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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549

FORM 10-Q

},,QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended June 30, 2016

OR

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

For the transition period from  to

Commission File Number: 001-33554

PROS HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Delaware 76-0168604
(State of Incorporation) (I.R.S. Employer Identification No.)

3100 Main Street, Suite 900
Houston TX 77002
(Address of Principal Executive Offices) (Zip Code)
(713) 335-5151

(Registrant's telephone number, including area code)

(Former Name, Former Address and Former Fiscal Year, if changed Since Last Report)

Indicate by check mark whether registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90

days. Yes x No o

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

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

Large Accelerated Filerx Accelerated Filer 0
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes o No x

The number of shares outstanding of the registrant's Common Stock, $0.001 par value, was 30,389,109 as of July 28,
2016.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended, and Section 21E of the

Securities Exchange Act of 1934, as amended. Forward-looking statements relate to future events or our future

financial performance. These forward-looking statements regarding future events and our future results are based on
current expectations, estimates, forecasts and projections, and the beliefs and assumptions of our management

including, without limitation, our expectations regarding the following: our ability to execute on our revenue strategy
shift to cloud-first, the license and subscription revenues generated by our software products and services; the impact

of our revenue recognition policies; our belief that our current assets, including cash, cash equivalents, short-term
investments, and expected cash flows from operating activities, will be sufficient to fund our operations; our belief

that we will successfully integrate our acquisitions; our anticipated additions to property, plant and equipment; our

belief that our facilities are suitable and adequate to meet our current operating needs; and our belief that we do not

have any material exposure to changes in the fair value of our investment portfolio as a result of changes in foreign
currency exchange rates or interest rates. Words such as, but not limited to, “we expect,” “anticipate,” “target,” “project,”
“believe,” “goals,” “estimate,” “potential,” “predict,” “may,” “might,” “could,” “would,” “intend,” and variations of these type
and similar expressions are intended to identify these forward-looking statements.
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PART I. Financial Information

ITEM 1. INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

PROS Holdings, Inc.
Condensed Consolidated Balance Sheets

(In thousands, except share and per share amounts)

(Unaudited)

Assets:

Current assets:

Cash and cash equivalents
Short-term investments

Accounts and unbilled receivables, net of allowance of $447 and $586, respectively

Prepaid and other current assets

Total current assets

Property and equipment, net

Intangibles, net

Goodwill

Other long-term assets

Total assets

Liabilities and Stockholders' Equity:
Current liabilities:

Accounts payable and other liabilities
Accrued liabilities

Accrued payroll and other employee benefits
Deferred revenue

Total current liabilities

Long-term deferred revenue

Convertible debt, net

Other long-term liabilities

Total liabilities

Commitments and contingencies (Note 6)
Stockholders' equity:

Preferred stock, $0.001 par value, 5,000,000 shares authorized; none issued
Common stock, $0.001 par value, 75,000,000 shares authorized; 34,752,402 and 34,156,561
shares issued, respectively; 30,334,817 and 29,738,976 shares outstanding, respectively

Additional paid-in capital

Treasury stock, 4,417,585 common shares, at cost

Accumulated deficit

Accumulated other comprehensive loss
Total stockholders' equity

Total liabilities and stockholders' equity

June 30,
2016

$103,151
41,954
36,770
7,456
189,331
15,490
12,786
20,623
2,699
$240,929

$4,718
4,883
10,846
68,762
89,209
10,288
119,026
710
219,233

35
165,571

December 31,
2015

$ 161,770
2,500
39,115
7,540
210,925
15,777
14,191
20,445
1,873
$263,211

$ 8,273
4,333
13,084
60,664
86,354
4,665
115,860
918
207,797

34
158,674

(13,938 ) (13,938 )
(126,038 ) (85,034 )

(3,934
21,696
$240,929

) (4,322 )

55,414
$263,211

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PROS Holdings, Inc.

Condensed Consolidated Statements of Comprehensive Income (Loss)
(In thousands, except per share data)

(Unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2016 2015 2016 2015
Revenue:
License $2,457  $9,392  $5,759  $20,584
Services 8,663 10,196 18,426 19,827
Subscription 9,143 6,780 17,344 14,080
Total license, services and subscription 20,263 26,368 41,529 54,491
Maintenance and support 16,775 15,321 33,437 30,877
Total revenue 37,038 41,689 74,966 85,368
Cost of revenue:
License 99 141 161 191
Services 8,283 8,987 17,214 17,926
Subscription 4,088 3,150 7,534 6,225
Total license, services and subscription 12,470 12,278 24,909 24,342
Maintenance and support 3,578 3,452 6,850 6,389
Total cost of revenue 16,048 15,730 31,759 30,731
Gross profit 20,990 25,959 43,207 54,637
Operating expenses:
Selling and marketing 16,066 17,978 34,084 36,171
General and administrative 9,616 9,562 18,657 20,160
Research and development 13,358 11,287 26,490 22,897
Loss from operations (18,050 ) (12,868 ) (36,024 ) (24,591 )
Convertible debt interest and amortization 2,317 ) (2,223 ) (4,604 ) (4,408 )
Other expense, net (55 ) (207 ) (113 ) (419 )
Loss before income tax provision (20,422 ) (15,298 ) (40,741 ) (29,418 )
Income tax provision 105 370 263 480
Net loss $(20,527) $(15,668) $(41,004) $(29,898)
Net loss per share:
Basic $(0.68 ) $(0.53 ) $(1.35 ) $(1.01 )
Diluted $(0.68 ) $(0.53 ) $(1.35 ) $(1.01 )
Weighted average number of shares:
Basic 30,330 29,565 30,278 29,470
Diluted 30,330 29,565 30,278 29,470
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment $(394 ) $788 $362 $(1,766 )
Unrealized gain (loss) on available-for-sale securities 21 (1 ) 26 3 )
Other comprehensive income (loss), net of tax (373 ) 787 388 (1,769 )
Comprehensive loss $(20,900) $(14,881) $(40,616) $(31,667)

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PROS Holdings, Inc.

Condensed Consolidated Statements of Cash Flows
(In thousands)

(Unaudited)

Six Months Ended

June 30,

2016 2015
Operating activities:
Net loss $(41,004 ) $(29,898)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 4,973 4,771
Amortization of debt discount and issuance costs 3,166 2,971
Share-based compensation 11,253 14,750
Deferred income tax, net 42 116
Provision for doubtful accounts (139 ) 66
Changes in operating assets and liabilities:
Accounts and unbilled receivables 2,480 10,817
Prepaid expenses and other assets (804 ) 1,508
Accounts payable and other liabilities (1,454 ) (1,715 )
Accrued liabilities 640 129
Accrued payroll and other employee benefits (2,246 ) (6,324 )
Deferred revenue 13,721 4,786
Net cash (used in) provided by operating activities 9,372 ) 1,977
Investing activities:
Purchases of property and equipment (5,339 ) (1,850 )
Capitalized internal-use software development costs (72 ) (233 )
Purchases of short-term investments (88,928 ) (31,200 )
Proceeds from maturities of short-term investments 49,500 20,000
Net cash used in investing activities (44,839 ) (13,283 )
Financing activities:
Exercise of stock options 14 767
Proceeds from employee stock plans 470 382
Tax withholding related to net share settlement of stock awards (4,839 ) 4,728 )
Payments of notes payable 91 ) (159 )
Debt issuance costs related to convertible debt — (408 )
Net cash used in financing activities 4,446 ) (4,146 )
Effect of foreign currency rates on cash 38 264
Net change in cash and cash equivalents (58,619 ) (15,188 )
Cash and cash equivalents:
Beginning of period 161,770 161,019
End of period $103,151 $145,831

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PROS Holdings, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)

1. Organization and Nature of Operations

PROS Holdings, Inc., a Delaware corporation, through its operating subsidiaries (collectively, the "Company"),
provides enterprise revenue and profit realization software solutions designed to help companies accelerate sales,
formulate winning pricing strategies and align product, demand and availability. The Company's revenue and profit
realization solutions are designed to assist customers in growing revenue, supporting sustained profitability and
modernizing their business processes. The Company provides its solutions to enterprises across a range of industries,
including manufacturing, distribution, services, and travel. The Company offers its solutions via a SaaS delivery
model as well as on a perpetual or term license basis. The Company also provides professional services to implement
its software applications as well as business consulting. In addition, the Company provides product maintenance and
support to its customers through which they receive unspecified upgrades, maintenance releases and bug fixes during
the term of the support period on a when-and-if-available basis.

2. Summary of Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statements reflect the application of significant
accounting policies as described below and elsewhere in these notes to the condensed consolidated financial
statements.

Basis of presentation

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in
accordance with generally accepted accounting principles in the United States ("GAAP") for interim financial
reporting and applicable quarterly reporting regulations of the Securities and Exchange Commission ("SEC"). In
management's opinion, the accompanying interim unaudited condensed consolidated financial statements include all
adjustments necessary for a fair statement of the financial position of the Company as of June 30, 2016, the results of
operations for the three and six months ended June 30, 2016 and 2015, and cash flows for the six months ended

June 30, 2016 and 2015.

Certain information and disclosures normally included in the notes to the annual financial statements prepared in
accordance with GAAP have been omitted from these interim unaudited condensed consolidated financial statements
pursuant to the rules and regulations of the SEC. Accordingly, these unaudited condensed consolidated financial
statements should be read in conjunction with the consolidated financial statements in the Company's Annual Report
on Form 10-K for the fiscal year ended December 31, 2015 ("Annual Report") filed with the SEC. The condensed
consolidated balance sheet as of December 31, 2015 was derived from the Company's audited consolidated financial
statements but does not include all disclosures required under GAAP.

