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Item 2.01. Completion of Acquisition or Disposition of Assets

     On January 5, 2010, Nuance Communications, Inc. (the “Registrant” or “Nuance”) filed a report on Form 8-K to report the
completion of the acquisition of SpinVox Limited (“SpinVox”), which was consummated on December 30, 2009. At that time, the
Registrant stated in such Form 8-K that it intended to file the required financial statements and pro forma financial information within
71 days from the date that such report was required to be filed. By this amendment to such Form 8-K, the Registrant is amending and
restating Item 9.01 thereof to include the required financial statements and pro forma financial information.

Item 9.01. Financial Statements and Exhibits

(a) Financial Statements of Business Acquired

 (1)  The historical consolidated financial statements of SpinVox, including SpinVox’s unaudited condensed consolidated balance
sheet as of September 30, 2009 and audited consolidated balance sheet as of December 31, 2008 and the related condensed
consolidated statements of operations, comprehensive income, changes in equity and cash flows for the nine months ended
September 30, 2009 and 2008, are being filed as Exhibit 99.1 to this Form 8-K/A.

 (2)  The historical consolidated financial statements of SpinVox, including SpinVox’s audited balance sheets as of December 31,
2008 and 2007, and consolidated statements of operations, recognized income and expense, changes in equity and cash flows
for the years ended December 31, 2008 and 2007, are being filed as Exhibit 99.2 to this Form 8-K/A.

(b) Pro Forma Financial Information

 (1)  The unaudited pro forma combined balance sheet of Nuance as of September 30, 2009 and the unaudited pro forma combined
statements of operations of Nuance for the year ended September 30, 2009, giving effect to the acquisition of SpinVox, are
included within Exhibit 99.3 to this Form 8-K/A.

(d) Exhibits

 2.1* Agreement for the acquisition of the entire issued share capital of SpinVox Limited, the substitution of Foxtrot Acquisition
Limited as the issuer of a debt instrument issued by SpinVox Limited, and the release and cancellation of such debt
instrument in consideration of shares in Foxtrot Acquisition Limited dated December 29, 2009.

 2.2* Agreement for the acquisition of shares in Foxtrot Acquisition Limited and the payment of certain sums to the Mezzanine
Lenders and other parties dated December 29, 2009.

 23.1 Consent of Independent Auditors.

 99.1 Unaudited interim condensed consolidated financial statements of SpinVox Limited as of September 30, 2009 and for the
nine months ended September 30, 2009 and 2008.

 99.2 Audited consolidated financial statements of SpinVox Limited as of, and for the years ended, December 31, 2008 and 2007.

 99.3 Unaudited Pro Forma Combined Consolidated Financial Statements.

 

*  Previously filed.
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SIGNATURE

     Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned hereunto duly authorized.
     
 NUANCE COMMUNICATIONS, INC.

  

 By:  /s/ Thomas L. Beaudoin   
  Thomas L. Beaudoin  
  Chief Financial Officer  
 

Date: February 8, 2010
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EXHIBIT INDEX
   
Exhibit No.  Description
2.1*

 

Agreement for the acquisition of the entire issued share capital of SpinVox Limited, the substitution of Foxtrot
Acquisition Limited as the issuer of a debt instrument issued by SpinVox Limited, and the release and cancellation of
such debt instrument in consideration of shares in Foxtrot Acquisition Limited dated December 29, 2009.

   
2.2*

 
Agreement for the acquisition of shares in Foxtrot Acquisition Limited and the payment of certain sums to the
Mezzanine Lenders and other parties dated December 29, 2009.

   
23.1  Consent of Independent Auditors.
   
99.1

 
Unaudited interim condensed consolidated financial statements of SpinVox Limited as of September 30, 2009 and for
the nine months ended September 30, 2009 and 2008.

   
99.2

 
Audited consolidated financial statements of SpinVox Limited as of, and for the years ended, December 31, 2008 and
2007.

   
99.3  Unaudited pro forma combined consolidated financial statements.

 

*  Previously filed.
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Exhibit 23.1

CONSENT OF INDEPENDENT AUDITORS

     We consent to the incorporation by reference in Registration Statement Nos. 333-147715, 333-142182, 333-100648, and
333-61862 on Form S-3, and Registration Statement Nos. 333-157579, 333-151088, 333-151087, 333-153911, 333-148684,
333-145971, 333-143465, 333-142183, 333-141819, 333-134687, 333-128396, 333-124856, 333-122718, 333-108767, 333-99729,
333-75406, 333-49656, 333-33464, 333-30518, 333-74343, 333-45425, and 333-04131 on Form S-8 of Nuance Communications, Inc.
of our report dated 30 December 2009 related to the consolidated financial statements of SpinVox Limited as of and for the years
ended 31 December 2008 and 2007, appearing in this current report on Form 8-K/A of Nuance Communications, Inc.

/s/ Deloitte LLP

London, United Kingdom

5 February 2010
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Exhibit 99.1

SpinVox Limited

Unaudited Interim Condensed Consolidated Financial Statements

For the 9 month periods ended 30 September 2009 and 2008
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SpinVox Limited

Unaudited Interim Financial Statements for the 9 month periods ended 30 September 2009 and 2008
     
Contents  Page 
Condensed consolidated statements of operations   1 
     
Condensed consolidated statements of comprehensive income   2 
     
Condensed consolidated statements of changes in equity   3 
     
Condensed consolidated balance sheets   4 
     
Condensed consolidated cash flow statements   5 
     
Notes to the condensed consolidated interim financial statements   6 
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SpinVox Limited

Unaudited condensed consolidated statements of operations
For the 9 month periods ended 30 September 2009 and 2008
             
      9 months ended   9 months ended  
      30 September   30 September  
      2009   2008  
  Note  £’000   £’000  
Continuing Operations             
Revenue   4   7,883   2,975 
Service provision costs       (23,853)   (19,166)
Research and development expenses       (7,131)   (7,814)
Sales and marketing expenses       (8,166)   (8,445)
Administrative expenses       (13,820)   (12,840)
           

Operating expenses       (52,970)   (48,265)
           

Operating loss       (45,087)   (45,290)
Investment income       127   750 
Finance costs   5   (11,487)   (2,015)
           

Loss before tax       (56,447)   (46,555)
             
Tax   6   (43)   1,301 
           

Loss for the period       (56,490)   (45,254)
      

 

  

 

 

The accompanying notes are part of the unaudited condensed consolidated interim financial statements.
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SpinVox Limited

Unaudited condensed consolidated statements of comprehensive income
For the 9 month periods ended 30 September 2009 and 2008
         
  9 months ended   9 months ended  
  30 September   30 September  
  2009   2008  
  £’000   £’000  
Loss for the period   (56,490)   (45,254)
Exchange differences on translation of foreign operations recognised directly in equity   (40)   (68)
       

Total comprehensive loss for the period attributable to equity holders of the parent   (56,530)   (45,322)
  

 

  

 

 

The accompanying notes are part of the unaudited condensed consolidated interim financial statements.
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SpinVox Limited

Unaudited condensed consolidated statements of changes in equity
9 month periods ended 30 September 2009 and 2008
                     
                  Deficit attributable  
                  to equity  
  Share   Share   Warrant   Accumulated   shareholders of the  
  Capital   Premium   Reserve   Deficit   parent  
  £000’s   £000’s   £000’s   £000’s   £000’s  
As at 31 December 2008   4,673   77,114   444   (106,729)   (24,498)
                

Loss for the period               (56,490)   (56,490)
Exchange differences on translation of

foreign operations recognised directly
in equity               (40)   (40)

Share-based payment expense               2,904   2,904 
                

As at 30 September 2009   4,673   77,114   444   (160,355)   (78,124)
  

 

  

 

  

 

  

 

  

 

 

                     
                  Deficit attributable  
                  to equity  
  Share   Share   Warrant   Accumulated   shareholders of the  
  Capital   Premium   Reserve   Deficit   parent  
  £000’s   £000’s   £000’s   £000’s   £000’s  
As at 31 December 2007   3,359   27,284   444   (45,640)   (14,553)
                

Loss for the period               (45,254)   (45,254)
Shares issued   1,314   49,830           51,144 
Exchange differences on translation of

foreign operations recognised directly in
equity               (68)   (68)

Share-based payment expense               1,209   1,209 
                

As at 30 September 2008   4,673   77,114   444   (89,753)   (7,522)
  

 

  

 

  

 

  

 

  

 

 

The accompanying notes are part of the unaudited condensed consolidated interim financial statements.
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SpinVox Limited

Unaudited condensed consolidated balance sheets
As of 30 September 2009 and 31 December 2008
             
      As of   As of  
      30 September   31 December  
      2009   2008  
  Note   £’000   £’000  
Non-current assets             
Intangible assets   7   22,594   2,678 
Property and equipment   8   1,474   2,352 
Other receivables       249   272 
           

       24,317   5,302 
Current assets             
Trade and other receivables   9   9,801   5,376 
Cash and cash equivalents   10   12,393   1,070 
           

       22,194   6,446 
           

Total assets       46,511   11,748 
      

 

  

 

 

Current liabilities             
Trade and other payables   11   (59,585)   (19,331)
Borrowings   12   (64,318)   (15,447)
Obligations under finance leases       (732)   (841)
           

       (124,635)   (35,619)
           

Non-current liabilities             
Borrowings   12   —   (77)
Obligations under finance leases       —   (550)
           

       —   (627)
           

Total liabilities       (124,635)   (36,246)
           

Net liabilities       (78,124)   (24,498)
           

Equity             
Share capital   13   4,673   4,673 
Share premium account       77,114   77,114 
Warrant reserve       444   444 
Accumulated deficit       (160,355)   (106,729)
           

Deficit attributable to equity shareholders of the parent       (78,124)   (24,498)
      

 

  

 

 

The accompanying notes are part of the unaudited condensed consolidated interim financial statements.
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SpinVox Limited

Unaudited condensed consolidated cash flow statements
For the 9 month periods ended 30 September 2009 and 2008
             
      9 months ended   9 months ended  
      30 September   30 September  
      2009   2008  
  Note   £’000   £’000  
Net cash absorbed by operating activities   14   (22,033)   (34,532)
           

Investing activities             
Purchases of property and equipment       (887)   (1,088)
Purchase of computer software       —   (269)
Development costs capitalised       (2,531)   (1,279)
Interest received       127   750 
           

Net cash used in investing activities       (3,291)   (1,886)
           

Financing activities             
Repayments of obligations under finance leases       (757)   (778)
Repayments of borrowings       (357)   (2,378)
Net proceeds from new loans       37,761   — 
Net proceeds on issue of shares       —   51,144 
           

Net cash from financing activities       36,647   47,988 
           

Net increase in cash and cash equivalents       11,323   11,570 
             
Cash and cash equivalents at beginning of period       1,070   1,683 
           

Cash and cash equivalents at end of period       12,393   13,253 
      

 

  

 

 

The accompanying notes are part of the unaudited condensed consolidated interim financial statements.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

1.  General information
 

  SpinVox Limited (“SpinVox” or the “Company”) is a company incorporated in England & Wales under the Companies Act 1985
and domiciled in the United Kingdom. The principal activities of the Company are the development of technology to enable
conversion of voice to text and the sale of this capability through the provision of services. SpinVox’s technology enables its
customers to send any message, without the limitations of keyboards, on increasingly small mobile devices. These unaudited
condensed consolidated financial statements were authorized by the Board of Directors on 30 December 2009.

 

  The Company was acquired by Foxtrot Acquisition Limited on 30 December 2009, a company incorporated in the Cayman
Islands. The controlling party of Foxtrot Acquisition Limited is Nuance Communications Inc (“Nuance”). The group accounts of
Nuance can be obtained from Nuance Communications Inc., 1 Wayside Road, Burlington MA 01803, USA.

 

2.  Accounting policies
 

  Basis of preparation
 

  The annual financial statements of SpinVox Limited have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as issued by the International Accounting Standards Board. The condensed set of consolidated financial
statements included herein have been prepared in accordance with International Accounting Standard (“IAS”) 34, Interim
Financial Reporting, as issued by the International Accounting Standards Board.

 

  The accounting policies applied are consistent with those adopted and disclosed in the Company’s financial statements for the
year ended 31 December 2008, with the exception of the adoption of IAS 1 Presentation of Financial Statements — Revised.

 

  The adoption of the revision to IAS 1 has resulted in the Consolidated Statement of Changes in Equity being presented as a
primary statement (previously disclosed as a note titled ‘Reconciliation of Changes in Equity’). In addition, the Company has
elected to continue to present a separate statement of operations and statement of comprehensive income.

 

  At the date of authorisation of these financial statements, the following standards and interpretations which have not been applied
in these financial statements were in issue but not yet effective:

 

  Amendment to IAS 32 Financial Instruments: Presentation
 

  Amendment to IAS 38 Intangible assets
 

  Amendment to IAS 39 Financial Instruments: Recognition and Measurement
 

  Amendment to IFRS 1 First time adoption of International Financial Reporting Standards
 

  Amendment to IFRS 2 Share based payment
 

  IFRS 3 (Revised) Business combinations
 

  IFRS 8 Operating Segments
 

  IFRIC 17 Distributions of non cash assets to customers
 

  IFRIC 18 Transfer of assets from customers
 

  The directors anticipate that the adoption of these standards and interpretations in future periods will not have a material impact on
the financial statements of the Company.

 

  The information for the year ended 31 December 2008 does not constitute statutory accounts as defined by Section 240 of the
Companies Act 1985. A copy of the statutory accounts for the year ended 31 December 2008 has been delivered to the Registrar
of Companies. The Auditors have reported on those accounts. Their audit report was qualified in respect of the disclosure of
amounts due to/from directors and the disclosure of directors’ and employees’ remuneration as required by the Companies Act and
contained statements under s237(2) and s237(3) of the Companies Act 1985.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

2.  Accounting policies (continued)
 

  Critical accounting judgements and key sources of estimation uncertainty
 

  Revenue recognition
 

  The Company’s revenue recognition policy is set forth in its financial statements for the year ended 31 December 2008.
 

  During the nine months ended 30 September 2009 the Company amended a customer contract such that the Company may
become liable to make a payment to the customer to provide a new service to the customer’s end users. The amount of the
payment, which had not become a liability at 30 September 2009, will depend upon the levels of profitability during a trial period
and the manner in which the SpinVox service is provided to the customer’s end users. Management has not unbundled this
additional service from the original contract because they believe that the overall commercial effect cannot be understood without
reference to the overall contract as a whole. Furthermore, because the ultimate net revenues that will be earned under this contract
are not reasonably assured revenues earned in 2009 to 30 September 2009 have been deferred. The amount deferred at 30
September 2009 is less than the Company’s current estimate of the probable liability to the customer.

 

  Calculation of share based payments charge
 

  The calculation of the share based payments charge requires the use of a statistical model to calculate the fair value of the share
options. The model used to value the options in both the current and the prior year is the Black-Scholes model. The fair value is
then recognized as an expense over the vesting period of the option.

