


 
As of March 31, 2023, the aggregate market value of the registrant’s common stock held by non-affiliates of the registrant was approximately $1.1 billion based on the closing price of the common stock on 
the Nasdaq Global Select Market for such date. 
 

The number of shares of Registrant’s common stock outstanding as of November 13, 2023 was 41,135,620. 
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive Proxy Statement to be filed with the Securities and Exchange Commission in connection with the Registrant’s 2024 Annual Meeting of Stockholders are incorporated by 
reference into Part III of this Form 10-K. Such Proxy Statement will be filed within 120 days of the Registrant’s fiscal year ended September 30, 2023.
 

 
 





 
CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS 

This Annual Report on Form 10-K, or Form 10-K, filed by Cerence Inc. together with its consolidated subsidiaries, “Cerence”, the “Company,” “we,” “us” or “our” 
unless the context indicates otherwise, contains “forward-looking statements” that involve risks and uncertainties. These statements can be identified by the fact that they do not 
relate strictly to historical or current facts, but rather are based on current expectations, estimates, assumptions, plans and projections about our business, operations, industry, 
financial results, financial condition, strategy, goals, or prospects. Forward-looking statements often include words such as “anticipates,” “estimates,” “expects,” “projects,” 
“forecasts,” “intends,” “plans,” “continues,” “believes,” “may,” “will,” “goals” and words and terms of similar substance in connection with discussions of our business and 
future operating or financial performance. As with any projection or forecast, forward-looking statements are inherently susceptible to uncertainty and changes in 
circumstances. Our actual results may vary materially from those expressed or implied in our forward-looking statements. Accordingly, undue reliance should not be placed on 
any forward-looking statement made by us or on our behalf. Although we believe that the forward-looking statements contained in this Form 10-K are based on reasonable 
assumptions, you should be aware that many factors could affect our actual financial results or results of operations and could cause actual results to differ materially from 
those in such forward-looking statements, including but not limited to: 

• adverse conditions in the automotive industry or the global economy more generally, including as a result of the COVID-19 pandemic, the conflict between 
Russia and Ukraine and the developing conflict between Israel and Hamas, and inflation and rising interest rates;

• the continuation of the semiconductor shortage being experienced by the automotive industry;

• the duration and severity of the COVID-19 pandemic and its impact on our business and financial performance, including the impact of new variants;

• the highly competitive and rapidly changing market in which we operate;  

• our employees are represented by workers councils or unions or are subject to local laws that are less favorable to employers than the laws of the U.S.;

• fluctuations in our financial and operating results; 

• our inability to control and successfully manage our expense and cash positions;

• escalating pricing pressures from our customers; 

• the impact on our business of the transition to a lower level of fixed contracts, including, but not limited to, the failure to achieve the expected predictability and 
growth in our reported revenue following a transition year of fiscal 2023;

• our failure to win, renew or implement service contracts; 

• the cancellation or postponement of service contracts after a design win; 

• the loss of business from any of our largest customers; 

• inability to recruit and retain qualified personnel; 

• cybersecurity and data privacy incidents that damage client relations; 

• interruption or delays in our services or services from data center hosting facilities or public clouds;

• economic, political, regulatory, foreign exchange and other risks of international operations; 

• unforeseen U.S. and foreign tax liabilities; 

• increases or decreases to valuation allowances recorded against deferred tax assets;

• impairment of our goodwill and other intangible assets;

• the failure to protect our intellectual property or allegations that we have infringed the intellectual property of others; 

• defects in our software products that result in lost revenue, expensive correction or claims against us; 

• our inability to quickly respond to changes in technology and to develop our intellectual property into commercially viable products; 

• our strategy to increase cloud services and ability to successfully introduce new products, applications or services and deploy generative AI and large language 
models (LLMs);

• a significant interruption in the supply or maintenance of our third-party hardware, software, services or data;

• restrictions on our current and future operations under the terms of our debt and the use of cash to service our debt; and 
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• certain factors discussed elsewhere in this Form 10-K. 

These and other factors are more fully discussed in the “Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” 
sections and elsewhere in this Form 10-K. These risks could cause actual results to differ materially from those implied by forward-looking statements in this Form 10-K. Even 
if our results of operations, financial condition and liquidity and the development of the industry in which we operate are consistent with the forward-looking statements 
contained in this Form 10-K, those results or developments may not be indicative of results or developments in subsequent periods. 

Any forward-looking statements made by us in this Form 10-K speak only as of the date on which they are made. We are under no obligation to, and expressly disclaim 
any obligation to, update or alter our forward-looking statements, whether as a result of new information, subsequent events or otherwise, except as required by law.
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Risk Factor Summary 

The following is a summary of the principal risks described below in Part I, Item 1A “Risk Factors” in this Annual Report on Form 10-K. We believe that the risks 
described in the “Risk Factors” section are material to investors, but other factors not presently known to us or that we currently believe are immaterial may also adversely 
affect us. The following summary should not be considered an exhaustive summary of the material risks facing us, and it should be read in conjunction with the “Risk Factors” 
section and the other information contained in this Annual Report on Form 10-K.

Risks Relating to Our Business

• The market in which we operate is highly competitive and rapidly changing and we may be unable to compete successfully.

• Adverse conditions in the automotive industry or the global economy more generally could have adverse effects on our results of operations.

• Pandemics or disease outbreaks, such as COVID-19, have disrupted, and may continue to disrupt, our business, which could adversely affect our financial 
performance.

• Our strategy to increase cloud connected services may adversely affect our near-term revenue growth and results of operations.

• Pricing pressures from our customers may adversely affect our business.

• We invest effort and money seeking OEMs’ validation of our technology, and there can be no assurance that we will win or be able to renew service contracts.

• Our business could be materially and adversely affected if we lost any of our largest customers.

• Our operating results may fluctuate significantly from period to period, and this may cause our stock price to decline.

• We may not be successful with the adoption of new products.

• We may be unable to attract and retain key personnel. 

• We depend on skilled employees and could be impacted by a shortage of critical skills.

• Some of our employees are represented by workers councils or unions or are subject to local laws that are less favorable to employers than the laws of the U.S.

• Cybersecurity and data privacy incidents or breaches may damage client relations and inhibit our growth.

