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Approximate date of commencement of proposed sale to the public: As soon as practicable after this registration statement becomes effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities Act of

1933, check the following box. o If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check

the following box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. o If this Form

is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities Act registration

statement number of the earlier effective registration statement for the same offering. o If this Form is a post-effective amendment filed pursuant to Rule

462(d) under the Securities Act, check the following box and list the Securities Act registration statement number of the earlier effective registration

statement for the same offering. o

CALCULATION OF REGISTRATION FEE

Proposed Maximum

Aggregate Amount of

Title of Each Class of Securities to be Registered Offering Price(1) Registration Fee(2)

Common stock, $0.001 par value per share
$69,000,000 $2,118.30

(1)

Estimated solely for the purpose of calculating the registration fee in accordance with Rule 457(o) under the Securities Act of 1933. Includes the

offering price attributable to shares available for purchase by the underwriters to cover overallotments, if any.

(2) Calculated pursuant to Rule 457(o) based on an estimate of the proposed maximum aggregate offering price.
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The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the Registrant

shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective in accordance with Section

8(a) of the Securities Act of 1933 or until the Registration Statement shall become effective on such date as the Commission, acting pursuant to said

Section 8(a), may determine.
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this prospectus is not complete and may be changed. We may not sell these securities until the registration statement filed with the Securities and



Exchange Commission is effective. This prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these securities in any

state where the offer or sale is not permitted.

PROSPECTUS (Subject to Completion) Dated April 16, 2007

SHARES

COMMON STOCK

This is an initial public offering of shares of our common stock. We are selling shares of common stock and the selling stockholders are selling shares of

common stock. We will not receive any proceeds from the shares of common stock sold by the selling stockholders. Prior to this offering, there has been no

public market for our common stock. We have applied for quotation of our common stock on The NASDAQ Global Market under the symbol “SDBT.” We

expect that the public offering price will be between $ and $ per share.

Our business and an investment in our common stock involve significant risks. These risks are described under the caption “Risk Factors” beginning

on page 6 of this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or passed upon the

adequacy or accuracy of this prospectus. Any representation to the contrary is a criminal offense.
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Per Share Total

PUBLIC OFFERING PRICE
$ $

UNDERWRITING DISCOUNT
$ $

PROCEEDS, BEFORE EXPENSES, TO SOUNDBITE COMMUNICATIONS
$ $

PROCEEDS, BEFORE EXPENSES, TO THE SELLING STOCKHOLDERS
$ $

The underwriters may also purchase up to an additional shares from certain selling stockholders at the initial public offering price, less the underwriting

discount, within 30 days from the date of this prospectus to cover overallotments.

The underwriters expect to deliver the shares against payment in New York, New York on , 2007.
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Cowen and Company Thomas Weisel Partners LLC

callerid=999 iwidth=455 length=84 Needham & Company, LLC Cantor Fitzgerald & Co. America’s Growth Capital

, 2007
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You should rely only on the information contained in this prospectus. We have not, and the selling stockholders and underwriters have not,

authorized any other person to provide you with different information. If anyone provides you with different or inconsistent information, you

should not rely on it. We are not, and the selling stockholders and underwriters are not, making an offer to sell these securities in any jurisdiction

where the offer or sale is not permitted. You should assume that the information appearing in this prospectus is accurate only as of the date on the

front cover of this prospectus. Our business, financial condition, results of operations and prospects may have changed since that date.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE Begin box 1

Prospectus Summary

This summary highlights selected information contained in greater detail elsewhere in this prospectus. This summary may not contain all of the information that you

should consider before investing in our common stock. You should carefully read the entire prospectus, including “Risk Factors” beginning on page 6 and the financial

statements and related notes beginning on page F-1, before making an investment decision.

SoundBite Communications

SoundBite Communications is a leading provider of on-demand automated voice messaging, or AVM, solutions. Using a web browser, organizations can

employ our service to initiate and manage customer contact campaigns for a variety of collections, customer care and marketing processes. Our service is

designed to help organizations increase revenue, enhance customer service and retention, and secure payments by improving their customer contact

processes. Our service is designed to improve a contact center’s efficiency by increasing the productivity of contact center agents and facilitating the use of

“agentless” transactions.

We provide our service through a multi-tenant customer communications platform that allows us to serve a large number of clients cost-effectively. To use

our service, an organization does not need to invest in or maintain new hardware, pay licensing or maintenance fees for additional software, or hire and

manage dedicated information technology staff. As a result, a new client can begin using our service within a few days. We provide our service under a usage-

based pricing model, with prices calculated on a per-minute or per-message basis. Because we implement new features, complementary services and service

upgrades on our platform, they become part of our service automatically and can benefit all clients immediately. Our platform is designed to scale securely,

reliably and cost-effectively. Clients used our service to place nearly 1 billion calls in 2006, and our service currently has the capacity to initiate more than

14 million calls each day.

Since January 1, 2006, our on-demand service has been used by more than 200 organizations in a variety of industries, including the collection agencies,

financial services, retail, telecommunications and utilities industries. In 2004, we began concentrating our sales and marketing activities on the collection

process, and more recently we have targeted collection agencies and debt buyers in the collection agencies industry as well as large in-house collection

departments of businesses in other industries. Our sales force focuses on demonstrating the benefits of an on-demand solution and the potential return on

investment from the use of our service. Our client base includes 14 of the 20 largest collection agencies in North America (based on 2006 revenue). Our

revenues totaled $7.8 million in 2004, $16.4 million in 2005 and $29.1 million in 2006.

Industry Background

Improving the customer contact process is a key strategy by which businesses, governments and other organizations achieve their goals and objectives.

Organizations rely on combinations of in-house and outsourced resources to execute inbound and outbound customer communications campaigns using a

variety of channels such as direct mail, e-mail, text messaging, web and voice. The efficacy and cost-effectiveness of each channel vary dramatically,

depending on whether the channel is being used for marketing, customer care or collections.

The ubiquity and familiarity of the telephone make it a highly effective medium for all types of customer interactions, but organizations historically have

encountered significant challenges in managing the individuals required to execute a telephone campaign. For most large organizations, in-house or

outsourced contact centers are the hub of customer service efforts and are responsible for managing a wide variety of customer communications campaigns.

Contact center agents are expensive to hire and train, are capable of handling only a limited number of calls per hour, and routinely spend time

unproductively by, for example, speaking with the wrong individual or waiting to connect with a customer.
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In an effort to improve contact center efficiencies, organizations have invested in automation technologies such as predictive dialers, with varying degrees of

success. Predictive dialers improve agent productivity by increasing the percentage of time an agent spends talking and can deliver consistent one-way

communications without agent involvement. However, predictive dialers require a significant upfront investment and fail to address the inherent inability

of agents to provide organizations with the consistency, customization and uniform quality typically required for an effective campaign. Moreover, the vast

majority of predictive dialers have been installed on premise, and they face substantial challenges in responding to technological advances such as the

routing of contact centers’ voice traffic using Voice over Internet Protocol, or VoIP, telephony.

As a result, many organizations continue to search for a more comprehensive solution to improve the outbound communication process. In the past few

years, AVM has emerged as a potential solution to the critical issues facing contact centers. Based on our review of third-party reports and other

information, we estimate that the market for AVM solutions will increase from $370 million in 2005 to $1.4 billion in 2010, representing a compounded

annual growth rate of 30.5%. An AVM solution must increase contact center efficiencies not only by further increasing the productivity of contact center

agents, but also by facilitating “agentless” interactions where appropriate.

Our On-Demand Service

We believe our use of an on-demand delivery model addresses the growing demand for enterprise and other software that is delivered on a usage basis,

rather than purchased or licensed. A May 2006 IDC report, for example, estimates that the market for on-demand software, of which the market for on-

demand AVM solutions is a subset, will grow from $2.0 billion in 2005 to $4.6 billion in 2010, representing a compounded annual growth rate of 18.0%.

Using a web browser, clients use our service to initiate and manage campaigns for a variety of collections, customer care and marketing processes. We assist

clients in selecting service features and adopting best practices that will help them make the best use of our service. We selectively offer performance and

predictive analytical capabilities to assist clients in improving the design and execution of their campaigns. Our platform is designed to scale securely,

reliably and cost-effectively in order to help our clients collectively deliver millions of calls per day.

We believe our clients achieve a demonstrable return on investment because our service improves their contact center productivity without the need for an

investment in hardware or software. Key benefits of our service for clients include:

Lower total cost of ownership. Clients using our service can achieve significant savings relative to on-premise systems. Our service does not require clients to

invest in or maintain new hardware, pay licensing or maintenance fees for additional software, or hire and manage dedicated IT staff. In addition, because

new features and upgrades are implemented on our platform, they become part of our service automatically and benefit clients immediately.

Improved contact center agent productivity. Our service improves agent performance by screening wrong parties, answering machines and other non-

productive calls, which constitute a majority of outbound calls. As a result, an agent using our service can handle approximately three times as many

customer interactions each hour as an agent using a predictive dialer.

Enhanced agentless interactions. Clients can avoid the expense of contact center agents by using our service to automate certain customer interactions. Some

interactions are well suited to a structured dialogue that can be predicted and then scripted in advance. For example, automated payment of a subscription

renewal or overdue credit card payment can be facilitated without agent intervention.

End box 1 END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE Begin box 1

Burstable capacity. Our service leverages a multi-carrier telephony backbone with the ability to initiate more than 600,000 outbound calls each hour. This

capacity enables clients to “burst” extremely large campaigns during short time periods, when customers are most likely to be at home.

Rapid service deployment and campaign modification. A new client can initiate its first campaign using our service in a period as short as a few days, using only

its existing telephony equipment and Internet connections. New clients avoid the delay associated with installing the hardware and software required for an

on-premise system.

Usage-based pricing model. We provide our service under a usage-based pricing model, with prices calculated on a per-minute or per-message basis. This

pricing model limits the risks of adoption of our service by clients and assures clients that we have a strong incentive to provide expected benefits

consistently.

Our Strategy

Our objective is to become the leading global provider of on-demand automated customer contact solutions. To achieve this goal, we are pursuing the

following:

• leverage our referenceable client base;

• exploit our on-demand platform;

• broaden our service offering;

• aggressively migrate to VoIP; and

• selectively pursue strategic acquisitions and relationships.

Our History

We were founded in Delaware in April 2000. Our principal executive offices are located at 2 Burlington Woods Drive, Burlington, Massachusetts 01803, and

our telephone number is (781) 359-2200. Our website address is www.soundbite.com. The information on our website is not a part of this prospectus.

SoundBite is our registered service mark in the United States. All other trademarks, trade names and service marks appearing in this prospectus are the

property of their respective owners.
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The Offering

Common stock offered

by us shares

Common stock offered

by the selling

stockholders shares

Common stock to be

outstanding after

this offering shares

Directed share

program

We have reserved five percent of the total shares offered by this prospectus for sale to certain of our officers, directors, employees

and other business associates. The number of shares of common stock available for sale to the general public in the public offering

will be reduced to the extent these persons purchase any reserved shares. Any shares not so purchased will be offered to the general

public on the same basis as other shares offered hereby.

Use of proceeds

We intend to repay all of our outstanding indebtedness with approximately $3.5 million (based on indebtedness outstanding as of

December 31, 2006) of our net proceeds of this offering. We intend to use the balance of our net proceeds for general corporate

purposes, including working capital and capital expenditures. We may use a portion of our net proceeds to acquire businesses,

technologies and products complementary to our operations. See “Use of Proceeds” at page 24. We will not receive any proceeds from the

shares of common stock sold by the selling stockholders.

Risk factors See “Risk Factors” at page 6 for a discussion of factors you should consider carefully before deciding to invest in our common stock.

Proposed NASDAQ

Global Market symbol SDBT

The number of shares of our common stock that will be outstanding immediately after this offering is based on 58,192,088 shares outstanding as of March

31, 2007 and excludes:

•

861,647 shares issuable upon the exercise of warrants outstanding and exercisable as of March 31, 2007, at a weighted average exercise price of $0.51 per

share;

•

6,535,785 shares issuable upon the exercise of options outstanding and vested as of March 31, 2007, at a weighted average exercise price of $0.08 per

share;

•

5,513,909 shares issuable upon the exercise of options outstanding, but not vested, as of March 31, 2007, at a weighted average exercise price of $0.34

per share; and

• 1,057,725 shares available for future issuance as of March 31, 2007 under our stock incentive plans.
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Except as otherwise noted, the information in this prospectus reflects:

• the conversion of all of our outstanding preferred stock into 54,624,716 shares of common stock upon completion of this offering;

• amendments to our charter and by-laws to be effective upon completion of this offering; and

• no exercise by the underwriters of their overallotment option.

The information we present in this prospectus does not reflect a reverse split of our common stock that we may effect prior to the effectiveness of the registration

statement of which this prospectus forms a part.
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Summary Financial Data

The following tables summarize our financial data. You should read these data together with the financial statements and related notes appearing elsewhere

in this prospectus, as well as “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the other financial information

included elsewhere in this prospectus. Pro forma information in the following tables gives effect to the conversion of our outstanding preferred stock into

common stock upon completion of this offering. The pro forma as adjusted information in the balance sheet table further reflects (a) our sale of shares of

common stock in this offering at an assumed initial public offering price of $ per share, after deducting the estimated underwriting discount and offering

expenses payable by us, and (b) our application of the proceeds from our sale of common stock in this offering. Working capital is defined as current assets

less current liabilities.

Years Ended December 31,

2004 2005 2006

(in thousands, except per share data)

Statement of Operations Data:

Revenues
$ 7,754 $ 16,448 $ 29,069

Cost of revenues
2,750 4,967 9,505

Gross profit
5,004 11,481 19,564

Operating expenses:

Research and development
1,208 2,098 3,453

Sales and marketing
2,715 5,888 12,172

General and administrative
1,714 2,221 3,820

Total operating expenses
5,637 10,207 19,445

Operating income (loss)
(633 ) 1,274 119

Other income (expense):



Interest income
12 150 299

Interest expense
(245 ) (264 ) (398 )

Warrant charge for change in fair value(1)
— — (177 )

Other, net
— — 6

Total other expense, net
(233 ) (114 ) (270 )

Income (loss) before cumulative change in accounting
(866 ) 1,160 (151 )

Cumulative change in accounting
— — 28

Net income (loss)
(866 ) 1,160 (123 )

Accretion of preferred stock
— (24 ) (45 )

Deemed dividend
(117 ) — —

Net income (loss) attributable to common stockholders
$ (983 ) $ 1,136 $ (168 )

Net income (loss) attributable to common stockholders:

Basic
$ (0.38 ) $ 0.42 $ (0.05 )

Diluted
$ (0.38 ) $ 0.02 $ (0.05 )

Weighted average common shares outstanding:

Basic
2,610 2,674 3,217

Diluted
2,610 50,512 3,217

Pro forma net loss per common share:

Basic
$ (0.00 )

Diluted
$ (0.00 )

Pro forma weighted average common shares outstanding:

Basic
57,841

Diluted
57,841
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(1)

The warrant charge for 2006 is a noncash charge reflecting an increase during 2006 in the fair value of our outstanding warrants to purchase redeemable

convertible preferred stock, in accordance with FASB Staff Position No. 150-5, which we adopted as of January 1, 2006. Until the completion of this

offering, we may incur warrant charges reflecting changes in the fair value of these warrants in future periods. Upon completion of this offering, these

warrants will become convertible for common stock and no further charges will be made to adjust for changes in the fair value of these warrants. See the

discussion under “Freestanding Preferred Stock Warrants” at page 34 and in notes 2 and 9 to the financial statements beginning on page F-1.

As of December 31, 2006

Pro Forma

Actual Pro Forma As Adjusted

(in thousands)

Balance Sheet Data:

Cash and cash equivalents
$ 7,251 $ 7,251 $

Working capital
7,566 7,566

Total assets
18,229 18,229

Total indebtedness, including current portion
3,544 3,544 —

Redeemable convertible preferred stock
30,788 — —

Total stockholders’ equity (deficit)
(19,765 ) (11,505 )
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Risk Factors
An investment in our common stock involves a high degree of risk. You should consider carefully the risks and uncertainties described below and all of the other

information contained in this prospectus before deciding whether to purchase our common stock. The market price of our common stock could decline due to any of

these risks and uncertainties, and you might lose all or part of your investment in our common stock.

Risks Related to Our Business and Industry

If the market for automated voice messaging products and services does not develop as we anticipate, our revenues would decline or fail to grow and we could incur

operating losses.



We derive, and expect to continue to derive for the foreseeable future, almost all of our revenues by providing our on-demand automated voice messaging,

or AVM, service to businesses, governments and other organizations. Due to advances in technology, the market for AVM products and services continues to

evolve, and it is uncertain whether our service will achieve and sustain high levels of demand and market acceptance. Our success will depend to a

substantial extent on the willingness of organizations to use our service.

Some organizations may be reluctant or unwilling to use AVM products and services for a number of reasons, including the perceived effectiveness of

products and services based on other delivery channels, such as direct mail, e-mail, text messaging, and web, or other technologies, such as interactive voice

response systems and predictive dialers. In addition, organizations may lack knowledge about the potential benefits that AVM product and services can

provide. An organization may determine that it can achieve the same, or a higher, level of performance and results from products and services based on

other delivery channels or technologies and conclude that those products and services are superior to AVM products and services. Even if an organization

determines that AVM products and services offer benefits superior to other customer contact products and services, it might not use AVM products or

services because it has previously invested in alternative products or services or in internally developed messaging equipment, because it can obtain

acceptable performance and results from alternative products and services available at a lower cost, or because it is unwilling to deliver customer

information to a third-party vendor.

If organizations do not perceive the potential and relative benefits of AVM products and services or believe that other customer contact products and

services offer a better value because of competitive pricing, the AVM market might not continue to develop or might develop more slowly than we expect,

either of which would significantly adversely affect our business, financial condition and operating results. Because the market for AVM products and

services is developing and the manner of its development is difficult to predict, we could make errors in predicting and reacting to relevant business trends,

which could harm our operating results.

Defects in our platform, disruptions in our service or errors in execution could diminish demand for our service and subject us to substantial liability.

Our on-demand platform is complex and incorporates a variety of hardware and proprietary and licensed software. Internet-based services such as ours

frequently experience disruptions from undetected defects when first introduced or when new versions or enhancements are released. From time to time we

have found and corrected defects in our platform. Other defects in our platform, or defects in new features, complementary services or upgrades released in

the future, could result in service disruptions for one or more clients. Our clients might use our service in unanticipated ways that cause a service disruption

for other clients attempting to access their contact list information and other data stored on our platform. In addition, a client may encounter a service

disruption or slowdown due to high usage levels of our service. For example, in May 2005 we experienced demand in excess of our then-current capacity,

which limited the ability of certain clients to execute their campaigns in their desired timeframes.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

Clients engage our client management organization to assist them in creating and managing a campaign. As part of this process, we typically construct and

test a script, map the client’s input file into our platform and map our output files to a client-specific format. In order for a campaign to be executed

successfully, our client management staff must correctly design, implement, test and deploy these work products. The performance of these tasks can require

significant skill and effort, and from time to time has resulted in errors that adversely affected a client’s campaign.

Because clients use our service for critical business processes, any defect in our platform, any disruption in our service or any error in execution could cause

existing or potential clients not to use our service, could harm our reputation, and could subject us to litigation and significant liability for damage to our

clients’ businesses.

The insurers under our existing liability insurance policy could deny coverage of a future claim that results from an error or defect in our platform or a

resulting disruption in our service, or our existing liability insurance might not be adequate to cover all of the damages and other costs of such a claim.

Moreover, we cannot assure you that our current liability insurance coverage will continue to be available to us on acceptable terms or at all. The successful

assertion against us of one or more large claims that exceeds our insurance coverage, or the occurrence of changes in our liability insurance policy, including

an increase in premiums or imposition of large deductible or co-insurance requirements, could have a material adverse effect on our business, financial

condition and operating results. Even if we succeed in litigation with respect to a claim, we are likely to incur substantial costs and our management’s

attention will be diverted from our operations.

Our quarterly operating results can be difficult to predict and can fluctuate substantially, which could result in volatility in the price of our common stock.

Our quarterly revenues and other operating results have varied in the past and are likely to continue to vary significantly from quarter to quarter. Our

agreements with clients do not require minimum levels of usage or payments, and our revenues therefore fluctuate based on the actual usage of our service

each quarter by existing and new clients. Quarterly fluctuations in our operating results also might be due to numerous other factors, including:

• our ability to attract new clients, including the length of our sales cycles, or to sell increased usage of our service to existing clients;

• technical difficulties or interruptions in our service;

• changes in privacy protection and other governmental regulations applicable to the communications industry;

• changes in our pricing policies or the pricing policies of our competitors;

• the financial condition and business success of our clients;

• purchasing and budgeting cycles of our clients;

• acquisitions of businesses and products by us or our competitors;

• competition, including entry into the market by new competitors or new offerings by existing competitors;

• our ability to hire, train and retain sufficient sales, client management and other personnel;

• timing of development, introduction and market acceptance of new services or service enhancements by us or our competitors;

• concentration of marketing expenses for activities such as trade shows and advertising campaigns;
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• expenses related to any new or expanded data centers; and

• general economic and financial market conditions.

Many of these factors are beyond our control, and the occurrence of one or more of them could cause our operating results to vary widely. Because of

quarterly fluctuations, we believe that quarter-to-quarter comparisons of our operating results are not necessarily meaningful.

In recent years, our quarterly revenues have been affected by seasonal factors as the result of the level of revenues we have derived from third-party

collection agencies. These factors have caused our revenues in the first quarter to decrease, or increase at a slower rate, as compared to revenues in the

immediately preceding fourth quarter. We believe these factors reflect a reduced level of collections processes following the fourth-quarter holiday season

and the lower number of business days in the first quarter.

We may fail to forecast accurately the behavior of existing and potential clients or the demand for our service. Our expense levels are based, in significant

part, on our expectations as to future revenues and are largely fixed in the short term. As a result, we could be unable to adjust spending in a timely manner

to compensate for any unexpected shortfall in revenues. We intend to increase our operating expenses as we expand our research and development, sales

and marketing, and administrative organizations. The timing of these increases and the rate at which new personnel become productive will affect our

operating results, and, in particular, we could incur operating losses in the event of an unexpected delay in the rate at which development, sales personnel or

new marketing initiatives become productive.

Variability in our periodic operating results could lead to volatility in our stock price as equity research analysts and investors respond to quarterly

fluctuations. Moreover, as a result of any of the foregoing factors, our operating results might not meet our announced guidance or expectations of investors,

in which case the price of our common stock could decrease significantly.

Our clients are not obligated to pay any minimum amount for use of our service on an on-going basis, and if they discontinue use of our service or do not use our

service on a regular basis, our revenues would decline.

The agreements we enter into with clients do not require minimum levels of usage or payments and are terminable at will by our clients. The periodic usage

of our service by an existing client could decline or fluctuate as a result of a number of factors, including the client’s level of satisfaction with our service, the

client’s ability to satisfy its customer contact processes internally, and the availability and pricing of competing products and services. If our service fails to

generate consistent business from existing clients, our business, financial condition and operating results will be adversely affected.

We derive a significant portion of our revenues from the sale of our service for use in the collections process, and any event that adversely affects the collection

agencies industry or in-house collection departments would cause our revenues to decline.

In recent years, we have focused our sales and marketing activities on the collection process, and have targeted collection agencies and debt buyers in the

collection agencies industry as well as large in-house collection departments of businesses in other industries. Revenues from these collection businesses

represented 31% of our revenues in 2004, 67% of our revenues in 2005 and 80% of our revenues in 2006. We expect that revenues from the collection

businesses will continue to account for a substantial part of our revenues for the foreseeable future.

Collection businesses are particularly subject to changes in the overall economy and in credit granting practices. Collection businesses are likely to be

affected adversely by any sustained economic upturn, any tightening of credit granting practices, or any technological advancement or regulatory change

affecting the collection of outstanding indebtedness. Any such occurrence would cause us to lose some or all of the recurring business of our clients in the

collections business, which could have a material adverse effect on our business, financial condition and operating results.
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Moreover, two clients accounted for a total of 32% of our revenues in 2005 and 26% of our revenues in 2006, and both of those clients are in the collection

agencies industry. In addition to the risks associated with collections businesses in general, our business, financial condition and operating results would be

negatively affected if either of these clients were to significantly decrease the extent to which they use our service.

Actual or perceived breaches of our security measures could diminish demand for our service and subject us to substantial liability.

Our service involves the storage and transmission of clients’ proprietary information. Internet-based services such as ours are particularly subject to security

breaches by third parties. Breaches of our security measures also might result from employee error or malfeasance or other causes. In the event of a security

breach, a third party could obtain unauthorized access to our clients’ contact list information and other data. Techniques used to obtain unauthorized access

or to sabotage systems change frequently, and they typically are not recognized until after they have been launched against a target. As a result, we could be

unable to anticipate, and implement adequate preventative measures against, these techniques. Because of the critical nature of data security, any actual or

perceived breach of our security measures could cause existing or potential clients not to use our service, could harm our reputation, and could subject us to

litigation and significant liability for damage to our clients’ businesses.

Interruptions or delays in service from our key vendors would impair the delivery of our on-demand service and could substantially harm our business and operating

results.

In delivering our service, we rely upon a combination of hosting providers, telecommunication carriers and data carriers. We serve our clients from two

third-party hosting facilities. One of our facilities is located in Ashburn, Virginia, and is owned and operated by Equinix under an agreement that expires in

March 2008. The other facility is located in Somerville, Massachusetts, and is owned and operated by InterNap under an agreement that expires in January

2009. If we are unable to renew these agreements on commercially reasonable terms following their termination, we will need to incur significant expense to

relocate our data center or agree to the terms demanded by the hosting provider, either of which could harm our business, financial position and operating

results.



As of March 31, 2007, our clients’ campaigns were handled through a mix of telecommunication carriers and data carriers. We rely on these carriers to

handle millions of customer contacts each day. We have contracts with these carriers that can be terminated by either party at the end of the contract term

upon written notice delivered by either party a specified number of days before the end of the term. In addition, we can terminate the contracts at any time

upon written notice delivered a specified number of days in advance, subject to the payment of specified termination charges. If a contract is terminated, we

might be unable to obtain pricing on similar terms from another carrier, which would affect our gross margins and other operating results.

Our hosting facilities and our carriers’ infrastructures are vulnerable to damage or interruption from floods, fires and similar natural events, as well as acts of

terrorism, break-ins, sabotage, intentional acts of vandalism and similar misconduct. The occurrence of such a natural disaster or misconduct, a loss of

power, a decision by either of our hosting providers to close the facilities without adequate notice, or other unanticipated problems could result in lengthy

interruptions in our service. Any interruption or delay in our service, even if for a limited time, could have an adverse effect on our business, financial

condition and operating results.
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Our business will be harmed if we fail to develop new features that keep pace with technological developments or to transition successfully to a Voice over Internet

Protocol telephony infrastructure.

Organizations can use a variety of communication channels to reach their customers or other intended contacts. Recent technological advances have

resulted in new communication channels, such as text messaging, and improvements in existing services and products, such as predictive dialers, that

threaten to eliminate the competitive advantages of our AVM service. Our business, financial condition and operating results will be adversely affected if we

are unable to complete and introduce, in a timely manner, new features for our existing service that keep pace with technological developments. For

example, because most of our clients access our service using a web browser, we must modify and enhance our service from time to time to keep pace with

new browser technology. In addition, we currently are transitioning to a Voice over Internet Protocol, or VoIP, telephony infrastructure, and we cannot

assure you that we will be able to complete this migration on our anticipated schedule or budget or that we ultimately will realize the cost savings and other

benefits we anticipate from this migration.

If the on-demand delivery model is not widely accepted for AVM services, our revenues would decline or fail to grow and we could incur operating losses.

All of our clients access and use our AVM service on an on-demand basis. Our success will depend to a substantial extent on the willingness of organizations

to increase their use of an on-demand delivery model for enterprise applications in general and for AVM services in particular. Many organizations have

invested substantial financial and personnel resources to integrate traditional enterprise software and associated hardware into their businesses, and they

might be reluctant or unwilling to migrate to an on-demand delivery model. Market acceptance of our on-demand delivery model for AVM services also

might be limited by numerous other factors, including:

• the security capabilities and reliability of our on-demand service;

• reluctance by organizations to trust third parties to store and manage critical customer data;

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

• the level of customization we offer;

• our ability to meet the needs of broader segments of the customer contact market;

• a substantial decrease in the cost of hardware and software necessary for organizations to maintain their customer contact technology in-house; and

•

adverse publicity about us, our service or on-demand AVM services in general, whether based on poor performance by us or our competitors or on third-party

reviews and industry analyst reports.

Many of these factors are beyond our control. If businesses do not perceive the benefits of on-demand AVM services, then the market for on-demand AVM

services might not develop further, or it could develop more slowly than we expect, either of which would adversely affect our business, financial condition

and operating results.

Substantially all of our revenue is derived from the use of our service for AVM campaigns, and a decline in sales of this service would materially adversely affect our

operating results.

Revenues derived from our AVM service accounted for more than 90% of our revenues in each of 2004, 2005 and 2006. We expect to derive a substantial

portion of our revenues for the foreseeable future from current and future versions of our AVM service, and our operating results therefore will depend

substantially upon the level of demand for this service. If demand for our AVM service decreases significantly, our operating results will be adversely

affected and we could incur operating losses.
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We face intense competition, and our failure to compete successfully would make it difficult for us to add and retain clients and would impede the growth of our

business.

The market for AVM solutions is intensely competitive, changing rapidly and fragmented. It is subject to rapidly developing technology, shifting client

requirements, frequent introductions of new products and services, and increased marketing activities of industry participants. Increased competition could

result in pricing pressure, reduced sales or lower margins, and could prevent our service or future customer contact solutions from achieving or maintaining

broad market acceptance. If we are unable to compete effectively, it will be difficult for us to add and retain clients and our business, financial condition and

operating results will be seriously harmed.

Predictive dialers have been the basic method of AVM contact for the last two decades, and the vast majority of telephony customer contact today is

completed using predictive dialer technology. Our service competes with on-premise predictive dialers from a limited number of established vendors and a

number of smaller vendors, as well as predictive dialers hosted by some of those smaller vendors on an application service provider basis. Many



organizations have invested in on-premise predictive dialers and are likely to continue using those dialers until the dialers are no longer operational, despite

the availability of new features and functionality in our service or in other AVM solutions. In addition, the on-demand service delivery model is relatively

new, and many organizations have not yet fully adopted or accepted a fully hosted delivery model.

Our AVM service also competes with a number of hosted AVM solutions. A limited number of established vendors and a number of smaller, privately held

companies offer hosted AVM services that compete principally on the basis of price rather than features. In addition, a small number of vendors focus on

providing hosted AVM services with features more comparable to ours. These vendors generally compete on the basis of return on investment and features,

rather than price. Other companies may enter the market by offering competing products or services based on emerging technologies, such as open-source

frameworks, and may compete on the basis of either features or price.

Some of our competitors have significantly greater financial, technical, marketing, service and other resources than we have. These vendors also have larger

installed client bases and longer operating histories. Competitors with greater financial resources might be able to offer lower prices, additional products or

services, or other incentives that we cannot match or offer. These competitors could be in a stronger position to respond quickly to new technologies and

could be able to undertake more extensive marketing campaigns.

Mergers or other strategic transactions involving our competitors could weaken our competitive position, which could harm our operating results.

Our industry is highly fragmented, and we believe it is likely that some of our existing competitors will consolidate or will be acquired. West Corporation, a

provider of outsourced communications services, acquired CenterPost Communications, a provider of enterprise multi-channel solutions for automating

customer communications, in February 2007 and acquired TeleVox Software, a provider of communication and automated messaging services to the

healthcare industry, in March 2007. In addition, some of our competitors may enter into new alliances with each other or may establish or strengthen

cooperative relationships with systems integrators, third-party consulting firms or other parties. Any such consolidation, acquisition, alliance or cooperative

relationship could lead to pricing pressure and our loss of market share and could result in a competitor with greater financial, technical, marketing, service

and other resources, all of which could have a material adverse effect on our business, operating results and financial condition.
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Our continued growth could strain our personnel resources and infrastructure, and if we are unable to implement appropriate controls and procedures to manage

our growth, we will not be able to implement our business plan successfully.

We are currently experiencing a period of rapid growth in our headcount and operations. To the extent that we are able to sustain such growth, it will place a

significant strain on our management, administrative, operational and financial infrastructure. Our success will depend in part upon the ability of our senior

management to manage this growth effectively. To do so, we must continue to hire, train and manage new employees as needed. If our new hires perform

poorly, or if we are unsuccessful in hiring, training, managing and integrating these new employees, or if we are not successful in retaining our existing

employees, our business would be harmed. To manage the expected growth of our operations and personnel, we will need to continue to improve our

operational, financial, and management controls and our reporting systems and procedures. The additional headcount we are adding will increase our cost

base, which will make it more difficult for us to offset any future revenue shortfalls by reducing expenses in the short term. If we fail to successfully manage

our growth, we will be unable to execute our business plan.

If we fail to retain our chief executive officer, chief operating and financial officer, chief technology officer, and other key personnel, our business would be harmed and

we might not be able to implement our business plan successfully.

Our future success depends upon the continued service of our executive officers and other key sales, marketing, service, engineering and technical staff. In

particular, each of Peter Shields, our chief executive officer and president, Robert Leahy, our chief operating officer and chief financial officer, and Timothy

Segall, our chief technology officer, is critical to the management of our business and operations. None of our executive officers or other key personnel is

bound by an employment agreement, and therefore they can cease their employment with us at any time with no advance notice. We do not maintain key

person life insurance on any of our employees. We are dependent on our executive officers and other key personnel, and the loss of any of them would harm

our operations and could prevent us from successfully implementing our business plan in a timely manner, if at all.

Failure to expand our direct sales force successfully will impede our growth.

We are highly dependent on our direct sales force to obtain new clients and to generate repeat business from our existing client base. It is therefore critical

that our direct sales force maintain regular contact with our clients, both to gauge client satisfaction with our service as well as to highlight the value that use

of our service adds to their enterprises. There is significant competition for direct sales personnel. Our ability to achieve significant growth in revenues in

the future will depend in large part on our success in recruiting, training and retaining sufficient numbers of direct sales personnel. New hires require

significant training and typically take more than a year before they achieve full productivity. Our recent and planned hires might not achieve full

productivity as quickly as intended, or at all. If we fail to hire and successfully train sufficient numbers of direct sales personnel, we will be unable to increase

our revenues and the growth of our business will be impeded.

Because competition for employees in our industry is intense, we might not be able to attract and retain the highly skilled employees we need to execute our business

plan.

To continue to execute our business plan, we must attract and retain highly qualified personnel. Competition for these personnel is intense, especially for

senior engineers and senior sales executives. We might not be successful in attracting and retaining qualified personnel. We have experienced from time to

time in the past, and expect to continue to experience in the future, difficulty in hiring and retaining highly skilled employees with appropriate

qualifications. Many of the companies with which we compete for experienced personnel have greater resources than we have. In addition, in making

employment decisions, particularly in technology-based industries, job candidates often consider the value of the stock options they are to receive in

connection with their employment. Volatility in the price of our common stock could therefore, adversely affect our ability to attract or retain key



employees. Furthermore, the requirement to expense stock options could discourage us from granting the size or type of stock options awards that job

candidates require to join our company. If we fail to attract new personnel or fail to retain and motivate our current personnel, our business plan and future

growth prospects could be severely harmed.
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If we are unable to protect our intellectual property rights, we would be unable to protect our proprietary technology and our brand.

If we fail to protect our intellectual property rights adequately, our competitors could gain access to our technology and our business could be harmed. We

rely on trade secret, copyright and trademark laws, and confidentiality and assignment of invention agreements with employees and third parties, all of

which offer only limited protection. The steps we have taken to protect our intellectual property might not prevent misappropriation of our proprietary

rights. We have only one issued patent and one patent application pending in the United States. Our issued patent and any patents issued in the future, may

not provide us with any competitive advantages or may be successfully challenged by third parties. Furthermore, legal standards relating to the validity,

enforceability and scope of protection of intellectual property rights in other countries are uncertain and might afford little or no effective protection of our

proprietary technology. Consequently, we could be unable to prevent our intellectual property rights from being exploited abroad, which could diminish

international sales or require costly efforts to protect our technology. Policing the unauthorized use of intellectual property rights is expensive, difficult and,

in some cases, impossible. Litigation could be necessary to enforce or defend our intellectual property rights, to protect our trade secrets, or to determine the

validity and scope of the proprietary rights of others. Any such litigation could result in substantial costs and diversion of management resources, either of

which could harm our business. Accordingly, despite our efforts, we might not be able to prevent third parties from infringing upon or misappropriating our

intellectual property.

Our product development efforts could be constrained by the intellectual property of others, and we could be subject to claims of intellectual property infringement,

which could be costly and time-consuming.

The customer contact and telecommunications industries are characterized by the existence of a large number of patents, trademarks and copyrights, and by

frequent litigation based upon allegations of infringement or other violations of intellectual property rights. As we seek to extend our service, we could be

constrained by the intellectual property rights of others. We might not prevail in any future intellectual property infringement litigation given the complex

technical issues and inherent uncertainties in litigation. Any claims, regardless of their merit, could be time-consuming and distracting to management,

result in costly litigation or settlement, cause product development delays, or require us to enter into royalty or licensing agreements. If our service violates

any third-party proprietary rights, we could be required to re-engineer our service or seek to obtain licenses from third parties, which might not be available

on reasonable terms or at all. Any efforts to re-engineer our service, obtain licenses from third parties on favorable terms or license a substitute technology

might not be successful and, in any case, might substantially increase our costs and harm our business, financial condition and operating results. Further, our

platform incorporates open source software components that are licensed to us under various public domain licenses. While we believe we have complied

with our obligations under the various applicable licenses for open source software that we use, there is little or no legal precedent governing the

interpretation of many of the terms of certain of these licenses and therefore the potential impact of such terms on our business is somewhat unknown.
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We incorporate technology licensed from third parties in our service, and our inability to maintain these licenses on similar terms or errors in the licensed software

could result in increased costs or impair the implementation or functionality of our service, which would adversely affect our business and operating results.

Our multi-tenant customer communication platform incorporates technology licensed from third-party providers. For example, we use the Apache web

server, the BEA WebLogic application server, Nuance text-to-speech and automated speech recognition software, and the Oracle database. We anticipate

that we will need to continue to license technology from third parties in the future. There might not always be commercially reasonable software alternatives

to the third-party software that we currently license. Any such software alternatives could be more difficult or costly to replace than the third-party software

we currently license, and integration of that software into our platform could require significant work and substantial time and resources. Any undetected

errors in the software we license could prevent the implementation of our service, impair the functionality of our service, delay or prevent the release of new

features, complementary services or upgrades, and injure our reputation. Our use of additional or alternative third-party software would require us to enter

into license agreements with third parties, which might not be available on commercially reasonable terms or at all.

Any expansion of our business into international markets would expose us to additional business risks, and failure to manage those risks could adversely affect our

business and operating results.

To date, we have focused our sales and marketing efforts principally on organizations located in the United States. Organizations in the United States

accounted for substantially all of our revenues in each of 2004, 2005 and 2006. We may determine to commence operations in one or more other countries.

Those operations would be subject to a number of risks and potential costs, including:

•

compliance with multiple, conflicting and changing laws and regulations, including employment, tax, trade, privacy, and data protection laws and

regulations;

• difficulty in establishing, staffing and managing international sales operations;

• challenges encountered under local business practices, which vary by country and often favor local competitors;

• challenges caused by distance, language and cultural differences;

• longer payment cycles in some countries;

• currency exchange rate fluctuations; and

• limited protection of intellectual property in some countries outside of the United States.

