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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30, 2009
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Transition Period from to

Commission file number 000-26679
ART TECHNOLOGY GROUP, INC.
(Exact name of registrant as specified in its charter)

Delaware 04-3141918
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification Number)
organization)

One Main Street, Cambridge, Massachusetts
(Address of principal executive offices)
02142
(Zip Code)
(617) 386-1000
(Registrant s telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Sections 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 p No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted 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 and post such files). Yes
oNoo
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting
company o
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
oNop
As of October 30, 2009 there were 126,956,626 shares of the Registrant s common stock outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
ART TECHNOLOGY GROUP, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)
(UNAUDITED)

ASSETS
Current Assets:
Cash and cash equivalents
Marketable securities (including restricted cash of $0 at September 30, 2009
and $1,669 at December 31, 2008)
Accounts receivable, net of reserves of $1,320 ($1,234 in 2008)
Deferred costs, current
Deferred tax assets
Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Deferred costs, non-current

Other assets

Marketable securities (including restricted cash of $419 at September 30,
2009 and December 31, 2008)

Intangible assets, net

Goodwill

Total Assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities:
Accounts payable
Accrued expenses
Deferred revenue, current
Accrued restructuring, current

Total current liabilities

Other liabilities

Deferred revenue, non-current

Commitments and contingencies (Note 9)

Stockholders equity:

Preferred stock, $0.01 par value; authorized -10,000,000 shares; none issued
and outstanding

Common stock, $0.01 par value; authorized-200,000,000 shares;
133,622,719 shares and 131,572,773 shares issued, respectively, and
126,932,624 shares and 125,967,272 shares outstanding, respectively
Additional paid-in capital
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September
30,
2009

$ 50,438

23,534
31,850
1,126
534
2,910

110,392
10,168
1,391
1,483

4,129
4,991
65,683

$ 198,237

$ 4,245
16,203
40,025

60,473
249
9,956

1,339
323,845

$

$

$

December
31,
2008

47,413

13,570
35,109
924
560
3,814

101,390
10,098
1,984
1,423

419
7,770
65,683

188,767

2,958
18,875
38,782

146

60,761

1,775
15,285

1,316
315,730

4
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Accumulated deficit (180,376) (191,946)
Treasury stock, at cost (6,690,095 shares and 5,605,501 shares, respectively) (16,075) (11,810)
Accumulated other comprehensive loss (1,174) (2,344)
Total stockholders equity 127,559 110,946
Total Liabilities and Stockholders Equity $ 198,237 $ 188,767

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
3
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ART TECHNOLOGY GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue:

Product licenses

Recurring services

Professional and education services

Total revenue
Cost of Revenue:
Product licenses

Recurring services
Professional and education services

Total cost of revenue
Gross Profit

Operating Expenses:
Research and development

Sales and marketing
General and administrative

Total operating expenses

Income (loss) from operations

Interest and other (expense) income, net

Income before provision for income taxes

(Benefit) provision for income taxes

Net income

Basic net income per share

Table of Contents

(In thousands, except per share data)

(UNAUDITED)
Three Months Ended
September 30,
2009 2008
$ 10,890 $ 10,764 $
24,904 23,446
7,587 6,584
43,381 40,794
399 539
9,393 8,611
6,029 6,393
15,821 15,543
27,560 25,251
7,599 7,660
12,503 12,282
4,831 4,890
24,933 24,832
2,627 419
(314) 232
2,313 651
(1,650) (135)
$ 3,963 $ 786 $
$ 0.03 $ 0.01 $

Nine Months Ended
September 30,
2009 2008
37,396 $ 32,321
72,035 67,335
20,288 19,588
129,719 119,244
1,246 1,445
27,012 25,458
16,836 19,802
45,094 46,705
84,625 72,539
22,732 22,054
37,332 36,975
13,990 14,082
74,054 73,111
10,571 (572)
236 1,100
10,807 528
(750) 236
11,557 $ 292
0.09 $ 0.00



Edgar Filing: ART TECHNOLOGY GROUP INC - Form 10-Q

Diluted net income per share $ 003 $ 0.01 $ 0.09 $ 0.00
Basic weighted average common shares outstanding 127,224 129,219 126,742 128,821
Diluted weighted average common shares outstanding 134,736 135,697 132,409 134,934

