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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended December 31, 2010.

OR

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: 0-27544

OPEN TEXT CORPORATION

(Exact name of registrant as specified in its charter)
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CANADA 98-0154400
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

275 Frank Tompa Drive, Waterloo, Ontario, Canada N2L 0A1
(Address of principal executive offices)
Registrant s telephone number, including area code: (519) 888-7111

(Former name former address and former fiscal year, if changed since last report)

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

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(§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

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 definitions of large accelerated filer,  accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer © Non-accelerated filer ~ (Do not check if smaller reporting company) 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 © No x

At February 1, 2011, there were 57,055,659 outstanding Common Shares of the registrant.
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OPEN TEXT CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands of U.S. dollars, except share data)

December 31, June 30,
2010 2010
(Unaudited)
ASSETS
Cash and cash equivalents $ 340,783 $ 326,192
Accounts receivable trade, net of allowance for doubtful accounts of $5,097 as of December 31, 2010 and
$4,868 as of June 30, 2010 (note 2) 135,310 132,143
Income taxes recoverable (note 10) 23,705 44,509
Prepaid expenses and other current assets 30,533 21,086
Deferred tax assets (note 10) 14,448 20,242
Total current assets 544,779 544,172
Capital assets (note 3) 65,652 54,286
Goodwill 705,208 666,055
Acquired intangible assets (note 4) 321,313 328,193
Deferred tax assets (note 10) 27,631 30,420
Other assets (note 5) 19,734 16,896
Deferred charges (note 6) 57,948 27,558
Long-term income taxes recoverable (note 10) 43,386 48,102
Total assets $ 1,785,651 $1,715,682
LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities:
Accounts payable and accrued liabilities (note 7) $ 114,356 $ 119,604
Current portion of long-term debt (note 8) 15,450 15,486
Deferred revenues 202,852 219,752
Income taxes payable (note 10) 42,120 39,666
Deferred tax liabilities (note 10) 4,752 28,384
Total current liabilities 379,530 422,892
Long-term liabilities:
Accrued liabilities (note 7) 10,362 15,755
Deferred credits 5,561
Pension liability 17,125 15,888
Long-term debt (note 8) 283,529 285,026
Deferred revenues 10,704 10,085
Long-term income taxes payable (note 10) 96,030 64,699
Deferred tax liabilities (note 10) 28,057 13,459
Total long-term liabilities 451,368 404,912
Shareholders equity:
Share capital (note 9)
57,041,399 and 56,825,995 Common Shares issued and outstanding at December 31, 2010 and June 30,
2010, respectively; Authorized Common Shares: unlimited 607,414 602,868
Additional paid-in capital 67,110 61,298
Accumulated other comprehensive income 54,256 44,021
Retained earnings 252,472 193,691
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Treasury stock, at cost (572,413 and 307,579 shares, respectively at December 31, 2010 and June 30, 2010) (26,499)
Total shareholders equity 954,753
Total liabilities and shareholders equity $ 1,785,651

Guarantees and contingencies (note 15)
Related party transactions (note 18)

See accompanying Notes to Condensed Consolidated Financial Statements
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OPEN TEXT CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands of U.S. dollars, except share and per share data)

(Unaudited)

Three months ended

December 31,

2010 2009
Revenues:
License $ 79,204 $ 72,691
Customer support 136,702 130,283
Service and other 51,582 44,816
Total revenues 267,488 247,790
Cost of revenues:
License 5,463 4,633
Customer support 21,542 21,493
Service and other 41,158 36,428
Amortization of acquired technology-based intangible assets (note 4) 16,420 15,152
Total cost of revenues 84,583 77,706
Gross profit 182,905 170,084
Operating expenses:
Research and development 34,268 34,347
Sales and marketing 58,603 53,891
General and administrative 19,478 22,377
Depreciation 5,258 4,398
Amortization of acquired customer-based intangible assets (note 4) 9,256 8,735
Special charges (note 13) 3,461 10,423
Total operating expenses 130,324 134,171
Income from operations 52,581 35,913
Other income (expense), net (6,003) (1,671)
Interest expense, net (2,473) 2,716)
Income before income taxes 44,105 31,526
Provision for income taxes (note 10) 6,995 10,325
Net income for the period $ 37,110 $ 21,201
Net income per share basic (note 17) $ 065 $ 038
Net income per share diluted (note 17) $ 064 $ 037
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Six months ended

December 31,

2010 2009
$121,850 $ 120,020
266,459 253,932
96,584 85,260
484,893 459,212
8,965 7,778
40,898 42,432
76,271 69,722
31,847 29,294
157,981 149,226
326,912 309,986
65,231 65,889
102,783 104,581
39,288 43,602
10,133 8,545
18,057 17,652
6,656 29,012
242,148 269,281
84,764 40,705
(3,523) 1,769

(6,608) (5,762)

74,633 36,712
15,852 13,781
$ 58,781 $ 22,931
$ 1.03 $ 0.41
$ 1.01 $ 0.40
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Weighted average number of Common Shares outstanding basic 57,019 56,403 56,950 55,895
Weighted average number of Common Shares outstanding diluted 58,088 57,448 58,007 56,964

See accompanying Notes to Condensed Consolidated Financial Statements
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OPEN TEXT CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

(In thousands of U.S. dollars)

(Unaudited)
Three months ended
December 31,
2010 2009
Retained earnings, beginning of period $215362  $106,209
Net income 37,110 21,201
Retained earnings, end of period $ 252,472 $127,410

See accompanying Notes to Condensed Consolidated Financial Statements
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Six months ended

December 31,
2010 2009
$ 193,691 $ 104,479
58,781 22,931

$252,472 $127,410
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OPEN TEXT CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands of U.S. dollars)

Cash flows from operating activities:
Net income for the period

(Unaudited)

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization of intangible assets
Share-based compensation expense

Excess tax benefits on share-based compensation expense
Pension expense

Amortization of debt issuance costs

Unrealized gain on financial instruments
Unrealized gain on marketable securities
Deferred taxes

Impairment charges

Changes in operating assets and liabilities:
Accounts receivable

Prepaid expenses and other current assets

Income taxes

Deferred charges and credits

Accounts payable and accrued liabilities

Deferred revenues

Other assets

Net cash provided by operating activities

Cash flows from investing activities:

Additions of capital assets-net

Purchase of StreamServe Inc., net of cash acquired
Purchase of Vignette Corporation, net of cash acquired
Purchase of eMotion LLC, net of cash acquired
Purchase consideration for prior period acquisitions
Investments in marketable securities

Maturity of short-term investments

Net cash used in investing activities

Cash flow from financing activities:

Excess tax benefits on share-based compensation expense
Proceeds from issuance of Common Shares

Purchase of Treasury Stock

Repayment of long-term debt

Debt issuance costs

Net cash (used in) provided by financing activities

Foreign exchange gain on cash held in foreign currencies
Increase (decrease) in cash and cash equivalents during the period
Cash and cash equivalents at beginning of the period

Table of Contents

Six months ended

December 31,
2010 2009
$ 58,781 $ 22,931
60,037 55,491
5,337 5,820
(562) (697)
231 410
667 734
(3,872)
(4,353)
(3,831) (1,300)
452
9,670 1,387
(689) (3,323)
36,859 (8,004)
(29,267)

(21,312) (6,534)
(24,772) (24,029)
2,212) 1,857
88,937 36,970
(14,582) (11,764)

(57,221)
(90,600)
(556)
2,814) (8,240)
(668)
38,525
(75,285) (72,635)
562 697
4,553 6,142
(12,499)
(1,760) (1,734)
29) (1,024)
9,173) 4,081
10,112 3,395
14,591 (28,189)
326,192 275,819
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Cash and cash equivalents at end of the period

Supplementary cash flow disclosures (note 16)
See accompanying Notes to Condensed Consolidated Financial Statements
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OPEN TEXT CORPORATION
UNAUDITED NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Three and Six Months Ended December 31, 2010
(Tabular amounts in thousands, except share and per share data)
NOTE 1 BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements (consolidated financial statements) include the accounts of Open Text
Corporation and our wholly owned subsidiaries, collectively referred to as Open Text or the Company . All inter-company balances and
transactions have been eliminated.

These consolidated financial statements are expressed in U.S. dollars and are prepared in accordance with United States generally accepted
accounting principles (U.S. GAAP). These financial statements are based upon accounting policies and the methods of their application are
consistent with those used and described in our annual consolidated financial statements for the fiscal year ended June 30, 2010. The information
furnished reflects all adjustments necessary for a fair presentation of the results for the periods presented and includes the financial results of
StreamServe Inc. (StreamServe), with effect from October 27, 2010. The consolidated financial statements do not include certain financial
statement disclosures included in the annual consolidated financial statements prepared in accordance with U.S. GAAP and therefore should be
read in conjunction with the consolidated financial statements and notes included in our Annual Report on Form 10-K for the fiscal year ended
June 30, 2010.

The operating results for the three and six months ended December 31, 2010, are not necessarily indicative of the results expected for any
succeeding quarter or the entire fiscal year ending June 30, 2011.

Use of estimates

The preparation of financial statements in conformity with U.S. GAAP requires us to make estimates, judgments and assumptions that affect the
amounts reported in the consolidated financial statements. These estimates, judgments and assumptions are evaluated on an ongoing basis. We
base our estimates on historical experience and on various other assumptions that we believe are reasonable at that time, the results of which
form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from those estimates. In particular, significant estimates, judgments and assumptions include those related to: (i) revenue
recognition, (ii) allowance for doubtful accounts, (iii) testing goodwill for impairment, (iv) the valuation of acquired intangible assets, (v) the
valuation of long-lived assets, (vi) the recognition of contingencies, (vii) restructuring accruals, (viii) acquisition accruals and pre-acquisition
contingencies, (ix) asset retirement obligations, (x) the realization of investment tax credits, (xi) the valuation of stock options granted and
liabilities related to share-based payments, including the valuation of our long-term incentive plan, (xii) the valuation of financial instruments,
(xiii) the valuation of pension assets and obligations, and (xiv) accounting for income taxes.

