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- lam pleased 1o report
~ that 2012 was an exciting
year characterized by
rapid growth.

We successhully ¢ Somipletec
our initial public offering in
March, which provided us

with the capital necessan 1o

expand in our cote markets,
enter new markets and
enhance our industry-leading
cloud-based commercsd
platform. Our business
sits at the convergence
ofthree large, dynamic
Leommerce, retail and cloud comput g The face
rgong dramaﬁc IF&I‘{S{OW‘"}& tion, hadmm»f{ br ok

eu’{ to consumers, The pace of
1 is Staggering and consumer expec

o manage and grow digital commercs
enterprise-alass, cloud-bagsed digital
wiable position. We believe the
and our sharehiolders is to Invest
arket share and expand ol
The proceeds from the PO
investments and continue to grow.

288 and generated record
$67.9 milion, an increase of 44
82001 Our tolal reventie reachad
nerease over $56.5 millon a year
Cexcluding neckermann bk

a4l percer
arable bast
teustomern which filad for insolven 10y during
shipwe terminated in October 2012), our
van-even more impressive 59 percent

2y new customers launching on the
tomiers expanding their digital
fai:@gy L anqu new cu,.,tc;me‘ar&

ar imoorm arvd TavicrMacle

- During 2012
: Q@rmndware

businesses,

| state- of fe-

Onece on the Dem amwa‘e()ommeme’piatfar*n ot custoners
fully erpowered to- grow their businesses. With our tnigue sh
Success model, our suceess is pradicated on our e stomers!
stccess, and they truly appreciate this alignment: Butwe hay
do our part and in 2012 we continued to deliver real, tangible
to our customers. We provide our cus stomers with the cap ,
to rapidly launch new sites in various o urrencles and langt m(:)eas
zacro&c; multiple geographies and brands. As a result, our

ustorrers are able to gain sf ignificant value by getting 1o mar
q&, ickly. C‘ompamea like Butlers, Deckers, Diane von Euret
Oreal, Marks & Spencer, Mothercare, New Balance andl
launched new sites on Demandware Commerce in 2015 The
number of :ve; sites onthe platform increased B0 percent to 670 4t
Decermber 31, 2012, up from 361 sites in 2011,

Quirtabust marketing ancrr rchs‘ndisihg'téo{s' which are

accessed by our customers® merchants thraugh our Commerce

Center capabliities; provi de {he cmtm! ana !ex;b;hty Our

customers requi

Pemandware,

dynamicsin re dif Thm“ % anc;m are driven by wwnoiuqy

enablad consuimers and their ever evolving expectation ,

Sourcomparable customers = cus stomers on the
mmerce platform for all of 2011 and all of 2012

grew their gross merchand ising value, or GMV, 34 percent

over 2011

Quirclolid-based solution is the fomdadon of dighal commerce

for some of the largest, most well-known, and fastest

brands and retaillers in the world. We were very pleased |

fourtesn custorners Ganerate more thar $100 million in GMV 6n
urplaltformin 2012 doubl@ the number of customers of that

on the platform In the prior vear. This metric is fu rther evi d@mw that

our platform can &:f‘a%@ to meet the needs of the most

digital commerce blsinesses.

Our customers ttustDemandware. They trust us becatise our
oud-based infrastructure delivers extramely high'levels of
avallability: Since the company's inception; we have achieved

99.98% availability (excluding planned downtime) and We

maintained that sarme high level of avallability in 2012, With our
Commerce Cloud, our customers car grow
confidence b ause we offer high performarnce, scalabi
Upm@ —even during the holiday season, the most demar nding
time of the year for many retail -based busiriesses. In 201 2, we
axpanded the feach of our Commerre f"l{)m inlo Asla Pacific, &




“Throughout the year, more and more larger
compames embraced the cloud and our
unique value proposition”

region of the world experiencing robust digital commerce growth,
Cur customers can now access the secure, high-performing
technology backbone necessary 1o better optimize the consumer
experience and capitalize on:the opportunities in markets like
Australia, China and Japan:

Another value we provide customers is continual innovation,
unlike traditional on=premise or hosted software models
where upgrades are typically challenging, costly and very time
consuming. Our customers receive our global software releases
ona regular cadence, without disruption to their day-to-day
operations and every one of our customers operates on the
exact same version of Demandware Commerce: In 2012, we
delivered six global software releases seamlessly to our.entire
customer base, providing them with functionality to improve the
shopping experience like responsive web design and store level
inventory. Our global releases help to ensure that our-customers
can always keep up with the latest consumer expectations-and
technology trends.

2012, we strengthened our APl ayer. Cloud-based solutions
were once believed to be rgid and inflexible, but we changed
that paradigm. With Demandware Commerce and our Open
Commerce APls, we help customers push the boundaries of
digital commerce. The customizations they can create are virtually
ondless - limited only by their own creativity ~ and custorners
love that flexibility. To facilitate their comprehensive omni-channel
strategies, we enable our customers to connect with their
¢onsumers and create highly customized brand experiences
saamlessly across all digital touchpoints and geographies.
Importantly, Demandware Commerce is the foundation of these
customizations so our. customers benefit from our global release
scheclule without disrupting the consumer experience.

Our continual enhancements to Commerce Center, the
Commerce Cloud and our APl layer were important achievements
in 2012, but'we also made significant progress with othier
strategic research and development initiatives, Order Center,

our order management application, went five in a production
snvironiment with an early adopter customer in the second half of
the year. We plan to continue to develop order management.

Today, our.customers are extending the Demandware Commerce
platform into the store. They are creating solutions like endless
Lalsle or clienteling applications that enhance the consumer
“Cexperience and strengthen brand loyalty. The convergence

“of online-and offling retail is only accelerating and as a cloud-

- based platform, we are uniquely positioned to capitalize on the
apportunities being created.

We take great pride in the fact that our customers are delighted
and that they realize real value from our solution: This is llustrated
by our high renewal rates. Again-in 2012, our subscription doflar
retention rate exceeded 100 percent and our customer churm
count remained under 5 percent.

Throughout the year, more and more larger companies embraced
the cloud and our unique value proposition,-and made the
decision to migrate their mission-critical digital cormmerce
operations to Demandware. We signed new customers at a
record level, Our success in signing more-and larger customers in
201218 demonstrated in the 47 percent increase In our contract
backlog which reached $208 million, up from $142 million at
December 31, 2011.

Our significant investments in 2012 certainly paid off. We

are firmly positioned as the leader in cloud-based, digital
commerce solutions for enterprise-scale customers. Our
highly: scalable; opert platform coupled with-our shared
success value proposition has disrupted legacy solutions in the
digital commerce market. The debate is over and the evidence
is clear= enterprise organizations are moving mission critical
applications into the cloud: We are enthusiastic about the
opportunities ahead.

2013, we plan to continue to invest in sales and marketing

to extend our leadership position and expand our list of
referenceable custorners. We are going to bolster our geographic
coverage in'existing markets in the US, Canada, Germany; the
UK, France and:Northern Europe; as well as build our presence
in the Asia Pagific region. We'will -also continue to develop
ourtechnology platform including order management, Open
Commerce APls and our in-store initiatives that will enable our
custormers to continue to extend Demandware Commerce 1o
achieve their omni-charinel objectives, We believe these strategic
investments will position us for significant growth in 2013

and beyond:

In closing, 1 would like to thank our customers, our parthers and
aur employees for thelr significant contributions to our growth

in 2012: 1 also want to thank you,-our shareholders, for your
support. We enter 2013 a position of strength-and. [-am looking
forward 1o another successful year during which-we continue to
enhance long-term shareholder value.

Sincerely,

%/%

Tom Ebling, President and CEO
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PART1
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended,
or the Exchange Act. All statements other than statements relating to historical matters should be considered
Jforward-looking statements. In addition, forward-looking statements may consist of statements including such
words as “may,” “believe,” “could,” “anticipate,” “would,” “might,” “plan,” “expect,” and similar
expressions or the negative of such terms or other comparable terminology. These forward-looking statements
speak only as of the date of this Form 10-K and are subject to business and economic risks. These statements are
not guarantees of future performance and involve certain risks, uncertainties, and assumptions that are difficult
to predict, and you should not place undue reliance on our forward-looking statements. Our actual results could
differ materially from those set forth in the forward-looking statements as a result of a number of important
Jactors, including the factors set forth in Part I, Item 1A, “Risk Factors,” and elsewhere in this Form 10-K and
in our other reports filed with the Securities and Exchange Commission, or SEC. We expressly disclaim any
obligation to update the forward-looking statements to reflect events or circumstances that arise after the date
hereof.

ITEM 1. BUSINESS
Overview

We are a leading provider of cloud-based digital commerce solutions for retailers and branded
manufacturers. Our platform, Demandware Commerce, enables customers to establish and execute complex
digital commerce strategies that include global expansion, multi-brand rollouts and omni-channel operations. We
enable companies to easily design, implement and manage their own customized digital commerce sites,
including websites, mobile applications and other digital storefronts. Through our highly scalable and open
Demandware Commerce platform, our customers create seamless brand experiences to reach their consumers
across all digital touch points globally. By simplifying access to the complex digital commerce functionality
required for effective and engaging consumer experiences and by offering open commerce application program
interfaces, or APIs, we provide our customers with increased control to more easily launch, manage and integrate
multiple digital commerce sites across geographies and brands, initiate marketing campaigns more quickly,
manage product merchandising as well as create highly customized consumer experiences, all of which can lead
to increased revenue. As a result, our customers on average have grown their e-commerce, or digital commerce,
revenue faster than e-commerce industry benchmarks calculated by ComScore and the U.S. Department of
Commerce.

Our cloud-based infrastructure increases processing capacity of our customers’ digital commerce sites to
meet surges in demand, minimize page load times and maximize uptime. Our cloud-based platform also offers
the high reliability and security required by customers to implement their digital commerce strategies, and we
have achieved 99.98% average site availability (excluding planned downtime) since 2005. Through our cloud
platform, our customers run the latest version of our software and have access to a steady stream of new and
innovative digital commerce functionality as soon as it becomes available.

By using our cloud platform, our customers avoid the need for a large upfront investment in on-premise
hardware infrastructure and in customized software that is difficult and expensive to implement, upgrade and
maintain. They also avoid the limitations of generic vendor-created digital commerce solutions that typically do
not offer the flexibility and functionality necessary for brands and retailers to create, manage and control their
own customized online brand presence. Through our cloud-based, multi-tenant delivery model, we combine the
functionality, flexibility and customization capabilities of in-house solutions with the lower costs, speed of
implementation and other operational benefits of outsourcing.

We have built a marketplace called Demandware LINK that leverages our open development platform to
allow our customers to quickly and easily access an extensive library of integrations to third-party applications
that can reduce the cost and complexity of adding capabilities, such as campaign management, order
management, social commerce and ratings and reviews.



Our customers include multinational corporations, large retailers and branded manufacturers, such as adidas,
Bestseller, Carter’s, Deckers, Guthy-Renker, House of Fraser, Jewelry Television, L’Oreal, mothercare, s. Oliver,
and Tory Burch. We sell our solutions domestically and internationally through both direct and indirect channels.
We have direct sales teams throughout North America and Europe and distributor relationships with full service
digital commerce vendors that combine our Demandware Commerce platform with a host of complementary
services and technologies, such as logistics and warehousing, to provide comprehensive end-to-end e-commerce,
or digital commerce, solutions. See Note 2 to the consolidated financial statements included elsewhere in this
Form 10-K for information on our operations in different geographic regions.

We have structured our contracts to align our interests with those of our customers by participating in a
share of their gross revenue processed on our platform. We derive our subscription revenue from fees paid to us
by our customers for their access to Demandware Commerce for a specified period of time. Our fees are based on
a percentage of the total gross revenue our customers process through their digital commerce sites operating on
our platform, and include a committed level of annual gross revenue from which a minimum subscription fee is
derived. If a customer exceeds that baseline subscription amount, we are paid a percentage of the gross revenue
processed by that customer on our platform in excess of its committed minimum subscription. Our customer
contract terms average approximately three years and range up to seven years.

Since our inception, we have expanded our offerings and customer base through organic growth. The
following chart shows the aggregate number of customers using Demandware Commerce and the aggregate
number of their digital commerce sites operating on our platform from March 31, 2010 to December 31, 2012.

| 579

Live Sites

: Live
Customers
: 151
! 137
: 124
o123 91 101 110
! 69 75 78
aaannnilll
| Q1 Q2 a3 Q4 Q1 Q2 Q3 Q4 a1 Q2 Q3 Q4
Py P z
2010 -~ : 2011 i D012 e

We generated revenue of $36.7 million, $56.5 million and $79.5 million in 2010, 2011 and 2012,
respectively. We had net income of $0.3 million in 2010 and net losses of $1.4 million and $8.1 million in 2011
and 2012, respectively.

Industry Overview
Digital Commerce is a Key Driver of Growth for the Retail Industry

We believe our total addressable market is at the center of three large and growing sectors: retail, digital
commerce and cloud computing. The double-digit growth of the e-commerce, or the digital commerce, market is
being driven by several factors, including widespread broadband internet connectivity across an increasing
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number of devices including smart phones and tablets, growing consumer familiarity and comfort with and
preference for online shopping and new online shopping models such as social networks, group buying and flash
sales. The recent proliferation of the smartphone and broad market acceptance of the tablet has helped accelerate
the growth of digital commerce as the mobile channel has become a more conventional mode of shopping.

The increase in the number of manufacturers seeking to market their brands directly to consumers through
their own digital commerce sites has also been a major contributor to this growth. In addition, traditional retailers
are facing increasing competition from online marketplaces and as a result are focusing on the strategic direction
of the digital channel as a more strategic growth vehicle.

Increasing Complexity of Digital Commerce

While the digital commerce market is expanding, it is also becoming more complex, particularly for global
multi-channel retailers and branded consumer product manufacturers trying to reach consumers with consistent
storefronts across multiple channels, geographies and digital touch points. Several trends are driving this
increased complexity:

* Rapid Pace of Innovation. Technology to facilitate digital commerce is rapidly evolving. For example,
new internet-enabled devices are continually developed, updated and made available to consumers at
low cost. As the switching costs for consumers adopting the newest technologies remain low and new
shopping models evolve, the pressure for companies to keep up with the pace of innovation increases.
Companies must invest in and implement new innovative technologies quickly and cost-effectively to
be able to reach consumers through new devices or channels, or risk losing them.

*  Need to Maintain Scale and Global Presence. Companies that are unable to maintain the quality and
functionality of their digital commerce sites as they grow risk losing both existing and prospective
consumers. Significant infrastructure can be required to provide a reliable online presence that can be
quickly and easily scaled to meet growing worldwide consumer demands.

» Increasing Consumer Demand for Compelling Content and Commerce. As the speed, functionality and
sophistication of internet applications continue to improve, consumers increasingly expect a rich,
interactive and personalized digital commerce experience, with features such as active merchandising,
social commerce and dynamic product imaging. In order for businesses to remain competitive, they
must be able to dynamically update and personalize their product offerings to stay current with
emerging consumer trends and rising consumer expectations.

*  Proliferation of Retail Channels. Digital commerce is expanding beyond traditional web storefronts
viewed on a personal computer or lap top due to the rapid proliferation of internet-enabled devices,
including smart phones, tablets, endless aisle applications, and other devices, allowing consumers to
access information and shop through an increasing number of digital retail channels. Consumers
increasingly expect a consistent, high-quality and relevant experience across all digital retail channels.

o Integration of Systems and Business Processes. Businesses have dramatically recast their online
presence from static digital commerce sites focused mainly on presentation of basic product
information or simple purchasing to dynamic, interactive hubs for consumer marketing, transactions,
communications and services. Businesses require robust, scalable and global digital commerce
solutions that can integrate with other enterprise solutions, such as enterprise resource planning, or
ERP, customer relationship management, order management, call centers, supply chain management
and business intelligence systems.



Limitations of Traditional Digital Commerce Solutions

Traditionally, there have been two common solutions for the creation and management of a digital
commerce business: on-premise enterprise software, which is built, customized and maintained by the merchant
itself, and outsourcing, where the digital commerce platform for a retailer or branded manufacturer is outsourced
to a third-party provider. While traditional on-premise enterprise software solutions offer the benefits of in-house
control and differentiation through custom development, they typically have the following disadvantages:

* Higher Upfront Cost. On-premise software implementations are typically architected to be deployed
with large information technology, or IT, teams and require significant upfront investments. These
solutions can be ineffective for today’s retailers and branded consumer product manufacturers, who
prefer to focus on their core competencies, such as managing their brands and merchandising their
products, rather than maintaining IT infrastructure and digital commerce performance.

» Difficult to Maintain, Upgrade and Scale. Maintenance of traditional on-premise solutions requires
ongoing software implementations and on-premise customizations that necessitate significant IT
investment before, during and after the upgrade. These internal customizations make it time-consuming
and expensive to enhance functionality and also make it difficult for retailers and branded
manufacturers to easily upgrade to the newest release from a software provider. It is also challenging
and expensive to scale the required infrastructure, particularly to meet surges in demand.

While outsourcing a digital commerce operation offers the benefits of minimal required resources for
internal infrastructure management and ongoing support, it has the following disadvantages:

»  Limited Customization and Functionality. Vendor-created outsourced solutions offer limited platform
flexibility, making it difficult to change functionality or to control merchandising. This can be
unacceptable for retailers and branded manufacturers, who prefer to proactively manage and control
their onlire brand presence given the critical nature of brand as a key differentiator in today’s retail
environment.

o Lack of Integration with Business Processes. The online presence of many retailers and branded
manufacturers has evolved from a simple website to a cross-channel hub for marketing, transactions,
communications and services. The lack of innovation and extendibility of a fully outsourced solution,
in addition to the lack of integration with business processes, can limit a retailer’s or branded
manufacturer’s ability to effectively manage their brands across multiple channels.

Opportunity for Cloud-based Digital Commerce Solutions

A cloud delivery model combines the lower costs, speed of implementation and other operational benefits of
outsourcing with the functionality, flexibility and customization capabilities of on-premise enterprise software
solutions. As a result, the adoption of cloud-based solutions across industries including salesforce management,
ERP, human resource management, and marketing solutions, has grown significantly and outpaced the growth of
traditional on-premise enterprise software product delivery.

Digital commerce is a critical component of growth strategies for a significant number of branded consumer
product manufacturars and retailers worldwide. In the digital commerce market, we believe there is a significant
opportunity for a company that can offer a comprehensive cloud-based solution designed to address the
increasingly complex requirements of retailers and brands seeking to attract and satisfy consumers in the digital
world.

Our Solution

Demandware Commerce combines enterprise-class digital commerce capabilities and functionality with a
cloud-based multi-tenant delivery model. We deliver our solutions on-demand to enable our customers to more
easily launch, manage and integrate multiple digital commerce sites across brands and geographies, initiate
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marketing campaigns more quickly, manage product merchandising and create highly customized consumer
experiences, all of which can lead to increased revenue. We believe that our cloud-based solutions provide the
following benefits to our customers:

Broad Marketing and Merchandising Functionality. Our platform uses a web-based interface to
provide one central location for our customers to control and manage their digital commerce operation
— from products to pricing to placement to content. A robust set of sophisticated, yet easy-to-use
marketing and merchandising tools, including catalog management, customer profiling, pricing,
promotions and digital commerce search, provides customers with enhanced functionality and
increased control to help optimize the efficiency, growth and profitability of their digital commerce
business. Our solutions are able to easily categorize, price, and display products, while efficiently
presenting multiple cross-channel promotions, enabling merchandisers to optimize the digital shopping
experience of their consumers while driving greater revenue. Our functionality also helps retailers and
brands strengthen consumer loyalty by delivering tailored user experiences across all digital channels.

High Reliability and Security. We provide high uptime, robust security and disaster recovery through
our network of state-of-the-art data centers. We have provided 99.98% average availability (excluding
planned downtime) since 2005. Our flexible cloud platform allows us to quickly and seamlessly
increase the processing capacity of our customers’ digital commerce sites to meet surges in demand.
We also provide 24/7 monitoring of the environment in which our customers’ digital commerce sites
operate, measuring for performance and availability of content delivery. Our platform is supported by a
dynamic cloud-based architecture and complies with the Payment Card Industry, or PCI, Security
Standards, which is generally referred to as being PCI-compliant. Our platform has been benchmarked
to handle at least 1,400 dynamic page views per second.

Ease of Deployment and Reduced Time To Market. Using our Demandware Commerce platform, customers
can easily deploy new digital commerce sites without the need to install or integrate their own hardware and
software infrastructure. In addition, customers can leverage our platform to quickly and easily add new sites
without the need to expand their own infrastructure. Through Demandware LINK, our customers can access
an extensive library of integrations to third-party applications to expand the capabilities and functionality of
their digital commerce operation. These features enable our existing customers to accelerate their time-to-
market for new sites, quickly implement new functionality and explore emerging technologies. In addition,
we believe that our typical six month platform implementation cycle for new customers is shorter than the
period generally required for the development and deployment of comparable on-premise digital commerce
software solutions.

Customizable Digital Commerce Sites. Demandware Commerce allows our customers to quickly and
easily customize and deliver highly flexible digital storefronts, using our powerful and intuitive tools
based on procedural programming languages such as JavaScript. This gives our customers the
flexibility and control of a custom development environment with the convenience, scalability and
security of on-demand, multi-tenant delivery. Our open development environment allows our
customers’ developers to customize the front-end of their digital commerce sites while sharing our
multi-tenant on-demand merchandising platform. As a result, developers and IT professionals can
focus their efforts and resources on innovation rather than infrastructure.

Continual Innovation. Consumers increasingly expect greater functionality and relevance from their
online experience. Through our cloud-based platform, we are able to provide a steady stream of new
and innovative digital commerce functionality through multiple product upgrades each year, which
provides our customers with access to the latest technologies for their digital commerce business. Our
customization and integration changes are implemented through automatic upgrades with minimal or
no effort required by our customers so they can avoid the time and expense associated with repeatedly
upgrading to new versions with traditional providers. When we enhance our enterprise-class platform,
our entire customer community benefits from our latest innovations by being on the same release cycle.
In addition to our internal product development work, we work collaboratively with our customers on
an ongoing basis to enhance and improve our solutions based on their specific functional requests.

7



» Lower Toral Cost of Ownership. With our transparent pricing model and our cloud-based platform,
retailers and branded manufactures benefit from a lower total cost of ownership compared to traditional
on-premise software license models. With on-premise licenses models, retailers and branded
manufacturers incur costs and require investments for software licenses, annual maintenance and
upgrades, hardware, hosting, redundancy and security. We provide customers with a transparent
pricing model that is directly aligned with the growth of their digital commerce business.

Our Strategy

Our mission is to extend our position as a leading provider of cloud-based solutions to become the global
backbone for digital commerce between retailers and branded consumer product manufacturers and their
consumers. Key elements of our strategy include:

Retaining and Expanding Business with Existing Customers. As our solutions become increasingly integral
to our customers’ digital commerce success, we expect to maintain our strong retention rates by providing our
customers with high levels of service and support as well as new digital commerce solutions and enhanced
functionality. We have structured our contracts to align our interests with those of our customers by participating
in a share of our customers’ gross revenue processed on our platform. We believe we have the following
opportunities to grow our business with our customers:

 Increasing Customers’ Gross Revenue. Because we share in the gross revenue processed by customers
on our platform, we also share an interest in optimizing the effectiveness, engagement and performance
of our customers’ digital commerce sites. Early in the site implementation process, we assign a digital
commerce strategist to engage with our customers to enable them to meet their goals. Once our
customers’ sites are operating on our platform, the assigned strategist works hand-in-hand with our
customers’ digital commerce teams to help grow their revenue by taking full advantage of the
functionality of Demandware Commerce.

» Increasing the Number of Customers’ Digital Commerce Sites. We intend to expand the adoption of
Demandware Commerce within our existing customers’ organizations. After initial deployments, many of
our customers seek to expand their digital commerce presence by launching additional distinct revenue-
generating sites for different geographies, brands and channels on our Demandware Commerce platform.
Our single instance code base allows our customers to launch sites for multiple brands and in multiple
geographies cost-effectively and with minimal involvement from their internal IT staff.

Extending the Platform Across Channels. The internet is a central hub for our customers’ digital commerce
strategies. We have and will continue to extend Demandware Commerce to support multiple channels to
reach morz consumers, including smart phones, tablets, social networks, and in-store solutions. A significant
part of our strategy includes keeping up-to-date on emerging trends in how consumers shop and making sure
we have the functionality on our platform to enable that type of activity.

Growing Our Customer Base. A significant element of our strategy involves winning new customers. We
believe that managing a successful digital commerce operation is more demanding and complex than ever and
companies will increasingly migrate to cloud-based solutions like ours. We believe the continued growth of
digital commerce as a strategic and differentiated sales channel provides us with a significant opportunity to
acquire new customers by:

 Investing in Direct Sales. A significant portion of our market includes companies that are currently
using on-premise or outsourced platforms for digital commerce that were not designed for advanced
merchandising, marketing and customer experience innovation and that do not offer the benefits of a
cloud-based solution. There are also companies that have an online presence but do not facilitate digital
commerce transactions. As a result, we plan to grow our direct sales team to win more of these
customers in the United States and internationally.

o Enhancing Brand Awareness. We are investing in marketing and building brand awareness of our
cloud-based solutions, particularly in Europe and with large enterprise accounts.
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Significantly Growing our European Operations. We believe a substantial opportunity exists to
continue to grow sales of our solutions internationally, particularly in Europe. We intend to continue to
grow our European operations by further investing in direct sales, strategic alliances, services and
support in the region.

Expanding and Strengthening Our Strategic Alliances. We have strategic relationships with companies
such as eCommera, NETRADA and PFSweb that provide full-service end-to-end digital commerce
solutions by combining our Demandware Commerce platform with a host of complementary services
and technologies, such as logistics and warehousing. We intend to continue to grow our distribution
channels through these key alliances, as well as build new alliances.

Targeting New Markets. We believe substantial demand for our solutions exists in industry sectors,
customer segments and geographic regions beyond those on which we are currently focused, including:

Large Enterprise Accounts. We are targeting strategic large enterprise accounts processing more than
$150 million in gross merchandise value through the digital channel. Traditionally these large
customers have utilized on-premise software solutions or highly customized, internally developed
solutions, but we believe there is a significant opportunity to expand our cloud based solution into this
market segment.

Asia Pacific. We are currently assisting customers to launch and manage digital commerce sites for their
consumers in the Asia Pacific region. Our solution enables customers to create locally branded digital
commerce sites that reach consumers in the various Asia Pacific markets. We have extended our
Demandware Commerce platform to optimize the content and application delivery in Asia Pacific markets.
We are also building our sales and service operations in the Asia Pacific region and we plan to expand our
strategic alliances in that region.

Continuing to Innovate, Add New Functionality and Extend Our Platform. We believe we have developed a
deep understanding of the digital commerce challenges faced by our customers. We continually collaborate with
our customers to build extensive product functionality that addresses the rapidly changing digital commerce
environment, including technology requirements, shifts in consumer preferences, changes in social networks, the
introduction of new channels as well as the convergence of in-store and online shopping. We plan to use our
expertise in digital commerce to develop new applications, features and functionality that will enhance our
solutions and expand our addressable market. We also are currently working on solutions to extend the
Demandware Commerce platform to include in-store solutions. We also plan to add incremental functionality to
our solutions opportunistically through acquisitions. We intend to invest in our Demandware LINK technology
program by adding new partners and expanding our relationship with current partners so that our customers have
access to a growing library of integrations to third-party applications.

Products and Services

Demandware Commerce Platform

We offer a comprehensive cloud-based, digital commerce platform, a network of alliance partners that
extends the value of the platform, and a business model designed for sustained customer revenue growth. We
deliver our solutions on-demand to our customers who can access and can manage their digital commerce
businesses over the internet using a standard web browser. We have built our solutions using a single code base
and a multi-tenant, multi-user architecture that we host.
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the Demandware Commerca platform, customers can create omni-channel consumer ¢ penen{:es that include;

o Web Storefronts. With Demandware Commerce, a customer can build a new web $£Drtsz()ﬂl front from
scratch or leverage our pre-built storefront, catled Site Genesis, to gain quicker time to market. The
Site Genesis storefront provides merchandisers be ! erex,a,mples of how to manage ;

“promotions, dynamic search tools, synonym ¢ Naries price books, It also includes a multi-site
blueprint for technical architects. The Site Genesis storefront can | >d a8 is with out-of-the-box
functionality or can be leveraged as a starting point for a di gm} cominerce site that could then be
further customized using the UX Studioapplication to meet'a customer’s umquf: xequarcment‘;

In-store. Our customers'can-create in-store consumer-experienices on the Demandware Commerce
platform. Our customers are using Demandware Commerce to extend their iﬁ?-stére’in\ienmfy 1o
_capture sales that may otherwise have been lost by developing endless aisle applications, Through our
intuitive web interfac customers can create compelling consumer experiences such as mnb;le point of
sale (mPOS), kiosks, and endless aisle applications. Our customers can also create m Ompelimg
¢ consumer experiences by leveraging the consumer information that is co llected

across other digital channels on the Demandware Commerce pidtform

Mobile & Tabler. Customers can build ‘compelling shopping experiences for consumers on all mobile
devices including smartphones and tablets. Our Demandware Commerce platform provides a unified
development environment between the mobile storefront and our custorners” other digital commerce
sites for ease of customization and site managenent. We recently introduced Responsive Web Design
into the platform which allows for dynamic formatting of consumer experiences for various devices,
including desktop computer, tablets and smartphones. The Demandware Commerce platform creates
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mobile experiences in all major browsers and with popular smart phones, such as the iPhone, Android
and BlackBerry and tablets including iPad, Galaxy and Chrome-based tablets.

» Call Center. By using Demandware Commerce to facilitate consumer experiences in the call center,
our customers’ call center agents can quickly access order, consumer and product information through
a single web-based interface, enabling a more efficient and engaging experience for the consumer.
Agents are able to easily search for products using advanced search techniques and guided navigation.
In addition to providing improved customer service, agents can use this software to gain a single view
into a consumer’s entire order history and recommend products using rules established by our
merchandising tools.

Demandware Commerce Center. Demandware Commerce Center is a centralized and unified application for
control and management of all consumer digital commerce experiences across multiple geographies, branded
sites and channels. Unlike traditional work environments that require multiple interfaces to manage processes
across products, marketing, merchandising, consumers, orders and sites, Demandware Commerce Center
provides one central access point. In addition, users are able to create customized dashboards to display the most
commonly used activities and thus increase their efficiency and enhance their ability to manage and change
consumer experiences.

Our sophisticated, yet easy-to-use marketing and merchandising capabilities enable retailers to deliver
tailored user experiences across all digital channels, launch and manage multiple sites across geographies and
brands, initiate marketing campaigns more quickly, manage product merchandising, improve site traffic and
increase revenue. Our capabilities include the following:

» Active Merchandising, which is a metrics-driven online selling engine that controls merchandising
interactions across search, personalization, analytics, promotions and catalog according to rules created
by each of our customers.

»  Product Content Merchandising, which enables merchants to manage seasonal, branded and future
product offerings across categories, catalogs and sites.

e Promotions, which consists of multiple configuration options for creating and controlling product
promotions, including over 50 commonly used promotions that can be combined for desired resuits.

» Pricing, which consists of a flexible pricing model that allows the merchant to control pricing across
multiple catalogs and sites.

