LN

09010718

2008 ANNUAL REPORT




RicaTNOW TECHNOLOGIES 2008 ANNUAL REPORT

Helping clients deliver great customer experiences while reducing operating costs is exactly what organizations need to do in rough times.
New customers are hard to find, so companies need to protect their revenue streams by taking care of their existing customers. At the same
time, executives are tasked with finding ways to cut costs. We believe RightNow is uniquely able to help organizations with both these key

objectives.

Opver the past year, RightNow has accelerated our product innovation, augmented the breadch and depth of our customer engagements,
and delivered strong financial results. Here are just a few of the many highlights that I'm pleased to share with you:

2008 was a solid year from a business perspective, with revenue growth of 25%. We met our goal of returning to profitability by year end,
reaching GAAP profitability in Q4. Cash from operations was $14.7M for the year. I believe our results are a notable achievement in the
current economic environment and validate our strategy.

In 2008 we made significant solution enhancements that increase our competitiveness. Our quarterly release TOTAL REVENUE
cycle allows us to provide clients with meaningful updates quickly and in an easily digestible fashion. With siiod B2
our solution progress this past year, we believe that we are closer than any other SaaS vendor to achieving .
feature parity with the best of the traditional on premise contact center solutions. Plus our solution has the s o

added benefit that it is delivered faster, more flexibly and at a lower total cost of ownership than on premise .

solutions. New capabilities such as agent scripting, guided assistance and contextual workspaces have been the el el

| $1404

$87.1

driver behind our success winning new engagements for large, complex contact centers. (in mitfions)

Leading consumer-focused companies realize that eService is just as important as the contact center and that they must provide customers
with a positive, seamless experience across all channels. As such, we continue to drive innovation in eService. During the year, we
introduced our new Customer Portal technology, which enables clients to casily build highly branded, Web 2.0 self-service destinations;
the syndication widget, allowing clients to add service content to any web page; and co-browse and proactive chat to enable agent-and-
consumer collaboration on the web. This product innovation bolstered our eService leadership position, as evidenced by our Leader

ranking on the Gartner eService magic quadrant.
RECURRING REVENUE

$102.3

We also added more than 260 new clients, with great names such as TiVo, Inc., Epson America, and USDA o B

Forest Service, and had several significant expansions with existing clients such as Guthy-Renker Corporation, 5625
Virgin America and drugstore.com, Inc. And, in 2008, RightNow clients also won more Gartner & 1-to-1 sop 5 .
Customer Awards than any other vendor’s clients. In the Customer Service Optimization category, Overstock.com 2

won the gold award and eHarmony the silver; in the Full-Suite CRM Optimization category, Markrplaats.nl won I '
gold and Nikon silver. Overstock.com also won the Users’ Choice award, which the audience at the Gartner
CRM Summit selected as the most effective customer initiative.

2007 2008
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Looking ahead, despite the difficult economic times, I believe RightNow is well positioned to continue to succeed. There are five major

forces that we expect to work in our favor:

1. The SaaS delivery model. A weaker economy should accelerate adoption of SaaS, because most organizations have no appetite for the
huge capital investments and lengthy deployment times required by traditional approaches.

2. eService leadership. By any measure you use, RightNow is a clear leader in the eService space, which allows us to land accounts, quickly
prove value, and expand onto the agent desktop.

3. A considerable contact center agent desktop opportunity. The agent desktop market is six times larger than eService and the average deal
sizes are larger. We are well positioned to take a leadership role in this market.

4. Our sizeable installed base. Our land and expand strategy, combined with our approximately 1,900 customers, gives us sizeable

opportunity for expansion within our installed base.

5. Our 8 Steps to Improved Customer Experiences methodology. The 8 Steps not only provides us with a framework for helping clients
navigate through their customer experience journeys, but also facilitates a business value discussion with high-level executives and, for some
clients, has become the core of their own strategic customer experience plans.

[ am optimistic about the prospects for our business and our industry. I believe the economic situation should accelerate the adoption
of Saa$ and that all companies are looking for ways to cut costs and keep customers. These factors should have a positive impact on our
business, and I am hopeful that we will be able to continue to grow and take market share through this difficult time.

Greg Gianforte
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www.rightnow.com
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CAUTIONARY STATEMENT

In this report, the terms “RightNow Technologies,” “RightNow,” “Company,” “we,” “‘us” and “our” refer to
RightNow Technologies, Inc. and its subsidiaries.

All statements included or incorporated by reference in this report, other than statements or characterizations of
historical fact, are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995.
These forward-looking statements are based on our current expectations, estimates and projections about our industry,
management’s beliefs, and certain assumptions made by us, all of which are subject to change. Forward-looking statements
can often be identified by words such as “anticipates,” “expects,” “intends,” “plans,” “predicts,” “believes,” “seeks,”
“estimates,” “may,” “will,” “should,” “would,” “could,” “potential,” “continue,” “ongoing,” similar expressions, and
variations or negatives of these words, and include, but are not limited to, statements regarding projected results of
operations, management's future strategic plans, market acceptance and performance of our products, our ability to retain
and hire key executives, sales and technical personnel and other employees in the numbers, with the capabilities, and at the
compensation levels needed to implement our business and product plans, the competitive nature of and anticipated growth
in our markets, our accounting estimates, and assumptions and judgments. These Jorward-looking statements are not
guarantees of future results and are subject to risks, uncertainties and assumptions that are difficult to predict and that could
cause our actual results to differ materially and adversely from those expressed in any forward-looking statement. The risks
and uncertainties referred to above include, but are not limited to, general economic conditions; fluctuations in foreign
currency exchange; our business model; our ability to develop or acquire, introduce, market and gain market acceptance for
new products and enhancements to existing products in a cost-effective and timely manner; the gain or loss of key customers;
competitive pressures and other similar factors such as the availability and pricing of competing products and technologies
and the resulting effects on sales and pricing of our products; our ability to expand or contract operations; the rate at which
our present and future customers adopt our existing and future products and services possible fluctuations in our operating
results including our revenue mix and our rate of growth; interruptions or delays in our hosting operations; breaches of our
security measures; the credit markets and potential impact on the recoverability of our portfolio of auction rate securities;
any unanticipated ambiguities in fair value accounting standards, fluctuations in our operating results from the impact of
stock-based compensation expense; our ability to manage and expand our partner relationships; the amount and timing of
any stock repurchases under our stock repurchase program; our ability to hire, retain and motivate our employees and
manage our growth; the impact of potential acquisitions, if any; and various other factors, some of which are described
under the section below entitled “Risk Factors,” in Item 14 of this report. These forward-looking statements speak only as of
the date of this report. We undertake no obligation to revise or update publicly any forward-looking statement for any
reason, except as otherwise required by law.
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Part1
Item 1. Business

OVERVIEW

RightNow Technologies (“we”, “us”, “our”, the “Company” or “RightNow”) provides on demand customer
relationship management (“CRM”) software and services that help consumer-centric organizations improve customer
experiences, while reducing costs. In today’s competitive business environment, we believe providing superior customer
experiences can be a powerful way for companies to drive sustainable differentiation. RightNow’s technology enables an
organization’s service, marketing and sales personnel to leverage a common application platform to deliver service, to market
and to sell through phone, email, web and chat. Additionally, through our on demand delivery approach, or software-as-a-
service (“SaaS™), we are able to eliminate much of the complexity associated with traditional on premise solutions, to
implement rapidly, and to price our solutions at a level that results in a lower cost of ownership compared to on premise
solutions. Our value-added services, including business process optimization and lifetime product tune-ups, are directed
toward improving our customers’ efficiency, increasing user adoption and assisting our customers to maximize the return on
their investment. Approximately 1,900 corporations and government agencies worldwide depend on RightNow to achieve
their strategic objectives and better meet the needs of those they serve.

RightNow was incorporated in Montana in September 1997 and reincorporated in Delaware in August 2000. Our
principal executive offices are located at 136 Enterprise Boulevard, Bozeman, Montana 59718-9300, and our telephone
number is (406) 522-4200. We have regional field offices in Boston, Massachusetts; Chicago, Illinois; Dallas, Texas; San
Mateo, California; Orange County, California; New York, New York; Fairport, New York; Herndon, Virginia; and Toronto,
Canada. We also have offices in Maidenhead, England; Munich, Germany; Sydney, Australia; Tokyo, Japan; and Utrecht,
Netherlands. Our internet address is http://www.rightnow.com. Our annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, amendments to those reports and other Securities and Exchange Commission, or
SEC, filings are available free of charge through our website as soon as reasonably practicable after such reports are
electronically filed with, or furnished to, the SEC. Our common stock trades on the Nasdaq Global Market under the symbol
RNOW. The inclusion of our internet address in this report does not include or incorporate by reference into this report any
information contained on, or accessible through, our website.

PRODUCTS AND SERVICES

Our solutions are provided through an application platform that is designed to be easy to implement, use and
maintain, and to support improved customer experiences across multiple customer interaction points. Our solutions integrate
with traditional enterprise and/or back office applications and are available in 33 languages and dialects.

With the release of RightNow 8 in 2007, we have been able to provide enhanced functionality, tools and broader
application extensibility. That release initiated a quarterly release cycle which allows us to deliver product capabilities to
customers more rapidly.

During 2008, we rolled out functionalities, such as customer portal, contextual workspaces, agent scripting, co-
browse, proactive chat, topic monitoring for feedback, and a fully integrated multi-channel customer feedback capability.
These help meet our objectives of consistently providing our customers with the most current and advanced customer
experience solutions, as well as providing frequent innovation for expanding throughout large enterprises.

In the November 2008 release, we improved contact center agent efficiencies through new modules for agent
scripting, guided assistance, and a new agent desktop integration framework. These capabilities push relevant customer
information from existing legacy systems out to the contact center agent desktops in real-time to facilitate a more valuable
customer interaction, all while improving agent productivity and reducing costs.

RightNow Service ™

First released in 1997, RightNow Service is the flagship offering in our portfolio of customer relationship
management (“CRM”) solutions and generates approximately 80% to 90% of our software, hosting and support revenue.
Built upon a self-learning knowledge foundation, RightNow Service provides an integrated multi-channel customer service
that captures customer interactions across traditional and online channels. Our knowledge foundation automatically learns
from each customer interaction to deliver relevant content, thereby improving the customer experience.



Features of RightNow Service

Seamless multi-channel contact center — blends traditional and online channels so customer service agents have a
single view of the customer across all channels and can provide consistent information through phone, email, web and chat.

Web and voice self-service — enables customers to access the information they need 24/7 on the web and over the
phone, and also reduces contact center workloads.

Patented self-learning knowledge base — dynamically captures and presents complete, relevant and up-to-date
information to customers, contact center staff, outsourcers and other business partners.

Email response management — leverages knowledge base content to improve response times and provides
customers with accurate answers; also detects potential customer issues for immediate attention and resolution.

Chat — facilitates real-time, online chat sessions between agents and customers. Chat agents provide consistent
answers, by tapping into RightNow’s embedded knowledge base. Chat sessions are saved in the customer’s record, so
organizations have a complete customer view for the next interaction. Supervisors can monitor and join an agent’s chat
session to assist in resolving issues.

Custom analytics and reporting —pre-built reports and a custom reporting engine enable real-time performance
tracking. Reports can be automatically scheduled to run on specific timetables allowing customers to head off service and
product issues with exception-based notification.

Integration with enterprise resource planning, return merchandise authorization, and other back-office systems —
provides access to operational systems so agents can resolve customer issues without leaving the RightNow desktop.

RightNow Marketing™

RightNow Marketing is designed to deliver the functionality needed to manage multi-channel, multi-stage
campaigns. RightNow Marketing automates standard campaign activities, optimizes resources and leverages the information
captured in sales and service interactions. In addition, with RightNow Marketing, customer service organizations can preempt
service inquiries by proactively targeting customers with relevant, personalized communications.

Features of RightNow Marketing

Multi-stage, multi-channel campaign management—users can design, execute and manage campaigns from one
central location.

Lead-generating email marketing—enables the creation of personalized email marketing campaigns to boost lead
generation, increase conversion and retention rates and improve the relevancy of marketing communications.

Event-triggered messages—automates the delivery of personalized messages triggered from any type of customer
action—from a website request to an in-store retail purchase.

Comprehensive response and lead routing—tracks all aspects of campaign performance and provides automated
lead routing based on geography, product or other attributes.

Effective list management and deliverability —provides appropriate opt-in/opt-out controls, manages deletion of
obsolete addresses, and maintains compliance with relevant industry standards.

Custom analytics and reporting—real-time, pre-built and customizable reports provided out-of-the-box to track and
measure the success of marketing campaigns.

RightNow Sales™

RightNow Sales is designed to simplify the sales process so that sales organizations can more easily manage
accounts, track leads, organize contacts and create selling opportunities while leveraging the customer information in the
common platform. Traditional sales processes such as contact management, forecasting, quote generation and opportunity
status are fully integrated, saving sales representatives’ time and shortening sales cycles. RightNow Sales is designed to
improve the accuracy of sales forecasting and reporting with real-time visibility into sales pipeline data. Additionally,
RightNow Sales allows contact centers the ability to leverage customer information for up-sell and cross-sell opportunities.
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Features of RightNow Sales

Opportunity and pipeline management—allows the user to see the entire sales pipeline and individual opportunity
details on one screen.

Contact, account and task management—users can enter, update and track all relevant contact and deal information
in one place.

Lead management—optimizes lead flow across marketing and sales organizations.

Forecasting—opportunity level forecasting provides visibility into performance of sales representatives across
pipelines and committed revenue.

Custom analytics and reporting—provides analysis of the total forecast overview with details by region, sales
representative and opportunity, and provides for the creation of custom reports to support unique business processes.

Microsoft Outlook integration—users may synchronize emails, contacts, and tasks between Microsoft Outlook and
RightNow Sales for increased productivity.

Automatic contract, quote and proposal generation—provides accurate, customer-ready contracts, quotes and
proposals.

Territory and quota management—fully customizable quota-setting and real-time performance monitoring tools
track staff and management performance.

Sales methodology implementation—replicates and enforces conformance to proven sales methodologies.
RightNow Feedback ™

RightNow Feedback is designed to enable organizations to capture and measure customer feedback across touch-
points in real time and take immediate action on that feedback. Companies can also use packaged templates to gather,
monitor and act on customer satisfaction and service issues or collect insights from their own employees.

Features of RightNow Feedback
Multiple feedback capture techniques—captures input from customers through email, phone or the web.

Collaborative survey design—allows teams to create and test surveys with various response types and question
branching.

Audience management—enables survey audience segmentation and analysis of outbound communications to ensure
relevant surveying of customers.

Customer record integration—teedback responses are captured in customer records so that all employees interacting
with customers are informed of preferences and potential issues.

Robust reporting and analysis—graphical reporting and dashboard functionality allow the tracking and measurement
of customer satisfaction and loyalty.

RightNow Voice ™

RightNow Voice provides voice automation options for interacting with customers and prospects. Customers can
use self-service options to access information, and, if needed, calls are automatically routed to appropriate staff for quick
resolution.

Features of RightNow Voice

Dynamic voice routing—provides relevant content to callers and directs calls—along with customer-specific
information—to the appropriate department.



Voice self-service—enables customers to find answers over the phone 24 hours a day without contacting the call
center staff.

Inbound and outbound survey tools—enables polling of customers to monitor satisfaction levels, gauge interest in
new products or services and gain other market intelligence.

RightNow Analytics™

RightNow Analytics provides visibility into customer behavior across service, sales, marketing and feedback touch
points, enabling organizations to capture, synthesize, distribute and manage customer intelligence.

Features of RightNow Analytics

Service analytics—measures the post-sales service experience, enabling organizations to track customer behaviors,
identify and act on potential issues and determine how to optimize resource allocation.

Sales analytics—provides visibility into the sales pipeline for more accurate forecasting and historical trending tools to
pinpoint effective sales tactics for replication.

Marketing analytics—enables evaluation of historical marketing data for visibility into effective campaigns and offers.

Feedback analytics—consolidate, evaluate and distribute customer feedback to track and measure the effect of customer
interactions.

Professional Services

Our Professional Services organization combines project management with technical and business-focused consulting
services to our clients. Using proven methods and customer-centric best practices, our Professional Services group is
experienced in implementing and integrating RightNow products across many industries, drawing on in-depth knowledge and
practical expertise gained from thousands of deployments. Professional services helps customers determine strategic business
objectives, align business processes, define success metrics, help with rapid system configuration and deployment, and adjust
business solutions to support full user adoption. We also provide tune-up services to our clients, auditing their solution
against our library of best practices.

During 2008, we continued to expand our professional service organization with new investments in both partner
relationships and additional employees. These investments are expected to allow us to engage in more complex deployments,
add scalability to our business and help drive our growth. '

Sales and Marketing

RightNow products and services are sold predominantly through our direct sales organization and to a lesser extent
through partner channels. The sales team is organized around geographic territory, prospect company size and vertical
industry, calling on potential new clients as well as focusing on managing and further expanding those existing client
relationships.

A prospective client may deploy a portion or all of our solutions on a pilot basis to ensure that RightNow solutions meet
its needs, prior to committing to any subscription fees. A pilot program may last up to 180 days. The prospective client’s
objectives are quantified and results measured during the pilot period. As a result of this program, we believe we have
experienced shorter sales cycles, higher sale closure rates and larger deal sizes.

During 2008, we continued to see growth in our indirect channel revenue and worldwide partner contribution. As of
December 31, 2008 we had 66 partners enrolled in our worldwide partner program. In 2008 we continued to develop and
grow our Managed Service Provider (MSP) partner channel. Managed Services Providers deliver increased value to clients
through RightNow enabled managed services. These partners represent many of the world’s largest customer care
outsourcers, including Teleperformace, West Corporation, Convergys, ICT Group, Harte-Hanks and TELUS.

In addition, we continued to develop an ecosystem of business and technology alliance partners. These relationships
with leading independent software companies, systems integrators, and contact center infrastructure providers has opened up
new opportunities for our direct sales organization and has created a host of complimentary solutions for our customers.
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During 2008, we launched new strategic partnerships with:

e Deloitte, and TATA, leading global consulting services and systems integrators;

e Pivotal Veracity, a leading provider of email deliverability solutions;

e Success Metrics, a leading provider of Birst, a business intelligence and analytical on-demand software solution;
e Boomi, a leading provider of on-demand integration solutions;

e Open Methods, a software development company specializing in computer telephony integration.

We believe these partnerships have enabled our direct sales organization to expand its contact base in key accounts,
enhance and differentiate the RightNow solution, and ultimately develop larger and more profitable enterprise sales
opportunities.

We continue to work closely with technology partners such as Genesys, Informatica, Cast Iron, Lithium and Sterling
Commerce, to expand our capabilities to address the needs of the large enterprise.

In those international markets where we do not have a direct selling presence, we rely on system integrators and
resellers to sell our solutions. This strategy is primarily employed in Europe, New Zealand and Asia. In 2008, we continued
to broaden our distribution to these markets through resellers.

Our marketing department coordinates future product and service direction, manages generation of client leads, and
oversees public and industry analyst relations. To expand our client base, we have also developed and expect to continue to
increase innovative marketing initiatives.

Clients

As of December 31, 2008, we had approximately 1,900 active clients in various industries, including approximately
23% from technology, 14% from retail/consumer packaged goods, 13% from telecommunications, 13% from public sector,
11% from travel and hospitality, 7% from financial and insurance, 2% from manufacturing, and 17% from various other
industries. For the year ended December 31, 2008, approximately 47% of our revenue was generated from entities with over
$1 billion in annual revenue, 39% of our revenue was generated from entities with less than $1 billion in annual revenue and
14% of our revenue was generated from government/educational institutions. No single client accounted for more than 10%
of our revenue in 2006, 2007, and 2008. One customer represented 12% of term receivables at December 31, 2007, and one
customer represented 22% of term receivables at December 31, 2008. No individual customer accounted for more than 10%
of the Company’s accounts receivable at December 31, 2007 and 2008.

Product Development and Technology

Our product development efforts are focused on improving and enhancing our existing solutions and service offerings
as well as developing new proprietary technology. Our product roadmap incorporates our long-term strategic view of our
market and incorporates customer feedback to improve and enhance our products. We currently are developing products and
solutions to broaden and deepen our offerings within the CRM market. We have an applied research group, RightNow Labs,
which focuses on knowledgebase, artificial intelligence, information retrieval and novel applications of current research for
use within our solutions. We allow our clients to run different versions of our software and provide customers the ability to
adequately plan, schedule and implement upgrades of new releases. Our support and development efforts are focused only on
the current and future releases of our products. We provide support for our software versions for 24 months, which can be
extended for a fee. Our research and development expenses totaled approximately $14.5 million in 2006, $17.1 million in
2007, and $18.3 million in 2008.

We believe we have significant technology expertise in developing and deploying highly scalable and reliable on
demand CRM applications. All of our products have been designed using industry standards for the Internet and are designed
to meet the following goals: cost efficient deployment, highly configurable, scalable, easily integrated, multi-tenant and
capable of being internationalized. The architectural components described below form the foundation for the delivery of a
variety of features within our solution.



Intuitive Knowledge Foundation. Artificial intelligence, self-learning, knowledgebase technologies and innovative
information retrieval technologies form the foundation of our solution. These technologies are combined within our customer
service solution to provide self-service and automatic email response to users and as an automated assistant for our clients’
customer service representatives. Core technologies in the area of the knowledge foundation include automatic learning and
decay of the relevancy and relatedness of information, natural language processing, word-stemming algorithms, information
clustering and classification algorithms, and information retrieval technologies.

Integration with Other Enterprise Applications. Our hosted and non-hosted clients are able to integrate our solution
with their other mission-critical enterprise applications through several techniques, including: web services, application level
triggers; user interface extensibility that allows the integration of other applications into our solution; and “pass through”
authentication that allows our solution to inherit user credentials from other applications to identify and enforce access to our
clients’ web sites. The Developer portion of our Customer Community portal allows our customers an on-line forum that
provides information on integration topics such as up-to-date documentation and sample integrations as well as on-line
discussion forums that are moderated by RightNow experts.

Highly Customizable and Usable User Interface. The web portal interface portion of our product, which allows our
clients to serve their customers through the web, is browser based and provides support for all current browsers and versions,
and complies with web accessibility standards. The web portal interface is designed to be easily integrated into our client’s
web sites and simple for inexperienced internet users to understand. Our back-end interface utilizes Microsoft Corporation’s
Smart Client technology. The back-end interface is used by administrators, agents, sales representatives and marketing users.
The Microsoft Smart Client user interface (or “UI”’) communicates with our server through web services. This Ul combines
the speed and power of traditional client/server applications with the flexibility and reduced total cost of ownership
associated with browser-based applications. With the Microsoft Smart Client UI, a richer user experience is possible than
could be provided through a browser. Because the Microsoft Smart Client is automatically network installed and updated, the
desktop maintenance headache generally associated with client/server applications is eliminated. Our back-end interface can
be easily customized without programming to support different workflows and can be extended to incorporate data from
other applications.

Software Architecture. Our solution has been developed using a logical three-tier Internet architecture consisting of
presentation, application logic and data management layers. Because of the tiered separation, our solution is designed to be
highly scalable, allowing expansion at each tier. We deploy our solution in highly available, highly scalable, load-balanced
web server and clustered database server configurations.

Intellectual Property

Our success depends to a significant degree upon the development and protection of our intellectual property rights. We
believe we have a rich repository of intellectual property. As of December 31, 2008, our intellectual property assets included
eight issued U.S. patents, sixteen pending U.S. patents, one pending European patent, five U.S. trademark registrations, and
multiple foreign trademark registrations. The majority of our patents and patent applications concern our knowledgebase
technology, including processes relating to the relative usefulness ranking and the order of display of retrieved information in
the knowledgebase; the ability of the knowledgebase to suggest related information to a user accessing the knowledgebase;
and the ability of the knowledgebase to produce a relational map of help information items based on the historical usage
patterns of customers accessing the knowledgebase. Our patent portfolio also includes patents and patent applications that
relate to our voice technology, and our marketing and sales solutions.

The following is a summary of our issued U.S. patents:

Implicit Rating of Retrieved Information in an Information Search System. This process relates to an information
search and retrieval system through a network, such as the Internet, in which the relative usefulness ranking and the order of
display of the retrieved information in the knowledgebase is adjusted based on actions taken by a user. This patent continues
until April 2020.

Temporal Updates of Relevancy Rating of Retrieved Information in an Information Search System. This process relates
to an information search and retrieval system through a network, such as the Internet, in which the relative usefulness ranking
and the order of display of the retrieved information in the knowledgebase is adjusted based on the amount of time elapsed
since the particular information was last accessed. This patent continues until April 2020.



Usage Based Strength between Related Information in an Information Retrieval System. This patent describes an
information retrieval system in which information is displayed based on navigation behavior of previous users. This patent
continues until April 2020.

System and Method for Generating a Dynamic Interface through a Communications Network. This patent describes a
system for dynamically adapting selections in an automatic phone support system. This invention enables the provision of
information from a dynamic knowledgebase through a telephone channel. This patent continues until June 2020.

Usage Based Strength between Related Help Topics and Context Based Mapping Thereof in a Help Information
retrieval System. This process allows the knowledgebase to suggest related information to a person based on the keyword
search and navigation patterns of that person. This patent continues until April 2020.

Display Screen for a Computer. This is a design patent relating to the user interface to our software. This patent
continues until March 2016.

Method for Routing Electronic Correspondence Based on the Level and Type of Emotion Contained Therein. This
process relates to determining the emotional content of an electronic correspondence to route or prioritize the information, to
set the expectations of a customer support worker, to flag those workers who are using inappropriate language with the
customer, or determine another best course to send the correspondence. In a preferred embodiment, a customer sends an
electronic correspondence to a company by email. Emotionally charged words or symbols in each sentence are detected. The
message is then given an emotional ranking, which is used to determine what future action is most appropriate for the
correspondence. This patent continues until October 2022.

Method of Clustering Automation and Classification Technigues. This invention covers a method for automatically
classifying and summarizing related information in a hierarchical manner. The system comprises the steps and means for the
presentation and analysis of collected data through the application of four distinct processes, namely, feature selection,
clustering, classification and summarization. This patent continues until August 2021.

Our six registered trademarks in the United States are RIGHTNOW ®, RIGHT NOW ®, RIGHTNOW
TECHNOLOGIES ® (stylized), SMARTASSISTANT ®, SALESNET AND LOCATOR ®. We use our “RightNow” mark
as a descriptor of all of our products. These marks continue indefinitely, subject to continuous use and payment of
registration fees at the statutorily required intervals. We also use the following common law marks “RightNow Analytics™,”
“RightNow Marketing™,” “RightNow Feedback™,” RightNow Sales™,” “RightNow Service™,” “SmartSense™,”
“RightNow Voice™,” “RightNow Chat™,” “RightNow Offer Advisor™,” “RightNow Connect™,” and “RightStart™.”
Other trademarks, trade names or service marks appearing in this report are the property of their respective holders.

We also incorporate a number of third party software products into our software pursuant to relevant licenses covering
such software and related underlying patents, the duration of which range from term licenses to perpetual licenses. Some of
the software is proprietary and some is open source. These functions are peripheral in nature, we are not substantially
dependent upon these third party software licenses and we believe the licensed software is generally replaceable, by either
licensing or purchasing similar software from another vendor or building the software function ourselves.