Table of Contents 11
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Comprehensive income

The following table sets forth the components of comprehensive income for the reporting periods indicated:

Net income for the period

Other comprehensive income net of tax, where applicable:
Foreign currency translation adjustments

Unrealized gain (loss) on short-term investments

Release of unrealized gain on marketable securities to income
Unrealized gain (loss) on cash flow hedges

Unrealized gain on marketable securities

Actuarial gain (loss) relating to defined benefit pension plans

Comprehensive income for the period

NOTE 2 ALLOWANCE FOR DOUBTFUL ACCOUNTS

Balance of allowance for doubtful accounts as of June 30, 2010
Bad debt expense for the period
Write-off/adjustments

Balance of allowance for doubtful accounts as of December 31, 2010

NOTE 3 CAPITAL ASSETS

Furniture and fixtures
Office equipment
Computer hardware
Computer software
Leasehold improvements
Buildings*

Furniture and fixtures
Office equipment
Computer hardware
Computer software
Leasehold improvements
Buildings*

Table of Contents

Three months ended

December 31,
2010 2009
$37,110 $21,201
1,168 (1,903)
3
1,419 (1,475)
57
70
$ 39,754 $ 17,896

Six months ended
December 31,

2010
$ 58,781

7,145

2,989
101

$69,016

As of December 31, 2010

Cost
$ 15,218
6,935
94,141
33,742
28,846
28,474

$ 207,356

Cost
$ 13,600
6,542
89,191
31,244
23,679
18,399

Accumulated
Depreciation
$ 10,307
6,314
79,934
26,909
15,879

2,361

$ 141,704

As of June 30, 2010
Accumulated
Depreciation
$ 9,197

5,630
73,789
24,047
13,570

2,136

2009
$22,931

16,545
(34)

(4,353)

(1,062)

(200)

$ 33,827

$ 4,868
1,391
(1,162)

$ 5,097

Net
$ 4911
621
14,207
6,833
12,967
26,113

$ 65,652

Net
$ 4,403
912
15,402
7,197
10,109
16,263

12
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$ 182,655 $ 128,369 $ 54,286

* Included in the cost of buildings is an amount of $10.4 million (June 30, 2010 $0.4 million) that relates to the construction of a new building
in Waterloo, Ontario, Canada. Construction of the building is in progress and therefore depreciation will commence only when the
construction is completed and the asset is put into use in and around the first quarter of Fiscal 2012.

Table of Contents 13
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NOTE 4 ACQUIRED INTANGIBLE ASSETS

Technology Customer
Assets Assets Total
Net book value, June 30, 2010 $ 197,996 $ 130,197 $ 328,193
Acquisition of StreamServe (note 14) 27,300 15,400 42,700
Amortization expense (31,847) (18,057) (49,904)
Foreign exchange and other impacts 274 50 324
Net book value, December 31, 2010 $ 193,723 $ 127,590 $321,313

The weighted average amortization period for acquired technology and customer intangible assets is approximately 6 years and 7 years,
respectively.

The following table shows the estimated future amortization expense for the fiscal years indicated below. This calculation assumes no future
adjustments to acquired intangible assets:

Fiscal years ending

June 30,

2011 (six months ended June 30) $ 51,574

2012 101,929

2013 98,664

2014 40,082

2015 and beyond 29,064

Total $ 321,313

NOTE 5 OTHER ASSETS
As of December 31, As of June 30,
2010 2010

Debt issuance costs $ 3,724 $ 4,362
Deposits and restricted cash 9,019 8,486
Long-term prepaid expenses and other long-term assets 6,027 3,858
Miscellaneous other assets 964 190
$ 19,734 $ 16,896

Debt issuance costs relate primarily to costs incurred for the purpose of obtaining our term loan and are being amortized over the life of the loan
(see Note 8). Deposits and restricted cash relate to security deposits provided to landlords in accordance with facility lease agreements and cash
restricted per the terms of contractual-based agreements. Long-term prepaid expenses and other long-term assets primarily relate to certain
advance payments on long-term licenses that are being amortized over the applicable terms of the licenses.

NOTE 6 DEFERRED CHARGES

Deferred charges relate to cash taxes payable and the elimination of deferred tax balances on account of legal entity consolidations done as part
of an internal reorganization of our international subsidiaries. Deferred charges are amortized to income tax expense over a period of 6 years.

Table of Contents 14
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NOTE 7 ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
Current liabilities

Accounts payable and accrued liabilities are comprised of the following:

Accounts payable trade

Accrued salaries and commissions

Accrued liabilities

Amounts payable in respect of restructuring and other special charges (note 13)
Accruals relating to acquisitions

Asset retirement obligations

Long-term accrued liabilities

Amounts payable in respect of restructuring and other special charges (note 13)
Accruals relating to acquisitions

Other accrued liabilities

Asset retirement obligations

Asset retirement obligations

As of December 31,
2010

$ 8,266
35,344

56,901

7,092

2,360

4,393

$ 114,356

As of December 31,
2010

$ 244
2,051
5,780
2,287

$ 10,362

As of June 30,
2010

$ 12,247
34,062
53,844
11,498

4,417
3,536

$ 119,604

As of June 30,
2010

$ 582
2,514
9,982
2,677

$ 15,755

We are required to return certain of our leased facilities to their original state at the conclusion of our lease. We have accounted for such
obligations in accordance with Accounting Standards Codification (ASC) Topic 410 Asset Retirement and Environmental Obligations . As of
December 31, 2010, the present value of this obligation was $6.7 million (June 30, 2010 $6.2 million), with an undiscounted value of $7.1

million (June 30, 2010 $6.8 million).

Accruals relating to acquisitions

In relation to our acquisitions made before July 1, 2009, the date on which we adopted ASC Topic 805 Business Combinations

(ASC Topic

805), we have accrued for costs relating to legacy workforce reductions and abandonment of excess legacy facilities. Such accruals were
capitalized as part of the cost of the subject acquisition and, in the case of abandoned facilities, have been recorded at present value less our best
estimate for future sub-lease income and costs incurred to achieve sub-tenancy. The accrual for workforce reductions is extinguished against the
payments made to the employees and, the accrual for excess facilities will be discharged over the term of the respective leases. Any excess of the
difference between the present value and actual cash paid for an abandoned facility will be charged to income and any deficits will be reversed
to goodwill. The provisions for abandoned facilities are expected to be paid by February 2015.

10
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The following table summarizes the activity with respect to our acquisition accruals during the six months ended December 31, 2010.

Captaris

Employee termination costs
Excess facilities
Transaction-related costs

IXOS

Employee termination costs
Excess facilities
Transaction-related costs

Other acquisitions
Employee termination costs
Excess facilities
Transaction-related costs

Totals

Employee termination costs
Excess facilities
Transaction-related costs

NOTE 8 LONG-TERM DEBT
Long-term debt

Long-term debt is comprised of the following:

Long-term debt
Term loan
Mortgage

Less:

Current portion of long-term debt
Term loan

Mortgage

Long-term portion of long-term debt

Table of Contents

Balance Usage/
June 30, Foreign
2010 Exchange
$ 62 $ (62)
3,937 (620)
3,999 (682)
2,663 (1,698)
2,663 (1,698)
269 (140)
269 (140)
62 (62)
6,869 (2,458)
$ 6,931 $ (2,520)
As of December 31,
2010
$ 286,522
12,457
298,979
2,993
12,457
15,450
$ 283,529

Balance
December 31,
2010

3,317

3,317

965

965

129

129

4,411

$ 4,411

As of June 30,
2010

$ 288,019
12,493

300,512

2,993
12,493

15,486

$ 285,026
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Term loan and Revolver

On October 2, 2006, we entered into a $465.0 million credit agreement (the credit agreement) with a Canadian chartered bank (the bank)
consisting of a $390.0 million term loan facility (the term loan) and a $75.0 million

11
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committed revolving long-term credit facility (the revolver). The term loan was used to finance a portion of our acquisition of Hummingbird
Corporation (a company we acquired in October 2006). We have not drawn down any amounts under the revolver to date. The credit agreement
is secured by certain of our subsidiaries.

Term loan

The term loan has a seven-year term, expires on October 2, 2013 and bears interest at a floating rate of LIBOR plus 2.25%. The quarterly
scheduled term loan principal repayments are equal to 0.25% of the original principal amount, due each quarter with the remainder due at the
end of the term, less ratable reductions for any non-scheduled prepayments made. From October 2, 2006 (the inception of the loan) to
December 31, 2010, we have made total non-scheduled prepayments to date of $90.0 million towards the principal on the term loan. Our current
quarterly scheduled principal payment is approximately $0.7 million.

For the three and six months ended December 31, 2010, we recorded interest expense of $1.8 million and $3.7 million, respectively (three and
six months ended December 31, 2009 $1.9 million and $3.7 million, respectively), relating to the term loan.

Revolver

The revolver has a five-year term and expires on October 2, 2011. Borrowings under this facility bear interest at rates specified in the credit
agreement. The revolver is subject to a stand-by fee ranging between 0.30% and 0.50% per annum depending on our consolidated leverage ratio.
There were no borrowings outstanding under the revolver as of December 31, 2010.

For the three and six months ended December 31, 2010, we recorded interest expense of $0.05 million and $0.1 million, respectively (three and
six months ended December 31, 2009 $0.06 million and $0.1 million, respectively), on account of stand-by fees relating to the revolver.

Mortgage

In December 2005, we entered into a five-year mortgage agreement with the bank. The principal amount of the mortgage was for Canadian
$15.0 million and was originally scheduled to mature on January 1, 2011. On January 1, 2011, the mortgage was extended for a six-month term,
now maturing on July 1, 2011. The principal amount of the mortgage did not change upon extension, however, interest now accrues monthly at a
variable rate of Canadian prime plus 0.50% (instead of a fixed rate of 5.25% per annum). Principal and interest are payable in monthly
installments of Canadian $0.1 million with a final lump sum principal payment of Canadian $12.3 million due on maturity. The mortgage
continues to be secured by a lien on our headquarters in Waterloo, Ontario, Canada.

As of December 31, 2010, the carrying value of the mortgage was $12.5 million (June 30, 2010 $12.5 million).
As of December 31, 2010, the carrying value of the existing Waterloo building was $15.7 million (June 30, 2010 $15.9 million).

For the three and six months ended December 31, 2010, we recorded interest expense of $0.2 million and $0.3 million respectively (three and six
months ended December 31, 2009 $0.2 million and $0.3 million, respectively), relating to the mortgage.

NOTE 9 SHARE CAPITAL, OPTION PLANS AND SHARE-BASED PAYMENTS
Share Capital

Our authorized share capital includes an unlimited number of Common Shares and an unlimited number of preference shares. No preference
shares have been issued.

12
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Treasury Stock

During the three months ended December 31, 2010, we repurchased 264,834 Open Text Common Shares, in the amount of $12.5 million, for the
purpose of future reissuance under our Fiscal 2011 Long Term Incentive Plan (LTIP 4). No such purchases were made in the three months ended
September 30, 2010 or in the three and six months ended December 31, 2009.

Share-Based Payments

Total share-based compensation cost for the periods indicated below is detailed as follows:

Three months ended December 31, Six months ended December 31,
2010 2009 2010 2009
Stock options $ 784 $ 1,819* $ 1,781 $ 5,202%
Restricted stock units (legacy Vignette employees) 28 311 76 618
Deferred stock units (Directors) 53 105
Performance stock units (LTIP 3 and LTIP 4) 1,872 3,375
Total share-based compensation expense $ 2,737 $ 2,130 $ 5,337 $ 5,820

* TInclusive of charges of $1.0 million and $3.2 million, respectively, booked to Special charges for the three and six months ended
December 31, 2009 (see Note 13).
Summary of Outstanding Stock Options

As of December 31, 2010, options to purchase an aggregate of 2,478,692 Common Shares were outstanding and 1,373,045 Common Shares
were available for issuance under our stock option plans. Our stock options generally vest over four years and expire between seven and ten
years from the date of the grant. The exercise price of the options we grant is set at an amount that is not less than the closing price of our
Common Shares on the trading day on NASDAQ immediately preceding the applicable grant date.