 

  The Black-Scholes model requires a number of inputs. The values of these inputs are fixed at the date the option is granted, and
not subsequently adjusted. The input which has the greatest impact on the valuation of the share options is the estimated market
value of the shares in SpinVox Limited at the date of grant. As shares in SpinVox Limited are not publicly traded there is no
readily available information with which to determine the market value of the shares. Management therefore considered all
available information in estimating the fair value of the shares including the latest value at which SpinVox raised equity from
unrelated third party investors. Through March 2008 management believes equity raised from investors provides the best indicator
of value of the equity shares in SpinVox Limited at any point in time. It is management’s assessment that from the point at which
SpinVox last raised equity from an investor in March 2008 through the end of the year, the market value of the shares declined
significantly. This decline resulted from market and business specific events which occurred during that period. As a result, stock
options granted in December 2008 and since then have been determined to have an insignificant value.

 

  Capitalisation of customer acquisition costs
 

  During the nine months ended 30 September 2009 the Company recognised an intangible asset of £22,202,000 (€25 million) in
respect of the right to provide SpinVox’s services to a customer. This asset will be amortised over the expected term of the
customer contract in proportion to estimated gross revenues. The amortisation expense will be offset against gross revenues. Since
the contract is at an early stage of deployment management consider it reasonably possible that the net revenue under this contract
may be zero. Accordingly, the amortisation expense recorded in the nine months ended 30 September 2009 is equal to the gross
revenues earned.

 

  The intangible asset has been assessed for impairment which involves management judgement as to whether the carrying value of
assets can be supported by the net present value of future cashflows derived from this relationship using cashflow projections
which have been discounted at an appropriate rate. In calculating the net present value of future cashflows, certain assumptions are
required to be made in respect of uncertain matters, including management’s expectations of:

 •  Growth in future message volumes;
 

 •  Timing of deployments of services under the contract;
 

 •  Trends in future costs of service provision, and
7
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

2.  Accounting policies (continued)
 

  Capitalisation of customer acquisition costs (continued)

 •  The selection of discount rates to reflect the risks involved.

  The Company prepares and internally approves formal plans for its business and uses these as a basis for its impairment reviews.
 

  Changing the assumptions selected by management, in particular the growth rate assumptions used in the cashflow projections,
could affect the Company’s impairment evaluation and hence reported results.

 

  Capitalisation of development costs
 

  Management reviews all the research and development projects, and if the project meets the criteria for capitalisation the directly
attributable costs are capitalised from the date that the criteria are met.

 

  Impairments
 

  The Company has continued to incur operating losses and will continue to do so until revenues from new carriers or additional
message volumes increase or the cost of providing the Company’s services can be reduced. Management’s assessment of whether
fixed assets are impaired depends on the assumptions in the business plan being realised and the discount rate applied.

 

  Amounts payable to tax authorities
 

  The Company did not adequately capture all necessary information to administer PAYE properly and to identify expenses that
were personal to the CEO. These inadequacies led to a number of failures to deduct and account for PAYE and National Insurance
to HM Revenue and Customs, including taxation liabilities on benefits in kind for employees including the CEO, benefits and
expenditure that could fall to be treated as personal for the CEO and incorrect application of taxation to bonuses for the CEO. The
Company has made an estimate of the amount of additional payroll taxes due to relevant taxation authorities as a result of these
and other exposures and arrears of filings, together with the associated interest as a result of late payment and penalties for failure
to comply with the relevant requirements. Whilst management believe that appropriate provision has been made, the actual
amount settled could be greater or smaller than the amount provided in the financial statements. In particular, the level of penalties
may vary depending upon the tax authority’s view of the Company’s degree of co-operation and the perceived severity of the
deficiencies in the Company’s returns.

 

  Recognition of deferred tax assets
 

  Management makes a judgment about whether a deferred tax asset can be recognized in respect of tax losses to the extent that it is
more likely than not that they will be utilized.

 

  Litigation
 

  From time to time the Company is subject to actual or threatened litigation. Management makes a judgment about the probable
outcome and makes provision or disclosures of contingent liabilities as required.

 

3.  Going concern
 

  The directors have prepared the financial statements on a going concern basis as confirmation has been received from Nuance, as
the ultimate parent company as of 30 December 2009, that it will make available either directly, or by facilitating the provision of
additional finance through a subsidiary, all necessary financial support to ensure that SpinVox Limited and its subsidiaries can
continue in operational existence for the foreseeable future and meet their obligations as they fall due, and in any case for a period
not earlier than twelve months from the date of approval of these financial statements.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

4.  Revenue
 

  Revenue is stated net of associated customer costs as follows:
         
  9 months ended   9 months ended  
  30 September   30 September  
  2009   2008  
  £’000   £’000  
Revenue before deduction of customer costs   10,681   3,876 
Customer costs, including amortisation of customer acquisition costs   (2,798)   (901)
       

   7,883   2,975 
  

 

  

 

 

5.  Finance costs
         
  9 months ended   9 months ended  
  30 September   30 September  
  2009   2008  
  £’000   £’000  
Amortization of discount on notes   9,663   — 
Amortization of debt issuance costs   571   — 
Interest expense on PIK Loan Notes   1,827   1,859 
Interest on obligations under finance leases   124   156 
Gain on extinguishment   (698)   — 
       

   11,487   2,015 
  

 

  

 

 

  Finance costs in 2009 consist primarily of the amortization of the discount on the Secured Loan Notes and the Redeemable
Convertible Loan Notes (the “2009 Notes”) and interest on the PIK Loan Notes.

6.  Tax
         
  9 months ended   9 months ended  
  30 September   30 September  
  2009   2008  
  £’000   £’000  
Research and development tax rebate   —   1,551 
Overseas tax   (43)   (250)
       

   (43)   1,301 
  

 

  

 

 

  No research and development tax rebate has been recognised in the 9 months ended 30 September 2009 as the Company
no longer qualifies for such claims following the acquisition by Nuance.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

7.  Intangible assets
                     
          Patents   Customer     
  Computer   Development   and   acquisition     
  software   costs   trademarks   costs   Total  
  £000’s   £000’s   £000’s   £000’s   £000’s  
Cost                     
At 1 January 2008   686   3,740   887   —   5,313 
Additions   272   1,677   247   —   2,196 
                

At 1 January 2009   958   5,417   1,134   —   7,509 
                     
Additions   —   2,424   107   22,202   24,733 
                

At 30 September 2009   958   7,841   1,241   22,202   32,242 
                

Amortisation                     
At l January 2008   212   1,011   400   —   1,623 
Charge for the year   412   2,532   264   —   3,208 
                

At 1 January 2009   624   3,543   664   —   4,831 
                     
Charge for the period   236   1,808   85   2,688   4,817 
                

At 30 September 2009   860   5,351   749   2,688   9,648 
                

Carrying amount                     
At 30 September 2009   98   2,490   492   19,514   22,594 
  

 

  

 

  

 

  

 

  

 

 

                     
At 31 December 2008   334   1,874   470   —   2,678 
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

8.  Property and equipment
     
  Office fixtures  
  and  
  computer  
  equipment  
Cost  £’000  
At 1 January 2008   3,247 
Additions   2,925 
Foreign exchange translation   (2)
    

At 1 January 2009   6,170 
Additions   887 
     
    

At 30 September 2009   7,057 
    

Accumulated depreciation     
At 1 January 2008   1,220 
Charge for the year   2,602 
Foreign exchange translation   (4)
    

At 1 January 2009   3,818 
     
Charge for the period   1,765 
    

At 30 September 2009   5,583 
    

Carrying amount     
At 30 September 2009   1,474 
  

 

 

At 31 December 2008   2,352 
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

9.  Trade and other receivables
         
  As of   As of  
  30 September   31 December  
  2009   2008  
  £’000   £’000  
Receivable for the sale of goods and services   4,209   2,288 
Allowance for doubtful accounts   (302)   (271)
       

Trade receivables   3,907   2,017 
         
VAT recoverable   856   207 
Research and development credits recoverable   1,822   1,822 
Other debtors   110   38 
Prepayments   911   1,062 
Accrued income   2,195   230 
       

   9,801   5,376 
  

 

  

 

 

10.  Cash and cash equivalents

  Included in cash and cash equivalents as at 30 September 2009 is £9,535,000 raised in connection with the Secured Loan Note
fundraising. These funds are held in a joint account with the Trustee of the Secured Loan Notes. Although a joint signature must
be obtained before the funds can be withdrawn, the Company has legal title to this amount.

11.  Trade and other payables
         
  As of   As of  
  30 September   31 December  
  2009   2008  
  £’000   £’000  
Trade creditors   7,212   4,667 
Other taxation and social security   8,932   6,769 
Corporation tax   293   250 
Other creditors   897   — 
Payable for customer acquisition costs   22,856   — 
Accruals   11,214   6,565 
Deferred revenue   8,181   1,080 
       

   59,585   19,331 
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

12.  Borrowings
         
  As of   As of  
  30 September   31 December  
  2009   2008  
  £’000   £’000  
PIK Loan Notes   16,027   15,244 
Secured Loan Notes   33,500   — 
Redeemable Convertible Loan Notes   14,768   — 
Other loans   23   280 
       

   64,318   15,524 
       

Less: Amount due for settlement within 12 months (shown under current liabilities)   (64,318)   (15,447)
       

Amount due for settlement after 12 months   —   77 
  

 

  

 

 

All borrowings are denominated in pounds sterling.

Redeemable Convertible Loan Notes

Between 26 February 2009 and 30 March 2009, the Company issued 16,875,000 redeemable convertible loan notes due 31
March 2010 (“CLN”) with a nominal value of £1 each at a discounted price of £0.74074 each. Total gross consideration received in
cash was £11,500,000 and the extinguishment of PIK Loan Notes with a nominal value of £1,000,000. The PIK Loan Notes were
exchanged for 1,350,000 CLN. The CLN may be redeemed by the Company at any time prior to maturity. If redeemed within six
months of issuance, the repayment amount is 92.6% of the nominal value. If redeemed on or after the six month anniversary of the
issuance date, the repayment amount is the nominal value. The CLN holders may elect prepayment of the nominal value upon
events of default or the liquidation, dissolution or winding up of the Company. This prepayment feature was determined to be an
embedded derivative, however, no value was ascribed to this derivative upon issuance or as of 30 September 2009.

The CLN holders may convert the CLN into A Ordinary Shares (“A Shares”) at maturity, upon notice of a qualified financing or
upon a change in control. The conversion price is the lower of either: a 30% discount to the most recent bona fide and arm’s length
subscription price paid per A Share by any subscriber subsequent to the March 2008 issuance; £28.92 per share; or in the event of
an asset sale, share sale or initial public offering, a 30% discount to the price achieved upon such event. The conversion feature,
which is required to be accounted for as a separate equity instrument, was determined to have an insignificant value upon issuance.

As of 30 September 2009, had the conditions for conversion been met, a conversion would have resulted in the issuance of 583,500
A Shares. If the Company defaults on any amounts due under the CLN, the Company shall pay interest at 30 percent per annum,
accrued daily and compounded annually against the nominal amount.

In connection with the issuance of the CLN, the Company entered into a warrant agreement to issue up to 86,714 detachable,
contingently exercisable warrants for A Shares. The Warrants, which must be physically settled, expire 30 July 2010 and have a
strike price of £1. The warrants vest upon a change in control, event of default or on the maturity date. As of 30 September 2009,
46,714 of these warrants were issued and 40,000 could be issued to cure a default in the event the Company did not meet minimum
EBITDA targets in the third and fourth quarter of 2009. The warrants are classified as equity investments and they were valued
upon issuance using a Black-Scholes model and determined to have a de minimus value.

13

Source: SCANSOFT INC, 8-K/A, February 08, 2010 Powered by Morningstar® Document Research℠



 

SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

12.  Borrowings (continued)

Secured Loan Notes (mezzanine loan notes)

In July 2009, the Company issued 30,000,000 secured loan notes (“July SLN”) due 20 December 2009 with a nominal value of £1
each and a discounted price of £0.50 each. Total cash consideration received was £15,000,000. The Company is required to repay
the SLN prior to maturity upon an event of default or a change in control. The Company may redeem the SLN at anytime at the
aggregate nominal amount outstanding. This prepayment feature was determined to be an embedded derivative, however, no value
was ascribed to this derivative upon issuance or as of 30 September 2009. In the event of liquidation, the SLN ranks behind the PIK
Loan Notes but senior to the CLN and all other unsecured debt and equity. If the Company defaults on any amounts due under the
SLN, the Company shall pay interest at 20 percent per annum, accrued daily and compounded annually against the nominal
amount.

In connection with the July SLN fundraising, the Company issued 3,886,709 warrants for Ordinary Shares and 1,131,025 warrants
for A Shares to the investors in the SLN. The warrants, which may be either physically or net-share settled, were immediately
vested upon issuance, expire on 30 July 2014 and have a strike price of £1. Under net-share settlement, the holders receive an
aggregate total of 1,943,354 Ordinary Shares and 565,512 A Shares. The warrants, which were determined to be liability classified,
were valued using a Black-Scholes model and determined to have a de minimus value upon issuance and as of 30 September 2009.

On 30 July 2009, the Company entered into an agreement with the holders of the (i) CLN; (ii) Secured Loan Notes; (iii) PIK Loan
Notes; and, (iv) Tisbury Master Fund Limited (“Tisbury”) as Senior Security Trustee and as Mezzanine Security Trustee, (the
“Intercreditor Deed”). The Intercreditor Deed outlined the manner in which any claims against the Company would be regulated as
well the priorities, ranking and security of the note holders. This agreement replaced the loan note subordination deed dated 26
February 2009 between the Company, the PIK Loan Note holders and the CLN. The Intercreditor Deed includes a provision which
prevents the lenders from pursuing any enforcement actions including accelerating amounts due upon an event of default (the “
Standstill Agreement”). The Standstill Agreement was effective from 30 July 2009 through 10 November 2009. Upon an event of
default under the PIK Loan Notes, the PIK Loan Note holders may terminate the Standstill Agreement.

Prior to the completion of the July SLN fundraising, a subset of the CLN holders who did not participate in the SLN fundraising
(the “Option Lenders”) required certain amendments to the July SLN in order to consent to the issuance of the July SLN. These
amendments could not be finalized prior to the completion of the July SLN. In August 2009, the SLN Fundraising documents were
amended and the Option Lenders received 341,245 warrants for Ordinary Shares and 90,521 warrants for A Shares. In addition, the
Company agreed to pay the Option Lenders £1,316,972 upon redemption of the SLN as if they were SLN holders. This amount has
been recorded as a liability as of 30 September 2009. The warrants, which may be either physically or net-share settled, were
immediately vested upon issuance, expire 30 July 2014 and have a strike price of £1. Under net-share settlement, the holders shall
receive an aggregate total of 170,622 Ordinary Shares and 45,260 A Shares. The warrants, which were determined to be liability
classified, were valued using a Black-Scholes model and determined to have a de minimus value upon issuance and as of 30
September 2009.

