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PART 1

This Annual Report on Form 10-K contains forward-looking statements that are based on our beliefs and assumptions
regarding future events and circumstances, including statements regarding our strategies, our opportunities,
developments in the healthcare market, our relationships with our customers and contract manufacturer and other
matters. These statements are principally contained in Item 1, Business; Item 1A, Risk Factors; Item 7, Management's
Discussion and Analysis of Financial Condition and Results of Operations; and other sections of this Annual Report
on Form 10-K. Forward-looking statements include statements that are not historical facts and can be identified by
words such as “project,” “believe,” “anticipate,” “plan,” “expect,
“will” or “may,” or other similar words and phrases.
Forward-looking statements are subject to known and unknown risks, uncertainties and other factors that could cause
actual results to differ materially from the results anticipated by these forward-looking statements. These risks,
uncertainties and factors include those we discuss in this annual report in Item 1A, Risk Factors. You should read
these risk factors and the other cautionary statements made in this Annual Report on Form 10-K as being applicable to
all related forward-looking statements wherever they appear in this Annual Report on Form 10-K. It is not possible for
us to predict all risks that could affect us, nor can we assess the impact of all factors on our business or the extent to
which any factor, or combination of factors, may cause actual results to differ materially from those contained in any
forward-looking statements we may make. Moreover, new risks emerge from time to time.

The forward-looking statements made in this Annual Report on Form 10-K relate only to events as of the date on
which the statements are made. We undertake no obligation to update publicly any forward-looking statements,
whether as a result of new information, future events or otherwise, except as required by law.
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estimate,” “intend,” “continue,” “should,” “would,” “could

Item 1. Business

Overview

We are a provider of mobile communication solutions focused on addressing critical communication challenges facing
hospitals today. We help our customers improve patient safety and satisfaction, and increase hospital efficiency and
productivity through our Voice Communication, Secure Messaging and Care Transition solutions. Our Voice
Communication solution, which includes a lightweight, wearable, voice-controlled communication badge and a
software platform, enables users to connect instantly with other hospital staff simply by saying the name, function or
group name of the desired recipient. Our Secure Messaging solution securely delivers text messages and alerts directly
to and from smartphones. Our hosted Care Transition solutions include voice and text based software applications that
capture, manage and monitor patient information when responsibility for the patient is transferred or “handed-off” from
one caregiver to another, which helps manage the hospital discharge process to help prevent unnecessary
readmissions.

At the core of our Voice Communication solution is a patent-protected software platform that we introduced in 2002.
We have significantly enhanced and added features and functionality to this solution through ongoing development
based on frequent interactions with our customers. Our software platform is built upon a scalable architecture and
recognizes more than 100 voice commands. Users can instantly communicate with others using the Vocera
communication badge or through Vocera Connect client applications available for iPhone and Android smartphones,
as well as Cisco wireless IP phones. Our Voice Communication solution can also be integrated with nurse call and
other clinical systems to immediately and efficiently alert hospital workers to patient needs.

Our solutions are deployed in 875 hospitals and healthcare facilities, including large hospital systems, small and
medium-sized local hospitals, and a small number of clinics, surgery centers and aged-care facilities. Over 1,000
customers, including non-healthcare users, have deployed our solutions. We sell our solutions to healthcare customers
primarily through our direct sales force in the United States, and through direct sales and select distribution channels
in international markets.

We were incorporated in Delaware on February 16, 2000. Our corporate headquarters are located at 525 Race Street,
San Jose, CA 95126, and our main telephone number is (408) 882 5100. We maintain a website at www.vocera.com.
The contents of our website are not incorporated into, or otherwise to be regarded as part of, this Annual Report on
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Form 10-K.

Industry overview

Improving communication among the mobile and highly dispersed healthcare professionals in hospitals is extremely
important. Hospital communications are typically conducted through disparate components, including overhead
paging, pagers and mobile phones, often relying on written records of who is serving in specific roles during a
particular shift. These legacy communication methods are inefficient, often unreliable, noisy and do not provide
“closed loop” communication (in which a caller knows if a message has reached its intended recipient). These
communication deficiencies can negatively impact patient
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safety, delay patient care and result in operational inefficiencies. Additionally, the increasing focus on improving
patients' experience is supported by the healthcare reform initiative, which incorporates financial incentives for
hospitals to improve the quality of care and patient satisfaction. These forces are driving hospitals to invest in
technology and process improvements to manage their operations more efficiently and to improve staff and patient
satisfaction. Our communication platform helps hospitals increase productivity and reduce costs by streamlining
operations, and improves patient and staff satisfaction by creating a differentiated “Vocera hospital” experience.
Our strategy

Our goal is to extend our leadership position as a provider of communication solutions in the healthcare market. Key
elements of our strategy include:

Expand our business to new U.S. healthcare customers. As of December 31, 2012, our solutions were deployed in
approximately 10% of U.S. hospitals. We believe our unified communication platform can provide significant value
¢o0 both large and small hospitals that currently do not deploy our solutions. We plan to continue to expand our direct
sales force to win new customers among hospitals of all sizes. We have structured and incentivized our sales
organization to focus on sales to new customer sites, particularly within large health systems.

Further penetrate our existing installed customer base. Typically, our customers initially deploy our Voice
Communication solutions in a few departments of a hospital and gradually expand to additional departments as they
come to fully appreciate the value of our solutions. We recognize the significant opportunity to up-sell and cross-sell
to our existing customers, including into new hospitals that are part of healthcare system where our systems are
deployed in one or more other hospitals. Key sales strategies include promoting a further adoption of our Voice
Communication solution and demonstrating the value of our Secure Messaging and Care Transition solutions to our
existing customers. We plan to continue expanding the number of account managers focused on our existing
customers in order to grow our revenue and maintain and improve customer experience.

Extend our technology advantage and create new product solutions. We intend to continue our investment in
research and development to enhance the functionality of our communication solutions and further differentiate them
from other competing solutions. We plan to invest in product upgrades, product line extensions and new solutions to
enhance our portfolio, such as our recent introduction of client applications for iPhone and Android mobile platforms.
Pursue acquisitions of complementary businesses, technologies and assets. We completed four small acquisitions in
2010 to expand our solutions offering, demonstrating that we can successfully source, acquire and integrate
complementary businesses, technologies and assets. We intend to continue to pursue acquisition opportunities that we
believe can accelerate the growth of our business.

Grow our international healthcare presence. Today, in addition to our core U.S. market, we sell primarily into other
English-speaking markets, including Canada, the United Kingdom, Australia and New Zealand. As of December 31,
2012, our solutions were deployed in over 100 healthcare facilities outside the United States. We plan both to utilize
our direct sales force and leverage channel partners to expand our presence in other English-speaking markets and
enter non-English speaking countries. Recently we announced the general availability of a localized French language
version of our Voice Communication solution.

Expand our communication solutions in non-healthcare markets. While our current focus is on the healthcare
market, we believe that our communication solutions can also provide value in non-healthcare markets. Our Voice
Communication and messaging solutions have been deployed in over 200 customers in non-healthcare markets where
there are large numbers of mobile workers, including hospitality, retail and libraries. Currently, this is not a material
portion of our business, but longer term, we believe these markets could represent potential opportunities for growth.
Our products, technology and services

Our solutions consist of our Voice Communication, Secure Messaging and Care Transition solutions. To complement
our solutions, we provide services and support capabilities to help our customers optimize the benefits of our
solutions.

Voice Communication solution

Our Voice Communication solution is comprised of a unique software platform that connects communication devices,
including our hands-free, wearable, voice-controlled communication badges and third-party mobile devices that use
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our software applications to become part of the Vocera system. The system transforms the way mobile workers
communicate by enabling them to instantly connect with the right person simply by saying the name, function or
group name of the person they want to reach, often while remaining at the point-of-care. Our system responds to over
100 voice commands.

Some examples of common commands are shown below.
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Action Spoken commands

Call by name Call John Smith.

Call a group member Call an Anesthesiologist.

Dial a phone number or extension Dial extension 3145.

Initiate a broadcast to a group Broadcast to Emergency Response Team.
Locate nearest member of a group Where is the nearest member of Security?
Send a voice message Record a message for Pediatric Nursing.

Components of the Voice Communication solution include:

Software platform. At the heart of our Voice Communication solution is a patent-protected enterprise-class
software platform that runs on our customers’ Windows-based servers. The intelligence of our client-server
system is contained primarily within our server-software. This platform contains an optimized speech
recognition engine and call management functionality. In addition, it controls the calling and messaging
functions of the mobile client devices and maintains profiles for users and groups that enable customization
of workflow patterns for each customer. Our scalable software platform can support multiple geographic sites
and multiple facilities within a healthcare system to help clinicians stay connected to the latest status of their
patients.