A summary of option activity under our stock option plans for the six months ended December 31, 2010 is as follows:

Weighted-
Average
Weighted- Remaining
Average Exercise Contractual Term Aggregate Intrinsic Value
Options Price (years) ($ 000s)
Outstanding at June 30, 2010 2,669,142 $ 23.55
Granted 36,800 43.32
Exercised (196,112) 20.02
Forfeited or expired (31,138) 31.75
Outstanding at December 31, 2010 2,478,692 $ 24.02 3.15 $ 54,696
Exercisable at December 31, 2010 1,812,392 $ 20.01 2.50 $ 47,288

We estimate the fair value of stock options using the Black-Scholes option pricing model, consistent with the provisions of ASC Topic 718

Compensation Stock Compensation (ASC Topic 718), and SEC Staff Accounting Bulletin No. 107. The option-pricing models require input of
subjective assumptions including the estimated life of the option and the expected volatility of the underlying stock over the estimated life of the
option. We use historical volatility as a basis for projecting the expected volatility of the underlying stock and estimate the expected life of our
stock options based upon historical data.
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We believe that the valuation technique and the approach utilized to develop the underlying assumptions are appropriate in calculating the fair
value of our stock option grants. Estimates of fair value are not intended, however, to predict actual future events or the value ultimately realized
by employees who receive equity awards.

For the periods indicated, the weighted-average fair value of options and weighted-average assumptions used were as follows:

Three months ended Six months ended
December 31, December 31,
2010 2009 2010 2009

Weighted average fair value of options granted $14.97 $ 13.05 $14.97 $ 13.14
Weighted-average assumptions used:

Expected volatility 40% 39% 40% 39%
Risk free interest rate 1.4% 2.4% 1.4% 2.4%
Expected dividend yield 0% 0% 0% 0%
Expected life (in years) 4.3 4.3 43 4.3
Forfeiture rate (based on historical rates) 5% 5% 5% 5%

As of December 31, 2010, the total compensation cost related to the unvested stock awards not yet recognized was $6.2 million, which will be
recognized over a weighted average period of approximately 2 years.

As of December 31, 2009, the total compensation cost related to the unvested stock awards not yet recognized was $8.2 million, which will be
recognized over a weighted average period of approximately 2 years.

In each of the above periods, no cash was used by us to settle equity instruments granted under share-based compensation arrangements.
We have not capitalized any share-based compensation costs as part of the cost of an asset in any of the periods presented.

For the three and six months ended December 31, 2010, cash in the amount of $1.0 million and $3.9 million, respectively, was received as the
result of the exercise of options granted under share-based payment arrangements. The tax benefit realized by us during the three and six months
ended December 31, 2010 from the exercise of options eligible for a tax deduction was $0.2 million and $1.1 million, respectively.

For the three and six months ended December 31, 2009, cash in the amount of $1.4 million and $5.7 million, respectively, was received as the
result of the exercise of options granted under share-based payment arrangements. The tax benefit realized by us during the three and six months
ended December 31, 2009 from the exercise of options eligible for a tax deduction was $0.02 million and $1.3 million, respectively.

Deferred Stock Units (DSUs) and Performance Stock Units (PSUs)

During the three and six months ended December 31, 2010, we granted 4,721 and 4,878 deferred stock units (DSUs) , respectively, to certain
nonemployee directors (three and six months ended December 31, 2009 nil). The DSUs were issued under the Company s Deferred Share Unit
Plan that came into effect on February 2, 2010 and vest at the Company s next annual general meeting following the granting of the DSUs.

On October 29, 2010, we granted 264,834 performance stock units (PSUs) under the LTIP 4 (three and six months ended December 31,

2009 nil). We did not grant any PSUs under the Fiscal 2010 Long term Incentive Plan (LTIP 3) during the six months ended December 31, 2010
and 2009, respectively. Awards achieved under the LTIP 3 and LTIP 4 will be settled over the three year period ending June 30, 2012 and

June 30, 2013, respectively.

Table of Contents 22



Edgar Filing: OPEN TEXT CORP - Form 10-Q

Table of Conten
Restricted Stock Awards (RSAs)

On July 21, 2009, we granted, as part of our acquisition of Vignette, 574,767 Open Text RSAs to certain legacy Vignette employees and
directors as replacement for similar restricted stock awards held by these employees and directors when they were employed by Vignette. These
awards were valued at $13.33 per RSA on July 21, 2009, and a portion has been allocated to the purchase price of Vignette. The remaining
portion is amortized, as part of share-based compensation expense, over the vesting period of these awards.

Long Term Incentive Plans

On September 10, 2007, our Board of Directors approved the implementation of an incentive plan called the Open Text Corporation Long-Term
Incentive Plan (LTIP). The LTIP is a rolling three-year program whereby we make a series of annual grants, each of which covers a three-year
performance period, to certain of our employees, and which vests upon the employee and/or the Company meeting pre-determined performance
and market-based criteria.

Grants made in Fiscal 2008 under the LTIP (LTIP 1) took effect in Fiscal 2008, starting on July 1, 2007. Awards under LTIP 1 have been settled
in cash in the aggregate amount of $14.4 million, of which $10.4 million has been paid during the six months ended December 31, 2010. No
further payments are required to be made under LTIP 1 as all settlements under LTIP 1 have been made.

Grants made in Fiscal 2009 under the LTIP (LTIP 2) took effect in Fiscal 2009 starting on July 1, 2008. Awards under LTIP 2 may be equal to
100% of the target. We expect to settle LTIP 2 awards in cash.

Grants made in Fiscal 2010 under the LTIP (LTIP 3) took effect in Fiscal 2010 starting on July 1, 2009. Awards under LTIP 3 may be equal to
50%, 100% or 150% of the target. We expect to settle LTIP 3 awards in stock.

Grants made in Fiscal 2011 under the LTIP (LTIP 4) took effect in Fiscal 2011 starting on July 1, 2010. Awards under LTIP 4 may be equal to
50%, 100% or 150% of the target. We expect to settle LTIP 4 awards in stock.

Consistent with the provisions of ASC Topic 718, we have measured the fair value of the liability under LTIP 2 as of December 31, 2010 and
recorded an expense relating to such liability to compensation cost in the amount of $22,000 for the three months ended December 31, 2010 and
$0.9 million for the six months ended December 31, 2010 (three and six months ended December 31, 2009 $3.0 million and $5.6 million,
respectively- inclusive of the compensation costs under LTIPs 1 and 2). The outstanding liability under the LTIP 2 as of December 31, 2010 was
$5.7 million (June 30, 2010 $15.4 million inclusive of the liability under LTIPs 1 and 2) and is re-measured based upon the change in the fair
value of the liability, as of the end of every reporting period, and a cumulative adjustment to compensation cost for the change in fair value is
recognized. The cumulative compensation expense recognized upon completion of LTIP 2 will be equal to the payouts made.

PSUs granted classified under the LTIP equity plans (LTIPs 3 and 4 ) have been measured at fair value as of the effective date, consistent with
ASC Topic 718 and will be charged to share-based compensation expense over the remaining life of the plan. During the three and six months
ended December 31, 2010, $1.9 million and $3.4 million, respectively has been charged to share-based compensation expense, (three and six
months ended December 31, 2009 nil), on account of the LTIP equity plans.
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NOTE 10 INCOME TAXES

Our effective tax rate represents the net effect of the mix of income earned in various tax jurisdictions that are subject to a wide range of income
tax rates.

Upon adoption of FASB Interpretation No. 48 Accounting for Uncertainty in Income Taxes (FIN 48) we elected to follow an accounting policy
to classify interest related to liabilities for income tax expense under the Interest income (expense), net line and penalties related to liabilities for
income tax expense under the Other income (expense) line of our Condensed Consolidated Statements of Income. For the three and six months
ended December 31, 2010, we recognized interest in the amount of $0.3 million and $2.1 million, respectively (three and six months ended
December 31,2009 $0.3 million and $1.2 million, respectively), and penalties with a recovery of $0.3 million and $0.3 million, respectively
(three and six months ended December 31, 2009 penalties in the amount of nil and a recovery of $0.2 million, respectively). The amount of
interest and penalties accrued as of December 31, 2010 was $9.0 million ($6.8 million as of June 30, 2010) and $15.2 million ($12.0 million as

of June 30, 2010), respectively. Included in these balances as of December 31, 2010 are accrued interest and penalties of nil and $3.3 million,
respectively, relating to the acquisition of StreamServe (see Note 14).

We believe that it is reasonably possible that the gross unrecognized tax benefits as of December 31, 2010 could decrease tax expense in the next
12 months by approximately $2.8 million, relating primarily to tax years becoming statute barred for purposes of future tax examinations by
local taxing jurisdictions and the expiration of competent authority relief.

Our most significant tax jurisdictions are Canada, the United States, Germany and Luxembourg. Our tax filings remain subject to examination
by applicable tax authorities for a certain length of time following the tax year to which those filings relate. Tax years that remain open to
examinations by local taxing authorities vary by jurisdiction up to ten years.

We are subject to tax examinations in all major taxing jurisdictions in which we operate and currently have examinations open in Canada, the
United States, Germany, France and Spain. On a quarterly basis we assess the status of these examinations and the potential for adverse
outcomes to determine the adequacy of the provision for income and other taxes.

We believe that we have adequately provided for any reasonably foreseeable outcomes related to our tax examinations and that any settlement
will not have a material adverse effect on our consolidated financial position or results of operations. However, we cannot predict with any level
of certainty the exact nature of any future possible settlements.

NOTE 11 FAIR VALUE MEASUREMENTS

ASC Topic 820 Fair Value Measurements and Disclosures (ASC Topic 820) defines fair value, establishes a framework for measuring fair
value, and addresses disclosure requirements for fair value measurements. Fair value is the price that would be received upon sale of an asset or
paid upon transfer of a liability in an orderly transaction between market participants at the measurement date and in the principal or most
advantageous market for that asset or liability. The fair value, in this context, should be calculated based on assumptions that market participants
would use in pricing the asset or liability, not on assumptions specific to the entity. In addition, the fair value of liabilities should include
consideration of non-performance risk, including our own credit risk.