Competition

The CRM software market consists of three major market segments: customer service, sales force automation and
marketing automation. Within this segmentation, vendors are offering solutions through either on demand or traditional on
premise delivery methods. We compete in all segments of the CRM software market and believe that we are the leader in on
demand customer service.

The market for CRM solutions is highly competitive and fragmented and is subject to rapidly changing technology,
shifting client requirements, frequent introductions of new products and services, and increased marketing activities of other
industry participants.

We face competition from other companies currently providing customer service solutions, some of which offer hosted
services, including BMC Software Corporation, Inc., eGain Communications Corporation, Kana Software, Inc., Inquira
Software, Inc., Microsoft Corporation, Netsuite, Oracle Corporation, Parature, SAP AG, salesforce.com, and Talisma
Corporation. In interactive voice response technology, competing vendors include Microsoft, TuVox, and Voxify.
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We expect to compete with these and additional companies as we further expand into the CRM market, and as more
companies expand into the customer service segment. In addition, our solutions compete with CRM systems that are
developed and maintained internally by businesses, as well as CRM products or services that are developed, or bundled with
other products or services, and installed on a client’s premises by software vendors. We also face competition from
outsourced contact center providers who bundle solutions and agent labor in their service offerings. To the extent our
competitors have an existing relationship with a potential client, that client may be unwilling to switch vendors due to the
time and financial commitments already made with our competitors.

Many of our current and potential competitors have longer operating histories and larger presence in the general CRM
market, greater name recognition, access to larger customer bases and substantially greater financial, technical, sales and
marketing, management, service, support and other resources than we have. As a result, such competitors may be able to
respond more quickly than we can to new or changing opportunities, technologies, standards or client requirements or devote
greater resources to the promotion and sale of their products than we can. In addition, many of our current and potential
competitors have established or may establish business, financial or strategic relationships among themselves or with existing
or potential clients, alliance partners or other third parties, or may combine and consolidate to become more formidable
competitors with better resources.

New companies are entering the CRM software market, the on demand applications market and the on demand CRM
market, or expanding from any one of these markets to the others. We expect that new competitors, such as enterprise
software vendors and online service providers that have traditionally focused on enterprise resource planning or back office
applications, will continue to enter the on demand CRM market with competing products as the on demand CRM market
develops and matures. It is possible that these new competitors could rapidly acquire significant market share.

We believe the principal factors that generally determine a company’s competitive advantage in the on demand
customer service and broader CRM markets include the following:

e Low total cost of ownership and easily demonstrable cost-effective benefits for clients;

e  Effectiveness in improving the quality of clients’ interactions with their customers across customer service, sales
and marketing departments;

* Broad product functionality to meet complex client process requirements;

e  Ability to leverage information from customer interactions to more accurately target marketing efforts and enhance
revenue opportunities;

e Speed and ease of implementation;

o Ease of use and associated high rates of utilization;

e System performance, security, scalability, flexibility and reliability;

e FEase of integration with existing applications and data;

e  Availability and quality of implementation, consulting and education services;

e Quality of client care;

e  Competitive sales and marketing capabilities; and

e Financial stability and reputation of the vendor.

We cannot assure you that we will be successful in all or any of these areas that we believe contribute to competitive

advantage, or that we will be able to compete successfully against current or potential competitors, or that competition will
not have a material adverse effect on our business, financial condition and results of operations.
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Employees

As of December 31, 2008, we had 737 full-time employees. Of the total employees, we had 250 in sales and marketing,
146 in software development, 173 in professional services, 91 in technical support and hosting, and 77 in finance and
administration. None of our employees are represented by a labor union. We believe that our relationship with our employees
is good.
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Item 1A. Risk Factors

Before deciding to purchase, hold or sell our common stock, you should carefully consider the risks described below, in
addition to the other cautionary statements and risks described elsewhere and the other information contained in this report
and in our other filings with the SEC, including our reports on Forms 10-Q and 8-K. The risks and uncertainties described
below are not the only ones we face. Additional risks and uncertainties not presently known to us or that we currently deem
immaterial may also affect our business. If any of these known or unknown risks or uncertainties actually occurs with
material adverse effects on RightNow, our business, financial condition and results of operations could be seriously harmed.
In that event, the market price for our common stock could decline and you may lose all or part of your investment.

General economic conditions could adversely affect our clients’ ability or willingness to purchase our products,
which could materially and adversely affect our results of operations.

Our clients consist of large and small companies in nearly all industry sectors and geographies. Potential new clients or
existing clients could defer purchases of our products because of unfavorable macroeconomic conditions, such as rising
interest rates, fluctuations in currency exchange rates, industry or national economic downturns, industry purchasing patterns,
and other factors. Our ability to grow revenues may be adversely affected by unfavorable economic conditions.

In recent months, there has been deterioration in global economic conditions due to many factors, including the credit
market crisis, reduced credit availability, bank failures, slower economic activity, significant expense reductions,
bankruptcies, concerns about inflation, current recession, and general adverse business conditions. These conditions could
lead to fewer sales of our products, longer sales cycles, customers requesting longer payment terms, customers failing to pay
amounts due, and slower collections of accounts receivable. All of these factors could adversely impact our results of
operations, cash flow from operations, and our financial position. In addition, we may be forced to respond to an economic
downturn by contracting operations, which we may have difficulties managing in a timely fashion.

We have significant international sales and are subject to visks associated with operating in international markets
including the risk of foreign currency exchange rate fluctuations.

International sales comprised 29% and 31% of our revenue for the years ended December 31, 2007 and 2008,
respectively. We intend to continue to pursue and expand our international business activities. Adverse political and

economic conditions could make it difficult for us to increase our international sales or to operate abroad. International
operations are subject to many inherent risks, including:

o fluctuations in foreign currency exchange rates;

e political, social and economic instability, including conflicts in the Middle East and elsewhere abroad, terrorist
attacks and security concerns in general;

e adverse changes in tariffs and other protectionist laws and business practices that favor local competitors;
e longer collection periods and difficulties in collecting receivables from foreign entities;

¢ exposure to different legal standards and burdens of complying with a variety of foreign laws, including
employment, tax, privacy and data protection laws and regulations;

e reduced protection for our intellectual property in some countries;
e expenses associated with localizing products for foreign countries, including translation into foreign languages; and

e import and export license requirements and restrictions of the United States and each other country in which we
operate.

We believe that international sales will continue to represent a significant portion of our revenue for the foresecable
future, and that continued growth will require further expansion of our international operations. A substantial percentage of
our international sales are denominated in the local currency. As a result, an increase in the relative value of the dollar could
make our products more expensive and potentially less price competitive in international markets.

Margins on sales of our products and services in foreign countries, and on sales of products and services that include
costs from foreign based employees or foreign suppliers, could be materially adversely affected by foreign currency exchange
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rate fluctuations. During the year ended December 31, 2008, the U.S. dollar fluctuated significantly compared to the British
pound, Euro, and Australian dollar. Foreign currency fluctuations during 2008 decreased revenue by approximately
$700,000 on a constant currency basis as compared to the weighted average exchange rates during the year ended
December 31, 2007. Additionally, deferred revenue decreased by approximately $6.9 million on a constant currency basis as
compared to the period end rates as of December 31, 2007. Expenses associated with international revenue are generally paid
in local currency, which generally provides a natural hedge to offset the revenue impact. These expenses in 2008 decreased
$1.5 million on a constant currency basis as compared to the weighted average exchange rates during the year ended
December 31, 2007. The Company’s primary exposure to movements in foreign currency exchange rates relate to non-U.S.
dollar denominated sales in EMEA, and Asia-Pacific and non-U.S. dollar denominated operating expenses incurred in these
respective regions. These foreign currency exposures may make it difficult to compare our financial statements for the
current period with financial statements from earlier periods.

We may not be able to achieve, sustain or increase profitability in the future.

We incurred a net loss of more than $7 million for the period ending December 31, 2008, and as of December 31, 2008,
we had an accumulated deficit of $64.2 million. We expect to continue to incur significant professional services, sales and
marketing, research and development and general and administrative expenses as we expand our operations and, as a result,
we will need to generate significant revenue to achieve profitability. In 2007, we changed our business model to substantially
eliminate sales of perpetual licenses, which materially and adversely affected our operating margin. We may not be able to
continue to improve our operating results at the rate that has occurred in the past. Even if we achieve profitability, we may
not be able to sustain or increase profitability on a quarterly or annual basis in the future, which may cause the price of our
stock to decline.

We face intense competition, and our failure to compete successfully could make it difficult for us to add and retain
clients and could reduce or impede the growth of our business.

The market for CRM solutions is highly competitive and fragmented, and is subject to rapidly changing technology,
shifting client requirements, frequent introductions of new products and services, and increased marketing activities of other
industry participants. Increased competition could result in commoditization, pricing pressure, reduced sales, lower margins
or the failure of our solutions to achieve or maintain broad market acceptance. If we are unable to compete effectively, it will
be difficult for us to add and retain clients, and our business, financial condition and results of operations will be seriously
harmed.

We face competition from:

e Companies currently providing customer service solutions, some of whom offer hosted services, including BMC
Software Corporation, Inc., eGain Communications Corporation, Inquira Software, Inc., Kana Software, Inc.,
Microsoft Corporation, Netsuite, Oracle Corporation, Parature, SAP AG, salesforce.com, and Talisma;

e CRM systems that are developed and maintained internally by businesses;

e CRM products or services that are developed, or bundled with other products or services, and installed on a client’s
premises by software vendors;

e Outsourced contact center providers that bundle solutions and agent labor in their service offerings;

e New companies entering the CRM software market, the on demand applications market and the on demand CRM
market, or expanding from any one of these markets to the others; and

e Voice system integrators and voice-enabled IVR technology providers, such as Microsoft, TuVox, and Voxify.

Many of our current and potential competitors have longer operating histories and larger presence in the general CRM
market, greater name recognition, access to larger customer bases and substantially greater financial, technical, sales and
marketing, management, service, support and other resources than we have. As a result, such competitors may be able to
respond more quickly than we can to new or changing opportunities, technologies, standards or client requirements or devote
greater resources to the promotion and sale of their products and services than we can. To the extent our competitors have an
existing relationship with a potential client, that client may be unwilling to switch vendors due to the time and financial
commitments already made with our competitors.

In addition, many of our current and potential competitors have established or may establish business, financial or
strategic relationships among themselves or with existing or potential clients, alliance partners or other third parties, or may
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combine and consolidate to become more formidable competitors with better resources. For example, in January 2006,
Oracle Corporation completed its acquisition of Siebel Systems, Inc. We also expect that new competitors, such as enterprise
software vendors and online service providers that have traditionally focused on enterprise resource planning or back office
applications, will continue to enter the on demand CRM market with competing products as the on demand CRM market
develops and matures.

Our quarterly results of operations may fluctuate in the future.

Our quarterly revenue and results of operations may fluctuate as a result of a variety of factors, many of which are
outside of our control. If our quarterly revenue or results of operations fall below the expectations of investors or securities
analysts, the price of our common stock could decline substantially. Fluctuations in our results of operations may be due to a
number of factors, including, but not limited to, those listed below and identified throughout this “Risk Factors” section:

e  our ability to retain and increase sales to existing clients, attract new clients and satisfy our clients’ requirements;
e  general economic, industry and market conditions;

e the mix of revenue between license arrangements, professional services and subscription arrangements as sales
commissions are generally expensed ratably over the term of an agreement for subscription services, and expensed
when invoiced for license arrangements and professional services;

e  changes in the mix of revenue between professional services and software, hosting and support, because the gross
margin on professional services is typically lower than the gross margin on software, hosting and support;

e changes in the mix of voice self service applications sold and/or usage volume, because the gross margin on voice
self service applications is typically lower than the gross margin on our sales, marketing, feedback and service
applications;

e the timing and success of new product introductions or upgrades by us or our competitors;

e the timing of professional service sales and our ability to appropriately staff and train professional service
resources without negatively impacting professional service margins;

e  changes in our pricing policies or those of our competitors;
e the amount and timing of expenditures related to expanding our operations;

¢ changes in our assumptions of stock price volatility, employee exercise behaviors, and option forfeiture rates, or
changes in the number of stock options granted and vesting requirements in any particular period, which effects
the amount of stock-based compensation expense;

e  changes in the payment terms for our products and services, including changes in the mix of payment options
chosen by our customers;

o the purchasing and budgeting cycles of our clients;

e  changes in the mix of subscription and perpetual licenses sold in a particular quarter, because perpetual license
revenue is recorded into revenue upon delivery whereas subscriptions are recorded into revenue ratably over the
contractual period; and

e  changes in credit market conditions associated with auction rate securities, which could permanently impair the
recoverability of these investments.

Because the sales cycle for the evaluation and implementation of our solutions typically ranges from 60 to 180 days, we
may also experience a delay between increasing operating expenses and the generation of corresponding revenue, if any.
Moreover, because most of the revenue from new sales agreements is recognized over time, downturns or upturns in sales
may not be immediately reflected in our operating results. Additionally, our professional service margins may be negatively
impacted by training requirements for new professional service resources and/or customer scheduling issues. Most of our
expenses, such as salaries and third-party hosting co-location costs, are relatively fixed in the short-term, and our expense
levels are based in part on our expectations regarding future revenue levels. As a result, if revenue for a particular quarter is
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below our expectations, we may not be able to proportionally reduce operating expenses for that quarter, causing a
disproportionate effect on our expected results of operations for that quarter.

Due to the foregoing factors, and the other risks discussed in this report, you should not rely on quarter-to-quarter
comparisons of our results of operations as an indication of our future performance.

Failure to effectively develop and expand our sales and marketing capabilities could harm our ability to increase our
client base and achieve broader market acceptance of our solutions.

Increasing our client base and achieving broader market acceptance of our solutions may depend to a significant extent
on the effectiveness of our sales and marketing programs/operations. Our business will be sertously harmed if our efforts do
not maximize revenue per sales and marketing headcount. We also may not achieve anticipated revenue growth from our
third-party channel partners if we are unable to attract and retain additional motivated channel partners, if any existing or
future channel partners fail to successfully market, resell, implement or support our solutions for their customers, or if they
represent multiple providers and devote greater resources to market, resell, implement and support competing products and
services.

The majority of our solutions are sold pursuant to time-based agreements, and if our existing clients elect not to
renew or to renew on terms less favorable to us, our business, financial condition and results of operations will be
adversely affected.

Our solutions are generally sold pursuant to time-based agreements that are typically subject to renewal every two years
or less and our clients have no obligation to renew. Because our clients may elect not to renew, we may not be able to
consistently and accurately predict future renewal rates. Our clients’ renewal rates may decline or fluctuate as a result of a
number of factors, including their level of satisfaction with our solutions, their ability to continue their operations or invest in
customer service, their acceptance of a change from term license agreements to subscription service agreements, or the
availability and pricing of competing products. If large numbers of existing clients do not renew, or renew on terms less
favorable to us, and if we cannot replace or supplement those non-renewals with new agreements generating the same or
greater level of revenue, our business, financial condition and results of operations will be adversely affected.

We have experienced growth in recent periods. If we fail to manage our growth effectively, we may be unable to
execute our business plan, maintain high levels of service or adequately address competitive challenges.

To achieve our business objectives, we will need to continue to expand our business at an appropriate pace. This
expansion has placed, and is expected to continue to place, a significant strain on our managerial, administrative, operational,
financial and other resources. We anticipate that this expansion will require substantial management effort and significant
additional investment in our infrastructure. If we are unable to successfully manage our growth, our business, financial
condition and results of operations will be adversely affected.

Part of the challenge that we expect to face in the course of our expansion is to maintain the high level of customer
service to which our clients have become accustomed. To date, we have focused on providing personalized account
management and customer service on a frequent basis to ensure our clients are effectively leveraging the capabilities of our
solution. We believe that much of our success to date has been the result of high client satisfaction, attributable in part to this
focus on client service. To the extent our client base grows, we will need to expand our account management, client service
and other personnel, and third-party channel partners, in order to enable us to continue to maintain high levels of client
service and satisfaction. If we are not able to continue to provide high levels of client service, our reputation, as well as our
business, financial condition and results of operations, could be harmed.

If'there are interruptions or delays in our hosting services through third-party error, our own error or the
occurrence of unforeseeable events, delivery of our solutions could become impaired, which could harm our
relationships with clients and subject us to liability.

As of December 31, 2008, approximately 90% of our clients were using our hosting services for deployment of our
software applications. We generally provide our hosting services for our applications through computer hardware that we
own and that is currently located in third-party web hosting co-location facilities maintained and operated in California,
Illinois, Massachusetts, New Jersey and London, England. Our voice applications for several international customers are
hosted by third parties who also own and operate the hardware on which our applications reside. We do not maintain long-
term supply contracts with any of our hosting providers, and providers do not guarantee that our clients’ access to hosted
solutions will be uninterrupted, error-free or secure. Our operations depend on our providers’ ability to protect their and our
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systems in their facilitics against damage or interruption from natural disasters, power or telecommunications failures,
criminal acts and similar events. Our back-up computer hardware and systems have not been tested under actual disaster
conditions and may not have sufficient capacity to recover all data and services in the event of an outage occurring
simultaneously at all hosting facilities. In the event that our hosting facility arrangements were terminated, or there was a
lapse of service or accidental or willful damage to such facilities, we could experience lengthy interruptions in our hosting
service as well as delays and/or additional expense in arranging new facilities and services. Any or all of these events could
cause our clients to lose access to their important data. In addition, the failure by our third-party hosting facilities to meet our
capacity requirements could result in interruptions in our service or impede our ability to scale our operations.

Design and mechanical errors, spikes in usage volume and failure to follow system protocols and procedures could
cause our systems to fail, resulting in interruptions in our clients’ service to their customers. Any interruptions or delays in
our hosting services, whether as a result of third-party error, our own error, natural disasters or security breaches, whether
accidental or willful, could harm our relationships with clients and our reputation. This in turn could reduce our revenue,
subject us to liability, cause us to issue credits or pay penalties or cause clients to fail to renew their licenses, any of which
could adversely affect our business, financial condition and results of operations. In the event of damage or interruption, our
insurance policies may not adequately compensate us for any losses that we may incur.

If the security of our clients’ confidential information contained in our systems or stored by use of our software is
breached or otherwise subjected to unauthorized access, our hosting service or our software may be perceived as not
being secure and clients may curtail or stop using our hosting service and our solutions.

Our hosting systems and our software store and transmit proprietary information and critical data belonging to our
clients and their customers. Any accidental or willful security breaches or other unauthorized access could expose us to a risk
of information loss, litigation and other possible liabilities. If security measures are breached because of third-party action,
employee error, malfeasance or otherwise, or if design flaws in our software are exposed and exploited, and, as a result, a
third party obtains unauthorized access to any of our clients’ data, our relationships with clients and our reputation will be
damaged, our business may suffer and we could incur significant liability. Because techniques used to obtain unauthorized
access or to sabotage systems change frequently and generally are not recognized until launched against a target, we and our
third-party hosting co-location facilities may be unable to anticipate these techniques or to implement adequate preventative
measures.

If we fail to respond effectively to rapidly changing technology and evolving industry standards, particularly in the
~ on demand CRM industry, our solutions may become less competitive or obsolete.

The CRM industry is characterized by rapid technological advances, changes in client requirements, frequent new
product and service introductions and enhancements, changes in protocols and evolving industry standards. Our hosted
business model and the on demand CRM market are relatively new and may evolve even more rapidly than the rest of the
CRM market. Competing products and services based on new technologies or new industry standards may perform better or
cost less than our solutions and could render our solutions less competitive or obsolete. In addition, because our solutions are
designed to operate on a variety of network hardware and software platforms using a standard Internet web browser, we will
need to continuously modify and enhance our solutions to keep pace with changes in Internet-related hardware, software,
communication, browser and database technologies and to integrate with our clients’ systems as they change and evolve.
Furthermore, uncertainties about the timing and nature of new network platforms or technologies, or modifications to existing
platforms or technologies, could increase our research and development expenses.

Our software incorporates use of Microsoft’s .NET Framework, and its Smart Client methodology. The .NET
Framework is core functionality that Microsoft incorporates into operating systems, while the Smart Client methodology
enables development and deployment of software applications using the .NET Framework. We believe that the NET
Framework and Smart Client enable us to provide users with a richer experience and better functionality than would be
possible using a pure Web-based application. However, the .NET Framework has not been universally adopted. If software
users do not adopt the .NET Framework or if the .NET Framework is superseded, the potential market for our solutions will
be reduced and we may need to develop an alternative architecture.

If we are unable to successfully develop and market new and enhanced solutions that respond in a timely manner to

changing technology and evolving industry standards, and if we are unable to satisfy the diverse and evolving technology
needs of our clients, our business, financial condition and results of operations will suffer.

Our failure to attract and retain qualified or key personnel may prevent us from effectively developing, marketing,
selling, integrating and supporting our products.
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Our success and future growth depends to a significant degree upon the skills, experience, performance and continued
service of our senior management, engineering, sales, marketing, service, support and other key personnel. Specifically, we
believe that our future success is highly dependent on Greg Gianforte, our founder, Chairman and Chief Executive Officer. In
addition, we do not have employment agreements with any of our senior management or key personnel that require them to
remain our employees and, therefore, they could terminate their employment with us at any time without penalty. If we lose
the services of Mr. Gianforte or any of our other key personnel, our business will be severely disrupted and we may be unable
to operate effectively. We do not maintain “key person” life insurance policies on any of our key employees except
Mr. Gianforte. This life insurance policy would not be sufficient to compensate us for the loss of his services. Our future
success also depends in large part upon our ability to attract, train, integrate, motivate and retain highly skilled employees,
particularly sales, marketing and professional services personnel, software engineers, product trainers, and senior personnel.

Our failure to attract, manage, support and retain qualified partners may prevent us from effectively deploying
product and professional services.

Our success and future growth depends in part upon the skills, experience, performance and continued service of our
partners. We engage with partners in a number of ways, including assisting us to identify prospective customers, to distribute
our solutions, to develop complementary solutions, and to help us to fulfill professional services engagements. We believe
that our future success depends in part upon our ability to develop strategic, long term and profitable partnerships. If we do
not acquire and retain the right partners, our products might become uncompetitive, we may be unable to take full advantage
of the potential demand for our solutions, or our ability to rapidly deliver our solutions may be impaired. The use of partners
to fulfill customer requirements may impact our normal margins, and affect the profitability of customer transactions.

If our solutions fail to perform properly or if they contain technical defects, our reputation will be harmed, our
market share would decline and we could be subject to product liability claims.

Our software products may contain undetected errors or defects that may result in product failures, slow response times,
or otherwise cause our products to fail to perform in accordance with client expectations. Because our clients use our
products for important aspects of their business, any errors or defects in, or other performance problems with, our products
could hurt our reputation and may damage our clients’

businesses. If that occurs, we could lose future sales, or our existing clients could elect to not renew or to delay or withhold
payment to us, which could result in an increase in our provision for doubtful accounts and an increase in collection cycles
for accounts receivable. Clients also may make warranty or other claims against us, which could result in the expense and
risk of litigation. Product performance problems could result in loss of market share, failure to achieve market acceptance and
the diversion of development resources. If one or more of our products fails to perform or contains a technical defect, a client
may assert a claim against us for substantial damages, whether or not we are responsible for the product failure or defect. We
do not currently maintain any warranty reserves.

Product liability claims could require us to spend significant time and money in litigation or to pay significant
settlements or damages. Although we maintain general liability insurance, including coverage for errors and omissions, this
coverage may not be sufficient to cover liabilities resulting from such product liability claims. Also, our insurer may disclaim
coverage. Our liability insurance also may not continue to be available to us on reasonable terms, in sufficient amounts, or at
all. Any product liability claims successfully brought against us would cause our business to suffer.

If we are unable to protect our intellectual property rights, our competitive position could be harmed or we could be
required to incur significant expenses to enforce our rights.

Our success depends to a significant degree upon the protection of our software and other proprietary technology rights.
We rely on trade secret, copyright and trademark laws, patents and confidentiality agreements with employees and third
parties, all of which offer only limited protection. The steps we have taken to protect our intellectual property may not
prevent misappropriation of our proprietary rights or the reverse engineering of our solutions. We may not be able to obtain
any further patents or trademarks, and our pending applications may not result in the issuance of patents or trademarks. Any
of our issued patents may not be broad enough to protect our proprietary rights or could be successfully challenged by one or
more third parties, which could result in our loss of the right to prevent others from exploiting the inventions claimed in those
patents. Furthermore, legal standards relating to the validity, enforceability and scope of protection of intellectual property
rights in other countries are uncertain and may afford little or no effective protection of our proprietary technology.
Consequently, we may be unable to prevent our proprietary technology from being exploited abroad, which could diminish
international sales or require costly efforts to protect our technology. Policing the unauthorized use of our products,
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trademarks and other proprietary rights is expensive, difficult and, in some cases, impossible. Litigation may be necessary in
the future to enforce or defend our intellectual property rights, to protect our trade secrets or to determine the validity and
scope of the proprietary rights of others. Such litigation could result in substantial costs and diversion of management
resources, either of which could harm our business. Accordingly, despite our efforts, we may not be able to prevent third
parties from infringing upon or misappropriating our intellectual property.

Our product development efforts may be constrained by the intellectual property of others, and we may become
subject to claims of intellectual property infringement, which could be costly and time-consuming.

The software and Internet industries are characterized by the existence of a large number of patents, trademarks and
copyrights, and by frequent litigation based upon allegations of infringement or other violations of intellectual property
rights. As we seek to extend our CRM product and service offerings, we may be constrained by the intellectual property
rights of others. We have in the past been named as a defendant in a lawsuit alleging intellectual property infringement, and
we may again in the future have to defend against intellectual property lawsuits. We may not prevail in any future intellectual
property infringement litigation given the complex technical issues and inherent uncertainties in litigation. Any claims,
regardless of their merit, could be time-consuming and distracting to management, result in costly litigation or settlement,
cause product development delays, or require us to enter into royalty or licensing agreements. If any of our products violate
third-party proprietary rights, we may be required to re-engineer our products or seek to obtain licenses from third parties,
which may not be available on reasonable terms or at all. Because our sales agreements typically require us to indemnify our
clients from any claim or finding of intellectual property infringement, any such litigation or successful infringement claims
could adversely affect our business, financial condition and results of operations. Any efforts to re-engineer our products,
obtain licenses from third parties on favorable terms or license a substitute technology may not be successful and, in any
case, may substantially increase our costs and harm our business, financial condition and results of operations.

Further, our software products contain open source software components that are licensed to us under various public
domain licenses. While we believe we have complied with our obligations under the various applicable licenses for open
source software that we use, there is little or no legal precedent governing the interpretation of many of the terms of certain of
these licenses and therefore the potential impact of such terms on our business is somewhat unknown. Use of open source
standards also may make us more vulnerable to competition because the public availability of open source software could
make it easier for new market entrants and existing competitors to introduce similar competing products quickly and cheaply.

The market for our on demand application services is at a relatively early stage of development, and if it does not
develop or develops more slowly than we expect, our business will be harmed.