In addition to the primary system server, our software platform includes usage and diagnostic reporting tools, as well
as our telephony software to interface to customers’ existing phone systems. Our solution is further embedded into the
clinical workflow of the hospital through the ability to integrate with over 50 third-party clinical systems, including
nurse call, patient monitoring and electronic medical record systems. These integrated solutions enable the immediate
delivery of alerts to hospital workers, helping to improve patient safety and satisfaction.

Communication badge. Our communication badge is a wearable device weighing less than two ounces that operates
over customers’ industry-standard Wi-Fi networks, the use of which has become increasingly prevalent in hospitals.
The badge is worn clipped to a shirt or on a lanyard. It can be used to conduct hands-free communication and is the
only hands-free device of its kind. It enables instant two-way voice conversations without the need to remember a
phone number or use a handset. An over-the-air update mechanism seamlessly updates device software. Our badge
also incorporates automatic diagnostic mechanisms that feed data on wireless network performance back to the
software platform for reporting and diagnosis of problems. In October 2011, we introduced the Vocera B3000 badge,
our fourth generation communication badge. This badge offers improved durability, a louder speaker for noisy
environments and proprietary acoustic noise reduction technology to improve speech recognition by eliminating
background noise.

Vocera Connect mobile applications. Vocera Connect mobile applications allow Vocera customers to
enable authorized users to access the voice calling capability of our system on third-party mobile devices,
including iPhone, Android and other mobile devices. In 2012, we added Cisco wireless IP phones to the list
of mobile devices we support. When used in a Wi-Fi environment, the Vocera Connect mobile application
enables non-Vocera devices to receive voice communication initiated within the Vocera system, including
role-based calls and group broadcasts. Onscreen presence information enables users to see the status of other
users and instantly connect with particular individuals, functional roles or entire groups using voice
commands or our click-to-connect functionality.

Secure Messaging solution

Our Secure Messaging solution securely delivers text messages, alerts and other information, directly to and from
smartphones. It is designed to replace paging and unsecure short message service, or SMS, systems. Our solution is
comprised of an enterprise-grade software platform and client applications that run on iPhone or Android devices. The
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software platform provides the central intelligence, database of users and contacts and monitoring controls that display
a real-time dashboard of delivery, receipt confirmations and responses. Our Secure Messaging solution includes a
range of client applications, including Alert, Chat, Content and Contacts, to meet the specific needs of hospitals and
other enterprise environments.

Our Vocera Alert application is a smartphone client application that works in conjunction with our messaging
platform to ensure timely, reliable and encrypted delivery (as recommended by applicable HIPAA regulations) and
acknowledgment of critical messages, including pages, lab test results and other alerts. Users can send messages to the
smartphones of other users or groups from a smartphone, web console or automatically through integration with
third-party clinical systems, like nurse call and patient monitoring systems. Recipients can reply with multiple choice
answers or custom responses, and a reporting tool tracks and stores all of the transactions for auditing purposes. Our
Alert application replaces unreliable pagers that have been used in hospitals for decades with reliable closed loop
message delivery.

5
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Care Transition Solution

Our Care Transition solution is a hosted voice and text based software application that captures, manages and
monitors patient information when responsibility for the patient is transferred or “handed-off” from one caregiver to
another. Our platform, which includes modules for patient transfers, shift changes, patient discharge instructions and
patient and family information exchanges, allows hospitals to effectively standardize and monitor patient hand-offs.
The solution streamlines patient hand-offs in a secure, manageable, web-enabled manner that enables caregivers to
capture and transfer important information about patients in either written or voice recorded formats from any phone
or PC.

Our secure web interface provides real-time monitoring of hand-off quality, compliance and throughput. Caregivers
can access the application through a variety of end-points, including computers, smartphones and other wireless
devices. The solution alerts the receiving unit of the patient’s anticipated arrival, along with care instructions left by the
previous caregiver. This eliminates phone tag and paperwork and reduces miscommunication that can cause delays
and errors in patient transfers. We have also introduced a patient discharge solution, Good to Go, that helps manage
the discharge process and provides patients better information in order to help prevent unnecessary readmissions.
Our Care Transition solution can be deployed through either a hosted software-as-a-service model or as a
server-on-site model.

Services

Our customer-centric strategy is supported by our services and support capabilities, which help customers optimize
their Vocera experience. Our services organization consists of the following:

ExperiaHealth. ExperiaHealth is focused on improving patient experience. ExperiaHealth works with hospitals and
other healthcare organizations to improve clinical and operational performance that results in improved efficiency,
work flow and enhanced patient experience. Services offered by ExperiaHealth include: consulting with customers to
tmprove organizational alignment around patient experience strategy and priorities, developing process improvement
plans to increase patient and caregiver satisfaction, providing training modules on topics such as physician leadership
coaching, developing clinical service line experience mapping, and leading patient experience improvement and
service recovery training.

Professional services. Our professional services are key to helping customers successfully deploy, manage, update
and/or expand their Vocera systems in order to gain the full benefits of our solutions. As of December 31, 2012, our
professional services team consisted of 42 professionals with expertise in wireless communication, clinical workflow,
end-user training, speech science and project management, about half of whom are nurses who understand and can
help overcome the challenges of clinical communication issues. We offer a full suite of services, including clinical
workflow design, wireless assessment, solution configuration, training and project management, enabling customers
to integrate our solutions and improve workflow efficiency and staff productivity. We also provide classroom and
distance learning curricula for systems administrators, information technology professionals and clinical educators.
Technical support. We provide 24x7 technical support to our customers through our support centers in San Jose,
California; Toronto, Canada; Knoxville, Tennessee and Reading, United Kingdom. As of December 31, 2012, our
technical support team consisted of 38 technical support professionals with expertise in wireless, telephony,
integration, servers and client devices. Our team utilizes remote diagnostic tools to proactively assess the performance
of customer systems. Each support center includes bilingual French/English engineers. We assign technical account
management resources to our largest accounts to help them expand the use of our solutions and facilitate adoption of
new functionality. Additional services, including an annual Remote System Health Assessment and biweekly
technical webinar education, are offered as project-based consulting or through our membership collaborative.

Sales and marketing

Sales

We use a direct sales model to call on hospitals and healthcare systems in the United States, the United Kingdom,
Australia and New Zealand. As of December 31, 2012, we had 90 sales employees. The sales team is organized to
allow us to better serve our customers and to support the different elements of our sales strategy. Certain members of
the sales team focus on the development of new customer relationships with large integrated health systems and
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government healthcare facilities. Our compensation is structured to incentivize new account development, including a
bonus commission paid for new customers. We supplement our sales organization by utilizing a U.S.
government-authorized reseller to facilitate our sales to Veterans Administration and Department of Defense
healthcare facilities. Sales team members also focus on new customer development with smaller systems and
individual hospitals. The sales team further includes account managers who focus on service and additional sales to
existing customers. We enhance our sales efforts by including in our sales staff individuals with nursing backgrounds
to address clinical uses with, and provide utilization advice to, customers and potential customers. We have also
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staffed our sales team with system engineers who focus on the technical elements of system optimization, particularly
wireless, and overall product configuration.

We strive to hire sales people with at least 10 years of experience selling enterprise solutions in healthcare and who
have experience selling in competitive and complex environments with multiple decision makers. In markets outside
the United States, our sales efforts are supplemented by a select group of resellers and distributors.

In addition, as of December 31, 2012, we had 23 employees responsible for sales and services support.

Marketing

Our marketing efforts focus on product management, demand generation, sales support and brand management. We
believe continuing to increase our brand recognition is important for the growth of our business. As of December 31,
2012, we had 23 employees in marketing and business development.

Our product roadmap and requirements are driven by both primary and secondary research that is continually
validated with current and prospective customers. We collect customer feedback through surveys and focus groups,
customer visits, a customer advisory board, user forums and participation in industry standards organizations. Our
customer-centric marketing strategy is key to generating new sales leads as word of mouth advertising and
testimonials are some of our most valuable marketing tools. A number of our customers have agreed to participate in
video testimonials, white papers and case studies that validate the efficacy and the financial benefits of our solutions.
We have been featured in numerous articles and on network television demonstrating increased patient satisfaction,
streamlined hospital operations and enhanced employee safety. Additionally, we sponsor numerous customer-led
webinars to demonstrate customer success and to let prospective customers hear from their peer group about the
positive impact that our solutions have made on their hospitals. Many of our sales leads come from referrals of
existing customers or users who have moved from a hospital already using Vocera to a new facility or health system.
Demand generation is created through high touch activities across multiple platforms including print media, phone,
direct mail and e-mail campaigns and participation in tradeshows and other industry sponsored events. We use a
variety of sales tools with prospective customers including collateral, ROI calculators and product videos and
presentations.