Our failure to manage the risks associated with our international operations effectively could limit the future growth of our business and adversely affect our

operating results. Any expansion of our international operations could require a substantial financial investment and significant management efforts.

Our limited operating history makes predicting future operating results more difficult.



We were founded and began offering our on-demand service in 2000. You must consider our business and prospects in light of the risks, expenses and

difficulties we encounter as a relatively new company in a rapidly changing market, including:

• we have a single service offering and face risks in developing complementary services or new service offerings;

• we could encounter difficulties in managing the growth, if any, of our business; and
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• we could be unable to forecast accurately the behavior of existing and potential clients or the demand for customer contact products.

We could fail to address one or more of these risks successfully. In addition, due to our relatively limited history, any historical operating, financial or

business information relating to our operations might not be indicative of future results. We incurred a net loss in each of 2004 and 2006, and we cannot

assure you that we will be able to generate net income in the current or any future fiscal year or quarter or that we will be able to forecast accurately our

operating results for any future fiscal year or quarter.

We might enter into acquisitions that are difficult to integrate, disrupt our business, dilute stockholder value or divert management attention.

We intend to pursue acquisitions of businesses, technologies, and products that will complement our existing operations. We cannot assure you that any

acquisition we make in the future will provide us with the benefits we anticipated in entering into the transaction. Acquisitions are typically accompanied by

a number of risks, including:

• difficulties in integrating the operations and personnel of the acquired companies;

• maintenance of acceptable standards, controls, procedures and policies;

• potential disruption of ongoing business and distraction of management;

• impairment of relationships with employees and clients as a result of any integration of new management and other personnel;

• inability to maintain relationships with clients of the acquired business;

• difficulties in incorporating acquired technology and rights into products and services;

• unexpected expenses resulting from the acquisition;

• potential unknown liabilities associated with acquired businesses; and

• unanticipated expenses related to acquired technology and its integration into existing technology.

Acquisitions could result in the incurrence of debt, restructuring charges and large one-time write-offs, such as write-offs for acquired in-process research

and development costs. Acquisitions could also result in goodwill and other intangible assets that are subject to impairment tests, which might result in

future impairment charges. Furthermore, if we finance acquisitions by issuing convertible debt or equity securities, our existing stockholders would be

diluted and earnings per share could decrease.

From time to time, we might enter into negotiations for acquisitions that are not ultimately consummated. Those negotiations could result in diversion of

management time and significant out-of-pocket costs. If we fail to evaluate and execute acquisitions properly, we could fail to achieve our anticipated level of

growth and our business and operating results could be adversely affected.

We will incur significant increased costs as a result of operating as a public company, and our management will be required to devote substantial time to newly

applicable compliance initiatives.

We will incur significant legal, accounting and other expenses that we did not incur as a private company. The Sarbanes-Oxley Act and rules subsequently

implemented by Nasdaq and the SEC have imposed a number of additional requirements on public companies, including mandatory changes in corporate

governance practices. Our management and other personnel will need to devote a substantial amount of time to complying with these initiatives. Moreover,

these requirements will increase our accounting and legal compliance costs and will make some activities more time-consuming and costly. For example,

these requirements have made it more expensive for us to obtain director and officer liability insurance.
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In addition, the Sarbanes-Oxley Act requires, among other things, that we maintain effective internal controls for financial reporting and disclosure controls

and procedures. We will need to undertake system and process evaluation and testing of our internal controls over financial reporting to allow management

and our independent registered public accounting firm to report on the effectiveness of our internal controls over financial reporting, as required by Section

404 of the Sarbanes-Oxley Act. Our testing, or the subsequent testing by our independent registered public accounting firm, could reveal deficiencies in our

internal controls over financial reporting that are deemed to be material weaknesses. Our compliance with Section 404 will require that we continue to incur

substantial accounting expense and expend significant management efforts. We currently do not have an internal audit group, and we expect to engage

outside accounting and advisory services with appropriate public company experience and technical accounting knowledge. If we fail to comply with the

requirements of Section 404 in a timely manner, or if we or our independent registered public accounting firm identify deficiencies in our internal controls

over financial reporting that are deemed to be material weaknesses, the market price of our stock could decline and we could be subject to sanctions or

investigations by Nasdaq, the SEC or other regulatory authorities, which would require additional financial and management resources.

The consolidation of our customers can reduce the number of our customers and adversely affect our business.

Some of our significant clients from time to time may merge, consolidate or enter into alliances with each other. The surviving entity or resulting alliance

may subsequently decide to use a different service provider or to manage customer contact campaigns internally. Alternatively, the surviving entity or

resulting alliance may elect to continue using our service, but its strengthened financial position or enhanced leverage may lead to pricing pressure. Either of

these results could have a material adverse effect on our business, operating results and financial condition. We may not be able to offset the effects of any

such price reductions, and may not be able to expand our client base to offset any revenue declines resulting from such a merger, consolidation or alliance.

Our ability to use net operating loss carryforwards in the United States may be limited.



As of December 31, 2006, we had net operating loss carryforwards of $11.8 million for U.S. federal tax purposes and an additional $11.8 million for state

tax purposes. These loss carryforwards expire between 2007 and 2026. To the extent available, we intend to use these net operating loss carryforwards to

reduce the corporate income tax liability associated with our operations. Section 382 of the Internal Revenue Code generally imposes an annual limitation

on the amount of net operating loss carryforwards that may be used to offset taxable income when a corporation has undergone significant changes in stock

ownership. The Company believes that ownership changes occurred in 2000 and 2001 and, as a result, in 2006 reduced its net operating loss carryforwards

by $6.8 million. Our ability to utilize net operating loss carryforwards may be limited by the issuance of common stock in this offering. To the extent our use

of net operating loss carryforwards is significantly limited, our income could be subject to corporate income tax earlier than it would if we were able to use

net operating loss carryforwards, which could result in lower profits.

Our ability to raise capital in the future may be limited, and our failure to raise capital when needed could prevent us from executing our growth strategy.

We may need to raise additional funds through public or private debt or equity financings in order to:

• fund ongoing operations;

• take advantage of opportunities, including more rapid expansion of our business or the acquisition of complementary products, technologies or businesses;

• develop new products; and

• respond to competitive pressures.
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Any additional capital raised through the sale of equity may dilute your percentage ownership of our common stock. Capital raised through debt financing

would require us to make periodic interest payments and may impose potentially restrictive covenants on the conduct of our business. Furthermore,

additional financings may not be available on terms favorable to us, or at all. A failure to obtain additional funding could prevent us from making

expenditures that may be required to grow or maintain our operations.

Risks Related to Regulation of Use of Our Service

We derive a significant portion of our revenues from the sale of our service for use in the collections process, and our business and operating results could be

substantially harmed if new U.S. federal and state laws or regulatory interpretations in one or more jurisdictions either make our service unavailable or less

attractive for use in the collections process or expose us to regulation as a debt collector.

Revenues from clients in the collection agencies industry and large in-house, or first-party, collection departments represented 31% of our revenues in 2004,

67% of our revenues in 2005 and 80% of our revenues in 2006. These clients’ use of our service is affected by an array of complex federal and state laws and

regulations. The U.S. Fair Debt Collection Practices Act, or FDCPA, limits debt collection communications by clients in the collection agencies industry,

including third parties retained by creditors. For example, the FDCPA prohibits abusive, deceptive and other improper debt collection practices, restricts the

timing and content of communications regarding a debt or a debtor’s location, and allows consumers to opt out of receiving debt collection

communications. In general, the FDCPA also prohibits the use of debt collection calls to cause debtors to incur more debt. Many states impose additional

requirements on debt collection communications, including limits on the frequency of debt collection calls, and some of those requirements may be more

stringent than the comparable federal requirements. Moreover, regulations governing debt collection calls are subject to changing interpretations that may

be inconsistent among different jurisdictions. Our business, financial position and operating results could be substantially harmed by the adoption or

interpretation of U.S. federal or state laws or regulations that make our service either unavailable or less attractive for debt collection communications by

existing and potential clients.

We provide our service for use by creditors and debt collectors, but we do not believe that we are a debt collector for purposes of these U.S. federal or state

regulations. An allegation by one or more jurisdictions that we are a debt collector for purposes of their regulations could cause existing or potential clients

not to use our service, harm our reputation, subject us to administrative proceedings, or result in our incurring significant legal fees and other costs. If it were

to be determined that we are a debt collector for purposes of the regulations of one or more jurisdictions, we could be exposed to government enforcement

actions and regulatory penalties and would be subject to additional rules, including licensing and bonding requirements. The costs of complying with these

rules could be substantial, and we might be unable to continue to offer our service for debt collection communications in those jurisdictions, which would

have a material adverse effect on our business, financial condition and operating results. In addition, if clients use our service in violation of limits on the

content, timing and frequency of their debt collection communications, we could be subject to claims by consumers that result in costly legal proceedings

and that lead to civil damages, fines or other penalties.

We could be subject to significant penalties or damages if our clients violate U.S. federal or state restrictions on the use of artificial or prerecorded messages to contact

wireless telephone numbers, and our business and operating results could be substantially harmed if those restrictions make our service unavailable or less attractive

for use in the collections process.

Under the U.S. Telephone Consumer Protection Act, it is unlawful to use an automatic telephone dialing system or an artificial or prerecorded message to

contact any cellular or other wireless telephone number, unless the recipient previously has consented to receiving this type of message or is not charged for

the message. Our service involves the use of artificial and prerecorded messages. Although our service is designed to enable a client to screen a contact list to

remove wireless telephone numbers, a client may determine that voice or text messages to certain wireless telephone numbers are permitted because the

recipients previously have consented to receiving artificial or prerecorded messages. We cannot ensure that, in using our service for a campaign, a client

removes from its contact list the names of all persons who are associated with wireless telephone numbers and who have not consented to receiving artificial

or prerecorded messages or, in particular, that the client properly interprets and applies the exemption for recipients who have consented to receiving such

messages. Many states have enacted similar restrictions on using automatic dialing systems and artificial and prerecorded messages to contact wireless

telephone numbers, and some of those state requirements may be more stringent than the comparable federal requirements. If clients use our service in a



manner that violates any of these regulations, federal or state authorities may seek to subject us to regulatory fines or other penalties, even if the violation

did not result from a failure of our service. If clients use our service to screen for wireless telephone numbers and our screening mechanisms fail, we may be

subject to regulatory fines or other penalties as well as contractual claims by clients for damages, and our reputation may be harmed.
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Regulatory restrictions on artificial and prerecorded messages present particular problems for businesses in the collection agencies industry. These third-

party collection agencies and debt buyers do not have direct relationships with the consumer debtors and therefore typically do not have the ability to

obtain from a debtor the consent required to permit the use of artificial or prerecorded messages in contacting a debtor at a wireless telephone number.

These businesses’ lack of a direct relationship with debtors also makes it more difficult for them to evaluate whether a debtor has provided such a consent.

For example, a collection agency frequently must evaluate whether past actions taken by a debtor, such as providing a cellular telephone number in a loan

application, constitute consent sufficient to permit the agency to contact the debtor using artificial or prerecorded messages. Moreover, a significant period

of time elapses between the time at which a loan is made and the time at which a collection agency or debt buyer seeks to contact the debtor for repayment,

which further complicates the determination of whether the collection agency or debt buyer has the required consent to use artificial or prerecorded

messages. The difficulties encountered by these third-party collection businesses are becoming increasingly problematic as the percentage of U.S. consumers

using cellular telephones continues to increase. If these third-party collection businesses are unable to use artificial or prerecorded messages to contact a

substantial portion of their debtors, our service will be less useful to them. If our clients in the collection agencies industry significantly decrease their use of

our service, our business, financial position and operating results would be substantially harmed.

We could be subject to penalties if we or our clients violate federal or state telemarketing restrictions due to a failure of our service or otherwise, which could harm

our financial position and operating results.

The use of our service for marketing communications is affected by extensive federal and state telemarketing regulation. The Telemarketing and Consumer

Fraud and Abuse Prevention Act and Telephone Consumer Protection Act, among other U.S. federal laws, empower both the Federal Trade Commission, or

FTC, and the Federal Communications Commission, or FCC, to regulate interstate telephone sales calling activities. The FTC’s Telemarketing Sales Rule

requires us to transmit Caller ID information, disclose certain information to call recipients and retain business records. This rule proscribes

misrepresentations, prohibits the abandonment of telemarketing calls and limits the timing of calls to consumers. If we fail to comply with applicable FTC

telemarketing regulations, we may be subject to substantial regulatory fines or other penalties as well as contractual claims by clients for damages, and our

reputation may be harmed. The FTC’s Telemarketing Sales Rule, for example, imposes fines of up to $11,000 per violation. If clients use our service in a

manner that violates any of these telemarketing regulations, the FTC may seek to subject us to regulatory fines or other penalties, even if the violation did

not result from a failure of our service.

In addition, FCC and FTC regulations restrict the use of automatic telephone dialing systems, predictive dialing techniques, and artificial or prerecorded

voice messages for a wide variety of purposes, including telemarketing calls. In particular, those regulations prohibit an organization from using artificial or

prerecorded voice messages in a telemarketing call unless the organization has an established business relationship, or EBR, with the recipient. We cannot

ensure that, in using our service for a campaign, a client removes from its contact list the names of all persons with whom the client does not have an EBR or

that the client properly interprets and applies the EBR exemption. If clients use our service to place unauthorized calls or in a manner that otherwise

violates EBR restrictions, U.S. federal or state authorities may seek to subject us to substantial regulatory fines or other penalties, even if the violation did

not result from a failure of our screening mechanisms. In October 2006, the FTC requested public comments on a proposal that would have, in effect,

eliminated as of January 2, 2007, the EBR-based exemption from the restrictions on the use of prerecorded messages. In December 2006, the FTC

announced that it was postponing any implementation of the proposal pending further consideration of comments received. We are unable to predict

whether, or when, the FTC may determine to implement such proposal. If the FTC implements the proposal, or if it otherwise narrows or repeals the EBR

exemptions, our operating results could be adversely affected and our future growth prospects could be severely harmed.
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Many states have enacted prohibitions or restrictions on telemarketing calls into their states, specifically covering the use of automatic dialing systems and

predictive dialing techniques. Some of those state requirements are more stringent than the comparable federal requirements. If clients use our service in a

manner that violates any of these telemarketing regulations, state authorities may seek to subject us to regulatory fines or other penalties, even if the

violation did not result from a failure of our service.

To the extent that our service is used to send e-mail or text messages, our clients will be, and we may be, affected by regulatory requirements in the United

States. Organizations may determine not to use these channels because of prior consent, or opt-in, requirements or other regulatory restrictions, which could

harm our future business growth.

Our failure to comply with numerous and overlapping information security and privacy requirements could subject us to fines and other penalties as well as claims

by our clients for damages, any of which could harm our reputation and business.

Our collection, use and disclosure of personal information are affected by numerous privacy, security and data protection regulations. We are subject to the

FTC’s Gramm-Leach-Bliley Privacy Rule when we receive nonpublic personal information from clients that are treated as financial institutions under those

rules. These rules restrict disclosures of consumer information and limit uses of such information to certain purposes that are disclosed to consumers. The

related Gramm-Leach-Bliley Safeguards Rule requires our financial institution clients to impose administrative, technical and physical data security

measures in their contracts with us. Compliance with these contractual requirements can be costly, and our failure to satisfy these requirements could lead to

regulatory penalties or contractual claims by clients for damages.

Some of our services require us to receive consumer information that is protected by the Fair Credit Reporting Act, which defines permissible uses of

consumer information furnished to or obtained from consumer reporting agencies. We generally rely on our clients’ assurances that any such information is

requested and used for permissible purposes, but we cannot be certain that our clients comply with these restrictions. We could incur costs or could be

subject to fines or other penalties if the FTC determines that we have mishandled protected information.



Many jurisdictions, including the majority of states, have data security laws including data security breach notification laws. When our clients operate in

industries that have specialized data privacy and security requirements, they may be subject to additional data protection restrictions. For example, the

federal Health Insurance Portability and Accountability Act, or HIPAA, regulates the maintenance, use and disclosure of personally identifiable health

information by certain health care-related entities. States may adopt privacy and security regulations that are more stringent than federal rules. If we

experience a breach of data security, we could be subject to costly legal proceedings that could lead to civil damages, fines or other penalties. We or our

clients could be required to report such breaches to affected consumers or regulatory authorities, leading to disclosures that could damage our reputation or

harm our business, financial position and operating results.
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We may record certain of our calls for quality assurance, training or other purposes. Many states require both parties to consent to such recording, and may

adopt inconsistent standards defining what type of consent is required. Violations of these rules could subject us to fines or other penalties, criminal liability,

or claims by our clients for damages, any of which could hurt our reputation or harm our business, financial position and operating results.

It may be impossible for us to comply with the different data protection regulations that affect us in different jurisdictions. For example, the USA PATRIOT

Act provides U.S. law enforcement authorities certain rights to obtain personal information in the control of U.S. persons and entities without notifying the

affected individuals. Some foreign laws, including some in Canada and the European Union, prohibit such disclosures. Such conflicts could subject us and

our clients to costs, liabilities or negative publicity that could impair our ability to expand our operations into some countries and therefore limit our future

growth.

Any expansion of our business into international markets would require us to comply with additional debt collection, telemarketing, data privacy and other

regulations, which could make it costly or difficult to operate in these markets.

Our clients are located principally in the United States, with a limited number located in Canada and the United Kingdom. We may determine to commence

or expand our operations in one or more other countries. Any such country may have laws and regulations governing debt collection, telemarketing, data

privacy or other communications activities comparable in purpose to the U.S. and state laws and regulations described above. Compliance with these

requirements may be costly and time consuming, and may limit our ability to operate successfully in one or more foreign jurisdictions.

For example, our current telemarketing activities in the United Kingdom are affected by a comprehensive telemarketing regulation, including a prohibition

on calls to numbers on the UK’s national do-not-call registry, the Telephone Preference Service. Canada may establish a similar national do-not-call registry.

The Canadian Radio-Television and Telecommunications Commission, or CRTC, already requires telemarketers to maintain their own do-not-call lists, and

the CRTC prohibits the use of automatic dialing and announcing devices for solicitations except in limited circumstances.

Outside of the United States, our business is likely to be subject to more stringent data protection regulations. For example, the Canadian Personal

Information Protection and Electronics Documents Act and similar Canadian provincial laws restrict the use, collection, and disclosure of personal

information, require security safeguards, and could require contractual commitments in our client contracts. The European Union Directive on Data

Protection and national implementing laws restrict collection, use and disclosure of personal data in EU countries and prohibits transfers of this

information to the United States unless specified precautions are implemented.

Risks Related to this Offering and Ownership of Our Common Stock

Because there has not been a public market for our common stock and our stock price might be volatile, you might not be able to resell your shares at or above the

initial public offering price.

Prior to this offering, our common stock could not be bought or sold publicly. We cannot predict the extent to which investors’ interests will lead to an active

trading market for our common stock or the extent to which the market price of our common stock will be volatile following this offering. The initial public

offering price for our common stock will be determined through negotiations with the underwriters. The trading prices of common stock of newly public

technology companies have often been highly volatile and varied significantly from their initial public offering prices. The trading price of our common

stock could decrease significantly from the initial public offering price due to numerous factors, many of which are beyond our control, including:
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• departures of key personnel;

• variations in our quarterly operating results;

• announcements by our competitors of significant contracts, new products or services, or acquisitions;

•

changes in governmental regulations and standards affecting the market for AVM products and services or customer contact solutions in general, including

implementation of additional regulations relating to consumer data privacy;

• decreases in financial estimates of equity research analysts with respect to our common stock;

• actual or potential sales of our common stock by us or our officers, directors or principal stockholders;

• decreases in market valuations of customer contact companies;

• fluctuations in stock market prices and volumes; and

• damages, settlements, legal fees and other costs related to litigation, claims and other contingencies.

In the past, securities class action litigation often has been initiated against a company following a period of volatility in the market price of the company’s

securities. If class action litigation is initiated against us, we will incur substantial costs and our management’s attention will be diverted from our

operations. All of these factors could cause the market price of our stock to decline, and you could lose some or all of your investment.

If equity research analysts do not publish research or reports about our business or if they issue unfavorable commentary or downgrade our common stock, the price

of our common stock could decline.



The trading market for our common stock will depend in part on the research and reports that equity research analysts publish about our company and

business. The price of our stock could decline if one or more equity research analysts downgrade our common stock or if those analysts issue other

unfavorable commentary or cease publishing reports about our company and business.

Future sales of our common stock by existing stockholders could cause our stock price to decline.

If our existing stockholders sell substantial amounts of our common stock in the public market, the market price of our common stock could decrease

significantly. The perception in the public market that our stockholders might sell shares of common stock could also depress the market price of our

common stock. All of our stockholders immediately prior to this offering are subject to lock-up agreements with the underwriters that restrict their ability to

transfer their common stock for approximately 180 days after the date of this prospectus. Upon expiration of the lock-up agreements, an additional shares

of our common stock will be eligible for sale in the public market. In addition, we intend to file registration statements with the SEC covering all of the

shares of common stock subject to options outstanding, or available for future issuance under our stock incentive plans, as of the closing of this offering. The

market price of shares of our common stock could drop significantly when the contractual and statutory restrictions on resale by our existing security

holders lapse and those holders are able to sell shares of our common stock into the market.
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Our directors, executive officers and their affiliated entities will continue to have substantial control over us and could limit the ability of other stockholders to

influence the outcome of key transactions, including changes of control.

We anticipate that our executive officers, directors and their affiliated entities will, in the aggregate, beneficially own % of our outstanding common stock

upon completion of this offering. In particular, affiliates of North Bridge Ventures Partners, including James A. Goldstein, one of our directors, will, in the

aggregate, beneficially own % of our outstanding common stock upon completion of this offering. Our executive officers, directors and their affiliated

entities, if acting together, will be able to control or significantly influence all matters requiring approval by our stockholders, including the election of

directors and the approval of mergers or other significant corporate transactions. These stockholders may have interests that differ from yours, and they

might vote in a way with which you disagree and that could be adverse to your interests. The concentration of ownership of our common stock could have

the effect of delaying, preventing, or deterring a change of control of our company, could deprive our stockholders of an opportunity to receive a premium

for their common stock as part of a sale of our company, and could negatively affect the market price of our common stock.

Our management will have broad discretion over the use of the proceeds we receive in this offering and might not apply the proceeds in ways that increase the value

of your investment.

Our management will have broad discretion over the use of our net proceeds of this offering, and you will be relying on their judgment regarding the

application of those net proceeds. While our management intends to use our net proceeds in a manner that is in the best interests of our company and our

stockholders, they might not apply the net proceeds in ways that increase the value of your investment. The market price of our common stock could fall if

the market does not view our use of our net proceeds favorably.

Our corporate documents and Delaware law make a takeover of our company more difficult, which could prevent certain changes in control and limit the market

price of our common stock.

Our charter and by-laws and Section 203 of the Delaware General Corporation Law contain provisions that could enable our management to resist a

takeover of our company. These provisions could discourage, delay, or prevent a change in the control of our company or a change in our management. They

could also discourage proxy contests and make it more difficult for you and other stockholders to elect directors and take other corporate actions. The

existence of these provisions could limit the price that investors are willing to pay in the future for shares of our common stock. Some provisions in our

charter and by-laws could deter third parties from acquiring us, which could limit the market price of our common stock.

We do not intend to pay dividends on our common stock in the foreseeable future.

We have never declared or paid any cash dividends on our common stock. We currently intend to retain any future earnings and do not expect to pay any

dividends in the foreseeable future. Accordingly, you are not likely to receive any dividends on your common stock in the foreseeable future, and your ability

to achieve a return on your investment will therefore depend on appreciation in the price of our common stock.

You will experience immediate and substantial dilution in the net tangible book value of any shares you purchase in this offering.

If you purchase shares of our common stock in this offering, you will experience immediate and substantial dilution, in that the price you pay will be

substantially greater than the net tangible book value per share of the shares you acquire. This dilution will result from the fact that our earlier investors

paid substantially less than the initial public offering price when they purchased their shares. Based on an assumed initial public offering price of $ per

share, if you purchase our common stock in this offering, you will suffer immediate dilution of $ per share. If the underwriters exercise their overallotment

option, or if outstanding options and warrants to purchase our common stock are exercised, you will experience additional dilution.
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Special Note Regarding Forward-Looking Statements
This prospectus contains forward-looking statements. Forward-looking statements relate to future events or our future financial performance. We generally

identify forward-looking statements by terminology such as “may,” “should,” “expect,” “anticipate,” “could,” “intend,” “target,” “believe,” “estimate” or

“potential” or the negative of these terms or other similar words. These statements are only predictions. The outcome of the events described in these

forward-looking statements is subject to known and unknown risks, uncertainties and other factors that may cause our, our customers’ or our industry’s



actual results, levels of activity, performance or achievements expressed or implied by these forward-looking statements, to differ. “Risk Factors,”

“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business,” as well as other sections in this prospectus,

discuss some of the factors that could contribute to these differences.

The forward-looking statements made in this prospectus relate only to events as of the date on which the statements are made. We undertake no obligation

to update any forward-looking statement to reflect events or circumstances after the date on which the statement is made or to reflect the occurrence of

unanticipated events.

This prospectus also contains market data related to our business and industry. These market data include projections that are based on a number of

assumptions. If these assumptions turn out to be incorrect, actual results may differ from the projections based on these assumptions. As a result, our

markets may not grow at the rates projected by these data, or at all. The failure of these markets to grow at these projected rates may have a material adverse

effect on our business, results of operations, financial condition and the market price of our common stock.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

Use of Proceeds
We estimate that the net proceeds from our sale of shares of our common stock in this offering will be approximately $ million, assuming an initial public

offering price of $ per share and after deducting the estimated underwriting discount and offering expenses payable by us.

We will not receive any of the proceeds from the sale of shares of our common stock by the selling stockholders, including any shares sold by the selling

stockholders upon exercise of the underwriters’ overallotment option.

We intend to use a portion of our net proceeds of this offering to repay indebtedness outstanding under the following:

•

Under arrangements with Comerica Bank, we have borrowed funds to purchase certain equipment and for working capital. These borrowings bear interest at

rates equal to the prime rate per annum (8.25% at December 31, 2006) plus 1.0% or 1.5% and are secured by a pledge of accounts receivable, equipment and

financial assets. As of December 31, 2006, a total of $3.3 million was outstanding under these arrangements and was payable in specified amounts from time

to time from July 2007 to February 2009. No prepayment charge would be incurred upon our repayment of these borrowings following the completion of this

offering.

•

Under arrangements with Lighthouse Capital Partners IV, L.P., we borrowed $1.5 million from 2002 to 2004 to purchase certain equipment. These borrowings

bear interest at an effective rate of 15.8% per annum and are secured by a pledge of the purchased equipment. As of December 31, 2006, a total of $134,000

was outstanding under these arrangements and was payable in June 2007.

•

Under arrangements with Oracle Credit Corporation, we borrowed $215,000 in February 2005 in connection with our purchase of certain software from Oracle.

These borrowings bear interest at the implicit rate of 9.3% per annum and are not secured. At December 31, 2006, a total of $97,000 was outstanding under

these arrangements and is payable in five quarterly installments, ending in March 2008. No prepayment charge would be incurred upon our repayment of these

borrowings following the completion of this offering.

Based on the amounts of the borrowings outstanding as of December 31, 2006, we would apply $3.5 million of our net proceeds to pay in full our current

and long-term indebtedness under these arrangements.

We intend to use the balance of our net proceeds for working capital and other general corporate purposes, which may include financing our growth,

developing new features and services, and funding capital expenditures. We have not yet determined with any certainty the manner in which we will allocate

the net proceeds. The amount and timing of these expenditures will vary depending on a number of factors, including the amount of cash generated by our

operations, competitive and technological developments, and the rate of growth, if any, of our business.

We may use a portion of our net proceeds to acquire businesses, technologies and products that will expand the feature set of our on-demand service,

provide access to new markets or clients, or otherwise complement our existing operations. We have no agreement with respect to any acquisition, although

we assess opportunities on an ongoing basis and from time to time have discussions with other companies about potential transactions. We cannot assure

you that we will make any acquisitions in the future.

Our management will have significant flexibility in applying our net proceeds. Further, changing business conditions and unforeseen circumstances could

cause the actual amounts used for these purposes to vary from our estimates. Pending the uses described above, we intend to invest our net proceeds in U.S.

government securities and other short-term, investment-grade, interest-bearing instruments.
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Dividend Policy
We have never declared or paid any cash dividends on shares of our capital stock. We currently intend to retain earnings, if any, to fund the development

and growth of our business and do not anticipate paying cash dividends on our common stock in the foreseeable future. Our payment of any future

dividends will be at the discretion of our board of directors after taking into account various factors, including our financial condition, operating results,

cash needs and growth plans. In addition, the terms of our existing debt arrangements with Comerica Bank and Lighthouse Capital Partners IV, L.P. prohibit

us from paying dividends on our common stock.
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Capitalization

The following table describes our cash and cash equivalents and capitalization as of December 31, 2006 on:

• an actual basis;



•

a pro forma basis to give effect to the conversion of our outstanding preferred stock into 54,624,716 shares of common stock upon completion of this

offering, including the resulting reclassification of $482,000 of warrant liability to additional paid-in capital; and

•

a pro forma basis as adjusted to further reflect (a) our filing of amendments to our charter effective upon completion of this offering, (b) our issuance

and sale of shares of common stock in this offering at an assumed initial public offering price of $ per share, after deducting the estimated underwriting

discount and offering expenses payable by us, and (c) our application of our net proceeds of this offering as described under “Use of Proceeds.”

You should read this table together with the financial statements and related notes appearing elsewhere in this prospectus, as well as “Management’s

Discussion and Analysis of Financial Condition and Results of Operations” and the other financial information included elsewhere in this prospectus.

As of December 31, 2006

Pro Forma

Actual Pro Forma

As

Adjusted

(in thousands)

Cash and cash equivalents
$ 7,251 $ 7,251 $

Total indebtedness, including current portion
$ 3,544 $ 3,544 $ —

Redeemable convertible preferred stock, $0.001 par value per share:

Series A redeemable convertible preferred stock: 2,102,190 shares authorized, 2,055,385 shares issued and

outstanding, actual; no shares authorized, issued or outstanding, pro forma and pro forma as adjusted
7,127 — —

Series B redeemable convertible preferred stock: 8,398,068 shares authorized, 8,380,729 shares issued and

outstanding, actual; no shares authorized, issued or outstanding, pro forma and pro forma as adjusted
7,279 — —

Series C redeemable convertible preferred stock: 21,112,997 shares authorized, 20,512,821 shares issued and

outstanding, actual; no shares authorized, issued or outstanding, pro forma and pro forma as adjusted
7,941 — —

Series D redeemable convertible preferred stock: 14,900,165 shares authorized, 14,830,369 shares issued and

outstanding, actual; no shares authorized, issued or outstanding, pro forma and pro forma as adjusted
8,441 — —

Total redeemable preferred stock
30,788 — —

Stockholders’ equity (deficit):

Undesignated preferred stock, $0.001 par value per share: no shares authorized, issued or outstanding, actual and

pro forma; shares authorized and no shares issued or outstanding, pro forma as adjusted
— — —

Common stock, $0.001 par value per share: 75,000,000 shares authorized, 4,667,516 shares issued and 3,557,372

shares outstanding, actual; 75,000,000 shares authorized, 59,292,232 shares issued and 58,182,088 shares

outstanding, pro forma; shares authorized, shares issued and shares outstanding, pro forma as adjusted
5 59

Additional paid-in capital
270 31,603

Treasury stock, at cost
(132 ) (132 ) (132 )

Accumulated deficit
(19,908

)

(20,025

)

(20,025

)

Total stockholders’ equity (deficit) (19,765

) 11,505

Total capitalization $

14,567

$

15,409 $

The preceding table excludes:

•

861,647 shares issuable upon the exercise of warrants outstanding and exercisable as of December 31, 2006, at a weighted average exercise price of $0.51

per share; and

•

11,102,944 shares of common stock issuable upon the exercise of options outstanding as of December 31, 2006 at a weighted average exercise price of $0.10

per share.
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Dilution
If you invest in our common stock, your ownership interest will be diluted to the extent of the difference between the initial public offering price per share

of common stock and the pro forma as adjusted net tangible book value per share of common stock immediately after this offering. The pro forma net

tangible book value of our common stock as of December 31, 2006 was $11.5 million, or $0.21 per share. Pro forma net tangible book value per share is

determined by dividing (a) our total pro forma tangible assets less our total liabilities by (b) the pro forma number of shares of common stock outstanding, in

each case after giving effect to the conversion of our outstanding preferred stock into 54,624,716 shares of common stock upon completion of this offering.

After giving effect to our sale of shares of common stock at an assumed initial public offering price of $ per share and after deducting estimated

underwriting discount and offering expenses payable by us, our adjusted pro forma net tangible book value as of December 31, 2006 would have been $

million, or $ per share. This amount represents an immediate increase in pro forma net tangible book value to our existing stockholders of $ per share and

an immediate dilution to new investors of $ per share. The following table illustrates this per share dilution:

Assumed initial public offering price per share
$

Pro forma net tangible book value per share as of December 31, 2006
$ 0.21

Increase per share attributable to sale of shares in this offering



Adjusted pro forma net tangible book value per share after this offering

Dilution per share to new investors
$

A $1.00 increase (decrease) in the assumed initial public offering price of $ per share would increase (decrease) the net tangible book value after this offering

by $ million, the net tangible book value per share after this offering by $ per share and the dilution in net tangible book value per share to investors in this

offering by $ per share, assuming that the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same and after

deducting the estimated underwriting discount and offering expenses payable by us.

The following table summarizes as of December 31, 2006, on a pro forma basis reflecting the conversion of our outstanding preferred stock into 54,624,716

shares of common stock upon completion of the offering, the number of shares of common stock purchased from us, the total consideration paid to us and

the average price per share paid by our existing stockholders and by new investors, based upon an assumed initial public offering price of $ per share and

before deducting estimated underwriting discount and offering expenses payable by us.

Shares Purchased Total Consideration Average Price

Number Percent Amount Percent Per Share

Existing stockholders
58,192,088 % $ 30,668,275 % $ 0.53

New investors

Total
100.0 % $ 100.0 %

The preceding discussion and tables assume no exercise of warrants or stock options outstanding as of December 31, 2006. As of December 31, 2006, there

were (a) warrants outstanding to purchase a total of 861,647 shares of common stock, at a weighted average exercise price of $0.51 per share, and (b)

options outstanding to purchase a total of 11,102,944 shares of common stock, at a weighted average exercise price of $0.10 per share. To the extent any of

those warrants or options are exercised, there will be further dilution to new investors.

If the underwriters exercise their overallotment option in full, the number of shares held by new investors will increase to , or % of the total number of

shares of common stock outstanding after this offering.
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Selected Financial Data
The selected financial data set forth below should be read in conjunction with the financial statements and related notes and “Management’s Discussion and

Analysis of Financial Condition and Results of Operations” and other financial information appearing elsewhere in this prospectus. The statement of

operations data for the years ended December 31, 2004, 2005 and 2006 and the balance sheet data as of December 31, 2005 and 2006 are derived from

financial statements audited by Deloitte & Touche LLP and included elsewhere in this prospectus. The statement of operations data for the years ended

December 31, 2002 and 2003 and the balance sheet data as of December 31, 2002, 2003 and 2004 are derived from audited financial statements not

included in this prospectus. Historical results are not necessarily indicative of operating results to be expected in the future.

Pro forma information reflects the conversion of our outstanding preferred stock into 54,624,716 shares of common stock upon completion of this offering.

See note 2 to the financial statements appearing elsewhere herein for an explanation of the method used to determine the number of shares used in

computing historical and pro forma net income (loss) per share.

Years Ended December 31,

2002 2003 2004 2005 2006

(in thousands, except per share data)

Statement of Operations Data:

Revenues
$ 2,450 $ 3,266 $ 7,754 $ 16,448 $ 29,069

Cost of revenues
1,766 2,007 2,750 4,967 9,505

Gross profit
684 1,259 5,004 11,481 19,564

Operating expenses:

Research and development
1,604 1,529 1,208 2,098 3,453

Sales and marketing
3,158 2,147 2,715 5,888 12,172

General and administrative
1,574 2,327 1,714 2,221 3,820

Total operating expenses
6,336 6,003 5,637 10,207 19,445

Operating income (loss)
(5,652 ) (4,744 ) (633 ) 1,274 119

Other income (expense):

Interest income
33 10 12 150 299

Interest expense
(204 ) (369 ) (245 ) (264 ) (398 )

Warrant charge for change in fair value
— — — — (177 )



Other, net
— — — — 6

Total other expense, net
(171 ) (359 ) (233 ) (114 ) (270 )

Income (loss) before cumulative change in accounting
(5,823 ) (5,103 ) (866 ) 1,160 (151 )

Cumulative change in accounting
— — 28

Net income (loss)
(5,823 ) (5,103 ) (866 ) 1,160 (123 )

Accretion of preferred stock
— — — (24 ) (45 )

Deemed dividend
— — (117 ) — —

Net income (loss) attributable to common stockholders
$ (5,823 ) $ (5,103 ) $ (983 ) $ 1,136 $ (168 )

Income (loss) per common share:

Basic:

Before cumulative change in accounting
$ (6.95 ) $ (2.90 ) $ (0.38 ) $ 0.42 $ (0.06 )

Cumulative change in accounting
$ — $ — $ — $ — $ 0.01

Net income (loss) attributable to common stockholders
$ (6.95 ) $ (2.90 ) $ (0.38 ) $ 0.42 $ (0.05 )

Diluted:

Before cumulative change in accounting
$ (6.95 ) $ (2.90 ) $ (0.38 ) $ 0.02 $ (0.06 )

Cumulative change in accounting
$ — $ — $ — $ — $ 0.01

Net income (loss) attributable to common stockholders
$ (6.95 ) $ (2.90 ) $ (0.38 ) $ 0.02 $ (0.05 )

Weighted average common shares outstanding:

Basic
838 1,761 2,610 2,674 3,217

Diluted
838 1,761 2,610 50,512 3,217

Pro forma net loss per common share:

Basic
$ (0.00 )

Diluted
$ (0.00 )

Pro forma weighted average common shares outstanding:

Basic
57,841

Diluted
57,841
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As of December 31,

2002 2003 2004 2005 2006

(in thousands)

Balance Sheet Data:

Cash and cash equivalents
$ 847 $ 723 $ 2,179 $ 9,529 $ 7,251

Working capital
(1,063 ) (735 ) 1,403 8,981 7,566

Total assets
2,404 2,423 4,703 17,385 18,229

Total indebtedness, including current portion
1,746 1,564 1,911 3,478 3,544

Redeemable convertible preferred stock
14,465 19,542 22,619 31,076 30,788

Total stockholders’ deficit
(14,962 ) (19,887 ) (20,867 ) (19,716 ) (19,765 )
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Management’s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion in conjunction with our financial statements and related notes appearing elsewhere in this prospectus. In addition to

historical information, this discussion contains forward-looking statements that involve risks, uncertainties and assumptions that could cause our actual results to

differ materially from our expectations. Factors that could cause such differences include those described in “Risk Factors” and elsewhere in this prospectus.

Overview

SoundBite Communications is a leading provider of on-demand automated voice messaging, or AVM, solutions. Organizations can employ our service to

initiate and manage customer contact campaigns for a variety of collections, customer care and marketing processes. We sell our service through our direct

sales force. Since January 1, 2006, our service has been used by more than 200 organizations in the collection agencies, financial services, retail,



telecommunications and utilities industries. Our clients are located principally in the United States, with a limited number located in Canada and the United

Kingdom.

