effects are
anti-dilutive (in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Number of potential shares that are antidilutive:
Preferred stock �  9,015 �  9,015
Stock options 1,236 2,052 1,017 1,970

Total 1,236 11,067 1,017 10,985
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10. COMMITMENTS AND CONTINGENCIES
Legal Matters � The Company is subject to legal proceedings and claims which have arisen in the ordinary course of business. The Company
records an estimated liability for these matters when an adverse outcome is considered to be probable and can be reasonably estimated.
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In 2006, it was claimed that certain applications offered to the Company�s customers potentially infringed on intellectual property rights held by a
third party (the �Claimant�). As a result of negotiations with the Claimant, the Company entered into a license and settlement agreement in June
2007, pursuant to which the Company licensed the intellectual property held by the Claimant for use in its future sales to customers and settled
all past infringement claims. The Company paid a settlement amount of $2.2 million to the Claimant in 2007. In June 2009, the Claimant
initiated a lawsuit against the Company claiming breach of contract. The complaint includes allegations that the Company has failed to pay
unspecified royalties relating to sales of the Company�s products. The Company believes that the allegations in this lawsuit are without merit.
The Company filed an answer in July 2009, denying all material allegations and asserting numerous affirmative defenses. The Company also
asserted counterclaims for a declaratory judgment that no royalties are owed with respect to sales of the Company�s products, as well as a
counterclaim for Claimant�s breach of the license and settlement agreement. The parties are now engaged in the discovery process. Since the
probable outcome and the future economic impact of this litigation on the Company remain uncertain, the Company is unable to develop an
estimate of its potential liability, if any, as it relates to this litigation. As a result, the Company did not record a liability as of September 30,
2009. The Claimant also filed the patent infringement lawsuits against two of the Company�s customers. See Indemnifications section below for
details.

In 2006, a former employee of the Company made a claim seeking compensation of approximately $1.6 million in relation to a wrongful
dismissal lawsuit. Subsequently, the claim was reduced to approximately $1.4 million as of December 31, 2008. The court rendered its decision
on January 15, 2009, which awarded approximately $0.1 million to the plaintiff. The plaintiff has filed a timely notice of appeal in September
2009, which remains pending. The Company will continue to vigorously defend this claim until it is ultimately resolved. The Company has
accrued approximately $0.7 million which is included in accrued payroll and other compensation on the accompanying condensed consolidated
balance sheets as of September 30, 2009 and December 31, 2008.

Indemnification � In 2008, two customers requested the Company to indemnify them in connection with patent infringement lawsuits filed by
the Claimant who also filed a lawsuit against the Company in June 2009 as discussed above. The Company has agreed to defend and indemnify
one of these customers with respect to the allegations, claims, and defenses relating to its use of the Company�s software. As the estimated
indemnification obligation concerning this claim was determined to be probable and could be reasonably estimated, the Company has accrued
$0.2 million which was included in accrued expenses and other on the accompanying condensed consolidated balance sheet as of September 30,
2009 and in general and administrative expenses on the accompanying condensed consolidated statements of operations for the nine months
ended September 30, 2009. This estimate was based upon the Company�s analysis of the customer�s defense costs relating to its use of the
Company�s software.

Contractual Warranties � The Company typically provides contractual warranties to its customers covering its product and services. To date,
any refunds provided to customers have been immaterial.

Change in Control Agreements � The Company has entered into change in control agreements with its chief executive officer and certain other
executive officers. These agreements provide for payments to be made to such officers upon involuntary termination of their employment by the
Company without cause or by such officers for good reason as defined in the agreements, within a two-year period following a change in
control. The agreements provide that, upon a qualifying termination event, such officers will be entitled to (a) a severance payment equal to the
officer�s base salary plus target bonus amount; (b) continuation of health benefits for 12 months; (c) immediate vesting of any remaining
unvested equity awards; and (d) a tax gross up payment under Section 280G of the Code sufficient to reimburse the officer for 50% of any
excise tax payable as a result of any termination payments following a change in control, if applicable.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations.
This Quarterly Report on Form 10-Q contains �forward-looking statements� within the meaning of Section 27A of the Securities Act of 1933, as
amended (�Securities Act�), and Section 21E of the Securities Exchange Act of 1934, as amended (�Exchange Act�). Forward-looking
statements reflect our current estimates, expectations and projections about our future results, performance, prospects and opportunities.
Forward-looking statements include, among other things, the information concerning our possible future results of operations, business and
growth strategies, financing plans, expectations that regulatory developments or other matters will not have a material adverse effect on our
business or financial condition, our competitive position and the effects of competition, the projected growth of the industry in which we operate,
the benefits and synergies to be obtained from our completed and any future acquisitions, and statements of management�s goals and
objectives, and other similar expressions concerning matters that are not historical facts. Words such as �may,� �should,� �could,� �would,�
�predicts,� �potential,� �continue,� �expects,� �anticipates,� �future,� �intends,� �plans,� �believes,� �estimates,� �appears,�
�projects� and similar expressions, as well as statements in the future tense, identify forward-looking statements. Forward-looking statements
should not be read as a guarantee of future performance or results, and will not necessarily be accurate indications of the times at, or by which,
such performance or results will be achieved. Forward-looking information is based on information available at the time and/or management�s
good faith belief with respect to future events, and is subject to risks and uncertainties that could cause actual performance or results to differ
materially from those expressed in the statements. Important factors that could cause such differences include, but are not limited to the factors
discussed under Part II, Item 1A �Risk Factors� in this Quarterly Report on Form 10-Q and the �Risk Factors� section included in our
prospectus filed pursuant to Rule 424(b)(4) under the Securities Act with the Securities and Exchange Commission (�SEC�) on June 25, 2009
(�IPO Prospectus�).

The following is a discussion and analysis of our financial condition and results of operations and should be read together with our condensed
consolidated financial statements and related notes to condensed consolidated financial statements included elsewhere in this Quarterly Report
on Form 10-Q and our audited consolidated financial statements and related notes to audited consolidated financial statements included in our
IPO Prospectus.

Overview

We are a leading global provider of hosted clinical development solutions that enhance the efficiency of our customers� clinical development
processes and optimize their research and development investments. Our solutions allow our customers to achieve clinical results more
efficiently and effectively by streamlining the design, planning and management of key aspects of the clinical development process, including
protocol development, contract research organization, or CRO, negotiation, investigator contracting, the capture and management of clinical trial
data and the analysis and reporting of that data on a worldwide basis.

The demand for electronic clinical solutions, such as those provided by us, has been driven by the increasing complexity and cost associated
with paper-based trials and inefficiencies with early generation electronic data capture, or EDC, solutions. Paper-based trials may delay the
clinical development process, impair data quality and prevent real-time decision making, while traditional EDC solutions have faced challenges
with integration, site requirements, customization and scalability.

We have grown our revenues significantly since inception by expanding our customer base, increasing penetration with existing customers,
enhancing our products and services and growing our indirect channel. In order to achieve and sustain our growth objectives, we have and will
continue to invest in key areas, including: new personnel, particularly in direct domestic and international sales activities; resources to support
our product development, including product functionality and platform; marketing programs to build brand awareness; and infrastructure to
support growth.

