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FORWARD-LOOKING STATEMENTS

STATEMENTS IN THIS REPORT ABOUT LIVEPERSON, INC. THAT ARE NOT HISTORICAL FACTS ARE
FORWARD-LOOKING STATEMENTS BASED ON OUR CURRENT EXPECTATIONS, ASSUMPTIONS,
EST IMATES  AND PROJECTIONS  ABOUT  L IVEPERSON AND OUR  INDUSTRY.  THESE
FORWARD-LOOKING STATEMENTS ARE SUBJECT TO RISKS AND UNCERTAINTIES THAT COULD
CAUSE ACTUAL FUTURE EVENTS OR RESULTS TO DIFFER MATERIALLY FROM SUCH STATEMENTS.
ANY SUCH FORWARD-LOOKING STATEMENTS ARE MADE PURSUANT TO THE SAFE HARBOR
PROVISIONS OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995. IT IS ROUTINE FOR
OUR INTERNAL PROJECTIONS AND EXPECTATIONS TO CHANGE AS THE YEAR OR EACH QUARTER
IN THE YEAR PROGRESS, AND THEREFORE IT SHOULD BE CLEARLY UNDERSTOOD THAT THE
INTERNAL PROJECTIONS AND BELIEFS UPON WHICH WE BASE OUR EXPECTATIONS MAY CHANGE
PRIOR TO THE END OF EACH QUARTER OR THE YEAR. ALTHOUGH THESE EXPECTATIONS MAY
CHANGE, WE ARE UNDER NO OBLIGATION TO INFORM YOU IF THEY DO. OUR COMPANY POLICY IS
GENERALLY TO PROVIDE OUR EXPECTATIONS ONLY ONCE PER QUARTER, AND NOT TO UPDATE
THAT INFORMATION UNTIL THE NEXT QUARTER. ACTUAL EVENTS OR RESULTS MAY DIFFER
MATERIALLY FROM THOSE CONTAINED IN THE PROJECTIONS OR FORWARD-LOOKING
STATEMENTS. FACTORS THAT COULD CAUSE OR CONTRIBUTE TO SUCH DIFFERENCES INCLUDE
THOSE DISCUSSED IN PART II, ITEM 1A, “RISK FACTORS.”
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

LIVEPERSON, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

September 30,
2006

December 31,
2005

(Unaudited) (Note 1(B))
ASSETS

Current assets:
Cash and cash equivalents $ 19,786 $ 17,117
Accounts receivable, net of allowances for doubtful accounts of $97 and $67 as of
September 30, 2006  
and December 31, 2005, respectively 3,593 1,727
Prepaid expenses and other current assets 1,037 591
Deferred tax assets 1,100 --
Total current assets 25,516 19,435
Property and equipment, net 1,121 575
Intangibles, net 3,113 790
Goodwill 6,875 --
Security deposits 283 180
Other assets 612 446
Total assets $ 37,520 $ 21,426

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 544 $ 346
Accrued expenses 3,468 1,803
Deferred revenue 3,026 1,618
Total current liabilities 7,038 3,767
Other liabilities 612 446

Commitments and contingencies
Stockholders’ equity:
Preferred stock, $.001 par value per share; 5,000,000 shares authorized, 0 shares issued and
outstanding
at September 30, 2006 and December 31, 2005 -- --
Common stock, $.001 par value per share; 100,000,000 shares authorized, 40,962,192
shares issued and 
outstanding at September 30, 2006 and 37,979,271 shares issued and
outstanding at December 31, 2005 41 38
Additional paid-in capital 130,262 118,556
Accumulated deficit (100,424) (101,381)
Accumulated other comprehensive loss (9) --
Total stockholders’ equity 29,870 17,213
Total liabilities and stockholders’ equity $ 37,520 $ 21,426
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SEE ACCOMPANYING NOTES TO UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS.
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LIVEPERSON, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

UNAUDITED

Three Months Ended
September 30,

Nine Months Ended
September 30,

2006 2005 2006 2005
Revenue $ 8,881 $ 5,724 $ 23,174 $ 15,960
Operating expenses:
Cost of revenue 2,142 1,114 5,246 2,997
Product development 1,381 663 3,280 2,027
Sales and marketing 3,104 1,715 8,605 4,889
General and administrative 1,750 1,034 4,689 3,400
Amortization of intangibles 447 232 911 699
Total operating expenses 8,824 4,758 22,731 14,012
Income from operations 57 966 443 1,948
Other income:
Interest income 200 81 514 184
Total other income 200 81 514 184
Income before provision for income
taxes 257 1,047 957 2,132
Provision for income taxes -- 358 -- 738
Net income $ 257 $ 689 $ 957 $ 1,394
Basic net income per common share $ 0.01 $ 0.02 $ 0.02 $ 0.04
Diluted net income per common
share $ 0.01 $ 0.02 $ 0.02 $ 0.04
Weighted average shares outstanding used in
basic net income
per common share calculation 40,547,309 37,555,696 39,242,174 37,492,285
Weighted average shares outstanding used in
diluted net income 
per common share calculation 43,854,202 39,839,001 42,981,377 39,528,089

Net income for the three and nine months ended September 30, 2006 includes stock-based compensation expense
related to the adoption of SFAS No. 123(R) in the amount of $557 and $1,580, respectively. There was no stock-based
compensation in the three or nine months ended September 30, 2005 because the Company was not required to adopt
SFAS No. 123(R) until January 1, 2006. Net income (loss) including pro forma stock-based compensation expense as
previously disclosed in the notes to the Consolidated Financial Statements for the three and nine months ended
September 30, 2005 was $196 or $0.00 and $(107) or $(0.00) per diluted common share. See note 1(D).

