
ROSETTA STONE INC
Form 10-K/A
April 30, 2015

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 10-K/A
(Amendment No. 1)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2014

Commission file number: 1-34283
Rosetta Stone Inc.
(Exact name of registrant as specified in its charter)

Delaware
(State of incorporation)

043837082
(I.R.S. Employer
Identification No.)

1919 North Lynn St., 7th Fl.
Arlington, Virginia
(Address of principal executive offices)

22209
(Zip Code)

Registrant's telephone number, including area code:
703-387-5800
Securities Registered Pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value $0.00005 per share New York Stock Exchange
Securities Registered Pursuant to Section 12(g) of the Act:
None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes o    No ý
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the
Act. Yes o    No ý
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes ý    No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes ý    No o
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant's knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o

Edgar Filing: ROSETTA STONE INC - Form 10-K/A

1



Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
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Large accelerated filer o Accelerated filer ý Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o    No ý

The aggregate market value of the common stock held by non-affiliates of the registrant was approximately $191.5
million as of June 30, 2014 (based on the last sale price of such stock as quoted on the New York Stock Exchange).
All executive officers and directors of the registrant and all persons filing a Schedule 13D with the Securities and
Exchange Commission in respect of registrant's common stock have been deemed, solely for the purpose of the
foregoing calculation, to be "affiliates" of the registrant.

As of April 21, 2015, there were 22,255,951 shares of common stock outstanding.

EXPLANATORY NOTE

Rosetta Stone Inc. (the “Company” or “Rosetta Stone”) is filing this Amendment No. 1 on Form 10-K/A (this “Amendment
No. 1”) to amend our Annual Report on Form 10-K for the year ended December 31, 2014, originally filed with the
Securities and Exchange Commission (the “SEC”) on March 16, 2015 (the “Original Filing”), to include the information
required by Form 10-K, Part III Items 10 through 14. This information was previously omitted from the Original
Filing in reliance on General Instruction G(3) to Form 10-K, which permits the information in the above referenced
items to be incorporated in the Form 10-K by reference from our definitive proxy statement if such statement is filed
no later than 120 days after our fiscal year-end. We are filing this Amendment No. 1 to include Part III information in
our Form 10-K because a definitive proxy statement containing such information will not be filed by Rosetta Stone
within 120 days after the end of the fiscal year covered by the Form 10-K. The reference on the cover of the Original
Filing to the incorporation by reference to portions of our definitive proxy statement into Part III of the Original Filing
is hereby deleted.

Pursuant to the rules of the SEC, Part IV, Item 15 has also been amended to contain the currently dated certifications
from Rosetta Stone’s principal executive officer and principal financial officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002. The certifications of Rosetta Stone’s principal executive officer and principal financial
officer are attached to this Amendment No. 1 as Exhibits 31.1 and 31.2. Because no financial statements have been
included in this Amendment No. 1 and this Amendment No. 1 does not contain or amend any disclosure with respect
to Items 307 and 308 of Regulation S-K, paragraphs 3, 4 and 5 of the certifications have been omitted. Part IV, Item
15 has also been amended to include certain exhibits required to be filed as part of this Amendment No. 1.

Except as described above, this Amendment No. 1 does not amend any other information set forth in the Original
Filing, and we have not updated disclosures included therein to reflect any subsequent events. This Amendment No. 1
should be read in conjunction with the Original Filing and with our filings with the SEC subsequent to the Original
Filing.
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PART III

Item 10.    Directors, Executive Officers and Corporate Governance

OUR BOARD OF DIRECTORS
Our Board of Directors currently consists of nine directors and is divided into three classes, with the nominees for one
class to be elected at each annual meeting of stockholders, to hold office for a three-year term and until successors of
the members of such class have been elected and qualified, subject to their earlier death, resignation or removal.
The names and certain information about our directors are set forth below. There are no family relationships among
any of our directors or executive officers.
Class III Directors Serving Until the 2015 Annual Meeting of Stockholders (the “Annual Meeting”)

The names and certain biographical information as of April 15, 2015 of Class III directors of our Board of Directors
are set forth below:
Name Age Positions and Offices Held with the Company Director Since
Patrick W. Gross 70 Director, Chairman of the Board 2006
Marguerite W. Kondracke 69 Director 2011
Caroline J. Tsay 33 Director 2014

Patrick W. Gross has served as Chairman of the Board of Directors since May 2013 and Chair of our Corporate
Governance and Nominating Committee since May 2012. He previously served as Lead Director of the Board from
February 2012 to May 2013 and has been a director since February 2006. Since 2002, Mr. Gross has served as
Chairman of The Lovell Group, a private business and technology advisory and investment firm that he founded. Prior
to founding The Lovell Group, Mr. Gross was a founder, and served as a principal executive officer from 1970 to
2002, of American Management Systems, Inc., then a publicly traded information technology, consulting, software
development and systems integration firm. Mr. Gross is a director of Capital One Financial Corporation, Career
Education Corporation, Liquidity Services, Inc. and Waste Management, Inc. Mr. Gross also currently serves on the
boards of several private technology-based companies. Mr. Gross previously served on the boards of Computer
Network Technology Corporation from 1997 to 2006, Mobius Management System, Inc. from 2002 to 2007 and Taleo
Corporation from 2006 to 2012. He holds a B.S.E. from Rensselaer Polytechnic Institute, an M.S.E. from the
University of Michigan and an M.B.A. from the Stanford Graduate School of Business.

Our Board of Directors believes that Mr. Gross is particularly qualified to serve as a director based on his
demonstrated leadership abilities, business judgment, and extensive experience in management, information
technology, software, and his education. Mr. Gross’ finance and operations experience qualify him as an audit
committee financial expert, and his long-tenured service on other public company boards provides significant insight
into the Company’s corporate governance.
Marguerite W. Kondracke has served as a director since December 2011. Ms. Kondracke served as President and
Chief Executive Officer of America's Promise Alliance, a non-profit child advocacy organization, from October 2004
to May 2012. She also previously served as Special Assistant to U.S. Senator Lamar Alexander, as Staff Director for
the Senate Subcommittee on Children and Families, and in the cabinet of former Tennessee Governor Lamar
Alexander as Commissioner of the Department of Human Services. Ms. Kondracke co-founded and served as Chief
Executive Officer of Corporate Family Solutions, which merged into Bright Horizons Family Solutions ("Bright
Horizons"), from 1987 until 1999. She has served on the board of Bright Horizons since its founding, with the
exception of a three year period while she served on the staff of the United States Senate. She has also served on the
board of LifePoint Hospitals, Inc. since 2007, and served as a Trustee of Duke University from 2008 to 2012. She
holds a B.A. in Religion from Duke University and an M.A. in Psychology from Austin Peay State University.
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Our Board of Directors believes that Ms. Kondracke is particularly qualified to serve as a director based on her
experience in working with the legislative and executive branches of government and extensive experience in
education, management and operations, including experience as a chief executive officer of a public company.

Caroline J. Tsay was elected to serve as a director on our Board in December 2014. Since March 2013, she has served
as Vice President and General Manager of the HP Software Online Business ("HP Software") with Hewlett-Packard
("HP"). Her focus at HP is to grow a new customer base and modernize marketing and sales models to increase
revenue and profitability for

3
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HP Software. From 2007 to 2013, Ms. Tsay served in several positions at Yahoo!, notably Senior Director of Search
and E-Commerce with responsibility for business strategy and product management of Yahoo! Search, Shopping,
Homes, Autos, and Travel. Prior to joining Yahoo! in 2007, Ms. Tsay served as a consultant in the supply chain and
customer relationship management practices at IBM. Ms. Tsay holds a B.S. in Computer Science and an M.S. in
Management Science & Engineering, both from Stanford University.