In addition to defining fair value and addressing disclosure requirements, ASC Topic 820 establishes a fair value hierarchy for valuation inputs.
The hierarchy prioritizes the inputs into three levels based on the extent to which inputs used in measuring fair value are observable in the
market. Each fair value measurement is reported in one of the three levels which are determined by the lowest level input that is significant to
the fair value measurement in its entirety. These levels are:

Level 1 inputs are based upon unadjusted quoted prices for identical instruments traded in active markets.
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Level 2 inputs are based upon quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and model-based valuation techniques for which all significant assumptions are observable
in the market or can be corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3 inputs are generally unobservable and typically reflect management s estimates of assumptions that market participants would
use in pricing the asset or liability. The fair values are therefore determined using model-based techniques that include option pricing
models, discounted cash flow models, and similar techniques.

Financial Assets and Liabilities Measured at Fair Value on a Recurring Basis:

Our financial assets and liabilities measured at fair value on a recurring basis consisted of the following types of instruments as of December 31,
2010:

Fair Market Measurements using:
Quoted prices
in

active
markets Significant
for other Significant
identical observable unobservable
assets inputs inputs
December 31, (Level
2010 1) (Level 2) (Level 3)
Financial Assets:
Derivative financial instrument assets (note 12) $ 4,225 $ n/a $ 4,225 $ n/a
Marketable securities 769 769 n/a n/a
$ 4,994 $ 769 $ 4,225 $ n/a

Our valuation techniques used to measure the fair values of the derivative instruments, the counterparty to which has high credit ratings, were
derived from pricing models including discounted cash flow techniques, with all significant inputs derived from or corroborated by observable
market data, as no quoted market prices exist for the derivative instruments. Our discounted cash flow techniques use observable market inputs,
such as foreign currency spot and forward rates. Our valuation techniques used to measure the fair values of our marketable securities were
derived from quoted market prices as an active market for these securities exists.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

We measure certain assets at fair value on a nonrecurring basis. These assets are recognized at fair value when they are deemed to be
other-than-temporarily impaired. During the three and six months ended December 31, 2010, no indications of impairment were identified and
therefore no fair value measurements were required.

NOTE 12 DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES
Foreign Currency Forward Contracts

In July 2010, we entered into a hedging program with a Canadian chartered bank to limit the potential foreign exchange fluctuations incurred on
future cash flows related to a portion of the payroll expenses that are expected to be paid by our Canadian subsidiary. We operate internationally
and are therefore exposed to foreign currency exchange rate fluctuations in the normal course of our business, in particular to changes in the
Canadian Dollar ( CAD ) on account of large costs that get incurred from our centralized Canadian operations, and are denominated in CAD. As
part of our risk management strategy, we use derivative instruments to hedge portions of our payroll exposure. We do not use these forward
contracts for trading or speculative purposes. These forward contracts typically mature between one and twelve months.
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We have designated these transactions as cash flow hedges of forecasted transactions under ASC Topic 815 Derivatives and Hedging (ASC
Topic 815). As the critical terms of the hedging instrument, and of the entire hedged forecasted transaction, are the same, in accordance with
paragraph 815-20-25-84 of ASC Topic 815 we have been able to conclude that changes in fair value or cash flows attributable to the risk being
hedged are expected to completely offset at inception and on an ongoing basis. Accordingly, quarterly unrealized gains or losses on the effective
portion of these forward contracts have been included within other comprehensive income. The fair value of the contracts, as of December 31,
2010, is recorded within Prepaid expenses and other current assets .

As of December 31, 2010, the notional amount of forward contracts we held to sell U.S. dollars in exchange for Canadian dollars was $67.2

million (June 30, 2010 nil).

Fair Value of Derivative Instruments and Effect of Derivative Instruments on Financial Performance

The effect of these derivative instruments on our consolidated financial statements as of, and for the three and six months ended December 31,
2010, were as follows (amounts presented do not include any income tax effects).

Fair Value of Derivative Instruments in the Condensed Consolidated Balance Sheet (see Note 11)

Asset Derivatives

Foreign currency forward contracts designated as cash flow hedges

Balance Sheet Location Fair Value
Prepaid expenses and
other current assets $ 4225

Effects of Derivative Instruments on Income and Other Comprehensive Income (OCI)

Derivative in Cash Flow
Hedging Relationship

Foreign currency forward contracts

Table of Contents

Amount of Gain or
(Loss)
Recognized in OCI on
Derivative (Effective

Portion)
Six
Three months  months
ended ended
December 31, December 31,
2010 2010
$ 3,056 $ 5,482

Location of
Gain or (Loss)

Reclassified
from Amount of Gain or
Accumulated (Loss) Reclassified
OClI into from
Income Accumulated OCI into
(Effective Income (Effective
Portion) Portion)
Six
Three months  months
ended ended
December 31, December 31,
2010 2010
Operating
expenses $ 1,049 $ 1,257
18

Location of

Gain or
(Loss) Amount of Gain
Recognized or
in Income (Loss)
on Recognized in
Derivative Income on
(Ineffective Derivative
Portion (Ineffective
and Portion
Amount and Amount
Excluded Excluded
from from
Effectiveness Effectiveness
Testing) Testing)
Six
Three months months
ended ended
December 3Dgcember 31,
2010 2010
N/A $ $
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NOTE 13 SPECIAL CHARGES

Special charges are primarily costs related to certain restructuring initiatives that we have undertaken from time to time under our various
restructuring plans.

The following tables summarize total Special charges incurred during the periods indicated below:

Three months ended Six months ended
December 31, December 31,
2010 2009 2010 2009
Fiscal 2011 Restructuring Plan $1,671 $ $1,671 $
Fiscal 2010 Restructuring Plan (cash liability portion) 662 8,112 3,857 20,622
Fiscal 2010 Restructuring Plan (share-based compensation expense) 982 3,164
Fiscal 2009 Restructuring Plan 373 2,878
Acquisition-related costs 1,128 504 1,128 1,896
Impairment charges 452 452
Total $ 3,461 $10,423 $ 6,656 $29,012

Reconciliations of the liability relating to each of our outstanding restructuring plans are provided hereunder:
Fiscal 2011 Restructuring Plan

In the second quarter of Fiscal 2011, we began to implement restructuring activities to streamline our operations and consolidate certain excess
facilities (Fiscal 2011 restructuring plan). These charges relate to workforce reductions and facility consolidations. We expect to incur more
charges under the Fiscal 2011 restructuring plan as we finalize the detailed plans of these restructuring actions and we will recognize the related
charges. The recognition of these charges requires management to make certain judgments and estimates regarding the amount and timing of
restructuring charges or recoveries. Our estimated liability could change subsequent to its recognition, requiring adjustments to the expense and
the liability recorded. On a quarterly basis, we will conduct an evaluation of the related liabilities and expenses and revise our records as
appropriate.

A reconciliation of the beginning and ending liability for the six months ended December 31, 2010 is shown below.

Workforce
Fiscal 2011 Restructuring Plan reduction Facility costs Other Total
Balance as of June 30, 2010 $ $ $ $
Accruals and adjustments 1,609 62 1,671
Cash payments 574) 24) (598)
Foreign exchange (&) 1 ®)
Balance as of December 31, 2010 $ 1,026 $ 39 $ $ 1,065

Fiscal 2010 Restructuring Plan (cash liability portion)

In the first quarter of Fiscal 2010, we began to implement restructuring activities to streamline our operations and consolidate certain excess
facilities (Fiscal 2010 restructuring plan). These charges relate to workforce reductions and other miscellaneous direct costs. The provision
related to workforce reduction is expected to be paid by June 2011. The provision related to facility costs is expected to be paid by July 2012. On
a quarterly basis, we will conduct an evaluation of the remaining balances relating to workforce reductions and facility costs and revise our
assumptions and estimates as appropriate.
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Total costs to be incurred in conjunction with the Fiscal 2010 restructuring plan, exclusive of other costs, were expected to be approximately $40
million. To date, $40.9 million of costs have been recorded within Special charges. We do not expect to incur any further significant charges
related to Fiscal 2010 restructuring plan.
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A reconciliation of the beginning and ending liability for the six months ended December 31, 2010 is shown below.

Workforce
Fiscal 2010 Restructuring Plan reduction Facility costs Other* Total
Balance as of June 30, 2010 $ 8,731 $ 1,221 $ $ 9,952
Accruals and adjustments 1,372 678 1,807 3,857
Cash payments (6,026) (771) (1,807) (8,604)
Foreign exchange 349 185 534
Balance as of December 31, 2010 $ 4,426 $ 1,313 $ $ 5,739

* Other costs relate to one-time legal and consulting fees incurred on account of an internal reorganization of our international subsidiaries
initiated to consolidate our intellectual property within certain jurisdictions and to effect an operational reduction of our global subsidiaries
with a view to, eventually, having a single operating legal entity in each jurisdiction.

Fiscal 2009 Restructuring Plan

In the second quarter of Fiscal 2009, we began to implement, restructuring activities to streamline our operations and consolidate certain excess
facilities (Fiscal 2009 restructuring plan). The total costs incurred in conjunction with the Fiscal 2009 restructuring plan were $17.1 million,
which has been recorded within Special charges since the commencement of the plan. The $17.1 million charge consisted primarily of costs
associated with workforce reduction in the amount of $12.4 million and abandonment of excess facilities in the amount of $4.7 million. The
provision related to workforce reduction has been substantially paid and the provision relating to facility costs is expected to be paid by April
2012.

A reconciliation of the beginning and ending liability for the six months ended December 31, 2010 is shown below.

Workforce
Fiscal 2009 Restructuring Plan reduction Facility costs Total
Balance as of June 30, 2010 $ 329 $ 1,628 $ 1,957
Accruals and adjustments
Cash payments (162) (1,285) (1,447)
Foreign exchange (128) 2 (126)
Balance as of December 31, 2010 $ 39 $ 345 $ 384

NOTE 14 ACQUISITIONS
Fiscal 2011
StreamServe Inc.

On October 27, 2010, we acquired StreamServe, a software company based in Burlington, Massachusetts. StreamServe offers enterprise
business communication solutions that help organizations process and deliver highly personalized documents in paper or electronic format. The
acquisition for $70.5 million in cash will add complementary document output and customer communication management software to our ECM
Suite, while enhancing our SAP partnership and extending our reach in the Nordic market. In accordance with ASC Topic 805, this acquisition
was accounted for as a business combination.

The results of operations of StreamServe have been consolidated with those of Open Text beginning October 27, 2010.
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The following tables summarize the consideration paid for StreamServe and the amount of the assets acquired and liabilities assumed, as well as

the goodwill recorded as of the acquisition date:

Cash consideration paid

$70,514

Acquisition related costs (included in Special charges in the Consolidated Statements of Income) for the

three months ended December 31, 2010

$ 1,128

The recognized amounts of identifiable assets acquired and liabilities assumed, based upon their fair values as of October 27, 2010, are set forth

below:

Current assets (inclusive of cash acquired of $13,293)

Long-term assets

Intangible customer assets
Intangible technology assets
Total liabilities assumed

Total identifiable net assets
Goodwill

$ 29,431
3,267
15,400
27,300
(43,912)

31,486
39,028

$ 70,514

As set forth in the purchase agreement, $6.0 million of the total cash consideration paid is currently being held by an escrow agent for
indemnification purposes pursuant to the purchase agreement. Subject to certain conditions being met, this consideration will be released to the
equity holders of StreamServe at the end of 15 months following the closing date of the acquisition.