The market for on demand application services is at a relatively early stage of development, and it is uncertain whether
these application services will achieve and sustain high levels of demand and market acceptance. Our success will depend to
a substantial extent on the willingness of companies to increase their use of on demand application services in general and for
on demand customer relationship management applications in particular. The willingness of companies to increase their use
of any on demand application services is in part dependent on the actual and perceived reliability of hosted solutions. In
addition, many companies have invested substantial personnel and financial resources to integrate traditional enterprise
software into their businesses, and therefore may be reluctant or unwilling to migrate to on demand application services.
While we have supported traditional on site deployment of our software applications, widespread market acceptance of our
on demand software solutions is critical to the success of our business. Other factors that may affect the market acceptance of
our solutions include:

¢ on demand security capabilities and reliability;
e concerns with entrusting a third party to store and manage critical customer data;

e our ability to meet the needs of broader segments of the CRM market or other on demand markets;

e the level of customization we offer;

e  our ability to continue to achieve and maintain high levels of client satisfaction;

e concerns with purchasing critical CRM solutions from a company with a history of operating losses;

e customer acceptance of our subscription sales arrangements; and
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e the price, performance and availability of competing products and services.

If businesses do not perceive the benefits of on demand solutions in general, or our on demand solutions in particular,
then the market for these solutions may not develop further, or it may develop more slowly than we expect, either of which
would adversely affect our business, financial condition and results of operations.

If our efforts to enhance existing solutions, introduce new solutions or expand the applications for our products and
solutions to broader CRM markets do not succeed, our ability to grow our business will be adversely affected.

Approximately 85% of our revenue is derived from RightNow Service, a suite of solutions used to optimize customer
service operations. If we are unable to successfully develop and sell new and enhanced versions of RightNow Service, or
introduce new products and solutions for the customer service market, our financial performance will suffer. Although to date
the majority of business has been focused on providing solutions for customer service operations, we provide sales,
marketing, feedback and voice-enabled applications to expand our solution offerings. Additionally, we have focused on
eService solutions to call centers. Our efforts to expand beyond the customer service market may not be successful in part
because certain of our competitors have far greater experience and brand recognition in the broader segments of the CRM
market. In addition, our efforts to expand our on demand software solutions beyond the customer service market may divert
management resources from our existing operations and require us to commit significant financial resources to a market
where we are less proven, which may harm our business, financial condition and results of operations.

Future acquisitions could disrupt our business and harm our financial condition and results of operations.

In order to expand our addressable market, we may decide to acquire additional businesses, products and technologies.
In May 2005, we acquired the assets of Convergent Voice and in May 2006, we acquired Salesnet, Inc. Acquisitions could
require significant capital infusions and could involve many risks, including, but not limited to, the following:

e an acquisition may negatively impact our results of operations because it may require incurring large one-time
charges, substantial debt or liabilities; it may require the amortization or write down of amounts related to deferred
compensation, goodwill and other intangible assets; or it may cause adverse tax consequences, substantial
depreciation or deferred compensation charges;

e we may encounter difficulties in assimilating and integrating the business, technologies, products, personnel or
operations of companies that we acquire, particularly if key personnel of the acquired company decide not to work
for us;

e our existing and potential clients and the customers of the acquired company may delay purchases due to uncertainty
related to an acquisition;

e an acquisition may disrupt our ongoing business, divert resources, increase our expenses and distract our
management;

e the acquired businesses, products or technologies may not generate sufficient revenue to offset acquisition costs and
could result in material asset impairment charges;

e we may have to issue equity securities to complete an acquisition, which would dilute our stockholders and could
adversely affect the market price of our common stock; and

e acquisitions may involve the entry into a geographic or business market in which we have little or no prior
experience.

We cannot assure you that we will be able to identify or consummate any future acquisitions on favorable terms, or at
all. If we do pursue any future acquisitions, it is possible that we may not realize the anticipated benefits from the
acquisitions or that the financial markets or investors will negatively view the acquisitions. Even if we successfully complete
an acquisition, it could adversely affect our business, financial condition and results of operations.

Changes to financial accounting standards may affect our results of operations and financial condition.
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Generally accepted accounting principles and accompanying accounting pronouncements, implementation guidelines
and interpretations for many aspects of our business, such as software revenue recognition, accounting for stock-based
compensation, unanticipated ambiguities in fair value accounting standards and income tax uncertainties, are complex and
involve subjective judgments by management. Changes to generally accepted accounting principles, their interpretation, or
changes in our products or business could significantly change our reported earnings and financial condition and could add
significant volatility to those measures.

The required adoption of SFAS 123R makes stock options a less attractive form of employee compensation, and our
use of alternative forms of employee compensation in response to SFAS 123R could adversely affect our ability to
attract and retain personnel.

We have historically used stock options as a key component of our employee compensation because we believe it aligns
employees’ interests with our stockholders’ interest, encourages employee retention, and provides a competitive component
of our overall compensation program. Due to the required adoption of SFAS 123R, and the recording of stock option expense
on our operating statements, we may determine that it is in our best interest to reduce the number or size of our stock-based
awards, or change the type of awards granted. In doing so, we may not be able to attract, retain and motivate our employees.

With the recent volatility in the capital markets, there is a risk that we could suffer a loss of principal in our cash

and cash equivalents and short term investments and suffer a reduction in our interest income or in our return on
investments. Additionally funds associated with auction rate securities may be inaccessible in excess of 12 months,
which may result in market value declines, which could have a material impact on our operating results in the period
it is recognized.

We invest our cash and cash equivalents and short-term investments pursuant to our investment policy in cash, money
market funds, commercial paper, corporate bonds and government agency securities, which are of investment grade quality.
Prior to March 3, 2008 our investment policy allowed us to invest cash in auction-rate securities (“ARS”). At December 31,
2008 we held approximately $5.0 million par value ARS that are subject to general credit, liquidity, market, and interest rate
risks, which may be exacerbated by U.S. sub-prime mortgage defaults that have affected various sectors of the financial
markets and caused credit and liquidity issues. During the fourth quarter of 2008 we executed a settlement agreement to
redeem the ARS held by us at par with our broker commencing June 2010 through July 2012. By accepting the terms of the
settlement, we (1) received the non-transferable right (“put option™) to sell our ARS at par value to the broker commencing
June 2010 through July 2012, and (2) gave the broker the right to purchase the ARS from us at any time after the executed
settlement agreement date as long as we receive par value. We expect to sell the ARS under the put option. Redemption of
these investments may be subject to brokerage house default. As a result of this settlement, we reclassified the $4.2 million
ARS from available for sale securities to trading securities. In connection with the reclassification into trading securities, we
recognized an other-than-temporary impairment loss of $775,000 due to decline in fair value, which was included in other
expense, net. Partially, offsetting this loss within other expense, net was a $738,000 gain related to the put option we
obtained pursuant to the settlement agreement. Our inability to dispose of our ARS prior to June 2010 could negatively
impact our liquidity and cash on hand, which, in turn, could cause us to forego potentially beneficial operational and strategic
transactions or to incur additional indebtedness. Additionally, we could be adversely impacted if the broker is unable to meet
its obligations under the repurchase agreement.

We may not be able to secure additional financing on favorable terms, or at all, to meet our future capital needs.

We may require additional capital to respond to business challenges, including the need to develop new solutions or
enhance our existing solutions, enhance our operating infrastructure, fund expansion, respond to competitive pressures and
acquire complementary businesses, products and technologies. Absent sufficient cash flow from operations, we may need to
engage in equity or debt financings to secure additional funds to meet our operating and capital needs. In addition, even
though we may not need additional funds, we may still elect to sell additional equity or debt securities or obtain credit
facilities for other reasons. We may not be able to secure additional debt or equity financing on favorable terms, or at all, at
the time when we need such funding. If we raise additional funds through further issuances of equity or convertible debt
securities, our existing stockholders could suffer significant dilution in their percentage ownership of our company, and any
new equity securities we issue could have rights, preferences and privileges senior to those of holders of our common stock.
Any debt financing secured by us in the future could involve restrictive covenants relating to our capital raising activities and
other financial and operational matters, which may make it more difficult for us to obtain additional capital, to pay dividends
and to pursue business opportunities, including potential acquisitions. In addition, if we decide to raise funds through debt or
convertible debt financings, we may be unable to meet our interest or principal payments.

21



We cannot assure our stockholders that our stock repurchase program will enhance long-term stockholder value and
stock repurchases could increase the volatility of the price of our common stock and will diminish our cash reserves.

On October 20, 2008, we announced that our Board of Directors approved a stock repurchase program. Under the
program, we are authorized to repurchase up to $15 million of our outstanding shares of common stock from time to time at
prevailing prices in the open market or otherwise over the next two years. The timing and actual number of shares
repurchased depend on a variety of factors including the timing of open trading windows, price, corporate and regulatory
requirements, and other market conditions. The program may be suspended or discontinued at any time without prior notice.
Repurchases pursuant to our stock repurchase program could affect our stock price and increase its volatility. The existence
of a stock repurchase program could also cause our stock price to be higher than it would be in the absence of such a program
and could potentially reduce the market liquidity for our stock. Additionally, our stock repurchase program will diminish our
cash reserves, which could impact our ability to pursue possible future strategic opportunities and acquisitions and could
result in lower overall returns on our cash balances. There can be no assurance that any stock repurchases will enhance
stockholder value because the market price of our common stock may decline below the levels at which we repurchased
shares of stock. Although our stock repurchase program is intended to enhance long-term stockholder value, short-term stock
price fluctuations could reduce the program’s effectiveness. As of December 31, 2008, we repurchased for $13.2 million
approximately 1.9 million of our outstanding common shares under the stock repurchase program.

The success of our products and our hosted business depends on the continued growth and acceptance of the
Internet as a business and communications tool, and the related expansion of the Internet infrastructure.

The future success of our products and our hosted business depends upon the continued and widespread adoption of the
Internet as a primary medium for commerce, communication and business applications. Our business growth would be
impeded if the performance or perception of the Internet, or companies providing hosted solutions, was harmed by security
problems such as “viruses,” “worms” and other malicious programs, reliability issues arising from outages and damage to
Internet infrastructure, delays in development or adoption of new standards and protocols to handle increased demands of
Internet activity, increased costs, decreased accessibility and quality of service, or increased government regulation and
taxation of Internet activity.

Federal, state or foreign government bodies or agencies have in the past adopted, and may in the future adopt, laws or
regulations affecting data privacy, the solicitation, collection, processing or use of personal or consumer information, the use
of the Internet as a commercial medium and the use of email for marketing or other consumer communications. In addition,
government agencies or private organizations may begin to impose taxes, fees or other charges for accessing the Internet or
for sending commercial email. These laws or charges could limit the growth of Internet-related commerce or communications
generally, result in a decline in the use of the Internet and the viability of Internet-based services such as ours and reduce the
demand for our products, particularly our RightNow Marketing solution.

The Internet has experienced, and is expected to continue to experience, significant user and traffic growth, which has,
at times, caused user frustration with slow access and download times. If Internet activity grows faster than Internet
infrastructure or if the Internet infrastructure is otherwise unable to support the demands placed on it, or if hosting capacity
becomes scarce, our business growth may be adversely affected.

Privacy concerns and laws or other domestic or foreign regulations may adversely affect our business or reduce sales
of our solutions.

Businesses using our solutions collect personal information regarding their customers when those customers contact
them with customer service inquiries. A valuable component of our solutions is their ability to allow our clients to use and
analyze their customers’ information to increase sales, marketing and up-sell or cross-sell opportunities. Federal, state and
foreign government bodies and agencies, however, have adopted and are considering adopting laws and regulations regarding
the collection, use and disclosure of personal information obtained from consumers. The costs of compliance with, and other
burdens imposed by, such laws and regulations that are applicable to the businesses of our clients may limit the use and
adoption of this component of our solutions and reduce overall demand for our solutions. Furthermore, even where a client
desires to make full use of these features in our solutions, privacy concerns may cause our clients’ customers to resist
providing the personal data necessary to allow our clients to use our solutions most effectively. Even the perception of
privacy concerns, whether or not valid, may inhibit market acceptance of our products.

European Union members have imposed restrictions on the collection and use of personal data that are far more
stringent, and impose more significant burdens on subject businesses, than current privacy standards in the United States. All
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of these domestic and international legislative and regulatory initiatives may adversely affect our clients’ ability to collect
and/or use demographic and personal information from their customers, which could reduce demand for our solutions.

In addition to government activity, privacy advocacy groups and the technology and direct marketing industries are
considering various new, additional or different self-regulatory standards that may place additional burdens on us. If the
gathering of profiling information were to be curtailed in this manner, customer service CRM solutions would be less
effective, which would reduce demand for our solutions and harm our business.

Non-solicitation concerns, laws or regulations may adversely affect our clients’ ability to perform outbound
marketing and other email communications, which could reduce sales of our solutions.

In January 2004, the federal Controlling the Assault of Non-Solicited Pornography and Marketing Act of 2003, or
CAN-SPAM Act, became effective. The CAN-SPAM Act regulates the transmission and content of commercial emails and,
among other things, obligates the sender of such emails to provide recipients with the ability to opt-out of receiving future
emails from the sender, and establishes penalties for the transmission of email messages which are intended to deceive the
recipient as to source or content. Many state legislatures also have adopted laws that impact the delivery of commercial
email, and laws that regulate commercial email practices have been enacted in many of the international jurisdictions in
which we do business, including Europe, Australia, Japan, and Canada. In addition, Internet service providers and licensors
of software products have introduced a variety of systems and products to filter out certain types of commercial email,
without any common protocol to determine whether the recipient desired to receive the email being blocked. As a result, it is
difficult for us to determine in advance whether or not emails generated by our clients using our solutions will be permitted
by spam filters to reach the intended recipients.

Our RightNow Marketing solution specifically serves the market for mass distribution marketing and other email
communications. The increasing regulation of email delivery, both domestically and internationally, and the spam filtering
practices of Internet service providers and email users generally, will place significant additional burdens on our clients who
have outbound communication programs, and may cause those clients to substantially change their outbound
communications programs or abandon them altogether. These factors may lead to a reduction in sales of our RightNow
Marketing solution, may make it necessary to redesign our RightNow Marketing solution to make it easier for our clients to
conform to the requirements of such laws and standards, which would increase our expenses, or may make it necessary for us
to redefine the market for and use of our RightNow Marketing solution, which could reduce our revenue.

The significant influence over stockholder voting matters and our office leases that may be exercised by our founder
and Chief Executive Officer will limit your ability to influence corporate actions and may require us to find
alternative office space to lease or buy in the future.

At December 31, 2008, Greg Gianforte, our founder and Chief Executive Officer, and his spouse, Susan Gianforte, have
voting power over approximately 25.1% of our outstanding common stock and, together with other officers and directors,
have voting power over approximately 30.0% of our outstanding common stock. In addition, none of the shares of common
stock over which Mr. Gianforte and Mrs. Gianforte have voting power are subject to vesting restrictions. As a result,

Mr. Gianforte and Mrs. Gianforte, acting together with some of our other officers and directors, may be able to influence
matters requiring stockholder approval, including the election of directors, management changes and approval of significant
corporate transactions. This concentration of voting power may have the effect of delaying, preventing or deterring a change
in control of RightNow, could deprive our stockholders of an opportunity to receive a premium for their common stock as
part of a sale of RightNow and might reduce the market price of our common stock.

In addition, Mr. Gianforte beneficially owns, directly or indirectly, a 50% membership interest in Genesis
Partners, LLC, our landlord from whom we lease our principal offices in Bozeman, Montana. Consequently, Mr. Gianforte
has significant influence over any decisions by Genesis Partners regarding renewal, modification or termination of our
Bozeman, Montana leases. In the event that our current leases with Genesis Partners were terminated or otherwise could not
be renewed, or came up for renewal on commercially unreasonable terms, we would be required to find alternative office
space to lease or buy.

Anti-takeover provisions in our charter documents and Delaware law could discourage, delay or prevent a change in
control of our company and may affect the trading price of our common stock.

Provisions of our certificate of incorporation and bylaws and Delaware law may discourage, delay or prevent a merger
or acquisition that a stockholder may consider favorable and may limit the market price of our common stock. These
provisions include the following:
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e establishing a classified board in which only a portion of the total board members will be elected at each annual
meeting;

o authorizing the board to issue preferred stock;

e providing the board with sole authority to set the number of authorized directors and to fill vacancies on the board;
e limiting the persons who may call special meetings of stockholders;

e prohibiting certain transactions under certain circumstances with interested stockholders;

e requiring supermajority approval to amend certain provisions of the certificate of incorporation; and

e prohibiting stockholder action by written consent.

It is possible that the provisions contained in our certificate of incorporation and bylaws, the voting rights held by
insiders and the ability of our board of directors to issue preferred stock without stockholder action may have the effect of
delaying, deferring or preventing a change in control of our Company without further action by the stockholders, may
discourage bids for our common stock at a premium over the market price of our common stock and may adversely affect the
market price of our common stock and the voting and other rights of the holders of our common stock.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

Our corporate headquarters, including our principal administrative, marketing, technical support and research and
development facilities, are located in Bozeman, Montana, where we lease approximately 30,000 square fect with a term that
expires in March 2011, and approximately 22,000 square feet under two leases with terms that expire in March and
June 2010. Additionally, we have a lease agreement for an additional 29,000 square feet in Bozeman with a term that expires
in February 2017. We also currently occupy a number of sales and service offices in California, Illinois, Massachusetts, New
York, Texas, Virginia, Canada, Australia, Germany, Holland, Japan and the United Kingdom, where we lease or license the
use of an aggregate of approximately 80,000 square feet under multiple agreements, which have terms that expire between
March 2009 and December 2013. We expect to renew in normal course the lease that expires in March 2009. We believe that
our current facilities are suitable and adequate to meet our current needs, and that suitable additional or substitute space will
be available as needed to accommodate expansion of our operations. See Note 10(a) to the Consolidated Financial Statements
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Contractual Obligations and
Commitments” for information regarding our lease obligations.

Item 3. Legal Proceedings

From time to time, we are involved in legal proceedings arising in the ordinary course of business. We believe that the
resolution of these matters will not have a material effect on our consolidated financial position, results of operations or
liquidity.
Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2008.
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Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Securities

The graph depicted below shows a comparison of cumulative total stockholder returns for our common stock, the
NASDAQ Global Market Index and the Standard Industrial Code Index for Prepackaged Software for the period from
August 5, 2004, our initial public offering date, to December 28, 2008, the last trading day of 2008.

COMPARISON OF CUMULATIVE TOTAL RETURN
AMONG RIGHTNOW TECHNOLOGIES, INC.,
NASDAQ MARKET INDEX AND 8IC CODE INDEX
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The graph above assumes that $100 was invested in the common stock of RightNow at its closing price and in each
index, on August 5, 2004, and that all dividends were reinvested. RightNow has not paid or declared any cash dividends on
its common stock. The Standard Industrial Code (“SIC”) used is 7372—Prepackaged Software.

Notwithstanding anything to the contrary set forth in any of our previous filings made under the Securities Act of 1933,
as amended, or the Securities Exchange Act of 1934, as amended, that might incorporate future filings made by us under
those statutes, neither the preceding Stock Performance Graph, nor the information relating to it, is “soliciting material” or is
“filed” or is to be incorporated by reference into any such prior filings, nor shall such graph or information be incorporated
by reference into any future filings made by us under those statutes.

Market Information for Common Stock

Our common stock is traded on the Nasdaq Global Market under the symbol RNOW. The table below reflects the
quarterly high and low per share sales prices of our common stock for the period January 1, 2007 through December 31,
2008, as reported by the Nasdaq Global Market. These prices represent prices among dealers, do not include retail markups,
markdowns or commissions, and may not represent actual transactions.

Quarter Ended Mar 31 June 30 Sept 30 Dec 31
Year ended December 31, 2007
Common stock price per share:
High. oo, $ 1749 § 1837 § 16.50 $ 20.24
LOW o, 14.38 14.74 12.49 14.90
Year ended December 31, 2008
Common stock price per share:
Highe oo, $ 15.06 § 1498 § 1726 § 12.12
LOW e, 9.93 10.47 11.07 5.80
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Holders

On February 21, 2009, there were approximately 79 holders of record of our common stock.
Dividends

We have never declared or paid cash dividends on our capital stock since converting from an S corporation to a C
corporation at the end of 1999. We currently intend to retain future earnings, if any, to finance the growth and development
of our business, and therefore do not anticipate paying any cash dividends in the foreseeable future.

Unregistered Sales of Equity Securities
None.
Use of Proceeds from Sales of Registered Securities

On August 5, 2004, the Securities and Exchange Commission declared effective our Registration Statement on Form S-
1 (Reg. File No. 333-115331) under the Securities Act of 1933, as amended, in connections with the initial public offering of
our common stock, par value $.001 per share. We sold 6.4 million shares, including shares sold upon exercise of the
underwriters’ over-allotment option, for an aggregate offering price of $44.9 million, and 321,945 shares, including shares
sold upon exercise of the underwriters’ over-allotment option, were sold by a selling stockholder for an aggregate offering
price of $2.3 million. After deducting $3.3 million in underwriting discounts and commissions and $1.8 million in other
offering costs, we received net proceeds from the offering of approximately $40 million. None of the expenses and none of
our net proceeds from the offering were paid directly or indirectly to any director, officer, general partner of RightNow or
their associates, persons owning 10% or more of any class of equity securities of RightNow, or an affiliate of RightNow.

In May 2005, we spent $1 million of the offering proceeds to acquire the assets of Convergent Voice. In May 2006, we
spent $8.7 million of the offering proceeds to acquire Salesnet, Inc. We currently intend to use the remaining proceeds for
general corporate purposes as described in the prospectus for the offering. Pending these uses, the remaining net proceeds
from the offering are invested in short-term, interest-bearing, investment-grade securities.

Purchases of Equity Securities by the Issuer or Affiliated Purchasers

On October 20, 2008, we announced a share repurchase program under which the board of directors authorized the
repurchase of up to $15.0 million of our common stock over the next two years. The shares may be purchased from time to
time at prevailing prices in the open market, in block transactions, in privately negotiated transactions, and/or in accelerated
share repurchase programs, in accordance with Rule 10b-18 of the Securities and Exchange Commission. As of
December 31, 2008, we repurchased 1,881,877 shares of common stock under this program at a total price of $13.2 million.
During the first quarter of 2009, we repurchased 231,115 shares of common stock under this program at a total price of $1.8
million. There can be no further repurchases made under this program as the authorized $15.0 million was fully utilized
during the first quarter of 2009.

Additionally, Greg Gianforte, our founder and Chief Executive Officer, purchased 180,000 common shares during the
fourth quarter of 2008 at a total price of $1.1 million.

The table below summarizes the current year repurchase history under the board approved share repurchase program:

Approximate dollar
Total number of shares  value of shares that
purchased as part of  may yet be purchased

Total number of Avg. price paid authorized repurchase  under the repurchase
Fiscal Year 2008 shares purchased per share program program
Oct. 28-30......cceune 180,000 $ 6.20 180,000 $ 13,883,190
Nov. 3-25 oiiiiiens 1,601,108 7.11 1,601,108 2,503,212
Dec. 1-5 ..o 100,769 7.01 100,769 1,797,287
Total Fiscal Year 2008...... 1,881,877 § 7.02 1,881,877 § 1,797,287
Fiscal Year 2009
Feb. 25-27 ..o 107,490 $ 7.86 107,490 $ 952,486
Mar. 2-4 ... 123,625 7.70 123,625 117
Total Fiscal Year 2009...... 231,115 $ 7.75 231,115 § 117
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The table below summarizes the current year common share purchase history of Greg Gianforte, our founder and Chief
Executive Officer:

Total number of Avg, price paid

Fiscal year 2008 shares purchased per share
Oct. 28-31.....cccoeenee. 180,000 $ 6.18
Total Fiscal Year 2008 ...... 180,000 $ 6.18

Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data should be read in conjunction with the Consolidated Financial
Statements and Notes thereto and with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and other financial data included elsewhere in this report. The consolidated statement of operations data for the
years ended December 31, 2008, 2007 and 2006, and the consolidated balance sheet data at December 31, 2008 and 2007, are
derived from audited consolidated financial statements included elsewhere in this report. The consolidated statement of
operations data for the years ended December 31, 2005 and 2004, and the consolidated balance sheet data at December 31,
2006, 2005 and 2004, are derived from audited consolidated financial statements not included in this report. The historical
results are not necessarily indicative of results to be expected in any future period.

Year Ended December 31,
2004 2005 2006 2007 2008
(In thousands, except per share data)

Consolidated Statements of Operations

Data:
Revenue:
Software, hosting and support .................... $ 49,764 $§ 67944 $ 86,257 % 86,983 $ 102,576
Professional SErvices.........oovveeveveviceeeeeneenns 12,000 19,204 24,131 25,094 37,859
Total reVenue .....covveeeevveeeeeeeeeeeeeeeeens 61,764 87,148 110,388 112,077 140,435
Cost of revenue:
Software, hosting and support .................... 6,741 9,111 13,260 18,411 20,397
Professional Services.........occveeeececeeeennenne 7,206 11,956 19,110 22,012 30,440
Total cost of revenue.........c.cooveveveenvennne 13,947 21,067 32,370 40,423 50,837
GIOSS PIOfit....ccieirrecriicieenirrerectee e e 47,817 66,081 78,018 71,654 89,598
Operating expenses:
Sales and marketing.........c.ocoeeveeveveeneennnn... 31,986 42,683 61,504 65,118 67,628
Research and development ....................... 7,807 10,428 14,478 17,084 18,292
General and administrative ..............oue...... 4,621 6,445 9,578 11,500 13,615
Total operating expenses ............ceceeveeee. 44,414 59,556 85,560 93,702 99,535
Income (loss) from operations ........................ 3,403 6,525 (7,542) (22,048) (9,937)
Interest and other income (expense), net ........ 146 1,646 3,064 3,683 2,696
Income (loss) before income taxes ................. 3,549 8,171 (4,478) (18,365) (7,241)
Provision for income taxes ..........cccceeerecrennsen (100) (478) (530) (276) (42)
Net income (10SS) ....cvverveeeeerreerreerreeeseeesieeeeenns 3,449 7,693 (5,008) (18,641) (7,283)
Preferred stock accretion ...........ceeveeveeerennanene (8) — — — —

SEOCK ..ot $§ 3441 $ 7,693 § (5,008) $ (18,641) $§  (7,283)
Net income (loss) per share(1):

BasiC ..ot $ 017 § 025 $ 0.16) $ 0.56) $ (0.22)

Diluted ...c.coveverieieriirieiiraieeeeee e, 0.12 0.23 (0.16) (0.56) (0.22)
Shares used in the computation(1):

BaSiC .c.vvveeirieiecireceeeete e 20,738 30,631 32,241 33,078 33,362

Diluted .....cooveeeiiriirrirrincieceeee e 29,177 33,695 32,241 33,078 33,362
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(1) See Note 1 of Notes to Consolidated Financial Statements for an explanation of the calculation of basic and
diluted income (loss) per share and for an explanation of the determination of the number of weighted average shares
used for such calculations.