Our Board of Directors believes that Ms. Tsay is particularly qualified to serve as a director based on her extensive
experience in online marketing and technology across the enterprise and consumer internet industries. Ms. Tsay also
brings corporate leadership and management experience, including expertise in the areas of integrated marketing and
sales, product development, operations, e-commerce, and customer relationship management, to the Board of
Directors.

Class I Directors Serving Until the 2016 Annual Meeting of Stockholders

The names and certain biographical information as of April 15, 2015 of Class I directors of our Board of Directors are
set forth below:

Name Age Positions and Offices Held with the
Company

Director
Since

A. John Hass 49 Director, Interim President and Chief
Executive Officer 2014

David Nierenberg 61 Director 2015
Steven P. Yankovich 54 Director 2014

A. John Hass was appointed to serve as a director in November 2014. Mr. Hass was appointed to the Board pursuant
to a Nomination and Support Agreement, dated November 18, 2014, between the Company and the Osmium Parties
(as defined therein), and signed a Director Agreement. For more information, see "Nomination and Standstill
Agreement and Appointment of A. John Hass to the Board of Directors" below. There is no other agreement or
understanding between Mr. Hass and any other person pursuant to which he was appointed to the Board. The Board of
Directors appointed Mr. Hass to serve as the Company's Interim President and Chief Executive Officer effective as of
April 1, 2015 while the Company engages in a search for a chief executive officer. In addition, Mr.  Hass is a private
investor and advisor to for-profit and non-profit entities. From September 2012 until November 2014, he was a senior
advisor to Osmium Partners, LLC, an alternative asset management firm and a stockholder of the Company. Mr. Hass
was a partner at PEAK6 Investments, L.P., a financial services company, from October 2008 through September 2012
and was the Senior Financial Officer of PEAK6 Investments, L.P. from February 2009 through June 2010. Mr. Hass
was the Chief Executive Officer of OptionsHouse, a brokerage company and subsidiary of PEAK6 Investments, L.P.,
from October 2006 until September 2008. From 1988 to October 2006, he was employed at Goldman, Sachs & Co., a
subsidiary of the financial services company, The Goldman Sachs Group, Inc., most recently as a Managing Director
(Partner) in the Investment Banking Division. He also serves on the boards of a number of privately held for-profit
businesses. In addition, Mr. Hass is the president of the board of directors of WITNESS, Inc., a global-human rights
nonprofit, and serves as a trustee of The Museum of Contemporary Photography. Mr. Hass received his Bachelor of
Science in Finance from the University of Illinois at Urbana-Champaign.

Our Board of Directors believes that Mr. Hass is particularly qualified to serve as a director based on his familiarity
with Rosetta Stone’s business and strategies, along with his broad experience in the banking and financial services
industry.

David Nierenberg was appointed to serve as a director in April 2015. Mr. Nierenberg serves as the President of
Nierenberg Investment Management Company, Inc. ("NIMCO"), which manages the D3 Family Funds. Several of the
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D3 Family Funds, NIMCO and Mr. Nierenberg are stockholders of the Company. Before founding NIMCO in 1996,
Mr. Nierenberg was a General Partner at Trinity Ventures, a venture capital fund. Mr. Nierenberg began his career at
Bain & Company Inc., where he was a Partner, managing strategy, acquisition, and cost reduction projects. Mr.
Nierenberg is a member of the board of directors of Electro Scientific Industries, Inc. and Kuni Automotive. He serves
as Co-Chair of the Advisory Board of the Ira M. Millstein Center for Global Markets and Corporate Ownership at
Columbia Law School. Mr. Nierenberg serves as a member of the Research Advisory Council of Glass, Lewis & Co.
He is also a member of the Washington State Investment Board and the Board of Trustees of Whitman College. Mr.
Nierenberg received his Juris Doctor from Yale Law School and his B.A. in History, summa cum laude, from Yale
College, where he was elected to Phi Beta Kappa.

Our Board of Directors believes that Mr. Nierenberg is particularly qualified to serve as a director based on his
significant expertise in strategic planning and corporate governance, along with his broad-based business knowledge.

4
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Steven P. Yankovich was appointed to serve as a director in October 2014. Since December 2012, he has led the
creation of mobile, e-commerce and retail technology and business innovations at eBay Inc., currently as Head of
Product & Technology of eBay Enterprise. Mr. Yankovich previously served as Vice President of Innovation and
New Ventures at eBay Inc. from December 2012 to January 2015, as well as Vice President of Mobile from March
2009 to December 2012, in which position he was responsible for product and business development across mobile
ecosystems. Mr. Yankovich has also served as a board member of PayPal's Giving Fund since 2013 and serves as a
Board Observer at Appcelerator and a Venture Advisor at Relay Ventures. Prior to joining eBay, Mr. Yankovich was
an Entrepreneur In Residence at Adobe from September 2007 to December 2009. From April 1998 to June 2007, Mr.
Yankovich was the Founder and CTO of Movaris Inc., an enterprise business process automation software company
serving Fortune 500 companies. Earlier in his career, Mr. Yankovich served in various technical and technical
management roles in the computer hardware and design automation space. As a technologist, Mr. Yankovich holds six
patents and has thirty patents pending.

Our Board of Directors believes that Mr. Yankovich is particularly qualified to serve as a director based on his
expertise in technology, e-commerce, mobile and digital environments. Mr. Yankovich also brings unique
entrepreneurial and business experience to the Board.

Class II Directors Serving Until the 2017 Annual Meeting of Stockholders

The names and certain biographical information as of April 15, 2015 of Class II directors of our Board of Directors
are set forth below:

Name Age Positions and Offices Held with the
Company

Director
Since

James P. Bankoff 46 Director 2012
Laurence Franklin 62 Director 2006
Laura L. Witt 46 Director 2005

James P. Bankoff has served as a director since November 2012, and as the Chair of our Product and Technology
Committee since November 2014, when the committee was formed. Mr. Bankoff is Chairman and Chief Executive
Officer of Vox Media, Inc. ("Vox Media"), a publisher of major digital consumer media brands. He has served in this
capacity since 2009. Immediately prior to joining Vox Media, Mr. Bankoff served as a Senior Adviser with
Providence Equity Partners ("Providence"), a leading private equity firm focused on media and telecommunications.
Prior to joining Providence in 2008, he served as Executive Vice President of Programming and Products at AOL Inc.
("AOL"). Mr. Bankoff joined AOL in 1995 and held a number of leadership positions, including the following:
President, AOL Web Properties; President, Netscape; and Vice President of Strategy and Operations, AOL brand.
Mr. Bankoff also served on the board of Audible, Inc., from June 2007 to March 2008. Mr. Bankoff holds an M.B.A.
from the Wharton School of the University of Pennsylvania and a B.A. from Emory University.

Our Board of Directors believes that Mr. Bankoff is particularly qualified to serve as a director based on his extensive
experience as an Internet innovator with leadership experience in creating unique digital publishing brands and
websites. Mr. Bankoff also brings his corporate leadership experience, online industry expertise and strategic focus to
our Board.