* A/B Testing, which allows merchants to perform comparison tests to determine which merchandise is
more frequently selected, which advertisements are the more appealing and which promotions inspire
more customers to buy.

» Searchandising, which consists of rules that can easily be configured by the merchant to feature
products in search results that deliver the best inventory turn, conversion rates and average order size.

»  Order Management, which provides users the ability to access, modify and cancel orders.

e Customer Targeting, which provides the capability to create rules that include and exclude conditions
for triggering different merchandising offers, promotions and products.

Development Center. Demandware Commerce offers the flexibility and control of a development
environment based on a procedural language with the convenience, scalability and security of cloud-based, multi-
tenant delivery. With Demandware Commerce, developers and IT professionals can focus on innovation rather
than infrastructure. Developers can build, customize, test, debug, deploy, integrate and extend their digital
commerce sites, all on-demand. Our Development Center includes access to an extensive library of pre-built
business processes and contains all the necessary tools to edit them. Business processes within the development
platform are graphically illustrated as pipelines and are edited through simple drag-and-drop, making it easy for
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web developers to quickly integrate to other applications and modify the customer experience as necessary. In
Development Center, customers can leverage the Open Commerce APIs to create highly customized shopping
experiences to reach consumers.

Demandware LINK. Through the Demandware LINK marketplace and Demandware LINK technology
partners, merchants and developers have access to an extensive library of integrations to third-party applications.
These applications include email marketing, campaign management, order management, payment management,
personalization, social commerce, tax applications and ratings and reviews. We support our partners in the
development of third-party integrations and undertake a rigorous approval process to evaluate quality and
compatibility before the application is made available for downloading through Demandware LINK.

Commerce Cloud. Web traffic is global and not linked to brick and mortar store operational hours.
Consumers expect cnline stores to be open and functional at all times, even when they are serving millions of
other consumers during the busiest shopping season. With legacy in-house systems, retailers and brands have to
plan for demand, buy resources for the peak season and create a disaster recovery back-up strategy. The
Demandware Commerce Cloud is comprised of our network of state-of-the-art data centers, as well as our cloud-
based architecture, which enables our customers to offer a reliable, high-performance, secure online shopping
environment that is PCI-compliant. Our cloud-based platform allows us to quickly and seamlessly increase the
processing capacity of the environment in which our customers’ digital commerce sites operate to meet surges in
demand. Through our Commerce Cloud, we also provide high uptime, robust security and disaster recovery.

Retail Practice

We have developed a comprehensive customer success program as a key component of our engagement model,
which is designed to enable our customers to achieve sustained customer revenue growth and is delivered within the
context of a shared success business relationship. In this program, we assign to customers a digital commerce strategist
who works hand-in-hand with our customers’ executives to maximize the value of their investment. These digital
commerce strategists are focused on growing our customers’ revenue by taking full advantage of the marketing and
merchandising features and functionality of Demandware Commerce and providing our customers with a deep
understanding of industry practices in site design, merchandising, analytics, interactive marketing, personalization and
multi-channel integration. In addition, these strategists work with our customers to implement complex digital
commerce strategies including global expansion, multi-brand businesses and omni-channel operations.

We monitor customer satisfaction internally as part of formalized programs and at regular intervals during
the customer lifecycle, including during the transition from sales to implementation, at the completion of an
implementation project and on an on-going basis based on interactions with the account services team.

Client Services

Our customer enablement methodology includes templates and processes to help project teams focus on the
key tactical and strategic areas to maximize returns on our customers’ online investments and minimize business
risk. Our customer enablement methodology guides our tactical process to successfully build and deploy a digital
commerce site utilizing our Demandware Commerce platform. Our services include:

* Enablement services: Our services professionals work with customers to clearly define the goals of the
project. We conduct a series of in-depth enablement sessions to educate our customers on our model,
technology, methodology and approach to organizational planning. The enablement services include
targeted education services and consulting programs to prepare customers with the tools and training
needed to successfully execute their digital commerce strategy.

e Partner alignment services: The majority of our implementations are led by partners. We work with
each of our customers to align the customer’s implementation needs with the expertise in our growing
ecosystem of partners across technology, solutions and end-to-end solutions. We have programs for
partner enablement and developer certification that support scaling the capacity to deliver quality
implementations of our platform through our partner ecosystem.
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e Ongoing training services: We offer a broad range of training classes to educate the individuals—
digital commerce managers, web developers, application developers and IT professionals—who are
part of our customers’ implementation, maintenance and optimization teams.

*  Support services: We offer support in multiple languages and through multiple channels, including
global support coverage available 24 hours a day, seven days a week.

We also provide customer support engineers who are experts in our products, industry technologies and
platforms, making them a trusted resource for timely issue assessment and resolution. Periodic system
maintenance and continual feature additions are also included in product support coverage, which is included in
the subscription fee.

We also leverage our Demandware Collaboration Center XChange user community across our customer,
partner ecosystem and employee base to help optimize the digital commerce environment and create a virtual
community to collaborate on product design, release management and best practices. In the Demandware
Collaboration Center XChange user community, customers also have the opportunity to influence product
roadmap.

Customers

We have a wide variety of customers across various industries and geographies. As of December 31, 2012
we had 151 customers using our Demandware Commerce platform, up from 69 and 101 as of December 31, 2010
and 2011, respectively. Some of our customers have multiple revenue generating sites, either through multiple
geographies or multiple brands within a larger organization. As of December 31, 2012, there were 579 live
revenue-generating sites on our platform, up from 215 and 361 as of December 31, 2010 and 201 1, respectively.

Some of our significant customers for the year ended December 31, 2012 include the following, arranged
alphabetically by category:

Apparel and Footwear Health & Beauty

adidas Bare Escentuals

Barneys New York Guthy-Renker

Bestseller L’Oreal

Carter’s

Crocs Other

Deckers Hanover Direct

House of Fraser Jewelry Television

Lands’ End mothercare

New Balance TDC

s. Oliver

Tory Burch Sporting Goods
Brooks Sports

Home & Garden Burton Snowboards

CPO Commerce Callaway Golf

Lifetime Brands
Michaels Stores

General Merchandise
ASDA
Procter & Gamble

Revenue from customers in apparel and footwear represented approximately 55% of our total revenue for
the year ended December 31, 2012.
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Sales and Marketing

We sell our cloud based solutions primarily through our direct sales force, which includes field sales
representatives, sales engineers, sales management, digital commerce strategists and account development
representatives. Our direct sales force is organized by geographic region. Our direct sales force targets primarily
enterprise customers, larger retailers and branded consumer product manufacturers that seek to implement more
advanced digital commerce merchandising platforms across multiple channels and geographies. Our sales cycle
can vary substantially from customer to customer, but typically requires six to nine months depending on the size
and complexity of the opportunity. From the time a contract is signed, it typically takes six months to implement
and launch a digital commerce site for a new customer. In 2012, the majority of our implementations were done
by third party LINK solutions partners including companies like Amblique, Astound Commerce, Be Excellent,
Fluid, Itelios, Lyons Group, Sapient Nitro and SinnerSchrader.

We also sell through selected LINK end-to-end partners, such as eCommera, NETRADA and PFSweb, that
combine our Demandware Commerce platform with a host of complementary services and technologies, such as
logistics and warehousing, to provide comprehensive end-to-end digital commerce solutions.

Our marketing efforts and lead generation activities consist primarily of customer referrals, internet
advertising, telemarketing, e-mail marketing, social marketing, trade shows, industry events and press releases.
Our marketing programs target our prospective customers’ digital commerce executives, senior business leaders
and c-suite executives. We also host frequent conferences in which customers participate, including an annual
global customer conference, and we present a variety of programs with our LINK partners designed to help
accelerate cross-channel digital commerce success with our integrated platform.

Technology, Operations and Development
Technology

Since inception, we have designed our solutions in a cloud-based architecture, which our customers can
access through a standard web browser. Our solutions use a single code base, with all of our customers running
on the current version of our platform. Our technology platform has several key design elements:

*  Scalability. The on-demand platform architecture of Demandware Commerce handles sudden spikes in
traffic by allocating capacity. We proactively deliver updates and feature upgrades so our customers’
sites operate at peak efficiency. Demandware Commerce allocates computing power to each digital
commerce site as needed to minimize page load times. Our platform has been benchmarked to handle
at least 1,400 dynamic page views per second.

e Reliability. Our state-of-the-art data centers in North America, Europe and Asia ensure high
performance and redundancy for our customer base. We support large transaction volumes and
seasonal peaks in site traffic and have provided 99.98% average site availability (excluding planned
down time) since 2005.

*  Security. Our platform secures millions of transactions per year and has met the PCI-DSS Level 1
Service Provider set of comprehensive requirements for enhancing payment account data security. The
PCI-DSS is a multi-faceted security standard that includes requirements for security management,
policies, procedures, network architecture, software design and other critical protective measures. Our
platform has been PCI-DSS-compliant since June 2007 and undergoes an annual assessment conducted
by a PCI Council Qualified Security Assessor.

*  Ease of Deployment. Our customers run on a shared infrastructure, creating scalability and redundancy
not possible with typical single-tenant providers. In a typical single-tenant environment, every new
stack must be separately purchased, provisioned, managed, scaled and backed-up. In our multi-tenant
channel, we can quickly and easily create new environments for development, testing, staging, and
production, thus delivering significant cost and time savings for our customers.
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*  Flexibility. Our standards-based open framework allows our customers to develop, build, and integrate
third-party technologies. Our customers can innovate their site experience using the Eclipse-based open
development environment and our UX Studio application to create a unique and relevant branded
experience. Using a standards-based server-side scripting language, users can quickly create new logic
to business processes, new custom objects, web services calls, integrations to back-end systems and
XML data processing.

»  Extendibility. Our Commerce Cloud consists of multiprocessor nodes with large amounts of memory
and network capacity, as well as digital commerce databases. The processor nodes are provisioned as
web, application or database servers with dynamic isolated network connectivity only to other
members in the particular merchant’s environment. In this way, a logical cluster is assembled with a
variable number of processor nodes for web, application and database processing. Each merchant
environment is logically isolated from all other merchant environments through multiple levels of
security for network, port, processor, database and storage systems. Databases can hold product,
consumer and order information. Our current data model can be extended by a configuration task
performed through a web user interface and does not need a database administrator to manipulate the
data model directly.

Operations

We physically host our cloud-based solutions for our customers in secure data center facilities located in
North America, Europe and Asia. We contract for use of these data center facilities primarily from Equinix
Operating Co. and NaviSite. We engineer and architect the actual computer, storage and network systems upon
which our platform operates, which we call our grid computing points of delivery, or PODs, and deploy them to
the data center facilities, which provide physical security, including manned security, 24 hours a day, 365 days a
year. We currently operate 13 PODs. The data center facilities also have biometric access controls, redundant
power and environmental controls. We provide system security, including firewalls and encryption technology,
and we conduct regular system tests and vulnerability assessments. In the event of a failure, we have engineered
our computing grid with back-up and redundancy capabilities designed to provide for business continuity.

Research and Development

Our research and development organization is focused on developing new solutions and enhancing existing
solutions, conducting software and quality assurance testing and improving our core technology. We continually
enhance our existing software platform and develop new applications to meet our customers’ digital commerce
needs. Our research and development organization is located primarily in our Burlington, Massachusetts
headquarters. We also employ a team of engineers in our Jena, Germany office.

Our development methodology, in combination with our on-demand delivery model, allows us to release new
and enhanced software features multiple times a year. We patch our software on a regular basis. Based on feedback
from our customers and prospects, we continually develop new merchandising functionality while enhancing and
maintaining our existing solutions. We do not need to maintain multiple engineering teams to support different
versions of the code because all of our customers are running on the current version of our solutions.

Competition

The market for digital commerce platform software, services and solutions is intensely competitive, subject
to rapid technological change and significantly affected by new product introductions and other market activities.
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We expect competition to persist and intensify in the future. Our primary sources of competition include:
* in-house development efforts by potential customers or their web consultants;
* licensed application vendors, such as IBM, Oracle/ATG, eBay/Magento and hybris;

+ full-service e-commerce business process outsourcers, such as Digital River and eBay/GSI Commerce;
and

* providers of hosted on-demand subscription and SaaS services, such as MarketLive and Venda.

We compete primarily on the basis of our robust set of merchandising capabilities and features, the
reliability and scalability of our solutions, our speed of deployment, the customization of our platform, our
continual innovation, our omni-channel capabilities and the extendibility of our Demandware Commerce
platform.

Our current and potential competitors may have significantly greater financial, technical, marketing and
other resources than we do, and there is no assurance we will be able to continue to compete effectively.

Intellectual Property and Proprietary Rights

Our intellectual property and proprietary rights are important to our business. To safeguard them, we rely on
a combination of patent, copyright, trade secret, trademark and other rights in the United States and other
jurisdictions, as well as confidentiality procedures and contractual provisions to protect our proprietary
technology, processes and other intellectual property. We have two issued U.S. patents. We have confidentiality
and license agreements with employees, contractors, customers, distributors and other third parties, which limit
access to and use of our proprietary information and software. Though we rely in part upon these legal and
contractual protections, we believe that factors such as the skills and ingenuity of our employees and the
functionality and frequent enhancements to our solutions are larger contributors to our success in the
marketplace.

Despite our efforts to preserve and protect our intellectual property and proprietary rights, unauthorized
third parties may attempt to copy, reverse engineer, or otherwise obtain portions of our solutions. Competitors
may attempt to develop similar products that could compete in the same market as our product. Unauthorized
disclosure of our confidential information by our employees or third parties could occur. Laws of other
jurisdictions may not protect our intellectual property and proprietary rights from unauthorized use or disclosure
in the same manner as the United States. The risk of unauthorized use of our proprietary and intellectual property
rights may increase as our company continues to expand outside of the United States.

Third-party infringement claims are also possible in our industry, especially as software functionality and
features expand, evolve, and overlap with other industry segments. Third parties, including non-practicing patent
holders, have from time to time claimed, and could claim in the future, that our customers’ sites infringe patents
they now hold or might obtain or be issued in the future, and, in most cases, we have agreed to indemnify our
customers against claims that our products infringe the intellectual property rights of third parties. See “Risk
Factors-We could incur substantial costs as a result of any claim of infringement of another party’s intellectual
property rights.”

Seasonality

Our subscription revenue fluctuates as a result of seasonal variations in our business, principally due to our
customers’ revenue peaks during the holiday season, which correspondingly results in higher subscription
revenue in the fourth quarter than in other quarters. As a result, we have historically had higher subscription
revenue in our fourth quarter than other quarters in a given year. Revenue for the fourth quarter represented
34.1%, 32.9%, and 33.1% of our total revenue in 2010, 2011 and 2012, respectively.
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Business Segment and Geographical Information

We operate in a single operating segment. For geographical financial information, see Note 2 to our
consolidated financial statements, which are incorporated herein by reference.

Employees

At December 31, 2012 we had 298 employees, including 120 in sales and marketing and 65 in research and
development. Except in France, none of our employees is represented by a labor union or covered by a collective
bargaining agreement. We have never experienced a strike or similar work stoppage, and we believe that our
relations with our employees are good.

Corporate Information

We were incorporated in Delaware in February 2004. Our principal executive office is located at 5 Wall
Street, Burlington, Massachusetts 01803 and our telephone number is (888) 553-9216.

Information Available on the Internet

We maintain an internet website at www.demandware.com. The information on our website is not
incorporated by reference into this Annual Report on Form 10-K and should not be considered to be a part of this
Annual Report on Form 10-K. Our website address is included in this Annual Report on Form 10-K as an
inactive technical reference only. Our reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Exchange Act, including our Annual Reports on Form 10-K, our Quarterly Reports on Form 10-Q and our
Current Reports on Form 8-K, and amendments to those reports, are accessible through our website, free of
charge, as soon as reasonably practicable after these reports are filed electronically with, or otherwise furnished
to, the SEC. We also make available on our website the charters of our audit committee, compensation
committee and nominating and corporate governance committee, as well as our corporate governance guidelines
and our code of business conduct and ethics. In addition, we intend to disclose on our website any amendments
to, or waivers from, our code of business conduct and ethics that are required to be disclosed pursuant to the SEC
rules.

ITEM 1A.RISK FACTORS

The following risk factors could materially affect our business, consolidated financial condition and results
of operations. The risks and uncertainties described below are those that we have identified as material, but are
not the only risks and uncertainties we face. Our business is also subject to general risks and uncertainties that
affect many other companies, including overall economic and industry conditions. Additional risks and
uncertainties not currently known to us or that we currently believe are not material also may impair our
business, consolidated financial condition and results of operations.

Risks Related to Our Business and Qur Industry
We have had a history of losses, and we may be unable to achieve or sustain profitability.

We have experienced net losses in each year since our inception, except for the year ended December 31, 2010.
We experienced net losses of $8.1 and $1.4 million in 2012 and 2011, respectively, and net income of $0.3
million in 2010. At December 31, 2012, our accumulated deficit was $76.7 million and total stockholders’ equity
was $94.6 million. We expect to incur operating losses as a result of expenses associated with the continued
development and expansion of our business. Our expenses include sales and marketing, research and
development and other costs relating to the development, marketing and sale of our solution and consulting
services that may not generate revenue until later periods, if at all. Any failure to increase revenue or manage our
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cost structure as we implement initiatives to grow our business could prevent us from achieving or sustaining
profitability. In addition, our ability to achieve profitability is subject to a number of the risks and uncertainties
discussed below, many of which are beyond our control. We cannot be certain that we will be able to achieve or
sustain profitability on a quarterly or annual basis.

Our limited operating history makes it difficult to evaluate our current business and future prospects.

We have been in existence since 2004, and much of our growth has occurred in recent periods. Our limited
operating history may make it difficult for you to evaluate our current business and our future prospects. We
have encountered and will continue to encounter risks and difficulties frequently experienced by growing
companies in rapidly changing industries, including increasing and unforeseen expenses as we continue to grow
our business. If we do not manage these risks successfully, our business will be harmed.

We depend on a limited number of customers for a substantial portion of our revenue. The loss of a key customer or
the significant reduction of business from one of our largest customers could significantly reduce our revenue.

We have derived, and we believe that we will continue to derive, a substantial portion of our revenue from a
limited number of customers. For example, for the year ended December 31, 2012, our largest ten customers by
revenue accounted for an aggregate of approximately 33% of our revenue. If we were to lose one or more of our
key customers, there is no assurance that we would be able to replace such customers with new customers that
generate comparable revenue, which would materially adversely affect our financial condition and results of
operations. Our operating results for the foreseeable future will continue to depend on our ability to sell our
digital commerce solutions to a limited number of prospective customers. Any revenue growth will depend on
our success in growing our customers’ online revenue processed on our platform and expanding our customer
base to include additional customers.

Fluctuations in the exchange rate of foreign currencies could result in currency transactions losses.

We currently have foreign sales denominated in Euros, British pound sterling, Australian and Canadian
dollars and may, in the future, have sales denominated in other foreign currencies. In addition, we incur a portion
of our operating expenses in Euros, British pound sterling and, to a lesser extent, other foreign currencies. Any
fluctuation in the exchange rate of these foreign currencies may negatively impact our business, financial
condition and operating results. We have not previously engaged in foreign currency hedging. If we decide to
hedge our foreign currency exposure, we may not be able to hedge effectively due to lack of experience,
unreasonable costs or illiquid markets.

The seasonality of our business creates significant variance in our quarterly revenue.

Our customers are retailers and branded consumer product manufacturers that typically realize a significant
portion of their online sales in the fourth quarter of each year, specifically during the holiday season. As a result
of this seasonal variation, our subscription revenue fluctuates, with additional fees in excess of committed annual
levels, called overage fees, being higher in the fourth quarter than in other quarters and with revenue generally
declining in the first quarter sequentially from the fourth quarter.

We recognize revenue from customer subscriptions over the term of the subscription agreement and,
therefore, a significant downturn in our business may not be immediately reflected in our operating results.

We recognize revenue from subscription agreements monthly over the terms of these agreements, which is
typically three years. As a result, a significant portion of the revenue we report in each quarter is generated from
customer agreements entered into during previous periods. Consequently, a decline in new or renewed
subscriptions in any one quarter may not impact our financial performance in that quarter, but might negatively
affect our revenue in future quarters. If a number of contracts expire and are not renewed in the same quarter, our
revenue may decline significantly in that quarter and subsequent quarters. In addition, we may be unable to
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adjust our fixed costs in response to reduced revenue. Accordingly, the effect of significant declines in sales or
renewals and market acceptance of our solutions may not be reflected in our short-term results of operations.

Our business is substantially dependent upon the continued growth of the market for cloud-based software
solutions.

We derive, and expect to continue to derive, substantially all of our revenue from the sale of our cloud-
based digital commerce solutions. As a result, widespread acceptance and use of the on-demand business model
is critical to our future growth and success. Under the perpetual or periodic license model for software
procurement, users of the software would typically run the applications on their hardware. Because many
companies are generally predisposed to maintaining control of their information technology, or IT, systems and
infrastructure, there may be resistance to the concept of accessing software functionality as a service provided by
a third party. In addition, the market for cloud-based software solutions is still evolving, and competitive
dynamics may cause pricing levels to change, as the market matures and as existing and new market participants
introduce new types of solutions and different approaches to enable organizations to address their digital
commerce needs. As a result, we may be forced to reduce the prices we charge for our solutions and may be
unable to renew existing customer agreements or enter into new customer agreements at the same prices and
upon the same terms as we have historically. If the market for cloud-based software solutions fails to grow,
grows more slowly than we currently anticipate or evolves and forces us to reduce the prices we charge for our
solutions, demand for our solutions and our revenue, gross margin and other operating results could be materially
adversely affected.

We rely on a variable pricing model and any change in that model could adversely affect our financial results.

We have adopted a variable pricing model whereby we participate in a share of our customers’ gross
revenue processed on our platform. This pricing model aligns our interests with those of our customers and
reflects the need for us to expand our own processing and support infrastructure as activity on our customers’
digital commerce sites increases. All of our customer contracts are based on a variable pricing model. If
customers were to demand a fixed pricing model that did not provide for variability based on their level of usage
of our platform, our financial results could be adversely affected.

Our lengthy sales and implementation cycles make it difficult to predict our future revenue and causes
variability in our operating results.

Our sales cycle can vary substantially from customer to customer, but typically requires six to nine months
depending on the size and complexity of the opportunity. From the time a new contract is signed, approximately
six months are typically required to implement and launch an digital commerce site for a new customer. A
number of factors influence the length and variability of our sales and implementation cycles, including, for
example:

 the need to educate potential customers about the uses and benefits of our solutions;
* the relatively long duration of the commitment customers make in their agreements with us;
» the nature of potential customers’ purchasing and budget cycles and decisions;
+ the competitive nature of potential customers’ evaluation and purchasing processes;
+ evolving digital commerce needs and functionality demands of potential customers;
+ announcements or planned introductions of new products by us or our competitors; and
* lengthy purchasing approval processes of potential customers.
Lengthy sales and implementation cycles make it difficult to predict the quarter in which revenue from a

new customer may first be recognized. We may incur significant sales and marketing expenses in anticipation of
selling our products, and if we do not achieve the level of revenue we expected, our operating results will suffer
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and our stock price may decline. Further, our potential customers frequently need to obtain approvals from
multiple decision makers before making purchase decisions. Delays in our sales or implementation cycles could
cause significant variability in our revenue and operating results for any particular period.

If we are unable to retain our existing customers, our revenue and results of operations would be adversely affected.

We sell our solutions pursuant to agreements that are approximately three years in duration. Our customers
have no obligation to renew their subscriptions after their subscription period expires, and these subscriptions
may not be renewed on the same or on more profitable terms. As a result, our ability to grow depends in part on
subscription renewals. We may not be able to accurately predict future trends in customer renewals, and our
customers’ renewal rates may decline or fluctuate because of several factors, including their satisfaction or
dissatisfaction with our services, the cost of our services and the cost of services offered by our competitors or
reductions in our customers’ spending levels. If our customers do not renew their subscriptions for our services
or renew on less favorable terms, our revenue may grow more slowly than expected or decline, and our
profitability and gross margins may be harmed.

Security and privacy breaches may hurt our business.

Any security brzaches, unauthorized access, unauthorized usage, virus or similar breach or disruption could
result in loss of confidential information, damage to our reputation, early termination of our contracts, litigation,
regulatory investigations or other liabilities. If our, our customers’ or our partners’ security measures are
breached as a result of third-party action, employee error, malfeasance or otherwise and, as a result, someone
obtains unauthorized access to customer data, our reputation will be damaged, our business may suffer and we
could incur significant liability.

Techniques used to obtain unauthorized access or to sabotage systems change frequently and often are not
recognized until after launched against a target. As a result, we may be unable to anticipate these techniques or to
implement adequate preventative measures. If an actual or perceived security breach occurs, the market
perception of our security measures could be harmed and we could lose sales and customers. Any significant
violations of data privacy could result in the loss of business, litigation and regulatory investigations and
penalties that could damage our reputation and adversely impact our results of operations and financial condition.
Moreover, if a high profile security breach occurs with respect to another software-as-a-service, or SaaS,
provider, our customers and potential customers may lose trust in the security of the SaaS, or cloud-based,
business model generally, which could adversely impact our ability to retain existing customers or attract new
ones.

Our business and operations have experienced rapid growth and organizational change in recent periods,
which has placed, and may continue to place, significant demands on our management and infrastructure. If
we fail to manage our growth effectively, we may be unable to execute our business plan, maintain high levels
of service or address competitive challenges adequately.

Our growth has placed, and may continue to place, a significant strain on our managerial, administrative,
operational, financial and other resources. We intend to further expand our overall business, customer base,
headcount and operations both domestically and internationally, with no assurance that our business or revenue
will continue to grow. Creating a global organization and managing a geographically dispersed workforce will
require substantial management effort, the allocation of valuable management resources and significant
additional investment in our infrastructure. We will be required to continue to improve our operational, financial
and management controls and our reporting procedures and we may not be able to do so effectively. As such, we
may be unable to manage our expenses effectively in the future, which may negatively impact our gross margins
or operating expenses in any particular quarter. If we fail to manage our anticipated growth and change in a
manner that preserves the key aspects of our corporate culture, the quality of our solutions may suffer, which
could negatively affect our brand and reputation and harm our ability to retain and attract customers.
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Failure to effectively maintain and expand our direct sales teams and develop and expand our indirect sales
channel will impede our growth.

We will need to continue to expand our sales and marketing infrastructure in order to grow our customer
base and our business. Identifying, recruiting and training these sales and marketing personnel will require
significant time, expense and attention. Our business will be seriously harmed and our financial resources will be
wasted if our efforts to expand our direct and indirect sales channels do not generate a corresponding increase in
revenue. In particular, if we are unable to hire, develop and retain talented sales personnel or if our new direct
sales personnel are unable to achieve expected productivity levels in a reasonable period of time, we may not be
able to significantly increase our revenue and grow our business.

The global economic conditions may continue to adversely affect our business and results of operations.

The U.S., Europe, and other global economies have experienced a recession that has affected all sectors of
the economy, resulting in declines in economic growth and consumer confidence, increases in the level of
unemployment and uncertainty about economic stability. Global credit and financial markets, including those in
Europe, have also experienced extreme disruptions, including diminished liquidity and credit availability and
rapid fluctuations in market valuations. Our business has been affected by these conditions, and there is no
certainty that economic conditions will not deteriorate further. These uncertainties may affect our business in a
number of ways, making it difficult to accurately forecast and plan our future business activities. Weak economic
conditions may lead consumers and retailers to postpone spending, which may cause our customers to decrease
or delay their purchases of our solutions. In addition, the inability of consumers to obtain credit could negatively
affect our revenue. Financial difficulties experienced by third parties with whom we have entered relationships
and upon whom we depend in order to grow our business could detract from the quality or timeliness of the
products or professional services they provide to us, which could adversely affect our reputation and
relationships with our customers.

If the current uncertain economic conditions continue or further deteriorate, we could be required to record
charges relating to restructuring costs or the impairment of assets, and our business and results of operations
could be materially adversely affected.

We are dependent upon consumers’ willingness to use the internet for commerce.

Our success depends upon the general public’s continued willingness to use the internet as a means to
purchase goods, communicate, and conduct and research commercial transactions. If consumers became
unwilling or less willing to use the internet for commerce for any reason, including lack of access to high-speed
communications equipment, congestion of traffic on the internet, internet outages or delays, disruptions or other
damage to users’ computers, increases in the cost of accessing the internet and security and privacy risks or the
perception of such risks, our business could be materially adversely affected.

Even if demand for digital commerce products and services increases generally, there is no guarantee that
demand for cloud-based solutions like ours will increase to a corresponding degree.

For our customers and potential customers to be willing to invest in our digital commerce solutions, the
internet must continue to be accepted and widely used for commerce and communication. If digital commerce
does not grow or grows more slowly than expected, then our future revenue and profits may not meet our
expectations or those of analysts. The widespread adoption of our solutions depends not only on strong demand
for digital commerce products and services generally, but also for products and services delivered via a cloud-
based business model in particular. Many companies continue to rely primarily or exclusively on traditional
means of commerce that are not internet-based and may be reluctant to change their patterns of commerce. Even
if such companies do adopt digital commerce solutions, it is unclear whether they will desire digital commerce
solutions like ours. As a result, we cannot assure you that our cloud-based digital commerce solutions will
achieve and sustain the high level of market acceptance that is critical for the future success of our business.
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If we fail to manage our cloud-based hosting network infrastructure capacity, our existing customers may
experience service outages and our new customers may experience delays in the deployment of our digital
commerce solutions.

We have experienced significant growth in the number of users, transactions and data that our hosting
infrastructure supports. We seek to maintain sufficient excess capacity in our cloud-based hosting network
infrastructure to meet the needs of all of our customers. We also seek to maintain excess capacity to facilitate the
rapid provision of nesw customer deployments and the expansion of existing customer deployments. However, the
provision of new hosting infrastructure requires significant lead time. If we do not accurately predict our
infrastructure capacity requirements, particularly in the fourth quarter when we might experience significant
increases in traffic on our customers’ digital commerce sites, our customers could experience service outages that
may subject us to financial penalties and financial liabilities and result in customer losses. If our hosting
infrastructure capacity fails to keep pace with increased sales, customers may experience delays as we seek to
obtain additional capacity, which could harm our reputation and adversely affect our revenue growth.

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

We believe that developing and maintaining awareness of our brand in a cost-effective manner is critical to
achieving widespread acceptance of our existing and future solutions and is an important element in attracting new
customers. Furthermore, we believe that the importance of brand recognition will increase as competition in our market
increases. Successful promotion of our brand will depend largely on the effectiveness of our marketing efforts and on
our ability to provide reliable and useful services at competitive prices. In the past, our efforts to build our brand have
involved significant expenses. Brand promotion activities may not yield increased revenue, and even if they do, any
increased revenue may not offset the expenses we incurred in building our brand. If we fail to successfully promote
and maintain our brand, or incur substantial expenses in an unsuccessful attempt to promote and maintain our brand,
we may fail to attract enough new customers or retain our existing customers to the extent necessary to realize a
sufficient return on our brand-building efforts, and our business could suffer.

We may not be able to compete successfully against current and future competitors.

We face intense competition in the market for digital commerce applications and services, and we expect
competition to intensify in the future. We have competitors with longer operating histories, larger customer bases
and greater financial, technical, marketing and other resources than we do. Increased competition may result in
reduced pricing for our solutions, longer sales cycles or a decrease of our market share, any of which could
negatively affect our revenue and future operating results and our ability to grow our business.