Our strategy for long-term, sustained growth in our revenues and net income is focused on building upon our leadership in the AVM market and using our

on-demand platform to extend our service by, for example, developing new features and complementary services targeted to specific industries. We derive,

and expect to continue to derive for the foreseeable future, a substantial portion of our revenues by providing our on-demand AVM service to businesses,

governments and other organizations. In order to succeed, we also must expand the depth and number of our client relationships. We will continue our

efforts to expand our presence in collection agencies and large in-house, or first-party, collection departments, while beginning to leverage our existing first-

party relationships with large businesses to facilitate introductions and sales to other functional groups within those businesses. In order to execute our

strategy successfully, we must increase awareness of the relative effectiveness and potential benefits of AVM products and services in general and of our

company and service in particular.

We provide our on-demand service under a usage-based revenue model, with prices calculated on a per-message or, more typically, per-minute basis. Our

revenue model provides us with a recurring revenue stream that we believe provides us with greater revenue visibility than a perpetual software licensing

model. Our revenues increased from $2.5 million in 2001 to $29.1 million in 2006, a compounded annual growth rate of 63.4%, reflecting the continuing

development of our service and of the markets for both AVM solutions and on-demand solutions. Since 2001, our increased revenues have led to successive

annual increases in operating cash flows.

Background

We were founded in Delaware in April 2000 and raised $7.3 million through an issuance of preferred stock in June 2000. We initially developed and offered

“telemail” messaging, a telephonic service we designed to enable one-way voice messages to be recorded, transmitted and forwarded, in a manner similar to

e-mail. We introduced our telemail service in October 2000 and generated our initial revenue in the first quarter of 2001.

In 2001, seeking to capitalize on the evolving market for prerecorded message technologies and the newly emerging market for software provided as a

service, we began to leverage our interactive voice messaging technology to develop and offer a broader service that could automate and optimize

organizations’ customer contact campaigns. Between 2001 and 2003, we raised a total of $12.3 million through the issuance of preferred stock, the proceeds

of which we invested in expanding our research and development organization and sales and marketing activities. We introduced new versions of our

service in August 2001, September 2002 and March 2003 that provided our clients with a web-based user interface and a range of additional features and

incremental functionality.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

In 2004, we initiated a sales and marketing program focused on third-party collection agencies, which depend on voice messaging and other customer

contact methods to drive revenue and are receptive to testing and deploying new contact technologies. We raised an additional $3.0 million through the

issuance of preferred stock in January and July 2004. In August 2004, we introduced version 5.0 of our service, which received a 2004 Product of the Year

Award from Customer Inter@ction Solutions magazine.

In 2005 and 2006, we continued to expand our presence in collection agencies. We also began to build on our referenceable client base of collection agencies

in order to target large in-house, or first-party, collection departments in industries, such as telecommunications, characterized by the need for regular

interactions with large customer bases. Our sales and marketing organization hired 13 personnel in 2005 and an additional 24 personnel in 2006, as we

invested in a direct sales force and marketing communications group that could help us build upon our third-party collection agency client base and could

enable us to penetrate first-party collection departments. In June 2005, we raised $8.5 million through the issuance of preferred stock. In August 2006, we

introduced version 6.0 of our service, which provided an improved user interface and introduced features for improved campaign strategy management.

Version 6.0 of our service was given Call Center Magazine’s Annual Call Center Excellence “Best of Show” Award, was named to Collection Advisor Magazine’s

Top 100 Collection Technology Products of 2006 and was awarded a Customer Inter@ction Solutions 2006 Product of the Year Award.

Revenues

Usage-based Fees. We derive substantially all of our revenues by providing our on-demand AVM service to businesses, governments and other organizations.

Clients use our service to deliver AVM calls over existing telephony networks. We provide our service under a usage-based pricing model, with prices

calculated on a per-message or, more typically, per-minute basis in accordance with the terms of the current pricing agreement with each client. The amount

we charge for AVM calls may vary based upon whether the call is one-way, two-way or agentless and the total volume of calls by a client during a calendar

month. We invoice clients on a monthly basis. Our pricing agreements with clients do not require minimum levels of usage or payments. Our clients

typically use our service multiple times, providing us with a recurring revenue stream that contributes to revenue visibility.

Because we provide our solution as a service, we recognize revenue in accordance with SEC Staff Accounting Bulletin No. 104, Revenue Recognition in

Financial Statements. Each executed AVM call represents a transaction from which we derive revenue, and we therefore recognize revenue based on actual

usage within a calendar month. For all of our AVM calls, we do not recognize revenue until we can determine that persuasive evidence of an arrangement

exists, delivery has occurred, the fee is fixed or determinable and we deem collection to be probable.

The usage-based pricing model is attractive to clients because it limits the risks of their adoption of our service and assures them that we have a strong

incentive to provide expected benefits. They are not required to commit to minimum usage levels or to pay a subscription fee in order to have access to our

service. The usage-based pricing model, unlike many subscription pricing models, allows us to generate additional revenues as existing clients increase their

level of usage of our service over time. In addition, the usage-based pricing model addresses the fact that we use significant levels of telephony services to

provide our on-demand services, and the telephony charges represent a significant variable cost of revenues for the provision of our service.



Fees for Ancillary Services. Our client management organization assists clients in selecting service features and adopting best practices that help clients make

the best use of our on-demand service. The organization provides varying levels of support through these ancillary services, from managing an entire

campaign to supporting self-service clients. In some cases, ancillary services may be billed to clients based upon a fixed fee or, more typically, a fixed hourly

rate. These billed ancillary services typically are of short duration. We recognize revenue from these billed ancillary services within the calendar month in

which the ancillary services are completed.
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Revenues attributable to ancillary services represented 9.5% of our revenues in 2004, 4.3% of our revenues in 2005 and 2.4% of our revenues in 2006, and

are expected to constitute less than 3% of our annual revenues for the foreseeable future. Because of their past and anticipated immateriality, revenues

attributable to ancillary services are not presented as a separate line item in our statements of operations.

Cost of Revenues

Cost of revenues consists primarily of telephony charges, as well as depreciation expenses for our telephony infrastructure and expenses related to hosting

and providing support for our platform. Cost of revenues also includes compensation costs related to services provided to our clients, which consists

primarily of set-up costs and training to ensure clients are able to fully utilize the functionality provided by our platform. As we continue to grow our

business and add features and complementary services to our platform, we expect cost of revenues will continue to increase on an absolute dollar basis. Our

quarterly gross margin ranged from 62.6% to 72.8% during 2005 and 2006. We currently are targeting a quarterly gross margin of 65% for the foreseeable

future. Our gross margin for a quarter may, however, vary significantly from our target for a number of reasons, including the mix of types of AVM calling

campaigns executed during the quarter and the extent to which we build our infrastructure through, for example, significant acquisitions of hardware or

material increases in leased data center facilities.

Operating Expenses

Research and Development. Research and development expenses consist primarily of compensation expenses and depreciation expense of certain equipment

related to the development of our services. We have historically focused our research and development efforts on improving and enhancing our platform as

well as developing new features and functionality. We expect that in the future, research and development expenses will increase on an absolute dollar basis,

but will remain relatively constant or decrease slightly as a percentage of revenues, as we upgrade and extend our service offerings and develop new

technologies.

Sales and Marketing. Sales and marketing expenses consist primarily of compensation for our sales and marketing personnel, including sales commissions, as

well as the costs of our marketing programs. In order to attract new clients and increase sales to our existing clients, we made significant investments in our

sales and marketing efforts by increasing the number of direct sales and marketing personnel in 2005 and 2006. We plan to further develop our marketing

strategy and activities to extend brand awareness and generate additional leads for our sales staff. As a result, we expect that our sales and marketing

expenses will increase on an absolute dollar basis, but will decrease as a percentage of revenues, as we further leverage the growth in our sales and marketing

organization in 2005 and 2006.

General and Administrative. General and administrative expenses consist of compensation expenses for executive, finance, accounting, administrative and

management information systems personnel, accounting and legal professional fees and other corporate expenses. We expect that in the fiscal year ending

December 31, 2007 and for some period of time thereafter, general and administrative expenses will increase on an absolute dollar basis, as we incur

additional costs associated with being a public company. In particular, we will incur costs to implement and maintain new financial systems and to hire

additional personnel to enable us to meet our financial reporting and regulatory compliance requirements, including those under the Sarbanes-Oxley Act.

We expect general and administrative expenses as a percentage of revenues in 2007 will be consistent with 2006 as the result of these public company

expenses, but in subsequent years will decrease as we grow our revenues.
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Critical Accounting Policies

Our financial statements are prepared in accordance with accounting principles generally accepted in the United States. The preparation of our financial

statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, costs and expenses and related

disclosures. On an ongoing basis, we evaluate our estimates and assumptions. Our actual results may differ from these estimates under different assumptions

or conditions.

We believe that of our significant accounting policies, which are described in the notes to our financial statements, the following accounting policies involve

a greater degree of judgment, complexity and effect on materiality. A critical accounting policy is one that both is material to the presentation of our

financial statements and requires us to make difficult, subjective or complex judgments for uncertain matters that could have a material effect on our

financial condition and results of operations. Accordingly, these are the policies we believe are the most critical to aid in fully understanding and evaluating

our financial condition and results of operations.

Stock-Based Compensation

Prior to 2006, we accounted for stock options granted to employees using the intrinsic value method in accordance with Accounting Principles Board

Opinion No. 25, Accounting for Stock Issued to Employees, or APB Opinion No. 25, and Financial Accounting Standards Board, or FASB, Interpretation No.

44, Accounting for Certain Transactions Involving Stock Compensation, an Interpretation of APB Opinion No. 25. The intrinsic value represents the difference

between the per share market price of the stock on the grant date and the per share exercise price of the related stock option. We typically grant stock

options to employees for a fixed number of shares with an exercise price equal to the fair value of the shares at the grant date. In accordance with APB



Opinion No. 25, no compensation expense was recorded for employee stock options granted at an exercise price equal to the fair value of the underlying

stock on the grant date. For stock options granted with an exercise price less than the fair value of the underlying stock on the grant date, we recognized

compensation expense on a straight-line basis over the vesting period.

Effective January 1, 2006, we adopted the provisions of the Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment, or

SFAS No. 123R. Under SFAS No. 123R, stock-based compensation costs with respect to an employee are measured at the grant date, based on the estimated

fair value of the award on the grant date, and are recognized as expense on a straight-line basis over the employee’s requisite service period, which generally

is the vesting period. We adopted the provisions of SFAS No. 123R using the prospective transition method. Under this transition method, non-vested

option awards outstanding at January 1, 2006 continued to be accounted for using the intrinsic value method under APB Opinion No. 25. We account for all

awards granted or modified after January 1, 2006 using the measurement, recognition and attribution provisions of SFAS No. 123R.

Determining the appropriate fair value model and calculating the fair value of stock-based payment awards require the use of highly subjective assumptions,

including the expected life of the stock-based payment awards and stock price volatility. In 2006, we used the Black-Scholes option pricing model to value

our option grants and determine the related compensation expense. The assumptions used in calculating the fair value of stock-based payment awards

represent management’s best estimates, but the estimates involve inherent uncertainties and the application of management judgment. If factors change

and we use different assumptions, our stock-based compensation expense could be materially different in the future.

As a private company, we have not had company-specific historical or implied volatility information. We have estimated our expected volatility based on

that of our publicly traded peer companies and expect to continue to do so until such time as we have compiled adequate historical data from our actual

share price. The comparable peer companies selected are publicly traded companies with operations similar to ours, as determined by an unrelated valuation

specialist. We believe the historical volatility of our common stock price does not best represent the expected future volatility of our common stock price.

We intend to continue to use the same group of publicly traded peer companies consistently in order to determine volatility in the future, until such time

that sufficient information regarding the volatility of our common stock price becomes available or that the selected companies are no longer suitable for

this purpose.
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The risk-free interest rate used for each grant was equal to the monthly seven-year U.S. Treasury bill yield. The term of this security approximates the

expected term of an option.

The expected term of options granted was determined based on the simplified method in accordance with SEC Staff Accounting Bulletin, or SAB, No. 107,

Share-Based Payment, in which the expected term is equal to the vesting term plus the original contractual term.

The stock price volatility and expected terms utilized in the calculation of fair values involve management’s best estimates at that time, both of which

impact the fair value of the option calculated under the Black-Scholes methodology and, ultimately, the expense that will be recognized over the life of the

option. SFAS No. 123R also requires that we recognize compensation expense for only the portions of options that are expected to vest. We therefore are

required to estimate expected forfeitures of stock options. In developing a forfeiture rate estimate, we have considered our historical experience, our

growing employee base and the limited liquidity of our common stock. If the actual number of forfeitures differs from those estimated by management,

additional adjustments to compensation expense might be required in future periods.

We historically have granted stock options at exercise prices equivalent to the fair value of our common stock as determined by our board of directors, with

input from management, as of the grant date. Because there has been no public market for our common stock, our board has determined the fair value of our

common stock by considering a number of objective and subjective factors, including our operating and financial performance, corporate milestones, the

prices at which we sold shares of redeemable convertible preferred stock, the superior rights and preferences of securities senior to our common stock at the

time of each grant, and the risks related to our common stock including lack of liquidity. Prior to 2006, our board did not obtain contemporaneous

valuations by an unrelated valuation specialist because, at the grant dates of stock options, the board believed its determinations of the fair value of our

common stock to be reasonable based on the foregoing factors. For all stock options granted in 2006 and 2007, our board determined the fair value of our

common stock as of the grant date based on contemporaneous valuations of our common stock obtained from an unrelated valuation specialist.

Freestanding Preferred Stock Warrants

In connection with our entering into or amending various financing arrangements from time to time between January 2001 and June 2005, we issued

several warrants exercisable to acquire shares of our redeemable convertible preferred stock. Prior to January 1, 2006, we recorded the estimated fair value

of each of these warrants as a component of equity, with charges to interest expense recorded over the life of the debt or lease agreement with respect to

which the warrant was issued.

In June 2005, the FASB issued its Staff Position No. 150-5, Issuer’s Accounting under Statement 150 for Freestanding Warrants and Other Similar Instruments

on Shares that Are Redeemable, or FSP No. 150-5, which affirms that freestanding warrants relating to redeemable shares are liabilities that should be

recorded at fair value. We adopted FSP No. 150-5 as of January 1, 2006 and recorded a cumulative change in accounting of a benefit of $28,000 to reflect

the change in the estimated fair value of the preferred stock warrants as of that date. In 2006, we recorded a warrant charge of $177,000 to reflect the

increase in fair value of the preferred stock warrants from January 1, 2006 to December 31, 2006. The pro forma effect of the adoption of FSP No. 150-5 on

our results of operations for 2004 and 2005, if applied retroactively as if FSP No. 150-5 had been effective and adopted in those years, was not material.

We estimated the fair value of the preferred stock warrants at the respective balance sheet dates using the Black-Scholes option valuation model. This model

utilizes as inputs the estimated fair value of the underlying preferred stock at the valuation measurement date, the remaining contractual term of the

warrants, risk-free interest rates, expected dividends and expected volatility of the price of the underlying preferred stock. We will continue to adjust the

liabilities for changes in fair value until the earlier of the exercise of the warrants or the completion of a liquidation event, including the completion of this

offering, at which time the liabilities will be reclassified to stockholders’ equity (deficit). We expect to record a warrant charge of approximately $0.8 million

as of March 31, 2007 to reflect the increase in fair value of the preferred stock warrants during the quarter ended March 31, 2007.
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Allowance for Doubtful Accounts

We regularly assess our ability to collect outstanding client invoices and in so doing must make estimates of the collectibility of accounts receivable. We

provide an allowance for doubtful accounts when we determine that the collection of an outstanding client receivable is not probable. We specifically

analyze accounts receivable and historical bad debt experience, client creditworthiness, and changes in our client payment history when evaluating the

adequacy of the allowance for doubtful accounts. If any of these factors change, our estimates may also change, which could affect the levels of our future

provision for doubtful accounts.

Income Taxes

We are subject to federal and various state income taxes in the United States, and we use estimates in determining our provision for these income taxes.

Deferred tax assets, related valuation allowances, current tax liabilities and deferred tax liabilities are determined separately by tax jurisdiction. In making

these determinations, we estimate tax assets, related valuation allowances, current tax liabilities and deferred tax liabilities and we assess temporary

differences resulting from differing treatment of items for tax and accounting purposes. At December 31, 2006, our deferred tax assets consisted primarily

of federal net operating loss carryforwards, state research and development credit carryforwards, and temporary differences. We assess the likelihood that

deferred tax assets will be realized, and we recognize a valuation allowance if it is more likely than not that some portion of the deferred tax assets will not

be realized. This assessment requires judgment as to the likelihood and amounts of future taxable income by tax jurisdiction. At December 31, 2006, we had

a full valuation allowance against our deferred tax asset. Although we believe that our tax estimates are reasonable, the ultimate tax determination involves

significant judgment that is subject to audit by tax authorities in the ordinary course of business.
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Results of Operations

The following table sets forth selected statements of operations data for 2004, 2005 and 2006 indicated as a percentage of revenues.

Years Ended December 31,

2004 2005 2006

Statement of Operations Data:

Revenues
100.0 % 100.0 % 100.0 %

Cost of revenues
35.5 30.2 32.7

Gross margin
64.5 69.8 67.3

Operating expenses:

Research and development
15.6 12.8 11.9

Sales and marketing
35.0 35.8 41.9

General and administrative
22.1 13.5 13.1

Total operating expenses
72.7 62.1 66.9

Operating income (loss)
(8.2 ) 7.8 0.4

Total other expense, net
(3.0 ) (0.7 ) (0.9 )

Income (loss) before cumulative change in accounting
(11.2 ) 7.1 (0.5 )

Cumulative change in accounting
— — 0.1

Net income (loss)
(11.2 )% 7.1 % (0.4 )%

Comparison of Years Ended December 31, 2005 and 2006

Revenues

2005 2006 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(dollars in thousands)

Revenues
$ 16,448 100.0 % $ 29,069 100.0 % $ 12,621 76.7 %

The $12.6 million growth in revenues in 2006 reflected an increase of $9.2 million in revenues from existing clients and an increase of $3.4 million in

revenues from new clients. The increased revenues were due to our hiring of additional sales and support personnel, who focus on increasing usage of our

service by existing clients and on adding new clients. The average rate per minute charged to clients in 2006 was unchanged from 2005.

Cost of Revenues and Gross Profit

2005 2006 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(dollars in thousands)



Cost of revenues
$ 4,967 30.2 % $ 9,505 32.7 % $ 4,538 91.4 %

Gross profit
11,481 69.8 19,564 67.3 8,083 70.4

The $4.5 million increase in cost of revenues in 2006 consisted of direct costs associated with our efforts to grow both current and future revenues. These

direct costs consisted primarily of a $2.3 million increase in telephone expenses, a $1.1 million increase in depreciation expense due to additions to our

infrastructure, and a $775,000 increase in direct employee compensation costs resulting from the addition of 6 operations personnel during 2006.
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As a result of the steps we took in building our infrastructure and increasing our headcount to support future revenue growth, depreciation expense and

direct employee compensation costs increased at a faster rate than revenues in 2006. As a result, our gross margin decreased.

Operating Expenses

2005 2006 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(dollars in thousands)

Research and development
$ 2,098 12.8 % $ 3,453 11.9 % $ 1,356 64.7 %

Sales and marketing
5,888 35.8 12,172 41.9 6,284 106.7

General and administrative
2,221 13.5 3,820 13.1 1,599 72.0

Total operating expenses
$ 10,207 62.1 % $ 19,445 66.9 % $ 9,239 90.5 %

Research and Development. The $1.4 million increase in research and development expenses in 2006 consisted principally of a $1.3 million increase in

employee compensation costs attributable to the addition of 9 research and development personnel during 2006. We hired these personnel to further

develop and improve our platform and to perform quality control activities.

Sales and Marketing. The $6.3 million increase in sales and marketing expenses in 2006 resulted primarily from (a) a $4.2 million increase in employee

compensation costs attributable to the addition of 6 marketing personnel, 6 direct sales personnel, and 12 client support/sales personnel, (b) a $790,000

increase in travel and entertainment costs, and (c) a $647,000 increase in trade show and similar expenses, including expenses incurred in connection with

our first user group meeting. These increased expenses reflected our focus on further developing brand awareness, increasing the usage of our service by

existing clients, and adding new clients.

General and Administrative. The $1.6 million increase in general and administrative expenses in 2006 consisted principally of (a) a $689,000 increase in

employee compensation costs attributable to the addition of 6 personnel during 2006, (b) a $581,000 increase in professional service costs related to

increased business activity, and (c) a $254,000 increase in rent and facility costs related to additional office space required to support our growth.

Operating and Other Income

2005 2006 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(dollars in thousands)

Operating income
$ 1,274 7.8 % $ 119 0.4 % $ (1,155 ) (90.7 )%

Other income (expense):

Interest income
150 0.9 299 1.0 149 99.3

Interest expense
(264 ) (1.6 ) (398 ) (1.3 ) (134 ) 50.8

Warrant charge for change in fair value
— — (177 ) (0.6 ) (177 ) *

Other, net
— — 6 0.0 6 *

Total other expense, net
(114 ) (0.7 ) (270 ) (0.9 ) (156 ) 136.8

Income before cumulative change in accounting
$ 1,160 7.1 % $ (151 ) (0.5 )% $ (1,311 ) *

callerid=999 iwidth=450 length=60

* Not meaningful
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Increased interest income in 2006 reflected both an increased average balance of cash and cash equivalents and higher interest rates on our cash and cash

equivalents balances. Interest expense increased due to higher interest rates and a higher average balance of debt outstanding.

In 2006, we recorded a charge of $177,000 to reflect the increase in fair value of our freestanding preferred stock warrants from January 1, 2006 to

December 31, 2006, in accordance with the guidance of FSP 150-5. See “— Critical Accounting Policies — Freestanding Preferred Stock Warrants” and notes

2 and 8 to the financial statements appearing elsewhere herein.



Cumulative Change in Accounting Upon adoption of FSP No. 150-5 on January 1, 2006, we reclassified the fair value of our freestanding preferred stock

warrants from equity to a liability and recorded a cumulative change in accounting of a benefit of $28,000. See “— Critical Accounting Policies —

Freestanding Preferred Stock Warrants” and notes 2 and 8 to the financial statements appearing elsewhere herein.

Comparison of Years Ended December 31, 2004 and 2005

Revenues

2004 2005 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(dollars in thousands)

Revenues
$ 7,754 100.0 % $ 16,448 100.0 % $ 8,694 112.1 %

The $8.7 million growth in revenues in 2005 reflected an increase of $5.2 million in revenues from existing clients and an increase of $3.5 million in

revenues from new clients. The increased revenues were due to our hiring of additional sales and support personnel, who focus on increasing usage of our

service by existing clients and on adding new clients. The average rate per minute charged decreased slightly from 2004 to 2005, as costs remained relatively

constant while prices decreased slightly as the result of tiered pricing levels in effect for certain high-volume users of our service.

Cost of Revenues and Gross Profit

2004 2005 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(Dollars in thousands)

Cost of revenues
$ 2,750 35.5 % $ 4,967 30.2 % $ 2,217 80.6 %

Gross profit
5,004 64.5 11,481 69.8 6,477 129.4

The $2.2 million increase in cost of revenues in 2005 consisted of direct costs associated with our efforts to grow both current and future revenues,

including a $1.4 million increase in telephony expense, a $278,000 increase in depreciation expense attributable to additions to our infrastructure and a

$193,000 increase in direct labor compensation costs.

The increased gross margin in 2005 principally reflected the rapid growth in our revenues, which increased at a rate greater than the various expenses

reflected in cost of revenues.
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Operating Expenses

2004 2005 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(Dollars in thousands)

Research and development
$ 1,208 15.6 % $ 2,098 12.8 % $ 889 73.6 %

Sales and marketing
2,715 35.0 5,888 35.8 3,173 116.9

General and administrative
1,714 22.1 2,221 13.5 507 29.6

Total operating expenses
$ 5,637 72.7 % $ 10,207 62.1 % $ 4,569 81.1 %

Research and Development. The $889,000 increase in research and development expenses in 2005 principally reflected a $802,000 increase in employee

compensation costs attributable to the addition of 9 research and development personnel during 2005. We hired these personnel to further develop and

improve our platform and to perform quality control activities.

Sales and Marketing. The $3.2 million increase in sales and marketing expenses in 2005 resulted primarily from a $1.8 million increase in employee

compensation costs attributable to the addition of 13 sales and marketing personnel during 2005 and a $562,000 increase in travel and entertainment

costs. The higher level of sales and marketing expenses reflected our focus on further developing brand awareness, increasing usage of our service by

existing clients and adding new clients.

General and Administrative. The $507,000 increase in general and administrative expenses in 2005 consisted principally of a $264,000 increase in

employee compensation costs attributable to the addition of 5 personnel during 2005 to support our growth.

Operating and Other Income

2004 2005 Year-to-Year Change

Percentage of Percentage of Percentage

Amount Revenues Amount Revenues Amount Change

(Dollars in thousands)

Operating income (loss)
$ (633 ) (8.2 )% $ 1,274 7.8 % $ 1,907 *

Other income (expense):



Interest income
12 0.2 150 0.9 138 *

Interest expense
(245 ) (3.2 ) (264 ) (1.6 ) (19 ) 7.8 %

Total other expense, net
(233 ) (3.0 ) (114 ) (0.7 ) 119 (51.1 )

Net income (loss)
$ (866 ) (11.2 )% $ 1,160 7.1 % $ 2,026 *

callerid=999 iwidth=450 length=60

* Not meaningful

Interest income increased in 2005 as the result of our higher average cash and cash equivalents balance. Interest expense increased slightly, as the result of

slightly higher interest rates.
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Selected Quarterly Results of Operations

The following tables set forth our unaudited quarterly statement of operations data for each of the eight most recent quarters, as well as the percentage of

revenues for each line item shown. This information has been derived from our unaudited financial statements, which, in our opinion, have been prepared

on the same basis as our audited financial statements and include all adjustments, consisting only of normal recurring adjustments, necessary for the fair

presentation of the information for the quarters presented. You should read these data together with our financial statements and the related notes included

elsewhere in this prospectus.

Quarters Ended

Mar. 31, June 30,

Sept.

30, Dec. 31, Mar. 31, June 30,

Sept.

30, Dec. 31,

2005 2005 2005 2005 2006 2006 2006 2006

(in thousands)

Revenues
$ 2,093

$

3,770

$

5,130

$

5,455 $ 5,178

$

6,998

$

7,779

$

9,114

Cost of revenues
752 1,198 1,533 1,484 1,939 2,088 2,583 2,895

Gross profit
1,341 2,572 3,597 3,971 3,239 4,910 5,196 6,219

Operating expenses:

Research and development
374 468 580 676 825 769 912 947

Sales and marketing
1,003 1,176 1,616 2,093 2,095 3,059 3,249 3,769

General and administrative
379 527 610 705 784 915 981 1,140

Total operating expenses
1,756 2,171 2,806 3,474 3,704 4,743 5,142 5,856

Operating income (loss)
(415 ) 401 791 497 (465 ) 167 54 363

Total other income (expense), net
(46 ) (45 ) 0 (23 ) (12 ) (19 ) (12 ) (227 )

Income (loss) before cumulative change in

accounting
(461 ) 356 791 474 (477 ) 148 42 136

Cumulative change in accounting
— — — — 28 — — —

Net income (loss) $ (461

) $ 356 $ 791 $ 474

$ (449

) $ 148 $ 42 $ 136

Quarters Ended

Mar. 31, June 30,

Sept.

30, Dec. 31, Mar. 31, June 30,

Sept.

30, Dec. 31,

2005 2005 2005 2005 2006 2006 2006 2006

(percentage of revenues)

Revenues
100.0 %

100.0

% 100.0 %

100.0

%

100.0

%

100.0

% 100.0 %

100.0

%

Cost of revenues
35.9 31.8 29.9 27.2 37.4 29.8 33.2 31.8

Gross margin
64.1 68.2 70.1 72.8 62.6 70.2 66.8 68.2

Operating expenses:

Research and development
17.9 12.4 11.3 12.4 15.9 11.0 11.7 10.4

Sales and marketing
47.9 31.2 31.5 38.4 40.5 43.7 41.8 41.4

General and administrative
18.1 14.0 11.9 12.9 15.1 13.1 12.6 12.5

Total operating expenses
83.9 57.6 54.7 63.7 71.5 67.8 66.1 64.3

Operating income (loss)
(19.8 ) 10.6 15.4 9.1 (9.0 ) 2.4 0.7 4.0

Total other income (expense), net
(2.2 ) (1.2 ) 0.0 (0.4 ) (0.2 ) (0.3 ) (0.2 ) (2.5 )



Income (loss) before cumulative change in

accounting
(22.0 ) 9.4 15.4 8.7 (9.2 ) 2.1 0.5 1.5

Cumulative change in accounting
— — — — 0.5 — — —

Net income (loss) (22.0

)% 9.4 % 15.4 % 8.7 %

(8.7

)% 2.1 % 0.5 % 1.5 %

In recent years, our quarterly revenues have been impacted by the level of revenues we have derived from third-party collection agencies and seasonal

factors impacting their business. These factors caused our revenues and gross profit in the first quarter of 2005 and 2006 to decrease from the

corresponding amounts in the immediately preceding fourth quarter. We believe these decreases reflected a reduced level of collections processes following

the fourth-quarter holiday season and the lower number of business days in each first quarter.
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Revenues were sequentially higher for the second, third and fourth quarters of 2005 and 2006 due to increases in the number of total active clients and in

revenues generated from existing clients as a result of our selling efforts. Gross profit also increased sequentially in the second, third and fourth quarters of

2005 and 2006 primarily due to revenue growth. Gross margin ranged from 62.6% to 72.8% during the quarters presented due to direct labor compensation

costs, depreciation expenses and occupancy-related expenses.

Total operating expenses increased sequentially in each quarter of 2005 and 2006, principally as the result of increases in employee compensation costs

attributable to increased headcount. Total operating expenses as a percentage of revenues varied due to the timing of additions to headcount, the incurrence

of sales commissions as our sales representatives met and exceeded their targets and occupancy-related expenses.

Liquidity and Capital Resources

Resources

Since our inception, we have funded our operations primarily with proceeds from issuances of preferred stock, borrowings under credit facilities and, more

recently, cash flow from operations.

We believe our existing cash and cash equivalents, our cash flow from operating activities, borrowings available under our existing credit facility and our net

proceeds of this offering will be sufficient to meet our anticipated cash needs for at least the next twelve months. Our future working capital requirements

will depend on many factors, including the rates of our revenue growth, our introduction of new features and complementary services for our on-demand

service, and our expansion of research and development and sales and marketing activities. To the extent our cash and cash equivalents, cash flow from

operating activities, and net proceeds of this offering are insufficient to fund our future activities, we may need to raise additional funds through bank credit

arrangements or public or private equity or debt financings. We also may need to raise additional funds in the event we determine in the future to effect one

or more acquisitions of businesses, technologies and products. If additional funding is required, we may not be able to obtain bank credit arrangements or to

effect an equity or debt financing on terms acceptable to us or at all.

Equity Sales. In June 2000, shortly after our company was founded, we raised $7.3 million of gross proceeds through sales of shares of our Series A

convertible preferred stock. We generated an additional $12.3 million of gross proceeds through the issuance of shares of our Series B and C convertible

preferred stock between 2001 and 2003. In January and July 2004, we sold shares of our Series C convertible preferred stock for aggregate proceeds of $3.0

million. In June 2005, we issued shares of our Series D convertible preferred stock for gross proceeds of $8.5 million. All of the shares of our preferred stock

will convert into common stock upon completion of this offering. In addition, we received proceeds from exercises of common stock options in the amount

of $3,000 in 2004, $15,000 in 2005 and $56,000 in 2006.

Credit Facility Borrowings. We have entered into a loan and security agreement with Comerica Bank that provides for an equipment line of credit up to $3.8

million and a revolving working capital line of credit up to $1.0 million, with a borrowing base of 80% of eligible accounts receivable. As of December 31,

2006, $2.4 million was outstanding under the equipment line of credit and $889,000 was outstanding under the working capital line of credit. Borrowings

under the equipment line of credit are payable in installments due through February 2009, and all amounts under the working capital line of credit are due

in July 2007. Borrowings under the equipment line bear interest at a rate per annum that is 1.5% above the prime rate, and borrowings under the working

capital line bear interest at a rate per annum that is 1.0% above the prime rate. The prime rate was 8.25% per annum at December 31, 2006. All of the

borrowings under the loan and security agreement are secured by a pledge of our accounts receivable, certain of our equipment, and all of our investment

property and financial assets. At December 31, 2006, we were in compliance with all of the financial and non-financial covenants set forth in the agreement.

We expect to use a portion of our net proceeds of this offering to repay all of the outstanding debt under the loan and security agreement.
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Operating Cash Flow. The following table sets forth our net cash flow from operations for each of the past three years:

Years Ended December 31,

2004 2005 2006

(in thousands)

Net cash provided by (used in) operating activities
$ (1,114 ) $ 426 $ 750

Our operating activities generated net cash in the amount of $750,000 in 2006, reflecting (a) a net loss of $123,000, (b) non-cash charges of $2.3 million

consisting primarily of depreciation expense and (c) an increase in accrued expenses and accounts payable of $1.2 million. These changes resulted primarily

from the growth in our business and the timing of payments to vendors. These changes were partially offset by an increase in accounts receivables of $2.4

million due to the revenue growth in our business and an increase of $278,000 in prepaid expenses and other current assets.



Our operating activities generated net cash in the amount of $426,000 in 2005, reflecting (a) net income of $1.2 million, (b) non-cash charges of $1.0

million consisting primarily of depreciation expense and (c) an increase in accrued expenses and accounts payable of $638,000. These changes resulted

primarily from the growth in our business and the timing of payments to our vendors. These changes were partially offset by an increase in accounts

receivables of $2.2 million due to the revenue growth in our business and an increase of $197,000 in prepaid expenses and other current assets.

Our operating activities used net cash in the amount of $1.1 million in 2004, primarily due to (a) a net loss of $866,000, (b) an increase in accounts

receivable of $767,000 and (c) a decrease of $136,000 in accounts payable. These changes were partially offset by (a) non-cash charges of $581,000

consisting primarily of depreciation expense and (b) an increase of $65,000 in accrued expenses.

Working Capital. The following table sets forth selected working capital information:

As of December 31,

2004 2005 2006

(in thousands)

Cash and cash equivalents
$ 2,179 $ 9,529 $ 7,251

Accounts receivable, net of allowance for doubtful accounts
1,563 3,655 5,921

Working capital
1,403 8,981 7,566

Our cash and cash equivalents at December 31, 2006 were unrestricted and held for working capital purposes. They were invested primarily in money

market funds. We do not enter into investments for trading or speculative purposes.

Our accounts receivable balance fluctuates from period to period, which affects our cash flow from operating activities. Fluctuations vary depending on cash

collections, client mix and the volume of monthly usage of our service. We use days’ sales outstanding, or DSO, calculated on an annual basis, as a

measurement of the quality and status of our receivables. We define DSO as (a) accounts receivable, net of allowance for doubtful accounts, divided by

revenues for the most recent year, multiplied by (b) the number of days in the year. Our DSO was 74 days at December 31, 2004, 81 days at December 31,

2005 and 74 days at December 31, 2006.

Requirements

Capital Expenditures. In recent years, we have made capital expenditures primarily to acquire computer hardware and software and, to a lesser extent,

furniture and leasehold improvements to support the growth of our business. Our capital expenditures totaled $647,000 in 2004, $3.1 million in 2005 and

$3.1 million in 2006. We intend to continue to invest in our infrastructure to ensure our continued ability to enhance our platform, introduce new features

and complementary services, and maintain the reliability of our network. We also intend to make investments in computer equipment and systems and fixed

assets for new offices as we move and expand our facilities, add additional personnel, and continue to grow our business. We expect our capital expenditures

for these purposes will total approximately $4.8 million in 2007. We are not currently party to any purchase contracts related to future capital expenditures.
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Contractual Obligations and Requirements. The following table sets forth our commitments to settle contractual obligations after December 31, 2006:

Years Ended December 31,

2007 2008 2009 Total

(in thousands)

Long-term debt
$ 2,554 $ 923 $ 67 $ 3,544

Operating leases
1,577 832 6 2,415

Total
$ 4,131 $ 1,755 $ 73 $ 5,959

Our long-term debt obligations at December 31, 2006 consisted of amounts outstanding under (a) our loan and security agreement with Comerica Bank

described above, (b) arrangements with Oracle Credit Corporation, under which we borrowed $215,000 in February 2005 in connection with our purchase

of software from Oracle Corporation, and (c) arrangements with Lighthouse Capital Partners IV, L.P., under which we borrowed a total of $1.5 million in

2002 through 2004 to purchase equipment. We intend to pay those amounts in full using a portion of our net proceeds of this offering. See “Use of

Proceeds.”

We have two lease agreements relating to our corporate headquarters facilities in Burlington, Massachusetts. Each of these leases expires in May 2008. We

are seeking to identify and lease new space for our headquarters, and intend to move our headquarters to the newly leased space in the second half of 2007.

We also have various other leases, primarily related to furniture and hosting our platform.

Effects of Inflation

Inflation and changing prices have not had a material effect on our business since January 1, 2004, and we do not expect that inflation or changing prices

will materially affect our business in the foreseeable future. However, the impact of inflation on replacement costs of equipment, cost of revenues and

operating expenses, primarily employee compensation costs, may not be readily recoverable in the price of services offered by us.

Off-Balance-Sheet Arrangements

As of December 31, 2006, we did not have any significant off-balance-sheet arrangements, as defined in Item 303(a)(4)(ii) of Regulation S-K of the SEC.



Qualitative and Quantitative Disclosures about Market Risk

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk

exposure is primarily the result of fluctuations in interest rates. We do not hold or issue financial instruments for trading purposes.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

Interest Rate Risk

At December 31, 2006, we had unrestricted cash and cash equivalents totaling $7.3 million. These amounts were invested primarily in money market funds.

The unrestricted cash and cash equivalents were held for working capital purposes. We do not enter into investments for trading or speculative purposes.

Due to the short-term nature of these investments, we believe that we do not have any material exposure to changes in the fair value of our investment

portfolio as a result of changes in interest rates. Declines in interest rates, however, would reduce future investment income.

We are exposed to market risk from changes in interest rates with respect to our loan and security agreement with Comerica Bank, which has interest rates

based on prime or LIBOR rates. There was $3.3 million outstanding as of December 31, 2006 under this agreement. Accordingly, we are exposed to

potential losses related to increases in interest rates. A hypothetical one percent increase in the floating rate used as the basis for the interest charged under

this agreement as of December 31, 2006 would result in an estimated $33,000 increase in annualized interest expense assuming a constant balance

outstanding of $3.3 million.

Recent Accounting Pronouncements

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and Financial Liabilities,

Including and Amendment of FASB Statement No. 115. This Statement allows entities to measure many financial instruments and certain other assets and

liabilities at fair value on an instrument-by-instrument basis (the fair value option). The fair value option expands the ability of entities to select the

measurement attribute for certain assets and liabilities. We will adopt this Statement as of January 1, 2008. We are currently evaluating the impact, if any,

that our adoption of this Statement will have on our financial Statements.

In September 2006, the SEC issued SAB No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year

Financial Statements, to address diversity in practice in quantifying financial statement misstatements. SAB No. 108 requires that we quantify

misstatements based on the impact of the misstatements on each of our financial statements and related disclosures. SAB No. 108 is effective for fiscal years

ending after November 15, 2006. We adopted SAB No. 108 effective in 2006. The financial adoption of SAB No. 108 did not have a material effect on our

financial statements for 2006 and we do not anticipate that it will have a material effect on financial statements for subsequent periods.