 Laurence Franklin has served as a director since May 2006 and as the Chair of our Audit Committee since February
2012. He previously served as the Chairman of the Board of Directors from February 2011 to February 2012. Since
April 2014, he has served as managing partner of LF Enterprises, LLC, a private investment and business advisory
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firm. Mr. Franklin previously served as the Chief Executive Officer of Frette Srl, a leading manufacturer and retailer
of luxury linens and home furnishings, from July 2011 until January 2014. Mr. Franklin served as President and Chief
Executive Officer of Tumi Inc. ("Tumi"), a manufacturer and retailer of luxury travel, business and lifestyle
accessories, from 2002 until 2009, and was a board member of Tumi until 2011. Prior to joining Tumi, Mr. Franklin
served as President of Coach Leatherware Company, Inc. and General Manager of Elizabeth Arden Inc. Mr. Franklin
began his career at Peat Marwick Mitchell and Co., in audit, and then worked in the Management Consulting Services
group at Price Waterhouse & Co. Mr. Franklin earned his B.A. from Colgate University and his M.S. from the New
York University Graduate School of Business. Mr. Franklin is a qualified (non-practicing) Certified Public
Accountant.

Our Board of Directors believes that Mr. Franklin is particularly qualified to serve as a director based on his business,
leadership and management experience, including expertise in wholesale distribution, retail development, corporate
management,

5
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operations and supply chain management and building international brands.  In addition, Mr. Franklin’s public finance,
accounting and operations experience qualify him as an audit committee financial expert.
        Laura L. Witt has served as a director since December 2005, including serving as Chair of our Board of Directors
from December 2005 to February 2011. She has also served as Chair of our Compensation Committee since January
2006. Ms. Witt joined ABS Capital Partners in September 1997 and has served as a General Partner since January
2001. She served on the boards of Double-Take Software, Inc., from 2002 to 2008, and Familymeds Group, Inc., from
2004 to 2007. Ms. Witt currently serves on the boards of several private companies. She earned a B.A. from Princeton
University and an M.B.A. from the Wharton School of the University of Pennsylvania.

Our Board of Directors believes that Ms. Witt is particularly qualified to serve as a director based on her deep
familiarity with Rosetta Stone's business and industry. She has extensive experience in finance, technology and
management gained through her career with ABS, and brings unique perspectives to the Board with regard to
addressing strategic and operational issues.

EXECUTIVE OFFICERS

The name, age and position(s) held by each of our executive officers, as of April 15, 2015, are set forth in the table
below.
Name Age Position(s) Held with the Company

A. John Hass 49 Director, Interim President and Chief Executive
Officer

Thomas M. Pierno 53 Chief Financial Officer
Judy K. Verses 58 President, Global Enterprise & Education
Sonia G. Cudd 46 General Counsel and Secretary

Biographical information for Mr. Hass is set forth above under "Our Board of Directors—Class I Directors Serving Until
the 2016 Annual Meeting of Stockholders." Biographical information for each of our other executive officers is set
forth below. Unless otherwise noted, each holds the offices indicated until his or her successor is chosen and qualified
by action of the Board of Directors.

Thomas M. Pierno has served as our Chief Financial Officer since May 2012. Prior to joining Rosetta Stone,
Mr. Pierno was Chief Financial Officer at Vertis Communications, Inc. ("Vertis"), a marketing communications firm
from May 2011 to April 2012, and while there, also directed supply chain and information technology operations.
Prior to joining Vertis, Mr. Pierno held the position of Vice President, Financial Planning and Treasury at Comverse, a
global provider of software and systems, from February 2010 to April 2011, where he was responsible for worldwide
budgets, forecasts and treasury operations. Before joining Comverse, Mr. Pierno served in several executive positions
at AOL from 1998 to 2009, notably Senior Vice President and Controller. Prior to joining AOL, Mr. Pierno was Chief
Financial Officer at World Color Press, Inc., a publicly traded company that prints magazines, catalogs, direct mail
and books, from 1994 to 1998. He began his career at Ernst & Young as a Certified Public Accountant. Mr. Pierno
holds a B.B.A. in Accounting and an M.B.A. from Pace University.

Judy K. Verses has served as President, Global Enterprise & Education since October 2011. Prior to joining Rosetta
Stone, Ms. Verses was President and Chief Client Officer at Blackboard, Inc., a market leader of educational
enterprise software and consulting services, from July 2009 to February 2011 and President and Chief Operating
Officer at Blackboard Learn from 2008 to 2009. From 1983 to 2007, Ms. Verses served in several executive positions
at Verizon Communications Inc. ("Verizon"), including Senior Vice President of Marketing, Senior Vice President for
Business Sales and Senior Vice President for Verizon's portfolio of voice, video and data products. Ms. Verses joined
the board of Promethean World Plc in March 2014. She earned her B.S. in Business Administration from the
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University of Connecticut.

Sonia G. Cudd was appointed General Counsel and Secretary of Rosetta Stone in January 2015. Prior to joining
Rosetta Stone, Ms. Cudd served as Vice President, Associate General Counsel - Corporate and Secretary at Keurig
Green Mountain, Inc. from 2012 to 2014. Ms. Cudd has over 20 years of legal experience in government, law firm and
in-house counsel roles, including Ethics and Employment Counsel at the Bill & Melinda Gates Foundation Trust from
2008 to 2011, Assistant General Counsel and Assistant Corporate Secretary at McCormick & Co., Inc., from 2005 to
2008. Earlier in her legal career, Ms. Cudd held positions with Blank Rome LLP, Whiteford, Taylor & Preston LLP,
and the U.S. Securities and Exchange Commission. Prior to her practice of law she was a financial analyst at Citicorp.
She received undergraduate degrees from Hood College in Frederick, Maryland and her Juris Doctor from John
Marshall Law School in Chicago, Illinois.

6
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SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended (the "Exchange Act") requires our directors and
executive officers, as well as beneficial owners of more than ten percent of our common stock, to file with the SEC an
initial report of ownership of our stock on Form 3 and reports of changes in ownership on Form 4 or Form 5. Persons
subject to Section 16 are required by SEC regulations to furnish us with copies of all Section 16(a) forms that they
file. As a matter of practice, our staff assists our executive officers and directors in preparing initial ownership reports
and reporting ownership changes and typically files those reports on their behalf. Historically, the Company has
reported equity granted (stock options, RSUs and restricted stock awards) in connection with a director's or officer's
appointment on a Form 3 rather than on Form 4, and will correct this practice going forward. Accordingly, Form 3
reports for Mr. Yankovich and Mr. Hass included grants of stock options and RSUs (two transactions each) that
should have been reported on a Form 4 and were not timely reported within two business days of such grants. A Form
3 report for Caroline J. Tsay included grants of stock options and RSUs (two transactions) that should have been
reported on a Form 4, but this report was timely filed within two business days. A Form 4 for Laura L. Witt reporting
two transactions was filed one day late. Based solely on a review of the copies of such forms in our possession and on
written representations from reporting persons, we believe that during the fiscal year ended December 31, 2014 all
other required reports were filed on a timely basis under Section 16(a) of the Exchange Act by our executive officers
and directors, as well as beneficial owners of more than ten percent of our common stock.

CODE OF CONDUCT

Our Board of Directors has adopted a Code of Ethics and Business Conduct (the "Code of Conduct") applicable to
directors and employees, including our principal executive, financial and accounting officers and all persons
performing similar functions. A copy of that code is available on the investor relations section under the corporate
governance page of our corporate website, www.rosettastone.com. Alternatively, you can request a copy of the code
by writing to the General Counsel and Secretary, Rosetta Stone Inc., 1919 North Lynn Street, 7th Floor, Arlington,
Virginia 22209. We intend to satisfy the disclosure requirements under the Exchange Act regarding an amendment to,
or waiver concerning a material departure of a provision of our Code of Conduct involving our principal executive,
financial or accounting officer or controller by posting such information on our website.

