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Pegasystems Limited

Strategic report (continued)
for the year ended 31 December 2021

The directors present their Strategic Report for Pegasystems Limited (“the company”) for the year ended 31 December 2021.

The directors have not presented a separate analysis of the strategy, objectives and business model of the company as this is
disclosed as part of the consolidated financial statements of Pegasystems Inc (referred hereto as the ‘group’), which are available
from the US Securities & Exchange Commission https://www.sec.gov/edgar/searchedgar/companysearch.html

Section 172 Statement

The directors of the company must act in accordance with the duties detailed in section 172 of the Companies Act 2006 which is
summarised as follows:

A director of a company must act in the way they consider, in good faith, would be most likely to promote the success of the
company for the benefit of its members as a whole, and in doing so have regard (amongst other matters) to:

a. The likely consequences of any decision in the long term;

b. The interest of the company’s employees;

c. The need to foster the company’s relationships with all stakeholders, including customers, suppliers and others;

d. The impact of the company’s operations on the community and the environment;

¢. The desirability of the company maintaining a reputation for high standards of business conduct; and

f. The need to act fairly as between members of the company.
Pega was built on the idea of adaptability. With the world increasingly in flux, Pegasystems globally and its employees have
rallied around regional and global issues to develop solutions and drive positive results for its clients, partners, communities, and
each other. The 2021 Pega Impact Report https://www.pega.com/insights/resources/202 1 -pega-impact-report highlights how our
global teams are focused on more efficient and sustainable business operations - how we are building and supporting diverse
teams who can challenge each other to think differently and solve problems in new ways; how we are ensuring our people and

communities have the support and resources they need to feel secure and thrive; and the strong governance we have in place to
keep our business focused on what matters.

Engaging with our stakeholders helps us stay connected to what really matters - the world and people around us. To maintain trust
and act in the long-term interest of our stakeholders, we aim to strike a balance between meeting the expectations of our investors
and clients and doing our part to address the challenges facing our people, our communities, and the environment. Clients,
investors, employees, partners, suppliers, and communities make up our key stakeholders at Pega.

Employees

Pegasystems Inc is a global group characterized by individual and cultural diversity and therefore shared value systems are
particularly important. There are six values at the core of Pegasystems’ culture. Pegasystems’ employees must strive to be
Innovative, Inclusive, Passionate, Engaging, Genuine and Adaptable. These values embody what Pegasystems stands for and how
it does business. Furthermore, the group recognises and promotes five success behaviours — Excellence with a Sense of Urgency,
Collaboration with Alignment, Accountability with Transparency, Learning with Empathy, and Engaged Enterprise Leadership -
which employees are expected to practise in performing their roles and in executing their responsibilities to customers. These
values and success behaviours, when coupled with Pegasystems’ vision ‘to change the way the world builds software’, underpin
group strategy and guide the local directors in making decisions and conducting business.

Pegasystems is committed to ethical and legal conduct. Pegasystems strives to foster a culture where employees can perform at the
highest levels, are empowered to make good and ethical decisions, and never to compromise their personal integrity or the
integrity of Pegasystems for business gains. The Pegasystems’ Code of Conduct explains the role that each employee has in
creating the business culture and emphasizes the ethical and legal standards that all Pegasystems personnel are expected to
observe when dealing with Pegasystems, their colleagues, customers, partners, suppliers, and others. This Code applies to all
officers, full and part-time employees, interns, natural persons retained as independent consultants and members of the board of
directors of Pegasystems and its subsidiaries worldwide.

It is the duty of Pegasystems’ managers to incorporate the Code of Conduct in employee training. Every new employee should be
given the opportunity to read and discuss the Code. Pegasystems regularly conducts training, in e-learning format, and provides
information and group-wide briefings to support the Code of Conduct.
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As part of their induction directors are provided with information on their duties. It is expected that the directors recognise that
they must fulfil their duties through a governance framework that delegates day to day decision making to them and the
employees of the company, through a formalised delegation of authority.

All Pegasystems employees are invited to participate in periodic employee engagement surveys, the results of which are reviewed
by the directors together with the subsequent actions the company take to reinforce the company’s values and ensure the culture is
aligned with the strategic needs of the business.

Strong governance comes from the top. Accountability at Pega flows from the Board of Directors (Board) and executive
leadership and is integral to the culture of the organization. The Board and senior leadership team set the tone for our business
actions, ensuring Pega holds itself accountable to the highest ethical standards. The Board is responsible for establishing broad
corporate policies and reviewing our overall performance. Its primary mandate is to oversee the management of Pega and, in so
doing, serve the best interests of the company and its shareholders.

Further details on Pegasystems’ corporate governance policies and the Code of Conduct can be found at
https://www.pega.com/about/leadership

Clients

Our mission at Pega is to ‘crush complexity’ so our clients can better focus their time on what really matters to them: the things
that move their enterprise forward. Pega delivers innovative software that helps enterprises solve problems fast and transform for
tomorrow. Pega's Al-powered decisioning and workflow automation allows customers to maximise value, simplify service and
boost efficiency. Pega is deeply committed to positive outcomes for its clients and in building long-lasting customer relationships.

Partners

Under its Partner Program, Pega works with a global community of experts to provide flexible resources and industry knowledge,
and hands-on technical skills, to help clients get the business outcomes they need, quickly. Pega invests heavily in training
provision, marketing tools and resources as well as technical, sales and pre-sales enablement, to support its Partners and enable
them to succeed in every opportunity.

Suppliers

Pega seeks to receive competitive and advantageous terms from suppliers through a thorough and transparent procurement
process, whilst also ensuring vendor compliance with Pega’s legal, ethics, and information security policies,

Pegasystems Ltd endeavours to adhere to supplier payment terms and reports on payment practices and performance through the
Department for Business, Energy & Industrial Strategy (BEIS) digital service.

Communities

Pega strives to be a responsible corporate citizen and active contributor in the global communities where our employees, clients,
and partners live and work. Pega’s deep commitment to our communities is brought to life through our global social impact
program, PegaCares. We support local and global non-profit organizations that align with our focus areas: women and girls in
technology, youth education and development, and environmental sustainability. To help meet some of the most urgent needs of
our communities resulting from the COVID-19 pandemic, we also focus on global relief and recovery efforts.

We are proud to partner with non-profit organizations and programs around the world that promote opportunity, equitable
participation, and better outcomes for all.

Business Review

The company is engaged in the business of developing, marketing, licensing, and supporting strategic software applications for
marketing, sales and onboarding, customer service and operations, in addition to licensing the Pega Platform for clients that wish
to build and extend their own applications. Pegasystems’ applications and platform intersect with and encompass several
traditional software markets, including Customer Relationship Management (“CRM”), Business Process Management (“BPM”),
Business Rules Management Systems (“BRMS”), Dynamic Case Management (“DCM?”), Decision Management, including
Predictive and Adaptive analytics and the Vertical Specific Software (“VSS”) market of industry solutions and packaged
applications. Pegasystems also provides consulting services and implementation support, training and technical support services to
help clients maximise the business value from its software.
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Strategic report (continued)
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The company is in the process of transitioning our business to primarily sell software through subscription arrangements,
particularly Pega Cloud. Until we substantially complete our Cloud Transition, which we expect to occur in early 2023, we expect
to continue to experience lower revenue growth and lower operating cash flow growth or negative cash flow. The actual mix of
perpetual license, term license, and Pega Cloud in a given period can fluctuate based on client preferences. The short-term effect
of this has been lower year-on-year revenue growth, although the overall year on year revenue increase for the group from 2020 to
2021 was 19%, and for Cloud revenue, 45%. Gross profit at group level increased by 24%, representing 72% of revenue. For
Pegasystems Limited, and the geographic markets in which it operates, revenue increased by 12% in 2021. A key new metric for
the business is Annual Contract Value (‘ACV’) which measures the growth and predictability of future cash flows. During 2021
ACYV for the group increased by 20% from US$835m to US$1bn. Software maintenance contract renewal rates remained at over
90% in 2021.

The group reported an operating loss of US$132m in 2021, and Pegasystems Limited sustained 30% of this, reflecting the global
revenue distribution.

The Cloud Transition is expected to be completed in 2023, It is anticipated that the group will report diminishing operating losses
from 2020 to 2022 and will return to profit in 2023. In February 2020 Pegasystems Inc issued a convertible debt offering and
raised US$535m to provide reserve funds to support the business during the period of transition. The business has not been

‘negatively impacted by either Brexit or the COVID-19 pandemic, and there are no concerns about current trading losses and the

ongoing viability of the business.

A letter of support has been provided by the Board of Pegasystems Inc to the directors of Pegasystems Limited. This provides
assurance that the US parent, which has considerable cash resources, will continue to fund the operations of its UK subsidiary,
which supports strategically important geographic markets. Pegasystems Ltd was recapitalised in August 2020 to strengthen its
financial position during the business transformation, and in anticipation of accelerated growth thereafter.

Appian Corp. v. Pegasystems Inc. & Youyong Zou

As previously reported, the Company is a defendant in litigation brought by Appian in the Circuit Court of Fairfax County,
Virginia (the “Court”) titled Appian Corp. v. Pegasystems Inc. & Youyong Zou, No. 2020-07216 (Fairfax Cty. Ct.). On May 9,
2022, the jury rendered its verdict finding that the Company had misappropriated one or more of Appian’s trade secrets, that the
Company had violated the Virginia Computer Crimes Act, and that the trade secret misappropriation was willful and malicious.
The jury awarded damages in the amount of $2,036,860,045 for trade secret misappropriation and $1.00 for the violation of the
Virginia Computer Crimes Act. On September 15, 2022, the circuit court of Fairfax County entered judgment in the amount of
$2,060,479,287, consisting of the damages previously awarded by the jury plus attorneys’ fees and costs, and stating that the
judgment is subject to post-judgment interest at a rate of 6.0% per annum, from the date of the jury verdict (May 9, 2022) as to the
amount of the jury verdict and from September 15, 2022 as to the amount of the award of attorneys’ fees and costs. On September
15, 2022, the Company filed a notice of appeal from the judgment. On September 29, 2022, the circuit court of Fairfax County
approved a $25,000,000 letter of credit obtained by the Company to secure the judgment and entered an order suspending the
judgment during the pendency of the Company’s appeal. This appeals process could potentially take years to complete. The
Company continues to believe that it did not misappropriate any alleged trade secrets and that its sales of the Company’s products
at issue were not caused by, or the result of, any alleged misappropriation of trade secrets. The Company is unable to reasonably
estimate possible damages because of, among other things, uncertainty as to the outcome of appellate proceedings and/or any
potential new trial resulting from the appellate proceedings.

Key Performance Indicators (“KPIs”)

The board monitors progress on the overall group strategy and the individual strategic elements by reference to KPIs. The
performance during the year, together with the historical trend data, is set out in the table below.

The largest component of the company’s operating expenses is employment costs, not just for the UK organisation, but for staff
employed in EMEA and APJ, whose costs are recharged under service support agreements (SSA’s). In excess of 80% of SSA fees
are staff costs.
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2021 2020
£m £m
Turnover (see note 1) 300 267
Turnover increase/(decrease) % 12% 13%
Operating Loss (see note 2) 29) (59)
Net Profit Margin (see note 3) 3)% (18)%
Employee Headcount (see note 2) 415 396
UK Employment Cost as % of Revenue 22% 22%
Service Support Fees as % of Revenue (see note 2) 50% 56%

(1) Turnover - the Cloud Transition, which is forecast to be completed by early 2023, has resulted in lower, but stable, annual
revenue growth than was the case prior to 2018 because of the deferred recognition of revenue on subscription contracts,
compared with immediate recognition on perpetual and term license sales

(2) Operating loss - the reduced loss in 2021 is attributable to both higher revenue and some stabilisation, and reduction, in
operating expense levels. Staff employment costs increased by 16%, due to an increase in both headcount (+5%) and remuneration
levels. This followed a group-wide review of staff compensation, prompted by changes in working practices during the pandemic.
Recharges of costs under SSA’s with Pega operating units across EMEA and APJ barely increased from 2020 to 2021, the
expansion in sales and marketing functions, to facilitate the Pega Cloud roll-out, having been completed in 2019-20. The recharge
of internal development costs (IDC) under the cost-share agreement with Pegasystems Inc, reduced in 2021, following revisions to
EBITDA forecasts on which the IDC allocation is based.

(3) Net Profit Margin - Increase due to the reduction in operating loss which is already discussed in note (2) and the favorable tax
benefit in 2021.

Principal Risks and Uncertainties

The company competes in the BPM, CRM, Case Management and Decision Management software markets and faces a number of
risks and uncertainties. The following section sets out the principal risks the company is exposed to and the company’s approach
to mitigating those risks.

Global Economy

The continued uncertainties in the global economy may negatively impact our sales to, and the collection of receivables from our
clients.

Our sales to, and the collection of receivables from, our clients may be impacted by adverse changes in global economic
conditions. The U.S. and other key international economies have experienced cyclical downturns from time to time, during which
economic activity has been impacted by falling demand for goods and services, inflation, restricted credit, poor liquidity, reduced
corporate profitability, volatility in credit, equity, and foreign exchange markets, bankruptcies, and economic uncertainty. These
changes in global economic conditions could impact the ability and willingness of our clients to make investments in technology,
which in turn may delay or reduce the purchases of our software and services. These factors could also impact the ability and
willingness of these clients to pay their trade obligations and honor their contractual commitments. These clients may also become
subject to increasingly restrictive regulatory requirements, which could limit or delay their ability to proceed with technology
purchases and may result in longer sales cycles, increased price competition, and reductions in sales of our products and services.
The financial uncertainties facing many of our clients and the industries in which they operate could negatively impact our
business, operating results, and financial condition.

Commercial Risk

The markets the company operates within are intensely competitive, rapidly changing, and highly fragmented, as current
competitors expand their product offerings and new companies enter the market. Competitors vary in size and in the scope and
breadth of the products and services offered.
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These expected results are subject to risks and uncertainties, including without limitation the following:
(a) demand for Pegasystems' software may decline, causing a decline in demand for the company's services;

(b) the company may not be successful in delivering services that satisfy customer requirements, which could result in
decreased customer demand or claims by customers for refunds or credits; and

(c) other companies are capable of providing services to licensees of Pegasystems software and these companies may be
successful in increasing their market share at the expense of the company.

In order to remain competitive, to retain existing customers and attract new ones, Pegasystems Ltd continuously strives to enhance
current products, address any product defects or errors, acquire, or develop, and introduce new products that meet client needs,
keep pace with technology and regulatory changes, respond to competitive products, and achieve market acceptance.

Human Resources

The company is aware that its performance is only as good as the people it employs. The company therefore attempts to have
policies in place to attract, retain and motivate its employees to help achieve its business objectives.

Legal Proceedings
Appian Corp. v. Pegasystems Inc. & Youyong Zou

Pegasystems Inc has provided substantial detail in its SEC 10-K filings of a succession of legal disputes involving a competitor
firm, Appian Corp.

In the latest court hearing, which concluded on May 9, 2022, the jury rendered a verdict against Pegasystems Inc with respect to a
trade secrets claim for $2.04 billion in damages, and entitling Appian to recover attorney’s fees.

Pegasystems Inc strongly disagrees with the claims and the verdict, and believes the verdict is not supported by the facts of the
case or the law and is the result of significant error. The Company plans to pursue its post-trial remedies to have the verdict set
aside. The Company believes it has meritorious defences and will vigorously pursue appeal of the trial court’s findings, with the
appeals process potentially taking several years. No judgment would be payable until this process has been concluded.
Pegasystems Inc has the financial strength to pay a judgment if it ever becomes necessary.

.This verdict has no impact on Pega’s products or on what the group can sell and service. Therefore, the directors of Pegasystems
Ltd have no reason to believe that the current or future operation of the UK -registered business is in jeopardy.

Further commentary is available on the Pega website https://www.pega.com/appian-lawsuit-statement

War in Ukraine

Pegasystems Ltd has several customers in Ukraine, Russia, and Belarus, but its direct financial exposure under current contracts is
not material.

In 2021, before Russia's invasion of Ukraine, a business decision was made to stop pursuing new clients in Russia and to close the
local office (a subsidiary of Pegasystems Inc). For the year ended December 31 2021, total revenue from clients located in
Ukraine, Russia, and Belarus was less than £3m. However, the ultimate impact of Russia’s invasion of Ukraine on the business
will depend on future developments, including any prolongation or escalation of the conflict, the impact on our people, partners,
clients, and vendors in neighbouring countries, and the impact on the global economy, all of which are uncertain and
unpredictable.

Charitable Donations

The company made charitable donations of £60,499 during the year 2021 (2020: £2,563).
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EDocuSigned by:
16791237853845C...
Efstathios Kouninis
Director

16 December 2022
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The directors present their report together with the financial statements and auditor’s report, for the year ended
31 December 2021.

Principal Activities and Business Review

The principal activity of the company (“Pegasystems Limited”) is the provision of software, consulting, technical support
and related services. Its parent company, Pegasystems Inc., is a recognised global leader in the markets for customer
engagement and digital process automation software.

Financial Risk Management

The company is exposed to a number of financial risks, including liquidity risk, credit risk and currency risk. It is company
policy that no speculative trading in financial instruments shall be undertaken.

Liquidity and Cash flow Risks

The company manages liquidity and cash flow risks by retaining sufficient cash to ensure it has adequate funds available
for operations. The company would have access to additional funding from its parent if required.

Credit risk

Credit risk arises when customers fail to discharge their obligations thus causing the company a financial loss. The
company'’s credit control policies are aimed at minimising such losses and deferred payment terms are only granted to
customers who demonstrate appropriate payment history and satisfy credit-worthiness checks.

Currency Risk

The company invoices its customers in several currencies, but predominantly GBP, EUR, USD and AUD. The company is
invoiced, by associated group companies under service support contracts, for fees in numerous currencies. Therefore, there
is a risk of exchange losses being incurred on revenue when Sterling appreciates in value, and on operating costs when
Sterling depreciates. However, currency risk and risk mitigation measures are carefully considered when customer
contracts are drawn up and when inter-company recharging arrangements are put in place. The group treasury function
manages the company’s foreign currency bank balances to mitigate the risks of exchange losses on monetary assets.

Litigation

In a recent court case, Appian Corp. v. Pegasystems Inc. & Youyong Zou, which concluded on May 9, 2022, the jury
rendered a verdict against Pegasystems Inc with respect to a trade secrets claim for $2.04 billion in damages, and entitling
Appian to recover attorney’s fees.

Pegasystems Inc strongly disagrees with the claims and the verdict, which are not supported by the facts of the case, or the
law, and are the result of significant error. Pegasystems Inc considers it has strong grounds to overturn this result and is
actively pursuing all legal options. The appeals process is likely to be very protracted, potentially taking several years to
complete, and no judgement would be payable until this process has been concluded. Furthermore, Pegasystems Inc has the
financial resources to pay a judgment, if it ever becomes necessary.

The verdict does not impose any restrictions on how the Pegasystems group develops, sells, or services its products, now or
in the future. Nor does it impose any restrictions on the ability of Pegasystems’ clients, prospects, and partners to utilise its
products.

The directors of Pegasystems Ltd have no reason to believe that the current, or future, operation of the UK entity will be
jeopardised by the outcome of this case, involving its parent company.

War in Ukraine

Pegasystems Ltd has several customers in Ukraine, Russia, and Belarus, but its direct financial exposure under current
contracts, is not material.

The macroeconomic impact of the war, affecting global commodity markets and causing significant inflationary pressures,
is expected to have an impact on operating expenses in the short to medium term. ’
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Energy Consumption & Carbon Emissions —

Climate change is a critical, global issue. Its serious business implications concem us, our clients, and our partners. We
have made it our business to better understand, measure, and manage our contributions to climate change as fully and
responsibly as possible. We believe the action we are taking is good for the planet, for people, and for business.
Pegasystems is managing its environmental impact strategy, and the execution of this, on a global basis, rather than through
individual country initiatives. This is the most logical approach given shared global and regional resources, e.g., R&D
facilities, and global workforce mobility.

The Pegasystems group set and achieved the following goals in 2021 as it progresses toward carbon neutrality:

¢ Achieving net-zero emissions in eight key offices, including the Pegasystems Ltd office in Reading, for Scopes 1
and 2. This was projected for 2025, but was accomplished in 2021

e  Zeroing out Scope 1 emissions throughout the company with 700 carbon offsets

e Purchasing 7,600 RECs to offset the balance of Scope 2 gases

In 2021, the Pegasystems group succeeded in establishing reliable means of monitoring and measuring its carbon footprint
in key parts of the business. It enabled the group to achieve carbon neutrality in Scope 1 and 2 carbon emissions reported
for FY 2020, accomplished by procuring renewable energy certificates (RECs) and carbon offsets. This milestone made the
group carbon-neutral in eight key offices including the UK, defined as those above 25,000 square feet. In Q1 of 2022
further RECs and carbon offsets were procured to achieve carbon neutrality in Scope 1 and 2 for FY 2021. It is anticipated
that this practice will continue. The Pega Cloud Hibemation Program, between December 2020 and December 2021
resulted in a reduction of CO emissions of 42.5 metric tons. The group is striving to reduce emissions outside of its direct
operations by limiting business travel and working with its data centre partners to procure renewable energy.

In 2019, the Pegasystems group formed an ESG Committee to focus on the implementation of ESG programs. The
Committee is comprised of senior leaders across various functions and geographies with expertise in a range of disciplines.
It meets weekly to develop, drive, and oversee our ESG efforts. The group Chief Operating Officer and Chief Financial
Officer, Chief People Officer, and General Counsel constitute the ESG leadership for the organization. This forum, through
the ESG Committee, lays the strategic roadmap for various ESG initiatives. The Pegasystems group is committed to
advancing its ESG governance. The Global Facilities and Real Estate team is responsible for the environmental aspects of
the ESG program and monitors activities that impact climate related issues globally.

The Pegasystems group is committed to increasing transparency around its ESG practices, data, and impacts. Publishing
the 2021 Pega Impact Report https://www.pega.com/insights/resources/202 1 -pega-impact-report is a crucial step towards
that goal. In 2022, the group plans to engage with its stakeholders on ESG and, to that effect, has initiated an ESG
materiality process to gain better insights into our ESG issues, challenges, and opportunities.

Streamlined emissions and carbon reporting (SECR) metrics for Pegasystems Ltd, Reading, UK office

Energy consumption data (in megawarr hours)

2021 2020
Scope 1 227 201
Scope 2 155 160|MWh
Total 382 361
Energy emission data (in metric tonnes ofc02) Intensi tio - ronn, 22 per total £m sales reven,
2021 2020 2021 2020
Scope 1 43 36 0.74 0.71
Scppe 2 42 36 MTCO2
Scope 3 138 118
Total 223 191
Scope 1 (direct GHG ission} includes issions from diesel generator
Scope 2 (energy indirect emission) inclugdes emissions from purchased efectncity
Scope 3 (other indirect emissions} includes emissions ansing from employees working from home
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Results and Dividends

The company’s loss for the year after taxation amounted to £10.13 million; (2020 - £62.78million). The directors do not
recommend the payment of a dividend (2020 - £Nil).

Employment Policies

Please refer to https://www.pega.com/about/careers/equal-employment-opportunity

It is Pegasystems' policy to recruit, hire, train, promote, discipline, and compensate in all job classifications, without regard
to race, colour, sex, religion, national origin, age, genetic information, disability, sexual orientation, gender identity, veteran
status, or any other category protected by law.

Pega is committed to:
+ Base employment decisions on the principles of Equal Employment Opportunity

« Ensure that all other people related actions, such as compensation, benefits, terminations, Company sponsored training,
and educational assistance shall be administered without regard to race, colour, sex, religion, national origin, age,
genetic information, disability, sexual orientation, gender identity, veteran status, or any other category protected by
law

» Ensure that promotion decisions will be made in accordance with the principles of Equal Employment Opportunity by
imposing only valid requirements for promotional opportunities ‘

* Proactively ensure prevention and action to prevent harassment or intimidation of all employees
Disability
Please refer to the statement above outlining Pega’s Equal Employment Opportunity policy.

The recruitment, career development and training opportunities for disabled employees are reviewed regularly to ensure
they both comply with local statutory requirements and are comparable to those of similar employers in the UK.

Employee Participation

The company recognises that organisations are most successful where management and staff share a common purpose,
work in partnership and communicate openly.

Pega has a well-established Employee Stock Purchase Plan (ESPP) designed to encourage employees to purchase stock,
and so share in the long-term success of the business. In addition, grants of Restricted Stock Units (RSU’s) and stock
options may be awarded on joining and at periodic intervals through an employee’s career, in recognition of excellent
performance.

Pegasystems Ltd has a programme of international Company Calls, hosted by Board members, releasing information to
employees on quarterly financial results and providing other business updates, in addition to responding to employees’
questions submitted through the ‘Building Bridges’ portal. This is intended to provide employees with information on key
decisions concerning business strategy and operations that will affect them, as well as to enable employees to provide
feedback on recent initiatives and to highlight matters of concern to Board members.

Pega also has a programme of regional ‘EMEA Team Time’ monthly calls and e-mails and encourages employee
participation and feedback, coordinated by the EMEA Communications team.

Employee participation is encouraged in various award schemes for recognition of outstanding performance and in
contributing to charitable initiatives supported by the company.

Supplier Payment Policy

Pega seeks to ensure that for all supplier engagements there is clarity, transparency, and consensus in agreeing the terms of
payment. Pega has a policy of prompt payment and has implemented internal processes and controls to effect this.

Pegasystems Ltd is required to report on payment practices and performance to the Department of Business, Energy &
Industry Strategy biannually. It is also required to demonstrate to its customers, particularly those in the government sector,
that it adheres to prompt, fair and effective payment practices.

10
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Future Developments

The directors aim to maintain the management policies which have resulted in the company’s growth in previous years. The
directors expect to see a continued growth in the company’s UK results.

Directors

The directors of the company during the year and unless stated otherwise were:
« Efstathios Kouninis
» Kenneth Stillwell
+ David Wells
+ Douglas Kra - resigned 31 December 2021

Qualifying Third Party Indemnity Provisions

A qualifying third-party provision as defined in section 232(2) of the Companies Act 2006 was in force for the benefit of
each of the directors and the company secretary in respect of liabilities incurred as a result of their office, to the extent
permitted by law. In respect of those liabilities for which directors may not have been indemnified, a directors’ and officers’
liability insurance policy was maintained by the Pegasystems Inc. group throughout the financial year for the benefit of the
parent and all subsidiaries.

Going Concern

In September 2020, £150m of inter-company debt owed to Pegasystems Inc was capitalised, and on 31 December 2021
Pegasystems Ltd held net assets of £76,666,144. Furthermore, the directors of Pegasystems Inc have provided a letter of
support to the directors of Pegasystems Ltd to provide assurance of ongoing financial support for a period of no less than
12 months from the date of approval of these financial statements. Thus, the directors continue to adopt the going concern
basis in preparing the annual financial statements.

Events After the Balance Sheet Date

There have been no significant events subsequent to the year ended 31 December 2021 requiring adjustment. However, the
verdict of the US court case involving Pegasystems Inc, referred to under ‘Litigation’ above, requires disclosure because of
the scale of damages awarded, although disputed. The progress of the appeal will be monitored, and any potential financial
impact will be assessed. Neither the duration of the appeal proceedings, nor any resulting financial consequences, are
estimable at the present time. Pegasystems Ltd, as the subsidiary of the litigant, is not directly affected by the legal dispute,
but as a loss-making entity, it is dependent on its parent for ongoing funding to maintain its status as a going concern.

Directors’ Confirmations

Each of the persons who is a director at the date of approval of this report confirms that:
» so far as the director is aware, there is no relevant audit information of which the company’s auditor is unaware; and

+ the director has taken all the steps that he/she ought to have taken as a director in order to make himself/herself aware
of any relevant audit information and to establish that the company’s auditor is aware of that information

This confirmation is given and should be interpreted in accordance with the provisions of s418 of the Companies Act 2006.
Independent Auditor

A resolution to reappoint Deloitte LLP will be proposed at the forthcoming Annual General Meeting.

Directors’ Responsibilities Statement

The directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial statements in
accordance with applicable law and regulations.
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Pegasystems Limited

Directors’ report (continued)
for the year ended 31 December 2021

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors
have elected to prepare the financial statements in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law), including FRS 102 *“The Financial Reporting
Standard applicable in the UK and Republic of Ireland”. Under company law the directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of the company and of the profit
or loss of the company for that period.
In preparing these financial statements, the directors are required to:

+ select suitable accounting policies and then apply them consistently;

» make judgements and accounting estimates that are reasonable and prudent;

« state whether applicable UK Accounting Standards have been followed, subject to any material departures disclosed
and explained in the financial statements; and
« prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company will

continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company’s transactions and disclose with reasonable accuracy at any time the financial position of the company and enable
them to ensure that the financial statements comply with the Companies Act 2006.

They are also responsible for safeguarding the assets of the company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integrity of the corporate and financial information included on the
Company’s website. Legislation in the United Kingdom governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

Approved by the Board and signed on its behalf by:

DocuSigned by:

16791237853845C...

Efstathios Kouninis,
Director

16 December 2022
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Independent auditor’s report
for the year ended 31 December 2021

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF PEGASYSTEMS LIMITED
Report on the audit of the financial statements

Opinion

In our opinion the financial statements of Pegasystems Limited (the ‘company’):

« give a true and fair view of the state of the company’s affairs as at 31 December 2021 and of its loss for the year then ended;

« have been properly prepared in accordance with United Kingdom Generaily Accepted Accounting Practice, including
Financial Reporting Standard 102, “The Financial Reporting Standard applicable in the UK and Republic of Ireland”;

* have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements which comprise:

* the statement of comprehensive income;
« the statement of financial position;

« the statement of changes in equity; and
+ the related notes 1 to 21.

The financial reporting framework that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards, including Financial Reporting Standard 102 “The Financial Reporting Standard.applicable in the UK and Republic of
Ireland” (United Kingdom Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our
responsibilities under those standards are further described in the auditor's responsibilities for the audit of the financial statements
section of our report.

We are independent of the company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s”) Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in the
preparation of the financial statements is appropriate.

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions that,
individually or collectively, may cast significant doubt on the company’s ability to continue as a going concern for a period of at
least twelve months from when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant sections of
this report.

Other information

The other information comprises the information included in the annual report, other than the financial statements and our
auditor’s report thereon. The directors are responsible for the other information contained within the annual report. Qur opinion on
the financial statements does not cover the other information and, except to the extent otherwise explicitly stated in our report, we
do not express any form of assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the course of the audit, or otherwise appears to be
materially misstated. If we identify such material inconsistencies or apparent material misstatements, we are required to determine
whether this gives rise to a material misstatement in the financial statements themselves. If, based on the work we have
performed, we conclude that there is a material misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.
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Pegasystems Limited

Independent auditor’s report
for the year ended 31 December 2021

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view, and for such internal control as the directors
determine is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is a
high level of assurance but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report.

Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with our
responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud. The extent to which
our procedures are capable of detecting irregularities, including fraud is detailed below.

We considered the nature of the company’s industry and its control environment and reviewed the company’s documentation of
their policies and procedures relating to fraud and compliance with laws and regulations. We also enquired of management about
their own identification and assessment of the risks of irregularities.

We obtained an understanding of the legal and regulatory frameworks that the company operates in, and identified the key laws
and regulations that:

* had a direct effect on the determination of material amounts and disclosures in the financial statements. These included the UK
Companies Act 2006 and UK Corporation tax laws; and

« do not have a direct effect on the financial statements but compliance with which may be fundamental to the company’s ability
to operate or to avoid a material penalty. These included UK Health and Safety legislation, UK Anti Bribery and Corruption Act,
and UK Anti Money Laundering and Terrorist Financing regulations, UK Data Protection legislation, and UK’s environmental
reporting regulations.

We discussed among the audit engagement team regarding the opportunities and incentives that may exist within the organisation
for fraud and how and where fraud might occur in the financial statements.