Basis of consolidation

The unaudited condensed consolidated financial statements include the accounts of the Company and its subsidiaries.
All intercompany transactions and balances have been eliminated in consolidation. The functional currency of PROS
France SAS, formerly known as Cameleon Software SA ("PROS France") is the Euro. The financial statements of this
subsidiary are translated into U.S. dollars using period-end rates of exchange for assets and liabilities, historical rates
of exchange for equity, and average rates of exchange for the period for revenue and expenses. Translation gains
(losses) are recorded in accumulated other comprehensive loss as a component of stockholders' equity.
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Dollar amounts

The dollar amounts presented in the tabular data within these footnote disclosures are stated in thousands of dollars,
except per share amounts, or as noted within the context of each footnote disclosure.

Use of estimates

The Company makes estimates and assumptions in the preparation of its unaudited condensed consolidated financial
statements, and its estimates and assumptions may affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the unaudited condensed consolidated financial statements,
and the reported amounts of revenue and expenses during the reporting periods. Actual results could differ from those
estimates. The complexity and judgment required in the Company's estimation process, as well as issues related to the
assumptions, risks and uncertainties inherent in the
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application of the percentage-of-completion method of accounting, affect the amounts of revenue, expenses, unbilled
receivables and deferred revenue. Estimates are also used for, but not limited to, receivables, allowance for doubtful
accounts, useful lives of assets, depreciation and amortization, income taxes and deferred tax asset valuation,
valuation of stock options, other current liabilities and accrued liabilities. Numerous internal and external factors can
affect estimates. The critical accounting policies related to the estimates and judgments are discussed in the
Company's Annual Report under management's discussion and analysis of financial condition and results of
operations. There have been no significant changes to the Company's critical accounting policies as described in the
Company's Annual Report.

Revenue recognition

The Company has historically derived its revenue from the licensing and implementation of software solutions and
associated software maintenance and support. More recently, the Company has emphasized its offers of SaaS and
cloud-based services that do not require customers to host the Company's solutions in their data centers. The
Company's arrangements with customers typically include: (a) license or SaaS fees paid for the use of software
solutions either in perpetuity or over a specified term and implementation fees for configuration, implementation and
training services and (b) maintenance and support fees related to technical support and software updates. If there is
significant uncertainty about contract completion or collectability is not reasonably assured, revenue is deferred until
the uncertainty is sufficiently resolved or collectability is reasonably assured. In addition, revenue is recognized when
persuasive evidence of an arrangement exists, delivery has occurred and fees are fixed or determinable.

License

The Company derives the majority of its license revenue from the sale of perpetual licenses. For software license
arrangements that do not require significant modification or customization of the underlying software, the Company
recognizes software licenses revenues at contract provided that professional services are not considered essential to
the delivery of the software and when: (1) the Company enters into a legally binding arrangement with a customer for
the license of software; (2) the Company delivers the products; (3) the sale price is fixed or determinable and free of
contingencies or significant uncertainties; and (4) collection is probable. Revenues that are not recognized at the time
of sale because the foregoing conditions are not met, are recognized when those conditions are subsequently met.
The Company evaluates the nature and scope of professional services for each arrangement, and if it determines that
the professional services revenue should not be accounted for separately from license revenue, the license revenue is
recognized together with the professional services revenue using the percentage-of-completion method or completed
contract method. The completed contract method is also used for contracts where there is a risk over final acceptance
by the customer or for contracts that are short-term in nature.

The percentage-of-completion method is measured by the percentage of man-days incurred during the reporting period
as compared to the estimated total man-days necessary for each contract for implementation of the software solutions.
The Company believes that for each such project, man-days expended in proportion to total estimated man-days at
completion represents the most reliable and meaningful measure for determining a project's progress toward
completion. Under the Company's fixed-fee arrangements, should a loss be anticipated on a contract, the full amount
of the loss is recorded when the loss is determinable.

The Company also licenses software solutions under term license agreements that typically include maintenance
during the license term. When maintenance is included for the entire term of the term license, there is no renewal rate
and the Company has not established vendor specific objective evidence ("VSOE") of fair value for the maintenance
on term licenses. For term license agreements, revenue and the associated costs are deferred until the delivery of the
solution and recognized ratably over the remaining license term.

Professional Services

10



Edgar Filing: PROS Holdings, Inc. - Form 10-Q

In determining whether professional services revenue should be accounted for separately from license revenue, the
Company evaluates whether the professional services are considered essential to the functionality of the software
using factors such as: the nature of its software products; whether they are ready for use by the customer upon receipt;
the nature of professional services; the availability of services from other vendors; whether the timing of payments for
license revenue coincides with performance of services; and whether milestones or acceptance criteria exist that affect
the realizability of the software license fee.

If the Company determines that professional services revenue should not be accounted for separately from license
revenue, the license revenue is recognized together with the professional services revenue using the

percentage-of-completion method or

8
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completed contract method. The completed contract method is also used for contracts where there is a risk over final
acceptance by the customer or for contracts that are short-term in nature.

For SaaS or cloud based services arrangements that include professional services, the Company determines whether
the professional services have stand-alone value. If the Company determines the professional services do not have
stand-alone value, the Company treats the transaction as a single element, the professional services revenue is deferred
until the customer commences use of the SaaS or cloud-based services, and the professional services revenue is
recognized over the remaining term of the arrangement.

SaaS or Cloud-Based Services

For arrangements that include SaaS or cloud-based services, the Company allocates the arrangement consideration
between the service and other elements and recognizes the SaaS or cloud-based services fee ratably beginning on the
date the customer commences use of those services and continues through the end of the service term. Any revenue
related to up-front activation or set-up fees are deferred and recognized ratably over the estimated period that the
customer benefits from the related services. Direct and incremental costs related to up-front activation or set-up
activities are capitalized until the date the Company's service is made available and then expensed ratably over the
estimated period that the customer benefits from the related services.

Maintenance and Support

Maintenance and support revenue includes post-implementation customer support and the right to unspecified
software updates and enhancements on a when and if available basis. The Company recognizes revenue from
maintenance arrangements ratably over the period in which the services are provided.

Multiple Element Arrangements

The Company applies the residual method to recognize revenue for the delivered elements in stand-alone software
transactions. Under the residual method, the amount of revenue allocated to delivered elements equals the total
arrangement consideration, less the aggregate fair value of any undelivered elements, typically maintenance, provided
that VSOE of fair value exists for all undelivered elements. VSOE of fair value is based on the price charged when the
element is sold separately or, in the case of maintenance, substantive renewal rates for maintenance.

For multiple element arrangements containing both software and nonsoftware services, the Company must (1)
determine whether and when each element has been delivered; (2) determine fair value of each element using the
selling price hierarchy of VSOE of fair value, third party evidence ("TPE"), or best estimate of selling price ("BESP"),
as applicable; and (3) allocate the total price among the various elements based on the relative selling price method.

For multiple-element arrangements that contain software and nonsoftware elements such as the Company's
cloud-based service solutions, the Company allocates revenue between the software and software related elements as a
group and any nonsoftware elements based on a relative fair value allocation. The Company determines fair value for
each deliverable using the selling price hierarchy described above and utilizes VSOE of fair value if it exists.

In certain instances, the Company may not be able to establish VSOE for all deliverables in an arrangement with
multiple elements. This may be due to infrequently selling each element separately, not pricing solutions or services
within a narrow range, or only having a limited sales history. In addition, third party evidence may not be available.
When the Company is unable to establish selling prices using VSOE or TPE, it uses BESP in the allocation of
arrangement consideration. The objective of BESP is to determine the price at which the Company would transact a
sale if the product or service were sold on a stand-alone basis. For transactions that only include software and

12
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software-related elements, the Company continues to account for such arrangements under the software revenue
recognition standards which require it to establish VSOE of fair value to allocate arrangement consideration to
multiple deliverables.

Revenue that has been recognized, but for which the Company has not invoiced the customer, is recorded as unbilled
receivables. Invoices that have been issued before revenue has been recognized are recorded as deferred revenue in the
accompanying consolidated balance sheets.

Internal-use software
Costs incurred to develop internal-use software during the development stage are capitalized, stated at cost, and
depreciated using the straight-line method over the estimated useful lives of the assets. Development stage costs

generally include salaries and

9
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personnel costs and third-party contractor expenses associated with internal-use software configuration, coding,
installation and testing. For both the three months ended June 30, 2016 and 2015, the Company capitalized $0.1
million, and for the six months ended June 30, 2016 and 2015, the Company capitalized $0.1 million and $0.3 million,
respectively, of internal-use software development costs related to cloud-based offerings. Capitalized internal-use
software development costs related to cloud-based offerings are amortized using the straight-line method over the
useful life of the asset. For the three and six months ended June 30, 2016 and 2015, the Company amortized no
capitalized internal-use software development costs. Capitalized software for internal use is included in property and
equipment, net in the unaudited condensed consolidated balance sheets. Amortization of capitalized internal-use
software development costs, if any, is included in cost of subscription revenues in the accompanying unaudited
condensed consolidated statements of comprehensive income (loss).

Impairment of long-lived assets

Long-lived assets are reviewed for impairment whenever an event or change in circumstances indicates that the
carrying amount of an asset or group of assets may not be recoverable. The impairment review includes comparison of
future cash flows expected to be generated by the asset or group of assets with the associated assets' carrying value. If
the carrying value of the asset or group of assets exceeds its expected future cash flows (undiscounted and without
interest charges), an impairment loss is recognized to the extent that the carrying amount of the asset exceeds its fair
value. The Company recorded no impairment charges during the three and six months ended June 30, 2016 and 2015.