December 31,

2004 2005 2006 2007 2008
(In thousands)

Consolidated Balance Sheet

Data:
Cash and cash equivalents .............. $ 18,944 $ 40,874 % 39,208 $ 43,681 $ 51,405
Short-term investments..........ccceuee 31,188 23,314 39,127 52,644 34,412
Long-term investments ................... — — e — 4,963
Working capital .........cccccvvinvevinennnn 32,732 45,156 50,374 45,063 34,075
Total @SSELS ..vvevveeeereeerirereeeeeenrennes 88,309 123,676 178,242 173,786 162,337
Deferred revenue .........cccoeevercvennnee. 49,125 67,923 114,578 114,660 113,198
Long-term debt, less current

POTHION. c.eetvreercvereeereirisrererenennans — 117 85 68 22
Total stockholders’ equity 31,101 44,655 47,474 38,181 27,183

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Statement

The following discussion and analysis of our financial condition and results of operations should be read in conjunction
with the financial statements and related nofes in this report. This discussion contains forward-looking statements that
involve risks and uncertainties. These forward-looking statements are based on our current expectations, estimates and
projections about our industry, management’s beliefs, and certain assumptions made by us, all of which are subject to
change. Forward-looking statements can often be identified by words such as “anticipates,” “expects,” “intends,” “plans,”
“predicts,” “believes,” “seeks,” “estimates,” “may,” “will, ”” “should,” “would,” “could,” “potential,” “continue,”
“ongoing,” similar expressions, and variations or negatives of these words and include, but are not limited to, statements
regarding projected results of operations and management’s future strategic plans. Our actual results could differ
significantly from those projected in the forward-looking statements as a result of factors, including those discussed under
“Risk Factors” and elsewhere in this report. We assume no obligation to update the forward-looking statements or such risk
factors.

T

Overview

RightNow Technologies provides on demand customer relationship management software and services that help
consumer-centric organizations improve customer experiences, while reducing costs. In today’s competitive business
environment, we believe providing superior customer experiences can be a powerful way for companies to drive sustainable
differentiation. RightNow’s technology enables an organization’s service, marketing and sales personnel to leverage a
common application platform to deliver service, to market and to sell via the phone, email, web and chat. Additionally,
through our on demand delivery approach, or software-as-a-service (“SaaS”), we are able to eliminate much of the
complexity associated with traditional on premise solutions, implement rapidly, and price our solutions at a level that results
in a lower cost of ownership compared to on premise solutions. Our value-added services, including business process
optimization and lifetime product tune-ups, are directed toward improving our customers’ efficiency, increasing user
adoption and assisting our customers to maximize the return on their investment. Approximately 1,900 corporations and
government agencies worldwide depend on RightNow to achieve their strategic objectives and better meet the needs of those
they serve.

We released our initial version of RightNow Service ™ in 1997. This product addressed the new customer service
needs resulting from the increasing use of the Internet as a customer service channel. Since then, we have significantly
enhanced product features and functionality to address customer service needs across multiple communication channels,
including web, interactive voice, email, chat, telephone and proactive outbound email communications. We have also added
several products that are complementary to our RightNow Service solution, including RightNow Marketing ™, RightNow
Sales ™ and RightNow Feedback ™ which automate aspects of marketing campaigns, sales operations, and customer
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monitoring. In February 2007, we released RightNow 8, our newest enterprise-class solution for service, sales and
marketing. To date, approximately 80% to 90% of our software, hosting and support revenue has been generated by the
RightNow Service suite.

2007 Business Model Changes

To better align with industry practice; beginning in 2007 we changed our product offerings from software license
arrangements to subscription service arrangements (e.g. “subscriptions”). As the industry and business models for “software
as a service” or “on demand” have evolved, the standard form of sales arrangements are service agreements rather than
licenses of software that can be hosted. We believe providing offerings in this manner will assist with our market penetration.

Accordingly, our terms of sale have been revised to provide a hosting service where the customer accesses the software
and data through the Internet. Our previous terms of sale provided the customer a software license, and for no additional fee
the customer could choose to have the software hosted by us, by themselves or by someone else. Revenue recognition for
service arrangements is not materially different from our previous term license arrangements, as revenue under either type of
contract is generally recognized ratably over the period of the agreement. As a result of this change, the amount of deferred
revenue on the balance sheet under subscription arrangements decreased since only the amount currently due from the
customer is recorded to accounts receivable and deferred revenue. Conversely, under software license arrangements, the full
customer commitment is recorded to receivables and deferred revenue.

As part of this business model change, we essentially discontinued sales of perpetual software licenses which
represented 21% of our revenue in 2006 as compared to approximately 2% in 2007, and less than 1% in 2008. Although we
expect to ultimately increase the lifetime value of our customer arrangements through sales of subscriptions, the substantive
elimination of perpetual license sales materially and adversely impacted our operating results for 2007 and 2008 when
compared to prior years, as perpetual revenue has generally been recognized in full upon delivery of the license.

Lastly, our policy for subscription contract acquisition costs, such as sales commissions, is to recognize them in
proportion to the revenue recognized under the subscription arrangement. Since the majority of new business was
subscriptions in 2007 and 2008, we believe this policy had a material and beneficial impact on our operating results,
respectively. Sales incentives paid on license sales and professional services continue to be expensed when earned, which is
typically at the time the related sale is invoiced.

Sources of Revenue

Our revenue is comprised of fees for software, hosting and support, and fees for professional services. “Recurring
revenue,” referred to in this report, includes software, hosting and support revenue from term license and subscription
agreements.

Software, hosting and support revenue includes fees earned under subscriptions and software license arrangements.
Subscription arrangements include a bundled fee to access the software and data through our hosting services, and support
services. Subscription revenue is recorded ratably over the length of the agreement. Our hosting services provide remote
management and maintenance of our software and customers’ data which is physically located in third party facilities.
Customers access “hosted” software and data through a secure Internet connection. Support services include technical
assistance for our software products and unspecified product upgrades and enhancements on a when and if available basis.

License arrangements can be over time (a “term” license) or perpetual. For term licenses, software, hosting and support
revenue is recognized ratably over the length of the agreement. Perpetual license revenue is generally recorded in full upon
delivery of the license, and the hosting and support elements are recognized ratably over the contractual period. Perpetual
license revenue ranged from 21% to 25% of our total revenue from 2004 through 2006. Due to the change in our business
model noted above, perpetual license revenue decreased from $22.8 million, or 21% of revenue in the year ending
December 31, 2006 to $2.1 million, or 2% of revenue in the year ending December 31, 2007, to $312,000, or less than 1% of
revenue in the year ending December 31, 2008.

Our sales arrangements generally provide customers with the right to use our software up to a maximum number of
users or transactions. A number of our arrangements provide for additional fees for usage above the maximum, which are
billed and recognized into revenue when determinable and earned.

Professional services revenue is comprised of revenue from consulting, education, development services, and

reimbursement of related travel costs. Consulting and education services include implementation and best practices
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consulting. Development services include customizations and integrations for a client’s specific business application.
Professional services revenue was approximately 22% of total revenue during 2006 and 2007, and increased to 27% in 2008.

Professional services are typically sold with initial sales arrangements and at times over the client engagement. Our
typical education courses are billed on a per person, per class basis.

Depending on the size and complexity of the client project, our consulting or development services contracts are either
fixed price/fixed scope or, more frequently, billed on a time and materials basis. We have determined that the professional
services element of our software and subscription arrangements is not essential to the functionality of the software.

Cost of Revenue and Operating Expenses

Cost of Revenue. Cost of revenue consists primarily of salaries and related expenses (such as employee benefits, stock
based compensation and payroll taxes) for our hosting, support and professional services organizations, third-party costs and
equipment depreciation relating to our hosting services, third-party costs for voice enabled CRM applications, travel
expenses related to providing professional services to our clients, amortization of acquired intangible assets and allocated
overhead. We allocate most overhead expenses, such as office supplies, computer supplies, utilities, rent, depreciation for
furniture and equipment, payroll taxes and employee benefits, based on headcount. As a result, these common overhead
expenses are reflected in each cost of revenue and operating expense category.

Sales and Marketing Expenses. Sales and marketing expenses consist primarily of salaries and related expenses for
employees in sales and marketing, including commissions and bonuses, advertising, marketing events, corporate
communications, product management expenses, travel costs and allocated overhead. For subscription arrangements, we
expense the related sales commission in proportion to the revenue recognized. We expense our sales commissions on license
arrangements when earned, which is typically at the time the related sale is invoiced to the client. Since the majority of our
historical revenue has been from license arrangements recognized over time, we have experienced a delay between increasing
sales and marketing expenses and the recognition of corresponding revenue. We expect to increase our sales, and to
accomplish this we plan to appropriately segment our sales and marketing teams, and potentially hire additional sales and
marketing personnel and increase the level of marketing activities.

Research and Development Expenses. Research and development expenses consist primarily of salary and related
expenses for development personnel and costs related to the development of new products, enhancement of existing products,
translation fees, quality assurance, testing and allocated overhead. To date, we have not capitalized internal software
development costs because the timing of the commercial releases of our products has substantially coincided with the
attainment of technological feasibility. We intend to continue to expand and enhance our product offerings. To accomplish
this, we plan to efficiently utilize existing personnel, hire additional personnel and, from time to time, contract with third
parties. We expect that research and development expenses will increase in absolute dollars as we seek to expand our
technology and product offerings.

General and Administrative Expenses. General and administrative expenses consist primarily of salary and related
expenses for management, finance and accounting, legal, information systems and human resources personnel, professional
fees, other corporate expenses and allocated overhead. We anticipate that we will incur additional employee salaries and
related expenses, professional service fees and insurance costs related to the growth of our business and operations.

Critical Accounting Policies and Estimates

Our financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States. Preparing financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses and disclosures of contingent assets and liabilities.
Management evaluates these estimates on an on-going basis using historical experience and other factors, including the
current economic environment, and management believes these estimates to be reasonable under the circumstances.
Estimates and assumptions are adjusted when facts and circumstances dictate. Illiquid credit markets, volatile equity, foreign
currency, and declines in consumer spending have combined to increase the uncertainty inherent in such estimates and
assumptions. These assumptions are affected by management’s application of accounting policies. Our critical accounting
policies include revenue recognition, valuation of receivables and deferred tax assets, and accounting for share-based
compensation. Significant items subject to such estimates and assumptions include: elements comprising our software,
hosting and support sales arrangements and whether the elements have stand-alone and/or fair value; whether the fees
charged for our products and services are fixed or determinable, the carrying amount of property and equipment and
intangible assets; estimates regarding the recoverability and respective fair value of auction-rate securities and all other
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investments; valuation allowances for receivables and deferred income tax assets; and estimates of expected term and
volatility in determining stock-based compensation expense. As future events and their effects cannot be determined with
precision, actual results could differ significantly from those estimates.

Revenue Recognition

Beginning in 2007, we changed the nature of our sales arrangements from license arrangements to subscription
arrangements (“subscriptions”). For a bundled fee, subscriptions provide the customer with access to the software and data
over the Internet, or on demand, and provide technical support services and software upgrades when and if available. Under
subscriptions, customers do not have the right to take possession of the software and, in accordance with EITF 00-03 such
arrangements are considered service contracts which are outside the scope of SOP 97-2. Accordingly, we account for sales of
subscriptions under SAB 104 and EITF 00-21. We recognize subscription revenue ratably over the length of the agreement
and professional services are recognized as incurred based on their relative fair values, in accordance with EITF 00-21.

Prior to 2007, we sold the majority of products under software license arrangements (“licenses™) and accounted for
them in accordance with SOP 97-2 and SOP 98-9. Licenses generally include multiple elements that are delivered up front or
over time. For example, under a term license, we deliver the software up front and provide hosting and support services over
time. Fair value for each element in a license does not exist since none are sold separately, and consequently, the bundled
revenue is recognized ratably over the length of the agreement. Under a perpetual license, vendor specific objective evidence
of fair value of the hosting and support elements is based on the price charged at renewal when sold separately, and therefore
the license element is recognized immediately into revenue upon delivery using the residual method, and the hosting and
support elements are recognized ratably over the contractual term.

The application of these rules requires judgment, including the identification of individual elements in multiple element
arrangements, whether there is objective and reliable evidence of fair value, including vendor specific objective evidence
(“VSOE”) of fair value, for some or all elements. Changes to the elements in our sales arrangements, or our ability to
establish VSOE or fair value for those elements may result in a material change to the amount of revenue recorded in a given
period.

Fees charged for professional services are recognized when delivered. We believe the fees for professional services
qualify for separate accounting because: a) the services have value to the customer on a stand-alone basis; b) objective and
reliable evidence of fair value exists for these services; and c) performance of the services is considered probable and does
not involve unique customer acceptance criteria.

Our standard payment terms are net 30, although payment within 90 days is considered normal. We periodically
provide extended payment terms and we consider any fees due beyond 90 days to not be fixed or determinable. In such
cases, judgment is required in determining the appropriate timing of revenue recognition. Changes to our practice of
providing extended payment terms or providing concessions following a sale, may result in a material change to the amount
of revenue recorded in a given period.

Allowance for doubtful accounts

We regularly assess the collectability of outstanding customer invoices and, in so doing, we maintain an allowance for
estimated losses resulting from the non-collection of customer receivables. In estimating this allowance, we consider factors
such as: historical collection experience; a customer’s current creditworthiness; customer concentration; age of the receivable
balance; and general economic conditions that may affect a customer’s ability to pay. Actual customer collections could
differ from our estimates and exceed our related loss allowance.

Income Taxes

We record income taxes under the asset and liability method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect
of a change in tax rates on deferred tax assets and liabilities is recognized in income in the period that includes the enactment
date. When applicable, a valuation allowance is established to reduce any deferred tax asset when it is determined that it is
more likely than not that some portion of the deferred tax asset will not be realized.
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We have established a valuation allowance equal to our net deferred tax assets due to uncertainties regarding the
realization of our net operating loss carry forwards, tax credits, and deductible timing differences. The uncertainty of
realizing these benefits is based primarily on our lack of taxable earnings.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board (FASB) Interpretation No. 48,
Accounting for Uncertainties in Income Taxes, an Interpretation of FASB Statement No. 109 (FIN 48) and it did not have a
significant impact on our financial position or results of operations. FIN 48 requires judgment when evaluating tax positions.
Our judgment includes, but is not limited to, an evaluation of our material positions taken on tax return filings. The ultimate
resolution of tax issues may result in a significant change to our recorded tax assets and liabilities.

Share-Based Compensation

We record share-based payment arrangements in accordance with Statement of Financial Accounting Standards
No. 123(R), Share Based Payment, (“SFAS 123R”). SFAS 123R requires the cost of share-based payment arrangements to
be recorded in the statement of operations. Prior to 2006, the estimated cost of share-based payment arrangements was
disclosed in a footnote to the financial statements. Share-based compensation amounts are affected by our stock price as well
as our assumptions regarding the expected volatility of our stock, our employee stock option exercise behaviors, forfeitures,
and the related income tax effects. Our assumptions are based primarily on our historical information, some of which was
developed when we were a private company.

Recently Issued Accounting Standards

SFAS 157, Fair Value Measurements, defines fair value, establishes a framework for measuring fair value in GAAP,
and enhances disclosures about fair value measurements. This statement applies when other accounting pronouncements
require fair value measurements; it does not require new fair value measurements. SFAS 157 is effective for financial
statements issued for fiscal years beginning after November 15, 2007, and interim periods within those years. On
February 12, 2008, FSP FAS 157-2 was issued delaying the effective date of SFAS No. 157 until fiscal years beginning after
November 15, 2008 for nonfinancial assets and liabilities that are not recognized or disclosed at fair value in the financial
statements on a recurring basis (at least annually). The adoption of SFAS 157 has not had a material effect on our financial
statements. We do not believe adoption of SFAS 157-2 will have a material effect on our financial statements.

The guidance in FASB Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities , is
effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. This statement provides
companies with an option to report selected assets and liabilities (principally financial assets and financial liabilities) at fair
value. The objective of SFAS 159 is to reduce both the complexity in accounting for financial instruments and the volatility
in earnings caused by measuring related assets and liabilities differently. SFAS 159 also establishes presentation and
disclosure requirements designed to facilitate comparisons between companies that choose different measurement attributes
for similar types of assets and liabilities, and does not eliminate disclosure requirements included in other accounting
standards. The adoption of SFAS 159 has not had a material effect on our financial statements.

In December 2007, the Financial Accounting Standards Board issued Statement No. 141 (revised 2007), Business
Combinations (SFAS 141R). SFAS 141R requires the use of “full fair value” to record all the identifiable assets, liabilities,
noncontrolling interests and goodwill acquired in a business combination. SFAS 141R is effective for fiscal years beginning
on or after December 15, 2008. The requirements are effective for the Company beginning in the first quarter of fiscal 2009.
The adoption of SFAS 141R may have a material effect on our financial statements to the extent the Company pursues future
business combinations.

In December 2007, the Financial Accounting Standards Board issued Statement No. 160, Noncontrolling Interests in
Consolidated Financial Statements (SFAS 160). SFAS 160 requires the noncontrolling interests (minority interests) to be
recorded at fair value and reported as a component of equity. SFAS 160 is effective for fiscal years beginning on or after
December 15, 2008. The requirements are effective for the Company beginning in the first quarter of fiscal 2009. We do not
believe adoption of SFAS 160 will have a material effect on our financial statements.
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Results of Operations

The following table sets forth certain consolidated statements of operations data for each of the periods indicated,
expressed as a percentage of total revenue:

Year Ended December 31,

2006 2007 2008
Revenue:
Software, hosting and support .................. 78% 78% 73%
Professional services..........coceeuerereennnnen. 22 22 27
Total revenue ........coceeveveevercvrereerenneen. 100 100 100
Cost of revenue:
Software, hosting and support .................. 12 16 14
Professional services.........ccoooeveveeverevnnne. 17 20 22
Total cost of revenue.............ocvereueee... 29 36 36
Gross Profit.......ccoeeeeveeeneceeceeeceere e 71 64 64
Operating expenses:
Sales and marketing..........ccccoeevevererennnnnnn. 56 58 48
Research and development ....................... 13 15 13
General and administrative ....................... 9 10 10
Total operating expenses ...................... 78 83 71
Income (loss) from operations...................... (N (19) @)
Interest and other income (expense), net ...... 3 3 2
Income (loss) before income taxes ............... ) (16) %)
Provision for income taxes ..........c.occevveneene. ) (1) 0
Net income (1088) ...c.eeeeveereveeeeeerieieereerereenns (5)% 17% (5)%

The following table sets forth our on demand customer interactions and our revenue by type and geography expressed
as a percentage of total revenue for each of the periods indicated.

Year Ended December 31,
2006 2007 2008

Customer interactions (in millions) ............... 1,050 1,466 2,099
Revenue by type:

Recurring (subscriptions, term licenses,

hosting and support)............oceeeevevernnns 57% 76% 73%

Perpetual licenses.......c.cccceovvverecrrennnnneneas 21 2 0

Professional services........ccooueeeerveerennnnnne. 22 22 27
Revenue by geography in:

United States.......c.cocccvvervrinnieeresererinennns 74% 71% 69%

BUTOPE......oiiiirecrcceree et 19 21 23

Asia Pacific.....cooeevecveneninriiieccrennnn 7 8 8

Overview of 2008

Total revenue for the full year 2008 was $140.4 million, compared to full year 2007 revenue of $112.1 million. Within
software, hosting and support, recurring revenue increased 20% in 2008 over 2007, which was offset by a decrease of $1.8
million to $312,000, in perpetual license revenue. The decline in perpetual license revenue resulted from our business model
change during 2007 in which we essentially eliminated sales of new perpetual licenses. Recurring revenue increased in 2008
due to growth in average revenue per customer.
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Revenue per customer increased primarily due to higher average selling price per customer and growth in the number of
customers. Sales to customers with annual revenues greater than $1 billion and the public sector made up approximately
60% of total revenue in 2008, compared to approximately 59% of total revenue in 2007 and 56% in 2006.

During 2008 we continued to invest in our operations by adding professional services personnel and partners to support
our solution offerings, sales and marketing personnel to focus on new customer acquisition, added capacity to support our
hosting operations, research and development personnel to focus on solution development, administrative personnel to
support operations.

These investments caused total expenses to increase in absolute dollars, but decreased 12% as a percentage of revenue
during 2008. Total revenue growth combined with improved leverage in our business model and the increased focus on
operating expenses resulted in an operating loss improvement from a loss as a percentage of revenue of 19% in 2007 to a loss
as a percentage of revenue of 7% in 2008.

We were impacted by the strength of the U.S. dollar predominantly in the third and fourth quarters of 2008 relative to
the British pound, Euro, and Australian dollar. Although we report our actual results in U.S. Dollars, we conduct a significant
number of transactions in currencies other than U.S. Dollars. Therefore, we discuss constant currency information to provide
a framework for assessing how our underlying business performed excluding the effect of foreign currency rate fluctuations.
Constant currency discussions herein are based on comparison to currency exchange rates during the prior year. For
example, total revenue in 2008 increased by $28.4 million, or 25% over total revenue reported in 2007. If currency exchange
rates in 2008 had remained constant with 2007 rates, revenue in 2008 would have increased approximately by an additional
$700,000, or a further 1%. In other words, the change in exchange rates between 2007 and 2008 had a negative impact to
revenue of approximately $700,000 or 1%. Using the same methodology, the change in exchange rates between 2007 and
2008 had a negative impact on deferred revenue of $6.9 million or 3%. Expenses associated with international revenue are
generally paid in local currency, which generally provides a natural hedge to offset the revenue impact. These expenses in
2008 decreased $1.5 million on a constant currency basis as compared to the respective weighted average exchange rates
during the year ended December 31, 2007.

Total revenue in 2007 increased by $1.7 million, or 1.5% over total revenue reported in 2006. The change in exchange
rates between 2006 and 2007 had a positive impact to revenue of $2.4 million, or 2%. The expenses associated with 2007
international revenue increased $1.9 million on a constant currency basis as compared to the respective weighted average
exchange rates during the year ended December 31, 2006.

For the year ended December 31, 2008, we generated $14.7 million of cash from operations compared to $21.0 million
of cash in 2007. Our cash and investments balances decreased to $90.8 million at December 31, 2008 from $96.3 million one
year earlier, which was primarily due to the use of $13.2 million to repurchase shares of our common stock under our
October 2008, board approved stock repurchase program.

As of December 31, 2008 we had an accumulated deficit of $64.2 million. This deficit and our historical operating
losses were primarily the result of costs incurred in the development, sales and marketing of our products and for general and
administrative purposes.

Years Ended December 31, 2006, 2007 and 2008

Revenue
Year Ended December 31,
Percent Percent
2006 2007 Change 2008 Change

(Amounts in thousands)
Software, hosting and support:

RECUITING ...vovevveneeereeieeenirienencns $ 63,448 $ 84,920 34% $ 102,264 20%

Perpetual ......ccocvcvviviniicierinannns 22,809 2,063 91 312 (85)
Professional SErvices.......coovercveeennns 24,131 25,094 4 37,859 51
Total FEVENUE ....covvvenreereerrecreereeereeens $ 110,388 $ 112,077 2% $ 140,435 25%

Total revenue for 2008 was $140.4 million, an increase of $28.3 million, or 25%, over total revenue of $112.1 million
for 2007.

Software, hosting and support revenue, consisting of recurring revenue and perpetual license revenue, increased $15.6
million in 2008, or 18%, over software, hosting and support revenue of $87.0 million for 2007. Recurring revenue comprised
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of subscriptions, term licenses, hosting and support, increased 20% over 2007 primarily due to expansion sales within our
existing customer base, and new customer acquisitions over the comparable period. Total active customers increased to 1,900
as of December 31, 2008 from approximately 1,800 as of December 31, 2007. Average recurring revenue per customer
increased as a result of capacity additions, contract renewals and sales of new products. Customer interactions, a measure of
unique customer sessions hosted in our data centers, were approximately 2.1 billion in 2008, a 40% increase over 2007. Our
client retention rate was approximately 90% in 2008.

Perpetual license revenue decreased $1.8 million to $312,000, or 85%, in 2008 over 2007, and decreased as a
percentage of total revenue to less than 1% in 2008 from 2% in 2007. Beginning in 2007, we changed the nature of our sales
arrangements from software licenses to subscriptions, which largely eliminated sales of perpetual licenses. The mix of
perpetual license revenue affects our profitability in any given period since it is recorded in full into revenue upon delivery
instead of being recorded ratably into revenue over time, as is the case with subscriptions and term licenses.

Professional services revenue increased $12.8 million, or 51%, in 2008 over 2007. We believe the growth in
professional services revenue is primarily due to larger project implementations, as a result of the release of RightNow 8.0,
which has created expanded opportunities within the contact center space. Customers generally purchase professional
services with initial license or subscription arrangements, and from time to time over the life of the contract. We increased
our capacity to deliver professional services by growing headcount in that organization to 173 at December 31, 2008 from
142 at December 31, 2007.

The mix of professional services revenue affects our profitability from period-to-period due to the lower gross profit
earned on professional services as compared to the gross profit earned on software, hosting and support revenue. Professional
services revenue represented 27% of total revenue in 2008 compared to 22% of total revenue in 2007 and 2006.

Total revenue for 2007 was $112.1 million, an increase of $1.7 million, or 2%, over total revenue of $110.4 million for
2006.

Software, hosting and support revenue, consisting of recurring revenue and perpetual license revenue, increased
$726,000 in 2007, or 1%, over software, hosting and support revenue of $86.3 million for 2006. Recurring revenue increased
34% over 2006 primarily due to a 22% increase in average recurring revenue per customer. Total active customers were
constant at approximately 1,800 at December 31, 2007 and December 31, 2006. Average recurring revenue per customer
increased as a result of customer purchases of additional capacity and additional products. Customer interactions exceeded
1.5 billion in 2007, a 40% increase over 2006. Our client retention rate was approximately 90% in 2007 and 2006.

Perpetual license revenue decreased $20.7 million, or 91%, in 2007 over 2006, and decreased as a percentage of total
revenue to 2% in 2007 from 21% in 2006. This decrease resulted from an accelerating customer adoption of on demand
software and our business model change.

Professional services revenue increased $963,000, or 4%, in 2007 over 2006. The growth in professional services
revenue was primarily due to a higher volume of larger customer projects in 2007 as compared to 2006. We also increased
our capacity to deliver professional services by growing headcount in that organization to 142 at December 31, 2007 from
138 at December 31, 2006.

Cost of Revenue
Year Ended December 31,
Percent Percent
2006 2007 Change 2008 Change
(Amounts in thousands)

Software, hosting and support ............. $ 13,260 $ 18411 39% $ 20,397 11%
Professional services......ccoouveveernvvreennes 19,110 22,012 15 30,440 38
Total cost of revenue .........ccceeveveevveenes $ 32370 $ 40423 25% $ 50,837 26%

Total cost of revenue for 2008 was $50.8 million, an increase of $10.4 million, or 26%, over total cost of revenue of
$40.4 million in 2007.