In September 2009, the Company issued an additional 25,000,000 SLN (“September SLN”) due 20 December 2009 with a nominal
value of £1 each and a discounted price of £0.50. Total cash consideration received was £12,500,000. The September SLN was
issued with the same terms as the July SLN.

In connection with the September SLN, the Company issued 3,238,929 warrants over Ordinary Shares and 859,187 warrants over A
Shares to the investors in the SLN. The warrants, which may be either physically or net-share settled, were immediately vested
upon issuance, expire 30 July 2014 and have a strike price of £1. Under net-share settlement, the holders shall receive an aggregate
total of 1,619,464 Ordinary Shares and 429,593 A Shares. The warrants, which were determined to be liability classified, were
valued using a Black- Scholes model and determined to have a de minimus value upon issuance and as of 30 September 2009.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

13.  Share capital
         
  As of   As of  
  30 September   31 December  
  2009   2008  
  £’000   £’000  
Authorised         
7,784,712 Ordinary shares of £1 nominal value   7,785   7,785 
2,199,904 A Ordinary shares of £1 nominal value   2,200   2,200 
15,384 Deferred shares   15   15 
       

   10,000   10,000 
  

 

  

 

 

         
Called up, allotted and fully paid         
3,302,000 Ordinary shares of £1 nominal value   3,302   3,302 
1,356,000 A Ordinary shares of £1 nominal value   1,356   1,356 
15,384 Deferred shares   15   15 
       

   4,673   4,673 
  

 

  

 

 

14.  Notes to the cash flow statements
         
  9 months   9 months  
  ended   ended  
  30 September   30 September  
  2009   2008  
  £’000   £’000  
Loss before tax   (56,447)   (46,555)
         
Adjustments for:         

Investment income   (127)   (750)
Finance costs   11,487   2,015 
Depreciation of property, plant and equipment   1,765   1,953 
Amortisation of intangible assets   4,817   2,526 
Share-based payment expense   2,904   1,209 

       

Operating cash flows before movements in working capital   (35,601)   (39,602)
         

Increase in receivables   (4,402)   (1,128)
Increase in payables   17,970   6,198 

       

Cash absorbed by operating activities   (22,033)   (34,532)
  

 

  

 

 

15.  Share based payments

During the 9 months ended 30 September 2009, the Company granted 104,000 stock options to employees of the Company. The
2009 stock option grants were valued using a Black-Scholes option valuation model and determined to have an insignificant value.
As such, share based compensation expense of £2,904,000, recognized during the nine months ended 30 September 2009, relates
entirely to options granted prior to 2009.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

16.  Contingent liabilities

As a business operating in the technology sector, the Company is exposed to patent or other claims in the normal course of business
and makes provision for the estimated costs to defend such claims.

17.  Related party transactions

Allegations against the Company

In June 2009 a number of shareholders, advisers and suppliers to SpinVox received details of a number of serious allegations
against the Company, and certain directors, regarding inter alia its remuneration practice, financial control, business performance,
financial stability and accounting practices. The Board engaged the Company’s lawyers Jones Day and auditors Deloitte LLP to
perform an investigation into the allegations. The Board has considered the results of the investigation and has taken a number of
actions to address the matters raised, including:

 •  The formation of Audit and Remuneration committees whose membership comprises the non-executive directors;
 

 •  The recruitment of a new Chief Financial Officer replacing the incumbent;
 

 •  The settlement of certain outstanding remuneration and other financial matters with the CEO (Ms. Domecq); and
 

 •  A finance department reorganization and the implementation of new policies and procedures

During 2009, a settlement was reached with Ms Domecq settling certain remuneration and other financial matters under which Ms
Domecq agreed to reimburse the Company £125,000 and revise certain of her employment terms.

Ojala Limited

In 2008, the Company paid a fee of £96,032 to Ojala Limited (a company owned by a trust of which Ms. Domecq is a discretionary
beneficiary) in respect of its purchase and sale of shares in the Company. These and other matters (including profits on share
transactions and matters pertaining to Ms. Domecq’s remuneration) were addressed in the settlement with Ms. Domecq that was
concluded in 2009. During the year Ojala Limited signed a rental agreement with SpinVox Limited, in relation to a property used
by Ms. Domecq and an amount of £38,400 was paid by the Company in April 2009 for the 6 month period from February 2009 to
July 2009.

Celtic Communications

During the period ended 30 September 2008, Celtic Communications Limited (“Celtic”), a related party, where Ms. Domecq and
Daniel Doulton were former directors, was contracted to supply translation services to SpinVox Limited. Services provided during
the year amounted to £74,000. The outstanding balance owed by SpinVox to Celtic at period end was £Nil (2008: £Nil).

Goldman Sachs

Goldman Sachs was an observer and a related party with fees of £2m in 2008 for the A Ordinary Shares round and resigned their
mandate in 2009. Goldman Sachs is a related party, via its fund ELQ Investors Limited, which during 2009 holds 362,983 Ordinary
Shares and 149,025 Ordinary Shares.

John Botts

John Botts is a director of Tisbury, which is an investor in the PIK Loan Notes and other securities issued by SpinVox. In addition,
Mr. Botts has a pension fund that has an interest in the Tisbury Fund and the General Partner of the management company of the
Tisbury fund is related to Mr. Botts. However, he has no involvement with the management company where all the investment and
transaction decisions relating to the fund are made. This fund invested in all £16,000,000 PIK Loan Notes (as set out in note 12 of
the accounts) and invested £Nil (2008: £3,105,000) in equity during the period.
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SpinVox Limited

Notes to the unaudited condensed consolidated interim financial statements
For the 9 month periods ended 30 September 2009 and 2008

17.  Related party transactions (continued)

John Botts is also a senior advisor to Allen & Co LLC (“Allen”) who is an investor and was an advisor to SpinVox. Allen charged
SpinVox Limited advisory fees of £Nil (2008: £41,000). Allen resigned the mandate in August 2009 and waived the £41,000 owed
in respect of remaining sums due under its retainer and reimbursable expenses, together with any rights it held under Warrants to
purchase 15,000 ordinary shares. A balance of £Nil (2008: £Nil) was owed by SpinVox to Allen at the period end.

Directors interest in convertible loan notes and secured loan notes

During the period, John Small and Jeff Kushner, each of the foregoing directors, were interested in the CLN (issued in
February 2009). In addition John Botts, John Small and Jeff Kushner were interested in the SLN (issued in July 2009 as amended)
and the extension to the SLN (September 2009).

18.  Events after the balance sheet date

Financing

Subsequent to 30 September 2009, pursuant to the Intercreditor deed, the Company failed to comply with certain covenants in its
loan agreements. Management determined that this failure constituted an Event of Default, as defined under the notes. As of the
date of this report, management had not been notified by any of the note holders of their intention to accelerate repayment under the
outstanding notes.

In October 2009, 3,901,192 and 1,084,869 warrants over the Ordinary and A ordinary shares were exercised respectively by the
holders in a cashless exercise.

On 3 December 2009, the Company amended the PIK Loan Notes to increase the borrowings available under the notes by
£13,000,000.

Sale of the Company

On 30 December 2009, Nuance completed, through a newly formed subsidiary company Foxtrot Acquisition Limited (the
Purchaser), the acquisition of the entire issued (and to be issued) share capital of SpinVox for nominal consideration.

Immediately prior to that acquisition, SpinVox’s convertible loan notes were converted into A shares (in accordance with their
terms), and acquired as part of that transaction. At the same time, the Purchaser was substituted, in place of SpinVox, as the issuer
of SpinVox’s mezzanine loan notes. These mezzanine loan notes were cancelled, in accordance with their terms, in exchange for
the issue of B ordinary shares in the Purchaser which were subsequently acquired for consideration of cash and ordinary stock in
Nuance.

As part of the agreed sale to Nuance, SpinVox’s senior PIK notes will be redeemed in full in cash (at par plus accrued interest) in
accordance with their terms.
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Independent auditors’ report to the members of SpinVox Limited

We have audited the accompanying consolidated balance sheets of SpinVox Limited (the “Company”) as of 31 December 2008 and
2007, and the related consolidated statements of operations, consolidated statements of recognised income and expense, consolidated
statements of changes in equity and consolidated cash flow statements for the years then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 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 consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of the Company as of 31
December 2008 and 2007, and the results of its operations and its cash flows for the years then ended in conformity with International
Financial Reporting Standards as issued by the International Accounting Standards Board.

As discussed in Note 2 to the financial statements, the Company changed its revenue recognition policy in 2008.

/s/ DELOITTE LLP
London, United Kingdom
30 December 2009
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SpinVox Limited

Consolidated statements of operations
Years ended 31 December 2008 and 31 December 2007
             
          2007  
          Restated  
      2008   (see note 2)  
  Note   £’000   £’000  
Continuing operations             
Revenue   5,6   3,692   1,038 
Service provision costs       (27,436)   (11,489)
Research and development       (10,368)   (7,324)
Sales and marketing       (12,625)   (11,244)
Administrative expenses       (16,524)   (8,140)
             
           

Operating expenses       (66,953)   (38,197)
           

Operating loss   7   (63,261)   (37,159)
Investment income   9   751   97 
Finance costs   10   (2,645)   (790)
           

Loss before tax       (65,155)   (37,852)
             
Tax   11   1,541   518 
           

Loss for the year       (63,614)   (37,334)
      

 

  

 

 

The accompanying notes are part of the consolidated financial statements.
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SpinVox Limited

Consolidated statements of recognised income and expense
Years ended 31 December 2008 and 31 December 2007
             
          2007  
          Restated  
      2008   (see note 2)  
  Note  £’000   £’000  
Exchange differences on translation of foreign operations recognised directly in

equity       (69)   9 
Loss for the year       (63,614)   (37,334)
           

Total recognised income and expense for the year attributable to equity
holders of the parent   20   (63,683)   (37,325)

      

 

  

 

 

The accompanying notes are part of the consolidated financial statements.
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SpinVox Limited

Consolidated statements of changes in equity
For the 12 month periods ended 31 December 2008 and 2007
                     
                  Deficit  
                  attributable  
                  to equity  
                  shareholders  
              Accumulated   of the  
              Deficit   parent  
  Share   Share   Warrant   Restated   Restated  
  Capital   Premium   Reserve   (see note 2)   (see note 2)  
  £000’s   £000’s   £000’s   £000’s   £000’s  
                     
As at 31 December 2007   3,359   27,284   444   (45,640)   (14,553)
                

Loss for the period               (63,614)   (63,614)
Shares issued   1,314   49,830           51,144 
Exchange differences on translation of

foreign operations recognised directly in
equity               (69)   (69)

Share-based payment expense               2,594   2,594 
                

As at 31 December 2008   4,673   77,114   444   (106,729)   (24,498)
  

 

  

 

  

 

  

 

  

 

 

                     
                  Deficit  
                  attributable  
                  to equity  
                  shareholders  
              Accumulated   of the  
              Deficit   parent  
  Share   Share   Warrant   Restated   Restated  
  Capital   Premium   Reserve   (see note 2)   (see note 2)  
  £000’s   £000’s   £000’s   £000’s   £000’s  
 
As of 31 December 2006   2,852   16,785   28   (14,945)   4,720 
                

Loss for the period               (36,315)   (36,315)
Shares issued   507   10,499           11,006 
Warrants Issued           422       422 
Transfers           (6)   6   — 
Exchange differences on translation of

foreign operations recognised directly in
equity               9   9 

Share-based payment expense               6,624   6,624 
                

As of 31 December 2007 as previously
reported   3,359   27,284   444   (44,621)   (13,534)

Restatement for revenue recognition (see
note 2)   —   —   —   (1,019)   (1,019)

                

As of 31 December 2007 as restated   3,359   27,284   444   (45,640)   (14,553)
  

 

  

 

  

 

  

 

  

 

 

The accompanying notes are part of the consolidated financial statements
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SpinVox Limited

Consolidated balance sheets
As of 31 December 2008 and 31 December 2007
             
          2007  
          Restated  
      2008   (see note 2)  
  Note  £’000   £’000  
Non-current assets             
Intangible assets   12   2,678   3,690 
Property, plant and equipment   13   2,352   2,027 
Other receivables       272   150 
           

       5,302   5,867 
Current assets             
Trade and other receivables   15   5,376   2,583 
Cash and cash equivalents   15   1,070   1,683 
           

       6,446   4,266 
           

Total assets       11,748   10,133 
      

 

  

 

 

Current liabilities             
Trade and other payables   18   (19,331)   (8,159)
Borrowings   16   (15,447)   (53)
Obligations under finance leases   17   (841)   (557)
           

       (35,619)   (8,769)
           

Non-current liabilities             
Borrowings   16   (77)   (15,260)
Obligations under finance leases   17   (550)   (657)
           

       (627)   (15,917)
           

Total liabilities       (36,246)   (24,686)
      

 

  

 

 

Net liabilities       (24,498)   (14,553)
      

 

  

 

 

Equity             
Share capital   19   4,673   3,359 
Share premium account       77,114   27,284 
Warrant reserve   20   444   444 
Accumulated deficit   20   (106,729)   (45,640)
           

Deficit attributable to equity shareholders of the parent   20   (24,498)   (14,553)
      

 

  

 

 

During the year the equity reserve was combined with the accumulated deficit (see note 20).

The accompanying notes are part of the consolidated financial statements
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SpinVox Limited

Consolidated cash flow statements
Years ended 31 December 2008 and 31 December 2007
             
      2008   2007  
  Note   £’000   £’000  
Net cash absorbed by operating activities   21   (45,128)   (24,296)
           

             
Investing activities             
Purchases of property, plant and equipment       (1,910)   (929)
Purchase of computer software       (272)   (431)
Development costs capitalised       (1,924)   (2,452)
Interest received       751   97 
           

Net cash used in investing activities       (3,355)   (3,715)
           

Financing activities             
Repayments under finance leases       (1,050)   (667)
Repayments of borrowings       (2,477)   (40)
Net proceeds from new loans       253   14,664 
Net proceeds on issue of shares       51,144   11,006 
Proceeds on issue of warrants       —   422 
           

Net cash from financing activities       47,870   25,385 
           

Net decrease in cash and cash equivalents       (613)   (2,626)
             
Cash and cash equivalents at beginning of year       1,683   4,309 
 
           

Cash and cash equivalents at end of year       1,070   1,683 
      

 

  

 

 

The accompanying notes are part of the consolidated financial statements.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

1.  General information
 

  SpinVox Limited (“SpinVox” or the “Company”) is incorporated in England & Wales under the Companies Act 1985 and
domiciled in the United Kingdom. The Company is a wholly owned subsidiary of Foxtrot Acquisition Limited, a company
incorporated in the Cayman Islands. The nature of the Company’s operations and its principal activities are the development of
technology to enable conversion of voice to text and the sale of this capability through the provision of services.

