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FISCAL FOURTH QUARTER AND YEAR-END 2008 EARNINGS ANNOUNCEMENT

DISCUSSION OF NON-GAAP FINANCIAL MEASURES

Safe Harbor and Forward-L ooking Statements

Statements in this document about Nuance managements’ future expectations, beliefs, goals, plans or
prospects constitute forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. Any statements that are not statements of historical fact (including statements
containing the words “believes,” “plans,” “anticipates,” “expects,” or “estimates’ or similar expressions)
should also be considered to be forward-looking statements. There are a number of important factors that
could cause actual results or eventsto differ materially from those indicated by such forward-looking
statements, including: fluctuations in demand for Nuance' s existing and future products; economic
conditions in the United States and abroad; Nuance' s ability to control and successfully manage its expenses
and cash position; the effects of competition, including pricing pressure; possible defectsin Nuance's
products and technologies; the ability of Nuance to successfully integrate operations and empl oyees of
acquired businesses; the ability to realize anticipated synergies from acquired businesses; and the other
factors described in Nuance' s annual report on Form 10-K for the fiscal year ended September 30, 2007 and
Nuance's quarterly reports on Form 10-Q filed with the Securities and Exchange Commission. Nuance
disclaims any obligation to update any forward-looking statements as aresult of developments occurring
after the date of this document.

The unaudited financia results presented in this press release are subject to change based on the completion
of the audit of our fiscal 2008 financia statements. The information included in this press release should not
be viewed as a subgtitute for full financia statements.

Discussion of Non-GAAP Financial M easur es

Management utilizes a number of different financial measures, both GAAP and non-GAAP, in analyzing and
assessing the overall performance of our business, for making operating decisions and for forecasting and
planning for future periods. We consider the use of non-GAAP revenue helpful in understanding the
performance of our business, asit excludes the purchase accounting impact on acquired deferred revenue and
other acquisition-related adjustments to revenue. We also consider the use of non-GAAP earnings per share
helpful in ng the organic performance of the continuing operations of our business from a cash
perspective. By organic performance we mean performance as if we had owned an acquired asset in the same
period a year ago. By continuing operations we mean the ongoing results of the business excluding certain
unplanned costs. While our management uses these non-GAAP financial measures as atool to enhance their
understanding of certain aspects of our financial performance, our management does not consider these
measures to be a substitute for, or superior to, the information provided by GAAP revenue and earnings per
share. Consistent with this approach, we believe that disclosing non-GAAP revenue and non-GAAP earnings
per share to the readers of our financial statements provides such readers with useful supplemental data that,
while not a substitute for GAAP revenue and earnings per share, allows for greater transparency in the
review of our financial and operational performance. In assessing the overall health of our business during
the fiscd years ended September 30, 2008 and 2007, and, in particular, in evaluating our revenue and
earnings per share, our management has either included or excluded items in three general categories, each of
which are described below.



Acquisition-Related Revenue and Expenses. We include revenue and cost of revenues related to our
acquisitions, primarily from Tegic and V oiceSignal, that we would otherwise recognize but for the purchase
accounting treatment of these transactions to alow for more accurate comparisons to our financial results of
our historical operations, forward |ooking guidance and the financial results of our peer companies. We aso
excluded certain expense items resulting from acquisitions to allow more accurate comparisons of our
financial resultsto our historical operations, forward looking guidance and the financia results of our peer
companies. These items include the following: (i) acquisition-related transition and integration costs; (ii)
amortization of intangible assets; (iii) charges for acquired in-process research and development; and (iv)
costs associated with the investigation of the financial results of acquired entities. In recent years, we have
completed a number of acquisitions, which result in non-continuing operating expenses which would not
otherwise have been incurred. For example, we have incurred transition and integration costs such as
retention and earnout bonuses for employees from acquisitions. In addition, actions taken by an acquired
company, prior to an acquisition, could result in expenses being incurred by us, such as expenses incurred as
aresult of the investigation and, if necessary, restatement of the financial results of acquired entities. We
believe that providing non-GAAP information for certain revenue and expenses related to material
acquisitions allows the users of our financial statements to review both the GAAP revenue and expensesin
the period, as well as the non-GAAP revenue and expenses, thus providing for enhanced understanding of
our historic and future financia results and facilitating comparisons to |ess acquisitive peer companies.
Additionally, had we internally devel oped the products acquired, the amortization of intangible assets would
have been expensed historically, and we believe the assessment of our operations excluding these costsis
relevant to our assessment of internal operations and comparisons to industry performance.