As a result of performing the above, we identified the greatest potential for fraud or non-compliance with laws and regulations in
the following areas, and our specific procedures performed to address them are described below:

» Risk of fraud in revenue recognition — identification of elements, allocation of arrangement considered amongst elements and
complete arrangement. Controls have been tested around the cash cycle and specifically the controls around revenue
recognition. New revenue multi element contracts have been tested as a significant risk, with existing arrangements tested as a
higher risk. These include those arrangements with both license and maintenance revenue.

Testing was performed by selecting a sample of contracts, agreeing to contract and recalculating the revenue recognized in the
year

14



DocuSign Envelope ID: 54E4D407-9FC8-4E3C-86B1-290BB72A9562
Pegasystems Limited

Independent auditor’s report
for the year ended 31 December 2021

» Risk that intergroup charges are incorrectly calculated which will have an impact on the related tax charge. Transfer pricing
specialists were engaged to review the transfer pricing documentation and to recalculate the year end adjustment to check for
reasonableness of the calculation.

In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond to the risk of
management override. In addressing the risk of fraud through management override of controls, we tested the appropriateness of
journal entries and other adjustments; assessed whether the judgements made in making accounting estimates are indicative of a
potential bias; and evaluated the business rationale of any significant transactions that are unusual or outside the normal course of
business.

In addition to the above, our procedures to respond to the risks identified included the following:

« reviewing financial statement disclosures by testing to supporting documentation to assess compliance with provisions of
relevant laws and regutations described as having a direct effect on the financial statements;

« performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks of material
misstatement due to fraud;

+ enquiring of management and legal counsel concerning actual and potential litigation and claims, and instances of non-
compliance with laws and regulations; and

+ reading minutes of meetings of those charged with governance.
Report on other legal and regulatory requirements
Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

+ the information given in the strategic report and the directors’ report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and

« the strategic report and the directors’ report have been prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we have
not identified any material misstatements in the strategic report or the directors’ report.

Matters on which we are required to report by exception

Under the Companies Act 2006 we are required to report in respect of the following matters if, in our opinion:
» adequate accounting records have not been kept, or returns adequate for our audit have not been received from branches not
visited by us; or
+ the financial statements are not in agreement with the accounting records and returns; or
« certain disclosures of directors’ remuneration specified by law are not made; or
+ we have not received all the information and explanations we require for our audit.

We have nothing to report in respect of these matters.
Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might state to the company’s members those matters we are required to state
to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s members as a body, for our audit work, for this report, or for
the opinions we have formed.

DocuSigned by:

Indrnw (NV\'QU

7012580DDCEF4DD...
Andrew Wright FCA (Senior statutory auditor)
For and on behalf of Deloitte LLP
Statutory Auditor
Bristol, United Kingdom
16 December 2022
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Statement of comprehensive income
for the year ended 31 December 2021

Note 2021 2020
£000 £000
Turnover 3 299,769 267,178
Depreciation and amortisation 4 (132) (405)
Staff costs 5 (65,293) (57,835)
Other operating charges (263,698) (268,404)
Operating loss 4 (29,354) (59,466)
Interest receivable and similar income 3 6
Interest payable and similar charges 21) 37)
Loss before taxation . . (29,372) (59,497)
Tax on loss 6 3,719) (3,284)
Loss for the financial year (33,091) (62,781)
(33,091) (62,781)

All amounts relate to continuing activities.

All recognised losses in the current and prior year are included in the profit and loss account. There is no other comprehensive
income and therefore nothing to note on this.
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Pegasystems Limited

Statement of financial position
as at 31 December 2021

2021 2021
Note £000 £000
Fixed assets
Tangible assets - 41
Investments in subsidiaries 9 18,555
Other investments 10 1,858
Intangible assets 8 -
20,454
Current assets
Debtors .
due within one year 12 201,220
due after one year 12 19,215
Cash at bank and in hand 25,522
245,957
Creditors: amounts falling due
within one year 13 (210,875)
Net current assets/(liabilities) 35,082
Total assets less current liabilities 55,536
Creditors: amounts falling due after one year 14 (1,829)
Net assets/(liabilities) 53,707
Capital and reserves
Called-up share capital 16 1
Share premium account . 17 169,648
Profit and loss account (115,941)
Equity shareholders’ funds 53,707

The notes on pages 16 to 27 are an integral part of these financial statements

2020
£000

193,254
15,979
17,408

226,641

(157,946)

2020
£°000

175
18,555
1,697
62
20,489

68,695
89,184
(2,386)

© 86,798

1
169,648

(82,851)

86,798

The financial statements of Pegasystems Limited, registration number 02883981, were approved by the Board of Directors and

authorised for issue on its behalf by:

[DocuSIgned by:
16791237853845C...
Efstathios Kouninis

Director
16 December 2022
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Statement of changes in equity
for the year ended 31 December 2021

At 1 January 2020
Additional paid in share capital

Loss for the financial year being total
comnrehensive loss

At 1 January 2021

Loss for the financial year being total
comprehensive loss

At 31 December 2021

Note

17

Called-up Share Share Premium

Profit & Loss

Canital Account Account Total
£000 £°000 £°000
19,634 (20,069) (434)
150,013 — 150,013
— (62,781) (62,781)
169,648 (82,850) 86,798
— (33,091) (33,091)
169,648 (115,941) 53,707
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Pegasystems Limited

Notes forming part of the financial statements
for the year ended 31 December 2021

1. Principal accounting polices

The principal accounting policies are summarised below. They have all been applied consistently throughout the year and to the
preceding year

General information

Pegasystems Limited is a private company limited by shares and incorporated in the United Kingdom under the Companies Act
2006 and is registered in England and Wales (02883981).

The registered office and principal place of business is Third Floor, 23 Forbury Road, Reading, Berkshire RG1 3JH.

The financial accounts are presented in Sterling which is the functional currency of the company.

a) Basis of accounting

The principal activities of the company and the nature of its operations are set out in the Strategic Report on pages 1 to 5.

The financial statements have been prepared under the historical cost convention and in accordance with Financial Reporting
Standard 102 (FRS 102) the Financial Reporting Standard applicable in the United Kingdom and the Republic of Ireland, and the
Companies Act 2006.

The following principal éccounting policies have been applied.

b) Financial reporting standard 102 — reduced disclosure exemptions
The company has taken advantage of the following disclosure exemptions in preparing these financial statements, as permitted by
~ the FRS 102 “The Financial Reporting Standard applicable in the UK and Republic of Ireland™:

. the requirements of Section 7 Statement of Cash Flows;

. the requirements of Section 3 Financial Statement Presentation paragraph 3.17(d);

. the requirements of Section 11 Financial Instruments paragraph 11.40 to 11.48;

*  the requirements of Section 12 Other Financial Instruments paragraphs 12.26 to 12.29;
. the requirements of Section 33 Related Party Disclosures paragraph 33.7.

The information is included in the consolidated financial statements of Pegasystems Inc. as at 31 December 2021. These financial
statements can be obtained from One Main Street, Cambridge, MA 02142, USA.

Going concern

In September 2020, £150m of inter-company debt owed to Pegasystems Inc was capitalised, and on 31 December 2021
Pegasystems Ltd held net assets of £76,666,144. Furthermore, the directors of Pegasystems Inc have provided a letter of support
to the directors of Pegasystems Ltd to provide assurance of ongoing financial support for a period of no less than 12 months from
the date of approval of these financial statements. Thus, the directors continue to adopt the going concern basis in preparing the
annual financial statements.

Consolidation

The company is exempt under section 401 of the Companies Act 2006 from the requirement to prepare consolidated financial
statements as it and its subsidiary undertakings are included by full consolidation in the consolidated financial statements of its
parent (disclosed in note 20). These financial statements therefore present information about the company as an individual
undertaking and not about its group. Under section 401(2)(f) the company is required to file a copy of the group accounts at
Companies House.

Tangible Assets

Tangible fixed assets are stated at cost, net of depreciation. Depreciation is provided on cost, less estimated residual value, in
equal annual instalments over the estimated useful lives of the assets. The rates of depreciation are as follows:

Leasehold improvements Over the term of the lease
Computer equipment 33% per annum
Fumiture 20% per annum
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Pegasystems Limited

Notes forming part of the financial statements (continued)
for the year ended 31 December 2021

Purchased goodwill

Goodwill arising on the acquisition of a company’s trade and assets is the difference between the fair value of the consideration
paid and the fair value of the net assets acquired. It is capitalised and amortised on a straight line basis through the statement of
comprehensive income over the directors’ estimate of its useful economic life, being ten years.

Impairment tests on the carrying value of goodwill are undertaken:
« at the end of the first full year following acquisition;

+ in other periods if events or changes in circumstances indicate that the carrying value may not be recoverable.
Investments

Investments in non-derivative instruments which are equity of the issuer, for example non-convertible preference shares, are
measured at fair value with changes recognised in profit or loss, unless fair value cannot be measured reliably, in which case they
are measured at cost less impairment.

Investments in subsidiaries are stated at cost less any provision for impairment in value.

An assessment is conducted at each reporting date to determine whether there is any indication that the assets are impaired. Where
there is any indication that an asset may be impaired, the carrying value of the asset is tested for impairment. An impairment loss
is recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount.

Revenue recognition

Turnover represents amounts recognised on products sold and services provided, net of distributor discounts and value added tax.

"Revenue is derived from the sale of software licenses, maintenance and support, professional services and training.

The current group revenue recognition policy, which Pegasystems Limited has adopted, is closely aligned with the US revenue
recognition standard ASC 606, effective from 1 January 2020. Under the terms of this standard, revenue is recognised either at a
point in time or over a period of time.

Three basic criteria are applied to assess whether revenue should be recognised over a period of time —

+ The customer receives and uses the benefits of the service at the same time as the company performs the service. Software
maintenance and support and cloud subscription services fall within this category. Revenue is recognised evenly over the
length of the contract. Revenue attributable to the unexpired portion of the contract is carried forward as deferred income and
included within creditors. A

+ The product or the service has no alternative use other than its use by the customer, and there is an enforceable right to
payment for work completed to date. Professional services are categorised as such, and revenue is recognised as consultancy
hours are delivered or agreed project milestones are achieved.

+ Control of the asset or assets being created passes to the customer as the business performs
If none of these criteria apply, revenue is recognised at a point in time, the point in time being determined by the following
indicators -

+ The company has a present right to payment for the goods or services

+ The customer has legal title

+ The company has transferred physical possession of the asset

+ The customer has accepted the asset

Software license fees are recognised at the time of shipment if installation is considered perfunctory, or on acceptance of the
software if installation is considered a significant element of the contract, depending on the specific terms of each agreement.

Interest income

Interest income is recognised when it is probable that the economic benefits will flow to the company and the amount of revenue
can be measured reliably. Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts estimated future cash receipts through the expected life of the
financial asset to that asset’s net carrying amount on initial recognition.
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Notes forming part of the financial statements (continued)
for the year ended 31 December 2021

Taxation

Current tax is measured at amounts expected to be paid using the tax rates and laws that have been enacted or substantively
enacted by the statement of financial position date. :

Deferred tax balances are recognised in respect of all timing differences that have originated but not reversed by the statement of
financial position date except that the recognition of deferred tax assets is limited to the extent that the company anticipates
making sufficient taxable profits in the future to absorb the reversal of the underlying timing differences.

Deferred tax balances are not discounted.
Foreign currency

« Functional and presentational currency - the company's functional and presentation currency is pound sterling.

« Transactions and balances - transactions denominated in foreign currencies are translated into sterling at the rates ruling at the
dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at the statement of financial
position date are translated at the rates ruling at that date. These translation differences are dealt with in the statement of
comprehensive income.

Operating leases

Annual rentals are charged to the statement of comprehensive income on a straight-line basis over the period of the term of the
lease even if payments are not made on such a basis.

Pension costs

Contributions to the company’s defined contribution pension scheme are charged to the statement of comprehensive income in the
period in which they become payable. The assets of the scheme are held separately in an independently administered fund.

Share-based payments

The company issues equity-settled payments to certain employees via issuance of equity instruments in the company’s parent
company, Pegasystems Inc. The company does not make share-based payments to any parties other than employees. Equity-
settled share-based payments are measured at fair value using a Black-Scholes valuation model at the grant date. Key inputs used
to estimate the fair value of stock options include the exercise price of the award, the expected post-vesting option life, the
expected volatility of the stock over the option’s expected term, the risk-free interest rate over the option’s expected term, and the
expected annual dividend yield. The fair value determined at the grant date of the equity-settled share-based payments is expensed
under the rateable method, which treats each vesting tranche as if it were an individual grant.

Financial assets and liabilities

The Company’s venture investments are recorded at fair value based on valuation methods using the observable transaction price
and other unobservable inputs, including the volatility, rights, and obligations of the securities the Company holds.

The carrying value of certain other financial instruments, including receivables and accounts payable, approximates fair value due
to these items’ relatively short maturity.

2. Critical accounting judgements and key sources of estimation uncertainty

In the application of the company’s accounting policies, which are described in note 1, the directors are required to make
judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other
sources.

* Critical judgements in applying the entity's accounting policies - critical accounting judgement has been exercised in the
valuation of the investment in Pegasystems Software Limited. The valuation is based on discounted projected free cash flows.
The Weighted Average Cost of Capital is derived from data obtained from authoritative sources on comparable UK
companies in the IT software industry sector. The growth assumptions are based on planned headcount increases in the group
R&D establishment, necessary to sustain revenue and profitability growth.
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Notes forming part of the financial statements (continued)
for the year ended 31 December 2021

* Critical accounting estimates and assumptions — a management fee is charged by Pegasystems Inc to Pegasystems Ltd to

reflect both the business support given by the parent to its subsidiary and the proportion of shared group resources consumed
by Pegasystems Ltd. In order to determine a fair and reasonable basis for calculating the management fee, Inc and Ltd engage
external advisors (EY & Deloitte US) to help analyze the support services provided by corporate and operations groups
at group level, and to assist in defining intercompany services and cost allocation processes that are consistent with the
concept of arm’s length pricing and reflective of the principles of US Treas. Reg. §1.482, OECD Guidelines, and UK transfer
pricing rules pursuant to Part 4 TIOPA 2010. Whilst the objective analysis of facts underpins this exercise, a significant
element of estimation and judgement is inevitable. By seeking external guidance, Pegasystems Inc and Pegasystems Ltd seek
to mitigate the risks of misquantifying the data or making false assumptions, which could result in a material financial
misstatement. The annual management fee for 2021 was £47m. A 1 percentage point change in the management fee would

increase or decrease the management fee by £1.5m.
3. Turnover

An analysis of tumover by geographical region (client location) is given below:

UK

Europe

Asia-Pacific
Americas

Africa & Middle East

Turnover is derived as follows:

Licenses
Maintenance
Cloud services
Consultancy
Training

4. Operating Loss

This is arrived after charging/(crediting):

Depreciation of tangible fixed assets
Amortisation of goodwill
Auditor’s remuneration:

audit services

other services
Foreign exchange loss/(gain)
Operating leases:

hire of land and buildings

22

2021 2020
£ £
85,465,521 81,697,655
133,042,073 109,442,768
64,905,777 59,426,537
6,533,211 5,344,295
9,821,993 11,267,051
299,768,575 267,178,306
2021 2020
£ £
56,264,928 67,133,594
79,404,023 75,210,504
89,558,113 61,088,463
73,605,421 62,693,391
936,090 1,052,355
299,768,575 267,178,307
2021 2020
£
70,118 334,934
61,791 70,046
178,451 166,147
34,975 24,200
5,107,358 (2,847,937)
673,144 660,969
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5. Employees

Staff costs (including directors) consists of:

2021 2020

£ £
Wages and salaries 51,397,622 45,690,531
Social security costs 5,760,727 5,183,426
Other pension costs 2,273,550 1,991,449
Share-based payment costs 5,860,959 4,970,076
65,292,857 57,835,482

The average monthly number of persons (including executive directors) employed during the year, split by activity, was:

2021 2020

No. No.
Administration » 49 51
Services 366 345
415 396

One director received remuneration for their services to the company in the current year and prior year as follows:

2021 2020

£ £

Director’s emoluments 262,004 254,460
Company contributions to pension scheme 10,224 10,000
272,228 264,460

The other directors are remunerated through the parent company and it is not practicable to apportion for services provided to this
company.

The above amounts relate to the only, and therefore the highest paid, director. During the year this director also exercised

Pegasystems Inc share options, granted to eligible employees under a group equity award scheme, the cost of which is recharged
to Pegasystems Ltd.
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Notes forming part of the financial statements (continued)
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6. Tax charge/(credit) on loss

2021 2020
£ £
UK current tax
Current tax on profits/losses of the year 2,620,000 2,335,000
Adjustments in respect of prior years 579,494 -
Total current tax 3,199,494 2,335,000
Foreign tax suffered 830,976 581,695
Total current tax 4,030,470 2,916,695
Deferred tax
Origination and reversal of timing differences (101,456) 543,142
Adjustment in respect of prior years - (59,346)
Effect of change in tax rate (209,686) (116,388)
Total deferred tax (311,142) 367,408
Tax charge/(credit) on loss 3,719,328 3,284,103

The standard rate of tax for the year, based on the standard rate of corporation tax, is 19%% (2020 — 19%). The actual tax charge
for the current period differs from the standard rate for the reasons set out in the following reconciliation:

2021 2020
£ £
Loss before tax (29,371,952) (59,496,778)
Tax at 19% (2020 — 19%) thereon (5,580,671) (11,304,388)
Expenses not deductible for tax purposes 38,107 36,716
Income not taxable 37,326) -
Effects of group and/or other reliefs 165,535 188,495
Effects of overseas tax rates 673,091 471,173
Adjustments to tax charge in respect of previous years - (59,346)
Tax rate changes (209,686) (116,387)
Share options 2,059,574 (4,616,861)
Deferred tax not recognised 3,990,704 16,349,701
Provision for tax on notional profit if basis of transfer pricing 2,620,000 2,335,000
1s revised
Current tax charge/(credit) for the year 3,719,328 3,284,103
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Changes to the UK corporation tax rates were substantively enacted as part of Finance Bill 2016 (on 6 September 2016). These
include reductions to the main rate to reduce the rate to 17% from 1 April 2021. Deferred taxes at the balance sheet date have been
measured using these enacted tax rates and reflected in these financial statements. In November 2020, the Prime Minister
announced that he intended to cancel the future reduction in corporation tax rate from 19% to 17%. Therefore the corporation tax
rate remains at 19% after 1 April 2021. Legislation will be introduced in Finance Bill 2021 to set the charge to Corporation Tax
and set the main rate at 19% for the financial year beginning 1 April 2022. As announced at Budget, legislation will also be
introduced in Finance Bill 2021 to set the charge to Corporation Tax and set the main rate at 25% for the financial year beginning
1 April 2023.

7. Share-based payments

The company recognised share-based equity compensation expense for 2021 of £5,860,959 (2020 of £4,970,076). All transactions
are settled by the company with equity instruments of Pegasystems Inc. (the “parent company”’), which an employee may convert
to cash through a third party after settlement.

The parent company periodically grants stock options and restricted stock units (“RSUs”) for a fixed number of shares to
employees and non-employee directors. Options are granted with an exercise price greater than or equal to the fair market value of
the parent company’s common stock at the date of the grant and have a ten-year term. RSUs deliver to the recipient a right to
receive a specified number of shares of the parent company’s common stock upon vesting. Unlike stock options, there is no cost

to the employee at share issuance. The parent company values its RSUs at the fair value of its common stock on the grant date,
which is the closing price of the common stock on the grant date less the present value of expected dividends during the vesting
period, as the employee is not entitled to dividends during the requisite service period. The majority of the stock options and
RSUs granted by the parent company generally vest over five years with 20% vesting after one year and the remaining vesting in
equal quarterly instalments over the remaining four years.

Employees may elect to receive 50% of their target incentive compensation under the parent company’s Corporate Incentive
Compensation Plan (the “CICP”) in the form of RSUs instead of cash. If elected by an employee, the equity amount will be equal
in value on the date of grant to 50% of his or her target incentive opportunity, based on the employee's base salary. The number of
RSUs granted will be determined by dividing 50% of the employee's target incentive opportunity by 85% of the closing price of
the parent company’s common stock on the grant date, less the present value of expected dividends during the vesting period. If
elected, the award vests 100% on the Plan pay-out date of the following year for all participants. Vesting is conditional upon the
performance conditions of the CICP and on continued employment; if threshold funding does not occur, the RSU will not vest.
The parent company considers vesting to be probable on the grant date and recognises the associated stock-based compensation
expense over the requisite service period beginning on the grant date and ending on the vesting date.
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The following summarises the activity of the company’s non-qualified stock options (NQ) for 2021:

Weighted Weighted
average average
exercise remaining

price contractual
Number per share (3) _ term
Outstanding at 1 January 2021 435,136 61.33 6.77
Granted 148,041 131.73
Forfeited (42,343) 84.88
Exercised (63,500) 52.53
Lapsed — —
Outstanding at 31 December 2021 477,334 81.91 7.03
Vested and expected to vest at 31 December 2021 402,251 78.59 6.81
Exercisable at 31 December 2021 197,637 50.93 5.15
The following summarises the activity of the company’s restricted stock units (RSUs) for 2021:
Grant date
Fair Value

Number per share (8)

Outstanding at 1 January 2021 157,667 75.07
Granted 72,174 129.87
Forfeited (23,407) 85.99
Exercised (59,846) 125.72

146,588 100.95

Outstanding at 31 December 2021

Expected to vest at 31 December 2021 107,940 102.58

The fair value of stock options is estimated using a Black-Scholes valuation model. Key inputs used to estimate the fair value of
stock options include the exercise price of the award, the expected term of the option, the expected volatility of the parent
company’s common stock over the option’s expected term, the risk-free interest rate over the option’s expected term, and the
parent company’s expected annual dividend yield. The amount of share-based payment expense recognised during a period is
based on the value of the awards that are ultimately expected to vest. Forfeitures are estimated at the time of grant and revised, if
necessary, in subsequent periods if actual forfeiture rates differ from those estimates. Ultimately, the company recognises the
actual expense over the vesting period only for the shares that vest.

The fair value determined at the grant date of the equity-settled share-based payments is expensed under the rateable method,
which treats each vesting tranche as if it were an individual grant. Estimates of fair value are not intended to predict actual future

events or the value ultimately realised by persons who receive equity awards.
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The weighted-average assumptions used in the Black-Scholes option pricing model are as follows:

2021 2020
Expected volatility (1) 35.00 % 31.00 %
Expected term in years (2) 4.5 44
Interest rate (risk-free) (3) 0.61 % 1%
Expected annual dividend yield (4) 0.17 % 0.22 %
Weighted average share price at grant date (3$) 131.73 93.99

1. The expected volatility for each grant is determined based on the average of historical weekly price changes of the parent company’s common stock over a
period of time which approximates to the expected option term.

2. The expected option term for each grant is determined based on the historical exercise behaviour of employees and post-vesting employment termination
behaviour.

3. The risk-free interest rate for the expected term of the stock option is based on the yield of zero-coupon U.S. Treasury securities for a period that is
commensurate with the expected option term at the time of grant.

4. The expected annual dividend yield is based on the weighted average of the dividend yield assumptions used for options granted during the applicable
period.

8. Intangible Assets

Purchased
goodwill
£
Cost
At 1 January and 31 December 2021 700,449
Amortisation
At 1 January 2021 638,658
Charge for the year ’ 61,791
At 31 December 2021 700,449
Net book value at 31 December 2021 -
Net book value at 31 December 2020 61,791
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9. Investments in subsidiaries

Cost and net book value
At 1 January 2021 and 31 December 2021

Name

Pegasystems B.V.

Vinoly Building, 8" Floor, Claude
Debussylaan 20b. 1082 MD Amsterdam
Pegasystems GmbH

Lehel Carré, Sternstrasse 5, 80538 Miinchen
Pegasystems Pty Limited

Level 7, BT Tower, 1 Market Street, Sydney NSW
2000

Pegasystems Software Limited

3" Floor, 23 Forbury Road, Reading, Berkshire
RG1 3JH

Pegagystems Bilgi Teknolojileri AS

Palmiye Cad. B39A No 20,Goksu Evleri Anodolu,
Hisari Bevkoz. Istanbul 34815

Openspan Software Limited
3" Floor, 23 Forbury Road, Reading, Berkshire
RG1 3JH

Pegasystems New Zealand Limited
Office 1508, Level 15, 171 Featherston St,

Wellington 6011

Pegasystems AB

Ostermalmstorg 1, 4th floor 114 42, Stockholm
Sweden

10. Other Investments 4

Cost and net book value
At 1 January 2021

Fair value increase
Foreign exchange loss
At 31 December 2021

Country of
incorporation

Netherlands

Germany

Australia

Turkey

New Zealand

Sweden

Class of share
capital held
Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Proportion of
shares held
100

100

100

100

100

100

100

100

Total

18,555,511

Nature of business

Software & Services

Software & Services

Software & Services

Software & Services

Software & Services

Software & Services

Software & Services

Software & Services

Total

1,697,453
196,455
(35,826)

1,858,082

As part of the ‘Pega Ventures’ strategic initiative to invest capital and resources in partner enterprises, in 2020 Pegasystems
Limited entered into agreements to acquire shareholdings in Knowledge Expert SA and Adqura Limited over a three-year term.

The investments are revalued in accordance with the accounting policy set out in Note 1
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11, Tangible Fixed Assets

Cost

At 1 January 2021
Additions

Disposals

At 31 December 2021

Accumulated depreciation
At 1 January 2021

Charge for the year
Disposals

At 31 December 2021

Net book value
At 31 December 2021

At 31 December 2020

12. Debtors

Amounts falling due within one year:

Trade debtors

Amounts owed by group undertakings — parent
Amounts owed by group undertakings — subsidiaries
Prepayments

Accrued income

Other current assets

Corporation tax

Deferred taxation asset (note 15)

Inter-company amounts are non-interest bearing, unsecured and repayable on demand.

Amounts falling due after one year:

A

Other long-term assets
Deferred contract-related costs
Contract assets

29

Leasehold Computer
Improvements Equipment Furniture Total
£ £ £ £
1,744,158 295,782 95,723 2,135,663
- 7,005 - 7,005
(65,565) (105,424) - (170,989)
1,678,594 197,363 95,723 1,971,680
1,677,926 206,195 76,971 1,961,092
667 50,698 18,752 70,118
- (100,728) - (100,728)
1,678,594 156,165 95,723 1,930,482
- 41,198 - 41,198
66,232 89,587 18,752 174,571
2021 2020
£ £
102,406,412 111,022,276
36,181,962 13,299,810
36,728,943 25,235,698
1,097,769 1,251,523
18,190,227 33,235,588
5,741,051 8,067,557
- 579,494
873,692 562,550
201,220,056 193,254,496
2021 2020
£ £
- 25,850
13,932,922 11,742,575
5,281,936 4,210,509
19,214,859 15,978,934
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for the year ended 31 December 2021

13. Creditors: amounts falling due within one year

2021 2020
£ £
Trade creditors 629,283 847,897
Amounts due to group undertakings — parent 63,197,376 42,832,056
Amounts due to group undertakings — subsidiaries 50,016,629 29,533,638
Taxes and social security 4,450,597 7,393,580
Corporation tax 11,015,524 8,724,905
Accruals 11,744,626 12,267,965
Deferred income 69,820,680 56,346,167
210,874,715 157,946,208
Inter-company amounts are non-interest bearing, unsecured and repayable on demand.
14. Creditors: amounts falling due after one year
2021 2020
£ £
Deferred rent 975,690 1,047,917
Deferred revenue 853,233 1,338,100
1,828,923 2,386,017
15. Deferred taxation asset
2021 2020
£ £
At 1 January 562,550 929,957
Adjustment in respect of prior years - 59,346
Deferred tax charge to statement of comprehensive income for the period 311,142 (426,753)
At 31 December 873,692 562,550
The deferred tax asset consists of:
2021 2020
£ £
Fixed asset timing differences 757,990 444,084
Short-term timing differences 115,702 118,466
Recoverable within 12 months 873,692 562,550

The deferred tax asset will be realised as the timing differences between depreciation and capital allowances and other short-term
timing differences reverse. The deferred tax asset in respect of losses is expected to reverse in 3-5 years based on the anticipated

future profits of the entity.

The deferred tax asset has been recognised as it is considered recoverable based on our continuing expectations that future taxable

profits will exceed the carrying value of the above asset.

The deferred tax calculated at the statement of financial position date reflects the current main rate of corporation tax of 19%.
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16. Called-up share capital

2021 2020
£ £
Called-up, allotted and fully paid £1 shares
At 1 January and 31 December 1,006 1,006
17. Share premium
2021 2020
£ £
At 1 January 169,648,086 19,634,492
Additional paid in capital - 150,013,594
At 31 December 169,648,086 169,648,086

The accumulating inter-company debt owed to Pegasystems Inc was reduced by £150m on 30 September 2020, the trade debt

being converted to share capital.

18. Financial Commitments

The company has total commitments under non-cancellable operating leases as follows:

2021 2020

£ £

Within one year 770,741 542,890
Within two to five years 2,981,484 2,981,484
Exceeding five years 3,726,855 4,742,226
7,479,080 8,266,600

19. Related party transactions

The company has taken advantage of the exemption provided by FRS 102, section 33, where subsidiary undertakings (of which
100% of the voting rights are controlled within the group) are exempt from the need to disclose transactions with other group
companies where the ultimate parent publishes its consolidated financial statements.

20. Ultimate parent company and controlling party

The company is a majority-owned subsidiary of Pegasystems Inc. At the year-end, the ultimate parent undertaking and controlling
party is Pegasystems Inc., registered at One Main Street, Cambridge, MA, 02142, a company incorporated in US which prepares
consolidated financial statements. Pegasystems Inc. is the largest and smallest group for which financial statements are prepared.

Consolidated financial statements of the Pegasystems Inc. group can be obtained from One Main Street, Cambridge, MA 02142,
USA.

21. Significant post-balance sheet event

In a recent court case, Appian Corp. v. Pegasystems Inc. & Youyong Zou, which concluded on May 9, 2022, the jury rendered a
verdict against Pegasystems Inc with respect to a trade secrets claim for $2.04 billion in damages, and entitling Appian to recover

attorney’s fees.
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21. Significant post-balance sheet event (continued)

Pegasystems Inc strongly disagrees with the claims and the verdict, which are not supported by the facts of the case, or the law,
and are the result of significant error. Pegasystems Inc considers it has strong grounds to overturn this result and is actively
pursuing all legal remedies. The appeals process is likely to be very protracted, potentially taking several years to complete, and
no judgement would be payable until this process has been concluded.

Neither the duration of the appeal proceedings, nor any resulting financial consequences, are estimable at the present time.

The verdict does not impose any restrictions on how the Pegasystems group develops, sells, or services its products, now or in the
future. Nor does it impose any restrictions on the ability of Pegasystems’ clients, prospects, and partners to utilise its products.

The directors of Pegasystems Ltd have no reason to believe that the current, or future, operation of the UK entity will be
jeopardised by the outcome of this case, involving its parent company.

Please refer to the Directors’ Report, page 8, ‘Events After the Balance Sheet Date’.

32



pro

ty EDGAROniind

PEGASYSTEMS INC

FORM 10-K

(Annual Report)

Filed 02/16/22 for the Period Ending 12/31/21

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

ONE MAIN STREET

CAMBRIDGE, MA, 02142-1531

6173749600

0001013857

PEGA

7374 - Services-Computer Processing and Data Preparation
Software

Technology

12/31

http://www .edgar-online.com

© Copyright 2022, EDGAR Online, a division of Donnelley Financial Solutions. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, a division of Donnelley Financial Solutions, Terms of Use.



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT of 1934
For the fiscal year ended December 31, 2021

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT of 1934

Commission File No. 1-11859

PEGASYSTEMS INC.

(Exact name of Registrant as specified in its charter)

Massachusetts 04-2787865
(State or other jurisdiction of incorporation or organization) (IRS Employer ldentification No.)

One Main Street, Cambridge, MA 02142
(Address of principal executive offices, including zip code)

(617) 374-9600
(Registrant’s teleph ber, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Trading symbol(s) Name of each exchange on which registered
Common Stock, $.01 par value per share PEGA NASDAQ Globat Select Market

Securities registered pursuant to Section 12(g) of the Act:
’ None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes & No O
Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act. Yes 0 No B

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the Registrant was required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes @ No [J

Indicate by check mark whether the Registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of Regulation S-T during the preceding 12
months (or for such shorter period that the Registrant was required to submit such files). Yes & No O

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or emerging growth company. See the definitions of
“large accelerated filer,” “accel d filer,” “smaller reporting company,” and “emerging company,” in Rule 12b-2 of the Exchange Act.