A number of competitive factors could cause us to lose potential sales or to sell our solutions at lower prices
or at reduced margins, including, among others:

» Potential customers may choose to develop digital commerce applications in-house, rather than paying
for our solutions;

* Some of cur current and potential competitors have greater financial, marketing and technical resources
than we do, allowing them to leverage a larger installed customer base and distribution network, adopt
more aggressive pricing policies and offer more attractive sales terms, adapt more quickly to new
technologies and changes in customer requirements, and devote greater resources to the promotion and
sale of their products and services than we can;

¢ Current and potential competitors have established or may establish cooperative relationships among
themselves or with third parties to enhance their products and expand their markets, and consolidation
in our industry is likely to intensify. Accordingly, new competitors or alliances among competitors may
emerge and rapidly acquire significant market share;

» Current and potential competitors may offer software that addresses one, or a limited number, of digital
commerce functions at a lower price point or with greater depth than our solutions; and
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* Software vendors could bundle digital commerce solutions or offer such products at a lower price as
part of a larger product sale.

We cannot ensure that we will be able to compete successfully against current and future competitors. In
addition, competition may intensify as our competitors enter into business combinations or alliances or raise
additional capital and established companies in other market segments or geographic markets expand into our
market segments or geographic markets. If we cannot compete successfully against our competitors, our
business, results of operations and financial condition could be negatively impacted.

Mergers of or other strategic transactions by our competitors or our customers could weaken our competitive
position or reduce our revenue.

If one or more of our competitors were to merge or partner with another of our competitors, the change in
the competitive landscape could adversely affect our ability to compete effectively. Our competitors may also
establish or strengthen cooperative relationships with our current or future strategic distributors, systems
integrators, third-party consulting firms or other parties with whom we have relationships, thereby limiting our
ability to promote our solutions and limiting the number of consultants available to implement our solutions. In
addition, we may lose customers that merge with or are acquired by companies using a competitor’s or an
internally developed solution. Disruptions in our business caused by these events could reduce our revenue.

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

We anticipate that we will continue to depend on various third-party relationships in order to grow our
business. In addition to growing our indirect sales channels, we intend to pursue additional relationships with
other third parties, such as technology and content providers and implementation consultants. Identifying,
negotiating and documenting relationships with third parties require significant time and resources as does
integrating third-party content and technology. Some of the third parties that sell our solutions have the direct
contractual relationships with our ultimate end-user customers, and therefore we risk the loss of such customers
if the third parties fail to perform their obligations. OQur agreements with distributors and providers of technology,
content and consulting services are typically non-exclusive, do not prohibit them from working with our
competitors or from offering competing services and may not have minimum purchase commitments. Our
competitors may be effective in providing incentives to third parties to favor their products or services or to
prevent or reduce subscriptions to our solutions. In addition, these distributors and providers may not perform as
expected under our agreements, and we have had, and may in the future have, disagreements or disputes with
such distributors and providers, which could negatively affect our brand and reputation. A global economic
slowdown could also adversely affect the businesses of our distributors, and it is possible that they may not be
able to devote the resources we expect to the relationship.

If we are unsuccessful in establishing or maintaining our relationships with certain of these third parties,
specifically with eCommera, NETRADA and PFSweb, our ability to compete in the marketplace or to grow our
revenue could be impaired and our operating results would suffer. Even if we are successful, we cannot assure
you that these relationships will result in improved operating results.

We could incur substantial costs as a result of any claim of infringement of another party’s intellectual
property rights.

In recent years, there has been significant litigation in the United States involving patents and other
intellectual property rights. Companies providing internet-related products and services are increasingly bringing
and becoming subject to suits alleging infringement of proprietary rights, particularly patent rights. These risks
have been amplified by the increase in third parties, which we refer to as non-practicing entities, whose sole
primary business is to assert such claims. We could incur substantial costs in prosecuting or defending any
intellectual property litigation. If we sue to enforce our rights or are sued by a third party that claims that our
technology infringes its rights, the litigation could be expensive and could divert our management resources.
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In addition, in most instances, we have agreed to indemnify our customers against certain claims that our
products infringe the intellectual property rights of third parties. We have received indemnification requests from
many customers that have received letters from, or been sued by, non-practicing entities claiming infringement of
patents owned by them. Many of those underlying claims, and the extent, if any, of our indemnification
obligations, have not yet been resolved. Some of these patents are the subject of pending legal proceedings
between the patent owners and one or more major companies engaged in digital commerce, and the outcome of
those proceedings could affect the extent to which the patent owners seek to prosecute claims against us or our
customers. Also, because the patent owners have asserted the same patents against multiple customers, an
adverse resolution in the case of one customer could lead to adverse resolutions in the cases of other customers
and such claims could potentially lead to greater exposure for us than for any single customer. Qur business
could be adversely affected by any significant disputes between us and our customers as to the applicability or
scope of our indemnification obligations to them. The results of any intellectual property litigation to which we
might become a party, or for which we are required to provide indemnification, may require us to do one or more
of the following:

» cease selling or using products or services that incorporate the challenged intellectual property;
» make substantial payments for legal fees, settlement payments or other costs or damages;
» obtain a license, which may not be available on reasonable terms, to sell or use the relevant technology; or

» redesign those products or services to avoid infringement.

If we are required to make substantial payments or undertake any of the other actions noted above as a result
of any intellectual property infringement claims against us or any obligation to indemnify our customers for such
claims, such payments or costs could have a material adverse effect upon our business and financial results.

We could incur substantial costs in protecting our intellectual property from infringement, and any failure to
protect our intellectual property could impair our business.

We seek to protect the source code for our proprietary software under a combination of patent, copyright
and trade secrets law. However, because we make some of the source code available to some customers, third
parties may be more likely to misappropriate it. Our policy is to enter into confidentiality agreements with our
employees, consultants, vendors and customers and to control access to our software, documentation and other
proprietary information. Despite these precautions, it may be possible for someone to copy our software or other
proprietary information without authorization or to develop similar software independently.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of our
products or to obtain and use information that we regard as proprietary. Policing unauthorized use of our
products is difficult, and while we are unable to determine the extent to which piracy of our software exists, we
expect software piracy to be a persistent problem. Litigation may be necessary in the future to enforce our
intellectual property rights, to protect our trade secrets, to determine the validity and scope of the proprietary
rights of others or to defend against claims of infringement or invalidity. Such litigation could be costly, time-
consuming and distracting to management, result in a diversion of resources, the impairment or loss of portions
of our intellectual property and have a material adverse effect on our business, operating results and financial
condition. Furthermore, our efforts to enforce our intellectual property rights may be met with defenses,
counterclaims and countersuits attacking the validity and enforceability of our intellectual property rights. These
steps may be inadequate to protect our intellectual property. We will not be able to protect our intellectual
property if we are unable to enforce our rights or if we do not detect unauthorized use of our intellectual
property. Despite our precautions, it may be possible for unauthorized third parties to copy our products and use
information that we regard as proprietary to create products and services that compete with ours. Some license
provisions protecting against unauthorized use, copying, transfer and disclosure of our licensed products may be
unenforceable under the laws of certain jurisdictions and foreign countries. Further, the laws of some countries
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do not protect proprietary rights to the same extent as the laws of the United States. To the extent we expand our
international activities, our exposure to unauthorized copying and use of our products and proprietary
information may increase.

There can be no assurance that our means of protecting our proprietary rights will be adequate or that our
competitors will not independently develop similar technology. If we fail to meaningfully protect our intellectual
property, then our business, brand, operating results and financial condition could be materially harmed.

If our software products contain serious errors or defects, then we may lose revenue and market acceptance
and may incur costs to defend or settle product liability claims.

Complex software applications such as ours often contain errors or defects, particularly when first
introduced or when new versions or enhancements are released. Despite internal testing and testing by our
customers, our current and future products may contain serious defects, which could result in lost revenue or a
delay in market acceptance.

Since our customers use our products for critical business applications, namely digital commerce, errors,
defects or other performance problems could result in damage to our customers. They could seek significant
compensation from us for the losses they suffer. Although our customer agreements typically contain provisions
designed to limit our exposure to product liability claims, existing or future laws or unfavorable judicial
decisions could negate these limitations. Even if not successful, a product liability claim brought against us
would likely be time-consuming and costly and could seriously damage our reputation in the marketplace,
making it harder for us to sell our products.

Government and industry regulation of the internet is evolving and could directly restrict our business or
indirectly affect our business by limiting the growth of digital commerce. Unfavorable changes in government
regulation or our failure to comply with regulations could harm our business and operating results.

As digital commerce evolves, federal, state and foreign agencies have adopted and could in the future adopt
regulations covering issues such as user privacy, content, and taxation of products and services. Government
regulations could limit the market for our products and services or impose burdensome requirements that render
our business unprofitable. Our digital commerce solutions enable our customers to collect, manage and store a
wide range of consumer data. The United States and various state governments have adopted or proposed
limitations on the collection, distribution and use of personal information. Several foreign jurisdictions, including
member states of the European Union, have adopted legislation (including directives or regulations) that increase
or change the requirements governing data collection and storage in these jurisdictions. If our privacy or data
security measures fail to comply with current or future laws and regulations, we may be subject to litigation,
regulatory investigations or other liabilities, or our customers may terminate their relationships with us.

In addition, although many regulations might not apply to our business directly, we expect that laws
regulating the solicitation, collection or processing of personal and consumer information could affect our
customers’ ability to use and share data, potentially reducing demand for our services. The Telecommunications
Act of 1996 prohibits certain types of information and content from being transmitted over the internet. The
prohibition’s scope and the liability associated with a violation are currently unsettled. In addition, although
substantial portions of the Communications Decency Act of 1996 were held to be unconstitutional, we cannot be
certain that similar legislation will not be enacted and upheld in the future. It is possible that legislation could
expose companies involved in digital commerce to liability, which could limit the growth of digital commerce
generally. Legislation like the Telecommunications Act and the Communications Decency Act could dampen the
growth in web usage and decrease its acceptance as a medium of communications and commerce. Moreover, if
future laws and regulations limit our customers’ ability to use and share consumer data or our ability to store,
process and share data with our customers over the internet, demand for our solutions could decrease, our costs
could increase, and our results of operations and financial condition could be harmed.
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In addition, taxation of services provided over the internet or other charges imposed by government agencies or
by private organizations for accessing the internet may also be imposed. Any regulation imposing greater fees for
internet use or restricting information exchange over the internet could result in a decline in the use of the internet and
the viability of internet-based services, which could harm our business and operating results.

We use a limited number of data centers to deliver our services. Any disruption of service at these facilities
could harm our business.

We manage our services and serve all of our customers from a limited number of third-party data center
facilities. While we engineer and architect the actual computer and storage systems upon which our platform
runs, which we call our grid computing points of delivery, or PODs, and deploy them to the data center facilities,
we do not control the operation of these facilities.

The owners of our data facilities have no obligation to renew their agreements with us on commercially
reasonable terms, or at all. If we are unable to renew these agreements on commercially reasonable terms, we
may be required to transfer to new data center facilities, and we may incur significant costs and possible service
interruption in connection with doing so.

Any changes in third-party service levels at our data centers or any errors, defects, disruptions or other
performance problems with our services could harm our reputation and may damage our customers’ businesses.
Interruptions in our services might reduce our revenue, cause us to issue credits to customers, subject us to
potential liability, and cause customers to terminate their subscriptions or harm our renewal rates.

Our data centers are vulnerable to damage or interruption from human error, intentional bad acts,
earthquakes, hurricanes, floods, fires, war, terrorist attacks, power losses, hardware failures, systems failures,
telecommunications failures and similar events. At least one of our data facilities is located in an area known for
seismic activity, increasing our susceptibility to the risk that an earthquake could significantly harm the
operations of these facilities. The occurrence of a natural disaster or an act of terrorism, or vandalism or other
misconduct, a decision to close the facilities without adequate notice or other unanticipated problems could result
in lengthy interruptions in our services.

We may not be able to respond to rapid technological changes with new solutions, which could have a
material adverse effect on our sales and profitability.

The on-demand digital commerce market is characterized by rapid technological change, frequent new
product and service introductions and evolving industry standards. Our ability to attract new customers and
increase revenue from existing customers will depend in large part on our ability to enhance and improve our
existing solutions, introduce new solutions and sell into new industry markets. To achieve market acceptance for
our solutions, we must effectively anticipate and offer solutions that meet changing customer demands in a
timely manner. Customers may require features and capabilities that our current solutions do not have. If we fail
to develop solutions that satisfy customer preferences in a timely and cost-effective manner, our ability to renew
our contracts with existing customers and our ability to create or increase demand for our solutions will be
harmed.

We may experience difficulties with software development, industry standards, design, manufacturing or
marketing that could delay or prevent our development, introduction or implementation of new solutions and
enhancements. The introduction of new solutions by competitors, the emergence of new industry standards or the
development of entirely new technologies to replace existing offerings could render our existing or future
solutions obsolete.

If we are unable to successfully develop or acquire new digital commerce capabilities and functionality,

enhance our existing solutions to anticipate and meet customer preferences or sell our solutions into new
markets, our revenue and results of operations would be adversely affected.
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Our long-term success depends, in part, on our ability to expand the sales of our digital commerce solutions to
customers located outside of the United States, and thus our business is susceptible to risks associated with
international sales and operations.

Outside of the United States, we currently maintain offices and/or have sales personnel in Austria, China,
Denmark, France, Germany, the Netherlands, and the United Kingdom, and we intend to expand our
international operations. Any international expansion efforts that we may undertake may not be successful. In
addition, conducting international operations in new markets subjects us to new risks that we have not generally
faced in the United States. These risks include:

* localization of our solutions, including translation into foreign languages and adaptation for local
practices and regulatory requirements;

» lack of familiarity and burdens of complying with foreign laws, legal standards, regulatory
requirements, tariffs, and other barriers;

¢ unexpected changes in regulatory requirements, taxes, trade laws, tariffs, export quotas, custom duties
or other trade restrictions,

 difficulties in managing systems integrators and technology partners;
+ differing technology standards;
 longer accounts receivable payment cycles and difficulties in collecting accounts receivable;

« difficulties in managing and staffing international operations and differing employer/employee
relationships;

» fluctuations in exchange rates that may increase the volatility of our foreign based revenue;

» potentially adverse tax consequences, including the complexities of foreign value added tax (or other
tax) systems and restrictions on the repatriation of earnings;

e uncertain political and economic climates; and

» reduced or varied protection for intellectual property rights in some countries.

These factors may cause our international costs of doing business to exceed our comparable domestic costs.
Operating in international markets also requires significant management attention and financial resources. Any
negative impact from our international business efforts could negatively impact our business, results of
operations and financial condition as a whole.

We are subject to governmental export and import controls that could impair our ability to compete in
international markets due to licensing requirements and subject us to liability if we are not in full compliance
with applicable laws.

Our solutions are subject to export controls, including the Commerce Department’s Export Administration
Regulations and various economic and trade sanctions regulations established by the Treasury Department’s
Office of Foreign Assets Controls, and exports of our solutions must be made in compliance with these laws. If
we fail to comply with these U.S. export control laws and import laws, including U.S. Customs regulations, we
and certain of our employees could be subject to substantial civil or criminal penalties, including the possible loss
of export or import privileges; fines, which may be imposed on us and responsible employees or managers; and,
in extreme cases, the incarceration of responsible employees or managers. In addition, if our distributors fail to
obtain appropriate import, export or re-export licenses or authorizations, we may also be adversely affected
through reputational harm and penalties. Obtaining the necessary authorizations, including any required license,
for a particular sale may be time-consuming, is not guaranteed and may result in the delay or loss of sales
opportunities. Furthermore, the U.S. export control laws and economic sanctions laws prohibit the shipment of
certain products and services to U.S. embargoed or sanctioned countries, governments and persons. Even though
we take precautions to prevent our solutions from being shipped or provided to U.S. sanctions targets, our
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solutions and services could be shipped to those targets or provided by our distributors despite such precautions.
Any such shipment could have negative consequences, including government investigations, penalties and
reputational harm. In addition, various countries regulate the import of certain encryption technology, including
through import permitting/licensing requirements, and have enacted laws that could limit our ability to distribute
our solutions or could limit our customers’ ability to implement our solutions in those countries. Changes in our
solutions or changes in export and import regulations may create delays in the introduction and sale of our
solutions in international markets, prevent our customers with international operations from deploying our
solutions or, in sore cases, prevent the export or import of our solutions to certain countries, governments or
persons altogether. Any change in export or import regulations, economic sanctions or related laws, shift in the
enforcement or scope of existing regulations, or change in the countries, governments, persons or technologies
targeted by such regulations, could result in decreased use of our solutions, or in our decreased ability to export
or sell our solutions to existing or potential customers with international operations. Any decreased use of our
solutions or limitation on our ability to export or sell our solutions would likely adversely affect our business,
financial condition and results of operations.

Our use of “open source” software could negatively affect our ability to sell our services and subject us to
possible litigation.

A portion of the technologies licensed by us incorporate so-called “open source” software, and we may
incorporate open source software in the future. Such open source software is generally licensed by its authors or
other third parties under open source licenses. If we fail to comply with these licenses, we may be subject to
certain conditions, including requirements that we offer our solutions that incorporate the open source software
for no cost, that we make available source code for modifications or derivative works we create based upon,
incorporating or using the open source software and/or that we license such modifications or derivative works
under the terms of the particular open source license. If an author or other third party that distributes such open
source software were to allege that we had not complied with the conditions of one or more of these licenses, we
could be required to incur significant legal expenses defending against such allegations and could be subject to
significant damages, enjoined from the sale of our solutions that contained the open source software and required
to comply with the foregoing conditions, which could disrupt the distribution and sale of some of our solutions.
In addition, there have been claims challenging the ownership of open source software against companies that
incorporate open scurce software into their products. As a result, we could be subject to suits by parties claiming
ownership of what we believe to be open source software. Litigation could be costly for us to defend, have a
negative effect on our operating results and financial condition or require us to devote additional research and
development resources to change our products.

We rely on third-party software, including server software and licenses from third parties to use patented
intellectual property that is required for the delivery of our solutions, which may be difficult to obtain or
which could cause errors or failures of our solutions.

We rely on software licensed from or hosted by third parties to offer our solutions. In addition, we may need
to obtain future licenses from third parties to use intellectual property associated with the development of our
solutions, which might not be available to us on acceptable terms, or at all. Any loss of the right to use any
software required for the development and maintenance of our solutions could result in delays in the provision of
our solutions until equivalent technology is either developed by us, or, if available, is identified, obtained and
integrated, which could harm our business. Any errors or defects in third-party software could result in errors or a
failure of our solutions which could harm our business.

If we fail to maintain proper and effective internal controls, our ability to produce accurate and timely
financial statements could be impaired, which could harm our operating results, our ability to operate our
business and investors’ views of us.

Ensuring that we have adequate internal financial and accounting controls and procedures in place so that
we can produce accurate financial statements on a timely basis is a costly and time-consuming effort that needs
to be re-evaluated frequently. Our internal control over financial reporting is a process designed to provide
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reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements in
accordance with generally accepted accounting principles. We are in the process of reviewing and improving our
internal controls and procedures for compliance with Section 404 of the Sarbanes-Oxley Act of 2002, or the
Sarbanes-Oxley Act, which will require annual management assessment of the effectiveness of our internal
control over financial reporting and, as part of that documentation and testing, identifying areas for further
attention and improvement. We have begun recruiting additional finance and accounting personnel with certain
skill sets that we will need as a public company.

Implementing any appropriate changes to our internal controls may distract our officers and employees,
entail substantial costs to modify our existing processes and take significant time to complete. These changes
may not, however, be effective in maintaining the adequacy of our internal controls, and any failure to maintain
that adequacy, or consequent inability to produce accurate financial statements on a timely basis, could increase
our operating costs and harm our business. In addition, investors’ perceptions that our internal controls are
inadequate or that we are unable to produce accurate financial statements on a timely basis may harm our stock
price and make it more difficult for us to effectively market and sell our service to new and existing customers.

We may expand by acquiring or investing in other companies, which may divert our management’s attention, result
in additional dilution to our stockholders and consume resources that are necessary to sustain our business.

Although we have no current agreements or commitments for any acquisitions, our business strategy may
include acquiring complementary services, technologies or businesses. We also may enter into relationships with
other businesses to expand our service offerings or our ability to provide service in foreign jurisdictions, which
could involve preferred or exclusive licenses, additional channels of distribution, discount pricing or investments
in other companies. Negotiating these transactions can be time-consuming, difficult and expensive, and our
ability to close these transactions may often be subject to conditions or approvals that are beyond our control.
Consequently, these transactions, even if undertaken and announced, may not close.

An acquisition, investment or new business relationship may result in unforeseen operating difficulties and
expenditures. In particular, we may encounter difficulties assimilating or integrating the businesses, technologies,
products, personnel or operations of the acquired companies, particularly if the key personnel of the acquired
company choose not to work for us, the company’s software is not easily adapted to work with ours or we have
difficulty retaining the customers of any acquired business due to changes in management or otherwise.
Acquisitions may also disrupt our business, divert our resources and require significant management attention
that would otherwise be available for development of our business. Moreover, the anticipated benefits of any
acquisition, investment or business relationship may not be realized or we may be exposed to unknown liabilities.
For one or more of those transactions, we may:

¢ issue additional equity securities that would dilute our stockholders;
» use cash that we may need in the future to operate our business;

* incur debt on terms unfavorable to us or that we are unable to repay;
* incur large charges or substantial liabilities;

» encounter difficulties retaining key employees of the acquired company or integrating diverse software
codes or business cultures; and

» become subject to adverse tax consequences, substantial depreciation or deferred compensation charges.

Any of these risks could harm our business and operating results.

The loss of key personnel or an inability to attract and retain highly skilled personnel may impair our ability
to grow our business.

We are highly dependent upon the continued service and performance of our senior management team and
key technical and sales personnel, such as our president and chief executive officer, our chief financial officer,
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our chief operating officer and our chief technology officer. These key employees may terminate employment with
us at any time with no advance notice. The replacement of these officers likely would involve significant time and
costs, and the loss of these officers may significantly delay or prevent the achievement of our business objectives.

We face intense competition for qualified individuals from numerous technology, software and
manufacturing cornpanies. For example, our competitors may be able to attract and retain a more qualified
engineering team by offering more competitive compensation packages. If we are unable to attract new engineers
and retain our current engineers, we may not be able to develop and maintain our services at the same levels as
our competitors and we may, therefore, lose potential customers and sales penetration in certain markets. Our
failure to attract and retain suitably qualified individuals could have an adverse effect on our ability to implement
our business plan and, as a result, our ability to compete would decrease, our operating results would suffer and
our revenue would decrease. In addition, if any of our key employees joins a competitor or decides to otherwise
compete with us, we may experience a material disruption of our operations and development plans, which may
cause us to lose customers or increase operating expenses as the attention of our remaining senior managers is
diverted to recruit replacements for the departed key employees.

Because we recognize costs of services as they are incurred and we recognize related services revenue for
subscriptions and services sold in a single arrangement ratably, our gross margins may not be indicative of
trends in our services business, which increases the difficulty of evaluating our future financial results.

When we sell subscriptions and services in a single arrangement, which is sometimes referred to as a
multiple-element arrangement, we recognize the services revenue ratably over the longer of the related
subscription term or the estimated expected life of the customer relationship. During 2012 and prior, the
Company’s estimated expected life of a customer relationships ranged from three to six years. At December 31,
2012, the Company increased the estimated expected life to just over six years after considering additional
renewal history during the year. This will result in services revenue being recognized over a longer period in
future years. The Company will continue to evaluate the length of the estimated expected life of our customer
relationships as we gain more experience with customer renewals. Future changes in the estimated expected life
of our customer relationship periods could result in the recognition of services revenue over a longer or shorter
period of time than previously planned, making it difficult to forecast future results. Costs associated with
providing these services are recognized as incurred, resulting in variability in our gross margins when costs and
revenue are recorded in different periods.

During 2010 and prior years, when we sold services in a separate arrangement after a customer’s initial use
of our digital commerce solution, we recognized revenue from those services as one unit of accounting together
with the related subscription revenue ratably over the remaining term of the subscription agreement. Costs
associated with providing these services were recognized as incurred, resulting in variability in our gross margins
as costs and revenue were recorded in different periods. Under new revenue recognition guidance that we
adopted on January 1, 2011, we recognize revenue from services sold, or materially modified, together with the
costs associated with providing the services, as the services are provided. This will result in our future services
revenue being recognized over differing periods, which may make our operating results more difficult to
understand and less indicative of trends in our services business.

Our investment portfolio may become impaired by deterioration of the capital markets.

Our cash equivalent and short-term investment portfolio as of December 31, 2012 consisted of corporate
bonds and commercial paper, money market mutual funds, municipal securities, certificates of deposit, U.S.
agency securities and U.S. Treasury securities. We follow an established investment policy and set of guidelines
to monitor and help mitigate our exposure to interest rate and credit risk. The policy sets forth credit quality
standards and limits our exposure to any one issuer, as well as our maximum exposure to various asset classes.
Should financial market conditions worsen in the future, investments in some financial instruments may pose
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risks arising from market liquidity and credit concerns. In addition, any deterioration of the capital markets could cause
our other income and expense to vary from expectations. As of December 31, 2012, we had no material impairment
charges associated with our short-term investment portfolio, and although we believe our current investment portfolio
has little risk of material impairment, we cannot predict future market conditions or market liquidity, or credit
availability, and can provide no assurance that our investment portfolio will remain materially unimpaired.

Changes in financial accounting standards or practices may cause adverse, unexpected financial reporting
fluctuations and affect our reported results of operations.

A change in accounting standards or practices can have a significant effect on our reported results and may
even affect our reporting of transactions completed before the change is effective. New accounting
pronouncements and varying interpretations of accounting pronouncements have occurred and may occur in the
future. Changes to existing rules or the questioning of current practices may adversely affect our reported
financial results or the way we conduct our business.

Risks Related to Tax Matters

We are a multinational organization faced with increasingly complex tax issues in many jurisdictions, and we
could be obligated to pay additional taxes in various jurisdictions.

As a multinational organization, we may be subject to taxation in several jurisdictions around the world with
increasingly complex tax laws, the application of which can be uncertain. The amount of taxes we pay in these
jurisdictions could increase substantially as a result of changes in the applicable tax laws, including increased tax
rates or revised interpretations of existing tax laws and precedents, which could have a material adverse effect on
our liquidity and results of operations. In addition, the authorities in these jurisdictions could review our tax
returns and impose additional tax, interest and penalties, and the authorities could claim that various withholding
requirements apply to us or our subsidiaries or assert that benefits of tax treaties are not available to us or our
subsidiaries, any of which could have a material impact on us and the results of our operations.

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

We conduct global operations through subsidiaries in various tax jurisdictions pursuant to transfer pricing
arrangements among our affiliated entities. If two or more affiliated companies are located in different countries,
the tax laws or regulations of each country generally will require that transfer prices be the same as those
between unrelated companies dealing at arms’ length and that contemporaneous documentation is maintained to
support the transfer prices. While we believe that we operate in compliance with applicable transfer pricing laws
and intend to continue to do so, our transfer pricing procedures are not binding on applicable tax authorities. If
tax authorities in any of these countries were to successfully challenge our transfer prices as not reflecting arms’
length transactions, they could require us to adjust our transfer prices and thereby reallocate our income to reflect
these revised transfer prices, which could result in a higher tax liability to us. In addition, if the country from
which the income is reallocated does not agree with the reallocation, both countries could tax the same income,
resulting in double taxation. If tax authorities were to allocate income to a higher tax jurisdiction, subject our
income to double taxation or assess interest and penalties, it would increase our consolidated tax liability, which
could adversely affect our financial condition, results of operations and cash flows.

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

Under Section 382 of the Internal Revenue Code of 1986, as amended, if a corporation undergoes an
“ownership change” (generally defined as a greater than 50% change (by value) in its equity ownership over a
three year period), the corporation’s ability to use its pre-change net operating loss carryforwards and other pre-
change tax attributes (such as research tax credits) to offset its post-change income may be limited. We may
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experience ownership changes in the future and subsequent shifts in our stock ownership. As a result, we may be
limited in the portion of net operating loss carryforwards that we can use in the future to offset taxable income
for U.S. Federal income tax purposes.

Risks Related To Our Common Stock

An active trading market for our common stock may not be sustained, and the trading price of our common
stock may be volatile.

Our shares of common stock began trading on the New York Stock Exchange on March 15, 2012. Given the
limited trading history of our common stock, there is a risk that an active trading market for our common stock
will not be sustained, which could put downward pressure on the market price of our common stock and thereby
affect the ability of our stockholders to sell their shares. In addition, the trading price of our common stock has at
times been volatile and could continue to be subject to significant fluctuations in response to various factors,
some of which are beyond our control. For example, after opening at $16.00 per share upon the commencement
of our initial public offering, our common stock has experienced an intra-day trading high of $34.27 per share
and an intra-day trading low of $21.35 per share. In addition, the stock market in general, and the market for
technology companies in particular, has experienced extreme price and volume fluctuations that have often been
unrelated or disproportionate to the operating performance of the companies operating in such markets. The
market price of our common stock may be similarly volatile, and investors in our common stock may experience
a decrease in the value of their shares, including as a result of factors unrelated to our operating performance and
prospects. The price of our common stock could be subject to wide fluctuations in response to a number of
factors, including:

* our operating performance and the performance of other similar companies;
* the overall performance of the equity markets;
* developments with respect to intellectual property rights;

* publication of unfavorable research reports about us or our industry or withdrawal of research coverage
by securities analysts;

* speculation in the press or investment community;
* the size of our public float;
* natural disasters or terrorist acts;

* announcements by us or our competitors of significant contracts, new technologies, acquisitions,
commercial relationships, joint ventures or capital commitments; and

» global economic, legal and regulatory factors unrelated to our performance.

If securities or industry analysts do not publish, or cease publishing, research or reports about us, our
business or our market, or if they publish negative evaluations of our stock, the price of our stock and trading
volume could decline.

The trading market for our common stock depends in part on the research and reports that securities or
industry analysts publish about us or our business. If one or more of the analysts who covers us downgrades our
stock or publishes incorrect or unfavorable research about our business, our stock price would likely decline. In
addition, if one or more of these analysts ceases coverage of our company or fails to publish reports on us
regularly, demand for our stock could decrease, which could cause our stock price or trading volume to decline.
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We incur significant costs and demands upon management as a result of complying with the laws and
regulations affecting public companies, which could adversely affect our operating results.

As a newly public company, we incur significant legal, accounting and other expenses that we did not incur
as a private company, including costs associated with public company reporting and corporate governance
requirements. These requirements include compliance with Section 404 and other provisions of the Sarbanes-
Oxley Act, as well as rules implemented by the SEC and the New York Stock Exchange. Our management team
is adapting to the requirements of being a public company. If these requirements divert our management’s
attention from other business concerns, they could have a material adverse effect on our business, prospects,
financial condition and operating results. In addition, complying with these rules and regulations has
substantially increased our legal and financial compliance expenses, has made some activities more time-
consuming and costly, and may in the future require us to reduce costs in other areas of our business or increase
the prices of our solution, which could negatively impact our business.

Our principal stockholders have a controlling influence over our business affairs and may make business decisions
with which our stockholders disagree and which may adversely affect the value of our stockholders’ investment.