We received the exclusive endorsement of AHA Solutions, a subsidiary of the American Hospital Association, for our
Voice Communication and Care Transition solutions. As part of this endorsement, we are able to participate in
customer events sponsored by AHA Solutions. Further, we believe hospital customers view this endorsement as a
validation of the quality of our solutions.

Customers

Our customers include 875 hospitals and other healthcare facilities, of which over 100 are outside of the United States.
In addition, we have deployed our Voice Communication solution in over 200 customers in other vertical markets.
Our healthcare customer base spans hospital networks, research and academic centers, small and medium-sized local
hospitals and international hospitals. Our customers include Alberta Health Systems, Banner Health System,
University of California’s Davis Medical Center, El Camino Hospital, NorthShore University Health System,
OhioHealth and Texas Health Resources. Our diverse customer base has very low customer revenue concentration.
During 2012, our largest end customer represented only 2.7% of revenue.

Currently, we sell into English speaking markets including the United States, Canada, the United Kingdom, Australia
and New Zealand. During 2012 and 2011, non-U.S. markets represented approximately 10.7% and 7.3% of our
revenue, respectively. In addition to our recent introduction of a localized French language version of our Voice
Communication solution, we are developing plans to offer our solutions in a wider range of international markets
including other non-English speaking countries.

Competition

We do not believe any single competitor offers an intelligent voice communication system to the healthcare market
that allows instant, hands-free communication through voice-activated, role-based and activity-based calling using a
combination of dedicated, proprietary devices as well as accommodating the use of third-party smartphones and other
devices.

At this time, the primary alternative to our system consists of traditional communication methods utilizing wired
phones, Wi-Fi in-building phones, pagers and overhead intercoms. The most significant alternatives to the traditional
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communication system with which we compete for sales in the hospital are in-building wireless telephones. While we
compete with the providers of these wireless phones in making sales to hospitals, they do not at this time purport to
contain the system intelligence and convenience of our Voice Communication solution. The market for in-building
wireless phones is dominated by large communications companies such as Cisco Systems, Ascom and Spectralink.
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We believe that the primary competitive factors at work in our market include:

comprehensiveness of the solution and the features provided

product performance and reliability

the initial cost and ongoing cost of ownership

customer service and support capabilities

We may face increased competition in the future, including competition from large, multinational companies with
significant resources. Potential competitors may have existing relationships with purchasers of other products and
services within the hospital, which may enhance their ability to gain a foothold in our market.

Research and development

Our continued investment in research and development is critical to our business. We have assembled teams of
engineers with expertise in various fields, including software, firmware, database design, applications, speech
recognition, wireless communication and hardware design. We have research and development personnel in San Jose,
California; Knoxville, Tennessee and Toronto, Canada. There were 59 full-time research and development employees
as of December 31, 2012. We also utilize small teams of contractors in India and the Ukraine to assist with quality
assurance testing and automation, and targeted development efforts. Our research and development expenditures were
$11.6 million, $9.3 million and $6.7 million in 2012, 2011 and 2010, respectively.

Intellectual property

Our success depends, in part, upon our ability to protect our core technology and intellectual property. To accomplish
this, we rely on a combination of intellectual property rights, including patents, trade secrets, copyrights and
trademarks, as well as customary contractual protections.

We have been granted 16 U.S. patents, including patents on many capabilities of our software platform and
communication badge. The expiration dates of these patents range from 2018 through 2029. One or more utility
patents have also been issued in Australia, Canada, India, Japan and the European Patent Office (with validation in
Germany, France, the United Kingdom and the Netherlands.) A European Community design patent has been issued
that protects the design in multiple European jurisdictions. We have five patent applications pending in the United
States, and one or more utility patent applications are pending in Canada and at the European Patent Office. Our
primary registered trademark in the United States is Vocera®.

In addition to the foregoing protections, we generally control access to and use of our proprietary software and other
confidential information through the use of internal and external controls, including contractual protections with
employees, contractors, customers and partners. Our software is also protected by U.S. and international copyright
laws.

Our solutions include software developed and owned by us as well as software components we have licensed. These
non-exclusive licenses are terminable by the licensor for cause. Certain of these licenses are for a contractually
specified term and cannot be renewed without the assent of the licensor. In the event one or more of these licenses is
terminated or is not renewed, we could be required to redesign substantial portions of our software in order to
incorporate software components from alternative sources. An unplanned redesign of our software could materially
and adversely affect our business.

Manufacturing operations and suppliers

We outsource the manufacturing of our device products to original design manufacturers and a contract manufacturer,
SMTC. Our communication badge is currently built in Mexico using custom tools and test equipment owned by us.
Initial volumes of new products may be manufactured by our contract manufacturer in U.S. facilities. Most of our
accessories, including batteries, chargers and attachments, are built by original design manufacturers in Asia.

These manufacturers are responsible for procuring all the components included in our products as specified and
approved by us. Some of these components are sole-sourced off-the-shelf and some are custom components built
exclusively for our products. In the event we are unable to procure certain components, we could be required to
redesign some of our products in order to incorporate technology from alternative sources. An unplanned redesign of
our products could materially and adversely affect our business.
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We require our suppliers to perform both incoming and outgoing product inspections. In addition, we perform
in-house quality control and ongoing reliability testing.
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Employees

As of December 31, 2012, we had 343 employees, consisting of 24 in manufacturing and quality operations, 59 in
research and development, 136 in sales and marketing, 80 in services and 44 in general and administrative. None of
our employees are covered by a collective bargaining agreement or are represented by a labor union. We consider
current employee relations to be good.

Government regulations and standards

Substantially all of our revenue is derived from the healthcare industry. The healthcare industry is highly regulated
and is subject to changing political, legislative, regulatory and other influences. These factors affect the purchasing
practices and operations of healthcare organizations, as well as the behavior and attitudes of our users. Healthcare
reform has been recently enacted at the federal level. We expect federal and state legislatures and agencies to continue
to consider programs to reform or revise aspects of the U.S. healthcare system. These programs may contain proposals
to increase governmental involvement in healthcare or otherwise change the environment in which healthcare industry
participants operate.

HIPAA privacy and security standards

In connection with our healthcare communications business, we handle and have access to personal health information
on behalf of our customers. Accordingly, in the United States, we are subject to HIPAA and its implementing
regulations, which established uniform standards for certain “covered entities” (healthcare providers engaged in
electronic transactions, health plans and healthcare clearinghouses) governing the conduct of certain electronic
healthcare transactions and protecting the security and privacy of protected health information. The American
Recovery and Reinvestment Act of 2009 included sweeping expansion of HIPAA’s privacy and security standards as
reflected in the HITECH Act. Among other things, the new law makes certain HIPAA privacy and security standards
directly applicable to “business associates”—independent contractors or agents of covered entities that receive or obtain
protected health information in connection with providing a service on behalf of a covered entity. HITECH also
increased the civil and criminal penalties that may be imposed against covered entities, business associates and
possibly other persons, and gave state attorneys general new authority to file civil actions for damages or injunctions
in federal courts to enforce the federal HIPAA laws and seek attorney’s fees and costs associated with pursuing federal
civil actions. Most of our customers are covered entities under HIPAA and, to the extent that we handle personal
health information on their behalf, we are their “business associates” and are subject to HIPAA and associated
contractual obligations, as well as comparable state privacy and security laws.

In addition, we are subject to privacy and security regulations in other jurisdictions. For example, the EU adopted the
DPD imposing strict regulations and establishing a series of requirements regarding the storage of personally
identifiable information on computers or recorded on other electronic media. This has been implemented by all EU
member states through national laws. DPD provides for specific regulations requiring all non-EU countries doing
business with EU member states to provide adequate data privacy protection when receiving personal data from any of
the EU member states. Similarly, Canada’s Personal Information and Protection of Electronic Documents Act provides
Canadian residents with privacy protections in regard to transactions with businesses and organizations in the private
sector and sets out ground rules for how private sector organizations may collect, use and disclose personal
information in the course of commercial activities.

These statutes, regulations and contractual obligations impose numerous requirements regarding the use and
disclosure of personal health information with which we must comply, and subject us to material liability and other
adverse impacts to our business in the event we fail to do so. These include, without limitation, civil fines, criminal
sanctions in certain circumstances, contractual liability to our customer, and damage to our brand and reputation. We
endeavor to mitigate these risks through measures we believe to be appropriate for the specific circumstances,
including storing personal data under our control on password-protected systems in secure facilities, counseling our
customers as to best practices in using our solutions, and encrypting such information.