Large accelerated filer R  Accelerated filer O Non-accelerated filer O Smaller reporting company O Emerging growth company O

If an emerging growth company, indicate by check mark if the Registrant has elected not to use the extended transition period for complying with any new or revised financial accounting standards
provided pursuant to Section 13(a) of the Exchange Act. O

Indicate by check mark whether the registrant has filed a report on and attestation to its management’s assessment of the effectiveness of its intemal control over financial reporting under Section
404(b) of the Sarbanes-Oxley Act (15 U.S.C. 7262(b)) by the registered public accounting firm that prepared or issued its audit report. &

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes (0 No &

The aggregate market value of the Registrant’s common stock held by non-affiliates, based upon the closing price of the Registrant’s common stock on the NASDAQ Global Select Market of $139.19,
on June 30, 2021 was approximately $5.7 billion.

There were 81,631,845 shares of the Registrant’s common stock, $0.01 par value per share, outstanding on February 4, 2022.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive proxy statement related to its 2022 annual meeting of stockholders to be filed subsequently are incorporated by reference into Part III of this report.




Item

1A
iB

7A

9A
9B
9C

PEGASYSTEMS INC.

ANNUAL REPORT ON FORM 10-K

TABLE OF CONTENTS

PART I

Business

Risk Factors

Unresolved Staff Comments
Properties

Legal Proceedings

Mine Safety Disclosures

PART H

Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

[Reserved]

Management’s Discussion and Analysis of Financial Condition and Results of Operations
Quantitative and Qualitative Disclosures about Market Risk

Financial St ts and Suppl tary Data

Changes in and Disagr with A 1its on Accounting and Financial Disclosure
Controls and Procedures

Other Information

Disclosure Regarding Foreign Jurisdictions that Prevent Inspections

PART 111

Directors, Executive Officers, and Corporate Governance

Executive Compensation

Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Certain Relationships and Related Transactions, and Director Independence

Principal Accountant Fees and Services

PART IV
Exhibits and Financial Statement Schedules
Form 10-K Summary

Signatures

Page

10
22
22
23
24

LRRRXLEREEER

66
68

69




PART I

FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K (“Annual Report”), including without limitation, “Item 1. Business,” “Item 1A. Risk Factors,” “Item 5. Market for
Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities,” and “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” along with other reports that we have filed with the Securities and Exchange Commission (“SEC”), external
documents, and oral presentations, contains or incorporates forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995.

Words such as expects, anticipates, intends, plans, believes, will, could, should, estimates, may, targets, strategies, projects, forecasts, guidance, likely, and
usually, or variations of such words and other similar expressions identify forward-looking statements, which are based on current expectations and
assumptions.

Forward-looking statements deal with future events and are subject to risks and uncertainties that are difficult to predict, including, but not limited to:
« our future financial performance and business plans;
+ the adequacy of our liquidity and capital resources;
« the continued payment of our quarterly dividends;

the timing of revenue recognition;
+ management of our transition to a more subscription-based business model;
« variation in demand for our products and services, including among clients in the public sector;

reliance on key personnel;

the impact of actual or threatened public health emergencies, such as the Coronavirus (“COVID-19");
« reliance on third-party service providers, including hosting providers;

compliance with our debt obligations and covenants;

the potential impact of our convertible senior notes and Capped Call Transactions;

the relocation of our corporate headquarters;

the continued uncertainties in the global economy;

foreign currency exchange rates;

the potential legal and financial liabilities and damage to our reputation due to cyber-attacks;

security breaches and security flaws;

our ability to protect our intellectual property rights, costs associated with defending such rights, as well as intellectual property rights claims and other
related claims by third parties;

our client retention rate; and

management of our growth.

These risks and others that may cause actual results to differ materially from those expressed in such forward-looking statements are described further in “Item
1A. Risk Factors” of this Annual Report and other filings we make with the SEC.

Except as required by applicable law, we do not undertake and expressly disclaim any obligation to update or revise these forward-looking statements publicly,

whether due to new information, future events, or otherwise. The forward-looking statements in this Annual Report represent our views as of February 16,
2022.




ITEM 1. BUSINESS
Our Business

We develop, market, license, host, and support enterprise software that helps organizations simplify business complexity. Our powerful low-code platform for
workflow automation and Al-powered decisioning enables the world’s leading brands and government agencies to hyper-personalize customer experiences,
streamline customer service, and automate mission-critical business processes and workflows. With Pega, our clients can leverage our intelligent technology
and scalable architecture to accelerate their digital transformation. Our client success teams, world-class partners, and clients themselves leverage our Pega
Express™ methodology to design and deploy mission-critical applications quickly and collaboratively.

To grow our business, we intend to:

* increase market share by developing and delivering a low-code platform for workflow automation and Al-powered decisioning for buyers in marketing,
sales, service, operations, and IT that can work together seamlessly with maximum competitive differentiation;

+ deepen and expand our relationships with existing clients;

+ establish relationships with new clients; and

* continue to scale our marketing efforts to support the way today’s buyers discover, evaluate, and choose products and services.
Whether we are successful depends, in part, on our ability to:

+ execute our marketing and sales strategies;

* appropriately manage our expenses as we grow our organization;

» effectively develop new products and enhance our existing products; and

* incorporate acquired technologies into our solutions and unified Pega Platform.

Subscription transition

We are transitioning our business to sell software primarily through subscription arrangements. Until we fully complete our subscription transition, which we
expect will occur in 2023, our revenue and operating cash flow growth may be impacted. Operating performance and the actual mix of revenue and new
arrangements in each period can fluctuate based on client preferences for our perpetual and subscription offerings.

See risk factor "If we fail to manage our transition to a more subscription-based business model successfully, our results of operations and/or cash flows could
be negatively impacted" in Item 1A of this Annual Report for additional information.

Our Products

Pega Infinity”

Software built on a Center-out™ Business Architecture

Industry solutions

Business solutions

1:1 Customer Customer Intelligent
/ @ Engagement Service Automation
BRAINS Maximize top-line growth Reduce cost and streamline Eliminate cost and
DX API LIVE DATA . with a centralized, real-time service experiences for complexity by driving

PROCESS AUTOMATION 3"‘6
DD

CASE MANAGEMENT

SITUATIONAL
LAYER CAKE™

Al-powered customer
decision hub that delivers
next-best-actions at every
customer interaction, across

© all channels.

Pega Customer Decision Hub™

customers and employees with
a state-of-the-art customer
service application and out-of-
the-box, industry-specific
microjourneys.

Pega Customer Service™
Pega Sates Automation™

automation, transparency, and
speed, while empowering
business and IT with low-code
case management and RPA at
enterprise scale,

Pega RPA™
Pega Platform™

Future-proof technology

Pega Infinity™, the latest version of our software portfolio, helps connect enterprises to their customers in real-time across channels, streamline business
operations, and adapt to meet changing requirements.




Our applications and platform intersect with and encompass several software markets, including:
« Customer Engagement, including Customer Relationship Management (“CRM”);
+ Digital Process Automation (“DPA”), including Business Process Management (“BPM”), Workflow, and Dynamic Case Management (“DCM”);
« Low-code application development platforms (“LCAP”), including Multi-experience Development Platforms (“MXDP"’);
* Robotic Process Automation (“RPA”);
 Business Rules Management Systems (“BRMS”);
« Decision Management, including predictive and adaptive analytics; and
« the Vertical-Specific Software (“VSS”) market of industry solutions and packaged applications.

1:1 Customer Engagement

Our omnichannel customer engagement applications are designed to maximize the lifetime value of customers and help reduce the costs of serving customers
while ensuring a consistent, unified, and personalized customer experience. At the center of our customer engagement applications is the Pega Customer
Decision Hub™, our real-time, Al-powered decision engine, which can predict a customer’s behavior and recommend the “next best action” to take across
channels in real-time. It is designed to enable enterprises to improve customer acquisition and experience across inbound, outbound, and paid media channels.
It incorporates Artificial Intelligence (“Al”) in the form of predictive and machine-learning analytics, as well as business rules, and executes these decisions in
real-time to evaluate the context of each customer interaction and dynamically deliver the most relevant action, offer, content, and channel.

Customer Service

The Pega Customer Service™ application simplifies customer service. It is designed to anticipate customer needs, connect customers to the right people and
systems, automate or intelligently guide customer interactions, rapidly and continuously evolve the customer service experience, and allow enterprises to
deliver consistent interactions across channels and improve employee productivity. The application consists of a contact center desktop, case management for
customer service, chat, knowledge management, mobile field service, omnichannel self-service, Al-powered virtual assistants, and industry-specific processes
(“Microjourney™"”) and data models. For clients who want to extend intelligence and automation into the early stages of the customer journey, Pega Sales
Automation™ automates and manages the entire sales process, from prospecting to product fulfillment. It allows enterprises to capture best practices and
leverage Al to guide sales teams through the sales and customer onboarding processes.

Intelligent Automation

Pega Platform, our software for Intelligent Automation, boosts the efficiency of our clients’ processes and workflows. This technology allows organizations to
take an end-to-end approach to transformation by using intelligence and design thinking to streamline processes and create better experiences for their
customers and employees. Intelligent automation goes beyond traditional Business Process Management (BPM) to unify technologies such as Robotic Process
Automation (“RPA”) and Al and enable organization-wide digital transformation. With its Intelligent Automation capabilities, the Pega Platform allows clients
to break down silos, improve customer-centricity, add agility to legacy technology, and provide end-to-end automation to support the needs of customers and
employees. :

Our Capabilities

We drive better business outcomes for our clients in three ways:
o 1:1 Customer Engagement: we enable clients to hyper-personalize interactions with their customers using our Al-powered decision engine, resulting in
higher customer lifetime value.
* Customer Service: we enable clients to streamline customer service and deliver better service experiences for their customers and employees, resulting in
higher customer satisfaction and loyalty and reduced cost.
« Intelligent Automation: we enable clients to automate mission-critical workflows, resulting in improved operational efficiency, faster time to value, and
lower cost.
We deliver our solution through our Center-out Business™ Architecture®, enabling clients to transcend channels and internal data silos to achieve quick wins
and long-term transformation. This approach insulates business logic from back-end and front-end complexity, delivering consistent experiences to customers
and agility to the business.
The key aspects of this architecture are:
Centrally-managed intelligence
Pega’s centrally-managed intelligence ensures Al and business rules operate across all channels. Applications built on Pega’s low-code Platform leverage
predictive and adaptive analytics to deliver personalized customer experiences and maximize business objectives. For example, Pega Customer Decision Hub,
a centralized, always-on “customer brain,” unleashes the power of predictive analytics, machine learning, and real-time decisioning across our clients’ data,
systems, and touchpoints - orchestrating engagement across customer interaction channels.




End-to-end automation alfgned with business outcomes

We combine human-assisted robotic desktop automation and unattended robotic process automation with our unified workflow and case management
capabilities. This combination provides our platform and applications the differentiated ability to automate customer-facing and back office operational
processes from “end to end,” connecting across organizational and system silos to connect customers and employees to outcomes seamlessly and easily.

’

Consistent omnichannel experiences

With centrally defined business and process logic, Pega provides dynamic, open APIs to keep front-end channels and business logic aligned for consistent
customer experiences. By leveraging innovative user interface (UI) technology, Pega-powered processes and decisions can be easily embedded into existing
front-ends or used as the basis for new employee-facing applications.

Insulation of back-end complexity

Pega’s architecture insulates case and decision logic from the complexity of back-end systems. Our data virtualization automatically pulls in needed data in a
common structure, regardless of source. This capability gives clients the agility to build new experiences on existing systems, modemizing legacy systems
without breaking existing processes.

A layered approach to managing variation
Pega’s Situational Layer Cake organizes logic into layers that map to the unique dimensions of a client’s business — customer types, lines of business,

geographies, etc. This layered approach lets organizations manage variations of their businesses without duplicating logic. This capability allows initial
deployments into a single department or region to seamlessly scale to manage the complexity of a global, multi-line enterprise.

In addition to our Center-out Business Architecture, Pega technology has been designed to be deployed rapidly, be changed casily, and scale across changing
architecture needs.

Pega Express™ Methodology and low-code

Our solutions are designed to quickly improve targeted customer outcomes with out-of-the-box functionality that connects enterprise data and systems to
customer experience channels. From there, organizations can scale one customer experience at a time to realize greater value while delivering increasingly
consistent and personalized customer experiences. We prescribe a “Microjourney” approach to delivery that breaks customer journeys into discrete processes
that drive meaningful outcomes, such as “inquiring about a bill” or “updating an insurance policy,” allowing us to combine design-thinking and out-of-the-box
functionality to deliver rapid results and ensure the ability to enhance applications in the future.

Our approach leverages low-code to improve business and IT collaboration and bypass the error-prone and time-consuming process of manually translating
requirements into code. Users design software in low-code visual models that reflect the needs of the business. The software application is created and
optimized automatically and directly from the model, helping to close the costly gap between vision and execution. Changes to the code are made by altering
the model, and application documentation is generated directly from the model.

Cloud choice

Pega Cloud® allows clients to develop, test, and deploy, on an accelerated basis, our applications and the Pega Platform using a secure, flexible internet-based
infrastructure, minimizing cost while focusing on core revenue-generating competencies.

Clients can also manage the Pega deployment themselves using the cloud architecture they prefer. This multi-cloud approach of both Pega Cloud and client-
managed cloud gives our clients the ability to select and change, as needed, the best cloud architecture for the security, data access, speed-to-market, and
budget requirements of each application they deploy.

Our Services and Support

We offer services and support through our Global Client Success, Global Service Assurance, Global Client Support, and Pega Academy™ groups. We also use
third-party contractors to assist us in providing these services.

* Global Client Success — Global Client Success guides our clients to maximize their investment in our technology and realize the business outcomes they
are targeting. Within Global Client Success, our Client Innovation team helps clients transform and prototype their customer journeys through our Pega
Catalyst™ offering, our Success team ensures our clients receive the maximum business value from their Pega investments, and our Pega Consulting team
provides planning, design, implementation, and advisory and assurance services.

* Global Service Assurance — Global Service Assurance addresses risks to client success because of technical concems. By providing technical staff
dedicated to client success, we reduce the time to resolve technical issues, eliminate lengthy deliberations of technical resource logistics, and increase
clients’ confidence in our technology and client service.

s Global Client Support — Global Client Support provides technical support for our products and Pega Cloud services. Support services include cloud service
reliability management, online support community management, self-service knowledge, proactive problem prevention through information and
knowledge sharing, problem tracking, prioritization, escalation, diagnosis, and resolution.




* Pega Academy — The success of our sales strategy for repeat sales to target clients depends on enablement and ecosystem engagement. We have increased
our ability to train partners and clients to implement our technology and made it easier for individuals to stay current as it evolves. We offer instructor-led
and online training to our employees, clients, and partners. We have also partnered with universities to provide our courseware as part of student
curriculum to expand our ecosystem. Engagement is an important part of our strategy to create a broad ecosystem passionate about Pega technology.

Our Partners

We collaborate with global systems integrators and technology consulting firms that provide consulting services to our clients, as well as Independent Software
Vendors (“ISVs”) and technology partners that extend clients’ investments with integrated solutions. In addition, Authorized Training Partners (“ATPs”)
support Pega customers in local languages, while our Workforce Development Partners let clients outsource their recruiting. Strategic partnerships with these
firms are important to our sales efforts because they influence buying decisions, identify sales opportunities, and complement our software with their domain
expertise, solutions, and services capabilities. These partners may deliver strategic business planning, consulting, project management, training, and
implementation services to our clients.

Our partners include well-respected major firms, such as Accenture PLC, Amazon.com, Inc., Capgemini SA, Coforge, Cognizant Technology Solutions
Corporation, EY, HCL Infosys, Merkle, PwC, Tata Consultancy Services Limited, Tech Mahindra Limited, Virtusa Corporation, and Wipro Limited.

Our Markets
Target Clients

Our target clients are Global 3000 organizations and government agencies that require solutions to distinguish themselves in the markets they serve. Our
solutions achieve and facilitate differentiation by increasing business agility, driving growth, improving productivity, attracting and retaining customers, and
reducing risk. Along with our partners, we deliver solutions tailored to our clients’ specific industry needs.

Our clients represent many industries, including:

* Financial services — Financial services organizations rely on software to market, onboard, cross-sell, retain, and service their customers, as well as
automate the operations that support these customer interactions. Our intelligent automation, customer service, account onboarding, Know Your Customer
(“KYC”), payment dispute and exception management, collections, and next best action solutions allow clients to improve the efficiency of their
operations and provide better service to their customers.

« Communications and media — Communications and media organizations need to address high levels of customer churn, growing pressure to increase
revenue, and an ability to respond quickly to changing market conditions. Our solutions enable organizations to reshape how they engage with customers
and increase customer lifetime value throughout the customer lifecycle by delivering personalized customer experiences and intelligent workflows. Our
solutions are designed to solve the most critical business issues, including increasing cross-sell/upsell, improving customer service effectiveness, and
automating work.

+ Government — Government agencies need to modernize legacy systems and processes to meet the growing demands for improved constituent service,

lower costs, reduced fraud, and greater transparency. Our solutions deliver advanced capabilities to help streamline operations and optimize service
delivery through an agile, low-risk approach.

Life sciences and healthcare — Life sciences and healthcare organizations are looking for solutions to improve patient and clinician engagement, as well as
deliver personalized products, services, and care while reducing costs, automating processes, increasing operational efficiency, and integrating front and
back-offices. Our customer engagement and intelligent automation solutions allow life science organizations to accelerate the research and development
and product launch process, digitize clinical trials, transform operations, and provide regulatory transparency. Our solutions allow healthcare clients to
address the sales, service, care, operational, financial, administrative, regulatory requirements of healthcare consumerism, reform, and transformation to
healthcare services organizations.

+ Insurance — Insurance companies, whether competing globally or nationally, need software to automate policyholder acquisition, cross-sell/upsell,
underwriting, claims, policy service, and retention activities across operations and distribution channels. Insurers are also becoming increasingly sensitive
to improving customer service and overall customer experience. Our solutions for insurance carriers are designed to help increase business value by
delivering customer-focused experiences and personalized interactions that help drive higher sales, lower expense ratios, and mitigate risk.

» Consumer services — Consumer services organizations provide services to a range of consumers in industries such as transportation, utilities, internet
providers, retail, hospitality, and entertainment. Our 1:1 customer engagement, customer service, and intelligent automation solutions help these
organizations personalize their customer engagement and automate work to drive revenue through cross-sell/upsell and increase service efficiency while
increasing customer satisfaction.

Manufacturing and high tech ~ Manufacturers streamline their complex global operations and create more value for their customers, dealers, distributors,
and suppliers while directly managing the performance, uptime, and impact of their connected products, equipment, and experiences. Our manufacturing

solutions reduce the complexity of enterprise operations in domains like supply chain, order management, quality management, shared services, customer
service, and aftermarket services, including warranty management and captive finance, while minimizing the constraints on digital transformation caused
by legacy systems.




Competition

The markets for our‘oﬁ'erings are intensely competitive, rapidly changing, and highly fragmented as current competitors expand their product offerings and
new companies enter the market.

We compete in the CRM, including marketing, sales, and customer service, and DPA, including BPM, case management, decision management, robotic
automation, co-browsing, social engagement, and mobile application development platform software markets, as well as in markets for the vertical applications

we provide (e.g., Pega Know Your Customer™ for Financial Services, Pega Care Management™),

We also compete with clients’ intenal information systems departments that seek to modify their existing systems or develop their own proprietary systems
and professional service organizations that develop their own products or create custom software in conjunction with rendering consulting services.

Competitors vary in size, scope, and breadth of the products and services they offer and include some of the world’s largest companies, including
Salesforce.com, Microsoft Corporation, Oracle Corporation, SAP SE, ServiceNow, and International Business Machines Corporation (“IBM”).

We have been most successful in competing for clients whose businesses are characterized by a high degree of change, complexity, or regulation.

We believe we are competitively differentiated from our competitors because our unified Pega Platform is designed to allow client business and IT staff, using
a single, intuitive user interface, to build and evolve enterprise applications in a fraction of the time it would take with disjointed architectures and tools offered
by many of our competitors. In addition, our applications, built on the Pega Platform, provide the same level of flexibility and ability to adapt to our clients’
needs as the Pega Platform. We believe we compete favorably due to our expertise in our target industries and our long-standing client relationships. We
believe we compete less favorably on some of the above factors against our larger competitors, many of which have greater sales, marketing, and financial
resources, more extensive geographical presence, and greater name recognition. In addition, we may be at a competitive disadvantage against our larger
competitors with respect to our ability to provide expertise outside our target industries.

See risk factor "The market for our offerings is intensely and increasingly competitive, rapidly changing, and fragmented" in Item 1A of this Annual Report for
additional information.

Intellectual Property

We rely primarily on a combination of copyright, patent, trademark, and trade secrets laws, as well as confidentiality and intellectual property agreements to
protect our proprietary rights. We have obtained patents relating to our system architecture and products in strategic global markets. We enter into
confidentiality, intellectual property ownership, and license agreements with our employees, partners, clients, and other third parties. To protect our proprietary
rights, we also control access to and ownership of software, services, documentation, and other information.

Sales and Marketing

We encourage our direct sales force and outside partners to co-market, pursue joint sales initiatives, and drive broader adoption of our technology, helping us
grow our business more efficiently and focus our resources on continued innovation and enhancement of our solutions. In addition, strategic partnerships with
management consulting firms and major systems integrators are important to our sales efforts because they influence buying decisions, help us identify sales
opportunities, and complement our software and services with their domain expertise and consulting capabilities. We also partner with technology providers
and application developers.

To support our sales efforts, we conduct a broad range of marketing programs, including awareness advertising, client and industry-targeted solution
campaigns, trade shows, including our PegaWorld® iNspire user conference, solution seminars and webinars, industry analyst and press relations, web and
digital marketing, community development, social media presence, and other direct and indirect marketing efforts. In addition, our consulting employees,
business partners, and other third parties also conduct joint and separate marketing campaigns that generate sales leads.

Research and Development

Our research and development organization is responsible for product architecture, core technology development, product testing, and quality assurance. Our
product development priority is to continue expanding our technology’s capabilities and ensure we deliver superior cloud-native solutions. We intend to
maintain and extend the support of our existing applications, and we may choose to invest in additional strategic applications that incorporate the latest
business innovations. We also intend to maintain and extend the support of popular hardware platforms, operating systems, databases, and connectivity options
to facilitate easy and rapid deployment in diverse IT infrastructures. Our goal with all products is to enhance product capabilities, implementation ease, long-
term flexibility, and improve client service.
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ITEM 1A. RISK FACTORS

The risks and uncertainties described below are not the only ones we face. Events that we do not currently anticipate, or that we currently expect to be
immaterial, may also affect our results of operations, cash flows, and financial condition.

Risks Related to Our Business and Industry

If we fail to manage our transition to a more subscription-based business model successfully, our results of operations and/or cash flows could be
negatively impacted.

We are transitioning to a more subscription-based business model, which impacts our revenue and cash flow. The subscription model prices and delivers our
software differently than a perpetual license model. These changes reflect a significant shift from perpetual license sales in favor of providing our clients the
right to access our software in a hosted environment or use downloaded software for a specified subscription period. The shift of our clients’ preference to
subscription-based offerings requires a scalable organization, and a considerable investment of technical, financial, legal, managerial, and sales resources.

Market acceptance of our subscription-based offerings will depend on our ability to continue to:
« innovate and include new functionality and improve the usability of our products in a manner that addresses our clients’ needs and requirements; and
+ optimally price our products considering marketplace conditions, competition, our costs, and client demand.

Our cloud-based subscription model also requires that we rely on third parties to host our software for our clients. We incur significant recurring third-party
hosting expenses to deliver our Pega Cloud offering that we do not incur for our perpetual and term license products. These expenses may cause the gross
margin we realize from our Pega Cloud sales to be lower than the gross margin we realize from our perpetual and term license products. If we are unable to
meet these challenges effectively, our operating results and financial condition could be materially adversely affected.

The transition to a subscription-based business model gives rise to several risks, including:
« our revenues and cash flows may fluctuate more than anticipated in the near term;

if the increased demand for our offerings does not continue, we could experience decreased profitability or losses and reduced or negative cash flow
because of our continued significant investments in our Pega Cloud offering;

if new or current clients desire only perpetual licenses, our subscription sales may trail our expectations;

we may be unsuccessful in maintaining or implementing our target pricing or new pricing models, product adoption, and projected renewal rates, or we
may select a target price or new pricing model that is not optimal and could negatively affect our sales or earnings;

a failure to achieve the anticipated level of subscriptions may cause our revenue to decline and our business to be materially adversely affected on an
ongoing basis due to lower-than-expected recurring revenue; and

= we may incur sales compensation costs at a higher than forecasted rate if the pace of our subscription transition is faster than anticipated.

The metrics our investors and we use to monitor our business model transition may evolve during the transition as significant trends emerge. Therefore, it may
be difficult to accurately determine the impact of this transition on our business on a contemporaneous basis or to communicate the appropriate metrics to our
investors clearly.

We may not achieve the key elements of our strategy and grow our business as anticipated.

We currently intend to grow our business by pursuing strategic initiatives. Key elements of our strategy include increasing our market share by developing and
delivering robust solutions that can work together seamlessly with maximum differentiation and minimal customization, offering versatility in the Pega
Platform and application deployment and licensing options to meet the specific needs of our clients, growing our network of partner alliances, and developing
the talent and organizational structure capable of supporting our revenue and earnings growth targets. We may not achieve one or more of our key initiatives.
Our success depends on our ability to manage our expenses as we grow our organization appropriately, successfully execute our marketing and sales strategies,
successfully incorporate acquired technologies into our unified Pega Platform, and develop new products or product enhancements. If we are not able to
execute these actions, our business may not grow as we anticipate, and our operating results and financial condition could be materially adversely affected.

We depend on key personnel, including our Chief Executive Officer, and must attract and retain qualified personnel in the future.

Our business is dependent on key, highly skilled technical, managerial, consulting, sales, and marketing personnel, including our Chief Executive Officer, who
is also our founder and largest stockholder.
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The loss of key personnel could be disruptive to our operations and materially adversely affect our financial performance. We do not carry, nor do we currently
intend to obtain, significant key-person life insurance on officers or other employees. Our success will depend on attracting and retaining qualified personnel
and, as needed, rapidly replacing and developing new management. The number of potential employees who have the extensive knowledge needed to develop,
sell, and maintain our offerings is limited, and competition for their services is intense. There can be no guarantee that we will be able to attract and retain such
personnel. If we are unable to do so, our business, operating results, and financial condition could be materially adversely affected. We have from time to time
in the past experienced, and we expect to continue to experience in the future, difficulty in hiring and difficulty in retaining highly skilled employees with
appropriate qualifications.

In addition, we believe our corporate culture has been a key contributor to our success to date. As we continue to grow and expand globally and navigate
shifting workforce priorities, including an extended period of time in which our employees are working from their home locations or an increase in remote
workers, we may find it difficult to maintain important aspects of our corporate culture, which could negatively affect our ability to retain and recruit personnel
who are essential to our future success.

The timing of our license and Pega Cloud revenue is difficult to predict, which may cause our operating results to vary considerably.

A change in the size or volume of license and Pega Cloud arrangements, or a change in the mix between perpetual licenses, term licenses, and Pega Cloud
arrangements, can cause our revenues and cash flows to fluctuate materially between periods. Revenue from Pega Cloud and maintenance arrangements is
typically recognized over the contract term, while revenue from license sales is recognized when the license rights become effective, typically upfront.
Subscription license and services are generally billed and collected over the contract term, while perpetual license arrangements usually are billed and collected
upfront when the license rights become effective.

Factors that may influence the predictability of our license and Pega Cloud revenue include:
« changes in clients’ budgets and decision-making processes that could affect both the timing and size of transactions;
« the timing of the execution of an agreement or our ability to deliver the products or services;
+ changes in our business model; and
« our ability to execute our marketing and sales strategies.

We budget for our selling and marketing, product development, and other expenses based upon anticipated future bookings and revenue. If the timing or
amount of revenue fails to meet our expectations, our financial performance is likely to be materially adversely affected because only a small portion of our
expenses vary with revenue. Other factors that may cause our operating results to vary include changes in foreign currency exchange rates, income tax effects,
and the impact of new accounting pronouncements.

As a result, period-to-period comparisons of our operating results are not necessarily meaningful and should not be relied upon to predict future performance. If
our revenues and operating results do not meet the expectations of our investors or securities analysts or fall below guidance we may provide to the market, or
due to other factors discussed elsewhere in this section, the price of our common stock may decline.

The number and value of license and Pega Cloud arrangements has been increasing, and we may not be able to sustain this growth unless our partners
and we can provide sufficient high-quality consulting, training, and maintenance resources to enable our clients to realize significant business value from
our software.

Our clients typically request consulting and training to assist them in implementing our license and Pega Cloud offerings. Our clients also usually purchase
maintenance on our perpetual and term licenses. As a result, an increase in the number and value of license and Pega Cloud arrangements is likely to increase
demand for consulting, training, and maintenance related to our offerings. Given that the number and value of our license and Pega Cloud arrangements has
been growing, we will need to provide our clients with more consulting, training, and maintenance to enable them to realize significant business value from our
software. We have been increasing our partner and client enablement through training to create an expanded ecosystem of people that are skilled in the
implementation of our solutions. However, if our partners and we are unable to provide sufficient high-quality consulting, training, and maintenance resources,
our clients may not realize sufficient business value from our offerings to justify follow-on sales, which could impact our future financial performance. Further,
some of our client engagements have high public visibility. If our partners or we encounter problems in helping these clients implement our license and Pega
Cloud offerings or if there is negative publicity regarding these engagements (even if unrelated to our services or offerings), our reputation could be harmed
and our future financial performance could be negatively impacted. Finally, the investments required to meet the increased demand for our consulting services
could strain our ability to deliver our consulting engagements at desired profitability, thereby impacting our overall profitability and financial results.

We may not be able to maintain our retention rate for our subscription clients.

An increasing percentage of our revenue has been derived from our subscription offerings. Our clients have no obligation to renew their subscriptions, although
historically, most have elected to do so. If our retention rate for those clients decreases our business, operating results, and financial condition could be
materially affected.
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We are investing heavily in sales and marketing, research and development, and support resources in anticipation of continued growth in license and Pega
Cloud arrangements, and we may experience decreased profitability or losses and reduced or negative cash flow if we do not continue to increase the value
of our license and Pega Cloud arrangements to balance our growth in expenses.

We have been expanding our sales and marketing capacity to meet the increasing demand for our software and to broaden our market coverage by hiring
additional sales and marketing personnel. We anticipate that we will need to provide our clients with more maintenance support because of this increase in
demand and have been hiring additional personnel in this area. We continue to invest significantly in research and development to expand and improve the
Pega Platform and applications. These investments have resulted in increased fixed costs that do not vary with the level of revenue. If the increased demand for
our offerings does not continue, we could experience decreased profitability or losses and reduced or negative cash flow because of these increased fixed costs.
Conversely, if we are unable to hire sales and marketing personnel to meet future demand or research and development personnel to enhance our current
products or develop new products, we may not be able to achieve our sales and profitability targets.

We face risks from operations and clients based outside of the United States.

We market our products and services to clients based outside of the U.S., which represent 42% of our revenue over the last three years. We have established
offices in the Americas, Europe, Asia, and Australia. We believe that growth will necessitate expanded intermational operations, resulting in increased
managerial attention and costs. We anticipate hiring additional personnel to accommodate increased international demand, and we may also enter into
agreements with local distributors, representatives, or resellers. If we are unable to do one or more of these things in a timely and effective manner, the growth,
if any, of our international operations may be restricted, and our business, operating results, and financial condition could be materially adversely affected.