SEE ACCOMPANYING NOTES TO UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS.
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LIVEPERSON, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)
UNAUDITED

Nine Months Ended
September 30,

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 957 $ 1,394
Adjustments to reconcile net income to net cash provided by operating
activities:
Stock-based compensation expense 1,580 --
Depreciation 340 115
Loss on disposal of fixed assets 111 --
Amortization of intangibles 911 699
Tax benefit from employee stock option exercises -- 697
Provision for doubtful accounts, net 30 30

CHANGES IN OPERATING ASSETS AND LIABILITIES (net of
acquisition):
Accounts receivable (1,646) 129
Prepaid expenses and other current assets (349) (92)
Security deposits (37) (4)
Accounts payable 15 (104)
Accrued expenses (235) (291)
Deferred revenue 541 371
Net cash provided by operating activities 2,218 2,944

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment, including capitalized software (434) (240)
Cash acquired in Proficient acquisition 382 --
Acquisition of intangible asset (233) --
Net cash used in investing activities (285) (240)

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock in connection with the exercise
of options 745 113
Net cash provided by financing activities 745 113
Effect of foreign exchange rate changes on cash and cash equivalents (9) --
Net increase in cash and cash equivalents 2,669 2,817
Cash and cash equivalents at the beginning of the period 17,117 12,425
Cash and cash equivalents at the end of the period $ 19,786 $ 15,242

Supplemental Disclosures:
Cash paid during the period for:
Income taxes $ -- $ 18
Supplemental Disclosure of non-cash investing activities:
Value of common stock issued for net assets of Proficient business acquired $ 8,282 --
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SEE ACCOMPANYING NOTES TO UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS.
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

(1)    SUMMARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

(A)    SUMMARY OF OPERATIONS

LivePerson, Inc. (the “Company” or “LivePerson”) was incorporated in the State of Delaware in 1995. The Company
commenced operations in 1996. LivePerson is a provider of online conversion solutions. The Company’s hosted
software enables companies to identify and proactively engage online visitors—increasing sales, satisfaction and loyalty
while reducing service costs.

The Company’s fully-integrated multi-channel communications platform, Timpani, facilitates real-time sales,
marketing and customer service. Its technology supports and manages key online interactions—via chat, email, voice
and self-service/knowledgebase—in a cost-effective and secure environment. Blending leading technology, a deep
understanding of consumer behavior and industry best practices to create more relevant, compelling and personalized
online experiences, the Company maximizes the business impact of the online channel.

The Company’s primary revenue source is from the sale of the LivePerson services under the brand names Timpani
and LivePerson, which is conducted within one operating segment. Headquartered in New York City, the Company’s
product development staff, help desk and online sales support are located in Israel.

(B)    UNAUDITED CONDENSED CONSOLIDATED FINANCIAL INFORMATION

The accompanying condensed consolidated financial statements as of September 30, 2006 and for the three and nine
months ended September 30, 2006 and 2005 are unaudited. In the opinion of management, the unaudited condensed
consolidated financial statements have been prepared on the same basis as the annual financial statements and reflect
all adjustments, which include only normal recurring adjustments, necessary to present fairly the consolidated
financial position of LivePerson as of September 30, 2006, and the consolidated results of operations and cash flows
for the interim periods ended September 30, 2006 and 2005. The financial data and other information disclosed in
these notes to the condensed consolidated financial statements related to these periods are unaudited. The results of
operations for any interim period are not necessarily indicative of the results of operations for any other future interim
period or for a full fiscal year. The condensed consolidated balance sheet at December 31, 2005 has been derived from
audited consolidated financial statements at that date.

Certain information and note disclosures normally included in financial statements prepared in accordance with
generally accepted accounting principles have been condensed or omitted pursuant to the rules and regulations of the
Securities and Exchange Commission (the “SEC”). These unaudited interim condensed consolidated financial
statements should be read in conjunction with the Company’s audited consolidated financial statements and notes
thereto for the year ended December 31, 2005, included in the Company’s Annual Report on Form 10-K filed with the
SEC on March 15, 2006.

(C)    REVENUE RECOGNITION

The Company charges a monthly fee, which varies by service and client usage. The majority of the Company’s larger
clients also pay a professional services fee related to implementation. The Company may also charge professional
service fees related to additional training, business consulting and analysis in support of the LivePerson services.
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The Company also sells certain of the LivePerson services directly via Internet download. These services are marketed
as LivePerson Pro and LivePerson Contact Center for small and mid-sized businesses (“SMBs”), and are paid for almost
exclusively by credit card. Credit card payments accelerate cash flow and reduce the Company’s collection risk,
subject to the merchant bank’s right to hold back cash pending settlement of the transactions. Sales of LivePerson Pro
and LivePerson Contact Center may occur with or without the assistance of an online sales representative, rather than
through face-to-face or telephone contact that is typically required for traditional direct sales.

7

Edgar Filing: LIVEPERSON INC - Form 10-Q

11



LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

The Company records revenue based upon the monthly fee charged for the LivePerson services, provided that no
significant Company obligations remain and collection of the resulting receivable is probable. The Company
recognizes monthly service fees as services are provided. The Company’s service agreements typically have twelve
month terms and are terminable upon 30 to 90 days’ notice without penalty. The Company recognizes professional
service fees upon completion and customer acceptance of key milestones within each the professional services
engagement.

In the past, certain of the Company’s larger clients, who required more sophisticated implementation and training, may
have paid an initial non-refundable set-up fee. This fee was intended to recover certain costs (principally customer
service, training and other administrative costs) prior to deployment of the LivePerson services. As of September 30,
2006, we had approximately $7 of unamortized deferred set-up fees which are expected to be recognized ratably
through February 2007.

(D)    STOCK-BASED COMPENSATION

On January 1, 2006, the Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 123 (revised
2004), “Share-Based Payment,” which addresses the accounting for transactions in which an entity exchanges its equity
instruments for goods or services, with a primary focus on transactions in which an entity obtains employee services
in share-based payment transactions. SFAS No. 123(R) is a revision to SFAS No. 123, “Accounting for Stock-Based
Compensation,” and supersedes Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees,” and its related implementation guidance. SFAS No. 123(R) requires measurement of the cost of employee
services received in exchange for an award of equity instruments based on the grant-date fair value of the award (with
limited exceptions). Incremental compensation costs arising from subsequent modifications of awards after the grant
date must be recognized.