Noncash share-based compensation

The Company measures all share-based payments to its employees based on the grant date fair value of the awards
and recognizes expenses in the Company's unaudited consolidated statement of comprehensive income (loss) on a
straight-line basis over the periods during which the recipient is required to perform services (generally over the
vesting period of the awards). To date, the Company has granted stock options, Restricted Stock Units ("RSUs"),
stock settled Stock Appreciation Rights ("SARs"), and Market Stock Units ("MSUs"). RSUs include both time-based
awards as well as performance-based awards in which the number of shares that vest are based upon satisfying certain
conditions from binding customer agreements for the provision of configure, price, and quote ("CPQ") solutions.
MSUs are performance-based awards in which the number of shares that vest are based upon the Company's relative
stockholder return.

The following table presents the number of shares or units outstanding for each award type as of June 30, 2016 and
December 31, 2015, respectively, (in thousands):

June 30, December 31,

Award type 2016 2015
Stock options 827 829
Restricted stock units (time based) 2442 1915
Restricted stock units (performance based) — 24
Stock appreciation rights 522 522
Market stock units 464 563

Stock options, time based RSUs and SARs vest ratably between one and four years. The actual number of MSUs that
will be eligible to vest is based on the total stockholder return of the Company relative to the total stockholder return
of the Russell 2000 Index ("Index") over their respective performance periods, as defined by each award's plan
documents. The Company did not grant any stock options or SARs during the three and six months ended June 30,
2016 or 2015.

14
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The fair value of the RSUs is based on the closing price of the Company's stock on the date of grant.

The Company estimates the fair value of MSUs on the date of grant using a Monte Carlo simulation model. The
determination of fair value of the MSUs is affected by the Company's stock price and a number of assumptions
including the expected volatilities of the Company's stock and the Index, its risk-free interest rate and expected
dividends. The Company's expected volatility at the date of grant was based on the historical volatilities of the
Company and the Index over the performance period.

The weighted average assumptions used to value the MSUs granted during the three and six months ended June 30,
2016 were as follows:

10
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June 30, 2016

Volatility 44.06%
Risk-free interest rate 1.04%
Expected option life in years 2.93
Dividend yield —

Earnings per share

The Company computes basic earnings (loss) per share by dividing net income (loss) attributable to common
stockholders by the weighted average number of common shares outstanding. Diluted earnings (loss) per share is
computed by dividing net income (loss) attributable to common stockholders by the weighted average number of
common shares and dilutive potential common shares then outstanding. Diluted earnings per share reflect the assumed
conversion of all dilutive securities, using the treasury stock method. Dilutive potential common shares consist of
shares issuable upon the exercise of stock options, shares of unvested restricted stock units, and settlement of stock
appreciation rights. When the Company incurs a net loss, the effect of the Company's outstanding stock options, stock
appreciation rights and restricted stock units are not included in the calculation of diluted earnings (loss) per share as
the effect would be anti-dilutive. Accordingly, basic and diluted net loss per share are identical.

Short-term investments

The Company's investments are available-for-sale commercial paper that are recorded at fair value in the consolidated
balance sheets. The Company classifies all commercial paper regardless of original maturity at purchase date as
investments. Unrealized gains and losses on available-for-sale securities are recorded, net of tax, as a component of
accumulated other comprehensive income (loss), unless impairment is considered to be other-than-temporary.
Other-than-temporary unrealized losses on available-for-sale securities are generally recorded in gain (loss) on
investments, net, in the consolidated statements of comprehensive income (loss) unless certain criteria are met. The
primary factors considered when determining if a charge must be recorded because a decline in the fair value of an
investment is other-than-temporary include whether: (i) the fair value of the investment is significantly below the
Company's cost basis; (ii) the financial condition of the issuer of the security has deteriorated; (iii) if a debt security, it
is probable that the Company will be unable to collect all amounts due according to the contractual terms of the
security; (iv) the decline in fair value has existed for an extended period of time; (v) if a debt security, such security
has been downgraded by a rating agency; and (vi) the Company has the intent and ability to retain the investment for a
period of time sufficient to allow for any anticipated recovery in fair value. Investments with remaining maturities of
twelve months or less are classified as short-term investments since they are readily convertible to cash to fund
short-term operations. Investments with remaining maturities of more than twelve months are classified as long-term
investments. All of the Company's investments had contractual maturities of less than twelve months as of June 30,
2016.

Fair value measurement

The Company's financial assets that are included in cash and cash equivalents and that are measured at fair value on a
recurring basis consisted of $71.9 million and $127.2 million invested in treasury money market funds at June 30,
2016 and December 31, 2015, respectively, and $6.0 million and zero invested in certificate of deposit at June 30,
2016 and December 31, 2015, respectively. The fair value of the treasury money market funds is determined based on
quoted market prices, which represents level 1 in the fair value hierarchy as defined by Accounting Standard
Codification ("ASC") 820, "Fair Value Measurement and Disclosure." The fair value of the certificate of deposit is
based on quoted market prices for similar assets in active markets, which represents level 2 in the fair value hierarchy.
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The fair value of the Company's short-term investments which is comprised of available-for-sale commercial paper
was $42.0 million and $2.5 million as of June 30, 2016 and December 31, 2015, respectively. The fair value of these
accounts is determined based on quoted market prices for similar assets in active markets, which represents level 2 in
the fair value hierarchy. The Company recorded an immaterial amount of unrealized gain related to the short-term
investments for the three and six months ended June 30, 2016 and 2015. Reclassification adjustments for realized gain
(loss) on available-for-sale securities in net income were immaterial for the three and six months ended June 30, 2016
and 2015.

Deferred revenue and unbilled receivables

Software license and implementation services that have been performed, but for which the Company has not invoiced
the customer, are recorded as unbilled receivables, and invoices that have been issued before the software license and

11
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implementation, maintenance and subscription services have been performed are recorded as deferred revenue in the
accompanying unaudited condensed consolidated balance sheets.

Credit facility

As of June 30, 2016, the Company had no outstanding borrowings under the Company's $50 million secured Credit
Agreement ("Revolver"), and $0.1 million of unamortized debt issuance costs related to the Revolver is included in
other long-term assets in the condensed consolidated balance sheets. For the three and six months ended June 30, 2016
and 2015, the Company recorded an immaterial amount of amortization of debt issuance cost which is included in
other expense, net in the unaudited condensed consolidated statements of comprehensive income (loss).

Income taxes

The Company recorded an income tax provision of $0.1 million and $0.3 million for the three and six months ended
June 30, 2016, respectively, primarily related to foreign income taxes and state taxes not based on income. The
Company recorded an income tax provision of $0.4 million and $0.5 million for the three and six months ended

June 30, 2015, respectively, primarily related to foreign income taxes, state taxes not based on income, and
acquisition-related tax amortization. The effective tax rate for the three months ended June 30, 2016 and 2015 was
(1)% and (2)%, respectively. The effective tax rate for the six months ended June 30, 2016 and 2015 was (1)% and
(2)%, respectively. The income tax rates vary from the federal and state statutory rates primarily due to the valuation
allowances on the Company’s deferred tax assets, the limitation on deductibility of certain officers’ compensation, and
foreign and state taxes not based on income. The Company estimates its annual effective tax rate at the end of each
quarterly period. Jurisdictions with a projected loss for the year where no tax benefit can be recognized due to the
valuation allowances on the Company’s deferred tax assets are excluded from the estimated annual effective tax rate.
The impact of such an exclusion could result in a higher or lower effective tax rate during a particular quarter
depending on the mix and timing of actual earnings versus annual projections.

Recently adopted accounting pronouncements

In April 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
2015-03, "Simplifying the Presentations of Debt Issuance Costs" which requires debt issuance cost to be presented in
the balance sheet as a direct deduction from the carrying value of the associated debt liability, consistent with the
presentation of a debt discount. In August 2015, the FASB issued ASU 2015-15, "Presentation and Subsequent
Measurement of Debt Issuance Costs Associated with Line-of-Credit Arrangements" which provides clarification
regarding costs to secure revolving lines of credit, which are, at the outset, not associated with an outstanding
borrowing. ASU 2015-15 provides commentary that the SEC staff would not object to an entity deferring and
presenting costs associated with line-of-credit arrangements as an asset and subsequently amortizing them ratably over
the term of the revolving debt arrangement. These new standards are effective for interim and annual periods
beginning on January 1, 2016, and are required to be retrospectively adopted. The Company adopted these standards
on January 1, 2016. As of December 31, 2015, $0.1 million and $0.4 million of unamortized debt issuance costs
related to the Company’s convertible Senior Notes were reclassified in the condensed consolidated balance sheet from
prepaid and other current assets and other long-term assets, respectively, to convertible debt, net. The Company will
continue to defer and present the debt issuance cost related to its revolving credit facility in other long-term assets and
amortize it ratably over the term of the agreement.

In April 2015, the FASB issued ASU 2015-05, “Intangibles - Goodwill and Other Internal-Use Software.” The
amendments in this update provide guidance to customers about whether a cloud computing arrangement includes a
software license, and if so, how the software license element of the arrangement should be accounted for by the
customer. The new standard will be effective for annual period ending after December 15, 2015, and all reporting

18



Edgar Filing: PROS Holdings, Inc. - Form 10-Q

periods thereafter. The Company adopted this standard on January 1, 2016, and there was no impact on the Company's
consolidated financial statements.