Additional risks inherent in our intermational business activities include:
+ laws and business practices favoring local competitors;

« compliance with multiple, conflicting, and changing governmental laws and regulations, including employment, tax, privacy, and data privacy and
protection;

increased tariffs and other trade barriers;

the costs of localizing offerings for local markets, including translation into foreign languages and associated expenses;

.

longer payment cycles and credit and collectability risk on our foreign trade receivables;

difficulties in enforcing contractual and intellectual property rights;

heightened fraud and bribery risks;

treatment of revenue from international sources and changes to tax codes, including being subject to foreign tax laws, being liable for paying withholding,
income or other taxes in foreign jurisdictions, and other potentially adverse tax consequences (including restrictions on repatriating earnings and the threat
of “double taxation™);

* management of our international operations, including increased administrative and compliance expenses;
+ heightened risks of political and economic instability; and
« foreign currency exchange rate fluctuations and controls.

There can be no assurance that one or more of these factors will not have a material adverse effect on our international operations and, consequently, on our
business, operating results, and financial condition.

We rely on third-party relationships.

We have a number of relationships with third parties that are significant to our sales, marketing, support, and product development efforts, including hosting
facilities for our Pega Cloud offering. We rely on software and hardware vendors, large system integrators, and technology consulting firms to supply
marketing and sales opportunities for our direct sales force and to strengthen our offerings using industry-standard tools and utilities. We also have
relationships with third parties that distribute our products. There can be no assurance that these companies, many of which have far greater financial and
marketing resources than us, will not develop or market offerings that compete with ours in the future or will not otherwise end or limit their relationships with
us. Further, the use of third-party hosting facilities requires us to rely on the functionality and availability of the third parties’ services, as well as their data
security, which despite our due diligence, may be or become inadequate.

We are exposed to fluctuations in foreign currency exchange rates that could negatively impact our financial results and cash flows.

Because a significant portion of our business is conducted outside of the U.S., we face exposure to movements in foreign currency exchange rates. Our
international sales are usually denominated in foreign currencies. The operating expenses of our foreign operations are also primarily denominated in foreign
currencies, which partially offset our foreign currency exposure on our international sales. Our results of operations and cash flows are subject to fluctuations
due to changes in foreign currency exchange rates, particularly changes in the U.S. dollar, the Euro, and the Australian dollar relative to the British Pound.
These exposures may change over time as business practices evolve.

We have historically used but do not currently use foreign currency forward contracts to hedge our exposure to changes in foreign currency exchange rates. We
may enter into hedging contracts again in the future if we believe it is appropriate.




Our realized gain or loss for foreign currency fluctuations will depend on the size and type of cross-currency exposures that we enter into, the currency
exchange rates associated with these exposures and changes in those rates, whether we have entered forward contracts to offset these exposures, and other
factors. All these factors could materially impact our operating results, financial condition, and cash flows.

Our consulting revenue is significantly dependent upon our consulting personnel implementing new license and Pega Cloud arrangements.

We derive a substantial portion of our consulting revenue from implementations of new license and Pega Cloud arrangements managed by our consulting
personnel and consulting for partner and client-led implementation efforts. Our strategy is to support and encourage partner-led and client-led implementations
to increase the breadth, capability, and depth of market capacity to deliver implementation services to our clients. Accordingly, if our consulting personnel’s
involvement in future implementations decreases, this could materially adversely affect our consulting revenue.

We frequently enter into a series of license or Pega Cloud arrangements that are each focused on a specific purpose or area of operations. If we are not
successful in obtaining follow-on business from these clients, our financial performance could be materially adversely affected.

Once a client has realized the value of our software, we work with the client to identify opportunities for follow-on sales. However, we may not be successful
in demonstrating this value for several reasons, including the performance of our products, the quality of the services and support provided by our partners and
us, or external factors. Also, some of our smaller clients may have limited additional sales opportunities available. We may not obtain follow-on sales, or the
follow-on sales may be delayed, and our future revenue could be limited. This could lower the total value of all transactions, and materially adversely affect our
financial performance.

We will need to acquire or develop new products, evolve existing ones, address any defects or errors, and adapt to technology changes.

Technical developments, client requirements, programming languages, industry standards, and regulatory requirements frequently change in the markets in
which we operate. The introduction of third-party solutions embodying new technologies and the emergence of new industry standards could make our existing
and future software solutions obsolete and unmarketable. As a result, our success will depend upon our ability to enhance current products, address any product
defects or errors, acquire or develop and introduce new products that meet client needs, keep pace with technology and regulatory changes, respond to
competitive products, and achieve market acceptance. Product development requires substantial investments for research, refinement, and testing. We may not
have sufficient resources to make the necessary product development investments. We may experience technical or other difficulties that will delay or prevent
the successful development, introduction, or implementation of new or enhanced products. We may also experience technical or other challenges in the
integration of acquired technologies into our existing platform and applications. Inability to introduce or implement new or enhanced products in a timely
manner could result in loss of market share if competitors are able to provide solutions to meet client needs before we do, give rise to unanticipated expenses
related to further development or modification of acquired technologies, and materially adversely affect our financial performance. We may also fail to
anticipate adequately and prepare for the development of new markets and applications for our technology and the commercialization of emerging technologies
such as blockchain and thereby fail to take advantage of new market opportunities or fall behind early movers in those markets.

The market for our offerings is intensely and increasingly competitive, rapidly changing, and fragmented.

We encounter significant competition from:

customer engagement vendors, including Customer Relationship Management application vendors;

Digital Process Automation vendors and platforms, including Business Process Management vendors, low-code application development platforms, and
service-oriented architecture middleware vendors;

case management vendors;

decision management, data science, and Artificial Intelligence vendors, as well as vendors of solutions that leverage decision making and data science in
managing customer relationships and marketing;

robotic automation and workforce intelligence software providers;
+ companies that provide application-specific software for financial services, healthcare, insurance, and other specific markets;

mobile application platform vendors;
* co-browsing software providers;

social listening, text analytics, and natural language processing vendors;
» commercialized open-source vendors;

professional services organizations that develop their own products or create custom software in conjunction with rendering consulting services; and
+ clients’ in-house information technology departments, which may seek to modify their existing systems or develop their own proprietary systems.




Many of our competitors, such as Salesforce.com, Microsoft Corporation, Oracle Corporation, SAP SE, ServiceNow, and International Business Machines
Corporation (“IBM”), have far greater resources than we do and may be able to respond more quickly and efficiently to new or emerging technologies,
programming languages or standards, or changes in client requirements or preferences. Competitors may also be able to devote greater managerial and
financial resources to develop, promote, and distribute products and to provide related consulting and training services.

We believe the principal competitive factors within our market include:
« product adaptability, scalability, functionality, and performance;
« proven success in delivering cost-savings and efficiency improvements;
* proven success in enabling improved customer interactions;
+ ease-of-use for developers, business units, and end-users;

timely development and introduction of new products and product enhancements;

establishment of a significant base of reference clients;

+ ability to integrate with other products and technologies;
* customer service and support;

« product price;

« vendor reputation; and

« relationships with systems integrators.

Competition for market share and pressure to reduce prices and make sales concessions is likely to increase. There can be no assurance that we will be able to
compete successfully against current or future competitors or that the competitive pressures faced by us will not materially adversely affect our business,
operating results, and financial condition.

See "Competition" in Item 1 of this Annual Report for additional information.

Our Chief Executive Officer is our largest stockholder and can exert significant influence over matters submitted to our stockholders, which could
materially adversely affect our other stockholders.

As of December 31, 2021, our Chief Executive Officer beneficially owned approximately 49 percent of our outstanding common stock. As a result, he has the
ability to exert significant influence over all matters submitted to our stockholders for approval, including the election and removal of directors and any merger,
consolidation, or sale of our assets. This concentration of ownership may delay or prevent a change in control, impede a merger, consolidation, takeover, or
other business combination involving us, discourage a potential acquirer from making a tender offer or otherwise attempting to obtain control of us, or result in
actions that may be opposed by other stockholders.

Risks Related to Information Technology Resilience and Security
We face risks related to outages, data losses, and disruptions of our online services if we fail to maintain an adequate operations infrastructure.

The increasing user traffic for our Pega Cloud offering demands more computing power. It requires that we maintain an internet connectivity infrastructure that
is robust and reliable within competitive and regulatory constraints that continue to evolve. Inefficiencies or operational failures, including temporary or
permanent loss of client data, power outages, or telecommunications infrastructure outages, by our third-party service providers or us, could diminish the
quality of our user experience resulting in contractual liability, claims by clients and other third parties, damage to our reputation, loss of current and potential
clients, and negatively impact our operating results and financial condition.

Security of our systems and global client data is a growing challenge on many fronts. Cyber-attacks and security breaches may expose us to significant
legal and financial liabilities.

Security breaches could expose our clients and us to a risk of someone obtaining access to our information, to information our clients or their customers, or to
our intellectual property, disabling or degrading service, or sabotaging systems or information. Any security breach could result in a loss of confidence in the
security of our services, damage our reputation, disrupt our business, require us to incur significant costs of investigation, remediation and/or payment of a
ransom, lead to legal liability, negatively impact our future sales, and result in a substantial financial loss. High-profile security breaches at other companies
have increased in recent years. Security industry experts and government officials have warned about the risks of hackers and cyber-attackers targeting
information technology products and businesses. Threats to IT security can take a variety of forms. Individual hackers, groups of hackers, and sophisticated
organizations, including state-sponsored organizations, or nation-states themselves, may take steps that threaten our clients and us. Additionally, our Pega
Cloud offering provides environments that are provisioned, monitored, and maintained for individual clients to create and deploy Pega-based applications using
an Internet-based infrastructure. These services involve storing and transmitting client data and other confidential information.
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Our security measures and those of our clients may be breached because of third-party actions or that of employees, consultants, or others, including intentional
misconduct by computer hackers, system errors, human errors, technical flaws in our products, or otherwise. Because we do not control the configuration of
Pega applications by our clients, the transmissions between our clients and our third-party technology providers, the processing of data on the servers at third-
party technology providers, or the internal controls maintained by our clients and third-party technology providers that could prevent unauthorized access or
provide appropriate data encryption, we cannot fully ensure the complete integrity or security of such transmissions processing or controls. In addition, privacy,
security, and data transmission concerns in some parts of the world may inhibit demand for our Pega Cloud offering or lead to requirements to provide our
products or services in configurations that may increase the cost of serving such markets. The techniques used to obtain unauthorized access or sabotage
systems change frequently and are generally not recognized until launched against a target. While we have invested in protecting our data and systems and our
clients’ data to reduce these risks, there can be no assurance that our efforts will prevent breaches and, in fact, we deal with security issues on a regular basis
and have experienced security incidents from time to time. Accordingly, there is a risk that a security breach will be successful and that such an event will be
material. We carry data breach insurance coverage to mitigate the financial impact of a security breach, though this may prove insufficient in the event of a.
breach.

Our Pega Cloud offering involves hosting client applications on the servers of third-party technology providers. We also rely on third-party systems and
technology, including encryption, virtualized infrastructure, and support, and employ a shared security model with our clients and third-party technology
providers.

To defend against security threats, we need to continuously engineer products and services with enhanced security and reliability features, improve the
deployment of software updates to address security vulnerabilities, apply technologies that mitigate the risk of attacks, and maintain a digital security
infrastructure that protects the integrity of our network, products, and services. The cost of these steps could negatively impact our operating results.

We rely on third-party hosting providers to deliver our offerings. Therefore, any disruption or interference with our use of these services could adversely
affect our business.

Our use of third-party hosting facilities requires us to rely on the functionality and availability of the third parties’ services, as well as their data security, which
despite our due diligence, may be or become inadequate. Our continued growth depends in part on the ability of our existing and potential customers to use and
access our cloud services or our website to download our software within an acceptable amount of time. We use a number of third-party service providers for
key infrastructure components, particularly concerning the development and delivery of our cloud-based products. These service providers give us greater
flexibility in efficiently delivering a more tailored, scalable customer experience and expose us to additional risks and vulnerabilities. Third-party service
providers operate platforms that we access, and we are vulnerable to their service interruptions. We may experience interruptions, delays, and outages in service
and availability due to problems with our third-party service providers’ infrastructure. This infrastructure’s lack of availability could be due to many potential
causes, including technical failures, power shortages, natural disasters, fraud, terrorism, or security attacks that we cannot predict or prevent. Such outages
could trigger our service level agreements and the issuance of credits to our clients, which may impact our business and consolidated financial statements.

If we are unable to renew our agreements with our cloud service providers on commercially reasonable terms, an agreement is prematurely terminated, or we
need to add new cloud services providers to increase capacity and uptime, we could experience interruptions, downtime, delays, and additional expenses
related to transferring to and providing support for these new platforms. Any of the above circumstances or events may harm our reputation and brand, reduce
our platforms’ availability or usage, and impair our ability to attract new users, any of which could adversely affect our business, financial condition, and
results of operations.

We may experience significant errors or security flaws in our products and services and could face privacy, product liability, and warranty claims.

Despite quality testing each release, our software frequently contains errors or security flaws, especially when first introduced or when new versions are
released. Errors in our software could affect its ability to work with hardware or other software or delay the development or release of new products or new
versions of our software. Additionally, detecting and correcting any security flaws can be time-consuming and costly. Errors or security flaws in our software
could result in the inadvertent disclosure of confidential information or personal data relating to our clients, employees, or third parties. Software errors and
security flaws in our products or services could expose us to privacy, product liability, or warranty claims and harm our reputation, which could impact our
future sales of products and services. Typically, we enter into license agreements that contain provisions intended to limit the nature and extent of our risk of
product liability and warranty claims. There is a risk that a court might interpret these terms in a limited way or hold part or all of these terms unenforceable.
Also, there is a risk that these contract terms might not bind a party other than the direct client. Furthermore, some of our licenses with our clients are governed
by non-U.S. law, and there is a risk that foreign law might give us less or different protection. Although we have not experienced any material product liability
claims to date, a product liability suit or action claiming a breach of warranty, whether meritorious, could result in substantial costs and a diversion of
management’s attention and our resources.




Risks Related to Our Financial Obligations and Indebtedness

We have a significant amount of debt that may limit our business flexibility, access to capital, and/or increase our borrowing costs, and we may still incur
additional debt in the future, which may adversely affect our operations and financial results.

As of December 31, 2021, we had $600 million aggregate principal amount of indebtedness under our Convertible Senior Notes due 2025 (the “Notes”).
Our indebtedness may: '
* limit our ability to borrow additional funds for working capital, capital expenditures, acquisitions, or other general business purposes;
« limit our ability to use our cash flow or obtain additional financing for future working capital, capital expenditures, acquisitions, or other general business
purposes;
* require us to use a substantial portion of our cash flow from operations to make debt service payments;
+ limit our flexibility to plan for, or react to, changes in our business and industry;
* place us at a competitive disadvantage compared to less leveraged competitors;
« dilute the interests of our existing stockholders because of issuing shares of our common stock upon the conversion of the Notes; and
» increase our vulnerability to the impact of adverse economic and industry conditions.

Our ability to pay our debt when due or refinance our indebtedness, including the Notes, depends on our future performance, which is subject to economic,
financial, competitive, and other factors beyond our control. Our business may not generate sufficient cash flow from operations in the future to service our
debt and make necessary investments in our business. Our ability to refinance our indebtedness will depend on the capital market conditions and our financial
condition at such time. We may not be able to engage in any of these activities or engage in these activities on desirable terms, which could result in a default
on our debt obligations which could, in turn, result in that and our other indebtedness becoming immediately payable in full which could harm our financial
condition, results of operation or cost of borrowing. In addition, we may incur additional debt to meet future financing needs. If we incur additional
indebtedness, the risks related to our business and our ability to service or repay our indebtedness will increase.

The conditional conversion feature of the Notes, if triggered, may adversely affect our financial condition and operating results.

Under certain circumstances, the noteholders may convert their Notes at their option prior to the scheduled maturities. Upon conversion of the Notes, unless we
elect to deliver solely shares of our common stock to settle such conversion, we will be obligated to make cash payments. In addition, holders of our Notes will
have the right to require us to repurchase their Notes upon the occurrence of a fundamental change (as defined in the indenture, dated as of February 24, 2020,
between U.S. Bank National Association, as trustee (the “Trustee™) and us (the “Indenture”)), at a repurchase price equal to 100% of the principal amount of
the Notes to be repurchased, plus accrued and unpaid interest, if any, to, but not including, the fundamental change repurchase date. Although it is our intention
and we currently expect to settle the conversion value of the Notes in cash up to the principal amount and any excess in shares, there is a risk that we may not
have enough available cash or be able to obtain financing at the time we are required to make repurchases of Notes surrendered therefor or Notes being
converted. In addition, our ability to make payments may be limited by law, by regulatory authority, or by agreements governing our future indebtedness. Our
failure to repurchase Notes when the Indenture requires the repurchase or to pay any cash payable on the Notes’ future conversions as required by the Indenture
would constitute a default under the Indenture. A default under the Indenture or the fundamental change itself could also lead to a default under agreements
governing our future indebtedness. If the repayment of the related indebtedness were to be accelerated after any applicable notice or grace periods, we may not
have sufficient funds to repay the indebtedness and repurchase the Notes or make cash payments upon conversions thereof. In addition, even if holders of
Notes do not elect to convert their Notes, we could be required under applicable accounting rules to reclassify all or a portion of the outstanding principal of the
Notes as a current rather than long-term liability, which would result in a material reduction of our net working capital.

The Capped Call Transactions may affect the value of the Notes and our common stock.

In connection with the Notes’ issuance, we entered Capped Call Transactions with certain financial institutions (“option counterparties™). The Capped Call
Transactions are generally expected to reduce the potential dilution of our common stock upon any conversion of the Notes and/or offset any cash payments we
are required to make in excess of the principal amount of converted Notes, with such reduction and/or offset subject to a cap. From time to time, the option
counterparties or their respective affiliates may modify their hedge positions by entering into or unwinding derivative transactions with respect to our common
stock and/or purchasing or selling our common stock or other securities of ours in secondary market transactions before the maturity of the Notes. This activity
could cause a decrease in the market price of our common stock.
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We are exposed to counterparty risk for the Capped Call Transactions.

The option counterparties are financial institutions, and we are subject to the risk that one or more of the option counterparties may default or otherwise fail to
perform, or may exercise certain rights to terminate, their obligations under the Capped Call Transactions. Our exposure to the credit risk of the option
counterparties is not secured by any collateral. If an option counterparty becomes subject to insolvency proceedings, we will become an unsecured creditor in
those proceedings with a claim equal to our exposure at the time under such transaction. Our exposure depends on many factors, but our exposure will
generally increase if the market price or the volatility of our common stock increases. In addition, upon default or other failures to perform, or termination of
obligations, by an option counterparty, we may suffer more dilution in our common stock than we currently anticipate. We can provide no guarantee as to the
financial stability or viability of the option counterparties.

Provisions in the Notes’ Indenture may deter or prevent a business combination that may be favorable to our stockholders.

If a fundamental change occurs prior to the Notes’ maturity date, holders of the Notes will have the right, at their option, to require us to repurchase all or a
portion of their Notes. In addition, if a “make-whole fundamental change” (as defined in the Indenture) occurs prior to the maturity date, we will in some cases
be required to increase the conversion rate of the Notes for a holder that elects to convert its Notes in connection with such make-whole fundamental change.

Furthermore, the Indenture prohibits us from engaging in certain mergers or acquisitions unless, among other things, the surviving entity assumes our
obligations under the Notes. These and other provisions in the Indenture could deter or prevent a third party from acquiring us even when the acquisition may
be favorable to our stockholders.

Conversion of the Notes may dilute the ownership interest of existing stockholders.

The conversion of some or all of the Notes will dilute the ownership interests of existing stockholders to the extent we deliver shares of our common stock
upon conversion of any of the Notes. Any sales in the public market of the common stock issuable upon such conversion could adversely affect our common
stock’s prevailing market prices. In addition, the existence of the Notes may encourage short selling by market participants because the conversion of the Notes
could be used to satisfy short positions, or anticipated conversion of the Notes into shares of our common stock could depress the price of our common stock.

We are required to comply with certain financial and operating covenants under our revolving credit facility. Failure to comply with these covenants could
cause amounts borrowed to become immediately due and payable and/or prevent us from borrowing under the credit facility.

We must comply with specified financial and operating covenants under our credit facility and make payments, limiting our ability to operate our business as
we otherwise might. Our failure to comply with any of these covenants or to meet any debt payment obligations could result in an event of default which, if not
cured or waived, would result in any amounts outstanding, including any accrued interest and/or unpaid fees, becoming immediately due and payable. We
might not have sufficient working capital or liquidity to satisfy any repayment obligations in the event of an acceleration of those obligations. In addition, if we
are not in compliance with the financial and operating covenants under the credit facility at the time we wish to borrow funds, we will be unable to borrow
funds. The financial and operating covenants under the credit facility may limit our ability to borrow funds or capital, including for strategic acquisitions, share
repurchases, and other general corporate purposes.

Risks Related to Government Regulation and Intellectual Property
Our success depends in part on maintaining and increasing our sales to clients in the public sector.

We derive a portion of our revenues from contracts with federal, state, local, and foreign governments and agencies. We believe that our business’s success and
growth will continue to depend on our successful procurement of government contracts. Selling to government entities can be highly competitive, expensive,
and time-consuming, often requiring significant upfront time and expense without any assurance that our efforts will produce any sales.

Factors that could impede our ability to maintain or increase the revenue derived from government contracts include:
+ changes in fiscal or contracting policies;
+ decreases in available government funding;
+ changes in government programs or applicable requirements;
+ the adoption of new laws or regulations or changes to existing laws or regulations;
« potential delays or changes in the government appropriations or other funding authorization processes;
- governments and governmental agencies requiring contractual terms that are unfavorable to us, such as most-favored-nation pricing provisions; and
+ delays in the payment of our invoices by government payment offices.

The occurrence of any of those factors could cause governments and governmental agencies to delay or refrain from purchasing our software in the future or
otherwise harm our business, results of operations, financial condition, and cash flows.




Further, to increase our sales to clients in the public sector, we must comply with laws and regulations relating to the formation, administration, performance,
and pricing of contracts with the public sector, including U.S. federal, state, and local governmental bodies, which affect how our channel partners and we do
business in connection with governmental agencies. These laws and regulations may impose added costs on our business, and failure to comply with these laws
and regulations or other applicable requirements, including non-compliance in the past, could lead to claims for damages from our channel partners or
government clients, penalties, termination of contracts, loss of intellectual property rights, and temporary suspension or permanent debarment from government
contracting. Any such damages, penalties, disruptions, or limitations in our ability to do business with the public sector could have a material adverse effect on
our business, results of operations, financial condition, and cash flows.

We are subject to increasingly complex U.S. and foreign laws and regulations, requiring costly compliance measures. Any failure to comply with these laws
and regulations could subject us to, among other things, penalties and legal expenses that could harm our reputation or otherwise have a material adverse
effect on our business, financial condition, and results of operations.

We are subject to extensive federal, state, and foreign laws and regulations, including but not limited to the U.S. Foreign Corrupt Practices Act, the U.K.
Bribery Act, data privacy and security laws, and similar laws and regulations. The U.S. Foreign Corrupt Practices Act, the U.K. Bribery Act, and similar
foreign anti-bribery laws generally prohibit companies and their intermediaries from making improper payments to obtain or retain business. Similar laws and
regulations exist in many other countries throughout the world in which we do or intend to do business. Data privacy laws and regulations in Europe, Australia,
Latin America, and elsewhere are undergoing a rapid transformation toward increased restrictions.

In April 2016, the European Parliament adopted the General Data Protection Regulation (“GDPR”). It became effective in May 2018. The GDPR extends the
scope of European privacy laws to any entity that controls or processes personal data of European Union residents in connection with the offer of goods or
services or the monitoring of behavior and imposes new compliance obligations concerning the handling of personal data. Complying with the GDPR and other
emerging and changing requirements caused us to incur additional costs in 2021 and may cause us to incur substantial additional costs or require us to change
our business practices. Compliance also depends on how regulators choose to interpret and apply the new requirements. Moreover, non-compliance, or if
regulators assert we have not complied, with GDPR could result in significant monetary penalties of up to the higher of 20 million Euro or 4% of annual
worldwide revenue, private lawsuits, and damage to our reputation, which could have a material adverse effect on our business, financial condition, and results
of operation.

The California Consumer Privacy Act (“CCPA”), which creates new individual privacy rights for California consumers (as defined in the law) and places
increased privacy and security obligations on entities handling certain personal data of consumers or households, went into effect on January 1, 2020, and the
California Attorney General may now bring enforcement actions for violations. The CCPA requires, among other things, covered companies to provide new
disclosure to consumers about such companies’ data collection, use and sharing practices, provide such consumers new ways to opt-out of certain sales or
transfers of personal information, and provide consumers with additional causes of action. Further, California voters approved a new privacy law, the California
Privacy Rights Act (“CPRA”) in the November 3, 2020 election. Effective January 1, 2023, the CPRA will significantly modify the CCPA, including by
expanding California consumers’ rights with respect to certain sensitive personal information. The CPRA also crcatcs a ncw state agency that will be vested
with authority to implement and enforce the CCPA and the CPRA. The CCPA and CPRA may increase our compliance costs and potential liability.

We have developed and implemented a compliance program based on what we believe are reasonable practices, including the background checking of our
current partners and prospective clients and partners. We cannot guarantee, however, that we, our employees, our consultants, our partners, or our contractors
are or will be compliant with all federal, state, and foreign regulations, particularly as we expand our operations outside of the U.S. If our representatives or we
fail to comply with any of these laws or regulations, a range of fines, penalties, and/or other sanctions could be imposed on us, which could have a material
adverse effect on our business, financial condition, and results of operations. Even if we are determined not to have violated these laws, government inquiries
into these issues typically require the expenditure of significant resources and generate negative publicity, which could also harm our business. In addition,
regulation of data privacy and security laws is increasing worldwide, including various restrictions on cross-border access or transfer of data, including
personal data of our employees, our clients, and customers of our clients. Compliance with such regulations may increase our costs, and there is a risk of
enforcement of such laws resulting in damage to our brand, as well as financial penalties and the potential loss of business, which could be significant.

Our tax exposures could be greater than anticipated.

The determination of our worldwide provision for income taxes and other tax liabilities requires estimation and significant judgment, and there are many
transactions and calculations where the ultimate tax determination is uncertain. Like many other multinational corporations, we are subject to tax in multiple
U.S. and foreign jurisdictions. The determination of our tax liability is always subject to audit and review by applicable domestic and foreign tax authorities,
and we are currently undergoing several inquiries, audits, and reviews by taxing authorities throughout the world. Any adverse outcome of any such audit or
review could harm our business, and the ultimate tax outcome may differ from the amounts recorded in our financial statements and may materially affect our
financial results in the period or periods for which such determination is made. While we have established reserves based on assumptions and estimates that we
believe are reasonable to cover such eventualities, these reserves may prove to be insufficient.




In addition, our future income taxes could be materially adversely affected by a shift in our jurisdictional income mix, by changes in the valuation of our
deferred tax assets and liabilities, because of changes in tax laws, regulations, or accounting principles, as well as by certain discrete items. In the United
States, such tax law changes could include the impact of the currently enacted mandatory capitalization of research and experimentation expenses, effective for
tax years beginning after December 31, 2021 (but postponed to 2026 in the proposed Build Back Better (“BBBA”) Act, which is currently under consideration
in the United States Congress), or new tax revenue-raising provisions also tied to the proposed BBBA. Globally, the Organization for Economic Cooperation
and Development Inclusive Framework on Base Erosion and Profit Shifting is advancing fundamental changes to the international corporate tax system
creating new rules for allocating rights to tax global income and a global minimum tax.

Considering fiscal challenges in many jurisdictions, various levels of government are increasingly focused on tax reform and other legislative actions to
increase tax revenue, including corporate income taxes. Several U.S. states have attempted to increase corporate tax revenues by taking an expansive view of
corporate presence to attempt to impose corporate income taxes and other direct business taxes on companies that have no physical presence in their state, and
taxing authorities in foreign jurisdictions may take similar actions. Many U.S. states are also altering their apportionment formulas to increase the amount of
taxable income or loss attributable to their state from certain out-of-state businesses. Similarly, in Europe and elsewhere globally, there are various tax reform
efforts underway designed to increase the taxes paid by corporate entities.

If it becomes necessary or desirable to repatriate any of our foreign cash balances to the United States, we may be subject to increased taxes, other
restrictions, and limitations.

As of December 31, 2021, $88.0 million of our cash and cash equivalents were held in our foreign subsidiaries. If it becomes necessary or desirable to
repatriate these funds, we may be required to pay U.S. federal, state, and local income and foreign withholding taxes upon repatriation. We consider the
earnings of our foreign subsidiaries to be permanently reinvested. As a result, U.S. federal, state, and local, and foreign withholding taxes on such earnings
have not been provided in our financial statements. It is not practical to estimate the amount of tax we would have to pay upon repatriation due to the
complexity of the tax laws and other factors.

We face risks related to intellectual property claims or appropriation of our intellectual property rights.

We rely primarily on a combination of patent, copyright, trademark, and trade secrets laws, as well as intellectual property and confidentiality agreements to
protect our proprietary rights. We also try to control access to and distribution of our technologies and other proprietary information. We have obtained patents
in strategically important global markets relating to the architecture of our systems. We cannot be certain that such patents will not be challenged, invalidated,
or circumvented, or that rights granted thereunder, or the claims contained therein will provide us with competitive advantages. Moreover, despite our efforts to
protect our proprietary rights, unauthorized parties may attempt to copy aspects of our software or to obtain the use of information that we regard as
proprietary. Although we generally enter into intellectual property and confidentiality agreements with our employees and strategic partners, despite our efforts
our former employees may seek employment with our business partners, clients, or competitors, and there can be no assurance that the confidential nature of
our proprietary information will be maintained. In addition, the laws of some foreign countries do not protect our proprietary rights as cffectively as they do in
the U.S. There can be no assurance that our means of protecting our proprietary rights will be adequate or that our competitors will not independently develop
similar technology.

Other companies or individuals have obtained proprietary rights covering a variety of designs, processes, and systems. Third parties have claimed and may in
the future claim that we have infringed or otherwise violated their intellectual property. We are currently party to litigation with Appian Corp. — see Part I, Item
3 “Legal Proceedings” and Note 19 in the “Notes to Consolidated Financial Statements” included in Part II, Item 8 of this Annual Report. Although we attempt
to limit the amount and type of our contractual liability for infringement or other violation of the proprietary rights of third parties and assert ownership of work
product and intellectual property rights as appropriate, there are often exceptions, and limitations may not be applicable and enforceable in all cases. Even if
limitations are found to be applicable and enforceable, our liability to our clients for these types of claims could be material given the size of certain of our
transactions. We expect that software product developers will increasingly be subject to infringement claims as the number of products and competitors in our
industry segment grows and the functionality of products in different industry segments overlaps. Any such claims, with or without merit, could be time-
consuming, result in costly litigation, cause product shipment and delivery delays, require us to enter into royalty or licensing agreements, or be precluded from
making and selling the infringing software, if such proprietary rights are found to be valid. Royalty or licensing agreements, if required, may not be available
on terms acceptable to us or at all. These claims could also subject us to significant liability for damages, potentially including treble damages if we are found
to have willfully infringed patents or copyrights. Even if a license were available, we could be required to pay significant royalties, which would increase our
operating expenses. As a result, we may be required to develop alternative non-infringing technology, which could require substantial effort and cost. If we
cannot license or develop technology for any infringing aspect of our business, we would be forced to limit or stop sales of our software and may be unable to
compete effectively, which could have a material effect upon our business, operating results, and financial condition.
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Intellectual property rights claims by third parties are extremely costly to defend, could require us to pay significant damages, and could limit our ability to
use certain technologies.

Companies in the software and technology industries, including some of our current and potential competitors, own large numbers of patents, copyrights,
trademarks, and trade secrets and frequently enter into litigation based on allegations of infringement or other violations of intellectual property rights. In
addition, many of these companies can dedicate greater resources to enforce their intellectual property rights and to defend claims that may be brought against
them. The litigation may involve patent holding companies or other adverse patent owners that have no relevant product revenues and against which our
patents may, therefore, provide little or no deterrence. Third parties have claimed and may claim in the future that we have misappropriated, misused, or
infringed other parties' intellectual property rights, and, to the extent we gain greater market visibility, we face a higher risk of being the subject of intellectual
property claims. We are currently party to litigation with Appian Corp. — see Part I, Item 3 “Legal Proceedings” and Note 19 in the “Notes to Consolidated
Financial Statements” included in Part 11, Item 8 of this Annual Report.