• Compliance with global privacy and data security requirements could result in additional costs and liabilities to us or inhibit our ability to collect and process data 
globally, and the failure to comply with such requirements could have a material adverse effect on our business, financial condition or results of operations.

• The development and use of artificial intelligence AI (AI) presents risks and challenges that can impact our business including by posing security risks to our 
confidential information, proprietary information, and personal data and could give rise to legal and/or regulatory actions, damage our reputation or otherwise 
materially harm our business.

• A significant portion of our revenues and research and development activities originate outside the United States. Our results could be harmed by economic, 
political and regulatory risks associated with these international regions and foreign currency fluctuations.

• Our business in China is subject to aggressive competition and is sensitive to economic, market and political conditions.

• Interruptions or delays in our services or services from data center hosting facilities or public clouds could impair the delivery of our services and harm our 
business.

• If our goodwill or other intangible assets become impaired, our operating results could be negatively impacted.

Risks Relating to our Intellectual Property and Technology

• Third parties have claimed and may claim in the future that we are infringing their intellectual property, and we could be exposed to significant litigation or 
licensing expenses or be prevented from selling our products if such claims are successful.

• Unauthorized use of our proprietary technology and intellectual property could adversely affect our business and results of operations.
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• Our software products may have bugs, which could result in delayed or lost revenue, expensive correction, liability to our customers and claims against us.

• We may be unable to respond quickly enough to changes in technology and technological risks and to develop our intellectual property into commercially viable 
products.

• We utilize certain key technologies, content and services from, and integrate certain of our solutions with, third parties and may be unable to replace those 
technologies, content and services if they become obsolete, unavailable or incompatible with our solutions.

Risks Relating to the Spin-Off 

• If the Spin-Off were determined not to qualify as tax-free for U.S. federal income tax purposes, we could have an indemnification obligation to Nuance 
Communications Inc. (“Nuance”), which could adversely affect our business, financial condition and results of operations.

• We may be unable to achieve some or all of the benefits that we expect to achieve from the Spin-Off.

• We may have potential business conflicts of interest with Nuance with respect to our past and ongoing relationships.

• The allocation of intellectual property rights and data between Nuance and Cerence as part of the Spin-Off, could adversely impact our reputation, our ability to 
enforce certain intellectual property rights, and our competitive position.

Risks Relating to Our Securities and Indebtedness 

• The terms of the Senior Credit Facilities restrict our current and future operations, particularly our ability to incur debt that we may need to fund initiatives in 
response to changes in our business, the industry in which we operate, the economy and governmental regulations.

• We may evaluate whether to pay cash dividends on our common stock in the future, and the terms of our Senior Credit Facilities limit our ability to pay dividends 
on our common stock.

• Servicing our debt may require a significant amount of cash. We may not have sufficient cash flow from our business to pay our indebtedness.

• The conditional conversion feature of the Notes, if triggered, may adversely affect our financial condition and results of operations and the value of our common 
stock.

• The accounting method for convertible debt securities that may be settled in cash, such as the Notes, could have a material effect on our reported financial results.

• Certain provisions in our organizational documents, including amendments thereto, and Delaware law may discourage takeovers.

• Our organizational documents, including amendments thereto, designate the courts of the State of Delaware or the U.S. district courts as the sole and exclusive 
forum for certain types of proceedings, which could limit our stockholders’ ability to obtain a favorable judicial forum for disputes.

General Risk Factors 

• Tax matters may cause significant variability in our financial results and may impact our overall financial condition.

• The commercial and credit environment may adversely affect our access to, and the cost of, capital.

• Our stock price may fluctuate significantly.

• Your percentage ownership in Cerence may be diluted in the future.

• If we fail to maintain proper and effective internal controls, our ability to produce accurate and timely financial statements could be impaired and investors’ views 
of us could be harmed.
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Our Capabilities 

Our mission is to empower the transportation ecosystem with digital platform solutions for connected and autonomous vehicles. We deliver automotive cognitive 
assistance solutions that are conversational and intuitive and that enable OEMs to strengthen the emotional connection with their end users through a distinct, consistent, 
branded experience. We continue to extend these solutions to two-wheel vehicles and trucks and other transportation means. Our principal offering is our software platform, 
which our customers use to build virtual assistants that can communicate, find information and take action across an expanding variety of categories, including navigation, 
control, media, communication, information and tools. Our software, developed in deep partnership with the automotive industry, improves the mobility experience for drivers 
and passengers all over the world. 
 

 
 

User engagement with virtual assistants built with our software platform typically begins with a voice request. Upon receiving such an input, our software platform 
determines what the user has said, infers user intent, and maps the request to the most applicable category and domain. Depending on the applicable domain, our software 
platform determines whether to respond directly or access an external data source or third-party virtual assistant, in all cases resulting in a response including spoken words or 
taking action. Depending on the complexity of the request and other factors, engagement may consist of multiple rapid voice interactions with the user and may combine 
assistance in multiple domains. 

Our software platform offers a hybrid architecture combining edge software components, which are embedded in a vehicle’s head unit and integrated with onboard 
systems, with cloud-connected components, which access data and content on external networks and support over-the-air updates. This hybrid architecture enables our software 
platform to combine the performance, reliability, efficiency, security and tight vehicular integration of embedded software with the flexibility that cloud connectivity provides. 
Response frameworks can generally be customized such that requests are processed first at the edge, controlling cloud transmission costs, or in parallel at the edge and in the 
cloud, to achieve higher confidence responses with low latency. Through edge computing capabilities, the platform is able to provide certain features, such as wake up words, 
while avoiding privacy and latency issues associated with always-listening cloud-connected technologies. Our software platform includes a common programming framework 
including toolkits and applications for its edge and cloud-connected components, and our customers can choose the software components that are necessary to power the 
experiences that they want to build and offer. 
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safeguards to protect the security and confidentiality of personal data, providing notification of data breaches, requirements to conduct data protection impact assessments and 
taking certain measures when engaging third-party processors. The GDPR imposes additional obligations and risk upon our business and substantially increases the penalties to 
which we could be subject in the event of any non-compliance. Failure to comply with the requirements of the GDPR may result in warning letters, mandatory audits, orders to 
cease/change the use of data, and financial penalties. 