In September 2006, the FASB issued Statement of Financial Accounting Standard No. 157, Fair Value Measurements, which defines fair value, establishes a

framework for measuring fair value and expands disclosures about fair value measurements. This Statement is effective for fiscal years beginning after

November 15, 2007. We are currently evaluating the impact, if any, that our adoption of this Statement will have on our financial statements.

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109, which clarifies

the accounting for uncertainty in tax positions. Interpretation No. 48 requires that we recognize in our financial statements the impact of a tax position, if

that position is more likely than not of being sustained on audit, based on the technical merits of the position. Interpretation No. 48 is effective for fiscal

years beginning after December 15, 2006. We are currently evaluating the impact, if any, that our adoption of Interpretation No. 48 will have on our

financial statements.
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Business

Overview

SoundBite Communications is a leading provider of on-demand automated voice messaging, or AVM, solutions. Using a web browser, organizations can

employ our service to initiate and manage customer contact campaigns for a variety of collections, customer care and marketing processes. Our service is

designed to help organizations increase revenues, enhance customer service and retention, and secure payments by improving their customer contact

processes. Our service is designed to improve a contact center’s efficiency by increasing the productivity of contact center agents and facilitating the use of

“agentless” transactions.

We provide our service through a multi-tenant customer communications platform that allows us to serve a large number of clients cost-effectively. To use

our service, an organization does not need to invest in or maintain new hardware, pay licensing or maintenance fees for additional software, or hire and

manage dedicated information technology staff. As a result, a new client can begin using our service within a few days. We provide our service under a usage-

based pricing model, with prices calculated on a per-minute or per-message basis. Because we implement new features, complementary services and service

upgrades on our platform, they become part of our service automatically and can benefit all clients immediately. Our platform is designed to scale securely,

reliably and cost-effectively. Clients used our service to place nearly 1 billion calls in 2006, and our service currently has the capacity to initiate more than

14 million calls each day.

Since January 1, 2006, our service has been used by more than 200 organizations in a variety of industries, including the collection agencies, financial

services, retail, telecommunications and utilities industries. In 2004, we began concentrating our sales and marketing activities on the collection process,

and more recently we have targeted third-party collection agencies and debt buyers in the collection agencies industry as well as large in-house, or first-

party, collection departments of businesses in other industries. Our sales force focuses on demonstrating the benefits of an on-demand solution and the

potential return on investment from the use of our service. Our client base includes 14 of the 20 largest collection agencies in North America (based on

2006 revenue). Our revenues totaled $7.8 million in 2004, $16.4 million in 2005 and $29.1 million in 2006.



Industry Background and Trends

Improving the customer contact process is a key strategy by which businesses, governments and other organizations achieve their goals and objectives.

Businesses, for example, seek to increase revenue, drive market share and enhance customer relationships by optimizing their customer contact processes.

Organizations rely on combinations of in-house and outsourced resources to execute inbound and outbound customer communications campaigns using a

variety of channels such as direct mail, e-mail, text messaging, web and voice.

The efficacy and cost-effectiveness of each channel vary dramatically, depending on whether the channel is being used for marketing, customer care or

collections. Direct mail is a well-established channel for outbound marketing communications, but is slow, inflexible and relatively expensive. E-mail is an

inexpensive and timely channel for customer care, but e-mails may be filtered by a recipient’s “spam” blocking technology or disregarded by a recipient wary

of e-mails potentially “phishing” to acquire sensitive information fraudulently. Text messaging has the potential to be an inexpensive channel for some

customer care communications, but an organization can reach only those customers who have enabled text messaging and have opted to receive text

messages from that organization. The web is a highly interactive, inexpensive channel for marketing and customer care, but is limited to inbound

communications. The ubiquity and familiarity of the telephone make it a highly effective medium for all types of customer interactions, but organizations

historically have encountered significant challenges in managing the individuals required to execute a telephone campaign.
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Inefficiencies of Contact Centers

For most large organizations, in-house or outsourced contact centers are the hub of customer service efforts and are responsible for managing a wide variety

of telephone campaigns and other customer communications. Contact centers facilitate both interactive communications, which involve a contact center

agent and a customer, and one-way messages, in which an agent leaves a notification on a customer’s answering machine. The use of agents has several

inherent drawbacks:

•

Cost. Contact center agents are expensive to hire, train and retain and also require facilities and infrastructure with associated additional expense.

Accenture estimated, as of April 2007, that the call center industry spends 60% of its annual budget on human resource expenses, including paying from

$4,000 to nearly $7,000 to hire and train a new agent.

•

Capacity. A contact center agent can handle only a limited number of calls per hour. In order to maintain service levels during peaks in usage, a contact

center must hire additional agents, who are likely to experience significant down time during slower periods.

•

Productivity. Contact center agents routinely spend time unproductively, leaving voice messages, getting a busy signal or no answer, connecting to the

wrong individual, or waiting to connect with a customer.

•

Customization. Contact center agents cannot provide the customer-by-customer personalization that an organization might desire for a campaign, and

organizations typically are unwilling to incur the agent retraining costs necessary to test alternate approaches either before or during a campaign.

•

Quality. Widely varying levels of agent skill and experience and high rates of turnover make it difficult for a contact center to deliver high quality

customer interactions uniformly and consistently. In August 2005 destinationCRM.com estimated that contact centers turnover, on average, 40% of their

agents each year.

Organizations have invested in automation technologies such as interactive voice response, or IVR, systems and predictive dialers to improve contact center

efficiencies, with varying degrees of success. IVR systems enable an inbound caller to select options from a voice menu and otherwise interact with the

phone system. Contact centers generally use IVR systems to identify the service a customer wants, to extract numeric information, and to provide answers

to simple questions such as account balances. Although highly static, an IVR enables a contact center to handle a range of predefined interactions without

involvement by any contact center agent.

For outbound calls, predictive dialers automatically dial batches of telephone numbers, detect how the calls are answered, and then disengage if the number

is busy, if the call is unanswered or, in some circumstances, if the call reaches an answering machine. Predictive dialers improve agent productivity by

increasing the percentage of time an agent spends talking and, as a result, increasing the number of calls the agent can handle. Moreover, predictive dialers

are capable of delivering consistent one-way communications without agent involvement. Predictive dialers fail, however, to address several of the key

limitations faced by contact centers:

•

Cost. Predictive dialers require a significant upfront investment in hardware and software, as well as recurring expenditures for maintenance and, in some

cases, dedicated information technology, or IT, staff. A predictive dialer subsequently may need to be upgraded or replaced in order to take advantage of

a newly available technology.

•

Capacity. Although predictive dialers increase the number of interactive calls a contact center agent can handle each hour, the number of calls by an

agent remains limited. Moreover, the number of one-way messages deliverable by a predictive dialer is limited by the telephony infrastructure of the

contact center.
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•

Productivity. While predictive dialers automate the dialing process and reduce the idle time of contact center agents, they introduce new drawbacks. Call

recipients frequently hang up during the “dialer pause” that occurs while a predictive dialer locates an available agent, and predictive dialers often

fail to detect answering machines correctly.

•

Interaction Limitations. Predictive dialers do not address the inherent inability of contact center agent interactions to provide organizations with the

consistency, customization and uniform quality typically required for an effective campaign.

Emergence of IP-Enabled Contact Centers

The vast majority of predictive dialers have been installed on premise, and they face substantial challenges in responding to technological advances. Most

existing predictive dialers will require replacement or significant upgrades before a contact center can address the two key trends currently affecting the

contact center industry.

First, organizations are replacing the legacy analog voice infrastructures in their contact centers with Voice over Internet Protocol, or VoIP, telephony, a

software-based technology that enables the routing of voice traffic over the Internet or any other IP-based network. Organizations must transition to VoIP in

order to realize the reduced costs and other benefits of IP-based communications. VoIP, for example, facilitates easier access to customer interaction

information, which allows organizations to extend their customer service functions beyond traditional contact centers.



In addition, organizations have begun to supplement their on-premise contact center staff with remote agents operating from their homes. By employing

remote agents, organizations can reduce costs while addressing operational issues such as high real estate costs, depletion of local labor pools, staff retention

and the need for multi-lingual staff.

Opportunities for Automated Voice Messaging Solutions

Organizations need a comprehensive solution for automating the outbound communication process. In the past few years, AVM has emerged as a potential

solution to the critical issues facing contact centers. Based on our review of third-party reports and other information, we estimate that the market for AVM

solutions will increase from $370 million in 2005 to $1.4 billion in 2010, representing a compounded annual growth rate of 30.5%. For an AVM solution to

be effective, it must increase contact center efficiencies not only by further increasing the productivity of contact center agents, but also by facilitating

“agentless” interactions where appropriate. The AVM solution must be delivered and deployed quickly and cost-effectively in order to meet the fast-

changing requirements of the contact center market. It also must have a flexible, robust architecture capable of responding to — and taking advantage of —

current and future technological advances and contact center trends.

Our Solution

We believe our use of an on-demand delivery model addresses the growing demand for enterprise and other software that is delivered on a usage basis,

rather than purchased or licensed. A May 2006 IDC report, for example, estimates that the market for on-demand software, of which the market for on-

demand AVM solutions is a subset, will grow from $2.0 billion in 2005 to $4.6 billion in 2010, a compounded annual growth rate of 18.0%.

Using a web browser, clients use our service to initiate and manage campaigns for a variety of collections, customer care and marketing processes. We assist

clients in selecting service features and adopting best practices that will help them make the best use of our service. We selectively offer performance and

predictive analytical capabilities to assist clients in improving the design and execution of their campaigns. Our platform is designed to scale securely,

reliably and cost-effectively. Clients used our service to place nearly 1 billion calls in 2006, and our service currently has the capacity to initiate more than

14 million calls each day.
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We believe our clients achieve a demonstrable return on investment because our service improves their contact center productivity without the need for an

investment in hardware or software. Key benefits of our service for clients include:

Lower total cost of ownership. Clients using our service can achieve significant savings relative to on-premise systems. Our service does not require clients to

invest in or maintain new hardware, pay licensing or maintenance fees for additional software, or hire and manage dedicated IT staff. In addition, because

new features and upgrades are implemented on our platform, they become part of our service automatically and benefit clients immediately.

Improved contact center agent productivity. Our service improves agent performance by screening wrong parties, answering machines and other non-

productive calls, which constitute a majority of outbound calls. As a result, an agent using our service can handle approximately three times as many

customer interactions each hour as an agent using a predictive dialer. Agent productivity is further increased as a result of our proprietary algorithm for

answering machine detection, which enables our service to determine with 98% accuracy whether a call has been answered by a machine or a person. Our

service does not involve any “dialer pause,” and therefore fewer call recipients hang up prior to engaging with an agent.

Enhanced agentless interactions. Clients can avoid the expense of contact center agents by using our service to automate certain customer interactions. Some

interactions are well suited to a structured dialogue that can be predicted and then scripted in advance. Surveys, for example, can be conducted quickly, cost-

effectively and consistently without involvement of an agent at any time. Similarly, automated payment of a subscription renewal or overdue credit card

payment can be facilitated without agent intervention.

Burstable capacity. Our service leverages a multi-carrier telephony backbone with the ability to initiate more than 600,000 outbound calls each hour. This

capacity enables clients to “burst” extremely large campaigns during short time periods, when customers are most likely to be at home.

Rapid service deployment and campaign modification. A new client can initiate its first campaign using our service in a period as short as a few days, using only

its existing telephony equipment and Internet connections. New clients avoid the delay associated with installing the hardware and software required for an

on-premise system. Moreover, clients can modify or enhance existing campaigns quickly through our client management organization or immediately by

self service.

Usage-based pricing model. We provide our service under a usage-based pricing model, with prices calculated on a per-minute or per-message basis. This

pricing model limits the risks of adoption of our service by clients, and assures clients that we have a strong incentive to provide expected benefits

consistently.

Our Strategy

Our objective is to become the leading global provider of on-demand automated customer contact solutions. To achieve this goal, we are pursuing the

following:

Leverage referenceable client base. Since initiating a sales and marketing program focused on third-party collection agencies in 2004, we have built a client

base that includes 14 of the 20 largest collection agencies in North America (based on 2006 revenue). We are building on this referenceable client base by

targeting large in-house, or “first-party,” collection departments in industries such as telecommunications that are characterized by the need for regular

interactions with sizeable customer bases. Our direct sales force will continue to expand our presence in collection agencies and first-party collection

departments, while beginning to leverage our existing first-party relationships with large businesses to facilitate introductions and sales to other functional

groups within those businesses.
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Exploit on-demand platform. The on-demand delivery model provides us with opportunities to drive and accelerate revenues while managing our expenses.

For example, we can begin generating revenues from a new client in only a few days because our platform enables quick deployment of our service. We

believe our platform’s flexibility can help us generate revenues by providing clients with access to complementary services furnished by us or third-party

vendors and by offering one or more additional service levels to suit differing client needs. Moreover, our multi-tenant platform supports a large number of

clients economically, which allows us to leverage our buying power for telephony and other equipment and services as we add clients.

Broaden service offering. Our on-demand service is a campaign management solution focused primarily on the voice channel. We will use our platform to

introduce additional features and complementary services, which we expect to offer using either a usage-based or subscription pricing model. In 2007 we

introduced a payment gateway, added support for event-based notifications and extended our ability to analyze prior customer contacts. We intend to

reinforce our technology leadership position by, for example, extending our service to target specific industries and expanding our analytics support.

Aggressively migrate to VoIP. VoIP telephony is changing the fundamental structure of contact centers by enabling customer service functions to move

beyond traditional contact centers to remote contact center agents. Our platform positions us to take advantage of the rapid adoption of VoIP telephony. We

currently are transitioning to a VoIP infrastructure that will help us realize the benefits of IP-based communications, including reduced costs and

enablement of advanced business communication applications. In the longer term, we believe our platform will enable us to take advantage of the

disintermediation of on-premise contact center technology enabled by VoIP telephony.

Selectively pursue strategic acquisitions and relationships. To complement and accelerate our internal growth, we may pursue acquisitions of businesses,

technologies and products that will expand the feature set of our service, provide access to new markets or clients, or otherwise complement our existing

operations. We also may seek to expand our service offerings by entering into business relationships involving preferred or exclusive licenses, additional

distribution channels, investments in other enterprises, joint ventures, or similar arrangements.

Our On-Demand Service

Clients use our service to create and manage campaigns for a variety of collections, customer care and marketing processes. A campaign is a series of

communications with a targeted group of customers, typically for a defined period of time. The targeted group is identified by a contact list containing

customer-specific attributes, including first and last names, telephone numbers, e-mail addresses, and other information specific to the campaign such as

amounts owed. A campaign often encompasses multiple passes through the contact list. Campaigns can be conducted using contact center agents or on an

agentless basis. For an AVM solution to be effective, it must increase contact center efficiencies not only by further increasing agent productivity, but also by

facilitating agentless interactions where appropriate. Sample campaigns include:

Collections Customer Care Marketing

• Payment reminders
• Contract and subscription renewals • Credit card activations

• Early-stage collections
• Delivery notifications • Surveys

• Contingent collections
• Scheduled service outages • Welcome calls

We provide our service under a usage-based pricing model. As a result, clients pay only for the services they have used. Prices are calculated on a per-

message or, more typically, per-minute basis. We will use our platform to introduce additional features and complementary services, which we expect to offer

using either a usage-based or subscription pricing model. We may determine to offer one or more additional service levels to suit differing client needs.
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The following diagram illustrates the key elements of the customer contact platform we use to provide our service:

Customer Contact Platform
Secure Web and Data Integration Interfaces. Most clients access our service using a web browser. Our Secure Web User Interface enables clients to upload

contact lists, initiate and manage campaigns, and generate near real-time customized reports. All of our platform features can be accessed through this

secure, easy-to-use interface, which makes our service available to clients on a self service basis. Data, such as contact list information, also can be uploaded

and accessed through our Secure Data Integration Interface, which enables clients to load information directly from their collection management or

customer relationship management system. Once a campaign is completed, the interface enables the results to be loaded directly back into the client’s

system.

Core Components. Our platform includes the following core components, each of which can be accessed via the web or by integrating a client’s collection

management or customer relationship management system with our platform.

List Management manages the importing and accessing of a client’s contact list. This component also manages contact suppression, which removes one or

more contacts from a campaign either before the campaign begins or while the campaign is progressing. Contacts may be suppressed because, for example, a

customer previously expressed a preference not to receive the proposed type of communication or a recipient takes the requested action before all of the

passes within a campaign are completed.

Script Interaction tests and manages any number of contact scripts to be used to determine the content during customer interactions. In a telephone call, for

example, a script specifies the sequence of audio prompts that are played and what happens when the recipient takes certain actions, such as pressing a

button on the telephone or saying “yes.” Individual customer interactions are supported by our flexible scripting language and personalized messaging.

Scripts can be readily modified and repurposed over time. Our personalized voice messages use professional voice talents or text-to-speech technology to

insert customer-specific information into an interaction. This component supports the following activities:



•

Automated Right-Party Verification enables the identity of a customer to be verified without contact center agent involvement by, for example, having a

recipient enter his or her billing zip code.

• Direct Connect to Contact Center allows a recipient to connect directly to a contact center in order to speak with a contact center agent.
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Campaign Strategy defines the frequency and nature of the customer interactions to be employed to achieve the goals of a campaign. This component

includes the following features:

•

Multi-Pass Campaigns are multiple overlapping passes through a contact list determined in accordance with client-defined parameters and intended to

maximize contact list penetration and response rates.

• Call Pass Escalation defines the conditions in which our service moves to a different phone number or e-mail address within a contact pass.

•

Contact Ordering prioritizes contacts based on client-specified criteria, such as the amount owed, or on the likelihood that customers will be reached at

a particular time.

For campaigns involving contact center agents, Agent Management manages the routing of qualified customers to agents and seeks to maximize the usage of

agents’ time while minimizing customers’ wait time. This component includes the following features:

•

AutoManage monitors and controls campaign performance to adjust the pace of outgoing calls to balance the flow of calls to the contact center. Based on

our proprietary algorithm, adjustments are made based on factors such as contact center agent availability, average talk time and average hold times.

•

Call Forecasting provides continuously refreshed data concerning current and anticipated future contact attempts that contact center managers can use for

contact center agent resource planning.

•

Contact Center Reports are available in near real-time and provide details on customer interactions with contact centers, including ring time, waiting

time and talk time.

Reporting and Analytics produces reports, in a variety of formats, exported at any time during or after a campaign. We offer flexible report formatting,

scheduling and delivery options. Reports typically contain details regarding contact attempts and outcomes. Reports are available for a specific campaign, or

for all of the campaigns of a department, group or other client account. This component also includes performance analytics capabilities to assist clients in

improving the design and execution of their campaigns. For example, a client might determine, based on our analysis of campaign data, that the client’s next

campaign should be executed at a different time of day or should be targeted to wireless, rather than wireline, customers. We are continuing to enhance our

analytics capabilities using advanced statistical techniques and predictive modeling.

Enterprise Management provides a client with the ability to manage, using a single control panel, all campaigns in any of the client’s accounts. Accounts and

privileges can be created and customized at the enterprise level for greater security. This component allows a client to share interaction scripts and

suppression lists across the client’s entire enterprise. In addition, reports covering all of a client’s accounts can be provided on an enterprise-wide basis.

Security. Our platform includes a number of security practices designed to keep customer data safe and confidential, such as encryption of sensitive data,

secure transmission, audit trails, non-shared accounts, need-to-know access policies and formal incident response. We have instituted periodic internal and

third-party reviews of our security structure, including an annual voluntary external Type I audit of our IT-related control activities under Statement on

Auditing Standards No. 70, Reports on the Processing of Transactions by Service Organizations. In addition, clients can elect to use supplemental security

features such as e-mail and FTP address restrictions for report deliveries and encryption of reports.

Delivery Channels. Our on-demand service is a multi-channel solution. To date, we have focused principally on designing and implementing features that

support the use of our service for the voice channel. Our service supports the delivery of both outbound and inbound voice communications. The outbound

voice channel can be used for either a contact center agent-assisted or agentless campaign. The inbound voice channel is primarily used in support of an

outbound campaign, as in the case of a callback number, or as part of an inbound-only agentless campaign supported by an IVR interaction. Our service

supports both text- and HTML-based e-mail.
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Complementary Services. We offer clients a number of supplemental complementary services accessed through our on-demand platform, including Payment

services that facilitate the automation of the entire payment process, Append services that allow clients to augment their contact lists with additional

information, and Contact Strategy services that analyze clients’ historical campaigns and recommend new contact strategies. Some complementary services,

including Payment and Append, incorporate back-office functionality provided by a third party. We intend to develop additional complementary services

that will be offered for an incremental fee, based on either a usage-based or subscription pricing model.

Our Client Management Services

Our client management organization assists clients in selecting service features and adopting best practices that will help the clients make the best use of

our service. The organization provides varying levels of support, from managing an entire campaign to supporting self-service clients. It offers a range of

services that includes script development, campaign strategy, professional voice talent recording, custom reporting and detailed analysis of campaign

results. At March 31, 2007, our client management organization had 26 employees.

Our client management organization consists of three principal teams:

Implementation, Training and General Help Desk members provide implementation services, including demonstrations, detailed user training, test setup and

measurement design, script development, voice talent recording, and all aspects of file and data transfer before and after campaigns. The team provides our

clients with training both initially and on a continuing basis, so they can use our service more effectively and efficiently. Our help desk is available around-

the-clock to provide immediate support to clients.

Solutions Consulting members build and maintain a library of best practices based upon experience gained in helping design and optimize campaigns. The

team also provides periodic diagnostic reviews and reporting, in order to highlight areas in which clients can improve their campaign results.



Customer Analytics members consult with selected clients to provide advanced reporting and data analysis for their organizations. The team provides

performance and predictive analytics capabilities to assist clients in improving their campaign and contact center results.

Clients

Since January 1, 2006, our service has been used by more than 200 organizations in the collection agencies, financial services, retail, telecommunications

and utilities industries. Our clients are located principally in the United States, with a limited number located in Canada and the United Kingdom.

In 2004 we initiated a sales and marketing program focused on third-party collection agencies, which depend on voice messaging and other customer

contact methods to drive revenues and are receptive to testing and deploying new contact technologies. Since that time, we have built a client base that

includes 14 of the 20 largest collection agencies in North America (based on 2006 revenue). More recently, we have begun to build on this referenceable

client base to target large in-house, or “first-party,” collection departments in industries, such as telecommunications, characterized by the need for regular

interactions with large customer bases.

NCO Group, a provider of business process outsourcing services, accounted for more than 10% of our revenues in each of 2004, 2005 and 2006. Afni, a

provider of customer interaction solutions, accounted for more than 10% of our revenues in each of 2005 and 2006 . AT&T Wireless accounted for more

than 10% of our revenues in 2004. None of these clients accounted for 20% or more of our revenues in any year.
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Sales and Marketing

We sell our service through our direct sales force. As of March 31, 2007, our direct sales force consisted of 28 employees located at our headquarters in

Burlington, Massachusetts, elsewhere in the United States, and in Canada. Our relationships with resellers accounted for an aggregate of less than 5% of our

revenues in each of 2004, 2005 and 2006.

Sales leads are generated through cold calling, client and other referrals, and a variety of marketing programs. Once a lead is qualified, the typical sales

process involves a web-based or in-person presentation and demonstration, together with pre-sales support from our client management organization.

These presentations typically focus on explaining the benefits of our service, including the speed with which the service can be deployed, and

demonstrating the potential return on investment from the use of our service. We encourage prospective clients to engage in a pilot campaign to evaluate

the efficacy of our service.

Our marketing communications and programs strategy has been designed to increase awareness of our service, generate qualified sales leads and expand

relationships with existing clients. We reinforce our brand identity through our website and public relations, which are intended to build market awareness

of our company as a leader of on-demand customer communications solutions. We host an annual user group meeting and regular educational webinars, and

we participate in industry events and associations. We distribute quarterly newsletters and other written communications to prospective and existing clients

by e-mail and direct mail campaigns. At March 31, 2007, our marketing group had ten employees.

Technology, Development and Operations

Technology

We launched our first multi-tenant on-demand service in 2000. Our service is provided through a secure, scalable platform written primarily in Java using

the Java 2 Enterprise Edition, or J2EE, development framework. We use a combination of proprietary and commercially available software, including the

Apache web server, the BEA WebLogic application server, Nuance text-to-speech and automated speech recognition software, and the Oracle database. The

software runs on a combination of Linux and Microsoft Windows servers. We also use commercially available hardware, including NMS Communications

telephony cards.

Our service manages clients as separate tenants within our platform. As a result, we amortize the cost of delivering our service across our entire client base.

In addition, because we do not have to manage thousands of distinct applications with their own business logic and database schemas, we believe that we

can scale our solution faster than traditional predictive dialers, even those that have modified their products to be accessible over the Internet.

Our service enables clients to import and access data independent of format and to customize the script interaction and reporting output of their

campaigns. The web user interface of our platform can be customized for a client that wishes to have a specific “look and feel” across its enterprise.

Research and Development

Our research and development organization is responsible for improving, enhancing and augmenting our on-demand platform, as well as developing new

features, complementary services and other new offerings. The organization also is responsible for performing platform functionality and load testing, as

well as quality assurance activities. The organization currently is working on a number of opportunities, including work related to analytics, campaign

management, new channels and complementary services. At March 31, 2007, our research and development organization had 30 employees.
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Our research and development expenses totaled $1.2 million in 2004, $2.1 million in 2005 and $3.5 million in 2006. We believe the ongoing cost of

enhancing and maintaining our service is significantly less than the comparable cost for an on-premise solution.

Operations

We serve our clients from two third-party hosting facilities. One of our facilities is located in Ashburn, Virginia, and is owned and operated by Equinix under

an agreement that expires in March 2008. The other facility is located in Somerville, Massachusetts, and is owned and operated by InterNap under an

agreement that expires in January 2009. Both facilities provide around-the-clock security personnel, video surveillance and biometric access screening, and

are serviced by on-site electrical generators and fire detection and suppression systems.



Both facilities have multiple Tier 1 interconnects to the Internet, and the two facilities are connected by a SONET loop. We have multiple

telecommunication providers for voice termination, including Global Crossing, Level 3 Communications, MCI, One Communications, PAETEC, Qwest and

XO Communications. We have selected our mix of telecommunications carriers to limit service interruption, even in the event of a localized loss of a major

provider. We believe we can maintain access to our service, with prioritized call capacity, within a limited interruption window, although we have not

experienced or comprehensively tested a full failover of either of our facilities.

We own or lease all the hardware deployed in support of our platform. We continuously monitor the performance and availability of our service. We

designed our service infrastructure using load-balanced web server pools, redundant interconnected network switches and firewalls, replicated database

servers, clustered application servers, and fault-tolerant storage devices. Production databases are backed up on a regular basis to ensure transactional

integrity and restoration capability.

We have deployed a security infrastructure that includes firewalls, intrusion prevention and detection, and IPSEC, PGP and TLS data and network security

protection. We have instituted periodic internal and third-party reviews of our security infrastructure, including an annual voluntary external Type I audit

under Statement on Auditing Standards No. 70.

We have service level agreements or arrangements with a small number of clients under which we warrant certain levels of system reliability and

performance. If we fail to meet those levels, those clients are entitled to either receive credits or terminate their agreements with us. We did not provide any

such credits, and no client terminated its agreement with us, in 2004, 2005, 2006 or the quarter ended March 31, 2007 pursuant to any service level

provision.

At March 31, 2007, our operations organization had 16 employees.

Competition

To date, we have offered our on-demand service primarily for use in AVM campaigns. The market for AVM solutions is intensely competitive, changing

rapidly and fragmented. The following summarizes the principal products and services that compete with our service.

Predictive Dialers

Our service competes with on-premise predictive dialers from established vendors such as Aspect and Avaya as well as a number of smaller vendors. Our

service competes with on-premise predictive dialers on the basis of both available features and delivery model, including:

• breadth of features;

• speed of deployment;
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• capital investment required;

• pricing model for customers; and

• capacity, including burstability.

A number of predictive dialer vendors offer forms of hosted solutions, which we believe are typically services in which predictive dialers are hosted by first-

generation application service providers, or ASPs, rather than on a multi-tenant on-demand basis. We believe these ASP-hosted services are deployed on

individual servers and application infrastructures, using dedicated predictive dialers. We compete with ASP-hosted predictive dialer services on the same

basis as on-premise predictive dialers, except that deployment speed and required capital investment are less significant in differentiating our service from

these ASP-hosted services.

Predictive dialers have been the basic method of AVM contact for the last two decades, and the vast majority of telephony customer contact today is

completed using predictive dialer technology. Many organizations are likely to continue using on-premise predictive dialers that have been purchased and

are still operative, despite the availability of new features and functionality in our service or in other AVM solutions. In addition, the on-demand service

delivery model is relatively new, and many organizations have not yet fully adopted or accepted this delivery model.

Some vendors of predictive dialers, particularly Aspect and Avaya, have significantly greater financial, technical, marketing, service and other resources than

we have. Many of these vendors also have larger installed client bases and longer operating histories. Competitors with greater financial resources may be

able to offer lower prices, additional products or services, or other incentives that we cannot match or offer. These competitors may be in a stronger position

to respond quickly to new technologies and may be able to undertake more extensive marketing campaigns.

Hosted AVM Solutions

Our service also competes with a number of other hosted AVM solutions. Most vendors of hosted AVM solutions focus on providing a basic service with

limited features and compete principally on the basis of price. These vendors consist principally of a number of relatively small, privately held companies.

We compete with these vendors on the basis of the following:

• price;

• return on investment;

• breadth of features;

• brand awareness based on referenceable customer base; and

• security and reliability.

Some of these vendors deliver their AVM services on an ASP model, using dedicated hardware and telephony equipment. We compete with these vendors

based on the attributes of our multi-tenant on-demand delivery model, as described above with respect to ASP-hosted predictive dialer services.



A small number of these vendors focus on providing hosted AVM services with a broader array of features, such as advanced reporting capabilities and

supporting professional services. These vendors generally compete on the basis of return on investment and features, rather than price, and focus their

principal selling efforts on differing groups of industries. We compete with these vendors based on the flexibility of our usage-based pricing model and, with

respect to those vendors providing ASP-hosted services, the attributes of our multi-tenant on-demand delivery model.
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In the past few years, there have been a number of new entrants in the hosted AVM services market. Most of these new entrants offer basic, price-oriented

AVM services hosted on an ASP model. There are significant barriers to entry for potential competitors seeking to offer more fully featured hosted AVM

services. We believe that companies wishing to target this portion of the market may seek to acquire existing vendors. West Corporation, a provider of

outsourced communications services, acquired CenterPost Communications, a provider of enterprise multi-channel solutions for automating customer

communications in February 2007 and acquired TeleVox Software, a provider of communication and automated messaging services to the healthcare

industry, in March 2007. It is likely any such acquiring companies would have greater financial, technical, marketing, service and other resources than we

have and may be able to offer lower prices, additional products or services, or other incentives that we cannot match or offer.

Intellectual Property

Our success will depend in part on our ability to protect our intellectual property and to avoid infringement of the intellectual property of third parties. We

rely on a combination of trade secret laws, trademarks and copyrights in the United States and other jurisdictions, as well as contractual provisions and

licenses, to protect our proprietary rights and brands. We cannot, however, be sure that steps we take to protect our proprietary rights will prevent

misappropriation of our intellectual property.

We have adopted a strategy of seeking limited patent protection with respect to the technologies used in or relating to our products. As of March 31, 2007,

we had one issued U.S. patent, which relates to a method for managing interactive communications campaigns, and one pending U.S. patent application. We

evaluate ideas and inventions for patent protection with a team of engineers, product managers and internal counsel, in consultation with our outside patent

counsel. We expect to file additional patent applications in the ordinary conduct of our business.

“SoundBite” is our registered service mark in the United States. We also hold trademarks and service marks identifying certain service offerings. We seek to

protect our source code for our platform, as well as documentation and other written materials, under trade secret and copyright laws.

We may not receive competitive advantages from the rights granted under our intellectual property rights. Others may develop technologies that are similar

or superior to our proprietary technologies or duplicate our proprietary technologies. Our pending and any future patent applications may not be issued

with the scope of claims sought by us, if at all, or the scope of claims we are seeking may not be sufficiently broad to protect our proprietary technologies.

Our issued patent and any future patents we are granted may be circumvented, blocked, licensed to others or challenged as to inventorship, ownership,

scope, validity or enforceability. It is possible that literature we may be advised of by third parties in the future could negatively affect the scope or

enforceability of any patent. If our issued patent, any future patent we are granted, our current or any future patent application, or our service is found to

conflict with any patents held by third parties, we could be prevented from selling our service, any future patent may be declared invalid, or our current or

any future patent application may not result in an issued patent. In addition, in foreign countries, we may not receive effective patent and trademark

protection. We may be required to initiate litigation in order to enforce any patents issued to us, or to determine the scope or validity of a third party’s

patent or other proprietary rights. In addition, in the future we may be subject to lawsuits by third parties seeking to enforce their own intellectual property

rights, as described in “Risk Factors — Our product development efforts could be constrained by the intellectual property of others, and we could be subject

to claims of intellectual property infringement, which could be costly and time-consuming.”

We seek to avoid disclosure of our intellectual property by requiring employees and consultants with access to our proprietary information to execute

nondisclosure and assignment of intellectual property agreements and by restricting access to our source code. Other parties may not comply with the terms

of their agreements with us, and we may not be able to enforce our rights adequately against these parties.
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Our service offering incorporates technology licensed from third-party providers. If these providers were no longer to allow us to use these technologies for

any reason, we would be required to:

• identify, license and integrate equivalent technology from another source;

• rewrite the technology ourselves; or

• rewrite portions of our source code to accommodate the change or no longer use the technology.

Any one of these outcomes could delay further sales of our service, impair the functionality of our service, delay the introduction of new features and

complementary services, result in our substituting inferior or more costly technologies, or injure our reputation. In addition, we may be required to license

additional technology from third parties, and we cannot assure you that we could license that technology on commercially reasonable terms or at all. Because

of the relative immateriality of this third-party licensed technology as well as the availability of alternative equivalent technology, we do not expect that our

inability to license this technology in the future would have a material effect on our business or operating results.

Government Regulation

Our business operations are affected, directly or indirectly, by a wide range of U.S. federal and state laws and regulations that restrict customer

communications activities using our service, our handling of information and other aspects of our business. On the U.S. federal level, for example, regulatory

measures include:

• the Fair Debt Collection Practices Act, which regulates the timing and content of debt collection communications;

•

the Telephone Consumer Protection Act, which restricts the circumstances under which automated telephone dialing systems and artificial or prerecorded

messages may be used to contact wireless telephone numbers;



•

Federal Trade Commission and Federal Communications Commission telemarketing regulations, which have been promulgated under the authority of the

Telemarketing and Consumer Fraud and Abuse Prevention Act and the Telephone Consumer Protection Act and which restrict the timing, content and manner of

telemarketing calls, including the use of automated dialing systems, predictive dialing techniques, and artificial or prerecorded voice messages;

•

the Gramm-Leach-Bliley Act, which regulates the disclosure of consumer nonpublic personal information received from our financial institution clients and

requires those clients to impose administrative, technical, and physical data security measures in their contracts with us; and

• the Fair Credit Reporting Act, which defines permissible uses of consumer information furnished to or obtained from consumer reporting agencies.

Many states and state agencies have also adopted and promulgated laws and regulations governing debt collection, contact with wireless telephone numbers,

telemarketing, and data privacy. These laws and regulations may, in certain cases, impose restrictions that are more stringent than the federal measures

discussed above.

Our foreign business operations are, or may be, affected by foreign laws and regulations. For example, our current telemarketing activities in the United

Kingdom are subject to a comprehensive telemarketing regulation, which includes a prohibition on calls to numbers on the UK’s national do-not-call

registry, the Telephone Preference Service. Furthermore, we may in the future determine to commence or expand our operations outside the United States,

and any country in which we commence or expand our operations may have laws or regulations comparable to or more stringent than those affecting our

domestic business.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

Our business, operating results and reputation may be significantly harmed if we violate, or are alleged to violate, U.S. federal, state or foreign laws or rules

covering customer communications. In the pricing agreements they enter into with us, our clients typically agree to comply in all material respects with all

applicable legal and regulatory requirements relating to their use of our service. We cannot be certain, however, that our clients comply with these

obligations, and typically we cannot verify whether clients are complying with their obligations. Violations by our clients may subject us to costly legal

proceedings and if we are found to be wholly or partially responsible for such violations, may subject us to damages, fines or other penalties. For a further

description of some of the governmental regulations that may affect our business operations, see “Risk Factors — Risks Related to Regulation of Use of Our

Service.”

Employees

As of March 31, 2007, we had a total of 125 employees, consisting of 38 employees in sales and marketing, 30 employees in research and development, 26

employees in client management, 16 employees in operations, and 15 employees in general and administrative. All of the employees were based in the

United States, except for 1 employee based in Toronto, Canada. A total of 113 of our employees as of March 31, 2007 were based at our headquarters in

Burlington, Massachusetts.

From time to time we also employ independent contractors and temporary employees to support our operations. None of our employees are subject to

collective bargaining agreements. We have never experienced a work stoppage and believe that our relations with our employees are good.

Properties

Our headquarters occupy a total of approximately 23,000 square feet in two buildings located in Burlington, Massachusetts. We lease this space pursuant to

two lease agreements, each of which expires in May 2008. We are seeking to identify and lease new space for our headquarters, and intend to move our

headquarters to the newly leased space in the second half of 2007.

Legal Proceedings

We are not currently a party to any material litigation and we are not aware of any pending or threatened litigation against us that could have a material

adverse effect on our business, operating results or financial condition. The customer communications industry is characterized by frequent claims and

litigation, including claims regarding patent and other intellectual property rights as well as improper hiring practices. As a result, we may be involved in

various legal proceedings from time to time.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

Management

Executive Officers and Directors

Biographical Information

The following table sets forth information regarding our executive officers and directors as of March 31, 2007:

Name Age
Position

Peter R. Shields
49 Chief Executive Officer, President and Director

Robert C. Leahy
54 Chief Operating Officer and Chief Financial Officer

Timothy R. Segall
47 Chief Technology Officer

Richard M. Underwood
53 Executive Vice President, Worldwide Sales

Andrew R. Gilbert
45 Vice President, Operations

Christopher A. Hemme
42 Vice President, Finance, Treasurer and Secretary



Noreen L. Henrich
52 Vice President, Client Management

Eric R. Giler
51 Director

James A. Goldstein
39 Director

Vernon F. Lobo
42 Director

Justin J. Perreault
44 Director

James J. Roszkowski
49 Director

Regina O. Sommer
49 Director

Mr. Goldstein, Mr. Perreault and Ms. Sommer are members of the audit committee. Messrs. Giler and Lobo are members of the compensation committee.

Messrs. Perreault, Roszkowski and Lobo are members of the nominating and corporate governance committee.

Peter R. Shields has served as one of our directors and our Chief Executive Officer and President since May 2004. He served as our President from August

2003 to May 2004. From December 2002 to March 2003, Mr. Shields served as Chief Operating Officer of Adesso Systems, Inc., a provider of mobile

enterprise software and services. From March 2002 to November 2002, he served as Chief Executive Officer and President of Tilion, Inc., a provider of

Internet-based event management solutions that merged with SynQuest, Inc. and Viewlocity, Inc. in September 2002.

Robert C. Leahy has served as our Chief Operating Officer since September 2006 and as our Chief Financial Officer since February 2007. From 1987 to

October 2005, Mr. Leahy served as Vice President Finance and Operations and Chief Financial Officer of Brooktrout, Inc., a NASDAQ-listed developer of

software and hardware platforms that was acquired by EAS Group, Inc. in October 2005.