We derive a majority of our application services revenues through multi-study arrangements for a pre-determined number of studies. We also
offer our application services on a single-study basis that allows customers to use our solution for a limited number of studies or to evaluate it
prior to committing to multi-study arrangements. We invest heavily in training our Medidata Rave customers, their investigators and other third
parties to configure clinical trials independently. We believe this knowledge transfer accelerates customer adoption of our solutions.

We use a number of metrics to evaluate and manage our business. These metrics include customer growth, customer retention rate, revenues
from lost customers, geographic contribution, and backlog.

Our customer base has grown from 33 at January 1, 2006 to 157 at September 30, 2009. Our relationships with some of these customers include
multiple divisions and business units at various domestic and international locations. We generate revenues from sales to new customers as well
as sales and renewals from our existing customers. Our global direct sales organization represents our primary source of sales, with an increasing
number of sales generated through our CRO relationships. Our customer retention rate was 93.2% and 94.6% for the nine months ended
September 30, 2009 and 2008, respectively. We calculate customer retention based upon the number of customers that existed both at the
beginning and end of the relevant period. Revenues from lost customers for the nine months ended September 30, 2009 and 2008 accounted for
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fiscal year as a percentage of total company revenues from the same period. We believe revenues from lost customers coupled with customer
retention rate give the best sense of volume and scale of customer loss and retention. Our presentation of customer retention and revenues from
lost customers may differ from other companies in our industry.

We manage our business as one reportable segment. Historically, we have generated most of our revenues from sales to customers located in the
United States. However, revenues generated from customers located in Europe and Asia (including Australia) represent a significant portion of
overall revenues. Revenues generated from customers located in Europe represented approximately 21.2% and 19.9% of total revenues for the
three months ended September 30, 2009 and 2008, respectively, and approximately 20.6% and 21.8% of total revenues for the nine months
ended September 30, 2009 and 2008, respectively. Revenues generated from customers in Asia represented approximately 12.2% and 10.6% of
total revenues for the three months ended September 30, 2009 and 2008, respectively, and approximately 11.5% and 10.4% of total revenues for
the nine months ended September 30, 2009 and 2008, respectively. We expect sales from customers in Europe and Asia to continue to represent
a significant portion of total sales as we continue to serve existing and new customers in these markets.

Our backlog is primarily associated with application services and represents the total future contract value of outstanding, multi-study and
single-study arrangements, billed and unbilled, at a point in time. Thus, our backlog includes deferred revenue. Revenue generated in any given
period is a function of revenue recognized from the beginning of period backlog, contract renewals, and new customer contracts. For this reason,
backlog at the beginning of any period is not necessarily indicative of long-term future performance. We monitor as an annual metric the amount
of revenues expected to be recognized from backlog over the current fiscal year, or full year backlog. As of January 1, 2009, we had full year
backlog of approximately $116.7 million. We also track, quarterly, the remaining amount of revenue to be recognized from backlog in the
current year, or remaining backlog, which as of September 30, 2009 is approximately $33.1 million. Our presentation of backlog may differ
from other companies in our industry.

We consider the global adoption of EDC solutions to be essential to our future growth. Our future growth will also depend on our ability to
sustain the high levels of customer satisfaction and our ability to increase sales to existing customers. In addition, the market for our products is
often characterized by rapid technological change and evolving regulatory standards. Our future growth is dependent on the successful
development and introduction of new products and enhancements. To address these challenges, we will continue to expand our direct and
indirect sales channels in domestic and international markets, pursue research and development as well as acquisition opportunities to expand
and enhance our product offerings, expand our marketing efforts, and drive customer adoption through our knowledge transfer professional
services offerings. Our success in these areas will depend upon our abilities to execute on our operational plans, interpret and respond to
customer and regulatory requirements, and retain key staff.

Restatement of Consolidated Financial Statements

Subsequent to the issuance of our 2008 consolidated financial statements, we reviewed our practice regarding the timing of revenue recognition.
Specifically, we examined our treatment of certain customer arrangements in which application services and professional services were sold in
the same single-study or multi-study arrangement.

Application services include software licenses that provide the customer with a �right to use� the software, as well as hosting and other support
services, to be provided over a specific term. Professional services include various offerings that customers have the ability to utilize on an
as-needed basis.

Historically, when application services and professional services were sold in the same single-study or multi-study arrangement, we allocated
arrangement consideration to professional services based on fair value and recognized such professional services revenues as services were
performed. The remaining arrangement consideration was allocated to application services and recognized as revenue ratably over the term of
the arrangement, beginning with the commencement of the arrangement term, which correlates with the activation of the hosting services,
assuming all other revenue recognition criteria were met. This accounting practice assumed that application services had been delivered upon the
activation of the hosting services, and that professional services were delivered at various times subsequent to the activation of the hosting
services, during the term of the arrangement.

However, given that we have a continuing obligation to provide hosting services throughout the arrangement term, we are not able to determine
fair value for hosting services, and since professional services are performed at various times during the term of an arrangement, we determined
that recognition of application services and professional services as a combined single unit of accounting is appropriate. As a result, when
application services and professional services are sold in the same single-study or multi-study arrangement, the related revenues are recognized
ratably beginning with the commencement of the arrangement term, assuming all other revenue recognition criteria are met. The restatement
resulted in the deferral to future periods of $50.9 million of revenues previously recognized through September 30, 2008.
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For arrangements where revenue is recognized over the relevant contract period, we continue to capitalize the related paid sales commissions
and recognize these commissions as expense as we recognize the related revenue. As a result of our restatement of revenues, we adjusted the
timing of commission expense to correlate with our restated revenues in each restated period. Sales commission expense is captured as a
component of sales and marketing in our operating costs and expenses.

In addition, we made a correction to the condensed consolidated statement of cash flows for the nine months ended September 30, 2008 to
appropriately reflect all costs accrued associated with the initial public offering.
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As a result of the above, we have restated our consolidated balance sheets as of December 31, 2008, our consolidated statements of operations
for the three months and nine months ended September 30, 2008 and consolidated statement of cash flows for the nine months ended
September 30, 2008. For a further description of the restatement, please see Note 2, �Restatement of Consolidated Financial Statements,� to our
condensed consolidated financial statements for the period ended September 30, 2009, which are included elsewhere in this Quarterly Report on
Form 10-Q.

Sources of Revenues

We derive revenues from application services and professional services. Application services consist of multi-study or single-study
arrangements, which give our customers the right to use our software solutions, hosting and site support, as well as clinical trial planning
software solutions we acquired from Fast Track Systems, Inc. (�Fast Track�) in March 2008. Professional services consist of assisting our
customers and partners with the design, workflow, implementation and management of their clinical trials.

Our application services are principally provided for both multi-study arrangements, which grant customers the right to manage up to a
predetermined number of clinical trials for a term generally ranging from three to five years, as well as single-study arrangements that allow
customers to use application services for an individual study or to evaluate our application services prior to committing to multi-study
arrangements. Many of our customers have migrated from single-study arrangements to multi-study arrangements and multi-study arrangements
represent the majority of our application services revenues.

Our professional services provide our customers with reliable, repeatable and cost-effective implementation and training in the use of our
application services. Professional services revenues have represented a significant portion of overall revenues to date. We expect professional
services revenues to decline as a percentage of total revenues as our customers and partners become more adept at the management and
configuration of their clinical trials as part of our knowledge transfer efforts.