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
4
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ART TECHNOLOGY GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(UNAUDITED)
Nine Months Ended September
30,
2009 2008
Cash Flows from Operating Activities:
Net income $ 11,557 $ 292
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization 6,829 6,518
Non-cash stock-based compensation expense 6,820 5,824
Non-cash tax benefit (1,871)
Changes in current assets and liabilities:
Accounts receivable 3,256 4,797
Prepaid expenses and other current assets 931 (810)
Deferred costs 390 50
Other assets (59) 57
Accounts payable 1,697 29
Accrued expenses and other liabilities (2,328) 155
Deferred revenue (4,086) 6,391
Accrued restructuring (146) (709)
Net cash provided by operating activities 22,990 22,480
Cash Flows from Investing Activities:
Purchases of marketable securities (28,287) (17,225)
Maturities of marketable securities 14,725 22,492
Purchases of property and equipment (4,620) (5,612)
Collateralization of letters of credit (2,088)
Payment of acquisition costs, net of cash acquired (9,522)
Net cash used in investing activities (18,182) (11,955)
Cash Flows from Financing Activities:
Proceeds from exercise of stock options 1,428 1,608
Proceeds from employee stock purchase plan 797 754
Repurchase of common stock (4,265) (1,479)
Payments of employee restricted stock tax withholdings (873) (505)
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Net cash (used in) provided by financing activities (2,913) 378
Effect of foreign exchange rate changes on cash and cash equivalents 1,130 (721)
Net increase in cash and cash equivalents 3,025 10,182
Cash and cash equivalents, beginning of period 47,413 34,419
Cash and cash equivalents, end of period $ 50,438 $ 44,601
Cash payments for income taxes $ 45 $
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
5
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ART TECHNOLOGY GROUP, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(1) Organization, Business and Summary of Significant Accounting Policies

Art Technology Group, Inc. ("ATG" or the "Company") develops and markets a comprehensive suite of
e-commerce software products, and provides related services, including support and maintenance, education,
application hosting, professional services and proactive conversion solutions for enhancing online sales and support.

As noted below, the Financial Accounting Standards Board, ( FASB ) recently issued Accounting Standards
Codification ( ASC ) 105-10 Generally Accepted Accounting Principles ( 105-10 ), formerly known as SFAS No. 168

The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting Principles a
replacement of FASB Statement No. 162 . ASC 105-10 establishes the FASB Accounting Standards Codification
( Codification ) as the source of authoritative U.S. GAAP recognized by the FASB to be applied by nongovernment
entities. The Company adopted ASC 105-10 in our third quarter ended September 30, 2009 upon which the Company
revised the references to FASB guidance throughout this document to reflect the impact of Codification.

(a) Principles of Consolidation

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared
pursuant to the rules of the Securities and Exchange Commission for quarterly reports on Form 10-Q and Article 10 of
Regulation S-X. Accordingly, the financial statements do not include all of the information and footnotes required by
United States generally accepted accounting principles, and while the Company believes that the disclosures presented
are adequate to make the information presented not misleading, these financial statements should be read in
conjunction with the audited financial statements and related notes included in the Company s 2008 Annual Report on
Form 10-K. In the opinion of management, the accompanying unaudited condensed consolidated financial statements
and notes contain all adjustments, consisting of normal recurring accruals, considered necessary for a fair presentation
of the Company s financial position, results of operations and cash flows at the dates and for the periods indicated. The
operating results for the nine months ended September 30, 2009 are not necessarily indicative of the results to be
expected for the full year ending December 31, 2009. The Company has evaluated all subsequent events through
November 6, 2009, the date these financial statements were issued and determined there are no material recognized or
unrecognized subsequent events.

The accompanying consolidated financial statements include the accounts of ATG and its wholly owned
subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.

(b) Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions 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 reporting period. Such estimates relate to revenue recognition, the
allowance for doubtful accounts, useful lives of fixed assets and identifiable intangible assets, deferred costs, accrued
liabilities, accrued taxes, deferred tax valuation allowances, and assumptions pertaining to share-based payments.
Actual results could differ from those estimates.

(c) Accounts Receivable

Accounts receivable represents amounts currently due from customers for which revenue has been recognized or is
being recognized ratably in future periods. Accounts receivable also included $5.4 million and $1.2 million of unbilled
accounts receivable at September 30, 2009 and December 31, 2008, respectively.

ATG s standard payment terms are normally within 90 days. In certain circumstances the Company may provide to
customers with superior credit extended payment terms of up to 12 months. Accounts receivable due under
arrangements involving payment terms of greater than 90 days and less than 12 months were approximately
$4.0 million and $0 million at September 30, 2009 and December 31, 2008, respectively.