Further, European data protection laws also prohibit the transfer of personal data from the EEA and Switzerland to third countries that are not considered to provide 
adequate protections for personal data, including the U.S. With regard to transfers of personal data from the EEA, transfers to third countries that have not been approved as 
“adequate” are prohibited unless an appropriate safeguard specified by the GDPR is implemented, such as the Standard Contractual Clauses, or SCCs, approved by the 
European Commission or binding corporate rules, or a derogation applies. European regulators have issued recent guidance that imposes significant new diligence requirements 
on transferring data outside the European Union, including under an approved transfer mechanism. Where relying on the SCCs for data transfers, we may also be required to 
carry out transfer impact assessments to assess whether the recipient is subject to local laws which allow public authority access to personal data.

In addition, we are subject to Swiss data protection laws, including the Federal Act on Data Protection, or the FADP. While the FADP provides broad protections to 
personal data, on September 25, 2020, the Swiss federal Parliament enacted a revised version of the FADP, which became effective September 1, 2023. The new version of the 
FADP aligns Swiss data protection law with the GDPR. 

Further, in addition to existing European data protection law, the European Union also is considering another draft data protection regulation. The proposed regulation, 
known as the Regulation on Privacy and Electronic Communications, or ePrivacy Regulation, would replace the current ePrivacy Directive. New rules related to the ePrivacy 
Regulation are likely to include enhanced consent requirements in order to use communications content and communications metadata, as well as obligations and restrictions on 
the processing of data from an end-user’s terminal equipment, which may negatively impact our product offerings and our relationships with our customers. 

As another prominent example, we are also subject to data protection regulation in the UK. Following the UK’s withdrawal from the EU on January 31, 2020 and the 
end of the transitional arrangements agreed between the UK and EU as of January 1, 2021, the GDPR has been incorporated into UK domestic law. United Kingdom-based 
organizations doing business in the European Union will need to continue to comply with the GDPR. Although the UK is regarded as a third country under the EU’s GDPR, the 
European Commission recognizes the UK as providing adequate protection under the EU GDPR and, therefore, transfers of personal data originating in the EU to the UK 
remain unrestricted. Like the EU GDPR, the UK GDPR restricts personal data transfers outside the UK to countries not regarded by the UK as providing adequate protection. 
The UK government has confirmed that personal data transfers from the UK to the EEA remain free flowing. The Information Commissioner’s Office, or ICO, has recently 
introduced new mechanisms for international transfers of personal data originating from the UK (an International Data Transfer Agreement, or IDTA, along with a separate 
addendum to the EU SCCs). We will be required to implement these new safeguards when conducting restricted cross-border data transfers and doing so will require significant 
effort and cost. 

In addition to European data protection requirements, we face a growing body of privacy and data security requirements in the United States. At the legislative level, for 
example, in June 2018, California enacted the CCPA, which became operative on January 1, 2020 and broadly defines personal information, gives California residents 
expanded privacy rights and protections, and provides for civil penalties for violations and a private right of action for data breaches. Additionally, the CPRA, a ballot initiative 
approved in November 2020, which went into effect on January 1, 2023 significantly modified the CCPA, including by expanding consumers’ rights and establishing a new 
state agency that has authority to implement and enforce the CPRA. Notably, twelve other states have passed comparable legislation and many others are considering proposals 
for similar broad consumer privacy laws. Moreover, other states have enacted privacy laws with a more limited scope, such as the state of Washington which has enacted 
legislation that is focused on health privacy and a small number of states have enacted laws that target biometric privacy. Furthermore, the United States Federal Trade 
Commission and many state attorney generals are interpreting existing federal and state consumer protection laws as imposing standards for the online collection, use, 
dissemination, and security of data.

The regulatory framework governing the collection, processing, storage, use and sharing of certain information, particularly financial and other personal data, is rapidly 
evolving and is likely to continue to be subject to uncertainty and varying interpretations. In addition to new and strengthened laws and regulations in the U.S., European 
Union, and United Kingdom, many foreign jurisdictions have passed new laws, strengthened existing laws, or are contemplating new laws regulating personal data. For 
example, we are subject to stringent privacy and data protection requirements in many countries including Singapore and Japan. Additional jurisdictions with stringent data 
protection laws include Brazil and China. We also continue to see jurisdictions, such as Russia, imposing data localization laws, which under Russian laws require personal 
information of Russian citizens to be, among other data processing operations, initially collected, stored, and modified in Russia. 
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PART II

Item 5. Market for Registrantôs Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. 

Our common stock has been listed on the Nasdaq Global Select Market under the symbol “CRNC” since October 2, 2019. Prior to that date, there was no public trading 
market for our common stock. A “when-issued” trading market for our common stock existed between September 17, 2019 and October 1, 2019 under the symbol “CRNCV”.

Holders of Common Stock

As of November 13, 2023, there were 461 holders of record of our common stock. This number does not reflect beneficial owners whose shares are held in street name.

Dividend Policy

We have not paid any dividends since our formation. We may evaluate whether to pay cash dividends to our stockholders. The timing, declaration, amount and payment 
of future dividends to stockholders, if any, will fall within the discretion of our Board. Among the items we would consider in establishing a dividend policy are the capital 
needs of our business and opportunities to retain future earnings for use in the operation of our business and to fund future growth. Additionally, the terms of the Senior Credit 
Facilities limit our ability to pay cash dividends. There can be no assurance that we will pay a dividend in the future or continue to pay any dividend if we do commence the 
payment of dividends.

Performance Graph

The graph below compares the cumulative total shareholder return of our common stock for the last four years with the Russell 2000 and the S&P Software & Services 
Select indices. The information presented assumes an initial investment of $100 on October 2, 2019, the date our common stock began regular-way trading on the Nasdaq 
Global Select Market. The graph shows the value that each of these investments would have had at the end of each fiscal year.