Cost of Revenues

Cost of revenues consists primarily of costs related to hosting, maintaining and supporting our application suite and delivering our professional
services and support. These costs include salaries, benefits, bonuses and stock-based compensation for our data center and professional services
staff. Cost of revenues also includes outside service provider costs, data center and networking expenses and allocated overhead. We allocate
overhead such as depreciation expense, rent and utilities to all departments based on relative headcount. As such, a portion of general overhead
expenses are reflected in cost of revenues. The costs associated with providing professional services are recognized as such costs are incurred
and are significantly higher as a percentage of revenue than the costs associated with delivering our application services due to the labor costs
associated with providing professional services. Over the long term, we believe that cost of revenues as a percentage of total revenues will
decrease.

Operating Costs and Expenses

Research and Development. Research and development expenses consist primarily of personnel and related expenses for our research and
development staff, including salaries, benefits, bonuses and stock-based compensation, the cost of certain third-party service providers and
allocated overhead. We have focused our research and development efforts on expanding the functionality and ease of use of our applications.
We expect research and development costs to increase in absolute dollars in the future as we intend to release new features and functionality
designed to maximize the efficiency and effectiveness of the clinical development process for our customers. Over the long term, we believe that
research and development expenses as a percentage of total revenues will remain relatively constant.

Sales and Marketing. Sales and marketing expenses consist primarily of personnel and related expenses for our sales and marketing staff,
including salaries, benefits, bonuses and stock-based compensation, commissions, travel costs, and marketing and promotional events, corporate
communications, advertising, other brand building and product marketing expenses and allocated overhead. Our sales and marketing expenses
have increased in absolute dollars primarily due to our ongoing substantial investments in customer acquisition. We expect sales and marketing
expenses to increase in absolute dollars. Over the long term, we believe that sales and marketing expenses will decline slightly as a percentage of
total revenues.

General and Administrative. General and administrative expenses consist primarily of personnel and related expenses for executive, legal,
quality assurance, finance and human resources, including salaries, benefits, bonuses and stock-based compensation, professional fees, insurance
premiums, allocated overhead and other corporate expenses, including certain one-time costs in anticipation of becoming a public company.
During 2008, we strengthened our management and corporate infrastructure, particularly in our finance department, and implemented financial
reporting, compliance and other infrastructure associated with being a public company. On an ongoing basis, we expect general and
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other expenses resulting from continued growth and the compliance requirements of operating as a public company. Over the long term, we
believe that general and administrative expenses as a percentage of total revenues will decrease.
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Income Tax Expense

Income tax expense primarily consists of foreign income taxes imposed on our foreign subsidiaries in the United Kingdom and Japan. We have
U.S. federal and state net operating loss carryforwards available to offset future taxable income which do not fully expire until 2028. As a result,
we do not recognize income tax expense for U.S. federal and state income tax purposes. In addition, we do not realize an income tax benefit for
available net operating loss carryforwards due to the future utilization limitations under the Internal Revenue Code and the likelihood that our
future taxable income may be insufficient to utilize these tax benefits. We do not expect our provision for U.S. federal and state income taxes
will change in the near future; however, we expect our income tax expense to increase in absolute dollars as our income from international
operations continues to grow.

Critical Accounting Policies

Our condensed consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United States
of America. Our critical accounting policies, including the assumptions and judgments underlying them, require the application of significant
judgment in the preparation of our financial statements, and as a result they are subject to a greater degree of uncertainty. In applying these
policies, we use our judgment to determine the appropriate assumptions to be used in calculating estimates that affect the reported amounts of
assets, liabilities, revenues and expenses. Estimates and assumptions are based on historical experience and on various other factors that are
believed to be reasonable under the circumstances. Accordingly, actual results could differ from those estimates. Our critical accounting policies
consist of revenue recognition, stock-based compensation, goodwill and intangibles and income taxes, descriptions of which are included in the
IPO Prospectus. There have been no material changes to our critical accounting policies since December 31, 2008.

Results of Operations

We recognize revenues from applications services arrangements ratably over the terms of these arrangements. As a result, a substantial majority
of our application services revenues in each quarter are generated from arrangements entered into during prior periods. Consequently, an
increase or a decrease in new application services arrangements in any one quarter may not affect our results of operations in that quarter.

Additionally, when we sell application services and professional services in a combined arrangement, which is our typical practice, we recognize
revenues from professional services ratably over the term of the arrangement, rather than as the professional services are delivered, which varies
throughout the arrangement term. Accordingly, a significant portion of the revenues for professional services performed in any reporting period
will be deferred to future periods. We recognize expenses related to our professional services in the period in which the expenses are incurred.
As a result, our professional services revenues and gross margin for any reporting period may not be reflective of the professional services
delivered during that reporting period or of the current business trends with respect to our professional services. The following table sets forth
our consolidated results of operations as a percentage of total revenues for the periods shown:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2009 2008 2009 2008
Revenues:
Application services 73.7% 68.8% 72.1% 69.8% 
Professional services 26.3% 31.2% 27.9% 30.2% 

Total revenues 100.0% 100.0% 100.0% 100.0% 

Cost of revenues:
Application services 17.1% 18.8% 17.0% 19.6% 
Professional services 18.3% 26.5% 19.4% 31.9% 

Total cost of revenues 35.4% 45.3% 36.4% 51.5% 

Gross profit 64.6% 54.7% 63.6% 48.5% 

Operating costs and expenses:
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Research and development 15.9% 17.9% 16.4% 19.6% 
Sales and marketing 19.1% 21.6% 19.6% 23.7% 
General and administrative 22.2% 25.5% 22.0% 26.9% 

Total operating costs and expenses 57.2% 65.0% 58.0% 70.2% 

Income (loss) from operations 7.4% (10.3)% 5.6% (21.7)% 
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Three Months Ended September 30, 2009 Compared to Three Months Ended September 30, 2008

Revenues

Three Months Ended September 30,
2009 2008 Change

Amount
% of

Revenues Amount
% of

Revenues Amount %
(Amount in thousands)

Revenues:
Application services $ 25,957 73.7% $ 19,132 68.8% $ 6,825 35.7% 
Professional services 9,260 26.3% 8,678 31.2% 582 6.7% 

Total revenues $ 35,217 100.0% $ 27,810 100.0% $ 7,407 26.6% 

Total revenues. Total revenues increased $7.4 million, or 26.6%, to $35.2 million for the three months ended September 30, 2009 from $27.8
million for the same period in 2008. The increase in revenues was primarily due to a $6.8 million increase in revenues from application services.
At the start of the third quarter of 2009, we had approximately $62.9 million of 2009 remaining backlog. As of September 30, 2009, the total
2009 remaining backlog is approximately $33.1 million.

Application services revenues. Revenues from application services increased $6.8 million, or 35.7%, to $25.9 million for the three months ended
September 30, 2009 from $19.1 million for the same period in 2008. This increase was primarily due to increased activity from our existing
customers, as well as the increase in the number of customers to 157 compared to 148 a year ago. Revenues from new customers accounted for
12.6% of the total increase in application services revenues. The increase was also attributable to our strong multi-study arrangement revenue
growth, which increased by 52.8% compared with the prior period, while the revenues from single-study arrangements decreased slightly in the
current period as compared with the same period in 2008. Revenues also expanded significantly from both domestic and international customers
compared with the prior period. Revenues from customers based in North America grew 30.4%, whereas revenues from customers based in
Europe and Asia grew 49.9% and 42.5%, respectively.