(d) Revenue Recognition

ATG derives revenue from the following sources: (1) perpetual software licenses, (2) recurring services, which are
comprised of support and maintenance services, application hosting services and e-commerce optimization services,
and (3) professional and education services. ATG sells these product and service offerings individually or more

Table of Contents 10
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commonly in multiple element arrangements under various arrangements as follows: 1. Sale of Perpetual Software
Licenses and Professional and Education Services, 2. Sale of Application Hosting Services, and 3. Sale of
e-Commerce Optimization Services.

6
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ART TECHNOLOGY GROUP, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The Company recognizes revenue in accordance with FASB ASC 985-605, Software Revenue Recognition,
formerly known as AICPA Statement of Position 97-2, Software Revenue Recognition ( SOP 97-2 ), or Securities
and Exchange Commission Staff Accounting Bulletin No. 104, Revenue Recognition ( SAB 104 ), applying the
provisions of FASB ASC 605-25, Multiple Element Arrangements, formerly known as Emerging Issues Task Force
( EITF ) Issue No. 00-21, Revenue Arrangements with Multiple Deliverables ( EITF 00-21 ), depending on the nature
of the arrangement.

Revenue is recognized only when persuasive evidence of an arrangement exists, the fee is fixed or determinable,
the product or service has been delivered, and collectability of the resulting receivable is probable. ATG makes
significant judgments when evaluating if fees are fixed and determinable and in assessing the customer s ability to pay
for the products or services provided. This judgment is based on a combination of factors, including the completion of
a credit check or financial review, payment history with the customer and other forms of payment assurance. Upon the
completion of these steps and provided all other revenue recognition criteria are met, ATG recognizes revenue
consistent with its revenue recognition policies provided below.

ATG s standard payment terms are normally within 90 days. The Company in some circumstances provides
extended payment terms, and in certain cases considers amounts payable beyond 90 days but less than 12 months to
be fixed and determinable. In such cases, judgment is required in evaluating the creditworthiness of the customer and
the likelihood of a concession. Beginning with the first quarter of 2009 the Company determined that it has a
sufficient history of successfully collecting, without concessions, accounts receivable involving extended credit terms
of up to twelve months granted to a specific class of customer to conclude that the fees under such arrangements may
be considered to be both fixed and determinable and probable of collection. Consequently, the fees under such
arrangements may be recognized as revenue assuming other criteria for recognition are met. As a result, ATG
recognized approximately $0.9 million and $5.2 million of revenue during the three and nine months ended
September 30, 2009 that previously would have been deferred until the payments became due. The Company monitors
its ability to collect amounts due under the stated contractual terms of such arrangements and to date has not
experienced any concessions from this class of customer. If in the future the Company experiences adverse changes in
its ability to collect without concession the amounts due under arrangements involving extended payment terms from
this class of customer, it may no longer be able to conclude that such amounts are fixed and determinable and
probable of collection, which could adversely affect the Company s revenue in future periods.

1. Sales of Perpetual Software Licenses and Professional and Education Services

ATG licenses software under perpetual license agreements and applies the provisions of ASC 985-605, Software
Revenue Recognition, formerly known as SOP 97-2, as amended by SOP 98-9, Modifications of SOP 97-2, Software
Revenue Recognition, With Respect to Certain Transactions. In accordance with ASC 985-605, Software Revenue
Recognition, revenue from software license agreements is recognized when the following criteria are met:

(1) execution of a legally binding license agreement, (2) delivery of the software, which is generally through

electronic license keys for the software, (3) the fee is fixed or determinable, as determined by the Company s payment
terms, and free of contingencies or significant uncertainties as to payment, and (4) collection is deemed probable by
management based on a credit evaluation of the customer. In addition, under multiple element arrangements, to
recognize software license revenue up-front, the Company must have vendor specific objective evidence ( VSOE ) of
fair value of the undelivered elements in the transaction. Substantially all of the Company s software license
arrangements do not include acceptance provisions. However, if conditions for acceptance subsequent to delivery are
required, revenue is recognized upon customer acceptance if such acceptance is not deemed to be perfunctory.

In connection with the sale of its software licenses, ATG sells support and maintenance services, which are
recognized ratably over the term of the arrangement, typically one year. Under support and maintenance services,
customers receive unspecified software product upgrades, maintenance and patch releases during the term, and
internet and telephone access to technical support personnel. Support and maintenance is priced as a percent of the net
software license fee and is based on the contracted level of support.