As of December 31, 2012, our executive officers, directors and their affiliates beneficially owned or
controlled, directly or indirectly, 17,943,146 shares of common stock in the aggregate (including shares of
common stock subject to options exercisable within 60 days of December 31, 2012), or approximately 60% of
our outstanding shares. As a result, if some of these persons or entities act together, they will have the ability to
control matters submitted to our stockholders for approval, including the election and removal of directors,
amendments to our certificate of incorporation and bylaws and the approval of any business combination. These
actions may be taken even if they are opposed by other stockholders. This concentration of ownership may also
have the effect of delaying or preventing a change of control of our company or discouraging others from making
tender offers for our shares, which could prevent our stockholders from receiving a premium for their shares.

The issuance of additional stock in connection with acquisitions, our stock incentive plans, warrants or
otherwise will dilute all other stockholdings.

Our certificate of incorporation authorizes us to issue up to 240,000,000 shares of common stock and up to
10,000,000 shares of preferred stock with such rights and preferences as may be determined by our board of
directors. Subject to compliance with applicable rules and regulations, we may issue all of these shares that are
not already outstanding without any action or approval by our stockholders. We intend to continue to evaluate
strategic acquisitions in the future. We may pay for such acquisitions, partly or in full, through the issuance of
additional equity. Any issuance of shares in connection with our acquisitions, the exercise of stock options or
warrants, the vesting of restricted stock units or otherwise would dilute the percentage ownership held by
existing investors.

We do not expect to declare any dividends in the foreseeable Juture.

We do not anticipate declaring any cash dividends to holders of our common stock in the foreseeable future. In
addition, our existing credit facilities prohibit us from paying cash dividends, and any future financing agreements
may prohibit us from paying any type of dividends. Consequently, investors may need to sell all or part of their
holdings of our common stock after price appreciation, which may never occur, as the only way to realize any future
gains on their investment. Investors seeking cash dividends should not purchase our common stock.

Anti-takeover provisions in our charter documents and Delaware law may delay or prevent an acquisition of
our company.

Our certificate of incorporation, bylaws and Delaware law contain provisions that may have the effect of
delaying or preventing a change in control of us or changes in our management. Our certificate of incorporation
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and bylaws include provisions that:

« establishing a classified board of directors with staggered three-year terms so that not all members of
our board are elected at one time;

« providing that directors may be removed by stockholders only for cause;

+ limiting the ability of our stockholders to call and bring business before special meetings and to take
action by written consent in lieu of a meeting;

* requiring advance notice of stockholder proposals for business to be conducted at meetings of our
stockholders and for nominations of candidates for election to our board of directors;

« authorizing blank check preferred stock, which could be issued with voting, liquidation, dividend and
other rights superior to our common stock; and

« limiting the liability of, and providing indemnification to, our directors and officers.

As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the
Delaware General Corporation Law, which prevents some stockholders holding more than 15% of our
outstanding common stock from engaging in certain business combinations without approval of the holders of
substantially all of our outstanding common stock. Any provision of our amended and restated certificate of
incorporation or amended and restated by-laws or Delaware law that has the effect of delaying or deterring a
change in control could limit the opportunity for our stockholders to receive a premium for their shares of our
common stock, and could also affect the price that some investors are willing to pay for our common stock.

The existence of the foregoing provisions and anti-takeover measures could limit the price that investors might be
willing to pay in the future for shares of our common stock. They could also deter potential acquirers of our company,
thereby reducing the likelihood that you could receive a premium for your common stock in an acquisition.

To the extent that our pre-tax income or loss is relatively small, our ability to conclude that a control
deficiency is not a material weakness or that an accounting error does not require a restatement could be
adversely affected.

Under the Sarbanes-Oxley Act of 2002, our management is required to assess the impact of control
deficiencies based upon both quantitative and qualitative factors, and depending upon that analysis we classify
such identified deficiencies as either a control deficiency, significant deficiency or a material weakness. One
element of our analysis of the significance of any control deficiency is its actual or potential financial impact.
This assessment will vary depending on our level of pre-tax income or loss. For example, a smaller pre-tax
income or loss will increase the likelihood of a quantitative assessment of a control deficiency as a significant
deficiency or material weakness. To the extent that our pre-tax income or loss is relatively small, if management
or our independent registered public accountants identify an error in our interim or annual financial statements, it
is more likely that such an error may be determined to be a material weakness or be considered a material error
that could, depending upon the complete quantitative and qualitative analysis, result in our having to restate
previously issued financial statements.

Risks Related to Reduced Reporting Requirements

We are an “emerging growth company” and may elect to comply with reduced public company reporting
requirements applicable to emerging growth companies, which could make our common stock less attractive
to investors.

We are an emerging growth company, as defined in the Jumpstart Our Business Startups Act of 2012, or the
JOBS Act, and, for as long as we continue to be an emerging growth company, we may choose to take advantage
of exemptions from various reporting requirements applicable to other public companies but not to emerging
growth companies, including, but not limited to, not being required to comply with the auditor attestation
requirements of Section 404 of the Sarbanes Oxley Act, reduced disclosure obligations regarding executive
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compensation in our periodic reports and proxy statements, and exemptions from the requirements of holding a
nonbinding advisory vote on executive compensation and stockholder approval of any golden parachute
payments not previously approved. We will continue to be an emerging growth company until the earliest of
(1) the last day of the fiscal year during which we had total annual gross revenues of $1 billion or more (as
indexed for inflation in the manner set forth in the JOBS Act), (2) the last day of the fiscal year following the
fifth anniversary of the date of our IPO, (3) the date on which we issued more than $1 billion in non-convertible
debt in the previous three-year period, or (4) the date on which we became a large accelerated filer as defined in
Rule 12b-2 of the Securities Exchange Act of 1934. We cannot predict if investors will find our common stock
less attractive if we choose to rely on these exemptions. If some investors find our common stock less attractive
as a result of any choices to reduce future disclosure, there may be a less active trading market for our common
stock and our stock price may be more volatile.

Under the JOBS Act, emerging growth companies can delay adopting new or revised accounting standards
until such time as those standards apply to private companies. However, we have irrevocably elected not to avail
ourselves of this exemption from new or revised accounting standards and, therefore, we will be subject to the
same new or revised accounting standards as other public companies that are not emerging growth companies.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM 2. PROPERTIES

Our principal offices are located in Burlington, Massachusetts where we occupy approximately 69,000
square feet of office space under two operating leases, one of which covers approximately 32,000 square feet of
office space and expires in July 2017, and the other of which covers approximately 37,000 square feet of office
space and expires in October 2019, subject to an early termination option that may be exercised by the sub-
landlord, in which case the Company would be required to vacate the premises no later than November 2015. We
also have offices in Jena and Munich, Germany, London, England, Utrecht, Netherlands, Paris, France and
Shanghai, China to support our international operations. We believe that our facilities are adequate for our
current needs and that suitable additional or substitute space will be available as needed to accommodate planned
expansion of our operations.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we are subject to various legal proceedings that arise in the normal course of our
business activities. In addition, from time to time, third parties may assert intellectual property infringement
claims against us in the form of letters and other forms of communication. As of the date of this Annual Report
on Form 10-K, we are not a party to any litigation the outcome of which, if determined adversely to us, would
individually or in the aggregate be reasonably expected to have a material adverse effect on our results of
operations, prospects, cash flows, financial position or brand.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART II

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS, AND ISSUER PURCHASES OF EQUITY SECURITIES

Market for Qur Common Stock and Related Stockholder Matters

Our common stock has traded on the New York Stock Exchange under the symbol “DWRE” since
March 15, 2012. Prior to that time, there was no public market for our common stock. The following table sets
forth for the periods indicated the high and low closing sale prices for our common stock as reported on the New
York Stock Exchange.

Fiscal 2012
High Low
First Quarter (from March 15,2012) .................... $31.45 $23.59
SecondQuarter ......... ...ttt 31.11 23.69
ThirdQuarter . ....... ..ottt 32.04 22.52
FourthQuarter ......... .. ..ot 33.93 24.64

Holders of Record

As of January 31, 2013 there were 63 stockholders of record of our common stock. Because many of our
shares of common stock are held of record by brokers and other institutions on behalf of stockholders, we are
unable to estimate the total number of stockholders represented by such record holders.

Dividend Policy

We have never declared or paid, and do not anticipate declaring or paying, any cash dividends on our
common stock. Any future determination as to the declaration and payment of dividends will be at the discretion
of our board of directors and will depend on then-existing conditions, including our financial condition, operating
results, contractual restrictions, capital requirements, business prospects and other factors our board of directors
may deem relevant.
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STOCK PRICE PERFORMANCE GRAPH

The following performance graph and related information shall not be deemed “soliciting material” or “filed” for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or the Exchange Act, or incorporated by
reference into any filing of Demandware, Inc. under the Securities Act of 1933, as amended, or the Exchange Act, except to
the extent we specifically incorporate it by reference in such filing.

The following comparative stock performance graph compares (i) the cumulative total stockholder return on our
common stock from March 15, 2012 through December 31, 2012 with (ii) the cumulative total return of the Russell 2000
Index and the NASDAQ Computer Index over the same period, assuming the investment of $100 in our common stock and
in both of the other indices on March 15, 2012 and the reinvestment of all dividends, if any. The stock price performance
reflected on the graph below is not necessarily indicative of future price performance. See the disclosure in Part I, Item 1A.
“Risk Factors.”

Comparison of 10 Month Cumulative Total Return
Assumes Initial Investment of $100
December 2012

140.00

120.00 /\

100.00
80.00
3/15/2012  3/31/2012  4/30/2012 6/31/2012 6/30/2012 7/31/2012 8/31/2012 9/30/2012  10/31/2012  11/30/2012 12/31/2012
-=Oue Demandware, Inc. ==Russell 2000 Index =tr=NASDAQ Computer Index |
3/15/2012 3/31/2012 4/30/2012 5/31/2012 6/30/2012 7/31/2012 8/31/2012 9/30/2012 10/31/2012 11/30/2012 12/31/2012
Demandware, Inc. .. ... $100.00 $12632 $115.52 $131.88 $100.42 $104.15 $110.22 $134.59 $125.86 $116.11 $115.81
Russell 2000 Index .... $100.00 $ 9995 $ 9841 $ 9190 $ 9648 $ 95.15 $ 98.32 $101.55 $ 98.66 $ 98.84 $101.97
NASDAQ Computer
Index ............. $100.00 $101.06 $ 9819 $ 9100 $ 9395 $9478 $99.68 $ 99.98 $ 93.13 $ 9335 $ 9298

The comparisons shown in the graph are based upon historical data. We caution that the stock price performance shown
in the graph above is not necessarily indicative of, nor is it intended to forecast, the potential future performance of our
common stock.
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Equity Compensation Plan Information

The information required by this item is incorporated by reference to the information disclosed under the
caption “Executive Compensation and Related Information” in our Proxy Statement for the 2013 Annual
Meeting of Stockholders.

Recent Sales of Unregistered Securities

None.

Use of Proceeds

In March 2012, we completed our initial public offering, or IPO, pursuant to a registration statement on
Form S-1 (File No. 333-175595), which the SEC declared effective on March 14, 2012. In the IPO, we issued
and sold 6,325,000 shares of common stock, including 825,000 shares of common stock sold pursuant to the
underwriters’ option to purchase additional shares, at a public offering price of $16.00 per share, for aggregate
gross proceeds to us of $101.2 million. The net offering proceeds to us, after deducting underwriting discounts
and offering expenses, were approximately $90.8 million. No offering expenses were paid directly or indirectly
to any of our directors or officers (or their associates) or persons owning ten percent or more of any class of our
equity securities or to any other affiliates.

There has been no material change in the use of proceeds from our initial public offering as described in our

final prospectus filed with the SEC pursuant to Rule 424(b). At December 31, 2012, all expenses incurred in
connection with the offering have been paid.

Issuer Purchases of Equity Securities

None.
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ITEM 6. SELECTED FINANCIAL DATA

The consolidated statements of operations data for the years ended December 31, 2010, 2011 and 2012 and
the consolidated balance sheet data at December 31, 2011 and 2012 are derived from our audited consolidated
financial statements appearing elsewhere in this Form 10-K. The consolidated statements of operations data for
the years ended December 31, 2008 and 2009 and the consolidated balance sheet data at December 31, 2008,
2009 and 2010 are derived from our audited consolidated financial statements that are not included in this Form

10-K.

Consolidated Statements of Operations Data:
Revenue:

Subscription ................... . ... ...
Services ...

Totalrevenue ...................cccovuun...

Cost of revenue:

Subscription ...........................
Services . ...oovuiii

Gross profit (10SS) . ......oooeeennnnnn .

Operating expenses:

Sales and marketing .....................
Research and development ................
General and administrative ................

Total operating expenses .............

(Loss) income from operations . ................
Otherexpense, net .............c.oouevunnon...

(Loss) income before provision for income taxes

Provision forincome taxes ....................

Net (loss)income ....................c......

Consolidated Balance Sheet Data:

Cash and cash equivalents ....................
Working capital . ............................
Totalassets ................................
Notespayable ..............................
Total preferred stock . ........................
Total stockholders’ equity (deficit) ..............

.« e
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Year Ended December 31,
2012 2011 2010 2009 2008
(in thousands)
67,930 $47219 §$ 28,714 $16,085 $ 4,688
11,545 9,328 7,976 5,312 2,783
79,475 56,547 36,690 21,397 7,471
13,015 9,511 6,222 3,964 3,188
11,326 10,196 8,282 11,533 12,435
24,341 19,707 14,504 15,497 15,623
55,134 36,840 22,186 5,900 (8,152)
33,496 19,847 10,883 7,304 8,458
15,085 11,182 6,091 4,950 5,173
13,712 6,567 4,179 3,729 3,025
62,293 37,596 21,153 15,983 16,656
(7,159) (756) 1,033  (10,083) (24,808)
(544) (443) (582) (239) (223)
(7,703) (1,199) 451 (10,322) (25,031)
421 212 142 55 27

(8,124) $ (1,411) $

309 $(10,377) $(25,058)

As of December 31,
2012 2011 2010 2009 2008
(in thousands)

$ 58,877 $14939 $17,148 $ 7,181 $ 1,398
104,023 8,725 7,516 82 (7,896)

139,328 42,886 37,028 20,066 10,401

2,353 1,882 1,821 767 —

0 87,603 82,329 69,844 50,675

94,590  (84,620) (81,114) (78,344) (64,144)



ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion of our financial condition and results of operations should be read together with the
financial statements and the related notes set forth in Item 8,. “F inancial Statements and Supplementary Data.” The
following discussion also contains forward-looking statements that involve a number of risks and uncertainties. See
Part I, “Special Note Regarding Forward-Looking Statements” for a discussion of the forward-looking statements
contained below and Part I, Item 1A. “Risk Factors” for a discussion of certain risks that could cause our actual
results to differ materially from the results anticipated in such forward-looking statements.

Overview

We are a leading provider of cloud-based digital commerce solutions for retailers and branded
manufacturers. Our digital commerce platform, Demandware Commerce, enables customers to establish and
execute complex digital commerce strategies that include global expansion, multi-brand rollouts and omni-
channel operations. We enable companies to easily design, implement and manage their own customized digital
commerce sites, including websites, mobile applications and other digital storefronts. Through our highly
scalable and open Demandware Commerce platform, our customers create seamless brand experiences to reach
their consumers across all digital touch points globally.

We sell subscriptions to our on-demand software and related services through both a direct sales force and
indirect channels. Our current customers consist of retailers and branded consumer product manufacturers that
operate principally in the following vertical markets: apparel and footwear, general merchandise, health &
beauty, home & garden, toys and sporting goods and other vertical categories.

We were incorporated in 2004, and initially focused on building our cloud-based architecture and
merchandising applications to allow us to service our customers. Sales were initially constrained due in part to
the reluctance of scme large companies to purchase software-as-a-service, or Saa$, solutions because of concerns
around security, reliability and control of their digital commerce solutions. However, the market opportunity for
our solutions has increased significantly in the last several years, due both to increased acceptance of SaaS, or
cloud-based, solutions across large enterprises and to greater recognition of the benefits of our solutions, which
include enhanced merchandising functionality, high reliability, safety and security, ease of deployment, reduced
time-to-market, flexible site customization, omni-channel distribution capabilities and availability of continual
software innovation. From December 31, 2008 to December 31, 2012, the number of customers using our
Demandware Commerce platform increased from 23 to 151, a2 60.1% compound annual growth rate, or CAGR,
and the number of sites operating on our platform increased from 50 to 579, a 84.5% CAGR.

We derive most of our revenue from subscriptions to our on-demand platform and related services.
Subscription fees are generally based on a revenue share pricing model, in which our customers pay us a
percentage of their total gross revenue that is processed on our platform. As part of their subscription fee, our
customers commit to a minimum level of gross revenue to be processed on our platform, from which a minimum
monthly, quarterly or annual, non-refundable subscription fee is derived. If a customer processes more gross
revenue than their committed minimum level, then the customer is required to pay us additional fees, called
overage fees, which are calculated as a percentage of the incremental revenue generated above the committed
revenue. While we typically record overage fees each quarter, a significant portion is recorded in the fourth
quarter. No refunds or credits are given if a customer processes less gross revenue than the contracted level.
Customer contracts are generally non-cancellable for a minimum term that is approximately three years and
range up to seven years.

Subscription revenue accounted for 78.3%, 83.5%, and 85.5% of our total revenue during the years ended
December 31, 2010, 2011 and 2012, respectively. Subscription revenue is driven primarily by the number of
customers we have, the number of digital commerce sites they operate on our platform, the contracted minimum
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value of our subscription agreements and the gross revenue generated from our customers in excess of their
committed minimum levels. To date, revenue generated by our customers’ traditional web e-commerce sites has
been the primary driver of our subscription revenue. However, we believe that our omni-channel capabilities,
including mobile, social and other digital channels, have been and will continue to be important factors in our
new customers’ purchasing decisions and existing customer renewals.

We derive our services revenue from the implementation of our customers’ digital commerce sites, which
includes the integration of complementary technologies and adaptation to back-end systems and/or business
processes and the configuration and deployment of the site. We also provide training services for individuals who
are part of the implementation, maintenance and optimization teams of our customers. In general, it takes
approximately six months to implement a new customer site on our platform. Incremental sites for a customer,
including for additional brands or geographies, can be implemented in less than one month.

Deferred revenue primarily consists of the unearned portion of billed services fees and fees for our on-
demand software. As we invoice nearly all our customers on a monthly or quarterly basis, our deferred revenue
balance does not serve as a reliable indicator of our future subscription revenue.

Our revenue growth has been driven by an increased number of customers, as well as an increase in our
average subscription revenue per customer. We have increased the number of customers operating on our
platform from 23 as of December 31, 2008 to 151 as of December 31, 2012. In addition, our average revenue per
customer has continued to increase as our customers grow their online revenue processed on our platform
through organic revenue growth of existing sites and the launching of new sites in new geographies or for new
brands. The number of sites that our customers operate on our platform increased from 50 as of December 31,
2008 to 579 as of December 31, 2012. Our revenue from outside the United States as a percentage of total
revenue was 51.3%, 49.7% and 45.4% for the years ended December 31, 2010, 2011 and 2012, respectively.

Our subscription revenue fluctuates as a result of seasonal variations in our business, principally due to our
customers’ revenue peaks during the holiday season, which correspondingly result in higher overage fees in the
fourth quarter than in other quarters. As a result, revenue in the first quarter generally declines sequentially from
the fourth quarter. For the quarter ended March 31, 2012, subscription revenue was 16.6% lower than
subscription revenue for the quarter ended December 31, 2011.

Our cost of revenue and operating expenses have increased in absolute dollars over the last year due to our
need to increase bandwidth and capacity to support customer revenue growth on our platform. We expect that our
cost of revenue and operating expenses will continue to increase in absolute dollars as we continue to invest in
our growth and incur additional costs as a public company.

We believe the large and growing market for cloud-based digital commerce solutions will provide us with
significant growth opportunities. As digital commerce transactions continue to account for a greater proportion of
all retail sales, we believe that retailers and branded consumer product manufacturers will continue to enhance
the performance and functionality of their digital commerce sites, increase their number of sites and expand their
online presence to encompass multiple digital channels such as in-store digital solutions. Just as companies have
increasingly chosen cloud-based solutions as an attractive alternative to costly and inflexible on-premise
solutions for their enterprise-wide applications, we believe that retailers and branded consumer product
manufacturers will increasingly adopt cloud-based solutions for their digital commerce needs.

We are focused on growing our business by pursuing the significant market opportunity for cloud-based
digital commerce solutions. We plan to grow our revenue by adding new customers and helping our existing
customers increase their revenue processed on our platform by taking full advantage of the functionality of
Demandware Commerce, by increasing the number of sites deployed by them and by extending their online
presence across multiple channels, including mobile applications, social networks, call centers and in-store
applications. We also plan to expand our customer base to include industry sectors, customer segments and
geographic regions beyond those which we currently serve.
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Initial Public Offering

In March 2012, we completed our initial public offering, or IPO, in which we sold 6,325,000 shares of
common stock, including 825,000 shares sold pursuant to the underwriters” option to purchase additional shares,
at an offering price of $16.00 per share. Our shares are traded on the New York Stock Exchange. We received
proceeds from the IPO of $94.1 million, net of underwriting discounts and commissions, but before offering
expenses of $3.3 million.

Key Metrics

We regularly review a number of metrics to evaluate growth trends, measure our performance, formulate
financial projections and make strategic decisions. We discuss revenue, gross margin, and the components of
operating income and margin below under “Basis of Presentation,” and we discuss other key metrics below.

Number of Customers

We believe that our ability to expand our customer base is an indicator of our market penetration and growth
of our business as we continue to invest in our direct sales force, our indirect sales channels and marketing
initiatives. We define our number of customers at the end of a particular quarter as the number of customers
generating subscription revenue during the period, and who have a committed minimum level of gross revenue to
be processed on our platform, from which a minimum monthly, quarterly or annual, non-refundable subscription
fee is derived. As of December 31, 2012, we had 151 customers. For more information about our customers, see
“Business—Customers.”

Number of Customer Sites

Since our customers generally operate more than one site across various geographies and brands and pay us
fees based on the total gross revenue they process on our platform, we believe the total number of customer sites
using our solutions in a given quarter is an indicator of the growth of our business. As of December 31, 2012, our
customers were operating 579 sites on our platform.

Subscription Dollar Retention Rate

We believe that our ability to retain our customers and expand their digital commerce revenue growth on
our software platform over time is an indicator of the stability of our revenue base and the long-term value of our
customer relationships. We assess our performance in this area using a metric we refer to as our subscription
dollar retention rate. We calculate the subscription dollar retention rate by dividing the retained average contract
value of subscription revenue by the previous average contract value of subscription revenue. We define retained
average contract value of subscription revenue as the average annual contract value from committed subscription
fees for all contracts that renew in a given period. We define previous average contract value of subscription
revenue as the average annual contract value from committed subscription fees for all contracts that expire in that
same period. Since our customer contracts are typically three years, we have a limited history of quantifying our
subscription dollar retention rate. However, although we have lost individual customers from time to time, our
customers that have renewed their subscriptions have tended to increase their subscription commitment level to
align with their increasing gross revenue volumes. As a result, our subscription dollar retention rate has been
above 100% in 2010, 2011 and 2012.

Total Contract Value Backlog

As of December 31, 2012, we had contract backlog, which consists of total committed minimum subscription
fees plus our deferred revenue, of approximately $208.2 million compared with backlog of approximately $141.8
million as of December 31, 2011, due largely to the increased number of new customers. Backlog does not include any
anticipated overage fees. Because revenue for any period is a function of revenue recognized from deferred revenue
and backlog under contracts in existence at the beginning of the period as well as contract renewals and new customer
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contracts during the period, backlog at the beginning of any period is not necessarily indicative of future performance.
Our presentation of backlog may differ from other companies in our industry.

Key Components of Our Results of Operations
Revenue
Subscription Revenue

We derive our subscription revenue from fees paid to us by our customers for their access to our cloud-
based digital commerce solutions for a specified period of time. Fees are generally based on a revenue share of
the total gross revenue our customers process through their sites operating on our platform, and include a
committed level of gross revenue from which a minimum monthly, quarterly or annual, subscription fee is
derived. Customer contracts are generally non-cancellable for a minimum period that is typically three years and
range up to seven years. If customers process more than their committed gross revenue, then we bill overage fees
for the difference between the resulting revenue share and their committed minimum fee at the rates applicable in
their contracts for the actual volume of revenue achieved. Overage fees represented 29.4%, 33.9% and 32.7% of
subscription revenue for the years ended December 31, 2010, 2011 and 2012, respectively. If customers process
less than their committed gross revenue, no credits or refunds are given.

We recognize the minimum subscription fee ratably on a straight-line basis over the subscription term,
provided that an enforceable contract has been signed by both parties, access to our software has been granted to
the customer, the fee for the subscription is fixed or determinable and collection is reasonably assured. Revenue
from overage fees is recognized in the period in which that volume is processed and earned. We also derive
revenue from annual solution support fees when the services are first activated. The annual solution support fees
are recorded as deferred revenue and recognized as revenue ratably on a straight-line basis over the related
subscription term. Set up fees paid by customers in connection with subscription services are deferred and
recognized ratably over the longer of the term of the subscription agreement or the estimated expected life of the
customer relationship. As we gain more experience with customer renewals, we continue to evaluate the
estimated life of our customers. At December 31, 2012, we reassessed the estimated expected life of our
customers, increasing it to just over six years, as compared to three to six years in prior periods. See “Critical
Accounting Policies and Estimates” for further details of this change in accounting estimate.

Services Revenue

Services revenue consists primarily of fees associated with application configuration, integration and
training services. Our service arrangements are billed on a fixed fee or time and materials basis. From time to
time, certain of our services projects are subcontracted to third parties. Our customers may also elect to use
unrelated third parties to perform these services. Our typical service arrangement provides for payment to us
within 30 to 60 days of invoice.

Cost of Revenue
Cost of Subscription Revenue

Cost of subscription revenue primarily consists of hosting costs, data communications expenses,
depreciation expenses associated with computer equipment, personnel and related costs, including salaries,
bonuses, payroll taxes, recruiting fees and stock compensation, software license fees and amortization expenses
associated with capitalized software. In addition, we allocate a portion of overhead, such as rent, information
technology, or IT, costs, depreciation and amortization and employee benefits costs, to cost of revenue based on
headcount. Expenses related to the depreciation associated with computer equipment, hosting and data
communications are affected by the number of customers using our on-demand software, the complexity of their
sites and the volume of transactions processed. We plan to continue to significantly expand our capacity to
support our growth, which will result in higher cost of subscription revenue in absolute dollars.
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Cost of Services Revenue

Cost of services revenue primarily consists of personnel and related costs, third-party contractors and allocated
overhead. Our cost of services revenue is expensed as the costs are incurred. However, the related revenue from fees
we receive for our services performed before a customer is operating on our platform is deferred until the
commencement of a subscription and recognized as revenue ratably over the longer of the related subscription term or
the estimated expected life of the customer relationship. Therefore, the cost incurred in providing these services is not
expensed in the samre periods as the revenue is recognized. Our cost associated with providing services has been
significantly higher as a percentage of revenue than our cost of subscription revenue.

When we perform our services, we often supplement our internal resources with third-party contractors. We
also work with a variety of system integrators who sometimes lead implementation efforts. Finally, we have
strategic relationships with companies who provide a full-service, comprehensive, end-to-end e-commerce
solution by combining our Demandware Commerce platform with a host of complementary services and
technologies, such as logistics and warehousing, and who also lead implementation efforts as part of this
comprehensive service. The cost of these services will fluctuate from quarter to quarter based on the number of
customers that are in the process of implementation, and also based on the extent to which the services are
implemented by us or a third party. We expect gross margins from services to decline over time as we grow our
customer acquisition efforts, which we expect to result in increased services costs in absolute dollars.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primarily of personnel and related expenses for our sales and
marketing staff, including salaries, benefits, bonuses, stock-based compensation and commissions; costs of
marketing and promotional events, corporate communications, online marketing, product marketing and other
brand-building activities; and allocated overhead. We expense sales commissions when the customer contract is
signed because our obligation to pay a sales commission arises at that time.

We intend to continue to invest in sales and marketing and expect spending in these areas to increase in
absolute dollars and as a percentage of revenue as we continue to expand our business both domestically and
internationally. We expect sales and marketing expenses to continue to be among the most significant
components of our operating 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 contractors; and allocated overhead. Research and development costs, other than software
development expenses qualifying for capitalization, are expensed as incurred.

We have focused our research and development efforts on continuously improving our platform, including
feature innovation as well as platform extension. We believe that our research and development activities are
efficient, because we benefit from maintaining a single software code base. We expect research and development
expenses to increase in absolute dollars and as a percentage of revenue as we add new functionality on the
platform and expand our network infrastructure.

General and Administrative

General and administrative expenses consist primarily of personnel and related expenses for administrative,
finance, IT, legal and human resource staffs, including salaries, benefits, bonuses and stock-based compensation;
professional fees; insurance premiums; other corporate expenses; and allocated overhead.
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We expect our general and administrative expenses to increase as we continue to expand our operations, hire
additional personnel and incur costs as a public company. We expect to incur additional expenses related to
increased outside legal counsel assistance, accounting and auditing activities, compliance with Securities and
Exchange Commission, or SEC, requirements and enhancing our internal control environment through the
adoption and administration of new corporate policies.

Other (Expense) Income
Interest Income

Interest income consists of interest income and realized gains and realized losses on our cash equivalents,
and investments in marketable securities

Interest Expense

Interest expense consists primarily of interest expense from borrowings under our credit facility and our
promissory notes; and amortization of debt issuance costs.

Other (Expense) Income

Other (expense) income, net consists of income and expense associated with fluctuations in foreign currency
exchange rates and changes in fair value of preferred stock warrant liabilities. We expect other (expense) income
to vary depending on the movement in foreign currency exchange rates and the related impact on our foreign
exchange gain (loss). The preferred warrant liability was the result of a warrant issued in connection with our
long-term debt financing. At the closing of the IPO, the warrant automatically converted into a warrant to
purchase 23,092 shares of the Company’s common stock at an exercise price of $3.90 per share. The fair value of
the warrant was $0.5 million, which was reclassified as a component of additional paid-in capital and as a result,
we will no longer record any changes in the fair value of these liabilities in our statements of operations.

Provision for Income Taxes

The provision for income taxes is related to certain foreign income taxes. As we have incurred operating
losses in all periods to date and recorded a full valuation allowance against our U.S. federal and state net deferred
tax assets, we have not historically recorded a provision for federal and state income taxes.

Critical Accounting Policies and Estimates

Our financial statements and the related notes included elsewhere in this Form 10-K are prepared in
accordance with generally accepted accounting principles in the United States. The preparation of these financial
statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities,
revenue, cost of revenue, operating expenses, other income and expenses, provision for income taxes and related
disclosures. We base our estimates on historical experience and on various other assumptions that we believe to
be reasonable under the circumstances. Changes in accounting estimates are reasonably likely to occur from
period to period. Accordingly, actual results could differ significantly from our estimates. We evaluate our
estimates and assumptions on an ongoing basis. To the extent that there are material differences between our
estimates and our actual results, our future financial statement presentation, financial condition, results of
operations and cash flows will be affected.