DIRECTOR NOMINATION PROCESS

As of the date of this Amendment No. 1, there have been no material changes to the procedures by which security
holders may recommend nominees to our Board as described in the Company’s Definitive Proxy Statement filed with
the SEC on April 10, 2014.

AUDIT COMMITTEE

Our Board of Directors has established a standing Audit Committee. Currently, our Audit Committee consists of
Laurence Franklin, who serves as the Chair, James P. Bankoff, and Patrick W. Gross, each of whom is a
non-employee member of our Board of Directors. Former director John T. Coleman served on our Audit Committee
during 2014 until his term as a director, and therefore as a member of the Audit Committee, ended effective May 19,
2014. James P. Bankoff served on the Audit Committee from May 20, 2014 until his resignation from the committee
on November 20, 2014. A. John Hass also served on the Audit Committee from November 18, 2014 until his
resignation from the committee, in connection with his appointment as Interim President and Chief Executive Officer
on April 1, 2015, at which time Mr. Bankoff was reappointed to the committee. Our Board of Directors has
determined that each member of our Audit Committee meets the requirements of financial literacy and the standards
of financial sophistication under the rules of the NYSE. Messrs. Franklin, Bankoff and Gross serve as our audit
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committee financial experts, as defined under SEC rules. Messrs. Franklin, Bankoff and Gross are independent as
such term is defined in Rule 10A-3(b)(1) under the Exchange Act.

NOMINATION AND STANDSTILL AGREEMENT AND APPOINTMENT OF A. JOHN HASS TO THE BOARD
OF DIRECTORS

7
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On November 18, 2014, the Company entered into a Nomination and Support Agreement (the "Nomination and
Support Agreement") with the Osmium Parties (as defined below) pursuant to which A. John Hass was appointed to
the Board and the Osmium Parties agreed to certain standstill and voting provisions. The "Osmium Parties"
collectively refers to: John H. Lewis; Osmium Partners, LLC; Osmium Capital, LP; Osmium Capital II, LP; Osmium
Spartan, LP; Osmium Diamond, LP; and Osmium Special Opportunity Fund, LP.

Pursuant to the Nomination and Support Agreement, each of the Osmium Parties agree, during the Standstill Period
(as defined below), to, among others, (i) not to conduct a proxy contest for the election of directors for any annual
meeting during the Standstill Period, and (ii) to cause all voting securities owned by the Osmium Parties and their
affiliates and associates to be voted for, or to abstain from voting for, all of the directors nominated by Board for
election at an annual meeting of the stockholders of the Company during the Standstill Period and all other "routine"
matters at such meetings in accordance with the Board's recommendation.

The Standstill Period is defined as the period from the date of the Nomination and Support Agreement until the latest
of (A) the six month anniversary of the effective date of the Nomination and Support Agreement (i.e., May 18, 2015),
(B) sixty days after Mr. Hass is no longer serving as a director of the Company, and (C) if Mr. Hass is a director at all
times until the time nominations are due for the 2016 Annual Meeting, and is nominated and agrees to serve on the
Company's slate of director nominees for the 2016 Annual Meeting, the period from the printing of the proxy
statement for that Meeting until the conclusion of that Meeting; provided that in no event shall the Standstill Period
extend beyond the date of the 2016 Annual Meeting. The Company and Mr. Hass also entered into a Director
Agreement, which is not applicable while Mr. Hass serves as Interim President and Chief Executive Officer.

A full description of the Nomination and Support Agreement and the Director Agreement, including a copy of the
Nomination and Support Agreement, can be found in the Company's Current Report on Form 8-K filed with the SEC
on November 19, 2014. The Director Agreement is filed as an exhibit to the Company's Annual Report on Form 10-K
filed with the SEC on March 16, 2015.

Item 11.    Executive Compensation

COMPENSATION DISCUSSION AND ANALYSIS
Introduction

This Compensation Discussion and Analysis provides a detailed description of the key practices and philosophies of
our executive compensation program, which demonstrate the Company's ongoing commitment to align executive
compensation with the performance of the Company and individual executives, interests of our stockholders and
evolving best practices. In particular, this section focuses on the compensation of our named executive officers for
2014 ("NEOs") listed below, whose compensation information is presented in the tables following this discussion in
accordance with SEC rules.
Named Executive Officer Title

Stephen M. Swad Advisor to the Chief Executive Officer and Former President and Chief
Executive Officer

Thomas M. Pierno Chief Financial Officer
Eric B. Ludwig (1) Former Senior Vice President, Consumer
Christian S. Na (2) Former Chief Legal Officer and Secretary
Judy K. Verses President, Global Enterprise & Education
___________________________
(1)Mr. Ludwig held the position of Senior Vice President, Consumer from January 1, 2014 until his employment with

the Company ended on April 1, 2015. Before January 1, 2014, Mr. Ludwig held the position of Vice President,
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North America Consumer.

(2)Mr. Na was an employee of the Company from June 2, 2014 until his employment with the Company ended
effective November 17, 2014.

Stephen M. Swad served as our President and Chief Executive Officer throughout 2014. On March 26, 2015, the
Board of Directors accepted his resignation as President and Chief Executive Officer, effective April 1, 2015. Also on
March 26, 2015, the Board appointed A. John Hass to serve as Interim President and Chief Executive Officer,
effective April 1, 2015, while the Company engages in a search for a chief executive officer. The Board has engaged
Mr. Swad as Advisor to the

8
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Chief Executive Officer to assist with the transition until May 1, 2015. On May 1, 2015, Mr. Swad's employment with
the Company is due to end.

Executive Summary

         Our executive compensation program is designed to encourage our NEOs to work for our long-term prosperity,
reflect a pay-for-performance philosophy without encouraging our employees to assume excessive risks, and be
reasonable in light of the executive compensation programs of our peer group companies.

The program is administered under a thorough process, which includes review of our peer group and market practices,
advice of an independent third-party consultant (who reports to the Compensation Committee, rather than our
executive officers) and the Compensation Committee's assessment of the effectiveness of our compensation program
with respect to the achievement of our corporate goals. Our compensation program is also evaluated in the context of
the Compensation Committee's fiduciary duty to act as the directors determine to be in the stockholders' best interests.

Business Overview for 2014

Rosetta Stone is dedicated to changing the way the world learns. Our innovative, technology-driven language, literacy
and brain fitness solutions are used by thousands of schools, businesses, government organizations and millions of
individuals around the world. Rosetta Stone has continued to invest in language learning and expand into education
technology with our acquisitions of Livemocha Inc. and Lexia Learning Systems Inc. ("Lexia") in 2013 and Vivity
Labs, Inc. and Tell Me More S.A. ("Tell Me More") in January 2014. These acquisitions have enabled the Company
to meet the changing needs of learners around the world.

During 2014, we focused on growing the business by continuing to invest in research and development of new
products while focusing on maintaining costs and margins at appropriate levels. In November 2014, we launched
Rosetta Stone Kids Reading, aimed to teach children aged 3-7 how to read using engaging, self-paced interactive
games and activities that introduce and reinforce core reading skills. In addition, we began to enhance our offering for
educational organizations to expand our Global Enterprise & Education business.

In 2014, Rosetta Stone was comprised of three operating segments: North America Consumer; Rest of World
("ROW") Consumer; and Global Enterprise & Education. The North America Consumer segment profitability
contribution decreased during the year ended December 31, 2014, primarily due to a decrease in retail and
direct-to-consumer revenues. ROW Consumer segment profitability contribution increased during the year ended
December 31, 2014, driven by a reduction in expenses that was primarily the result of the reduced size of operations
in Japan and Korea. The Global Enterprise & Education segment profitability contribution decreased during the year
ended December 31, 2014, due to an increase in sales and marketing expense related to the addition of sales staff,
particularly from the Lexia and Tell Me More acquisitions and the lower margin on our acquired service offerings.