Table of Contents 12
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Many of the Company s software arrangements also include professional services for consulting implementation
services sold separately under separate agreements. Professional services revenue from these arrangements is
generally accounted for separately from the software license because the services qualify as a separate element under
ASC 985-605, Software Revenue Recognition. The more significant factors considered in determining whether
professional services revenue should be accounted for separately include the nature of services (i.e. consideration of

whether the services are
7
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ART TECHNOLOGY GROUP, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
essential to the functionality of the licensed product), degree of risk, availability of services from other vendors,
timing of payments, and impact of milestones or acceptance criteria on the realizability of the software license fee.
Professional services revenue under these arrangements is recognized as the services are performed on a time and
materials basis using the proportional performance method.

Education revenue, which is recognized as the training is provided to customers, is derived from instructor led
training classes either at ATG or onsite at the customer location.

For software arrangements with multiple elements, the Company applies the residual method in accordance with
ASC 985-605, Software Revenue Recognition, a section of which is formerly known as SOP 98-9. The residual
method requires that the portion of the total arrangement fee attributable to the undelivered elements be deferred based
on its VSOE of fair value and subsequently recognized as the service is delivered. The difference between the total
arrangement fee and the amount deferred for the undelivered elements is recognized as revenue related to the
delivered elements, which is generally the software license. VSOE of fair value for all elements in an arrangement is
based upon the normal pricing for those products and services when sold separately. VSOE of fair value for support
and maintenance services is additionally determined by the renewal rate in customer contracts. The Company has
established VSOE of fair value for support and maintenance services, professional services, and education. The
Company has not established VSOE for its software licenses, application hosting services or e-commerce optimization
services. In arrangements that do not include application hosting services or e-commerce optimization services,
product license revenue is generally recognized upon delivery of the software products.

2. Sales of Application Hosting Services

ATG derives revenue from application hosting services either from hosting ATG perpetual software licenses
purchased by the customer or by providing the software as a service solution to the customer in an arrangement in
which the customer does not have the rights to the software license itself but can use the software for the contracted
term. In both situations, ATG recognizes application hosting revenue in accordance with ASC 985-605, Software
Revenue Recognition, a section of which is formerly known as EITF Issue No. 00-3, Application of AICPA Statement
of Position 97-2 to Arrangements that Include the Right to Use Software Stored on Another Entity s Hardware
( EITF 00-3 ), SAB 104 and 605-25, Multiple Element Arrangements, formerly known as EITF 00-21.

In accordance with ASC 985-605, Software Revenue Recognition, these arrangements are not within the scope of
ASC 605-10, Revenue Recognition, and as such, ATG applies the provisions of SAB 104 and ASC 605-25, Multiple
Element Arrangements and accounts for the arrangement as a service contract. Pursuant to ASC 605-25, Multiple
Element Arrangements all elements of the arrangement are considered to be one unit of accounting. The elements in
these arrangements generally include set-up and implementation services, support and maintenance services, the
monthly hosting service and in certain instances a perpetual software license. All fees received up-front under these
arrangements, regardless of the nature of the element, are deferred until the application hosting service commences,
which is referred to as the site-delivered date. Upon site-delivered, the up-front fees are recognized ratably over the
hosting period or estimated life of the customer arrangement, whichever is longer. ATG currently estimates the life of
the customer arrangement to be four years. In addition, the monthly application hosting service fee is recognized as
the application hosting service is provided.

3. Sales of e-Commerce Optimization Services

ATG derives revenue from e-commerce optimization services, which are hosted services providing ATG s
customers with click-to-call, click-to-chat and recommendations services. e-Commerce optimization services are
site-independent and are not required to be used in conjunction with ATG s software products. These services are a
stand-alone independent service solution, which are typically contracted for a one-year term. The Company recognizes
revenue on a monthly basis as the services are provided. Fees are generally based on monthly minimums and
transaction volumes. In certain instances e-commerce optimization services are bundled with ATG software
arrangements, which typically include perpetual software licenses, support and maintenance services and professional
services for the perpetual software license. The Company does not have VSOE of fair value for e-commerce
optimization services, as such the up-front fees received under the arrangement regardless of the nature of the element
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are deferred and recognized ratably over the period of providing the e-commerce optimization services, provided that
the professional services, if applicable, have commenced.
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ART TECHNOLOGY GROUP, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

In certain instances, the Company sells perpetual software licenses with application hosting services and
e-commerce optimization services. In these situations all elements in the arrangement, for which the Company
receives up-front fees, are recognized as revenue ratably over the period of providing the related service.

