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VSOE of fair value for the undelivered elements is deferred and the remaining portion of the arrangement consideration is 
recognized as product revenue, assuming all other revenue recognition criteria of appropriate revenue guidance have been
met. Revenue from post-contract customer support agreements, which entitle customers to both telephone support and 
any unspecified upgrades and enhancements during the term of the agreement, is recognized ratably over the term of the 
support agreement.

We license certain software to customers under licensing agreements that allow those customers to embed our software into 
specific products they offer.  As consideration, licensees pay us a fee based on the amount of sales of their products that 
incorporate our software. On a periodic and timely basis, the licensees provide us with reports listing their sales to end 
users for which they owe us license fees. As the reports substantiate delivery has occurred, we recognize revenue based on 
the information in these reports or when amounts can be reasonably estimated.  

Service Revenue 

Revenue for service is generally recognized upon services being rendered.  Service revenue consists of customer field 
support agreements for our hardware products, installation, professional services and out-of-warranty repairs.  For customer 
field support agreements, revenue equal to the separately stated price of these service contracts for our hardware products is
initially deferred and recognized as revenue ratably over the contract period.  Installation and professional services are not 
considered essential to the functionality of our products as these services do not alter the product capabilities, do not require 
specialized skills and may be performed by our customers or other vendors.  Installation and professional services are 
recognized upon completion. Out-of-warranty repair revenue is recognized upon completion of the repair.

Royalty Revenue 

We license certain intellectual property to third party manufacturers under arrangements that are represented by master 
contracts.  The master contracts give the third party manufacturers rights to the intellectual property which include allowing
them to either manufacture or include the intellectual property in products for resale. As consideration, the licensees pay us 
a per-unit royalty for sales of their products that incorporate our intellectual property. On a periodic and timely basis, the 
licensees provide us with reports listing units sold to end users subject to the royalties. As the reports substantiate delivery 
has occurred, we recognize revenue based on the information in these reports or when amounts can be reasonably 
estimated.

Multiple Element Arrangements

For multiple deliverable revenue arrangements with customers which are not subject to software revenue guidance, we 
separate the deliverables based on specific criteria, assign an estimated selling price to each deliverable based on the selling 
price hierarchy using VSOE, third-party evidence of selling price (“TPE”) or estimated selling price (“ESP”) and allocate 
the total arrangement consideration using the relative selling price method.  When VSOE cannot be established we attempt 
to establish the selling price of each element based on TPE.  TPE is determined based on competitor prices for largely 
interchangeable products when sold separately.  When we are unable to establish selling price using VSOE or TPE, we use 
ESP.  For ESP, we consider our discounting and internal pricing practices.  Additionally, for certain transactions we 
evaluate whether any undelivered elements are essential to the functionality of the delivered elements in order to determine 
the appropriate timing of revenue recognition.  If specific criteria are not met, the arrangement is accounted for as one unit 
of accounting which results in revenue being deferred until the earlier of when such criteria are met, when the last 
undelivered element is delivered or ratably over the contract term as appropriate.

Service Cost of Revenue 

We classify expenses as service cost of revenue by estimating the portion of our total cost of revenue that relates to 
providing field support to our customers under contract, installation, integration and repair services. These estimates are 
based upon a variety of factors, including the nature of the support activity and the level of infrastructure required to 
support the activities from which we earn service revenue.  In the event our service business changes, our estimates of cost 
of service revenue may be impacted.  Service cost of revenue excludes costs associated with basic warranty support on new 
products.