Aligning Compensation with Our Performance

A key principle that underlies the Compensation Committee decisions regarding compensation for our NEOs is
alignment with the Company's performance. To that end, we have structured our short-term and long-term incentives
so that they reward achievement of key performance metrics that help realize our strategic goals and objectives. To
ensure that our compensation program continues to be well aligned with our performance, our Compensation
Committee annually reviews the program construct to ensure that compensation arrangements continue to support a
pay-for-performance culture.

Edgar Filing: ROSETTA STONE INC - Form 10-K/A

17



Our executive compensation program has consistently and meaningfully been focused on pay-for-performance
principles, and has included low or no payouts under our annual incentive plan when the Company's performance does
not meet certain expectations and threshold levels for payouts approved by our Compensation Committee.

In 2014, we maintained our commitment to a pay-for-performance culture by:

•structuring our executive bonus plan (the "2014 Executive Bonus Plan") such that between 70% and 80% of the award
target is based on financial performance metrics;

9
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•
maintaining distinct bonus metrics for our line of business executives, which include Mr. Ludwig and Ms. Verses
("Line of Business Executives"), that are directly aligned with their scope of responsibility and reflect a commitment
to compensate them based on their contributions to the Company's overall financial performance;

•

executing against the 2013 Long Term Incentive Program (the "2013 LTIP"), which provides members of senior
management the opportunity to earn cash and performance stock awards based on achievement relative to two-year
cumulative corporate metrics for Bookings, Operating EBITDA, and Percentage Global Digital Sales, as defined
below in “Compensation Discussion and Analysis - 2014 Compensation - 2013 Long Term Incentive
Program Decisions”; and

•

committing to the Company's Policy on Recoupment of Performance Based Compensation ("Clawback Policy") that,
in the event of a restatement of the Company's financial results other than a restatement caused by a change in
applicable accounting principle, allows the Company to review the circumstances that caused the restatement and
clawback certain performance-based incentive compensation wrongly awarded to an executive officer as a result of
misconduct.

2014 Advisory Vote on Executive Compensation

At our 2014 Annual Meeting of Stockholders, more than 90% of the votes cast on the proposal were in favor of our
NEO compensation as disclosed in the Company's Current Report on Form 8-K filed with the SEC on May 22, 2014.
As part of its deliberations on the Company's compensation philosophy and pay program construct, the Compensation
Committee carefully considered the results of this vote and concluded that stockholders endorsed the decisions made
with respect to our compensation program.

Current Executive Compensation Best Practices

We employ the following executive compensation best practices.

•Clawback Policy. In 2014, the Compensation Committee implemented a Clawback Policy, described above,
applicable to certain performance-based incentive compensation granted on or after January 1, 2014.

•

No Tax Gross-ups in Employment Agreements.  Our existing employment agreements have been amended to
eliminate previously existing excise tax gross-up provisions related to change of control payments subject to
Section 280G and Section 4999 of the Internal Revenue Code of 1986, as amended (the "Internal Revenue Code").
We do not maintain any contract or agreement with any NEO that obligates us to make any kind of tax gross-up
payment.

•No Excessive Severance Payments.  Our termination arrangements with our NEOs do not call for excessive severance
payments in cases of their termination of employment.

•
No Guaranteed Performance Based Bonuses.  We believe that performance-based bonuses should reflect actual
performance of the Company and/or individual. Bonus guarantees undercut that notion, therefore, we do not guarantee
performance-based bonus payments to our NEOs.

•
Double Trigger Vesting for Equity Awards.  Starting with equity awards granted in 2012, we implemented a policy
that our equity awards would no longer vest upon consummation of a change in control, unless there is also a
termination of service other than for cause or a voluntary resignation for good reason.

•
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No Repricing or Replacing Outstanding Stock Options.  Repricing is not permitted under the Rosetta Stone Inc.
Amended and Restated 2009 Omnibus Incentive Plan, as amended (the "2009 Plan"), without stockholder approval.
We did not reprice or replace any of our outstanding stock options during 2014, nor any year prior to 2014.

•Limited Use of Perquisites.  We do not believe in granting perquisites to our NEOs that are excessive in value or
substantially different from the perquisites available to all our employees generally.

•No Hedging or Pledging.  We have adopted a policy prohibiting the hedging and pledging of Company securities by
any of our employees.

•Stock Ownership Guidelines.  We encourage our executives to hold a significant equity interest in the Company.
Effective January 1, 2013, our stock ownership guidelines are as follows:

10
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•Chief Executive Officer - equal in value to five times (5x) the base salary within five years of his or her appointment;
and

•Senior Vice Presidents and above - equal in value to twice (2x) the base salary within five years of his or her
appointment.

Elements of Our Executive Compensation Program for 2014

Our objective is to provide a competitive total compensation package to attract and retain key personnel and drive
performance. To achieve this objective, the Compensation Committee has implemented and maintains compensation
plans that tie a substantial portion of the executives' overall compensation to financial and non-financial strategic
performance goals. Our executive compensation program consisted of four principal components in 2014:

•base salary;

•short term performance based cash incentives;

•time-vested equity grants; and

•a multi-year performance based long term incentives.

11
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Compensation Component Objectives Key Features

Annual Cash
Compensation

Base Salary

Provide a competitive annual
fixed level of cash compensation
compared to peer and market
data.

Attract and retain executives.

Compensate executives for their
daily efforts as management of
the Company.

Adjustments are made from
time-to-time based on individual
performance, internal pay equity
and pay relative to the peer group
and relevant market data.

2014 Executive Bonus Plan

Motivate participants to achieve
short-term strategic and financial
goals in order to support the long
term strategy and creation of
value.

Tie financial rewards to
measurable achievements,
reinforcing pay-for-performance.

Provide a competitive variable
award opportunity that attracts
and retains our executives.

Cash incentive payments based on
a fixed bonus target percentage of
base salary and attainment of
certain financial and non-financial
strategic goals.

No guaranteed payouts; minimum
thresholds must be met for a
bonus to be earned.

Long Term
Incentives

Time-Vested Equity
Incentives

Align the interests of
management with those of our
stockholders through
stock-based awards by
facilitating and encouraging
ownership of our common stock.

Retain the services of our
executive team for a multi-year
period.

Reward achievement of our
strategic objectives that drive
long term stockholder value.

From time-to-time long term
incentives are provided via annual
grants of equity awards under the
2009 Plan.

Target value is intended to
provide competitive
compensation opportunities based
on performance over a multi-year
period with realizable value
directly tied to stock price
performance.

2013 Long Term Incentive
Program

Motivate senior management to
achieve key longer term
financial and strategic business
objectives over a two year
period.

Align the interest of
management with the interest of
stockholders by providing stock
based performance awards for
successfully reaching key

Performance-based equity awards
and cash payments when key,
strategic cumulative or end of
program period Company goals
are met over a two year period.
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milestones and metrics.

Retain and reward executives by
providing a competitive total
compensation package compared
to peers.

Other Benefits

401(k) Retirement Plan
("401(k) Plan")

Provide retirement income for
employees.

Allows participants to defer up to
100% of their annual
compensation, subject to any
applicable caps set by the Internal
Revenue Code.

We currently provide matching
contributions equal to 100% of an
employee's individual
contribution, up to a maximum of
4% of the participant's annual
salary, subject to certain limits.

Health, welfare and other
non-cash benefits

Provide health and welfare
coverage for employees,
generally.

Executives generally participate
in the same benefits programs
offered to all employees.