Professional services revenues. Revenues from professional services increased $0.6 million, or 6.7%, to $9.3 million for the three months ended
September 30, 2009 from $8.7 million for the same period in 2008. The increase in professional services revenues was attributable to higher
demand for our services from new application services customers as well continued demand from existing customers driven by the increase in
the number of studies performed by our customers. Revenues from new customers accounted for 52.9% of the total increase in professional
services revenues.

Cost of Revenues

Three Months Ended September 30,
2009 2008 Change

Amount
% of

Revenues Amount
% of

Revenues Amount %
(Amount in thousands)

Cost of revenues:
Application services $ 6,006 17.1% $ 5,226 18.8% $ 780 14.9% 
Professional services 6,458 18.3% 7,364 26.5% (906) (12.3)% 

Total cost of revenues $ 12,464 35.4% $ 12,590 45.3% $ (126) (1.0)% 

Total cost of revenues. Total cost of revenues decreased $0.1 million, or 1.0%, to $12.5 million for the three months ended September 30, 2009
from $12.6 million for the same period in 2008. The decrease in total cost of revenues was primarily due to the decrease in cost of professional
services revenues, partially offset by the increase in cost of application services revenues.
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Cost of application services revenues. Cost of application services revenues increased $0.8 million, or 14.9%, to $6.0 million for the three
months ended September 30, 2009 from $5.2 million for the same period in 2008. The increase was primarily due to an increase in depreciation
and technology related expenses of $0.5 million and personnel-related costs of $0.3 million. The increase in depreciation and technology related
expenses related to software license costs and equipment purchases primarily in our Houston data center. The increase in personnel-related costs
was primarily due to the increase in staffing levels.

Cost of professional services revenues. Cost of professional services decreased $0.9 million, or 12.3%, to $6.5 million for the three months
ended September 30, 2009 from $7.4 million for the same period in 2008. The decrease was primarily due to a decrease in consulting costs of
$0.7 million and other costs of $0.4 million, partially offset by an increase in personnel-related costs of $0.2 million. The decrease in consulting
costs was primarily due to our effort to reduce our usage and reliance on outside consultants, while increasing overall efficiency and profitability
for the professional services group.
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Operating Costs and Expenses

Three Months Ended September 30,
2009 2008 Change

Amount
% of

Revenues Amount
% of

Revenues Amount %
(Amount in thousands)

Operating costs and expenses:
Research and development $ 5,608 15.9% $ 4,982 17.9% $ 626 12.6% 
Sales and marketing 6,709 19.1% 6,018 21.6% 691 11.5% 
General and administrative 7,814 22.2% 7,096 25.5% 718 10.1% 

Total operating costs and expenses $ 20,131 57.2% $ 18,096 65.0% $ 2,035 11.2% 

Total operating costs and expenses. Total operating costs and expenses increased $2.0 million, or 11.2%, to $20.1 million for the three months
ended September 30, 2009 from $18.1 million for the same period in 2008. Costs increased in each department with the larger percentage
increase in research and development and sales and marketing.

Research and development expenses. Research and development expenses increased $0.6 million, or 12.6%, to $5.6 million for the three months
ended September 30, 2009 from $5.0 million for the same period in 2008. The increase was primarily due to an increase in personnel-related
costs of $0.9 million, partially offset by a decrease in professional fees of $0.3 million. The increase in personnel-related costs was to support
our strategy to enhance and broaden our products offerings. The decrease in professional fees was primarily due to certain non-recurring projects
performed during the prior year.

Sales and marketing expenses. Sales and marketing expenses increased $0.7 million, or 11.5%, to $6.7 million for the three months ended
September 30, 2009 from $6.0 million for the same period in 2008. The increase was primarily due to higher personnel-related costs attributable
to higher stock-based compensation costs and higher sales incentive compensation as a result of improved sales performance. The increase was
also due to higher compensation costs resulting from an increase in staffing levels in our marketing department.

General and administrative expenses. General and administrative expenses increased $0.7 million, or 10.1%, to $7.8 million for the three
months ended September 30, 2009 from $7.1 million for the same period in 2008. The increase was primarily due to an increase in
personnel-related costs of $0.9 million, partially offset by a decrease in professional and consulting fees of $0.2 million. The increase in
personnel-related costs was primarily due to higher incentive compensation due to business performance and higher stock-based compensation
costs as we granted new awards in association with completing our initial public offering, or IPO. The decrease in professional and consulting
fees was due to the reduction of certain non-recurring accounting related costs incurred in 2008.

Income Tax Expense

Income tax expense increased slightly in absolute dollars to $0.2 million for the three months ended September 30, 2009 as compared with the
same period in 2008. The increase solely related to the difference in our estimated effective tax rate for our foreign subsidiary in Japan between
periods.

Nine Months Ended September 30, 2009 Compared to Nine Months Ended September 30, 2008

Revenues

Nine Months Ended September 30,
2009 2008 Change

Amount
% of

Revenues Amount
% of

Revenues Amount %
(Amount in thousands)

Revenues:
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Application services $ 74,145 72.1% $ 52,029 69.8% $ 22,116 42.5% 
Professional services 28,702 27.9% 22,513 30.2% 6,189 27.5% 

Total revenues $ 102,847 100.0% $ 74,542 100.0% $ 28,305 38.0% 
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Total revenues. Total revenues increased $28.3 million, or 38.0%, to $102.8 million for the nine months ended September 30, 2009 from $74.5
million for the same period in 2008. The increase in revenues was primarily due to a $22.1 million increase in revenues from application
services and a $6.2 million increase in revenues from professional services. At the start of 2009, we had approximately $116.7 million of full
year backlog. As of September 30, 2009, the total 2009 remaining backlog is approximately $33.1 million.

Application services revenues. Revenues from application services increased $22.1 million, or 42.5%, to $74.1 million for the nine months
ended September 30, 2009 from $52.0 million for the same period in 2008. The majority of the increase in application services revenues was
derived from increased activity in our existing customer base, primarily resulting from new studies and renewals. In addition to maintaining a
high customer retention rate, we benefited from providing nine months of services for those customers who began their multi-year arrangements
during 2008. Also, we were able to sell and implement several large multi-year arrangements as well as make significant inroads into new
midmarket customers during the first nine months of 2009. Revenues from new customers accounted for 8.7% of the total increase in application
services revenues. While the revenues from single-study arrangements have continued to grow, the multi-study arrangement revenue growth
remained strong and increased significantly by 51.6%. Revenues also expanded significantly from both domestic and international customers
compared with the prior period. Revenues from customers based in North America grew 46.5%, whereas revenues from customers based in
Europe and Asia grew 31.8% and 40.5%, respectively. Finally, our acquisition of Fast Track contributed approximately $2.6 million of our
increase in revenues as we were able to recognize a full nine months of revenues in 2009 as compared with only six and a half months in 2008.
Revenues from Fast Track are primarily generated from customers based in North America.

Professional services revenues. Revenues from professional services increased $6.2 million, or 27.5%, to $28.7 million for the nine months
ended September 30, 2009 from $22.5 million for the same period in 2008. The increase in professional services revenues was attributable to
higher demand for our services from new application services customers as well continued demand from existing customers driven by the
increase in the number of studies performed by our customers. Revenues from international customers grew 45.2% compared with the prior
period, as many of our international clients relied more heavily on our implementation related services.