Medical device regulation

The FDA regulates certain products, including software-based products, as “medical devices” based, in part, on the
intended use of the product and the risk the device poses to the patient should the device fail to perform properly.
Although we have concluded that our products are general-purpose communication devices not subject to FDA
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regulation, either the FDA could disagree with our conclusion or changes in our product or the FDA’s

evolving regulations could lead to the imposition of medical device regulation on our products. In this event, we
would be subject to extensive regulatory requirements, including the expense of compliance with Medical Device
Reporting and Quality System regulation and the potential of liability for failure to comply, and we could be required
to obtain 510(k) clearance or premarket approval of our products from the FDA prior to commercial distribution.
Further, we would be subject to the 2.3% excise tax that became applicable to medical devices beginning January
2013.
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Electrical standards and FCC regulations

Our products emit radio frequency energy in the 2.4 GHz spectrum band for which licensing by U.S. and other
regulatory authorities is not required, provided that the products conform to certain requirements, e.g., maximum
power output and tolerance of interference from other devices sharing that spectrum band. We subject our products to
testing by independent testing laboratories for compliance with the relevant standards issued by various U.S. and
international bodies, including the European Union (with respect to the “CE” mark), the International Electrotechnical
Commission, the Australian Communications and Media Authority, Underwriters Laboratories and CSA International.
Information about segment and geographic revenue

Information about segment and geographic revenue is set forth in Note 12 of the Notes to Consolidated Financial
Statements under Item 8 of this Annual Report on Form 10-K. In addition, financial information regarding our
operations, assets and liabilities, including our total net revenue and net income (loss) for the years ended December
31, 2010, 2011 and 2012 and our total assets as of December 31, 2011 and 2012, is included in our Consolidated
Financial Statements under Item 8 of this Annual Report on Form 10-K.

Available information

We make available our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form
8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or Section 15(d) of the Securities
Exchange Act of 1934, as amended, free of charge on our website at www.vocera.com, as soon as reasonably
practicable after they are electronically filed with or furnished to the Securities and Exchange Commission, or SEC.
Additionally, copies of materials filed by us with the SEC may be accessed at the SEC's Public Reference Room at
100 F Street, N.E., Washington, D.C. 20549 or at www.sec.gov. For information about the SEC's Public Reference
Room, contact 1-800-SEC-0330.

Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and
uncertainties described below, together with all of the other information set forth in this Annual Report on Form 10-K.
Our business, financial condition, results of operations or future prospects could be materially and adversely harmed if
any of the following risks, or other risks or uncertainties that are not yet identified or that we currently believe are
immaterial, actually occur. The trading price of our common stock could decline due to any of these risks or
uncertainties, and, as a result, you may lose all or part of your investment.

Risks related to our business and industry

Although we reported net income for the year ended December 31, 2012, we have incurred significant losses in the
past. If we cannot maintain profitability, our business will be harmed and our stock price could decline.

We have incurred significant losses in the past and may incur losses in the future as we continue to grow our business.
As of December 31, 2012, we had an accumulated deficit of $54.0 million. We expect our expenses to increase due to
the hiring of additional personnel and the additional operational and reporting costs associated with being a public
company. We reported net income for year ended December 31, 2012. However, if we cannot maintain profitability,
our business will be harmed and our stock price could decline.

Our ability to be profitable in the future depends upon continued demand for our communication solutions from
existing and new customers. Further market adoption of our solutions, including increased penetration within our
existing customers, depends upon our ability to improve patient safety and satisfaction and increase hospital efficiency
and productivity. In addition, our profitability will be affected by, among other things, our ability to execute on our
business strategy, the timing and size of orders, the pricing and costs of our solutions, and the extent to which we
invest in sales and marketing, research and development and general and administrative resources.
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We depend on sales of our Voice Communication solution in the healthcare market for substantially all of our
revenue, and any decrease in its sales would harm our business.

To date, substantially all of our revenue has been derived from sales of our Voice Communication solution to the
healthcare market and, in particular, hospitals. Any decrease in revenue from sales of our Voice Communication
solution would harm our business. For 2012 and 2011, sales of our Voice Communication solution to the healthcare
market accounted for 92% and 91% of our revenue, respectively. In addition, we obtained a significant portion of
these sales from existing hospital customers. We

10
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anticipate that sales of our Voice Communication solution will represent a significant portion of our revenue for the
foreseeable future. While we are evaluating new solutions for non-healthcare markets, we may not be successful in
applying our technology to these markets. In any event, we do not anticipate that sales of our Voice Communication
solution in non-healthcare markets will represent a significant portion of our revenue for the foreseeable future.

Our success depends in part upon the deployment of our Voice Communication solution by new hospital customers,
the expansion and upgrade of our solution at existing customers, and our ability to continue to provide on a timely
basis cost-effective solutions that meet the requirements of our hospital customers. Our Voice Communication
solution requires a substantial upfront investment by customers. Typically, our hospital customers initially deploy our
solution for specific users in specific departments before expanding our solution into other departments or for other
users. The cost of the initial deployment depends on the number of users and departments involved, the size and age
of the hospital and the condition of the existing wireless infrastructure, if any, within the hospital.

Even if hospital personnel determine that our Voice Communication solution provides compelling benefits over their
existing communications methods, their hospitals may not have, or may not be willing to spend, the resources
necessary to install and maintain wireless infrastructure to initially deploy and support our solution or expand our
solution to other departments or users. Hospitals are currently facing significant budget constraints, ever increasing
demands from a growing number of patients and impediments to obtaining reimbursements for their services. In
addition, hospitals funded by the U.S. government are experiencing budgeting issues due to the ongoing effects of and
uncertainty around the U.S. government sequestration and debt ceiling issues, and as a consequence, we may continue
to experience a slowdown and deferral of orders for our Voice Communication solution that could negatively impact
our sales. We believe hospitals are currently allocating funds for capital and infrastructure improvements to benefit
from recently enacted electronic medical records incentives, which may impact their ability to purchase and deploy
our solution. We might not be able to sustain or increase our revenue from sales of our Voice Communication
solution, or achieve the growth rates that we envision, if hospitals continue to face significant budgetary constraints
and reduce their spending on communications systems.

Our sales cycle can be lengthy and unpredictable, which may cause our revenue and operating results to fluctuate
significantly.

Our sales cycles can be lengthy and unpredictable. Our sales efforts involve educating our customers about the use
and benefits of our solutions, including the technical capabilities of our solutions and the potential cost savings and
productivity gains achievable by deploying them. Customers typically undertake a significant evaluation process,
which frequently involves not only our solutions but also their existing communications methods and those of our
competitors, and can result in a lengthy sales cycle of nine to twelve months or more. We spend substantial time,
effort and money in our sales efforts without any assurance that our efforts will produce any sales. In addition,
purchases of our solutions are frequently subject to budget constraints, multiple approvals, and unplanned
administrative, processing and other delays. As a result, our revenue and operating results may vary significantly from
quarter to quarter.

If we fail to increase market awareness of our brand and solutions, and expand our sales and marketing operations, our
business could be harmed.

We intend to continue to add personnel and resources in sales and marketing as we focus on expanding awareness of
our brand and solutions and capitalize on sales opportunities with new and existing customers. Our efforts to improve
sales of our solutions will result in an increase in our sales and marketing expense and general and administrative
expense, and these efforts may not be successful. Some newly hired sales and marketing personnel may subsequently
be determined to be unproductive and have to be replaced, resulting in operational and sales delays and incremental
costs. If we are unable to significantly increase the awareness of our brand and solutions or effectively manage the
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costs associated with these efforts, our business, financial condition and operating results could be harmed.

If we fail to offer high-quality services and support for any of our solutions, our ability to sell those solutions will be
harmed.