We believe the assumptions and estimates associated with the following accounting policies have the
greatest potential impact on our financial statements: revenue recognition and deferred revenue; accounting for
stock based compensation; and income taxes.
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Revenue Recognition and Deferred Revenue

Our revenue is derived from sales of subscriptions to our cloud-based digital commerce solutions and
related services. We recognize revenue when: (i) persuasive evidence of an arrangement for the sale of our digital
commerce solutions or services exists, (ii) our digital commerce solutions have been made available or delivered,
(iii) the sales price is fixed or determinable, and (iv) collectability is reasonably assured. Evidence of an
arrangement consists of a signed customer contract. We consider delivery of our digital commerce solutions to
have commenced once a customer launches an initial site, or at the commencement of a subscription term,
whichever is sooner, but in either case, not until our digital commerce solutions are made available to our
customers for their use. Our fees are fixed based on stated revenue share rates specified in the customer contract.
We assess collectability based in part on an analysis of the creditworthiness of each customer, as well as other
relevant economic or financial factors. If we do not consider collection reasonably assured, we defer the revenue
until the fees are actually collected.

Subscription fzes are generally based on a revenue share pricing model, whereby our customers pay us a
percentage of their total gross revenue that is processed on our platform. Subscription revenue primarily consists
of fees derived frora contractually committed minimum levels of gross revenue processed on our platform and
fees derived from our customers’ gross revenue processed above minimum contracted levels. Customers do not
have the contractual right to take possession of our on-demand software. Accordingly, we recognize the
minimum subscription fee on a straight-line basis over the subscription term, provided that an enforceable
contract has been signed by both parties, access to our software has been granted to the customer, the fee for the
subscription is fixed or determinable and collection is reasonably assured. Should a customer exceed the
specified contractual gross revenue volume, the customer is required to pay us additional fees, or overage fees,
for the difference between the resulting revenue share and their committed minimum fee. We recognize revenue
for overage fees in the period in which the revenue is processed and earned. We do not recognize revenue in
excess of the amount we have a right to invoice within an annual subscription year. Set up fees are deferred and
recognized ratably over the longer of the term of the subscription agreement or the estimated expected life of the
customer relationship, as discussed below.

We also derive revenue from services related to the subscription to our digital commerce solutions. Services
revenue consists primarily of fees associated with application configuration, integration and training. Our
services are performed by us directly, or by third party service providers, distributors or customers themselves
without our involvement. Services that are sold with the subscription prior to the customer’s use of our digital
commerce platform are recognized ratably over the longer of the term of the subscription agreement or estimated
expected life of the customer relationship. As we gain more experience with customer renewals, we continue to
evaluate the estimated life of our customers. At December 31, 2012, we reassessed the estimated expected life of
our customers, increasing it to just over six years. We determined this change in accounting estimate was
appropriate due to the increased amount of renewal history available, which provided better insight and improved
judgment in determining the estimate. Previously, our estimated expected customer life ranged from three to six
years. This change in accounting estimate will affect the amortization period in future periods, and did not affect
net income or related per-share amounts in any of the current periods. We have reclassified $2.1 million of short
term deferred revenue to long term within the Consolidated Balance Sheet as of December 31, 2012. We will
continue to evaluate the length of the amortization period and it is possible that, in the future, the estimated
expected customer life may change and, if so, the period of amortization will be adjusted.

In the first quarter of 2011 we adopted, on a prospective basis, Accounting Standards Update 2009-13
“Revenue Recognition (Topic 605)—Multiple-Deliverable Revenue Arrangements — a Consensus of the Emerging
Issues Task Force,” or ASU 2009-13, formerly known as EITF 08-1, “Revenue Arrangements with Multiple
Deliverables,” which amended the accounting guidance for multiple-deliverable revenue arrangements to:

» provide updated guidance on whether multiple deliverables exist, how the deliverables in an
arrangement should be separated, and how the consideration should be allocated;
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* require an entity to allocate revenue in an arrangement using estimated selling prices, or ESP of each
deliverable if a vendor does not have vendor-specific objective evidence of selling price, or VSOE, or
third-party evidence of selling price, or TPE; and

« eliminate the use of the residual method and require a vendor to allocate revenue using the relative
selling price method.

Our services that are sold after a customer launches its initial digital commerce site, which are to assist
customers with the configuration and integration of our solution, have standalone value because our customers
who purchase these services are already operating on our platform. Beginning on January 1, 2011, services that
are sold after a customer launches an initial site are billed and recognized as revenue as the services are provided.
Prior to the adoption of ASU 2009-13, we did not have VSOE or TPE for the minimum subscription fees earned
for the use of our cloud-based digital commerce platform and such fees were considered to be an undelivered
element for which fair value had not been established in accordance with FASB ASC 605-25-25 Revenue
Recognition—Multiple Element Arrangements. In addition, we were not able to establish VSOE or TPE for our
services that were sold after the initial contract. As a result, we recognized these services ratably over the
remaining contract period. Our digital commerce solution has standalone value because once a customer
launches a site our solution is fully functional and does not require any additional development, modification or
customization.

We are not able to determine VSOE or TPE for our deliverables because we have determined that there are
no third-party offerings reasonably comparable to our solution. Accordingly, we determine the selling prices of
subscriptions to our solution and services based on ESP. In determining ESP for subscriptions to our solution, we
consider the size of customer arrangements, as measured by the volume of gross revenues processed by our
customers, whether the sales were made by our direct sales team or distributors and whether the sales are to
domestic or international customers. We group sales of our solution into multiple different categories based on
these criteria. We then compute an average selling price for each group. This average selling price represents our
ESP for that type of customer arrangement. In determining ESP for services, we analyze standalone purchases of
services made subsequent to the original subscription. For these services arrangements, we then examine the
actual rate per hour we charge or, for fixed fee arrangements, the implied average rate per hour based on the
fixed fee divided by the estimated hours to complete the service. The ESP is the product of this average rate per
hour and our estimate of the hours needed to complete the services. In evaluating and arriving at ESP for
services, we also consider the reasonableness of the implied gross margins, as indicated by our internal costs to
deliver such services, as well as comparisons to rates per hour for information technology consulting services in
our industry generally.

The determination of ESP for our deliverables as described above requires us to make significant estimates and
judgments, including the comparability of different subscription arrangements and services and estimates of the hours
required to complete various types of services. In addition, we consider other factors including the following:

o Size and nature of the deliverables. In categorizing our subscriptions into meaningful groupings for
determining ESP, we consider the size of the customer’s digital commerce business, the number of sites
Jaunched and the committed minimum subscription fee. For services, we consider the extent of the services
provided and the estimated hours required to complete the service based on our historical experience.

«  Customer location. Our pricing is different for domestic and international customers, and therefore in
determining ESP of subscriptions to our solution, we evaluate domestic arrangements separately from
international arrangements.

e Market conditions and competitive landscape for the sale. Our pricing and discounting varies based on
the economic environment and competition. We consider these factors in determining the grouping of
comparable services and the periods over which we compare arrangements to compute the ESP.

s Internal costs. Our pricing for our digital commerce solution and services considers our internal costs
to provide the services.
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After we determine the fair value of revenue allocable to each deliverable based on the relative selling price
method for bundled arrangements, we recognize the revenue for each deliverable based on the type of deliverable. For
subscriptions to our solution, we recognize the revenue on a straight-line basis over the term of the customer
agreement, which is typically three years. For services sold after a customer launches its initial site, we generally
recognize revenue using the proportional performance method over the period the services are performed.

Deferred revenue represents amounts billed to customers for which revenue has not been recognized.
Deferred revenue consists of the unearned portion of services fees or the unearned portion of fees from
subscriptions to our cloud-based digital commerce solutions.

Accounting for Stock-Based Compensation

We account for stock-based awards granted to employees and directors by recording compensation expense
based on the awards’ estimated fair values. We expect that our expense related to stock-based compensation will
increase over time.

We estimate the fair value of our stock-based awards as of the date of grant using the Black-Scholes option-
pricing model. Determining the fair value of stock-based awards under this model requires judgment, including
estimating the value per share of our common stock, volatility, expected term of the awards, estimated dividend
yield and the risk-free interest rate. The assumptions used in calculating the fair value of stock-based awards
represent our best estimates, based on management’s judgment and subjective future expectations. These estimates
involve inherent uncertainties. If any of the assumptions used in the model change significantly, stock-based
compensation recorded for future awards may differ materially from that recorded for awards granted previously.

Prior to our initial public offering, given the absence of an active market for our common stock, our board
of directors was required to estimate the fair value of our common stock at the time of each grant of stock-based
awards. From 2007 through the closing of our initial public offering, our management regularly commissioned an
independent third party valuation firm to prepare contemporaneous valuation analyses near the time of each grant
to assist our board of directors in this determination.

In determining the fair value of our stock-based awards, we base the majority of its estimate of expected
volatility using volatility data from comparable public companies in similar industries and markets because there
is currently limited public market history for the our common stock, and therefore, a lack of market-based
company-specific historical and implied volatility information. The risk-free interest rate assumption was based
on the U.S. Treasury zero-coupon bonds with maturities similar to those of the expected term of the award being
valued. The assumed dividend yield is based on our expectation of not paying dividends in the foreseeable future.
The weighted-average expected life for employee options reflects the application of the simplified method, which
represents the average of the contractual term of the options and the weighted-average vesting period for all
option tranches. The simplified method has been used since we do not have sufficient historical exercise data to
provide a reasonable basis upon which to estimate expected term due to a limited period of the Company’s life.

Once we have determined the estimated fair value of our stock-based awards, we recognize the portion of that
value that corresponds to the portion of the award that is ultimately expected to vest, taking estimated forfeitures
into account. This amount is recognized as an expense over the vesting period of the award using the straight-line
method. We estimate forfeitures based upon our historical experience and, at each period, review the estimated
forfeiture rate and make changes as factors affecting the forfeiture rate calculations and assumptions change.

Stock-based compensation expense is expected to increase in 2013 compared to 2012 as a result of our
existing unrecognized stock-based compensation and as we issue additional stock-based awards to continue to
attract and retain employees.
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Accounting for Income Taxes

We use the liability method of accounting for income taxes. Under the liability method, deferred taxes are
determined based on the temporary differences between the financial statement and tax bases of assets and
liabilities, using tax rates expected to be in effect during the years in which the bases differences are expected to
reverse. We record a valuation allowance when it is not more likely than not that some of our net deferred tax
assets will be realized. In determining the need for valuation allowances, we consider our projected future taxable
income and the availability of tax planning strategies. We have recorded a full valuation allowance to reduce our
net deferred tax assets to zero, because we have determined that it is not more likely than not that any of our net
deferred tax assets will be realized. If in the future we determine that we will be able to realize any of our net
deferred tax assets, we will make an adjustment to the allowance, which would increase our income in the period
that the determination is made.

We have assessed our income tax positions and recorded tax benefits for all years subject to examination,
based upon our evaluation of the facts, circumstances and information available at each period end. For those tax
positions where we have determined there is greater than 50% likelihood that a tax benefit will be sustained, we
have recorded the largest amount of tax benefit that has a likelihood of greater than 50% of being realized upon
ultimate settlement with a taxing authority that has full knowledge of all relevant information. For those income
tax positions where we have determined there is a less than 50% likelihood that a tax benefit will be sustained, no
tax benefit has been recognized in our financial statements.

Results of Operations

The following table sets forth our statements of operations data for each of the periods indicated as a percentage
of revenue. The period-to-period comparison of financial results is not necessarily indicative of future results.

Year Ended December 31,
2012 2011 2010

Consolidated Statements of Operations Data:

Revenue:

SUbSCHPHON .. ..ovit it e 85.5% 83.5% 78.3%

SEIVICES ottt e et e 14.5 16.5 21.7
TOtal FEVENMUE . ...ttt et it e e ae e 100.0 100.0 100.0
Cost of revenue:

SubSCription .........coviiiiiiiiiiiii i 164 16.8 17.0

SOIVICES i vttt it e e e e 14.2 18.0 22.6
Total COStOf rEeVenUE . ... ..cvt i iit i iiiiai e 30.6 34.8 39.6
Gross profit . . .. .covvn i e 69.4 65.2 60.4
Operating expenses:

Salesand marketing ........... ... ... ... i 42.1 35.1 29.7

Research anddevelopment . .......................... 19.0 19.8 16.6

General and administrative ............ ...t 17.3 11.6 114

Total operating eXpenses ..............c...oveenn. 78.4 66.5 577

(Loss) income from operations ................cooouion.... 9.0) (1.3) 2.7
Otherexpense, Net .............ciiiniiriinneineennnnnn 0.7 0.8) (1.6)
(Loss) income before provision for income taxes ............. ©.7 2.1 1.1
Provision for income taxes . ........... ...t 0.5 04 0.4
Net (IoSS)INCOME . ..ot vttt et ii it iaatnenes 10.2)% 2.5% 0.7%
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Comparison of Years Ended December 31, 2012, 2011 and 2010

Revenue
Change from Change from
Year Ended December 31, 2011 to 2012 2010 to 2011
2012 2011 2010 $ % $ %
(dollars in thousands) - -
Subscriptionrevenue .................... $67,930 $47,219 $28,714 $20,711 43.9%$18,505 64.4%
Percentage of total revenue . .............. 855% 83.5% 78.3%
Servicesrevenue . .................u.n... $11,545 $ 9328 $ 7976 $ 2217 23.8%$ 1,352 17.0%
Percentage of total revenue . .............. 145% 165% 21.7%

Subscription revenue. Subscription revenue increased by $20.7 million, or 43.9%, from 2011 to 2012. The
increase was driven primarily by an increase of $17.1 million in revenue from new customers. We had 151
customers and 579 sites operating on our platform as of December 31, 2012, an increase from 101 customers and
361 sites operating on our platform as of December 31, 2011. In addition, revenue from existing customers net of
revenue declines from customer terminations grew $3.7 million from 2011 to 2012. The increase in revenue from
existing customers resulted from both organic site growth and the launch of additional sites in 2012. Our
customers launched 218 net new sites in 2012, an increase of 49.3% from 146 net new sites in 2011. Revenue
realized from overage fees increased from $16.0 million, representing 33.9% of subscription revenue for the year
ended December 31, 2011, to $22.2 million, representing 32.7% of subscription revenue for the year ended
December 31, 2012.

Subscription revenue increased by $18.5 million, or 64.4%, from 2010 to 2011. The increase was driven
primarily by an increase of $13.3 million in revenue from new customers. We had 101 customers and 361 sites
operating on our platform as of December 31, 2011, an increase from 69 customers and 215 e-commerce sites
operating on our platform as of December 31, 2010. In addition, revenue from existing customers grew $5.2
million from 2010 to 2011. The increase in revenue from existing customers resulted from both organic site
growth and the launch of additional sites in 2011. Qur customers launched 146 net new sites in 2011, an increase
of 31.5% from 111 net new sites in 2010. Revenue realized from overage fees increased from $8.4 million,
representing 29.4% of subscription revenue for the year ended December 31, 2010, to $16.0 million, representing
33.9% of subscription revenue for the year ended December 31, 2011.

Services revenue. Services revenue increased $2.2 million, or 23.8%, from 2011 to 2012. The increase was
driven by an increase in the number of customers for which we recognized revenue from service engagements
sold with the subscription prior to the customer’s initial site launch on our digital commerce platform. We
accelerated $0.8 million of deferred revenue from neckermann.de GmbH in the fourth quarter of 2012 that we
would otherwise have recognized in 2013 because this customer commenced formal insolvency proceedings and,
as a result of such filing, we terminated the subscription agreement with this customer. Additionally, the increase
was driven by an increase of $0.5 million more in services performed after our customers launched their sites on
our platform compared to the 2011 period. Moreover, fees received from sponsors of and participants attending
our global customer conference increased $0.3 million during the same period of 2012 over 2011. Additionally,
we recognized $0.4 million during 2012 from our LINK partner membership program. No such fee-based
membership program existed in 2011.

Services revenue increased $1.4 million, or 17.0%, from 2010 to 2011. On January 1, 2011, we began
recognizing revenue from service arrangements entered into by our customers after their initial site launch as the
services were performed using a proportional performance model, which for the year ended December 31, 2011,
increased revenue by $1.4 million over what would have been recognized under the prior guidance applied in
2010. In addition, the increase was driven by a higher number of customers for which we recognized revenue
from service engagements sold with the subscription prior to the customer’s initial site launch on our digital
commerce platform. We recognized services revenue from 83 customers in 2011, while in 2010 we recognized
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services revenue from 54 customers. The increases in services revenue were partially offset by a decrease in
revenue as a result of longer recognition periods in 2011 for pre-launch services recognized ratably over the
longer of the term of the subscription agreement or estimated expected life of the customer relationship, which
ranged from three to six years during the years ended December 31, 2012, 2011 and 2010.

Cost of Revenue
Change from Change from
Year Ended December 31, 2011 to 2012 2010 to 2011
2012 2011 2010 $ % $ %
(dollars in thousands) — -
Cost of subscriptionrevenue ................. $13,015 $ 9,511 $6,222 $3,504 36.8%$3,289 52.9%
Percentage of subscription revenue ............ 192%  20.1% 21.7%
Grossmargin ...............coiiiiiiaan.. 80.8% 799% 78.3%
Cost Of SEerviCeSIeVenuUe . . ..o o v vnnnn. $11,326 $10,196 $8,282 $1,130 11.1%$1,914 23.1%
Percentage of servicesrevenue ............... 98.1% 109.3% 103.8%
Grossmargin ............ . il 1.9% 9.3)% (3.8)%

Cost of subscription revenue. Cost of subscription revenue increased $3.5 million, or 36.8%, from 2011 to
2012. The increase was primarily attributable to $1.1 million of increased depreciation, maintenance, and
equipment and software support expenses associated with equipment for our data centers and $1.8 million of
increased hosting and bandwidth expenses due to an expansion of our capacity to accommodate the growth
during the 2012 period. In addition, we increased our headcount in our support and technical operations team by
19.2% in 2012. As a result, our personnel and related expenses, such as salaries, bonuses, payroll taxes,
recruiting fees and stock compensation, increased by $0.9 million in 2012. These expense increases were
partially offset by a $0.4 million decrease in a third party license arrangement, which we terminated in 2011.

Cost of subscription revenue increased $3.3 million, or 52.9%, from 2010 to 2011. The increase was
primarily attributable to $1.5 million of increased depreciation and maintenance expenses associated with
equipment for our data centers and $0.8 million of increased hosting and bandwidth expenses due to an
expansion of our capacity to accommodate our growth during 2011. In addition, we increased our headcount in
our support and technical operations team by 52.9% in 2011. As a result, our personnel and related expenses,
such as salaries, bonuses, payroll taxes, recruiting fees and stock compensation, increased $0.8 million in 2011.
Finally, we increased the use of third-party contractors in our support organization, which resulted in a $0.1
million increase in consulting expenses in 2011.

Cost of services revenue. Cost of services revenue increased $1.1 million, or 11.1%, from 2011 to 2012. The
increase was primarily attributable to $1.8 million of increased personnel and related expenses due to increased
client services headcount due to our expansion into new geographical regions and the increased number of
customer implementations conducted in 2012 versus 2011, and $0.2 million of increased allocated overhead costs
such as rent, information technology, or IT, costs, and depreciation and amortization expenses incurred as a result
of our growth. During the year ended December 31, 2012, we experienced an approximate 26% increase in the
average headcount when compared to the year ended December 31, 2011. These increased personnel related and
overhead expenses are offset by a $1.0 million decrease in outside consulting expenses, resulting from a
decreased use of third-party contractors to assist our direct services implementation teams. While we experienced
an increase in the number of customers in the implementation phase during the year ended December 31, 2012,
because more of our implementations were lead by third party integrators, the number of implementations
performed directly and solely by our client service team decreased by 33% when compared to the prior period.
Our increased use of third party integration partners to service our customer implementations has allowed us to
enable more customers to launch sites on our platform while minimizing the additional headcount required by us
to perform the implementation which has enabled us to control our internal costs.
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Cost of services revenue increased $1.9 million, or 23.1%, from 2010 to 2011. The increase was primarily
attributable to $1.2 million of increased personnel and related expenses due to the addition of employees and
$0.6 million of increased outside consulting expenses resulting from an increased use of third-party contractors to
implement new customer sites on our platform. The increases in headcount as well as third-party contractors
resulted from an increase in the number of customer implementations conducted during 2011. In 2011, we had
more customers in the implementation stage, which resulted in a 19% increase in total project hours over 2010.

Operating Expenses
Sales and Marketing
Change from Change from
Year Ended December 31, 2011 to 2012 2010 to 2011
2012 2011 2010 $ %0 $ %
(dollars in thousands)
Sales and marketing . ................... $33,496 $19,847 $10,883 $13,649 68.8% $8,964 82.4%
Percentage of total revenue .............. 421% 351% 29.7%

Sales and marketing expenses increased $13.6 million, or 68.8%, from 2011 to 2012. The increase was
attributable to the cxpansion of our sales force to address increased opportunities in new and existing markets.
Total headcount within sales and marketing increased from 76 at December 31, 2011 to 120 at December 31,
2012, an increase of 57.9%. We added employees within our direct sales, business development and marketing
organizations in both North America and Europe which contributed to $8.8 million of increased personnel and
related expenses, of which $1.6 million related to stock compensation expense. In addition, commissions and
sales bonuses increased by $1.5 million, or 32.9%, in the 2012 period as a result of an increase in new customers
acquired during the 2012 period. Travel expenses also increased $0.4 million in the 2012 period as a result of the
increase in headcount. Additionally, marketing program expenses increased $2.0 million in the 2012 period as we
increased the size of our annual global customer conference and also increased the level of spending to enhance
our global brand. Finally, we incurred $0.8 million of increased allocated overhead costs such as rent, IT costs,
and depreciation and amortization expenses incurred as a result of our growth.

Sales and marketing expenses increased $9.0 million, or 82.4%, from 2010 to 2011. The increase was
attributable to increases in marketing programs and the expansion of our sales force to address increased
opportunities in new and existing markets. Total headcount within sales and marketing increased from 51 at
December 31, 2010 to 76 at December 31, 2011, an increase of 49.0%. We added employees within our direct
sales, business development and marketing organizations in both North America and Europe, which contributed
to $4.4 million of increased personnel and related expenses in 2011. In addition, commissions and sales bonuses
increased by $2.3 million, or 172.4%, in 2011 as a result of an increase in new customer contracts acquired
during the year. We also incurred $0.8 million of increased marketing program expenses in 2011 to support our
expansion of our domestic and international sales activities, including our hosting of a global customer
conference in 201 1; we did not host a similar conference in 2010. Finally, we incurred $1.0 million of increased
travel and entertainment expenses and $0.4 million of increased allocated overhead costs, such as rent, IT costs
and depreciation expenses incurred as a result of our growth.

Research and Development

Change from Change from
Year Ended December 31, 2011 to 2012 2010 to 2011
2012 2011 2010 $ % $ %
(dollars in thousands) -
Research and development . ................ $15,085 $11,182 $6,091 $3,903 349% $5,091 83.6%
Percentage of total revenue ................ 19.0% 19.8% 16.6%
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Research and development expenses increased $3.9 million, or 34.9%, from 2011 to 2012. The increase was
attributable to investments made to enhance and improve the functionality of our digital commerce platform. We
increased our engineering headcount by 22.6%, during 2012, which contributed to increased personnel and related
expenses of $3.0 million. In addition, we supplemented our internal development efforts with third-party contractors
and increased the use of such resources in 2012 in order to accelerate our development efforts. As a result, we incurred
increased contractor costs of $0.5 million in 2012. Finally, we incurred $0.4 million of increased allocated overhead
costs, such as rent, IT costs and depreciation expenses incurred as a result of our growth.

Research and development expenses increased $5.1 million, or 83.6%, from 2010 to 2011. The increase was
attributable to investments made to enhance and improve the functionality of our digital commerce platform. We
increased our engineering headcount by 51.4%, during 2011, which contributed to increased personnel and
related expenses of $3.1 million. In addition, we supplemented our internal development efforts with third-party
contractors and increased the use of such resources in 2011 in order to accelerate our development efforts. As a
result, we incurred increased contractor costs of $1.6 million in 2011. Finally, we incurred $0.3 million of
increased allocated overhead costs, such as rent, IT costs and depreciation expenses incurred as a result of our
growth.

General and Administrative

Change from Change from
Year Ended December 31, 2009 to 2010 2010 to 2011
2012 2011 2010 $ % $ %
(dollars in thousands) -
General and administrative ................. $13,712 $6,567 $4,179 $7,145 108.8% $2,388 57.1%

Percentage of total revenue ................. 173% 11.6% 11.4%

General and administrative expenses increased $7.1 million, or 108.8%, from 2011 to 2012. The increase
was driven primarily by increased employee-related costs and professional fees to support our growing business.
We incurred increased personnel and related costs of $3.8 million, of which $2.2 million related to stock
compensation expense, and increased professional fees of $2.0 million for accounting, audit, legal and tax
services incurred as a result of our transition from a private company to a public company and to support the
expansion and growth of our business. Additionally, our insurance expense increased $0.3 million over the prior
period, again as a direct result of our transition from a private company to a public company. We also incurred
$0.6 million of increased allocated overhead costs, such as rent, IT costs and depreciation expenses as a result of
our growth as well as increased miscellaneous state taxes of $0.1 million as a result of expanding into new states
in the U.S. Finally, we incurred $0.2 million of increased travel expenses as a result of our growth.

General and administrative expenses increased $2.4 million, or 57.1%, from 2010 to 2011. The increase was
driven primarily by increased employee-related costs and professional fees to support our growing business. We
incurred increased personnel and related costs of $1.2 million and increased professional fees of $0.9 million for
accounting, audit, legal and tax services incurred as a result of our growth and our pending transition from a
private company to a public company. In addition, we incurred increased expenses of allocated overhead costs of
$0.2 million relating to overall increased expenses to support our continual growth. Finally, we recognized a loss
of $0.1 million for disposed office furniture in 2011 that we did not incur in 2010.

Other (Expense) Income

Change from Change from
Year Ended December 31, 2011 to 2012 2010 to 2011
2012 2011 2010 $ %o $ %
(dollars in thousands) T
Other (expense) income .................... $(544) $(443) $(582) $(101) (22.8)% $139 23.9%

Percentage of total revenue ................. 0% (0.8)% (1.6)%
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Other (expense) income increased $0.1 million, or 22.8%, from 2011 to 2012. During the 2012 period we
incurred $0.4 million in other expense due to the increase in the fair value of our warrant. This was offset by an
increase of $0.1 million in foreign exchange gains related to fluctuations in the British pound sterling and Euro in
relation to the U.S. Dollar in the 2012 period compared to foreign exchange losses of $0.1 million in the 2011
period. Finally, the increase in other expense was partially offset by a $0.1 million increase in net interest income
as the majority of our IPO proceeds were invested in money market funds and marketable securities.

Other (expense) income decreased $0.1 million, or 23.9%, from 2010 to 2011. The decrease was attributable
to foreign exchange losses of $0.1 million related to fluctuations in the British pound sterling and Euro in relation
to the U.S. Dollar in 2011 compared with foreign exchange losses of $0.5 million in the 2010 period. This
decrease was partially offset by an increase in 2011 of $0.2 million in interest expense on our notes payable other
expenses related to a number of individually insignificant items.

Liquidity and Capital Resources

Year Ended December 31,
2012 2011 2010
(in thousands)

Net cash provided by operating activities ............. $ 3077 $ 711 $ 4,784
Net cash used in investing activities ................. (52,614) (3,511) (5,163)
Net cash provided by financing activities ............. 93,406 657 10,377
Effect of foreign exchange rate changes on cash and

equivalents .......... .. .. ... 69 (66) (€1))
Net increase (decrease) in cash and equivalents ........ 43,938 (2,209) 9,967

To date, we have financed our operations primarily through the sale of equity securities, including net cash
proceeds from our [PO. In March 2012, we closed our initial public offering of 6,325,000 shares of common
stock, including 825,000 shares sold pursuant to the underwriters’ option to purchase additional shares, at a
public offering price of $16.00 per share. We raised approximately $94.1 million from our IPO, net of our
underwriting discounts and commissions but before offering expenses of $3.3 million.

Our cash, cash equivalents and marketable securities totaled $107.1 million at December 31, 2012.

At December 31, 2012, our principal sources of liquidity were $58.9 million of cash and cash equivalents
and $1.5 million of borrowings available for eligible equipment purchases under our 2008 Loan Agreement
which matures March 2013. The 2008 Loan Agreement is secured by substantially all of our assets, except our
intellectual property. The 2008 Loan Agreement also contains various covenants that limit, among other things,
indebtedness, investments, liens, transactions and certain mergers and sales of assets. In addition, the loan
contains financial covenants that impose a minimum adjusted quick ratio (as defined in the 2008 Loan
Agreement) and minimum quarterly revenue targets. We were in compliance with all such covenants at
December 31, 2012.

In June 2012, the Company amended the Loan Agreement and increased the available borrowings by an
additional $3.0 million for equipment purchases to be made through March 31, 2013. Each advance is payable
over 36 months at a fixed rate of 5.50%. Through December 31, 2012, the Company made borrowings under the
Loan of $1.5 million.

The Loan Agreement expires in March 2013. We are currently evaluating an extension or amending the
Loan Agreement. To the extent that we do not extend or amend our Loan Agreement, or replace it with a new
facility that allows us to borrow for eligible equipment purchases, we will need to fund these equipment
purchases through our existing cash and cash equivalents.
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Based on our current level of operations and anticipated growth, we believe our future cash flows from
operating activities, existing cash and cash equivalents will provide adequate funds for our ongoing operations
for at least the next twelve months. Our future capital requirements will depend on many factors, including our
rate of revenue, billings growth and collections, the level of our sales and marketing efforts, the timing and extent
of spending to support product development efforts and expansion into new territories, the timing of general and
administrative expenses as we grow our administrative infrastructure, the continuing market acceptance of our
solution, and potential acquisitions of complementary businesses, services or technologies. To the extent that
existing cash and cash from operations are not sufficient to fund our future activities, we may need to raise
additional funds. If we make acquisitions of complementary businesses, services or technologies, we could be
required to seek additional equity financing or utilize our cash resources.

Depending on certain growth opportunities, we may choose to accelerate investments in sales and
marketing, research and development, which may require the use of proceeds from our initial public offering for
such additional expansion and expenditures.

Net cash (used in) provided by operating activities. Cash provided by operating activities is significantly
influenced by the amount of cash we invest in personnel and infrastructure to support the anticipated growth of
our business, the increase in the number of customers using our on-demand software and services and the amount
and timing of customer payments. Cash provided by operations has historically resulted from net (loss) income
driven by sales of subscriptions to our on-demand software and services and adjusted for non-cash expense items
such as depreciation and amortization of property and equipment and stock-based compensation. Our cash flows
from operating activities are affected by the seasonality of our business, which results in variations in the timing
of, our invoicing of, and our receipt of payments from, our customers. We have generally experienced increased
invoicing in the fourth quarter of each year mainly due to billings associated with revenue realized from
subscription overage fees. As a result, we have also experienced increased levels of customer payments during
the first quarter of each year, related to the customer receipts from fourth quarter invoices. We expect this
seasonality and resulting trends in cash flows from operating activities to continue.

Cash provided by operating activities of $3.1 million during 2012 was a result of significant increased sales
due to the growth of our business although we have continued to make significant investments in headcount,
including costs associated with public company reporting and corporate governance requirements, and other
expenses incurred to grow our business. During 2012, $11.5 million, or 141%, of our net loss of $8.1 million
consisted of non-cash items, including $7.0 million in stock-based compensation, $3.4 million of depreciation
and amortization, $0.4 million of the re-measurement of our preferred stock warrant liability and $0.4 million of
deferred rent expense.