Timothy R. Segall has served as our Chief Technology Officer since January 2002. From June 2000 to December 2006, Mr. Segall served as our Vice

President, Engineering.

Richard M. Underwood has served as our Executive Vice President, Worldwide Sales since June 2005. Mr. Underwood served as Vice President, Sales of

PanGo Networks, a provider of location management and asset tracking solutions, from October 2004 to May 2005. From 1997 to February 2004, Mr.

Underwood served as Executive Vice President for Worldwide Sales of Moldflow Corp., a NASDAQ-listed provider of software and hardware solutions for

plastics-focused manufacturing.

Andrew R. Gilbert has served as our Vice President, Operations since April 2005. From August 2000 to April 2005, he served as one of our Senior Engineers.

Christopher A. Hemme has served as our Vice President of Finance, Treasurer and Secretary from February 2007 to the present. He served as our Chief

Financial Officer, Treasurer and Secretary from July 2005 to February 2007, and as our Vice President of Finance from February 2004 to July 2005. From

December 1999 to November 2003, Mr. Hemme served as the Corporate Controller of Winphoria Networks, Inc., a provider of core infrastructure for

wireless networks that was acquired by Motorola in May 2003.
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Noreen L. Henrich has served as our Vice President, Client Management since October 2005. From January 2004 to September 2005, she served as Vice

President, Professional Services of Pragmatech Software, a provider of on-demand sales knowledge solutions. From 1998 to July 2003, she served as

Regional Vice President of NASDAQ-listed Oracle Corporation, a developer of database management systems.

Eric R. Giler has served as one of our directors since December 2005. Mr. Giler has been the Chairman and Chief Executive Officer of Groove Mobile, a

provider of mobile music commerce platforms, since April 2006. From 1984 to October 2005, Mr. Giler served as Chief Executive Officer and President of

Brooktrout, Inc., a NASDAQ-listed provider of software and hardware platforms that was acquired by EAS Group, Inc. in October 2005.

James A. Goldstein has served as one of our directors since 2000. Mr. Goldstein has been associated with North Bridge Venture Partners, a venture capital

firm, since 1998, and has been a Partner of North Bridge Venture Partners since 2001.

Vernon F. Lobo has served as one of our directors since 2000. Since 1997, Mr. Lobo has served as a Managing Director of Mosaic Venture Partners, a venture

capital firm.

Justin J. Perreault has served as one of our directors since June 2005. Since 1999, Mr. Perreault has been a General Partner of Commonwealth Capital

Ventures, a venture capital firm.

James J. Roszkowski has served as one of our directors since March 2006. Since April 2005, Mr. Roszkowski has served as a Principal of the Owl’s Nest

Group, LLC, an advisory and consulting firm. Mr. Roszkowski held the position of Senior Executive Vice President of MBNA America Bank, N.A., a New

York Stock Exchange-listed independent credit card issuer, from 1989 to April 2005.

Regina O. Sommer has served as one of our directors since December 2006. From January 2002 until March 2005, Ms. Sommer served as Vice President and

Chief Financial Officer of Netegrity, Inc., a NASDAQ-listed provider of security software solutions that was acquired by Computer Associates International,

Inc. in November 2004. Ms. Sommer also serves on the board of directors of Wright Express Corporation, a New York Stock Exchange-listed provider of

payment processing and information management services.

Family Relationships

There are no family relationships among any of our directors or executive officers.



Compensation Committee Interlocks and Insider Participation

None of our executive officers serves as a member of the board of directors or compensation committee, or other committee serving an equivalent function,

of any other entity that has one or more of its executive officers serving as a member of our board of directors or its compensation committee. None of the

current members of the compensation committee of our board has ever been one of our employees.

Board of Directors

Composition

Our board of directors currently consists of seven members, all of whom were elected as directors pursuant to the board composition provisions of our

investor rights agreement. The board composition provisions of our investor rights agreement will terminate upon the closing of this offering, and there will

be no further contractual obligations regarding the election of our directors. Our directors hold office until their successors have been elected and qualified

or until the earlier of their resignation or removal.
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In accordance with the terms of amendments to our charter and by-laws that will become effective upon the completion of this offering, our board will be

divided into three classes, whose members will serve for staggered three-year terms. Upon the closing of this offering, the members of the classes will be

divided as follows:

• the class I directors will be , and , and their terms will expire at the annual meeting of stockholders to be held in 2008;

• the class II directors will be and , and their terms will expire at the annual meeting of stockholders to be held in 2009; and

• the class III directors will be and , and their terms will expire at the annual meeting of stockholders to be held in 2010.

Our charter will, effective upon the completion of this offering, provide that the authorized number of directors may be changed only by resolution of our

board. Any additional directorships resulting from an increase in the number of directors will be distributed between the three classes so that, as nearly as

possible, each class will consist of one-third of the directors. This classification of our board may have the effect of delaying or preventing changes in our

control or management.

Our charter and by-laws will, effective upon the completion of this offering, provide that our directors may be removed only for cause by the affirmative vote

of the holders of at least two-thirds of the votes that all our stockholders would be entitled to cast in an annual election of directors. Upon the expiration of

the term of a class of directors, directors in that class will be eligible to be elected for a new three-year term at the annual meeting of stockholders in the year

in which their term expires.

Director Independence

Under Rule 4350 of The NASDAQ Marketplace Rules, a majority of a listed company’s board of directors must be comprised of independent directors

within one year of listing. In addition, NASDAQ Marketplace Rules require that, subject to specified exceptions, each member of a listed company’s audit,

compensation, and nominating and corporate governance committees be independent and that audit committee members also satisfy independence criteria

set forth in Rule 10A-3 under the Securities Exchange Act. Under Rule 4200(a)(15) of The NASDAQ Marketplace Rules, a director will only qualify as an

“independent director” if, in the opinion of that company’s board of directors, that person does not have a relationship that would interfere with the

exercise of independent judgment in carrying out the responsibilities of a director. In order to be considered to be independent for purposes of Rule 10A-3,

a member of an audit committee of a listed company may not, other than in his or her capacity as a member of the audit committee, the board of directors,

or any other board committee: (a) accept directly or indirectly any consulting, advisory, or other compensatory fee from the listed company or any of its

subsidiaries or (b) be an affiliated person of the listed company or any of its subsidiaries.

In 2007, our board of directors undertook a review of the composition of the board and its committees and the independence of each director. Based upon

information requested from and provided by each director concerning their background, employment and affiliations, including family relationships, our

board of directors has determined that none of , representing of our seven directors, has a relationship that would interfere with the exercise of independent

judgment in carrying out the responsibilities of a director and that each of these directors is “independent” as that term is defined under Rule 4200(a)(15) of

The NASDAQ Marketplace Rules. Our board also determined that , and , who comprise our audit committee, , and , who comprise our compensation

committee, and , and , who comprise our nominating and corporate governance committee, satisfy the independence standards for such committees

established by the SEC and The NASDAQ Marketplace Rules, as applicable. In making such determination, our board considered the relationships that each

such non-employee director has with our company and all other facts and circumstances our board deemed relevant in determining their independence,

including the beneficial ownership of our capital stock by each non-employee director.
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Committees

Our board of directors has established an audit committee, a compensation committee, and a nominating and corporate governance committee. Following

the completion of this offering, all of the members of each of these standing committees will be independent as defined under the rules of The NASDAQ

Global Market and, in the case of the audit committee, the independence requirements contemplated by Rule 10A-3 under the Securities Exchange Act.

Audit Committee

The members of our audit committee are James Goldstein, Justin Perreault and Regina Sommer. Ms. Sommer chairs the audit committee. Our board of

directors has determined that Ms. Sommer is an “audit committee financial expert” as defined in applicable SEC rules. Our audit committee’s responsibilities

include:

• appointing, approving the compensation of, and assessing the independence of our registered public accounting firm;



• overseeing the work of our registered public accounting firm, including through the receipt and consideration of certain reports from such firm;

• reviewing and discussing with management and the registered public accounting firm our annual and quarterly financial statements and related disclosures;

• monitoring our internal control over financial reporting, disclosure controls and procedures and code of business conduct and ethics;

•

establishing policies regarding hiring employees from the registered public accounting firm and procedures for the receipt and retention of accounting

related complaints and concerns;

• meeting independently with our internal auditing staff, registered public accounting firm and management; and

• reviewing and approving or ratifying any related-person transactions.

Compensation Committee The members of our compensation committee are Eric Giler and Vernon Lobo. Mr. Giler chairs the compensation committee. The

purpose of our compensation committee is to discharge the responsibilities of our board of directors relating to compensation of our executive officers.

Specific responsibilities of our compensation committee include:

• annually reviewing and approving corporate goals and objectives relevant to chief executive officer compensation;

• determining our chief executive officer’s compensation;

• reviewing and approving, or making recommendations to our board with respect to, the compensation of our other executive officers;

• overseeing an evaluation of our senior executives;
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• overseeing and administering our cash and equity incentive plans; and

• reviewing and making recommendations to our board with respect to director compensation.

Nominating and Corporate Governance Committee The members of our nominating and corporate governance committee are Justin Perreault, James

Roszkowski and Vernon Lobo. Mr. Roszkowski chairs the nominating and corporate governance committee. Our nominating and corporate governance

committee’s responsibilities include:

• identifying individuals qualified to become members of our board of directors;

• recommending to our board the persons to be nominated for election as directors and to each of our board’s committees;

• reviewing and making recommendations to our board with respect to management succession planning;

• developing and recommending to our board corporate governance principles; and

• overseeing an annual evaluation of our board.

Corporate Governance

Our board of directors will adopt, prior to the completion of this offering, corporate governance guidelines to assist the board in the exercise of its duties

and responsibilities and to serve the best interests of our company and our stockholders. These guidelines will establish a framework for the conduct of our

board’s business and in particular will provide that:

• our board’s principal responsibility is to oversee the management of our company;

• a majority of the members of our board shall be independent directors;

• the independent directors shall meet regularly in executive session;

• directors shall have full and free access to management and, as necessary and appropriate, independent advisors;

•

new directors shall participate in an orientation program and all directors will be expected to participate in continuing director education on an ongoing

basis; and

• at least annually, our board and its committees shall conduct self-evaluations to determine whether they are functioning effectively.

Director Compensation

Prior to this offering, we have compensated non-employee directors solely through grants of stock options made in connection with those directors’ initial

election to our board of directors. Non-employee directors have not received any cash compensation for their service as directors or committee members.

They have been reimbursed for certain expenses incurred in connection with attendance at board and committee meetings.

To date, we have made the following stock option grants to non-employee directors:

•

In December 2005 we granted Mr. Giler a stock option to purchase 207,500 shares of our common stock at an exercise price of $0.115 per share, which was

the fair market value of our common stock on the grant date at the time of the grant of the option. A total of 25% of the shares vested on December 16,

2006, and the remainder vest ratably over the following 36 months, provided Mr. Giler continues to serve as a director as of the vesting date. The option

will vest in full in the event of a
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substantially all of our assets or the sale of a majority of our then-outstanding voting securities.

•

In March 2006 we granted Mr. Roszkowski a stock option to purchase 207,500 shares of our common stock at an exercise price of $0.177 per share, which was

the fair market value of our common stock at the time of the grant of the option. A total of 25% of the shares vested on March 23, 2007, and the remainder

vest ratably over the next 36 months, provided Mr. Roszkowski continues to serve as a director as of the vesting date. The option will vest as to 25% of

the then-unvested shares in the event of a merger or consolidation effecting a change in control of our company, a sale of all or substantially all of our

assets, or the sale of a majority of our then-outstanding voting securities.

•

In December 2006 we granted Ms. Sommer a stock option to purchase 207,500 shares of our common stock, at an exercise price of $0.87 per share, which was

the fair market value of our common stock at the time of the grant of the option. A total of 25% of the shares vest on December 13, 2007, and the

remainder vest ratably over the next 36 months, provided Ms. Sommer continues to serve as a director as of the vesting date. The option will vest in full

in the event of a merger or consolidation effecting a change in control of our company, a sale of all or substantially all of our assets or the sale of a

majority of our then-outstanding voting securities.

We anticipate that our board will adopt a compensation policy applicable to our non-employee directors following completion of this offering.



Executive Compensation

Compensation Discussion and Analysis

Objectives and Philosophy of Our Executive Compensation Program The primary objectives of our board of directors and the compensation committee with

respect to executive compensation are:

• to attract, retain and motivate executive officers who will make important contributions to the achievement of our business objectives; and

• to align the incentives of our executive officers with the creation of value for our stockholders.

The compensation committee implements and maintains compensation plans and policies designed to achieve these objectives. These plans and policies

compensate executive officers with a combination of base salary, cash bonuses tied to our financial performance and strategic objectives, equity incentives,

and customary employee benefits. We intend to implement compensation packages for our executive officers in line with compensation levels of comparable

public companies. In identifying comparable companies for these purposes, the compensation committee considers a number of factors, including the

industry and geographic areas in which the companies operate, and the size, profitability and maturity of the companies.

As a privately held company, both our board and the compensation committee participated in decisions concerning executive compensation. Upon the

completion of this offering and the adoption of an amended and restated compensation committee charter, the compensation committee will oversee our

executive compensation program. The compensation committee consists of Eric Giler and Vernon Lobo. In making compensation decisions for executives

other than the chief executive officer, the compensation committee receives and takes into account specific recommendations from our chief executive

officer.

For years through 2006, we did not retain a compensation consultant to review our policies and procedures relating to executive compensation. The

compensation committee engaged an independent compensation consulting firm to provide advice and resources to the compensation committee in

establishing executive compensation for 2007, and we expect the compensation committee also will engage compensation consulting firms in future years.

We anticipate that the compensation committee will, however, continue to informally consider competitive market practices by speaking to recruitment

agencies and reviewing publicly available information relating to compensation of executive officers at other comparable companies.
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Components of our Executive Compensation Program The following elements comprise compensation paid to our executive officers:

Base Salary. Base salaries are used to recognize the experience, skills, knowledge and responsibilities required of all our employees, including our executives,

and take into account the level of base salary paid by comparable companies for similar positions. None of our executives has an employment agreement

that provides for automatic or scheduled increases in base salary. From time to time, in the discretion of the compensation committee, and consistent with

our incentive compensation program objectives, base salaries for our executives, together with other components of compensation, are evaluated for

adjustment based on an assessment of an executive’s performance, compensation trends in our industry and after review and consideration of compensation

information provided by an independent compensation consultant.

Cash Bonuses. A significant element of the cash compensation of our executive officers is based upon annual incentive plans adopted by our board of

directors. Our 2006 Executive Compensation Plan covered certain of our officers serving at the level of vice president or above, including all of our named

executive officers. Our 2007 Management Cash Compensation Plan covers all of our executive officers.

The 2006 Executive Compensation Plan provided for cash bonuses to be paid to our executives on monthly, quarterly and annual bases. The components of

the cash bonus provisions of the 2006 Executive Compensation Plan were as follows:

• 50% on the achievement of two financial performance objectives; and

• 50% on the completion of certain strategic objectives.

In 2006, we attained one of the financial performance objectives set forth in the 2006 Executive Compensation Plan and achieved 94% of the other

financial performance objective.

The 2007 Management Cash Compensation Plan provides for cash bonuses to be paid to our executives on quarterly, semi-annual and annual bases. The

bonus levels were set based upon a compensation analysis performed by an independent compensation consultant and by examining such factors as the

bonus compensation paid to executive officers at other comparable companies, the responsibilities of the executive officers’ positions, the executive officers’

experience, and the knowledge the position requires of the executive officers. Bonuses under the 2007 Management Cash Compensation Plan will be

awarded based on each executive officer’s performance during the year in three component areas, as follows:

• 33% on the achievement of certain quarterly revenue targets established by our board;

• 33% on the achievement of certain profitability targets; and

•

34% on the completion of certain strategic objectives in areas including new product launches, business development, marketing programs, financial systems

and controls implementation, operational efficiency, and research and development quality.

Long-Term Equity Incentives. Our equity award program is the primary vehicle for offering long-term incentives to our employees, including our executive

officers. Our equity awards to executive officers have been made solely in the form of stock options and, prior to this offering, our executives were eligible to

participate in our 2000 Stock Option Plan, or the 2000 Plan. Following the completion of this offering, we will grant our executive officers stock-based

awards solely pursuant to the 2007 Stock Incentive Plan, or the 2007 Plan, which will become effective upon the completion of this offering. Under the

2007 Plan, executives will be eligible to receive grants of stock options, restricted stock awards, restricted stock unit awards, stock appreciation rights and

other stock-based equity awards at the discretion of the compensation committee.
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Although we do not have any equity ownership guidelines for our executive officers, we believe that equity awards provide our executive officers with an

incentive to focus on our long-term performance, create an ownership culture among our management team and our employees, and align the interests of

our executive officers with those of our stockholders. In addition, the vesting feature of our equity awards is designed to further our objective of executive

retention by providing an incentive to our executive officers to remain in our employ during the vesting period. We believe that the long-term performance

of our business is improved through the grant of stock-based awards so that the interests of our executive officers are aligned with the creation of value for

our stockholders. In determining the size of equity grants to our executive officers, our board of directors has considered comparative share ownership of

executive officers of comparable companies for similar positions, our overall performance, the applicable executive officer’s performance, the achievement of

certain strategic initiatives, the amount of equity previously awarded to the executive officer, the vesting of such awards.

Grants of equity awards, including those to executive officers, are all approved by our board and are granted based on the fair market value of our common

stock. We generally grant stock options to executive officers upon their initial hire and in connection with a promotion. In addition, stock option grants to

executive officers and other employees have been made from time to time in the discretion of our board consistent with our incentive compensation

program objectives. In January 2006, our board awarded options to Mr. Shields for 350,000 shares and Mr. Hemme for 85,000 shares and, in July 2006,

awarded a stock option to Ms. Henrich for 50,000 shares. Our remaining named executive officers, Messrs. Segall and Underwood, did not receive any stock

option grants in 2006.

Under the stock option awards we have granted, (a) shares vest ratably over a 48-month period or (b) 25% of the shares vest one year from the date of grant

and the remainder vest ratably over the following 36-month period. The stock option awards can be exercised prior to vesting, in which case the shares

received are subject to repurchase rights in our favor that expire upon vesting. Options generally expire either nine or ten years following the date of grant,

subject to earlier expiration upon termination of employment.

Pursuant to the terms of our 2000 Plan, in the event of a merger or consolidation effecting a change in control, a sale of all or substantially all of our assets

or a sale of a majority of our outstanding voting securities, 25% of the unvested shares subject to any outstanding option under the 2000 Plan shall vest at

the time of such merger, consolidation or sale, and any remaining unexercised portion of the option shall terminate. As described below, each of Messrs.

Hemme, Leahy, Shields, Segall and Underwood has an agreement providing for immediate acceleration of vesting if his employment is terminated without

cause or for specified reasons following a change in control.

In 2006 and 2007, we engaged an independent business valuation firm to prepare valuation reports to assist our board in determining the fair market value

of our common stock for purposes of stock option grants. Valuation reports were prepared by that firm as of March 2006, December 2006, February 2007

and March 2007 and the valuation data set forth in those reports were considered by our board in the determination of the value of our common stock.

Following the completion of this offering, the exercise price of any stock option will be equal to the closing sale price of our common stock on The NASDAQ

Global Market on the date of grant.

Other Compensation. Each of our executive officers is eligible to participate in our employee benefits programs on the same terms as non-executive

employees, including our 401(k), flexible spending accounts, medical, dental and vision care plans. In addition, employees, including executive officers,

participate in our life and accidental death and dismemberment insurance policies, long-term and short-term disability plans, employee assistance program,

and standard company holidays.
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Tax Considerations Section 162(m) of the Internal Revenue Code of 1986, as amended, generally disallows a tax deduction for compensation in excess of

$1.0 million paid to our chief executive officer and our four other most highly paid executive officers. Qualifying performance-based compensation is not

subject to the deduction limitation if specified requirements are met. We generally intend to structure the performance-based portion of our executive

compensation, when feasible, to comply with exemptions in Section 162(m) so that the compensation remains tax deductible to us. Our board of directors

may, in its judgment, authorize compensation payments that do not comply with the exemptions in Section 162(m) when it believes that such payments are

appropriate to attract and retain executive talent.

Summary Compensation Table

The following table sets forth information regarding compensation earned during 2006 by our chief executive officer (Peter Shields) and our then chief

financial officer (Christopher Hemme), as well as our three other most highly compensated executive officers in 2006, all of whom we collectively refer to as

our named executive officers:

Non-Equity

Option Incentive Plan All Other

Salary Awards Compensation Compensation Total

Name and Principal Position
Year ($) ($)(1) ($)(2) ($)(3) ($)

Peter R. Shields
2006 $ 240,000 $ 7,487 $ 148,000 $ 10,313 $ 405,800

Chief Executive Officer and President

Christopher A. Hemme
2006 175,000 2,427 30,000 10,397 217,824

Vice President, Finance, Treasurer and Secretary

Richard M. Underwood
2006 180,000 — 34,000 98,097 312,097

Executive Vice President,

Worldwide Sales



Timothy R. Segall
2006 187,500 — 30,000 9,697 227,197

Chief Technology Officer

Noreen L. Henrich
2006 150,000 681 30,000 10,170 190,851

Vice President, Client Management

callerid=999 iwidth=450 length=60

(1)

Compensation expense consists of the amount recognized in 2006 for financial statement purposes under SFAS No. 123R with respect to stock options

granted in 2006. Options to purchase shares of common stock were granted at exercise prices equal to fair market value of the common stock on the date

of grant. For a discussion of the assumptions relating to our valuation of stock option grants, see note 2 to our financial statements and “Management’s

Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies — Stock-Based Compensation” included elsewhere

in this prospectus.

(2)

All amounts shown in this column were cash bonuses paid under our 2006 Executive Compensation Plan. See “— Compensation Discussion and Analysis —

Components of our Executive Compensation Program — Cash Bonuses” for a description of that plan.

(3)

With respect to Mr. Underwood, includes $84,117 of commission-based compensation. All other amounts consist of premiums for dental plans, medical plans,

accidental death and dismemberment insurance, and long-term disability insurance.

Robert Leahy, who was hired as our Chief Operating Officer in September 2006, was appointed as our Chief Financial Officer in February 2007. Mr. Leahy

currently has an annual base salary of $225,000.
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Grants of Plan-Based Awards in 2006

The following table sets forth information regarding grants of compensation in the form of plan-based awards made during 2006 to our named executive

officers:

All Other

Option Awards:

Number of

Securities Exercise or Base Grant Date Fair

Underlying Price of Option Value of Stock and

Name
Grant Date Options (#)(1) Awards ($/Sh) Option Awards(2)

Peter R. Shields
1/17/06 350,000 $ 0.115 $ 0.115

Christopher A. Hemme
1/31/06 85,000 0.177 0.177

Richard M. Underwood
— — — —

Timothy R. Segall
— — — —

Noreen L. Henrich
7/26/06 50,000 0.177 0.177

callerid=999 iwidth=450 length=60

(1) See note 1 to the Summary Compensation Table above for a description of these option grants.

(2)

Options to purchase shares of common stock were granted at exercise prices equal to fair market value of the common stock on the date of grant. For a

discussion of the assumptions relating to our valuation of stock option grants, see note 2 to our financial statements and “Management’s Discussion and

Analysis of Financial Condition and Results of Operations — Critical Accounting Policies — Stock-Based Compensation” included elsewhere in this

prospectus.

Outstanding Equity Awards at 2006 Year End

The following table sets forth information regarding equity awards held as of December 31, 2006 by our named executive officers.

Number of Securities Underlying Unexercised Options (#) (1) Option Exercise Option Expiration

Name
Exercisable Unexercisable Price ($) Date

Peter R. Shields
134,583 245,417 $ 0.086 7/27/2015

116,666 233,334 0.115 1/17/2016

2,246,223 512,579 0.060 11/25/2013

Christopher A. Hemme
363,004 (2) 149,473 0.060 1/15/2014

44,270 80,730 0.086 7/27/2015

19,479 65,521 0.177 1/31/2016

Richard M. Underwood
273,763 (2) 417,849 0.060 6/07/2015

Timothy R. Segall
7,031 — 0.600 6/07/2011

221,519 — 0.120 12/01/2011

275,000 25,000 0.060 4/10/2013

291,666 108,334 0.060 1/15/2014

92,083 167,917 0.086 7/27/2015



Noreen L. Henrich
10,208 (2) 24,792 0.115 12/16/2015

5,208 44,792 0.177 7/26/2016

callerid=999 iwidth=450 length=60

(1)

All option awards listed in this table were granted under our 2000 Stock Option Plan. Unless otherwise indicated, shares vest ratably over a 48-month

period. Pursuant to the terms of our 2000 Plan, in the event of a merger or consolidation effecting a change in control, a sale of all or substantially

all of our
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assets or a sale of a majority of our outstanding voting securities, 25% of the then-unvested shares subject to any outstanding option under the 2000

Plan shall vest at the time of such merger, consolidation or sale, and any remaining unexercised portion of the option shall terminate. We have entered

into change in control agreements with each of Messrs. Shields, Hemme, Underwood and Segall under which all of the shares underlying stock options held

by such executive officer will vest in full in the event his employment is terminated by us without cause (as defined) or for specified reasons within

six months after a change in control (as defined) of our company.

(2)

One-quarter of the shares covered by the option agreements vest one year from the date of grant, and the remainder vest ratably over the following 36-

month period.

Option Exercises and Stock Vested

The following table sets forth information regarding stock options exercised and restricted stock awards vested during 2006 for our named executive

officers:

Option Awards

Number of Shares Value Realized on

Name
Acquired on Exercise (#) Exercise ($) (1)

Peter R. Shields
316,667 $

Christopher A. Hemme
— —

Richard Underwood
— —

Timothy R. Segall
87,500

5,469

100,690

Noreen L. Henrich
— —

callerid=999 iwidth=450 length=60

(1)

The aggregate dollar amount realized upon the exercise of an option represents the difference between the aggregate market price of the shares of our

common stock underlying that option on the date of exercise, which we have assumed to be the midpoint of the range listed on the cover page of this

prospectus, and aggregate exercise price of the option.

Stock Option and Other Compensation Plans

2007 Stock Incentive Plan Our 2007 Stock Incentive Plan, which we refer to as the 2007 Plan, will become effective upon consummation of this offering. We

have reserved for issuance shares of common stock under the 2007 Plan. In addition, the 2007 Plan contains an “evergreen” provision, which provides for

an annual increase in the number of shares available for issuance under the plan on the first day of each calendar year from through . The annual increase in

the number of shares will equal the lesser of:

• a number of shares that, when added to the number of shares already reserved under the 2007 Plan, equals % of our outstanding shares as of such date; and

• an amount determined by our board of directors.

The compensation committee will administer the 2007 Plan. The 2007 Plan will provide for the grant of incentive stock options, nonstatutory stock

options, restricted stock, restricted stock units, stock appreciation rights and other stock-based awards. Our officers, employees, consultants, advisors and

directors, and those of any of our subsidiaries, will be eligible to receive awards under the 2007 Plan. Under present law, however, incentive stock options

qualifying under Section 422 of the Internal Revenue Code may only be granted to our employees.
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Stock options entitle the holder to purchase a specified number of shares of common stock at a specified price, subject to the other terms and conditions

contained in the option grant. The compensation committee will determine:

• the recipients of stock options;

• the number of shares subject to each option granted;

• the exercise price of the option, which will be no less than the fair market value of our common stock on the date of grant;

• the vesting schedule of the option (generally over four years);

• the duration of the option (generally ten years, subject to earlier termination in the event of the termination of the optionee’s employment); and

• the manner of payment of the exercise price of the option.

Restricted stock awards entitle the recipient to acquire shares of common stock, subject to our right to repurchase all or part of such shares from the

recipient in the event of the termination of the recipient’s employment prior to the end of the vesting period for such award or if other conditions specified

in the award are not satisfied. The compensation committee will determine:



• the recipients of restricted stock;

• the number of shares subject to each restricted stock award granted;

• the purchase price, if any, of the restricted stock award;

• the vesting schedule of the restricted stock award; and

• the manner of payment of the purchase price, if any, for the restricted stock award.

No award may be granted under the 2007 Plan after the period ten years from the date the 2007 Plan is adopted by shareholders, but the vesting and

effectiveness of awards granted before that date may extend beyond that date.

2000 Stock Option Plan Our 2000 Stock Option Plan, which we refer to as the 2000 Plan, was adopted in July 2000. A maximum of 15,619,791 shares of

common stock are authorized for issuance under the 2000 Plan. As of March 31, 2007, there were options to purchase 12,049,694 shares of common stock

outstanding under the 2000 Plan, 2,512,372 shares of common stock had been issued and were outstanding pursuant to the exercise of options granted

under the 2000 Plan, and 1,057,725 shares of common stock were available for future grants under the 2000 Plan. After the effective date of the 2007 Plan,

we will grant no further stock options under the 2000 Plan.

The 2000 Plan provides for the grant of incentive stock options and nonstatutory stock options. Our employees, officers, directors, consultants and advisors

are eligible to receive awards under the 2000 Plan.

Subject to any applicable limitations contained in the 2000 Plan, the committee to whom the board of directors delegates authority, selects the recipients of

options and determines, among other things, (a) the form of option agreement, (b) the number of shares of common stock covered by options and the dates

upon which such options become exercisable, (c) the exercise price of options, which shall not be less than 100% of the fair market value of the common

stock on the date of the option grant and (d) any limitations, restrictions and conditions applicable to the options.

In the event of a merger or consolidation effecting a change in control, a sale of all or substantially all of our assets or a sale of a majority of our outstanding

voting securities, 25% of the then-unvested shares subject to any outstanding option under the 2000 Plan shall accelerate and become vested at the time of

such merger, consolidation or sale, and any remaining unexercised portion of the option shall terminate.
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2006 Executive Compensation Plan In January 2006, our board of directors adopted the 2006 Executive Compensation Plan, or the 2006 Compensation

Plan, which established terms for the payment of annual cash compensation to certain of our officers serving at the level of vice president or above,

including all of our named executive officers. In addition, the 2006 Compensation Plan provided the conditions for the grant of options to Messrs. Hemme

and Segall. For each participant, the 2006 Compensation Plan established a fixed annual base salary component and a variable performance-based bonus

component.

The amount paid out to participants under the variable performance based component of the 2006 Compensation Plan in general was based on (a) the

achievement of overall financial performance objectives and (b) the completion of certain strategic objectives, with both of these objectives being weighted

equally. In the event that all of the strategic objectives were completed and the financial performance objectives were at least 110% of the established

objectives, each of the named executive officers was eligible to receive an additional bonus payment. Notwithstanding the foregoing, the amount paid to Mr.

Underwood under the variable performance based component of the 2006 Compensation Plan was based exclusively on the achievement of overall

financial performance objectives.

The 2006 Compensation Plan provided that Mr. Hemme was entitled to receive an option to purchase 85,000 shares, which option was granted on January

31, 2006, and Mr. Segall was entitled to receive an option upon the achievement of certain strategic objectives, which option was not granted.

Change In Control Agreements We entered into change in control agreements with each of Messrs. Hemme, Segall and Shields in May 2004, with Mr.

Underwood in May 2005, and with Mr. Leahy in September 2006. Under the terms of these change in control agreements, upon the sale by us of all or

substantially all of our assets, or upon our merger or consolidation with another entity effecting a change in control, 25% of the then-unvested shares subject

to any outstanding options held by the foregoing executives will accelerate and become vested.

If, within six months of the sale by us of all or substantially all of our assets, or upon our merger or consolidation with another entity effecting a change in

control, any of Messrs. Hemme, Leahy, Segall, Shields or Underwood:

• is terminated for any reason other than cause (as defined in the change in control agreements);

•

experiences a substantial reduction in the scope or nature of his responsibilities, duties, authorities, position, powers or reporting structure or

relationships; or

• is required to move his place of employment more than 50 miles from the location in effect immediately prior to such sale, merger or consolidation;

then 100% of the unvested shares subject to any outstanding options held by such executive shall accelerate and become vested.

401(k) Plan

We maintain a deferred savings retirement plan for our employees. The deferred savings retirement plan is intended to qualify as a tax-qualified plan under

Section 401 of the Internal Revenue Code. Contributions to the deferred savings retirement plan are not taxable to employees until withdrawn from the

plan. The deferred savings retirement plan provides that each participant may contribute his or her pre-tax compensation (up to a statutory limit, which is

$15,500 in 2007). For employees 50 years of age or older, an additional catch-up contribution of $5,000 is allowable. In 2007, the statutory limit for those

who qualify for catch-up contributions is $20,500. Under the plan, each employee is fully vested in his or her deferred salary contributions. The deferred

savings retirement plan also permits us to make additional discretionary contributions, subject to established limits and a vesting schedule.
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Limitation of Liability and Indemnification

Our charter limits the personal liability of directors for breach of fiduciary duty to the maximum extent permitted by the Delaware corporation law. Our

charter provides that no director will have personal liability to us or to our stockholders for monetary damages for breach of fiduciary duty or other duty as a

director. These provisions do not, however, eliminate or limit the liability of any of our directors:

• for any breach of the director’s duty of loyalty to us or our stockholders;

• for any act or omission not in good faith or that involves intentional misconduct or a knowing violation of law;

• for voting or assenting to unlawful payments of dividends, stock repurchases or other distributions; or

• for any transaction from which the director derived an improper personal benefit.

Any amendment to or repeal of these provisions will not eliminate or reduce the effect of these provisions in respect of any act, omission or claim that

occurred or arose prior to such amendment or repeal. If the Delaware corporation law is amended to provide for further limitations on the personal liability

of directors of corporations, then the personal liability of our directors will be further limited to the greatest extent permitted by the Delaware corporation

law.

In addition, our charter provides that we must indemnify our directors and officers in certain circumstances.

In addition to the indemnification provided for in our charter, upon the consummation of this offering, we may enter into separate indemnification

agreements with each of our directors and executive officers that may be broader than the specific indemnification provisions contained in our certificate of

incorporation. These indemnification agreements may require us, among other things, to indemnify our directors and executive officers for some expenses

(including attorneys’ fees), judgments, fines and settlement amounts paid or incurred by a director or executive officer in any action or proceeding arising out

of his or her service as one of our directors or executive officers.

We maintain a general liability insurance policy that covers certain liabilities of our directors and officers arising out of claims based on acts or omissions in

their capacities as directors or officers.

There is no pending litigation or proceeding involving any of our directors or executive officers to which indemnification is required or permitted, and we

are not aware of any threatened litigation or proceeding that may result in a claim for indemnification.
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Principal and Selling Stockholders
The following table sets forth information with respect to the beneficial ownership of our common stock as of March 31, 2007 for:

• each beneficial owner of more than 5% of our outstanding common stock;

• each of our named executive officers and directors;

• all of our executive officers and directors as a group; and

• each selling stockholder participating in this offering.

Beneficial ownership is determined in accordance with the rules of the SEC. These rules generally attribute beneficial ownership of securities to persons

who possess sole or shared voting power or investment power with respect to those securities and include shares of common stock issuable upon the

exercise of stock options that are immediately exercisable or exercisable within 60 days after March 31, 2007. Except as otherwise indicated, all of the

shares reflected in the table are shares of common stock and all persons listed below have sole voting and investment power with respect to the shares

beneficially owned by them, subject to applicable community property laws. The information is not necessarily indicative of beneficial ownership for any

other purpose.

Percentage ownership calculations are based on 58,192,088 shares outstanding, on an as-converted basis, as of March 31, 2007. Except as otherwise

indicated in the table below, addresses of named beneficial owners are in care of SoundBite Communications, Inc., 2 Burlington Woods Drive, Burlington,

Massachusetts 01803.

Shares reflected as beneficially owned by North Bridge Venture Partners and by Mr. Goldstein consist of 18,243,311 shares of common stock held North

Bridge Venture Partners IV-A, L.P., and 8,668,694 shares held by North Bridge Venture Partners IV-B, L.P. North Bridge Venture Management IV, L.P. as the

General Partner of North Bridge Venture Partners IV-A, L.P. and North Bridge Venture Partners IV-B, L.P. has voting and investment control of the

26,912,005 shares held in the aggregate by North Bridge Venture Partners IV-A, L.P. and North Bridge Venture Partners IV-B, L.P. NBVM GP, LLC is the

General Partner of North Bridge Venture Management IV, L.P. Mr. Goldstein is a Manager of NBVM GP, LLC and may be deemed to share voting and

investment power with respect to such 26,912,005 shares. Mr. Goldstein disclaims beneficial ownership of such shares, except to the extent of his pecuniary

interest therein.

Shares reflected as beneficially owned by Mosaic Venture Partners and by Mr. Lobo consist of 12,160,995 shares of common stock held by Mosaic Venture

Partners II Limited Partnership. 1369904 Ontario Inc., as the general partner of Mosaic Venture Partners II Limited Partnership, has voting and investment

control of the shares held by Mosaic Venture Partners II Limited Partnership. Mr. Lobo is Managing Director of 1369904 Ontario Inc. and may be deemed

to share voting and investment power with respect to such 12,160,995 shares. Mr. Lobo disclaims beneficial ownership of such shares, except to the extent

of his pecuniary interest therein.

Shares reflected as beneficially owned by Commonwealth Capital Ventures and by Mr. Perreault consist of 9,176,771 shares of common stock held by

Commonwealth Capital Ventures III, L.P. and 419,350 shares of common stock held by CCV III Associates L.P. Mr. Perreault is a General Partner of

Commonwealth Venture Partners III, L.P. Commonwealth Venture Partners III L.P. is the sole General Partner of Commonwealth Capital Ventures III L.P.



and CCV III Associates, L.P. Mr. Perreault, Michael Fitzgerald, Jeffrey M. Hurst and R. Stephen McCormack, Jr. are the individual General Partners of

Commonwealth Venture Partners III L.P.
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Beneficial Ownership Prior to Offering

Right

to Acquire

Outstanding Within 60 Beneficial Ownership

Shares Days After Shares After Offering

Beneficially March 31, Shares Beneficially Owned Being

Shares Beneficially

Owned

Name and Address of Beneficial Owner
Owned 2007 Number Percentage Offered Number Percentage

5% Stockholders:

North Bridge Venture Partners
26,912,005 — 26,912,005 46.2 %

950 Winter Street, Suite 4600

Waltham, MA 02451

Mosaic Venture Partners
12,160,995 — 12,160,995 20.9

65 Front Street East, Suite 200

Toronto, Ontario M5E 1B5

Commonwealth Capital Ventures
9,596,121 — 9,596,121 16.5

950 Winter Street, Suite 4100

Waltham, MA 02451

Venture Capital Fund of New England IV, L.P.
5,758,033 — 5,758,033 9.9

30 Washington Street

Wellesley, MA 02481

Directors and Executive Officers:

James A. Goldstein
26,912,005 — 26,912,005 46.2

Vernon F. Lobo
12,160,995 — 12,160,995 20.9

Justin J. Perreault
9,596,121 — 9,596,121 16.5

Peter R. Shields
316,667 2,904,292 3,220,959 5.3

Timothy R. Segall
193,659 990,424 1,184,063 2.0

Christopher A. Hemme
— 500,240 500,240 *

Richard M. Underwood
— 345,806 345,806 *

Eric R. Giler
— 73,489 73,489 *

James J. Roszkowski
— 60,520 60,520 *

Noreen L. Henrich
— 23,541 23,541 *

Regina O. Sommer
— — — —

All executive officers and directors as a group (13

persons)
49,179,447 5,087,846 54,267,293 85.8 %

Selling Stockholders:
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* Less than 1%
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Related-Party Transactions
Since January 1, 2004, we have entered into the following transactions with our directors, executive officers, holders of more than five percent of our voting

securities, and affiliates of our directors, executive officers and five percent stockholders.