The Company adopted SFAS No. 123(R) using the modified prospective transition method, which requires the
application of the accounting standard as of January 1, 2006, the first day of the Company’s fiscal year. The Company’s
Consolidated Financial Statements as of and for the three and nine months ended September 30, 2006 reflect the
impact of SFAS No. 123(R). In accordance with the modified prospective transition method, the Company’s
Consolidated Financial Statements for prior periods have not been restated to reflect, and do not include, the impact of
SFAS No. 123(R).

SFAS No. 123(R) requires companies to estimate the fair value of share-based payment awards on the date of grant
using an option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized
as expense over the requisite service periods in the Company’s Consolidated Statements of Income. Stock-based
compensation recognized in the Company’s Consolidated Statement of Income for the three and nine months ended
September 30, 2006 includes compensation expense for share-based awards granted prior to, but not fully vested as of
January 1, 2006 based on the grant date fair value estimated in accordance with SFAS No. 123 as well as
compensation expense for share-based awards granted subsequent to January 1, 2006 in accordance with SFAS No.
123(R). The Company currently uses the Black-Scholes option pricing model to determine grant date fair value.

8
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

The following table summarizes stock-based compensation expense related to employee stock options under SFAS
No. 123(R) included in Company’s Statement of Income for the three and nine months ended September 30, 2006:

Three Months Ended
September 30, 2006

Nine Months Ended
September 30, 2006

Cost of revenue $ 78 $ 161
Product development expense 142 372
Sales and marketing expense 197 492
General and administrative expense 140 555
Total stock based compensation included in
operating expenses $ 557 $ 1,580

The per share weighted average fair value of stock options granted during the three months ended September 30, 2006
was $2.56. The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing
model with the following weighted average assumptions:

Three Months Ended
September 30, 2006

Dividend yield 0.0%
Risk-free interest rate 4.8%
Expected life (in years) 4
Historical volatility 78.0%

Prior to the adoption of SFAS No. 123(R) on January 1, 2006, the Company applied the intrinsic value-based method
of accounting prescribed by APB Opinion No. 25 and related interpretations including Financial Accounting
Standards Board (“FASB”) Interpretation No. 44, “Accounting for Certain Transactions Involving Stock Compensation:
An Interpretation of APB Opinion No. 25” (issued in March 2000), to account for its fixed plan stock options. Under
this method, compensation expense was recorded on the date of grant only if the current market price of the
underlying stock exceeded the exercise price. SFAS No. 123 and SFAS No. 148, “Accounting for Stock-Based
Compensation - Transition and Disclosure” (an amendment to SFAS No. 123), established accounting and disclosure
requirements using a fair value-based method of accounting for stock-based employee compensation plans. As
permitted by the accounting standards, the Company had elected to continue to apply the intrinsic value-based method
of accounting described above, and had adopted the disclosure requirements of SFAS No. 123, as amended by SFAS
No. 148. The Company amortized deferred compensation on a graded vesting methodology in accordance with FASB
Interpretation No. 28, “Accounting for Stock Appreciation Rights and Other Variable Stock Award Plans.”

The Company applied APB Opinion No. 25 and related interpretations in accounting for its stock option grants to
employees. Accordingly, except as mentioned below, no compensation expense had been recognized relating to these
stock option grants in the consolidated financial statements. Had compensation cost for the Company’s stock option
grants been determined based on the fair value at the grant date for awards consistent with the method of SFAS No.
123, the Company’s net income attributable to common stockholders for the three and nine months ended September
30, 2005 would have decreased to the pro forma amount presented below. The Company did not have any employee
stock options outstanding prior to January 1, 1998.

9
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

Three Months Ended
September 30, 2005

Nine Months Ended
September 30, 2005

Net income as reported $ 689 $ 1,394
Deduct: Pro forma stock-based compensation cost $ (493) $ (1,501)
Pro forma net (loss) $ 196 $ (107)
Basic net income (loss) per common share:
As reported $ 0.02 $ 0.04
Pro forma $ 0.01 $ (0.00)
Diluted net income (loss) per common share:
As reported $ 0.02 $ 0.04
Pro forma $ 0.00 $ (0.00)

The per share weighted average fair value of stock options granted during the three months ended September 30, 2005
was $2.19. The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing
model with the following weighted average assumptions: dividend yield of zero percent, risk-free interest rate of
4.6%, expected life of five years and a volatility factor of 84.0%.

During 1998, the Company established the Stock Option and Restricted Stock Purchase Plan (the “1998 Plan”). Under
the 1998 Plan, the Board of Directors could issue incentive stock options or nonqualified stock options to purchase up
to 5,850,000 shares of common stock.

The Company established a successor to the 1998 Plan, the 2000 Stock Incentive Plan (the “2000 Plan”). Under the
2000 Plan, the options which had been outstanding under the 1998 Plan were incorporated into the 2000 Plan and the
Company increased the number of shares available for issuance under the plan by approximately 4,150,000, thereby
reserving for issuance 10,000,000 shares of common stock in the aggregate. Options to acquire common stock granted
thereunder have ten-year terms. Pursuant to the provisions of the 2000 Plan, the number of shares of common stock
available for issuance thereunder automatically increases on the first trading day in each calendar year by an amount
equal to three percent (3%) of the total number of shares of the Company’s common stock outstanding on the last
trading day of the immediately preceding calendar year, but in no event shall such annual increase exceed 1,500,000
shares. As of September 30, 2006, approximately 11,913,000 shares of common stock were reserved for issuance
under the 2000 Plan (taking into account all option exercises through September 30, 2006).