Cost of software, hosting and support increased $2.0 million, or 11% in 2008 due primarily to capacity additions to our
hosting data centers, increased voice and non-voice hosting volume and staff additions’. Capacity additions to our hosting
data centers and growth in customer interactions increased third party hosting provider costs by $766,000 in 2008 over 2007,

35



and capacity additions to our data centers increased telecom maintenance and depreciation expense in 2008 by $487,000 over
2007. Staff additions to our hosting and technical support organizations increased salaries and related expenses (i.e. salaries,
bonuses, stock-based compensation) by $477,000 during 2008 over 2007. Average employee count in our hosting and
technical support operations was 91 in 2008 as compared to 80 in 2007. As a percent of the associated revenue, software,
hosting and support costs were 20% in 2008 as compared to 21% in 2007 due to improved leverage in our business model,
combined with focused expense management and favorable currency impact in the third and fourth quarters of 2008 primarily
in the strength of the US dollar relative to the British Pound, Euro, and Australian dollar.

Cost of professional services increased $8.4 million, or 38%, in 2008 due primarily to employee staff additions,
increased third-party resource usage, and increased travel related expenses. Average employee count in our professional
services organization grew to 178 in 2008 from 142 in 2007, which increased salaries and related expenses by $4 million, and
increased common expenses, which are allocated based upon headcount (i.e. payroll taxes, benefits, office rent, supplies and
other overhead expenses) by $893,000. Increased utilization of third-party providers used to assist in the deployment of
professional services increased by $2.6 million during 2008 over 2007. Travel related expenses associated with professional
service deployments increased by $521,000 during 2008. As a percent of the associated revenue, professional services costs
decreased to 80% in 2008 from 88% in 2007 due to focused expense management and favorable currency impact in the third
and fourth quarters of 2008 primarily in the strength of the US dollar relative to the British Pound, Euro, and Australian
dollar. Employee training, customer scheduling requirements, and use of third-party resources can cause the cost of
professional services to fluctuate as a percentage of revenue from period to period.

Total cost of revenue for 2007 was $40.4 million, an increase of $8.0 million, or 25%, over total cost of revenue of
$32.4 million in 2006.

Cost of software, hosting and support increased $5.2 million, or 39%, in 2007 due primarily to capacity additions to our
hosting data centers, including a new data center in Chicago, Illinois, the full year effect of a data center in London, England,
which was added in mid-2006, increased voice and non-voice hosting volume and staff additions. The addition of these data
centers and growth in customer interactions increased third party hosting provider costs by $2.3 million in 2007 over 2006,
and capacity additions to our data centers increased depreciation expense in 2007 by $738,000 over 2006. Staff additions to
our hosting and technical support organizations increased salaries and related expenses (i.e. salaries, bonuses, stock-based
compensation) by $1.3 million during 2007 over 2006, and increased common expense allocation (i.e. payroll taxes, benefits,
office rent, supplies and other overhead expenses) by $700,000. Common expenses increased during 2007 primarily due to
capacity additions which increased office rent, payroll taxes, and depreciation expense pertaining to computer equipment and
office furniture. Average employee count in our hosting and technical support operations was 80 in 2007 as compared to 68
in 2006. As a percent of the associated revenue, software, hosting and support costs were 21% in 2007 as compared to 15%
in 2006 due to the lower revenue contribution from perpetual licenses combined with the capacity increases noted above.

Cost of professional services increased $2.9 million, or 15%, in 2007 due to employee staff additions partly offset by
lower travel related expenses. Average employee count in our professional services organization grew to 142 in 2007 from
124 in 2006, which increased salaries and related expenses by $2.9 million, and increased common expense allocation by
$1.2 million. As a percent of the associated revenue, professional services costs increased to 88% in 2007 from 79% in 2006.

Operating Expenses
Year Ended December 31,
Percent Percent
2006 2007 Change 2008 Change
(Amounts in thousands)

Sales and marketing.........cccceecereerencen $ 61,504 $ 65118 6% $ 67,628 4%
Research and development .................. 14,478 17,084 18 18,292 7
General and administrative .................. 9,578 11,500 20 13,615 18
Total operating expenses ..........ivoc.c... $ 85560 $ 93,702 10% 99,535 6%

Sales and Marketing Expenses

Sales and marketing expenses of $67.6 million in 2008 were 4%, or $2.5 million, greater than $65.1 million in 2007.
Staff additions to our sales and marketing organization increased salaries and common expense allocation by $2.9 million.
Average employee count in our sales and marketing organizations was relatively constant from 262 in 2008 from 263 in
2007, reflecting a decline in headcount at December 31, 2008 related to expense reduction efforts in the fourth quarter of
2008. Commissions and bonus expense increased $2.1 million due to increased sales over 2007. Offsetting the increased
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salaries and related expenses were lower advertising costs of $1.7 million, and $700,000 favorable currency impact primarily
due to the strength of the US dollar relative to the British Pound, Euro, and Australian dollar in the third and fourth quarter of
2008. As noted above, we changed the primary nature of our sales arrangements from licenses to subscriptions beginning in
2007. Under license arrangements, we expense sales commissions when earned, which is typically upon issuance of a
customer invoice. Under subscription arrangements, we defer the related sales commission costs and expense them in
proportion to the revenue recognized. We deferred $8.2 million of sales commissions earned on subscription sales as of
December 31, 2008, as compared to $5 million deferred sales commissions as of December 31, 2007.

Sales and marketing expenses of $65.1 million in 2007 were 6%, or $3.6 million, greater than $61.5 million in 2006.
Staff additions to our sales and marketing organization increased common expense allocation by $1.8 million, and salary and
related expense increased $1.0 million primarily due to increased headcount. Average employee count in our sales and
marketing organizations increased to 263 in 2007 from 251 in 2006. Additionally we increased our investment in third-party
marketing services by $800,000. Employee additions in 2007 were primarily for direct sales personnel, sales engineers,
business development representatives, and marketing personnel. Offsetting the increased salaries and related expenses were
lower sales commission expenses caused by the deferral of sales commissions earned on subscription agreements. We
deferred $5 million of sales commissions earned on subscription sales as of December 31, 2007, as compared to $213,000
deferred sales commissions as of December 31, 2006.

Research and Development Expenses

Research and development expenses increased $1.2 million to $18.3 million, or 7%, over 2007, primarily due to
increased salaries and related expenses and third party services. Salary and related expense increased $1.0 million primarily
due to staff additions, and common expense allocation increased by $332,000. These costs were offset by a reduction in third-
party research and development services, and other employee related expenses of $166,000. Average employee count in our
research and development organization increased to 146 in 2008 from 133 in 2007.

Research and development expenses increased $2.6 million to $17.1 million, or 18%, more than research and
development expenses over 2006, primarily due to increased salaries and related expenses and third party services. Salary and
related expense increased $1.3 million primarily due to staff additions, and common expense allocation increased by
$800,000. Average employee count in our research and development organization increased to 133 in 2007 from 125 in 2006.
Higher outside service costs of $440,000 were incurred during 2007 principally related to language translations for RightNow
8, and subsequent quarterly releases.

General and Administrative Expenses

General and administrative expenses increased $2.1 million to $13.6 million, or 18%, in 2008 over 2007 mostly due to
staff additions, which increased salaries, related expenses and common expense allocation approximately $1.4 million.
Average employees in our general and administrative organization were 79 in 2008 as compared to 68 in 2007. Employee
additions in 2008 were primarily for finance, accounting and information technology personnel. Additionally, donations
increased $308,000 compared to the same period in 2007 related to sponsorship programs including a computer science grant
program at a university and the Special Olympics.

General and administrative expenses increased $1.9 million to $11.5 million, or 20%, in 2007 over 2006 mostly due to
staff additions, which increased common expense allocation. Average employees in our general and administrative
organization were 68 in 2007 as compared to 59 in 2006. Employee additions in 2007 were primarily for finance, accounting
and information technology personnel.

Stock-Based Compensation Expense

Total stock-based compensation expense for 2008 was $6.0 million, a 10% increase as compared to $5.5 million in
2007. The year-over-year increase in stock-based compensation expense results primarily due to lower forfeitures combined
with increased fair value per option share. Stock-based compensation expense fluctuates from period-to-period due to
changes in the underlying market value of our stock and changes in our valuation assumptions, such as the expected volatility
of our stock, the expected time an option will be outstanding, and expected option forfeiture rates.
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Interest and Other Income (Expense), Net

Year Ended December 31,
Percent Percent
2006 2007 Change 2008 Change
(Amounts in thousands)
Interest inCOME...........coevveeveveenveennnn $ 3,036 $ 3,898 28% $ 2,906 (25)%
Interest eXpense .......cocvceeeverviveennnn. a7 N n/m (12) n/m
Other income (€Xpense).................. 45 (208) n/m (198) n/m
Total interest and other income
(EXPENSE), Net....cvveeeuereeeerercnieans $ 3,064 $ 3,683 20% $ 2,696 Q27N%

Interest income decreased 25% in 2008 over 2007 due to declining investment yields driven by decreases in the federal
funds rate. Our investment portfolio consists primarily of investment-grade government, corporate debt instruments, and
auction-rate securities.

Other income (expense) consists primarily of losses on transactions denominated in foreign currencies, and an other
than temporary impairment loss on auction-rate securities. These losses were primarily offset by a gain on a put option
settlement right associated with the auction-rate securities. Refer to Note 3 for further discussion on ARS investments and put
option.

Interest income increased 28% in 2007 over 2006 primarily due to growth in our cash and short-term investment
balances, and to a lesser extent increased average yields on invested funds.

Interest expense for 2008, 2007 and 2006 was comprised of the interest component under various capital lease
obligations. Other income (expense) consisted primarily of foreign currency transaction gains or losses and gains or losses on
asset sales. Currency transaction losses were offset by currency transaction gains predominantly in the third and fourth
quarter of 2008 over 2007.

Provision for Income Taxes

The provision for income taxes of $42,000 in 2008, $276,000 in 2007, and $530,000 in 2006, consists primarily of the
federal alternative minimum tax, foreign withholding taxes, and various state income taxes. Our effective tax rate differs
from the federal statutory rate primarily due to the utilization of net operating loss carry forwards, tax credits, federal
alternative minimum taxes, foreign rate differentials, and non-deductible meal and entertainment expenses. Our effective tax
rate in 2009 will depend on a number of factors, such as the amount and mix of stock-based compensation expense to be
recorded under SFAS 123R, the level of business in state and foreign tax jurisdictions, management’s expectation of the
realization of deferred tax assets and the associated valuation allowance, and other factors.

At December 31, 2008, we had approximately $23.9 million of net deferred tax assets that have been reserved in full by
a valuation allowance. In the future, if available evidence indicates that it is more likely than not that some or all of our
deferred tax assets are realizable, an adjustment to decrease the valuation allowance would decrease income tax expense, in
the period such determination was made. If and when that happens, our effective income tax rate will increase to more
closely approximate the federal statutory rate.

Liquidity and Capital Resources

Year Ended December 31,
Percent Percent
2006 2007 Change 2008 Change
(Amounts in thousands)

Cash, cash equivalents and short-

term investments..........oveeeeeveenne $ 78335 § 96,325 23% $ 85,817 (11)%
Long-term investments .................. — — — 4,963 100
Cash provided by operating

ACHIVILIES oo 27,043 21,034 22)% 14,724 30)%

We have historically funded our operations with cash from operations, equity financings and debt borrowings. At
December 31, 2008, cash and cash equivalents, and short-term investments, totaled $85.8 million. Long-term investments

38



totaled approximately $5.0 million. In 2008, we used $13.2 million to repurchase shares of our common stock under our
October 2008 board approved stock repurchase program. In addition to our cash and short-term investments, other sources of
liquidity at December 31, 2008 included a $3 million bank line of credit facility, under which there were no borrowings in
2007 or 2008.

Operating activities provided $14.7 million of cash during the year ended December 31, 2008 as compared to
$21.0 million in 2007 and $27.0 million in 2006. The majority of our cash from operations in all three years was from net
loss adjusted for non-cash charges, collection of receivables, partially offset by growth in deferred commissions. We
typically bill customers on net 30-day terms at the beginning of the contract period, which is reflected in accounts receivable
and deferred revenue. Cash flow from operations can vary significantly from year to year for many reasons, including the
timing of business in a given period, and customer payment preferences and patterns. Slower cash collections and mix of
billing terms were the primary drivers in the decline in cash provided by operating activities in 2008 as compared to 2007.
During the third and fourth quarters of 2008, the percentage of business signed with monthly or periodic billing terms
increased from historical rates of 15-20% to approximately 25%. Deferred revenue is not recorded for subscriptions with
monthly or periodic billing terms until the invoices are issued. A change in the billing practice resulting in delayed payment
or billing terms could have a material adverse effect on cash provided from operating activities and growth in deferred
revenue.

The allowance for uncollectible accounts receivable represented approximately 5% of current accounts and term
receivables at December 31, 2008 and 2007, respectively. Accounts written off in 2008 were relatively constant as a
percentage of new billings from the previous year. We regularly assess the adequacy of the allowance for doubtful accounts.
Actual write-offs could exceed our estimates and adversely affect operating cash flows in the future.

We have approximately $7.9 million of payments due in 2009 under contractual obligations and purchase commitments
for operating and capital leases, hosting services and other items. Total purchase commitments at December 31, 2008 were
$19.4 million to be paid per the schedule below. We believe we will generate sufficient cash from operations to satisfy these
commitments in 2009.

Investing activities generated $7.6 million in 2008, which included $13.4 million net proceeds from investments, offset
by $5.8 million for capital expenditures. Cash used in investing activities in 2007 was $20.8 million, of which $13.5 million
was due to net purchases of short-term investments and $7.3 million for capital expenditures.

Financing activities used $11.9 million in 2008, which was primarily due to a 1.9 million share repurchase for $13.2
million, offset by $1.4 million generated from common stock issued under employee benefit plans. We generated
$3.8 million in 2007 and $3.1 million in 2006 from financing activities. Financing sources included the exercise of employee
stock options under our equity incentive plan and stock purchases under our employee stock purchase plan.

At December 31, 2008 we held $5.0 million par value auction rate securities (“ARS”) that are subject to general credit,
liquidity, market, and interest rate risks, which may be exacerbated by U.S. sub-prime mortgage defaults that have affected
various sectors of the financial markets and caused credit and liquidity issues. The ARS are comprised of federally insured
student loan bonds.

During the fourth quarter of 2008 we executed a settlement agreement to redeem the ARS held by us at par with our
broker commencing June 2010 through July 2012. By accepting the terms of the settlement, we (1) received the non-
transferable right (“put option™) to sell our ARS at par value to the broker commencing June 2010 through July 2012, and (2)
gave the broker the right to purchase the ARS from us at any time after the executed settlement agreement date as long as we
receive par value. We expect to sell the ARS under the put option. As such, these investments may also be subject to
brokerage house default. As a result of this settlement, we reclassified the $4.2 million ARS from available for sale securities
to trading securities. Redemption of these investments may be subject to brokerage house default. As a result of this
settlement, we reclassified the $4.2 million ARS from available for sale securities to trading securities. In connection with
the reclassification into trading securities, we recognized an other-than-temporary impairment loss of $775,000 due to decline
in fair value, which was included in other expense, net. Partially offsetting this loss within other expense, net was a $738,000
gain related to the put option we obtained pursuant to the settlement agreement. Our inability to dispose of our ARS prior to
June 2010 could negatively impact our liquidity and cash on hand, which, in turn, could cause us to forego potentially
beneficial operational and strategic transactions or to incur additional indebtedness. Additionally, we could be adversely
impacted if the broker is unable to meet its obligations under the repurchase agreement.We believe our existing cash and
short-term investments, together with funds generated from operations, should be sufficient to fund operating and investment
requirements for at least the next twelve months. Our future capital requirements will depend on many factors, including our
rate of revenue growth and expansion of our sales and marketing activities, the possible acquisition of complementary
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products or businesses, the timing and extent of spending required for research and development efforts, and the continuing
market acceptance of our products. To the extent that available funds are insufficient to fund our future activities, we may
need to raise additional funds through public or private equity or debt financings. Additional equity or debt financing may not
be available on terms favorable to us or at all.

Off-Balance Sheet Arrangements

As of December 31, 2008, we did not have any significant off-balance-sheet arrangements, as defined in
Item 303(a)(4)(ii) of Regulation S-K promulgated by the SEC.

Contractual Obligations and Commitments

The following table summarizes our contractual payment obligations and commitments as of December 31, 2008:

Payments Due by Period
Less than More than
Contractual Obligations Total 1 year 1-3 years 3-5 years 5 years
(in thousands)

Operating lease obligations................ 3 16,193 § 5,281 $ 8,164 $ 2,284 $ 464
Obligations under capital leases......... 114 46 68 e —
Purchase obligations—hosting

SEIVICES vevvveerereereeseesessesessseseessaes 1,793 1,348 445 — —
Purchase obligations—other............... 1,275 1,197 78 — —
TOtaleveeeceireceereeeree e $ 19375 § 7,872 § 8,755 § 2,284 § 464

We lease our office facilities and certain office equipment under operating lease agreements that expire at various dates
through 2017. Obligations under capital leases pertain to certain tenant improvements in our main office facility. Purchase
obligations consist of agreements with third parties to provide co-location services for hosting operations, and obligations for
marketing and other miscellaneous services.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Foreign Currency Exchange Risk

Our results of operations and cash flows are subject to fluctuation due to changes in foreign currency exchange rates,
particularly changes in the British pound, Euro, and Australian dollar, because our contracts are frequently denominated in
local currency. In the future, we may utilize foreign currency forward and option contracts to manage currency exposures.
We do not currently have any such contracts in place, nor did we enter into any such contracts during the years ended
December 31, 2008 or December 31, 2007.

During the year ended December 31, 2008, the U.S. dollar fluctuated significantly compared to the British pound, Euro,
and Australian dollar. Foreign currency fluctuations during 2008 decreased revenue by approximately $700,000 on a
constant currency basis as compared to the weighted average exchange rates during the year ended December 31, 2007.
Additionally, deferred revenue decreased by approximately $6.9 million on a constant currency basis as compared to the
period end rates as of December 31, 2007. Expenses associated with international revenue are generally paid in local
currency, which generally provides a natural hedge to offset the revenue impact. These expenses in 2008 decreased $1.5
million on a constant currency basis as compared to the weighted average exchange rates during the year ended
December 31, 2007. If the dollar continues to strengthen in the future we may experience further impact.

Interest Rate Sensitivity

Our investments consist of short and long-term, interest-bearing securities, which are subject to credit and interest rate
risk. Our portfolio is investment-grade and diversified among issuers and security types to reduce credit risk. We manage our
interest rate risk by maintaining a large portion of our investment portfolio in instruments with short maturities or frequent
interest rate resets. We also manage interest rate risk by maintaining sufficient cash and cash equivalents such that we are
able to hold investments until maturity. If market interest rates were to increase by 100 basis points from the level at
December 31, 2008, the fair value of our portfolio would decline by approximately $293,000.

40



Liquidation and Valuation Risk

Our long-term investments consist of approximately $5 million in par value auction rate securities with investment
grades of AAA or AA, as of December 31, 2008. Despite the long-term contractual maturities of the auction rate securities,
all of these securities are considered trading securities. Since February 2008, uncertainties in the credit markets caused all
auctions of the Company’s securities to be unsuccessful. During the fourth quarter of 2008 we executed a settlement
agreement to redeem the ARS held by us at par with our broker commencing June 2010 through July 2012. By accepting the
terms of the settlement, we (1) received the non-transferable right (“put option”) to sell our ARS at par value to the broker
commencing June 2010 through July 2012, and (2) gave the broker the right to purchase the ARS from us at any time after
the executed settlement agreement date as long as we receive par value. We expect to sell the ARS under the put option.
Redemption of these investments may be subject to brokerage house default. As a result of this settlement, we reclassified
the $4.2 million ARS from available for sale securities to trading securities. In connection with the reclassification into
trading securities, we recognized an other-than-temporary impairment loss of $775,000 due to decline in fair value, which
was included in other expense, net. Partially offsetting this loss within other expense, net was a $738,000 gain related to the
put option we obtained pursuant to the settlement agreement.Our inability to dispose of our ARS prior to June 2010 could
negatively impact our liquidity and cash on hand, which, in turn, could cause us to forego potentially beneficial operational
and strategic transactions or to incur additional indebtedness. Additionally, we could be adversely impacted if the broker is
unable to meet its obligations under the repurchase agreement.Based on the Company’s expected operating cash flows, and
other sources and uses of cash, the Company does not anticipate that the lack of liquidity on these investments will affect its
ability to execute its current business plan. The Company will continue to monitor the state of the credit markets and its
potential impact, if any, on the fair value and classification of our portfolio of auction rate securities.

Item 8. Financial Statements and Supplementary Data

Our consolidated financial statements, together with our related notes and report of KPMG LLP, our independent
registered public accounting firm, are set forth on the pages indicated in Item 15.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures

Our management, under the supervision and with the participation of our Chief Executive Officer and Chief Financial
Officer, has evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-
15(e) under the Securities Exchange Act of 1934). Based upon that evaluation, our Chief Executive Officer and Chief
Financial Officer concluded that, as of December 31, 2008 our disclosure controls and procedures were effective in ensuring
that information required to be disclosed by us in the reports that we file or submit under the Securities Exchange Act of 1934
is (i) recorded, processed, summarized and reported, within the time periods specified in the rules and forms of the Securities
and Exchange Commission and (ii) accumulated and communicated to our management, including our principal executive
and principal accounting officers, or persons performing similar functions, as appropriate to allow timely decisions regarding
required disclosure.

(b) Changes to Internal Control over Financial Reporting

During the most recent completed fiscal quarter covered by this report, there has been no change in our internal control
over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934) that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

Report of Management on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining a system of internal control over financial reporting as
defined under the Exchange Act Rules 13a—15(f) and 15d-15(f). Internal control over financial reporting is designed to
provide reasonable assurance regarding the reliability of our financial reporting and preparation of financial statements for
external purposes in accordance with U.S. generally accepted accounting principles. Internal control over financial reporting
includes maintaining records that in reasonable detail accurately and fairly reflect our transactions; providing reasonable
assurance that transactions are recorded as necessary for preparation of our financial statements in accordance with U. S.
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generally accepted accounting principles; providing reasonable assurance that our receipts and expenditures are made in
accordance with authorizations of our management and directors; and providing reasonable assurance that unauthorized
acquisition, use or disposition of our assets that could have a material effect on our financial statements would be prevented
or detected on a timely basis. Because of its inherent limitations, internal control over financial reporting is not intended to
provide absolute assurance that a misstatement of our financial statements would be prevented or detected.

Management conducted an assessment of the effectiveness of our internal control over financial reporting based on the
framework in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on this assessment, management concluded that our internal control over financial reporting
was effective as of December 31, 2008 to provide reasonable assurance regarding the reliability of financial reporting and
preparation of financial statements for external reporting purposes in accordance with U.S. generally accepted accounting
principles. Our independent registered public accounting firm, KPMG LLP has issued an audit report on the effectiveness of
internal control over financial reporting which is included in this Item 9A below.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
RightNow Technologies Inc.:

We have audited RightNow Technologies, Inc.’s internal control over financial reporting as of December 31, 2008,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). RightNow Technologies Inc.’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting, included in the accompanying Management’s Report on Internal Control over Financial Reporting.
Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, RightNow Technologies, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2008, based on criteria established in Infernal Control—lIntegrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of RightNow Technologies, Inc. and subsidiaries as of December 31, 2008 and 2007,
and the related consolidated statements of operations, stockholders’ equity and comprehensive loss, and cash flows for each
of the years in the three-year period ended December 31, 2008, and our report dated March 6, 2009 expressed an unqualified
opinion on those consolidated financial statements.

/s/ KPMG LLP

Portland, Oregon
March 6, 2009
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Item 9B. Other Information

None.

Part IIT

Item 10. Directors, Executive Officers and Corporate Governance
(a) Identification of Directors.

The information under the captions “Proposal One: Election of Directors” and “Corporate Governance, Board
Composition and Board Committees,” appearing in our proxy statement for our 2009 annual meeting of stockholders, is
hereby incorporated by reference.

(b) Identification of Executive Officers and Certain Significant Employees.

The information under the caption “Executive Officers,” appearing in our proxy statement for our 2009 annual meeting
of stockholders, is hereby incorporated by reference.

(c) Compliance with Section 16(a) of the Exchange Act.

The information under the caption “Section 16(a) Beneficial Ownership Reporting Compliance,” appearing in our
proxy statement for our 2009 annual meeting of stockholders, is hereby incorporated by reference.

(d) Code of Ethics.

Our board of directors has adopted a code of ethics and business conduct that applies to all of our employees, officers
(including our principal executive officer, principal financial officer, principal accounting officer or controller, or persons
performing similar functions) and directors. The full text of our code of ethics and business conduct is posted on our web site
at http://www.rightnow.com under the Investor Relations section. We intend to disclose future amendments to certain
provisions of our code of ethics and business conduct, or waivers of such provisions, applicable to our directors and
executive officers (including our principal executive officer, principal financial officer, principal accounting officer or
controller, or persons performing similar functions), at the same location on our web site identified above. The inclusion of
our web site address in this report does not include or incorporate by reference the information on, or accessible through, our
web site into this report.

(e) Corporate Governance.

The information under the caption “Corporate Governance, Board Composition and Board Committees”, appearing in
our proxy statement for our 2009 annual meeting of stockholders, is hereby incorporated by reference.

Item 11.  Executive Compensation

The information under the captions “Compensation Discussion and Analysis,” “Compensation Committee Interlocks
and Insider Participation,” and “Compensation Committee Report,” appearing in our proxy statement for our 2009 annual
meeting of stockholders, is hereby incorporated herein by reference.
Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
The information under the captions “Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters” and “Securities Authorized for Issuance Under Equity Compensation Plans,” appearing in our proxy
statement for our 2009 annual meeting of stockholders, is hereby incorporated by reference.
Item 13.  Certain Relationships and Related Transactions and Director Independence

(a) Certain Relationships and Related Transactions.

The information under the caption “Certain Relationships and Related Person Transactions” appearing in our proxy
statement for our 2009 annual meeting of stockholders, is hereby incorporated by reference.
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(b) Director Independence.

The information under the captions “Proposal One: Election of Directors” and “Corporate Governance, Board
Composition and Board Committees,” appearing in our proxy statement for our 2009 annual meeting of stockholders, is
hereby incorporated by reference.

Item 14.  Principal Accountant Fees and Services
The information under the captions “Principal Accountant Fees and Services,” and “Audit Committee Pre-Approval of
Audit and Permissible Non-Audit Services of Independent Auditors,” appearing in our proxy statement for our 2009 annual
meeting of stockholders, is hereby incorporated by reference.
Part IV

Item 15. Exhibits and Financial Statement Schedules

(a)(1) Financial Statements

Page
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Statements of Stockholders’ Equity and Comprehensive Loss........ocovieiecieiniiciiiiniennnnes F-4

Statements 0f Cash FIOWS.......cccoviireriiiiieicicicieseestceieccntcntete s F-5

INOLES 1 cvvieieeeteeeree ettt et eest e e e e et e e mee et esbees s es e s ne e aesesb e sabesa e s s e s s s s b s e bb e sar s en b e e s be e bessneaneneane F-6

(a)(2) Financial Statement Schedules
None.
(a)(3) Exhibits
The following is a list of exhibits to this report.