Cash provided by operating activities during 2012 also included a $1.2 million increase in accrued expenses
and a $1.0 million increase in accounts payable, both attributable to increased expenses associated with the
growth of the company. Cash provided by operating activities was partially offset by cash used in operating
activities resulting from a $2.3 million increase in accounts receivable attributable to higher billings in the fourth
quarter of 2012 due to the growth in our customer base and fourth quarter revenue seasonality, a $1.0 million
increase in prepaid and other current assets due to an increase in business activity associated with the growth of
our business and the timing of payments to vendors, and a $0.6 million increase in deferred revenue as the
number of new customers increases.

Our cash provided by operating activities during 2011 was primarily due to our net loss of $1.4 million,
adjusted for $5.0 million in non-cash expenses that included $2.9 million of depreciation and amortization, $1.5
million in stock-based compensation and $0.2 million of deferred rent expense. Additionally, our accrued
expenses increased $3.2 million primarily due to the use of third-party consultants assisting our client services
team in implementing our new customers onto our platform, commissions owed due to new customer acquisition
during the period, and other employee related costs. This source of cash was partially offset by a $5.5 million
increase in accounts receivable as a result of higher billings in 2011 and a $0.1 million decrease in deferred
revenue from customers who were invoiced annually prior to the beginning of the fiscal year.
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Our cash provided by operating activities during 2010 was primarily due to our net income of $0.3 million,
as our revenue growth, particularly in the fourth quarter, drove net income for the year despite growing operating
expenses in 2010 by 32.3%. Cash provided by operating activities was adjusted for $2.9 million in non-cash
expenses that included $1.7 million of depreciation and amortization and $1.0 million in stock-based
compensation. Working capital uses of cash included a $2.2 million increase in accounts receivable at year end
due to higher customer billing volume compared to the prior year mainly due to the increase in revenue from
overage fees in the fourth quarter, and a $1.4 million increase in prepaid expense and other assets for prepaid
support costs to maintain our increased number of PODs and for value added tax refunds back to us. These uses
of cash were offset in part by a $3.6 million increase in deferred revenue, due to more customers on our platform
in 2010, a $0.8 million increase in accrued expenses, and a $0.8 million increase in accounts payable due to a
higher level of expenses consistent with the overall growth of our business.

Net cash used in investing activities. Qur primary investing activities have consisted of capital expenditures to
purchase computer equipment and furniture and fixtures in support of expanding our infrastructure and workforce. As
our business grows, we expect our capital expenditures and our investment activity to continue to increase.

For the year ended December 31, 2012, cash used in investing activities consisted of $52.6 million,
comprised primarily of $63.2 million for purchases of marketable securities and $3.8 million for purchases of
property and equipment. These cash outflows were partially offset by the maturity of $14.8 million of marketable
securities in 2012. In general, our purchases of property and equipment are primarily for data center equipment
and network infrastructure to support our customer base, as well as equipment for supporting our increasing
employee headcount.

For the year ended December 31, 2011, cash used in investing activities consisted of $3.5 million for
purchases of property and equipment. In general, our purchases of property and equipment are primarily for data
center equipment and network infrastructure to support our customer base, as well as equipment for supporting
our increasing employee headcount.

For the year ended December 31, 2010, cash used in investing activities consisted primarily of $4.9 million
for purchases of property and equipment, primarily for the build out of our data center equipment and network
infrastructure to support our customer base, as well as furniture and equipment to build out our corporate offices
in Burlington, Massachusetts.

Net cash provided by financing activities. Our primary financing activities have consisted of capital raised to
fund our operations as well as proceeds from and payments on equipment debt obligations entered into to finance
our property and equipment, primarily equipment used in our data centers. As our business grows, we expect to
continue to finance our capital expenditures through equipment debt vehicles.

For the year ended December 31, 2012, cash provided by financing activities primarily consisted of $94.1
million of proceeds from our IPO, net of underwriting discounts and commissions but before offering expenses.
In addition, cash provided by financing activities consisted of $1.3 million in proceeds from the exercise of stock
options and $2.8 million in proceeds from a note payable in connection with the financing of property and
equipment, partially offset by $3.1 million in payments in connection with our equipment debt obligations as
well as $1.6 million in legal and audit fees associated with filing our registration statement.

For the year ended December 31, 2011, cash provided by financing activities consisted of $1.6 million in
proceeds from the issuance of our common stock in connection with stock option exercises as well as $2.6
million in proceeds from a note payable in connection with the financing of property and equipment, partially
offset by $1.9 million in payments in connection with our equipment debt obligations as well as $1.7 million
legal and audit fees associated with filing our registration statement.
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For the year ended December 31, 2010, cash provided by financing activities consisted of $7.4 million in
proceeds from the issuance of Series D preferred stock, $1.0 million in proceeds from the issuance of our
common stock in connection with stock option exercises, $2.9 million in proceeds from notes payable in
connection with the financing of property and equipment, partially offset by $0.9 million in payments in
connection with our equipment debt obligations.

Contractual Obligations and Commitments

Our principal commitments consist of obligations under our outstanding debt facilities, leases for our office
space, computer equipment, furniture and fixtures, and contractual commitments for hosting and other support
services. The following table summarizes these contractual obligations at December 31, 2012 (in thousands):

Payment Due by Period
Less than 1 1-3 3-5 More than §
Total Year Years Years years
(in thousands)
Operating lease obligations ......................... $13,607 $2,424 $4,892 $4,149 $2,142
Equipmentnotes payable .................... ... ... 5,374 3,021 2,353 — —
Hosting agreements ................covvuiiniin..n. 2,463 2,068 345 50 —

$21,444 $7,513  $7,590 $4,199  $2,142

At December 31, 2012, liabilities for unrecognized tax benefits of $1.1 million which are attributable to research
credits and interest and penalties, are not included in the table above because, due to their nature, there is a high
degree of uncertainty regarding the time of future cash outflows and other events that extinguish these liabilities.

Off-Balance Sheet Arrangements

During the periods presented, we did not have any relationships with unconsolidated entities or 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.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

We have operations both within the United States and internationally, and we are exposed to market risks in
the ordinary course of our business. These risks primarily include interest rate, foreign exchange and inflation
risks, as well as risks relating to changes in the general economic conditions in the countries where we conduct
business. To reduce certain of these risks, we monitor the financial condition of our large customers and limit
credit exposure by collecting fees in advance and setting credit limits as we deem appropriate. In addition, our
investment strategy currently has been to invest in financial instruments that are highly liquid and readily
convertible into cash and that mature within three months from the date of purchase. After receiving our proceeds
from our initial public offering, we have invested $52.1 million in money market funds, certificates of deposit,
and municipal securities with an average maturity of 49 days, classified as cash equivalents, and have invested
$48.3 million of U.S. government debt securities, certificates of deposit, municipal securities and corporate debt
securities, classified as available-for-sale securities, with maturities ranging between four and twelve months as
of December 31, 2012. To date, we have not used derivative instruments to mitigate the impact of our market risk
exposures. We have also not used, nor do we intend to use, derivatives for trading or speculative purposes.

Interest Rate Risk

We are exposed to market risk related to changes in interest rates. OQur investments are considered cash
equivalents and primarily consist of money market funds backed by United States Treasury Bills and certificates
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of deposit. At December 31, 2012, we had cash and cash equivalents of $58.9 million. The carrying amount of
our cash equivalents reasonably approximates fair value, due to the short maturities of these instruments. The
primary objectives of our investment activities are the preservation of capital, the fulfillment of liquidity needs
and the fiduciary control of cash and investments. We do not enter into investments for trading or speculative
purposes. Our investments are exposed to market risk due to a fluctuation in interest rates, which may affect our
interest income and the fair market value of our investments. Due to the short-term nature of our investment
portfolio, however, we do not believe an immediate 10% increase or decrease in interest rates would have a
material effect on the fair market value of our portfolio. We therefore do not expect our operating results or cash
flows to be materially affected by a sudden change in market interest rates.

We do not believe our cash equivalents have significant risk of default or illiquidity. While we believe our
cash equivalents do not contain excessive risk, we cannot provide absolute assurance that in the future our
investments will not be subject to adverse changes in market value. In addition, we maintain significant amounts
of cash and cash equivalents at one or more financial institutions that are in excess of federally insured limits. We
cannot be assured that we will not experience losses on these deposits.

At December 31, 2012, we had borrowings outstanding with principal amounts of $5.4 million. Our
outstanding long-term borrowings consist of fixed interest rate financial instruments. The interest rate of our
fixed rate borrowings ranges between 5.3% and 7.25%. The carrying amount of these long-term borrowings
approximates fair value based on borrowing rates currently available to us. A hypothetical 10% increase or
decrease in interest rates relative to interest rates at December 31, 2012 would not have a material impact on the
fair values of all of our outstanding borrowings.

Foreign Currency Exchange Risk

We have foreign currency risks related to our revenue and operating expenses denominated in currencies
other than the U.S. Dollar. Our customer contracts are generally denominated in the currencies of the countries in
which the customer is located. Qur historical revenue has been denominated in U.S. Dollars, the Euro and British
Pound Sterling. An immediate 10% adverse change in foreign exchange rates on foreign-denominated accounts
receivable at December 31, 2012 would have a 4.1% adverse impact on our total accounts receivable balance at
December 31, 201Z. Our operating expenses are generally denominated in the currencies of the countries in
which our operations are located, primarily the United States and, to a much lesser extent, the United Kingdom,
France and Germariy. More than one quarter of our employees are employed outside of the United States.
Increases and decreases in our foreign denominated revenue from movements in foreign exchange rates are
partially offset by the corresponding decreases or increases in our foreign-denominated operating expenses.

As our international operations grow, our risks associated with fluctuation in currency rates will become
greater, and we will continue to reassess our approach to managing this risk. In addition, currency fluctuations or
a weakening U.S. Dollar can increase the costs of our international expansion. At this time we do not, but we
may in the future, enter into derivatives or other financial instruments in an attempt to hedge our foreign currency
exchange risk. It is difficult to predict the impact hedging activities would have on our results of operations.

Inflation Risk

We do not believe that inflation has had a material effect on our business, financial condition or results of
operations. Nonetheless, if our costs were to become subject to significant inflationary pressures, we may not be
able to fully offset such higher costs through price increases. Our inability or failure to do so could harm our
business, financial condition and results of operations.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Demandware, Inc.
Burlington, Massachusetts

We have audited the accompanying consolidated balance sheets of Demandware, Inc. and subsidiaries (the
“Company”) as of December 31, 2012 and 2011, and the related consolidated statements of comprehensive (loss)
income, stockholders’ equity (deficit), and cash flows for each of the three years in the period ended

December 31, 2012. These financial statements are the responsibility of the Company’s management. OQur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor
were we engaged to perform, an audit of its internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2012 and 2011, and the results of its operations and its cash flows
for each of the three years in the period ended December 31, 2012, in conformity with accounting principles
generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Boston, Massachusetts
March 8, 2013
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DEMANDWARE, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

ASSETS
Current assets:

Cash and cash eqUIVAlENES ... ... ... . i e
ShOrt-term INVESIINENS . . . . ottt e et e e e e et e e ettt e ettt it ettt iancnenenen
Accounts receivable—net of allowance for doubtful accounts and credit memos of $630 and $117 at
December 31,2012 and 2011, respectively . ........ i uiiii
Prepaid expenses and Other CUITENt @SSELS ... ...\ttt ettt aeees

TOtal CUITENE ASSELS . . . o\t v ettt e e et e e et e e e e st s e tie e te e ie e ie e e e e eananes
Property and €qUIPIMENt, NEt . .. ... ...ttt ittt e e

(071175 T <, <3S T

I I Y= £ P

LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’
EQUITY (DEFICIT)

Current liabilities:

Current portion of notes payable ... ........ .. ittt
Accounts payable . ... ... e
ACCTUEA EXPEMSES . .« ¢« v tee e ettt et ettt vttt e et e e et e
Deferred TEVEIUE . . . . o oo ittt t ettt ettt et e et et e
DeferTed TENME . . . o oottt ettt e e e e et e e e e e e

Total current HabilIties . .. .. oo vttt i ittt ettt et e ettt e e e

Long-term liabilities:

Defermed TEVENUE . . . . o .\ttt t ettt e e ettt e it e e
NOLES PAYADIE . . . vttt
DEferted TENL . . . .ottt
Preferred stock warrant Hability ... ... ... . e

Total HADIIIEIES . . . o vt ot e e e e et e et e et e e e e e et e et e e e e et e

Commitments and contingencies (Note 8)
Redeemable convertible preferred stock, $0.01 par value per share—54,207 shares authorized at December 31,
2011
Series A: 0 and 9,564 shares designated at December 31, 2012 and 2011, respectively; 0 and 3,171 shares
issued and outstanding at December 31, 2012 and 2011, respectively (liquidation value of $14,994 at
December 31, 2001 1) ..ottt e e
Series B: 0 and 11,166 shares designated at December 31, 2012 and 2011, respectively; 0 and 3,722 shares
issued and outstanding at December 31, 2012 and 2011, respectively (liquidation value of $18,172 at
December 31, 200 1) .ottt et
Series C: 0 and 16,234 shares designated at December 31, 2012 and 2011, respectively; 0 and 5,388 shares
issued and outstanding at December 31, 2012 and 2011, respectively (liquidation value of $27,901 at
December 31, 201 1) oot e
Series D: 0 and 17,243 shares designated at December 31, 2012 and 2011, respectively; O and 5,748 shares
issued and outstanding at December 31, 2012 and 2011, respectively (liquidation value of $26,667 at
December 31, 20011 ..ot et

Total redeemable convertible preferred stock ........ ... .. i

Stockholders’ equity (deficit):

Preferred stock, $0.01 par value per share—10,000 shares authorized at December 31, 2012, none issued and
OUESEANAING . .. oot en it ettt ettt et e e et et

Common stock, $0.01 par value per share—240,000 shares and 27,333 shares authorized at December 31,
2012 and 2011, respectively; 29,842 and 4,469 shares issued and outstanding at December 31, 2012 and
2011, TESPECHIVELY . . oottt ettt e e

Additional paid-in capital . . ...... .. ... e

Accumulated other comprehensive 1SS . ......... ittt

Accumulated defiCit ... .. .....utiuti it e

Total stockholders” equity (deficit) .. ... i
Total liabilities, redeemable convertible preferred stock and stockholders’ equity (deficit) ............

December 31, December 31,
2012 2011
$ 58,877 $ 14,939
48,251 —
19,214 16,930
3,452 1,878
129,794 33,747
8,377 6,404
1,157 2,735
$139,328 $ 42,886
$ 3,021 $ 2,098
3,168 1,884
8,348 7,023
11,105 13,960
127 57
25,769 25,022
15,647 12,210
2,353 1,882
969 682
— 107
44,738 39,903
— 14,976
— 18,158
— 27,884
— 26,585
— 87,603
298 45
170,997 —
an (53)
(76,688) (84,612)
94,590 (84,620)
$139,328 $ 42,886

The accompanying notes are an integral part of these consolidated financial statements.
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DEMANDWARE, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME

(in thousands, except per share data)

Year Ended December 31,
2012 2011 2010
Revenue:
SUDSCIIPHON « . . v vttt et e et et et e e $67,930 $47,219 $28,714
SOIVICES . .o 11,545 9,328 7,976
Total TEVeNUE . ... i e 79,475 56,547 36,690
Cost of revenue:
SUBSCIIPLION . . . ..o e 13,015 9511 6,222
SIVICES ..t 11,326 10,196 8,282
Total COStOf TEVENUE . . . ... ittt e e e e 24,341 19,707 14,504
Gross Profit . ..o 55,134 36,840 22,186
Operating expenses:
Salesand marketing . .. ... ... 33,496 19,847 10,883
Research and development ......... ... ... ... ... . i iiiiiiiniinnnnn. 15,085 11,182 6,091
General and administrative . .. .. ....... . ottt 13,712 6,567 4,179
Total operating eXpenses ... ...........uiuiiiineniiine i 62,293 37,596 21,153
(Loss) income from Operations . .................uiuuititene .. (7,159) (756) 1,033
Other (expense) income:
Interest iNCOME . . .. ... i ittt e e e e 162 8 18
INtereSt EXPENMSE . . .ottt e (355) (280) (144)
OthET BXPEINSE . ...ttt ettt e e e e (351 a7 (456)
Other eXpense, Net . ... ..ottt et e 544) (443) (582)
(Loss) income before provision for income taxes .................covviunerunn.... (7,703) (1,199) 451
Provision for income taxes . ............ ... irittntn e 421 212 142
Net (I0SS) INCOME . . . . oottt e e e e e e e e e e e e (8,124) (1,411) 309
Accretion of redeemable preferred stock ...............ccoiiiiii i, (1,172) (5,274) (5,106)
Net loss attributable to common stockholders ........... ... ... enen... $(9,296) $(6,685) $4,797)
Net loss per share attributable to common stockholders, basic and diluted $ (039) $ (1.75) $ (2.44)
Weighted average common shares outstanding, basic and diluted . .................. 24,063 3,823 1,967
Net (JOSS) INCOME . . . .\ o ittt e et e e e e e et $8,124) $(141D) $ 309
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments .....................c.ccovuueeean.. 22 (29) (16)
Unrealized gains on marketable securities ..........................ccooon.. 14 0 0
Comprehensive (1088) INCOME . .. ... ... ittt e $(8,088) $(1,440) $ 293

The accompanying notes are an integral part of these consolidated financial statements.
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DEMANDWARE, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)

(in thousands)
Note
g(: l(;llni:::- g;‘;ﬁt Addjtional Receivable Accumulated Total
—_———— Paid-In From Comprehensive Accumulated  Stockholders’
Shares Amount Capital Stockholder  (Loss) Income Deficit Equity (Deficit)

BALANCE—January 1,2010 .............. 1,897 $ 19 $ — $ (72 $ 8 $ (78,283) $ (78,344)
Stock-based compensation . . . .............. 1,046 1,046
Interest accrued on note receivable .......... ) ()
Exercise of common stock options .......... 1,041 10 989 999
Accretion of preferred stock to redemption

value . ... (2,035) (3,071) (5,106)
Netincome ..........coovviiiianenannnn. 309 309
Other comprehensive losses . ............... (16) (16)
BALANCE—December 31,2010 ........... 2,938 29 — a4) (24) (81,045) (81,114)
Stock-based compensation . ................ 1,489 1,489
Forgiveness of note receivable ............. 74 74
Exercise of common stock options .......... 1,531 16 1,629 1,645
Accretion of preferred stock to redemption

ValuE . . ot e (3,118) (2,156) (5,274)
NEtloSS «ovvvverieiiieeeeianeeeetaeanns (1,411) (1,411)
Other comprehensive losses . ............... 29) (29)
BALANCE—December 31,2011 ........... 4,469 45 — — (53) (84,612) (84,620)
Stock-based compensation . ................ 7,043 7,043
Exercise of common stock options .......... 913 9 1,273 1,282
Accretion of preferred stock to redemption

VAlUE . oot (17,220) 16,048 (1,172)
Vesting of restricted stock ................. 86 1 (1)
Exercise of common stock warrant .......... 20
Issuance of common stock in connection with

initial public offering, net of issuance costs

of $3279 ... ... 6,325 63 90,774 90,837
Conversion of redeemable convertible preferred

stock into common stock ......... ... 18,029 180 88,595 88,775
Reclassification of a warrant to purchase shares

of redeemable convertible preferred stock

into a warrant to purchase common stock .. . 533 533
NEtloss ...cvvvveiinnniieaniinneanaanns (8,124) (8,124)
Other comprehensive income .............. 36 36
BALANCE—December 31,2012 ........... 29,842  $298 $ 170,997 $ — $ AN $ (76,688) $ 94,590

The accompanying notes are an integral part of these consolidated financial statements.
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DEMANDWARE, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS
(in thousands)

Year Ended December 31,
2012 2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES:
Net (I0sS) InCOme . ... ..o $ (8,124) $(1,411) $ 309
Adjustments to reconcile net (loss) income to net cash provided by operating activities: ... ...
Depreciation and amortization . ............ ...t 3,439 2,884 1,734
(Gain) loss on disposal of property and equipment ................................ 3) 80 1
Re-measurement of preferred stock warrant liability .. ............................. 426 49 (16)
Stock-based cCOmMPEnsation . ... ........c.oui i 7,043 1,489 1,046
Deferred rent €XPense . . ... ...ttt 357 306 138
Other non-cash reconciling items .. .......... ... . i 209 105 4
Changes in operating assets and liabilities: ......................................
Accountsreceivable ........ ... L (2,285) (5,355) (2,239)
Prepaid expenses and other CUITENt @SSELS ... ... .vv vttt e, (1,011) 422) (1,093)
Other long-term assets ... ........vtiutitet ottt e 203 (20) (266)
Accounts payable . ... ... .. 1,016 (108) 752
AcCCrued eXPENSES . ... ... e 1,224 3,213 837
Deferred ravenue .. ........ ittt 583 (99) 3,577
Net cash provided by operating activities ............................... 3,077 711 4,784
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment ............ ...ttt (3,846) (3,473) 4,877)
Purchase of marketable securities . ............. ... .ottt (63,239) — —_
Sale and maturity of marketable securities . . ............ ... ... . 14,828 — —
Proceeds from sale of property and equipment ................ ... ... ... .. ..., — 25 —
Increase in restricted cash and otherassets . ............. ... e mnnnn.. (357) (63) (286)
Net cash used in investing activities . ... ............. ... .o iunnn.... (52,614) (3,511) (5,163)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from initial public offering, net of underwriting discounts and commissions ........ 94,116 — —
Net proceeds from the issuance of preferred stock ...............c.oiiiii ..., — — 7,379
Proceeds from exercise of sStock Options ................ . i 1,282 1,645 999
Deferred of fering COStS . . ... ... i (1,604) (1,674) —_
Proceeds from issuance of notes payable . ................. .. ... ... i 2,757 2,570 2,859
Payments of eQUIPMENt NOtES . ... ... ... .. it (2,674) (1,884) (860)
Payments of software financing agreement ................. ... ... ... ... ... . ... 471) — —
Net cash provided by financing activities ............................... 93,406 657 10,377
EFFECT OF EXCHANGE RATES ON CASH AND CASH EQUIVALENTS ................. 69 (66) 31
INCREASE (DECREASE) IN CASH AND CASHEQUIVALENTS .........c.ovvvivinnnnn. .. 43,938 (2,209) 9,967
CASH AND CASH EQUIVALENTS—Beginning of year .................couuueuuneeon... 14,939 17,148 7,181
CASH AND CASH EQUIVALENTS—End of year. . ...........oiuvuiine i, $ 58,877 $14,939 $17,148
SUPPLEMENTARY INFORMATION:
Interest paid .. ... ... $ 282 $ 250 $ 14
Income taxes paid .. ... . $ 200 $ 203 $ 7
NONCASH INVESTING AND FINANCING ACTIVITIES:
Conversion of redeemable convertible preferred stock to common stock .. ..................... $ 88,775 $ — $ —
Conversion of preferred stock warrant to common stock warrant .. ........................... 533 — —
Deferred offering costs included in accounts payable and accrued expenses .................... — 44 —_
Purchase of property and equipment included in accounts payable and accrued expenses . . ........ 350 — —
Software license acquired by assuming directly related liabilities . . ........................... 1,212 — —
Software license technical support acquired by assuming directly related liabilities .............. 549 — —

The accompanying notes are an integral part of these consolidated financial statements.
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DEMANDWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION

Company Overview—Demandware, Inc. (the “Company”) provides cloud-based digital commerce solutions
that enable companies to easily design, implement and manage their own customized digital commerce sites,
including websites, mobile applications and other digital storefronts. The Company’s customers use its highly
scalable and open Demandware Commerce platform to create seamless brand experiences to reach their
consumers across all digital touch points globally.

The Company sells subscriptions to its on-demand software and related services through a direct sales force
and indirect channels. The Company’s customers consist of retailers and branded consumer product
manufacturers that operate principally in the following vertical markets: apparel and footwear, health and beauty,
home and garden, sporting goods and general merchandise.

The Company’s headquarters are located in Burlington, Massachusetts. At December 31, 2012 the Company
had six subsidiaries: Demandware Securities Corporation, Demandware GmbH, Demandware UK Limited,
Demandware SARL and Demandware Hong Kong Limited, each of which is wholly owned by the Company, and
Demandware E-Commerce (Shanghai) Limited, a wholly owned subsidiary of Demandware Hong Kong Limited.

Initial Public Offering—In March 2012, the Company closed its initial public offering (“IPO”) of 6,325,000
shares of common stock, including 825,000 shares sold pursuant to the underwriters’ option to purchase
additional shares, at an offering price of $16.00 per share. All outstanding shares of the Company’s redeemable
convertible preferred stock converted to 18,028,763 shares of common stock at the closing of the IPO. The
Company’s common stock trades on the New York Stock Exchange under the symbol “DWRE”. The Company
received proceeds from the IPO of $94.1 million, net of underwriting discounts and commissions, but before
offering expenses of $3.3 million. Offering expenses at December 31, 2011 of $1.7 million were recorded as
other non-current assets. These offering expenses, and additional expenses incurred from January 2012 through
the completion of the IPO of approximately $1.6 million, have been reclassified as additional paid-in capital.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Consolidation—The consolidated financial statements include the accounts of the
Company and its wholly owned subsidiaries. All intercompany transactions have been eliminated in
consolidation.

Use of Estimates—The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America (GAAP) requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue, cost of revenue, and
expenses during the reporting period. Actual results could differ from those estimates.

On an on-going basis, management evaluates its estimates, including those related to: (1) the realization of
tax assets and estimates of tax liabilities, (2) fair values of investments in marketable securities, (3) the
recognition and disclosure of contingent liabilities, (4) the collectability of accounts receivable, (5) the evaluation
of revenue recognition criteria, including the determination of standalone value and customer life and
(6) assumptions used in the Black-Scholes option pricing model to determine the fair value of stock options,
including the fair value of the common stock. These estimates are based on historical data and experience, as
well as various other factors that management believes to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying value of assets and liabilities that are not readily
apparent from other sources. Prior to the Company’s initial public offering in March 2012, the Company engaged
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third-party valuation specialists to assist with estimates related to the valuation of its common stock. Such
estimates required the selection of appropriate valuation methodologies and models, and significant judgment in
evaluating ranges of assumptions and financial inputs.

Foreign Currency Translation—The functional currency of the Company’s foreign subsidiaries is the local
currency. All assets and liabilities denominated in a foreign currency are translated into U.S. dollars at the
exchange rate on the balance sheet date. Revenue and expenses are translated at the average exchange rate during
the period. Equity transactions are translated using historical exchange rates. Translation gains or losses are
included as a component of accumulated other comprehensive income (loss) in stockholders’ equity (deficit).
Transaction gains or losses that arise from exchange rate fluctuations on transactions denominated in a currency
other than the functional currency are included in other income (expenses) in the accompanying consolidated
results of operations as incurred. For the years ended December 31, 2012, 2011 and 2010, foreign currency
transaction gains (losses) of $0.1 million, ($0.1) million, and ($0.5) million, respectively, are included in other
expenses in the accompanying consolidated statements of operations.

Cash Equivalents and Short-Term Investments— The Company considers all highly liquid investments
maturing within 90 days from the date of purchase to be the equivalent of cash for the purpose of balance sheet
and statement of cash flows presentation. As of December 31, 2012, $48.1 million of the Company’s cash
equivalents were invested in money market funds, and $4.0 million in marketable debt securities.

Short-term investments in marketable securities are classified as available-for-sale and mature within twelve
months from the date of purchase. The Company’s investments in marketable securities are recorded at fair
value, with any unrealized gains and losses, net of taxes, reported as a component of stockholders’ equity until
realized or until a determination is made that an other-than-temporary decline in market value has occurred.
When the Company determines that an other-than-temporary decline has occurred for debt securities that the
Company does not then intend to sell, the Company recognizes the credit loss component of an other-than-
temporary impairment in other income (expense) and the remaining portion in other comprehensive income. The
credit loss component is identified as the amount of the present value of cash flows not expected to be received
over the remaining term of the security, based on cash flow projections. In determining whether an other-than-
temporary impairment exists, the Company considers: (i) the length of time and the extent to which the fair value
has been less than cost; (ii) the financial condition and near-term prospects of the issuer of the securities; and
(iii) the Company’s intent and ability to retain the security for a period of time sufficient to allow for any
anticipated recovery in fair value. The cost of marketable securities sold is determined based on the specific
identification method and any realized gains or losses on the sale of investments are reflected as a component of
interest income or expense. As of December 31, 2012, all of the Company’s short-term investments were
marketable debt securities.

Restricted Cash-—Included in long-term other assets at December 31, 2012 is restricted cash of $0.8 million for
three irrevocable standby letters of credit in relation to three of the Company’s office lease agreements. Each
letter of credit names the lessor as the beneficiary, and is required to fulfill lease requirements in the event the
Company should default on office lease obligations.

Fair Value of Financial Instruments—Financial instruments, including cash equivalents, restricted cash,
accounts receivable, accounts payable, and accrued expenses are carried in the consolidated financial statements
at amounts that approximate fair value at December 31, 2012 and 2011. Fair values are based on market prices
and assumptions concerning the amount and timing of estimated future cash flows and assumed discount rates,
reflecting varying degrees of perceived risk. Management believes that the Company’s debt obligations bear
interest at rates which approximate prevailing market rates for instruments with similar characteristics and,
accordingly, the carrying values for these instruments approximate fair value.

Accounts Receivable—Accounts receivable represent trade receivables from customers when the Company has
invoiced for software subscriptions and/or services and it has not yet received payment. The Company presents
accounts receivable net of an allowance for doubtful accounts and an allowance for credit memos. The allowance
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for doubtful accounts and credit memos is the Company’s best estimate of the amount of probable credit losses
and returns in the Company’s existing accounts receivable. The Company determines the allowance for doubtful
accounts based on analysis of historical bad debts, customer concentrations, customer credit-worthiness, credit
history and current economic trends. The allowance for credit memos is determined based on an analysis of
historical credit memos issued and current economic trends, and is recorded as a reduction of revenue. The
Company reviews its allowances for doubtful accounts and credit memos quarterly. Past due balances over 90
days and specified other balances are reviewed individually for collectability. All other balances are reviewed on
an aggregate basis. Account balances are written off against the allowance after all means of collection have been
exhausted and the potential for recovery is considered remote. Significant judgments and estimates are made and
used in connection with establishing allowances for doubtful accounts and credit memos in any accounting
period. Material differences in the amount and timing of the Company’s revenue for any period may result if
actual results differ from these judgments and estimates. No significant differences from estimates have been
experienced.

Activity within the allowance for doubtful accounts is as follows, (in thousands):

Years Ended December 31,
2012 2011 2010
Balance at beginning of year .............. ... ... ... $— $— $ 5
Charges . .o oottt — — —
Write-0ffs . ... i e — — 5)
Balanceatendof year ..................cceuii... $— $— $—

Activity within the allowance for credit memos is as follows, (in thousands):

Years Ended December 31,
R 2012 2011 2010
Balance at beginning of year ........................ $ 117 $ 64 $—
Chargestorevenue .. ..o, 718 147 64
Amounts writtenoff ........... .. ... . ... . i, (205) 94) —
Balanceatendofyear ........... ... ... o, $ 630 $117 $ 64

Concentrations of Credit Risk and Significant Customers—Financial instruments that potentially expose the
Company to concentrations of credit risk include cash, cash equivalents, restricted cash, and accounts receivable.
The Company maintains substantially all of its cash, cash equivalents, and restricted cash with one financial
institution, which management believes has a high credit standing. To manage credit risk related to accounts
receivable, the Company evaluates the allowances for potential credit losses. To date, losses resulting from
uncollected receivables have not exceeded management’s expectations.