A summary of the Company’s stock option activity and weighted average exercise prices is as follows:

Options

Weighted
Average Exercise

Price
Options outstanding at December 31, 2005 8,300,053 $ 2.16
Options granted 1,078,500 $ 5.19
Options exercised (983,507) $ 0.77
Options cancelled (267,875) $ 2.13
Options outstanding at September 30, 2006 8,127,171 $ 2.71
Options exercisable at September 30, 2006 4,321,546 $ 2.13

10
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

The following table summarizes information about stock options outstanding and exercisable at September 30, 2006:

Options Outstanding Options Exercisable

Exercise Price
Number

Outstanding

Weighted
Average
Remaining
Contractual

Life

Weighted
Average
Exercise
Price

Number
Outstanding

Weighted
Average
Exercise
Price

$0.00-$1.00 2,228,232 5.33 $ 0.58 1,774,607 $ 0.54
$1.01-$2.00 1,081,949 5.83 $ 1.95 751,949 $ 1.95
$2.01-$5.00 3,932,365 8.05 $ 3.29 1,408,365 $ 2.96
$5.01-$11.00 884,625 7.16 $ 6.45 386,625 $ 6.69

8,127,171 4,321,546

A summary of the status of the Company’s nonvested shares as of December 31, 2005, and changes during the nine
months ended September 30, 2006 is as follows:

Shares

Weighted
Average Grant-Date

Fair Value
Nonvested Shares at January 1, 2006 3,827,250 $ 1.65
Granted 1,078,500 $ 3.17
Vested (946,000) $ 2.44
Cancelled (154,125) $ 2.12
Nonvested Shares at September 30, 2006 3,805,625 $ 3.38

As of September 30, 2006, there was approximately $6.0 million of total unrecognized compensation cost related to
nonvested share-based compensation arrangements. That cost is expected to be recognized over a weighted average
period of approximately 3.25 years.

(E)    BASIC AND DILUTED NET INCOME PER SHARE

The Company calculates earnings per share in accordance with the provisions of SFAS No. 128, “Earnings Per Share
(“EPS”),” and the guidance of the SEC Staff Accounting Bulletin No. 98. Under SFAS No. 128, basic EPS excludes
dilution for common stock equivalents and is computed by dividing net income or loss attributable to common
shareholders by the weighted average number of common shares outstanding for the period. All options, warrants or
other potentially dilutive instruments issued for nominal consideration are required to be included in the calculation of
basic and diluted net income attributable to common stockholders. Diluted EPS is calculated using the treasury stock
method and reflects the potential dilution that could occur if securities or other contracts to issue common stock were
exercised or converted into common stock and resulted in the issuance of common stock.

Diluted net income per common share for the three and nine months ended September 30, 2006 includes the effect of
options to purchase 6,119,046 and 6,239,046 shares, respectively of common stock with a weighted average exercise
price of $1.86 and $1.90, respectively and warrants to purchase 188,250 shares of common stock with a weighted
average exercise price of $1.56. Diluted net income per common share for the three and nine months ended September
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30, 2006 does not include the effect of options to purchase 2,008,125 and 1,888,125 shares, respectively of common
stock. Diluted net income per common share for the three and nine months ended September 30, 2005 includes the
effect of options to purchase 7,604,597 and 6,225,597 shares, respectively of common stock with a weighted average
exercise price of $1.58 and $1.27, respectively and warrants to purchase 127,802 shares of common stock with a
weighted average exercise price of $0.69. Diluted net income per common share for the three and nine months ended
September 30, 2005 does not include the effect of options to purchase 1,046,000 and 2,425,000 shares, respectively of
common stock.
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

A reconciliation of shares used in calculating basic and diluted earnings per share follows:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2006 2005 2006 2005
Basic 40,547,309 37,555,696 39,242,174 37,492,285
Effect of assumed exercised
options/warrants 3,306,893 2,283,305 3,739,203 2,035,804
Diluted 43,854,202 39,839,001 42,981,377 39,528,089

(F)    RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets,” which eliminates an
exception in APB Opinion No. 29, “Accounting for Nonmonetary Transactions,” for nonmonetary exchanges of similar
productive assets and replaces it with a general exception for exchanges of nonmonetary assets that do not have
commercial substance. SFAS No. 153 is effective for the Company for nonmonetary asset exchanges occurring on or
after January 1, 2006. The adoption of SFAS No. 153 did not have a material impact on the Company’s financial
position, cash flows or results of operations.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections.” This new standard
replaces APB Opinion No. 20, “Accounting Changes,” and SFAS No. 3, “Reporting Accounting Changes in Interim
Financial Statements,” and is part of FASB’s stated goal to converge its standards with those issued by the International
Accounting Standards Board. Among other changes, SFAS No. 154 requires that a voluntary change in accounting
principle be applied retrospectively with all prior period financial statements presented on the new accounting
principle, unless it is impracticable to do so. SFAS No. 154 also provides that (1) a change in method of depreciating
or amortizing a long-lived nonfinancial asset be accounted for as a change in estimate (prospectively) that was
effected by a change in accounting principle, and (2) correction of errors in previously issued financial statements
should be termed a “restatement.” The new standard is effective for accounting changes and correction of errors made in
fiscal years beginning after December 15, 2005. Early adoption of this standard is permitted for accounting changes
and correction of errors made in fiscal years beginning after June 1, 2005.

In November 2005, the FASB issued FASB Staff Position No. FAS 123(R)-3, “Transition Election Related to
Accounting for Tax Effects of Share-Based Payment Awards,” which provides an alternative transition method to
establish the beginning balance of the additional paid-in capital pool (“APIC pool”) related to the tax effects of
employee stock-based compensation, and to determine the subsequent impact on the APIC pool and consolidated
statements of cash flows of the tax effects of employee stock-based compensation awards that are outstanding upon
adoption of SFAS No. 123(R).