Non-Cash Expenses. We provide non-GAAP information relative to the following non-cash expenses: (i)
stock-based compensation; (ii) certain accrued interest; and (iii) certain accrued income taxes. Because of
varying available valuation methodol ogies, subjective assumptions and the variety of award types, we
believe that the exclusion of share-based payments allows for more accurate comparisons of our operating
results to our peer companies. We believe that excluding these non-cash expenses provides our senior
management as well as other users of our financial statements, with a val uable perspective on the cash-based
performance and health of the business, including our current near-term projected liquidity.

Other Expenses. We exclude certain other expenses that are the result of other, unplanned events to measure
our operating performance as well as our current and future liquidity both with and without these expenses.
Included in these expenses are items such as non-acquisition-related restructuring and other charges (credits),
net. These events are unplanned and arose outside of the ordinary course of our continuing operations. We
assess our operating performance with these amounts included, but a so excluding these amounts; the
amounts relate to costs which are unplanned, and therefore by providing this information we believe our
management and the users of our financial statements are better able to understand the financial results of
what we consider to be our organic continuing operations.

We believe that providing the non-GAAP information to investors, in addition to the GAAP presentation,
alows investors to view our financial results in the way management views the operating results. We further
believe that providing thisinformation alows investors to not only better understand our financial
performance but more importantly, to evaluate the efficacy of the methodology and information used by
management to evaluate and measure such performance.

The non-GAAP financial measures described above, and used in this press rel ease, should not be considered
in isolation from, or as a substitute for, a measure of financial performance prepared in accordance with
GAAP. Further, investors are cautioned that there are material limitations associated with the use of non-
GAAP financial measures as an analytical tool. In particular, many of the adjustments to our GAAP financia
measures reflect the inclusion or exclusion of itemsthat are recurring and will be reflected in our financial
results for the foreseeabl e future. In addition, other companies, including other companiesin our industry,



may cal culate non-GAAP net income (loss) differently than we do, limiting its usefulness as a comparative
tool. Management compensates for these limitations by providing specific information regarding the GAAP
amounts included and excluded from the non-GAAP financial measures. In addition, as noted above, our
management evaluates the non-GAAP financia measures together with the most directly comparable GAAP

financial information.

Financial Tables Follow



Revenue:
Product and licensing
Professional services, subsctiption and hosting
Maintenance and support
Total revenue

Cost of revenue:
Cuost of product and licensing
Cost of professional services, subscription and hosting
Cost of maintenance and support
Cost of tevenue from amortization of intangible assets
Total cost of revenue

Gross margin

Research and development

Sales and marketing

General and administrative

Amottization of other intangible assets

In-process research and development

Restructuring and other charges (credits), net
Total operating expenses

Income from operations
Other income (expense), fet
Income (loss) hefore income taves

Provision (henefit from for income taxes

Het income (loss)

Net income (loss) per share
Basic
Diluted

Weighted average common shares outstanding:
Basic
Diluted

1) Mon-cash share-based payments
Cuost of product and licensing
Cost of professional services, subscription and hosting
Cost of maintenance and support
Research and development
Sales and marketing
Ceneral and administrative
Total

214 cquisition-related transition and integration costs
Cuost of product and licensitg
Cost of professional services, subscription and hosting
Cost of maintenance and support
Research and development
Hales and marketing
General and administrative
Total

Huance Communications, Inc.
Condensed Consolidated Statements of Operations
(in thousands, except per share amounts)
Unaudited

Thtee months ended
September 30, 2008

Three months ended
September 30, 2007

§ 3006 § 4,325
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6,305 (6,395) - 3,881 (3,281 -
84,121 (7,709 T2 61,027 (3,233) 55,795
169,271 15,004 184,273 118,847 12,577 131,424
20,164 (3515 5 25,652 26,276 (2951 (1,2 23,325
62,045 (8005 (14 34,940 52,493 (2,118) (1.2 44,375
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72,046 54572 76618 (652) 9,172 38,470
32 5,532 5,564 2,762 (1,263) 1,500
3 22014 % 45.040 i 71,054 (3.4 3 40,384 ] 36,970
] 01 % 021 § 031 (0.0 ] 0.21 § 0.20
b 00 % 020 § 028 (0.0 b} 019 § 0.18
224,568 224,568 185,145 185,145
248,525 246,525 185,145 209,883
30-Sep 30-Sep 30-Sep 30-Fep
2008 i 2007 (3) Purchase accounting adjustments 2008 2007
3 z % 3 Revenue 3 7,295 § 7345
166ET 1,404 Cost of product and licensing 3 (14
154 150 Cost of professional services (383) (570
2,704 2,248 Cost of maintenance and support (147 -
6,006 6,653 Total $ 6,780 § 6,752
3,752 4,498
§ 15,185 % 15,056
] - § b
@ 09
- EE
202 03
1,000 1,465
3,202 1,870