Cost of Revenues

Nine Months Ended September 30,
2009 2008 Change

Amount
% of

Revenues Amount
% of

Revenues Amount %
(Amount in thousands)

Cost of revenues:
Application services $ 17,521 17.0% $ 14,590 19.6% $ 2,931 20.1% 
Professional services 19,910 19.4% 23,815 31.9% (3,905) (16.4)% 

Total cost of revenues $ 37,431 36.4% $ 38,405 51.5% $ (974) (2.5)% 

Total cost of revenues. Total cost of revenues decreased $1.0 million, or 2.5%, to $37.4 million for the nine months ended September 30, 2009
from $38.4 million for the same period in 2008. The decrease in total cost of revenues was primarily due to a decrease in cost of professional
services revenues, partially offset by an increase in cost of application services revenues.

Cost of application services revenues. Cost of application services revenues increased $2.9 million, or 20.1%, to $17.5 million for the nine
months ended September 30, 2009 from $14.6 million for the same period in 2008. The increase was primarily due to $1.3 million of additional
costs incurred by Fast Track resulting from a full nine months of operations in 2009 as opposed to six and a half months in 2008. The remaining
increase was due to an increase in personnel-related costs of $1.1 million, depreciation and technology related expenses of $1.3 million, partially
offset by a decrease in consulting expenses of $0.8 million. The increase in personnel-related costs was a result of our growth in business and
our combined efforts to replace outside consultants with employees. The increase in depreciation and technology related expenses related to
software license costs and equipment purchases primarily in our Houston data center, incurred also in support of our overall growth.

Cost of professional services revenues. Cost of professional services decreased $3.9 million, or 16.4%, to $19.9 million for the nine months
ended September 30, 2009 from $23.8 million for the same period in 2008. The decrease was primarily due to a decrease in consulting costs of
$2.1 million, certain customer reimbursable expenses of $1.0 million, travel expense of $0.4 million and depreciation expense of $0.4 million.
The decrease in consulting related costs was associated with our continuing efforts to reduce our reliance on outside consultants and improve
margin in our professional services business. The decrease in customer reimbursable expenses was due to the impact of a $0.4 million
non-recurring cost we incurred in the second quarter of 2008 and the reduction of hardware provisioning costs, as we discontinued this activity
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Operating Costs and Expenses

Nine Months Ended September 30,
2009 2008 Change

Amount
% of

Revenues Amount
% of

Revenues Amount %
(Amount in thousands)

Operating costs and expenses:
Research and development $ 16,894 16.4% $ 14,632 19.6% $ 2,262 15.5% 
Sales and marketing 20,167 19.6% 17,654 23.7% 2,513 14.2% 
General and administrative 22,672 22.0% 20,047 26.9% 2,625 13.1% 

Total operating costs and expenses $ 59,733 58.0% $ 52,333 70.2% $ 7,400 14.1% 

Total operating costs and expenses. Total operating costs and expenses increased $7.4 million, or 14.1%, to $59.7 million for the nine months
ended September 30, 2009 from $52.3 million for the same period in 2008. Costs increased in each department with the larger percentage
increase in research and development and sales and marketing.

Research and development expenses. Research and development expenses increased $2.3 million, or 15.5%, to $16.9 million for the nine months
ended September 30, 2009 from $14.6 million for the same period in 2008. The increase was primarily due to an increase in personnel-related
costs of $4.0 million and miscellaneous costs of $0.2 million, partially offset by a decrease in professional and consulting fees of $1.2 million
and the impact of a one-time write-off of in-process research and development projects of $0.7 million in 2008. Our full nine months operations
of Fast Track in 2009 accounted for $1.5 million of the increase in personnel-related costs. The remaining increase in personnel-related costs
was incurred to replace outside consultants, as well as support our strategy to enhance and broaden our products offerings. The decrease in
professional and consulting fees was also due to certain non-recurring projects performed during the prior year.

Sales and marketing expenses. Sales and marketing expenses increased $2.5 million, or 14.2%, to $20.2 million for the nine months ended
September 30, 2009 from $17.7 million for the same period in 2008. The increase was primarily due to higher personnel-related costs of $3.2
million, which was primarily attributable to higher incentive compensation related to our sales and business performance. The increase was also
due to higher stock-based compensation costs as we granted new awards in the current year and higher compensation costs resulting from
increased staffing levels in both our sales and marketing departments. The increase was partially offset by a decrease in travel and entertainment
expense of $0.3 million and a decrease in other costs of $0.4 million.

General and administrative expenses. General and administrative expenses increased $2.6 million, or 13.1%, to $22.6 million for the nine
months ended September 30, 2009 from $20.0 million for the same period in 2008. The increase was primarily due to an increase in
personnel-related costs of $3.0 million and other miscellaneous costs of $0.4 million, partially offset by a decrease in professional and consulting
fees of $0.8 million. The increase in personnel-related costs was primarily due to higher staffing levels as we expanded our corporate personnel
in anticipation of becoming a public company. The increase was also due to higher incentive compensation due to business performance, as well
as higher stock-based compensation costs as we granted new awards in association with completing our IPO. The decrease in professional and
consulting fees was due to the reduction of certain non-recurring accounting related costs incurred in 2008.

Income Tax Expense

Income tax expense increased $0.1 million, or 25.2%, to $0.6 million for the nine months ended September 30, 2009 from $0.5 million for the
same period in 2008. Our income tax expense primarily consisted of foreign income taxes imposed on our foreign subsidiaries in the United
Kingdom and Japan and increased as a result of the difference in our estimated effective tax rate relating to our Japan subsidiary between
periods.

Liquidity and Capital Resources

In June 2009, we completed an IPO, issuing 6.3 million shares of common stock at a public offering price of $14.00 per share. As a result of the
offering, we received net proceeds of $75.2 million, after deducting underwriting discounts and commissions of $6.2 million and offering
expenses of $6.8 million. Such proceeds were held in cash and cash equivalents through September 30, 2009 and subsequently, a portion of such
proceeds have been invested into high quality short-term investments. As a result of the IPO, all outstanding convertible preferred stock was
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Prior to completing the IPO in June 2009, we funded our growth primarily through the private sale of equity securities, borrowings through
various debt agreements, working capital and equipment leases. At September 30, 2009 and December 31, 2008, our principal sources of
liquidity were cash and cash equivalents of $86.9 million and $9.8 million, respectively. Cash and cash equivalents increased $77.1 million
during the first nine months of 2009 primarily due to net proceeds from the IPO and cash receipts from higher sales activity, partially offset by
the repayment of our term loan, the funding of capital expenditures and the payment of accumulated accrued dividends to our preferred
stockholders.

Prior to the repayment of our term loan, we had a senior secured credit facility that included a $15.0 million term loan and a $10.0 million
revolving line of credit. The term loan was fully drawn at closing in September 2008. In July 2009, we used a portion of our net proceeds from
the IPO to prepay the entire outstanding indebtedness of the term loan. The total payoff amount of $14.7 million included the outstanding
principal balance of $14.3 million, as well as accrued interest and termination fees of $0.4 million. Also in July 2009, we executed a standby
letter of credit in connection with the office lease of approximately $0.2 million with the lender, which resulted in a reduction of the available
amount under the revolving line of credit. As of September 30, 2009, approximately $9.8 million of the revolving line of credit under the senior
secured credit facility was still available for future borrowings. Due to the structure of the credit agreement, any future borrowings under the
revolving line of credit will be classified as a current liability.