Exhibit
Number Description of document

3.1 Amended and restated certificate of incorporation of the registrant.(1)
3.2 Amended and restated bylaws of the registrant.(4)
10.1 Form of indemnification agreement between the registrant and its officers and directors.(2)
10.2  Amended and restated 1998 Long-Term Incentive and Stock Option Plan.(2)
10.3 2004 Equity Incentive Plan, as amended and restated.(10)
104 2004 Employee Stock Purchase Plan.(2)

10.5 Lease agreement dated July 10, 2000, between Genesis Partners, LLC and the registrant (relating to property at
40 Enterprise Blvd, Bozeman, MT).(2)

10.6 Lease agreement dated July 10, 2000, between Genesis Partners, LLC and the registrant (relating to property at
77 Discovery Drive, Bozeman, MT).(2)

10.8% Severance policy for executive officers.(2)

10.9f Form of executive officer offer letter and schedule of omitted material details thereto.(2)
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10.10%

10.11%

10.12
10.13%
10.14+
10.15%

10.16

10.17

10.19%
10.22%

10.2371

10.24%

10.25

10.26+

10.271

10.28%
10.29%
21.1
23.1

311

31.2

32.1

Form of executive officer incentive stock option agreement and schedule of omitted material details thereto.(2)

Form of executive officer non-incentive stock option agreement and schedule of omitted material details
thereto.(2)

Form of director non-incentive stock option agreement and schedule of omitted material details thereto.(2)
Form of Notice of Grant of Stock Options and Stock Option Agreements.(5)

Form of Incentive Stock Option Agreement.(6)

Form of Non-Incentive Stock Option Agreement.(6)

Lease agreement dated March 28, 2005, between the registrant and Genesis Partners, LLC for office space
located at 110 Enterprise Boulevard, Bozeman, Montana.(3)

Renewed lease agreement, dated March 28, 2005, between the registrant and Genesis Partners, LLC for office
space located at 77 Discovery Drive, Bozeman, Montana.(3)

Form of amended employment offer letter for executive officers.(8)
Material differences in form of executive officer offer letter for Jay Rising.(7)

Letter from the registrant to Peter Dunning, dated October 7, 2006, terminating Mr. Dunning’s appointment as
President of Field Operations.(7)

Letter agreement between the registrant and Peter Dunning, dated October 7, 2006, setting forth the basis of
Mr. Dunning’s continued employment with the registrant.(7)

Lease agreement, dated November 1, 2005 and commencing March 23, 2007, between the registrant and
Genesis Partners, LLC for office space located at 136 Enterprise Boulevard, Bozeman, Montana.(9)

Form of offer letter for Jason Mittelstaedt, Joseph Brown, Steve Daines, and Michael Saracini, and schedule of
omitted material details thereto.(11)

Form of executive officer offer letter and schedule of material differences thereto for Jeff Davison and Susan
Carstensen.(12)

Offer letter with Marcus Bragg, VP and GM of the Americas.(13)

Terms of understanding with Michael Saracini, Former VP and GM of Americas.(14)
Subsidiaries of the registrant.

Consent of KPMG LLP, Independent Registered Public Accounting Firm.

Certification of Chief Executive Officer pursuant to Exchange Act Rule 13a-14(a) or 15d-14(a). as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Exchange Act Rule 13a-14(a) or 15d-14(a) as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith).

(1) Incorporated by reference to Exhibit 4.2 of the registrant’s registration statement on Form S-8 (File No. 333-118515)
filed with the Securities and Exchange Commission on August 24, 2004.
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(2) Incorporated by reference to the exhibit of the same number from the registrant’s registration statement of Form S-1
(File No. 333-115331) initially filed with the Securities and Exchange Commission on May 10, 2004, as amended.

(3) Incorporated by reference to the exhibit of the same number from the registrant’s current report on Form 8-K (File
No. 000-31321) filed with the Securities and Exchange Commission on April 1, 2005.

(4) Incorporated by reference to Exhibit 3.1 of the registrant’s current report on Form 8-K filed with the Securities and
Exchange Commission on January 25, 2006.

(5) Incorporated by reference to Exhibits 10.13, 10.14 and 10.15 of the registrant’s annual report on Form 10-K filed with
the Securities and Exchange Commission on filed on March 31, 2005.

(6) Incorporated by reference to Exhibits 10.20 and 10.21, respectively, of the registrant’s quarterly report on Form 10-Q
filed with the Securities and Exchange Commission on May 10, 2006.

(7) Incorporated by reference to the exhibits of the same number from the registrant’s current report on Form 8-K filed with
the Securities and Exchange Commission on October 10, 2006.

(8) Incorporated by reference to the exhibit of the same number from the registrant’s annual report on Form 10-K filed with
the Securities and Exchange Commission on March 14, 2007.

(9) Incorporated by reference to the exhibit of the same number from the registrant’s quarterly report on Form 10-Q filed
with the Securities and Exchange Commission on May 8, 2007.

(10) Incorporated by reference to Exhibit 10.26 of the registrant’s current report on Form 8-K filed with the Securities and
Exchange Commission on June 13, 2007.

(11) Incorporated by reference to Exhibit 10.30 of the registrant’s quarterly report on Form 10-Q filed with the Securities
and Exchange Commission on August 9, 2007.

(12) Incorporated by reference to Exhibit 10.31 of the registrant’s current report on Form 8-K filed with the Securities and
Exchange Commission on January 30, 2008.

(13) Incorporated by reference to Exhibit 10.1 of the registrant’s quarterly report on Form 10-Q filed with the Securities and
Exchange Commission on November 7, 2008.

(14) Incorporated by reference to Exhibit 10.2 of the registrant’s quarterly report on Form 10-Q filed with the Securities and
Exchange Commission on November 7, 2008.

+  Denotes management contract or compensatory plan or arrangement.
(b) Exhibits

The exhibits files as part of this report are listed in Item 15(a)(3) of this report.
(¢) Financial Statement Schedules

The financial statement schedules required by Regulation S-X and Item 8 of this report are included in the financial
statements and notes thereto listed in Item 15(a)(2) of this report.
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Signatures
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.
RIGHTNOW TECHNOLOGIES, INC.

By: /s/ JEFFREY C. DAVISON

Jeffrey C. Davison
Chief Financial Officer, Vice President and Treasurer
(Principal Financial and Accounting Officer)

March 6, 2009

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities indicated on March 6, 2009.

Signature Title

/s/ GREG R. GIANFORTE Chairman, Chief Executive Officer and President
(Principal Executive Officer)

Greg R. Gianforte

/s/ JEFFREY C. DAVISON Chief Financial Officer, Vice President and Treasurer
(Principal Financial and Accounting Officer)

Jeffrey C. Davison

/s/ GREGORY M. AVIS Director

Gregory M. Avis

/s’ THOMAS W. KENDRA Director

Thomas W. Kendra

/s/ WILLIAM J. LANSING Director

William J. Lansing

/s/ ALLEN E. SNYDER Director

Allen E. Snyder

/s/ RICHARD E. ALLEN Director

Richard E. Allen
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
RightNow Technologies, Inc.:

We have audited the accompanying consolidated balance sheets of RightNow Technologies, Inc. and subsidiaries as of
December 31, 2008 and 2007, and the related consolidated statements of operations, stockholders’ equity and comprehensive
Joss, and cash flows for each of the years in the three-year period ended December 31, 2008. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of RightNow Technologies, Inc. and subsidiaries as of December 31, 2008 and 2007, and the results of
their operations and their cash flows for each of the years in the three-year period ended December 31, 2008, in conformity
with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Financial Accounting Standards
Board (FASB) Interpretation No. 48, Accounting for Uncertainties in Income Taxes, an Interpretation of FASB Statement
No. 109 , effective January 1, 2007.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), RightNow Technologies, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO), and our report dated March 6, 2009 expressed an unqualified opinion on the effectiveness of
the Company’s internal control over financial reporting.

/sl KPMG LLP

Portland, Oregon
March 6, 2009
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RIGHTNOW TECHNOLOGIES, INC.
Consolidated Balance Sheets

December 31,

2007 2008
(In thousands)
Assets
Current assets:
Cash and cash eqUIVAIENLS ........cooiiiieiiiiceee ettt $ 43,681 $ 51,405
SROIt-tEIM INVESTIMENES ....vvvveeeeiiieeieiteee ettt eee s eeeeeare e e s sseesesersreeeeeraeseeennteeeennnesen, 52,644 34,412
ACCOUNES TECEIVADIC ....euvieieiiieiiesteer ettt se e seesrreseasesessneesneens 29,480 36,770
Term receivables, CUITENT .........cc.evieuvieeeecceeeeeeete ettt e s e br e e ab e e s naeeenee, 13,069 5,752
Total CUITENt TECEIVADIES......ecoveirieeireeerecre ettt eer e te et ere e e e snesssesns e seeneennens 42,549 42,522
Less allowance for doubtful aCCOUNLS.........ccccvevviveiiiiiieicie e, (1,918) (2,277)
Total current receivables, NEtL.........c.eoovviveuiiiiiiiiieicieecieeeeee et e eeee e ere e enne e 40,631 40,245
Deferred COMMUISSIONS ....cvievveerieeiieiteeieeteeeteeiteereeteesbeebeesreereesseesssesssesssesssesssessesnssenn: 3,336 5,381
Prepaid and other CUITENT ASSELS.......cceieiriereirieeie e s e e, 2,643 2,150
TOtAl CUITENE ASSELS ..vvveveeierreeeieereeeeeeeveeteeeereereeeneeeteeesresneeeseeseeeseeseesseensesnseenean, 142,935 133,593
LONG-teIMN INVESLIMENLS ....evvertirreiesiesteetreeestenieereeseeestesiestesaeatessesssensessassessesssessensensensa — 4,963
Property and eqUIPMENt, TEE.........evveririrreerienenieiriteresrese e etesiesseesesressae e essesseseesaeene: 10,856 10,141
Term receivables, NON-CUITENL ..........coocviiieieerieeeieierreeereeereesenseeeesreeeseeessesesesenseseesenen: 9,859 3,547
INtANGIDIE ASSELS, NEL...vieuieriieerieceetiereeterie e eraeeeeree s eree s e seereessessessnereessensessesseensessensene, 7,996 6,399
Deferred cOMmISSIONS, NON-CUITENL ..........oeeeieeeeireeereireeeeeeseeeesseeesseeeesesesesesssssesesennseenns 1,680 2,840
OFNET @SSEES ..eiuuiiiiiiietieeciteeetteectieee e eetre e aeesree s nre s beeeernsesabeeeesseeersneeasseaessessssanansasssnanns 460 854
TTOEAL ASSEES .eneeeeeeeeeeeeeeeeee e ee et e e teeeee et e e e et eeesesesssaseeseeeesaeasesneessesesasantannsessaeaneseneannnennes $ 173,786 $ 162,337
Liabilities and Stockholders’ Equity
Current liabilities:
ACCOUNLS PAYADIC.......vceeveuenieieieririeareieeeiee et eeetaseseese e seeseansssns e e eenasessnesesensesaneesenens $ 438 $ 5,058
Commissions and bonuses Payable.........ccccviririiiererinrniene e 5,044 5,665
Other accrued HabIlItIS ....cveeveeeeieiecieeeeeee ettt e bae s e e e s e seeesaesnaeeaes, 11,404 11,165
Current portion of long-term debt...........ccooiiiiiiniiiiieie e, 43 46
Current portion of deferred reVenUEe .........oocoiiiiiriieeeee e, 76,995 77,584
Total current HabIlItIes ......cveevieieeiecieeieeeeee et eve e, 97,872 99,518
Long-term debt, less CUrrent POrtion..........cc.eecveeveeciiecieeieee et ceee e e e e ae e esneenen. 68 22
Deferred revenue, net of CUrTent POTtiON. ........covieoiriverereee et 37,665 35,614
TOtal LHADIIIEIES ..eevverrerreeireeeeeeee et et et e e besereesreesseessressaessnseneesnnessnannes 135,605 135,154

Commitments and contingencies (Note 10)......cccueceeiiiiienoriiieciereeeeeeresresee s essesesan.
Stockholders’ equity:
Preferred stock, $0.001 par value. Authorized and undesignated 15,000 shares at
December 31, 2007, and 2008, TeSPECVELY ....vecvveiivieriieieerieicreeieeee e evae e, — —
Common stock, $0.001 par value. Authorized 150,000 shares; issued and
outstanding 33,453 shares at December 31, 2007; issued and outstanding

33,712 and 31,830 respectively at December 31, 2008. ......ccccoeervveerivercenesienenrenens 33 34
Additional paid-in Capital .......cc.ee it 95,377 102,662
Treasury Stock, at cost. Zero shares and 1,882 shares at December 31, 2007 and

2008, TESPECLIVELY ..cevereeenreiennteietete ettt ettt se e et be e — (13,209)
Accumulated other comprehensive iInCome (10SS) ......ovvcvereevenrirceeiienienerrereerese e, (292) 1,916
Accumulated dEfICIt........coeeiieieeieeeeecee ettt er e r e ne e, (56,937) (64,220)

Total stockholders’ €QUILY ......cceereeueieieieiieiciicerrec et eaevene, 38,181 27,183
Total Liabilities and Stockholders’ Equity ...............cccccoouvviiiiiiienineninieniescercseeienn, $ 173,786 $§ 162,337

See accompanying notes to consolidated financial statements
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RIGHTNOW TECHNOLOGIES, INC.

Consolidated Statements of Operations

Year Ended December 31,
2006 2007 2008
(In thousands, except per share data)

Revenue:
Software, hosting and SUPPOIT ...c.coveueereiriivieiiciriieiiieeiiereesi s $ 86,257 $ 86,983 § 102,576
Professional SEIVICES.......cciivireiieieiiireeeeiieeeeseiteeeessneeesesemeresnesnnaees 24,131 25,094 37,859
TOLA] TEVEIUIE ....cvveevereevreirererresieetensenirere s ssebesrsonsssresssesssessennees 110,388 112,077 140,435
Costs of revenue:
Software, hosting and SUPPOIt .........cccvevieriinieiiniinirn e, 13,260 18,411 20,397
Professional SEIVICES.....coviiireereereerireeeiieeerereenaesesssnressnneeeeersesnessnnes 19,110 22,012 30,440
Total COSt OF TEVEIUE.....covuvreeriieeiireeeir e s e eeteeereeseeeeteessbeesnnee 32,370 40,423 50,837
GIOSS PIOLIL ..verveeerencnciririeirecr ittt 78,018 71,654 89,598
Operating expenses:
Sales and MArketing........c.ccvveererereienecrniiiiiience et e, 61,504 65,118 67,628
Research and development .........co.ecevceeciciniiniiiiiiininineiece e 14,478 17,084 18,292
General and adminiSIratiVe .......ooevvvveeceeiieeeeeerree e esieee e s enrene e, 9,578 11,500 13,615
Total OPerating CXPENSES .....cecceuiririeriirrsisreeieeieianieneeseeesessessanen, 85,560 93,702 99,535
L0SS from OPErations ..........coceveereereercrcenisiinisisisesress e e, (7,542) (22,048) (9,937)
Interest and other income (expense):
TNLETESE INCOIMIE. ....oeiiiuiiieeeeereeeeeeereteeeeereraaeesennreeeeesseaasssmenreneenanernese. 3,036 3,898 2,906
INEETESt EXPEIISE ...vveverneririreiiiirrerieie st s ee e ess et e e s s ssneanesrannes a7n @) (12)
OBRET .ottt ettt set st esae e be s st s 45 (208) (198)
Total interest and other Income, Net..........cceeveveivmmeicieeeeeeereerieeeen 3,064 3,683 2,696
Loss before provision for income taxes ..........ccouviinesrininrinreencnns, (4,478) (18,365) (7,241)
Provision for INCOme taXes .....ccccevereecrenenenirenieiiinncecrteserenceese e, (530) (276) (42)
NELLOSS coveviciiitiiie ettt ettt seern s st ess e e s eae e, $ (5,008) (18,641) (7,283)
Net loss per share:
Basic and diluted.........coceioveiiereeeeeeeete ettt $ 0.16) $ 0.56) $ (0.22)
Shares used in the computation:
Basic and diluted...........cooeeoeiieninieencriceee e, 32,241 33,078 33,362

See accompanying notes to consolidated financial statements



RIGHTNOW TECHNOLOGIES, INC.

Consolidated Statements of Stockholders’ Equity and Comprehensive Loss

Accumulated other Total
Additional comprehensive Accumulated  Stockholders’
C Stock Treasury Stock paid-in capital income (loss) deficit equity
(Amount in thousands)
Shares Amount Shares Amount
Balance at December 31, 2005 ............. 31,872 32 — — 78,312 (401) (33,288) 44,655

Issuance of common stock:

Exercise of stock options .......... 904 1 — — 2,531 — — 2,532
Employee stock purchase
plan o 12 — — — 189 — — 189

Stock-based compensation
EXPENSE .oveverrarmreremereaemsniniienees — — s e 4,628 — — 4,628

Tax benefit of stock option
(270 (0 ORI — —_ — — 400 — — 400

Fair value of options granted to .

NON-eMPlOyees .....c.cvvevruiceriunes — — e o 9 — — 9

Comprehensive loss:

Net loss — — — — — — (5,008) (5,008)
Unrealized loss on available

for sale investments net

of tax of $0.....ccoveirviiriininns —_ — - — — 60 - 60
Foreign currency translation

adjustment...........oocevviniennns — — — — 9 . 9

Total comprehensive loss .... (4,939)

Balance at December 31, 2006............. 32,788 33 —_ — 86,069 (332) (38,296) 47,474

Issuance of common stock:

Exercise of stock options .......... 651 — — — 3,436 — — 3,436
Employee stock purchase
Plan ..o, 14 — — — 218 — — 218

Stock-based compensation
EXPENSC .evveniieraerererensionsinsransinns — — — — 5,471 —_ — 5,471

Tax benefit of stock option
EXEICISES eovreerrrreerenrrreereeesennns — — — e 183 — — 183

Fair value of options granted to
non-employees ........c.oeecrencnnee — — — — — — —

Comprehensive loss:

Net loss — — — — — — (18,641) (18,641)
Unrealized loss on available
for sale investments net
of tax of $0....ccevereerrenrinnne — — — — — 78 — 78
Foreign currency translation
adjustment — — — — - (38) - (38)
(18,601)
Total comprehensive loss.....
33,453 33 — —_ 95,377 (292) (56,937) 38,181
Balance at December 31, 2007 .............

Issuance of common stock: 236 1 — — 1,176 — — 1,177
Exercise of stock options .......... 23 — — — 219 — — 219
Employee stock purchase

Plan .o, - — - — 6,025 — — 6,025

Stock-based compensation
EXPENSE ...vrvrerereertrsereeneeeeneeries — — — — (135) — — (135)

Tax benefit of stock option
EXCTCISES vvrvnrererrirerreienenenennaas — — — — — — — 0

Fair value of options granted to
non-employees — — — — — — 0

Treasury Stock, at cost.. 1,882 (13,209) — — — (13,209)

Comprehensive loss:
NEL10SS ...cvnevnretiee it — — — — — — (7,283) (7,283)
Unrealized gain on available
for sale investments net

of tax of $0.....covvrcrrinicns — — — e — 242 — 242
Foreign currency translation
adjustment... — — — — — 1,966 — 1,966
Total comprehensive loss.... (5,075)
33712 § 34 1,882 § (13209 § 102,662 $ 1916 § (64,220) $ 27,183

See accompanying notes to consolidated financial statements
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RIGHTNOW TECHNOLOGIES, INC.

Consolidated Statements of Cash Flows

Operating activities:
INEE LOSS ceveiiieierieeeecrercrr e st e te st sen et s s e e s as e se e e b e sans e s s e bsessn e sre et
Adjustments to reconcile net loss to net cash provided by operating
activities:
Depreciation and amortization.........c.ceereeescscsnencninniniiein
Stock-based COMPENSALION.......cocvveereiiriiriiierirrieestetees e
Provision for losses on accounts receivable...........ooeeeiiieniireccnnnnn.
Changes in operating assets and liabilities:
RECEIVADLES ...ttt et
Prepaid and other Current assets.......ooeveeieirirerenseesescseneenecinnan,
Deferred COMMUISSIONS ......cccrvrvemeurreerieierisiriireriisesrirereresssssesasens.
Accounts Payable........ccevvieiiiiiiiniiiite e
Commissions and bonuses payable..........coovvvviviivinienriniennieannnne,
Other accrued Habilities .....c.coveeeveeecrienenieiniiciiieereese s

Net cash provided by operating activities .........c.oeverereerenrerenn.
Investing activities:

Purchases of short-term investments............cccuvvvinieiniinennreninneneeenn
Sales or maturities Of IVESIMENLS .......coovereiiiiiniiniiinienie e
Purchase of property and equipment........cccceeeiuieiiiiniinineeisesneeenen,
Business aCqUISITIONS ....co.eoveureeercririiiiiniinisieee ettt
Proceeds from sale of property and equipment..........coeveiiimniiinennnnn,
Intangible asset additions..........cocoiviviinieeciei e,

Net cash provided by (used in) investing activities..................
Financing activities:

Purchase of treasury StOCK ..c...cooeeviiiiiiiiiiiiiicni e

Proceeds from issuance of common stock:
Exercise of stock options and warrants............coceeeereeiesesieceenennn,
Employee stock purchase plan..........coceeeieeieeriinieceninnsnesencnen.
Excess (shortfall) tax benefit of stock options exercised .....................
Payments on long-term debt ...........cormeiiiiiini

Net cash provided by (used in) financing activities .................
Effect of foreign exchange rates on cash and cash equivalents ...................

Net change in cash and cash equivalents ..........ccocoveniienenne,
Cash and cash equivalents at beginning of period ..........cecoeieieoninnininnnens,

Cash and cash equivalents at end of period ........cccooevveriiniinieiniiennce.

See accompanying notes to consolidated financial statements

F-5

2006 2007 2008
(Amounts in thousands)

(5,008) $  (18,641) $ (7,283)
5,681 7,266 7,771
4,628 5,471 6,025

306 384 212
(27,487) 27,552 4,774
(213) (226) (101)
22 (4,803) (3,623)
1,916 45) 895
1,025 957 930
1,541 3,733 462
44,782 (606) 4,169
(150) (8) 493
27,043 21,034 14,724
(53,276) (57,512) (47,908)

37,464 43,995 61,339

(7,758) (6,687) (5,738)

(8,731) — —

— 55 @
(13) (610) (33)
(32,314) (20,759) 7,639
— — (13,209)
2,532 3,436 1,177
189 218 219
400 183 (135)
(55) (36) (43)
3,066 3,801 (11,991)
539 397 (2,648)

(1,666) 4,473 7,724

40,874 39,208 43,681

39,208 § 43,681 3§ 51,405




RIGHTNOW TECHNOLOGIES, INC.
Notes to Consolidated Financial Statements
Years ended December 31, 2006, 2007 and 2008
(1) Business Description and Summary of Significant Accounting Policies
(a)  Business Description

RightNow Technologies, Inc. (the “Company” or “RightNow”) provides customer experience management software
solutions for companies of all sizes. The Company’s on demand software is designed to help companies improve their
customer experiences while reducing operating costs. RightNow’s solutions go beyond traditional customer relationship
management (“CRM?”) solutions to support a business’ external customer-facing channels as well as sales, marketing and
customer service operations. Founded in 1997, RightNow is headquartered in Bozeman, Montana, with additional offices in
North America, Europe, Asia, and Australia. The Company operates in one segment, which is the customer experience
management market.

(b)  Basis of Consolidation

The accompanying consolidated financial statements have been prepared in accordance with United States
generally accepted accounting principles, which include the accounts of the Company and its foreign subsidiaries. All
intercompany accounts and transactions have been eliminated in consolidation.

(¢c)  Certain Risks and Concentrations

The Company’s revenue is derived from the subscription, license, hosting and support of its software products and
provision of related professional services. The markets in which the Company competes are highly competitive and rapidly
changing. Significant technological changes, changes in customer requirements, or the emergence of competitive products
with new capabilities or technologies could adversely affect the Company’s operating results. The Company has historically
derived a majority of its revenue from customer service software solutions. These products are expected to continue to
account for a significant portion of revenue for the foreseeable future. As a result of this revenue concentration, the
Company’s business could be harmed by a decline in demand for, or in the prices of, these products or as a result of, among
other factors, any change in pricing model, a maturation in the markets for these products, increased price competition or a
failure by the Company to keep up with technological change.

Financial instruments subjecting the Company to concentrations of credit risk consist primarily of cash and cash
equivalents, short and long-term investments, and accounts and term receivables. The Company maintains cash, cash
equivalents, and short-term investments with various domestic and foreign financial institutions. The Company’s cash
balances with its financial institutions may exceed deposit insurance limits. Short and long-term investments are investment
grade, interest-earning securities, and are diversified by type and industry. The entire balance of long-term investments
consists of auction rate securities (“ARS”) and a repurchase put option associated with the ARS as further described in Note
3.

The Company’s customers are worldwide with approximately 75% of sales in the United States during 2006, 71%
in 2007 and approximately 69% of sales in the United States during 2008. No individual customer accounted for more than
10% of the Company’s revenue in 2006, 2007 or 2008. One customer represented 12% of term receivables at December 31,
2007, and the same one customer represented 22% of term receivables at December 31, 2008. No individual customer
accounted for more than 10% of the Company’s accounts receivables at December 31, 2007 and 2008.

Assets located outside North America were 14% and 12% of total assets at December 31, 2007 and 2008,

respectively. The loss from operations outside the United States totaled $8.1 million, $12.9 million, and $1.4 million for the
years ended December 31, 2006, 2007 and 2008, respectively.
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Revenue by geographical region is as follows (in thousands):

Year Ended December 31,
2006 2007 2008
United States $ 82,522 $ 79,540 $ 97,640
Europe......cooveeeecciniiiiiiiiiicenes 20,601 23,561 31,946
AsSia Pacific ...cooeevveeiieeieeeeieeeeceeee 7,265 8,976 10,849

$ 110,388 $ 112,077 § 140,435

(d)  Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally accepted in
the United States requires management of the Company to make a number of estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses, and disclosures of contingent assets and liabilities.
Management evaluates these estimates on an on-going basis using historical experience and other factors, including the
current economic environment, and management believes these estimates to be reasonable under the circumstances.
Estimates and assumptions are adjusted when facts and circumstances dictate. Illiquid credit markets, volatile equity, foreign
currency, and declines in consumer spending have combined to increase the uncertainty inherent in such estimates and
assumptions. Significant items subject to such estimates and assumptions include: elements comprising our software, hosting
and support sales arrangements and whether the elements have stand-alone and/or fair value; whether the fees charged for our
products and services are fixed or determinable, the carrying amount of property and equipment and intangible assets;
estimates regarding the recoverability and respective fair value of auction-rate securities and all other investments; valuation
allowances for receivables and deferred income tax assets; and estimates of expected term and volatility in determining stock-
based compensation expense. As future events and their effects cannot be determined with precision, actual results could
differ significantly from those estimates.