Convertible Preferred Stock Purchase Agreements

Since January 1, 2004, we have issued shares of convertible preferred stock in three private placement transactions. On January 20, 2004, we entered into a

stock purchase agreement pursuant to which we sold an aggregate of 5,128,206 shares of our Series C convertible preferred stock at a purchase price of

$0.39 per share. On July 28, 2004, we sold 2,564,102 shares of our Series C convertible preferred stock at a purchase price of $0.39 per share. On June 17,



2005, we entered into a stock purchase agreement pursuant to which we sold an aggregate of 14,830,369 shares of our Series D convertible preferred stock

at a purchase price of $0.57315 per share. The following table sets forth the names of the purchasers in each of these three private placements and the

number of shares acquired by each purchaser:

Series C Convertible

Preferred Stock Series D Convertible

January 20, July 28, Preferred Stock

Name
2004 2004 June 17, 2005

Mosaic Venture Partners II Limited Partnership
1,025,641 512,820 1,606,914

North Bridge Venture Partners IV-A, L.P.
2,365,631 1,182,815 2,460,707

North Bridge Venture Partners IV-B, L.P.
1,121,550 560,775 1,166,627

Venture Capital Fund of New England IV, LP
615,384 307,692 —

Commonwealth Capital Ventures III L.P. and

CCV III Associates L.P.
— — 9,596,121

Totals
5,128,206 2,564,102 14,830,369

Each of Mosaic Venture Partners II Limited Partnership, North Bridge Venture Partners IV-A, L.P., North Bridge Venture Partners IV-B, L.P. and Venture

Capital Fund of New England IV, LP owned more than five percent of our voting securities prior to its purchase of Series C or D convertible preferred stock.

Commonwealth Capital Ventures III L.P., with its affiliate CCV III Associates L.P. owned more than five percent of our voting securities following the

purchase of Series D convertible preferred stock.

James Goldstein, one of our directors, is a Partner of North Bridge Venture Partners. Mr. Goldstein is a Manager of NBVM GP, LLC, which is the General

Partner of North Bridge Venture Management IV, L.P. North Bridge Venture Management IV, L.P. is the General Partner of North Bridge Venture Partners

IV-A, L.P. and North Bridge Venture Partners IV-B, L.P. and has voting and investment control of the shares held by North Bridge Venture Partners IV-A, L.P.

and North Bridge Venture Partners IV-B, L.P.

Vernon Lobo, one of our directors, is a Managing Director of 1369904 Ontario Inc., which is the general partner of Mosaic Venture Partners II Limited

Partnership, and has voting and investment control of the shares held by Mosaic Venture Partners II Limited Partnership.

Justin Perreault, one of our directors, is a General Partner of Commonwealth Venture Partners III, L.P. Commonwealth Venture Partners III L.P. is the sole

general partner of Commonwealth Capital Ventures III L.P. and CCV III Associates, L.P. Mr. Perreault, Michael Fitzgerald, Jeffrey M. Hurst and R. Stephen

McCormack, Jr. are the individual general partners of Commonwealth Venture Partners III L.P.

All shares of our Series C and D convertible preferred stock will automatically convert into shares of common stock upon completion of this offering.
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Fourth Amended and Restated Stockholders Agreement

On June 17, 2005, we entered into a fourth amended and restated stockholders’ agreement with two of our founders and each of the holders of our Series A,

B, C, and D convertible preferred stock, including Commonwealth Capital Ventures III L.P. (with CCV III Associates L.P.), Mosaic Venture Partners II

Limited Partnership, North Bridge Venture Partners IV-A, L.P., North Bridge Venture Partners IV-B, L.P. and Venture Capital Fund of New England IV, LP,

each of which owns more than five percent of our outstanding voting securities. This agreement contains, among other things, provisions relating to the

election of directors and rights to purchase certain securities sold by us or certain other investors. The provisions of this agreement will terminate upon

completion of this offering.

Investors’ Rights Agreement

One June 17, 2005, we entered into an investors’ rights agreement with two of our founders and each of the holders of our Series A, B, C, and D convertible

preferred stock, including Commonwealth Capital Ventures III L.P. (with CCV III Associates L.P.), Mosaic Venture Partners II Limited Partnership, North

Bridge Venture Partners IV-A, L.P., North Bridge Venture Partners IV-B, L.P. and Venture Capital Fund of New England IV, LP. Upon the completion of this

offering, (a) all of the outstanding shares of our preferred stock will automatically convert into a total of 54,624,716 shares of our common stock and the

holders of these shares and will have the right to require us to register these shares under the Securities Act under specific circumstances and (b) the two

founders will have the right to require us to register, in addition to shares of our common stock received upon conversion of our preferred stock, 1,929,250

shares of common stock under the Securities Act under specific circumstances. After registration pursuant to these rights, these 56,553,966 shares, which

we refer to as the registrable shares, will become freely tradable without restriction under the Securities Act.

The following related parties have registration rights:

Name of Stockholder
Number of Registrable Shares

Commonwealth Capital Ventures III L.P.
9,176,771

CCV III Associates L.P.
419,350

Mosaic Venture Partners II, L.P.
12,160,995



North Bridge Venture Partners IV-A, L.P.
18,243,311

North Bridge Venture Partners IV-B, L.P.
8,668,694

Venture Capital Fund of New England IV, LP
5,758,033

In addition, pursuant to the investors’ rights agreement, we have agreed to certain affirmative and negative covenants, including covenants to deliver

specified financial information and to preserve our corporate existence. These covenants will expire upon completion of this offering.

Director and Executive Compensation

Please see “Management — Director Compensation” and “— Executive Compensation” for a discussion of information regarding the compensation of our

non-employee directors and our executive officers.
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Description of Capital Stock

General

The following description of our capital stock is intended as a summary only and is qualified in its entirety by reference to our amended and restated charter

and amended and restated by-laws filed as exhibits to the registration statement, of which this prospectus forms a part, and to Delaware law. The

descriptions of our common stock and preferred stock reflect changes to our capital structure that will occur prior to or upon the completion of this offering.

We refer in this section to our amended and restated charter as our charter, and we refer to our amended and restated by-laws as our by-laws.

Upon consummation of this offering, our authorized capital stock will consist of shares of common stock, par value $0.001 per share, and shares of

preferred stock, par value $0.001 per share, all of which preferred stock will be undesignated.

As of March 31, 2007, we had issued and outstanding:

• 3,567,372 shares of common stock, held by 32 holders of record;

• 2,055,385 shares of Series A convertible preferred stock, held by 5 holders of record;

• 8,380,729 shares of Series B convertible preferred stock, held by 4 holders of record;

• 20,512,821 shares of Series C convertible preferred stock, held by 4 holders of record; and

• 14,830,369 shares of Series D convertible preferred stock, held by 5 holders of record.

Upon the completion of this offering, all of the outstanding shares of our preferred stock will automatically convert into a total of 54,624,716 shares of our

common stock.

Common Stock

The holders of our common stock are entitled to one vote for each share held on all matters submitted to a vote of the stockholders and do not have any

cumulative voting rights. Holders of our common stock are entitled to receive ratably any dividends declared by our board of directors, subject to any

preferential dividend rights of outstanding preferred stock.

In the event of our liquidation, dissolution or winding up, holders of our common stock are entitled to share ratably in all assets remaining after payment of

all debts and other liabilities, subject to the prior rights of any outstanding preferred stock. Holders of our common stock have no preemptive, subscription,

redemption or conversion rights. All outstanding shares of our common stock are validly issued, fully paid and nonassessable. The shares to be issued by us

in this offering will be, when issued and paid for, validly issued, fully paid and nonassessable.

The rights, preferences and privileges of holders of our common stock are subject to, and may be adversely affected by, the rights of holders of shares of any

series of preferred stock that we may designate and issue in the future.

Preferred Stock

Our charter provides that we may issue up to shares of preferred stock in one or more series as may be determined by our board of directors. Our board has

broad discretionary authority with respect to the rights of any new series of preferred stock and may establish the following with respect to the shares to be

included in each series, without any vote or action of the stockholders:

• the number of shares;

•

the designations, preferences and relative rights, including voting rights, dividend rights, conversion rights, redemption privileges and liquidation

preferences; and

• any qualifications, limitations or restrictions.
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We believe that the ability of our board to issue one or more series of preferred stock will provide us with flexibility in structuring possible future financings

and acquisitions, and in meeting other corporate needs that may arise. The authorized shares of preferred stock, as well as authorized and unissued shares of

common stock, will be available for issuance without action by our stockholders, unless such action is required by applicable law or the rules of any stock

exchange or automated quotation system on which our securities may be listed or traded.



Our board may authorize, without stockholder approval, the issuance of preferred stock with voting and conversion rights that could adversely affect the

voting power and other rights of holders of common stock. Although our board has no current intention of doing so, it could issue a series of preferred stock

that could, depending on the terms of such series, impede the completion of a merger, tender offer or other takeover attempt of our company. Our board

could also issue preferred stock having terms that could discourage an acquisition attempt through which an acquiror may be able to change the

composition of our board, including a tender offer or other transaction that some, or a majority, of our stockholders might believe to be in their best

interests or in which stockholders might receive a premium for their stock over the then-current market price. Any issuance of preferred stock therefore

could have the effect of decreasing the market price of our common stock.

Our board will make any determination to issue such shares based on its judgment as to our best interests of our company and stockholders. We have no

current plan to issue any preferred stock after this offering.

Registration Rights

We have entered into an investors’ rights agreement with two of our founders and the holders of our outstanding Series A, B, C and D convertible preferred

stock. Upon the completion of this offering, (a) all of the outstanding shares of our preferred stock will automatically convert into a total of 54,624,716

shares of our common stock and the holders of these shares will have the right to require us to register these shares under the Securities Act under specific

circumstances and (b) the founders will have the right to require us to register, in addition to shares of our common stock received upon conversion of our

preferred stock, 482,313 shares of common stock under the Securities Act under specific circumstances. After registration pursuant to these rights, these

55,107,029 shares, which we refer to as the registrable shares, will become freely tradable without restriction under the Securities Act. The following

description of the terms of the investors’ rights agreement is intended as a summary only and is qualified in its entirety by reference to the investors’ rights

agreement filed as an exhibit to the registration statement of which this prospectus forms a part.

Demand Registration Rights. On no more than two occasions, the holders of at least 70% of the registrable shares will have the right to request that we

register all or a portion of the registrable shares they then hold, provided that the shares requested to be registered have an aggregate value of at least

$5,000,000 based on the then-current market price of our common stock or the investors making the demand register at least 20% of their registrable

securities. In addition, at any time at which we are eligible to register securities on a registration statement on Form S-3, but on no more than two occasions

in any 12-month period, the holders will have the right to request that we register on Form S-3 all or a portion of the registrable shares held by them,

provided that the shares requested to be registered have an aggregate value of at least $1,000,000 based on the then-current market price of our common

stock.

Incidental Registration Rights. If we propose to register shares of our common stock under the Securities Act on a registration form that may be used for the

registration of registrable shares other than pursuant to a demand registration, the holders will have the right to require us to register all or a portion of the

registrable shares then held by them.

In the event that any registration in which the holders of registrable shares participate pursuant to the registration rights agreement is an underwritten

public offering, the number of registrable shares to be included may, in specified circumstances, be limited due to market conditions.
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Pursuant to the investors’ rights agreement, we are required to pay all registration expenses and indemnify each participating holder with respect to each

registration of registrable shares that is effected.

Anti-Takeover Effects of Provisions of Delaware Law and Our Charter and By-Laws

We have elected to be governed by the provisions of Section 203 of the Delaware General Corporation Law, which generally will have an anti-takeover effect

for transactions not approved in advance by our board of directors, including discouraging attempts that might result in a premium over the market price

for our common stock. In general, Section 203 prohibits a publicly held Delaware corporation from engaging in a “business combination” with an “interested

stockholder” for a three-year period following the time that the stockholder becomes an interested stockholder, unless the business combination is approved

in a prescribed manner. A “business combination” includes, among other things, a merger, asset or stock sale, or other transaction resulting in a financial

benefit to the interested stockholder. An “interested stockholder” is a person who, together with affiliates and associates, owns, or did own within three years

prior to the determination of interested stockholder status, 15% or more of the corporation’s voting stock. Under Section 203, a business combination

between a corporation and an interested stockholder is prohibited unless it satisfies one of the following conditions:

•

before the stockholder became interested, the board of directors approved either the business combination or the transaction that resulted in the

stockholder becoming an interested stockholder;

•

upon consummation of the transaction that resulted in the stockholder becoming an interested stockholder, the interested stockholder owned at least 85% of

the voting stock of the corporation outstanding at the time the transaction commenced, excluding for purposes of determining the voting stock outstanding,

shares owned by persons who are directors and also officers, and employee stock plans, in some instances; or

•

at or after the time the stockholder became interested, the business combination was approved by the board and authorized at a stockholder meeting by the

affirmative vote of at least two-thirds of the outstanding voting stock not owned by the interested stockholder.

Our by-laws provide that directors may be removed only for cause and then only by the affirmative vote of a majority of the directors present at a meeting

duly held at which a quorum is present, or the holders of at least 75% of the votes that all stockholders would be entitled to cast in any annual election of

directors. Under our by-laws, any vacancy on our board of directors, however occurring, including a vacancy resulting from an enlargement of our board,

may only be filled by vote of a majority of our directors then in office, even if less than a quorum. The limitations on the removal of directors and filling of

vacancies could have the effect of making it more difficult for a third party to acquire, or of discouraging a third party from attempting to acquire, control of

us.

Our by-laws provide that stockholders may not take any action by written consent in lieu of a meeting and limit the business that may be conducted at an

annual meeting of stockholders to those matters properly brought before the meeting. In addition, our by-laws provide that only our board of directors or

our chairman, chief executive officer or president may call a special meeting of stockholders. Business transacted at any special meeting of stockholders



must be limited to matters relating to the purpose stated in the notice of the special meeting.

To be “properly brought” before an annual meeting, the proposals or nominations must be:

• specified in the notice of meeting;

• brought before the meeting by or at the direction of our board of directors; or

•

brought before the meeting by a stockholder entitled to vote at the meeting who has given to our corporate secretary the required advance written notice,

in proper form, of the stockholder’s intention to bring that proposal or nomination before the meeting and who was a stockholder of record on the date on

which notice is given.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

In addition to other applicable requirements, for a stockholder proposal or nomination to be properly brought before an annual meeting by a stockholder,

the stockholder generally must have given notice in proper written form to our corporate secretary not less than 90 days nor more than 120 days prior to

the first anniversary of the preceding year’s annual meeting of stockholders. If, however, the date of the annual meeting is advanced by more than 20 days or

delayed by more than 60 days from the first anniversary of the preceding year’s annual meeting, we must receive the notice (a) no earlier than the one

hundred-twentieth day prior to such annual meeting and (b) no later than the close of business on the later of the ninetieth day prior to the annual meeting

and the tenth day following the date on which the notice of the date of the meeting was mailed or, if earlier, public disclosure was made. Although our by-

laws do not give our board of directors the power to approve or disapprove stockholder nominations of candidates or proposals regarding other business to

be conducted at a special or annual meeting, our by-laws may have the effect of precluding the consideration of some business at a meeting if the proper

procedures are not followed or may discourage or defer a potential acquiror from conducting a solicitation of proxies to elect its own slate of directors or

otherwise attempting to obtain control of us.

Delaware law provides generally that the affirmative vote of a majority of the shares entitled to vote on any matter is required to amend a corporation’s

charter or by-laws, unless the charter or by-laws require a greater percentage. Our by-laws may be amended or repealed by a majority vote of our board of

directors, subject to any limitations set forth in the by-laws, and may also be amended or repealed by the stockholders by the affirmative vote of the holders

of at least 75% of the votes that all the stockholders would be entitled to cast in any annual election of directors. The 75% stockholder vote would be in

addition to any separate class vote that might in the future be required pursuant to the terms of any series of preferred stock that might be outstanding at

the time any of these amendments are submitted to stockholders.

Liability Limitations and Indemnification

Our charter provides that we must indemnify our directors and officers and that we must advance expenses, including attorneys’ fees, to our directors and

officers in connection with legal proceedings, subject to very limited exceptions. In addition, our charter provides that our directors will not be personally

liable for monetary damages to us for breaches of their fiduciary duty as directors, except to the extent that the Delaware law statute prohibits the

elimination or limitation of liability of directors for breaches of fiduciary duty. For additional information, please see “Management — Limitation of Liability

and Indemnification.”

These provisions may discourage stockholders from bringing a lawsuit against our directors for breach of their fiduciary duties. These provisions may also

have the effect of reducing the likelihood of derivative litigation against directors and officers, even though such an action, if successful, might otherwise

benefit us and our stockholders. Furthermore, you may lose some or all of your investment in our common stock if we pay the costs of settlement or damage

awards against our directors and officers under these provisions. We believe these provisions, the director and officer insurance we maintain, and the

indemnification agreements we have entered into with our directors and officers are necessary to attract and retain talented and experienced directors and

officers.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is .

NASDAQ Global Market

We have applied for the quotation of our common stock on The NASDAQ Global Market under the symbol “SDBT.”
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Shares Eligible for Future Sale
Sales of substantial amounts of shares of our common stock in the public market, or the perception that such sales may occur, could adversely affect

prevailing market prices of shares of our common stock. Furthermore, since only a limited number of shares of common stock will be available for sale

shortly after this offering because of the contractual and legal restrictions on resale described below, there may be sales of substantial amounts of shares of

common stock in the public market after these restrictions lapse that could adversely affect the prevailing market price and our ability to raise equity capital

in the future.

Prior to this offering, there has been no public market for shares of our common stock. Upon completion of this offering, we will have outstanding an

aggregate of shares of our common stock, assuming no exercise of outstanding warrants or options. Of these shares, the shares sold in this offering will be

freely tradable without restriction or further registration under the Securities Act, unless those shares are purchased by our affiliates, as that term is defined

in Rule 144 under the Securities Act. The remaining shares of common stock held by existing stockholders are restricted securities as that term is defined in

Rule 144 under the Securities Act or are subject to the contractual restrictions described below. Of these remaining securities:

• shares that are not subject to the lock-up period described below may be sold immediately after completion of this offering;

• additional shares that are not subject to the lock-up period described below may be sold beginning 90 days after the effective date of this offering; and



• additional shares may be sold upon expiration of the lock-up period described below.

Restricted securities may be sold in the public market only if registered or if they qualify for an exemption from registration under Rule 144 or 701 under

the Securities Act, which rules are summarized below.

Rule 144

In general, under Rule 144, beginning 90 days after the date of this prospectus, a person who has beneficially owned shares of our common stock for at least

one year would be entitled to sell within any three-month period a number of shares that does not exceed the greater of:

• 1% of the number of shares of common stock then outstanding, which will equal approximately shares; or

•

the average weekly trading volume of shares of our common stock on The NASDAQ Global Market during the four calendar weeks preceding the filing of a

notice on Form 144 with respect to the sale.

Sales under Rule 144 are also subject to manner of sale provisions and notice requirements and to the availability of current public information about us.

Rule 144(k)

Shares of common stock eligible for sale under Rule 144(k) may be sold immediately upon the completion of this offering. In general, under Rule 144(k), a

person may sell shares of common stock acquired from us immediately upon completion of this offering, without regard to manner of sale, the availability of

public information or volume, if:

• the person is not our affiliate and has not been our affiliate at any time during the three months preceding such a sale; and

•

the person has beneficially owned the shares proposed to be sold for at least two years, including the holding period of any prior owner other than an

affiliate.
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Rule 701

In general, under Rule 701 of the Securities Act, shares acquired upon exercise of currently outstanding options or pursuant to other rights granted under

our qualified compensatory stock plan are eligible to be resold 90 days after the effective date of this offering by:

• persons other than affiliates, subject only to the manner-of-sale provisions of Rule 144;

• our affiliates, subject to the manner-of-sale, current public information and filing requirements of Rule 144; and

• in each case, without compliance with the one-year holding requirements of Rule 144.

Lock-up Agreements

Pursuant to certain “lock-up” agreements, we and our executive officers, directors and the other holders of our outstanding shares of common stock have

agreed, subject to certain exceptions, not to offer, sell, contract to sell, announce any intention to sell, pledge or otherwise dispose of, enter into any swap or

other agreement that transfers, in whole or in part, the economic consequence of ownership of, directly or indirectly, or file with the SEC a registration

statement under the Securities Act relating to, any common stock or securities convertible into or exchangeable or exercisable for any common stock

without the prior written consent of Cowen and Company, LLC and Thomas Weisel Partners LLC, for a period of 180 days after the date of the pricing of

the offering. The 180-day restricted period will be automatically extended if (a) during the last 17 days of the 180-day restricted period we issue an earnings

release or material news or a material event relating to us occurs or (b) prior to the expiration the 180-day restricted period, we announce that we will release

earnings results or become aware that material news or a material event will occur during the 16-day period beginning on the last day of the 180-day

restricted period, in either of which case the restrictions described above will continue to apply until the expiration of the 18-day period beginning on the

issuance of the earnings release or the occurrence of the material news or material event. Cowen and Company, LLC and Thomas Weisel Partners LLC may,

in their sole discretion, at any time without prior notice, release all or any portion of the shares from the restrictions in any such agreements.

There are no agreements between Cowen and Company, LLC, Thomas Weisel Partners LLC and any of our stockholders, optionholders or affiliates releasing

them from these lock-up agreements prior to the expiration of the 180-day lock-up period. In considering any request to release shares subject to a lock-up

agreement, Cowen and Company, LLC and Thomas Weisel Partners LLC will consider the facts and circumstances relating to a request at the time of the

request, which may include, among other factors, the stockholder’s reason for requesting the release, the number of shares for which the release is being

requested and market conditions at that time.

This lock-up provision generally applies to common stock and to securities convertible into or exchangeable or exercisable for or repayable with common

stock. It also applies to common stock owned now or acquired later by the person executing the agreement or for which the person executing the agreement

later acquires the power of disposition. The exceptions permit us, among other things and subject to restrictions, to: (a) issue common stock or options

pursuant to employee benefit plans, (b) issue common stock upon exercise of outstanding options or warrants, or (c) file registration statements on Form S-8.

The exceptions permit parties to the “lock-up” agreements, among other things and subject to restrictions, to: (a) participate in transfers or exchanges

involving common stock or securities convertible into common stock or (b) make certain gifts. In addition, the lock-up provision will not restrict broker-

dealers from engaging in market making and similar activities conducted in the ordinary course of their business.
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Additional Registrations

The holders of an aggregate of shares of our common stock, after giving effect to the conversion of all outstanding preferred stock into common stock upon

completion of this offering and the sale by the selling stockholders of the shares offered by them hereby, have rights to require us to file a registration

statement under the Securities Act or to include their shares of common stock in registration statements that we may file in the future for ourselves or other



stockholders. These rights are provided under the terms of an investors’ rights agreement. See “Description of Capital Stock — Registration Rights.”

We intend to file a registration statement on Form S-8 under the Securities Act covering the shares of our common stock issuable under our equity incentive

plans. That registration statement will become effective upon filing with the SEC. Accordingly, shares of common stock registered under that registration

statement will, subject to any applicable lock-up agreements and the vesting provisions and limitations as to the volume of shares that may be sold by our

affiliates under Rule 144 described above, be available for sale in the open market.
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Material U.S. Federal Tax Consequences for Non-U.S. Holders of Our Common Stock
The following is a general discussion of the material U.S. federal income and estate tax consequences of the ownership and disposition of our common stock

by a non-U.S. holder that acquires our common stock pursuant to this offering. The discussion is based on provisions of the Internal Revenue Code of 1986,

as amended, which we refer to as the Code, applicable U.S. Treasury regulations promulgated thereunder and administrative and judicial interpretations, all

as in effect on the date of this prospectus, and all of which are subject to change, possibly on a retroactive basis. The discussion is limited to non-U.S. holders

that hold our common stock as a “capital asset” within the meaning of Section 1221 of the Code — generally, property held for investment. As used in this

discussion, the term “non-U.S. holder” means a beneficial owner of our common stock that is not, for U.S. federal income tax purposes:

• an individual who is a citizen or resident of the United States;

•

a corporation or partnership, including any entity treated as a corporation or partnership for U.S. federal income tax purposes, created or organized in

or under the laws of the United States or any state of the United States or the District of Columbia, other than a partnership treated as foreign under

U.S. Treasury regulations;

• an estate the income of which is includible in gross income for U.S. federal income tax purposes regardless of its source; or

•

a trust (1) if a U.S. court is able to exercise primary supervision over the administration of the trust and one or more U.S. persons have authority to

control all substantial decisions of the trust, or (2) that has a valid election in effect under applicable U.S. Treasury regulations to be treated as a

U.S. person.

This discussion does not consider:

• U.S. federal gift tax consequences, U.S. federal alternative minimum tax or U.S. state or local or non-U.S. tax consequences;

•

specific facts and circumstances that may be relevant to a particular non-U.S. holder’s tax position, including, if the non-U.S. holder is a partnership,

that the U.S. tax consequences of holding and disposing of our common stock may be affected by certain determinations made at the partner level;

•

the tax consequences for partnerships or persons who hold their interests through a partnership or other entity classified as a partnership for U.S.

federal income tax purposes;

• the tax consequences for the stockholders or beneficiaries of a non-U.S. holder;

•

all of the U.S. federal tax considerations that may be relevant to a non-U.S. holder in light of its particular circumstances or to non-U.S. holders that

may be subject to special treatment under U.S. federal tax laws, such as financial institutions, insurance companies, tax-exempt organizations, certain

trusts, hybrid entities, certain former citizens or residents of the United States, broker-dealers, traders in securities, pension plans and regulated

investment companies; or

•

special tax rules that may apply to a non-U.S. holder that holds our common stock as part of a “straddle,” “hedge,” “conversion transaction,” “synthetic

security,” or other integrated investment.

Prospective investors should consult their own tax advisors regarding the U.S. federal, state, local, and non-U.S. income and other tax considerations with

respect to owning and disposing of shares of our common stock.
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Dividends

As previously discussed, we do not anticipate paying dividends on our common stock in the foreseeable future. See “Dividend Policy.” If we make

distributions on our common stock, those payments will constitute dividends for U.S. federal income tax purposes to the extent paid from our current or

accumulated earnings and profits, as determined under U.S. federal income tax principles. To the extent those distributions exceed our current and

accumulated earnings and profits, the excess will constitute a return of capital and first reduce the non-U.S. holder’s basis, but not below zero, and then will

be treated as gain from the sale of stock.

We will have to withhold U.S. federal income tax at a rate of 30%, or a lower rate under an applicable income tax treaty, from the gross amount of the

dividends paid to a non-U.S. holder, unless the dividend is effectively connected with the conduct of a trade or business of the non-U.S. holder within the

United States or, if an income tax treaty applies, attributable to a permanent establishment or fixed base of the non-U.S. holder within the United States.

Under applicable U.S. Treasury regulations, a non-U.S. holder, including, in certain cases of non-U.S. holders that are entities, the owner or owners of such

entities, will be required to satisfy certain certification requirements in order to claim a reduced rate of withholding pursuant to an applicable income tax

treaty. Non-U.S. holders should consult their tax advisors regarding their entitlement to benefits under a relevant income tax treaty.

Dividends that are effectively connected with a non-U.S. holder’s conduct of a trade or business in the United States and, if an income tax treaty applies,

attributable to a permanent establishment or fixed base of the non-U.S. holder within the United States, are taxed on a net income basis at the regular

graduated U.S. federal income tax rates in the same manner as if the non-U.S. holder were a resident of the United States. In such cases, we will not have to

withhold U.S. federal income tax if the non-U.S. holder complies with applicable certification and disclosure requirements. In addition, a “branch profits tax”

may be imposed at a 30% rate, or a lower rate under an applicable income tax treaty, on dividends received by a foreign corporation that are effectively

connected with the conduct of a trade or business in the United States.

In order to claim the benefit of an income tax treaty or to claim exemption from withholding because the income is effectively connected with the conduct

of a trade or business in the United States, the non-U.S. holder must provide a properly executed IRS Form W-8BEN, for treaty benefits, or W-8ECI, for

effectively connected income, respectively, or such successor forms as the IRS designates prior to the payment of dividends. These forms must be



periodically updated.

A non-U.S. holder that is eligible for a reduced rate of U.S. federal withholding tax under an income tax treaty may obtain a refund of any excess amounts

withheld by filing an appropriate claim for a refund together with the required information with the IRS.

Gain on Disposition of Common Stock

A non-U.S. holder generally will not be subject to U.S. federal income tax or withholding tax with respect to gain realized on a sale or other disposition of our

common stock unless one of the following applies:

•

the gain is effectively connected with the non-U.S. holder’s conduct of a trade or business in the United States and, if an income tax treaty applies, is

attributable to a permanent establishment or fixed base maintained by the non-U.S. holder in the United States; in these cases, the non-U.S. holder will

generally be taxed on its net gain derived from the disposition in the manner and at the regular graduated U.S. federal income tax rates applicable to

United States persons, as defined in the Code, and, if the non-U.S. holder is a foreign corporation, the “branch profits tax” described above may also

apply;
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•

the non-U.S. holder is a nonresident alien individual who is present in the United States for 183 days or more in the taxable year of the disposition and

meets certain other requirements; in this case, the non-U.S. holder will be subject to a 30% tax on the gain derived from the disposition which may be

offset by U.S. source capital losses of the non-U.S. holder, if any; or

•

our common stock constitutes a United States real property interest by reason of our status as a “United States real property holding corporation,” or a

USRPHC, for U.S. federal income tax purposes at any time during the shorter of the 5-year period ending on the date of such disposition or the period that

the non-U.S. holder held our common stock. We believe that we are not currently and will not become a USRPHC. However, because the determination of

whether we are a USRPHC depends on the fair market value of our United States real property interests relative to the fair market value of our other

business assets, there can be no assurance that we will not become a USRPHC in the future. As long as our common stock is “regularly traded on an

established securities market” within the meaning of Section 897(c)(3) of the Code, however, such common stock will be treated as United States real

property interests only if a non-U.S. holder owned directly or indirectly more than 5 percent of such regularly traded common stock during the shorter of

the 5-year period ending on the date of disposition or the period that the non-U.S. holder held our common stock and we were a USRPHC during such period.

If we are or were to become a USRPHC and a non-U.S. holder owned directly or indirectly more than 5 percent of our common stock during the period

described above or our common stock is not “regularly traded on an established securities market,” then a non-U.S. holder would generally be subject to

U.S. federal income tax on its net gain derived from the disposition of our common stock at the regular graduated U.S. federal income tax rates applicable

to United States persons, as defined in the Code.

Federal Estate Tax

Common stock owned or treated as owned at the time of death by an individual who is not a citizen or resident of the United States, as specifically defined

for U.S. federal estate tax purposes, will be included in the individual’s gross estate for U.S. federal estate tax purposes, unless an applicable estate tax or

other treaty provides otherwise and, therefore, may be subject to U.S. federal estate tax.

Information Reporting and Backup Withholding Tax

We must report annually to the IRS and to each non-U.S. holder the gross amount of the distributions paid to that holder and the tax withheld from those

distributions. These reporting requirements apply regardless of whether withholding was reduced or eliminated by an applicable income tax treaty. Copies

of the information returns reporting those distributions and withholding may also be made available under the provisions of an applicable income tax

treaty or agreement to the tax authorities in the country in which the non-U.S. holder is a resident or incorporated.

Under some circumstances, U.S. Treasury regulations require backup withholding and additional information reporting on reportable payments on common

stock. The gross amount of dividends paid to a non-U.S. holder that fails to certify its non-U.S. holder status in accordance with applicable U.S. Treasury

regulations generally will be reduced by backup withholding at the applicable rate, currently 28%. Dividends paid to non-U.S. holders subject to the U.S.

withholding tax at a rate of 30%, described above in “Dividends,” generally will be exempt from U.S. backup withholding.

The payment of the proceeds of the sale or other disposition of common stock by a non-U.S. holder effected by or through the U.S. office of any broker, U.S.

or non-U.S., generally will be reported to the IRS and reduced by backup withholding, unless the non-U.S. holder either certifies its status as a non-U.S.

holder under penalties of perjury or otherwise establishes an exemption. The payment of the proceeds from the disposition of common stock by a non-U.S.

holder effected by or through a non-U.S. office of a non-U.S. broker generally will not be reduced by backup withholding or reported to the IRS, unless the

non-U.S. broker has certain enumerated connections with the United States. In general, the payment of proceeds from the disposition of common stock

effected by or through a non-U.S. office of a broker that is a U.S. person or has certain enumerated connections with the United States will be reported to the

IRS and may be reduced by backup withholding unless the broker receives a statement from the non-U.S. holder that certifies its status as a non-U.S. holder

under penalties of perjury or the broker has documentary evidence in its files that the holder is a non-U.S. holder.
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Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules from a payment to a non-U.S. holder can be

refunded or credited against the non-U.S. holder’s U.S. federal income tax liability, if any, provided that the required information is furnished to the IRS in a

timely manner. These backup withholding and information reporting rules are complex and non-U.S. holders are urged to consult their own tax advisors

regarding the application of these rules to them.

The foregoing discussion of U.S. federal income and estate tax considerations is not tax advice and is not based on an opinion of counsel. Accordingly, each

prospective non-U.S. holder of our common stock should consult that holder’s own tax advisor with respect to the federal, state, local and non-U.S. tax consequences of

the ownership and disposition of our common stock.
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Underwriting
Subject to the terms and conditions set forth in an underwriting agreement, each of the underwriters named below, for which Cowen and Company, LLC,

Thomas Weisel Partners LLC, Needham & Company, LLC, Cantor Fitzgerald & Co. and America’s Growth Capital are acting as representatives, has severally

agreed to purchase from us and the selling stockholders the aggregate number of shares of common stock set forth opposite their respective names below.

Cowen and Company, LLC and Thomas Weisel Partners LLC are acting as joint bookrunning managers for the underwriting syndicate.

Number of

Underwriters
Shares

Cowen and Company, LLC

Thomas Weisel Partners LLC

Needham & Company, LLC

Cantor Fitzgerald & Co.

America’s Growth Capital

Total

Of the shares to be purchased by the underwriters, shares will be purchased from us and shares will be purchased from the selling stockholders.

The underwriting agreement provides that the obligations of the several underwriters are subject to various conditions, including approval of legal matters

by counsel. The nature of the underwriters’ obligations commits them to purchase and pay for all of the shares of common stock listed above if any are

purchased.

Cowen and Company, LLC and Thomas Weisel Partners LLC expect to deliver the shares of common stock to purchasers on or about , 2007.

Overallotment Option

Certain selling stockholders have granted a 30-day overallotment option to the underwriters to purchase up to a total of additional shares of our common

stock from such selling stockholders at the initial public offering price, less the underwriting discount payable by such selling stockholders, as set forth on

the cover page of this prospectus. If the underwriters exercise this option in whole or in part, then the several underwriters will be separately committed,

subject to the conditions described in the underwriting agreement, to purchase the additional shares of our common stock in proportion to their respective

commitments set forth in the table above.

Determination of Offering Price

Prior to this offering, there has been no public market for our common stock. The initial public offering price will be determined through negotiations

between us and the representatives. In addition to prevailing market conditions, the factors considered in determining the initial public offering price will

include:

• the valuation multiples of publicly traded companies that the representatives believe are comparable to us;

• our financial information;

• our history and prospects and the outlook for our industry;

• an assessment of our management, our past and present operations, and the prospects for, and timing of, our future revenues;

• the present state of our development and the progress of our business plan; and
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• the above factors in relation to market values and various valuation measures of other companies engaged in activities similar to ours.

We cannot assure you that an active or orderly trading market will develop for our common stock or that our common stock will trade in the public markets

subsequent to this offering at or above the initial offering price.

Commissions and Discounts

The underwriters propose to offer the shares of common stock directly to the public at the public offering price set forth on the cover page of this

prospectus, and at this price less a concession not in excess of $ per share of common stock to other dealers specified in a master agreement among

underwriters who are members of the National Association of Securities Dealers, Inc. The underwriters may allow, and the other dealers specified may

reallow, concessions not in excess of $ per share of common stock to these other dealers. After this offering, the offering price, concessions and other selling

terms may be changed by the underwriters. The common stock is offered subject to receipt and acceptance by the underwriters and to the other conditions,

including the right to reject orders in whole or in part.

The following table summarizes the compensation to be paid to the underwriters by us and the selling stockholders and the proceeds, before expenses,

payable to us and the selling stockholders. These amounts are shown assuming both no exercise and full exercise of the underwriters’ option to purchase

additional shares of our common stock.

Total

Without With

Per Share Overallotment Overallotment



Public offering price
$ $ $

Underwriting discounts payable by us

Underwriting discounts payable by selling stockholders

Proceeds, before expenses, to us

Proceeds, before expenses, to the selling stockholders

We estimate that our total expenses of this offering, excluding the underwriting discount, will be approximately $ million. We are paying all of the expenses

of this offering. The selling stockholders will not pay any expenses of this offering, other than the underwriting discount with respect to the shares they sell.

Indemnification of Underwriters

We and the selling stockholders will indemnify the underwriters against some civil liabilities, including liabilities under the Securities Act and liabilities

arising from breaches of representations and warranties contained in the underwriting agreement. If we or the selling stockholders are unable to provide

this indemnification, we and the selling stockholders will contribute to payments the underwriters may be required to make in respect of those liabilities.

No Sales of Similar Securities

Holders of our outstanding shares of our common stock as of , 2007, including all of our directors and executive officers and all of the selling stockholders,

have agreed, subject to certain exceptions, not to offer, pledge, sell, contract to sell, grant any option to purchase, make any short sale or otherwise dispose of

any shares of common stock, or any options or warrants to purchase any shares of common stock, or any securities convertible into or exchangeable for

shares of common stock without the prior written consent of Cowen and Company, LLC and Thomas Weisel Partners LLC for a period of 180 days after the

date of this prospectus. These restrictions do not apply to the establishment of a trading plan pursuant to Rule 10b5-1 under the Securities Exchange Act,

provided that no transfers occur under such plan during the lock-up period, to transfers or exchanges involving common stock or securities convertible into

common stock and to certain gifts. In addition, the lock-up provision will not restrict broker-dealers from engaging in market making and similar activities

conducted in the ordinary course of their business.
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We have agreed that for a period of 180 days after the date of this prospectus, we will not, without the prior written consent of Cowen and Company, LLC

and Thomas Weisel Partners LLC, offer, pledge, sell, contract to sell or otherwise dispose of any shares of common stock, except for:

• the shares of common stock offered in this offering;

• the shares of common stock issuable upon exercise or conversion of options, warrants or securities outstanding on the date of this prospectus; and

• grants of options or other permitted securities under our stock option plans as described herein.

The 180-day restricted periods described above are subject to extension such that, in the event that either (1) during the last 17 days of the 180-day

restricted period, we issue an earnings release relating to us or material news or a material event relating to us occurs or (2) prior to the expiration of the

180-day restricted period, we announce that we will release earnings results during the 15-day period beginning on the last day of the 180-day period, the

restrictions on offers, pledges, sales, contracts to sell or other dispositions of common stock or securities convertible into or exchangeable or exercisable for

shares of our common stock described above will continue to apply until the expiration of the 18-day period beginning on the issuance of the earnings

release or the occurrence of material news or a material event relating to us.

Discretionary Accounts

The underwriters do not expect sales of shares of common stock offered by this prospectus to any accounts over which they exercise discretionary authority

to exceed five percent of the shares offered.

Short Sales, Stabilizing Transactions and Penalty Bids

In order to facilitate this offering, persons participating in this offering may engage in transactions that stabilize, maintain or otherwise affect the price of

our common stock during and after this offering. Specifically, the underwriters may engage in the following activities in accordance with the rules of the

Securities and Exchange Commission.