Recent accounting pronouncements

In May 2014, the FASB issued ASU 2014-09, "Revenue from Contracts with Customers (Topic 606)," which
supersedes nearly all existing revenue recognition guidance under GAAP and permits the use of either the
retrospective or cumulative effect transition method. In August 2015, the FASB issued ASU 2015-14, "Revenue from
Contracts with Customers: Deferral of the Effective Date" which deferred the effective date of the new revenue
standard for periods beginning after December 15, 2016 to December 15, 2017, with early adoption permitted but not
earlier than the original effective date. In March 2016, the FASB issued ASU 2016-08, “Revenue from Contracts with
Customers (Topic 606): Principal versus Agent Considerations” which clarifies the implementation of guidance on
principal versus agent considerations. In April 2016, the FASB issued ASU 2016-10, "Revenue from Contracts with
Customers (Topic 606): Identifying Performance Obligation and Licensing" which clarifies the implementation of
guidance on identifying performance obligations and licensing. In May 2016, the FASB issued ASU 2016-12,
"Revenue from

12
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Contracts with Customers (Topic 606): Narrow-Scope Improvements and Practical Expedients", which clarifies the
disclosure requirements for an entity that retrospectively applies the guidance in Topic 606. These standards are
effective for the Company in the first quarter of fiscal 2018. The Company has not yet selected a transition method
and is currently evaluating the effect that the updated standards will have on the Company's consolidated financial
statements and related disclosures.

In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842)” which requires the lessee to recognize most
leases on the balance sheet thereby resulting in the recognition of lease assets and liabilities for those leases currently
classified as operating leases. Lessor accounting remains largely unchanged from current guidance, however, ASU
2016-02 provides improvements that are intended to align lessor accounting with the lessee model and with updated
revenue recognition guidance. This standard is effective for interim and annual reporting periods beginning after
December 15, 2018. The Company is currently assessing the impact of ASU 2016-02 on its condensed consolidated
financial statements.

In March 2016, the FASB issued ASU 2016-09, “Compensation — Stock Compensation (Topic 718): Improvements to
Employee Share-Based Payment Accounting” which is intended to simplify several aspects of the accounting for
share-based payment transactions including the income tax consequences, classification of awards as either equity or
liabilities, and classification on the statement of cash flows. This standard is effective for interim and annual reporting
periods beginning after December 15, 2016. The Company is currently assessing the impact of ASU 2016-09 on its
condensed consolidated financial statements.

With the exception of the new standards discussed above, there have been no other recent accounting pronouncements
or changes in accounting pronouncements during the six months ended June 30, 2016, as compared to the recent
accounting pronouncements described in the Company's Annual Report, that are of significance or potential
significance to the Company.

3. Earnings per Share
The following table sets forth the computation of basic and diluted earnings per share for the three and six months

ended June 30, 2016 and 2015:
Three Months Ended Six Months Ended

June 30, June 30,
(in thousands, except per share data) 2016 2015 2016 2015
Numerator:
Net loss $(20,527) $(15,668) $(41,004) $(29,898)
Denominator:
Weighted average shares (basic) 30,330 29,565 30,278 29,470
Dilutive effect of potential common shares — — — —
Weighted average shares (diluted) 30,330 29,565 30,278 29,470
Basic loss per share $(0.68 ) $(0.53 ) $(1.35 ) $(1.01 )
Diluted loss per share $(0.68 ) $(0.53 ) $(1.35 ) $(1.01 )

Dilutive potential common shares consist of shares issuable upon the exercise of stock options, settlement of SARs,
and the vesting of RSUs and MSUs. Potential common shares determined to be antidilutive and excluded from diluted
weighted average shares outstanding were approximately 2.0 million and 2.2 million for the three months ended

June 30, 2016 and 2015, respectively, and 2.0 million and 2.1 million for the six months ended June 30, 2016 and
2015, respectively. Basic shares were used to calculate loss per share for the three and six months ended June 30, 2016
and 2015.
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Since the Company has the intention and ability to settle the principal amount of its Senior Notes (see Note 5) in cash,
the treasury stock method is expected to be used for calculating any potential dilutive effect of the conversion spread
on diluted net income per share, if applicable. The conversion spread will have a dilutive impact on diluted net income
per share of common stock when the average market price of common stock for a given period exceeds the conversion
price of $33.79 per share.

4. Noncash Share-based Compensation

During the three months ended June 30, 2016, the Company granted 765,260 RSUs with a weighted average
grant-date fair value of $11.19 per share. The Company did not grant any stock options, SARs or MSUs during the
three months ended June 30, 2016.

During the six months ended June 30, 2016, the Company granted 1,317,642 RSUs with a weighted average
grant-date fair value of $11.41 per share. The Company granted 152,500 MSUs with a weighted average grant-date
fair value of $14.29 to

13
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certain executive employees during the six months ended June 30, 2016. These MSUs vest on March 1, 2019 and the
actual number of MSUs that will be eligible to vest is based on the total stockholder return of the Company relative to
the total stockholder return of the Index over the Performance Period, as defined by each award's plan documents or
individual award agreements. The Company did not grant any stock options or SARs during the six months ended
June 30, 2016.

Share-based compensation expense is allocated to expense categories on the unaudited condensed consolidated
statements of comprehensive income (loss). The following table summarizes share-based compensation expense
included in the Company's unaudited condensed consolidated statements of comprehensive income (loss) for the three
and six months ended June 30, 2016 and 2015:

Three Months  Six Months

Ended June 30, Ended June 30,

2016 2015 2016 2015
Share-based compensation:

Cost of revenue $577 $1,031 $1,176 $2,044
Operating expenses:

Selling and marketing 1,697 2,280 3,477 4,312
General and administrative 2,302 2,372 4,032 5,720
Research and development 1,293 1,322 2,568 2,674

Total included in operating expenses 5,292 5,974 10,077 12,706
Total share-based compensation expense $5,869 $7,005 $11,253 $14,750

In January 2016, the number of shares available for issuance increased by 900,000 to 9,968,000 under an evergreen
provision in the Company's 2007 Equity Incentive Plan ("2007 Stock Plan"). As of June 30, 2016, 1,043,938 shares
remained available for issuance under the 2007 Stock Plan.

At June 30, 2016, the Company had an estimated $43.7 million of total unrecognized compensation costs related to
share-based compensation arrangements. These costs will be recognized over a weighted average period of 2.5 years.

In June 2013, the Board of Directors authorized an Employee Stock Purchase Plan ("ESPP") which provides for
eligible employees to purchase shares on an after-tax basis in an amount between 1% and 10% of their annual pay: (i)
on June 30 of each year at a 5% discount of the fair market value of the Company's common stock on January 1 or
June 30, whichever is lower, and (ii) on December 31 of each year at a 5% discount of the fair market value of the
Company's common stock on July 1 or December 31, whichever is lower. An employee may not purchase more than
$5,000 in either of the six-month measurement periods described above or more than $10,000 annually. In November
2015, the Board of Directors amended the ESPP plan to increase the discount to 15% of the fair market value of the
Company's common stock effective January 1, 2016. The amendment did not change the accounting treatment of the
ESPP plan. During the six months ended June 30, 2016, the Company issued 23,848 shares under the ESPP. As of
June 30, 2016, 425,155 shares remain authorized and available for issuance under the ESPP. As of June 30, 2016, the
Company held approximately $0.6 million on behalf of employees for future purchases under the ESPP, and this
amount was recorded in accrued liabilities in the Company's unaudited condensed consolidated balance sheet.

5. Convertible Senior Notes

2.0% Convertible Senior Notes Due December 1, 2019

In December 2014, the Company issued $143.8 million aggregate principal amount of 2% convertible Senior Notes
(the "Senior Notes") due December 1, 2019, unless earlier purchased by the Company or converted. Interest is payable

semiannually in arrears on June 1 and December 1 of each year, commencing on June 1, 2015.
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The Senior Notes are governed by an Indenture between the Company, as issuer, and Wilmington Trust, National
Association, as trustee. The Senior Notes are the Company's general unsecured obligations and will rank senior in
right of payment to all of the Company's indebtedness that is expressly subordinated in right of payment to the Senior
Notes, will rank equally in right of payment with all of Company's existing and future liabilities that are not so
subordinated, will be effectively junior to any of the Company's secured indebtedness to the extent of the value of the
assets securing such indebtedness and will be structurally subordinated to all indebtedness and other liabilities
(including trade payables but excluding intercompany obligations owed to the Company or its subsidiaries).
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Upon conversion of the Senior Notes, the Company will pay or deliver, as the case may be, cash, shares of the
Company's common stock or a combination of cash and shares of common stock, at the Company's election.

The initial conversion rate for the Senior Notes will be 29.5972 shares of common stock per $1,000 in principal
amount of Senior Notes, equivalent to a conversion price of approximately $33.79 per share of common stock.
Throughout the term of the Senior Notes, the conversion rate may be adjusted upon the occurrence of certain events.
Holders of the Senior Notes will not receive any cash payment representing accrued and unpaid interest upon
conversion. Accrued but unpaid interest will be deemed to be paid in full upon conversion rather than canceled,
extinguished or forfeited. Holders may convert their Senior Notes at their option at any time prior to the close of
business on the business day immediately preceding September 1, 2019 only under the following circumstances:

during any calendar quarter commencing after the calendar quarter ending on March 31, 2015, if the last reported sale
price of the common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive
trading days ending on the last trading day of the immediately preceding calendar quarter is greater than or equal to
130% of the conversion price on each applicable trading day;

during the five consecutive business day period immediately following any five consecutive trading day period in
which the trading price per $1,000 principal amount of Senior Notes for each trading day of the measurement period
Was less than 98% of the product of the last reported sale price of the Company's common stock and the conversion
rate on each such trading day; or

apon the occurrence of specified corporate events.

On or after September 1, 2019 to the close of business on the second scheduled trading day immediately preceding the
maturity date, holders may convert all or any portion of their Senior Notes regardless of the above. Upon conversion,
the Company will pay or deliver cash, shares of its common stock or a combination of cash and shares of its common
stock, at its election, as described in the indenture.