Our ability to sell our Voice Communication, Secure Messaging or Care Transitions solutions is dependent upon our
professional services and technical support teams providing high-quality services and support. Our professional
services team assists our customers with their wireless infrastructure assessment, clinical workflow design,
communication solution configuration, training and project management during the pre-deployment and deployment
stages. Once our solutions are deployed within a customer’s facility, the customer typically depends on our technical
support team to help resolve technical issues, assist in optimizing the use of our solutions and facilitate adoption of
new functionality. If we do not effectively assist our customers in deploying our solutions, succeed in helping our
customers quickly resolve technical and other post-

11

22



Edgar Filing: VOCERA COMMUNICATIONS, INC. - Form 10-K

Table of Contents

deployment issues, or provide effective ongoing support services, our ability to expand the use of our solutions with
existing customers and to sell our solutions to new customers will be harmed. If deployment of our solutions is
unsatisfactory, as has been the case with certain third-party deployments in the past, we may incur significant costs to
attain and sustain customer satisfaction. As we rapidly hire new services and support personnel, we may inadvertently
hire underperforming people who will have to be replaced, or fail to effectively train such employees, leading in some
instances to slower growth, additional costs and poor customer relations. In addition, the failure of channel partners to
provide high-quality services and support in markets outside the United States could also harm sales of our solutions.

We depend on a number of sole source and limited source suppliers, and if we are unable to source our components
from them, our business and operating results could be harmed.

We depend on sole and limited source suppliers for several hardware components of our Voice Communication
solution, including our batteries and integrated circuits. We purchase inventory generally through individual purchase
orders. Any of these suppliers could cease production of our components, experience capacity constraints, material
shortages, work stoppages, financial difficulties, cost increases or other reductions or disruptions in output, cease
operations or be acquired by, or enter into exclusive arrangements with, a competitor. These suppliers typically rely
on purchase orders rather than long-term contracts with their suppliers, and as a result, even if available, the supplier
may not be able to secure sufficient materials at reasonable prices or of acceptable quality to build our components in
a timely manner. Any of these circumstances could cause interruptions or delays in the delivery of our solutions to our
customers, and this may force us to seek components from alternative sources, which may not have the required
specifications, or be available in time to meet demand or on commercially reasonable terms, if at all. Any of these
circumstances may also force us to redesign our solutions if a component becomes unavailable in order to incorporate
a component from an alternative source.

Our solutions incorporate multiple software components obtained from licensors on a non-exclusive basis, such as
voice recognition software, software supporting the runtime execution of our software platform, and database and
reporting software. Our license agreements can be terminated for cause. In many cases, these license agreements
specify a limited term and are only renewable beyond that term with the consent of the licensor. If a licensor
terminates a license agreement for cause, objects to its renewal or conditions renewal on modified terms and
conditions, we may be unable to obtain licenses for equivalent software components on reasonable terms and
conditions, including licensing fees, warranties or protection from infringement claims. Some licensors may
discontinue licensing their software to us or support of the software version used in our solutions. In such
circumstances, we may need to redesign our solutions at substantial cost to incorporate alternative software
components or be subject to higher royalty costs. Any of these circumstances could adversely affect the cost and
availability of our solutions.

Third-party licensors generally require us to incorporate specific license terms and conditions in our agreements with
our customers. If we are alleged to have failed to incorporate these license terms and conditions, we may be subject to
claims by these licensors, incur significant legal costs defending ourselves against such claims and, if such claims are
successful, be subject to termination of licenses, monetary damages, or an injunction against the continued distribution
of one or more of our solutions.

Because we depend upon a contract manufacturer, our operations could be harmed and we could lose sales if we
encounter problems with this manufacturer.

We do not have internal manufacturing capabilities and rely upon a contract manufacturer, SMTC Corporation, to
produce the primary hardware component of our Voice Communication solution. We have entered into a
manufacturing agreement with SMTC that is terminable by either party with advance notice and that may also be
terminated for a material uncured breach. We also rely on original design manufacturers, or ODMs, to produce
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accessories, including batteries, chargers and attachments. If SMTC or an ODM is unable or unwilling to continue
manufacturing components of our solutions in the volumes that we require, fails to meet our quality specifications or
significantly increases its prices, we may not be able to deliver our solutions to our customers with the quantities,
quality and performance that they expect in a timely manner. As a result, we could lose sales and our operating results
could be harmed.

SMTC or ODMs may experience problems that could impact the quantity and quality of components of our Voice
Communication solution, including disruptions in their manufacturing operations due to equipment breakdowns, labor
strikes or shortages, component or material shortages and cost increases. SMTC and these ODMs generally rely on
purchase orders rather than long-term contracts with their suppliers, and as a result, may not be able to secure
sufficient components or other materials at reasonable prices or of acceptable quality to build components of our
solutions in a timely manner. The majority of the components of our Voice Communication solution are manufactured
in Asia or Mexico and adverse changes in political or economic circumstances in those locations could also disrupt
our supply and quality of components of our solutions. In October
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2011, we introduced the B3000 badge. Initial production of this product commenced with SMTC in the United States,
and new production fully transitioned to Mexico in May 2012. Companies occasionally encounter unexpected
difficulties in ramping up production of new products, and we may experience such difficulties with future
generations of our products. SMTC and our ODMs also manufacture products for other companies. Generally, our
orders represent a relatively small percentage of the overall orders received by SMTC and these ODMs from their
customers; therefore, fulfilling our orders may not be a priority in the event SMTC or an ODM is constrained in its
ability to fulfill all of its customer obligations. In addition, if SMTC or an ODM is unable or unwilling to continue
manufacturing components of our solutions, we may have to identify one or more alternative manufacturers. The
process of identifying and qualifying a new contract manufacturer or ODM can be time consuming, and we may not
be able to substitute suitable alternative manufacturers in a timely manner or at an acceptable cost. Additionally,
transitioning to a new manufacturer may cause us to incur additional costs and delays if the new manufacturer has
difficulty manufacturing components of our solutions to our specifications or quality standards.

If we fail to forecast our manufacturing requirements accurately, or fail to properly manage our inventory with our
contract manufacturer, we could incur additional costs and experience manufacturing delays, which can adversely
affect our operating results.

We place orders with our contract manufacturer, SMTC, and we and SMTC place orders with suppliers based on
forecasts of customer demand. Because of our international low cost sourcing strategy, our lead times are long and
cause substantially more risk to forecasting accuracy than would result were lead times shorter. Our forecasts are
based on multiple assumptions, each of which may introduce errors into our estimates affecting our ability to meet our
customers' demands for our solutions. We also may face additional forecasting challenges due to product transitions in
the components of our solutions, or to our suppliers discontinuing production of materials and subcomponents
required for our solutions. If demand for our solutions increases significantly, we may not be able to meet demand on
a timely basis, and we may need to expend a significant amount of time working with our customers to allocate
limited supply and maintain positive customer relations, or we may incur additional costs in order to source additional
materials and subcomponents to produce components of our solutions or to expedite the manufacture and delivery of
additional inventory. If we underestimate customer demand, our contract manufacturer may have inadequate materials
and subcomponents on hand to produce components of our solutions, which could result in manufacturing
interruptions, shipment delays, deferral or loss of revenue, and damage to our customer relationships. Conversely, if
we overestimate customer demand, we and SMTC may purchase more inventory than required for actual customer
orders, resulting in excess or obsolete inventory, thereby increasing our costs and harming our operating results.

If hospitals do not have and are not willing to install, upgrade and maintain the wireless infrastructure required to
effectively operate our Voice Communication solution, then they may experience technical problems or not purchase
our solution at all.

The effectiveness of our Voice Communication solution depends upon the quality and compatibility of the
communications environment that our healthcare customers maintain. Our solutions require voice-grade wireless, or
Wi-Fi, installed through large enterprise environments, which can vary from hospital to hospital and from department
to department within a hospital. Many hospitals have not installed a voice-grade wireless infrastructure. If potential
customers do not have a wireless network that can properly and fully interoperate with our Voice Communication
solution, then such a network must be installed, or an existing Wi-Fi network must be upgraded or modified, for
example, by adding access points in stairwells, for our Voice Communication solution to be fully functional. The
additional cost of installing or upgrading a Wi-Fi network may dissuade potential customers from installing our
solution. Furthermore, if changes to a customer's physical or information technology environment cause integration
issues or degrade the effectiveness of our solution, or if the customer fails to upgrade or maintain its environment as
may be required for software releases or updates or to ensure our solution's effectiveness, the customer may not be
able to fully utilize our solution or may experience technical problems, or these changes may impact the performance
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of other wireless equipment being used. If such circumstances arise, prospective customers may not purchase or
existing customers may not expand their use of or deploy upgraded versions of our Voice Communication solution,
thereby harming our business and operating results.

If we fail to achieve and maintain certification for certain U.S. federal standards, our sales to U.S. government
customers will suffer.