Any litigation regarding intellectual property could be costly and time-consuming and could divert the attention of our management and key personnel from
our business operations. Significant judgments are required for the determination of probability and the range of the outcomes in any legal dispute, and the
estimates are based only on the information available to us at the time. Due to the inherent uncertainties involved in claims, legal proceedings, and in
estimating the losses that may arise, actual outcomes may differ from our estimates. Contingencies deemed not probable or for which losses were not estimable
in one period may become probable, or losses may become estimable in later periods which may have a material impact on our results of operations and
financial position. Intellectual property disputes could subject us to significant liabilities, require us to enter into royalty and licensing arrangements on
unfavorable terms, prevent us from manufacturing or licensing certain of our products, cause severe disruptions to our operations or the markets in which we
compete, or require us to satisfy indemnification commitments to our customers. Any of these could seriously harm our business.

Actual or threatened public health emergencies could harm our business.

The outbreak of a novel coronavirus disease (“COVID-19") has spread across the globe and is impacting worldwide economic activity. A pandemic,

including COVID-19, and other public health emergencies pose the risk that our employees, partners, and clients may be prevented from conducting business
activities at full capacity for an indefinite period, including due to the spread of the disease within these groups or due to the shutdowns that are requested or
mandated by governmental authorities. Moreover, these conditions can affect the rate of information technology spending and may adversely affect our clients’
willingness to purchase our solutions, delay prospective clients’ purchasing decisions, reduce the value or duration of their contracts, cause our clients to
request concessions including extended payment terms or better pricing, or affect attrition rates, all of which could adversely affect our future sales and
operating results. The global spread of COVID-19 has created significant uncertainty, and economic disruption.

We have undertaken measures to protect our employees, partners, and clients, including allowing our employees to work remotely. There can be no assurance
that these measures will be sufficient, however, or that we can implement them without adversely affecting our business operations.
We continue to monitor COVID-19 and adjust our policies as more information and public health guidance become available. Precautionary measures that have
been adopted, or may be adopted in the future, could negatively affect our client success, sales, and marketing efforts, delay and lengthen our sales cycles, or
create operational or other challenges, all of which could harm our business and results of operations. In addition, COVID-19 may disrupt and change our
clients’, vendors’, and partners’ operations in ways that are difficult to predict, including because of travel restrictions, business shutdowns, supply chain delays
and/or more pervasive remote work environments, all of which could negatively impact our business, results of operations, and cash flows.
At this time, it is not possible to estimate the ultimate impact that COVID-19 will have on our business, as the impact will depend on future developments,
which are highly uncertain and unpredictable. Furthermore, due to our shifi to a subscription model, the effect of COVID-19 may not be fully reflected in our
results of operations until future periods. The extent to which COVID-19 impacts our business, operations, and financial results will depend on numerous
evolving factors that we may not be able to predict accurately, including:

+ the duration and scope of the pandemic;

« governmental, business, and individual actions taken in response to the pandemic and the impact of those actions on global economic activity;

« the actions that are taken in response to economic disruption;

« the impact of business disruptions and reductions in our clients’ business and the resulting impact on their demand for our services and solutions; and

« our ability to provide our services and solutions, including because of our employees or our clients’ employees working remotely and/or closures of offices

and facilities.
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General Risk Factors

The provision in our amended and restated bylaws, requiring exclusive forum in certain courts in The Commonwealth of Massachusetts or the federal
district court for the District of Massachusetts for certain types of lawsuits, may have the effect of discouraging lawsuits against us and our directors,
officers, and employees.

Our amended and restated bylaws provide that unless we consent in writing to the selection of an alternative forum, the Business Litigation Section of the
Superior Court of Suffolk County, Massachusetts (the “BLS”) or, if the BLS lacks jurisdiction, the federal district court for the District of Massachusetts,
Eastern Division, shall be the exclusive forum for (i) any derivative action or proceeding brought on our behalf, (ii) any action asserting a claim of breach of a
fiduciary duty owed by any of our directors, officers, or other employees to us or our stockholders, (iii) any action asserting a claim arising pursuant to the
Massachusetts Business Corporation Act (the “MBCA”), our articles of organization, or our bylaws (as each may be amended from time to time), or (iv) any
action asserting a claim governed by the internal affairs doctrine.

The choice of forum provision may increase costs to bring a claim, discourage claims, or limit a stockholder’s ability to bring a claim in a judicial forum that it
finds favorable for disputes with us or our directors, officers, or other employees, which may discourage such lawsuits against us or our directors, officers, and
other employees. Alternatively, if a court were to find the choice of forum provision in our amended and restated bylaws to be inapplicable or unenforceable in
an action, we may incur additional costs associated with resolving such action in other jurisdictions. The exclusive forum provision in our amended and
restated bylaws will not preclude or contract the scope of exclusive federal or concurrent jurisdiction for actions brought under the federal securities laws,
including the Securities Exchange Act of 1934, as amended, or the Securities Act of 1933, as amended, or the respective rules and regulations promulgated
thereunder.

The continued uncertainties in the global economy may negatively impact our sales to, and the collection of receivables from our clients.

Our sales to, and the collection of receivables from, our clients may be impacted by adverse changes in global economic conditions. The U.S. and other key
international economies have experienced cyclical downtumns from time to time, during which economic activity has been impacted by falling demand for
goods and services, inflation, restricted credit, poor liquidity, reduced corporate profitability, volatility in credit, equity, and foreign exchange markets,
bankruptcies, and economic uncertainty. These changes in global economic conditions could impact the ability and willingness of our clients to make
investments in technology, which in turn may delay or reduce the purchases of our software and services. These factors could also impact the ability and
willingness of these clients to pay their trade obligations and honor their contractual commitments. These clients may also become subject to increasingly
restrictive regulatory requirements, which could limit or delay their ability to proceed with technology purchases and may result in longer sales cycles,
increased price competition, and reductions in sales of our products and services. The financial uncertainties facing many of our clients and the industries in
which they operate could negatively impact our business, operating results, and financial condition.

The U.K.’s withdrawal from the European Union could have a material impact on our business, including our relationships with existing and future
clients, suppliers, and employees, which could harm our financial results and operations.

We have material operations in the U.K. and European Union. While the full effects of Brexit will not be known for some time, the ultimate or perceived
impacts of the U.K.’s withdrawal from the European Union could potentially disrupt the markets we serve and the tax jurisdictions in which we operate. The
impact of Brexit will depend on any agreements the U.K. makes to retain access to EU markets following the transition period. In addition, Brexit could lead to
legal uncertainty, and potentially divergent national laws and regulations as the U.K. determine which EU laws to replace or replicate, presenting new
regulatory costs and challenges. Any of these effects could materially adversely affect our business, results of operations, and financial condition.
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The market price of our common stock has been and is likely to continue to be volatile.

The market price of our common stock may be highly volatile and may fluctuate due to a variety of factors, some of which are related in complex ways.
Factors that may affect the market price of our common stock include:

+ actual or anticipated fluctuations in our financial condition and operating results;

* variance in our financial performance from expectations of securities analysts;

« changes in our projected operating and financial results;

+ changes in the prices of our products and professional services;

» changes in laws or regulations applicable to our products or services;

* announcements by our competitors or us of significant business developments, acquisitions, or new offerings;

« our involvement in any litigation or investigations by regulators, including litigation judgments, settlements, or other litigation-related costs;

* our sale of our common stock or other securities;

» changes in our Board of Directors, senior management, or key personnel;

+ the trading volume of our common stock;

+ price and volume fluctuations in the overall stock market;

» changes in the anticipated future size and growth rate of our market; and

* general economic, regulatory, political, and market conditions.

Broad market and industry fluctuations, as well as general economic, regulatory, political, and market.conditions, may negatively impact the market price of
our common stock. In the past, companies that have experienced volatility in the market price of their securities have been subject to securities class action
litigation. We may be the target of this type of litigation in the future, which could result in substantial costs and divert our management’s attention.

We may fail to meet our publicly announced guidance or other expectations about our business and future operating results, which could cause our stock
price to decline.

We have provided and may continue to give guidance on our business, future operating results, and other business metrics. In developing this guidance, our
management must make certain assumptions and judgments about our future performance. Furthermore, analysts and investors may develop and publish their
own projections of our business, which may form a consensus about our future performance. Our business results may vary significantly from such guidance or
that consensus due to a number of factors, many of which are outside of our control and which could materially adversely affect our operations and operating
results. Furthermore, if we make downward revisions of our previously announced guidance, or if our publicly announced guidance of future operating results
fails to meet expectations of securities analysts, investors, or other interested parties, our common stock price may decline.

If securities or industry analysts do not publish research or reports about our business, or publish negative reports about our business, our stock price and
trading volume could decline.

The trading market for our common stock depends, in part, on the research and reports that securities and industry analysts publish about us or our business.
We do not have any control over these analysts. If our financial performance fails to meet analyst estimates or one or more of the analysts who cover us
downgrade our shares or change their opinion of our shares, our stock price would likely decline. If one or more of these analysts cease coverage of us or fail to
publish reports on us regularly, we could lose visibility in the financial markets, which could cause our stock price or trading volume to decline.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our principal administrative, sales, marketing, support, and research and development operations are in Cambridge, Massachusetts, Waltham, Massachusetts,
and Hyderabad, India. We also maintain offices elsewhere in the Americas, Europe, and the Asia-Pacific regions. All of our properties are leased. We believe
we will be able to obtain future space as needed on acceptable and commercially reasonable terms.

See "Note 10. Leases” in Item 8 of this Annual Report for additional information.
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ITEM 3. LEGAL PROCEEDINGS

In addition to the matters below, the Company is, or may become, involved in a variety of claims, demands, suits, investigations, and proceedings that arise
from time to time relating to matters incidental to the ordinary course of the Company’s business, including actions with respect to contracts, intellectual
property, employment, benefits, and securities matters. Regardless of the outcome, legal disputes can have a material effect on the Company because of defense
and settlement costs, diversion of management resources, and other factors.

Pegasystems Inc. v. Appian Corp. & Business Process Management Inc.

On July 3, 2019, the Company filed suit in Massachusetts federal court against Appian Corp. (“Appian”) and Business Process Management, Inc. (“BPM”)
relating to a BPM “Market Report” that Appian had used to promote itself against the Company. Pegasystems Inc. v. Appian Corp. & Business Process
Management Inc., No. 1:19-cv-11461 (D. Mass). The Company’s complaint alleges that the report and Appian’s marketing of it include false and misleading
statements about the Company. The Company asked the court to order Appian to stop using the report, and Appian subsequently agreed to stop using the report.
The Company also asked the court to award damages for false advertising, deceptive business practices, and commercial disparagement. On December 17,
2019, Appian asserted counterclaims against the Company seeking unspecified monetary damages and alleging certain of the Company’s past marketing
materials included false and misleading statements, one of the marketing reports failed to disclose that the report’s author was paid by the Company, and that
the Company defamed Appian in a LinkedIn post. On May 22, 2020, the court allowed in part the Company’s motion to dismiss the counterclaims brought by
Appian, but denied the motion as to the third party report and the defamation count. As described below, on May 29, 2020, Appian then sued the Company in
Virginia. On June 17, 2021, Appian asserted additional counterclaims against the Company seeking unspecified monetary damages and alleging that certain
additional marketing materials used by the Company contained false or misleading statements. The Company believes the counterclaims brought by Appian
against the Company are without merit, and the Company intends to vigorously pursue its claims against Appian and defend against the counterclaims brought
against the Company in this matter. The Company is unable to reasonably estimate possible damages or a range of possible damages in this matter given the
Company’s belief that the damages claimed by Appian fail to satisfy the required legal standard, the status of the proceeding, and due to the uncertainty as to
how a jury may rule if this ultimately proceeds to trial.

Appian Corp. v. Pegasystems Inc. & Youyong Zou

On May 29, 2020, Appian sued the Company and an individual, Youyong Zou, in the Circuit Court of Fairfax County, Virginia in a matter titled Appian Corp.
v. Pegasystems Inc. & Youyong Zou, No. 2020-07216 (Fairfax Cty. Ct.). The complaint filed by Appian on May 29, 2020 (the 2020 Complaint”) alleges that
Mr. Zou was an employee of an Appian business partner, Serco Inc. (“Serco”); that, as a result, Mr. Zou had access to Appian trade secrets which Mr. Zou was
required to keep confidential; and that in approximately 2013, while Mr. Zou was employed by Serco, the Company engaged Mr. Zou through an intermediary
to provide the Company with Appian trade secrets and confidential information, which the Company is then claimed to have used to compete against Appian.
The 2020 Complaint sets forth claims for misappropriation of trade secrets under the Virginia Uniform Trade Secrets Act, violation of the Virginia Computer
Crimes Act, tortious interference with contract and business expectancy, and statutory and common law conspiracy. On July 24, 2020, the Company filed a plea
in bar, seeking to have the claims asserted against the Company in the 2020 Complaint barred, in whole or in part, by the applicable statutes of limitations.
Before the original plea in bar could be heard, Appian filed an amended complaint which the court allowed on November 4, 2021 (the “2021 Amended
Complaint”), alleging that, in the 2019 time frame, employees of the Company accessed free Appian product trials under false pretenses. The 2021 Amended
Complaint withdrew the claim for tortious interference with contract. After Appian filed the 2021 Amended Complaint, the Company successfully moved to
dismiss Appian’s conspiracy claims, which are no longer a part of the case. The Company also re-filed a plea in bar on November 29, 2021 seeking to have the
claims asserted against the Company in the 2021 Amended Complaint barred, in whole or in part, by the applicable statutes of limitations. A jury hearing on the
plea in bar commenced on January 31, 2022. On February 9, 2022, the judge determined that he could decide the plea in bar without the jury and, on February
10, 2022, the judge entered a verdict granting the relief sought by the Company’s plea in bar motion with respect to the Virginia Computer Crimes Act,
meaning the allegations asserted against the Company in the 2021 Amended Complaint with respect to the Virginia Computer Crimes Act are barred by the
applicable statutes of limitations for conduct on or prior to May 29, 2015, while the claims made with respect to misappropriation of trade secrets under the
Virginia Uniform Trade Secrets Act are not similarly barred. Appian’s claim for tortious interference with business expectancy was not a subject of the plea in
bar. On February 11, 2022, the court allowed Appian’s motion to further amend the 2021 Amended Complaint to assert a damages claim of approximately $3
billion, seeking all of the Company’s revenues less estimated direct costs from the sale of all of the Company’s products and services in the period from the
fourth quarter of 2013 through the third quarter of 2021. Virginia law requires that the plaintiff establish proximate cause between any alleged use of the
alleged trade secrets and damages incurred by the plaintiff, and also requires plaintiffs seeking damages to allege a specific damages amount, prohibiting
recovery beyond that amount.

In addition to disputing the validity of Appian’s claims against the Company, the Company believes that any alleged damages claimed by Appian are not
supported by the necessary legal standard of proximate cause. In addition, following the February 10, 2022 ruling on the Company’s plea in bar, the ongoing
claim under the Virginia Computer Crimes Act is time limited to acts occurring after May 29, 2015. A jury trial with respect to the merits of the dispute is
scheduled to begin on March 21, 2022. The Company believes the claims brought by Appian against the Company are without merit, that the Company has
strong defenses to these claims and that, among other things, even were the jury to find that the Company misappropriated Appian’s alleged trade secrets, any
alleged damages claimed by Appian are not supported by the necessary legal standard of proximate cause. The Company is unable to reasonably estimate
possible damages or a range of possible damages given the Company’s belief that the damages claimed by Appian fail to satisfy the required legal standard and
due to the uncertainty as to how a jury may rule.
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ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART 11

ITEM S. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES

Market information

Our common stock is quoted on the NASDAQ Global Select Market under the symbo! “PEGA.”
Holders

As of February 4, 2022, we had 52 stockholders of record.

Dividends

During 2021, 2020, and 2019, we paid a quarterly cash dividend of $0.03 per share of common stock. We currently expect to pay a quarterly cash dividend of
$0.03 per share, however, the Board of Directors may terminate or modify this dividend program at any time without prior notice.

Issuer purchases of equity securities
Common stock repurchased in the three months ended December 31, 2021:

Total Number

Approximate Dollar
Value of Shares That

Total Number Average Price of Shares Purchased as Part of May Yet Be Purchased at Period
of Shares Paid per Publicly Announced Share End Under Publicly Announced
(in thousands, except per share amounts) Purchased @ Share @ Repurchase Program Share Repurchased Programs
{October 1, 2021 - October 31, 2021 54 $ 126.55 33 39,806 I
November 1, 2021 - November 30, 2021 93 $ 119.18 43 34,724
{December 1, 2021 - December 31, 2021 204" $ 110.93 109 22,5831
Total 351 g 115.52

(1) See "Stock repurchase program" in Item 7 of this Annual Report for additional information.

(2) Shares withheld to cover the option exercise price and tax withholding obligations under the net settlement provisions of our stock compensation awards have been included in these amounts.

25




Stock performance graph and cumulative total stockholder return

The following performance graph represents a comparison of the cumulative total stockholder return, assuming the reinvestment of dividends, for a $100
investment on December 31, 2016 in our common stock, the Total Return Index for the NASDAQ Composite, a broad market index, and the Standard & Poor’s
(“S&P”) North American Technology Sector - Software Index™ (“S&P NA Tech Software”), a published industry index.

Comparison of S Year Cumulative Total Return
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(1) The graph lines merely connect measurement dates and do not reflect fluctuations between those dates.

ITEM 6. [RESERVED]

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS :

BUSINESS OVERVIEW

We develop, market, license, host, and support enterprise software that helps organizations simplify business complexity. Our powerful low-code platform for
workflow automation and Al-powered decisioning enables the world’s leading brands and government agencies to hyper-personalize customer experiences,
streamline customer service, and automate mission-critical business processes and workflows. With Pega, our clients can leverage our intelligent technology
and scalable architecture to accelerate their digital transformation. Our client success teams, world-class partners, and clients themselves leverage our Pega
Express™ methodology to design and deploy mission-critical applications quickly and collaboratively.

Our target clients are Global 3000 organizations and government agencies that require solutions to distinguish themselves in the markets they serve. Our
solutions achieve and facilitate differentiation by increasing business agility, driving growth, improving productivity, attracting and retaining customers, and
reducing risk. Along with our partners, we deliver solutions tailored to our clients’ specific industry needs.
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Subscription transition

We are transitioning our business to sell software primarily through subscription arrangements. Until we fully complete our subscription transition, which we
expect will occur in 2023, our revenue and operating cash flow growth may be impacted. Operating performance and the actual mix of revenue and new
arrangements in each period can fluctuate based on client preferences for our perpetual and subscription offerings. See risk factor "If we fail to manage our
transition to a more subscription-based business model successfully, our results of operations and/or cash flows could be negatively impacted" in Item 1A of
this Annual Report for additional information.

Coronavirus (‘COVID-19%)

As of December 31, 2021, COVID-19 has not had a material impact on our results of operations or financial condition.

Performance metrics

We use pefformance metrics to analyze and assess our overall performance, make operating decisions, and forecast and plan for future periods, including:
Annual contract value (“ACV”) | Increased 20% since December 31, 2020

ACV represents the annualized value of our active contracts as of the measurement date. The contract's total value is divided by its duration in years to
calculate ACV for term license and Pega Cloud contracts. Maintenance revenue for the quarter then ended is multiplied by four to calculate ACV for
maintenance. ACV is a performance measure that we believe provides useful information to our management and investors, particularly during our subscription
transition. Foreign currency exchange rate changes were a 1% headwind to ACV growth in 2021.

ACV
20% Growth in 2021

$1,250M
$1,000M $1,003M
$750M

$500M

$250M

Q417 Q418 Q419 Q420 Q421
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Remaining performance obligations (“Backlog”) | Increased 25% since December 31, 2020

Expected future revenue from existing non-cancellable contracts:

Total Backlog
25% Growth in 2021

$1,500M

$1,072M
$1,000M
$500M
SOM

Q42020

M <) vear
RESULTS OF OPERATIONS

Revenue

Subscription transition
We are transitioning our business to sell software primarily through subscription arrangements. This transition has impacted revenue growth as revenue is

. > 1 Year

$1,345M

Q4 2021

Total Backlog
$1.3 Billion at Q4 2021

$56M

$18M
$172M

$1,099M
Il Subscription services I Subscription license
| Perpetual license n Consulting

recognized differently for subscription services than for license sales. Revenue from Pega Cloud and maintenance arrangements is typically recognized over the
contract term, while revenue from license sales is recognized when the license rights become effective, typically upfront.

(Dollars in thousands) 2021 2020 Change
[Pega Cioud $ 300,966 25% S 208,268 20% S 92,698 45 %)
Maintenance 320,257 26% 296,709 30% 23,548 8%
[ Subscription services 621,223 51% 504,977 50 % 116,246 23 "/gf
Subscription license ¢4 336,248 28% 266,352 26% 69,896 26%
[ “Subscription 957,471 79 % 771,329 76 % 186,142 24 %)
Perpetual license 32,172 3% 28,558 3% 3,614 13%
[Consultin 222,010 18% 217,630 21% 4,380 2 %
{ g
$ 1,211,653 100% $ 1,017,517 100% § 194,136 19 %

(A Revenue from term licenses.

The change in revenue in 2021 generally reflects the impact of our subscription transition. Additional contributing factors were:

+ Anincreasing portion of our term license contracts include multi-year committed maintenance periods instead of annually renewable maintenance. Under
multi-year committed maintenance arrangements, a larger portion of the total contract value is recognized as maintenance revenue over the contract term

rather than upon the effectiveness of the license rights as subscription license revenue. In 2021, multi-year committed maintenance contributed $17.1

million to maintenance revenue growth and reduced subscription license revenue growth by $4.0 million.

* Maintenance renewal rates remained over 90% in 2021.

+ The increase in perpetual revenue was primarily due to license rights becoming effective in 2021 related to several large software license contracts entered

into in prior years.

+ The increase in consulting revenue in 2021 was primarily due to an increase in billable hours, which offset the impact of reduced billable travel expenses

due to COVID-19. As part of our long-term strategy, we intend to continue growing and increasingly leveraging our ecosystem of partners on future

implementation projects, potentially reducing our future consulting revenue growth rate.
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Gross profit

(Dollars in thousands) 2021 2020 Change
[Pega Cioud s 202,171 67% S 131,693 63% S 70,478 54 %)
Maintenance 298,606 93 % 274,398 2% 24,208 9%
[subscription services 500,777 81 % 406,091 80 % 94,686 23 %)

Subscription license 333,859 99 % 263,708 99 % 70,151 27%
[ Subscription 834,636 87 % 669,799 87 % 164,837 25 %]
Perpetual license 31,943 99 % 28,274 99 % 3,669 13%
[Consulting 8,711 4% 8,531 1% 180 2 %)

$ 875,290 2% S 706,604 69% § 168,686 24 %
The increase in gross profit in 2021 was primarily due to overall revenue growth and cost-efficiency gains as Pega Cloud grows and scales because of our
subscription transition.
Operating expenses
2021 2020

(Dollars in thousands) % of Revenue % of Revenue Change
[Selling and marketing $ 625,886 52% $ 545,693 54% $ 80,193 15 %|
Research and development 3 260,630 2% § 236,986 23% § 23,644 10%
{General and administrative $ 83,506 7% 3 67,452 7% $ 16,054 24 %)

* The increase in selling and marketing in 2021 was primarily due to an increase in compensation and benefits of $82.7 million, attributable to increases in
headcount and incentive compensation. The increase in headcount reflects our efforts to increase our sales capacity to deepen relationships with existing
clients and target new accounts.

+ The increase in research and development in 2021 was primarily due to an increase in compensation and benefits of $24.8 million, attributable to increases
in headcount and incentive compensation. The increase in headcount reflects additional investments in the development of our solutions, particularly for
Pega Cloud.

* The increase in general and administrative in 2021 was primarily due to an increase of $14.4 million in legal fees and related expenses arising from
proceedings that originated outside of the ordinary course of business. We have incurred and expect to continue to incur additional expenses for these
proceedings in 2022. See "Note 19. Commitments And Contingencies” in Item 8 of this Annual Report for additional information.

* In February 2021, we agreed to accelerate our exit from our prior Cambridge, Massachusetts headquarters to October 1, 2021, in exchange for a one-time
payment from our landlord of $18 million. This agreement was the primary contributor to decreases in facilities expenses of $5.1 million in selling and
marketing, $5.6 million in research and development, and $2.7 million in general and administrative, in 2021.

Other income and expenses

(Dollars in thousands) 2021 2020 : Change

Mign currency transaction (loss) gain $ (6,459) § 3,704 § (10,163)

Interest income 704 1,223 (519) 42)%

finterest expense (1.956) (19,356) 11,400 59 %)

(Loss) gain on capped call transactions (23,633) 31,697 (55,330) *

©Othcr income, net 89 1,370 (1,281) (94)‘V_n7,
$ (37,255) 8 18,638 § (55,893)

* not meaningful
+ The change in foreign currency transaction (loss) gain in 2021 was primarily due to the impact of fluctuations in foreign currency exchange rates
associated with our foreign currency-denominated cash, receivables, and intercompany balances held by our subsidiary in the United Kingdom.

« The decrease in interest income in 2021 was primarily due to declines in market interest rates and invested funds.

+ The decrease in interest expense in 2021 was primarily due to our adoption of Accounting Standards Update 2020-06 on January 1, 2021. See "Note 11.
Debt" in Item 8 of this Annual Report for additional information.
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Interest expense related to the Notes:

(in thousands) 2021 2020 Change
[CoLtractual interest expense (0.75% coupon) $ 4500 $ 3825 § 675 ]
Amortization of debt discount — 12,898 (12,898)
[Amonizmion of issuance costs 2,977 1,915 1,062]
3 7477 § 18,638 § (11,161)

 The decrease in the (loss) gain on capped call transactions in 2021 was due to fair value adjustments on the Capped Call Transactions. See "Note 11. Debt"
in Item 8 of this Annual Report for additional information.

» The decrease in other income, net in 2021 was due to a smaller gain from our venture investments portfolio in 2021.

(Benefit from) income taxes

(Dollars in thousands) 2021 2020
RBeneﬁt from) income taxes $ (68,947) $ (63,516) |
Effective income tax benefit rate 52% 51%

During 2021, the change in our effective income tax benefit rate was primarily due to the impact of excess tax benefits from stock-based compensation and
changes in statutory tax rates applicable to our U K.-based deferred tax assets. See "Note 17. Income Taxes" in Item 8 of this Annual Report for additional
information.

Stock-based compensation increases the variability of our effective tax rates. The impact on our effective tax rate in each period depends on our profitability
and the tax deductions from our stock compensation activity, which depend upon our stock price and the award holders' exercise behavior.

LIQUIDITY AND CAPITAL RESOURCES

(in thousands) 2021 2020
[C_Jgﬂ(used in) provided by 1
Operating activities $ 39,118 § (563)
[ investing activities 72,503 (321,683)}
Financing activities (121,843) 423,448
[Eﬁ‘ect of exchange rate on cash and cash equivalents (1,712) 2,334}
Net (decrease) increase in cash and cash equivalents ) $ (11,934) § 103,536

December 31,

(in thousands) 2021 2020

Hcld in U.S. entitics 3 274,813 § 399,138 l
Held in foreign entities 87,966 66,030
| Total cash, cash cquivalents, and marketable securitics $ 362,779 § 465,168 |

We believe that our current cash, cash flow from operations, and borrowing capacity will be sufficient to fund our operations, stock repurchases, and quarterly
cash dividends for at least the next 12 months and to meet our known long-term cash requirements. Whether these resources are adequate to meet our liquidity
needs beyond that period will depend on our future growth, operating results, and the investments needed to support our operations. If we require additional
capital resources, we may utilize available funds or additional external financing.

If it becomes necessary to repatriate foreign funds, we may have to pay U.S. and foreign taxes upon repatriation. Due to the complexity of income tax laws
and regulations, it is impracticable to estimate the amount of taxes we would have to pay. See risk factor "If it becomes necessary or desirable to repatriate
any of our foreign cash balances to the United States, we may be subject to increased taxes, other restrictions, and limitations" in Item 1A of this Annual
Report for additional information.

Cash provided by (used in) operating activities

We are transitioning our business to sell software primarily through subscription arrangements. This transition has impacted and is expected to continue
impacting our billings and cash collections, as the timing of billings and cash collections generally differs between our subscription and perpetual license
arrangements. Subscription license and services are generally billed and collected over the contract term, while perpetual license arrangements usually are
billed and collected upfront when the license rights become effective.

The change in cash provided by (used in) operating activities in 2021 was primarily due to a significant increase in client collections. In addition, in 2021 we
incurred $18.2 million in legal fees and related expenses arising from proceedings that originated outside of the ordinary course of business. We have incurred
and expect to continue to incur additional expenses for these proceedings in 2022. See "Note 19. Commitments And Contingencies" in Item 8 of this Annual
Report for additional information.
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Corporate headquarters

In February 2021, we agreed to accelerate our exit from our previous corporate headquarters to October 1, 2021, in exchange for a one-time payment from our
landlord of $18 million, which was received in October 2021. The accelerated exit from this lease reduced our future lease liabilities by $21.1 million. On
March 31, 2021 we leased office space at One Main Street, Cambridge, Massachusetts, to serve as our corporate headquarters. The 4.5 year lease includes a
base rent of $2 million per year.

New Waltham Office

On July 6, 2021, we entered into an office space lease for 131 thousand square feet in Waltham, Massachusetts. The lease term of 11 years began on August 1,
2021. The annual rent equals the base rent plus a portion of building operating costs and real estate taxes. Rent first becomes payable on August 1, 2022. Base
rent for the first year is approximately $6 million and will increase by 3% annually. In addition, we will receive an improvement allowance from the landlord of
up to $11.8 million. This lease increased our lease liabilities and lease-related right of use assets by $42.1 million on August 1, 2021.

Investing activities

The change in cash provided by (used in) investing activities in 2021 was primarily driven by investments in financial instruments, an acquisition, and a
decrease in office space related capital expenditures.

Financing activities

Debt financing

In February 2020, we issued $600 million in aggregate principal amount of convertible senior notes which mature on March 1, 2025.

(in thousands) Amount

[Principal ' $ 600,000 ]

Less: issuance costs . (14,527)

[Less: Capped Call Transactions (51,900)]
$ 533,573

In November 2019, and as amended as of February 2020, July 2020, and September 2020, we entered into a five-year $100 million senior secured revolving
credit agreement with PNC Bank, National Association. As of December 31, 2021, we had no outstanding borrowings under the Credit Facility.

See "Note 11. Debt" in Item 8 of this Annual Report for additional information.

Stock repurchase program
Changes in the remaining stock repurchase authority:

(in thousands) 2021

[December 31, 2020 $ 37,726 {
Authorizations 38,467

|_Repurchases ¢ (53,610)]

December 31, 2021 $ 22,583

(1) On June 8, 2021, we announced that our Board of Directors extended the current stock repurchase program’s expiration date to June 30, 2022 and increased the remaining common stock
repurchase authority to $60 million.

(2) Purchases under this program have been made on the open market.

Common stock repurchases

2021 2020
(in thousands) Shares Amount Shares Amount
]_R_cpurchascs paid 422§ 52,411 276§ 27,974]
Repurchases unpaid at period end 10 1,199 2 300
I—Slock repurchase program 432 53,610 278 28,274
Tax withholdings for net settlement of equity awards 550 69,925 725 75,560
[ 982 $ 123,535 1,003 § 103,834 |

During 2021 and 2020, instead of receiving cash from the equity holders, we withheld shares with a value of $56.1 million and $59.6 million, respectively, for
the exercise price of options. These amounts have been excluded from the table above.
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Dividends
(in thousands) 2021 2020
[Dividend payments to stockholders $ 9,761 § 9,628 |

We intend to pay a quarterly cash dividend of $0.03 per share. However, the Board of Directors may terminate or modify the dividend program at any time
without prior notice.