The comparisons shown in the graph below are based upon historical data. We caution that the stock price performance shown in the graph below is not necessarily 
indicative of, nor is it intended to forecast, the potential future performance of our common stock.
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Operating Results 

The following table shows the Consolidated Statements of Operations for the fiscal years 2023, 2022 and 2021 (dollars in thousands): 
 

     
    2023     2022     2021  

Revenues:                  
License   $ 145,159     $ 158,610     $ 202,183  
Connected services     75,071       85,571       109,534  
Professional services     74,245       83,710       75,465  

Total revenues     294,475       327,891       387,182  
Cost of revenues:                  

License   $ 8,522     $ 2,698     $ 3,544  
Connected services     22,995       22,722       25,727  
Professional services     63,232       68,764       64,287  
Amortization of intangibles     414       2,984       7,516  

Total cost of revenues     95,163       97,168       101,074  
Gross profit     199,312       230,723       286,108  
Operating expenses:                  

Research and development   $ 123,333     $ 107,116     $ 112,070  
Sales and marketing     27,504       31,098       38,683  
General and administrative     57,903       42,653       56,979  
Amortization of intangible assets     5,854       11,516       12,690  
Restructuring and other costs, net     11,917       8,965       5,092  
Goodwill impairment     —       213,720       —  

Total operating expenses     226,511       415,068       225,514  
(Loss) income from operations     (27,199 )     (184,345 )     60,594  
Interest income     4,471       1,007       109  
Interest expense     (14,769 )     (14,394 )     (13,997 )
Other income (expense), net     1,108       (1,019 )     1,563  
(Loss) income before income taxes     (36,389 )     (198,751 )     48,269  
Provision for income taxes     19,865       112,075       2,376  
Net (loss) income   $ (56,254 )   $ (310,826 )   $ 45,893  

 
Our revenue consists primarily of license revenue, connected services revenue and revenue from professional services. License revenue primarily consists of license 

royalties associated with our edge software components. Our edge software components are typically sold under a traditional per unit perpetual software license model, in 
which a per unit fee is charged for each software instance installed on an automotive head unit. Our contracts contain variable, fixed prepaid or fixed minimum purchase 
commitment components. Revenue is recognized and cash is collected for variable contracts over the license distribution period. The fixed contracts typically provide the 
customer with a price discount and can include the conversion of a variable contract that was previously included in our estimated future revenues from variable forecasted 
royalties. Revenue for fixed contracts is recognized when the software is made available to the customer, which has typically occurred at the time the contract is signed. Cash is 
typically expected to be collected for a fixed prepaid deal at the inception of the contract. Cash is expected to be collected for a fixed minimum commitment deal over the 
license distribution period. During fiscal year 2023, we had a reduction in contributions from our fixed license contracts due to our decision to limit the level of such contracts 
on a go-forward basis which contributed to a decline in reported license revenue for fiscal year 2023. Going forward, we will continue to assess the levels of fixed license 
contracts and make adjustments, as necessary. See Note 3 to the accompanying consolidated financial statements for further discussion of our revenue, deferred revenue 
performance obligations and the timing of revenue recognition. Costs of license revenue primarily consist of third-party royalty expenses for certain external technologies we 
leverage. 

Connected services revenue represents the subscription fee that provides access to our connected services components, including the customization and construction of 
our connected services solutions. We also derive revenue within our connected services business from usage contracts and there can be instances where a customer purchases a 
software license that allows them to take possession of the software to enable hosting by the customer or a third-party. Subscription and usage contracts typically have a term of 
one to five years. Subscription revenue is recognized over the subscription period and cash is expected to be collected at the start of the subscription period. Usage based 
revenue is recognized and cash is collected as the service is used. If the customer takes possession of the software to have it hosted by the customer or a third-party, revenue is 
recognized, and cash is collected at the time the license is delivered. On October 31, 2023, we entered into an early termination agreement relating to a legacy contract acquired 
by Nuance 
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estimated future after-tax cash flows using our multi-year target plan, discounted at an appropriate risk-adjusted rate. For the market approach, we used a valuation technique in 
which values were derived based on valuation multiples of comparable publicly traded companies. We weighted the methodologies appropriately to estimate a fair value as of 
September 30, 2023. The estimated fair value exceeded the carrying value of our reporting unit by greater than 10% of the carrying value. Based upon the results of the 
impairment test, no goodwill impairment was recorded as of September 30, 2023. 
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The primary procedures we performed to address this critical audit matter included:

• Evaluating the design and testing operating effectiveness of certain controls relating to management’s identification and assessment of distinct performance 
obligations in contracts with customers.

• Evaluating management’s technical accounting policies and practices including the reasonableness of management’s judgments and assumptions in the 
determination of whether the products and services represent distinct performance obligations.

• Testing the reasonableness of the identification of distinct performance obligations through inspection of a selection of customer contracts and other source 
documents.

 

/s/ BDO USA, P.C. 

We have served as the Company’s auditor since 2017. 

Boston, Massachusetts 

November 29, 2023
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CERENCE INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME 
(In thousands) 

 
    Year Ended September 30,  
    2023     2022     2021  

Net (loss) income   $ (56,254 )   $ (310,826 )   $ 45,893  
Other comprehensive income (loss):                  

Foreign currency translation adjustments     5,620       (37,179 )     (1,980 )
Pension adjustments, net     (66 )     2,233       (87 )
Unrealized gain (loss) on available-for-sale securities     217       (425 )     (10 )

Total other comprehensive income (loss)     5,771       (35,371 )     (2,077 )
Comprehensive (loss) income   $ (50,483 )   $ (346,197 )   $ 43,816  

 
Refer to accompanying Notes to the Consolidated Financial Statements. 
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CERENCE INC.

CONSOLIDATED BALANCE SHEETS 
(In thousands, except per share amounts) 

 
    September 30, 2023     September 30, 2022  

ASSETS  
Current assets:            

Cash and cash equivalents   $ 101,154     $ 94,847  
Marketable securities     9,211       20,317  
Accounts receivable, net of allowances of $4,044 and $157 at September 30, 2023 and September 30, 2022, 
respectively     61,270       45,073  
Deferred costs     6,935       7,098  
Prepaid expenses and other current assets     47,157       60,184  

Total current assets     225,727       227,519  
Long-term marketable securities     10,607       11,584  
Property and equipment, net     34,013       37,707  
Deferred costs     20,299       22,451  
Operating lease right of use assets     11,961       14,702  
Goodwill     900,342       890,802  
Intangible assets, net     3,875       9,700  
Deferred tax assets     46,601       51,989  
Other assets     44,165       52,039  

Total assets   $ 1,297,590     $ 1,318,493  
LIABILITIES AND STOCKHOLDERS' EQUITY  

Current liabilities:            
Accounts payable   $ 16,873     $ 10,372  
Deferred revenue     77,068       72,662  
Short-term operating lease liabilities     5,434       5,071  
Short-term debt     —       10,938  
Accrued expenses and other current liabilities     48,718       47,990  