The Company allocates and classifies revenue in its statement of operations based on its evaluation of VSOE of
fair value, or a proxy of fair value thereof, available for each applicable element of the transaction: professional
services, support and maintenance services, application hosting services, and/or e-commerce optimization services.
ATG uses the residual method to determine the amount of revenue to allocate to product license revenue. The fee for
each element is recognized ratably, and as such, a portion of software license revenue recorded in the statement of
operations is from these ratably recognized arrangements.

(e) Comprehensive Income (Loss)

ASC 220.10 Comprehensive Income, formerly known as SFAS No. 130, Reporting Comprehensive Income,
requires financial statements to include the reporting of comprehensive income (loss), which for the Company
includes net loss, unrealized gains (losses) on available-for-sale marketable securities, and foreign currency translation
adjustments that have generally been reported in the statement of stockholders equity.

The components of comprehensive income (loss) for the periods indicated are as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008

(in thousands) (in thousands)
Net income $ 3,963 $ 786 $ 11,557 $ 292
Foreign currency translation adjustment 426 (868) 1,061 (734)
Unrealized (loss) gain on available-for-sale
securities (12) (270) 112 (293)
Comprehensive income (loss) $ 4,377 $ (352) $ 12,730 $ (735

(f) Concentrations of Credit Risk and Major Customers

Financial instruments that potentially subject ATG to concentrations of credit risk consist principally of marketable
securities and accounts receivable. ATG maintains cash, cash equivalents and marketable securities with durations of
approximately nine months or less.

The Company sells its products and services to customers in a variety of industries, including consumer retail,
financial services, manufacturing, communications and technology, travel, media and entertainment. The Company
has credit policies and standards and routinely assesses the financial strength of its customers through continuing
credit evaluations. The Company generally does not require collateral or letters of credit from its customers.

At September 30, 2009 and December 31, 2008, respectively, no customer accounted for 10% or more of accounts
receivable. No customer accounted for 10% or more of total revenue in the three or nine month periods ended
September 30, 2009 and September 30, 2008.

(g) New Accounting Pronouncements

In September 2009, the FASB issued ASC 2009-13 Multiple Element Arrangements ( 2009-13 ), formerly known as
Emerging Issues Task Force ( EITF ) Issue No. 08-1, Revenue Arrangements with Multiple Deliverables . ASC 2009-13
addresses the determination of when the individual deliverables included in a multiple arrangement may be treated as
separate units of accounting. ASC 2009-13 also modifies the manner in which the transaction consideration is
allocated across separately identified deliverables and establishes definitions for determining fair value of elements in
an arrangement. This standard must be adopted by the Company no later than January 1, 2011 with earlier adoption
permitted. The Company is currently evaluating the impact, if any, that this standard update will have on its
consolidated financial statements.
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In June 2009, the FASB issued ASC 105-10 Generally Accepted Accounting Principles ( 105-10 ), formerly known
as SFAS No. 168 The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles a replacement of FASB Statement No. 162 . The FASB Accounting Standards Codification ( Codification )
will be the single source of authoritative nongovernmental U.S. generally accepted accounting principles. Rules and
interpretive releases of the SEC under authority of federal securities laws are also sources of authoritative GAAP for
SEC registrants. ASC 105-10 is effective for interim and annual periods ending after September 15, 2009. All existing
accounting standards are superseded as described in ASC 105.10. All other accounting literature not included in the
Codification is non-authoritative. The adoption of ASC 105-10 did not have a material impact on the Company s

financial condition or results of operations.
9
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ART TECHNOLOGY GROUP, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

In May 2009, the FASB issued ASC 855-10 Subsequent Events ( 855-10 ), formerly known as SFAS No. 165,
Subsequent Events. ASC 855-10 establishes general standards of accounting for and disclosure of events that occur
after the balance sheet date but before financial statements are issued or are available to be issued. The adoption of
ASC 855-10 had no impact on the Company s financial condition or results of operations.