Contractual obligations

As of December 31, 2021, our contractual obligations were:
Payments due by period

2026 and
(in thousands) 2022 2023 2024 2025 thereafter Other Total
{Convertible senior notes ) B 4,500 "3 4,500 S 4,500 " $ 602,250 ~ $ — S — "3 615,750
Purchase obligations 102,452 11,989 2,569 479 —_ — 117,489
'LOpemting lease obligations 8,942 17,705 16,411 13,553 58,298 — 1 Id;m
Liability for uncertain tax positions - - — — — 1,690 1.690
I ) 3 115,894 § 34,194 S 23,480 S 616282 §$ 58,298 S 1,690 § 849,838 l

(1) Includes principal and interest.
(2) Represents the fixed or minimum amounts due under purchase obligations for hosting services and sales and marketing programs.
(3) We are unable to reasonably estimate the timing of the cash outflow due to uncertainties in the timing of the effective settlement of tax positions.

A detailed discussion and analysis of the 2020 year-over-year changes can be found in "Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations" of our Annual Report on Form 10-K for the year ended December 31, 2020.

CRITICAL ACCOUNTING ESTIMATES AND SIGNIFICANT JUDGMENTS

Management’s discussion and analysis of the financial condition and results of operations is based upon our consolidated financial statements, which have
been prepared in accordance with accounting principles generally accepted in the U.S. and the rules and regulations of the U.S. Securities and Exchange
Commission for annual financial reporting. The preparation of these financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. We base our estimates and
judgments on historical experience, knowledge of current conditions, and beliefs of what could occur in the future, given the available information.

We believe that, of our significant accounting policies, described in “Note 2. Significant Accounting Policies” in Item 8 of this Annual Report, the
following accounting policies are most important to the portrayal of our financial condition and require the most subjective judgment. Accordingly, these
are the policies we believe are the most critical to aid in fully understanding and evaluating our consolidated financial condition and results of operations.
If actual results differ significantly from management’s estimates and projections, there could be a material effect on our financial statements.

Revenue recognition

Our client contracts typically contain promises by us to provide multiple products and services. Specifically, contracts associated with Pega Platform sales and
other software applications, sold either as licenses to use functional intellectual property or as a cloud-based solution, typically include consulting services.
Determining whether such products and services within a client contract are considered distinct performance obligations that should be accounted for
separately requires significant judgment. We review client contracts to identify all separate promises to transfer goods and services that would be considered
performance obligations. Judgment is also required in determining whether an option to acquire additional products and services within a client contract
represents a material right that the client would not receive without entering into that contract.

A contract modification is a legally binding change to the scope, price, or both of an existing contract. Contract modifications are reviewed to determine
whether they should be accounted for as part of the original contract or as a separate contract. This determination requires significant judgment, which could
impact the timing of revenue recognition. We typically account for contract modifications prospectively as a separate contract. The additional performance
obligation(s) in our contract modifications are generally distinct and priced at their stand-alone selling price.

We allocate the transaction price to the distinct performance obligations, including options in contracts determined to represent a material right, based on each
performance obligation's relative stand-alone selling price. Judgment is required in estimating stand-alone selling prices. We maximize the use of observable
inputs by maintaining pricing analyses that consider our pricing policies, historical stand-alone sales when they exist, and historical renewal prices charged to
clients. We have concluded that the stand-alone selling prices of certain performance obligations, specifically software licenses and Pega Cloud arrangements,
are highly variable. In these instances, we estimate the stand-alone selling prices using the residual approach, determined based on total transaction price minus
the stand-alone selling price of other performance obligations promised in the contract. We update our stand-alone selling price analysis periodically, including
a re-assessment of whether the residual approach used to determine the stand-alone selling prices for software licenses and Pega Cloud arrangements remains
appropriate.
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Changes in the assumptions or judgments used in determining the performance obligations in client contracts and stand-alone selling prices could significantly
impact the timing and amount of revenue we report in a particular period.

Goodwill and intangible assets impairment

Our goodwill and intangible assets result from our previous business acquisitions. Goodwill and intangible assets with indefinite useful lives are not
amortized but are tested for impairment at least annually or as circumstances indicate their value may no longer be recoverable. We do not carry any
intangible assets with indefinite useful lives other than goodwill. We perform our annual goodwill impairment test as of November 30th. To assess if
goodwill is impaired, we first perform a qualitative assessment to determine whether further impairment testing is necessary. If based on the qualitative
assessment, we consider it more-likely-than-not that our reporting unit's fair value is less than its carrying amount, we perform a quantitative impairment
test. An excess of carrying value over fair value would indicate that goodwill may be impaired. We periodically reevaluate our business and have
determined that we have one operating segment and one reporting unit. If our assumptions change in the future, we may be required to record impairment
charges to reduce our goodwill's carrying value. Changes in the valuation of goodwill could materially impact our operating results and financial position.

We evaluate our intangible assets for impairment whenever events or changes in circumstances indicate that such assets' carrying amount may not be
recoverable. In evaluating potential impairment of these assets, we specifically consider whether any indicators of impairment are present, including, but
not limited to:

« whether there has been a significant adverse change in the business climate that affects the value of an asset;
» whether there has been a significant change in the extent or way an asset is used; and
« whether it is expected that the asset will be sold or disposed of before the end of its originally estimated useful life.

If indicators of impairment are present, we compare the estimated undiscounted cash flows that the asset is expected to generate to the carrying value. The
key assumptions of the cash flow model involve significant subjectivity. If such assets are impaired, an impairment is measured by the amount by which
the carrying amount of the asset exceeds its fair value.

As of December 31, 2021, we had $81.9 million of goodwill and $14.1 million of intangible assets. Changes in the valuation of long-lived assets could
materially impact our operating results and financial position. To date, there have been no impairments of goodwill or intangible assets.

Accounting for income taxes

Significant judgment is required to determine our provision for income taxes and income tax assets and liabilities, including evaluating uncertainties in
applying accounting principles and complex tax laws. Changes in tax laws or our interpretation of tax laws and the resolution of any tax audits could
significantly impact our financial statements.

We regularly assess the need for a valuation allowance against our deferred tax assets. Future realization of our deferred tax assets ultimately depends on
sufficient taxable income within the available carryback or carryforward periods. Changes in our valuation allowance impact income tax expense in the period
of adjustment. Our deferred tax valuation allowance requires significant judgment and uncertainties, including assumptions about future taxable income based
on historical and projected information.

We recognize deferred tax assets to the extent that we believe that these assets are more likely than not to be realized. In making such a determination, we
consider all available objective and verifiable negative and positive evidence, including future reversals of existing taxable temporary differences, our firm
contractual backlog, projected future taxable income (inclusive of the impact of enacted legislation), tax-planning strategies and results of recent operations.
Based on our firm contractual backlog and our current projections of taxable income, we determined that it is more likely than not that we will be able to
realize our net deferred tax asset as of December 31, 2021.

We assess our income tax positions and record tax benefits based upon management’s evaluation of the facts, circumstances, and information available at
the reporting date. For those tax positions where it is more-likely-than-not that a tax benefit will be sustained, we record the largest amount of tax benefit
with a greater than 50 percent likelihood of being realized upon ultimate settlement with a taxing authority having full knowledge of all relevant
information. For those income tax positions where it is not more-likely-than-not that a tax benefit will be sustained, no tax benefit is recognized in the
financial statements.

As a global company, we use significant judgment to calculate and provide for income taxes in each of the tax jurisdictions in which we operate. In the
ordinary course of our business, there are transactions and calculations undertaken whose ultimate tax outcome cannot be certain. Some of these
uncertainties arise due to transfer pricing for transactions with our subsidiaries, the determination of tax nexus, and tax credit estimates. In addition, the
calculation of acquired tax attributes and the associated limitations are complex. We estimate our exposure to unfavorable outcomes related to these
uncertainties and estimate the probability of such outcomes.

Although we believe our estimates are reasonable, no guarantee can be given that the final tax outcome will not be different from what is reflected in our
historical income tax provisions, retumns, and accruals. Such differences, or changes in estimates relating to potential differences, could have a material
impact on our income tax provision and operating results in the period in which such a determination is made.

See "Note 17. Income Taxes" in Item 8 of this Annual Report for additional information.
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Capped call transactions

In February 2020, we issued Convertible Senior Notes (the "Notes") with an aggregate principal amount of $600 million, due March 1, 2025, in a private
placement. We also entered into privately negotiated capped call transactions (“Capped Call Transactions”) with certain financial institutions. The Capped Call
Transactions cover 4.4 million shares (representing the number of shares for which the Notes are initially convertible) of our common stock and are generally
expected to reduce potential dilution of our common stock upon any conversion of the Notes.

The Capped Call Transactions are accounted for as derivative instruments and do not qualify for the Company’s own equity scope exception in ASC 815 since,
in some cases of early settlement, the settlement value of the Capped Call Transactions, calculated following the governing documents, may not represent a fair
value measurement. Applying the accounting framework for the Capped Call Transactions requires the exercise of judgment and the determination of the fair
value of the Capped Call Transactions requires us to make significant estimates and assumptions.

The fair value of the Capped Call Transactions at the end of each reporting period is determined using a Black-Scholes option-pricing model. The valuation
models use various market-based inputs, including stock price, remaining contractual term, expected volatility, risk-free interest rate, and expected dividend
yield. Management applies judgment when determining expected volatility. We consider both historical and implied volatility levels of the underlying equity
security. As of December 31, 2021, a hypothetical 10% increase in our stock price would have increased the fair value of the capped call to $72.4 million, while
a hypothetical 10% decrease in our stock price would have decreased the fair value of the capped call to $47.8 million.

See "Note 2. Significant Accounting Policies", "Note 11. Debt", and "Note 13, Fair Value Measurements" in Item 8 of this Annual Report for additional
information.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of loss that may affect us due to adverse changes in financial market prices and rates.
Foreign currency exposure
Translation risk

Our foreign operations’ operating expenses are primarily denominated in foreign currencies. However, our international sales are also primarily denominated in
foreign currencies, which partially offsets our foreign currency exposure.

A hypothetical 10% strengthening in the U.S. dollar against other currencies would result in the following impact:

. 2021 2020 2019
{(Decrease) in revenue @)% @)% (@)%
Increase (decrease) in net income 1% 12% (%

Remeasurement risk
We experience fluctuations in transaction gains or losses from remeasurement of monetary assets and liabilities denominated in currencies other than the
functional currency of the entities in which they are recorded.

We are primarily exposed to changes in foreign currency exchange rates associated with the Australian dollar, Euro, and U.S. dollar-denominated cash and cash
equivalents, accounts receivable, unbilled receivables, and intercompany receivables and payables held by our U K. subsidiary, a British pound functional
entity.

A hypothetical 10% strengthening in the British pound exchange rate against the Australian dollar, Euro, and U.S. dollar would result in the following impact:

(in thousands) December 31, 2021 December 31, 2020 December 31, 2019
{Foreign currency (loss) gain $ (8,352) 8 (7,782) _$ 3,633 |
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the stockholders and the Board of Directors of Pegasystems Inc.

Cambridge, Massachusetts

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of Pegasystems Inc. and subsidiaries (the "Company™) as of December 31, 2021 and 2020, the related consolidated statements of
operations, comprehensive (loss), stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2021, and the related notes (collectively referred to as the
“financial statements™). We also have audited the Company’s internal control over financial reporting as of December 31, 2021, based on criteria established in Internal Control — Integrated
Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

In our opinion, the financial statements referred to above present fairly, in all material respects, the fi ial position of the Company as of December 31, 2021 and 2020, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2021, in conformity with accounting principles generally accepted in the United States of America. Also, in
our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2021, based on criteria established in /nternal Control —
Integrated Framework (2013) issued by COSO.

Basis for Opinions

The Company’s g is responsible for these fi ial 1its, for maintaining effective i | control over financial reporting, and for its assessment of the effectiveness of internal
control over financial reporting, included in the panying Manag; ’s report on and changes in internal control over financial reporting. Our responsibility is to express an opinion on these
financial statements and an opinion on the Company’s internal control over financial reporting based on our audits. We are a public accounting firm registered with the Public Company Accounting
Oversight Board (United States) (PCAOB) and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations
of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement, whether due to error or fraud, and whether effective internal control over financial reporting was maintained in all material respects.

Our audits of the financial statements included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud, and performing procedures
to respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the
accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. Our audit of internal control over financial
reporting included obtaining an under ding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as we considered y in the ci We believe that our audits
provide a reasonable basis for our opinions.

Definition and Limitations of Internal Control over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles. A company’s internal control over fi ial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect mi Also, projections of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate b of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Critical Audit Matter

The critical audit matter communicated below is a matter arising from the current-period audit of the fi ial that was cor icated or required to be communicated to the audit
committee and that (1) relates to accounts or disclosures that are material to the financial statements and (2) involved our especially challenging, subjective, or plex judg The
communication of critical audit matters does not alter in any way our opinion on the fi ial taken as a whole, and we are not, by communicating the critical audit matter below, providing

a separate opinion on the critical audit matter or on the accounts or disclosures to which it relates.
Revenue Recognition - Software License Arrangements — Refer to Note 2 to the financial statements
Critical Audit Matter Description

The Company generates revenue from multiple sources, including software license revenue primarily derived from license sales of the Company’s Pega Platform and other software applications,
maintenance revenue from client support, and services revenue primarily derived from cloud sales of the Company’s hosted Pega Platform and other software applications and consulting services.
The Company’s license and cloud contracts with clients (“arrangements™) often contain multiple performance obligations. These performance obligations may be included in the same contract or
negotiated separately. Additionally, the Company enters into amendments to previously executed contracts which constitute contract modifications. Certain complex arrangements require that
management performs a detailed analysis of the contractual terms and the application of more complex accounting guidance. Factors with potentially significant judgements include:

. Identification of the complete client arrangement
. Accounting treatment of contract modifications
. Valuation and allocation of identified material rights
. Allocation of arrangement consideration to bundled fixed price work orders
Given the accounting complexity and the gement jud, t y to properly identify, classify, and account for performance obligations, auditing such estimates involved a high degree of

P 5!

auditor judgment when performing audit procedures and evaluating the license and cloud revenue arrangements.
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How the Critical Audit Matter Was Addressed in the Audit

Our audit procedures related to license and cloud revenue arrangements included the following, among others:

. We tested the effectiveness of controls over revenue recognition, including those over the identification of performance obligations included in the transaction, accounting treatment of
contract modifications, valuation and allocation of identified material rights, and allocation of arrangement consideration.

. We selected a sample of client arrangements, and performed the following:

°

Evaluated whether the Company properly identified the terms of the arrangements and considered all arrangement terms that may have an impact on revenue recognition.

Evaluated whether the Company appropriately identified all performance obligations in the arr

individual performance obligations was appropriately applied.

and whether the methodology to allocate the transaction price to the

1

Tested the accuracy of management’s calculation of revenue for each performance obligation by developing an expectation for the revenue to be recorded in the current period
and comparing it to the Company’s recorded balances.

Evaluated 1 g ’s ‘ofany

ing negotiations with clients and bundling with statements of work.

Analyzed the proper accounting treatment for any contract modifications based on 1) whether the additional products and services are distinct from the products and services in
the original arrangement, and 2) whether the amount of consideration expected for the added products and services reflects the stand-alone selling price of those products and
services.

Evaluated management’s determination of whether certain renewal clauses, additional product offers, or additional usage offers represent material rights included in the contract
and whether they were properly valued based on the incremental discount provided and the probability of the right being exercised.

For contracts with a performance obligation of bundled fixed price services, evaluated whether management reasonably estimated the number of hours that each project will
require and independently recalculated the stand-alone selling price for each bundled fixed price service.
Obtained evidence of delivery of the el of the arr to the client.

5

/s/ Deloitte & Touche LLP

Boston, Massachusetts

February 16, 2022

We have served as the Company's auditor since 2000.
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PEGASYSTEMS INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per.share amounts)

December 31, 2021 December 31, 2020
fAssets {
Current assets:

[ Cash'and cash cquivalcnts 159,965 $ 171,899]
Marketable securities 202,814 293,269
l_Total cash, cash equivalents, and marketable securities 362,779 465,168 ]
Accounts receivable 182,717 215,827
[ Unbilied receivables 226,714 207,155}
Other current assets 68,008 88,760
[ Total current assets 840,218 976,910}
Unbilled receivables 129,789 113,278
[Goodwill 81,923 79,@_3_1_]
Other long-term assets 541,601 434,843
| Total assets 1,593,531  § 1,604,262 |
Liabilities and stockholders’ equity

[Curvent liabilitics:

Accounts payable 15281 § 24,028
[TAccrucd expenses 63,890 59,2611
Accrued compensation and related expenses 120,946 123,012
[ Deferred Tevenue 275,844 232,865}
Other current liabilities 9,443 20,969
[ Total current liabilitics 485404 460,135 §
Convertible senior notes, net 590,722 518,203
[Operating lease liabilities 87,818 59,053}
Other long-term liabilities 13,499 24,699
[ "Total liabilities 1,177,443 ~ 1,062,090 |

Ci i and contingencies (Note 19)
Eﬁfkmdc;sr' cquity: 1
" Preferred stock, $0.01 par value, 1,000 shares authorized; none issued —_ —
Common stock, $0.01 par value, 200,000 shares authorized; 81,712 and 80,890 shares issued and ¢ ling as of December 31, 2021 ]
and 2020, respectively 817 809
Additional paid-in capital 145,810 204,432
[ Retained earnings 276,449 339,879]
Accumulated other comprehensive (loss)
[ Netunrealized gain on available-for-sale secunities, net of tax 686 46]
Foreign currency translation adjustments (7,674) (2,994)
[ Total stockholders’ equity 416,088 542,172 )
Total liabilities and stockholders’ equity 1,593,531 § 1,604,262

See notes to consolidated financial statements.
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PEGASYSTEMS INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

Year Ended December 31,
2021 2020 2019
Revenue |
Subscription services $ 621,223 $ 504,977 $ 414,326
ubscription license § X 4
Subscription li 336,248 266,352 199,433
Perpetual license 32,172 28,558 80,015
| Consulting 222,010 217,630 217,609
Total revenue 1,211,653 1,017,517 911,383
[Cost of revenue 1
Subscription services 120,446 98,886 91,484
ubscription license 8 B ,
Subscription i 2,389 2,644 2,609
Perpetual license 229 284 1,047
[[Consulting 213,299 209,099 214,887
Total cost of revenue 336,363 310,913 310,022
Grass profit 875,290 " 706,604 601,361 |
Operating expenses
[[Séiling and marketing 625,886 545,693 474,459}
Research and development 260,630 236,986 205,210
[[Gencral and administrative 83,506 67,452 56,5701
Total operating expenses 970,022 850,131 736,239
| (Loss) from operations (94,732) (143,527) (134,878)|
Foreign currency transaction (loss) gain (6,459) 3,704 (2.335)
[Interest income 704 1,223 2,020
Interest expense (7,956) (19,356) 212)
[(fass) gain on capped call transactions (23,633) 31,697 —|
Other income, net 89 1,370 559
L_ (Loss) before (benefit from) income taxes (131,987) (124,889) (1 34,846)}
{Benefit from) income taxes (68,947) (63,516) (44,413)
L Net(ioss) $ (63,040) ' $ (61,373) ' § (90,433)]
(Loss) per share -
[ Basic $ 0.77) % 0.76) $ (1.14)]
Diluted $ 0.77) 8 0.76) $ (1.14)
[Weighted-average number of shares outstanding _ ]
Basic 81,387 80,336 79,055
[ Diluted 81,387 80,336 79,055]

See notes to consolidated financial statements.
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PEGASYSTEMS INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS)
(in thousands)

Year Ended December 31,
2021 2020 2019

[Net loss) $ (63,040) S 61,373) 8 (90,433)]
Other prehensive (loss) i net of tax

[ Unrealized gain on available-for-salc sccurities 640 46 249}

Foreign currency translation adjustments (4,680) 10,234 (155)

I_Total other comprehensive (loss) income, net of tax (4,040) ) 10,280 94 [

Comprehensive (loss) $ (67,080) S (51,093) § (90,339)

See notes to consolidated financial statements.
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PEGASYSTEMS INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in thousands, except per share amounts)

Common Stock

Additional Total
Number paid-In Retained A lated other stockholders’
of shares Amount capital earnings comprehensive (loss) equity
!Jnnuary 1,2019 78,526 $ 785 ' $ 123,205 "~ $ 510,863 § (13,322) § 621,531 j
Repurchase of common stock (333) 3) (21,133) — — (21,136)
[ Issuance of common stock for stock compensation plans 1,375 14 (44,853) — — (44,839)]
Issuance of common stock under the employee stock purchase plan 31 — 2,202 —_ — 2,202
I Stock-based compensation — — 81,102 — — £1,102]
Cash dividends declared ($0.12 per share) — — — (9,511) — 9,511)
[_-Olher comprehensive income — — — — 94 94 ]
Net (loss) —_ — — (90,433) —_ (90,433)
[December 31, 2019 79,599 § 796 $ 140,523 § 410919 § (13,228) § 539,010 |
Equity component of convertible senior notes, net —_ —_ 61,604 —_— — 61,604
[ Repurchase of common stock (278) 3) (28,271) — — (28,274)]
Issuance of common stock for stock compensation plans 1,536 16 (75,578) —_ — (75,562)
[ Issuance of common stock under the employee stock purchase plan 33 — 3,039 — — 3,039]
Stock-based compensation — — 103,115 — — 103,115
[ Cash dividends declared ($0.12 per sharc) — — — (9.667) — (9,667)]
Other comprehensive income — — —_ — 10,280 10,280
{{ Net (loss) — — — (61,373) — (61,373)]
December 31, 2020 80,890 $ 809 § 204,432 $ 339879 § (2,948) $ 542,172
rCumuIativc-effcct adjustment from adoption of ASU 2020-06 — — (61,604) 9,399 — (52,205)‘]
Repurchase of common stock (432) ) (53,605) — — (53,610)
[ issuance of common stock for stock compensation plans 1,153 12 (69,937) —_ —_ (69.925)]
Issuance of common stock under the employee stock purchase plan 101 1 10,553 — — 10,554
rStock-bascd compensation -— — 115,971 — — 11 5,971}
Cash dividends declared (30.12 per share) — _— — (9,789) — (9,789)
[ Other comprehensive (loss) — — — — (4,040) (4,040)]
Net (loss) — — —_ (63,040) — (63,040)
CDecember 31,2021 81,712 ' § 817§ 145810 $ 276,449 $ (6,988) $ 416,088 |

See notes to consolidated financial statements.
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PEGASYSTEMS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Year Ended December 31,

2021 2020 2019
[Operating activities
Net (loss) (63,040) $ (61,373) (90,433)
[ Adjustments to reconcile net (loss) to cash provided by (used in) operating activities o j
Stock-based compensation 115,947 103,068 80,909
L Deferred income taxes (75,336) (59,777) (49,317)[
Loss (gain) on capped call transactions 23,633 (31,697) -
[ Amortization of deferred commissions 41,387 33,302 29,152 ]
Lease expense 13,277 16,248 14,497
[ Amortization of debt discount and issuance costs 2,977 14,813 —1
Amortization of intangible assets and depreciation 28,593 21,348 21,396
E”Amon'ization of investments 3,721 1,073 800 ]
Foreign currency transaction loss (gain) 6,459 (3,704) 2,335
[ Other 1,032 (879) (SZI)J
Change in operating assets and liabilities:
L Accounts receivable, unbilled receivables, and contract assets (11,957) (32,321) 1,088 |
Other current assets 17.209 (12,959) (6,344)
[ Other current liabilities (18,726) 37,945 25,670 ]
Deferred revenue 41,279 43,661 1,937
[ Deferred commissions (71,451) (55,175) (49,746)|
Other long-term assets and liabilities (15,886) (14,136) (23,588)
[ Cash provided by (used in) operating activities 39,118 (563) (42,165)|
Investing activities
[ Purchascs of investments (79,121) (326,549) (1 1,424)]
Proceeds from maturities and called investments 105,977 28,811 13,634
[ Sales of investments 61.096 1,424 89,406 |
Payments for acquisitions, net of cash acquired (4,993) — (10,934)
L Investment in property and equipment (10,456) (25,369) (10,608)]
Cash provided by (used in) investing activities 72,503 (321,683) 70,074
[Financing activities |
Proceeds from issuance of convertible senior notes —_ 600,000 —
[ Purchase of capped calls related to convertible senior notes N — (51,900) —1
Payment of debt issuance costs — (14,527) —_
[ Proceeds from employee stock purchase plan 10,554 3,039 2,202 ]
Dividend payments to stockholders (9,761) (9,628) (9,486)
[ Proceeds from revolving credit facility — — 45.000J
Payments on revolving credit facility —_— — (45,000)
[ Common stock repurchases for tax withholdings for net settl of equity awards (69,925) (75,562) (44,839)]
Common stock repurchases under stock repurchase program (52,711) (27,974) (22,135)
f Cash (used in) provided by financing activities (121,843) 423,448 (74,258)|
Effect of exchange rate changes on cash and cash equivalents (1,712) 2,334 290
[ Net (decrease) increase in cash and cash equivalents (11,934) 103,536 (46,059)]
Cash and cash equivalents, beginning of period 171.899 68,363 114,422
Eash and cash equivalents, end of period $ 159,965 § 171,899 68,363 |
LSupplemenlaI disclosures ]
Interest paid on convertible notes $ 4500 S 2,338 —_
[ Income taxes (refunded) paid B $ (4,552) S 3,377 4,745 |
Non-cash investing and financing activity:
[ Dividends payable ’ $ 2454 S 2,428 2,388 |

See notes to consolidated financial statements.
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PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION
Business

The Company develops, markets, licenses, and supports customer engagement and digital process automation software applications in addition to the Pega
Platform™ for clients that wish to build and extend their own applications. The Company provides consulting, training, support, and hosting services to
facilitate the use of its software.

Management estimates and reporting

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America (“U.S.”) requires
management to make estimates and judgments that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the periods presented. Actual results could differ from those
estimates. Accounts with reported amounts based on significant estimates and judgments include, but are not limited to, revenue, unbilled receivables,
deferred revenue, deferred income taxes, deferred commissions, income taxes payable, convertible senior notes, capped call transactions, intangible assets,
and goodwill.

Principles of consolidation

The Company’s consolidated financial statements reflect Pegasystems Inc. and subsidiaries in which the Company holds a controlling financial interest.
All intercompany accounts and transactions were eliminated in consolidation.

Reclassifications

Certain prior period amounts reported in our consolidated financial statements and notes thereto have been reclassified to conform to the current year
presentation. Such reclassifications did not affect total revenues, operating income, or net income.

2. SIGNIFICANT ACCOUNTING POLICIES

Revenue
The Company’s revenue is primarily derived from:

« Subscription services, which is composed of revenue from Pega Cloud and maintenance. Pega Cloud is the Company’s hosted Pega Platform and software
applications. Maintenance revenue is earned from providing client support, software upgrades, and bug fixes or patches.

« Subscription license, which is composed of revenue from term license arrangements for the Company’s Pega Platform and software applications. Term
licenses represent functional intellectual property and are delivered separately from maintenance and services.

« Perpetual license, which is composed of revenue under perpetual license arrangements for the Company’s Pega Platform and software applications.
Perpetual licenses represent functional intellectual property and are delivered separately from maintenance and services.

« Consulting, which is primarily related to new software license implementations, training, and reimbursable costs.

Performance obligations

The Company’s software license and Pega Cloud arrangements often contain multiple performance obligations. If a contract contains multiple performance
obligations, the Company accounts for each distinct performance obligation separately. The transaction price is allocated to the separate performance
obligations on a relative stand-alone selling price basis. Any discounts or expected potential future price concessions are considered when determining the total
transaction price. The Company’s policy is to exclude sales and similar taxes collected from clients from the determination of transaction price.
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The Company’s typical performance obligations are:

Performance How standalone selling price is typically Income statement line
obligation determined When performance obligation is typically satisfied When payment is typically Due item
[Perpetual license  Residual approach Upon transfer of control to the client, defined as when  Effective date of the license Perpetual License
the client can use and benefit from the license (point in
time)
Term license Residual approach Upon transfer of control to the client, defined as when A lly, or more frequently, over Subscription license
the client can use and benefit from the license (pointin  the term of the license
time)
Mai Consi pricing relati ip as a percentage of the  Ratably over the term of the maintenance (over time) Annually, or more frequently, over Subscription services
related license and observable in stand-alone renewal the term of the maintenance
transactions ()
Pega Cloud Residual approach Ratably over the term of the service (over time) Annually, or more frequently, over Subscription services
the term of the service
Cansulting Observable hourly Tate for time and materials-based  Based on hours incurred 1o date (over time) Monthly Consulting
. time and services in similar geographies
matcrials
Consulting Observable hourly rate for time and materials-based ~ Based on hours incurred as a percentage of total As contract milestones are achieved  Consulting
- fixed price services in similar geographies multiplied by estimated hours (over time)

estimated hours for the project

(1) Technical support and software updates are considered distinct services but accounted for as a single performance obligation, as they have the same pattern of transfer to the client.

The Company utilizes the residual approach for software license and Pega Cloud performance obligations since the selling price is highly variable and stand-
alone selling price is not discernible from past transactions or other observable evidence. Periodically, the Company reevaluates whether the residual approach
remains appropriate. As required, the Company evaluates its residual approach estimate compared to all available observable data before concluding the
estimate is representative of its stand-alone seiling price.

If the contract grants the client the option to acquire additional products or services, the Company assesses whether the option represents a material right to the
client that the client would not receive without entering into that contract. Discounts on options to purchase additional products and services greater than
discounts available to similar clients are accounted for as an additional performance obligation.

During most of each client contract term, the amount invoiced is generally less than the amount of revenue recognized to date, primarily because we transfer
control of the performance obligation related to the software license at the inception of the contract term. A significant portion of the total contract
consideration is typically allocated to the license performance obligation. Therefore, our contracts often result in the recording of unbilled receivables and
contract assets throughout most of the contract term. The Company records an unbilled receivable or contract asset when revenue recognized on a contract
exceeds the billings. The Company recognizes an impairment on receivables and contract assets if, after contract inception, it becomes probable that payment is
not collectible. The Company reviews receivables and contract assets on an individual basis for impairment.

Variable consideration

The Company’s arrangements can include variable fees, such as the option to purchase additional usage of a previously delivered software license. The
Company may also provide pricing concessions to clients, a business practice that also gives rise to variable fees in contracts. For variable fees arising from the
client’s acquisition of additional usage of a previously delivered software license, the Company applies the sales and usage-based royalties guidance related to
a license of intellectual property and recognizes the revenue in the period the underlying sale or usage occurs. The Company includes variable fees in the
determination of total transaction price if it is not probable that a future significant reversal of revenue will occur. The Company uses the expected value or
most likely value amount, whichever is more appropriate for specific circumstances, to estimate variable consideration, and the estimates are based on the level
of historical price concessions offered to clients. The variable consideration related to pricing concessions and other forms of variable consideration, including
usage-based fees, have not been material to the Company’s consolidated financial statements.

Significant financing components

The Company generally does not intend to provide financing to its clients, as financing arrangements are not contemplated as part of the negotiated terms of
contracts between the Company and its clients. Although there may be instances with an intervening period between the delivery of the license and the
payment, typically in term license arrangements, the purpose of that timing difference is to align the client’s payment with the timing of the use of the sofiware
license or service.

In certain circumstances, however, there are instances where revenue recognition timing differs from the timing of payment due to extended payment terms or
fees that are non-proportional to the associated usage of software licenses. In these instances, the Company evaluates whether a significant financing
component exists. This evaluation includes determining the difference between the consideration the client would have paid at the time the performance
obligation was satisfied and the amount of consideration actually paid. Contracts that include a significant financing component are adjusted for the time value
of money at the rate inherent in the contract, the client’s borrowing rate, or the Company’s incremental borrowing rate, depending upon the recipient of the
financing.

During 2021, 2020, and 2019, significant financing components were not material.
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Contract modifications
The Company assesses contract modifications to determine:
« if the additional products and services are distinct from the products and services in the original arrangement; and
« if the amount of consideration expected for the added products and services reflects the stand-alone selling price of those products and services.