We believe that our cash flows from operations, our available cash as of September 30, 2009 and our existing revolving line of credit will be
sufficient to satisfy the anticipated cash requirements associated with our existing operations for at least the next 12 months. For the remainder
of 2009, we expect to make approximately $3.0 million in capital expenditures, primarily to increase the capacity in our Houston data center. We
expect to acquire our capital equipment through purchases as opposed to capital lease arrangements.

Cash Flows

Cash Flows Provided By Operating Activities

Cash flows provided by operating activities during the nine months ended September 30, 2009 were $23.7 million, which consisted primarily of
a net income of $3.4 million, non-cash adjustments of depreciation and amortization of $7.8 million and stock-based compensation of $3.4
million, a decrease in accounts receivable of $5.6 million, and an increase in deferred revenue of $2.6 million. The decrease in accounts
receivable was due to strong customer collection activity. Deferred revenue was impacted by a $5.0 million customer payment, provided in
accordance with the underlying contractual agreement, made in advance of the full delivery of services required to begin revenue recognition.

Cash flows provided by operating activities during the nine months ended September 30, 2008 were $7.5 million, which consisted of a net loss
of $17.9 million, partially offset by non-cash adjustments of depreciation and amortization of $6.5 million, stock-based compensation of $2.2
million and write-off of in-process research and development projects acquired from Fast Track of $0.7 million. Cash flow provided by
operating activities benefited from the increase in other operating activities which primarily included the increase in deferred revenue of $20.0
million, partially offset by the decrease in accounts payable of $4.8 million and the increase in accounts receivable of $2.5 million. Other
operating activities were impacted by the increased sales activity and the timing of customer and vendor payments.

Cash Flows Used In Investing Activities

Cash flows used in investing activities during the nine months ended September 30, 2009 were related to $3.4 million of purchases of furniture,
fixtures and equipment. We also acquired $1.2 million of equipment through capital lease arrangements.

Cash flows used in investing activities during the nine months ended September 30, 2008 were $2.5 million, which consisted of purchases of
furniture, fixtures and equipment of $2.9 million and costs incurred to acquire Fast Track of $0.6 million, partially offset by cash and cash
equivalents acquired from acquisition of Fast Track of $1.0 million. We also acquired $2.9 million of equipment through capital lease
arrangements. All acquisitions of furniture, fixtures and equipment were required to support our business growth.

Cash Flows Provided by or Used In Financing Activities

Cash flows provided by financing activities during the nine months ended September 30, 2009 were $56.8 million, which was primarily due to
$82.0 million of proceeds from the IPO, net of underwriting discounts and commissions. It was partially offset by a $15.0 million repayment of
the term loan under our credit facility, $4.3 million of costs associated with our IPO, $3.6 million of capital lease principal payments and $2.3
million of preferred stock dividend payments.
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Cash flows used in financing activities during the nine months ended September 30, 2008 were $1.3 million, which consisted of $3.0 million of
capital lease principal payments and $1.8 million of costs associated with our IPO, partially offset by $3.5 million from the proceeds of
borrowings under our new credit facility net of repayment of existing term loans and the payment of debt issuance costs.
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Contractual Obligations, Commitments and Contingencies

The following table of our material contractual obligations as of September 30, 2009 summarizes the aggregate effect that these obligations are
expected to have on our cash flows in the periods indicated (in thousands):

Payments Due by Period

Total
1 year
or less 2-3 years 4-5 years

More

than
5 years

(Amount in thousands)
Contractual Obligations:
Operating lease obligations $ 11,089 $ 3,098 $ 4,855 $ 2,122 $ 1,014
Capital lease obligations 4,588 3,508 1,080 �  �  
Letters of credit 676 676 �  �  �  

Total $ 16,353 $ 7,282 $ 5,935 $ 2,122 $ 1,014

In 2006, one of our former employees made a claim seeking compensation of approximately $1.6 million in relation to a wrongful dismissal
lawsuit. Subsequently, the claim was reduced to approximately $1.4 million as of December 31, 2008. The court rendered its decision on
January 15, 2009, which awarded approximately $0.1 million to the plaintiff. The plaintiff has filed a timely notice of appeal in September 2009,
which remains pending. We will continue to vigorously defend this claim until it is ultimately resolved. We have accrued approximately $0.7
million as of September 30, 2009 and December 31, 2008.

In 2006, it was claimed that certain applications offered to our customers potentially infringed on intellectual property rights held by a third
party (the �Claimant�). As a result of negotiations with the Claimant, we entered into a license and settlement agreement in June 2007, pursuant to
which we licensed the intellectual property held by the Claimant for use in our future sales to customers and settled all past infringement claims.
We paid a settlement amount of $2.2 million to the Claimant in 2007. In June 2009, the Claimant initiated a lawsuit against us claiming breach
of contract. The complaint includes allegations that we have failed to pay unspecified royalties relating to sales of our products. We believe that
the allegations in this lawsuit are without merit. We filed an answer in July 2009, denying all material allegations and asserting numerous
affirmative defenses. We also asserted counterclaims for a declaratory judgment that no royalties are owed with respect to sales of our products,
as well as a counterclaim for Claimant�s breach of the license and settlement agreement. The parties are now engaged in the discovery process.
Since the probable outcome and the future economic impact of this litigation on us remain uncertain, we are unable to develop an estimate of our
potential liability, if any, as it relates to this litigation. As a result, we did not record a liability as of September 30, 2009. The Claimant also filed
the patent infringement lawsuits against two of our customers as discussed below.

In 2008, two customers requested us to indemnify them in connection with patent infringement lawsuits filed by the Claimant who also filed a
lawsuit against us in June 2009 as discussed above. We agreed to defend and indemnify one of these customers with respect to the allegations,
claims, and defenses relating to its use of our software. As the estimated indemnification obligation concerning this claim was determined to be
probable and could be reasonably estimated, we have accrued $0.2 million which was included in our condensed consolidated balance sheet as
of September 30, 2009 and in our condensed consolidated statements of operations for the nine months ended September 30, 2009. This estimate
was based upon our analysis of the customer�s defense costs relating to its use of our software and any change in the assumptions or strategies
related to this claim could affect our future results of operations.

In January 2009, we entered into agreements with certain of our executive officers that provide them with certain benefits upon the termination
of their employment following a change of control in our company.

Effects of Recently Issued Accounting Standards

In December 2007, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 141(R),
Business Combinations, (currently under Accounting Standards Codification (�ASC�) 805), and SFAS No. 160, Noncontrolling Interests in
Consolidated Financial Statements, an amendment of ARB No. 51, (currently under ASC 810-10-65-1). SFAS No. 141(R) is required to be
adopted concurrently with SFAS No. 160 and is effective for business combination transactions for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. Early adoption is prohibited. Application of SFAS
No. 141(R) and SFAS No. 160 is required to be adopted prospectively, except for certain provisions of SFAS No. 141(R) and SFAS No. 160,
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which are required to be adopted retrospectively. Business combination transactions accounted for before adoption of SFAS No. 141(R) should
be accounted for in accordance with SFAS No. 141, Business Combinations, and that accounting previously completed under SFAS No. 141
should not be modified as of or after the date of adoption of SFAS No.141(R). We adopted SFAS No. 141(R) and SFAS No. 160 on January 1,
2009 and the adoptions did not have a material impact on our financial position or results of operations.
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In May 2009, the FASB issued SFAS No. 165, Subsequent Events, (currently under ASC 855-10), which provides guidance on management�s
assessment of subsequent events and establishes general standards of accounting for and disclosure of events that occur after the balance sheet
date but before financial statements are issued or are available to be issued. SFAS No. 165 is effective prospectively for interim or annual
financial periods ended after June 15, 2009. We adopted SFAS No. 165 in the second quarter of 2009. We have evaluated the subsequent events
through November 13, 2009, the filing date of this Quarterly Report on Form 10-Q with the SEC.