As of June 30, 2016, the Senior Notes are not yet convertible.

In accounting for the issuance of the Senior Notes, the Company separated the Senior Notes into liability and equity
components. The carrying amount of the liability component was calculated by measuring the fair value of a similar
liability that does not have an associated convertible feature. The carrying amount of the equity component
representing the conversion option was determined by deducting the fair value of the liability component from the
face value of the Senior Notes as a whole. The excess of the principal amount of the liability component over its
carrying amount ("debt discount") is amortized to interest expense over the term of the Senior Notes. The equity
component is not remeasured as long as it continues to meet the conditions for equity classification.

In accounting for the transaction costs related to the Senior Notes issuance, the Company allocated the total amount
incurred to the liability and equity components based on their relative values. Issuance costs attributable to the liability
component, totaling $4.3 million, are being amortized to expense over the term of the Senior Notes using the effective
interest method, and issuance costs attributable to the equity component, totaling $1.2 million, were netted with the
equity component in stockholders' equity. Additionally, the Company recorded an immaterial deferred tax asset on a
portion of the equity component transaction costs which are deductible for tax purposes.

The Senior Notes consist of the following (in thousands):
June 30, December
2016 31, 2015
Liability component:
Principal $143,750 $143,750
Less: debt discount and issuance cost, net of amortization (24,724 ) (27,890 )
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Net carrying amount $119,026 $115,860

Equity component (1) $28,714 $28,714

(1) Recorded in the consolidated balance sheet within additional paid-in capital, net of $1.2 million issuance cost in
equity.

The following table sets forth total interest expense recognized related to the Senior Notes (in thousands):
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Three Months Six Months
Ended June 30, Ended June 30,
2016 2015 2016 2015

2.0% coupon $719 $719 $1,438 $1,438
Amortization of debt issuance costs 207 198 411 393
Amortization of debt discount 1,391 1,306 2,755 2,577
Total $2,317 $2,223 $4,604 $4,408

As of June 30, 2016 and December 31, 20135, the fair value of the Senior Notes was $106.2 million and $114.1
million, respectively. The fair value was determined based on inputs that are observable in the market or that could be
derived from, or corroborated with, observable market data, including the Company's stock price, interest rates and
carrying value of the debt instrument (carrying value excludes the equity component of the Company's convertible
notes classified in equity), which represents level 2 in the fair value hierarchy.

Note Hedge

To minimize the impact of potential economic dilution upon conversion of the Senior Notes, the Company entered
into convertible note hedge transactions with respect to its common stock (the "Note Hedge"). In December 2014, the
Company paid an aggregate amount of $29.4 million for the Note Hedge. The Note Hedge will expire upon maturity
of the Senior Notes. The Note Hedge is intended to offset the potential dilution upon conversion of the Senior Notes
and/or offset any cash payments the Company is required to make in excess of the principal amount upon conversion
of the Senior Notes in the event that the market value per share of the Company's common stock, as measured under
the Senior Notes, is greater than the strike price of the Note Hedge, which initially corresponds to the conversion price
of the Notes and is subject to anti-dilution adjustments substantially similar to those applicable to the conversion rate
of the Senior Notes. The Note Hedge is a separate transaction, entered into by the Company and is not part of the
Senior Notes or the Warrant, and has been accounted for as part of additional paid-in capital.

Warrant

Separately, in December 2014, the Company entered into warrant transactions (the "Warrant"), whereby the Company
sold warrants to acquire shares of the Company's common stock at a strike price of $45.48 per share. The Company
received aggregate proceeds of $17.1 million from the sale of the Warrant. If the average market value per share of the
Company's common stock for the reporting period, as measured under the Warrant, exceeds the strike price of the
Warrant, the Warrant will have a dilutive effect on the Company's earnings per share. The Warrant is a separate
transaction, entered into by the Company and is not part of the Senior Notes or the Note Hedge, and has been
accounted for as part of additional paid-in capital. Holders of the Senior Notes and Note Hedge will not have any
rights with respect to the Warrant.

6. Commitments and Contingencies

Litigation

In the ordinary course of business, the Company regularly becomes involved in contract and other negotiations and, in
more limited circumstances, becomes involved in legal proceedings, claims and litigation. The outcomes of these
matters are inherently unpredictable. The Company is not currently involved in any outstanding litigation that it
believes, individually or in the aggregate, will have a material adverse effect on its business, financial condition,
results of operations or cash flows.

Lease commitments
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The Company leases office space and office equipment under noncancelable operating leases that expire at various
dates. In January 2016, the Company entered into a nine year lease for approximately 5,000 square feet of office space
in Paris, France. The lease provides an option to terminate the lease in March 2022. The lease is determined to be an
operating lease.

In June 2016, the Company entered into a fifth amendment to its corporate office lease in Houston, TX (the "Fifth
Lease Amendment"). The Fifth Lease Amendment, among other things, provides for a three year extension, until

October 31, 2019, unless earlier terminated or extended pursuant to the terms of the lease.

As of June 30, 2016, the future minimum lease commitments related to lease agreements were as follows:
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Year Ending December 31, Amount
Remaining 2016 $1,307
2017 3,187
2018 2,652
2019 2,274
2020 795
2021 and thereafter 391

Total minimum lease payments $ 10,606
7. Subsequent Events

On August 2, 2016, the Company announced that its Chief Operating Officer, D. Blair Crump, separated from his
employment with the Company effective July 29, 2016 (the “Departure Date”) to pursue other opportunities. In
connection with such separation, the Company and Mr. Crump entered into a General Release, dated as of August 1,
2016 (the “Separation Agreement”) pursuant to the terms of Mr. Crump’s Employment Agreement with the Company,
dated February 10, 2014 (the “Employment Agreement”).

Pursuant to the terms of the Separation Agreement, the Company is obligated to (i) pay to Mr. Crump as severance his
annual base salary in effect on the Departure Date in installments over a period of twelve months, (ii) pay Mr. Crump’s
COBRA premiums for health and welfare benefits continuation for a period of twelve months in a lump sum; (iii) pay
to Mr. Crump his cash incentive for the first six months of 2016 in a lump sum; (iv) pay to Mr. Crump his cash
incentive for the next twelve months in installments over a twelve month period; and (v) vest all equity awards issued
to Mr. Crump by the Company with respect to such shares that would have vested following the Termination Date.
The Company’s obligations to provide the forgoing benefits are subject to (i) the effectiveness of the Separation
Agreement and (ii) Mr. Crump’s compliance with certain post-employment restrictive covenants which limit

Mr. Crump’s ability to compete with the Company, solicit customers or employees of the Company, or divulge
confidential information concerning the Company. In connection with the Separation Agreement, the Company
expects to record a one-time severance charge of approximately $1.1 million as well as an incremental expense that
cannot be reasonably estimated at this time associated with the acceleration of vesting of certain equity awards in the
third quarter of 2016.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The terms “we,” “us,” “PROS* and “our” refer to PROS Holdings, Inc. and all of its subsidiaries that are consolidated in
conformity with generally accepted accounting principles in the United States.

This management's discussion and analysis of financial condition and results of operations should be read along with
the unaudited condensed consolidated financial statements and unaudited notes to condensed consolidated financial
statements included in Item 1 of this Quarterly Report on Form 10-Q, as well as the audited consolidated financial
statements and notes to consolidated financial statements and management's discussion and analysis of financial
condition and results of operations set forth in our Annual Report.

Overview

PROS provides enterprise revenue and profit realization software solutions designed to help companies accelerate
sales, formulate winning pricing strategies and align product, demand and availability. Our revenue and profit
realization software solutions allow our customers to grow revenue, sustain profitability and modernize their business
processes.

Q2 2016 Overview

In 2015, we shifted from primarily offering perpetual licenses of our solutions to a subscription based cloud-first
strategy. As part of this shift, we introduced a number of changes to our business. In the second quarter of 2016, we
continued to implement and refine these changes, including further innovation on our cloud-only packages of our
software, training our personnel and focusing on competitive differentiation in key industry verticals. As a result of
these changes, we continued to progress our cloud-first strategy in the second quarter of 2016, as our recurring
revenue, which consists of maintenance and subscription revenue, grew by 17% over the second quarter of 2015.

Annualized Recurring Revenue ("ARR") is currently one of our key performance metrics to assess the health and
trajectory of our overall cloud business. ARR should be viewed independently of revenue, deferred revenue and any
other GAAP measure as ARR is a performance metric and is not intended to be combined with any of these items.
ARR is defined as the annualized contracted recurring revenue from subscription and maintenance contracts.
Contracted revenue from perpetual license, term license and service agreements are not included within the ARR
metric. Total ARR as of June 30, 2016 was $109.6 million, up from $89.6 million as of June 30, 2015, an increase of
22%.

Cash used in operating activities was $9.4 million for the six months ended June 30, 2016, as compared to $2.0
million of cash provided by operating activities for the six months ended June 30, 2015, primarily due to an increase
in our net loss driven by our transition to a cloud-first strategy.

Free cash flow is another one of our key metrics that assess the strength of our business. Free cash flow is a
non-GAAP financial measure which is defined as net cash provided by operating activities, less additions to property,
plant and equipment and capitalized internal-use software development costs. We believe free cash flow may be
useful to investors and other users of our financial information in evaluating the amount of cash generated by business
operations, after cash used for additions to property, plant and equipment and capitalized internal-use software
development costs. Free cash flow use for the three months ended June 30, 2016 was $8.5 million, compared to free
cash flow provided of $2.6 million for the three months ended June 30, 2015. Free cash flow use for the six months
ended June 30, 2016 was $14.8 million, compared to $0.1 million use for the six months ended June 30, 2015.