A contract modification meeting both criteria is accounted for as a separate contract. A contract modification not meeting both criteria is considered a change to
the original contract and is accounted for on either:

* a prospective basis as a termination of the existing contract and the creation of a new contract; or
* a cumulative catch-up basis.

Deferred commissions

The Company recognizes an asset for the incremental costs of obtaining a client contract, primarily related to sales commissions. The Company expects to
benefit from those costs for more than one year, as the Company primarily pays sales commissions on the initial contract. As a result, there are no
commensurate commissions paid on contract renewals. Deferred commissions are allocated to each performance obligation within the contract and
amortized according to the transfer of underlying goods and services within those contracts and expected renewals. The expected benefit period is
determined based on the length of the client contracts, client attrition rates, the underlying technology life-cycle, and the competitive marketplace’s
influence in which the products and services are sold. Deferred costs allocated to maintenance and deferred costs for Pega Cloud arrangements are
amortized over an average expected benefit period of five years. Deferred costs allocated to software licenses, and any expected renewals of term software
licenses within the five years expected benefit period, are amortized at the point in time contro! of the software license is transferred. Deferred costs
allocated to consulting are amortized over a period consistent with the pattern of transfer of control for the related services.

Financial instruments

The principal financial instruments held by the Company consist of cash equivalents, marketable securities, receivables, capped call transactions, and
accounts payable. The Company considers debt securities that are readily convertible to known amounts of cash with maturities of three months or less
from the purchase date to be cash equivalents. Interest is recorded when earned. The Company’s investments are classified as available-for-sale and are
carried at fair value. Unrealized gains and losses considered temporary in nature are recorded as a component of accumulated other comprehensive (loss),
net of related income taxes. The Company reviews all investments for reductions in fair value that are other-than-temporary. When such reductions occur,
the investment cost is adjusted to fair value by recording a loss on investments in the consolidated statements of operations. Gains and losses on
investments are calculated based upon the specific investment.

See "Note 4. Receivables, Contract Assets, And Deferred Revenue", "Note 11. Debt", and "Note 13. Fair Value Measurements" for additional information.
Property and equipment

Property and equipment are recorded at cost. Depreciation and amortization are computed using the straight-line method over the estimated useful lives of
the assets, which are three years for computer equipment and five years for furniture and fixtures. Leasehold improvements are amortized over the lesser of
the lease’s term or the useful life of the asset. Repairs and maintenance costs are expensed as incurred.

Leases

All the Company’s leases are operating leases, primarily composed of office space leases. The Company accounts for a contract as a lease when it has the right
to control the asset for a period of time while obtaining substantially all of the asset’s economic benefits. The Company determines the initial classification and
measurement of its operating right of use assets and lease liabilities at the lease commencement date and thereafter if modified. Fixed lease costs are
recognized on a straight-line basis over the term of the lease. Variable lease costs are recognized in the period in which the obligation for those payments is
incurred. The Company combines lease and non-lease components in the determination of lease costs for its office space leases. The lease liability includes
lease payments related to options to extend or renew the lease term if the Company is reasonably certain it will exercise those options. The Company’s leases
do not contain any material residual value guarantees or restrictive covenants.

Loss contingencies and legal costs

The Company accrues loss contingencies when it is probable that a liability has been incurred and the amount of the loss can be reasonably estimated.
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Significant judgments are required for the determination of probability and the range of the outcomes, and the estimates are based only on the information
available at the time. Due to the inherent uncertainties involved in claims, legal proceedings, and in estimating the losses that may arise, actual outcomes may
differ from the Company’s estimates. Contingencies deemed not probable or for which losses were not estimable in one period may become probable, or losses
may become estimable in later periods which may have a material impact on the Company’s results of operations and financial position. As additional
information becomes available, the Company reassesses the potential liability related to its pending claims and litigation and may revise its estimates.
Regardless of the outcome, legal disputes can have a material effect on the Company because of defense and settlement costs, diversion of management
resources and other factors. Legal costs are expensed as incurred.

Internal-use software

The Company capitalizes and amortizes certain direct costs associated with computer software developed or purchased for internal use incurred during the
application development stage. Costs related to preliminary project activities and post-implementation activities are expensed as incurred. The Company
amortizes capitalized software costs generally over three to five years, commencing on the date the software is placed into service.

Goodwill

Goodwill represents the residual purchase price paid in a business combination after the fair value of all identified assets and liabilities have been recorded.
Goodwill is not amortized. The Company has a single reporting unit. The Company performed a qualitative assessment as of November 30, 2021, 2020,
and 2019, and concluded that there was no impairment since it was not more-likely-than-not that the fair value of its reporting unit was less than its
carrying value.

Intangible and long-lived assets

The Company’s intangible assets are amortized using the straight-line method over their estimated useful life. The Company evaluates its long-lived
tangible and intangible assets for impairment whenever events or changes in circumstances indicate that such assets’ carrying amount may not be
recoverable. Impairment is assessed by comparing the undiscounted cash flows expected to be generated by the long-lived tangible or intangible assets to
their carrying value. If impairment exists, the Company calculates the impairment by comparing the carrying value to its fair value as determined by
discounted expected cash flows.

Cash equivalents
Cash equivalents include money market funds, time deposits, and other investments with original maturities of three months or less.
Business combinations

The Company uses its estimates and assumptions to assign a fair value to the tangible and intangible assets acquired and liabilities assumcd at the acquisition
date. The Company’s estimates are inherently uncertain and subject to refinement. During the measurement period, which may be up to one year from the
acquisition date, the Company may record adjustments to the fair value of these tangible and intangible assets acquired and liabilities assumed, with the
corresponding offset to goodwill. In addition, uncertain tax positions and tax-related valuation allowances are initially established in connection with a business
combination as of the acquisition date. The Company continues to collect information and reevaluates these estimates and assumptions quarterly and records
any adjustments to the Company’s preliminary estimates to goodwill provided that the Company is within the measurement period. Upon the conclusion of the
measurement period or final determination of the fair value of assets acquired or liabilities assumed, whichever comes first, any subsequent adjustments are
recorded to the Company’s consolidated statements of operations.

Research and development and software development costs

Research and development costs are expensed as incurred. Capitalization of computer software developed for resale begins upon the establishment of
technological feasibility, generally demonstrated by a working model or an operative version of the computer software product. Such costs have not been
material to date, as technological feasibility is established within a short time frame from the software’s general availability. As a result, no costs were
capitalized in 2021, 2020, or 2019.

Stock-based compensation

The Company recognizes stock-based compensation expense associated with equity awards based on the award’s fair value at the grant date. Stock-based
compensation is recognized over the requisite service period, which is generally the vesting period of the equity award and is adjusted each period for
anticipated forfeitures. See "Note 15. Stock-Based Compensation” for discussion of the Company’s key assumptions included in determining the fair value
of its equity awards at the grant date.
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Foreign currency translation and remeasurement

The translation of assets and liabilities for the Company’s subsidiaries with functional currencies other than the U.S. dollar are made at period-end
exchange rates. Revenue and expense accounts are translated at the average exchange rates during the period transactions occur. The resulting translation
adjustments are reflected in accumulated other comprehensive (loss). Realized and unrealized exchange gains or losses from transactions and
remeasurement adjustments are reflected in foreign currency transaction gain (loss) in the accompanying consolidated statements of operations.

Accounting for income taxes

The Company uses the asset and liability method of accounting for income taxes. Under this method, deferred tax assets and liabilities are determined
based on temporary differences between the financial statement and tax basis of assets and liabilities using enacted tax rates in effect for the year in which
the differences are expected to reverse. The Company regularly assesses the need for a valuation allowance against its deferred tax assets. Future
realization of the Company’s deferred tax assets ultimately depends on sufficient taxable income within the available carryback or carryforward periods.
Taxable income sources include taxable income in prior carryback years, future reversals of existing taxable temporary differences, the Company’s firm
contractual backlog, tax planning strategies, and projected future taxable income. The Company records a valuation allowance to reduce its deferred tax
assets to an amount it believes is more-likely-than-not to be realized. Changes in the valuation allowance impact income tax expense in the period of
adjustment. The Company recognizes excess tax benefits when they are realized, as a reduction of the provision for income taxes.

The Company assesses its income tax positions and records tax benefits based upon management’s evaluation of the facts, circumstances, and information
available at the reporting date. For those tax positions where it is more-likely-than-not that a tax benefit will be sustained, the Company records the largest
amount of tax benefit with a greater than 50 percent likelihood of being realized upon ultimate settlement with a taxing authority having full knowledge of
all relevant information. For those income tax positions where it is not more-likely-than-not that a tax benefit will be sustained, no tax benefit is
recognized in the financial statements. The Company classifies liabilities for uncertain tax positions as non-current liabilities unless the uncertainty is
expected to be resolved within one year. The Company classifies interest and penalties on uncertain tax positions as income tax expense.

As a global company, significant judgment must be used to calculate and provide for income taxes in each of the tax jurisdictions in which it operates. In
the ordinary course of the Company’s business, there are transactions and calculations undertaken whose ultimate tax outcome cannot be certain. Some of
these uncertainties arise because of transfer pricing for transactions with the Company’s subsidiaries and nexus and tax credit estimates. In addition, the
calculation of acquired tax attributes and the associated limitations are complex. See "Note 17. Income Taxes" for additional information.

Advertising expense

Advertising costs are expensed as incurred. Advertising expenses were $11.8 million, $8.7 million, and $6.7 million during 2021, 2020, and 2019,
respectively.

3. MARKETABLE SECURITIES

December 31, 2021 December 31, 2020
(in thousands) Amortized Cost Unrealized Gains Unrealized Losses Fair Value Amortized Cost Unrealized Gains Unrealized Losses Fair Value
{Government debt $ 2,000 $ — § (10). ' $ 1,990 § 39,996  $ — 3 8) $ 39,988 |
Corporate debt 201,659 2 (837) 200,824 253,345 88 (152) 253,281
[ $ 203,659 $ 2 3 (847) $ 202,814 ' § 293341 § 88 § (160) $ 293,269}

As of December 31, 2021, marketable securities’ maturities ranged from January 2022 to September 2024, with a weighted-average remaining maturity of 1.2
years.

4. RECEIVABLES, CONTRACT ASSETS, AND DEFERRED REVENUE

Receivables

(in thousands) December 31, 2021 December 31, 2020

&ounts receivable $ 182,717 § 2 15,82_7'

Unbilled receivables 226,714 207,155

Long-term unbilled receivables 129,789 113.278]
$ 539220 $ 536,260
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Unbilled receiva'bfes

Unbilled receivables are client-committed amounts for which revenue recognition precedes billing, and billing is solely subject to the passage of time.

Unbilled receivables by expected billing date:
(Dollars in thousands)

December 31, 2021
{1 year or less $ 226,714 64 %)
1-2 years 83,988 23%
[2-5 years 45,801 13%]
$ 356,503 ° 100 %
Unbilled receivables by contract effective date:
(Dollars in thousands) December 31, 2021
{2021 $ 182,427 51 %|
2020 104,416 29%
2019 34,544 10 %)
2018 ] 16,296 5%
[2017 and prior 18,820 5 %)
o $ 356,503 100 %
Major clients
Clients that represented 10% or more of the Company’s total accounts receivable and unbilled receivables:
December 31, 2021 December 31, 2020
{Client A 10 % *

* Client accounted for less than 10% of total accounts receivable and unbilled receivables.

Contract assets

Contract assets are client-committed amounts for which revenue recognized exceeds the amount billed to the client, and billing is subject to conditions other

than the passage of time, such as completing a related performance obligation.

(in thousands)

December 31, 2021 December 31, 2020

[Contract assets ) S 12,530 ' $ 15,296 |
Long-term contract assets 2 10,643 1,777
| S 23,173 3 i 23,073 |

(1) Included in other current assets.

(2) Included in other long-term assets.
Deferred revenue
Deferred revenue consists of billings and payments received in advance of revenue recognition.
(in thousands) December 31, 2021 December 31, 2020
[Deferred revenue $ 275,844 232,865 |
Long-term deferred revenue 5,655 8,991
[ $ 281499 78 241,856 |

(1) Included in other long-term liabilities.

The change in deferred revenue in 2021 was primarily due to new billings in advance of revenue recognition and $234.4 million of revenue recognized during

the period included in deferred revenue as of December 31, 2020.

5. DEFERRED COMMISSIONS
December 31,
(in thousands) 2021 2020
[Deferred commissions ¢ S 135911 " § 108,624 |
(1) Included in other long-term assets.
(in thousands) 2021 2020 2019
rAmonizalion of deferred ¢ issi M 41,387 $ 33,302 § 29,152 I

(1) Included in selling and marketing expenses.
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6. PROPERTY AND EQUIPMENT ®

December 31,
(in thousands} 2021 2020
[' hold impun $ 31,203 § 52,@
Computer equipment 26,115 30,211
[Fumiture and fixtures 5,565 10,5_72]
Comp software purchased 8,566 8.415
[Co_mputer software developed for intemal use 19,463 18,542]
Fixed assets in progress 4,262 2,077
[ 95,174 122,152
Less: accumulated depreciation (68,337) (81,754)
| $ 26,837 ' $ 40,398 |
(1) Included in other long-term assets.
(in thousands) 2021 2020 2019
{Depreciation expense $ 24606 $ 17,378 14,771 |
7. GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill
(in thousands) 2021 2020
Danuary 1, B 79231 S 79,039 §
Acquisition 2,701 —
[Currency translation adjustments (9 192
December 31, S 81,923 § 79,231
Intangibles
Intangible assets are recorded at cost and amortized using the straight-line method over their estimated useful lives:
December 31, 2021
(in thousands) Useful Lives Cost Acc d Amorti Net Book Value
LCliem-relaled 4-10 years = 63,165 (57,342) § 5,823 f
Technology 2-10 years 67,142 (58,902) 8,240
[Other 125 years 5,361 (5,361) —1
135,668 (121,605) $ 14,063
M Included in other long-term assets.
December 31, 2020
(in thousands) Useful Lives Cost Ac lated Amorti. Net Book Value
[Client-related 4-10 years 63,168 (55,877) . 8 7,291
Technology 2-10 years 64,843 (56,386) 8.457
[Other 1-5 years 5,361 (5,361) —1
133,372 (117,624) $ 15,748

M 1Included in other long-term assets.
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Amortization of intangible assets was:

(in thousands) 2021 2020 2019

[Cost of revenue 2,516 "8 2,487 "8 3,500

Selling and marketing 1,471 1,483 ’ 3,125

| 3.987 8 3970 S 6.6251

Future estimated intangible assets amortization:

(in thousands) December 31, 2021

[2022 $ 3,886}

2023 3,618

[2024 2,8491 .

2025 2,509

[2026°and thercafier 1,201
$ 14,063

8. SEGMENT INFORMATION

Operating segments are defined as components of an enterprise about which separate financial information is available that is evaluated regularly by the chief
operating decision-maker (“CODM?”) in deciding how to allocate resources and in assessing performance.

The Company derives substantially all of its revenue from the sale and support of one group of similar products and services — software that provides case
management, business process management, and real-time decisioning solutions to improve customer engagement and operational excellence in the
enterprise applications market. To assess performance, the Company’s CODM, the Chief Executive Officer, reviews financial information on a
consolidated basis. Therefore, the Company determined it has one operating segment and one reporting unit.

Long-lived assets related to the Company’s U.S. and international operations were:

(Dollars in thousands) December 31, 2021 December 31, 2020
u.S. 20,548 77% $ 31,339 78 %!
International 6,289 23% 9,059 2%
26,837 100% $ 40,398 100 %
9. OTHER ASSETS AND LIABILITIES
Other current assets
(in thousands) December 31, 2021 December 31, 2020
lIncome tax receivables $ 25,691 S 44.148 |
Contract assets 12,530 15,296
[Other 29,787 29.316]
$ 68,008 S . 88,760
Other long-term assets
(in thousands) December 31, 2021 December 31, 2020
[Deferred income taxes B 180,656 " S 88,068 |
Deferred commissions 135,911 108,624
{Right of use assets 87,521 67,6511
Capped call transactions 59,964 83,597
[Property and cquipment 26,837 40.398]
Intangible assets 14,063 15,748
[Contract assets 10,643 7777
Other 26,006 22,980
| S 541,601 434,843 |
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Other current liabilities

(in thousands) December 31, 2021 December 31, 2020
[Operating Icasc liabilitics $ 6,989 " S 18.541{
Dividends payable 2,454 2,428
L $ 9443 S 20,9691
Other long-term liabilities

(in thousands) December 31, 2021 December 31, 2020
[Deferred Tevenue $ 5,655 S 8,991§
Other 7,844 15,708

| s 13499 S 24,699 |
10. LEASES

Corporate headquarters

In February 2021, the Company agreed to accelerate its exit from its previous corporate headquarters to October 1, 2021, in exchange for a one-time payment
from its landlord of $18 million, which was amortized over the remaining lease term. The exit accelerated depreciation on the related leasehold improvements
and reduced the Company’s future lease liabilities by $21.1 million and right of use assets by $20.3 million. On March 31, 2021 the Company leased office
space at One Main Street, Cambridge, Massachusetts, to serve as its corporate headquarters. The 4.5 year lease includes a base rent of $2 million per year.

New Waltham Office

On July 6, 2021, the Company entered into an office space lease for 131 thousand square feet in Waltham, Massachusetts. The lease term of 11 years began on
August 1, 2021. The annual rent equals the base rent plus a portion of building operating costs and real estate taxes. Rent first becomes payable on August 1,
2022. Base rent for the first year is approximately $6 million and will increase by 3% annually. In addition, the Company will receive an improvement
allowance from the landlord of up to $11.8 million. This lease increased the Company’s lease liabilities and lease-related right of use assets by $42.1 million on
August 1, 2021.

Expense

(in thousands) 2021 2020 . 2019

[Fixed I¢ase costs ’ S (1,694) " $ 20,235 7S 18,250 |

Short-term lcase costs 2,244 1,669 1,291

[Variable lease costs 4,480 4,470 5,5541
$ 5,030 S 26374 S 25,095

Right of use assets and lease liabilities

(in thousands) December 31, 2021 December 31, 2020

[Right of use assets (" 3 87,521 _§ 67,651 |

Operating [ease liabilities ) $ 6,989 S 18,541

[Long-term operating lease liabilities $ 87,818 S 59,053

(1) Represents the Company’s right to use the leased asset during the lease term. Included in other long-term assets.

(2) Included in other current liabilities.

The weighted-average remaining lease term and discount rate for the Company’s leases were:

. December 31, 2021 December 31, 2020
(Weighted-average remaining lease term 7.7 years i 4.7 years!
Ptaret}
Weighted-average di rate ¢V i 4.4% 54%

(1) The rates implicit in most of the Company’s leases are not readily determinable. Therefore, the Company uses its incremental borrowing rate as the discount rate when measuring operating lease
liabilities. The incremental borrowing rate represents an estimate of the interest rate the Company would incur to borrow an amount equal to the lease payments on a collateralized basis over the
lease term in a similar economic environment.
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Maturities of lease liabilities:

(in thousands) December 31, 2021

[2022 $ 8,942 §
2023 ' o 17,705
[2024 16,4117
2025 13,553
[2026 9,840}
Thereafter 48,458
] Total lease payments 114,909 }
Less: imputed interest (1) (20,102)
l 3 94,807 |
(1) Lease liabilities are measured at the present value of the remaining lease payments using a discount rate determined at lease unless the di rate is updated due to a lease

reassessment event.

Cash flow information

(in thousands) 2021 2020
Cash paid for leases S 18,428 " § 20,548 |
Right of use assets recognized for new leases and amendments (non-cash) S 55,068 $ 24,276

() In 2021, the Company received $18 million as a one-time payment for our accelerated exit from our then corporate headquarters in Cambridge, Massachusetts. This payment has been excluded
from the above table.

11. DEBT

Convertible senior notes and capped calls

Convertible senior notes

In February 2020, the Company issued Convertible Senior Notes (the "Notes") with an aggregate principal of $600 million, due March 1, 2025, in a private

placement. No principal payments are due before maturity. The Notes accrue interest at an annual rate of 0.75%, payable semi-annually in arrears on March 1
and September 1, beginning on September 1, 2020.

Conversion rights

The conversion rate is 7.4045 shares of common stock per $1,000 principal amount of the Notes, representing an initial conversion price of $135.05 per share
of common stock. The Company will settle conversions by paying or delivering cash, shares of its common stock, or a combination of cash and shares of its
common stock, at the Company’s election, based on the applicable conversion rate. The conversion rate will be adjusted upon certain events, including spin-
offs, tender offers, exchange offers, and certain stockholder distributions.

Beginning on September 1, 2024, noteholders may convert their Notes at any time at their election.

Before September 1, 2024, noteholders may convert their Notes in the following circumstances:

* During any calendar quarter beginning after June 30, 2020 (and only during such calendar quarter), if the last reported sale price per share of the
Company’s common stock exceeds 130% of the conversion price for each of at least 20 trading days (whether or not consecutive) during the 30
consecutive trading days ending on, and including, the last trading day of the immediately preceding calendar quarter.

* During the five consecutive business days immediately after any five consecutive trading day period (the “Measurement Period”), if the trading price per
$1,000 principal amount of Notes for each trading day of the Measurement Period was less than 98% of the product of the last reported sale price per share
of common stock on such trading day and the conversion rate on such trading day.

+ Upon certain corporate events or distributions or if the Company calls any Notes for redemption, noteholders may convert before the close of business on
the business day immediately before the related redemption date (or, if the Company fails to pay the redemption price in full on the redemption date, until
the Company pays the redemption price).

As of December 31, 2021, the Notes were not eligible for conversion.

Repurchase rights

On or after March 1, 2023 and on or before the 40th scheduled trading day immediately before the maturity date, the Company may redeem for cash all or part
of the Notes at a repurchase price equal to 100% of the principal amount, plus accrued and unpaid interest, if the last reported sale price of the Company’s
common stock exceeded 130% of the conversion price then in effect for at least 20 trading days (whether or not consecutive) during any 30 consecutive trading
day period ending on, and including, the trading day immediately preceding the date on which the Company provides a redemption notice.
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If certain corporate events that constitute a “Fundamental Change” occur, each noteholder will have the right to require the Company to repurchase for cash all
of such noteholder’s Notes, or any portion of the principal thereof that is equal to $1,000 or a multiple of $1,000, at a repurchase price equal to 100% of the
principal amount thereof, plus accrued and unpaid interest. A Fundamental Change relates to mergers, changes in control of the Company,
liquidation/dissolution of the Company, or the delisting of the Company’s common stock.

Impact of the Notes

The Company adopted ASU 2020-06 using the modified retrospective approach on January 1, 2021. The standard eliminates the liability and equity separation
model for convertible instruments with a cash conversion feature.

Before January 1, 2021, the Notes were separated into liability and equity components.

« The initial carrying amount of the liability component was calculated by measuring a similar debt instrument’s fair value that does not have an associated
conversion feature. The excess of the Notes’ principal amount over the initial carrying amount of the liability component, the debt discount, was amortized
as interest expense over the Notes’ contractual term.

» The equity component was recorded as an increase to additional paid-in capital and not remeasured.

Upon adoption of ASU 2020-06, the book value of the Notes increased by $69.5 million to $587.7 million, and retained earnings increased by $9.4 million. The
retained earnings adjustment reflects the tax effected difference between the value of the Notes and the embedded conversion feature before adoption and the
combined convertible instrument's amortized cost after adoption.

Carrying value of the Notes:

(in thousands) December 31, 2021 December 31, 2020
Principal $ 600,000 $ 600,000 |
Unamortized debt discount — (71,222)
[Un_amortized issuance costs (9,278) (10,575)]
Convertible senior notes, net $ 590,722 § 518,203
|
Conversion options $ — § 84,120
[Issuance costs — (2,037))
Deferred taxes — (20,479)
| Additional paid-in capital $ — 3 61,604 |

Interest expense related to the Notes:

(in thousands) 2021 2020
[Contractual interest expense (0.75% coupon) $ 4500 $ 3,825§
Amortization of debt discount _— 12,898
[Amortization of issuance costs 2,977 1,915
$ 7477 § 18,638

The effective interest rate for the Notes:

, 2021 2020
rQ’\’iightcd-averagc effective intcrest rate 1.3% 4.3 %

Future payments of principal and contractual interest:
December 31, 2021

(in thousands) Principal Interest Total

2022 $ — '3 4,500 " $ 4,500
2023 — 4,500 4,500
[2024 — 4,500 4,500]
2025 600,000 2,250 602,250
[ . $ 600,000 " $ 15,750 " $ 615,750 |

Capped call transactions

In February 2020, the Company entered into privately negotiated capped call transactions (the “Capped Call Transactions™) with certain financial institutions.
The Capped Call Transactions cover 4.4 million shares (representing the number of shares for which the Notes are initially convertible) of the Company’s
common stock. The Capped Call Transactions are expected to reduce common stock dilution and/or offset any potential cash payments the Company must
make, other than for principal and interest, upon conversion of the Notes, with such reduction and/or offset subject to a cap of $196.44. The cap price of the
Capped Call Transactions is subject to adjustment upon the occurrence of specified extraordinary events affecting the Company, including mergers and tender
offers.
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The Capped Call Transactions are accounted for as derivative instruments and do not qualify for the Company’s own equity scope exception in ASC 815 since,
in some cases of early settlement, the settlement value of the Capped Call Transactions, calculated following the governing documents, may not represent a fair
value measurement. The Capped Call Transactions are classified as other long-term assets and remeasured to fair value at the end of each reporting period,
resulting in a non-operating gain or loss.

Change in capped call transactions:

(in thousands) 2021 2020

[anvary 1, ‘ 3 83507 '3 —]
Issuance . — 51,900

L_Fair value adjustment (23,633) 31 .6971

December 31, S 59,964 § 83,597

Credit facility

In November 2019, and as amended as of February 2020, July 2020, and September 2020, the Company entered into a five-year $100 million senior secured
revolving credit agreement (the “Credit Facility”) with PNC Bank, National Association. The Company may use borrowings to finance working capital needs
and for general corporate purposes. Subject to specific conditions, the Credit Facility allows the Company to increase the aggregate commitment to $200
million. The commitments expire on November 4, 2024, and any outstanding loans will be payable on such date. The Credit Facility, as amended, contains
customary covenants, including, but not limited to, those relating to additional indebtedness, liens, asset divestitures, and affiliate transactions.

The Company is also required to comply with financial covenants, including:

« Beginning with the fiscal quarter ended September 30, 2020 and ending with the fiscal quarter ended December 31, 2021, at least $200 million in cash and
investments held by Pegasystems Inc.

* Beginning with the quarter ended March 31, 2022, a maximum net consolidated leverage ratio of 3.5 to 1.0 (with a step-up in the event of certain
acquisitions) and a minimum consolidated interest coverage ratio of 3.5 to 1.0.

As of December 31, 2021 and December 31, 2020, the Company had no outstanding borrowings under the Credit Facility.
12. STOCKHOLDERS’ EQUITY
Preferred stock

The Company has 1 million authorized shares of preferred stock, $0.01 par value per share, of which none were issued and outstanding as of December 31,
2021. The Board of Directors has the authority to issue the shares of preferred stock in one or more series, to establish the number of shares to be included
in each series, and to determine the designation, powers, preferences, and rights of the shares of each series and the qualifications, limitations, or
restrictions thereof, without any further vote or action by the stockholders. The issuance of preferred stock could decrease the earnings and assets available
for distribution to holders of common stock and may have the effect of delaying, deferring, or defeating a change in control of the Company. The Company
had not issued any shares of preferred stock through December 31, 2021.

Common stock

The Company has 200 million authorized shares of common stock, $0.01 par value per share, of which 81.7 million shares were issued and outstanding as
of December 31, 2021.

Dividends declared

2021 2020 2019
[Dividends declared (per share) $ 012§ 0.12 § 0.12
Dividend payments to stockholders (in thousands) $ 9761 $ 9,628 § 9,486

The Company paid a quarterly cash dividend of $0.03 per share in 2021, 2020, and 2019, however, the Board of Directors may terminate or modify the
dividend program at any time without prior notice.

Stock repurchases

2021 2020 2019
(in thousands) Shares Amount Shares Amount Shares Amount
‘Jaﬂry 1, S 37,726 S 45,484 $ 6,620 |
Authorizations 38,467 20,516 60,000
&apurchases @ (432) (53,610) (278) (28,274) (333) (21,136)]
December 31, s 22,583 $ 37,726 $ 45,484

(1) On June 8, 2021, the Company announced that the Board of Directors extended the current stock repurchase program’s expiratlion date to June 30, 2022 and increased the remaining stock
repurchase authority to $60 million.

(2) Purchases under this program have been made on the open market.
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13. FAIR VALUE MEASUREMENTS
Assets and liabilities measured at fair value on a recurring basis

The Company records its cash equivalents, marketable securities, Capped Call Transactions, and venture investments at fair value on a recurring basis. Fair
value is an exit price, representing the amount that would be received from the sale of an asset or paid to transfer a liability in an orderly transaction between
market participants based on assumptions that market participants would use in pricing an asset or liability.

As a basis for classifying the fair value measurements, a three-tier fair value hierarchy, which classifies the fair value measurements based on the inputs used in
measuring fair value, was established as follows:

* Level 1 - observable inputs such as quoted prices in active markets for identical assets or liabilities;

» Level 2 - significant other inputs that are observable either directly or indirectly; and

+ Level 3 - significant unobservable inputs on which there is little or no market data, which require the Company to develop its own assumptions.
This hierarchy requires the Company to use observable market data, when available, and minimize unobservable inputs when determining fair value.

The fair value of the Capped Call Transactions at the end of each reporting period is determined using a Black-Scholes option-pricing model. The valuation
models use various market-based inputs, including stock price, remaining contractual term, expected volatility, risk-free interest rate, and expected dividend
yield. The Company applies judgment when determining expected volatility. The Company considers both historical and implied volatility levels of the
underlying equity security. The Company’s venture investments are recorded at fair value based on valuation methods using the observable transaction price
and other unobservable inputs, including the volatility, rights, and obligations of the securities the Company holds.

The Company’s assets and liabilities measured at fair value on a recurring basis:

December 31, 2021 December 31, 2020 )
(in thousands) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
[Cash equivalents $ 3216 § — 75 — § 3216 $ 42,339 § 14,000 " § — § 56.339 |
Marketable securities 3 — § 202,814 §$ — 8 202,814 § — § 293,269 $ — 3 293,269
Eg—pﬁd Call Transactions ()@ $ — $ 59,964  § — $ 59,964 3 — 3 83,597 § — 3 83,5971
Venture investments {03 $ —  $ — "7648 $ 7,648 $ — 8 — 3 8345 § 8,345
(1) Included in other long-term assets.
(2) See "Note 11. Debt" for additional information.
(3) Investments in privately-held companies.
Change in venture investments:
(in thousands) - 2021 2020
[anuary T, $ 8345 S 4,871}
New investments 500 . 3,306
[ Sales of investments (2,449) (17424)]
Changes in foreign exchange rates ‘ (68) 118
[ Changes in fair value: 1
included in other income 100 1,374
[ included in other comprehensive income 1,220 100]
December 31, $ 7,648 $ 8,345

The carrying value of certain other financial instruments, including receivables and accounts payable, approximates fair value due to these items’ relatively
short maturity.