Short sales. Short sales involve the sales by the underwriters of a greater number of shares than they are required to purchase in the offering. Covered short

sales are short sales made in an amount not greater than the underwriters’ overallotment option to purchase additional shares from us in this offering. The

underwriters may close out any covered short position by either exercising their overallotment option to purchase shares or purchasing shares in the open

market. In determining the source of shares to close out the covered short position, the underwriters will consider, among other things, the price of shares

available for purchase in the open market as compared to the price at which they may purchase shares through the overallotment option. Naked short sales

are any short sales in excess of such overallotment option. The underwriters must close out any naked short position by purchasing shares in the open

market. A naked short position is more likely to be created if the underwriters are concerned that there may be downward pressure on the price of the

common stock in the open market after pricing that could adversely affect investors who purchase in this offering.

Stabilizing transactions. The underwriters may make bids for or purchases of the shares for the purpose of pegging, fixing or maintaining the price of the

shares, so long as stabilizing bids do not exceed a specified maximum.
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Penalty bids. If the underwriters purchase shares in the open market in a stabilizing transaction or syndicate covering transaction, they may reclaim a selling

concession from the underwriters and selling group members who sold those shares as part of this offering. Stabilization and syndicate covering

transactions may cause the price of the shares to be higher than it would be in the absence of these transactions. The imposition of a penalty bid might also



have an effect on the price of the shares if it discourages presales of the shares.

The transactions above may occur on The NASDAQ Global Market or otherwise. Neither we nor the underwriters make any representation or prediction as

to the effect that the transactions described above may have on the price of the shares. If these transactions are commenced, they may be discontinued

without notice at any time.

Electronic Offer, Sale and Distribution of Shares

A prospectus in electronic format may be made available on the websites maintained by one or more of the underwriters or selling group members, if any,

participating in this offering and one or more of the underwriters participating in this offering may distribute prospectuses electronically. The

representatives may agree to allocate a number of shares to underwriters and selling group members for sale to their online brokerage account holders.

Internet distributions will be allocated by the underwriters and selling group members that will make Internet distributions on the same basis as other

allocations. Other than the prospectus in electronic format, the information on these websites is not part of this prospectus or the registration statement of

which this prospectus forms a part, has not been approved or endorsed by us or any underwriter in its capacity as underwriter, and should not be relied

upon by investors.

Directed Share Program

We have requested that the underwriters reserve up to shares of common stock for sale at the initial public offering price to officers, directors, employees

and other business associates in a directed share program. In order to participate in the directed share program, an eligible person must open a limited

purpose brokerage account at . Other conditions to participation also may apply. The number of shares of common stock available for sale to the general

public in the public offering will be reduced to the extent these persons purchase any reserved shares. Any shares not so purchased will be offered by the

underwriters to the general public on the same basis as other shares offered hereby.

Other Relationships

Certain of the underwriters and their affiliates may in the future provide various investment banking, commercial banking and other financial services for

us and our affiliates in the ordinary course of business for which they may in the future receive customary fees.
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Legal Matters

Wilmer Cutler Pickering Hale and Dorr llp will pass upon the validity of the shares of common stock offered by this prospectus. Goodwin Procter llp will

pass upon legal matters relating to this offering for the underwriters.

Experts

The financial statements as of December 31, 2005 and 2006, and for each of the three years in the period ended December 31, 2006, included in this

prospectus and the financial statements from which the Selected Financial Data included in this prospectus as of December 31, 2005 and 2006, and for each

of the three years in the period ended December 31, 2006 have been derived, have been audited by Deloitte & Touche LLP, an independent registered public

accounting firm, as stated in their report appearing herein. Such financial statements and Selected Financial Data have been included herein in reliance

upon the report of such firm given upon their authority as experts in accounting and auditing.

Where You Can Find More Information
We have filed with the SEC a registration statement on Form S-1 under the Securities Act that registers the shares of common stock to be sold in the

offering. As permitted by the rules and regulations of the SEC, this prospectus, which is a part of the registration statement, omits certain information,

exhibits, schedules and undertakings set forth in the registration statement. For further information about us and our common stock offered hereby, you

should refer to the registration statement and the exhibits and schedules filed with the registration statement. Statements contained in this prospectus as to

the contents of any contract or other document referred to are not necessarily complete and in each instance, if such contract or document is filed as an

exhibit, reference is made to the copy of such contract or other document filed as an exhibit to the registration statement, each statement being qualified in

all respects by such reference. You may read and copy any of this information at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C.

20549. You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an

Internet website that contains reports, proxy statements and other information about issuers, like us, that file electronically with the SEC. The address of

that site is www.sec.gov.

Upon completion of this offering, we will become subject to the information and periodic reporting requirements of the Securities Exchange Act, and, in

accordance therewith, will file periodic reports, proxy statements and other information with the SEC. Such periodic reports, proxy statements and other

information will be available for inspection and copying at the public reference room and website of the SEC referred to above. We maintain a website at

www.soundbite.com. Upon completion of this offering, you may access our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on

Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act, with the SEC free of charge

at our website as soon as reasonably practicable after such material is electronically filed with, or furnished to, the SEC. Our websites and the information

contained therein or connected thereto shall not be deemed to be incorporated into this prospectus or the registration statement of which this prospectus

forms a part, and you should not rely on any such information in making your decision whether to purchase our securities.



We will provide our stockholders with annual reports containing consolidated financial statements audited by an independent registered public accounting

firm and will file with the SEC quarterly reports containing unaudited consolidated financial data for the first three quarters of each fiscal year.
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Report of Deloitte & Touche LLP, Independent Registered Public Accounting Firm

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of SoundBite Communications, Inc.

Burlington, Massachusetts We have audited the accompanying balance sheets of SoundBite Communications, Inc. (the “Company”) as of December 31,

2005 and 2006, and the related statements of operations, stockholders’ deficit, and cash flows for each of the three years in the period ended December 31,

2006. 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 the standards of the Public Company Accounting Oversight Board (United States). Those standards require that

we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Company is not

required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of internal

control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an

opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes

examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of the Company as of December 31, 2005 and 2006,

and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2006, in conformity with accounting

principles generally accepted in the United States of America.

As discussed in Note 2 to the financial statements, effective January 1, 2006 the Company adopted the provisions of Statement of Financial Accounting

Standards No. 123(R), Share-Based Payment, and Financial Accounting Standards Board Staff Position No. 150-5, Issuer’s Accounting under FASB Statement

No. 150 for Freestanding Warrants and Other Similar Instruments on Shares that are Redeemable.

/s/ Deloitte & Touche LLP Boston, Massachusetts April 16, 2007
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Balance Sheets as of December 31, 2005 and 2006 and Pro Forma Stockholders’ Equity as of
December 31, 2006 (unaudited)
Balance Sheets

Pro Forma

Stockholders’

Equity

December 31, as of

2005 2006

December 31,

2006

(unaudited)



Assets

Current assets:

Cash and cash equivalents
$ 9,529,450 $ 7,251,134

Accounts receivable, net of allowance for doubtful accounts of $114,183 and $88,121 at December 31,

2005 and 2006, respectively
3,654,754 5,921,213

Prepaid expenses and other current assets
353,248 609,669

Total current assets
13,537,452 13,782,016

Property and equipment, net
3,847,879 4,446,617

Total assets
$

17,385,331

$

18,228,633

Liabilities, Redeemable Convertible Preferred Stock and Stockholders’ Equity (Deficit)

Current liabilities:

Bank line of credit
$ 888,680 $ 888,680

Equipment line of credit — current portion
1,120,390 1,665,500

Accounts payable
1,098,224 633,359

Accrued expenses
1,449,174 2,546,045

Preferred stock warrant liability
— 481,931

Total current liabilities
4,556,468 6,215,515

Non-current liabilities:

Equipment line of credit — net of current portion
1,469,262 989,967

Total liabilities
6,025,730 7,205,482

Redeemable convertible preferred stock, $0.001 par value — at carrying value; 46,513,420 shares

authorized and 45,779,304 shares issued and outstanding at December 31, 2005 and 2006 (liquidation

preference of $30,430,000 at December 31, 2005 and 2006; redemption value of $30,163,691 at December

31, 2005 and $30,207,904 at December 31, 2006); no shares issued or outstanding at December 31, 2006

pro forma
31,075,911 30,787,896 $ —

Commitments and contingencies (note 7)

Stockholders’ equity (deficit):

Common stock, $0.001 par value — 75,000,000 shares authorized; 3,978,643 shares issued and 2,888,499

shares outstanding at December 31, 2005; 4,667,516 shares issued and 3,557,372 shares outstanding at

December 31, 2006; 59,292,232 shares issued and 58,182,088 shares outstanding at December 31, 2006

pro forma
3,979 4,628 59,253

Additional paid-in capital
194,938 270,449 31,603,135

Treasury stock, at cost — 1,090,144 shares at December 31, 2005; 1,110,144 shares at December 31,

2006 and December 31, 2006 pro forma
(130,833 ) (132,033 ) (132,033 )

Accumulated deficit (19,784,394

)

(19,907,789

)

(20,025,273

)

Total stockholders’ equity (deficit) (19,716,310

)

(19,764,745

) $ 11,505,082

Total liabilities, redeemable convertible preferred stock and stockholders’ equity (deficit) $

17,385,331

$

18,228,633

The accompanying notes are an integral part of these financial statements.
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Statements of Operations for the Years Ended December 31, 2004, 2005 and 2006

Statements of Operations

Years Ended December 31,

2004 2005 2006

Revenues
$ 7,753,827 $ 16,447,930 $ 29,069,213

Cost of revenues
2,749,483 4,967,393 9,505,312

Gross profit
5,004,344 11,480,537 19,563,901



Operating expenses:

Research and development
1,207,745 2,097,111 3,452,903

Sales and marketing
2,715,468 5,887,961 12,172,092

General and administrative
1,713,698 2,220,989 3,820,202

Total operating expenses
5,636,911 10,206,061 19,445,197

Operating income (loss)
(632,567 ) 1,274,476 118,704

Other income (expense):

Interest income
11,649 149,362 299,018

Interest expense
(244,987 ) (264,088 ) (397,484 )

Warrant charge for change in fair value
— — (177,406 )

Other, net
— — 6,000

Total other expense, net
(233,338 ) (114,726 ) (269,872 )

Income (loss) before cumulative change in accounting
(865,905 ) 1,159,750 (151,168 )

Cumulative change in accounting
— — 27,773

Net income (loss)
(865,905 ) 1,159,750 (123,395 )

Accretion of preferred stock
— (23,901 ) (44,283 )

Deemed dividend
(117,484 ) — —

Net income (loss) attributable to common stockholders
$ (983,389 ) $ 1,135,849 $ (167,678 )

Income (loss) per common share:

Basic:

Before cumulative change in accounting
$ (0.38 ) $ 0.42 $ (0.06 )

Cumulative change in accounting
$ — $ — $ 0.01

Net income (loss) attributable to common stockholders
$ (0.38 ) $ 0.42 $ (0.05 )

Diluted:

Before cumulative change in accounting
$ (0.38 ) $ 0.02 $ (0.06 )

Cumulative change in accounting
$ — $ — $ 0.01

Net income (loss) attributable to common stockholders
$ (0.38 ) $ 0.02 $ (0.05 )

Weighted average common shares outstanding:

Basic
2,610,286 2,673,516 3,216,584

Diluted
2,610,286 50,512,387 3,216,584

Pro forma net loss per common share:

Basic
$ (0.00 )

Diluted
$ (0.00 )

Pro forma weighted average common shares outstanding:

Basic
57,841,300

Diluted
57,841,300

The accompanying notes are an integral part of these financial statements.
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Statements of Stockholders’ Deficit for the Years Ended December 31, 2004, 2005 and 2006
Statements of Stockholders’ Deficit

Additional Total

Common Stock Paid-In Treasury Accumulated Stockholders’

Shares Amount Capital Stock Deficit Deficit

Balance, January 1, 2004
3,692,798

$

3,693 $ 318,260

$ (130,666

)

$ (20,078,239

)

$ (19,886,952

)

Issuance of common stock for warrant and options exercises
47,500 47 3,103 — — 3,150



Beneficial conversion charge (deemed dividend) for Series A and B

preferred stock on issuance of Series C preferred stock
— —

(117,484

) — — (117,484 )

Net loss
— — — — (865,905 ) (865,905 )

Balance, December 31, 2004
3,740,298 3,740 203,879 (130,666 ) (20,944,144 ) (20,867,191 )

Issuance of common stock for warrant and options exercises
238,345 239 14,960 — — 15,199

Accretion of transaction costs for preferred stock
— — (23,901 ) — — (23,901 )

Purchase of treasury stock
— — — (167 ) — (167 )

Net income
— — — — 1,159,750 1,159,750

Balance, December 31, 2005
3,978,643 3,979 194,938 (130,833 ) (19,784,394 ) (19,716,310 )

Issuance of common stock for option exercises
688,870 649 55,635 — — 56,284

Purchase of treasury stock
— — — (1,200 ) — (1,200 )

Accretion of transaction costs for preferred stock
— — (44,283 ) — — (44,283 )

Stock-based compensation expense
— — 64,159 — — 64,159

Net loss
— — — — (123,395 ) (123,395 )

Balance, December 31, 2006
4,667,513

$

4,628 $ 270,449

$ (132,033

)

$ (19,907,789

)

$ (19,764,745

)

The accompanying notes are an integral part of these financial statements.
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Statements of Cash Flows for the Years Ended December 31, 2004, 2005 and 2006

Statements of Cash Flows

Years Ended December 31,

2004 2005 2006

Cash flows from operating activities:

Net income (loss) $ (865,905

) $ 1,159,750

$ (123,395

)

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:

Depreciation and amortization of property, equipment and software
577,694 841,895 1,946,827

Allowance for doubtful accounts
(56,710 ) 123,064 147,087

Change in carrying value of preferred stock warrant liability
— — 177,406

Cumulative change in accounting
— — (27,773 )

Stock-based compensation
— — 64,159

Noncash charge attributable to warrants
60,054 55,089 21,956

Loss on disposal of property and equipment
— 19,534 —

Change in operating assets and liabilities:

Accounts receivable
(767,229 )

(2,214,410

)

(2,413,546

)

Prepaid expenses and other current assets
9,037 (197,374 ) (278,377 )

Accounts payable
(135,725 ) 44,972 139,233

Accrued expenses
64,690 593,174 1,096,871

Net cash provided by (used in) operating activities (1,114,094

) 425,694 750,448

Cash flows from investing activities:

Purchases of property and equipment
(647,237 )

(3,081,535

)

(3,149,663

)

Net cash used in investing activities
(647,237 )

(3,081,535

)

(3,149,663

)

Cash flows from financing activities:

Proceeds from equipment and bank line of credit
752,926 2,248,256 1,466,470

Repayments of equipment and bank line of credit
(405,953 ) (681,234 )

(1,400,655

)

Repayments of sale and leaseback
(92,293 ) — —



Treasury stock purchase
— (167 ) (1,200 )

Proceeds from issuance of preferred stock
2,959,362 8,424,048 —

Proceeds from issuance of common stock upon exercise of stock options
3,150 15,199 56,284

Net cash provided by financing activities
3,217,192 10,006,102 120,899

Net increase (decrease) in cash and cash equivalents
1,455,861 7,350,261

(2,278,316

)

Cash and cash equivalents, beginning of period
723,328 2,179,189 9,529,450

Cash and cash equivalents, end of period
$ 2,179,189 $ 9,529,450 $ 7,251,134

Supplemental disclosure of cash flow information:

Cash paid during the period:

Interest
$ 109,432 $ 170,542 $ 325,821

Supplemental disclosure of non-cash investing and financing activities:

Accretion of redeemable convertible preferred stock
$ — $ 23,901 $ 44,283

Property and equipment, included in accounts payable
$ — $ 868,776 $ 264,678

Reclassification of carrying value of preferred stock warrants $

$ $ 332,298

Beneficial conversion charge (deemed dividend) for Series A and B preferred stock on issuance of

Series C preferred stock
$ 117,484 $ — $ —

The accompanying notes are an integral part of these financial statements.
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SOUNDBITE COMMUNICATIONS, INC.

Notes to Financial Statements
1. Nature of Business

SoundBite Communications, Inc. (the Company) develops and markets on-demand automated voice messaging (AVM) solutions that are delivered over

existing telephony networks. The Company’s services are primarily used to initiate and manage customer contact campaigns for collections, customer care

and marketing processes. The Company was incorporated in Delaware in 2000 and its principal operations are located in Burlington, Massachusetts. The

Company conducts its business primarily in the United States.

The Company is subject to risks common to technology companies in similar stages of development, including: uncertainty of growth in the AVM market;

risks of platform defects, service disruptions and execution errors; fluctuations in operating results; absence of contractual commitments by clients;

dependence on clients in the collection agencies industry; risks of security breaches; dependence on key vendors; need to develop new features; need to

migrate to a Voice over Internet Protocol infrastructure; dependence on market acceptance of the on-demand delivery model for AVM services; dependence

on key personnel; and numerous U.S. federal, state and international regulatory compliance risks.

2. Summary of Significant Accounting Policies

Unaudited Pro Forma Presentation

The unaudited pro forma stockholders’ equity as of December 31, 2006, reflects the conversion of all outstanding shares of preferred stock as of that date

into common stock and the reclassification of the preferred stock warrant liability to additional paid in capital, which will occur upon closing of the

Company’s proposed initial public offering.

Segment Data

The Company manages its operations on a consolidated, single segment basis for purposes of assessing performance and making operating decisions.

Accordingly, the Company has only one reporting segment.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management

to make estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company invests its cash in money market accounts, debt securities of U.S. government agencies, repurchase agreements with maturities of less than 90

days, and commercial paper from high-quality corporate issuers. All highly liquid instruments with a remaining maturity of 90 days or less when purchased

are considered cash equivalents.



Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are stated at the amount management expects to collect from outstanding balances. Management reviews accounts receivable on a

periodic basis to determine if any receivables will potentially be uncollectible. Estimates are used to determine the amount of the allowance for doubtful

accounts necessary to reduce accounts receivable to its estimated net realizable value. These estimates are made by analyzing the status of significant past

due receivables and by establishing general provisions for estimated losses by analyzing current and historical bad debt trends. Actual collection experience

has not varied significantly from estimates, due primarily to credit and collection policies and the financial strength of the Company’s clients.
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SOUNDBITE COMMUNICATIONS, INC.

Notes to Financial Statements — (Continued)

Receivables that are ultimately deemed uncollectible are charged off as a reduction of receivables and the allowance for doubtful accounts.

Activity in the allowance for doubtful accounts was as follows:

Years Ended December 31,

2004 2005 2006

Balance, beginning of year
$ 75,513 $ 5,000 $ 114,183

Provision for bad debts
(56,710 ) 123,064 147,087

Uncollectible accounts written off
(13,803 ) (13,881 ) (173,149 )

Balance, end of year
$ 5,000 $ 114,183 $ 88,121

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentration of credit risk consist primarily of cash, cash equivalents and

accounts receivable. At December 31, 2005 and 2006, the Company had cash balances at certain financial institutions in excess of federally insured limits.

However, the Company does not believe that it is subject to unusual credit risk beyond the normal credit risk associated with commercial banking

relationships.

Accounts receivable are typically uncollateralized and are derived from revenues earned from clients primarily located in the United States. Management

does not believe significant risk exists in connection with concentration of accounts receivable credit at December 31, 2006. For the years ended December

31, 2004, 2005 and 2006, two clients in the aggregate accounted for 27%, 32% and 26% of the Company’s revenues, respectively. As of December 31, 2005,

no clients accounted for more than 10% of the outstanding accounts receivable. As of December 31, 2006, two clients in the aggregate accounted for 24% of

the outstanding accounts receivable.

Property and Equipment

Property and equipment are carried at cost and are depreciated over the assets estimated useful life, generally three years, using the straight-line method.

The Company’s policy is to generally capitalize any item with an acquisition cost of $1,000 or more. Depreciation of leasehold improvements is recorded

over the shorter of the estimated useful life of the leasehold improvement or the remaining lease term. Expenditures for maintenance and repairs are

charged to operations when incurred, while additions and betterments are capitalized. When assets are retired or disposed, the asset’s original cost and

related accumulated depreciation are eliminated from the accounts and any gain or loss is reflected in the statement of operations.

Impairment of Long-Lived Assets

Long-lived assets to be held and used are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not

be recoverable. When required, impairment losses on assets to be held and used are recognized based on the excess of the asset’s carrying amount over the

fair value of the asset, while long-lived assets to be disposed of are reported at the lower of carrying amount or fair value less cost to sell. No impairment

losses have been recognized to date.

Fair Value of Financial Instruments

The carrying value of the Company’s financial instruments, including cash, accounts receivable, equipment line of credit, bank line of credit, accounts

payable and accrued liabilities, approximate their fair value because of their short-term nature.
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SOUNDBITE COMMUNICATIONS, INC.

Notes to Financial Statements — (Continued)

Guarantees: Indemnified Obligations

The Company’s Certificate of Incorporation and By-Laws provide that the Company indemnify its officers and directors for certain events or occurrences

that happen by reason of the fact that the officer or director is, was, or has agreed to serve as an officer or director of the Company. The term of the

indemnification period is for the officer’s or director’s lifetime. The maximum potential amount of future payments the Company could be required to make

under these indemnification agreements is unlimited.



Revenues

Usage-based Fees. The Company derives substantially all of its revenues by providing AVM services. It provides these services under a usage-based pricing

model, with prices calculated on a per-message or, more typically, per-minute basis in accordance with the terms of its pricing agreements with clients. The

amount it charges for AVM calls may vary based upon whether the call is one-way, two-way or agentless and the total volume of calls by a client during a

calendar month. The Company invoices clients on a monthly basis. Its pricing agreements with clients do not require minimum levels of usage or payments.

Because it provides its solution as a service, the Company recognizes revenue in accordance with Securities and Exchange Commission (SEC) Staff

Accounting Bulletin No. 101, Revenue Recognition in Financial Statements, as amended by SEC Staff Accounting Bulletin No. 104, Revenue Recognition.

Accordingly, amounts are earned when all of the following conditions are satisfied: (1) there is persuasive evidence of an arrangement; (2) the service has

been provided to the client; (3) the amount of fees to be paid by the client is fixed or determinable; and (4) the collection of fees from the client is reasonably

assured.

Fees for Ancillary Services. The Company’s client management organization assists clients in selecting service features and adopting best practices that help

clients make the best use of the Company’s on-demand service. The organization provides varying levels of support through these ancillary services, from

managing an entire campaign to supporting self-service clients. In some cases, ancillary services may be billed to clients based upon a fixed fee or, more

typically, a fixed hourly rate. These billed services typically are of short duration. The billed services do not involve future obligations and do not provide

material value beyond supporting use of the Company’s on-demand service. The Company recognizes revenue from these billed services within the calendar

month in which the ancillary services are completed.

Revenues attributable to ancillary services represented 9.5%, 4.3% and 2.4% of revenues in the years ended December 31, 2004, 2005 and 2006,

respectively, and are expected to constitute less than 3% of annual revenues for the foreseeable future. Because of their past and anticipated immateriality,

revenues attributable to ancillary services are not presented as a separate line item in the statements of operations.

Research and Development Costs

The Company expenses research and development costs as incurred.

Income Taxes

The Company recognizes deferred tax liabilities and assets for the expected future tax consequences of events that have been included in the financial

statements or tax returns. Under this method, deferred tax liabilities and assets are determined based upon the temporary differences between the financial

reporting and tax bases of liabilities and assets and for loss and credit carryforwards, using enacted tax rates in effect in the years in which the differences

are expected to reverse. Valuation allowances are provided to the extent that realization of net deferred tax assets is not considered to be more likely than

not. Realization of the Company’s net deferred tax assets is contingent upon generation of future taxable income. Due to the uncertainty of realization of

the tax benefits, the Company has provided a valuation allowance for the full amount of its net deferred tax assets.
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Freestanding Preferred Stock Warrants

Effective January 1, 2006, freestanding warrants and other similar instruments related to shares that are redeemable are accounted for in accordance with

Financial Accounting Standards Board (FASB) Staff Position No. 150-5, Issuer’s Accounting under FASB Statement No. 150 for Freestanding Warrants and

Other Similar Instruments on Shares that are Redeemable (FSP 150-5). Under FSP 150-5, freestanding warrants exercisable for the Company’s redeemable

convertible preferred stock were classified as a liability on the Company’s balance sheet as of December 31, 2006. The Company accounted for the adoption

of FSP 150-5 as a cumulative change in accounting with a benefit of $27,773, or $0.01 per share, recorded as of January 1, 2006, the date of the Company’s

adoption of FSP 150-5. In addition, the original carrying value of the warrants, $332,298, was reclassified to liabilities from redeemable convertible

preferred stock. The benefit of $27,773 was calculated as the decrease in fair value of the warrants from the historical carrying value. As of December 31,

2006, the Company re-measured the warrant liability and recorded a charge of $177,406 for the increase in value of the warrants.

So long as the warrants remain outstanding and are exercisable for redeemable convertible preferred stock, they will be subject to re-measurement at each

balance sheet date and any change in fair value will be recognized as a component of other income (expense), net. Each of these warrants will become

exercisable (or will become exchangeable for a warrant that is exercisable) for common stock upon the consummation of an initial public offering.

Beneficial Conversion Charge (Deemed Dividend)

The Company recorded a beneficial conversion charge (deemed dividend) during 2004 of $117,484 related to the issuance of shares of Series C Convertible

Preferred Stock. The deemed dividend was recorded upon such financing due to the antidilution terms of the Series A and Series B Convertible Preferred

Stock, which resulted in a reduction in the effective conversion price of the Series A and B Convertible Preferred Stock. The beneficial conversion charge

was recorded as of the time of issuance of the Series C Convertible Preferred Stock because the Series A and Series B Convertible Preferred Stock was

convertible at such time. The beneficial conversion charge (deemed dividend) increased the loss applicable to common stockholders in the calculation of

basic net loss per share for the year ended December 31, 2004.

Basic and Diluted Income (Loss) Per Share

Income (loss) per share has been computed using the weighted average number of shares of common stock outstanding during each period. Diluted amounts

per share include the impact of the Company’s outstanding potential common shares, such as options and warrants (using the treasury stock method) and

convertible preferred stock. Potential common shares that are anti-dilutive are excluded from the calculation of diluted income (loss) per common share.
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The following table sets forth the computation of basic and diluted net income (loss) per common share for the periods indicated:

Years Ended December 31,

2004 2005 2006

Numerator:

Net income (loss) attributable to common

stockholders
$ (983,389 ) $ 1,135,849 $ (167,678 )

Denominator:

Weighted average shares used in computing net income (loss) per common share — basic
2,610,286 2,673,516 3,216,584

Add dilutive securities:

Stock options
— 539,050 —

Restricted stock
— 4,310 —

Preferred stock warrants
— — —

Conversion of redeemable convertible preferred stock
— 47,295,511 —

Weighted average shares used in computing net income (loss) per common share — diluted
2,610,286 50,512,387 3,216,584

Potential common shares excluded from the computation of net income (loss) per common share due to being anti-dilutive consist of the following:

Years Ended December 31,

2004 2005 2006

Stock options
2,246,975 966,349 5,828,676

Restricted stock
36,315 — 40,000

Preferred stock warrants
664,320 734,110 734,110

Conversion of redeemable convertible preferred stock
38,701,134 — 54,624,716

Pro Forma Net Loss Per Share

Pro forma net income (loss) per share has been computed using the weighted average number of shares of common stock outstanding during each period. In

addition, for purposes of pro forma net income (loss) per share, all shares of redeemable convertible preferred stock at December 31, 2006, which are

convertible to common stock and are expected to be converted upon closing of the proposed initial public offering of the Company’s common stock, have

been treated as though they had been converted to common stock in all periods in which such shares were outstanding.

Accounting for Stock-Based Compensation

Prior to January 1, 2006, the Company applied the intrinsic value method of accounting for share-based awards granted to employees. Effective January 1,

2006, the Company adopted the provisions of Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment (SFAS 123R), on

a prospective basis. SFAS 123R requires the use of a fair value method to account for share-based awards granted to employees. The Company also accounts

for share-based awards to non-employees using the fair value method.

Under the intrinsic value method, compensation associated with stock awards to employees was determined as the difference, if any, between the fair value

of the underlying common stock on the date compensation was measured and the price an employee was required to pay to exercise the award. The

measurement date for employee awards was generally the date of grant. Under the fair value method, SOUNDBITE COMMUNICATIONS, INC.
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compensation associated with stock awards is determined based on the estimated fair value of the award, measured using an established option pricing

model. The measurement date for employee awards is generally the date of grant. Share-based compensation costs for an employee award are recognized as

expense over the employee’s requisite service period, which is generally the vesting period, on a straight-line basis. The measurement date for non-employee

awards is generally the date the performance of services is completed.

The Company adopted the provisions of SFAS 123R using the prospective transition method. Under this transition method, non-vested option awards

outstanding at January 1, 2006 continue to be accounted for under the minimum value method allowed under SFAS No. 123, Accounting for Stock-Based

Compensation. All awards granted, modified or settled after the date of adoption are accounted for using the measurement, recognition and attribution

provisions of SFAS 123R.

The Company makes a number of estimates and assumptions related to SFAS 123R. The estimation of stock awards that will ultimately vest requires

judgment, and to the extent actual results differ from the Company’s estimates, such amounts will be recorded as an adjustment in the period estimates are

revised. Actual results may differ substantially from these estimates. In valuing share-based awards under SFAS 123R, significant judgment is required in



determining the expected volatility of common stock and the expected term individuals will hold their share-based awards prior to exercising. Expected

volatility of the stock is based on the Company’s peer group in the industry in which the Company does business because the Company does not have

sufficient historical volatility data for its own stock. The expected term of options granted was determined based on the simplified method in accordance

with SEC Staff Accounting Bulletin No. 107. In the future, as the Company gains historical data for volatility in its own stock and more data on the actual

term employees hold their options, the expected volatility and expected term may change, which could substantially change the grant-date fair value of

future awards of stock options and ultimately the expense the Company records.

Had the fair value method been applied to employee share-based awards for the years ended December 31, 2004 and 2005, net income (loss) would have

been:

Years Ended

December 31,

2004 2005

Reported net income (loss) attributable to common stockholders
$ (983,389 ) $ 1,135,849

Add — stock based compensation expense included in the determination of reported net income (loss)
— —

Deduct — total stock-based compensation expense determined under the fair value method for all awards
(68,127 ) (80,995 )

Pro forma income (loss) attributable to common stockholders
$ (1,051,516 ) $ 1,054,854

Pro forma income (loss) per common share, basic
$ (0.40 ) $ 0.39

Pro forma income (loss) per common share, diluted
$ (0.40 ) $ 0.02

The Company has computed the pro forma information above using the Black-Scholes option pricing model and the following weighted average

assumptions:

Years Ended

December 31,

2004 2005

Risk-free interest rate
3.37 % 4.02 %

Expected dividend yield
— % — %

Expected lives
5 years 5 years

Expected volatility
— % — %

The Company accounts for stock options granted to non-employees in accordance with Emerging Issues Task Force No. 96-18, Accounting for Equity

Instruments That Are Issued to Other Than Employees for SOUNDBITE COMMUNICATIONS, INC.
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Acquiring, or in Conjunction With Selling, Goods or Services (EITF 96-18) and related interpretations. The Company has granted stock options to certain

consultants and non-employee advisory board members for a fixed number of shares with an exercise price equal to the fair value of the Company’s

common stock at the date of grant. Under EITF 96-18, compensation expense from non-employee stock options is calculated using the Black-Scholes

option pricing model and is recorded using the straight-line method over the vesting period, which approximates the service period. Total compensation

expense related to options granted to non-employees was not material for the year ended December 31, 2004, 2005 or 2006.

Recent Accounting Pronouncements

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in

Current Year Financial Statements (SAB 108), to address diversity in practice in quantifying financial statement misstatements. SAB 108 requires that the

Company quantify misstatements based on their impact on each of its financial statements and related disclosures. The Company adopted SAB 108 for the

year ended December 31, 2006. The adoption of SAB 108 did not have a material effect on the Company’s financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, Fair Value Measurements (SFAS 157), which defines fair value,

establishes a framework for measuring fair value, and expands disclosures about fair value measurements. The provisions of SFAS 157 are effective for fiscal

years beginning after November 15, 2007. The Company has not yet determined the impact, if any, that the adoption of SFAS 157 will have on its financial

statements.

In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109 (FIN 48),

which clarifies the accounting for uncertainty in tax positions. This Interpretation requires that the Company recognize in its financial statements the

impact of a tax position, if that position is more likely than not of being sustained on audit, based on the technical merits of the position. FIN 48 will be

effective for fiscal years beginning after December 15, 2006. The Company has not yet determined the impact, if any, that the adoption of FIN 48 will have

on its financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and Financial Liabilities,

Including an Amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 allows entities to measure many financial instruments and certain other assets

and liabilities at fair value on an instrument-by-instrument basis (the fair value option). The Company will adopt this standard on January 1, 2008. The



Company has not yet determined the impact, if any, that the adoption of SFAS 159 will have on its financial statements.
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3. Property and Equipment

Property and equipment as of December 31, 2005 and 2006 consisted of the following:

As of December 31,

2005 2006

Computer equipment
3 years $ 5,100,075 $ 6,841,660

Computer software
1-3 years 1,097,595 1,720,428

Furniture and fixtures
3 years 159,900 242,782

Office equipment
3 years 132,447 221,588

Leasehold improvements
Lesser of useful

life or lease term 158,458 167,582

Total
6,648,475 9,194,040

Less — accumulated depreciation and amortization
(2,800,596 ) (4,747,423 )

Property and equipment, net
$ 3,847,879 $ 4,446,617

Depreciation expense for the years ended December 31, 2004, 2005 and 2006 was $577,694, $841,895 and $1,946,827, respectively.

All property and equipment is pledged as security under the bank line of credit or equipment line of credit (see Note 5).

4. Capital Leases

On May 15, 2001, the Company entered into a capital lease agreement with a leasing company whereby $1,026,090 of capital equipment purchased by the

Company was sold and leased back under a sale and leaseback arrangement. The lease expired in 2004. Interest paid for the year ended December 31, 2004

was $97,475.

5. Debt

Bank Line of Credit

On January 4, 2001, the Company entered into a loan and security agreement with a bank that provided for a $1,500,000 working capital revolving line of

credit. This agreement was modified on numerous occasions through 2003.

On July 2, 2004, the Company entered into an amended and restated loan and security agreement with the bank that provided for a $1,000,000 working

capital revolving line of credit with a borrowing base of 80% of eligible accounts receivable. On December 3, 2004, the Company amended this agreement

to include a $300,000 line of credit for equipment (the equipment line) with the bank. On August 22, 2005, the Company amended this agreement to

increase the equipment line to $2,800,000. On July 15, 2006, the Company amended this agreement to increase the equipment line to $3,800,000.

In connection with the amendment in 2005, the Company issued warrants to the bank to purchase shares of the Company’s Series D Convertible Preferred

Stock (see Note 9). The Company recorded interest expense of $9,096 for the deemed fair value of these warrants.

Borrowings for the working capital line bear interest at a rate per annum equal to 1.00% above the prime rate. They are collateralized by the Company’s

accounts receivable, any equipment not collateralized under the equipment portion of the line of credit or under the equipment line of credit agreement (see

below), all SOUNDBITE COMMUNICATIONS, INC.
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investment property and all financial assets. At December 31, 2005 and 2006, the amount outstanding under the agreement was $888,680. Interest paid in

2004, 2005 and 2006 was $50,195, $62,986 and $79,889, respectively. The working capital line expires in July 2007.

Borrowings for the equipment line bear interest at a rate per annum equal to 1.50% above the prime rate. At December 31, 2005 and 2006, the amount

outstanding under the agreement was $2,033,679 and $2,424,300, respectively. These borrowings are payable in installments due through February 2009.

Interest paid in 2004, 2005 and 2006 was $0, $30,876 and $225,085, respectively. The equipment line expires on July 1, 2009.

As of December 31, 2006, the Company was in compliance with and expects to remain in compliance with all covenants of its agreement with the bank.

Equipment Line of Credit

On August 14, 2002, the Company entered into an equipment line of credit agreement with a bank that provides funding for up to $1,500,000 in capital

equipment purchases. Borrowings under the equipment line of credit are collateralized by the equipment purchased. On July 2, 2003, the Company entered

into an additional line of credit agreement that provides funding for up to $850,000. The term of each financing is 36 months from the date of borrowing.



At December 31, 2005 and 2006, amounts outstanding under these agreements were $390,864 and $134,173, respectively.

In addition to any interest and principal paid on each borrowing, the Company pays an additional 15% of the initial borrowed amount on the final payment

as additional interest. Total future interest payable under these arrangements at December 31, 2006, was $76,746. The Company is accreting the interest

expense related to the final payment using the effective-interest-rate method. At December 31, 2006, $76,746 of accreted interest was included in the

outstanding amount of the equipment line of credit. The effective interest rate on the equipment line of credit is 15.8%.

Total interest expense under the equipment line of credit was $57,854, $36,189 and $29,831 in the years ended December 31, 2004, 2005 and 2006,

respectively. At December 31, 2006, no amount was available for borrowing under the equipment line of credit.

During 2002, in connection with the equipment line of credit agreement, the Company issued warrants to the bank to purchase shares of the Company’s

Series B Convertible Preferred Stock (see Note 9). The Company accounted for the fair value of the warrants of $84,164, determined using the Black-

Scholes valuation method (100% volatility and risk-free rate of return of 4.5%), as an additional cost of the equipment line of credit. Interest expense for

each of the years ended December 31, 2004, 2005 and 2006, includes $21,040, $21,040 and $14,027, respectively, of warrant amortization.

During 2003, in connection with the equipment line of credit agreement, the Company issued warrants to the bank to purchase shares of the Company’s

Series C Convertible Preferred Stock (Note 9). The Company accounted for the fair value of the warrants of $47,572, determined using the Black-Scholes

valuation method (100% volatility and risk-free rate of return of 3.19%), as interest cost of the equipment line of credit. Interest expense for each of the

years ended December 31, 2004, 2005 and 2006, includes $15,857, $15,857, and $7,929, respectively, of warrant amortization.

During 2005, the Company purchased approximately $215,000 of property and equipment that was funded by a financing agreement. The interest rate for

this agreement is 9.3% and the financing is collateralized by the property purchased. As of December 31, 2005 and 2006, the amount outstanding under this

agreement was $165,109 and $96,992, respectively. The Company paid $13,970 and $13,190 for the years ended December 31, 2005 and 2006,

respectively.
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Scheduled future payments for principal obligations under outstanding debt at December 31, 2006, were as follows:

2007
$ 2,554,996

2008
922,485

2009
66,666

Total scheduled principal payments
$ 3,544,147

6. Accrued Expenses

Accrued expenses consisted of the following:

December 31,

2005 2006

Accrued payroll related items
$ 541,864 $ 1,152,228

Accrued telephony
339,342 532,647

Accrued professional fees
107,468 138,552

Accrued other
460,500 722,618

Total accrued expenses
$ 1,449,174 $ 2,546,045

7. Commitments and Contingencies

The Company has various non-cancelable operating leases, primarily related to office space and furniture, that expire through 2009. Total rent expense

charged to operations was approximately $214,624, $222,962 and $438,555 for the years ended December 31, 2004, 2005 and 2006, respectively. Certain

leases have fixed rent escalations clauses and renewal options, which are accounted for on a straight-line basis over the life of the lease.

Future minimum lease payments under non-cancelable operating leases at December 31, 2006, were as follows:

2007
$ 1,577,079

2008
831,844

2009
6,365

Total future minimum lease payments
$ 2,415,288



Litigation and Claims

From time to time and in the ordinary course of business, the Company may be subject to various claims, charges, investigations and litigation. At December

31, 2005 and 2006, the Company did not have any pending claims, charges, investigations or litigation that it expected would have a material effect on its

financial position or results of operations.