In July 2006, FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes - An Interpretation of
FASB Statement No. 109, was issued. FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an
enterprise's financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48
also prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. The new FASB standard also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. The Company is still evaluating the impact that adopting FIN No. 48 will have, if any, on its financial
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position, cash flows and results of operations.
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

(2)    BALANCE SHEET COMPONENTS

Property and equipment is summarized as follows:

September 30, 2006 December 31, 2005
(Unaudited)

Computer equipment and software $ 4,551 $ 1,936
Furniture, equipment and building improvements 367 182

4,918 2,118
Less accumulated depreciation 3,797 1,543
Total $ 1,121 $ 575

Accrued expenses consist of the following:

September 30, 2006 December 31, 2005
(Unaudited)

Payroll and related costs $ 1,829 $ 1,182
Professional services and consulting fees 539 461
Restructuring charges 571 --
Sales commissions 272 99
Interest expense 149 --
Other 108 61
Total $ 3,468 $ 1,803

(3)    ASSET ACQUISITIONS

Island Data

In December 2003, the Company acquired certain identifiable assets of Island Data Corporation. The purchase price
was based on projected revenue from the acquired customer contracts at the time of their assignment to the Company.
The Company paid approximately $370 in cash, and issued 370,894 shares of its common stock, in connection with
the acquisition. The total acquisition costs were approximately $2,119. Of the total purchase price, the Company has
allocated approximately $65 to non-compete agreements which was amortized over a period of 24 months,
representing the terms of the agreements. The remainder of the purchase has been allocated to customer contracts and
is being amortized over a period of 36 months, representing the current estimate of the term of the acquired client
relationships. The net acquisition costs of $147 and $685 are included in “Assets - Intangibles, net” on the Company’s
September 30, 2006 and December 31, 2005 balance sheets, respectively.

FaceTime

In July 2004, the Company acquired certain identifiable assets of FaceTime Communications, Inc. The transaction
transferred certain existing customer contracts of FaceTime to the Company. The purchase price was based in part on
future revenue generated from the former FaceTime client base. The total acquisition costs were approximately $394.
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The total acquisition was amortized ratably over a period of 24 months, representing the estimate of the term of the
acquired client relationships. The net acquisition costs of $0 and $105 are included in “Assets - Intangibles, net” on the
Company’s September 30, 2006 and December 31, 2005 balance sheets, respectively.

Base Europe

On June 30, 2006 the Company acquired the customer list of Base Europe, a former reseller of its services. The final
purchase price was $233. The agreement gives the Company the exclusive right to exploit a specific list of deal
referrals from Base Europe. The entire purchase price will amortized ratably over a period of 24 months. The net
acquisition costs of $204 and $0 are included in “Assets - Intangibles, net” on the Company’s September 30, 2006 and
December 31, 2005 balance sheets, respectively.
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

Proficient Systems

On July 18, 2006 the Company acquired Proficient Systems, Inc. (“Proficient”). This transaction was accounted for
under the purchase method of accounting and, accordingly, the operating results of Proficient were included in the
Company’s consolidated results of operations from the date of acquisition.

The purchase price was $8,736, which included the issuance of 1,999,414 shares of the Company’s stock valued at
$8,282, a cash payment of $3 and acquisition costs of approximately $451. Of the 1,999,414 shares, 1,794,608 were
issued as of September 30, 2006, and the remaining 204,806 shares are expected to be issued before December 31,
2006. All 1,999,414 shares are included in the weighted average shares outstanding used in basic and diluted net
income per common share as of the acquisition date. Of the total purchase price, $413 was allocated to the net book
values of the acquired assets and assumed liabilities. The historical carrying amounts of such assets and liabilities
approximated their fair values. The purchase price in excess of the fair value of the net book values of the acquired
assets and assumed liabilities was allocated to goodwill and intangible assets which are being amortized over their
expected period of benefit. Based on the achievement of certain revenue targets as of March 31, 2007, LivePerson is
contingently required to issue up to an additional 2,050,000 shares of common stock. The maximum additional share
issuance will be achieved if incremental annualized revenue from a predefined customer list exceeds approximately
$2.0 million. The value of shares issued, if any, will be allocated to goodwill at the time of their issuance.

The Company has initiated a restructuring plan to eliminate redundant facilities, personnel and service providers in
connection with the Proficient acquisition. These costs were recognized as liabilities in connection with the
acquisition and have been recorded as an increase in goodwill as of the acquisition date.

Management’s preliminary allocation of the purchase price in connection with the Proficient acquisition, based on a
valuation performed by an unrelated third-party appraiser, is as follows:

Cash $ 382
Accounts receivable 250
Other currents assets 97
Property and equipment 563
Other assets 66
Intangible assets 3,000
Goodwill 6,875

11,233
Liabilities assumed (697)
Deferred revenue (867)
Restructuring liability (933)
Total purchase price consideration $ 8,736

The above purchase price allocation is subject to revision. Potential revisions may arise from the finalization of direct
acquisition costs, accrued liabilities and valuation of acquired net operating losses. Net deferred tax assets arising
from the acquisition are reserved in full by a valuation allowance. None of the goodwill recorded as part of the
Proficient acquisition will be deductible for U.S. federal income tax purposes.

The components of the intangible assets listed in the above table are as follows:
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Weighted Average
Useful Life
(months) Amount

Customer contracts 36 $ 2,400,000
Technology 18 500,000
Non-compete agreements 24 100,000

$ 3,000,000
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

The net intangible asset of $2,762 and $0 are included in “Assets - Intangibles, net” on the Company’s September 30,
2006 and December 31, 2005 balance sheets, respectively.

The following unaudited pro forma consolidated financial information gives effect to the acquisition of Proficient as if
the acquisition occurred on January 1, 2005, by consolidating the results of operations of Proficient with the results of
the Company for the three and nine months ended September 30, 2006 and 2005. The unaudited pro forma
consolidated financial information is not necessarily indicative of the consolidated results that would have occurred,
nor is it necessarily indicative of results that may occur in the future.