29



Edgar Filing: PROS Holdings, Inc. - Form 10-Q

The following is a reconciliation of free cash flow to the most comparable GAAP measure, net cash (used in)

provided by operating activities:

Net cash (used in) provided by operating activities
Purchase of property and equipment

Capitalized internal-use software development costs
Free Cash Flow

18

Three Months Six Months Ended
Ended June 30,  June 30,

2016 2015 2016 2015
$(6,608) $3,411 $(9,372 ) $1,977
(1,817 ) (740 ) (5,339 ) (1,850)
(72 ) (115 ) (72 ) (233 )
$(8,497) $2,556 $(14,783) $(106 )
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Total revenue was $37.0 million for the three months ended June 30, 2016 as compared to $41.7 million for the three
months ended June 30, 2015, representing a decrease of $4.7 million, or 11%. Total revenue for the six months ended
June 30, 2016 was $75.0 million as compared to $85.4 million for the six months ended June 30, 2015, representing a
decrease of $10.4 million, or 12%. This decrease in total revenue was primarily attributable to a decrease in license
revenue, which was expected as we transition our business towards our subscription-based SaaS and cloud-based
solutions.

Total recurring revenue, which is comprised of our subscription and maintenance revenue, was $25.9 million for the
three months ended June 30, 2016 as compared to $22.1 million for the three months ended June 30, 2015, an increase
of $3.8 million, or 17%. Total recurring revenue was $50.8 million for the six months ended June 30, 2016 as
compared to $45.0 million for the six months ended June 30, 2015, an increase of $5.8 million, or 13%. The increase
in recurring revenue was as a result of our transition towards our subscription-based SaaS and cloud-based solutions.

Total deferred revenue was $79.1 million as of June 30, 2016, as compared to $65.3 million as of June 30, 2015, an
increase of $13.7 million, or 21%, primarily due to an increase in subscription deferred revenue.

Revenue by Geography
The following geographic information is presented for the three and six months ended June 30, 2016 and 2015. PROS
categorizes geographic revenues based on the location of the customer's headquarters.
Three Months Ended June 30, Six Months Ended June 30,
2016 2015 2016 2015
Revenue Percent Revenue Percent Revenue Percent Revenue Revenue
United States of America $13,706 37 % $17,247 41 % $28,182 38 % $33,474 39 %

Europe 11,238 30 % 9,994 24 % 22,068 29 % 21,889 26 %
The rest of the world 12,094 33 % 14,448 35 % 24,716 33 % 30,005 35 %
Total revenue $37,038 100 % $41,689 100 % $74,966 100 % $85,368 100 %

Opportunities, Trends and Uncertainties

We have noted opportunities, trends and uncertainties that we believe are particularly significant to understand our
financial results and condition.

Cloud-first strategy. We have historically sold the majority of our products via perpetual licenses. We also have sold
our solutions via term licenses or SaaS. In connection with our subscription based cloud-first strategy announced in
2015, we have been selling a lower percentage of perpetual licenses and more subscription-based solutions such as
SaaS and subscription cloud-based solutions. Following a transition period, we expect this business model will
increase our recurring subscription revenue and defer more of our revenue recognition to later periods. We anticipate
that this strategy will result in lower license revenue, lower total revenues and lower operating cash flows in 2016.
However, we do not anticipate a corresponding decrease in expenses in 2016, which will adversely affect our net
income, operating margins and cash flow.

Variability in bookings. Historically, we have experienced the strongest customer demand in fourth and second
quarters of each year. However, the size and timing of orders for our products and services vary considerably, which
can cause significant fluctuations in our bookings results from quarter to quarter. Due to our large average deal sizes,
our bookings in any particular quarter have in the past, and may continue in the future, to be dependent on a relatively
small number of orders. We have also experienced in the past, and could again experience in the future, unanticipated
sales execution challenges which we believe historically related to the pace of change associated with our business.
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The timing of our bookings also varies based on a number of factors over which we may have little or no control,
including the complexity of the transaction, our customers' internal budgeting and approval processes, our customers'
purchasing behaviors and the level of competition.

Variability in revenue. The timing of our revenue recognition varies based on the nature and requirements of our
contracts. In conjunction with our cloud-first announcement in 2015, we have been selling an increasing number of
subscription contracts, which has resulted in less license revenue and total revenue recognized in the first half of 2016.
The timing of our revenue recognition for our SaaS solutions also varies based on the mix of products sold. For
example, our SaaS
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solutions purchased by our travel customers often require more complex implementations which can delay the
commencement of subscription revenue recognition. However, as we continue to emphasize our SaaS and cloud-based
solutions over perpetual offerings, near term year over year comparisons will likely be muted due to the differences in
revenue recognition. Over time, we expect the revenue impact of our shift to cloud-first to adjust, and year over year
comparisons to become more comparable and favorable.

Growth opportunities. We believe the market for our enterprise revenue and profit realization software solutions is
underpenetrated. Market interest for our software has increased over the past several years providing us with growth
opportunities. We have and will continue to invest in our business to more effectively address these opportunities
through investment in professional services, research and development, sales, marketing and support functions. In
addition to organic growth, we have acquired, and may continue to acquire companies or technologies that can
contribute to the strategic, operational and financial growth of our business. We expect to continue to explore both
organic and inorganic growth opportunities.

Uncertain global economic conditions. In June 2016, voters in the United Kingdom approved a referendum to exit the
European Union ("Brexit"). While the terms of Brexit are unknown, the proposed withdrawal is likely to increase
regulatory complexity and may adversely affect the European and worldwide economic and market conditions and
may contribute to instability in the global financial and foreign exchange market. In addition, during 2015 and
continuing in the first half of 2016, the global economic environment continued to show signs of uncertainty
regarding future domestic and global economic growth, and the global financial system experienced numerous
ongoing geopolitical issues around the globe. During uncertain economic conditions, we generally experience longer
sales cycles, increased scrutiny on purchasing decisions and overall cautiousness taken by customers. Certain foreign
countries continue to face significant economic, political and social crises, and it is possible that these crises could
result in economic deterioration in the markets in which we operate. This economic uncertainty may negatively affect
the overall demand environment in fiscal 2016, particularly in Europe. These changes, and other effects we cannot
anticipate, may negatively impact our business, business operations, results of operations, financial condition and cash
flows. We believe that our expanded offerings of industry-specific solutions and innovative technology will enable us
to stay competitive in a challenging economic environment as business leaders continue to focus on projects that
quickly deliver value, however the extent to which the current economic conditions will further affect our business is
uncertain.

Effective tax rate. The income tax rates vary from the federal and state statutory rates due to the valuation allowances
on our deferred tax assets and foreign withholding taxes; changing tax laws, regulations, and interpretations in
multiple jurisdictions in which we operate; changes to the financial accounting rules for income taxes; unanticipated
changes in tax rates; differences in accounting and tax treatment of our equity-based compensation and the tax effects
of purchase accounting for acquisitions. We expect this fluctuation in income tax rates to continue as well as its
potential impact on our results of operations.
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The following table sets forth certain items in our Condensed Consolidated Statements of Comprehensive Income
(Loss) as a percentage of total revenues for the three and six months ended June 30, 2016 and 2015:

Three Months Six Months

Ended June  Ended June

30, 30,

2016 2015 2016 2015

Revenue:

License T %23 %8 %24 %
Services 23 24 25 23
Subscription 25 16 23 16
Total license, services and subscription 55 63 55 64
Maintenance and support 45 37 45 36
Total revenue 100 100 100 100
Cost of revenue:

License — — — —
Services 22 22 23 21
Subscription 11 8 10 7
Total cost of license, services and subscription 34 29 33 29
Maintenance and support 10 8 9 7
Total cost of revenue 43 38 42 36
Gross profit 57 62 58 64
Operating Expenses:

Selling and marketing 43 43 45 42
General and administrative 26 23 25 24
Research and development 36 27 35 27
Total operating expenses 105 93 106 93

Convertible debt interest and amortization 66@) 5) ) B)
Other expense, net — - — _

Loss before income tax provision 55) @37) G4) 34)
Income tax provision (benefit) — 1 — 1
Net loss (55)% (38 )% (55)% (35)%
Revenue:

Three Months Variance Six Months Variance

Ended June 30, Ended June 30,
(Dollars in thousands) 2016 2015 $ % 2016 2015 $ %
License $2,457 $9,392 $(6,935) (74)% $5,759 $20,584 $(14,825) (72)%
Services 8,663 10,196 (1,533 ) (15)% 18,426 19,827 (1,401 ) (7 Y%
Subscription 9,143 6,780 2,363 35 % 17,344 14,080 3,264 23 %
Total license, services and subscription 20,263 26,368 (6,105 ) (23)% 41,529 54,491 (12,962 ) (24)%
Maintenance and support 16,775 15,321 1,454 9 % 33,437 30,877 2,560 8 %
Total revenue $37,038 $41,689 $(4,651) (11)% $74,966 $85,368 $(10,402) (12)%

License revenue. Our license revenue is dependent on the amount of perpetual licenses sold in the period, as well as
the timing of revenue recognition. As a result of our shift to a cloud-first strategy, for the three and six months ended
June 30, 2016 we experienced a decrease in the sale of perpetual licenses and a corresponding decrease in license
revenue, which included a decrease of $3.0 million and $8.1 million, respectively, in license revenue that was
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recognized on a percentage of completion basis, and a decrease of $3.9 million and $6.7 million, respectively, in
license revenue recognized upon software delivery. We recognized zero and $3.9 million of license revenue upon
software delivery for the three months ended June 30, 2016 and 2015, respectively,
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and zero and $6.7 million for the six months ended June 30, 2016 and 2015, respectively. As a result of our shift to a
cloud-first strategy, we expect that customers will continue to purchase a lower percentage of perpetual licenses and
purchase more subscription-based solutions such as SaaS and cloud-based offerings, resulting in lower future license
revenue but higher subscription revenue.