The factors that impact the deductibility of goodwill are currently being assessed.

The fair value of current assets acquired includes accounts receivable with a fair value of $11.0 million. The gross amount receivable was $12.4

million, of which $1.4 million was expected to be uncollectible.

The amount of StreamServe s revenues and net income included in Open Text s consolidated statement of income for the three and six months
ended December 31, 2010, and the unaudited pro forma revenues and net income of the combined entity had the acquisition date been

consummated as of July 1, 2010 and July 1, 2009, are set forth below:

Actual from October 27, 2010 to December 31, 2010

Supplemental Unaudited Pro forma Information
Total revenues
Net income**

Revenues Net Income*

$ 13,299 $ 15

Three months ended Six months ended
December 31, December 31,
2010 2009 2010 2009
$ 274,004 $ 268,959 $ 505,475 $493,114
$ 34,480 $ 26,509 $ 54,227 $ 26,026

Included within net income for the period reported above are $1.3 million of amortization charges relating to the allocated values of

intangible assets, and $1.7 million of restructuring charges included within Special charges (Note 13).
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**  Included in net income in the three and six months ended December 31, 2010 are non-recurring charges in the amount of $3.3 million,
recorded by StreamServe in relation to business combination costs incurred by StreamServe and the acceleration of the vesting of

StreamServe employee stock options. Estimated amortization charges relating to the allocated values of intangible assets are also included

within net income for all the periods reported above.
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The unaudited pro forma financial information in the table above is presented for informational purposes only and is not indicative of the results
of operations that would have been achieved if the acquisition had taken place at the beginning of the period presented or the result that may be
realized in the future.

NOTE 15 GUARANTEES AND CONTINGENCIES

We have entered into the following contractual obligations with minimum payments for the indicated fiscal periods as follows:

Payments due between

January 1, 2011 July 1, 2011 July 1, 2013 July 1,
Total June 30, 2011 June 30, 2013 June 30, 2015 2015 and beyond
Long-term debt obligations $319,072 $ 17,814 $ 20,467 $ 280,791 $
Operating lease obligations* 137,794 14,539 41,376 30,983 50,896
Purchase obligations 2,995 961 2,018 16
$ 459,861 $ 33,314 $ 63,861 $ 311,790 $ 50,896

* Net of $5.1 million of sublease income to be received from properties which we have subleased to other parties.
Guarantees and indemnifications

We have entered into license agreements with customers that include limited intellectual property indemnification clauses. Generally, we agree
to indemnify our customers against legal claims that our software products infringe certain third party intellectual property rights. In the event of
such a claim, we are generally obligated to defend our customers against the claim and either settle the claim at our expense or pay damages that
our customers are legally required to pay to the third-party claimant. These intellectual property infringement indemnification clauses generally
are subject to limits based upon the amount of the license sale. We have not made any indemnification payments in relation to these
indemnification clauses.

In connection with certain facility leases, we have guaranteed payments on behalf of our subsidiaries either by providing a security deposit with
the landlord or through unsecured bank guarantees obtained from local banks.

We have not accrued a liability for guarantees, indemnities or warranties described above in the accompanying Condensed Consolidated Balance
Sheets since no material payments are expected to be made. The maximum amount of potential future payments under such guarantees,
indemnities and warranties is not determinable.

Litigation

We are subject from time to time to legal proceedings and claims, either asserted or unasserted, that arise in the ordinary course of business, and
accrue for these items where appropriate. While the outcome of these proceedings and claims cannot be predicted with certainty, we do not
believe that the outcome of any of these legal matters will have a material adverse effect on our consolidated financial position, results of

operations and cash flows.

NOTE 16 SUPPLEMENTAL CASH FLOW DISCLOSURES

Three months ended Six months ended
December 31, December 31,
2010 2009 2010 2009
Cash paid during the period for interest $2,057 $ 3,321 $4,307 $ 6,486
Cash received during the period for interest $ 299 $ 207 $ 539 $ 545
Cash paid during the period for income taxes $4,444 $ 9,937 $4,891 $ 15,673
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NOTE 17 NET INCOME PER SHARE

Basic earnings per share are computed by dividing net income by the weighted average number of Common Shares outstanding during the
period. Diluted earnings per share are computed by dividing net income by the shares used in the calculation of basic net income per share plus
the dilutive effect of common share equivalents, such as stock options, using the treasury stock method. Common share equivalents are excluded
from the computation of diluted net income per share if their effect is anti-dilutive.

Three months ended Six months ended
December 31, December 31,

2010 2009 2010 2009
Basic earnings per share
Net income $37,110 $21,201 $ 58,781 $22,931
Basic earnings per share $ 0.65 $ 038 $ 1.03 $ 041
Diluted earnings per share
Net income $37,110 $21,201 $ 58,781 $22,931
Diluted earnings per share $ 0.64 $ 037 $ 1.01 $ 040
Weighted average number of shares outstanding
Basic 57,019 56,403 56,950 55,895
Effect of dilutive securities 1,069 1,045 1,057 1,069
Diluted 58,088 57,448 58,007 56,964
Excluded as anti-dilutive* 347 537 271 451

* Represents options to purchase Common Shares excluded from the calculation of diluted net income per share because the exercise
price of the stock options was greater than or equal to the average price of the Common Shares during the period.
NOTE 18 RELATED PARTY TRANSACTIONS

Our procedure regarding the approval of any related party transaction is that the material facts of such transaction shall be reviewed by the
independent members of our Board and the transaction approved by a majority of the independent members of our Board. The Board reviews all
transactions wherein we are, or will be a participant and any related party has or will have a direct or indirect interest. In determining whether to
approve a related party transaction, the Board generally takes into account, among other facts it deems appropriate: whether the transaction is on
terms no less favorable than terms generally available to an unaffiliated third-party under the same or similar circumstances; the extent and
nature of the related person s interest in the transaction; the benefits to the Company of the proposed transaction; if applicable, the effects on a
director s independence; and if applicable, the availability of other sources of comparable services or products.

During the six months ended December 31, 2010, Mr. Stephen Sadler, a director, earned approximately $0.3 million (six months ended
December 31,2009 $0.3 million), inclusive of bonus fees of $250,000, in consulting fees from Open Text for assistance with acquisition-related
business activities. Mr. Sadler abstained from voting on all transactions from which he would potentially derive consulting fees.

NOTE 19 SUBSEQUENT EVENTS

Metastorm Inc.

On February 2, 2011 we announced that we have entered into an agreement and plan of merger to acquire Metastorm Inc. (Metastorm) through a
merger between Metastorm and one of our subsidiaries. Headquartered in Baltimore, Maryland, Metastorm is a provider of Business Process
Management (BPM), Business Process Analysis (BPA), and Enterprise Architecture (EA) software. Based on the terms of the agreement,
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Metastorm stockholders will receive approximately $182 million in cash, subject to a customary indemnification holdback. We believe that
Metastorm will add complementary technology and expertise that will enhance our ECM solutions portfolio. The transaction is expected to close
during our third quarter ending March 31, 2011, and is subject to customary regulatory approvals and consent from Metastorm stockholders.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operation

This Quarterly Report on Form 10-Q, including this Management s Discussion and Analysis of Financial Condition and Results of Operations,
contains forward-looking statements regarding future events and our future results that are subject to the safe harbors within the meaning of the
Private Securities Litigation Reform Act of 1995, and created under the Securities Act of 1933 and the Securities Exchange Act of 1934, as
amended. All statements other than statements of historical facts are statements that could be deemed forward-looking statements.

Certain statements in this report may contain words such as anticipates,  expects, intends, plans, believes, seeks, estimates,

may, could, would and other similar language and are considered forward looking statements or information under applicable
securities laws. In addition, any information or statements that refer to expectations, beliefs, plans, projections, objectives, performance or other
characterizations of future events or circumstances, including any underlying assumptions, are forward-looking, and based on our current
expectations, estimates, forecasts and projections about the operating environment, economies and markets in which we operate. Such
forward-looking information or statements are subject to important assumptions, risks and uncertainties that are difficult to predict, and the
actual outcome may be materially different. Our assumptions, although considered reasonable by us at the date of this report, may prove to be
inaccurate and consequently our actual results could differ materially from the expectations set out herein.

We undertake no obligation to revise or publicly release the results of any revisions to these forward-looking information or statements. You
should carefully review Part Il Item 1A Risk Factors and other documents we file from time to time with the Securities and Exchange
Commission and other applicable securities regulators. A number of factors may materially affect our business, financial condition, operating
results and prospects. These factors include but are not limited to those set forth in our Annual Report on Form 10-K under Part I Item 1A  Risk
Factors and elsewhere in this report. Any one of these factors may cause our actual results to differ materially from recent results or from our
anticipated future results. You should not rely too heavily on the forward-looking statements contained in this Quarterly Report on Form 10-Q,
because these forward-looking statements are relevant only as of the date they were made.

The following MD&A is intended to help readers understand the results of our operation and financial condition, and is provided as a
supplement to, and should be read in conjunction with, our consolidated financial statements and the accompanying Notes to Condensed

Consolidated Financial Statements (the Notes) under Part I, Item 1 of this Form 10-Q.

Growth and percentage comparisons made herein generally refer to the three and six months ended December 31, 2010 compared with the three
and six months ended December 31, 2009, unless otherwise noted.

Where we say we , us , our , OpenText or the Company , we mean Open Text Corporation or Open Text Corporation and its
subsidiaries, as applicable.

BUSINESS OVERVIEW
Open Text

We are an independent company providing Enterprise Content Management (ECM) software solutions. ECM is the set of technologies used to
capture, manage, store, preserve, find and retrieve structured and unstructured content. We focus solely on ECM software solutions with a view
to being recognized as The Content Experts in the software industry. We endeavor to be at the leading edge of content management technology
by regularly upgrading and improving on our product offerings. We have endeavored to achieve this objective internally and through

acquisitions of companies that own technologies we feel will benefit our clients.

Our initial public offering was on the NASDAQ in 1996 and we were subsequently listed on the Toronto Stock Exchange in 1998. We are a
multinational company and currently employ approximately 4,100 people worldwide.
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Quarterly Highlights:

Some highlights of our operating results for the three months ended December 31, 2010 include:

Operating cash flows increased from $32.5 million to $40.0 million over the same period in the prior fiscal year.

Total revenues increased by 7.9% over the same period in the prior fiscal year, to $267.5 million.

Customer support revenues increased from $130.3 million to $136.7 million over the same period in the prior fiscal year.

Our overall cash and cash equivalents balance at December 31, 2010 increased by $14.6 million over June 30, 2010.
Other highlights were as follows:

In October 2010, we announced that we have acquired StreamServe Inc., a leading provider of business communication solutions.
See Acquisitions below for more details.