In December 2007, the FASB issued ASC 805-10 Business Combinations ( 805-10 ), formerly known as Statement
No. 141(R), Business Combinations, a replacement of FASB Statement No. 141. ASC 805-10 is effective for fiscal
years beginning on or after December 15, 2008 and applies to all business combinations. ASC 805-10 provides that,
upon initially obtaining control, an acquirer shall recognize 100 percent of the fair values of acquired assets, including
goodwill, and assumed liabilities, with only limited exceptions, even if the acquirer has not acquired 100 percent of its
target. As a consequence, the current step acquisition model will be eliminated. Additionally, ASC 805-10 changes
current practice, in part, as follows: (1) contingent consideration arrangements will be fair valued at the acquisition
date and included on that basis in the purchase price consideration; (2) transaction costs will be expensed as incurred,
rather than capitalized as part of the purchase price; (3) pre-acquisition contingencies, such as legal issues, will
generally have to be accounted for in purchase accounting at fair value; (4) in order to accrue for a restructuring plan
in purchase accounting, the requirements in ASC 420-10 Exit or Disposal Cost Obligations, formerly known as FASB
Statement No. 146, Accounting for Costs Associated with Exit or Disposal Activities, would have to be met at the
acquisition date; and (5) in-process research and development charges will no longer be recorded. With the adoption
of ASC 805-10 goodwill is no longer reduced when utilizing net operating loss carry forwards for which a full
valuation allowance exists. The adoption of ASC 805-10 on January 1, 2009 could materially change the accounting
for business combinations consummated subsequent to that date.

(2) Net Income Per Share

Basic net income per share is computed by dividing net income by the weighted average number of shares of
common stock outstanding during the period. Diluted net income per share is computed by dividing net income by the
weighted average number of shares of common stock outstanding plus the dilutive effect of common stock equivalents
using the treasury stock method. Common stock equivalents consist of stock options and restricted stock unit awards.
In accordance with ASC 718-10 Compensation-Stock Compensation, the assumed proceeds under the treasury stock
method include the average unrecognized compensation expense of stock options that are in-the-money, restricted
stock and restricted stock unit awards. This results in the assumed buyback of additional shares thereby reducing the
dilutive impact of stock options and restricted stock unit awards.

The following table sets forth the computation of basic and diluted net income per share for the three and nine
month periods ended September 30, 2009 and 2008 (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008

Net income $ 3,963 $ 786 $ 11,557 $ 292
Weighted average common shares

outstanding used in computing basic net

income per share 127,224 129,219 126,742 128,821
Dilutive employee common stock

equivalents 7,512 6,478 5,667 6,113
Total weighted average common stock and 134,736 135,697 132,409 134,934

common stock equivalent shares
outstanding used in computing diluted net

Table of Contents 18



Edgar Filing: ART TECHNOLOGY GROUP INC - Form 10-Q

income per share

Basic net income (loss) per share $ 0.03 $ 0.01 $ 0.09 0.00

Diluted net income (loss) per share $ 0.03 $ 0.01 $ 0.09 0.00

Anti-dilutive common stock equivalents 10,891 7,559 12,714 7,246
10
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(3) Stock-Based Compensation

The Company accounts for stock-based compensation pursuant to ASC 718-10 Compensation-Stock Compensation
compensation cost recognized includes: (a) compensation cost for all share-based payments granted prior to but not
yet vested as of December 31, 2005, based on the grant-date fair value estimated in accordance with the provisions of
ASC 718-10 Compensation-Stock Compensation and (b) compensation cost for all share-based payments granted
subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance with the provisions of
ASC 718-10 Compensation-Stock Compensation.
Grant-Date Fair Value

The Company uses the Black-Scholes option pricing model to calculate the grant-date fair value of stock options.
Information pertaining to stock options granted during the nine months ended September 30, 2009 and 2008 and
related weighted average assumptions is as follows:

Nine Months Ended September

30,

Stock Options 2009 2008
Options granted (in thousands) 1,088 1,573
Weighted-average exercise price $ 2.84 $ 3.69
Weighted-average grant date fair value $ 1.86 $ 242
Assumptions:

Expected volatility 70.5% 70.8%
Expected term (in years) 6.25 6.25
Risk-free interest rate 2.68% 3.60%

Expected dividend yield
Expected volatility The Company has determined that the historical volatility of its common stock is the best
indicator of the future volatility of the Company s common stock. As such, the Company uses historical volatility to
estimate the grant-date fair value of stock options. Historical volatility is calculated for the period that is
commensurate with the stock option s expected term.
Expected term  Since adopting ASC 718-10 Compensation-Stock Compensation, the Company has utilized the safe
harbor provision of 6.25 years to determine the expected term of its stock options.
Risk-free interest rate  The yield on zero-coupon U.S. Treasury securities for a period that is commensurate with the
expected term is used as the risk-free interest rate.
Expected dividend yield The Company s Board of Directors historically has not declared cash dividends and does not
expect to issue cash dividends in the future. As such, the Company uses a 0% expected dividend yield.
Stock-Based Compensation Expense