8. Redeemable Convertible Preferred Stock

The Company’s Certificate of Incorporation, authorizes the issuance of up to 46,513,420 shares of preferred stock with a par value of $0.001 per share, of

which 2,102,190 shares have been designated as Series A Convertible Preferred Stock (“Series A Preferred Stock”), 8,398,068 shares have been designated

as Series B Convertible Preferred Stock (“Series B Preferred Stock”), 21,112,997 shares have been designated as Series C Convertible Preferred Stock

(“Series C Preferred Stock”), and 14,900,165 shares have been designated as Series D Convertible Preferred Stock (“Series D Preferred Stock”).
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In 2004, the Company issued 7,692,308 shares of Series C Preferred Stock in exchange for cash of $3,000,000, before issuance costs of $40,638.

In 2005, the Company issued 14,830,369 shares of Series D Preferred Stock in exchange for cash of $8,500,000, before issuance costs of $75,968. In

connection with the issuance of Series D Preferred Stock, a redemption feature was added to the Series A, Series B, and Series C Preferred Stock. The Series

D Preferred Stock also is redeemable. The Company is accreting each series of preferred stock to its redemption value over the applicable redemption

period. During the years ended December 31, 2005 and 2006, the Company recorded accretion of issuance costs of $23,901 and $44,283, respectively.

Changes in Series A, Series B, Series C and Series D Preferred Stock were as follows:

Series A Preferred Stock Series B Preferred Stock Series C Preferred Stock Series D Preferred Stock Total Preferred Stock

Carrying Carrying Carrying Carrying Carrying

Shares Value Shares Value Shares Value Shares Value Shares Value

Balance, January

1, 2004
2,055,385

$

7,225,604 8,380,729

$

7,238,335 12,820,513

$

5,078,081 — $ — 23,256,627

$

19,542,

Deemed dividend
— 3,350 — 114,134 — — — — — 117,484

Issuance of

Series C

Preferred Stock,

net of issuance

costs of $40,638
— — — — 7,692,308 2,959,362 — — 7,692,308 2,959,3

Balance,

December 31,

2004
2,055,385 7,228,954 8,380,729 7,352,469 20,512,821 8,037,443 — — 30,948,935 22,618,

Issuance of

Series D

Preferred Stock,

net of issuance

costs of $75,968
— — — — — — 14,830,369 8,424,048 14,830,369 8,424,0

Accretion of

preferred stock

for transaction

costs
— 3,887 — 8,356 — 5,805 — 5,853 — 23,901

Warrants granted

for equipment

line of credit
— — — — — — — 9,096 — 9,096

Balance,

December 31,

2005
2,055,385 7,232,841 8,380,729 7,360,825 20,512,821 8,043,248 14,830,369 8,438,997 45,779,304 31,075,

Accretion of

preferred stock

for transaction

costs
— 7,203 — 15,481 — 10,755 — 10,844 — 44,283

Reclassification

of preferred

stock warrant

liability
—

(113,425

) — (96,988 ) —

(112,789

) — (9,096 ) — (332,29

Balance,

December 31,

2006
2,055,385

$

7,126,619 8,380,729

$

7,279,318 20,512,821

$

7,941,214 14,830,369

$

8,440,745 45,779,304

$

30,787,

The Series A Preferred Stock balance as of January 1, 2004 was net of a repurchase of 190,769 shares with a carrying value of $137,563.

The rights, preferences and privileges of the preferred stock are listed below:



Voting

The holders of each series of the preferred stock have voting rights equivalent to the number of shares of common stock into which their shares are

convertible.

Dividends

The Series A, Series B, Series C and Series D Preferred Stock earn non-cumulative dividends when and if declared for the common stockholders equal to the

number of shares of common stock into which their shares are convertible.

Liquidation

Upon liquidation, holders of Series C and Series D Preferred Stock, collectively, are entitled to be paid out of assets available for distribution, before any

distribution or payment is made to the holders of Series A or Series B Preferred Stock or common stock, an amount equal to the Series C Preferred Stock

liquidation value per share ($0.57 per share) and the Series D Preferred Stock liquidation value per share ($0.39 per share) plus any declared and unpaid

dividends thereon. After payment to the Series C and Series D Preferred Stock, holders of Series B Preferred Stock are entitled to be paid out of the

remaining assets available for distribution, before distribution or payment is made to the holders of Series A Preferred Stock or common SOUNDBITE

COMMUNICATIONS, INC.
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stock, an amount equal to the Series B Preferred Stock liquidation value per share ($0.87 per share) plus any declared and unpaid dividends thereon. After

payment to the Series B, Series C and Series D Preferred Stock, holders of Series A Preferred stockholders are entitled to be paid out of the remaining assets

available for distribution, before distribution or payment is made to the holders of common stock, an amount equal to the Series A Preferred Stock

liquidation value per share ($3.25 per share) plus any declared and unpaid dividends thereon.

After payment in full of all such amounts payable to the holders of Series A, Series B, Series C, and Series D Preferred Stock, the distribution of the

remaining assets of the Company available for distribution is to be made to the common stockholders only.

Conversion

Each share of Series A Preferred Stock is convertible into 3.57 shares of common stock at any time by the holders. Each share of Series B Preferred Stock is

convertible into 1.43 shares of common at any time by the holders. Each share of Series C or Series D Preferred Stock is convertible into 1 share of common

stock at any time by the holders. The conversion rates are subject to adjustment in the event of certain dilutive issuances.

Mandatory Conversion

Each share of the preferred stock shall automatically be converted into shares of common stock upon (i) the consummation of an initial public offering or (ii)

the election to convert by the holders of 75% of the preferred stock then outstanding.

Redemption

At any time on or after June 17, 2010, and on the first and second anniversaries thereof, upon the election of the holders of at least 70% of the then-

outstanding shares of Series C and D Preferred Stock, on as converted basis, the Company shall redeem all outstanding shares of Preferred Stock. With

respect to each requesting holder of preferred stock, the Company would then be required to redeem 33% of the shares of preferred stock held by such

holder of preferred stock on June 17, 2010, 50% of the shares of preferred stock held by such holder on June 17, 2011, and all remaining shares of preferred

stock held by such holder on June 17, 2012.

9. Warrants to Purchase Redeemable Convertible Preferred Stock

As of December 31, 2006, the Company had outstanding 734,110 warrants to purchase preferred stock convertible into 861,647 shares of common stock at

exercise prices ranging from $0.39 to $3.25 per share of preferred stock. These warrants are treated as a liability in the financial statements.
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Years Ended December 31,

2004 2005 2006

Weighted Weighted Weighted

Average Weighted Average Weighted Average Weighted

Number of Exercise Average Number of Exercise Average Number of Exercise Average

Warrants Price Term Warrants Price Term Warrants Price Term

Outstanding — beginning of year
664,320 $ 0.578 5.987 664,320 $ 0.578 4.984 734,110 $ 0.578 4.223

Granted
— 69,790 0.573 7.0 —

Exercised
— — —

Canceled
— — —

Outstanding — end of year
664,320 $ 0.578 4.984 734,110 $ 0.578 4.223 734,110 $ 0.578 3.223



Valuations of Warrants

Upon issuing each of the preferred stock warrants, the Company estimated the fair value of the warrant using the Black-Scholes pricing model and

amortized to interest expense the value of the warrant over the life (or other appropriate term) of the debt or lease agreement with respect to which the

warrant was issued. The Black-Scholes assumptions used by the Company included a fair value of the underlying preferred stock of $0.39 to $3.25 per share

and a life of 7 years. As of December 31, 2005, the carrying value of the warrants was $332,298, as follows:

As of December 31, 2005

Redeemable Convertible Series A Series B Series C Series D

Preferred Stock Warrants
Preferred Stock Preferred Stock Preferred Stock Preferred Stock Total

Granted for lease agreement
$ 63,125 $ — $ — $ — $ 63,125

Granted for bank line of credit
50,500 — — — 50,500

Granted for bank line of credit
— 12,624 — — 12,624

Granted for bank equipment line
— 84,364 — — 84,364

Granted for bank line of credit
— — 65,017 — 65,017

Granted for bank equipment line
— — 47,572 — 47,572

Granted for bank line of credit
— — — 9,096 9,096

Total
$ 113,625 $ 96,988 $ 112,589 $ 9,096 $ 332,298

Upon its adoptation of FSP 150-5 as of January 1, 2006, the Company reclassified the estimated value of the warrants of $332,298 to a liability and, after

re-measuring the fair value of the warrants, recorded a cumulative benefit of $27,773, as described in Note 2.

Issuance of Warrants

On August 14, 2002, the Company issued warrants to purchase 115,596 shares of Series B Preferred Stock at a purchase price of $0.86508 per share,

subject to adjustment under certain circumstances. The warrants were issued in connection with an equipment line of credit agreement with a bank (see

Note 5). The warrants, which are exercisable, in whole or in part, at the discretion of the holder, expire on either August 31, 2009, or two years after an initial

public offering of the Company’s common stock, whichever is later. On March 13, 2003, this warrant agreement was amended and restated cancelling the

Series B preferred stock to allow the holder to purchase, in lieu of Series B Preferred Stock, up to 256,410 shares of Series C Preferred Stock at a purchase

price of $0.39 per share subject to adjustment under certain circumstances. At the date of the amended agreement, it was determined that the value of the

warrants to purchase Series C Preferred Stock approximated the value of the original warrants to purchase Series B Preferred Stock. As a result, no

additional costs were recorded.
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On March 31, 2003 and October 3, 2003, the Company issued warrants to purchase 109,087 and 89,744 shares of Series C Preferred Stock at a purchase

price of $0.39 per share, respectively, subject to adjustment under certain circumstances. The warrants were issued in connection with amendments to the

bank line of credit agreement (see Note 5). The warrants, which are exercisable, in whole or in part, at the discretion of the holder, expire on March 31, 2010,

and October 3, 2010, provided, however, that if the Company completes its initial public offering within the one-year period immediately prior to the

expiration date, the expiration date shall automatically be extended until the first anniversary of the effective date of the Company’s initial public offering. If

these warrants have not been exercised prior to the expiration date, the warrants shall be deemed to have been automatically exercised on the expiration

date by “cashless” conversion.

On July 10, 2003, the Company issued warrants to purchase 144,935 shares of Series C Preferred Stock at a purchase price of $0.39 per share, subject to

adjustment under certain circumstances. The warrants were issued in connection with an equipment line of credit (see Note 5). The warrants, which are

exercisable, in whole or in part, at the discretion of the holder, expire on June 30, 2010, or two years following the closing of an initial public offering.

On June 30, 2005, the Company issued warrants to purchase 69,790 shares of Series D Preferred Stock at a purchase price of $0.57315 per share, subject to

adjustment under certain circumstances. The warrants were issued in connection with an equipment line of credit (see Note 5). The warrants, which are

exercisable, in whole or in part, at the discretion of the holder, expire on June 30, 2012, or two years following the closing of an initial public offering,

whichever is later.

10. Common Stock

Authorized Shares and Activity

At December 31, 2006, the Company had authorized 75,000,000 shares of common stock, of which 68,603,782 shares were reserved for future issuance as

follows:

Conversion of redeemable convertible preferred stock
54,624,716

Warrants to purchase redeemable convertible preferred stock
861,647



Outstanding options to purchase common stock
11,102,944

Shares reserved for future option grants
2,014,475

68,603,782

The Company’s Certificate of Incorporation allows for the declaration and payment of dividends on the common stock out of the unrestricted and

unreserved surplus of the Company provided the holders of the Series A, Series B, Series C and Series D Preferred Stock are included. The preferred

stockholders will receive dividends based upon the number of shares of common stock into which their shares are convertible. However, under the terms of

the bank line of credit agreement (see Note 5), no cash dividends may be paid while the Company has obligations to the bank.

Stock Options

Under the Company’s 2000 Stock Option Plan (the “Plan”), the Company may grant incentive stock options and nonqualified stock options to purchase up

to 15,619,791 shares of common stock. The options generally vest ratably over four years and expire no later than ten years after the date of grant. At

SOUNDBITE COMMUNICATIONS, INC.
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December 31, 2006, there were 2,014,475 shares available for grant under the Plan. Stock option activity under the Plan during the years ended December

31, 2004, 2005 and 2006 was as follows:

Years Ended December 31,

2004 2005 2006

Weighted Weighted Weighted

Average Average Average

Number of Exercise Number of Exercise Number of Exercise

Options Price Options Price Options Price

Outstanding — beginning of period
5,759,736 $ 0.082 7,302,654 $ 0.074 9,819,773 $ 0.080

Granted
2,413,812 0.060 3,456,912 0.088 3,505,515 0.171

Exercised
(47,500 ) 0.066 (238,345 ) 0.064 (688,870 ) 0.087

Canceled
(823,394 ) 0.096 (701,448 ) 0.062 (1,533,474 ) 0.145

Outstanding — end of period
7,302,654 $ 0.074 9,819,773 $ 0.080 11,102,944 $ 0.099

Exercisable — end of period
2,246,975 $ 0.096 3,958,100 $ 0.085 5,828,676 $ 0.081

The weighted average grant date fair values of options granted during the years ended December 31, 2004, 2005 and 2006 were $0.01, $0.02 and $0.12

each, respectively. The intrinsic value of options exercised during the years ended December 31, 2004, 2005 and 2006 was $0, $0 and $539,000,

respectively. The aggregate intrinsic value of options outstanding and options exercisable as of December 31, 2006, was $8.6 million and $4.6 million,

respectively. The intrinsic value of an option was calculated as (a) the difference between the estimated fair value as of the Company’s common stock at

December 31, 2006 and the exercise price of the option, multiplied by (b) the number of shares subject to such option.

Options outstanding that have vested or are expected to vest as of December 31, 2006 were as follows:

Weighted

Average

Weighted Remaining Aggregate

Number of Average Contractual Intrinsic

Shares Price Term Value

Vested
5,828,676 $ 0.081 7.06 $ 4,601,104

Expected to vest
4,277,431 0.12 8.71 3,211,171

The following table summarizes information about stock options outstanding at December 31, 2006:

Options Vested and

Currently

Options Outstanding Exercisable

Weighted- Weighted-

Average Average

Remaining Remaining

Exercise Number of Contractual Number of Contractual

Price
Options Life (Years) Options Life (Years)

$0.060
5,858,103 7.00 4,271,894 7.02

0.086
874,500 8.57 309,462 8.58



0.115
1,523,300 8.93 435,635 8.94

0.120
610,043 5.04 609,834 5.04

0.177
2,171,015 9.55 135,868 9.51

0.600
65,983 4.01 65,983 4.01

Total
11,102,944 7.76 5,828,676 7.06
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Under the Plan, option recipients (Option Holders) are permitted to exercise options in advance of vesting. Any options exercised in advance of vesting

result in the Option Holder receiving restricted stock, which is then subject to vesting under the respective option’s vesting schedule. Restricted stock that is

not vested is subject to a right of repurchase by the Company from any Option Holder who is an employee and who leaves the Company (either voluntarily

or involuntarily), at the original price paid by the Option Holder at the time the options were exercised. The cash received from these exercises is initially

recorded as a liability and is subsequently reclassified to common stock as the shares vest.

The activity of non-vested shares of restricted stock for the year ended December 31, 2006 as a result of early exercises of options granted to employees is

as follows:

Weighted Average

Grant Date

Non-vested Shares
Shares Fair Value

Non-vested as of January 1, 2006
22,500 $ 0.060

Early exercises of options
60,000 0.086

Vested
(22,500 ) 0.083

Repurchased
(20,000 ) 0.060

Non-vested as of December 31, 2006
40,000 $ 0.086

Effective January 1, 2006, the Company adopted SFAS 123R using the prospective transition method of application; prior period financial statements have

not been restated. Compensation expense recognized in 2006 includes the cost of stock options granted on and subsequent to January 1, 2006. Stock

options granted by the Company prior to that time are specifically excluded from SFAS 123R and will continue to be accounted for in accordance with

Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees.

In 2006, the Company used the Black-Scholes option pricing model to value option grants and determine the related compensation expense. The

assumptions used in calculating the fair value of stock-based payment awards represent management’s best estimates.

The Company estimates expected volatility based on that of the Company’s publicly traded peer companies and expects to continue to do so until such time

as the Company has adequate historical data. The comparable peer companies selected are publicly traded companies with similar operations as determined

by the Company’s Board of Directors. Management believes that the historical volatility of the Company’s stock price does not best represent the expected

volatility of the stock price. The Company is currently a private company and therefore lacks company-specific historical and implied volatility information.

The Company intends to continue to consistently use the same group of publicly traded peer companies to determine volatility in the future until such time

that sufficient information regarding the volatility of its share price becomes available or that the selected companies are no longer suitable for this purpose.

The risk-free interest rate used for each grant is equal to the U.S. Treasury seven-year monthly Treasury bill rate, the term of which approximates the

expected life of the option.

The expected term of the options granted was determined based on the simplified method in accordance with SEC Staff Accounting Bulletin No. 107,

Share-Based Payment, in which the expected term is equal to the vesting term plus the original contractual term.

SFAS 123R requires that the Company recognize compensation expense for only the portion of options that are expected to vest. Therefore, the Company

has estimated expected forfeitures of stock options with the adoption of SFAS 123R. In developing a forfeiture rate estimate, the Company considered its

historical experience, its growing employee base and the limited liquidity of its common stock. If the actual number of SOUNDBITE

COMMUNICATIONS, INC.
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forfeitures differs from those estimated by management, additional adjustments to compensation expense may be required in future periods.

The following table provides the assumptions used in determining the fair value of the share-based awards for the year ended December 31, 2006.

Risk-free rate
4.37-5.08 %

Expected life
6.02-6.25 years



Expected volatility
78.40 %

Expected dividend yield
0 %

Forfeiture rate
18.9 %

In determining the exercise prices for options granted, the Company’s Board of Directors has considered the fair value of the common stock as of the

measurement date. The fair value of the common stock has been determined by the Board of Directors after considering a broad range of factors, including

the illiquid nature of an investment in the Company’s common stock, the Company’s historical financial performance and financial position, the Company’s

future prospects and opportunity for liquidity events, and recent sale and offer prices of common and redeemable convertible preferred stock in private

transactions negotiated at arm’s length.

Compensation expense associated with share-based awards amounted to $59,440 for the year ended December 31, 2006. This amount was based on awards

ultimately expected to vest and reflects an estimate of awards that will be forfeited. For the year ended December 31, 2006, the total compensation cost

related to stock-based awards granted under SFAS 123R to employees and directors but not yet amortized was $222,791, net of estimated forfeitures. These

costs will be amortized on a straight-line basis over a weighted average period of 3.37 years.

During the year ended December 31, 2006, the Company recorded $4,719 of stock-based compensation related to options granted to non-employees.
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11. Income Taxes

At December 31, 2006, the Company had available U.S. federal and state net operating loss carryforwards of $11,800,000 and $11,760,000, respectively,

which will expire between 2007 and 2026. In addition, the Company had U.S. federal and state tax credits of $411,000 and $145,000, respectively, which

will expire between 2016 and 2026. Ownership changes, as defined by the Internal Revenue Code, may substantially limit the amount of net operating loss

and tax credit carryforwards that can be utilized annually to offset future taxable income. The Company believes that ownership changes occurred in 2000

and 2001 and, as a result, in 2006 reduced its net operating loss carryforwards and its tax credits by $6.8 million and $225,000, respectively. Subsequent

ownership changes could further limit the amount of net operating loss and tax credit carryforwards that can be used in future years. Such annual

limitations could result in the expiration of net operating loss and tax credit carryforwards before utilization.

The provision (benefit) for income taxes for the years ended December 31, 2004, 2005 and 2006 was as follows:

Years Ended December 31,

2004 2005 2006

Current:

Federal
$ — $ — $ —

State
— — —

— — —

Deferred:

Federal
— — —

State
— — —

— — —

Total
$ — $ — $ —

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of assets and liabilities for financial reporting

purposes and the amounts used for income tax purposes. Significant components of the Company’s net deferred income taxes are as follows:

As of December 31,

2005 2006

Deferred tax assets:

Net operating loss carryforwards
$ 4,781,339 $ 4,747,738

Accounts receivable
47,995 43,890

Accrued expenses
156,445 127,902

Research and development credits
433,411 555,911

Depreciation
66,787 37,756

Deferred tax assets
5,485,977 5,513,197

Valuation allowance
(5,485,977 ) (5,513,197 )

Total deferred tax assets
$ — $ —
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In 2005 and 2006, the Company utilized a portion of its net operating loss and credit carryforwards to fully reduce its tax provision. A reconciliation of the

U.S. federal statutory rate to the Company’s effective tax rate for the years ended December 31, 2004, 2005 and 2006 is a follows:

December 31,

2004 2005 2006

Tax at U.S. federal statutory rate
(34.0 )% 34.0 % (34.0 )%

State taxes, net of federal benefit
— 6.3 —

Non-deductible items-meals
0.8 2.3 41.1

Non-deductible items-stock options
— 2.8 17.4

Non-deductible items-warrants
2.4 — 42.2

Change in valuation allowance (including use of net operating loss)
30.8 (45.4 ) (66.7 )

— % — % — %

FASB Statement of Financial Accounting Standards No. 109, Accounting for Income Taxes, requires a valuation allowance to reduce the deferred tax assets

reported if, based on the weight of the evidence, it is more likely than not that some portion or all of the deferred tax assets will not be realized. After

consideration of all the evidence, both positive and negative, management determined that a $5,513,197 valuation allowance at December 31, 2006 was

necessary to reduce the deferred tax assets to the amount that will more likely than not be realized. The increase (decrease) in the valuation allowance was

$553,686, ($554,094) and $27,220 in 2004, 2005 and 2006, respectively.

12. Benefit Plan

The Company has a retirement savings plan under Section 401(k) of the Internal Revenue Code. Participants may contribute up to a maximum percentage

of their annual compensation to this plan as determined by the Company, limited to a maximum annual amount set by the Internal Revenue Service. The

Company has not made any matching contributions to this plan during the years ended December 31, 2004, 2005 and 2006.
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Until , 2007, all dealers that effect transactions in these securities, whether or not participating in this offering, may be required to deliver a prospectus. This

requirement is in addition to the dealer’s obligation to deliver a prospectus when acting as underwriters and with respect to their unsold allotments or

subscriptions.
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Item 13. Other Expenses of Issuance and Distribution.



The following table sets forth the costs and expenses, other than the underwriting discounts and commission, payable by us in connection with the sale of

common stock being registered. All amounts are estimated except the fees payable to the SEC and the National Association of Securities Dealers, Inc.

SEC registration fee
$ 2,118

National Association of Securities Dealers, Inc. fee
7,400

The NASDAQ Global Market listing fee
100,000

Printing and mailing
*

Legal fees and expenses
*

Accounting fees and expenses
*

Transfer agent fees
15,000

Miscellaneous
*

Total
$ *

callerid=999 iwidth=455 length=60

* To be filed by amendment.

Item 14. Indemnification of Directors and Officers.

Article SEVENTH of our amended and restated charter, to become effective upon the closing of the offering made pursuant to this registration statement,

provides that no director of our company shall be personally liable to us or our stockholders for monetary damages for any breach of fiduciary duty as a

director, notwithstanding any provision of law imposing such liability, except to the extent that the Delaware law statute prohibits the elimination or

limitation of liability of directors for breaches of fiduciary duty.

Article EIGHTH of our charter provides that we will indemnify each person who was or is a party or threatened to be made a party to any threatened,

pending or completed action, suit or proceeding (other than an action by or in the right of us) by reason of the fact that he or she is or was, or has agreed to

become, a director or officer of our company, or is or was serving, or has agreed to serve, at our request as a director, officer, partner, employee or trustee of,

or in a similar capacity with, another corporation, partnership, joint venture, trust or other enterprise (all such persons being referred to as an indemnitee),

or by reason of any action alleged to have been taken or omitted in such capacity, against all expenses (including attorneys’ fees), judgments, fines and

amounts paid in settlement actually and reasonably incurred in connection with such action, suit or proceeding and any appeal therefrom, if such

indemnitee acted in good faith and in a manner he or she reasonably believed to be in, or not opposed to, our best interests, and, with respect to any criminal

action or proceeding, he or she had no reasonable cause to believe his or her conduct was unlawful. Our charter provides that we will indemnify any

indemnitee who was or is a party or threatened to be made a party to any threatened, pending or completed action or suit by or in the right of us to procure

a judgment in our favor by reason of the fact that the indemnitee is or was, or has agreed to become, a director or officer of our company, or is or was serving,

or has agreed to serve, at our request as a director, officer, partner, employee or trustee of, or in a similar capacity with, another corporation, partnership,

joint venture, trust or other enterprise, or by reason of any action alleged to have been taken or omitted in such capacity, against all expenses (including

attorneys’ fees) and, to the extent permitted by law, amounts paid in settlement actually and reasonably incurred in connection with such action, suit or

proceeding, and any appeal therefrom, if the indemnitee acted in good faith and in a manner he or she reasonably believed to be in, or not opposed to, our

best interests, except that no indemnification shall be made with respect to any claim, issue or matter as to which such person shall have been adjudged to be

liable to us, unless a court determines that, despite such adjudication but in view of all of the circumstances, he or she is entitled to indemnification of such

expenses. Notwithstanding the foregoing, to the extent that an indemnitee has been successful, on the merits or otherwise, he or she will be indemnified by

us against all expenses (including attorneys’ fees) actually and reasonably incurred in connection therewith. Expenses must be advanced to an indemnitee

under certain circumstances.
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As a condition precedent to the right of indemnification, an indemnitee must give us notice of the action for which indemnity is sought and we have the

right to participate in such action or assume the defense thereof.

Article EIGHTH of our charter further provides that the indemnification provided therein is not exclusive, and provides that no amendment, termination or

repeal of the relevant provisions of the Delaware law statute or any other applicable law will diminish the rights of any Indemnitee to indemnification under

our charter.

Section 145 of the Delaware law statute provides that a corporation has the power to indemnify a director, officer, employee, or agent of the corporation and

certain other persons serving at the request of the corporation in related capacities against expenses (including attorneys’ fees), judgments, fines and

amounts paid in settlements actually and reasonably incurred by the person in connection with an action, suit or proceeding to which he or she is or is

threatened to be made a party by reason of such position, if such person acted in good faith and in a manner he or she reasonably believed to be in or not

opposed to the best interests of the corporation, and, in any criminal action or proceeding, had no reasonable cause to believe his or her conduct was

unlawful, except that, in the case of actions brought by or in the right of the corporation, no indemnification shall be made with respect to any claim, issue or

matter as to which such person shall have been adjudged to be liable to the corporation unless and only to the extent that the Court of Chancery or other

adjudicating court determines that, despite the adjudication of liability but in view of all of the circumstances of the case, such person is fairly and

reasonably entitled to indemnity for such expenses that the Court of Chancery or such other court shall deem proper.

We have obtained director and officer insurance providing for indemnification for our directors and officers for certain liabilities and expect that, prior to

the consummation of this offering, such insurance will provide for indemnification of our directors and officers for liabilities under the Securities Act.



In the underwriting agreement we enter into in connection with the sale of common stock being registered hereby, the underwriters will agree to indemnify,

under certain conditions, us, our directors, our officers and persons who control us within the meaning of the Securities Act against certain liabilities.

Item 15. Recent Sales of Unregistered Securities

Set forth below is information regarding shares of capital stock issued and options granted by us within the past three years. Also included is the

consideration, if any, received by us for such shares and options and information relating to the section of the Securities Act, or rules of the SEC, under

which exemption from registration was claimed. No underwriters were involved in any of such sales or grants. Some of the transactions described below

involved directors, officers and five percent stockholders.

• On July 28, 2004, we sold 2,564,102 shares of our Series C convertible preferred stock at a purchase price of $0.39 per share.

•

On June 17, 2005, we entered into a stock purchase agreement pursuant to which we sold an aggregate of 14,830,369 shares of our Series D convertible

preferred stock at a purchase price of $0.57315 per share.

All of these sales were made in reliance on the exemption provided by Section 4(2) of the Securities Act and Regulation D promulgated thereunder. The

recipients of securities in each of the above-referenced transactions represented that they were accredited investors within the meaning of the Securities Act

and represented their intentions to acquire the securities for investment purposes only and not with a view to, or for sale in connection with, any

distribution thereof and appropriate legends were affixed to the instruments representing the shares issued in such transactions.

Since April 13, 2004, we have granted stock options to purchase 8,869,762 shares of common stock, with exercise prices ranging from $0.06 to $1.90,

pursuant to our 2000 stock option plan. Since that date, options have been exercised to acquire a total of 977,215 shares for consideration aggregating

$77,922.
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The issuance of stock options and the common stock issuable upon the exercise of stock options as described in this Item 15 were issued pursuant to written

compensatory plans or arrangements with our employees, directors and consultants, in reliance on the exemption provided by Rule 701 promulgated under

Section 3(b) of the Securities Act. All recipients either received adequate information about us or had access, through employment or other relationships, to

such information.

Item 16. Exhibits.

(a) Exhibits

Exhibit Filed

To be Filed

by

Number Description of Exhibit Herewith Amendment

1 .1 Form of Underwriting Agreement X

3 .1 Eighth Amended and Restated Certificate of Incorporation of the Registrant, as amended, as currently in effect X

3 .2

Ninth Amended and Restated Certificate of Incorporation of the Registrant, to become effective prior to the closing of

the offering X

3 .3

Form of Tenth Amended and Restated Certificate of Incorporation of the Registrant, to become effective upon closing of

the offering X

3 .4 Fourth Amended and Restated By-laws of the Registrant, as currently in effect X

3 .5 Amended and Restated By-laws of the Registrant, to become effective upon closing of the offering X

4 .1 Specimen certificate for shares of common stock of the Registrant X

4 .2

Investors’ Rights Agreement dated as of June 17, 2005, among the Registrant, the Investors named therein, John

McDonough and David Parker X

5 .1 Opinion of Wilmer Cutler Pickering Hale and Dorr LLP X

10 .1 Lease dated as of May 1, 2005, between the Registrant and Burlington Woods Office Trust No. 2, as amended X

10 .2 Lease dated as of May 1, 2006, between the Registrant and Burlington Woods Office Trust No. 1 X

10 .3 Agreement dated as of August 29, 2003, as amended, between the Registrant and Internap Network Services Corporation X

10 .4 Agreement dated as of October 9, 2004, between the Registrant and ColoSpace, Inc. X

10 .5

Amended and Restated Loan and Security Agreement dated as of July 2, 2004, between the Registrant and Comerica Bank, as

amended from time to time X

10 .6

Loan and Security Agreement dated as of August 14, 2002, between the Registrant and Lighthouse Capital Partners IV,

L.P. X

10 .7 Loan and Security Agreement dated as of July 10, 2003, between the Registrant and Lighthouse Capital Partners IV, L.P. X

10 .8 Payment Plan Agreement dated February 28, 2005 between the Registrant and Oracle Credit Corporation X

10 .9† 2000 Stock Option Plan, as amended, of the Registrant X

10 .10†

Standard form of Incentive Stock Option Agreement entered into with executive officers pursuant to the 2000 Stock

Option Plan of the Registrant X

10 .11†

Standard form of Nonqualified Stock Option Agreement entered into with executive officers and directors pursuant to the

2000 Stock Option Plan of the Registrant X

10 .12† 2007 Stock Incentive Plan of the Registrant X
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Number Description of Exhibit Herewith Amendment

10 .13† Form of Incentive Stock Option Agreement under 2007 Stock Incentive Plan of the Registrant X

10 .14† Form of Nonstatutory Stock Option Agreement under 2007 Stock Incentive Plan of the Registrant X

10 .15† Form of Restricted Stock Agreement under 2007 Stock Incentive Plan of the Registrant X

10 .16†

Form of Change in Control Agreement entered into between the Registrant and each of Christopher Hemme, Timothy Segall,

Peter Shields and Richard Underwood X

10 .17

Form of Indemnification Agreement entered into by and between the Registrant and each of its executive officers and

directors X

10 .18† 2007 Management Cash Compensation Plan X

10 .19† Summary of compensatory arrangements with non-employee directors X

14 .1 Code of Business Conduct and Ethics, to become effective upon closing of the offering X

23 .1 Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm X

23 .2 Consent of Wilmer Cutler Pickering Hale and Dorr LLP (included in Exhibit 5.1) X

24 .1 Power of Attorney (included on signature page) X
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† Management contract or compensatory plan or arrangement.

(b) Financial Statement Schedules

None.

Item 17. Undertakings.

The undersigned registrant hereby undertakes to provide to the underwriter at the closing specified in the underwriting agreements, certificates in such

denominations and registered in such names as required by the underwriter to permit prompt delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and controlling persons of the

registrant pursuant to the foregoing provisions, or otherwise, the registrant has been advised that in the opinion of the Securities and Exchange

Commission such indemnification is against public policy as expressed in the Act, and is, therefore, unenforceable. In the event that a claim for

indemnification against such liabilities (other than the payment by the registrant of expenses incurred or paid by a director, officer or controlling person of

the registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in connection with the

securities being registered, the registrant will, unless in the opinion of its counsel the matter has been settled by the controlling precedent, submit to a court

of appropriate jurisdiction the question whether such indemnification by it is against public policy as expressed in the Act and will be governed by the final

adjudication of such issue.

The undersigned registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, the information omitted from the form of Prospectus filed as part of this

registration statement in reliance upon Rule 430A and contained in a form of prospectus filed by the registrant pursuant to Rule 424(b)(1) or (4), or 497(h)

under the Securities Act shall be deemed to be part of this registration statement as of the time it was declared effective.

(2) For the purpose of determining any liability under the Securities Act of 1933, each post-effective amendment that contains a form of prospectus shall be

deemed to be a new registration statement relating to the securities offered therein and the offering of such securities at that time shall be deemed to be the

initial bona fide offering thereof.

END LOGICAL PAGE PAGEBREAK BEGIN LOGICAL PAGE

Signatures
Pursuant to the requirements of the Securities Act of 1933, the registrant has duly caused this registration statement to be signed on its behalf by the

undersigned, thereunto duly authorized, in the City of Burlington, The Commonwealth of Massachusetts, as of April 16, 2007.

SOUNDBITE COMMUNICATIONS, INC.

By:
/s/ Peter R. Shields
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Peter R. Shields

President and Chief Executive Officer

Signatures and Power of Attorney
We, the undersigned directors and/or officers of SoundBite Communications, Inc. (the “Company”), hereby severally constitute and appoint Peter Shields,

Robert Leahy and Christopher Hemme, and each of them singly, our true and lawful attorneys, with full power to any of them, and to each of them singly, to

sign for us and in our names in the capacities indicated below the registration statement on Form S-1 filed herewith, and any and all pre-effective and post-

effective amendments to said registration statement, and any registration statement filed pursuant to Rule 462(b) under the Securities Act of 1933, as



amended, in connection with the registration under the Securities Act of 1933, as amended, of equity securities of the Company, and to file or cause to be

filed the same, with all exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting unto said

attorneys, and each of them, full power and authority to do and perform each and every act and thing requisite and necessary to be done in connection

therewith, as fully to all intents and purposes as each of them might or could do in person, and hereby ratifying and confirming all that said attorneys, and

each of them, or their substitute or substitutes, shall do or cause to be done by virtue of this Power of Attorney.

Pursuant to the requirements of the Securities Act of 1933, this registration statement has been signed by the following persons in the capacities indicated

as of April 16, 2007:

Signature Title

/s/ Peter R. Shields

Peter R. Shields

President, Chief Executive Officer and Director

(principal executive officer)

/s/ Robert C. Leahy

Robert C. Leahy

Vice President and Chief Financial Officer

(principal financial officer)

/s/ Christopher A. Hemme

Christopher A. Hemme

Vice President, Finance and Treasurer

(principal accounting officer)

/s/ Eric R. Giler

Eric R. Giler Director

/s/ James A. Goldstein

James A. Goldstein Director

/s/ Justin J. Perreault

Justin J. Perreault Director

/s/ James J. Roszkowski

James J. Roszkowski Director

/s/ Regina O. Sommer

Regina O. Sommer Director

/s/ Vernon F. Lobo

Vernon F. Lobo Director
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Exhibit Index

Exhibit Filed

To be Filed

by

Number Description of Exhibit Herewith Amendment

1 .1 Form of Underwriting Agreement X

3 .1 Eighth Amended and Restated Certificate of Incorporation of the Registrant, as amended, as currently in effect X

3 .2

Ninth Amended and Restated Certificate of Incorporation of the Registrant, to become effective prior to the closing of

the offering X

3 .3

Form of Tenth Amended and Restated Certificate of Incorporation of the Registrant, to become effective upon closing of

the offering X

3 .4 Fourth Amended and Restated By-laws of the Registrant, as currently in effect X

3 .5 Amended and Restated By-laws of the Registrant, to become effective upon closing of the offering X

4 .1 Specimen certificate for shares of common stock of the Registrant X

4 .2

Investors’ Rights Agreement dated as of June 17, 2005, among the Registrant, the Investors named therein, John

McDonough and David Parker X

5 .1 Opinion of Wilmer Cutler Pickering Hale and Dorr LLP X

10 .1 Lease dated as of May 1, 2005, between the Registrant and Burlington Woods Office Trust No. 2, as amended X

10 .2 Lease dated as of May 1, 2006, between the Registrant and Burlington Woods Office Trust No. 1 X

10 .3 Agreement dated as of August 29, 2003, as amended, between the Registrant and Internap Network Services Corporation X

10 .4 Agreement dated as of October 9, 2004, between the Registrant and ColoSpace, Inc. X

10 .5

Amended and Restated Loan and Security Agreement dated as of July 2, 2004, between the Registrant and Comerica Bank, as

amended from time to time X

10 .6

Loan and Security Agreement dated as of August 14, 2002, between the Registrant and Lighthouse Capital Partners IV,

L.P. X

10 .7 Loan and Security Agreement dated as of July 10, 2003, between the Registrant and Lighthouse Capital Partners IV, L.P. X

10 .8 Payment Plan Agreement dated February 28, 2005 between the Registrant and Oracle Credit Corporation X

10 .9† 2000 Stock Option Plan, as amended, of the Registrant X



10 .10†

Standard form of Incentive Stock Option Agreement entered into with executive officers pursuant to the 2000 Stock

Option Plan of the Registrant X

10 .11†

Standard form of Nonqualified Stock Option Agreement entered into with executive officers and directors pursuant to the

2000 Stock Option Plan of the Registrant X

10 .12† 2007 Stock Incentive Plan of the Registrant X

10 .13† Form of Incentive Stock Option Agreement under 2007 Stock Incentive Plan of the Registrant X
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Exhibit Filed

To be Filed

by

Number Description of Exhibit Herewith Amendment

10 .14† Form of Nonstatutory Stock Option Agreement under 2007 Stock Incentive Plan of the Registrant X

10 .15† Form of Restricted Stock Agreement under 2007 Stock Incentive Plan of the Registrant X

10 .16†

Form of Change in Control Agreement entered into between the Registrant and each of Christopher Hemme, Timothy Segall,

Peter Shields and Richard Underwood X

10 .17

Form of Indemnification Agreement entered into by and between the Registrant and each of its executive officers and

directors X

10 .18† 2007 Management Cash Compensation Plan X

10 .19† Summary of compensatory arrangements with non-employee directors X

14 .1 Code of Business Conduct and Ethics, to become effective upon closing of the offering X

23 .1 Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm X

23 .2 Consent of Wilmer Cutler Pickering Hale and Dorr LLP (included in Exhibit 5.1) X

24 .1 Power of Attorney (included on signature page) X
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† Management contract or compensatory plan or arrangement.
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