Three Months Ended September
30,

Nine Months Ended September
30,

2006 2005 2006 2005
Revenue $ 9,158 $ 6,198 $ 25,159 $ 17,678
Net loss $ (6) $ (693) $ (2,166) $ (2,409)
Basic and diluted net loss per
common share $ (0.00) $ (0.02) $ (0.06) $ (0.06)
Weighted average shares
outstanding - basic and diluted 42,546,723 39,555,110 41,241,588 39,491,699

(4)    INCOME TAXES

Income taxes are accounted for under the asset and liability method. Under this method, deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. In assessing the
realizability of deferred tax assets, management considers whether it is more likely than not that some portion or all of
the deferred tax assets will be realized. The ultimate realization of deferred tax assets is dependent upon the generation
of future taxable income during the periods in which those temporary differences are expected to become deductible.
Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income and tax
planning strategies in making this assessment.

Under Section 382 of the Internal Revenue Code of 1986, as amended, the Company’s use of its federal net operating
loss (“NOL”) carryforwards may be limited if the Company has experienced an ownership change, as defined in Section
382. The Company completed its previously disclosed Section 382 analysis during 2004 and determined that an
ownership change had occurred as of December 7, 2001. As a result, there is a material limitation on the Company’s
use of its federal NOL carryforwards. As of December 31, 2005 and 2004, the Company had approximately $7,955
and $9,341, respectively, of federal NOL carryforwards available to offset future taxable income after considering the
Section 382 limitation. Because certain deductions may be taken during the five year recognition period following the
date of the ownership change, additional limitations may apply. These carryforwards expire in various years through
2023.

In order to fully realize the deferred tax assets, the Company will need to generate future taxable income of
approximately $21,000, exclusive of the NOLs acquired in the Proficient acquisition, prior to the expiration of the
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NOL carryforwards in 2023. If the entire deferred tax asset at December 31, 2005 is realized, approximately $2,687
will be allocated to Additional paid-in capital with the remainder reducing income tax expense. At December 31,
2005, based upon the level of historical taxable losses and after considering projections for future taxable income over
the periods in which the deferred tax assets are expected to be deductible, management believed it was more likely
than not that the Company would not realize the benefits of these deductible differences. Accordingly, the Company
recorded a full valuation allowance against its deferred tax assets. At March 31, 2006, June 30, 2006 and September
30, 2006, management determined that is more likely than not that the Company would realize a portion of the
benefits of these deductible differences. Accordingly, the Company reduced its valuation allowance resulting in a net
effective tax rate of zero for the nine months ended September 30, 2006. As a result, the Company recorded a deferred
tax asset in the amount of $1,100 as of September 30, 2006, with an offsetting increase to Additional paid-in capital as
there are no current taxes payable. Management will continue to assess the remaining valuation allowance. To the
extent it is determined that the valuation allowance is no longer required with respect to certain deferred tax assets, the
tax benefit, if any, of such deferred tax assets will be recognized in the future.
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LIVEPERSON, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

(5)    COMMITMENTS AND CONTINGENCIES

The Company leases facilities and certain equipment under agreements accounted for as operating leases. These leases
generally require the Company to pay all executory costs such as maintenance and insurance. Rental expense for
operating leases for the three and nine months ended September 30, 2006 was approximately $306 and $665,
respectively. Rental expense for operating leases for the three and nine months ended September 30, 2005 was
approximately $173 and $483, respectively.

(6)    LEGAL MATTERS

In May 2006, a former employee filed a complaint in the Supreme Court of New York State against the Company and
two of its executive officers containing claims related to improper termination of employment.  The claim
seeks damages of approximately $50,000.

The Company believes the claims are without merit, and intends to vigorously defend against such claims. However,
the Company cannot assure you that our defenses will be successful and, if they are not, that our ultimate liability in
connection with these claims will not have a material adverse effect on our results of operations, financial condition or
cash flows. We have not accrued for this contingency as of September 30, 2006, because the amount of loss, if any,
cannot be reasonably estimated at this time.  The Company carries appropriate levels of insurance for employment
related claims but cannot guarantee that any damages arising from this claim will be covered by this policy.

From time to time, the Company may be subject to various claims and legal actions arising in the ordinary course of
business.

16

Edgar Filing: LIVEPERSON INC - Form 10-Q

27



ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

GENERAL

Our discussion and analysis of our financial condition and results of operations are based upon our unaudited
condensed consolidated financial statements, which are prepared in conformity with accounting principles generally
accepted in the United States of America. As such, we are required to make certain estimates, judgments and
assumptions that management believes are reasonable based upon the information available. We base these estimates
on our historical experience, future expectations and various other assumptions that we believe to be reasonable under
the circumstances, the results of which form the basis for our judgments that may not be readily apparent from other
sources. These estimates and assumptions affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the dates of the consolidated financial statements and the reported amounts of
revenue and expenses during the reporting periods. These estimates and assumptions relate to estimates of
collectibility of accounts receivable, the expected term of a client relationship, accruals and other factors. We evaluate
these estimates on an ongoing basis. Actual results could differ from those estimates under different assumptions or
conditions, and any differences could be material.

The significant accounting policies which we believe are the most critical to aid in fully understanding and evaluating
the reported consolidated financial results include the following:

REVENUE RECOGNITION

LivePerson is a provider of online conversion solutions. Our hosted software enables companies to identify and
proactively engage online visitors—increasing sales, satisfaction and loyalty while reducing service costs.

LivePerson’s fully-integrated multi-channel communications platform, Timpani, facilitates real-time sales, marketing
and customer service. Our technology supports and manages key online interactions—via chat, email, voice and
self-service/knowledgebase—in a cost-effective and secure environment. Blending leading technology, a deep
understanding of consumer behavior and industry best practices to create more relevant, compelling and personalized
online experiences, LivePerson maximizes the business impact of the online channel.