(e)  Cash Equivalents

The Company considers all highly liquid investments purchased with an original maturity date of three months or
less to be cash equivalents. Cash equivalents are recorded at cost, which approximates market value.

()  Short and Long-Term Investments

Short-term investments in debt and equity securities are classified as available-for-sale and are recorded at fair market
value as determined by quotations from national exchanges. Realized gains and losses are included in income based on the
specific identification method. Unrealized gains and losses (excluding other-than-temporary impairments), net of tax, are
recorded to Other Comprehensive Income (Loss), a component of stockholders’ equity.

Long-term investments consist of ARS with investment grades of AAA or AA, as of December 31, 2008. Additionally,
long-term investments consist of a repurchase put option associated with the ARS. Despite the long-term contractual
maturities of the auction rate securities, all of these securities are considered trading securities and are recorded at fair market
value as determined by assumed risk premiums, and assumed work out periods using a discounted cash flow model. The put
option associated with the ARS was recorded at fair value using a discounted cash flow model as determined by assumed risk
premiums, and assumed work out periods. The amounts derived through the discounted cash flow model for the ARS were
generally consistent with the fair value indicated by the broker statement at December 31, 2008. The broker statement did
not provide a fair value assessment of the put option at December 31, 2008. Realized and unrealized gains and losses are
included in income based on the changes in fair market value as these instruments are marked to market at period end. Refer
to Note 3 for further discussion on ARS investments.

A decline in market value of any available-for-sale security below cost, which is deemed to be other-than-temporary
results in an impairment charge to reduce the carrying amount to fair value. The impairment is charged to earnings and a new
cost basis for the security is established. If the cost of an investment exceeds its fair value, we evaluate, among other factors,
general market conditions, the duration and extent that cost is less than fair value, as well as our ability and intent to hold the
investment. We also consider specific adverse conditions of the investee, including industry and sector performance,
operational and cash flow factors, and rating agency actions. Once a decline in fair market value is determined to be other-
than-temporary, an impairment charge is recorded and a new cost basis for the investment is established.

F-7



(g)  Accounts Receivable and Term Receivables

Accounts receivable represents amounts currently due from customers for which revenue has been recognized or is
being recognized ratably in future periods, and amounts currently due under contract billings for which revenue has not been
recognized. In license arrangements, term receivables include the remaining minimum committed amounts due from
customers for which no revenue has been recognized. The Company performs credit evaluations when considered necessary,
but generally does not require collateral to extend credit.

The allowance for doubtful accounts is the Company’s best estimate of the amount of probable credit losses in the
Company’s existing receivables. The Company determines the allowance based on factors such as historical collection
experience, customer’s current creditworthiness, customer concentration, age of accounts receivable balance and general
economic conditions that may affect a customer’s ability to pay. Actual customer collections could differ from estimates.
Account balances are charged to the allowance after all means of collection have been exhausted and the potential for
recovery is considered remote. The Company does not have any off-balance sheet credit exposure related to its customers.

Provisions to the allowance for doubtful accounts are charged to expense and/or against deferred revenue for accounts
receivable and against deferred revenue for term receivables. Following is a summary of the activity in the allowance for
doubtful accounts (in thousands):

Year Ended December 31,
2006 2007 2008
Balance, beginning of year............ $ 2,209 $ 2,621 $ 1,918
Provision charged to expense 306 384 212
Provision charged against deferred revenue.... 1,407 1,785 1,515
Write-downs charged against the allowance... (1,442) (2,990) (1,399)
Recoveries of amounts previously charged-
OFF e e 141 118 31
Balance, end of year.........ccocovveeveececieceeecreenenn, $ 2,621 $ 1,918 $ 2,277

(h)  Property and Equipment

Property and equipment, including software purchased for internal use, are stated at cost less accumulated
depreciation and amortization. Depreciation and amortization is computed using the straight-line method over the estimated
useful lives of the assets, generally three to seven years. Repairs and maintenance are expensed as incurred.

) Intangible Assets

Intangible assets include purchased technologies and goodwill. Purchased technologies are carried at cost less
accumulated amortization. The Company amortizes these assets on a straight-line basis over their estimated useful lives of
three to five years. Goodwill is the excess of cost over the fair value of the net identifiable assets acquired in business
acquisitions. Goodwill is not amortized, but is evaluated for impairment at least annually and more often if indicators of
potential impairment exist.

(@)  Revenue Recognition

The Company earns its revenues from the delivery of software, hosting, and support services, and from the delivery of
professional services. Software, hosting and support services are sold under subscription arrangements and license
arrangements. In 2007, the Company essentially discontinued sales of perpetual licenses. Hosting and support services
involve the remote management of the software, technical assistance, and unspecified product upgrades and enhancements on
a when and if available basis. Professional services include consulting, training and development services.

The Company recognizes revenue for subscriptions and licenses when all of the following criteria are met: a) the
Company has entered into a legally binding agreement with the customer; b) the software has been made available or
delivered to the customer; ¢) the Company’s fee for providing the software and services is fixed or determinable; and
d) collection of the Company’s fee is probable.

Subscriptions include access to the Company’s software through its hosting services, technical support, and product
upgrades when and if available, all for a bundled fee. The Company accounts for subscriptions, in accordance with Emerging
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Issues Task Force Issue No. 00-21, Revenue Arrangements with Multiple Deliverables (“EITF 00-217). Under EITF 00-21,
value is allocated to each deliverable of an arrangement using prices established when the elements are sold stand-alone.
Stand-alone sales of subscription agreements are evidenced by subscription renewals and stand-alone sales of professional
services are evidenced by rates charged for consulting, education, and development services in stand-alone transactions. The
arrangement fee is then allocated to the individual elements based on their relative fair values. Revenue for subscriptions are
recognized over the contractual period and professional services are recognized as incurred provided the above criteria have
been met.

Under the Company’s subscription contracts, the Company applies EITF 00-21 to its subscriptions as opposed to
Statement of Position 97-2, Software Revenue Recognition (“SOP 97-2”) as the customer does not have the right to take
possession of the software without incurring a significant incremental penalty. In accordance with Emerging Issues Task
Force Issue No. 00-03, Application of AICPA Statement of Position 97-2, Software Revenue Recognition, to Arrangements
That Include the Right to Use Software Stored on Another Entity’s Hardware (“EITF 00-03”), such arrangements are
considered service contracts and are not within the scope of SOP 97-2.

Prior to 2007, the majority of the Company’s revenues were earned under license arrangements. Revenue under these
arrangements is recognized pursuant to the requirements of Statement of Position (SOP) 97-2, Software Revenue Recognition
, and SOP 98-9, Modification of SOP 97-2, Sofiware Revenue Recognition With Respect to Certain Transactions , issued by
the American Institute of Certified Public Accountants. Licenses, generally include the same elements as subscriptions, plus
the right to take possession of the software for no additional fee and are sold for a period of time (a “term” license) or
perpetually. Term contracts are non-cancelable, and generally cover a period of two years, but can range from a period of six
months to five years. For term contracts, the Company treats the software license, hosting and support services as single
element for purposes of allocating revenue. The Company has established vendor specific objective evidence of fair value for
the term license bundle based on stand-alone sales of the bundled items. When sold with professional services, revenue is
allocated between the software license, hosting and support element and the professional services element using the relative
fair value method. Revenue for the term license element is recognized ratably over the period of the arrangement and revenue
for professional services in these arrangements is recognized as performed.

Sales of perpetual software licenses include hosting and support services for a period of time, typically one year. The
Company has established vendor specific objective evidence for the combined element of hosting and support elements of
perpetual license sales, based on the prices charged when sold separately. Accordingly, revenue for the perpetual software
license element is determined using the residual method and is recognized upon delivery. Revenue for the hosting and
support elements is recognized ratably over the contractual time period.

The Company’s policy is to record revenue net of any applicable sales, use or excise taxes.

If an arrangement includes a right of acceptance or a right to cancel, revenue is recognized when acceptance is received
or the right to cancel has expired. If the fee for the license has any payment term that is due in excess of the Company’s
normal payment terms (over 90 days), the fee is not considered fixed or determinable, and the amount of revenue recognized
(a) for perpetual license arrangements is limited to the amount currently due from the customer, or (b) for term license or
subscription arrangements is limited to the lesser of the amount currently due from the customer or a ratable portion of the
total unallocated arrangement fee.

Certain customers have license agreements that provide for usage fees above fixed minimums. Usage of the Company’s
software requires additional fees if used by more than a specified number of users or for more than a specified number of
interactions. Fixed minimums are recognized as revenue ratably over the term of the arrangement. Usage fees above fixed
minimums are recognized as revenue when such amounts are known and billed.

Separate contracts with the same customer that are entered into at or near the same time are generally presumed to have
been negotiated together and are combined and accounted for as a single arrangement.

Professional services revenue is recognized as performed, based on hours incurred, unless sold in conjunction with a
term license or subscription where objective and reliable evidence (including vendor specific objective evidence) for the term
or subscription element does not exist, in which case professional services revenue is recognized ratably over the contractual
period. The Company has determined that the professional service elements of its software arrangements are not essential to
the functionality of the software. The Company has also determined that its professional services (a) are available from other
vendors, (b) do not involve a significant degree of risk or unique acceptance criteria, and (c) are not required for the customer
to use the software.
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The following table sets forth revenue by product or service as a percentage of total revenue:

Year Ended December 31,
2006 2007 2008

Revenue by type:
Recurring (subscriptions, term licenses,

support and hosting) 57% 76% 73%
Perpetual licenses............ 21 2 0
Professional SEervices.......ccovvviniiiiniinieniiniiennens 22 22 27

100% 100% 100%

Deferred revenue represents amounts received or due from customers for which the revenue recognition criteria have
not been met. The majority of deferred revenue results from the upfront billing of term and subscription contracts while
revenue is recognized ratably over the contractual period. Deferred revenue is recognized into revenue when the Company
provides its products and services, assuming all other revenue recognition criteria noted above are met. Under subscriptions,
the amount currently due and payable from the customer is reflected in accounts receivable and deferred revenue. Under
licenses, the full customer commitment is reflected in accounts receivable for amounts currently due, or term receivables for
amounts due over the contractual term, and deferred revenue. The Company does not provide refunds for customer
cancellations.

(k) Sales Commissions

In conjunction with the Company’s business model change, beginning in 2007 sales incentives paid for subscriptions
are deferred and charged to expense in proportion to the revenue recognized. Sales incentives paid for licenses and
professional services are expensed when earned, which is typically at the time the related sale is invoiced. Sales incentive
expense was $15.4 million, $10.5 million, and $13.6 million for the years ended December 31, 2006, 2007 and 2008,
respectively. Deferred commissions at December 31, 2007 and December 31, 2008 were $5.0 million and $8.2 million,
respectively.

(1) Research and Development

Research and development expenditures are expensed as incurred. Statement of Financial Accounting Standards
(SFAS) No. 86, Accounting for the Costs of Computer Sofiware to Be Sold, Leased or Otherwise Marketed, requires
capitalization of certain software development costs subsequent to the establishment of technological feasibility. Based on the
Company’s product development process, technological feasibility is established upon completion of a working model. To
date, the period between achieving technological feasibility and general availability of such software has been short and
software development costs qualifying for capitalization have been immaterial. Accordingly, the Company has not
capitalized any software development costs.

(m) Income Taxes

The Company records income taxes under the asset and liability method as prescribed under Statement of Financial
Accounting Standards No. 109, Accounting for Income Taxes . Deferred tax assets and liabilities are recognized for the future
tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment
date. When applicable, a valuation allowance is established to reduce any deferred tax asset when it is determined that it is
more likely than not that some portion of the deferred tax asset will not be realized.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board (FASB) Interpretation No. 48,
Accounting for Uncertainties in Income Taxes, an Interpretation of FASB Statement No. 109 (FIN 48) and it did not have a
significant impact on our financial position or results of operations. FIN 48 prescribes a recognition threshold and
measurement attribute for financial statement recognition and measurement of a tax position taken or expected to be taken in
a tax return, and also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition. As of December 31, 2008 and January 1, 2008, we had an insignificant amount of unrecognized tax
benefits, none of which would affect our effective tax rate if recognized. We do not anticipate that the amount of
unrecognized tax benefits will significantly increase or decrease in the next 12 months. The Company’s policy is to recognize
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interest and penalties on unrecognized tax benefits as interest expense and other expense, respectively in the Consolidated
Statements of Operations. The amount of interest and penalties accrued for the year ended December 31, 2008 was not
significant. Tax years beginning in 2005 are subject to examination by taxing authorities, although net operating loss and
credit carry forwards from all years are subject to examinations and adjustments for at least three years following the year in
which the attributes are used. The jurisdictions subject to examination include the U.S., Montana, California, New Jersey,
Illinois, United Kingdom, Germany, Australia, Japan, Canada and the Netherlands.

. (n) Impairment of Long-Lived Assets

Long-lived assets, including intangible assets, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and
used is measured by a comparison of the carrying amount of an asset to future undiscounted cash flows expected to be
generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the
amount by which the carrying amount of the assets exceeds the estimated fair value of the assets. Fair value is determined
based on discounted cash flow or appraised value, depending on the nature of the asset. Assets to be disposed of are reported
at the lower of the carrying amount or fair value less costs to sell. Goodwill is tested for impairment at least annually, and
more frequently if indicators of potential impairment exist. No impairments of long-lived assets have been identified in any
of the periods presented.

(o) Net Income (Loss) Per Share

A reconciliation of the denominator used in the calculation of basic and diluted net loss per share is as follows (in
thousands):

Year Ended December 31,
2006 2007 2008
Weighted average common shares outstanding for
basic net 10ss per Share..........ccovveeerrereeicreeneereencrivnnees 32,241 33,078 33,362
Weighted average shares outstanding for dilutive net
10SS PEr ShATE.....ovieeeeierieeicececeeeeee et 32,241 33,078 33,362

The following common stock equivalents were excluded from the computation of diluted earnings (loss) per share
because they had an anti-dilutive impact (in thousands):

Year Ended December 31,
2006 2007 2008
Employee stock options........ccccecvveevrercrinrcnsrcrcneen, 3,913 3,874 4,428

(p) Stock-Based Compensation

On January 1, 2006, the Company adopted the provisions of Statement of Financial Accounting Standards No. 123(R),
Share Based Payment, (“SFAS 123R”), for its stock-based compensation plans. Under SFAS 123R, stock-based
compensation costs are recognized based on the estimated fair value at the grant date for all stock-based awards. The
Company estimates grant date fair values using the Black-Scholes-Merton option pricing model, which requires assumptions
of the life of the award and the stock price volatility over the term of the award. The Company records compensation cost of
stock-based awards using the straight line method, which is recorded into earnings over the vesting period of the award.
Pursuant to the income tax provisions included in SFAS 123R, the Company has elected the “short cut method” of computing
its hypothetical pool of additional paid-in capital that is available to absorb future tax benefit shortfalls.

The Company has elected to use the modified prospective transition method as permitted under SFAS 123R and
therefore has not restated its financial results for prior periods. Under this transition method, compensation cost recorded in
the years ended December 31, 2006, 2007 and 2008 includes the cost for all stock-based awards granted prior to, but not yet
vested as of December 31, 2005, based on the grant-date fair value estimated in accordance with the original provisions of
SFAS 123. Compensation expense for all stock-based awards granted after December 31, 2005 was based on the grant-date
fair value estimated in accordance with the provisions of SFAS 123R.

From time to time the Company may grant stock options to consultants. The Company accounts for consultant stock
options in accordance with SFAS 123R and Emerging Issues Task Force Consensus Issue No. 96-18 (“EITF 96-18),
Accounting for Equity Instruments that are Issued to Other Than Employees for Acquiring, or in Conjunction With Selling,
Goods or Services. Compensation expense for the grant of stock options to consultants is determined based on the estimated
fair value of the stock options at the measurement date as defined in EITF 96-18 and is recognized over the vesting period.
No awards were granted to non-employees during the years ended December 31, 2006, 2007, and 2008.
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(q) Foreign Currency Translation

For non-U.S. operations, the functional currency is the local currency. Assets and liabilities of those operations are
translated into U.S. dollars using year-end exchange rates; income and expenses are translated using the average exchange
rates for the reporting period. Translation adjustments are deferred in accumulated other comprehensive loss, a separate
component of stockholders’ equity. Realized foreign currency transaction gains and losses are included in other income and
expense.

(r) Comprehensive Income (Loss)

Comprehensive income (loss) includes net income or loss, as well as other changes in stockholders’ equity that result
from transactions and economic events other than those with stockholders. Additional elements of other comprehensive
income or loss are attributable to foreign currency translation adjustments and unrealized gains or losses on short-term
investments.

(s) Advertising Costs

The Company expenses advertising costs as incurred. Advertising costs were $4.5 million, $4.3 million and
$2.9 million for the years ended December 31, 2006, 2007 and 2008, respectively.

() Reclassifications

Certain amounts in the consolidated financial statements and notes thereto have been reclassified to conform to the
current period presentation.

(2) Supplemental Cash Flow Information

Supplemental statement of cash flow information follows (in thousands):

Year Ended December 31,

2006 2007 2008
Supplemental disclosure of cash flow information: ‘
Cash paid during the period for:
IOEETESE .ovvveeeereerereie ettt $ 17 $ 7 3 12
INCOME tAXES ...eeveeirreeiriieeetercnccncr e 280 140 28
Non-cash financing activities:
Assets acquired under capital lease...........c......... — 30 —

(3) Cash Equivalents, Short and Long-Term Investments, and Fair Value

The components of cash equivalents and short and long term investments at December 31, 2007 and 2008 are as follows
(in thousands):

Fair
Unrealized Market Cash Short-Term
December 31, 2007 Cost Gains Losses Value Equivalents Investments
Cash equivalents:
Money market funds.............coco....... $ 29,775 $ — 8 — S 29775 $ 29,775 $ —
Fixed maturity securities:
Commercial paper..........cocceevereeencn. 4,432 2 ¢)) 4,433 3,435 998
Corporate notes and bonds.............. 8,613 42 2) 8,653 250 8,403
U.S. Government agency
SECUIILICS ..vveveerieereeeeeaeeeee e, 24,730 26 N 24,749 10,220 14,529
State and municipal securities......... 15,447 21 (3) 15,465 1 15,464
Sub-total......cccceevieriieciieereieennn 82,997 91 (13) 83,075 43,681 39,394
Equity securities:
Auction rate preferred stocks.......... 13,250 — — 13,250 — 13,250
Totals at December 31, 2007 .............. $ 96247 $ 91 $ (13) $ 96,325 § 43,681 § 52,644
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Fair

Unrealized Market Cash Short and Leng-

December 31, 2008 Cost Gains Losses Value Equivalents Term Investments
Cash equivalents:

Money market funds...........cccccerernenen, $ 28527 $ — § — $ 28527 $§ 28527 § e
Fixed maturity securities:

Corporate notes and bonds.................... 3,034 — (16) 3,018 — 3,018

U.S. Government agency securities...... 27,754 251 1) 28,004 — 28,004

State and municipal securities............... 3,383 7 — 3,390 — 3,390

Auction rate state and municipal

SECUIILIES ..ovververeecrerenerie st 5,000 — (775) 4,225 — 4,225

Auction rate settlement agreement:

Repurchase put option ........coccoeenenneee. — 738 — 738 — 738
Totals at December 31, 2008 .................... $ 67,698 996 (792) $ 67,902 § 28,527 § 39,375

Auction rate state and municipal securities and the repurchase put option were classified as long-term as of
December 31, 2008. The unrealized gains at December 31, 2008 of $996,000 include $258,000 related to investment-grade,
fixed income securities, and are primarily attributable to changes in interest rate and $738,000 recorded as other income
associated with the repurchase put option. Unrealized losses at December 31, 2008 of $792,000 include $17,000 related to
securities held more than one year and an other-than temporary impairment of $775,000 associated with auction rate state and
municipal securities recorded as other expense. Realized gains and losses from sales of available-for-sale securities in 2006,
2007 and 2008 were insignificant.

Effective January 1, 2008, the Company adopted the provisions of Statement of Financial Accounting Standards
No. 157, Fair Value Measurements (“SFAS 157”). In February 2008, the Financial Accounting Standards Board (FASB)
issued Staff Position No. SFAS 157-2, “Effective Date of FASB Statement No. 157,” which provides a one year deferral of
the effective date of SFAS 157 for non-financial assets and non-financial liabilities, except those that are recognized or
disclosed in the financial statements at fair value at least annually. Therefore, the Company has adopted the provisions of
SFAS 157 with respect to its financial assets and liabilities only. SFAS 157 defines fair value , establishes a framework for
measuring fair value in GAAP, and enhances disclosures about fair value measurements. Fair value is defined under SFAS
157 as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or
most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement
date. Valuation techniques used to measure fair value under SFAS 157 must maximize the use of observable inputs and
minimize the use of unobservable inputs. The standard describes a fair value hierarchy based on three levels of inputs, of
which the first two are considered observable and the last unobservable, that may be used to measure fair value, which are the
following:

e Level 1 — Quoted prices in active markets for identical assets or liabilities.

e Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for
similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities.

e Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities. As a result of recent market conditions, the Company holds financial instruments
for which limited or no observable market data is available. These fair value measurements are based primarily
upon our own estimates and are often calculated based on current pricing policy, the current economic and
competitive environment, the characteristics of the instrument, credit, interest, and other such factors. Therefore, the
results cannot be determined with precision, cannot be substantiated by comparison to quoted prices in active
markets, and may not be realized in a current sale or immediate settlement of the asset. Additionally, there are
inherent uncertainties in any fair value measurement technique, and changes in the underlying assumptions used,
including discount rates, liquidity risks, and estimates of future cash flows, could significantly affect the fair value
measurement amounts.

The adoption of this statement did not have a material impact on the Company’s consolidated results of operations and
financial condition.



In accordance with SFAS 157, the following table represents the Company’s fair value hierarchy for its financial assets
(cash equivalents and investments) measured at fair value on a recurring basis as of December 31, 2008 (in thousands):

Level 1 Level 2 Level 3 Total

Money market funds.........cccceveevevevieiinniniieee $ 28,527 — — $ 28,527
Corporate notes and bonds..........coovveeeiiiiiniiniinnnie — 3,018 — $ 3,018
U.S. Government agency SeCUrities .........c.ccovvvvvveerrinnns — 28,004 — § 28,004
State and municipal SECUrTties. .......cccovvvivriviiinreeecieennnans — 3,390 — § 3,39
Auction rate state and municipal securities..........coueveen. — — 4225 § 4,225
Repurchase put Option .........cceecivmeiereniniinieniesnseeencecene — — 738 $ 738

$§ 28527 § 34412 § 4963 $§ 67,902

Note: The Company has $22.9 million of cash as of December 31, 2008, which was not classified as a Level as
prescribed within SFAS 157.

The following table illustrates the activity of “level 3” assets from December 31, 2007 to December 31, 2008 (in
thousands):

Fair value at December 31, 2007 .........ccvveevreernieeceennnenn. S 18,300
Unrealized loss adjustment-ARS .........ccooovviniiinininen, (775)
Unrealized gain adjustment-put option...........ccceeveveenene, 738
REAEMPLIONS ...veveeeieiierirerirrieieirsrevieeeeei e, (13,300)
Fair value at December 31, 2008 ........ccooviieeeiieeeeieennn. $ 4,963

As of December 31, 2008, assets characterized as “level 3 for fair value purposes consist of approximately $5.0
million in par value auction rate state and municipal securities with investment grades of AAA or AA. The auction rate state
and municipal securities are comprised of federally insured student loan bonds.

Auction rate securities (“ARS”) are long-term bonds or preferred stocks that act like short-term debt, where interest
rates reset in Dutch auctions held daily, weekly, or monthly and have historically provided liquidity for these investments.
Despite the long-term contractual maturities of the underlying securities, all of these securities were considered available for
sale and were available to fund the Company’s current operations as of December 31, 2007. Since February 2008,
uncertainties in the credit markets caused substantially all auctions of these securities held by the Company to be
unsuccessful. An unsuccessful auction is an event when there are fewer securities bid for than are available for sale. Upon an
unsuccessful auction, the interest rate is reset at a predetermined rate. Given that substantially all of the auctions have been
unsuccessful since February 2008, the Company reclassified the investments from short-term to long-term.

During the fourth quarter of 2008, we executed a settlement agreement to redeem the ARS held by us at par with our
broker commencing June 2010 through July 2012 (“redemption period”). By accepting the terms of the settlement, we
(1) received the non-transferable right (“put option™) to sell our ARS at par value to the broker commencing June 2010
through July 2012, and (2) gave the broker the right to purchase the ARS from us at any time after the executed settlement
agreement date as long as we receive par value. We expect to sell the ARS under the put option. However, if the put option
is not exercised during or before July 2012, it will expire and the broker will have no further rights or obligation to buy the
ARS. Furthermore, the broker’s obligations under the put option are not secured by its assets and do not require the broker to
obtain any financing to support its performance obligations under the put option. The broker has disclaimed any assurance
that it will have sufficient financial resources to satisfy its obligations under the put option. The agreement covers $5.0 million
par value (fair value of $4.2 million) of the ARS held by us as of December 31, 2008. We consider the put option to be a
freestanding financial instrument and we have accounted for it separately from the ARS. We believe the put option does not
meet the definition of a derivative under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as
the put option is non-transferable and not considered by us to be readily convertible into cash. We also believe that, since the
put option does not qualify as a derivative, it is not within the scope of SFAS No. 115, “Accounting for Certain Investments
in Debt and Equity Securities.” We have elected the fair value option to account for the put option pursuant to SFAS
No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities,” and have recorded the instrument as an
asset of $738,000 on our balance sheet in long-term investments as of December 31, 2008 with a corresponding gain
recorded in other expense, net.

Simultaneously, we made an election under SFAS No. 115 to transfer our ARS from available-for-sale to trading
securities. The transfer to trading securities reflects our intent to exercise the put option during the redemption period. Prior
to entering into the settlement agreement, our intent was to hold the ARS until the market recovered. At the time of the
transfer, the unrealized loss on the ARS for the first three quarters of 2008 of $390,000 included in accumulated other
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comprehensive income (loss) was immediately recognized in earnings, as a component of other income, net. During the
fourth quarter of 2008, we recognized an additional decline in fair value of $385,000, included in other expense, net for a
total unrealized loss of $775,000 for the year ended December 31, 2008.

We estimated the fair value of our ARS and put option using a discounted cash flow model where we considered
assumed risk premiums, assumed work out periods. The amount derived through the discounted cash flow model was
generally consistent with the ARS fair value indicated by the broker statement at December 31, 2008. The broker statement
did not provide a fair value assessment of the put option at December 31, 2008.

To date, the Company has collected all interest payments on all of the auction rate securities when due. If the auction
rate securities continue to experience unsuccessful auctions, if the credit rating of the auction rate securities deteriorates, or if
the brokerage houses declare redemption default, the Company may not recover the par value of its investment. While the
recent auction failures will limit the Company’s ability to liquidate the remainder of these investments for some period of
time, the Company does not believe the auction failures will materially impact its ability to fund its working capital needs,
capital expenditures, or other business requirements. The Company will continue to monitor the state of the credit markets
and its potential impact, if any, on the fair value and classification of its portfolio of auction rate securities.