We believe that a significant opportunity exists to sell our products to healthcare facilities in the Veterans
Administration and Department of Defense, or DoD. These customers require independent certification of compliance
with particular requirements relating to encryption, security, interoperability and scalability. These requirements
include compliance with Federal Information Processing Standard, or FIPS, 140-2 and, as to DoD facilities,
certification by the Joint Interoperability and Test Command of DoD and under the DoD Information Assurance
Certification and Accreditation Process. We have received certification under certain of these standards for a
military-specific configuration of the Vocera communication solution
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incorporating the B2000 badge. We are carrying out activities intended to achieve additional certifications, including
certifications applicable to the B3000 badge and future products as well. A failure on our part to comply in a timely
manner with these requirements, or to maintain certification, both as to current products and as to new product
versions, could adversely impact our revenue.

Our Mobility Business Unit may not be successful in selling our communications solutions in non-healthcare markets.

Our primary focus has been on selling our communications solutions to the healthcare market, with other markets
addressed only opportunistically. We have very recently created our Mobility Business Unit for sales efforts to
customers outside the healthcare market, and it will initially focus on customers in selected industries. We may not be
successful in further penetrating the non-healthcare markets upon which we are initially focusing, or other new
markets. Our Voice Communication solution has been deployed in over 200 customers in non-healthcare markets,
including hospitality, retail and libraries. Total revenue from non-healthcare customers accounted for 3% of our
revenue in both 2012 and 2011, respectively. If we cannot maintain these customers by providing communications
solutions that meet their requirements, if we cannot successfully expand our communications solutions in
non-healthcare markets, or if our solutions are adopted more slowly than we anticipate, we may not obtain significant
revenue from these markets. We may experience challenges as we expand in non-healthcare markets, including
pricing pressure on our solutions and technical issues as we adapt our solutions for the requirements of new markets.
Our communications solutions also may not contain the functionality required by these non-healthcare markets or may
not sufficiently differentiate us from competing solutions such that customers can justify deploying our solutions.

If we fail to successfully develop and introduce new solutions and features to existing solutions, our revenue,
operating results and reputation could suffer.

Our success depends, in part, upon our ability to develop and introduce new solutions and features to existing
solutions that meet existing and new customer requirements. We may not be able to develop and introduce new
solutions or features on a timely basis or in response to customers’ changing requirements, or that sufficiently
differentiate us from competing solutions such that customers can justify deploying our solutions. We may experience
technical problems and additional costs as we introduce new features to our software platform, deploy future models
of our wireless badges and integrate new solutions with existing customer clinical systems and workflows. In addition,
we may face technical difficulties as we expand into non-English speaking countries and incorporate non-English
speech recognition capabilities into our Voice Communication solution. Our recently introduced B3000 badge has
reduced demand for our existing B2000 badges, and we must therefore successfully manage the transition from
existing badges, avoid excessive inventory levels and ensure that sufficient supplies of new badges can be delivered to
meet customer demand. We also may incur substantial costs or delays in the manufacture of the B3000 badge and any
additional new products or models as we seek to optimize production methods and processes at our contract
manufacturer. In addition, we expect that we will at least initially achieve lower gross margins on new models, while
endeavoring to reduce manufacturing costs over time. If any of these problems were to arise, our revenue, operating
results and reputation could suffer.

If we do not achieve the anticipated strategic or financial benefits from our acquisitions or if we cannot successfully
integrate them, our business and operating results could be harmed.

We have acquired, and in the future may acquire, complementary businesses, technologies or assets that we believe to
be strategic, such as our four acquisitions completed in 2010. We may not achieve the anticipated strategic or financial
benefits, or be successful in integrating any acquired businesses, technologies or assets. If we cannot effectively
integrate our Voice Communication solution with our Secure Messaging and Care Transition solutions and
successfully market and sell these solutions, we may not achieve market acceptance for, or significant revenue from,
these new solutions.
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Integrating newly acquired businesses, technologies and assets could strain our resources, could be expensive and time
consuming, and might not be successful. Our 2010 acquisitions exposed us and we will be further exposed, if we
acquire or invest in additional businesses, technologies or assets, to a number of risks, including that we may:
experience technical issues as we integrate acquired businesses, technologies or assets into our existing
communications solutions;

encounter difficulties leveraging our existing sales and marketing organizations, and direct sales channels, to increase
our revenue from acquired businesses, technologies or assets;

find that the acquisition does not further our business strategy, we overpaid for the acquisition or the economic
conditions underlying our acquisition decision have changed;

have difficulty retaining the key personnel of acquired businesses;
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suffer disruption to our ongoing business and diversion of our management's attention as a result of transition or
integration issues and the challenges of managing geographically or culturally diverse enterprises; and
experience unforeseen and significant problems or liabilities associated with quality, technology and legal
contingencies relating to the acquisition, such as intellectual property or employment matters.

In addition, from time to time we may enter into negotiations for acquisitions that are not ultimately consummated.
These negotiations could result in significant diversion of management time, as well as substantial out-of-pocket costs.
If we were to proceed with one or more significant acquisitions in which the consideration included cash, we could be
required to use a substantial portion of our available cash. To the extent we issue shares of capital stock or other rights
to purchase capital stock, including options and warrants, the ownership of existing stockholders would be diluted. In
addition, acquisitions may result in the incurrence of debt, contingent liabilities, large write-offs, or other
unanticipated costs, events or circumstances, any of which could harm our operating results.

If we are not able to manage our growth effectively, or if our business does not grow as we expect, our operating
results will suffer.

We have experienced significant revenue growth in a short period of time. For example, our revenue increased from
$41.1 million for year ended December 31, 2009 to $101.0 million for the year ended December 31, 2012, and over
this four-year period, we significantly expanded our operations and more than doubled the number of our employees
from 129 as of December 31, 2008 to 343 as of December 31, 2012. Our rapid growth has placed, and will continue to
place, a significant strain on our management systems, infrastructure and other resources. We plan to hire additional
direct sales and marketing personnel domestically and internationally, acquire complementary businesses,
technologies or assets, and increase our investment in research and development. Our future operating results depend
to a large extent on our ability to successfully implement these plans and manage our anticipated expansion. To do so
successfully we must, among other things:

manage our expenses in line with our operating plans and current business environment;

maintain and enhance our operational, financial and management controls, reporting systems and procedures;
tntegrate acquired businesses, technologies or assets;

manage operations in multiple locations and time zones; and

develop and deliver new solutions and enhancements to existing solutions efficiently and reliably.

We expect to incur costs associated with the investments made to support our growth before the anticipated benefits or
the returns are realized, if at all. If we are unable to manage our growth effectively, we may not be able to take
advantage of market opportunities or develop new solutions or enhancements to existing solutions. We may also fail
to satisfy customer requirements, maintain quality, execute our business plan or respond to competitive pressures,
which could result in lower revenue and a decline in the share price of our common stock.

The implementation of our new enterprise resource planning system could disrupt our business and adversely affect
our financial results.

In the fourth quarter of 2012, we began the implementation of our solution for a new enterprise resource planning
application, or ERP. We expect to go live with the new system in the second half of 2013. We may experience
difficulties in implementing the ERP, and we may fail to obtain the risk mitigation benefits that the implementation is
designed to produce. The implementation could also be disruptive to our operations, including the ability to timely
ship and track product orders to our customers, project inventory requirements, manage our supply chain and
otherwise adequately service our customers.

We generally recognize revenue from maintenance and support contracts over the contract term, and changes in sales
may not be immediately reflected in our operating results.
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We generally recognize revenue from our customer maintenance and support contracts ratably over the contract term,
which is typically 12 months, in some cases subject to an early termination right. For 2012 and 2011, revenue from
our maintenance and support contracts accounted for 26.0% and 27.0% of our revenue, respectively. A portion of the
revenue we report in each quarter is derived from the recognition of deferred revenue relating to maintenance and
support contracts entered into during previous quarters. Consequently, a decline in new or renewed maintenance and
support by our customers in any one quarter may not be immediately reflected in our revenue for that quarter. Such a
decline, however, will negatively affect our revenue in future quarters. Accordingly, the effect of significant
downturns in sales and market acceptance of our services and potential changes in our rate of renewals may not be
fully reflected in our operating results until future periods.
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The failure of our equipment lease customers to pay us under leasing agreements with them that we do not sell to third
party lease finance companies could harm our revenue and operating results.

We recently began offering our badges and related hardware accessories to our customers through multi-year
equipment lease agreements. For a sale, we recognize product-related revenue at the net present value of the lease
payment stream once our obligations related to such sale have been met. We plan to sell the bulk of these leases,
including the related accounts receivables, to third party lease finance companies on a non-recourse basis. We will
have to retain unsold leases in-house, which will expose us to the creditworthiness of such equipment lease customers
over the lease term. For the leases that we retain in-house, our ability to collect payments from a customer or to
recognize revenue for the sale could be impaired if the customer fails to meet its obligations to us such as in the case
of its bankruptcy filing or deterioration in its financial position, or has other creditworthiness issues, any of which
could harm our revenue and operating results.