Total current liabilities     148,093       147,033  
Long-term debt, net of discounts and issuance costs     275,951       259,436  
Deferred revenue, net of current portion     145,531       165,972  
Long-term operating lease liabilities     7,947       11,375  
Other liabilities     25,193       21,727  

Total liabilities     602,715       605,543  
Commitments and contingencies (Note 13)            
Stockholders' Equity:            

Common stock, $0.01 par value, 560,000 shares authorized as of September 30, 2023; 40,423 and 39,430 shares 
issued and outstanding as of September 30, 2023 and September 30, 2022, respectively     404       394  
Accumulated other comprehensive loss     (27,966 )     (33,737 )
Additional paid-in capital     1,056,099       1,029,542  
Accumulated deficit     (333,662 )     (283,249 )

Total stockholders' equity     694,875       712,950  
Total liabilities and stockholders' equity   $ 1,297,590     $ 1,318,493  

 
Refer to accompanying Notes to the Consolidated Financial Statements. 
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CERENCE INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In thousands) 

 
    Year Ended September 30,  
    2023     2022     2021  
Cash flows from operating activities:                  
Net (loss) income   $ (56,254 )   $ (310,826 )   $ 45,893  
Adjustments to reconcile net (loss) income to net cash provided by (used in) operations:                  

Depreciation and amortization     16,038       23,939       29,661  
Provision for (benefit from) credit loss reserve     3,626       (413 )     (415 )
Stock-based compensation     40,766       28,076       60,555  
Non-cash interest expense     2,914       5,281       5,013  
Loss on debt extinguishment     1,333       —       —  
Deferred tax benefit (provision)     7,597       97,287       (4,419 )
Goodwill impairment     —       213,720       —  
Unrealized foreign currency transaction (gain) losses     (3,393 )     5,730       (1,651 )
Other     (3,388 )     385       1,045  

Changes in operating assets and liabilities:                  
Accounts receivable     (16,964 )     (6,590 )     5,751  
Prepaid expenses and other assets     28,192       (33,756 )     (30,661 )
Deferred costs     3,194       4,654       6,984  
Accounts payable     5,774       157       3,411  
Accrued expenses and other liabilities     (408 )     (1,479 )     (1,125 )
Deferred revenue     (21,529 )     (28,303 )     (45,653 )

Net cash provided by (used in) operating activities     7,498       (2,138 )     74,389  
Cash flows from investing activities:                  

Capital expenditures     (5,124 )     (17,446 )     (12,047 )
Purchases of marketable securities     (18,025 )     (31,757 )     (42,471 )
Sale and maturities of marketable securities     30,324       37,203       16,350  
Purchase of debt securities     —       —       (2,000 )
Payments for equity investments     —       (584 )     (2,563 )
Other investing activities     (1,355 )     2,019       1,100  

Net cash provided by (used in) investing activities     5,820       (10,565 )     (41,631 )
Cash flows from financing activities:                  

Proceeds from revolving credit facility     24,700       —       —  
Payments of revolver credit facility     (24,700 )     —       —  
Proceeds from long-term debt, net of discount     210,000       —       —  
Payments for long-term debt issuance costs     (17,176 )     —       (520 )
Principal payments of long-term debt     (198,438 )     (6,250 )     (6,252 )
Common stock repurchases for tax withholdings for net settlement of equity awards     (4,894 )     (49,003 )     (45,769 )
Principal payment of lease liabilities arising from a finance lease     (451 )     (415 )     (486 )
Proceeds from the issuance of common stock     5,625       36,062       11,522  

Net cash used in financing activities     (5,334 )     (19,606 )     (41,505 )
Effects of exchange rate changes on cash and cash equivalents     (1,677 )     (1,272 )     1,108  
Net change in cash and cash equivalents     6,307       (33,581 )     (7,639 )
Cash and cash equivalents at beginning of period     94,847       128,428       136,067  

Cash and cash equivalents at end of period   $ 101,154     $ 94,847     $ 128,428  
Supplemental information:                  
Cash paid for income taxes   $ 11,185     $ 12,273     $ 6,177  
Cash paid for interest   $ 11,570     $ 9,088     $ 9,550  
 
Refer to accompanying Notes to the Consolidated Financial Statements. 
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As of September 30, 2023 and 2022, the net book value of capitalized internal-use software costs was $17.2 million and $21.2 million, respectively, which are included 

within computers, software, and equipment. Depreciation expense for the fiscal years ended September 30, 2023, 2022, and 2021 was $9.8 million, $9.4 million, and $9.5 
million, respectively, which included amortization expense of $4.0 million, $3.7 million, and $3.4 million, respectively, for internally developed software costs. 
 

The following table presents our property and equipment, net by geography at September 30, 2023 and 2022 (dollars in thousands):
 

    September 30,  
    2023     2022  

Long-lived assets:            
United States   $ 26,117     $ 28,779  
Germany     1,861       1,866  
Canada     1,695       2,252  
Other countries     4,340       4,810  

Total long-lived assets   $ 34,013     $ 37,707  

 
9. Accrued Expenses and Other Current Liabilities 

Accrued expenses and other current liabilities consisted of the following (dollars in thousands): 
 

    September 30,  
    2023     2022  

Compensation   $ 24,997     $ 19,710  
Sales and other taxes payable     7,384       4,598  
Cost of revenue related liabilities     4,326       4,257  
Professional fees     3,386       3,866  
Interest payable     1,781       1,828  
Other     6,844       13,731  

Total   $ 48,718     $ 47,990  
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10. Restructuring and Other Costs, Net 

Restructuring and other costs, net include restructuring expenses as well as other charges that are unusual in nature, are the result of unplanned events, and arise outside 
of the ordinary course of our business.