Services revenue. Our services revenue decreased $1.5 million and $1.4 million for the three and six months ended
June 30, 2016, respectively, as compared to the same periods in 2015. The decrease in services revenue was primarily
attributable to several implementations that were completed in 2015 with significant professional services and lower
levels of services required for new subscription sales. Services revenue can vary from period to period depending on
different factors, including the level of professional services required to implement our solutions and additional
professional services requested from our existing customers during a particular period.

Subscription revenue. The increase in subscription revenue was primarily attributable to an increase in the number of
customers purchasing our cloud-based services. The total number of customers generating subscription revenue
increased 9% and 13% for the three and six months ended June 30, 2016, respectively. The remainder of the increase
was attributable to larger deal sizes and add-on revenue from existing customers. We expect our subscription revenue
will continue to increase as a result of our shift to a cloud-first strategy.

Maintenance and support revenue. The increase in maintenance and support revenue was principally a result of an
increase in the number of customers purchasing maintenance and support services and maintenance renewals. Our
strong maintenance renewal rates provide a recurring base of maintenance revenue upon which new maintenance is
added. As a result of our shift to a cloud-first strategy, we expect that future maintenance revenue will decline.

Cost of revenue and gross profit:

Three Months

Six Months

Ended June 30, Variance Ended June 30, Variance

(Dollars in thousands) 2016 2015 $ % 2016 2015 $ %
Cost of license $99 $141  $42 ) 30)% $161  $191  $@30 ) (16)%
Cost of services 8,283 8987 (704 ) (8 Y% 17,214 17,926 (712 ) (4 Y%
Cost of subscription 4,088 3,150 938 30 % 7,534 6,225 1,309 21 %
Total cost of license, services and 12,470 12,278 192 2 % 24909 24342 567 2 %
subscription

Cost of maintenance and support 3,578 3,452 126 4 % 6,850 6,389 461 7 %
Total cost of revenue 16,048 15,730 318 2 % 31,759 30,731 1,028 3 %

Gross profit $20,990 $25,959 $(4,969) (19)% $43,207 $54,637 $(11,430) (21)%
Cost of license. Cost of license consists of third-party fees for licensed software and remained consistent for the three
and six months ended June 30, 2016 and 2015. License gross profit percentages for the three months ended June 30,
2016 and 2015, were 96% and 98%, respectively. License gross profit percentages for the six months ended June 30,
2016 and 2015, were 97% and 99%, respectively.

Cost of services. The three and six month decrease was primarily attributable to a decrease in personnel cost used in
our software implementations of $0.9 million and $1.0 million, respectively, and an increase in other overhead
expenses of $0.2 million and $0.3 million, respectively. Services gross profit percentages for the three months ended
June 30, 2016 and 2015, were 4% and 12%, respectively. Services gross profit percentages for the six months ended
June 30, 2016 and 2015, were 7% and 10%, respectively. Services gross profit percentages can vary from period to
period depending on different factors, including the level of professional services required to implement our solutions,
our effective man-day rates and the utilization of our professional services personnel.
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Cost of subscription. The three and six month increase in cost of subscription was primarily attributable to an increase
of $0.7 million and $1.1 million, respectively, in infrastructure cost to support our current and anticipated future
subscription customer base. The remaining increase in cost of subscription was related to personnel cost growth
commensurate with our subscription revenue growth. The subscription gross profit percentage for the three months
ended June 30, 2016 and 2015, was 55% and 54%, respectively. The subscription gross profit percentage for the six
months ended June 30, 2016 and 2015, was 57% and 56%, respectively.
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Cost of maintenance and support. The increase in cost of maintenance and support was attributable to an increase in
personnel cost associated with the continued growth in our customer maintenance and support function commensurate
with our maintenance and support revenue growth. The maintenance and support gross profit percentage was 79% and
77% for the three months ended June 30, 2016 and 2015, respectively. The maintenance and support gross profit
percentage was 80% and 79% for the six months ended June 30, 2016 and 2015, respectively.

Gross profit. The decrease in overall gross profit for the three and six months ended June 30, 2016 was primarily
attributable to a decrease of 11% and 12%, respectively, in total revenue as compared to the same periods in 2015.

Operating expenses:

Three Months Variance Six Months Variance
Ended June 30, Ended June 30,
(Dollars in thousands) 2016 2015 $ % 2016 2015 $ %

Selling and marketing $16,066 $17,978 $(1,912) (11)% $34,084 $36,171 $(2,087) (6 )%

General and administrative 9,616 9,562 54 1 % 18,657 20,160 (1,503 ) (7)%
Research and development 13,358 11,287 2,071 18 % 26,490 22,897 3,593 16 %
Total operating expenses  $39,040 $38,827 $213 1 % $79,231 $79,228 $3 — %

Selling and marketing expenses. The three month decrease was primarily attributable to a decrease of $0.9 million in
personnel cost mainly due to a decrease in sales commissions and noncash share based compensation expense. The
remaining decrease of $1.0 million was related to non-personnel costs which primarily included a decrease of $0.4
million in travel expenses, $0.4 million in sales and marketing events and $0.2 million in other facility and overhead
expenses.

The six month decrease was primarily attributable to a decrease of $1.2 million in personnel cost mainly due to a
decrease in sales commissions, as a result of an increase in sales commission that was capitalized, and noncash share
based compensation expense. The remaining decrease of $0.9 million was related to non-personnel cost which
primarily included a decrease of $0.6 million in travel expenses, $0.2 million in other facility and overhead expenses
and $0.1 million in sales and marketing events.

General and administrative expenses. The general and administrative expenses remained unchanged for the three
months ended June 30, 2016 as compared to the same period in 2015.

The decrease for the six months ended June 30, 2016 was attributable to a decrease of $1.2 million in personnel cost,
primarily due to the acceleration of noncash share-based compensation expense of $1.1 million in the first quarter of
2015 due to the change in employment status for our former Chief Financial Officer. The decrease also included a
$0.3 million decrease in facility and other overhead expenses.

Research and development expenses. The three and six month increase was primarily attributable to an increase of
$1.6 million and $2.9 million, respectively, in personnel cost as a result of an increase in headcount to support our
current and future product development and growth objectives, and an increase of $0.5 million and $0.7 million,
respectively, of non-personnel cost and related overhead expenses associated with our higher personnel cost.

Other expense, net:

Three Months
Ended June 30,
2016 2015 $ %

Variance

(Dollars in thousands)

Six Months Ended
June 30,
2016

Variance

2015 $ %

Convertible debt interest and amortization $(2,317) $(2,223) $(94) 4 % $(4,604) $(4,408) $(196) 4 %

$(55

Other expense, net

) $(207 ) $152 (73)% $(113 ) $(419 ) $306

(73)%
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Convertible debt interest and amortization. The convertible debt expense for the three and six months ended June 30,
2016 and 2015 related to coupon interest and amortization of debt discount and issuance costs attributable to our
Senior Notes issued in December 2014.

Other expense, net. Other expense, net decreased by $0.2 million and $0.3 million, respectively, during the three and
six months ended June 30, 2016, primarily due to the reduced impact of movements in foreign currency exchange
rates during the period.
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Income tax provision:
Three Months Variance Six Months Variance
Ended June 30, Ended June 30,
(Dollars in thousands) 2016 2015 $ % 2016 2015 $ %
Effective tax rate (1 Y% (2 )% n/a n/a (1 Y% 2 )% n/a n/a

Income tax provision $105  $370  $(265) (72)% $263  $480  $(217) (45)%

Income tax provision. The tax provision of $0.1 million and $0.3 million, respectively, for the three and six months
ended June 30, 2016 includes foreign taxes and state taxes not based on pre-tax income. No tax benefit was
recognized on jurisdictions with a projected loss for the year due to the valuation allowances on our deferred tax
assets.

Our effective tax rate was (1)% for both the three and six months ended June 30, 2016 and (2)% for both the three and
six months ended June 30, 2015. The income tax rate varies from the 34% federal statutory rate primarily due to the
valuation allowances on the Company’s deferred tax assets and the limitation on deductibility of certain officers’
compensation. While the expected tax rate of the Company would be 0% due to the full valuation on the deferred tax
assets, the (1)% and (2)% taxes for the three and six months ended June 30, 2016 and 2015, respectively, are due to
foreign and state taxes not based on pre-tax income. Jurisdictions with a projected loss for the year where no tax
benefit can be recognized due to the valuation allowances on the Company’s deferred tax assets are excluded from the
estimated annual Federal effective tax rate. The impact of such an exclusion could result in a higher or lower effective
tax rate during a particular quarter depending on the mix and timing of actual earnings versus annual projections.

Liquidity and Capital Resources

At June 30, 2016, we had $103.2 million of cash and cash equivalents and $100.1 million of working capital as
compared to $161.8 million of cash and cash equivalents and $124.6 million of working capital at December 31, 2015.
In addition, we had $42.0 million of short-term investments as of June 30, 2016 and $2.5 million of short-term
investments as of December 31, 2015.

Our principal sources of liquidity are our cash and cash equivalents, short-term investments, cash flows generated
from operations and potential borrowings under our Revolver. In December 31, 2014, we issued the Senior Notes to
supplement our overall liquidity position. Our material drivers or variants of operating cash flow are net income,
noncash expenses (principally share-based compensation, intangible amortization and amortization of debt discount
and issuance costs) and the timing of periodic invoicing and cash collections related to licenses, subscriptions and
support for our software and related services. The primary source of operating cash flows is the collection of accounts
receivable from our customers. Our operating cash flows are also impacted by the timing of payments to our vendors
and the payments of our other liabilities. We generally pay our vendors and service providers in accordance with the
invoice terms and conditions.