Fair value of the Notes

The Notes’ fair value (inclusive of the conversion feature embedded in the Notes) was $642.0 million as of December 31, 2021 and $706.5 million as of
December 31, 2020. The fair value was determined based on the Notes’ quoted price in an over-the-counter market on the last trading day of the reporting
period and classified within Level 2 in the fair value hierarchy. See "Note 11. Debt" for additional information.
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Credit risk

In addition to receivables, the Company is potentially subject to concentrations of credit risk from the Company’s cash, cash equivalents, and marketable
securities. The Company’s cash and cash equivalents are generally held with large, diverse financial institutions worldwide to reduce the Company’s credit risk
exposure. Investment policies have been implemented that limit purchases of marketable debt securities to investment-grade securities.
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14. REVENUE

Geographic revenue

(Dollars in thousands) 2021 2020 2019
1U.S. $ 690,133 57% $ 613,844 61% $ 525,191 57 %}
Other Americas 61,339 5% 49,441 5% 60,536 7%
[United Kingdom (“U.K.”) 117,580 10 % 91,517 9% 87,382 10 %)
Europe (excluding U.K.), Middle East, and Africa 198,080 16% 156,056 15% 137,946 15%
[Asia-Pacific 144,521 12% 106,659 = 10% 100,328 1'%}
S 1,211,653 100% $ 1,017,517 100% $ 911,383 100 %
Revenue streams
(in thousands) 2021 2020 2019
{Perpetual license 3 32,1728 28,558 $ 80,015]
Subscription license 336,248 266,352 199,433
| Revenue recognized at a point in time 368,420 294,910 279,4_@]
Maintenance 320,257 296,709 280,580
Egga Cloud 300,966 208,268 133,746
Consulting 222,010 217,630 217,609
{ Revenue recognized over time 843,233 722,607 631,935
3 1,211,653 § 1,017,517 § 911,383
(in thousands) . 2021 2020 2019
(I_’_ega Cloud $ 300,966 ~ $ 208268 $ 133,746 §
Maintenance 320,257 296,709 280,580
| Subscription services 621,223 504,977 414,326
Subscription license 336,248 266,352 199,433
[_Subscription 957,471 771,329 613,759
Perpetual license 32,172 28,558 80,015
[Consulting 222,010 217,630 217,609
1,211,653 1,017,517 911,383
Remaining performance obligations (""Backlog")
Expected future revenue from existing non-cancellable contracts:
As of December 31, 2021
Subscription services Subscription Perpetual
(Dollars in thousands) Maintenance Pega Cloud products license Consulting Total
[ year or less $ 234917  § 330,426 § 153,467 _ $ 10,952 S 41411 § 771,173 58 %)
1-2 years 65.502 220,231 14,968 4,505 8,917 314,123 23%
[2-3years 38,432 124,969 1,955 2,252 5,512 173,120 13 %)
Greater than 3 years 28,157 55,937 1,765 — 619 86,478 6%
| $ 367,008 § 731,563 S 172,155 § 17,709 S 56,459 § 1,344,894 100 %)
As of December 31, 2020
Subscription services Subscription Perpetual
(Dollars in thousands) Maintenance Pega Cloud products license Consulting Total
[t year or less $ 227,803 % 248,223 S 105,920  § 11,514 S 19,226  § 612,686 57 %)
1-2 years 54,509 193,064 7,962 395 346 256,276 24 %
[_2-_3years 28.320 104,542 4,928 — 851 138,641 13 %}
Greater than 3 years 19,283 44,308 4 — 1,189 64,784 6%
| $ 329915 § 590,137 S 118,814  § 11,909 S 21,612 § 1,072,387 100 %
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15. STOCK-BASED COMPENSATION

(in thousands) 2021 2020 2019

{Cost'of revenue S 21,822 ' § 20,796 S 18,822 |
Selling and marketing 54,182 46,283 32,665
EResearch and development 25,413 22,885 18,9_31]
General and administrative 14,530 13,104 10,484
[ S 115,947 " 8 103,068 S 80,909 |
Income tax benefit S (23,410) § (20,464) 3 (16,392)

The Company periodically grants employees stock options and restricted stock units (“RSUs™) and non-employee Directors common stock and stock
options.

Most of the Company’s stock-based compensation arrangements vest over five years, with 20% vesting after one year and the remaining 80% vesting in
equal quarterly installments over the remaining four years. The Company’s stock options have a term of ten years. The Company recognizes stock-based
compensation using the accelerated attribution method, treating each vesting tranche as if it were an individual grant. The stock-based compensation
expense recognized during a period is based on the value of the awards that are expected to vest. Forfeitures are estimated at the time of grant and revised,
if necessary, in subsequent periods if actual forfeitures differ from those estimates. Ultimately, th¢ Company recognizes the actual expense over the vesting
period only for the shares that vest.

Employees may elect to receive 50% of the employee’s target incentive compensation under the Company’s Corporate Incentive Compensation Plan (the
“CICP”) in the form of RSUs instead of cash. If elected by an employee, the equity amount is equal in value on the date of grant to 50% of the employee’s
target incentive opportunity, based on the employee’s base salary. The number of RSUs granted is determined by dividing 50% of the employee’s target
incentive opportunity by 85% of the closing price of the Company’s common stock on the grant date, less the present value of expected dividends during
the vesting period. If elected, the award vests 100% on the following year’s CICP payout date. Vesting is conditioned upon the performance conditions of
the CICP and on continued employment; if threshold funding does not occur, the RSUs will not vest. The Company considers vesting to be probable on the
grant date and recognizes the associated stock-based compensation expense over the requisite service period beginning on the grant date and ending on the
vesting date.

The Company grants awards that allow for the settlement of vested stock options and RSUs on a net share basis (“net settled awards™). With net settled
awards, the employee does not surrender any cash or shares upon exercise. Instead, the Company withholds the number of shares to cover the exercise
price (in the case of stock options) and the minimum statutory tax withholding obligations (in the case of stock options and RSUs) from the shares that
would otherwise be issued upon exercise or settlement. The exercise of stock options and settlement of RSUs on a net share basis results in fewer shares
being issued by the Company.

Stock-based compensation plans

2004 Long-Term Incentive Plan (as amended and restated)

In 2004, the Company adopted the 2004 Long-Term Incentive Plan (as amended and restated, the “2004 Plan”) to provide employees, non-employee
Directors, and consultants with opportunities to purchase stock through incentive stock options and non-qualified stock options. Subsequent amendments
to the plan increased the number of shares authorized for issuance under the plan to 36 million, extended the term of the plan to 2030, and limited annual
compensation to any non-employee Director to $0.5 million.

As of December 31, 2021, 9.2 million shares were subject to outstanding options and stock-based awards under the 2004 Plan.

2006 Employee Szock Purchase Plan

In 2006, the Company adopted the 2006 Employee Stock Purchase Plan (the “2006 ESPP”) under which employees may purchase up to an aggregate of one
million shares of common stock, at a price equal to at least 85% of the fair market value of the Company’s common stock on the lesser of the commencement
date or completion date for offerings under the plan, or such higher price as the Company’s Board of Directors may establish from time to time. In October
2012, the Company’s Board of Directors amended the 2006 ESPP to continue until no shares remain. Before January 1, 2021, the 2006 ESPP was non-
compensatory as the Company’s Board of Directors set the purchase price at 95% of the fair market value on the completion date of the offering period.
Commencing on January 1, 2021, the Company’s Board of Directors set the purchase price at 85% of the fair market value on the completion date of the
offering period.

(in thousands) 2021
Compensation expense from 2006 ESPP S 1,860 |

As of December 31, 2021, 0.6 million shares had been issued under the plan.
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Shares issued and available for issuance
During 2021, the Company issued 1.3 million shares to its employees and directors under the Company’s stock-based compensation plans.

As of December 31, 2021, there were 10.4 million shares available for issuance for future equity grants under the Company’s stock plans, consisting of
10.0 million shares under the 2004 Plan and 0.4 million shares under the 2006 ESPP.

Grant activity

Stock options
The Company estimates the fair value of stock options using a Black-Scholes option-pricing model. Key inputs used to estimate the fair value of stock
options include the exercise price of the award, expected term of the option, expected volatility of the Company’s common stock over the option’s
expected term, risk-free interest rate over the option’s expected term, and the Company’s expected annual dividend yield. The exercise price for stock
options is greater than or equal to the shares’ fair market value at the grant date.
The following table summarizes the Company’s fair value assumptions for stock options:

2021 2020 2019

|Weighted-average grani-date fair value $ 37.74 N 2416 § 19.10_}
Assumptions used in the Black-Scholes option-pricing model: ’ '

[ Expected annual volatility ! 35% 31% 32 %]

Expected term in years @ ) 44 ) 4.5 45
[ Risk-free interest rate ® 0.6 % 0.7 % 2.4 %)
Expected annual dividend yield 02% 0.2% 03%

(1) The expected annual volatility for each grant is determined based on the average of historic daily price changes of the Company’s common stock over a period, which approximates the expected

option term.
(2) The expected option term for each grant is determined based on the historical exercise behavior of employees and post-vesting employment termination behavior.
(3) The risk-free interest rate is based on the yield of U.S. Treasury securities with a commensurate maturity with the expected option term at the time of grant.
(4) The expected annual dividend yield is based on the weighted-average dividend yield assumptions used for options granted during the applicable period.

The following table summarizes the combined stock option activity under the Company’s stock option plans for 2021:

Shares Weighted-average Weighted-average R ining Aggregate Intrinsic Value
(in thousands) Exercise Price Contractual Term (in years) (in thousands)

[Options outstanding as of January 1, 2021 7391 $ 59.88 N
Granted ’ 1,574 129.71
[Exercised (1,170) 47.93 ]
Forfeited (606) 85.69
L(_)ptions outstanding as of December 31. 2021 7,189 g 74.94 {

Vested and expected to vest as of December 31, 2021 6,176 g 71.97 . 67 $ ) 267,722
I—Excrcisable as of December 31, 2021 3,398 g 50.06 54 $ 210,796

The aggregate intrinsic value of stock options exercised (i.e., the difference between the market price at exercise and the price paid by the employee at
exercise) in 2021, 2020, and 2019 was $94.3 million, $126.8 million, and $63.3 million, respectively. The aggregate intrinsic value of stock options
outstanding and exercisable as of December 31, 2021 is based on the difference between the closing price of the Company’s stock of $111.82 and the
exercise price of the applicable stock options.

As of December 31, 2021, the Company had unrecognized stock-based compensation expense related to the unvested portion of stock options of $39.8
million that is expected to be recognized as expense over a weighted-average period of 2.2 years.
RSUs

RSUs deliver to the recipient a right to receive a specified number of shares of the Company’s common stock upon vesting. The Company values its RSUs
at the fair value of its common stock on the grant date, which is the closing price of its common stock on the grant date less the present value of expected
dividends during the vesting period, as the recipient is not entitled to dividends during the requisite service period.
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The weighted-average grant-date fair value for RSUs granted in 2021, 2020, and 2019 was $129.03, $93.68, and $66.21, respectively.
The following table summarizes the combined RSU activity for all grants, including the CICP, under the 2004 Plan for 2021:

Shares Weighted- Average Grant-Date Aggregate Intrinsic Value
; (in thousands) ] Fair Value (in thousands)

Nonvested as of January 1, 2021 2,462 7§ 74.78 |
Granted 945 129.03

{Vested (972) 70.19 1
Forfeited ’ (381) 88.01

| Nonvested as of December 31, 2021 2,054 g 99.36 $ 229,643}

Expected to vest as of December 31, 2021 1523 ¢ 10132 § 170,357

The fair value of RSUs vested in 2021, 2020, and 2019 was $122.5 million, $108.4 fnillion, and $77.0 million, respectively. The aggregate intrinsic value
of RSUs outstanding and expected to vest as of December 31, 2021 is based on the closing price of the Company’s stock of $111.82 as of December 31,
2021.

As of December 31, 2021, the Company had $73.1 million of unrecognized stock-based compensation expense related to all unvested RSUs that is
expected to be recognized as expense over a weighted-average period of 2.1 years.

Common stock .
In 2021, the Company granted 0.01 million shares of common stock to Directors with a weighted-average grant-date fair value of $127.50 per share.

16. EMPLOYEE BENEFIT PLANS

The Company sponsors defined contribution plans for qualifying employees, including a 401(k) plan in the United States to which the Company makes
discretionary matching contributions.

Employee benefit plan expenses:

(in thousands) 2021 2020 2019
{U.S7401(k) Plan $ 8,879 " § 3,109 7§ 6.676 |
International plans 20,780 16,132 13,021
[ $ 20,659 S 24,241 " $ 19,697 |

17. INCOME TAXES

The components of (loss) before (benefit from) income taxes are:

(in thousands) 2021 2020 2019

iDomestic $ (125.947)  $ (59,281) "~ $ (51,396)}
Foreign ’ ’ (6,040) (65,608) (83,450)
r $ (131.987) " § (124.889) " § (134,846)]

The components of (benefit from) income taxes are:

(in thousands) 2021 2020 2019
{Current? i
Federal ) ) 3 1,921 § {11,251y § 1,050
[State 363 399 405}
Foreign 4,105 7,113 3,449
[ Total current provision for (henefit from) 6,389 (3,739) 4,904
Deferred:
iFederal (42,214) (34,573) (25,356)]
State 9,413) ’ (8,119) (5.143)
[Foreign (23,709) (17,085) (18,818)}
Total deferred (benefit) (75,336) (59,777) (49,317)
{ $ (68,947) $ (63,516) § (44,413)]
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A reconciliation of the U.S federal statutory tax rate and the Company’s effective tax rate:

(in thousands) 2021 2020 2019
[U.S” federal income taxcs at statutory rates 27,717) " $ (26,227)  § (28,318)}
Valuation allowance (469) (5,881) 727
[State income taxes, net of federal benefit and tax credits (7,217) (6,994) (4,450)]
Permanent differences 541 1,773 2,606
[Federal research and experimentation credits (6,380) (5,716) (4,295)]
Tax effects of foreign activities 3,599 3,050 3,056
[Tax-exempt income — — 1)
Provision to return adjustments (2,016) 3,416 (5,460)
[Non-deductible compensation 5,464 1,806 1,716]
Expiration of statutes and changes in estimates (2,250) 55 2,420
[Excess tax benefifs related 1o stock-based compensation (20,697) (25,797) (14,291)]
Cares Act _ (10,576) —
{Impact of change in tax law (11,811) 7,489 1,908}
Other 6 86 59
{ (68,947) § (63,516) S (44,413)]
Deferred income taxes
Significant components of net deferred tax assets and liabilities are:
December 31,
(in thousands) 2021 2020
[Deferred tax assets: [
Net opcrating loss carryforwards S 133,164 § 88,129
[TAccruals and reserves 38,526 26,309]
Interest expense carryforward 7,759 3,464
[ Software revenue 336 —|
Convertible senior notes 8,362 —
[ Depreciation 3,764 4,795
Tax credit carryforwards 40,590 31,556
[ Other 1,015 3701
Total deferred tax assets 233,516 154,623
| Valuation allowances (25,855) (23,409)}
Total net deferred tax assets 207,661 131,214
[Deferved tax liabilities:
Capped call transactions (14,961) (20,858)
[ Convertible senior notes — (6,473)]
Software revenue —_ (11,477)
L ibl (12,044) (4,338)}
Total deferred tax liabilities (27,005) (43,146)
[ S 180,656 $ 88,068 |

The Company regularly assesses the need for a valuation allowance against its deferred tax assets. In making that assessment, the Company considers both
positive and negative evidence related to the likelihood of realizing the deferred tax assets to determine, based on the weight of available evidence, whether it is
more-likely-than-not that some or all of the deferred tax assets will not be realized. This determination requires significant judgment, including assumptions
about future taxable income based on historical and projected information. There were no material changes in the valuation allowance in 2021. In 2020, the

change was $6 million due to expiring acquisition net operating losses with a valuation allowance.
As of December 31, 2021, the Company’s net operating losses and credit carryforwards are:

(in thousands) Federal State

(NGt operating 1653¢s 5 203,835 " $ 13310]
Net operating losses due to acquisitions S 64,847 $ 2,008

{Credit carryforwards @ S 3011578 1,516}
Credit carryforwards due to acquisitions S 640 $ 60

(1) Excludes federal and state net operating losses of $26.7 million and $0.8 million, respectively, from prior acquisitions that the Company expects will expire unutilized.

(2) Excludes federal and state tax credits of $0.1 million and $9.1 million, respectively, that the Company expects will expire unutilized.
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Carryforward losses and credits expire between 2022 and 2039, except for the 2020 and 2021 federal net operating loss of $139.0 million and $1.0 million of
state credits, which both have unlimited carryforward periods.

The Company’s India subsidiary is primarily located in Special Economic Zones (“SEZs™) and is entitled to a tax holiday in India. The tax holiday reduces or
eliminates income tax in India. The tax holiday in the Hyderabad SEZ is scheduled to expire in 2024. The tax holiday in the Bengaluru SEZ is scheduled to
expire in 2022.

Uncertain tax benefits

A rollforward of the Company’s gross unrecognized tax benefits is:

(in thousands) 2021 2020 . . 2019
IBalancc as of January |, S 23,801 S 23271 8§ ]8,157[
Additions for tax positions related to the current year ’ 653 653 510
{"Additions for tax positions of prior years — 962 4917]
Reductions for tax positions of prior years . (6,870) (1,085) (313)
lBalancc as of December 31, S 17,584 § 23,801 § 23,271 |

As of December 31, 2021, the Company had $17.6 million of total unrecognized tax benefits, which would decrease the Company’s effective tax rate if
recognized. .

Tax examinations

The Company files federal and state income tax returns in the U.S. and in various foreign jurisdictions. In the ordinary course of business, the Company and its
subsidiaries are examined by various tax authorities, including the Internal Revenue Service in the U.S. As of December 31, 2021, the Company’s U.S. federal
tax returns for the years 2014 through 2017 were under examination by the Internal Revenue Service. In addition, certain foreign jurisdictions are auditing the
Company’s income tax returns for periods ranging from 2013 through 2019. The Company does not expect the results of these audits to have a material effect
on the Company’s financial condition, results of operations, or cash flows. With few exceptions, the statute of limitations remains open in all jurisdictions for
the tax years 2016 to the present.

18. (LOSS) PER SHARE

Basic (loss) per share is calculated using the weighted-average number of common shares outstanding during the period. Diluted (loss) per share is calculated
using the weighted-average number of common shares outstanding during the period, plus the dilutive effect of outstanding stock options, RSUs, and
convertible senior notes.

Calculation of (loss) per share:

(in thousands, excep! per share amounts) 2021 2020 2019
M(IOSS) 3 (63,040) $ (61,373) § (901433)1‘
Weighted-average cc shares ¢ ding 81,387 80,336 79,055
| (Loss) per share, basic $ ©0.77) § (0.76) § (1.14)|
M(k)_s'g) 3 (63,040) $ (61,373) § (90,433)]
Stock options ’ — —_ —
[RSUs — — —1
Effect of dilutive securities — —_— —
&W_ei_éhfc?d-average Common shares outstanding, assuming dilution (@@ 81,387 80,336 79,055 |
(Loss) per share, diluted 3 ©.77) $ 0.76) $ (1.14)
1
IButstanding anti-dilutive stock options and RSUs ¥ 5,862 6,278 - 5911

(1) The shares underlying the conversion options in the Company’s Notes are included using the if-converted method, if dilutive in the period. If the outstanding conversion options were fully
exercised, the Company would issue an additional 4.4 million shares.

(2) In periods of loss, all dilutive securities are excluded as their inclusion would be anti-dilutive.

1

(3) The Company’s Capped Call Transactions convert to 4.4 million shares of the Company’s ¢ stock (rep ing the of shares for which the Notes are initially convertible). The
Capped Call Transactions are expected to reduce common stock dilution and/or offset any potential cash payments the Company must make, other than for principal and interest, upon
conversion of the Notes, with such reduction and/or offset subject to a cap of $196.44. The Capped Call Transactions are excluded from weighted-average common shares outstanding, assuming
dilution, in all periods as their effect would be anti-dilutive.

(4) Outstanding stock options and RSUs that were anti-dilutive under the treasury stock method in the period were excluded from the computation of diluted (loss) per share. These awards may be
dilutive in the future.

19. COMMITMENTS AND CONTINGENCIES
Commitments

See "Note 10. Leases" for additional information.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures

Our management, with the participation of our Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFQO”), evaluated the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act) as of December 31, 2021. In designing and
evaluating our disclosure controls and procedures, our management recognized that any controls and procedures, no matter how well designed and operated,
can provide only reasonable assurance of achieving their objectives, and our management necessarily applied its judgment in evaluating the cost-benefit
relationship of possible controls and procedures.

Based on this evaluation, our CEQO and CFO concluded that our disclosure controls and procedures were effective as of December 31, 2021.
Management’s report on and changes in internal control over financial reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is defined in Rules 13a-15(f)
and 15d-15(f) under the Securities Exchange Act. Under the supervision and with the participation of our management, including our CEO and CFO, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31, 2021 based on the framework in the updated
Internal Control — Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) on May 14,
2013.

Based on this evaluation, management has concluded that (i) our internal control over financial reporting was effective as of December 31, 2021 and (ii) no
change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act) occurred during the
quarter ended December 31, 2021 that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

Deloitte & Touche LLP, our independent registered public accounting firm which also audited our consolidated financial statements, has issued an attestation
report on our internal control over financial reporting, which is included in Item 8 “Financial Statements and Supplementary Data”.

ITEM 9B. OTHER INFORMATION

None.

ITEM 9C. DISCLOSURE REGARDING FOREIGN JURISDICTIONS THAT PREVENT INSPECTIONS
Not applicable.
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PART II1

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

Except as set forth below, information required by this item is incorporated herein by reference from the information contained in our proxy statement for our
2022 annual stockholders meeting (the “2022 proxy statement”) under the headings Executive Compensation, Election of Directors, Corporate Governance,
Executive Officers, and Delinquent Section 16(a) Reports, which will be filed with the Securities and Exchange Commission within 120 days after the close of
the fiscal year.

We have adopted a written code of conduct that applies to our Board of Directors and employees, including our principal executive officer, principal

financial officer, principal accounting officer, and persons performing similar functions. A copy of our code of conduct can be found on our website,
www.pega.com. We intend to satisfy the disclosure requirements under Item 5.05 of Form 8-K and the applicable the NASDAQ Global Select Market

rules by posting such information on our website in accordance with such requirements.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated herein by reference from the information contained in the 2022 proxy statement under the headings

” &

“Director Compensation”, “Compensation Discussion and Analysis”, and “Executive Compensation” and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this item is incorporated herein by reference from the information contained in the 2022 proxy statement under the headings
“Executive Compensation”, “Equity Compensation Plan Information”, and “Security Ownership of Certain Beneficial Owners and Management”, and is
incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item is incorporated herein by reference from the information contained in the 2022 proxy statement under the headings
“Certain Relationships and Related Transactions” and “Determination of Independence” and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorporated herein by reference from the information contained in the 2022 proxy statement under the heading
“Independent Registered Public Accounting Firm Fees and Services” and is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) The following are filed as part of this Annual Report:
1) Financial Statements

The following consolidated financial statements are included in Item 8:

Page
[Report of Independent Registered Public Accounting Firm 36
Consolidated Balance Sheets as of December 31, 2021 and 2020 38
[Consolidated Statements of Operations for the years ended December 31, 2021, 2020, and 2019 39
Consolidated Statements of Comprehensive (Loss) for the years ended December 31, 2021, 2020, and 2019 40
{Consolidated Statements of Stockholders’ Equity for the years ended December 31, 2021, 2020, and 2019 41
Consolidated Statements of Cash Flows for the years ended December 31, 2021, 2020, and 2019 42

66




(b) Exhibits

Incorporation by Reference

Exhibit Filed
No. Description Form Location Filing Date Herewith
3.1 Restated Articles of Organization of the Registrant and Amendments thereto 10-Q 3.1 11/4/14 1
3.2 Amended and Restated Bylaws of nga_gystems Inc 8-K 32 6/15/20
471 Specimen Cenificate Representing the Common Stock Sl 4.1 6/19/96 -]
4.2 %WAM:MEQYM‘WM’E 8-K 4.1 2124120
[4.3 Form of certificate representing the 0.759 Convemb e Senior Notes due 202 8-K Exhibit A10 4.1 2/24/20 1
44 _ Description of Common Stock ’ 10-K 42 2/12/20
10.1 2004 Long-Term Incentive Plan (as amended and restated 8-K 10.1 6/24/20 |
10.2 Restricted Stock Unit Sub-Plan of the Registrant’s 2004 Long-Term Incentive Plan for French DEF 14A Appendix B to 2016 4/18/16
Participants++ Proxy Statement
(103 2006 Employee Stock Purchase Plan, as amended on October 29, 2020++ 10-K 10.3 2/17/21 ]
104 Form of Employee Stock Option Agreement, as amended++ 10-Q 103 5/10117
} 10.5 Form of Global Stock Option Agreement++ 10-K 10.5 2/17/21 ]
10.6 Form of Restricted S;o—cl(—ﬁrA.gEént as amended++ 10-Q 104 51017
fio.7 Form of Global Restricted Stock Unit Agreement++ ~10K 10.7 2/17/21 ]
10.8 Form of Non-Employee Director Stock Option Agreement++ 10-Q 10.2 ' 10/29/04
[16.9™ " Form of Director Indemnification Agreement++ 8K 99.1 4/11/05 ]
10.10 Offer Letter between the Registrant and Douglas 1. Kra dated October 19, 2004++ 10-K 10.20 2/17/04
10.11 ffer Letter, dated Apnil 27,2020, between Pegasystems Inc, and Hayden Stafford++ 10-Q 10.3 7/28/20 |
10.12 Offer Letter between the Registrant and Kenneth Stillwell dated June 1, 2016++ 8-K 99.1 6/14/16
ilO. 13 Compensation program for non-employee members of the Registrant’s Board of Directors, effective 8K Ttem 1.01 8/9/19 I
August 5, 2019+
10.14 2021 Section 16 Officers/FLT Member Co[goratc Incentive Compensation Plan++ 8-K 99.1 2/8/21
{1015 2022 Section 16 Officers/FLT Member C Incentive Compensafion Plan++ 8K 99.1 2/1/22 1
10.16 " Credit Agreement dated as of November 5, 20]2 with PNC Bank, National Association 10-Q 10.1 1117119
. Amendment to Loan Documents, dated February. ystems Inc. and PNC Bank,
07 Ameienl IS oy Doeumens e Eehry 18,202 pwee FEgnvtes i o ™ — o l
10.18 A::f(:‘r:lammlgc '13:;::“ Documents, dated July 22, 2020, between Pegasystems Inc. and PNC Bank, 10-Q 102 /28120
[]0.19 ;nendetto: Da:ments, dated as of September 30, 2020, between Pegasystems Inc. and PNC 10-Q 10.3 10/28/20 J
10.20 Form of Side Letter to Base Call Option Transaction B 10-Q 10.1 10/28/20
10.21 Form of Side er to Additional Call Option Transaction 10-Q 10.2 10/28/20 )
10.22 Form of Confirmation of Base Call Option Transaction 8K 10.1 2/24/20
{10.23 Form of Confirmation of Additional Call Option Transaction 8-K 10.2 2/24/20 1
10.24 Sublease, dated March 31, 2021 for Office Space at One Main Street, Cambridge, MA 10-Q 10.1 7/28/21
[10.25™Lease befween Pegasystems Inc. and 275 Wyman LLC** 8K 10.1 779721 ]
211 Subsidiaries of the Registrant, X
23.1 Consent of Ind dgpg_l{ve‘gjtre‘_;ed Pubhc  Accounting Firm—Deloitte & Touche LLP, X}
311 gcmﬁcanon gursuant to Exchange Ac; Ru|e§ 13a-14 aj gg ggg 14 (ghg g;luef Egccunvc Officer, X
31.2 Certification pursuant to Exchange Act Rules 13a-14 and 15d-14 of the Chief Financial Officer, X
32 gert‘i:fc'lfation pursuant to 18 U.S.C._Section 1350 of the Chief Executive Officer and the Chief Financial X
101.INS Inline XBRL Instance Document - the instance document does not appear in the Interactive Data File X I
because its XBRL tags are embedded within the Inline XBRL document.
101.SCH Inlinc XBRL Taxonomy Extension Sch D t X
{101'CAL Inline XBRL Taxonomy Calculation Linkbase Document. X __I
101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document. X
[101.CAB™Inline XBRL Taxonomy Label Linkbase Document, X~ ]
101.PRE Inline XBRL Taxonomy Presentation Linkbase Document. X
fiod Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101) X1

++ Management contracts and compensatory plan or arrangements required to be filed pursuant to Item 15(b) of Form 10-K.

** Certain portions of this exhibit are considered confidential and have been omitted as allowed under SEC rules and regulations
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(c¢) Financial Statement Schedules

All financial statement schedules are omitted because the required information is not present or not present in sufficient amounts to require submission of
the schedule or because the information is reflected in the consolidated financial statements or notes thereto.

ITEM 16. FORM 10-K SUMMARY

Omitted at Registrant’s option.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this Annual Report on Form 10-K to
be signed on its behalf by the undersigned, thereunto duly authorized.
Pegasystems Inc.
Date:  February 16, 2022 By: /s/ KENNETH STILLWELL
Kenneth Stillwell
Chief Operating Officer and Chief Financial Officer
(Principal Financial Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report on Form 10-K has been signed below on February 16, 2022 by the
following persons on behalf of the Registrant and in the capacities indicated.

Signature Title
/s/ ALAN TREFLER Chairman and Chief Executive Officer
Alan Trefler (Principal Executive Officer)
/s/f KENNETH STILLWELL Chief Operating Officer and Chief Financial Officer
Kenneth Stillwell (Principal Financial Officer)
/s/ EFSTATHIOS KOUNINIS Chief Accounting Officer, Vice Présidem of Finance, and Treasurer

(Principal A i
Efstathios Kouninis (Principal Accounting Officer)

/s/ PETER GYENES Director
Peter Gyenes
/s/ RICHARD JONES Director
Richard Jones
/s/ CHRISTOPHER LAFOND Director
Christopher Lafond
/s/ DIANNE LEDINGHAM Director

Dianne Ledingham

/s/ SHARON ROWLANDS Director

Sharon Rowlands

/s/ LARRY WEBER Director
Larry Weber
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EXHIBIT 21.1

SUBSIDIARIES OF PEGASYSTEMS INC*
Name of Subsidiary

State or Jurisdiction of Entity
!Antenna Software, LLC

Delaware |
Pegasystems BV Netherlands
[Pegasystems France France 1
Pegasystems GmbH Germany
Efgasystems Limited United Kingdom i
Pegasystems PTY Limited Australia
{Pegasystems Software Limited sp. z.0.0. Poland 1
Pegasystems Worldwide India Private Limited India

* Omits subsidiaries, which, considered in the aggregate, would not constitute a significant subsidiary.



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statements Nos. 333-09305, 333-89707, 333-53746, 333-104788, 333-116660, 333-135596, 333-
166287, 333-166544, 333-176810, 333-213953, and 333-239889 on Form S-8 of our report dated February 16, 2022, relating to the financial statements of
Pegasystems Inc. and the effectiveness of Pegasystems Inc.’s internal control over financial reporting, appearing in this Annual Report on Form 10-K for the
year ended December 31, 2021.

/s/ Deloitte & Touche LLP
Boston, Massachusetts
February 16, 2022



EXHIBIT 31.1

CERTIFICATION

1, Alan Trefler, certify that:

1.1 have reviewed this Annual Report on Form 10-K of Pegasystems Inc.;

2.Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations, and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(¢e)) and intemnal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the

registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a. all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b. any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over

financial reporting.

Dated: February 16, 2022
/s/ ALAN TREFLER

Alan Trefler
Chairman and Chief Executive Officer
(Principal Executive Officer)




EXHIBIT 31.2

CERTIFICATION
I, Kenneth Stillwell, certify that:

1.1 have reviewed this Annual Report on Form 10-K of Pegasystems Inc.;

2.Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations, and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(¢) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,

to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d.disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a. all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.any fraud, whether or not material, that involves management or other employees who have a signiticant role in the registrant’s internal control over
financial reporting.

Dated: February 16, 2022

/s/ KENNETH STILLWELL
Kenneth Stillwell
Chief Operating Officer and Chief Financial Officer
(Principal Financial Officer)




EXHIBIT 32

CERTIFICATION PURSUANT TO SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Pegasystems Inc. (the “Company’’) on Form 10-K for the year ended December 31, 2021 as filed with the Securities
and Exchange Commission on the date hereof (the “Report™), Alan Trefler, Chairman and Chief Executive Officer of Pegasystems Inc., and Kenneth Stillwell,
Chief Operating Officer and Chief Financial Officer of Pegasystems Inc., each certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: February 16, 2022

/s/ ALAN TREFLER

Alap Trefler
Chairman and Chief Executive Officer
(Principal Executive Officer)

/s/ KENNETH STILLWELL
Kenneth Stillwell
Chief Operating Officer and Chief Financial Officer
(Principal Financial Officer)