 

  These financial statements are presented in pounds sterling because that is the functional currency of the Company. Foreign
operations are included in accordance with the policies set out in note 2.

 

  At the date of authorisation of these financial statements, the following standards and interpretations which have not been applied
in these financial statements were in issue but not yet effective:

 

  IAS 23 (Revised) Borrowing costs

IAS 27 (Revised) Consolidated and separate financial statements

Amendment to IAS 32 Financial Instruments: Presentation

Amendment to IAS 38 — Intangible assets

Amendment to IAS 39 Financial Instruments: Recognition and Measurement

Amendment to IFRS 1 First time adoption of International Financial Reporting Standards

Amendment to IFRS 2 Share based payment

Amendment to IAS 27 (Revised) Consolidated and separate financial statements costs

IFRS 3 (Revised) Business combinations

IFRS 8 Operating Segments

IFRIC 13 Customer loyalty programmes

IFRIC 15 Arrangements for the construction of real estate

IFRIC 16 Hedges of a net investment in a foreign operation

IFRIC 17 Distributions of non cash assets to customers

IFRIC 18 Transfer of assets from customers
 

  The directors anticipate that the adoption of these standards and interpretations in future periods will not have a material impact on
the financial statements of the Company.

 

  These financial statements do not constitute the Company’s statutory accounts for the year ended 31 December 2008 as defined by
Section 240 of the Companies Act 1985. A copy of the statutory accounts has been delivered to the Registrar of Companies. The
Auditors have reported on those accounts. Their audit report was qualified in respect of the disclosure of amounts due to/from
directors and the disclosure of directors’ and employees’ remuneration as required by the Companies Act and contained
statements under s237(2) and s237(3) of the Companies Act 1985.

 

  These financial statements were approved by the Board of Directors on 30 December 2009 and were authorised for issue.

2.  Accounting policies
 

  Basis of preparation
 

  The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs) as issued by
the International Accounting Standards Board (IASB).

 

  The financial statements have been prepared on the going concern basis as described in note 4 and on the historic cost basis except
for the treatment of certain financial instruments and share based payments expense, as required by International Financial
Reporting Standards. The principal accounting policies are set out below.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

2.  Accounting policies (continued)
 

  Basis of consolidation
 

  The consolidated financial statements include the results, cash flows and assets and liabilities of the Company and the enterprises
under its control (its subsidiaries). Control is defined as the ability to govern the financial and operating policies of an investee
enterprise so as to obtain benefit from its activities. All intra-Company transactions, balances, income and expenses are eliminated
on consolidation.

 

  Change in presentation of statement of operations
 

  In preparing these financial statements for the year ended 31 December 2008 the directors concluded that a more useful
presentation for the statement of operations would be to present a further analysis of categories of expenditure by function, and
accordingly the prior period has been reclassified to conform to the 2008 presentation. Service provision costs are the equivalent
of the Company’s cost of sales and mainly include such costs as direct labour and information technology related costs of service
provisioning.

 

  Change in accounting policy — revenue from integration services
 

  In prior years integration revenues were recognised as the service was delivered based upon management’s estimate of the fair
value of services delivered. The Company has changed its policy so that amounts attributed to integration services are recognised
as revenue over the expected term of the customer relationship.

 

  Having performed a review of accounting policies of comparable businesses in the industry, the directors believe that the new
policy is better suited to the Company’s business activities and results in financial statements that provide more reliable and
relevant information to the shareholders and other users of the financial statements.

 

  The change in policy had no impact on the accumulated deficit as at 1 January 2007. The impact of this change on revenue and the
loss for the current period and the comparative period is set out below:

         
  2008   2007  
  £’000   £’000  
Prior accounting policy:         

Revenue   3,480   2,057 
Loss for the year   (63,826)   (36,315)

New accounting policy:         
Revenue   3,692   1,038 
Loss for the year   (63,614)   (37,334)

 Presentation of statement of changes in equity
 

  IAS1 (Revised) Presentation of financial statements has been adopted in these financial statements. Accordingly, a statement of
changes in equity has been presented as a primary statement.

 

 Revenue recognition
 

  Revenue is recognised when the amount of revenue can be measured reliably, it is probable that the economic benefits associated
with the transaction will flow to the entity and the costs incurred can be measured reliably. Revenue is measured at the fair value
of the consideration received or receivable and represents amounts earned for services provided in the normal course of business,
net of trade discounts, sales incentives, VAT and other sales related taxes.

 

  The Company mainly enters into contracts with customers to provide voice to screen conversion services. Contracts typically have
a term of one to three years, although some contracts include provision for automatic renewal at the same pricing or are
cancellable part way through the initial term.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

2.  Accounting policies (continued)
 

  Revenue recognition (continued)
 

  The Company earns revenues from integration services, including the initial integration of SpinVox’s system with the customer’s
network infrastructure and the provision of capacity on SpinVox’s system, and through conversion services. Revenues for
integration services are not unbundled, but are recognised over the expected term of the relationship and revenues for conversion
services are recognised as the services are performed.

 

  The Company makes cash payments to certain of its customers in connection with the use of the Company’s services. Amounts
are generally payable upon the achievement of volume or profitability targets or to cover some or all of the marketing costs
incurred by the customer in promoting the SpinVox service. All such amounts are offset against revenue. Amounts payable in
respect of marketing costs are expensed as incurred. Amounts payable to provide services to the customer are recognised as an
intangible asset. This intangible asset is amortised over the expected term of the contract in proportion to estimated gross revenue
and offset against revenue.

 

  These estimates are updated each reporting period to reflect the latest information available to management. Any changes in
estimate are accounted for in the period in which the estimate is changed.

 

  All service provision costs are expensed as incurred.
 

  Leases
 

  Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of ownership
to the lessee. All other leases are classified as operating leases.

 

  Operating lease rentals are charged to the income statement on a straight-line basis over the term of the lease.
 

  Assets held under finance leases are recognised as assets at the lower of their fair value and the present value of the minimum
lease payments, each determined at the inception of the lease. The corresponding liability to the lessor is included in the balance
sheet as a finance lease obligation. Lease payments are apportioned between finance charges and reduction of the lease obligation
so as to achieve a constant rate of interest on the remaining balance of the liability. Finance charges are charged directly to the
statement of operations.

 

  Foreign currencies and treasury
 

  In preparing the financial statements of the individual companies that comprise the Company, transactions in currencies other than
the entity’s functional currency are recorded at the rates of exchange prevailing on the date of the transactions. At each balance
sheet date, monetary assets and liabilities that are denominated in foreign currencies are retranslated at the rates prevailing on the
balance sheet date. Non-monetary items that are measured in terms of historical cost in a foreign currency are not retranslated.
Exchange differences are recognised in the statement of operations.

 

  On consolidation, income statements of foreign operations are translated into sterling at monthly average rates which approximate
to the actual rate for the relevant accounting periods. Assets and liabilities are translated at exchange rates ruling at the balance
sheet date. Exchange differences are taken to reserves.

 

  An intra-Company monetary item for which settlement is neither planned nor likely to occur in the foreseeable future is, in
substance, a part of the Company’s net investment in the foreign operation. Exchange differences arising on these types of
monetary items that forms part of the Company’s net investment in a foreign operation and is recognised in equity.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

2.  Accounting policies (continued)
 

  Taxation
 

  The tax charge represents the sum of the current tax payable and deferred tax.
 

  The current tax position is based on the taxable profit or loss for the year. The Company’s assessment for current tax is calculated
using tax rates that have been enacted or substantively enacted by the balance sheet date.

 

  Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets and liabilities
in the financial statements and the corresponding tax bases used in the computation of taxable profit, and is accounted for using
the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it is probable that taxable profits will be available against which deductible
temporary differences can be utilised. Such assets and liabilities are not recognised if the temporary difference arises from the
initial recognition of goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities
in a transaction that affects neither the tax profit nor the accounting profit.

 

  Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiary undertakings except
where the Company is able to control the reversal of the temporary difference and it is probable that the temporary difference will
not reverse in the foreseeable future.

 

  The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

 

  Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset is
realised. Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited directly to
equity, in which case the deferred tax is also dealt with in equity.

 

  Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current tax
liabilities and when they relate to income taxes levied by the same taxation authority and the Company intends to settle its current
tax assets and liabilities on a net basis.

 

  Research and development tax credits are recognised in the year in which the related costs are incurred to the extent the directors
believe these costs will qualify for a tax credit under current legislation.

 

  Property, plant and equipment
 

  Property, plant and equipment is shown at historical cost, net of accumulated depreciation and any provision for impairment.
Depreciation is provided at rates calculated to write off the cost, less estimated residual value, of each asset on a straight-line basis
over its expected useful life as follows:

 

  Office fixtures and computer equipment and motor vehicles — between 2 and 3 years
 

  Assets held under finance leases are depreciated over their expected useful lives on the same basis as equivalent owned assets or,
where shorter, over the term of the relevant lease.

 

  Intangible assets
 

  Intangible assets, which include patents, licences, capitalised software expenditure and capitalised development costs are stated at
cost less accumulated amortisation and impairment losses. Amortisation is provided over the useful life of the asset as follows:

 

  Patents and trademarks — 10 years, straight line
 

  Software — 2 to 3 years, straight line
 

  Payments for right to provide services — over expected contract term based on a prudent estimate of gross revenues.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

2.  Accounting policies (continued)
 

  Research and development
 

  Expenditure on research activities is charged as an expense in the period in which it is incurred. Development costs which are
expected to generate probable future economic benefits are capitalised in accordance with IAS 38 “Intangible Assets” if the
following recognition criteria are met:

 •  the technical feasibility of completing the asset so that it will be available for use has been achieved,
 

 •  the Company has the intention to complete the asset and use it,
 

 •  it is probable that the asset will generate future economic benefits,
 

 •  the Company has the ability to use or sell the intangible asset,
 

 •  adequate technical, financial and other resources are available to the Company to complete the developments and to use the
asset; and

 

 •  the development cost of the asset can be measured reliably.

  Any capitalised development costs are amortised on a straight-line basis over their useful economic lives which are on average
estimated to be around two years. All other development expenditure is charged to the statement of operations in the period in
which it is incurred.

 

  The majority of capitalised development costs relate to the development of the core Voice Message Conversion System.
 

  Impairment of tangible and intangible assets
 

  At each balance sheet date and whenever there is an indication that an asset may be impaired, the Company reviews the carrying
amount of its tangible and intangible assets to determine whether there is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of
the impairment loss. The recoverable amount is the higher of fair value less costs to sell and value in use. Value in use is
calculated by discounting the expected future cash flows using a discount rate commensurate with the risk associated with the
asset assessed for impairment.

 

  Financial instruments
 

  Financial assets and financial liabilities are recognised in the Company’s balance sheet when the Company becomes a party to the
contractual provisions of the instrument.

 

  Trade receivables
 

  Trade receivables are measured at fair value with appropriate allowances for estimated irrecoverable amounts recognised in the
income statement.

 

  Cash and cash equivalents
 

  Cash and cash equivalents comprise cash in hand and demand deposits, and other short-term highly liquid investments that are
readily convertible to a known amount of cash and are subject to an insignificant risk of change in value.

 

  Borrowings
 

  Interest-bearing loans and overdrafts are recorded at the proceeds received, net of direct issue costs. Where there are
contemporaneous transactions entered into by the Company with the same party, the component parts are classified separately as
financial liabilities and equity in accordance with the contractual arrangement. At the date of issuance, the fair value of the
liability component is estimated using the relevant market interest rate. The amount is recorded as a liability using the effective
interest method until its maturity date. The equity component is determined by deducting the amount of the liability component
from the fair value of the transaction as a whole. The remaining proceeds are further allocated between any separable elements of
equity based on the fair value of each instrument.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

2.  Accounting policies (continued)
 

  Financial instruments (continued)
 

  Finance charges, including premiums payable on settlement or redemption and direct issue costs, are accounted for on an accruals
basis in the income statement using the effective interest method and are added to the carrying amount of the instrument to the
extent that they are not settled in the period in which they arise. The Company does not capitalise any interest with respect to bank
borrowings.

 

  Trade payables
 

  Trade payables are initially measured at fair value.
 

  Equity instruments and financial liabilities
 

  These are classified according to the substance of the contractual arrangement entered into. Equity instruments and financial
liabilities issued by the Company are recorded at fair value, net of direct issue costs.

 

  Derivative financial instruments and hedge accounting
 

  The Company does not enter into derivative financial instruments outside of those instruments considered to be derivatives
included in its normal financing arrangements, nor does the Company enter into derivative instruments for speculative trading
purposes. The Company has not entered into any derivative instruments to which it applies hedge accounting.

 

  Share-based payments
 

  The Company operates a number of equity-settled share-based payment schemes under which share options are issued to certain
employees. The fair value determined at the grant date of the option is expensed on a straight-line basis over the vesting period.

 

  For schemes that include non-market based conditions or no conditions, a “true-up” model is applied to the expense at each
reporting date based on the expected number of shares that will eventually vest. Fair value is measured by use of a Black-Scholes
model which takes into account exercise price, fair market value of share price at date of grant, expected life, expected volatility of
the share price, risk free interest rate and the expected dividend yield.

 

  Provisions and contingent liabilities
 

  Provisions are recognized when the Company has a present obligation, legal or constructive, as a result of a past event, and it is
probable that the Company will be required to settle that obligation. Provisions are measured at the management’s best estimate of
the expenditure required to settle that obligation at the balance sheet date, and are discounted to present value where the effect is
material.

 

  A contingent liability is disclosed where it is probable or possible that a present obligation may exist but that the outflow cannot
be reliably estimated.

 

3.  Critical accounting judgements and key sources of estimation uncertainty
 

  Revenue recognition
 

  Management makes judgements about the expected term of a customer contract when allocating integration revenues. This
judgement takes account of the initial term of the contract and the possibility of renewal. In certain instances the contract may be
cancelled by either party part way through the initial term. Unless an early termination is probable it is not taken into account in
allocating integration revenues. In addition, management makes estimates about the gross revenue that will be earned over the
term of the contract in order that any payments to obtain access to provide services are allocated in proportion to gross revenues
over the expected term of the contract.

 

  In the early stages of a contract where the ultimate net revenues from estimated future message volumes that will be earned under
a contract are such that management do not yet consider it reasonably assured that the net revenue under the contract (i.e. taking
account of customer incentives) will be greater than nil, the Company defers all net revenue until such time that a different
allocation can be made. Where an intangible asset has been recorded in respect of obtaining access to provide services the asset is
amortised against revenue such that net revenues recognized are nil.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

3.  Critical accounting judgements and key sources of estimation uncertainty (continued)
 

  Calculation of share based payments charge
 

  The calculation of the share based payments charge requires the use of a statistical model to calculate the fair value of the share
options. The model used to value the options in both the current and the prior year is the Black-Scholes model. The fair value is
then spread over the vesting period of the option, in accordance with the accounting policy set out in note 2.