The following table sets forth the fiscal year ended September 30, activity relating to restructuring charges (dollars in thousands): 
 

    Personnel     Facilities    
Restructuring 

Subtotal     Other     Total  
Balance at September 30, 2020   $ 764     $ 10     $ 774     $ 1,928     $ 2,702  

Restructuring and other costs, net     1,689       1,394       3,083       2,009       5,092  
Non-cash adjustment     —       1,809       1,809       —       1,809  
Cash payments     (839 )     (1,265 )     (2,104 )     (2,403 )     (4,507 )
Foreign exchange impact on ending balance     6       (67 )     (61 )     —       (61 )

Balance at September 30, 2021     1,620       1,881       3,501       1,534       5,035  
Restructuring and other costs, net     1,676       673       2,349       6,616       8,965  
Non-cash adjustment     —       (708 )     (708 )     (4,000 )     (4,708 )
Cash payments     (2,021 )     (188 )     (2,209 )     (1,873 )     (4,082 )
Foreign exchange impact on ending balance     2       (58 )     (56 )     —       (56 )

Balance at September 30, 2022     1,277       1,600       2,877       2,277       5,154  
Restructuring and other costs, net     7,778       460       8,238       3,679       11,917  
Non-cash adjustment     —       (486 )     (486 )     3,300       2,814  
Cash payments     (8,498 )     (551 )     (9,049 )     (9,256 )     (18,305 )
Foreign exchange impact on ending balance     (8 )     10       2       —       2  

Balance at September 30, 2023   $ 549     $ 1,033     $ 1,582     $ —     $ 1,582  

Fiscal Year 2023

For the fiscal year ended September 30, 2023, we recorded restructuring and other costs, net of $11.9 million, which included a $7.8 million severance charge related to 
the elimination of personnel, $3.8 million of third-party fees relating to the modification of the 2025 Notes, and a $0.5 million charge resulting from the closure of facilities that 
will no longer be utilized.

Fiscal Year 2022

For the fiscal year ended September 30, 2022, we recorded restructuring and other costs, net of $9.0 million, which included  $4.0 million, net of $5.0 million in 
forfeitures, in stock-based compensation due to the resignation of our former CEO and the resulting modification of certain stock-based awards, $2.6 million other one-time 
charges, $1.7 million severance charge related to the elimination of personnel, and $0.7 million charge resulting from the closure of facilities that will no longer be utilized. 

Fiscal Year 2021

For the fiscal year ended September 30, 2021, we recorded restructuring and other costs, net of $5.1 million, which included a $1.7 million severance charge related to 
the elimination of personnel across multiple functions, $1.4 million charge resulting from the closure of facilities that will no longer be utilized, and $2.0 million related to 
other one-time charges. 

11. Leases 

We have entered into a number of facility and equipment leases which qualify as operating leases under GAAP. We also have a limited number of equipment leases that 
qualify as finance leases. We determine if contracts with vendors represent a lease or have a lease component under GAAP at contract inception. Our leases have remaining 
terms ranging from less than one year to five years. Some of our leases include options to extend or terminate the lease prior to the end of the agreed upon lease term. For 
purposes of calculating lease liabilities, lease terms include options to extend or terminate the lease when it is reasonably certain that we will exercise such options.
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Our effective tax rate for the fiscal year 2022 differed from the U.S. federal statutory rate of 21.0%, primarily due to the establishment of a valuation allowance in a 
foreign jurisdiction as discussed below, impairment of book goodwill, the tax impacts of stock-based compensation, and our composition of jurisdictional earnings.

The effective tax rate for the fiscal year 2021 differed from the U.S. federal statutory rate of 21.0%, primarily due to our composition of jurisdictional earnings, U.S. 
inclusions of foreign taxable income, and an income tax benefit of $15.9 million related to an increase in the Netherlands tax rate enacted in the first quarter of fiscal year 2021.

As of September 30, 2023, we have not provided taxes on undistributed earnings of our foreign subsidiaries, which may be subject to foreign withholding taxes upon 
repatriation, as we consider these earnings indefinitely reinvested. Our indefinite reinvestment determination is based on the future operational and capital requirements of our 
domestic and foreign operations. We expect our international cash and cash equivalents and marketable securities will continue to be used for our foreign operations and 
therefore do not anticipate repatriating these funds. As of September 30, 2023, it is not practical to calculate the unrecognized deferred tax liability on these earnings due to the 
complexities of the utilization of foreign tax credits and other tax assets.

Deferred tax assets (liabilities) consist of the following as of September 30, 2023 and 2022 (dollars in thousands): 
 

    September 30,  
    2023     2022  

Deferred tax assets:            
Net operating loss carryforwards   $ 31,026     $ 44,131  
Capital loss carryforwards     8,187       8,187  
Federal credit carryforwards     4,487       5,916  
Accrued expenses and other reserves     4,620       3,316  
Deferred revenue     52,513       33,676  
Acquired intangibles     104,634       89,434  
Interest limitations carryforward     10,997       10,228  
Operating lease liabilities     4,493       4,874  
Depreciation     13,152       2,924  
Deferred compensation     1,851       1,910  
Pension obligation     852       730  
Other     4,148       3,078  

Total deferred tax assets   $ 240,960     $ 208,404  
Valuation allowance for deferred tax assets     (162,966 )     (126,860 )

Deferred tax assets   $ 77,994     $ 81,544  
Deferred tax liabilities:            

Depreciation   $ (5,697 )   $ (6,143 )
Acquired intangibles     (11,707 )     (14,570 )
Convertible debt     —       (2,463 )
Operating lease right of use assets     (3,896 )     (4,189 )
Deferred costs     (8,489 )     (2,415 )
Other     (2,166 )     (749 )

Total deferred tax liabilities     (31,955 )     (30,529 )
Net deferred tax assets   $ 46,039     $ 51,015  

Deferred income taxes arise from temporary difference between the tax and financial statement recognition of revenue and expenses. We regularly assess the need for a 
valuation allowance against our deferred tax assets. In evaluating whether it is more likely than not that some or all of our deferred tax assets will not be realized, we consider 
all available positive and negative evidence. During the third quarter of fiscal year 2022, we established a valuation allowance of $107.6 million against our deferred tax assets 
in a foreign jurisdiction, which consists of tax amortizable intellectual property and net operating loss carryforwards. We determined we had new negative evidence, based on 
updates to transfer pricing arrangements and changes to the earnings guidance for fiscal year 2022. We will continue to maintain a valuation allowance against these deferred 
tax assets until we believe it is more likely than not that they will be realized. If sufficient positive evidence arises in the future indicating that all or a portion of the deferred tax 
assets meet the more likely than not standard, the valuation allowance would be reversed accordingly in the period that such determination is made.