The Company generally uses the straight-line attribution method to recognize stock-based compensation expense.
The amount of stock-based compensation expense recognized during a period is based on the value of the portion of
the awards that are ultimately expected to vest. ASC 718-10 Compensation-Stock Compensation requires forfeitures to
be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those
estimates. The term forfeitures is distinct from cancellations or expirations and represents only the unvested portion of
the surrendered option. The Company has applied an annual forfeiture rate of 8.64% to all unvested options as of
September 30, 2009. This analysis is re-evaluated quarterly and the forfeiture rate is adjusted as necessary. Ultimately,
the actual expense recognized over the vesting period will only be for those stock options that vest.

Stock-based compensation expense related to restricted stock units ( RSU or RSUs ) is generally recognized on a
straight-line basis over the requisite service period. Most of the RSU awards vest based on the lapse of time (i.e.
service period). These time-based RSUs vest 25% annually beginning approximately one year after the date of grant.
Some of the RSU awards are subject to performance criteria. These performance-based RSUs vest 25% annually if a
specified annual adjusted operating profit goal is met and will vest in full, immediately, if a specified revenue goal is
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met. The Company believes it is probable the annual adjusted operating profit goal will be achieved, resulting in
stock-based compensation expense being recognized over the requisite service period on an accelerated basis as
required by ASC 718-10 Compensation-Stock Compensation for performance-based awards. The achievement of the
performance criteria for the awards to immediately vest is currently not deemed to be probable by the Company.

11
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RSU grants to the Company s Board of Directors generally occur in the second quarter of each fiscal year. The RSU
grants to members of the Company s Board of Directors vest at the end of one year, and the related stock-based
compensation expense is recognized ratably over one year.

During the nine months ended September 30, 2009, the Company granted RSUs covering an aggregate of
3,168,600 shares of its common stock with a total fair value of $8.4 million. The fair value of the RSU grants is based
on the market price of ATG s common stock on the date of grant. The RSU grants provide the holder with the right to
receive shares of ATG common stock upon vesting.

As of September 30, 2009, there was $18.5 million of total unrecognized compensation cost related to unvested
awards of stock options and RSUs. That cost is expected to be recognized over a weighted-average period of
2.0 years.

During the three months ended September 30, 2009 and 2008, stock-based compensation expense related to stock
options, RSUs and in 2008 restricted stock awards was $2.5 million and $2.0 million, respectively. During the nine
months ended September 30, 2009 and 2008, stock-based compensation expense related to stock option, RSUs and in
2008 restricted stock awards was $6.8 million and $5.8 million, respectively.

Stock Award Activity

A summary of the activity under the Company s stock option plans as of September 30, 2009 and changes during

the nine-month period then ended, is presented below (in thousands, except per share amounts and years):

Weighted
Average
Exercise Aggregate
Options Price Intrinsic
Per
Outstanding Share Value
Options outstanding at December 31, 2008 13,424 $ 2.80
Options granted 1,088 2.84
Options exercised 885 1.62
Options forfeited 513 3.58
Options outstanding at September 30, 2009 13,114 2.86 $ 22,978
Options exercisable at September 30, 2009 10,254 2.79 20,664
Options vested or expected to vest at September 30, 2009 (1) 12,811 2.87 22,777
(1) Represents the
number of
vested options
as of
September 30,
2009, plus the
number of
unvested
options
expected to vest
as of
September 30,
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During the nine months ended September 30, 2009 and 2008, the total intrinsic value of options exercised (i.e. the
difference between the market price at exercise and the price paid by the employee to exercise the options) was
$1.9 million and $2.2 million, respectively, and the total amount of cash received by the Company from exercise of

these options was $1.4 million and $1.6 million, respectively.