As of December 31, 2012, the Company had one customer representing 15% of accounts receivable. As of
December 31, 2011, the Company had two customers representing 12% and 10% of accounts receivable. During
the year ended December 31, 2012 no single customer comprised more than 10% of the Company’s revenue.
During the years ended December 31, 2011, and 2010, one customer represented 16% and 21%, respectively, of
total revenue.

Property and Equipment—Property and equipment are recorded at cost and depreciated using the straight-line
method over the estimated useful lives of the related assets, which ranges from three to five years. Leasehold
improvements are amortized over the lesser of the term of the lease or the useful life of the asset. When assets are
retired or disposed of, the assets and related accumulated depreciation are eliminated from the accounts and any
resulting gain or loss is included in the determination of net income or loss. Maintenance and repair expenditures
are charged to expense as incurred.
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Research and Development and Internal Use Software—Research and development expenses consist
primarily of personnel and related expenses for the Company’s research and development staff, including
salaries, benefits, bonuses and stock-based compensation; the cost of certain third-party contractor costs; and
allocated overhead. Expenditures for research and development, other than internal use software costs, are
expensed as incurred.

Software development costs associated with internal use software are capitalized when the preliminary
project stage is completed, management has decided to make the project a part of its future offering, and the
software will be used to perform the function intended. These capitalized costs include external direct costs of
services consumed in developing or obtaining internal-use software, personnel and related expenses for
employees who are directly associated with and who devote time to internal-use software projects. Capitalization
of these costs cease once the project is substantially complete and the software is ready for its intended purpose.
Post-configuration training and maintenance costs are expensed as incurred. Capitalized internal use software
costs are amortized to cost of revenue using a straight-line method over its estimated useful life of four years,
commencing when the software is ready for its intended use.

During the years ended December 31, 2012, 2011 and 2010, $0.2 million, $0.4 million and $0.2 million,
respectively, of internal use software development costs were capitalized. Capitalized internal use software is
included in property and equipment.

Amortization expense related to internal use software totaled $0.1 million, $0 and $0 during the years ended
December 31, 2012, 2011 and 2010, respectively. The net book value of capitalized internal use software at
December 31, 2012 and 2011 was $0.8 and $0.6 million, respectively.

Segment and Geographic Information—Operating segments are defined as components of an enterprise
(business activity from which it earns revenue and incurs expenses) about which discrete financial information is
available that is evaluated on a regular basis by the chief operating decision maker, or decision making group, in
deciding how to allocate resources and assess performance. The Company’s chief operating decision maker
(CODM) is the Chief Executive Officer. The CODM reviews consolidated operating results to make decisions
about allocating resources and assessing performance for the entire Company. The CODM views the Company’s
operations and manages its business as one operating segment.

Information about the Company’s operations in different geographic regions is presented in the tables below
(in thousands):

Year Ended December 31,
2012 2011 2010

Revenue:

UnitedStates .........coviiirinnnnnn.. $43,365 $28,445 $17,869

Germany ........ ..ottt 20,221 19,120 13,827

UnitedKingdom . ....................... 9,813 5,582 4,154

All other international ................... 6,076 3,400 840

Totalrevenue ......................... $79,475 $56,547 $36,690
Long-lived assets (at year end):

United States . ........... ..., 7,976 6,230 5,884

GeImany . .......c.oovvrveinneennnenenn. 303 174 47

All other international ................... 98 0 0

Total long-lived assets .................. $ 8,377 $ 6,404 $ 5,931

Revenue Recognition—The Company generates revenue from sales of digital commerce solutions via
designated sites using the Company’s proprietary technology, which are represented by subscription and support
fees and related services, which include application configuration, integration and training.
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The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery to customers
has occurred or services have been rendered, the fee is fixed or determinable, and collectability is reasonably
assured. The Company does not recognize revenue in excess of the amounts for which it has the right to invoice
in an annual subscription year.

On January 1, 2011, the Company adopted on a prospective basis, Accounting Standards Update 2009-13
“Revenue Recognition (Topic 605) — Multiple-Deliverable Revenue Arrangements — a Consensus of the
Emerging Issues Task Force,” (“ASU 2009-13”) (formerly known as EITF 08-1, “Revenue Arrangements with
Multiple Deliverables™), which amended the accounting guidance for multiple-deliverable revenue arrangements to:

 provide updated guidance on whether multiple deliverables exist, how the deliverables in an
arrangement should be separated, and how the consideration should be allocated;

 require an entity to allocate revenue in an arrangement using estimated selling prices (“ESP”) of each
deliverable if a vendor does not have vendor-specific objective evidence of selling price (“VSOE”) or
third-party evidence of selling price (“TPE”); and

* eliminate the use of the residual method and require a vendor to allocate revenue using the relative
selling price method.

Subscription revenue primarily consists of subscription fees derived from contractually committed
minimum levels of gross revenue processed by customers on the Company’s cloud-based digital commerce
platform, and fees derived from customers’ gross revenue processed above the minimum contracted levels.
Customers do not have the contractual right to take possession of the Company’s on-demand software.
Accordingly, the Company recognizes the aggregate minimum subscription fee on a straight-line basis over the
subscription term, provided that an enforceable contract has been signed by both parties, access to the
Company’s software has been granted to the customer, the fee for the subscription is fixed or determinable and
collection is reasonably assured. Should a customer exceed the specified minimum levels of gross revenue
processed, fees for customer gross revenue processed in excess of the committed minimum level are billed for
the excess volume. The Company recognizes revenue in respect of the fees it receives for its customers’ gross
revenue processed in excess of the committed minimum level in the period in which such gross revenue is
processed and earned. The Company also derives revenue from setup fees. The setup fees are recorded as
deferred revenue and recognized revenue ratably over the longer of the subscription agreement or the estimated
expected life of the customer relationship, as discussed below.

Service arrangements entered into prior to the customer’s initial use of the Company’s cloud-based digital
commerce solutions include implementation services such as integration, application configuration and training.
Such services can be performed by the Company, third-party service providers, distributors or customers
themselves without the Company’s involvement. However, because such services are generally delivered prior to
the customer being able to use the Company’s platform, the Company has concluded that such fees do not have
stand-alone value, and the Company recognizes them on a straight-line basis over the longer of the life of the
subscription agreement or the estimated expected life of the customer relationship. As the Company gains more
experience with customer renewals, the Company continues to evaluate the estimated life of their customers. At
December 31, 2012, the Company reassessed the estimated expected life of their customers, increasing it to just
over six years. The Company determined this change in accounting estimate was appropriate due to the increased
amount of renewal history available, which provided better insight and improved judgment in determining the
estimate. Previously, the Company’s estimated expected customer life ranged from three to six years. This
change in accounting estimate will affect the amortization in future periods, and did not affect net income or
related per-share amounts in any of the current periods. The Company has reclassified $2.1 million of short term
deferred revenue to long term within the Consolidated Balance Sheet as of December 31, 2012. The Company
will continue to evaluate the length of the amortization period and it is possible that, in the future, the estimated
expected customer life may change and, if so, the period of amortization will be adjusted.
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Service arrangements entered into subsequent to the customer’s initial use of the Company’s cloud-based
digital commerce solutions include assistance with additional instances of the integration, application
configuration and training. Such services can be performed by the Company, third-party service providers,
distributors or customers themselves without the Company’s involvement and are not necessary for the customer
to access and use the Company’s cloud-based digital commerce solutions, and as a result, the Company has
concluded that such fees have stand-alone value. For years ended December 31, 2010 and prior, the Company
concluded for its bundled arrangements that VSOE or TPE did not exist for the minimum subscription fees
earned for the use of the Company’s cloud-based digital commerce platform and such fees were considered to be
an undelivered element in accordance with FASB ASC 605-25-25, Revenue Recognition—Multiple Element
Arrangements. In addition, VSOE or TPE of the value of the post-launch services did not exist and, as a result,
the Company recognized these services ratably over the remaining subscription contract period. Effective
January 1, 2011, the Company adopted ASU 2009-13 for new multiple element arrangements. Because of the
lack of VSOE and similarity with other vendors’ products and pricing, the Company uses ESP to determine the
allocation of revenune for bundled arrangements. Beginning on January 1, 2011, the Company recognized revenue
from these service arrangements as the services were performed using a proportional performance model, which
for the year ended December 31, 2011 increased revenue by $1.4 million over what would have been recognized
under the prior guidance.

For multiple-deliverable revenue arrangements, the Company first assesses whether each deliverable has
value to the customer on a standalone basis. The Company has determined that the digital commerce solution has
standalone value, because, once a customer launches its initial site, the solution is fully functional and does not
require any additional development, modification or customization.

Based on the standalone value of the deliverables, the Company allocates revenue among the separate
deliverables in an arrangement under the relative selling price method using the selling price hierarchy
established in ASU 2009-13.

The Company is not able to determine VSOE or TPE for its deliverables because management has
determined that there are no third-party offerings reasonably comparable to the Company’s solution.
Accordingly, the selling prices of subscriptions to the solution and services are based on ESP. The determination
of ESP requires the Company to make significant estimates and judgments. The Company considers numerous
factors, including the size and nature of the deliverables themselves; the geography, market conditions and
competitive landscape for the sale; internal costs; and pricing and discounting practices. The determination of
ESP is made through consultation with and formal approval by senior management. The Company updates its
estimates of ESP on an ongoing basis as events and as circumstances may require.

After the fair value of revenue allocable to each deliverable in a multiple deliverable arrangement based on
the relative selling price method is determined, revenue is recognized for each deliverable based on the type of
deliverable. For subscriptions to the Company’s digital commerce platform, revenue is recognized on a straight-
line basis over the subscription term, which is typically three years. For services entered into subsequent to the
customer’s initial implementation of the Company’s digital commerce solutions, revenue is recognized using the
proportional performance method over the period the services are performed.

Reimbursable costs received for out-of-pocket expenses are recorded as revenue and cost of revenue in the
consolidated statements of operations. Sales taxes collected from customers and remitted to government
authorities are excluded from revenue.

Deferred revenue represents amounts billed to customers for which revenue has not been recognized.
Deferred revenue consists of the unearned portion of services fees or the unearned portion of fees from
subscriptions to the Company’s cloud-based digital commerce solutions.

Cost of Revenue—-Cost of subscription revenue primarily consists of hosting costs, data communications
expenses, depreciation expenses associated with computer equipment, personnel and related costs, including
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salaries, bonuses, payroll taxes, recruiting fees and stock compensation, software license fees and amortization
expenses associated with capitalized software. In addition, the Company allocates a portion of overhead, such as
rent, IT costs, depreciation and amortization and employee benefits costs, to cost of revenue based on headcount.
To date, the expenses associated with capitalized software have not been material to the Company’s cost of
subscription revenue.

Cost of services revenue primarily consists of personnel and related costs, third-party contractors and
allocated overhead. The Company’s cost of services revenue is expensed as the costs are incurred.

Impairment of Long-Lived Assets—The Company considers whether indicators of impairment of its long-lived
assets are present. If such indicators are present, the Company determines whether the sum of the estimated
undiscounted future cash flows attributable to such assets is less than their carrying amount, and if so, the
Company recognizes an impairment loss based on the excess of the carrying amount of the assets over their fair
value. To date, no such impairment has occurred.

Advertising—Aduvertising costs are charged to operations as incurred and include direct marketing, events,
public relations, sales collateral materials and partner programs. Advertising expense was approximately $4.0
million, $2.0 million and $1.2 million for the years ended December 31, 2012, 2011 and 2010, respectively.

Income Taxes—Deferred tax assets and liabilities are recognized based on temporary differences between the
financial reporting and income tax bases of assets and liabilities using rates anticipated to be in effect when such
temporary differences reverse. A valuation allowance against deferred tax assets is recorded, based upon the
available evidence, if it is more likely than not that some or all of the deferred tax assets will not be realized. The
Company assesses its income tax positions and records tax benefits based upon management’s evaluation of the
facts, circumstances, and information available at the reporting date. For those tax positions where it is more
likely than not that a tax benefit will be sustained, the Company records the largest amount of tax benefit with a
greater than 50 percent likelihood of being realized upon ultimate settlement with a taxing authority having full
knowledge of all relevant information. For those income tax positions where it is not more likely than not that a
tax benefit will be sustained, no tax benefit is recognized in the financial statements. The Company classifies
liabilities for uncertain tax positions as non-current liabilities unless the uncertainty is expected to be resolved
within one year. Potential interest and penalties associated with such uncertain tax positions are recorded as a
component of income tax expense.

Stock-Based Compensation—The Company accounts for all stock options granted to employees and
nonemployees using a fair value method. The Black-Scholes option pricing model is used to determine the fair
value of the award, which is then recognized on a straight-line basis over the requisite services period, which is
the vesting period of the award. The measurement date for employee awards is the date of the grant, and the
measurement date for nonemployee awards is the date the performance or services are completed.

Preferred Stock Warrant Liability—The Company accounts for warrants to purchase redeemable convertible
preferred stock as liabilities. The warrants are recorded at fair value estimated using the Black-Scholes option
pricing model and revalued at each balance sheet date. The change in the fair value of the warrants is recorded as
a component of other (expense) income (Note 9).

Other Comprehensive (Loss) Income—Other comprehensive (loss) income consists of net (loss) income,
foreign currency translation adjustments, and unrealized gains or losses on marketable securities.

Warranties—The Company includes service level commitments to its customers warranting certain levels of uptime
reliability and performance and permitting those customers to receive credits in the event that the Company fails to
meet those levels. To date, the Company has not incurred any material costs as a result of such commitments.
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Commissions—The Company recognizes commission expense related to subscriptions in the period in which the
contract is signed.

Guarantees—As permitted under Delaware law, the Company indemnifies its officers and directors for
liabilities incurred by reason of the fact that the officer or director is, was, or has agreed to serve as, an officer or
director of the Company. The term of the indemnification period is for the officer or director’s lifetime. The
maximum potential amount of future payments the Company could be required to make under these
indemnification provisions is unlimited.

The Company’s agreements with customers generally require the Company to indemnify the customer
against claims in which the Company’s services infringe third-party patents, copyrights, or trade secret rights
(see Note 8). The term of these indemnification agreements is generally over the term of the subscription
agreement. The maximum potential amount of future payments the Company could be required to make under
these indemnification agreements is unlimited.

The Company leases office space under operating subleases (see Note 8). The Company has standard
indemnification arrangements under these leases that require the Company to indemnify the landlord against
losses, liabilities, and claims incurred in connection with the premises covered by the Company’s lease, the
Company’s use of the premises, property damage or personal injury, and breach of the agreement.

Recent Accounting Pronouncements—In June 2011, FASB issued an amendment to the accounting guidance
for presentation of comprehensive income. The Company adopted the guidance effective January 1, 2012, and
has presented a combined statement of comprehensive income. As the new guidance relates only to how
comprehensive income is disclosed and does not change the items that must be reported as comprehensive
income, the adoption of this standard did not have a material impact on the Company’s financial position or
results of operations.

Stock Split—On February 9, 2012, the Company’s Board of Directors approved a 1-for-3 reverse stock split of
the Company’s common stock. The reverse stock split became effective on March 1, 2012. Upon the
effectiveness of the reverse stock split, (i) every three shares of outstanding common stock was decreased to one
share of common stock, (ii) the number of shares of common stock into which each outstanding warrant or option
to purchase common stock is exercisable was proportionally decreased, (iii) the exercise price of each
outstanding warrant or option to purchase common stock was proportionately increased, and (iv) the conversion
ratio for each share of preferred stock outstanding was proportionately reduced. Unless otherwise indicated, all of
the share numbers, share prices and exercise prices in these financial statements have been adjusted, on a
retroactive basis, to reflect this 1-for-3 reverse stock split.

3. NET LOSS PER SHARE ATTRIBUTABLE TO COMMON SHAREHOLDERS

The Company calculates basic and diluted net loss per common share by dividing the net loss adjusted for the dividend
on the redeemable convertible preferred stock by the weighted average number of common shares outstanding during
the period. The Company has excluded all potentially dilutive shares, which include redeemable convertible preferred
stock, warrant for redeemable convertible preferred stock, and outstanding common stock options, from the weighted
average number of common shares outstanding as their inclusion in the computation for all periods would be anti-
dilutive due to net losses. The Company’s redeemable convertible preferred stock are participating securities as defined
under the authoritative guidance, but are excluded from the earnings per share calculation as they do not have an
obligation to share or fund in the Company’s net losses. The Company’s unvested restricted stock awards are not
considered participating securities under the authoritative guidance since any dividends earned on unvested restricted
shares are required to be returned if unvested shares are forfeited.
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The following common stock equivalents were excluded from the computation of diluted net loss per share
attributable to common stockholders because they had an antidilutive impact (in thousands):

Year Ended December 31,
2012 2011 2010
Options to purchase common stock . ............ 4,421 4,492 5,014
Unvested restricted stock . ...........covvennnn 341 — —
WAITANE . o o oot e ie e e iieeeenonenenenns — 23 23
Redeemable convertible preferred stock ......... — 18,028 18,028

4. CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

A summary of the Company’s cash equivalents and short-term investments at December 31, 2012 is as follows
(in thousands):

Amortized Cost Unrealized Gains Unrealized Losses Fair Value

Cash Equivalents:
Money market funds ........ $48,089 $— $— $48,089
Certificates of deposit ....... 1,933 — — 1,933
Municipal securities ........ 2,070 — — 2,070
$52,092 $— $— $52,092
Short-Term Investments:
U.S. government agency
bonds .................. $16,714 $ 5 $— $16,719
Corporate bonds and
commercial paper ........ 15,397 2 ¢y 15,398
Municipal securities ........ 7,412 7 _ 7,419
Certificates of deposit ....... 8,714 1 —_ 8,715
$48,237 $ 15 $ $48,251

At December 31, 2011, the Company held $5,357 of cash equivalents in a money market fund whose
carrying amount approximates fair value. The Company did not hold any short-term investments at December 31,
2011.

The contractual maturity dates for the Company’s available-for-sale investments that are classified as short-
term investments in the consolidated balance sheets are one year or less from the respective balance sheet dates.
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5. FAIR VALUE MEASUREMENTS

The following table details the fair value measurements within the fair value hierarchy of the Company’s
financial assets and liabilities at December 31, 2012 and 2011 (in thousands):

Fair Value Measurements Using

Quoted Prices
in Active
Markets for Significant Other Significant
Amounts Identical Assets Observable Inputs Unobservable
at Fair Value (Level 1) (Level 2) Inputs (Level 3)
At December 31, 2011
Assets—Cash Equivalents-Money
marketfunds ............... $ 5,357 $ 5,357 $ — $—
Liabilities—Preferred stock
warrant liability ............. $ 107 $ — $ — $107
At December 31, 2012
Assets—Cash Equivalents:
Money market funds . ... ... $48,089 $48,089 $ — $—
Certificates of deposit . . . . . . $ 1,933 $ — $ 1,933 $—
Municipal securities ....... $ 2,070 $ — $ 2,070 $—
Assets—Short-Term Investments:
U.S. government agency
bonds ................. $16,719 $ — $16,719 $—
Corporate bonds and
commercial paper ....... $15,398 $ — $15,398 $—
Municipal securities ... .... $ 7,419 $ — $ 7,419 $—
Certificates of deposit . . .. .. $ 8,715 $ — $ 8,715 $—

When developing fair value estimates, we maximize the use of observable inputs and minimize the use of
unobservable inputs. When available, we use quoted market prices to measure fair value. If market prices are not
available, the fair value measurement is based on models that use primarily market based parameters including
yield curves, volatilities, credit ratings and currency rates. In certain cases where market rate assumptions are not
available, we are required to make judgments about assumptions market participants would use to estimate the
fair value of a financial instrument.

The valuation technique used to measure fair value for the Company’s Level 1 and Level 2 assets and
liabilities is a market approach that uses prices and other relevant information generated by market transactions

involving identical or comparable assets.

The valuation technique used to measure fair value for the Company’s Level 3 assets and liabilities, which
consisted of the preferred stock warrant liability, was the Black-Scholes model.
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A rollforward of the fair value measurements of the preferred stock warrant liability categorized with
Level 3 inputs as of December 31, 2012, 2011 and 2010 is as follows (in thousands):

December 31,
2012 2011 2010
Balance beginning of period .................. $ 107 $ 58 $ 74
Change in fair value of warrant liability ......... 426 49 (16)
Reclassification of warrant lability to equity ..... (533) — —
Balanceendof period ............ ... . $ — $107 $ 58

6. PROPERTY AND EQUIPMENT

Property and equipment as of December 31, 2012 and 2011 consist of the following (in thousands):

December 31,
2012 2011

Computer eqUIPMENt . . .....ouuereinrreeannenreeneeas $ 13,901 $10,492
Purchased software, including internal use software ........... 4,135 2,613
Leasehold improvements . ............c.coviniieinennnn 332 217
Office fUMMItUIE . . . .ottt ittt it e i ittt i 992 655

Property and equipment—at cost . ..............uuian 19,360 13,977
Less accumulated depreciation and amortization .............. (10,983) (7,573)
Property and equipment—mnet . . .........veiniireenneeanan $ 8,377 $ 6,404

Depreciation and amortization expense for the years ended December 31, 2012, 2011 and 2010, $3.4
million, $2.9 million and $1.7 million, respectively.

7. DEBT

Line of Credit—The Company’s loan and security agreement (the “2008 Loan Agreement”) provided a secured
revolving credit facility of up to $5.0 million (the “Revolving Credit Facility”). Under the terms of the
agreement, borrowing availability varied based upon eligible accounts receivable. Borrowings were
collateralized by substantially all of the assets of the Company and bore interest at a variable rate of 0.75% above
prime rate. The Revolving Credit Facility was terminated by the Company in June 2012 at the Company’s
request pursuant to the terms of the 2008 Loan Agreement.

In connection with the Company’s entry into the 2008 Loan Agreement, the Company issued a warrant to
purchase 23,092 shares of its Series C Preferred Stock, which, at the closing of the IPO, automatically converted into a
warrant to purchase shares of the Company’s common stock at an exercise price of $3.90 per share. The warrant was
net exercised in September 2012 resulting in the issuance of 20,186 shares of common stock (see Note 9).

Equipment Notes Payable—In May 2009, the Company amended the 2008 Loan Agreement to include a $2.0
million equipment line of credit (the “Loan”). Borrowings under the Loan could be made for eligible equipment
purchases through December 31, 2009. The Loan is secured by substantially all assets of the Company, except
the Company’s intellectual property. The Loan also contains various covenants that limit, among other things,
indebtedness, investments, liens, transactions, and certain mergers and sales of assets. In addition, the loan
contains financial covenants that impose a minimum adjusted quick ratio (as defined in the 2008 Loan
Agreement) and minimum quarterly revenue targets. The initial drawdown of the Loan was payable in 36 equal
monthly payments of principal, plus accrued interest, at an annual rate of 7.50% through December 31, 2012.
During the year ended December 31, 2009 the Company made borrowings under the Loan totaling $1.4 million.
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In April 2010, the Company amended the Loan and increased the available borrowings by an additional $4.0
million for equipment purchases made during 2010. Each advance is payable over 36 months at a fixed annual
interest rate of 7.25%. During the year ended December 31, 2010, the Company made borrowings under the Loan
totaling $2.9 million.

In June 2011, the Company again amended the Loan and increased the available borrowings by an
additional $4.0 million for equipment purchases made through March 31, 2012. Each advance is payable over 36
months at a fixed rate of 6.00%. During the year ended December 31, 2012 and 2011, the Company made
borrowings under the Loan totaling $1.3 million and $2.6 million, respectively.

In June 2012, the Company again amended the Loan and increased the available borrowings by an
additional $3.0 million for equipment purchases to be made through March 31, 2013. Each advance is payable
over 36 months at a fixed rate of 5.50%. Through December 31, 2012, the Company made borrowings under the
Loan of $1.5 million.

At December 31, 2012 and 2011, the outstanding balance under the Loan was $4.1 million and $4.0 million,
respectively. As of December 31, 2012, the Company had $1.5 million of available borrowings under the Loan
for eligible equipment purchases through March 31, 2013.

The 2008 Loan Agreement is secured by substantially all of the Company’s assets, except its intellectual
property. The 2008 L.oan Agreement also contains various covenants that limit, among other things,
indebtedness, investments, liens, transactions and certain mergers and sales of assets. In addition, the loan
contains financial covenants that impose a minimum adjusted quick ratio (as defined in the 2008 Loan
Agreement) and minimum quarterly revenue targets.

As of December 31, 2012, future annual principal payments due under the Loan were as follows (in thousands):

Years Ending December 31,

L $2,356

2014 1,364

200 364
4,084

Less current portion of notes payable .................... 2,356

Long-term notes payable .............................. $1,728

Software Financing—In May 2012, the Company entered into a $1.8 million agreement to finance the purchase
of a perpetual software license and the related first year technical support (the “Software Finance Agreement”).
The Software Finance Agreement is secured by the financed assets. The financed amount is due in 12 equal
quarterly payments of principal, plus accrued interest, at an annual rate of 5.40% through April 1, 2015. As of
December 31, 2012, the outstanding balance under the Software Finance Agreement was $1.3 million.

As of December 31, 2012, future annual principal payments due under the Software Finance Agreement
were as follows (in thousands):

Years Ending December 31,

2003 $ 665

2004 411

20015 214
1,290

Less current portion of notes payable .................... 665

Long-term notes payable .............................. $ 625



8. COMMITMENTS AND CONTINGENCIES

Operating Leases— In May 2010, the Company entered into an operating lease for approximately 32,000 square
feet of office space for its Burlington, Massachusetts corporate headquarters that expires in July 2017. In January
2012, the Company entered a sublease agreement for approximately 37,000 square feet of additional office space
at its headquarters in Massachusetts. The sublease expires in October 2019, subject to an early termination option
that may be exercised by the sub-landlord, in which case the Company would be required to vacate the premises
no later than November 2015. The Company has two operating leases in Germany, each for approximately 8,000
square feet of office space, expiring in January 2016 and March 2018. Additionally, the Company has a nine-year
operating lease for approximately 2,000 square feet of office space in France that expires in January 2021, but
can be terminated by the Company before the start of the fourth or seventh year of the lease with six months prior
written notice.

In August 2007, the Company entered into a four-year operating lease for approximately 19,000 square feet.
On December 31, 2010, the Company vacated and ceased to use the facility. Accordingly, the Company
expensed $0.2 million to rent expense for the eight months of rent expense that would have been incurred in 2011
as the Company did not sublease the space.

During the years ended December 31, 2012, 2011 and 2010, rent expense was $2.1 million, $1.0 million,
and $0.9 million, respectively.

The Company’s obligation for payments under these leases is as follows at December 31, 2012 (in
thousands):

Years Ending December 31

20083 e e e $ 2,424
03 - S PPN 2,459
2005 e i s 2,433
2016 i e et 2,261
2007 e i e 1,888
Thereafter . .. .oovi e e e e e 2,142
Total minimum lease payments ..............coveveannns $13,607

Co-location Services—The Company has agreements with third parties to provide co-location services for
hosting operations, which typically have a term of 24 months. The agreements require payment of a minimum
amount per month for a fixed period of time in return for which the co-location service provider provides certain
guarantees of network availability. All agreements expire by December 2015.

The Company recorded co-location service expenses of $2.5 million, $1.5 million, and $0.9 million during
the years ended December 31, 2012, 2011, and 2010, respectively. Future minimum payments as of
December 31, 2012 under these arrangements are $2.1 million in 2013, $0.3 million in 2014 and $50,000 in
2015.

Chinese Investment—In connection with establishing operations in China, in December 2011, the
Company entered into a funding agreement pursuant to which it lent $150,000 to the owners of a Chinese limited
liability company (the “Chinese Entity”) in exchange for a customer-supplier relationship with the Chinese Entity
and an option to purchase such entity. An additional $16,000 was funded in February 2012, and is included in the
change in restricted cash and other assets line item of the Company’s Consolidated Statement of Cash Flows. As
of December 31, 2012, this entity had not commenced operations.

Patent Indemnification—The Company has received indemnification requests from customers that have
received letters from, or been sued by, non-practicing entities claiming infringement of patents owned by them.
Many of those underlying claims have not yet been resolved, and the extent, if any, of the Company’s
indemnification obligations has not been determined. Certain of these matters include speculative claims for
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substantial or indeterminate amounts of damages. In addition, some of the patents at issue are the subject of
pending legal proceedings between the patent owners and one or more leading digital commerce companies, and
the outcome of those proceedings could affect the extent to which the patent owners seek to prosecute claims
against the Company or its customers. The Company’s business could be materially adversely affected by any
significant disputes between the Company and its customers as to intellectual property litigation to which the
Company might become a party or for which the Company may be required to provide indemnification. Adverse
results in these matters may include awards of substantial monetary damages, costly licensing agreements, or
orders preventing the Company from offering certain features, functionalities, products, or services, and may also
cause the Company to change its business practices, and require development of non-infringing products or
technologies, which could result in a loss of revenues and otherwise harm the Company’s business. As of
December 31, 2012. the Company has not made an accrual related to these matters.

The Company records a liability when it believes that a loss is both probable and reasonably estimable. On a
quarterly basis, the Company reviews each of its legal proceedings to determine whether it is probable,
reasonably possible or remote that a liability has been incurred and, if it is at least reasonably possible, whether a
range of loss can be reasonably estimated. Significant judgment is required to determine both the likelihood of
there being a loss and the estimated amount of such loss. Until the final resolution of such matters, there may be
an exposure to loss in excess of the amount recorded, and such amounts could be material. The Company
expenses legal fees in the period in which they are incurred.

In all of the Company’s outstanding legal matters for which it has not made an accrual, the Company is
unable to estimate a range of reasonably possible loss due to various factors, including, among others, the early
stage and uncertain outcome of the pending lawsuits to which the Company is not a party; and the significant
factual issues to be resolved regarding the extent, if any, of the Company’s indemnification obligations. Given
the significant uncertainties involved in these matters, the Company cannot predict the timing or extent of their
impact, if any, on its business, consolidated financial position, results of operations or cash flows, which could be
material, particularly in any fiscal quarter in which it may accrue a related liability.

9. CAPITALIZATION

As of December 31, 2012, the Company’s authorized stock consists of 240,000,000 shares of common
stock, par value of $0.01 per share, and 10,000,000 shares of preferred stock, par value of $0.01 per share. No
shares of preferred stock are issued or outstanding at December 31, 2012,
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Redeemable Convertible Preferred Stock

The following table summarizes the number of shares of redeemable convertible preferred stock for the
years ended December 31, 2012, 2011 and 2010 (in thousands):

Redeemable Convertible Preferred Stock
Series A Series B Series C Series D

Shares Amount Shares Amount Shares Amount Shares Amount Total

Balance as of January 1,2010 .... 3,171 $ 13,438 3,722 $16,178 5,388 $24509 3,849 $ 15719 $ 69,844
Issuance of Series D redeemable
convertible preferred stock (net

of issuance costs of $21) .. ... .. 1,899 $§ 7,379 $ 7,379
Accretion and dividends on

preferred stock .............. 769 990 1,688 1,827 5,274
Balance as of December 31,

2010 ... 3,171 14,207 3,722 17,168 5,388 26,196 5,748 24,758 82,329
Accretion and dividends on

preferred stock .............. 769 990 1,688 1,827 5,274
Balance as of December 31,

2011 o 3,171 $14,976 3,722 $18,158 5,388 $27,884 5,748 § 26,585 §$ 87,603
Accretion and dividends on

preferred stock .............. 171 220 375 406 1,172
Conversion of preferred stock into

commonstock . .............. (3,171) (15,147) (3,722) (18,378) (5,388) (28,259) (5,748) (26,991) (88,775)
Balance as of December 31,

2012 L —  $ - - $ — - $ — - $ - 35 —

Redeemable Convertible Preferred Stock Issuance and Conversion

In 2010, the Company issued 1,898,741 shares of Series D Preferred Stock for proceeds of $7.4 million, net
of issuance costs of $21,000.