The remaining deferred tax assets after valuation allowances are primarily domestic. Based on the level of historical taxable income and projections for future taxable 
income over the periods for which these deferred tax assets are deductible, we believe that it is more likely than not that we will realize the benefits of the domestic deductible 
differences.  
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Securities Act of 1933, as amended. On July 3, 2023, we issued an additional $20.0 million in aggregate principal amount of 2028 Notes. The net proceeds from the issuance of 
the 2028 Notes were $193.2 million after deducting transaction costs. 

The 2028 Notes are senior, unsecured obligations and accrue interest payable semiannually in arrears on January 1 and July 1 of each year at a rate of 1.50% per year. 
The 2028 Notes will mature on July 1, 2028, unless earlier converted, redeemed, or repurchased. The 2028 Notes are convertible into cash, shares of our common stock or a 
combination of cash and shares of our common stock, at our election. 

A holder of 2028 Notes may convert all or any portion of its 2028 Notes at its option at any time prior to the close of business on the business day immediately 
preceding April 3, 2028 only under the following circumstances: (1) during any fiscal quarter commencing after the fiscal quarter ending on September 30, 2023 (and only 
during such fiscal quarter), if the last reported sale price of our common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading 
days ending on, and including, the last trading day of the immediately preceding fiscal quarter is greater than or equal to 130% of the conversion price on each applicable 
trading day; (2) during the five business day period after any ten consecutive trading day period (the “measurement period”) in which the “trading price” (as defined in the 2028 
Indenture) per $1,000 principal amount of 2028 Notes for each trading day of the measurement period was less than 98% of the product of the last reported sale price of our 
common stock and the conversion rate on each such trading day; (3) if we call such 2028 Notes for redemption, at any time prior to the close of business on the business day 
immediately preceding the redemption date; or (4) upon the occurrence of specified corporate events. On or after April 3, 2028 until the close of business on the second 
scheduled trading day immediately preceding the maturity date, a holder may convert all or any portion of its 2028 Notes at any time, regardless of the foregoing circumstances.

The conversion rate is 24.5586 shares of our common stock per $1,000 principal amount of 2028 Notes (equivalent to an initial conversion price of approximately 
$40.72 per share of our common stock). The conversion rate is subject to adjustment in some events but will not be adjusted for any accrued and unpaid interest. In addition, 
following certain corporate events that occur prior to the maturity date or if we deliver a notice of redemption, we will, in certain circumstances, increase the conversion rate for 
a holder who elects to convert its 2028 Notes in connection with such a corporate event or convert its 2028 Notes called for redemption in connection with such notice of 
redemption, as the case may be.

We may not redeem the 2028 Notes prior to July 6, 2026. We may redeem for cash all or any portion of the 2028 Notes (subject to certain limitations), at our option, on 
a redemption date occurring on or after July 6, 2026 and on or before the 31st scheduled trading day immediately before the maturity date, if the last reported sale price of our 
common stock has been at least 130% of the conversion price then in effect for at least 20 trading days (whether or not consecutive), including the trading day immediately 
preceding the date on which we provide notice of redemption, during any 30 consecutive trading day period ending on, and including, the trading day immediately preceding 
the date on which we provide notice of redemption at a redemption price equal to 100% of the principal amount of the notes to be redeemed, plus accrued and unpaid interest 
to, but excluding, the redemption date. No sinking fund is provided for the 2028 Notes.

If we undergo a “fundamental change”, subject to certain conditions, holders may require us to repurchase for cash all or any portion of their 2028 Notes at a 
fundamental change repurchase price equal to 100% of the principal amount of the 2028 Notes to be repurchased, plus any accrued and unpaid interest to, but excluding, the 
fundamental change repurchase date.

The 2028 Indenture contains customary terms and covenants, including that upon certain events of default occurring and continuing, either the Trustee or the holders of 
not less than 25% in aggregate principal amount of the 2028 Notes then outstanding may declare the entire principal amount of all the 2028 Notes plus accrued special interest, 
if any, to be immediately due and payable.

In connection with the offering of the 2028 Notes, we repurchased $87.5 million in aggregate principal amount of the 2025 Notes in a privately negotiated transaction. 
We specifically negotiated the repurchase of the 2025 Notes with investors who concurrently purchased the 2028 Notes. We evaluated the transaction to determine whether the 
exchange should be accounted for as a modification or extinguishment under the provisions of ASC 470-50, which allows for an exchange of debt instruments between the 
same debtor and creditor to be accounted for as a modification so long as the instruments do not have substantially different terms. Because the concurrent redemption of the 
2025 Notes and a portion of issuance of the 2028 Notes were executed with the same investors, we evaluated the transaction as a debt modification, on a creditor by creditor 
basis. The repurchase of the 2025 Notes and issuance of the 2028 Notes were deemed to not have substantially different terms on the basis that (1) the present value of the cash 
flows under the terms of the new debt instrument were less than 10% different from the present value of the remaining cash flows under the terms of the original instrument and 
(2) the fair value of the conversion feature did not change by more than 10% of the carrying value of the 2025 Notes, and therefore, the repurchase of the 2025 Notes was 
accounted for as a debt modification.

As a result, $87.5 million of the 2028 Notes are considered a modification of the 2025 Notes and are included in the balances of the 2025 Notes along with the 
remaining $87.5 million of the 2025 Notes (together the “2025 Modified Notes”) that were not repurchased as part of the transaction. We recorded $14.3 million of fees paid 
directly to the lenders as deferred debt issuance costs, and $3.8 million of fees paid to third-parties were expensed in the period. As of September 30, 2023, the carrying amount 
of the 2025 Modified Notes was $155.7 million, net of unamortized costs of $19.3 million. 
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ABR plus 1.25%; and (v) if the net total leverage ratio is less than or equal to 1.50 to 1.00, the applicable margin is LIBOR plus 2.20% or ABR plus 1.00%. As a result of 
Amendment No 1, the applicable LIBOR floor was reduced from 0.50% to 0.00%. 