We charge a monthly fee, which varies by service and client usage. The majority of our larger clients also pay us a
professional services fee related to implementation. We may also charge professional service fees related to additional
training, business consulting and analysis in support of the LivePerson services. The proportion of our new clients that
are large corporations is increasing. These companies typically have more significant implementation requirements
and more stringent data security standards. As a result, our professional services revenue has begun to increase. Such
clients also have more sophisticated data analysis and performance reporting requirements, and are more likely to
engage our professional services organization to provide such analysis and reporting on a recurring basis. As a result,
it is likely that a greater proportion of our future revenue will be generated from such ongoing professional services
work.

We also sell certain of the LivePerson services directly via Internet download. These services are marketed as
LivePerson Pro and LivePerson Contact Center for small and mid-sized businesses (“SMBs”), and are paid for almost
exclusively by credit card. Credit card payments accelerate cash flow and reduce our collection risk, subject to the
merchant bank’s right to hold back cash pending settlement of the transactions. Sales of LivePerson Pro and
LivePerson Contact Center may occur with or without the assistance of an online sales representative, rather than
through face-to-face or telephone contact that is typically required for traditional direct sales.

Edgar Filing: LIVEPERSON INC - Form 10-Q

28



We record revenue based upon the monthly fee charged for the LivePerson services, provided that no significant
Company obligations remain and collection of the resulting receivable is probable. We recognize monthly service fees
as services are provided. Our service agreements typically have twelve month terms and are terminable upon 30 to 90
days’ notice without penalty. We recognize professional service fees upon completion and customer acceptance of key
milestones within each professional services engagement.
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In the past, certain of our larger clients, who required more sophisticated implementation and training, may have paid
an initial non-refundable set-up fee. This fee was intended to recover certain costs (principally customer service,
training and other administrative costs) prior to deployment of the LivePerson services. As of September 30, 2006, we
had approximately $7,000 of unamortized deferred set-up fees which are expected to be recognized ratably through
February 2007.

STOCK-BASED COMPENSATION

On January 1, 2006, we adopted Statement of Financial Accounting Standards (“SFAS”) No. 123 (revised 2004),
“Share-Based Payment,” which addresses the accounting for transactions in which an entity exchanges its equity
instruments for goods or services, with a primary focus on transactions in which an entity obtains employee services
in share-based payment transactions. SFAS No. 123(R) is a revision to SFAS No. 123, “Accounting for Stock-Based
Compensation,” and supersedes Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees,” and its related implementation guidance. SFAS No. 123(R) requires measurement of the cost of employee
services received in exchange for an award of equity instruments based on the grant-date fair value of the award (with
limited exceptions). Incremental compensation costs arising from subsequent modifications of awards after the grant
date must be recognized.

We adopted SFAS No. 123(R) using the modified prospective transition method, which requires the application of the
accounting standard as of January 1, 2006, the first day of our fiscal year. Our Consolidated Financial Statements as of
and for the three and nine months ended September 30, 2006 reflect the impact of SFAS No. 123(R). In accordance
with the modified prospective transition method, our Consolidated Financial Statements for prior periods have not
been restated to reflect, and do not include, the impact of SFAS No. 123(R).

SFAS No. 123(R) requires companies to estimate the fair value of share-based payment awards on the date of grant
using an option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized
as expense over the requisite service periods in our Consolidated Statements of Income. Stock-based compensation
recognized in our Consolidated Statement of Income for the three and nine months ended September 30, 2006
includes compensation expense for share-based awards granted prior to, but not fully vested as of January 1, 2006
based on the grant date fair value estimated in accordance with SFAS No. 123 as well as compensation expense for
share-based awards granted subsequent to January 1, 2006 in accordance with SFAS No. 123(R). We currently use the
Black-Scholes option pricing model to determine grant date fair value.

As of September 30, 2006, there was approximately $6.0 million of total unrecognized compensation cost related to
nonvested share-based compensation arrangements. That cost is expected to be recognized over a weighted average
period of approximately 3.25 years.

ACCOUNTS RECEIVABLE

Our customers are primarily concentrated in the United States. We perform ongoing credit evaluations of our
customers’ financial condition (except for customers who purchase the LivePerson services by credit card via Internet
download) and have established an allowance for doubtful accounts based upon factors surrounding the credit risk of
customers, historical trends and other information that we believe to be reasonable, although they may change in the
future. If there is a deterioration of a customer’s credit worthiness or actual write-offs are higher than our historical
experience, our estimates of recoverability for these receivables could be adversely affected. Our concentration of
credit risk is limited due to the large number of customers. No single customer accounted for or exceeded 10% of our
total revenue in the three and nine months ended September 30, 2006 and 2005. One customer accounted for
approximately 16% of accounts receivable at September 30, 2006. This receivable was subsequently collected and no
other customer exceeded 10% of accounts receivable at September 30, 2006. No single customer accounted for or
exceeded 10% of accounts receivable at December 31, 2005. Accounts receivable increased by approximately 93%,
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net of the Proficient acquisition compared to March 31, 2006, due primarily to an increase in the proportion of
receivables due from larger corporate clients that typically have longer payment practices. This increase resulted in an
increase in our allowance for doubtful accounts of $30,000 in the three months ended September 30, 2006.
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GOODWILL

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” goodwill and indefinite-lived intangible
assets are not amortized, but reviewed for impairment upon the occurrence of events or changes in circumstances that
would reduce the fair value below its carrying amount. Goodwill is required to be tested for impairment at least
annually. Determining the fair value of a reporting unit under the first step of the goodwill impairment test and
determining the fair value of individual assets and liabilities of a reporting unit (including unrecognized intangible
assets) under the second step of the goodwill impairment test is judgmental in nature and often involves the use of
significant estimates and assumptions. Similarly, estimates and assumptions are used in determining the fair value of
other intangible assets. These estimates and assumptions could have a significant impact on whether or not an
impairment charge is recognized and also the magnitude of any such charge.