 

  The Black-Scholes model requires a number of inputs, as set out in note 23. The values of these inputs are fixed at the date the
option is granted, and not subsequently adjusted. The input which has the greatest impact on the valuation of the share options is
the estimated market value of the shares in SpinVox Limited at the date of grant. As shares in SpinVox Limited are not publicly
traded there is no readily available information surrounding the market value of the shares at any given point in time. Management
have therefore considered all available information in estimating the fair value of the shares including the latest value at which
SpinVox raised equity from unrelated third party investors. Through March 2008 management believes equity raised from
investors provides the best indicator of value of the equity shares in SpinVox Limited at any point in time. It is management’s
assessment that from the point at which SpinVox last raised equity from an investor in March 2008 through the end of the year,
the market value of the shares declined significantly. This decline resulted from market and business specific events which
occurred during that period. As a result, stock options granted in December 2008 and since then have been determined to have an
insignificant value.

 

  Capitalisation of development costs
 

  Management reviews all the research and development projects, and if the project meets the criteria for capitalisation the directly
attributable costs are capitalised from the date that the criteria are met.

 

  Impairments
 

  The Company has continued to incur operating losses and will continue to do so until revenues from new carriers or additional
message volumes increase or the cost of providing the Company’s services can be reduced. The Board’s assessment of whether
fixed assets are impaired depends on the assumptions in the business plan being realised and the discount rate applied, more
details of which are set out in notes 12 and 13.

 

  Amounts payable to tax authorities
 

  The Company did not adequately capture all necessary information to administer PAYE properly and to identify expenses that
were personal to the CEO. These inadequacies led to a number of failures to deduct and account for PAYE and National Insurance
to HM Revenue & Customs, including taxation liabilities on benefits in kind for employees including the CEO, benefits and
expenditure that could fall to be treated as personal for the CEO and incorrect application of taxation to bonuses for the CEO. The
Company has made an estimate of the amount of additional payroll taxes due to relevant taxation authorities as a result of these
and other exposures and arrears of filings together with the associated interest as a result of late payment and penalties for failure
to comply with the relevant requirements. Whilst management believe that appropriate provision has been made, the actual
amount settled could be greater or smaller than the amount provided in the financial statements. In particular, the level of penalties
may vary depending upon the tax authority’s view of the Company’s degree of co-operation and the perceived severity of the
deficiencies in the Company’s returns.

 

  Recognition of deferred tax assets
 

  Management makes a judgement about whether a deferred tax asset can be recognized in respect of tax losses based on whether it
is more likely than not that they will be utilized.

 

  Litigation
 

  From time to time the Company is subject to actual or threatened litigation. Management make judgements about the probable
outcome and makes provision or disclosures of contingent liabilities as required.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

4.  Going concern
 

  SpinVox was acquired by Foxtrot Acquisition Limited which, as disclosed in note 29, is ultimately controlled by Nuance on 30
December 2009. Management has prepared the financial statements on a going concern basis as confirmation has been received
from Nuance, as the ultimate parent company, that it will make available either directly, or by facilitating the provision of
additional finance through a subsidiary, all necessary financial support to ensure that the Company and its subsidiaries can
continue in operational existence for the foreseeable future and meet their obligations as they fall due, and in any case for a period
not earlier than twelve months from the date of approval of these financial statements.

 

5.  Revenue
 

  Revenue is stated net of associated customer costs as follows:
         
      Restated  
      (see note 2)  
  2008   2007  
  £’000   £’000  
Revenue before deduction of customer costs   5,390   1,038 
Customer costs   (1,698)   — 
       

   3,692   1,038 
  

 

  

 

 

6.  Business and geographical segments
 

  Business segments
 

  The Company considers it has one primary business segment — this being the provision of Voice to Screen messaging conversion
services using its patented voicemail conversion system.

 

  Geographical segments
 

  The Company is based in the United Kingdom. A geographical analysis is set out below
                         
                  Non-current asset  
  Revenue   Segment assets   additions  
  2008   2007   2008   2007   2008   2007  
  £’000   £’000   £’000   £’000   £’000   £’000  
Europe   1,521   364   11,435   9,768   5,061   4,899 
Americas   1,295   83   313   365   60   73 
Rest of World   876   591   —   —   —   — 
                   

   3,692   1,038   11,748   10,133   5,121   4,972 
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

7.  Operating loss
 

  Operating loss is stated after charging:
         
  2008   2007  
  £’000   £’000  
Amortisation of capitalised development costs   2,532   835 
Research and development costs incurred and expensed in the year   10,368   7,324 
Depreciation of property, plant and equipment   2,602   931 
Amortisation of patents   264   89 
Amortisation of computer software   412   191 
Staff costs (see note 8), including share based payments expense   22,603   21,105 
Provision for payroll taxes   5,000   — 
  

 

  

 

 

  The analysis of auditors’ remuneration is as follows:
         
  2008   2007  
  £’000   £’000  
Fees payable to the Company’s auditors for the audit of the Company’s annual accounts   529   30 
       

Total audit fees   529   30 
  

 

  

 

 

Other services         
— Tax services   49   22 
— IFRS conversion   —   15 
— Other advisory   6   — 
       

Total non—audit fees   55   37 
  

 

  

 

 

8.  Staff costs
 

  The average number of employees (including executive directors) was:
         
  2008   2007  
Function  No.   No.  
Directors   3   2 
Service provision   151   67 
Research and development   63   69 
Sales and marketing   25   44 
General administration   54   37 
       

   296   219 
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

8. Staff costs (continued)

     Their aggregate remuneration comprises:
         
  2008   2007  
  £’000   £’000  
Salaries and benefits   17,836   12,988 
Social security costs   2,172   1,493 
Share based payment expense (see note 23)   2,595   6,624 
       

   22,603   21,105 
  

 

  

 

 

9. Investment income
         
  2008   2007  
  £’000   £’000  
Interest on bank deposits   751   97 
  

 

  

 

 

10. Finance costs
         
  2008   2007  
  £’000   £’000  
Interest on bank overdrafts and loans   (25)   (12)
Interest on PIK notes (see note 16)   (2,434)   (658)
Interest on obligations under finance leases   (186)   (120)
       

   (2,645)   (790)
  

 

  

 

 

11. Tax
         
  2008   2007  
  £’000   £’000  
Research and development tax rebate   1,791   518 
Overseas tax   (250)   — 
       

   1,541   518 
  

 

  

 

 

Research and development tax credits are available in the UK to companies which are going concerns in the UK for qualifying
expenditure. The research and development tax rebate for 2006 was agreed and recognised in the statement of operations in 2007.
The amounts recognised in 2008 represent £880,000 claimed in respect of 2007, which was agreed in 2009 based on the submission
of a draft claim reviewed by HMRC, and £950,000 claimed in respect of 2008 which has not yet been reviewed but is anticipated to
be endorsed in early 2010. Additionally there was a £39,000 adjustment in respect of 2006.
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SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

11. Tax (continued)

The credit for the year can be reconciled to the loss per the consolidated statement of operations as follows:
         
      Restated  
  2008   2007  
  £’000   £’000  
Loss before tax from continuing operations   (65,155)   (37,852)
  

 

  

 

 

Tax at the UK corporation tax rate of 28.5%   (18,569)   (10,788)
Expenses not deductible for tax purposes   826   126 
Unrecognised deferred tax asset   16,618   10,014 
Losses surrendered for R&D tax purposes   742   455 
Research and development loss relief   (1,408)   (325)
SpinVox Inc tax charge   250   — 
       

Tax benefit for the year   (1,541)   (518)
  

 

  

 

 

A deferred tax asset estimated at £28,031,000 (2007: £19,000,000) has not been recognised. This un-recognised asset has been
principally generated by the Company’s losses to date and the tax deduction which will be received on the exercise of share
options. The asset has not been recognised due to the uncertainty regarding the anticipated future timing and amount of taxable
profits.

12. Intangible assets
                 
          Patents     
  Computer   Development   and     
  software   costs   trademarks   Total  
  £000’s   £000’s   £000’s   £000’s  
Cost                 
As of 1 January 2007   255   1,288   887   2,430 
Additions   431   2,452   —   2,883 
             

As of 1 January 2008   686   3,740   887   5,313 
Additions   272   1,677   247   2,196 
             

As of 31 December 2008   958   5,417   1,134   7,509 
             

Amortisation                 
As of l January 2007   21   176   311   508 
Charge for the year   191   835   89   1,115 
             

As of 1 January 2008   212   1,011   400   1,623 
Charge for the year   412   2,532   264   3,208 
             

As of 31 December 2008   624   3,543   664   4,831 
             

Carrying amount                 
As of 31 December 2008   334   1,874   470   2,678 
  

 

  

 

  

 

  

 

 

As of 31 December 2007   474   2,729   487   3,690 
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Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

12. Intangible assets (continued)

The amortisation period for the costs incurred on the Company’s Voice Mail Conversion System development used in 2007 is three
years. However, during the period management reviewed the life of projects and concluded that the useful life should be reduced to
two years, reflecting the incremental nature of development work. The impact of this change is an increase in amortization in 2008
of £965,000.

13. Property, plant and equipment
     
  Office  
  fixtures  
  and  
  computer  
  equipment  
  £’000  
Cost     
As of 1 January 2007   1,158 
Additions   2,089 
    

As of 1 January 2008   3,247 
Additions   2,925 
Foreign exchange translation   (2)
    

As of 31 December 2008   6,170 
    

Accumulated depreciation     
As of 1 January 2007   289 
Charge for the year   931 
    

As of 1 January 2008   1,220 
Charge for the year   2,602 
Foreign exchange translation   (4)
    

As of 31 December 2008   3,818 
    

Carrying amount     
As of 31 December 2008   2,352 
  

 

 

As of 31 December 2007   2,027 
  

 

 

The carrying amount of the Company’s fixtures and equipment includes an amount of £1,193,638 (2007: £1,225,000) in respect of
assets held under finance leases and depreciation for the year on these assets was £1,014,230. The finance leases are secured on the
assets to which they relate.

Additions to fixtures and equipment during the year amounting to £1,017,000 (2007: £1,160,000) were financed by new finance
leases.
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Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

14. Subsidiaries

SpinVox Limited has an investment in the following subsidiary undertaking:
       

Subsidiary undertaking  Country of incorporation  Principal activity  Holding
SpinVox Inc

 
United States of America

 
Sales and Marketing

Activities  
100%

15. Other financial assets

Trade and other receivables
         
  2008   2007  
  £’000   £’000  
Amounts receivable for the sale of goods and services   2,288   471 
Allowance for doubtful debts   (271)   (15)
       

Trade receivables   2,017   456 
VAT recoverable   207   703 
Research and development tax credits recoverable   1,822   519 
Other debtors   38   99 
Prepayments   1,062   395 
Accrued income   230   411 
       

   5,376   2,583 
  

 

  

 

 

The average credit period taken on sale of goods and services is 78 days (2007: 66 days). Trade receivables are provided for on a
specific basis based on management’s estimate of the recoverability of the amounts outstanding.

Aging of overdue and impaired receivables:
                 
  Overdue but not impaired   Impaired  
  2008   2007   2008   2007  
  £’000   £’000   £’000   £’000  
60-90 days   29   257   —   15 
> 90 days   233   —   271   — 
             

   262   257   271   15 
  

 

  

 

  

 

  

 

 

All overdue but not impaired debt has been recovered subsequent to the year end.

The Company’s customers are major telecommunications companies, which, in the opinion of the directors, do not present a
significant credit risk. The top 5 customers account for around 50% (2007: 92%) of the value of trade receivables at year end.
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15. Other financial assets (continued)

Movement in the allowance for doubtful debts:
         
  2008   2007  
  £’000   £’000  
Balance at the beginning of the period   (15)   (20)
Charge in the year   (256)   (15)
Amounts previously provided written off as uncollectible   —   20 
       

   (271)   (15)
  

 

  

 

 

Management considers that the carrying amount of trade and other receivables approximates their fair value.

Cash and cash equivalents
         
  2008   2007  
  £’000   £’000  
Cash and cash equivalents   1,070   1,683 
  

 

  

 

 

The carrying amount of these assets approximates their fair value.

16. Borrowings
         
  2008   2007  
  £’000   £’000  
Finance lease obligations (see note 17)   (1,391)   (1,214)
Other loans   (280)   (254)
PIK Loan Notes   (15,244)   (15,059)
       

   (16,915)   (16,527)
       

Less: Amount due for settlement within 12 months (shown under current liabilities)   16,288   610 
       

Amount due for settlement after 12 months   (627)   (15,917)
  

 

  

 

 

All borrowings are denominated in pounds sterling. Other loans relates to loans entered into to finance the purchase of a number of
software licences. One loan of £491,858 entered into in 2007 is repayable over a three year period commencing during August 2007
and carries an interest rate of 9.7%. An additional loan of £252,997 was entered into in 2008 to finance the purchase of further
software licences. This loan is repayable over a three year period commencing during November 2008 and carries an interest rate of
21.04%.
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Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

16. Borrowings (continued)

The PIK Loan Notes, which had a principal value of £16,000,000 upon issuance, were issued to Tisbury Master Fund Limited, a
related party (see note 28), on 6 July 2007 and fall due for repayment in July 2010. This transaction also included the issuance of
214,334 ordinary shares at £14.49 per share, and the issuance of 21,714 warrants to purchase ordinary shares at £1 per warrant. Of
the total consideration received on issue of the above instruments of £19,105,700, £14,401,000 was allocated to the PIK Loan
Notes. In March 2008 the Company repaid £2,250,000 under the PIK Loan Notes.

In addition to subscribing to the PIK Loan Notes, in 2008, under the terms of the A Subscription and Shareholders Agreement (the
‘A Investors Agreement’), 69,827 Ordinary Shares registered in the name of Tisbury Master Fund Limited were re-designated as
54,443 A Ordinary Shares and 15,384 Deferred Shares, which were subsequently purchased by the ‘A Investors’.

The PIK Loan Notes are secured by a fixed and floating charge over the assets of SpinVox Limited. The notes carry a fixed rate of
interest of 12% settled quarterly by the issue of new notes.

The PIK Loan Notes contain financial covenants which were breached at 31 December 2008 and therefore are shown as a current
liability. As a result of continued operating losses in 2009 the PIK Loan Notes, together with other borrowings raised in the course
of 2009 remain on demand at the date of approval of these financial statements.