A summary of the Company s restricted stock unit award activity for the nine months ended September 30, 2009 is

presented below:

Restricted Weighted
Average
Share Grant
Date Fair
Unit Awards Value
Outstanding Per Share
(in
thousands)
Non-vested awards outstanding at December 31, 2008 3,763 $ 3.17
Awards granted 3,169 2.65
Restrictions lapsed 1,140 3.05
Awards forfeited 140 3.20
Non-vested awards outstanding at September 30, 2009 5,652 2.91
12
Table of Contents 23



Edgar Filing: ART TECHNOLOGY GROUP INC - Form 10-Q

Table of Contents

ART TECHNOLOGY GROUP, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(4) Share Repurchase Program

On October 27, 2009 the Company s Board of Directors authorized a new stock repurchase program providing for
the repurchase of up to $25.0 million of its outstanding common stock in the open market or in privately negotiated
transactions, at times and prices considered appropriate depending on the prevailing market conditions. This new
authorization is in addition to the remaining $3.9 million under the Company s existing $20 million repurchase
program authorized in April of 2007. During the nine months ended September 30, 2009, the Company repurchased
1.1 million shares of its common stock at a cost of $4.3 million. Under the program to date, the Company has
repurchased 6,690,095 shares of its common stock at a cost of $16.1 million.

(5) Disclosures About Segments of an Enterprise

ASC 280-10 Segment Reporting, formerly known as SFAS No. 131, Disclosures About Segments of an Enterprise
and Related Information (SFAS 131) establishes standards for reporting information regarding operating segments in
annual financial statements. ASC 280-10 Segment Reporting also requires related disclosures about products and
services and geographic areas. Operating segments are identified as components of an enterprise for which separate
discrete financial information is available for evaluation by the chief operating decision-maker in making decisions on
how to allocate resources and assess performance. The Company s chief operating decision-maker is its chief executive
officer. ATG views its operations and manages its business as one segment with three product offerings: software
licenses, recurring services, and professional and education services. ATG evaluates these product offerings based on
their respective revenues and gross margins. As a result, the financial information disclosed in the consolidated
financial statements represents the material financial information related to our principal operating segment.

Revenues from foreign sources were approximately $12.7 million and $10.9 million for the three months ended
September 30, 2009 and 2008, respectively, and $39.0 million and $34.2 million for the nine months ended
September 30, 2009 and 2008, respectively. Revenues from foreign sources were primarily generated from customers
located in Europe. All of the Company s product sales for the three and nine months ended September 30, 2009 and
2008, were delivered from ATG s headquarters located in the United States.

The following table represents the percentage of total revenue by geographic region for the three and nine month
periods ended September 30, 2009 and 2008:

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008
United States 71% 72% 70% 71%
United Kingdom (UK) 9 9 17 10
Europe, Middle East and Africa (excluding
UK) 15 17 10 17
Other 5 2 3 2

100% 100% 100% 100%

(6) Fair Value Measurement

Effective January 1, 2008, the Company adopted ASC 820-10 Fair Value Measurements and Disclosures, formerly
known as SFAS No. 157, Fair Value Measurements (SFAS 157). ASC 820-10 Fair Value Measurements and
Disclosures clarifies the definition of fair value, prescribes methods for measuring fair value, establishes a fair value
hierarchy based on the inputs used to measure fair value and expands disclosures about the use of fair value
measurements. The adoption of ASC 820-10 Fair Value Measurements and Disclosures did not have a material
impact on the Company s fair value measurements.

As defined in ASC 820-10 Fair Value Measurements and Disclosures fair value is based on the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
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measurement date. In order to increase consistency and comparability in fair value measurements, ASC 820-10 Fair
Value Measurements and Disclosures establishes a fair value hierarchy that prioritizes observable and unobservable
inputs used to measure fair value into three broad levels, which are described below:
Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or
liabilities. The fair value hierarchy gives the highest priority to Level 1 inputs.

13
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Level 2: Other inputs that are observable directly or indirectly, such as quoted prices for similar assets and liabilities
or market corroborated inputs.
Level 3: Unobservable inputs are used when little or no market data is available and requires the Company to develop
its own assumptions about how market participants would price the assets or liabilities. The fair value hierarchy gives
the lowest priority to Level 3 inputs.

In determining fair value, the Company utilizes valuation techniques that maximize the use of observable inputs
and minimize the use of unobservable inputs to the extent possible in its assessment of fair value.

The following table presents the Company s financial assets and liabilities that are carried at fair value, classified
according to the three categories described above (in thousands):

Fair Value Measurements at September 30, 2009
Quoted Prices

in
Active Markets Significant
for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs

Assets Total (Level 1) (Level 2) (Level 3)
Cash equivalents $10,098 $ 10,098
Short-term available-for- sale securities 20,943 $ 10,289 10,654
Long-term available-for- sale securities 3,710 3,009 701
Total assets at fair value $34,751 $ 13