To assist in the process of determining goodwill impairment, we will obtain appraisals from an independent valuation
firm. In addition to the use of an independent valuation firm, we will perform internal valuation analyses and consider
other market information that is publicly available. Estimates of fair value are primarily determined using discounted
cash flows and market comparisons. These approaches use significant estimates and assumptions including projected
future cash flows (including timing), discount rates reflecting the risk inherent in future cash flows, perpetual growth
rates, determination of appropriate market comparables and the determination of whether a premium or discount
should be applied to comparables.

IMPAIRMENT OF LONG-LIVED ASSETS

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-lived Assets,” long-lived
assets, such as property, plant and equipment and purchased intangibles subject to amortization are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying value of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying value of an
asset to estimated undiscounted future cash flows expected to be generated by the asset. If the carrying value of an
asset exceeds its estimated future cash flows, an impairment charge is recognized in the amount by which the carrying
value of the asset exceeds the fair value of the asset. Assets to be disposed of would be separately presented in the
balance sheet and reported at the lower of the carrying value or the fair value less costs to sell, and are no longer
depreciated. The assets and liabilities of a disposed group classified as held for sale would be presented separately in
the appropriate asset and liability sections of the balance sheet.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets,” which eliminates an
exception in APB Opinion No. 29, “Accounting for Nonmonetary Transactions,” for nonmonetary exchanges of similar
productive assets and replaces it with a general exception for exchanges of nonmonetary assets that do not have
commercial substance. SFAS No. 153 is effective for us for nonmonetary asset exchanges occurring on or after
January 1, 2006. The adoption of SFAS No. 153 did not have a material impact on our financial position, cash flows
or results of operations.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections.” This new standard
replaces APB Opinion No. 20, “Accounting Changes,” and SFAS No. 3, “Reporting Accounting Changes in Interim
Financial Statements,” and is part of FASB’s stated goal to converge its standards with those issued by the International
Accounting Standards Board. Among other changes, SFAS No. 154 requires that a voluntary change in accounting
principle be applied retrospectively with all prior period financial statements presented on the new accounting
principle, unless it is impracticable to do so. SFAS No. 154 also provides that (1) a change in method of depreciating
or amortizing a long-lived nonfinancial asset be accounted for as a change in estimate (prospectively) that was
effected by a change in accounting principle, and (2) correction of errors in previously issued financial statements
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should be termed a “restatement.” The new standard is effective for accounting changes and correction of errors made in
fiscal years beginning after December 15, 2005. Early adoption of this standard is permitted for accounting changes
and correction of errors made in fiscal years beginning after June 1, 2005.
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In November 2005, the FASB issued FASB Staff Position No. FAS 123(R)-3, “Transition Election Related to
Accounting for Tax Effects of Share-Based Payment Awards,” which provides an alternative transition method to
establish the beginning balance of the additional paid-in capital pool (“APIC pool”) related to the tax effects of
employee stock-based compensation, and to determine the subsequent impact on the APIC pool and consolidated
statements of cash flows of the tax effects of employee stock-based compensation awards that are outstanding upon
adoption of SFAS No. 123(R).

In July 2006, FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes - An Interpretation of
FASB Statement No. 109, was issued. FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an
enterprise's financial statements in accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48
also prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. The new FASB standard also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. We are still evaluating the impact that adopting FIN No. 48 will have, if any, on our financial position, cash
flows and results of operations.

OVERVIEW

LivePerson is a provider of online conversion solutions. Our hosted software enables companies to identify and
proactively engage online visitors—increasing sales, satisfaction and loyalty while reducing service costs.

LivePerson’s fully-integrated multi-channel communications platform, Timpani, facilitates real-time sales, marketing
and customer service. Our technology supports and manages key online interactions—via chat, email, voice and
self-service/knowledgebase—in a cost-effective and secure environment. Blending leading technology, a deep
understanding of consumer behavior and industry best practices to create more relevant, compelling and personalized
online experiences, LivePerson maximizes the business impact of the online channel.

We were incorporated in the State of Delaware in November 1995 and the LivePerson service was introduced initially
in November 1998.

In July 2002, we acquired all of the existing customer contracts of NewChannel, Inc. and associated rights. The
purchase price was based, in part, on projected revenue from each of the former NewChannel clients at the time of
their successful conversion to the LivePerson software platform. The total acquisition costs were approximately $1.4
million. The total acquisition cost has been allocated to customer contracts and was amortized ratably over a period of
18 months, representing the then expected term of the client relationships. As of December 31, 2003, the total
purchase had been completely amortized.

In December 2003, we acquired certain identifiable assets of Island Data Corporation. The purchase price was based
on projected revenue from the acquired customer contracts at the time of their assignment to us. We paid
approximately $370,000 in cash, and issued 370,894 shares of our common stock, in connection with the acquisition.
The total acquisition costs were approximately $2.1 million. Of the total purchase price, we have allocated
approximately $65,000 to non-compete agreements which was amortized over a period of 24 months, representing the
terms of the agreements. The remainder of the purchase price has been allocated to customer contracts and is being
amortized over a period of 36 months, representing our current estimate of the term of the acquired client
relationships. The net acquisition costs of $147,000 and $685,000 are included in “Assets - Intangibles, net” on our
September 30, 2006 and December 31, 2005 balance sheets, respectively.

In January 2004, we filed a registration statement with the Securities and Exchange Commission to register the resale
of up to 500,000 shares of our common stock by Island Data. Our registration of the resale of the shares was required
by our agreement with Island Data. The shares registered for resale on the registration statement, but not actually
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issued to Island Data pursuant to the agreement, were deregistered. We did not receive any proceeds from the sale of
the shares of common stock covered by the Island Data registration statement.

In January 2004, we filed a shelf registration statement with the Securities and Exchange Commission relating to
4,000,000 shares of our common stock that we may issue from time to time. We have no immediate plans to offer or
sell any shares under this shelf registration. We presently intend to use the net proceeds from any sale of the registered
shares for general corporate purposes and working capital. We would announce the terms of any issuance in a filing
with the Securities and Exc
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