In November 2010, Open Text Content World 2010 was held at the Gaylord National Resort and Conference Center in Washington
D.C. offering more than 110 sessions, from customer case studies, to business and technical breakouts, panel discussions, and best
practices through leadership sessions. With the launch of the new ECM Suite 2010, Open Text Everywhere , as well as new
developments in our solution portfolios for Microsoft SharePoint and SAP, Content World 2010 was a showcase of new possibilities
in the world of ECM.

In November 2010, we announced our plan to obtain the technology and distribution license to allow Open Text to embed Oracle
technology in its products, in order to fully utilize the capabilities of Oracle Database 11g as an enterprise content repository. This
will also permit rapid uptake of Oracle Fusion Middleware 11g and other Oracle platform capabilities. The solutions can help Open
Text customers capture large volumes of emails, documents, images, and application data and manage their entire lifecycle in an
integrated environment.

In November 2010, we showcased a new release of Open Text Everywhere with native client applications for Apple iPhone and
iPad. With client applications from Open Text, business users gain access to critical content and processes from their iPhones and
iPads. The new applications were revealed for the first time at our annual Content World user conference where attendees were able
to experience Open Text Everywhere in action on iPads and iPhones.

Acquisitions

Our competitive position in the marketplace requires us to maintain a complex and evolving array of technologies, products, services and
capabilities. In light of the continually evolving marketplace in which we operate, we regularly evaluate various acquisition opportunities within
the ECM marketplace and elsewhere in the high technology industry. We believe our acquisitions support our long-term strategic direction, and
are intended to strengthen our competitive position, expand our customer base, provide greater scale to accelerate innovation, and increase
shareholder value. We expect to continue to strategically acquire companies, products, services and technologies to augment our existing
business.

During Fiscal 2011 we have continued our acquisition activity with the following acquisition:

StreamServe Inc. (StreamServe)
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On October 27, 2010, we acquired StreamServe, a software company based in Burlington, Massachusetts. StreamServe offers enterprise
business communication solutions that help organizations process and deliver highly personalized documents in paper or electronic format. The
acquisition will add complementary document

25

Table of Contents 40



Edgar Filing: OPEN TEXT CORP - Form 10-Q

Table of Conten

output and customer communication management software to our ECM Suite, while enhancing our SAP partnership and extending our reach in
the Nordic market. In accordance with ASC Topic 805, this acquisition was accounted for as a business combination. For more details relating to
the acquisition of StreamServe, see Note 14 Acquisitions to our condensed consolidated financial statements.

Partners

Partnerships are fundamental to the Open Text business. We have developed strong and mutually beneficial relationships with key technology
partners, including major software vendors, systems integrators, and storage vendors, which we believe gives us leverage to deliver
customer-focused solutions. Key partnership alliances of Open Text include, but are not limited to, Oracle®, Microsoft®, and SAP®. We rely on
close cooperation with partners for sales and product development, as well as for the optimization of opportunities which arise in our
competitive environment. We aim to strengthen our global partner program, with emphasis on developing strategic relations and achieving close
integration with partners. Our partners continue to generate business in key areas such as archiving, records management and compliance.

Outlook for the remainder of Fiscal 2011

We believe that we have a strong position in the ECM market and that the market for content solutions remains generally stable. We think that
our diversified geographic profile helps strengthen our position, in that approximately half of our revenues come from outside of North America
and thus helps cushion us from an economic downturn in any one specific region. Additionally, we believe that our focus on compliance based
products also helps to partially insulate us from recessionary cycles in the macroeconomic environment. We also believe we have a strong
position in the ECM market because over 50% of our revenues are from customer support revenues, which are generally a recurring source of
income, and we expect this trend will continue.

Results of Operations
Revenues
Revenues by Product Type and Geography:

The following tables set forth our revenues by product and as a percentage of total revenues, as well as revenues by major geography and as a
percentage of total revenues for each of the periods indicated:

Revenues by Product Type

Three months ended Change/ Six months ended Change/
December 31, increase December 31, increase
(In thousands) 2010 2009 (decrease) 2010 2009 (decrease)
License $ 79,204 $ 72,691 $ 6,513 $ 121,850 $ 120,020 $ 1,830
Customer support 136,702 130,283 6,419 266,459 253,932 12,527
Services and Other 51,582 44,816 6,766 96,584 85,260 11,324
Total $267,488 $ 247,790 $ 19,698 $ 484,893 $459,212 $ 25,681
Three months ended Six months ended
December 31, December 31,
(% of total revenues) 2010 2009 2010 2009
License 29.6% 29.3% 25.1% 26.1%
Customer support 51.1% 52.6% 55.0% 55.3%
Services and Other 19.3% 18.1% 19.9% 18.6%
Total 100.0% 100.0% 100.0% 100.0%
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Revenues by Geography

Three months ended Change/ Six months ended Change/

December 31, increase December 31, increase
(In thousands) 2010 2009 (decrease) 2010 2009 (decrease)
North America $ 135,304 $ 124,964 $ 10,340 $ 252,940 $232,281 $ 20,659
Europe 111,776 105,663 6,113 192,968 197,049 (4,081)
Other 20,408 17,163 3,245 38,985 29,882 9,103
Total $267,488 $ 247,790 $ 19,698 $ 484,893 $459,212 $ 25,681
Three months ended Six months ended
December 31, December 31,

% of total revenues 2010 2009 2010 2009
North America 50.6% 50.4% 52.2% 50.6%
Europe 41.8% 42.6% 39.8% 42.9%
Other 7.6% 7.0% 8.0% 6.5%
Total 100.0% 100.0% 100.0% 100.0%

License Revenues consists of fees earned from the licensing of software products to customers. Our license revenues are impacted by the
strength of general economic and industry conditions, the competitive strength of our software products, and our acquisitions.

License revenues increased by $6.5 million during the three months ended December 31, 2010 as compared to the three months ended
December 31, 2009. The increase in license revenues was geographically attributable to an increase in Europe license sales of $2.8 million, an
increase in North America license sales of $3.1 million, and an increase in Other geographies of $0.6 million.

License revenues increased by $1.8 million during the six months ended December 31, 2010 as compared to the six months ended December 31,
2009. The increase in license revenues was geographically attributable to an increase in North America license sales of $3.8 million, and an
increase in Other geographies of $4.3 million. The increase was partially offset by a decrease in Europe license sales of $6.3 million.

Customer Support Revenues consists of revenues from our customer support and maintenance agreements. These agreements allow our
customers to receive technical support, enhancements and upgrades to new versions of our software products when and if available. Customer
support revenues are generated from support and maintenance relating to current year sales of software products and from the renewal of
existing maintenance agreements for software licenses sold in prior periods. Therefore, changes in customer support revenues do not always
correlate directly to the changes in license revenues from period to period. The terms of support and maintenance agreements are typically
twelve months, with customer renewal options.

Customer support revenues increased by approximately $6.4 million during the three months ended December 31, 2010 as compared to the three
months ended December 31, 2009. The increase in customer support revenues were attributable to an increase in North America customer
support revenues of $3.2 million, an increase in Europe customer support revenues of $1.0 million, and the remainder was due to an increase in
Other geographies.

Customer support revenues increased by approximately $12.5 million during the six months ended December 31, 2010 as compared to the six
months ended December 31, 2009. The increase in customer support revenues were attributable to an increase in North America customer
support revenues of $7.9 million, an increase in Other geographies of $4.4 million, and the remainder of the change in Europe.
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Service and Other Revenues Service revenues consist of revenues from consulting contracts and contracts to provide implementation, training
and integration services (Professional Services). Other revenues consist of hardware revenues. These revenues are grouped within the Service
and Other category because they are relatively immaterial. Professional Services, if purchased, are typically performed after the purchase of new
software licenses.

Service and other revenues increased by approximately $6.8 million during the three months ended December 31, 2010 as compared to the three
months ended December 31, 2009. Geographically, the increase was attributable to an increase in North America of $4.0 million, an increase in
Europe of $2.3 million, and the remainder was in Other geographies.

Service and other revenues increased by approximately $11.3 million during the six months ended December 31, 2010 as compared to the six
months ended December 31, 2009. Geographically, the increase was attributable to an increase in North America of $8.9 million, an increase in
Europe of $1.9 million, and the remainder of the difference was due to an increase in Other geographies.

Cost of Revenues and Gross Margin by Product Type

The following tables set forth the changes in cost of revenues and gross margin by product type for the periods indicated:

Three months ended Change/ Six months ended Change/
December 31, increase December 31, increase
(In thousands) 2010 2009 (decrease) 2010 2009 (decrease)
License $ 5,463 $ 4,633 $ 830 $ 8,965 $ 7778 $ 1,187
Customer Support 21,542 21,493 49 40,898 42,432 (1,534)
Service and Other 41,158 36,428 4,730 76,271 69,722 6,549
Amortization of acquired technology-based intangible assets 16,420 15,152 1,268 31,847 29,294 2,553
Total $ 84,583 $ 77,706 $ 6877 $ 157,981 $ 149,226 $ 8,755
Three months ended Six months ended
December 31, December 31,

Gross Margin 2010 2009 2010 2009
License 93.1% 93.6% 92.6% 93.5%
Customer Support 84.2% 83.5% 84.7% 83.3%
Service and Other 20.2% 18.7% 21.0% 18.2%

Cost of license revenues consists primarily of royalties payable to third parties and product media duplication, instruction manuals and
packaging expenses.

Cost of license revenues remained stable during the three months ended December 31, 2010 as compared to the three months ended
December 31, 2009, increasing slightly by $0.8 million. Overall gross margin on license revenues have remained stable at 93.1%.

Cost of license revenues remained consistent during the six months ended December 31, 2010 as compared to the six months ended

December 31, 2009, increasing slightly by $1.2 million. Overall gross margin on license revenues has decreased from 93.5% to 92.6% as a result
of a higher percentage increase in cost of license revenues than in license revenues for the six months ended December 31, 2010 as compared to
the same period of last year.

Cost of customer support revenues is comprised primarily of technical support personnel and related costs, as well as third party royalty costs.
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Cost of customer support revenues remained stable during the three months ended December 31, 2010 as compared to the three months ended
December 31, 2009, increasing marginally by $0.05 million. Overall gross margin on customer support revenues have increased slightly to
84.2% due to an increase in revenues while costs remained stable as compared to the same period in the prior year.

Cost of customer support revenues decreased by $1.5 million during the six months ended December 31, 2010 as compared to the six months
ended December 31, 2009. The decrease in costs is mainly due to savings on labour costs achieved in our first quarter of Fiscal 2011. Overall
gross margin on customer support revenues have increased to 84.7% as revenues grew more than related costs.

Cost of service and other revenues consists primarily of the costs of providing integration, customization and training with respect to our
various software products. The most significant components of these costs are personnel-related expenses, travel costs and third party
subcontracting.