17. Obligations under finance leases
                 
  Minimum lease   Present value of lease  
  payments   payments  
  2008   2007   2008   2007  
  £’000   £’000   £’000   £’000  
Amounts payable under finance leases:                 
Within one year   959   683   841   557 
Within one to two years inclusive   474   590   438   533 
Within two to five years inclusive   115   130   112   124 
             

   1,548   1,403   1,391   1,214 
               

Less: future finance charges   (157)   (189)         
               

Present value of lease obligations   1,391   1,214         
Less: Amount due for settlement within 12 months (shown

under current liabilities)   (841)   (557)         
               

Amount due for settlement after 12 months   550   657         
  

 

  

 

         

The average lease term is 3 years. For the year ended 31 December 2008 the average effective borrowing rate was 11.3% (2007:
13%). Interest rates are fixed at the contract date. All leases are on a fixed repayment basis and no arrangements have been entered
into for contingent rental payments.

All lease obligations are denominated in sterling. The fair value of the Company’s lease obligations approximates their carrying
amount. The Company’s obligations under finance leases are secured by the lessors’ rights over the leased assets.
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18. Other financial liabilities

Trade and other payables
         
  2008   2007  
  £’000   £’000  
Trade creditors   4,667   2,588 
Other taxation and social security   6,769   1,448 
Corporation tax   250   — 
Other creditors   —   132 
Accruals   6,565   2,593 
Deferred revenue   1,080   1,398 
       

   19,331   8,159 
  

 

  

 

 

  Trade creditors and accruals principally comprise amounts outstanding for trade purchases and other operating costs. The average
credit period taken on purchase of goods and services is 39 days (2007: 42 days). Management considers that the carrying amount
of trade payables approximates their fair value.

19. Share capital
         
  2008   2007  
  £’000   £’000  
Authorised         
7,784,712 (2007:10,000,000) Ordinary shares of £1 nominal value   7,785   10,000 
2,199,904 (2007 : nil) A Ordinary shares of £1 nominal value   2,200   — 
15,384 Deferred shares   15   — 
       

   10,000   10,000 
  

 

  

 

 

         
  2008   2007  
  £’000   £’000  
Called up, allotted and fully paid         
3,302,000 (2007 3,359,000) Ordinary shares of £1 nominal value   3,302   3,359 
1,356,000 (2007 nil) A Ordinary shares of £1 nominal value   1,356   — 
15,384 Deferred shares   15   — 
       

   4,673   3,359 
  

 

  

 

 

  During the year two new classes of shares — A Ordinary shares and Deferred shares were created. The A Ordinary shares have a
liquidity preference so that in event of a trade sale or flotation they will be entitled to receive distributions to the value of their
original investment, before any funds are distributed to Ordinary shareholders. The Deferred shareholders are entitled only to the
repayment of the amounts paid up after payment of £1,000,000 in respect of each Ordinary share and are not otherwise entitled to
receive or participate in any way in any profit or assets.

 

  Pursuant to the Articles of the Company deferred shares have no voting rights attached to their allocation. A Ordinary shares have
equal voting rights to those attached to Ordinary Shares; however, A Shareholder Consent is required for certain Reserved Matters
detailed in the company’s articles. Such matters broadly include decisions with substantial ramifications on the future structure of
the Company, particularly
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19.  Share capital (continued)
 

  transactions with regards to the Share Capital or current shareholders, litigation in excess of £3,000,000 and the appointment of
senior executive officers. The Company may declare dividends by Ordinary Resolution if justified by the profits of the Company.
Deferred shares are not entitled to participate in the profits of the Company.

 

  During the year a total of 158,203 £1 Ordinary shares (2007: 507,000) were issued for a total consideration of £6,035,106.
215,288 £1 Ordinary shares were converted into 199,904 £1 A Ordinary shares and 15,384 £1 Ordinary shares into Deferred
shares. In total 1,355,404 £1 A Ordinary shares were issued and across all classes of shares a total gross cash consideration of
£51,144,000 (2007: £11,006,000) was received in order to fund the ongoing operations and development of the business and the
deployment of carrier contracts. The direct costs of issuing these shares was £2,631,000 (2007: £101,000) which has been set
against the share premium arising on the issue of the relevant shares.

 

20.  Equity reserves
 

  In 2007 a separate equity reserve was presented, representing the credit to equity for the share based payment expense recognised
in the statement of operations. Management has concluded that the credit to equity would be better presented within accumulated
deficit, where the statement of operations charge is also reflected.

 

  Accordingly, reserves have been restated to show the equity reserve as at 1 January 2007, 1 January 2008 and 31 December 2008
of £1,918,000 £10,589,000 and £7,994,000 respectively set against accumulated deficit. In addition, as described in note 2, the
Company has changed its revenue recognition accounting policy, resulting in an increase in 2007 loss of £1,019,000.

 

  The warrant reserve represents the fair value to the Company of warrants issued to investors in the Company. The additions to the
share premium account are stated net of share issue costs in 2008 of £2,631,000 (2007: £101,000).
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21.  Notes to the consolidated cash flow statements
         
      2007  
  2008   Restated  
  £’000   £’000  
Loss before tax   (65,155)   (37,852)
         
Adjustments for:         

Investment income   (751)   (97)
Finance costs   2,645   790 
Depreciation of property, plant and equipment   2,602   931 
Amortisation of intangible assets   3,208   1,115 
Share-based payment expense   2,595   6,624 

       

         
Operating cash flows before movements in working capital   (54,856)   (28,489)

Increase in receivables   (1,259)   (981)
Increase in payables   10,987   5,174 

       

Cash absorbed by operating activities   (45,128)   (24,296)
  

 

  

 

 

22.  Operating lease arrangements
 

  The Company as lessee
         
  2008   2007  
  £’000   £’000  
Minimum lease payments under operating leases recognised as an expense in the year   448   468 
  

 

  

 

 

  At the balance sheet date, the Company had outstanding total commitments for future minimum lease payments under
non-cancellable operating leases, which fall due as follows:

         
  2008   2007  
  £’000   £’000  
Within one year   531   346 
In the second to fifth years inclusive   1,867   376 
       

   2,398   722 
  

 

  

 

 

  Operating lease payments represent rentals payable by the Company for certain of its office properties and company cars. Property
leases are negotiated for an average term of 3 years. Car leases have an average term of 2 years.
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23. Share based payments

The company operates a number of equity settled share option schemes for members of senior management. These are set out
below:

EMI scheme

The main scheme is an EMI scheme. The share options are exercisable three years from the date of grant or upon a change of
control of the Company. The options lapse seven years after the date of grant. Details of the share options outstanding during the
year are as follows:

                 
  2008   2007  
      Weighted       Weighted  
  Number of   average   Number of   average  
  share   exercise   share   exercise  
  options   price   options   price  
  ’000   £   ’000   £  
Outstanding at beginning of period   333   3.58   339   2.49 
Granted during the period   5   2.00   68   6.00 
Forfeited during the period   (87)   7.87   (2)   1.95 
Exercised during the period   (13)   1.12   (72)   1.00 
             

Outstanding at the end of the period   238   2.14   333   3.58 
Exercisable at the end of the period   —   —   —   — 
  

 

  

 

  

 

  

 

 

The weighted average share price at the date of exercise for share options exercised during the year was £34. The options
outstanding at 31 December 2008 had a weighted average exercise price of £2.14 (2007: £3.58), and a weighted average remaining
contractual life of 4.6 years (2007: 5.6 years). The aggregate of the estimated fair values of the options granted during the year is
£6,144,000 (2007: £1,983,000).

Other share schemes

A number of other share schemes have been created to enable the grant of options to overseas employees and advisors.

These share schemes are as follows:

SAYE Save as You Earn Scheme. This is a UK registered scheme whereby participating employees have an amount deducted from
their payroll on a monthly basis. At vesting point the amount deposited by the employee is converted to shares at the agreed strike
price.

World SAYE. Operates in the same way as the above and is for eligible non-UK employees. Note that as this is for non-UK
employees it is not UK registered.

ISO (Incentive stock options). These are a type of US employee stock option that can be granted only to employees and confer a
U.S. tax benefit. ISOs are also sometimes referred to as incentive share options or Qualified Stock Options.
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23. Share based payments (continued)

Unapproved Options Scheme. These schemes are not UK registered and therefore gains arising are treated differently to registered
schemes

The share options are exercisable three years from the date of grant or upon a change of control of the Company if earlier. The
options lapse seven years after the date of grant. Details of the share options outstanding during the year are as follows:

                 
  2008  2007
      Weighted      Weighted
  Number of  average  Number of  average
  share  exercise  share  exercise
  options  price  options  price
   ’000   £   ’000   £
Outstanding at beginning of period   574   7.52   180   6.43 
Granted during the period   485   8.26   411   7.99 
Forfeited during the period   (28)   9.58   —   — 
Exercised during the period   —   —   —   — 
             

Outstanding at the end of the period   1,031   7.25   591   7.52 
Exercisable at the end of the period   7   5.4   63   13.27 
  

 

  

 

  

 

  

 

 

The options outstanding at 31 December 2008 had a weighted average exercise price of £7.25 (2007: £7.52) and a weighted average
remaining contractual life of 5.6 years (2007: 6.0 years). The aggregate of the estimated fair values of the options granted during
the year is £6,044,000 (2007: £8,228,000).

Valuation model

The inputs into the Black-Scholes option pricing model are as follows:
         
  2008   2007  
Weighted average share price   27.00   27.00 
Weighted average exercise price   6.29   6.60 
Expected volatility   60%   60%
Risk-free rate  2.1% to 5.6%   5.6%
Expected dividends   0%   0%
  

 

  

 

 

Expected volatility was calculated with reference to listed companies operating in a similar sector. The expected life used in the
model has been adjusted, based on management’s best estimate, for the effects of non-transferability, exercise restrictions, and
behavioural considerations. The Company recognised total expenses of £2,248,000 (2007: £6,624,000) related to equity-settled
share-based payment transactions.

24. Retirement benefits schemes

The Company operates a stakeholder pension scheme for all UK based employees. The Company does not contribute to this
scheme.
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25. Financial risk management

Risk management policies

The Company’s central treasury function is responsible for procuring capital resources and managing liquidity, foreign exchange
and interest rate exposures. All treasury operations are conducted within policies that are approved by the Board. The Company
does not utilize derivative instruments to mitigate these risks. All borrowings are denominated in pound sterling. The proportion of
investments in foreign operations effectively funded by shareholders’ equity is not hedged. The net income of foreign operations is
also not hedged. Management monitors closely the credit quality of the institutions with which it holds deposits.

Financial assets and liabilities

Financial assets and liabilities analysed by the categories defined in IAS 39 were as follows:
         
  Carrying   Fair  
  Value   Value  
As at 31 December 2008  £000’s   £000’s  
Financial assets         
Trade and other receivables   5,648   5,648 
Cash and cash equivalents   1,070   1,070 
       

   6,718   6,718 
Financial liabilities         
Trade and other payables   (19,331)   (19,331)
Borrowings         
— Current   (15,447)   (13,121)
— Non-current   (77)   (61)
Obligations under finance leases   (1,391)   (1,391)
       

   (36,246)   (33,904)
       

   (29,528)   (27,186)
  

 

  

 

 

         
  Carrying   Fair  
  Value   Value  
As at 31 December 2007  £000’s   £000’s  
Financial assets         
Trade and other receivables   2,733   2,733 
Cash and cash equivalents   1,683   1,683 
       

   4,416   4,416 
Financial liabilities         
Trade and other payables   (8,159)   (8,159)
Borrowings         
- Current   (53)   (179)
- Non-current   (15,260)   (14,201)
Obligations under finance leases   (1,214)   (1,214)
       

   (24,686)   (23,753)
       

   (20,270)   (19,337)
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25. Financial risk management (continued)

Financial assets and liabilities (continued)

Cash and cash equivalents have floating interest rates. Accordingly, the carrying amount is considered to approximate fair value.

The Company’s borrowings have a fixed rate of interest. As such, their carrying value does not necessarily approximate fair value.
Management determined the fair value of the borrowings as at 31 December 2008 based on a discounted cash flow model with a
discount rate of 22% (2007: 18%).

Finance lease obligations attract fixed interest rates that are implicit in the lease rentals and their fair value has been assessed by
reference to prevailing market interest rates.

Credit risk

Credit risk is the risk that a counterparty will default on its contractual obligations resulting in financial loss to the Company.
Management considers its maximum exposure to credit risk to be as follows:

         
  As of   As of  
  31 December   31 December  
  2008   2007  
  £000’s   £000’s  
Trade and other receivables   5,648   2,733 
Cash and cash equivalents   1,070   1,683 
       

   6,718   4,416 
  

 

  

 

 

The Company’s customers consist of major telecommunications companies. As such, management does not believe these customers
present significant credit risk. The Company performs ongoing credit evaluations of its customers’ financial condition and generally
requires no collateral to secure accounts receivable.

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial liabilities.

The Company’s liquidity is affected by many factors some of which relate specifically to the operations of the business and others
relate to the uncertainties of global economies, including the availability of credit, and the condition of the overall
telecommunications industry. The Company has historically underestimated the contract signature and deployment revenue cycle
which has significantly impacted cash flow. The investors have financed the shortfall and a more prudent forecasting discipline now
underpins liquidity management.