(4) Property and Equipment, Net

Property and equipment, net are as follows (in thousands):

December 31,

2007 2008
COmMPULEL CQUIPIMENL ....veeevieeeriererereteeeeesreeresresaesseeeressessensan: $ 18572 $§ 18,922
Software purchased for internal Use..........ccceevveereereevveecienneenns 5,877 7,942
EQUIPMCENL......vvieiirieereieceeeieeteee et eee e seeesee s ese e nessnenns 861 819
Furniture and fIXTUIES ........cccvivveeiiiiiieieisre et 1,382 1,487
Leasehold improvements .........c.cueveeeereerverieenencinnienesiesieenennn, 871 1,057
TOtAl COSE ceverinieiieiirerieteteieee et 27,563 30,227
Less accumulated depreciation ...........ccceeeeevieerinvesieseecnesnennenns, (16,707) (20,086)
Total property and equipment, Net........c.ccceeeveererrcrrerrsrenseneenen. $§ 10,856 $ 10,141

(5) Intangible assets

The following table sets forth information regarding intangible assets (in thousands):

Customer Purchased
Goodwill Relationships Technologies Total

As of December 31, 2007:

Gross carrying value .......c.c.cueeveeeeeeeereierereenenenes $ 4358 §$ 3,250  $ 4,547 % 12,155

Accumulated amortization............ccceoeveeeeeveenen. e (1,308) (2,851) (4,159)

Net carrying value..........ccooveeveeievieeieerieereeeennenn $ 4358 § 1,942 $ 1,696 $ 7,996
As of December 31, 2008:

Gross carrying value ........c.ceeveveeeeveeeuenenenennnas $ 4358 % 3250 § 4,547 $ 12,155

Accumulated amortization..........c.cceceeceeieenencans — (2,121) (3,635) (5,756)

Net carrying value.......c.cccoovveeiereieeeeeeceeeeene. $ 4358 § 1,129  § 912 § 6,399
Weighted-average amortization period:

(I YEAIS) . envereieerereeterie ettt be e enee n/a 4.0 42 4.1
Aggregate amortization expense:

2000 ..ot e st neas $ — 49 $ 655 § 1,151

2007 .ttt — 812 661 1,473

2008 ... eeeteeeerreeee et — 813 784 1,597
Estimated amortization expense:

20009 ...t $ — 3 812 § 619 § 1,431

2010 it — 317 289 606

2011 e — 4 4



(6) Long-Term Debt and Credit Facility

Long-term debt consists of the following (in thousands):

December 31,

2007 2008
Obligations under capital leases for tenant improvements
to leased property and furniture, payable monthly in
installments of $3 and $1 through May 2010 and
June 2010, respectively at approximately 6% interest.......... $ 111 $ 68
LeSS CUITEeNt POTLION ..oevirvirencirirriiiiriere it esrete s sesnenenans 43 46
Long-term debt, excluding current portion...........cceeeeevnnrnnnnes $ 68 § 22

In 2005, the Company entered into an office lease agreement that included $162,000 of tenant improvements, which
have been capitalized and will be repaid to the landlord over the initial lease term of five years. The improvements are being
amortized over an expected useful life of seven years since the Company expects to renew the office lease upon its initial
term expiration in 2010. During 2007, the Company assumed $30,000 of capital lease obligations associated with furniture in
its Washington D.C. office space, which will be repaid over the initial lease term of three years.

During 2007 and 2008, the Company had a $3.0 million working capital line of credit agreement with a commercial
bank. Advances under the line bear a variable rate of interest which approximates the prime lending rate, and are payable
monthly. The working capital line of credit is secured by substantially all of the United States dollar-denominated accounts
receivable of the Company. There were no advances under the line during 2007 or 2008.

(7) Redeemable Convertible Preferred Stock

The Company has authorized 15 million shares of preferred stock, $.001 par value, which may be issued from time to
time by its board of directors without further action by stockholders. Shares of preferred stock may be issued with dividend,
redemption, voting or other rights senior to existing common shares. There were no outstanding shares of preferred stock at
December 31, 2007 or 2008.

(8) Treasury Stock

The board of directors has authorized the repurchase of up to $15.0 million of our common stock through October 19,
2010. The shares may be purchased from time to time at prevailing prices in the open market, in block transactions, in
privately negotiated transactions, and/or in accelerated share repurchase programs, in accordance with Rule 10b-18 of the
Securities and Exchange Commission. Under this program, the Company repurchased approximately 1.9 million shares of
its common stock at an aggregate cost of $13.2 million in the year ended December 31, 2008, at prevailing market prices.

The Company may make additional repurchases of shares under its stock repurchase program, depending on prevailing
market conditions, alternate uses of capital and other factors. Whether and when to initiate and/or complete any purchase of
common stock and the amount of common stock purchased will be determined in the Company’s complete discretion. As of
December 31, 2008, there were approximately 1.9 million shares of the Company’s common stock held in treasury.
Subsequent to December 31, 2008 the Company repurchased 231,115 of its common stock at an aggregate cost of $1.8
million at prevailing market prices in the first quarter of 2009. There can be no further repurchases under the program as the
authorized $15.0 million was fully utilized during the first quarter of 2009.

(9) Stock-Based Compensation

The Company’s 1998 Long-Term Incentive and Stock Option Plan, as amended, and the 2004 Equity Incentive Plan
(the “equity plans™) provide for stock options to be granted to employees, consultants, independent contractors, officers and
directors. The equity plans have been approved by stockholders. Except for automatic grants to directors, options are granted
at the discretion of the Company’s board of directors, at an exercise price and term determined by the board. However,
exercise prices are not less than the fair market value at the date of grant, and the term of the options is not greater than ten
years. Options generally vest over a period of four years in eight equal increments. The Company also has an employee stock
purchase plan (“ESPP”) that allows employees to purchase shares of common stock at a discount to the fair market value at
the date of purchase. Purchase periods under the ESPP are consecutive six-month periods ending on the last day in June and
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December each year. Shares issued to satisfy stock option exercises and ESPP are newly issued. At December 31, 2008, the
Company had approximately 3.6 million shares available for future issuance under the equity plans and ESPP.

Compensation expense recognized in the statement of operations for the year ended December 31, 2007 and 2008 is
based on awards ultimately expected to vest and reflects an estimate of awards that will be forfeited. SFAS 123R requires
forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from
those estimates.

The following table illustrates the stock-based compensation expense resulting from stock-based awards included in the
consolidated statement of operations (amounts in thousands):

2006 2007 2008
Stock-based compensation expense:
Cost of software, hosting and support............. $ 193 § 288 $ 323
Cost of professional SErvices.........ccocueveevervenian 471 647 638
Sales and marketing ........ccccoeevvvveevieiinesnennnnn. 1,929 2,264 2,454
Research and development............c.coeeueenenne. 834 887 969
General and administrative ...........c.coooveeueeee... 1,201 1,385 1,641

Stock-based compensation expense
before inCome taxes........oevvvvuveeevvireveenennns 4,628 5,471 6,025
Income tax provision (benefit)...........coc.......... — — —

Stock-based compensation expense, net
Of INCOME tAXES .o $ 4628 $ 5471 $ 6,025

No stock-based compensation expense was capitalized during the year ended December 31, 2006, 2007 and 2008.

Unrecognized compensation expense of outstanding stock options at December 31, 2008 was approximately
$11.9 million, which is expected to be recognized over a weighted-average period of 2.6 years.

The estimated weighted-average fair value per share of stock options granted in 2006, 2007 and 2008 was $8.43, $7.33
and $5.54, respectively. For all shares purchased under the ESPP in 2006, 2007, and 2008 ending on the last day of June and
December, no compensation cost was recognized in the accompanying statement of operations because the terms of the plan
were deemed noncompensatory under SFAS 123R. Assumptions used to obtain the estimated fair values were:

2006 2007 2008
Employee stock options .........ccccveevveeriennene
Weighted average risk free rate.............. 4.7% 4.5% 2.6%
Weighted average expected term ........... 4.4 yrs 4.2 yrs 4.5 yrs
Weighted average volatility ................... 57% 52% 55%
Dividend yield........cocooevveievnenereinenn. 0% 0% 0%

Key assumptions used to estimate the fair value of stock awards are as follows:

Risk Free Rate: The risk-free rate is determined by reference to U.S. Treasury yields at or near the time of grant for
time periods similar to the expected term of the award.

Expected Term: The expected term represents the period that the Company’s stock-based awards are expected to be
outstanding and is estimated based on historical experience of similar awards, giving consideration to the contractual term of
the awards, vesting schedules and expectations of employee exercise behavior.

Volatility: The Company’s estimate of expected volatility is based on a combination of the Company’s historical
volatility and peer-company volatilities. The Company believes the inclusion of peer-company data points results in a more
representative estimate of future stock price trends than its historical volatility alone.

Dividend Yield: The dividend yield assumption is based on the Company’s history and expectation of dividend
payouts.



Activity under the Company’s stock option plans was as follows (option shares in thousands):

Weighted
Shares average Weighted
Shares Underlying exercise Aggregate average
available Outstanding price per intrinsic remaining
for grant options share value contractual life
(in thousands) (in years)
Balance at December 31, 2007 .............. 3,404 3874 $ 11.81
Annual reserve addition(1) ................ 1,000 — —
Granted .......oovvvvvvvievrerererrereeeeeeereeerenees (1,305) 1,305 11.70
EXercised .....ccoovereeveeeviieniniiiiiiieenns — (236) 4.99
Forfeited, expired or exchanged(2).... 511 (515) 14.69
Balance at December 31, 2008 .............. 3,610 4428 §$ 11.81 $§ 3,978 6.8
Vested or expected to vest at
December 31, 2008 .......ccoovevrcienneene 4,184 $ 11.73  $ 3,968 6.7
Exercisable at December 31, 2008......... 2,574 $ 1058 $ 3,924 5.5

M

@

The 2004 Equity Incentive Plan provides for an automatic, annual increase on the first of each year in an amount
equal to the lesser of; a) 1,000,000 shares, b) 4% of the number of outstanding common shares on the last day of the
previous fiscal year, or ¢) such lesser amount as determined by the board of directors. The automatic annual increase
has been approved by shareholders through December 31, 2014.

Shares forfeited, expired, exchanged or canceled under the 1998 Long-Term Equity Incentive and Stock Option Plan
is not available for re-grant under the 2004 Equity Incentive Plan.

The total intrinsic value of options exercised in 2006, 2007 and 2008 was $12.4 million, $7.5 million and
$1.8 million, respectively.

From time to time the Company may grant stock options to consultants. The Company accounts for consultant stock
options in accordance with SFAS 123 and Emerging Issues Task Force Consensus Issue No. 96-18 (“EITF 96-18”),
Accounting for Equity Instruments that are Issued to Other Than Employees for Acquiring, or in Conjunction With
Selling, Goods or Services . Compensation expense for the grant of stock options to consultants is determined based
on the estimated fair value of the stock options at the measurement date as defined in EITF 96-18 and is recognized
over the vesting period.

(10) Commitments and Contingencies

(a) Operating Leases

The Company leases its office facilities and certain office equipment under various non-cancelable operating lease
agreements with various expiration dates through 2017. Future minimum payments for the next five years and thereafter as of
December 31, 2008, under these leases, are as follows (in thousands):

D009 ettt e e e et e st e et e et e et e nresae e eeenesebesenessasenneas $ 5,281
20T0 ettt et e e ett bt b e et e e ae et s e e e be s s et et e neehneensananeaaean 3,912
20T ettt eer e et e e et a e e e e e sa e st e s a e st e e aaesabe e rne s 2,778
200 et e e te e s ba e e b e e e ane et be e ba e e saesenresenensenatenane 1,474
2003 e et r bt bbb e e b e e be e ae et e bt e bt e eneesaaebe e re e neen 1,356
TREIEATTET ... eeeveeeeceeeee ettt e ettt e e st e e saee e s sbaneceesamenesenanseseran 1,392

Rent expense was $2.8 million, $4.1 million and $4.2 million in 2006, 2007 and 2008, respectively. Rent expense is
determined using the straight-line method of the minimum expected rent paid over the term of the agreement. The Company
has no contingent rent agreements.
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The Company leases a portion of its office facilities from a development group, of which the Company’s chief
executive officer is a 50% member and the Company’s Vice President and General Manager of Asia-Pacific is a 25%
member. During 2006, 2007 and 2008, the Company paid $833,000, $1.2 million and $1.2 million, respectively, to the
development group under these leases.

(b) Hosting Services

The Company has agreements with third parties to provide co-location services for hosting operations. The agreements
require payment of a minimum amount per month for a fixed period of time in return for which the hosting service provider
provides certain guarantees of network availability.

Future minimum payments as of December 31, 2008 under these arrangements were $1.3 million for 2009, $297,000
for 2010, and $148,000 in 2011.

(c) Warranties and Indemnification

The Company’s on demand application service is typically warranted to perform in accordance with its user
documentation.

The Company’s arrangements generally include certain provisions for indemnifying customers against liabilities if its
products or services infringe a third-party’s intellectual property rights. To date, the Company has not incurred any material
costs as a result of such indemnifications and has not accrued any liabilities related to such obligations in the accompanying
consolidated financial statements.

The Company has entered into service level agreements with its customers warranting certain levels of uptime
reliability and permitting those customers to receive credits or terminate their license agreements in the event that the
Company fails to meet those levels. To date, the Company has not provided any material credits, or cancelled any agreements
related to these service level agreements.

The Company has also agreed to indemnify its directors and executive officers for costs associated with any fees,
expenses, judgments, fines and settlement amounts incurred by any of these persons in any action or proceeding to which any
of those persons is, or is threatened to be, made a party by reason of the person’s service as a director or officer, including
any action by the Company, arising out of that person’s services as the Company’s director or officer or that person’s
services provided to any other company or enterprise at the Company’s request.

(d) Litigation

From time to time, the Company is involved in legal proceedings arising in the ordinary course of business. The
Company believes that the resolution of these matters will not have a material effect on the Company’s consolidated financial
position, results of operations or liquidity. Legal fees are charged to expense as incurred, unless we consider the potential loss
from any dispute or legal matter probable and the amount or range of the loss can be estimated, in which case we will accrue
a liability for the estimated loss in accordance with SFAS 5.

(11) Income Taxes

The domestic and foreign components of loss before provision for income taxes consist of the following (in thousands):

Year Ended December 31,
2006 2007 2008
Uniited SEAES oo $ 3,655 $ (5.437) S (5,856)
FOT@IZN ..ot (8,133) (12,928) (1,385)
Loss before provision for income taxes ........ $ (4,478) $ (18,365) $ (7,241)




The components of the income tax provision are as follows (in thousands):

Year Ended December 31,
2006 2007 2008
Current:
Federal.....ooooivcveeeeeeeeeieeneeere e eveesveesaeenee $ (120) $ 120 $ —
FOTEIZM oot (80) (109) (134)
AL .. evveeeeereeeeeeeeieeeeraeeeseeerseeeerbaserbeasnnananns (330) (287) 92
Total CUITENt .....c.eeeeeeeveieiiererecrineieneranes (530) (276) $ 42)
Deferred:
Federal.. e — — —
FOreign ....cocevvvemiciiiiiiiiiicieieee e e — —
] 721 £ <R U USSR PO R PP — — —
Total deferred.......covvvevnvreciieciieeriercceeeenn — — —
Provision for income taxes..........c.ccccveviiviirinnnen, $ (530) $ (276) $ (42)

The reconciliation of income tax attributable to operations computed at the U.S. Federal statutory income tax rate of
34% to income tax expense is as follows:

Year Ended December 31,
2006 2007 2008
Statutory Federal tax rate........ccccccoevevinicnninnnnns (34)% (34)% (34)%
Net operating loss tax benefits not realized ...... 54 34 29
Tax CreditS...uoeneeeeerieeeeeieeee e (37 ©)) —
Stock-based compensation..........cccoeeecveerrecnnnns 11 2 5
U.S. Federal alternative minimum tax .............. 3 — —
State income taxes, net of federal benefit ......... 5 1 2)
FOreign taXes ....oeeeeeeneereeeernincreneeennenesssnsevanens 2 — 2
Foreign tax rate differential............cccococin 6 2 (1)
Nondeductible meals & entertainment
CXPCISE. c.uveeureenrreeiisiisiriessessrenssreessessessneernsns 4 1 2
Other ..ot (2) — —
INCOME taX TAte....vereeeneeeiece e 12% 2% 1%
Deferred tax components are as follows (in thousands):
At December 31,
2007 2008
Deferred tax assets:
Net operating loss carry forwards .........ocovveieiniiennennecnnn. $ 13,436 $ 10,836
Deferred FEVENUE ......c.vveeireeeeeeeieeerereeereenreresseeesnee e sesaeeens 8,501 8,401
StoCK COMPENSALION .....overueemeeneeiririirienre oo eneereas 1,647 3,288
TAX CTEAILS...vveeveeieeeieeieere e eeeteebeenreereeenetesne e s eneenae e 516 957
Fixed assets and intangibles .........ccccocvvininiiincnicniinennenne. — 296
(01111 SO OO O OO OO OSSP OPOTORRO 3,033 3,091
Total deferred tax aSSetS......ccveerceeirreevermrenrerireenieeesneeennnes 27,133 26,869
Valuation alloWance.........c.ccceceeveeieneeenneiciineneseecieseeneaes (24.,446) (23,873)
Net deferred tax aSSELS.....cvvvvrevrereereeeireereereeerereveeseeseeenne 2,687 2,996
Deferred tax liabilities:
Deferred COMMUISSIONS ....c.vievvierreenrerieeriieseereesnensesnesseesnenns (1,442) (2,509)
Fixed assets and intangibles .........coccovevieniiinininiciinenenn, (311) —
OhET....cvivietetieietee et sttt e st cae s sas s sa s (934) (487)
Total deferred tax abilities .......ccccccevervieciiniirnininenieiinn (2,687) (2,996)
Net deferred tax aSSetS.......ovevevreererercrerrervermeemeeessesennnenens $ — § —




The ultimate realization of deferred tax assets is dependent upon the existence, or generation, of taxable income in the
periods when those temporary differences and net operating loss carry forwards are deductible. Management considers the
scheduled reversal of deferred tax liabilities, taxes paid in carry back years, projected future taxable income, available tax
planning strategies, and other factors in making this assessment. Based on available evidence, management does not believe
it is more likely than not that any or all of the deferred tax assets will be realized. Accordingly, the Company has established
a valuation allowance equal to the net deferred tax assets. The valuation allowance increased by $6.5 million and in 2007 and
decreased by $573,000 in 2008.

At December 31, 2008, the Company had domestic Federal and State net operating loss carry forwards of
approximately $37.8 million and $34.7 million, respectively. The Company also has approximately $30.6 million of foreign
net operating loss carry forwards that are not subject to expiration. Federal net operating loss carry forwards expire at various
dates between 2019 and 2027, while state net operating loss carry forwards expire between 2010 and 2027. In addition, the
Company has federal and state research and development credits and foreign tax credits available to reduce future domestic
income taxes. The total amount of these credits is approximately $3.9 million. The federal and state research and
development credits expire between 2019 and 2027, and between 2014 and 2022, respectively. The foreign tax credits expire
between 2012 and 2018.

Under the Tax Reform Act of 1986, as amended, the amounts of and benefits from net operating loss carry forwards
and research and development credits may be impaired or limited in certain circumstances. Events which cause limitations in
the amount of net operating losses that the Company may utilize in any one year include, but are not limited to, a cumulative
ownership change of more than 50%, as defined, over a three year period. The Company’s acquisition of Salesnet, Inc. in
May 2006 constituted an ownership change to that entity, and therefore the availability of Salesnet, Inc.’s net operating loss
carry forwards which approximate $7 million, will be limited in future years.

As part of the acquisition of Salesnet, Inc. in May, 2006, the Company recognized deferred tax assets and liabilities for
the difference between the assigned book values and the respective tax bases for the acquired assets and liabilities. A full
valuation allowance of $3.3 million was also recognized at the acquisition date due to the uncertainty of realization of the net
deferred tax assets. The potential future realization of these deferred tax assets will be recorded within the statement of
operations as income tax expense, net in accordance with SFAS 141R.

The Company’s deferred tax assets as of December 31, 2007 and 2008 have been reduced in accordance with Statement
of Financial Accounting Standards No. 123(R), Share-Based Payment , (“SFAS 123R”). As such, net operating loss carry
forwards and other attributes created by excess tax benefits from the exercise of stock options are not recorded as deferred tax
assets. Instead such amounts are recorded as an addition to stockholders’ equity if and when they are utilized. Deferred tax
assets and the related valuation allowance in the above presentation have been reduced by $18.4 million and $18.9 million, as
of December 31, 2007 and 2008, respectively, for the effect of excess tax deductions from stock options.

(12) Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts receivable and accounts payable approximated their fair
values at December 31, 2007 and 2008. The fair values of remaining financial instruments on the Company’s consolidated
balance sheets were:

2007 2008
Carrying Fair Carrying Fair
In thousands Value Value Value Value
Term receivables—current............... $ 13,069 $ 13,069 $ 5752 % 5,752
Term receivables—noncurrent......... 9,859 8,444 3,547 3,416
Debturiiiiieieeceeceece e, 111 108 68 66

The values provided are representative of fair values as of December 31, 2007 and 2008, and do not reflect subsequent
changes in interest, tax or currency exchange rates, or other variables that may affect the determination of fair value. The
following methods and assumptions were used to estimate fair values:

Term receivables—current: The carrying amount approximated fair value at the respective dates due to the relative
short maturities of this item.

Term receivables—noncurrent: Fair value for term receivables due beyond one year from December 31, 2007 and
2008, has been estimated by discounting the carrying amount by a current rate of interest for the period of time the items are
expected to be outstanding.
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Debt: The fair value of long-term debt has been estimated by discounting the carrying amount by a current rate of
interest for the period of time the debt is expected to be outstanding.

(13) Employee Benefit Plans

The Company has a voluntary defined contribution retirement plan qualifying under Section 401(k) of the Internal
Revenue Code of 1986. The plan covers substantially all full-time employees. Under the terms of the plan, participants may
contribute up to the lower of 12% of their salary or the statutorily prescribed limit to the plan. Employees are eligible after
90 days of service. At its discretion, the Company may make matching contributions. The Company made matching
contributions during 2006, 2007 and 2008 of $936,000, $982,000 and $1.3 million, respectively. The Company also has
retirement benefit plans related to its foreign subsidiaries. Amounts expensed under these plans were $275,000, $370,000 and
$414,000 during 2006, 2007 and 2008, respectively.

The Company has a medical, dental and vision benefit plan and a short-term disability program covering full-time
employees of the Company and their dependents. The plan is a partially self-funded plan under which participant claims are
obligations of the plan. The plan is funded through employer and employee contributions at a level sufficient to pay for the
benefits provided by the plan. The Company contributions to the plan were $2.0 million during 2006 and 2007, and
$3.0 million during 2008. During 2008 the plan maintained individual and aggregate stop loss insurance policies on the
medical portion of the plan of $95,000 and $3.5 million (based on actual plan participants, adjusted monthly), respectively, to
mitigate losses.

In July 2004 the Company adopted the 2004 Employee Stock Purchase Plan (“Plan”) which became effective in
conjunction with the initial public offering of common stock. The Plan is administered by the compensation committee of the
board of directors and is intended to qualify as an employee stock purchase plan within the meaning of Section 423 of the
Internal Revenue Code. Under the terms of the plan, substantially all employees are eligible to purchase shares of RightNow
common stock through periodic after-tax payroll deductions at a purchase price established by the administrator. Payroll
deductions are limited to 15% of the employee’s regular compensation for each purchase period. The administrator may set
the purchase price equal to or discounted from fair market value on the first or last day of each purchase period. Purchase
periods are consecutive six-month periods ending on the last day in June and December each year. For the purchase periods
ended December 31, 2006 2007 and 2008, and June 30, 2007 and 2008, the plan was deemed noncompensatory because the
terms were no more favorable than those available to all holders of our common stock. Activity under the plan for 2006, 2007
and 2008 was as follows:

Purchase Date
June 30, Dec 31,
Dec 31, 2006 June 30, 2007 Dec 31, 2007 2008 2008
Purchase price per share.... $ 1636 § 1559 $ 1506 § 1299 § 7.34
Shares purchased............... 4,957 7,847 6,357 8,930 14,129

(14) Quarterly Results (Unaudited)

Quarterly results of operations are as follows (in thousands, except per share amounts):

Year Ended December 31, 2007

First Second Third Fourth
Quarter Quarter Quarter Quarter
Operating statement data:
TOtAl TEVENUE ..oovviiveeeneietrectresreesreesseeneeeeeeesecssneeanens $ 25,702 $ 26,465 $ 29,246 $ 30,664
GIOSS PrOfit.c.cecreveeveneecreiriirierineireieteeen s 16,137 16,864 18,975 19,678
NELLOSS voeiierreiiiereeeiire et eeercr e e e s sran e e sabe s (6,002) (5,741) (3,584) (3,314)
Net loss per share:
Basic and Diluted.......ccoveveveecncecnniircniinn $ (0.18) $ ©.17) $ 0.11) $ (0.10)
Year Ended December 31, 2008
First Second Third Fourth
Quarter Quarter Quarter Quarter
Operating statement data:
TOtal FEVENUE ....veevvevreeeerieeeerencereieseeeeeeresesaesneenas $ 32898 § 35221 $ 36,237 § 36,079
Gross Profit......cccccveviiminiiiicn e 20,578 22,368 22,799 23,853
Net income (10SS)..cccverveereromiminiririreninrisreeesseeaes (3,396) (3,132) (1,447) 692
Net income (loss) per share:
Basic and Diluted..........cocoeveuecnnnniniiccncinnn $ (0.10) $ (0.09) $ (0.04) 0.02
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RicaTNOwW TECHNOLOGIES, INC. ON THE INTERNET

Financial results, stock quotes, news and releases, docu-

ments filed with the Securities and Exchange Commission,
and information on our products and services are available
on the RightNow Technologies website at www.rightnow.com.

INVESTOR INFORMATION

A copy of our financial reports, including reports on
Forms 10-K, 10-Q, and 8-x filed with the Securities and
Exchange Commission, will be provided, without charge,

upon request to:

RightNow Technologies, Inc.
Attn: Investor Relations

136 Enterprise Boulevard
Bozeman, MT 59718

P: 406.522.4200

Stock ListiNG
Ticker symbol: RNOW
Exchange: NASDAQ Global Market

TRANSFER AGENT

BINY Mellon Shareowner Services
480 Washington Blvd.

Jersey City, NJ o7310

Phone: (866) 205-7104

www.bnymellon.com

ANNUAL MEETING

Wednesday, June 3, 2009 10:30 a.m. MDT
Hilton Garden Inn

2023 Commerce Way

Bozeman, MT 59715

INDEPENDENT AUDITORS

KPMG LLP

1300 South West Fifth Avenue, Suite 3800
Portland, OR 97201

This document contains forward-looking statements as

. defined under the Federal Securities Laws. Actual results
could differ materially from those projected in the forward-
looking statements as a result of certain risk factors identi-
fied in our annual veport on Form 10-K, and in our other
reports filed with the Securities and Exchange Commission.
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