Our revenue and operating results have fluctuated, and are likely to continue to fluctuate, which may make our
quarterly results difficult to predict, cause us to miss analyst expectations and cause the price of our common stock to
decline.

Our operating results may be difficult to predict, even in the near term, and are likely to fluctuate as a result of a
variety of factors, many of which are outside of our control. We have historically obtained substantially all of our
revenue from the sale of our Voice Communication solution, which we anticipate will represent the most significant
portion of our revenue for the foreseeable future, as we only began offering our Secure Messaging and Care Transition
solutions in the last two years.

Comparisons of our revenue and operating results on a period-to-period basis may not be meaningful. You should not
rely on our past results as an indication of our future performance. Each of the following factors, among others, could
cause our operating results to fluctuate from quarter to quarter:

the financial health of our healthcare customers and budgetary constraints on their ability to upgrade their
communications;

changes in the regulatory environment affecting our healthcare customers, including impediments to their ability to
obtain reimbursement for their services;

our ability to expand our sales and marketing operations;

the procurement and deployment cycles of our healthcare customers and the length of our sales cycles;

variations in the amount of orders booked in a prior quarter but not delivered until later quarters;

our mix of solutions and pricing, including discounts by us or our competitors;

our ability to forecast demand and manage lead times for the manufacture of our solutions; and

our ability to develop and introduce new solutions and features to existing solutions that achieve market acceptance.

Our success depends upon our ability to attract, integrate and retain key personnel, and our failure to do so could harm
our ability to grow our business.

Our success depends, in part, on the continuing services of our senior management and other key personnel, and our
ability to continue to attract, integrate and retain highly skilled personnel, particularly in engineering, sales and
marketing. Competition for highly skilled personnel is intense, particularly in the Silicon Valley where our
headquarters are located. If we fail to attract, integrate and retain key personnel, our ability to grow our business could
be harmed.

The members of our senior management and other key personnel are at-will employees, and may terminate their

employment at any time without notice. If they terminate their employment, we may not be able to find qualified
individuals to replace them on a timely basis or at all and our senior management may need to divert their attention
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from other aspects of our business. Former employees may also become employees of a competitor. We may also
have to pay additional compensation to attract and retain key personnel. We also anticipate hiring additional
engineering, marketing and sales, and services personnel to grow our business. Often, significant amounts of time and
resources are required to train these personnel. We may incur significant costs to attract, integrate and retain them, and
we may lose them to a competitor or another company before we realize the benefit of our investments in them.

We primarily compete in the rapidly evolving and competitive healthcare market, and if we fail to effectively respond
to competitive pressures, our business and operating results could be harmed.

We believe that at this time the primary competition for our Voice Communication solution consists of traditional
methods using wired phones, pagers and overhead intercoms. While we believe that our system is superior to these
legacy methods, our solution requires a significant infrastructure investment by a hospital and many hospitals may not
recognize the value of implementing our solution.
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Manufacturers and distributors of product categories such as cellular phones, pagers, mobile radios and in-building
wireless telephones attempt to sell their products to hospitals as components of an overall communication system. Of
these product categories, in-building wireless telephones represent the most significant competition for the sale of our
solution. The market for in-building wireless phones is dominated by large horizontal communications companies
such as Cisco Systems, Ascom and Polycom, which sold its Spectralink wireless phones business to a Sun Capital
Partners’ affiliate in December 2012. In addition, while smartphones and tablets are not at present direct competitors,
their proliferation may make them a de facto standard for hospital workflow, thereby making our solution less
attractive to customers.

While we do not have a directly comparable competitor that provides a richly featured voice communication system
for the healthcare market, we could face such competition in the future. Potential competitors in the healthcare or
communications markets include large, multinational companies with significantly more resources to dedicate to
product development and sales and marketing. These companies may have existing relationships within the hospital,
which may enhance their ability to gain a foothold in our market. Customers may prefer to purchase a more highly
integrated or bundled solution from a single provider or an existing supplier rather than a new supplier, regardless of
performance or features. Accordingly, if we fail to effectively respond to competitive pressures, we could experience
pricing pressure, reduced profit margins, higher sales and marketing expenses, lower revenue and the loss of market
share, any of which would harm our business, operating results or financial condition.

Our international operations subject us, and may increasingly subject us in the future, to operational, financial,
economic and political risks abroad.

Although we derive a relatively small portion of our revenue from customers outside the United States, we believe
that non-U.S. customers could represent an increasing share of our revenue in the future. During 2012 and 2011, we
obtained 10.7% and 7.3% of our revenue, respectively, from customers outside of the United States, including
Canada, the United Kingdom, Australia, the Republic of Ireland and New Zealand. Accordingly, we are subject to
risks and challenges that we would not otherwise face if we conducted our business solely in the United States,
including:

challenges incorporating non-English speech recognition capabilities into our solutions as we expand into non-English
speaking jurisdictions;

difficulties integrating our solutions with wireless infrastructures with which we do not have experience;
difficulties integrating local dialing plans and applicable PBX standards;

challenges associated with delivering support, training and documentation in several languages;

difficulties in staffing and managing personnel and resellers;

the need to comply with a wide variety of foreign laws and regulations, including increasingly stringent data privacy
regulations, requirements for export controls for encryption technology, employment laws, changes in tax laws and
tax audits by government agencies;

political and economic instability in, or foreign conflicts that involve or affect, the countries of our customers;
difficulties in collecting accounts receivable and longer accounts receivable payment cycles;

exposure to competitors who are more familiar with local markets;

{imited or unfavorable intellectual property protection in some countries; and

currency exchange rate fluctuations, which could affect the price of our solutions relative to locally produced
solutions.

Any of these factors could harm our existing international business, impair our ability to expand into international
markets or harm our operating results.

Our Voice Communication solution is highly complex and may contain undetected software or hardware errors that
could harm our reputation and operating results.
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Our Voice Communication solution incorporates complex technology, is deployed in a variety of complex hospital
environments and must interoperate with many different types of devices and hospital systems. While we test the
components of our solutions for defects and errors prior to release, we or our customers may not discover a defect or
error until after we have deployed our solution, integrated it into the hospital environment and our customer has
commenced general use of the solution. For example, in 2005, a prior model of our wireless badge, the B1000, was
affected by chipset compatibility issues with certain wireless access points at customer facilities, resulting in our
exchanging a large percentage of deployed badges for new badges. We did this exchange at no cost to our customers,
thereby incurring substantial costs. In addition, our solutions in some cases are integrated with hardware and software
offered by “middleware” vendors in order to interoperate with nurse call systems, device alarms and other hospital
systems. If we cannot successfully integrate our solution with these vendors as needed or if any hardware or software
of these vendors contains any defect or error, then our solution may not perform as designed, or may exhibit a defect
Or error.

17

34



Edgar Filing: VOCERA COMMUNICATIONS, INC. - Form 10-K

Table of Contents

Any defects or errors in, or which are attributed to, our solutions, could result in:
delayed market acceptance of our affected solutions;

{oss of revenue or delay in revenue recognition;

{oss of customers or inability to attract new customers;

diversion of engineering or other resources for remedying the defect or error;

damage to our brand and reputation;

tncreased service and warranty costs; and

{egal actions by our customers and hospital patients, including product liability claims.

If any of these occur, our operating results and reputation could be harmed.
We face potential liability related to the privacy and security of personal information collected through our solutions.