In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets � an amendment of SFAS No. 140, and SFAS
No. 167, Amendment to FASB Interpretation No. 46(R). SFAS No. 166 amends the derecognition guidance and eliminates the exemption from
consolidation for qualifying special-purpose entities (�QSPEs�) in ASC 860, Transfer and Servicing. As a result, a transferor will need to evaluate
all existing QSPEs to determine whether they must now be consolidated in accordance with SFAS No.167, which amends the consolidation
guidance applicable to variable interest entities. The amendments will significantly affect the overall consolidation analysis under ASC 810-10,
Consolidation, and all entities and enterprises currently within the scope of ASC 810-10, as well as QSPEs that are currently excluded from the
scope of ASC 810-10. SFAS No. 166 is effective for financial asset transfers occurring after the beginning of an entity�s first fiscal year that
begins after November 15, 2009. SFAS No. 167 is effective as of the beginning of the first fiscal year that begins after November 15, 2009. The
adoption of these statements is not expected to have a material impact on our results of operations, financial position and cash flows.

In June 2009, the FASB issued SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles � a replacement of SFAS No. 162, (currently under ASC 105-10). SFAS No. 168 establishes the FASB ASC as the source
of authoritative accounting principles recognized by the FASB to be applied by nongovernmental entities in the preparation of financial
statements in conformity with GAAP. Rules and interpretive releases of the SEC under authority of federal securities laws are also sources of
authoritative GAAP for SEC registrants. SFAS No. 168 is effective for financial statements issued for interim and annual periods ending after
September 15, 2009. We adopted SFAS No. 168 in the third quarter of 2009 and quoted the accounting literature references contained in these
condensed consolidated financial statements in accordance with the FASB ASC.

In October 2009, the FASB issued Accounting Standards Update (�ASU�) No. 2009-13, Multiple-Deliverable Revenue Arrangements. ASU
No. 2009-13 amends the current guidance on arrangements with multiple deliverables under ASC 605-25, Revenue Recognition �
Multiple-Element Arrangements, to (a) eliminate the separation criterion that requires entities to establish objective and reliable evidence of fair
value for undelivered elements; (b) establish a selling price hierarchy to help entities allocate arrangement consideration to the separate units of
account; (c) eliminate the residual allocation method which will be replaced by the relative selling price allocation method for all arrangements;
and (d) significantly expand the disclosure requirements. ASU No. 2009-13 is effective for new or materially modified arrangements in fiscal
years beginning on or after June 15, 2010. Early adoption is permitted. If early adoption is elected and the period of adoption is not the
beginning of the fiscal year, retrospective application from the beginning of the fiscal year of adoption and additional disclosure are required.
Retrospective application for all prior periods presented in the financial statements is also permitted, but not required. We are currently
evaluating the impact, if any, of these provisions of ASU No. 2009-13 on our consolidated financial statements.

In October 2009, the FASB also issued ASU No. 2009-14, Certain Revenue Arrangements that Include Software Elements. ASU No. 2009-14
amends the scoping guidance for software arrangements under ASC 985-605, Software � Revenue Recognition, to exclude tangible products that
contain software elements and nonsoftware elements that function together to interdependently deliver the product�s essential functionality. Such
tangible products being excluded from ASU No. 2009-14 will instead fall under the scope of ASU No. 2009-13. The FASB also provided
several considerations and examples for entities applying this guidance. The effective date for ASU No. 2009-14 is consistent with ASU
No. 2009-13 as stated above. We are currently evaluating the impact, if any, of these provisions of ASU No. 2009-14 on our consolidated
financial statements.

Dividends

We currently expect to retain any future earnings for use in the operation and expansion of our business and do not anticipate paying any cash
dividends on our common stock.

Off-Balance Sheet Arrangements

As of September 30, 2009, we did not have any relationships with unconsolidated entities of financial partnerships, such as entities often referred
to as structured finance or special purpose entities, which would have been established for the purpose of facilitating off-balance sheet
arrangements or other contractually narrow or limited purposes. Other than our operating leases for office space and computer equipment, we do
not engage in off-balance sheet financing arrangements.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk.
Interest Rate Sensitivity

We had unrestricted cash and cash equivalents totaling $86.9 million at September 30, 2009 and $9.8 million at December 31, 2008. Our cash
equivalents are invested primarily in money market accounts and high quality liquid investments of a short duration and are not materially
affected by fluctuations in interest rates. The unrestricted cash and cash equivalents are held for working capital purposes. We do not enter into
investments for trading or speculative purposes. Due to the short-term nature of these investments, we believe that we do not have any material
exposure to changes in the fair value of our investment portfolio as a result of changes in interest rates. Declines in interest rates, however,
would reduce future investment income.

We have a floating rate revolving credit line under our senior secured credit facility, which is currently undrawn. Accordingly, we will be
exposed to fluctuations in interest rates if such revolving credit line is drawn. Assuming the maximum available amount of our revolving credit
line was drawn as of September 30, 2009, each hundred basis point change in prime rate would result in a change in interest expense by an
average of approximately $0.1 million annually.

Exchange Rate Sensitivity

We have two separate exposures to currency fluctuation risk: subsidiaries outside the United States which use a foreign currency as their
functional currency which are translated into U.S. dollars for consolidation; and non-U.S. dollar invoiced revenues.

Changes in foreign exchange rates for our subsidiaries that use a foreign currency as their functional currency are translated into U.S. dollars and
result in cumulative translation adjustments, which are included in accumulated other comprehensive income (loss). At September 30, 2009 and
December 31, 2008, we had translation exposure to various foreign currencies including the Euro, British Pound Sterling and Japanese Yen. The
potential loss resulting from a hypothetical 10% adverse change in quoted foreign currency exchange rates amounts to $0.3 million and $0.2
million as of September 30, 2009 and December 31, 2008, respectively.

We generally invoice our customers in U.S. dollars. However, we invoice a portion of customers in foreign currencies, majority in Euro, Swiss
Franc and Japanese Yen. As such, the fluctuations in such currencies could impact our operating results.

Impact of Inflation

We do not believe that inflation has had a material effect on our business, financial condition or results of operations. If our costs were to
become subject to significant inflationary pressures, we might not be able to offset these higher costs fully through price increases. Our inability
or failure to do so could harm our business, operating results and financial condition.

Fair Value of Financial Instruments

ASC 825-10, Financial Instruments, requires disclosure about fair value of financial instruments. The carrying amounts of our financial
instruments which consist of cash and cash equivalents, receivables, accounts payable and accrued liabilities approximate fair value because of
the short maturity of these instruments. Amounts outstanding under long-term debt agreements are considered to be carried at their estimated fair
values because they bear interest at rates which approximate market. All methods of assessing fair value result in a general approximation of
value, and such value may never actually be realized.