Compensation of our Named Executive Officers

A detailed description of the components of our executive compensation program is provided below.

12
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Base Salaries    We utilize base salary as the primary means of providing compensation for performing the essential
elements of an executive officer's job. To enhance our ability to attract and retain executives in competitive markets, it
is our objective to position base salaries at approximately the median of the relevant peer and market data.

Annual Cash Incentive Compensation    Our 2014 Executive Bonus Plan is intended to compensate our executive
officers, including NEOs, for performance relative to corporate financial and strategic objectives. These objectives are
mutually exclusive and structured such that executives may be paid a portion of their annual incentives for
achievement relative to one or more objectives, even if threshold performance is not attained for another objective.
With respect to financial objectives, the Compensation Committee typically sets a specific threshold performance goal
to ensure that a minimum quantitative financial hurdle is met before any payment is earned by an executive officer for
that objective. The Compensation Committee also establishes a target financial goal that would result in a payout at
100% of target for the financial objectives, as well as specific milestones above the goal target such that maximum
payouts can reach 150% of bonus target payouts for non-line of business metrics and 250% of bonus target payouts
for line of business goals for the Line of Business Executives. The non-financial strategic goals include specific
quantitative milestones as well as other metrics and objectives that cannot be defined by bright-line measurements and
require a more qualitative determination of the level of achievement by our Compensation Committee. If during the
bonus period the participating executive’s employment is terminated by the Company without cause or by the
Executive with Good Reason, then the Company shall pay to the executive, at the times specified in their contract, the
pro rata portion, if any, of the executive's annual bonus earned up until such termination date in accordance with the
terms of the then-current Company bonus policy.

Prior to his promotion to Senior Vice President, Consumer on January 1, 2014, Mr. Ludwig was eligible to receive
cash incentive compensation under our Employee Incentive Plan for Consumer Sales ("EIPCS"). He remained a
participant of EIPCS until June 30, 2014, as part of his transition into the new role. The EIPCS is a quarterly incentive
plan where 80% of the variable incentive target is divided across each quarter and measured by line of business
financial metrics (weighted at 75%) and defined non-financial objectives (weighted at 25%). The remaining 20% is
apportioned to annual line of business financial metrics (50% Bookings and 50% Adjusted EBITDA) paid at the same
time as the fourth quarter incentive payment, if earned and approved. Effective July 1, 2014, Mr. Ludwig participated
in the 2014 Executive Bonus Plan rather than the EIPCS, along with other NEOs. Adjusted EBITDA is a non-GAAP
financial measure. For a reconciliation to GAAP, see Annex A.

Time-Vested Equity Incentives    Our equity-based compensation is intended to enhance our ability to retain talent
over a longer period of time, to reward long-term achievements that enhance future value of the Company, and to
provide executives with a form of reward that aligns their interests with those of our stockholders. Upon
commencement of their employment, executives typically receive an equity-based award, or a new hire equity grant,
in the form of a combination of stock options and restricted stock that vests over a period of time. Thereafter,
executives may receive additional awards from time to time as the Compensation Committee determines consistent
with the objectives described above.

It is our Compensation Committee's objective, from time-to-time, to grant annual equity-based compensation awards
to our executives in amounts that are competitive with the median values of equity awards, and total target
compensation, made by comparable public companies with whom we compete for talent. However, that is not always
possible due to share usage constraints. In general, the Compensation Committee believes that granting a mix of stock
options and restricted stock awards is appropriate because it reflects both long-term value creation (through the need
for sustained increases in our stock price for stock options to have meaningful value), promotes retention of
executives and facilitates ownership of the Company's stock by executives (through the grant of restricted stock
awards). The Compensation Committee believes that this general philosophy is consistent with competitive practices
among our peers.
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2013 Long Term Incentive Program    In February 2013, our Board of Directors approved the 2013 Rosetta Stone Inc.
Long Term Incentive Program ("2013 LTIP") in order to advance the interests of the Company, motivate senior
management to achieve key financial and strategic business objectives of the Company, offer eligible executives a
competitive total compensation package, reward executives for the success of the Company, facilitate ownership of
Company stock, and retain key talent. The 2013 LTIP was administered under our 2009 Plan.

Executives designated by the Board of Directors had the opportunity to earn both stock and cash based on the
Company's achievement of specified performance goals between January 1, 2013 and December 31, 2014. In order to
earn awards under the 2013 LTIP, certain minimum threshold performance goals must have been achieved during
2014, in addition to the cumulative performance goals over the two year period ending December 31, 2014. A specific
threshold was established for each goal, with a range of payout levels depending on the achievement of the goal
ranging from zero to 200% of the incentive target. From January 1, 2014 to December 31, 2014, the maximum
number of shares that could be earned under the 2013 LTIP was 749,589 and the maximum cash payout opportunity
was $2.9 million.
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As described further below, in January 2015 the Compensation Committee approved funding of the 2013 LTIP,
resulting in a total payout of 160,862 restricted share awards, granted on February 2, 2015 and cash awards totaling
$848,629, paid on or before February 15, 2015. Shares awarded under the 2013 LTIP were apportioned from the
shares reserved under the 2009 Plan.

Benefits    NEOs generally participate in the same benefits programs offered to all employees. Our benefits, such as
our basic health benefits, 401(k) Plan, disability and life insurance, are intended to provide a stable array of support to
executives and their families throughout various stages of their careers. These core benefits are provided to all
executives regardless of their individual performance levels. The 401(k) Plan allows participants to defer up to 100%
of their annual compensation, subject to any applicable caps set by the Internal Revenue Code. The executives'
elective deferrals are immediately vested and non-forfeitable upon contribution to the 401(k) Plan, under provision of
a safe harbor plan. We currently provide matching contributions equal to 100% of an employee's individual
contribution, up to a maximum of 4% of the participant's annual salary, subject to certain limits.

Compensation of Our Former Chief Executive Officer

For 2014, approximately 87% of the target total compensation for Mr. Swad, and an average of approximately 72% of
the target total compensation for our other NEOs, was variable, including the annual incentive opportunity, stock
options, restricted shares, potential 2013 LTIP performance stock awards and the target cash value of the 2013 LTIP.
As detailed in the chart below, all equity grants were valued based on the fair market value on the date of grant.
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______________
(1)GDFV is defined as the grant date fair value.
(2)GDFV for Options was calculated based on the Black Scholes value on the date of grant.

(3)
GDFV for 2013 LTIP share awards was calculated based on the 2013 LTIP target number of Restricted Shares
using the stock price at close on December 31, 2014 of $9.76. The 2013 LTIP target number of Restricted Shares
can be found below in the section titled "2014 Compensation Decisions".

(4)LTIP Cash Award is the 2013 LTIP target cash payout as detailed below in the section titled "2014 Compensation
Decisions".