Cost of services and other revenues increased by $4.7 million and $6.5 million, respectively during the three and six months ended

December 31, 2010, as compared to the three and six months ended December 31, 2009, primarily as a result of higher training and support costs

associated with an increase in service and other revenues.

Overall gross margin on services and other revenues has increased to 20.2% and 21.0%, respectively for the three and six months ended
December 31, 2010, as revenues grew more than related costs.

Amortization of acquired technology-based intangible assets increased by $1.3 million and $2.6 million, respectively during the three and six
months ended December 31, 2010, due to the increase in intangible assets on account of acquisitions during Fiscal 2010 and Fiscal 2011.

Operating Expenses

The following table sets forth total operating expenses by function and as a percentage of total revenues for the periods indicated:

Three months ended Change/ Six months ended Change/
December 31, increase December 31, increase
(In thousands) 2010 2009 (decrease) 2010 2009 (decrease)
Research and development $ 34,268 $ 34,347 $ (79 $ 65,231 $ 65,889 $ (658)
Sales and marketing 58,603 53,891 4,712 102,783 104,581 (1,798)
General and administrative 19,478 22,377 (2,899) 39,288 43,602 4,314)
Depreciation 5,258 4,398 860 10,133 8,545 1,588
Amortization of acquired customer-based intangible assets 9,256 8,735 521 18,057 17,652 405
Special charges 3,461 10,423 (6,962) 6,656 29,012 (22,356)
Total $ 130,324 $ 134,171 $ (3.847) $242.148 $ 269,281 $ (27,133)
Three months ended Six months ended
December 31, December 31,
(in % of total revenues) 2010 2009 2010 2009
Research and development 12.8% 13.9% 13.5% 14.3%
Sales and marketing 21.9% 21.7% 21.2% 22.8%
General and administrative 7.3% 9.0% 8.1% 9.5%
Depreciation 2.0% 1.8% 2.1% 1.9%
Amortization of acquired customer-based intangible assets 3.5% 3.5% 3.7% 3.8%
Special charges 1.3% 4.2% 1.4% 6.3%
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Research and development expenses consist primarily of personnel expenses, contracted research and development expenses, and facility costs.
Research and development helps enable organic growth and as such we may dedicate extensive efforts to update and upgrade our product
offering. The primary driver is typically budgeted software upgrades and software development.

Research and development expenses remained stable for the three and six months ended December 31, 2010 as compared to the same periods of
the prior fiscal year.

Overall, our research and development expenses, as a percentage of total revenues, have dropped slightly to 12.8% and 13.5%, respectively for
the three and six months ended December 31, 2010 as compared to the same periods of the prior fiscal year, as a result of an increase in total
revenues, with research and development expenses remaining stable. Our expectation for Fiscal 2011 is that research and development expenses
will be in the range of 14% 16% of total revenues.

Sales and marketing expenses consist primarily of personnel expenses and costs associated with advertising and trade shows.

Sales and marketing expenses increased by $4.7 million during the three months ended December 31, 2010, primarily as a result of an increase
in direct labour and labour-related benefits and expenses.

Sales and marketing expenses decreased by $1.8 million during the six months ended December 31, 2010, as a result of a decrease in direct
labour and labour-related benefits and expenses experienced in the first quarter of Fiscal 2011 that offset the increase during the second quarter
of Fiscal 2011.

Overall, our sales and marketing expenses, as a percentage of total revenues, have remained relatively stable within the range of 21% 23%.
Headcount at December 31, 2010 related to sales and marketing activities increased by 66 employees compared to December 31, 2009.
Our expectation for Fiscal 2011 is that sales and marketing expenses will be in the range of 21% 23% of total revenues.

General and administrative expenses consist primarily of personnel expenses, related overhead, audit fees, other professional fees, consulting
expenses and public company costs.

General and administrative expenses decreased by $2.9 million and $4.3 million, respectively for the three and six months ended December 31,
2010 as compared to the same periods in the prior fiscal year, primarily due to lower LTIP expenses incurred in the current periods. For more
Information on our LTIP expenses, see Note 9.

Overall, our general and administrative expenses, as a percentage of total revenues, have decreased to 7.3% and 8.1%, respectively for the three
and six months ended December 31, 2010, as compared to 9.0% and 9.5%, respectively for the same periods last year, due to efficiencies
achieved on account of our restructuring plans.

Our expectation for Fiscal 2011 is that general and administrative expenses will be in the range of 8% 10% of total revenues.

Depreciation expenses increased by $0.9 million and $1.6 million, respectively in the three and six months ended December 31, 2010, due to an
increase in capital assets as a result of acquisitions made in Fiscal 2010 and Fiscal 2011.
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Amortization of acquired customer-based intangible assets increased by $0.5 million and $0.4 million, respectively for three and six months
ended December 31, 2010 as compared to the same period in the prior fiscal year, due to an increase in intangible assets on account of
acquisitions made during Fiscal 2010 and Fiscal 2011.

Special charges typically relate to amounts that we expect to pay in connection with restructuring plans relating to employee workforce
reduction, abandonment of excess facilities, impairment of long-lived assets, acquisition related costs and other similar charges. Generally, we
implement such plans in the context of streamlining existing Open Text operations with those of acquired entities. Actions related to such
restructuring plans are usually completed within a period of one year. In certain limited situations, if the planned activity does not need to be
implemented, or an expense lower than anticipated is paid out, we record a recovery of the originally recorded expense to special charges.

During the three and six months ended December 31, 2009, we recorded $10.4 million and $29.0 million, respectively of special charges,

primarily resulting from the implementation of our Fiscal 2010 Restructuring Plan , announced and approved by our board during the first quarter
of Fiscal 2010. For the three and six months ended December 31, 2010, we recorded $3.5 million and $6.7 million of special charges,

respectively. These charges are primarily the result of accounting for the remaining employee workforce reduction within the Fiscal 2010
Restructuring Plan , plus the implementation of our Fiscal 2011 Restructuring Plan announced during the second quarter of Fiscal 2011. For more
details on Special charges, see Note 13 to our condensed consolidated financial statements.

Other income (expense), net relates to the net impact of non-operational gains and losses consisting primarily of foreign exchange gains (losses)

and tax-related penalties. These gains and losses are not generally predictable and the lower (net) other expense in the three months ended

December 31, 2009, as well as the higher (net) other income in the six months ended December 31, 2009, was due to the impact of certain
one-time gains that were not repeated during the three and six months ended December 31, 2010.

Interest expense, net is primarily made up of cash interest paid on our debt facilities and interest related to income tax exposures, offset by
interest income earned on our cash and cash equivalents. Net interest expense decreased slightly by $0.2 million in the three months ended
December 31, 2010, as compared to the same period of the prior fiscal year, due to a decrease in interest related to tax uncertainties.

Net interest expense increased by $0.8 million in the six months ended December 31, 2010 as compared to the same period of Fiscal 2010,
primarily due to an increase in interest and penalties related to income tax expense incurred in the first quarter of Fiscal 2011.

Provision for income taxes: The net decrease in tax expense from $10.3 million during the three months ended December 31, 2009 to $7.0
million during the three months ended December 31, 2010 was primarily due to the impacts of our internal reorganization during Fiscal 2010
and Fiscal 2011. The increase in the fiscal year to date tax expense from $13.8 million in Fiscal 2010 to $15.9 million in Fiscal 2011 was
primarily on account of an increase in income before income taxes over the comparative periods.

Liquidity and Capital Resources

The following table sets forth changes in cash flow from operating, investing and financing activities for the periods indicated:

Six months ended Change/
December 31, increase
(In thousands) 2010 2009 (decrease)
Cash provided by operating activities $ 88,937 $ 36,970 $ 51,967
Cash (used in) investing activities (75,285) (72,635) (2,650)
Cash (used in) provided by financing activities 9,173) 4,081 (13,254)
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Cash flows from operating activities increased by $52.0 million in the six months ended December 31, 2010 compared to the six months ended
December 31, 2009 due to an increase in net income of $35.9 million, an increase in non-cash adjustments of $9.2 million and an increase in
working capital of $6.9 million.

The increase in non-cash adjustments is primarily due to an unrealized gain on financial instruments, and the release of an unrealized gain on
marketable securities to income incurred in the last fiscal year, in the amount of $3.9 million and $4.4 million, respectively, which were not
repeated in the current period. Non-cash adjustments were also increased by an additional $4.5 million of depreciation and amortization of
intangible assets, on account of recent acquisitions; however this increase in non-cash adjustments was partially offset by a decrease in deferred
taxes of $2.5 million.

The increase in operating assets and liabilities was primarily due to (i) $8.3 million related to stronger accounts receivable collections in the
current period, (ii) $15.6 million related to the net impact of changes in the income taxes payable balance partially offset by changes in tax
related deferred charges and credits, and (iii) $2.6 million related to a higher prepaid expense and other current assets balance. These increases
were offset by decreases of (i) $4.1 million related to other assets, and (ii) $14.8 million related to accounts payable and accrued liabilities. The
remaining change in operating assets and liabilities related to miscellaneous items.

Cash flows used in investing activities
Our cash flows used in investing activities are primarily on account of business acquisitions.

Cash flows used in investing activities increased by $2.7 million in the six months ended December 31, 2010 compared to the six months ended
December 31, 2009 primarily due to incremental additions of capital assets of $2.8 million. Although cash flows from investing activities were
increased by $39.4 million as a result of a reduction in acquisition related spending, this was offset by the absence of cash inflows from the
maturity of short-term investments in the amount of $38.5 million, when compared to the same period in the prior fiscal year. The remaining
change in investing activities was related to miscellaneous items.

Cash flows (used in) provided by financing activities

Our cash flows from financing activities consist of long-term debt financing and monies received from shares exercised by our employees.
These inflows are typically offset by scheduled and non-scheduled repayments of our long-term debt financing and, when applicable, the
repurchases of our shares.

Cash flows provided by financing activities decreased by $13.3 million in the six months ended December 31, 2010 compared to the six months
ended December 31, 2009 as a result of $12.5 million that we spent this quarter on repurchases of our Common Shares in connection with our
Fiscal 2011 long-term incentive plan (LTIP 4). The price paid for the Common Shares was at the prevailing market price at the time of
repurchase. For more details regarding this repurchase and LTIP 4, see Note 9 to our condensed consolidated financial statements. Cash flows
used in financing activities also increased by $1.6 million as a result of less cash collected in connection with the issuance of Common Shares;
however this was offset by an increase of $1.0 million from a reduction in spending related to debt financing activities. The remaining change in
financing activities was related to miscellaneous items.

Long-term Debt and Credit Facilities

On October 2, 2006, we entered into a $465.0 million credit agreement with a Canadian chartered bank consisting of a term loan facility in the
amount of $390.0 million and a $75.0 million committed revolving long-term credit facility (the revolver). The term loan was used to partially
finance the Hummingbird acquisition
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and the revolver will be used for general business purposes, if necessary. No amount has been drawn under the revolver to date. The credit
agreement is guaranteed by certain of our subsidiaries. For details relating to this and our other credit facilities, see Note 8 to our condensed
consolidated financial statements.