On March 20, 2012, upon the closing of the IPO, all outstanding shares of redeemable convertible preferred
stock were automatically converted into 18,028,763 shares of common stock.

Terms of Redeemable Convertible Preferred Stock—Prior to the conversion of the Series A Preferred
Stock, Series B Preferred Stock, Series C Preferred Stock, and Series D Preferred Stock (collectively, the
“Preferred Stock”) into common stock in March 2012, the rights preferences and privileges of the Preferred
Stock were as follows:

Voting—Preferred Stock stockholders were entitled to vote on all matters and were entitled to the number of
votes equal to the number of shares of common stock into which each share of preferred stock was then
convertible. With certain exceptions, the holders of Preferred Stock would have voted together as a single class.
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Dividends—Dividends accrued whether or not declared by the Board of Directors at an annual rate per share
of $0.08 for Series A Preferred Stock, $0.08812816 per share for Series B Preferred Stock, $0.10392850 per
share for Series C Preferred Stock, and $0.10392850 per share for Series D Preferred Stock. Such dividends were
cumulative and payable upon the occurrence of a liquidation event or a redemption event, each as defined. The
Preferred Stock was senior to all common stock with respect to dividends. Dividends were included in the
carrying value in the preferred stock. The Loan prohibited payment of dividends on the Company’s capital stock
without the prior consent of the lender.

Liquidation Rights—In certain events, including the liquidation, dissolution, or winding up of the Company,
before any distribution of payments was to be made to common stockholders, the holders of Preferred Stock were
entitled to receive, on a pari passu basis, the greater of (i) an amount equal to $1.00 per share (Series A Preferred
Stock), $1.101602 per share (Series B Preferred Stock), $1.299106 (Series C Preferred Stock), and $1.299106
(Series D Preferred Stock), respectively, plus the accruing dividends and any other dividends declared but
unpaid, or (ii) the amount a holder of such Preferred Stock received if such holder converted such Preferred
Stock into common stock immediately prior to the liquidation event.

If there were insufficient assets legally available to make this distribution in full, then the available assets
were to be distributed on a pro rata basis to the holders of Preferred Stock.

Any remaining assets legally available for distribution after satisfaction of the Preferred Stock liquidation
amounts were to be distributed to the holders of common stock and the Series D Preferred Stock on a common
stock equivalent basis; provided, however, that the participation rights of the Series D Preferred Stock would be
capped at an amount equal to three times the original issue price.

Conversion—Each share of Preferred Stock, at the option of the holder, was convertible into a number of
fully paid shares of common stock as determined by dividing the respective preferred stock issue price by the
conversion price in effect at the time, subject to certain antidilutive adjustments. The initial conversion prices of
the Series A Preferred Stock, Series B Preferred Stock, Series C Preferred Stock and Series D Preferred Stock
was $1.00, $1.101602, $1.299106, and $1.299106, respectively, resulting in a one-for-one exchange ratio for
Series A Preferred Stock, Series B Preferred Stock, Series C Preferred Stock and Series D Preferred Stock.
Conversion was automatic immediately upon (i) the closing of an underwritten public offering in which the
public offering price equals or exceeds $5.00 per share (adjusted to reflect subsequent stock dividends, stock
splits, or recapitalization) and the aggregate proceeds raised equals or exceeds $25,000 or (ii) upon the election
of the holders of at least two-thirds of the voting power of the then outstanding shares of Preferred Stock.

Redemption—At the written election of at least two-thirds of the then-outstanding shares of Preferred Stock,
the Company was required to redeem all of the outstanding shares of Preferred Stock and pay in full on or after
April 13, 2014, at a price equal to $1.00 per share (Series A Preferred Stock), $1.101602 per share (Series B
Preferred Stock), $1.299106 per share (Series C Preferred Stock), and $1.299106 per share (Series D Preferred
Stock), respectively, plus the accruing dividends and any other dividends declared but unpaid. The Company was
accreting the Preferred Stock to redemption value over the period from issuance to April 13, 2014, such that the
carrying amounts of the securities would equal the redemption amounts at the earliest redemption date.

10. WARRANTS

In July 2008, in connection with the Company’s entry into the 2008 Loan Agreement (see Note 6), the Company
issued a warrant to purchase shares of its Series C Preferred Stock, which, at the closing of the IPO,
automatically converted into a warrant to purchase 23,092 shares of the Company’s common stock at an exercise
price of $3.90 per share. The warrant was exercisable at any time through its expiration in July 2018. So long as
the warrant remained outstanding and exercisable for redeemable convertible preferred stock, the warrant
liability was recorded at fair value at each balance sheet date with any change in fair value included as a
component of other {expense) income. For the years ended December 31, 2012, 2011 and 2010, the Company
recognized ($0.4) million, ($49,000), and $16,000 of (loss) income, respectively, for the change in the fair value
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of the warrant. At the time of conversion of the warrant upon the closing of the IPO, the fair value of the warrant
was $0.5 million, which was reclassified as a component of additional paid-in capital. The warrant was net
exercised in September 2012 resulting in the issuance of 20,186 shares of common stock.

The following table includes the fair value of the warrant liability using the Black-Scholes option pricing model
and the underlying assumptions used in the model (dollars in thousands):

March 20, 2012 As of
(Close of December 31,

IPO) 2011
Fair value of preferred stock warrant liability ........ $533 $ 107
Risk-free interestrate ............covvvneennnenn. 1.56% 1.45%
Expected dividend yield ......................... — —
Expectedterm (inyears) . ..........coooenvnninnn 6.25 6.5
Expected volatility .............. ... ...t 57.4% 59.1%

11. STOCK-BASED COMPENSATION PLANS

As of December 31, 2012, the Company had two stock-based compensation plans, the 2004 Stock Option
and Grant Plan (the “2004 Plan”), and the 2012 Stock Incentive Plan (the “2012 Plan”). The 2012 Plan became
effective upon the closing of the IPO. The 2012 Plan provides for the grant of incentive stock options to the
Company’s employees and the grant of non-statutory stock options, restricted stock, restricted stock units, stock
appreciation rights, performance units and performance shares to the Company’s employees, directors and
consultants. Upon the effectiveness of the 2012 Plan, the Company ceased granting awards under the 2004 Plan.
However, the 2004 Plan will continue to govern the terms and conditions of the outstanding awards previously
granted thereunder.

Under the 2012 Plan, the Company may issue up to 5,313,673 shares of common stock pursuant to stock
options and stock awards, which include (i) shares of common stock reserved for issuance under the 2004 Plan
that remained available for issuance immediately prior to the closing of the IPO and (ii) shares of common stock
subject to awards granted under the 2004 Plan that expire, terminate or are otherwise surrendered, cancelled,
forfeited or repurchased by the Company at their original issuance price pursuant to a contractual repurchase
right. As of December 31, 2012, the Company has authorized 240,000,000 shares of common stock and the
following number of shares of common stock has been reserved for the exercise of stock options and the release
of restricted stock (in thousands):

As of
December 31,
2012
2004 Stock Optionand GrantPlan .. .............. .. ... 0ot 3,064
2012 Stock IncentivePlan . ........ ... ... i, 5,227
TOtAl .ttt e e e 8,291

Under the 2012 Plan, stock options may be granted at an exercise price not less than the fair market value of
the Company’s common stock on the date of grant. Substantially all stock options and restricted stock awards
currently outstanding under both plans vest over a period of four years. No restricted stock awards were granted
during the years ended December 31, 2011 and 2010.
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The summary of stock option activity for the year ended December 31, 2012 is as follows (in thousands,

except per share and term information):

Outstanding—January 1,2012 .............
Granted ...........................
Forfeited . ....................... ...
Expired or cancelled .................
Exercised ..........................

Options vested and expected to vest—
December 31,2012 ....................

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Exercise Life (in Intrinsic
Shares Price Years) Value
4,024 $ 191 7.62 $ 26,238
1,121 30.78
(102) 18.65
3 0.60
913) 1.40
4,127 $ 945 7.57 $ 77,557
2,111 $ 191 6.74 $ 53,678
3,905 $ 9.04 7.53 $ 74,788

The summary of restricted stock activity is as follows (in thousands, except per share and term information):

Nonvested at December 31,2011 ...........
Granted ............. ... .. ... ......

Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Number of Grant Date Life (in Intrinsic
Shares Fair Value Years) Value
— $ — — $ —
517 30.92
(86) 31.26
431 $ 30.86 9.30 $ 11,785

The following table summarizes information relating to stock-based awards granted and exercised (in

thousands, except per share data):

Weighted average fair value of options granted

Aggregate intrinsic value of options exercised ............
Cash proceeds received upon exercise of options

Year Ended December 31,
2012 2011 2010
16.49 3.30 0.81
21,402 5,990 1,317
1,282 1,645 999

The aggregate intrinsic value represents the difference between the estimated fair value at exercise and the
exercise price paid by the employee. The amount of aggregate intrinsic value will change based on the fair

market value of the common stock.
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Stock-based compensation cost is measured at the grant date, based on the calculated fair value of the
award, and is recognized as an expense over the service period (generally the vesting period of the equity grant).
The Company estimates forfeitures at the time of grant and revises the estimates, if necessary, in subsequent
periods if actual forfeitures differ from those estimates. The following table presents stock-based compensation
expense included in the Company’s consolidated statements of comprehensive loss (in thousands):

Year Ended December 31,
2012 2011 2010
Cost of subscriptionrevenue .................. $ 175 $ 20 $ 16
Costof servicerevenue ..................o... 722 93 74
Salesand marketing ......................... 1,842 252 156
Research anddevelopment .. .................. 1,509 487 205
General and administration ................... 2,795 637 595
$7,043 $1,489 $1,046

Stock-based compensation cost for the year ended December 31, 2012 includes $2.8 million related to
restricted stock awards granted during the year, which are being charged to income based upon their fair values
over their vesting period. During the years ended December 31, 2011 and 2010, $0.4 million and $0.1 million of
the Company’s stock-based compensation cost related to a restricted stock award issued for promissory note that
was repayable in full on demand. Since the measurement date for the purchase of the shares of common stock
was not fixed until the note was repaid, the arrangement was subject to variable accounting and required
incremental stock-based compensation to be recorded if the fair value of the underlying common stock changed.
At December 31, 2010, the balance of the promissory note related to this award was $0.1 million, including
accrued interest of $15,000, for the purchase of 100,000 shares of common stock. In May 2011, the promissory
note was forgiven by the Company.

As of December 31, 2012, total compensation cost not yet recognized related to stock option awards was
$14.1 million, which is expected to be recognized over a weighted-average period of 2.4 years, and total
compensation cost not yet recognized related to restricted stock awards was $12.4 million, which is expected to
be recognized over a weighted-average period of 3.2 years.

The Company uses the Black-Scholes option-pricing model to estimate the fair value of stock options
awards and determine the related compensation expense. The assumptions used to compute stock-based
compensation expense for awards granted are as follows:

Year Ended December 31,
2012 2011 2010
Risk-free interestrate . ....................... 1.3% 2.1% 2.6%
Expected dividend yield . . .................... — — —
Expected term (inyears) ..................... 6 6 6
Expected volatility .................. ... ..... 57.0% 59.9% 62.3%

The risk-free interest rate assumption was based on the U.S. Treasury zero-coupon bonds with maturities
similar to those of the expected term of the award being valued. The assumed dividend yield was based on the
Company’s expectation of not paying dividends in the foreseeable future. The weighted-average expected life for
employee options reflects the application of the simplified method, which represents the average of the
contractual term of the options and the weighted-average vesting period for all option tranches. The simplified
method has been used since the Company does not have sufficient historical exercise data to provide a reasonable
basis upon which to estimate expected term due to a limited period of the Company’s life. The expected life of
options granted to nonemployees is equal to the remaining contractual term as of the measurement date. The
Company bases the majority of its estimate of expected volatility using volatility data from comparable public
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companies in similar industries and markets because there is currently limited public market history for the
Company’s common stock, and therefore, a lack of market-based company-specific historical and implied
volatility informaticn.

12. INCOME TAXES

The provision for income taxes for the years ended December 31, 2012, 2011 and 2010 consists of the
following (in thousands):

December 31,
2012 2011 2010
(Loss) income before income taxes:
Domestic ...........c.cciiiiiinininan.. $ (8,832) $ (1,627) $ 114
International .............. ... ... ... ... 1,129 428 337

$ (7,703) $ (1,199) $ 451

December 31,
2012 2011 2010
Current income tax provision: ..................
Federal ............cccoiiiiiiiiinnnn... $ — $ — $ —
State . ... e 56 55 39
Foreign ....... ... ... .. it 368 157 103
Total current income tax provision ...... 424 212 142
Deferred income tax provision:
Federal .......... ... ... ... 0 iin... — — —
State ... e —_ — —
Foreigh ......... ... i, 3) — —
Total deferred income tax provision .. ... 3) —_ —
Total income tax provision .................... $ 421 $ 212 $ 142

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

Years Ended December 31,
2012 2011 2010

U.S. Federal tax expense at statutory rates ........ 34% 34% 34%
State income taxes, net of federal tax benefit ...... 1% (14)% 5%
Foreign rate differential ....................... 1% 1% @)%
Permanent differences ........................ M% 21)% 9%
Uncertain tax provisions ...................... (D% (9% 14%
Valuation allowance ......................... @)% Q)% QZ)%

(5)% (18)% 31%
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Components of the net deferred tax assets as of December 31, 2012 and 2011 are as follows (in thousands):

December 31,
2012 2011
Operating loss carryforwards ......................... $ 16,747 $ 15,089
Capitalized research and development costs ............. 2,634 3,020
ACCIued €XPenSeS . .. .ottt 2,897 2,005
Research and development credits ..................... 890 775
Deferred revenue . ...ccovviii ittt 4,164 4,359
Stock compensation .............c.oveiiiiiiiina.n 1,685 550
Depreciation ..............oiiiiiiiiiiiiiii., 301 797
Total deferred tax assets .. .......ovvvviiuniinnnnn 29,318 26,595
Valuation allowance for deferred tax assets .................. (29,315) (26,595)
Net deferred tax @ssets . ........oovvveeereeennnnnnnenan. $ 3 $ —

The Company has historically incurred operating losses and given the cumulative losses and limited history
of profits, the Company has recorded a full valuation allowance against its deferred tax assets for all periods to
date with the exception for the deferred tax asset related to Demandware E-Commerce (Shanghai) Limited.

The Company’s ability to use the operating loss carryforwards to offset future taxable income is subject to
restrictions enacted in the U.S. Internal Revenue Code of 1986. These restrictions limit the future use of the
operating loss carryforwards if certain ownership changes described in the Internal Revenue Code occur.

During the year ended December 31, 2010, the valuation allowance increased by $0.6 million due to the
increase in deferred tax assets, primarily the net operating loss and research and development tax credit
carryforwards, and the full valuation allowance against the assets. During the year ended December 31, 2011, the
valuation allowance decreased by $1.0 million primarily due to the use of net operating losses to offset federal
and state taxable income, which decreased the related tax asset and valuation allowance. During the year ended
December 31, 2012, the valuation allowance increased by $2.7 million due to the increase in deferred tax asset
associated with the net operating loss and the full valuation allowance against that asset.

At December 31, 2012, the Company had federal and state net operating loss carryforwards of
approximately $67.2 million and $46.4 million, respectively. The net operating losses include federal and state
excess benefits related to stock options of $23.1 million and $13.2 million, respectively, that will be charged to
additional paid-in capital when utilized. At December 31, 2012, the Company also had federal and state research
and development tax credit carryforwards of $0.5 million and $0.7 million, respectively. The research and
development credits include federal and state excess benefits related to stock options of $0 and $0.2 million,
respectively, that will be charged to additional paid-in capital when utilized. The net operating loss carryforwards
and tax credits expire at various dates through 2032.

Utilization of net operating loss carryforwards and research and development credit carryforwards may be
subject to annual limitations due to ownership changes that have occurred previously or that could occur in the
future in accordance with Sections 382 and 383 of the Internal Revenue Code of 1986 (“IRC Sections 382 and
383”) as well as similar state provisions. During 2012 the Company had a study completed through March 31,
2011 which resulted in an ownership change that occurred during the 2004 year. The Company is currently
conducting a study through December 31, 2012 and if there are additional ownership changes it could limit the
amount of net operating loss carryforwards and research and development credit carryforwards that can be
utilized annually to offset future taxable income and taxes, respectively.

On January 3, 2013 the American Taxpayer Relief Act of 2012 was signed into law reinstating the federal
research and development credit for the 2012 and 2013 years. The effects are recognized as a component of
income tax expense or benefit from continuing operations in the financial statements for the interim or annual
period that includes the enactment date. The benefit related to the 2012 federal research and development credit
of $0.7 million (which includes excess benefits of $0.4 million) will be recorded during 2013.
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The following table indicates the changes to the Company’s uncertain tax positions for the years ended
December 31 (in thousands):

2012 2011 2010

Beginning balance ............... ... iiiiiiiii. $ 805 $670 $622
Increase related to current tax year ..............c..iin..n. 256 135 48
Endingbalance .. ..., $1,061  $805 $670

The liability for unrecognized tax benefits includes no accrued interest and penalties. The Company expects
none of the unrecognized tax benefits will decrease within the next 12 months related to expired statutes or
settlement with the taxing authorities.

The Company files federal, state, and foreign income tax returns in jurisdictions with varying statutes of
limitations. With few exceptions, all tax years 2004 through 2012 remain subject to examination by federal and
most state tax authorities due to the Company’s net operating loss carryforwards. In the Company’s foreign
jurisdictions, all tax years remain subject to examination.

13. EMPLOYEE BENEFITS

The Company has a 401(k) defined contribution plan (the “401(k) Plan”) for employees. The 401(k) Plan
includes substantially all United States full-time employees. Under the terms of the plan, participants may
contribute up to the lower of 20% of their salary or the statutorily prescribed limit to the plan. At the election of
its Board of Directors, the Company may make matching employee contributions, though it has not done so to
date.

14. RELATED PARTY TRANSACTIONS

In September 2010, Stephan Schambach, the Company’s Chairman of the Board of Directors, entered into a
consulting services agreement with the Company to provide assistance in the Company’s European expansion
strategy, development of partnerships, and participation in industry conferences and key customer meetings. This
agreement was terminated effective December 31, 2011. During the years ended December 31, 2011 and 2010,
the Company paid Mr. Schambach $0.2 million and $0.1 million for consulting service fees, respectively.

15. SELECTED QUARTERLY INFORMATION (UNAUDITED)

2012
Ist 2nd 3rd 4th
(in thousands, except per share amounts) Quarter Quarter Quarter Quarter
REVENUE . . . o e $16,090 $18,360 $18,706 $26,319
GroSS PrOfIt . ... e 10,671 12,265 12,215 19,983
(Loss) income from Operations .. ..............ueiunreineunnneennnennnenns (1,843) (5,083) (3,566) 3,333
(Loss) income before provision for income taxes ... ........oovuvnevrnnernnn .. 2,117)  (5,563) (3,432 3,409
Net (IOSS) INCOME . . . ..ottt e e e e e e e e (2,243) (5,633) (3,47hH 3,223
Basic net (loss) earnings per share attributable to common stockholders ........... $ (042) $ (0.19) $ (0.12) $ 0.1
Diluted net (loss) earnings per share attributable to common stockholders . ......... $ (042) $ (0.19) $ (0.12) $ 0.10
2011
1st 2nd 3rd 4th
(in thousands, except per share amounts) Quarter Quarter Quarter Quarter
ReVeNUE . . . $11,604 $12,852 $13,475 $18,616
Gross PrOfit . .o e 7,238 8,152 8,044 13,406
(Loss) income from Operations .. .............ootiurnriurrriinnrreennnnnnns (1,041) (1,255) (1,498) 3,038
(Loss) income before provision forincome taxes . ..............couvveiiinenan. (688) (1,153) (1,966) 2,608
Net (I0SS) InCome . . . .. ... o T17)  (1,179)  (2,091) 2,576
Basic net (loss) earnings per share attributable to common stockholders ........... $ (066) $ (0.71) $ (0.80) $ 0.28
Diluted net (loss) earnings per share attributable to common stockholders . .. ....... $ (066) $ (0.71) $ (0.80) $ 0.19
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Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), refers to controls and procedures that are
designed to ensure that information required to be disclosed by a company in the reports that it files or submits
under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the
SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that such information is accumulated and communicated to a company’s management,
including its principal executive and principal financial officers, as appropriate to allow timely decisions
regarding required disclosure.

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has
evaluated the effectiveness of our disclosure controls and procedures as of December 31, 2012, the end of the
period covered by this Annual Report on Form 10-K. Based upon such evaluation, our Chief Executive Officer
and Chief Financial Officer have concluded that our disclosure controls and procedures were effective as of such
date.

(b) Management’s Report on Internal Control over Financial Reporting

This Annual Report on Form 10-K does not include a report of management’s assessment regarding our
internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) or an attestation
report of our independent registered accounting firm due to a transition period established by rules of the
Securities and Exchange Commission for newly public companies.

(c) Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting that occurred during the period covered
by this Annual Report on Form 10-K that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

Item 9B. Other Information

Not applicable.
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PART II1

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is incorporated by reference to the information disclosed under the
caption “Directors, Executive Officers and Corporate Governance” in our Proxy Statement for the 2013 Annual
Meeting of Stockholders, which we intend to file with the SEC within 120 days of the end of the fiscal year to
which this report relates.

Item 11. Executive Compensation

The information required by this item is incorporated by reference to the information disclosed under the
caption “Executive Compensation and Related Information” in our Proxy Statement for the 2013 Annual
Meeting of Stockholders, which we intend to file with the SEC within 120 days of the end of the fiscal year to
which this report relates.

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

The information required by this item is incorporated by reference to the information disclosed under the
caption “Security Ownership of Certain Beneficial Owners and Management” in our Proxy Statement for the
2013 Annual Meeting of Stockholders, which we intend to file with the SEC within 120 days of the end of the
fiscal year to which this report relates.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is incorporated by reference to the information disclosed under the
caption “Employment Contracts, Termination of Employment and Change-In-Control Agreements” in our Proxy
Statement for the 2013 Annual Meeting of Stockholders, which we intend to file with the SEC within 120 days of
the end of the fiscal year to which this report relates.

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated by reference to the information disclosed under the
caption “Principal Accounting Fees and Services” in our Proxy Statement for the 2013 Annual Meeting of
Stockholders, which we intend to file with the SEC within 120 days of the end of the fiscal year to which this
report relates.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

Financial Statements: See the Index to Consolidated Financial Statements under Item 8 of this Annual
Report on Form 10-K.

Financial Statement Schedules: All schedules are omitted as information required is inapplicable or the
information is presented in the consolidated financial statements and the related notes.

Exhibits: See the Exhibit Index immediately following the signature page of this Annual Report on Form
10-K.
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SIGNATURES

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

authorized, on March 8, 2013.

DEMANDWARE, INC.

By: /s/ Thomas D. Ebling
Name: Thomas D. Ebling

Title: President and Chief Executive Officer
(Principal Executive Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Thomas D. Ebling and Scott J. Dussault, jointly and severally, his attorney-in-fact, with
the power of substitution, for him in any and all capacities, to sign any amendments to this Annual Report on
Form 10-K and to file the same, with exhibits thereto and other documents in connection therewith, with the
Securities and Exchange Commission, hereby ratifying and confirming all that each of said attorneys-in-fact, or
his substitute or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Company and in the capacities and on the dates indicated:

Signature % I_)g!s
/s/ Thomas D. Ebling President and Chief Executive March 8, 2013
Thomas D. Ebling Officer (Principal Executive
Officer)
/s/ Scott J. Dussault Executive Vice President and Chief March 8, 2013
Scott J. Dussault Financial Officer (Principal
Financial and Accounting Officer)
/s/ Lawrence S. Bohn Director March 8, 2013
Lawrence S. Bohn
/s/ Jill Granoff Director March 8, 2013
Jill Granoff
/s/ Charles F. Kane Director March 8, 2013
Charles F. Kane
/s/ Jitendra Saxena Director March 8, 2013
Jitendra Saxena
/s/ Stephan Schambach Chairman of the Board March 8, 2013
Stephan Schambach
/s/ Michael J. Skok Director March 8, 2013

Michael J. Skok
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3.1

3.2

10.1*

10.2*

10.3*

10.4*
10.8%*

10.9*

10.10*

10.11*

10.12*

10.13*

10.16*

10.17

10.18

Exhibit Index

Amended and Restated Certificate of Incorporation of the Registrant, (filed as Exhibit 3.1 to the
Registrant’s Current Report on Form 8-K (File No. 001-35450) on March 20, 2012 and incorporated
herein by reference)

By-laws of the Registrant, (filed as Exhibit 3.2 to the Registrant’s Current Report on Form 8-K
(File No. 001-35450) on March 20, 2012 and incorporated herein by reference)

2004 Stock Option and Grant Plan, as amended (filed as Exhibit 10.1 to the Registrant’s Form S-1
(File No. 333-17595) and incorporated herein by reference)

Form of Non-Qualified Stock Option Agreement under the 2004 Stock Option and Grant Plan (filed
as Exhibit 10.2 to the Registrant’s Form S-1 (File No. 333-17595) and incorporated herein by
reference)

2012 Stock Incentive Plan, effective upon the closing of this offering (filed as Exhibit 10.3 to the
Registrant’s Form S-1 (File No. 333-17595) and incorporated herein by reference)

Forms of equity award agreements under 2012 Stock Incentive Plan

Letter Agreement, dated February 11, 2010, between the Registrant and Thomas D. Ebling (filed as
Exhibit 10.8 to the Registrant’s Form S-1 (File No. 333-17595) and incorporated herein by reference)

Incentive Stock Option Agreement, dated February 11, 2010, between the Registrant and Thomas D.
Ebling (filed as Exhibit 10.9 to the Registrant’s Form S-1 (File No. 333-17595) and incorporated
herein by reference)

Letter Agreement between the Registrant and Scott J. Dussault related to Mr. Dussault’s services to
the Registrant (filed as Exhibit 10.10 to the Registrant’s Form S-1 (File No. 333-17595) and
incorporated herein by reference)

Agreements between the Registrant and Wayne R. Whitcomb relating to the Promissory Note issued
by the Registrant on May 6, 2005, as amended by Amendment No. 1, dated November 30, 2009
(filed as Exhibit 10.11 to the Registrant’s Form S-1 (File No. 333-17595) and incorporated herein by
reference)

Restricted Stock Agreement, dated May 6, 2005, between the Registrant and Wayne R. Whitcomb
(filed as Exhibit 10.12 to the Registrant’s Form S-1 (File No. 333-17595) and incorporated herein by
reference)

Letter Agreement between the Registrant and Wayne R. Whitcomb related to Mr. Whitcomb’s
services to the Registrant (filed as Exhibit 10.13 to the Registrant’s Form S-1 (File No. 333-17595)
and incorporated herein by reference)

Letter Agreements between the Registrant and Jeffrey G. Barnett related to Mr. Barnett’s services to
the Registrant (filed as Exhibit 10.16 to the Registrant’s Form S-1 (File No. 333-17595) and
incorporated herein by reference)

Form of indemnification agreement entered into by the Registrant with each of its directors and
executive officers in February 2012 (filed as Exhibit 10.17 to the Registrant’s Form S-1
(File No. 333-17595) and incorporated herein by reference)

Loan and Security Agreement, dated July 18, 2008, between the Registrant and Silicon Valley Bank,
as amended on December 23, 2008, June 26, 2009, March 2, 2010, April 28, 2010, June 23, 2011,
August 12, 2011, and June 27, 2012 (filed as Exhibit 10.18 to the Registrant’s Form S-1

(File No. 333-17595) and incorporated herein by reference)
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10.19

10.20t

10.23*

21.1
23.1
31.1

31.2

32.1

322

101

Lease Agreement, dated May 28, 2010, between Registrant and Burlington Office Park V Limited
Partnership (filed as Exhibit 10.19 to the Registrant’s Form S-1 (File No. 333-17595) and
incorporated herein by reference)

Master Subscription Agreement, dated June 2, 2008, between the Registrant and neckermann.de
GmbH, as amended on March 26, 2009, May 21, 2010 and March 2, 2011 (filed as Exhibit 10.20 to
the Registrant’s Form S-1 (File No. 333-17595) and incorporated herein by reference)

2012 Executive Incentive Compensation Program (filed as Exhibit 10.23 to the Registrant’s
Form S-1 (File No. 333-17595) and incorporated herein by reference)

Subsidiaries of the Registrant
Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, Rule 13(a)-14(a)/15d-
14(a), by principal executive officer

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, Rule 13(a)-14(a)/15d-
14(a), by principal financial officer

Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, by principal executive officer

Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, by principal financial officer

Materials from Registrant’s Annual Report on Form 10-K for the year ended December 31, 2012,
formatted in XBRL

Indicates confidential treatment requested as to certain portions, which portions have been omitted and filed

separately with the Securities and Exchange Commission pursuant to a Confidential Treatment Request.

Management Contracts or compensatory plans or arrangements required to be filed as exhibits hereto

pursuant to Item 15(a) of Form 10-K.
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Reports

Demandware quarterly and annual reports,
including Forms 10-Q and 10-K, are available
on the investor relations section of
www.demandware.com.

For additional copies, please contact
Investor Relations at:

5 Wall Street, Burlington, MA 01803
Investors: +1 (781) 425-1436.

Annual Meeting

The annual meeting is being held at 10am
ET on May 29, 2013 at the offices of Wilmer
Cutler Pickering Hale and Dorr LLP, 60 State
Street, Boston, MA 02108.

You may obtain directions to the location of
the Annual Meeting by contacting Investor
Relations at +1 (781) 425-1436

Registrar and Transfer Agent
American Stock Transfer & Trust Company,
New York, NY

Legal Counsel
Wilmer Cutler Pickering Hale and Dorr LLP,
Boston, MA

Independent Registered Public
Accounting Firm
Deloitte & Touche LLP, Boston, MA

Ticker

Demandware’s common stock is traded on
the New York Stock Exchange (NYSE)
under the symbol “DWRE.”

Headquarters

5 Wall Street

Burlington, MA 01803
Sales/General: +1 (888) 553 9216
Media: +1 (781) 425 1228
Investors: +1 (781) 425 1436

This Annual Report includes statments
about mangement’s future expectations
and the company’s plans and prospects
that are forward-looking statments under
the Securities and Exchange Commission’s
“Safe Harbor” rules. Statments inciuding
the words “believes”, "anticipates”, “plans”,
and “expects” and similar expressions

are intended to indicate forward-looking
statements. Actual results could differ
materially from these statements as a result
of various factors discussed in Demandware’s
annual and quaterly filings with the SEC. A
comprehensive discussion of these factors
can be found beginning on page 17 of the
Form 10-K included in this Annual Report.
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