Compensation of Our Interim President and Chief Executive Officer

On March 26, 2015, Stephen M. Swad resigned from his position as President and Chief Executive Officer effective
April 1, 2015, and A. John Hass became our Interim President and Chief Executive Officer. Our Board has approved
an Executive Employment Agreement between Rosetta Stone Ltd., a wholly-owned subsidiary of the Company, and
Mr. Hass. Under the Executive Employment Agreement, Mr. Hass receives a monthly base salary of $30,000, and has
been granted 444,000 non-qualified stock options to vest over twelve months with 1/12 vesting each month, and
45,600 shares of restricted stock to vest over twelve months with 1/12 vesting each month. In the event that Mr. Hass
ceases to serve as Interim President and Chief Executive Officer before such stock option and restricted stock awards
are fully vested, vesting on such awards shall cease and any unvested options or shares shall be forfeited, even if he
continues to serve on the Board of Directors. Mr. Hass is entitled to participate in the Company's employee benefit,
retirement and health plans, and will receive other benefits such as temporary and furnished corporate housing in the
Arlington, Virginia area and one weekly round-trip coach class airfare from Arlington, Virginia to Chicago, Illinois.
Under the Executive Employment Agreement, Mr. Hass will be obligated to comply with customary restrictions on
confidentiality, intellectual property ownership rights, noncompetition and nonsolicitation, and the Company will be
obligated to hold harmless, indemnify and advance legal expenses arising from or out of Mr. Hass's performance as an
employee, officer or director of the Company. As is the case with the Company's other executive officers, in the event
Mr. Hass becomes eligible to receive performance-based compensation, such compensation could be subject to
recoupment in the event of a material restatement or adjustment of the Company's financial statements.

Determining the Amount of Each Element of Compensation

Overview    The Compensation Committee has overall responsibility for the compensation program for our executive
officers, including NEOs, and considers several factors in determining the overall design of, and the various elements
comprising, our compensation program. In general, the weight of each element of our compensation program is
determined by our Compensation Committee on an annual basis taking into consideration Company and individual
performance, pay practices among companies comprising the competitive market for our executive officers, the
Company's desire to attract and retain key talent, broad economic factors, and the discretion of our Compensation
Committee members based on their relevant experience.

In setting each NEO's compensation, the Compensation Committee considers the aggregate compensation
opportunities for each executive officer as well as each of the components of the compensation, based on
consideration of the parameters highlighted above. As part of these considerations, the Compensation Committee
seeks to achieve the appropriate balance
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between immediate cash rewards and incentives for the achievement of both annual and long-term financial and
non-financial strategic goals, while referencing both publicly-disclosed peer group compensation information as well
as broad-based compensation survey data, as described below.

Our objective is to maintain a compensation program that is sufficiently competitive to position the Company to
attract, motivate and retain our executive officers. It is important that our executive officers perceive that over time
they will continue to have the opportunity to be compensated at a level that they regard as competitive. In general, our
Board of Directors and Compensation Committee seek to extend total compensation opportunities to our executives,
including base salary, variable performance based cash incentive compensation, and long-term equity, that are
competitive with median target total compensation opportunities for peer executives, as defined below. In addition to
competitive market practices, the Compensation Committee also considers other factors such as individual
performance, internal equity, retention and promotions.

During 2014, the Compensation Committee continued to engage Exequity, an independent compensation consultant,
to assist as its advisor. In its capacity as advisor to the Compensation Committee, Exequity assisted the Committee in
the review of the competitiveness of our overall executive compensation program, along with the design of the 2013
LTIP. Exequity reviewed with the Compensation Committee in November 2014 the competitiveness of compensation
for the Company's executive officers in relation to peer and market compensation data.

Although it has been our objective to target peer median practices for aggregate total compensation as well as each
element of compensation, internal share usage constraints, as impacted by stock price volatility, have generally
inhibited our ability to provide market-competitive long term incentive opportunities to our NEOs. For this reason, the
grant date fair value of target total long term incentive opportunities for our NEOs has generally been below the peer
group median grant date fair value of long term incentive opportunities. In an attempt to alleviate this shortfall relative
to peer practice and to emphasize long-term performance for our senior executives, the Compensation Committee
approved the 2013 LTIP, described above under the heading "2013 Long Term Incentive Program", and increased the
annual grant values of our NEOs.

Role of Chief Executive Officer and Other Executives in Executive Compensation Decisions    Our Compensation
Committee has generally sought input from our Chief Executive Officer and our former Senior Vice President, Human
Resources, when discussing the compensation levels and performance of our NEOs, other than the Chief Executive
Officer. The Chief Executive Officer provides information relating to the other NEOs' performance to assist the
Compensation Committee with its decision-making on executive compensation.

Comparable Market Compensation    In analyzing the competitiveness of our executive compensation program,
Exequity reviews pay practices from two primary sources, as detailed below. The market data for our NEOs and other
senior management team members was collected from peer group proxy data (as described below) and the Radford
Global Technology Compensation Survey data (the "Radford Survey"). It is our objective to target compensation
levels, both in aggregate and by element, to median compensation levels for each of these sources. The Radford
Survey includes compensation market data from more than 2,000 companies and provides a holistic perspective on
total compensation levels, practices and emerging trends. The following data cuts were included to derive the overall
survey data medians against which we benchmarked compensation levels: software companies; companies in the
Internet/E-Commerce/Online Community industries; companies located in the mid-Atlantic states or in locations of
our remote offices, such as in San Francisco and Austin; and companies with most recent relative annual revenues
ranging from $200 million to $499.9 million.

The peer group that was defined in the third quarter of 2013 and used for purposes of making 2014 compensation
decisions (the "2014 Peer Group") was reviewed and determined based on criteria such as, but not limited to,
companies that compete with Rosetta Stone for key executive talent, operating in similar or complementary industries,
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and similar revenue size. In the third quarter of 2014, Exequity reviewed the 2014 Peer Group to determine whether it
remained an appropriate peer group for pay benchmarking purposes, based on the following criteria: companies that
compete with Rosetta Stone for key executive talent; publicly traded; similar or complementary industries;
organizational structure; relative peer as indicated by proxy advisory services; common operational or business
challenges; investor feedback and similar size (revenue, market capitalization, and number of employees). Based on
the review completed by Exequity, the Compensation Committee decided the current peer group was collectively
representative of relevant comparators, and therefore no changes were required to be made to the existing peer group.
The 2014 peer group companies are listed below:
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2014 Peer Group
American Public Education, Inc. LeapFrog Enterprises, Inc.
Bazaarvoice, Inc. MicroStrategy Incorporated
Blackbaud, Inc. OpenTable (1)
Capella Education Company Shutterfly, Inc.
comScore, Inc. TiVo Inc.
Concur Technologies (1) WebMD Health Corp.
K12 Inc. Vocus (1)
______________________________

(1)
Concur Technologies, OpenTable, and Vocus will drop off our peer group in 2015 due to ownership changes.
Those companies remained public and filed proxy statements for 2013; therefore, we were able to continue to keep
them in our peer group for 2014.

For 2014, our NEOs' base salaries and target annual cash incentive opportunities were generally close to median levels
among peers. However, the grant date fair values of total long term incentive opportunities for our NEOs were
generally below peer median long term incentive values. As noted above, the competitiveness of pay opportunities
relative to those of relevant peer executives was an important consideration for the Compensation Committee in
setting compensation for our NEOs, however, the Compensation Committee also considered other factors, such as
Company and individual performance, the Company's desire to attract and retain key talent, broad economic factors,
and the discretion of our Compensation Committee members based on their experience with companies with a similar
profile to Rosetta Stone.

2014 Compensation Decisions

Base Salaries

Our Compensation Committee reviews our executives' base salaries on an annual basis taking into consideration the
factors described above as well as changes in position or responsibilities and time and experience in the position. In
the event of material changes in position, responsibilities or other factors, the Compensation Committee may consider
changes in base pay during the year.

In January 2014, the Compensation Committee approved the promotion of Mr. Ludwig, with a corresponding base
pay increase. In February 2014, the Compensation Committee completed its annual CEO assessment process, which
included the Committee discussing and finalizing Mr. Swad’s 2013 performance and compensation recommendations
for 2014. The Compensation Committee decided to increase Mr. Swad's incentive target with an effective date of
January 1, 2014, but not to increase his base salary. In May 2014, the Compensation Committee approved the merit
increases, with an effective date of July 1, 2014, for Messrs. Pierno and Ludwig and Ms. Verses, as outlined below,
based on their 2013 performance, as well as consideration of competitive market data.