In addition, the quarterly commitment fee required to be paid based on the unused portion of the Revolving Facility is subject to a pricing grid based upon the net total 
leverage ratio as follows (i) if the net total leverage ratio is greater than 3.00 to 1.00, the unused line fee is 0.500%; (ii) if the net total leverage ratio is less than or equal to 3.00 
to 1.00 but greater than 2.50 to 1.00, the unused line fee is 0.450%; (iii) if the net total leverage ratio is less than or equal to 2.50 to 1.00 but greater than 2.00 to 1.00, the 
unused line fee is 0.400%; (iv) if the net total leverage ratio is less than or equal to 2.00 to 1.00 but greater than 1.50 to 1.00, the unused line fee is 0.350%; and (v) if the net 
total leverage ratio is less than or equal to 1.50 to 1.00, the unused line fee is 0.300%.

Through the fiscal quarter ending December 31, 2022, we are obligated to make quarterly principal payments in an aggregate amount equal to 1.25% of the original 
principal amount of the Term Loan Facility. From the fiscal quarter ending March 31, 2023 and for each fiscal quarter thereafter, we are obligated to make quarterly principal 
payments in an aggregate amount equal to 2.50% of the original principal amount of the Term Loan Facility, with the balance payable at the maturity date thereof.

Borrowings under the Credit Agreement are prepayable at our option without premium or penalty. We may request, and each lender may agree in its sole discretion, to 
extend the maturity date of all or a portion of the Senior Credit Facilities subject to certain conditions customary for financings of this type. The Credit Agreement also contains 
certain mandatory prepayment provisions in the event that we incur certain types of indebtedness or receive net cash proceeds from certain non-ordinary course asset sales or 
other dispositions of property, in each case subject to terms and conditions customary for financings of this type. 

The Credit Agreement contains certain affirmative and negative covenants customary for financings of this type that, among other things, limit our and our subsidiaries’ 
ability to incur additional indebtedness or liens, to dispose of assets, to make certain fundamental changes, to designate subsidiaries as unrestricted, to make certain 
investments, to prepay certain indebtedness and to pay dividends, or to make other distributions or redemptions/repurchases, in respect of our and our subsidiaries’ equity 
interests. In addition, the Credit Agreement contains financial covenants, each tested quarterly, (1) a net secured leverage ratio of not greater than 3.25 to 1.00; (2) a net total 
leverage ratio of not greater than 4.25 to 1.00; and (3) minimum liquidity of at least $75 million. The Credit Agreement also contains events of default customary for financings 
of this type, including certain customary change of control events. 

On November 22, 2022 (the “Amendment No. 2 Effective Date”), we entered into Amendment No. 2 to the Credit Agreement (“Amendment No. 2”). Amendment No. 
2 modified certain financial covenants between the fiscal quarter ended March 31, 2023 to the fiscal quarter ended December 31, 2023 (the “covenant adjustment period”). 
During the covenant adjustment period, each tested quarterly, we are required to maintain (1) a net secured leveraged ratio of not greater than 4.25 to 1.00; (2) minimum 
liquidity of at least $125 million; and (3) aggregate capital expenditures less than $7.5 million. The net total leverage ratio will be waived during the covenant adjustment 
period. At the conclusion of the covenant adjustment period, the original financial covenants will resume. As of September 30, 2023 and 2022, we were in compliance with all 
Credit Agreement covenants. 

Amendment No. 2 was accounted for a debt modification, and therefore, $0.4 million of the refinancing fees paid directly to the lender were recorded as deferred debt 
issuance costs, and $0.1 million of the refinance fees paid to third parties were expensed in the period. 

Amendment No. 2 revised certain interest rates in the Credit Agreement. The applicable margins for the revolving credit and term facilities is subject to a pricing grid 
based upon the net total leverage ratio as follows (i) if the net total leverage ratio is greater than 3.00 to 1.00, the applicable margin is SOFR plus 10 basis point credit spread 
adjustment plus 3.00% or ABR plus 2.00%; (ii) if the net total leverage ratio is less than or equal to 3.00 to 1.00 but greater than 2.50 to 1.00, the applicable margin is SOFR 
plus 10 basis point credit spread adjustment plus 2.75% or ABR plus 1.75%; (iii) if the net total leverage ratio is less than or equal to 2.50 to 1.00 but greater than 2.00 to 1.00, 
the applicable margin is SOFR plus 10 basis point credit spread adjustment plus 2.50% or ABR plus 1.50%; (iv) if the net total leverage ratio is less than or equal to 2.00 to 
1.00 but greater than 1.50 to 1.00, the applicable margin is SOFR plus 10 basis point credit spread adjustment plus 2.25% or ABR plus 1.25%; and (v) if the net total leverage 
ratio is less than or equal to 1.50 to 1.00, the applicable margin is SOFR plus 10 basis point credit spread adjustment plus 2.20% or ABR plus 1.00%. During the covenant 
adjustment period, and until the delivery of a compliance certificate for the first full fiscal quarter after the covenant adjustment period, the applicable margin will be SOFR 
plus 10 basis point credit spread adjustment plus 3.00% or ABR plus 2.00%. 

In connection with the issuance of the 2028 Notes, we borrowed $24.7 million under our Revolving Facility and paid $106.3 million towards our Term Loan Facility. 
As a result, we recorded $104.9 million extinguishment of debt and $1.3 million loss on the extinguishment of debt. All principal and interest on the Term Loan Facility have 
been paid in full. On July 3, 2023, we repaid the outstanding balance on our Revolving Facility. As of September 30, 2023 and 2022, there were no amounts outstanding under 
the Revolving Facility. 

Total interest expense relating to the Senior Credit Facilities for the fiscal year ended September 30, 2023, 2022 and 2021 was $6.7 million, $4.3 million, $4.1 million, 
respectively, reflecting the coupon and accretion of the discount.
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directors who establish a trading plan in compliance with Rule 10b5-1 and Regulation S-K, Item 408(a) and the requirements of our policy governing transactions in our 
securities in our future quarterly and annual reports on Form 10-Q and 10-K filed with the Securities and Exchange Commission. However, we undertake no obligation to 
update or revise the information provided herein, including for revision or termination of an established trading plan, other than in such quarterly and annual reports.  

Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections. 

Not Applicable. 
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101.PRE  
Inline XBRL Taxonomy Extension Presentation Linkbase 
Document.   X                

104  

Cover Page Interactive Data File (formatted as Inline XBRL with 
applicable taxonomy extension information contained in Exhibits 
101.*)   X                

 

† Management contract or compensatory plan or arrangement
*             Furnished herewith.

Item 16. Form 10-K Summary

None.
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