In connection with our healthcare communications business, we handle and have access to personal health information
subject in the United States to the Health Insurance Portability and Accountability Act of 1996, or HIPAA, the Health
Information Technology for Economic and Clinical Health Act of 2009, or HITECH, regulations issued pursuant to
these statutes, state privacy and security laws and regulations, and associated contractual obligations as a “business
associate” of healthcare providers. These statutes, regulations and contractual obligations impose numerous
requirements regarding the use and disclosure of personal health information with which we must comply. Our failure
to accurately anticipate the application or interpretation of these statutes, regulations and contractual obligations as we
develop our solutions, a failure by us to comply with their requirements (e.g., evolving encryption and security
requirements) or an allegation that defects in our products have resulted in noncompliance by our customers could
create material civil and/or criminal liability for us, resulting in adverse publicity and negatively affecting our
business. In addition, the use and disclosure of personal health information is subject to regulation in other
jurisdictions in which we do business or expect to do business in the future. Those jurisdictions may attempt to apply
such laws extraterritorially or through treaties or other arrangements with U.S. governmental entities. We might
unintentionally violate such laws, such laws may be modified and new laws may be enacted in the future which may
increase the chance that we violate them. Any such developments, or developments stemming from enactment or
modification of other laws, or the failure by us to comply with their requirements or to accurately anticipate the
application or interpretation of these laws could create material liability to us, result in adverse publicity and
negatively affect our business. For example, the European Union, or EU, adopted the Data Protection Directive, or
DPD, imposing strict regulations and establishing a series of requirements regarding the storage of personally
identifiable information on computers or recorded on other electronic media. This has been implemented by all EU
member states through national laws. DPD provides for specific regulations requiring all non-EU countries doing
business with EU member states to provide adequate data privacy protection when receiving personal data from any of
the EU member states. Similarly, Canada’s Personal Information and Protection of Electronic Documents Act provides
Canadian residents with privacy protections in regard to transactions with businesses and organizations in the private
sector and sets out ground rules for how private sector organizations may collect, use and disclose personal
information in the course of commercial activities. A finding that we have failed to comply with applicable laws and
regulations regarding the collection, use and disclosure of personal information could create liability for us, result in
adverse publicity and negatively affect our business.

Any legislation or regulation in the area of privacy and security of personal information could affect the way we
operate our services and could harm our business. The costs of compliance with, and the other burdens imposed by,
these and other laws or regulatory actions may prevent us from selling our solutions or increase the costs associated
with selling our solutions, and may affect our ability to invest in or jointly develop solutions in the United States and
in foreign jurisdictions. Further, we cannot assure you that our privacy and security policies and practices will be
found sufficient to protect us from liability or adverse publicity relating to the privacy and security of personal
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information.
Developments in the healthcare industry and governing regulations could negatively affect our business.

Substantially all of our revenue is derived from customers in the healthcare industry, in particular, hospitals. The
healthcare industry is highly regulated and is subject to changing political, legislative, regulatory and other influences.
Developments generally affecting the healthcare industry, including new regulations or new interpretations of existing
regulations, could adversely affect spending on information technology and capital equipment by reducing funding,
changes in healthcare pricing or delivery or creating impediments for obtaining healthcare reimbursements, thereby
causing our sales to decline and negatively impacting our business. For example, the profit margins of our hospital
customers are modest and pending changes in reimbursement for healthcare costs may reduce the overall solvency of
our customers or cause further deterioration in their financial or business condition.
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In March 2010, the United States enacted comprehensive healthcare reform legislation through the Patient Protection
and Affordable Health Care for America Act and the Health Care and Education Reconciliation Act. By some
estimates, the new law is expected to increase the number of Americans with health insurance coverage by
approximately 32 million through individual and employer mandates, subsidies offered to lower income individuals
with smaller employers and broadening of Medicaid eligibility, and to affect healthcare reimbursement levels for
healthcare providers. We cannot predict with certainty what the ultimate effect of federal healthcare reform or any
future legislation or regulation, or healthcare initiatives, if any, implemented at the state level, will have on us or our
customers. For example, the federal healthcare reform imposed a 2.3% excise tax on medical devices beginning
January 2013, to which our company will be subject if any of our communications solutions are classified as medical
devices. The impact of the tax, coupled with reform-associated payment reductions to Medicare and Medicaid
reimbursement, could harm our business, operating results and cash flows.

In addition, our customers’ expectations regarding pending or potential industry developments may also affect their
budgeting processes and spending plans with respect to our communications solutions. The healthcare industry has
changed significantly in recent years and we expect that significant changes will continue to occur. However, the
timing and impact of developments in the healthcare industry are difficult to predict. We cannot assure you that the
markets for our solutions will continue to exist at current levels or that we will have adequate technical, financial and
marketing resources to react to changes in those markets.

Our use of open source and non-commercial software components could impose risks and limitations on our ability to
commercialize our solutions.

Our solutions contain software modules licensed under open source and other types of non-commercial licenses,
including the GNU Public License, the GNU Lesser Public License, the Apache License and others. We also may
incorporate open source and other licensed software into our solutions in the future. Use and distribution of such
software may entail greater risks than use of third-party commercial software, as licenses of these types generally do
not provide warranties or other contractual protections regarding infringement claims or the quality of the code. Some
of these licenses require the release of our proprietary source code to the public if we combine our proprietary
software with open source software in certain manners. This could allow competitors to create similar products with
lower development effort and time and ultimately result in a loss of sales for us.

The terms of many open source and other non-commercial licenses have not been judicially interpreted and there is a
risk that such licenses could be construed in a manner that could impose unanticipated conditions or restrictions on
our ability to commercialize our solutions. In such event, in order to continue offering our solutions, we could be
required to seek licenses from alternative licensors, which may not be available on a commercially reasonable basis or
at all, to re-engineer our solutions or to discontinue the sale of our solutions in the event we cannot obtain a license or
re-engineer our solutions on a timely basis, any of which could harm our business and operating results. In addition, if
an owner of licensed software were to allege that we had not complied with the conditions of the corresponding
license agreement, we could incur significant legal costs defending ourselves against such allegations. In the event
such claims were successful, we could be subject to significant damages, be required to disclose our source code, or be
enjoined from the distribution of our solutions.

Claims of intellectual property infringement could harm our business.
Vigorous protection and pursuit of intellectual property rights has resulted in protracted and expensive litigation for
many companies in our industry. Although claims of this kind have not materially affected our business to date, there

can be no assurance of the absence of such claims in the future. Any claims or proceedings against us, whether
meritorious or not, could be time consuming, result in costly litigation, require significant amounts of management

37



Edgar Filing: VOCERA COMMUNICATIONS, INC. - Form 10-K

time, result in the diversion of significant operational resources, or require us to enter into royalty or licensing
agreements, any of which could harm our business and operating results.

Intellectual property lawsuits are subject to inherent uncertainties due to the complexity of the technical issues
involved, and we cannot be certain that we will be successful in defending ourselves against intellectual property
claims. In addition, we currently have a limited portfolio of issued patents compared to many other industry
participants, and therefore may not be able to effectively utilize our intellectual property portfolio to assert defenses or
counterclaims in response to patent infringement claims or litigation brought against us by third parties. Further,
litigation may involve patent holding companies or other adverse patent owners who have no relevant products and
against whom our potential patents may provide little or no deterrence.

Many potential litigants have the capability to dedicate substantially greater resources to enforce their intellectual
property rights and to defend claims that may be brought against them. Furthermore, a successful claimant could

secure a judgment that
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requires us to pay substantial damages or prevents us from distributing certain solutions or performing certain
services. We might also be required to seek a license and pay royalties for the use of such intellectual property, which
may not be available on commercially acceptable terms or at all. Alternatively, we may be required to develop
non-infringing technology, which could require significant effort and expense and may ultimately not be successful.

If we are unable to protect our intellectual property rights, our competitive position could be harmed or we could be
required to incur significant expenses to enforce our rights.

Our success depends, in part, on our ability to protect our proprietary technology. We protect our proprietary
technology through patent, copyright, trade secret and trademark laws in the United States and similar laws in other
countries. We also protect our proprietary technology through licensing agreements, nondisclosure agreements and
other contractual provisions. These protections may not be available in all cases or may be inadequate to prevent our
competitors from copying, reverse engineering or otherwise obtaining and using our technology, proprietary rights or
solutions in an unauthorized manner. The laws of some foreign countries may not be as protective of intellectual
property rights as those in the United States, and mechanisms for enforcement of intellectual property rights may be
inadequate. In addition, third parties may seek to challenge, invalidate or circumvent our patents, trademarks,
copyrights and trade secrets, or applications for any of the foregoing. Our competitors may independently develop
technologies that are substantially equivalent, or superior, to our technology or design around our proprietary rights. In
each case, our ability to compete could be significantly impaired.

To prevent unauthorized use of our intellectual property rights, it may be necessary to prosecute actions for
infringement or misappropriation of our proprietary rights. Any such action could result in significant costs and
diversion of our resources and management's attention, and there can be no assurance that we will be successful in
such action. Furthermore, many of our current and potential competitors have the ability to dedicate substantially
greater resources to enforce their intellectual property rights than us. Accordingly, despite our efforts, we may not be
able to prevent third parties from infringing or misappropriating our intellectual property. While we plan to continue
to protect our intellectual property with, among other things, patent protection, there can be no assurance that:
eurrent or future U.S. or foreign patent applications will be approved;

our issued patents will protect our intellectual property and not be held invalid or unenforceable if challenged by third
parties;

we will succeed in protecting our technology adequately in all key jurisdictions in which we or our competitors ope
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