As of 31 December 2008, the Company had a cash balance of £1,070,000 and PIK loan notes due 30 July 2010 with a nominal
value of £15,244,000. The Company has continued to experience significant cash outflows from operations throughout 2009 and
has financed these outflows with issuance of additional loan notes. These additional loan notes mature on 20 December 2009 and
31 March 2010 and have a nominal value of £55,000,000 and $16,875,000, respectively. If the Company has difficulty raising new
capital or refinancing these obligations prior to maturity, there is substantial risk that the Company will be able to meet these
obligations as they come due. However, as further described in Note 26, the outstanding notes were either redeemed or
extinguished in connection with the acquisition of the Company by Foxtrot Acquisition Limited.
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25. Financial Risk Management (continued)

Liquidity risk (continued)

Contractual cash flows related to the Company’s financial liabilities are as follows:
                 
      Between   Between     
  Within    1 and 2   2 and 3     
  1 year   years   years   Total  
As of 31 December 2008  £000’s   £000’s   £000’s   £000’s  
Borrowings                 
— Principal   (203)   (12,826)   —   (13,029)
— Interest payments   (33)   (5,481)   —   (5,514)
Obligations under finance leases   (959)   (474)   (115)   (1,548)
Trade and other payables   (18,001)   —   —   (18,001)
             

Cash flows on financial liabilities   (19,196)   (18,781)   (115)   (38,092)
  

 

  

 

  

 

  

 

 

                 
      Between   Between     
  Within   1 and 2   2 and 3     
  1 year   years   years   Total  
As of 31 December 2007  £000’s   £000’s   £000’s   £000’s  
Borrowings                 
— Principal   (181)   (73)   (16,000)   (16,254)
— Interest payments   (17)   (1)   (6,435)   (6,453)
Obligations under finance leases   (683)   (590)   (130)   (1,403)
Trade and other payables   (6,761)   —   —   (6,761)
             

Cash flows on financial liabilities   (7,642)   (664)   (22,565)   (30,871)
  

 

  

 

  

 

  

 

 

Information on the Company’s exposure to liquidity risk analysed by currency is presented as follows:
                 
      Between   Between     
  Within   1 and 2   2 and 3     
  1 year   years   years   Total  
As of 31 December 2008  £000’s   £000’s   £000’s   £000’s  
Cash flows on financial liabilities                 
— Sterling   (17,377)   (18,781)   (115)   (36,273)
— Euro   (235)   —       (235)
— US Dollar   (2,412)   —       (2,412)
— Other   (502)   —       (502)
             

   (20,526)   (18,781)   (115)   (39,422)
  

 

  

 

  

 

  

 

 

29

Source: SCANSOFT INC, 8-K/A, February 08, 2010 Powered by Morningstar® Document Research℠



 

SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

25. Financial risk management (continued)

Liquidity risk (continued)
                 
      Between   Between     
  Within   1 and 2   2 and 3     
  1 year   years   years   Total  
As of 31 December 2007  £000’s   £000’s   £000’s   £000’s  
Cash flows on financial liabilities                 
— Sterling   (7,589)   (664)   (22,565)   (30,818)
— Euro   (520)   —   —   (520)
— US Dollar   (711)   —   —   (711)
— Other   (220)   —   —   (220)
             

   (9,040)   (664)   (22,565)   (32,269)
  

 

  

 

  

 

  

 

 

Interest rate risk

Interest rate risk is the risk that the fair value of or future cash flows associated with a financial instrument will fluctuate as a result
of market interest rates. The interest rate profile of the Company’s financial assets and liabilities is as follows:

                                 
  As of 31 December 2008   As of 31 December 2007  
  Interest-bearing           Interest-bearing        
  Floating   Fixed   Non-       Floating   Fixed   Non-     
  rate   rate   interest bearing   Total   rate   rate   interest bearing   Total  
Financial assets                                 
Trade and other

receivables   —   —   5,648   5,648   —   —   2,733   2,733 
Cash and cash

equivalents   1,070   —   —   1,070   1,683   —   —   1,683 
                         

 
   1,070   —   5,648   6,718   1,683   —   2,733   4,416 
Financial

liabilities                                 
Trade and other

payables   —   —   (19,331)   (19,331)           (8,159)   (8,159)
Borrowings   —   (15,524)   —   (15,524)   —   (15,313)   —   (15,313)
Obligations

under finance
leases   —   (1,391)   —   (1,391)   —   (1,214)   —   (1,214)
                         

   —   (16,915)   (19,331)   (36,246)   —   (16,527)   (8,159)   (24,686)
                         

   1,070   (16,915)   (13,683)   (29,528)   1,683   (16,527)   (5,426)   (20,270)
  

 

  

 

  

 

  

 

  

 

  

 

  

 

  

 

 

30

Source: SCANSOFT INC, 8-K/A, February 08, 2010 Powered by Morningstar® Document Research℠



 

SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

26. Events after the balance sheet date

Sale of the Company

On 30 December 2009, Nuance Communications, Inc. (Nuance) completed, through a newly formed subsidiary company, Foxtrot
Acquisition Limited (the Purchaser), a company incorporated in the Cayman Islands, the acquisition of the entire issued (and to be
issued) share capital of SpinVox Limited (SpinVox) for nominal consideration.

Immediately prior to that acquisition, SpinVox’s convertible loan notes were converted into A shares (in accordance with their
terms), and acquired as part of that transaction. At the same time, the Purchaser was substituted, in place of SpinVox, as the issuer
of SpinVox’s mezzanine loan notes. These mezzanine loan notes were cancelled, in accordance with their terms, in exchange for
the issue of B ordinary shares in the Purchaser which were subsequently acquired by Nuance, for a consideration of cash and
ordinary stock in Nuance.

As part of the agreed sale to Nuance, SpinVox’s senior PIK notes will be redeemed in full in cash (at par plus accrued interest) in
accordance with their terms.

Financing Transactions in 2009

Between 26 February 2009 and 30 March 2009, the Company issued 16,875,000 redeemable convertible loan notes due 31
March 2010 (“CLN”) with a nominal value of £1 each at a discounted price of £0.74074 each. Total gross consideration received in
cash was £11,500,000 and the extinguishment of PIK Loan Notes with a nominal value of £1,000,000. The PIK Loan Notes were
exchanged for 1,350,000 CLN. The CLN may be redeemed by the Company at any time prior to maturity. If redeemed within six
months of issuance, the repayment amount is 92.6% of the nominal value. If redeemed on or after the six month anniversary of the
issuance date, the repayment amount is the nominal value. The CLN holders may elect prepayment of the nominal value upon
events of default or the liquidation, dissolution or winding up of the Company.

The CLN holders may convert the CLN into A Ordinary Shares (“A Shares”) at maturity, upon notice of a qualified financing or
upon a change in control. The conversion price is the lower of either: a 30% discount to the most recent bona fide and arm’s length
subscription price paid per A Share by any subscriber subsequent to the March 2008 issuance; £28.92 per share; or in the event of
an asset sale, share sale or initial public offering, a 30% discount to the price achieved upon such event. The conversion feature,
which is required to be accounted for as a separate equity instrument was determined to have an insignificant value upon issuance.

As of 30 September 2009, had the conditions for conversion been met, a conversion would have resulted in the issuance of 583,500
A Shares. If the Company defaults on any amounts due under the CLN, the Company shall pay interest at 30 percent per annum,
accrued daily and compounded against the nominal amount.

In connection with the issuance of the CLN, the Company entered into a warrant agreement to issue up to 86,714 detachable,
contingently exercisable warrants for A Shares. The Warrants, which must be physically settled, expire 30 July 2010 and have a
strike price of £1. The warrants vest upon a change in control, event of default or on the maturity date. As of 30 September 2009,
46,714 of these warrants were issued and a further 40,000 could be issued to cure a default in the event the Company did not meet
minimum EBITDA targets in the third and fourth quarter of 2009. The warrants are classified as equity investments and they were
valued upon issuance using a Black-Scholes model and to have a de minimus value.

31

Source: SCANSOFT INC, 8-K/A, February 08, 2010 Powered by Morningstar® Document Research℠



 

SpinVox Limited

Notes to the consolidated financial statements
Years ended 31 December 2008 and 31 December 2007

26. Events after the balance sheet date (continued)

Secured Loan Notes (mezzanine loan notes)

In July 2009, the Company issued 30,000,000 secured loan notes (“July SLN”) due 20 December 2009 with a nominal value of £1
each and a discounted price of £0.50 each. Total cash consideration received was £15,000,000. The Company is required to repay
the SLN prior to maturity upon an event of default or a change in control. The Company may redeem the SLN at anytime at the
aggregate nominal amount outstanding. In the event of liquidation, the SLN ranks behind the PIK Loan Notes but senior to the CLN
and all other unsecured debt and equity. If the Company defaults on any amounts due under the SLN, the Company shall pay
interest at 20 percent per annum, accrued daily and compounded annually against the nominal amount.

In connection with the July SLN fundraising, the Company issued 3,886,709 warrants for Ordinary Shares and 1,131,025 warrants
for A Shares to the investors in the SLN. The warrants, which may be either physically or net-share settled, were immediately
vested upon issuance, expire on 30 July 2014 and have a strike price of £1. Under net-share settlement, the holders receive an
aggregate total of 1,943,354 Ordinary Shares and 565,512 A Shares. The warrants, which were determined to be liability classified,
were valued using a Black-Scholes model and deemed to have a de minimus value upon issuance and as of 30 September 2009.

On 30 July 2009, the Company entered into an agreement with the holders of the (i) Redeemable Convertible Loan Notes;
(ii) Secured Loan Notes; (iii) PIK Loan Notes; and, (iv) Tisbury Master Fund Limited as Senior Security Trustee and as Mezzanine
Security Trustee, (the “Intercreditor Deed”). The Intercreditor Deed outlined the manner in which any claims against the Company
would be regulated as well the priorities, ranking and security of the note holders. This agreement replaced the loan note
subordination deed dated 26 February 2009 between the Company, the PIK Loan Note holders and the Redeemable Convertible
Loan Note holders.

The Intercreditor Deed includes a provision which prevents the lenders from pursuing any enforcement actions including
accelerating amounts due upon an event of default (The “Standstill Agreement”). The Standstill Agreement is effective from 30
July 2009 through 10 November 2009 (the “Standstill Agreement”). Upon an event of default under the PIK Loan Notes, the PIK
Loan Note holders may terminate the Standstill Agreement.

Prior to the completion of the July SLN fundraising, a subset of the CLN holders who did not participate in the SLN fundraising
(the Option Lenders) required certain amendments to the July SLN in order to consent to the issuance of the July SLN. These
amendments could not be finalized prior to the completion of the July SLN. In August 2009, the SLN Fundraising documents were
amended and the Option Lenders received 341,245 warrants for Ordinary Shares and 90,521 warrants for A Shares. In addition, the
Company agreed to pay the Option Lenders £1,316,972 upon redemption of the SLN as if they were SLN holders. This amount has
been recorded as a liability as of 30 September 2009. The warrants, which may be either physically or net-share settled, were
immediately vested upon issuance, expire 30 July 2014 and have a strike price of £1. Under net-share settlement, the holders shall
receive an aggregate total of 170,622 Ordinary Shares and 45,260 A Shares. The warrants, which were determined to be liability
classified, were valued using a Black-Scholes model and determined to have a de minimus value upon issuance and as of 30
September 2009.

In September 2009, the Company issued an additional 25,000,000 SLN (“September SLN”) due 20 December 2009 with a nominal
value of £1 each and a discounted price of £0.50. Total cash consideration received was £12,500,000. The September SLN was
issued with the same terms as the July SLN.
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26.  Events after the balance sheet date (continued)
 

  Secured Loan Notes (continued)
 

  In connection with the September SLN, the Company issued 3,238,929 warrants over Ordinary Shares and 859,187 warrants over
A Shares to the investors in the SLN. The warrants, which may be either physically or net-share settled, were immediately vested
upon issuance, expire 30 July 2014 and have a strike price of £1. Under net-share settlement, the holders shall receive an
aggregate total of 1,619,464 Ordinary Shares and 429,593 A Shares. The warrants, which were determined to be liability
classified, were valued using a Black-Scholes model and deemed to have a de minimus value upon issuance and as of 30
September 2009.

 

  Subsequent to 30 September 2009, pursuant to the Intercreditor deed, the Company failed to comply with certain covenants in its
loan agreements. Management determined that this failure constituted an Event of Default, as defined under the notes. As of the
date of this report, management had not been notified by any of the note holders of their intention to accelerate repayment under
the outstanding notes.

 

  In October 2009, 3,901,192 and 1,084,869 warrants over the Ordinary and A ordinary shares were exercised respectively by the
holders in a cashless exercise.

 

  On 3 December 2009, the Company amended the PIK Loan Notes to increase the borrowings available under the notes by
£13,000,000.

 

  Allegations against the Company
 

  In June 2009 a number of shareholders, advisers and suppliers to SpinVox received details of a number of serious allegations
against the Company, and certain directors, regarding inter alia its remuneration practice, financial control, business performance,
financial stability and accounting practices. The Board engaged the Company’s lawyers Jones Day and auditors Deloitte LLP to
perform an investigation into the allegations. The Board has considered the results of the investigation and has taken a number of
actions to address the matters raised, including:

 •  The formation of Audit and Remuneration committees whose membership comprises the non-executive directors;
 

 •  The recruitment of a new Chief Financial Officer replacing the incumbent;
 

 •  The settlement of certain outstanding remuneration and other financial matters with the CEO (Ms. Domecq) (see note 28);
 

 •  A finance department reorganization and the implementation of new policies and procedures.

27.  Contingent liabilities
 

  As a Company operating in the technology sector, the Company is exposed to patent or other claims in the normal course of
business and makes provision for the estimated costs to defend such claims.

 

28.  Related party transactions
 

  In 2007, the Company paid the legal fees of £3,997 of Ojala Limited (a company owned by a trust of which Ms. Domecq is a
discretionary beneficiary) in respect of its purchase and sale of shares in the Company. In 2008, the Company paid a fee of
£96,032 to Ojala Limited in respect of a further purchase and sale of shares in the Company. These and other matters (including
profits on share transactions and matters pertaining to Ms. Domecq’s remuneration) were addressed in the settlement with
Ms. Domecq that was concluded in 2009. Subsequent to the year end, Ojala Limited signed a rental agreement with SpinVox
Limited, in relation to a property used by Christina Domecq and an amount of £38,400 was paid by the Company in April 2009
for the 6-month period from February 2009 to July 2009.

 

  During the year Celtic Communications Limited (“Celtic”), a related party, where Ms. Domecq and Daniel Doulton were former
directors, was contracted to supply translation services to SpinVox. During the year Celtic provided services worth £74,000
(2007: £79,000) to the Company. The outstanding balance owed by SpinVox to Celtic at year-end was £nil (2007: £nil).
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28.  Related party transactions (continued)
 

  Goldman Sachs was an observer and a related party with fees of £2m in 2008 for the A Ordinary round and resigned their
mandate in 2009. Goldman Sachs is a related party, via its fund ELQ Investors Limited, which during 2008 held 362,983 A
Ordinary Shares and 149,025 Ordinary Shares.

 

  John Botts is a director of Tisbury which is an investor in the PIK Loan Notes and other securities issued by SpinVox. In
addition, Mr. Botts has a pension fund that has an interest in Tisbury and the General Partner of the management company of the
Tisbury fund is related to Mr. Botts. However, he has no involvement with the management company where all the investment
and transaction decisions relating to the fund are made. This fund invested in all £16,000,000 PIK Loan Notes (as set out in note
16 of the accounts) and invested £3,105,000 in equity during the year. The interest charged is set out in note 16 and the total
accrued interest on the PIK Loan Notes, all of which is due to Tisbury, is set out in note 10.

 

  John Botts is also a senior advisor to Allen & Co LLC (“Allen”) who were an investor and an advisor to SpinVox Limited. Allen
charged SpinVox Limited advisory fees of £41,000 (2007: £122,000). A balance of £Nil (2007: £31,000) was owed by SpinVox
Limited to Allen at the year end. Allen resigned the mandate in August 2009 and waived the £41,000 owed in respect of
remaining sums due under its retainer and reimbursable expenses, together with any rights it held under Warrants to purchase
15,000 ordinary shares.

 

  Subsequent to the year end, John Small and Jeff Kushner, each of the foregoing directors, were interested in the Convertible Loan
Note (issued in February 2009). In addition, John Botts, John Small and Jeff Kushner were interested in the Secured Loan Notes
(issued in July 2009 as amended) and the extension to the Secured Loan notes (September 2009).