We believe our existing cash, cash equivalents and short-term investments balances, including funds provided by the
issuance of our Senior Notes, funds available under our Revolver and our current estimates of future operating cash
flows, will provide adequate liquidity and capital resources to meet our operational requirements, anticipated capital
expenditures and coupon payments for our Senior Notes for the next twelve months. Our future working capital
requirements will depend on many factors, including the operations of our existing business, potential growth of our
SaaS and cloud-based services, future acquisitions we might undertake, and expansion into complementary
businesses. If such need arises, we may raise additional funds through equity or debt financings.

The following table presents key components of our unaudited condensed consolidated statements of cash flows for
the six months ended June 30, 2016 and 2015:
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(Dollars in thousands)

Net cash (used in) provided by operating activities
Net cash used in investing activities

Net cash used in financing activities

Cash and cash equivalents (beginning of period)
Cash and cash equivalents (end of period)

24

Six Months Ended
June 30,
2016 2015

$(9,372 ) $1,977
(44,839 ) (13,283 )
(4,446 ) 4,146 )
161,770 161,019
$103,151 $145,831
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Net cash (used in) provided by operating activities. The $11.3 million increase in net cash used in operating activities
was primarily due to an $11.1 million increase in net loss driven by our transition to a cloud-first strategy.

Net cash used in investing activities. The $31.6 million increase in net cash used in investing activities was primarily
due to $28.2 million of net purchases of short-term investments during the six months ended June 30, 2016. In
addition, purchases of property and equipment primarily for infrastructure to support our current and anticipated
future subscription customer base increased by $3.5 million in the six months ended June 30, 2016 as compared to the
same period in 2015.

We expect to continue our investing activities, including property and equipment for infrastructure to support our
anticipated future subscription customer base.

Net cash used in financing activities. The increase of $0.3 million in net cash used in financing activities was
primarily the result of a $0.8 million decrease in cash provided from the exercise of stock options, partially offset by a
decrease of payments for debt issuance cost related to the convertible debt of $0.4 million and a $0.1 million decrease
in payments on our notes payable.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements that have or are reasonably likely to have a current or future effect
on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity,
capital expenditures or capital resources that are material. We do not have any relationships with unconsolidated
entities or financial partnerships, such as variable interest entities, that would have been established for the purpose of
facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.

Contractual Obligations and Commitments

There have been no material changes to our contractual obligations and commitments disclosed in our Annual Report.
Credit facility

In July 2012, we entered into the Revolver. There were no outstanding borrowings under the Revolver as of June 30,
2016. As of June 30, 2016, we had $0.1 million of unamortized debt issuance costs related to the Revolver included in
other long-term assets in the unaudited condensed consolidated balance sheets. For the three and six months ended

June 30, 2016 and 2015, we recorded an immaterial amount of amortization of debt issuance cost which is included in
other expense, net in the unaudited condensed consolidated statements of comprehensive income (loss).

Recent Accounting Pronouncements

See Note 2, “Recent Accounting Pronouncements” of Notes to Unaudited Condensed Consolidated Financial Statements

of this Form 10-Q for discussion of recent accounting pronouncements including the respective expected dates of
adoption.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Foreign Currency Exchange Risk

Our contracts are predominately denominated in U.S. dollars. We are exposed to foreign currency exchange risk
because we also have contracts denominated in foreign currencies. The effect of a hypothetical 10% adverse change in
exchange rates on our foreign denominated receivables as of June 30, 2016 would result in a loss of approximately
$0.2 million. We are also exposed to foreign currency risk due to our French subsidiary, PROS France. A hypothetical
10% adverse change in the value of the U.S. dollar in relation to the Euro, which is the Company's single most
significant foreign currency exposure, would have changed revenue for the three and six months ended June 30, 2016
by approximately $0.3 million and $0.5 million, respectively. In addition, we have operating subsidiaries in the United
Kingdom, Canada, Germany, Ireland and Australia. However, due to the relatively low volume of payments made and
received by the Company through our foreign subsidiaries, we do not believe that we have significant exposure to
foreign currency exchange risks. Fluctuations in foreign currency exchange rates could harm our financial results in
the future.

We currently do not use derivative financial instruments to mitigate foreign currency exchange risks. We continue to
review this matter and may consider hedging certain foreign exchange risks through the use of currency futures or
options in future years.

Interest Rate Risk

The Company is exposed to market risk for changes in interest rates related to the variable interest rate on borrowings
under the Revolver. As of June 30, 2016, the Company had no borrowings under the Revolver.

Our investment portfolio mainly consists of short-term interest-bearing obligations, including government and
investment grade debt securities and money market funds. These securities are classified as available-for-sale and,
consequently, are recorded in the unaudited condensed consolidated balance sheets at fair value with unrealized gains
or losses reported as a separate component of accumulated other comprehensive income (loss), net of tax. Our
investment strategy is focused on the preservation of capital and supporting our working capital requirements. We do
not enter into investments for trading or speculative purposes. We believe that we do not have any material exposure
to changes in the fair value as a result of changes in interest rates due to the short term nature of our cash equivalents.

As of June 30, 2016, we had $143.8 million principal amount of Senior Notes outstanding which are fixed rate
instruments. Therefore, our results of operations are not subject to fluctuations in interest rates. The fair value of the
Senior Notes may change when the market price of our stock fluctuates.

ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as defined in Rules 13a-15(e) or 15d-15(e) under the Exchange
Act of 1934, as amended (the "Exchange Act") as of June 30, 2016. Based on our evaluation of our disclosure controls
and procedures as of June 30, 2016, our chief executive officer and chief financial officer concluded that our
disclosure controls and procedures were effective to ensure that information we are required to disclose in reports that
we file or submit under the Exchange Act (i) is recorded, processed, summarized and reported within the time periods
specified in SEC rules and forms, and (ii) is accumulated and communicated to our management, including our chief
executive officer and chief financial officer, as appropriate to allow timely decisions regarding required disclosure.
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Changes in Internal Control over Financial Reporting
Our management, with the participation of our chief executive officer and chief financial officer, concluded that there

have been no changes in our internal control over financial reporting during the three months ended June 30, 2016 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are a party to legal proceedings and claims arising in the ordinary course of business. We are
not currently aware of any such proceedings or claims that we believe will have, individually or in the aggregate, a
material adverse effect on our business, financial condition, results of operations or cash flows.

ITEM 1A. RISK FACTORS
The United Kingdom leaving the European Union may change the regulatory environment

In June 2016, voters in the United Kingdom (“UK”) approved a referendum in favor of the UK leaving the European
Union (“Brexit”). Brexit could impair our ability to transact business in European Union ("EU") countries. Brexit has
already, and could continue to adversely impact global markets and currencies, including a sharp decline in the value
of the British Pound Sterling compared to the U.S. dollar. While the timing and terms for the withdrawal of the United
Kingdom from the European Union are unknown, the Brexit announcement has created uncertainty on future legal and
regulatory complexity in Europe, as the UK determines which European Union ("EU") laws to adopt or replace.
During times of uncertainty, our customers may closely monitor their costs and reduce their spending on our software
and services. The long-term effects of Brexit on us will depend in part on any agreements the UK makes to retain
access to European Union markets following the UK's withdrawal from the EU and the extent to which UK laws and
regulations diverge from EU laws and regulations, particularly with respect to privacy and data protection. Any of
these effects of Brexit and other effects we cannot anticipate, may adversely affect our business, business
opportunities, results of operations, financial condition and cash flows.

Except as otherwise described above, there have been no material changes to the risk factors as presented in our
Annual Report on Form 10-K for the year ended December 31, 2015.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

We have an ongoing authorization from our Board of Directors to repurchase up to $15.0 million in shares of our
common stock in the open market or through privately negotiated transactions. As of June 30, 2016, $10.0 million
remained available for repurchase under the existing repurchase authorization.

We did not make any purchases of our common stock under this program for the three months ended June 30, 2016.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURE

None.

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS
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Index to Exhibits
Provided Incorporated by Reference

Exhibit o . SEC Filing
No. Description Herewith Form File No. Date
Fifth Amendment to the Office Lease, dated June 9, 2016, by and
101 between PROS, Inc. and Houston Community College System. 8K 6/14/2016
311 Certification of Chief Executive Officer Pursuant to Exchange Act %
) Rule 13a-14(a)/15d-14(a).
312 Certification of Chief Financial Officer Pursuant to Exchange Act %

Rule 13a-14(a)/ 15d-14(a).

30 1% Certifications of Chief Executive Officer and Chief Financial %
) Officer Pursuant to 18 U.S.C. Section 1350.

Exhibit
No.
101.INS XBRL Instance Document.

Description

101.SCH XBRL Taxonomy Extension Schema Document.
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB XBRL Taxonomy Extension Label Linkbase Document.
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.
This certification shall not be deemed “filed” for purposes of Section 18 of the Securities Act of 1934, or
* otherwise subject to the liability of that Section, nor shall it be deemed to be incorporated by reference into

any filing under the Securities Act of 1933 or the Securities Exchange Act of 1934.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be

signed on its behalf by the undersigned, thereunto duly authorized.
PROS HOLDINGS, INC.

August 2, 2016 By: /s/ Andres Reiner
Andres Reiner
President and Chief Executive Officer
(Principal Executive Officer)

August 2, 2016 By: /s/ Stefan Schulz
Stefan Schulz
Executive Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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