The material financial covenants under our term loan agreement are that:

We must maintain a consolidated leverage ratio of no more than 3:1 at the end of each financial quarter. Consolidated leverage ratio
is defined for this purpose as the proportion of our total debt, including guarantees and letters of credit, over our trailing twelve
months net income before interest, taxes, depreciation and amortization (EBITDA); and

We must maintain a consolidated interest coverage ratio of 3:1 or more at the end of each financial quarter. Consolidated interest
coverage ratio is defined for this purpose as our consolidated EBITDA over our consolidated interest expense.
As of December 31, 2010, the carrying value of the term loan was $286.5 million and we were in compliance with all loan covenants relating to
this facility.

Extension of Mortgage

In December 2005, we entered into a five year mortgage agreement with the bank. The principal amount of the mortgage was for Canadian
$15.0 million and was originally scheduled to mature on January 1, 2011. On January 1, 2011, the mortgage was extended for a six-month term,
now maturing on July 1, 2011. The principal amount of the mortgage did not change upon extension, however, interest now accrues monthly at a
variable rate of Canadian prime plus 0.50%. Principal and interest are payable in monthly installments of Canadian $0.1 million with a final
lump sum principal payment of Canadian $12.3 million due on maturity. The mortgage continues to be secured by a lien on our headquarters in
Waterloo, Ontario, Canada. (For more details, see Note 8 to our condensed consolidated financial statements.)

We anticipate that our cash and cash equivalents, as well as available credit facilities and committed loan facilities will be sufficient to fund our
anticipated cash requirements for working capital, contractual commitments, and capital expenditures for the foreseeable future. Any material
acquisition related activities may require additional sources of financing.

Commitments and Contractual Obligations

We have entered into the following contractual obligations with minimum payments for the indicated fiscal periods as follows:

Payments due between

January 1, 2011 July 1, 2011 July 1, 2013 July 1,
Total June 30, 2011 June 30, 2013 June 30, 2015 2015 and beyond
Long-term debt obligations $319,072 $ 17,814 $ 20,467 $ 280,791 $
Operating lease obligations* 137,794 14,539 41,376 30,983 50,896
Purchase obligations 2,995 961 2,018 16
$ 459,861 $ 33,314 $ 63,861 $ 311,790 $ 50,896

* Net of $5.1 million of sublease income to be received from properties which we have subleased to other parties.

The long-term debt obligations are comprised of interest and principal payments on our term loan agreement and a five-year mortgage on our
headquarters in Waterloo, Ontario, Canada. See Note 8 to our condensed consolidated financial statements. As of December 31, 2010 there were
no borrowings outstanding under our revolver, however if we borrow under the revolver, it would increase our contractual obligations.

Table of Contents 49



Table of Contents

Edgar Filing: OPEN TEXT CORP - Form 10-Q

33

50



Edgar Filing: OPEN TEXT CORP - Form 10-Q

Table of Conten
Litigation

We are subject from time to time to legal proceedings and claims, either asserted or unasserted, that arise in the ordinary course of business.
While the outcome of these proceedings and claims cannot be predicted with certainty, our management does not believe that the outcome of
any of these legal matters will have a material adverse effect on our consolidated financial position, results of operations and cash flows.

Off-Balance Sheet Arrangements

We do not enter into off-balance sheet financing as a matter of practice except for the use of operating leases for office space, computer
equipment, and vehicles. None of the operating leases described in the previous sentence has, or potentially may have, a material current or
future effect on our financial condition, revenues, expenses, results of operations, liquidity, capital expenditures or capital resources. In
accordance with U.S. GAAP, neither the lease liability nor the underlying asset is carried on the balance sheet, as the terms of the leases do not
meet the criteria for capitalization.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with U.S. GAAP. These accounting principles require us to make
certain estimates, judgments and assumptions. We believe that the estimates, judgments and assumptions upon which we rely are reasonable
based upon information available to us at the time that these estimates, judgments and assumptions are made. These estimates, judgments and
assumptions can affect the reported amount of assets and liabilities as of the date of the financial statements as well as the reported amounts of
revenues and expenses during the periods presented. To the extent that there are material differences between these estimates, judgments and
assumptions and actual results, our financial statements will be affected. The accounting policies that reflect our more significant estimates,
judgments and assumptions and which we believe are the most critical to aid in fully understanding and evaluating our reported financial results
include the following:

Revenue recognition

Business combinations

Goodwill and intangible assets impairment assessments

Accounting for income taxes

Legal and other contingencies

The valuation of stock options granted and liabilities related to share-based payments, including the long-term incentive plan

Allowance for doubtful accounts

Facility and restructuring accruals

Financial instruments
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The valuation of pension assets and obligations
Please refer to our MD&A contained in Part II, Item 7 of our Annual Report on Form 10-K for our fiscal year ended June 30, 2010 for a more
complete discussion of our critical accounting policies and estimates. There was no significant change in our critical accounting policies and
estimates since the end of the fiscal year ended June 30, 2010.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are primarily exposed to market risks associated with fluctuations in interest rates on our term loan and foreign currency exchange rates.
Interest rate risk

Our exposure to interest rate fluctuations relate primarily to our term loan, as we had no borrowings outstanding under the revolver as of
December 31, 2010. As of December 31, 2010, we had an outstanding balance of $286.5 million on the term loan. The term loan bears a floating
interest rate of LIBOR plus a fixed rate of 2.25%. As of December 31, 2010, an adverse change in LIBOR of 100 basis points (1.0%) would
have the effect of increasing our annual interest payment on the term loan by approximately $2.9 million, assuming that the loan balance as of
December 31, 2010 is outstanding for the entire period.

Foreign currency risk

Our reporting currency is the U.S dollar. On account of our international operations, a substantial portion of our cash and cash equivalents is
held in currencies other than the U.S. dollar. As of December 31, 2010, this balance represented approximately 72% of our total cash and cash
equivalents. A 10% adverse change in foreign exchange rates versus the U.S. dollar would have decreased our reported cash and cash
equivalents by approximately 7%.

Our international operations expose us to foreign currency fluctuations. Revenues and related expenses generated from subsidiaries, other than
those located in the U.S., are generally denominated in the functional currencies of the local countries. These functional currencies include
Euros, Canadian Dollars, Australian Dollars and British Pounds. The income statements of our international operations are translated into U.S.
dollars at the average exchange rates in each applicable period. To the extent the U.S. dollar strengthens against foreign currencies, the foreign
currency conversion of these foreign currency denominated transactions into U.S. dollars results in reduced revenues, operating expenses and net
income (loss) for our international operations. Similarly, our revenues, operating expenses and net income (loss) will increase for our
international operations if the U.S. dollar weakens against foreign currencies. We cannot predict the effect foreign exchange fluctuations will
have on our results going forward. However, if there is a change in foreign exchange rates versus the U.S. dollar, it could have a material effect
on our results of operations. To limit the potential exposure we have to foreign currency fluctuations, we have entered into a hedging program
with a Canadian chartered bank. For more details of our hedging program, see Note 12.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this Quarterly Report on Form 10-Q, our management, with the participation of the Chief Executive
Officer and Chief Financial Officer, performed an evaluation of the effectiveness of the design and operation of our disclosure controls and
procedures as defined in Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the Exchange Act). Based upon
that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that as of December 31, 2010, our disclosure controls and
procedures were effective to provide reasonable assurance that information required to be disclosed in our reports filed or submitted under the
Exchange Act was recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange Commission s
rules and forms, and that information required to be disclosed by us in the reports we file under the Exchange Act (according to

Rule 13(a)-15(e)), is accumulated and communicated to our management, including the Chief Executive Officer and Chief Financial Officer, as
appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

Based on the evaluation completed by our management, in which our Chief Executive Officer and Chief Financial Officer participated, our
management has concluded that there were no changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under the
Exchange Act) during the fiscal quarter ended December 31, 2010 that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.
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PART II OTHER INFORMATION
Item 1A. Risk Factors
Risk Factors

You should carefully consider the factors discussed in Part I, Item 1A, Risk Factors in our Annual Report on Form 10-K for our fiscal year
ended June 30, 2010. These are not the only risks and uncertainties facing us. Our business is also subject to general risks and uncertainties that
affect many other companies.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

There have been no registered sales of equity securities during the period covered by this Form 10-Q.

Stock Purchases

The following table provides details of Common Shares purchased by the Company during the three months ended December 31, 2010:
PURCHASES OF EQUITY SECURITIES OF THE COMPANY FOR THE THREE

MONTHS ENDED DECEMBER 31, 2010

(©)

Total (d)
Number of Shares Maximum
(a) Purchased as Part Number of Shares
Total (b) of that May Yet Be
Number of Average Publicly Purchased
Shares Price Paid Announced Plans or Under the Plans or
Period Purchased per Share Programs Programs
10/1/10 to 10/31/10 $
11/1/10 to 11/30/10 $
12/1/10 to 12/31/10 264,834 $ 47.19 132,417
Total 264,834 $ 47.19 132,417

The above represents Common Shares issuable, in the future, in connection with performance share units granted under our Fiscal 2011

long-term incentive plan (LTIP 4). For more details of this repurchase, please see Treasury Stock under Note 9 Share Capital, Option Plans and
Share-based Payments , under Part I Item 1 of this Quarterly Report on Form 10-Q. The price paid for the Common Shares was at the prevailing
market price at the time of repurchase.
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Item 6. Exhibits and Financial Statement Schedules

The following exhibits are filed with this report:

Exhibit
Number

3.1
4.1

31.1

31.2

32.1

32.2

101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Description of Exhibit
Open Text Corporation By-laws*

Amended and Restated Shareholder Rights Plan, dated December 2, 2010, between Computershare Investor Services Inc as
rights agent, and the Company.*

Certification of the Chief Executive Officer, pursuant to Rule 13a-14(a) of the Exchange Act, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) of the Exchange Act, as adopted pursuant to Section 302
of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Executive Officer pursuant to 18 U.S.C Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer pursuant to 18 U.S.C Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

XBRL instance document

XBRL taxonomy extension schema

XBRL taxonomy extension calculation linkbase
XBRL taxonomy extension definition linkbase
XBRL taxonomy extension label linkbase

XBRL taxonomy extension presentation linkbase

* Filed as an Exhibit in the Company s Report on Form 8-K, as filed with the SEC on December 2, 2010 and incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its

behalf by the undersigned thereunto duly authorized.

Date: February 3, 2011
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OPEN TEXT CORPORATION
By: /s/ JOHN SHACKLETON
John Shackleton

President and Chief Executive Officer
(Principal Executive Officer)

/s/  PauL McFEETERS
Paul McFeeters

Chief Financial Officer
(Principal Financial Officer)

/s/ Sureer Kint
Sujeet Kini

Vice President, Controller

(Principal Accounting Officer)
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