 

  Remuneration of key management personnel
 

  The Company’s expenses system did not permit the full capture of expenses which might fall to be treated as personal
expenditure paid for by the Company or as taxable benefits. As a result management has made estimates, which they believe to be
reasonable, for the purposes of the disclosures set out below in respect of 2008 and 2007.

 

  The remuneration of the directors, being the key management personnel of the Company, is set out below in aggregate for each of
the categories specified in IAS 24 “Related Party Transactions”.

         
      Restated  
  2008   2007  
  £’000   £’000  
Executive directors — short term benefits   1,350   1,021 

— share based payment   1,949   3,031 
Non-executive Chairman — short term benefits   60   60 
         
       

   3,359   4,112 
  

 

  

 

 

 The 2007 comparatives have been restated to include share based payments and to increase short term benefits to executive
directors by £80,000.
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28.  Related party transactions (continued)
 

  Balances with Directors
 

  The remuneration of Ms. Domecq, one of the executive directors, was paid during 2008 and previously in the form of a base
monthly salary together with a combination of guaranteed and target-related bonuses. Ms. Domecq’s base salary was paid
monthly in the usual course of events. However bonuses were satisfied partly by the Company meeting the cost of various
personal expenses of Ms. Domecq. Employment taxes withholding (PAYE) was not deducted on bonuses declared. The effect of
these matters was to create a current account between the Company and Ms. Domecq.

 

  Following extensive review, the Company’s estimates of the movement on this account result in the following disclosures: At the
end of 2008, the net balance on this account was an amount of £126,000 being owed to the Company. The estimated highest
balance on the account during 2008 was £126,000 owed to the Company. At various times, it is also estimated that the Company
owed amounts to Ms. Domecq. The highest balance owed to Ms. Domecq was £72,000. It is estimated that at no point during
2007 was the Company owed money by Ms. Domecq. The highest estimated amount owed to Ms. Domecq during 2007 was
£90,000 and the lowest, also the balance at 31 December 2007, was £3,000.

 

  During 2009, a settlement was reached with Ms. Domecq settling certain remuneration and other financial matters under which
Ms. Domecq agreed to reimburse the Company £125,000 and revise certain of her employment terms.

 

29.  Ultimate controlling party
 

  At the date of issuance of these financial statements, the Company’s ultimate controlling party is Nuance Communications Inc.
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Exhibit 99.3

UNAUDITED PRO FORMA COMBINED CONSOLIDATED FINANCIAL STATEMENTS

     On December 30, 2009, Nuance Communications, Inc. (“Nuance”) acquired SpinVox Limited (“SpinVox”), pursuant to two
agreements dated December 29, 2009 by and among Nuance, Foxtrot Acquisition Limited (“Foxtrot I”), a company incorporated in
the Cayman Islands and a wholly-owned indirect subsidiary of Nuance, Foxtrot Acquisition II Limited (“Foxtrot II”), a company
incorporated in the Cayman Islands and a wholly-owned direct subsidiary of Nuance, and certain holders of outstanding equity and
debt securities of SpinVox. Pursuant to the agreements, all existing financial indebtedness of SpinVox was cancelled and Nuance
acquired all of the equity securities of SpinVox for an aggregate consideration of $67.5 million cash and 2,299,311 shares of Nuance
common stock valued at $36.4 million based on the closing stock price on the date of acquisition.

     The following unaudited pro forma combined financial information is shown as if Nuance and SpinVox had been combined as of
October 1, 2008 for statement of operations purposes and included in Nuance’s consolidated balance sheet as of September 30, 2009.

     The unaudited pro forma combined financial information of Nuance and SpinVox is based on estimates and assumptions, which
have been made solely for purposes of developing such pro forma information. The estimated pro forma adjustments arising from this
completed acquisition are derived from the purchase consideration and preliminary purchase price allocation and do not necessarily
represent the final purchase price allocations.

     The historical financial information of SpinVox for the period from October 1, 2008 to September 30, 2009 has been derived from
the unaudited financial information for that period. The historical consolidated financial statements of SpinVox were prepared in
accordance with International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board. We
did not identify any accounting differences between IFRS and U.S. Generally Accepted Accounting Standards (U.S. GAAP) that
would significantly impact the unaudited pro forma combined consolidated financial statements and thus no adjustments have been
reflected in the unaudited pro forma combined financial statements.

     The historical financial information of SpinVox is presented in Pounds Sterling. The balance sheet as of September 30, 2009 has
been translated into US dollars using the exchange rate as of September 30, 2009 of £1/$1.5922 and the statement of operations has
been translated into US dollars using the average exchange rate for the year ended September 30, 2009 of £1/$1.5516.

     The unaudited pro forma combined consolidated financial statements do not include the historical or pro forma financial
information for insignificant, both individually and in the aggregate, acquisitions, which were acquired by Nuance during fiscal 2009,
prior to their acquisition. The financial statements for these acquired companies and pro forma financial information for the
transactions are not included herein as the transactions were determined not to be “significant” in accordance with the calculations
required by Rule 1-02(w) of Regulation S-X of the Securities Exchange Act of 1934, as amended.

     The pro forma data is presented for illustrative purposes only and is not necessarily indicative of the operating results that would
have occurred had the transaction been consummated as of October 1, 2008, nor is the data necessarily indicative of future operating
results.
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NUANCE COMMUNICATIONS, INC.

UNAUDITED PRO FORMA COMBINED CONSOLIDATED BALANCE SHEET
As of September 30, 2009

                   
  Historical   Historical          
  Nuance at   SpinVox at   Pro Forma     Pro Forma  
  September 30, 2009 (A)   September 30, 2009 (B)   Adjustments     Combined  
  (in thousands)

ASSETS                   
Current assets:                   

Cash and cash equivalents  $ 527,038  $ 19,732  $ (67,500) (1)  $ 479,270 
Accounts receivable, net   199,548   9,716   —     209,264 
Acquired unbilled accounts receivable   9,171   —   —     9,171 
Inventories, net   8,525   —   —     8,525 
Prepaid expenses and other current

assets   51,545   5,889   —     57,434 
               

                   
 

Total current assets   795,827   35,337   (67,500)     763,664 
 

Land, building and equipment, net   53,468   2,347   —     55,815 
Goodwill   1,891,003   —   104,008 (4)   1,995,011 
Other intangible assets, net   706,805   35,974   9,326 (3)   752,105 
Other long-term assets   52,511   396   —     52,907 
              

Total assets  $ 3,499,614  $ 74,054  $ 45,834    $ 3,619,502 
  

 

  

 

  

 

    

 

 

                   
LIABILITIES AND

STOCKHOLDERS’ EQUITY                   
Current liabilities:                   

Current portion of long-term debt and
capital leases  $ 6,862  $ 103,572  $ (102,407) (5)  $ 8,027 

Contingent and deferred acquisition
payments   91,431   —   —     91,431 

Accounts payable   59,574   11,483   —     71,057 
Accrued expenses and other current

liabilities   104,819   70,362   —     175,181 
Accrued business combination costs   12,144   —   —     12,144 
Deferred maintenance revenue   84,607   —   —     84,607 
Unearned revenue and customer

deposits   59,788   13,026   (12,500) (6)   60,314 
              

                   
Total current liabilities   419,225   198,443   (114,907)     502,761 

 
Long-term portion of debt and capital

leases   888,611   —   —     888,611 
Long-term portion of accrued business

combination costs   24,904   —   —     24,904 
Deferred revenue, net of current portion   33,904   —   —     33,904 
Deferred tax liability   56,346   —   —     56,346 
Other liabilities   73,186   —   —     73,186 
               

                   
Total liabilities   1,496,176   198,443   (114,907)     1,579,712 

 
Commitments and contingencies                   
Stockholders’ equity:                   

Preferred stock   4,631   —   —     4,631 
Common stock   281   7,440   (7,438) (2)   283 
Additional paid-in capital   2,254,511   123,488   (87,138) (2)   2,290,861 
Treasury stock, at cost   (16,214)   —   —     (16,214)
Accumulated other comprehensive

income   7,567   —   —     7,567 
Accumulated deficit   (247,338)   (255,317)   255,317 (2)   (247,338)
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Total stockholders’ equity

(deficit)   2,003,438   (124,389)   160,741     2,039,790 
               

                   
Total liabilities and stockholders’

equity  $ 3,499,614  $ 74,054  $ 45,834    $ 3,619,502 
  

 

  

 

  

 

    

 

 

 

(A)  As reported in Nuance’s Form 10-K as of September 30, 2009 as filed with the SEC.
 

(B)  As derived from SpinVox’s unaudited financial information as of September 30,
2009.

 

See accompanying Notes to Unaudited Pro Forma Combined Financial Statements. 
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NUANCE COMMUNICATIONS, INC.

UNAUDITED PRO FORMA COMBINED CONSOLIDATED STATEMENT OF OPERATIONS
For the Twelve Months Ended September 30, 2009

                     
  Historical   Historical        
  Nuance for the   SpinVox for the        
  Twelve Months Ended   Twelve Months Ended   Pro Forma   Pro Forma  
  September 30, 2009 (A)   September 30, 2009 (B)   Adjustments   Combined  
  (in thousands, except per share amounts)  
Revenue:                 
Product and licensing  $ 373,367  $ —  $ —  $ 373,367 
Professional services and hosting   411,363   13,344   4,171 (7)  428,878 
Maintenance and support   165,622   —   —   165,622 
             

Total revenue   950,352   13,344   4,171   967,867 
             

                 
Cost of revenue:                 

Product and licensing   37,255   —   —   37,255 
Professional services and hosting   254,777   49,842   —   304,619 
Maintenance and support   29,129   —   —   29,129 
Amortization of intangible assets   38,390   —   4,500 (7)  42,890 

             

Total cost of revenue   359,551   49,842   4,500   413,893 
             

Gross profit (loss)   590,801   (36,498)   (329)   553,974 
             

Operating expenses:                 
Research and development   119,434   15,027   (4,361)(7)   130,100 
Sales and marketing   219,226   19,156   —   238,382 
General and administrative   112,068   27,159   —   139,227 
Amortization of intangible assets   76,978   —   2,667 (7)  79,645 
Restructuring and other charges

(credits), net   5,520   —   —   5,520 
             

Total operating expenses   533,226   61,342   (1,694)   592,874 
             

Income (loss) from operations   57,575   (97,840)   1,365   (38,900)
Other income (expense):                 
Interest income   3,562   199   (533)(8)   3,228 
Interest expense   (40,103)   (19,884)   19,645 (9)  (40,342)
Other (expense) income, net   7,155   1,083   —   8,238 
             

                 
Income (loss) before income taxes   28,189   (116,442)   20,477   (67,776)
Provision for (benefit from) income taxes   40,391   (306)   —   40,085 
             

Net income (loss)  $ (12,202)  $ (116,136)  $ 20,477  $ (107,861)
  

 

  

 

  

 

  

 

 

                 
Net loss per share:                 

Basic and diluted  $ (0.05)          $ (0.42)
  

 

          

 

 

                 
Weighted average common shares

outstanding:                 
Basic and diluted   253,644       2,299 (2)  255,943 

  

 

      

 

  

 

 

 

(A)  As reported in Nuance’s Form 10-K for the twelve months ended September 30, 2009
as filed with the SEC.

 

(B)  As derived from SpinVox’s unaudited financial information for the nine-month
periods ended September 30, 2009 and 2008 and SpinVox’s audited financial
information for the year ended December 31, 2008.

 

See accompanying Notes to Unaudited Pro Forma Combined Financial Statements. 
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NOTES TO UNAUDITED PRO FORMA COMBINED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRO FORMA PRESENTATION

     The pro forma data is presented for illustrative purposes only and is not necessarily indicative of the operating results that would
have occurred had the transaction been consummated as of October 1, 2008. Pro forma adjustments reflect only those adjustments
which are factually determinable and do not include the impact of potential contingencies, which will not be known until the
resolution of the contingency. The preliminary purchase consideration and purchase price allocation has been presented and does not
necessarily represent the final purchase price allocation. The preliminary allocations of the purchase consideration to tangible and
intangible assets acquired and liabilities assumed herein were based upon preliminary valuations and our estimates and assumptions
are still subject to change.

2. PRELIMINARY PURCHASE PRICE ALLOCATION

     A summary of the preliminary purchase price allocation for the acquisition of SpinVox is as follows (in thousands):
     
Total purchase consideration:     

Cash  $ 67,500 
Common Stock   36,352 

    

Total purchase consideration  $103,852 
  

 

 

Allocation of the purchase consideration:     
Current assets  $ 35,337 
Other assets   2,743 
Identifiable intangible assets   45,300 
Goodwill   104,008 
    

Total assets acquired   187,338 
Current liabilities   (83,536)
    

Net assets acquired  $103,852 
  

 

 

     Current assets acquired from SpinVox primarily relate to cash and accounts receivable. Current liabilities primarily relate to
accounts payable and accrued expenses. Intangible assets acquired consist of customer relationships, core and completed technology,
and SpinVox’s trade name.

     No tax adjustment has been reflected in the unaudited pro forma combined consolidated statement of operations as the combined
pro forma result was a loss for the respective period.

3. PRO FORMA ADJUSTMENTS

The following pro forma adjustments are based on preliminary estimates, which may change as additional information is obtained:

(1) Adjustment to record cash consideration paid in connection with the acquisition.

(2) Adjustment to eliminate SpinVox’s historical stockholders’ equity.

     Adjustment to record common stock of $2,000 and Additional Paid in Capital of $36,350,000 related to the issuance of
approximately 2.3 million shares of Nuance common stock valued at $15.81 per share based on the closing Nuance common stock
price on the date of acquisition.

     Adjustment to record the weighted impact of 2.3 million shares of Nuance common stock issued in connection with the SpinVox
acquisition for the period from October 1, 2008 to September 30, 2009.

(3) Adjustment to record fair value of intangible assets acquired totaling $45,300,000, less the write-off of SpinVox’s capitalized
intangible assets of $35,974,000.

(4) Adjustment to record goodwill of $104,008,000 as a result of purchase consideration in excess of the fair value of assets
acquired and liabilities assumed.

(5) Adjustment to eliminate SpinVox’s existing financial indebtedness that was eliminated as a result of the acquisition.

(6) Adjustment to reduce the historical deferred revenue of SpinVox as of September 30, 2009 to its estimated fair value.

(7) Adjustment to eliminate historical amortization of $8,532,000 on historical SpinVox intangible assets.
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     Adjustment to record amortization expense, on a straight-line basis, for the $45,300,000 million of acquired identifiable
intangible assets. The estimated weighted average useful life of the acquired identifiable intangible assets is 10.2 years.

(8) Adjustment to reduce interest income by applying the rate of return for the respective period to the assumed net decrease in cash
used to fund the acquisition.

(9) Adjustment to eliminate historical interest expense relating to the existing financial indebtedness that was cancelled pursuant to
the acquisition.
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