Item 4. Controls and Procedures.
Internal controls over Financial Reporting

As of September 30, 2009, an evaluation was performed by management, with the participation of our Chief Executive Officer (�CEO�) and our
Chief Financial Officer (�CFO�), of the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under
the Exchange Act). Disclosure controls and procedures are controls and procedures that are designed to ensure that information required to be
disclosed in our reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the SEC�s rules and forms. In light of the unremediated material weaknesses in our internal controls over revenue recognition and
expense cut-off procedures as disclosed in the IPO Prospectus, our CEO and CFO have concluded that, as of September 30, 2009, our disclosure
controls and procedures were not effective. To address these material weaknesses, we have developed additional processes as part of our
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financial close procedures and monitoring controls. Accordingly, we believe that the condensed consolidated financial statements included in
this Quarterly Report on Form 10-Q do fairly present, in all material respects, our financial position, results of operations and cash flows for the
periods presented.
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Changes in Internal Control over Financial Reporting

Other than activities associated with the remediation efforts expressed below, there were no changes in our internal control over financial
reporting, during our most recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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Remediation Efforts to Address Material Weakness in Internal Control over Financial Reporting

We have initiated a plan to remediate our material weaknesses related to revenue recognition and expense cut off procedures and commenced a
number of specific remedial activities in 2008 and throughout the nine months ended September 30, 2009. The actions we have taken to date
include but are not limited to the hiring of a new director of revenue accounting and additional technical accounting personnel with public
company experience, designing a comprehensive revenue recognition policy, and establishing new procedures for accruing missing invoices and
expense reports. We have also initiated other measures that include the creation of a full set of accounting policies and procedures, training of
our accounting staff and conducting accounting and process reviews by senior finance staff.

We are still evaluating the design of these new procedures. Once placed in operation for a sufficient period of time, we will evaluate the overall
effectiveness of these process changes to determine if they are operating effectively. We currently estimate that we will be able to report the
completion of the remediation of our material weaknesses in connection with the issuance of our audited financial statements for the year ending
December 31, 2009.

- 28 -

Edgar Filing: Medidata Solutions, Inc. - Form 10-Q

Table of Contents 57



Table of Contents

PART II OTHER INFORMATION

Item 1. Legal Proceedings.
See Note 10, �Commitments and Contingencies � Legal Matters,� to the condensed consolidated financial statements included in this Quarterly
Report on Form 10-Q for a description of current legal proceedings.

Item 1A. Risk Factors.
In addition to the other information set forth in this Quarterly Report on Form 10-Q, you should carefully consider the risk factors discussed
under the �Risk Factors� section included in the IPO Prospectus. Except as set forth below, there have been no material changes to the risk factors
previously disclosed in the IPO Prospectus.

Our actual operating results may differ significantly from our guidance.

From time to time, we may release guidance in our quarterly earnings releases, quarterly earnings conference call, or otherwise, regarding our
future performance that represent our management�s estimates as of the date of release. This guidance, which includes forward-looking
statements, is based on projections prepared by our management. These projections are not prepared with a view toward compliance with
published guidelines of the American Institute of Certified Public Accountants, and neither our registered public accountants nor any other
independent expert or outside party compiles or examines the projections and, accordingly, no such person expresses any opinion or any other
form of assurance with respect thereto.

Projections are based upon a number of assumptions and estimates that, while presented with numerical specificity, are inherently subject to
significant business, economic and competitive uncertainties and contingencies, many of which are beyond our control and are based upon
specific assumptions with respect to future business decisions, some of which will change. We generally state possible outcomes as high and low
ranges which are intended to provide a sensitivity analysis as variables are changed but are not intended to represent that actual results could not
fall outside of the suggested ranges. The principal reason that we release guidance is to provide a basis for our management to discuss our
business outlook with analysts and investors. We do not accept any responsibility for any projections or reports published by analysts.

Guidance is necessarily speculative in nature, and it can be expected that some or all of the assumptions of the guidance furnished by us will not
materialize or will vary significantly from actual results. Accordingly, our guidance is only an estimate of what management believes is
realizable as of the date of release. Actual results will vary from our guidance and the variations may be material. In light of the foregoing,
investors are urged not to rely upon, or otherwise consider, our guidance in making an investment decision in respect of our common stock.

Any failure to successfully implement our operating strategy or the occurrence of any of the events or circumstances discussed under the �Risk
Factors� in the IPO Prospectus and in this Quarterly Report on Form 10-Q could result in the actual operating results being different from our
guidance, and such differences may be adverse and material.

The U.S. government�s determination to award the NCI contract has been challenged at the GAO. If such a challenge is successful, the
contract may be terminated.

The laws and regulations governing the procurement of goods and services by the U.S. government provide procedures by which disappointed
bidders may challenge the award of a government contract. During the third quarter of 2009, the U.S. Department of Interior on behalf of the
U.S. National Institute of Health�s National Cancer Institute (�NCI�) awarded us a government contract to make the Medidata Rave® EDC
management and reporting system available for use throughout the NCI Clinical Research Enterprise. The NCI contract award to us is presently
the subject of a bid protest pending before the Government Accountability Office (�GAO�). If this protest is successful, the government may
determine to re-evaluate proposals and make a new award decision. If we are not selected for award after such a re-evaluation, the government
might terminate for convenience the work requirements in our contract that have not yet been performed. At this time, we are unable to predict
whether the protest will be upheld or what actions the agency would take in response to a decision by the GAO to uphold the protest, nor can we
determine whether or not such decision would be material to us.
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Item 2. Unregistered Sale of Equity Securities and Use of Proceeds.

(a) Sales of Unregistered Securities
Not applicable.

Edgar Filing: Medidata Solutions, Inc. - Form 10-Q

Table of Contents 59



(b) Use of Proceeds from the Sale of Registered Securities
In July 2009, we used a portion of the net proceeds from our IPO in June 2009 to prepay the entire outstanding indebtedness of the term loan
under our credit facility. The total payoff amount of $14.7 million included the outstanding principal balance of $14.3 million, as well as accrued
interest and termination fees of $0.4 million. We plan to use the remaining net proceeds from our IPO for working capital and other general
corporate purposes.
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Item 3. Defaults Upon Senior Securities.
None.

Item 4. Submission of Matters to a Vote of Security Holders.
None.

Item 5. Other Information.
None.

Item 6. Exhibits.

Exhibit
No. Description

31.1 * Certification of CEO pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934.

31.2 * Certification of CFO pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934.

32.1 * Certification of CEO pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 * Certification of CFO pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Filed herewith.
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Signature

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.

MEDIDATA SOLUTIONS, INC.

By: /s/ BRUCE D. DALZIEL

Bruce D. Dalziel

Chief Financial Officer

(Principal financial officer and duly

authorized to sign on behalf of the registrant)
Date: November 13, 2009

- 31 -

Edgar Filing: Medidata Solutions, Inc. - Form 10-Q

Table of Contents 62



Table of Contents

EXHIBIT INDEX

Exhibit
No. Description

31.1 * Certification of CEO pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934.

31.2 * Certification of CFO pursuant to Rule 13a-14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934.

32.1 * Certification of CEO pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 * Certification of CFO pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Filed herewith.
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