Revenue
Product and licensing
Professional services, subscription and hosting
Maintenatice and suppott
Total reverme

Cost of revenue:
Cost of product and licensing
Cost of professional services, subscription and hosting
Cost of maintenance and support
Cost of revene from amortization of intangible assets
Total costs of revenue

Gross margin

Research and development

ales and marketing

CGeneral and administrative

Amortization of other intangible assets

In-process reseatch and development

Restracturing and other charges (oredits), net
Total operating expenses

Income from operations

Other income (expense), net

Income (loss) before income taxes
Provision (henefit from) for income taxes

Met income (loss)

HMet income (loss) per share:
Basic
Diluted

Weighted average common shares outstanding
Basic
Diluted

1) Mot-cash share-hased payments
Cost of product and licensing
Cost of professional services, subseription and hosting
Cost of maintenance and support
Research and development
Hales and marketing
Creneral and administrative
Total

(DA couisition-related transition and integration costs
Cost of product and licensing
Cost of professional services, subscription and hosting
Cost of maintenance and support
Research and developtment
ales and marketing
CGreneral and administrative
Total

Huance Communications, Ine.
Condensed Consolidated Statements of Operations
(in thousands, except per share amounts)
Unaudited

Twrelve months ended
September 30, 20028

Twelve months ended
September 30, 2007

GAAP NonGALP GAAP Hon-GA AP
YTD F¥02 A djustments YTD FY08 YTD FY07 A djustments YTD FY¥07
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Muance Comaninications, Ine.
Reconciliation of Supplernental Financial Inforration
(ir thousands, except per share armounts)

Unandited

GAAP: Fiscal Year 2009

MNet Income Per Share Guidance

Twelve months ended
Septervhber 30, 2009
Laowr High

GAAP Total revenue $ 1,016,000 $ 1,140,000

Purchase accounting adjustivent - revenue 20,000 20,000
Total Mon- GAAP revenue $ 1,036,000 $ 1,160,000
GAAP net income (loss), per share (016} (006}
Cost of reverne from armortization of intangible assets 01t 011
S mortization of intangible assets " 027 027
Share-hased payroents 024 024
L eepnisition related transition and integration costs 0.04 0.04
Restructuring and other charges (credits), net oot oot
Mon-cash nterest expense 0.0z 0.0z
Mon-cash taves 0.40 0.40
Purchase accounting adjustrnent - Cost of Feverue (0.0 (0.0
Parchase accounting accretion Exp{income) net (0.00} (0.0}
Purchase accounting adjustreent - Revenue 0.0 0.0s
Non-GAAP net income (loss), per share 1.00 1.10
Shares used in corputing non-gaap net incorme (loss) per share:
Weighted average corarnon shares: basic 242 606 242 606
Weizhted average corornon shares: diluted 262,201 262,201




Muance Commurications, Ine.
Reconciliation of Supplernental Financial Inforration
(in thousands, except per share arnounts)

nandited

GAAP: Fiscal First Quarter 2009

Net Income Per Share Guidance

Three raonths ended
Decetrber 31, 2008
Lo High

GAAP Total revenue § 233,000 § 243,000

Purchase accounting adjustroent - reverne 7,000 7,000
Total Non- GAAP revenue % 240,000 % 250,000
GAAP net income (loss), per share nao 0oz
Cost of reverne from armortization of intangible assets 0.0 0.0z
Lmortization of intangihle assets 0.0& 0.0&
Share-based payroents 0.0z 0.0%
L eepnisition related transition and integration costs 0.aa 0.aa
Restructuring and other charges (credits), net nao n0o
Mon-cash interest expense (.00} (0.0}
Mon-cash taves 0.0z 0.0z
Purchase accounting adjustrnent - Cost of Feverue (0.0 (0.0
Parchase accounting accretion Explincome) net (0.01) (0.01}
Purchase accounting adjustreent - Revenue 0.0z 0.0z
Non-GAAP net income (loss), per share 02 024
Shares used in computing non-gaap net income (loss) per share:
Weighted average corarnon shares: basic 238,645 238,645

Weizhted average corornon shares: diluted 257,274 257,274