Name 2013
Base Salary ($)

Annualized Base
Salary after
2014
Adjustments ($)

% Change

Stephen M. Swad 515,000 515,000 — %
Thomas M. Pierno 330,000 340,000 3 %
Eric B. Ludwig (1) 244,801 283,000 15.6 %
Christian S. Na (2) N/A 325,000 N/A
Judy K. Verses 309,000 340,000 10 %
___________________________
(1)
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Mr. Ludwig was granted a promotion from Vice President, North America Consumer to Senior Vice President,
Consumer, receiving a base salary increase to $275,000 effective January 1, 2014. On July 1, 2014, he received a
base salary increase to $283,000 during the 2014 merit review process.

(2)Mr. Na was hired on June 2, 2014 and his employment with the Company ended effective November 17, 2014.

 The Compensation Committee based its decisions on a combination of elements designed to maintain compensation
at a level it viewed as competitive with our peers and the market, as well as individual performance and contributions
made to the
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Company in 2013. The Compensation Committee also reviewed individual business goals for 2013 and performance
towards those goals for our executive officers.

In setting each NEO's base salary in 2014, as detailed above, the Compensation Committee specifically considered the
following factors:

•Mr. Swad's individual performance and contributions in 2013, and the Committee's desire to increase his variable
performance based compensation;

•The Committee's desire to better align Mr. Ludwig's salary with peer medians based on his expanded role and
responsibilities following his promotion to Senior Vice President, Consumer effective January 1, 2014; and

•Messrs. Pierno's and Ludwig's and Ms. Verses' individual performance and contributions in 2013, and the
Committee's desire to more closely align his or her salary with peer medians.

Annual Cash Incentive Compensation

Our Compensation Committee reviews annual cash incentive compensation opportunities of our executives, including
our NEOs, on an annual basis taking into consideration the factors described above as well as changes in position or
responsibilities. In the event of material changes in position, responsibilities, or other factors, the Compensation
Committee may consider changes in target incentive pay during the year.

Our Compensation Committee set each of our NEO's 2014 bonus targets under our 2014 Executive Bonus Plan as a
percentage of his or her 2014 annualized base salary as set forth in the following table.

Name

2014
Annualized
Base Salary
($)

2014 Total
Target
Annualized
Bonus
Opportunity
($)

Target
Bonus as a
Percentage of
Base Salary

Financial Goals
Target Bonus
($)(1)

Non-financial
Strategic Goals
Target Bonus
($)(2)

Stephen M. Swad (3) 515,000 566,500 110 % 396,550 169,950
Thomas M. Pierno (4) 340,000 255,000 75 % 178,500 76,500
Eric B. Ludwig (5) 283,000 212,250 75 % 169,800 42,450
Christian S. Na (6) 325,000 195,000 60 % 136,500 58,500
Judy K. Verses (7) 340,000 255,000 75 % 204,000 51,000
_________________________

(1)
For Messrs. Swad, Pierno and Na, the total annual cash incentive opportunity was based 70% on financial goals.
For Mr. Ludwig and Ms. Verses, the total annual cash incentive opportunity was based 80% on financial goals,
which included both corporate financial targets as well as their individual line of business metrics.

(2)
For Messrs. Swad, Pierno and Na, the total annual cash incentive opportunity was based 30% on non-financial
strategic goals. For Mr. Ludwig and Ms. Verses, the total annual cash incentive opportunity was based 20% on
non-financial strategic goals.

(3)
Mr. Swad's 2014 annualized base salary and bonus opportunity represent his salary and bonus opportunity as of
December 31, 2014. Mr. Swad's bonus target increased from 100% to 110% of base salary, effective January 1,
2014.

(4)

Mr. Pierno's 2014 annualized base salary and bonus opportunity represent his salary and bonus opportunity as of
December 31, 2014. Mr. Pierno's target bonus percentage was increased from 60% to 75% of base salary by the
Compensation Committee in order to move his bonus target closer to peer medians, with an effective date of
January 1, 2014.
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(5)

Mr. Ludwig began participating in the 2014 Executive Bonus Plan mid-year. As such, his bonus opportunity
represented in the chart above is annualized and based on his salary as of December 31, 2014. Mr. Ludwig was a
participant in the Employee Incentive Plan for Consumer Sales ("EIPCS") from January 1, 2014 to June 30, 2014
at which time his base salary was $275,000. He became a participant in the 2014 Executive Bonus Plan as of July
1, 2014 and at which time his base salary increased to $283,000. His actual 2014 bonus targets, prorated based on
his participation in each plan during 2014, are described below.

Incentive
Plan
Name

Effective
Date of
Participation
in the Plan

End Date of
Participation
in the Plan

Target
Bonus as
Percentage
of
Base
Salary

Pro-rated
Target
Bonus
Amount
Based on
Time in
Plan

Financial
Goals
Target
Bonus ($)

Non-financial
Strategic
Goals
Target Bonus
($)

Individual
Goals
Target
Bonus ($)

Annual
Goals
Target
Bonus ($)

EIPCS 1/1/2014 6/30/2014 75 % 103,125 61,875 N/A 20,625 20,625
2014
Executive
Bonus
Plan

7/1/2014 12/31/2014 75 % 106,997 85,598 21,399 N/A N/A
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(6)
Mr. Na was hired on June 2, 2014, and his employment with the Company ended effective November 17, 2014. As
such, his bonus opportunity represented in the chart above is annualized. His actual 2014 bonus target was prorated
based on eligible time in the plan, in the amount of $89,753 (46% of the annualized target).

(7)Ms. Verses' 2014 annualized base salary and bonus opportunity represent her salary and bonus opportunity as of
December 31, 2014. No changes were made to her annual target bonus percentage from 2013 to 2014.

Our 2014 Executive Bonus Plan provided for an annual cash incentive opportunity for each executive, including
NEOs, based on financial goals and non-financial strategic goals. For non-line of business executives, the annual cash
incentive opportunity was based 70% on financial goals, subject to a threshold attainment; and 30% on non-financial
strategic goals, with no threshold attainment. For Line of Business Executives, the annual cash incentive opportunity
was based 80% on financial goals and 20% on non-financial goals, as described below in further detail. The financial
goals and non-financial strategic goals are evaluated separately. As such, for purposes of determining the amount of
cash incentives to be awarded to executives, some goals can be determined to be achieved and trigger payment even if
other goals do not. The Compensation Committee believes that maintaining these ratios of financial and non-financial
strategic goals in order to trigger payment aligns the financial interests of our executives with the financial interests of
our stockholders.

Non-Line of Business Executives. For non-line of business executives, including Messrs. Swad, Pierno and Na, 70%
of the award for achieving the financial goals under the 2014 Executive Bonus Plan was based on the following:

Percentage Threshold Target Maximum 2014 Actual
Result

% Achievement
(relative to
target)

2014 Bookings 40 % $300M $333M $350M+ $309.4M 92.9 %
2014 Adjusted EBITDA 40 % $17M $20M $23M+ <Threshold — %
2014 Percentage Global
DTC Web Sales 20 % 50% 60% 70%+ 64.8% 108.0 %

With respect to the 2014 financial goals portion of the annual cash incentive award (weighted at 70%), no amount
would be earned with respect to any one of the three financial targets if we failed to achieve the threshold for that
particular goal target. If we achieved the threshold of a financial target, 80% of the amount attributable to such target
would be earned. If we achieved 100% of a financial target, 100% of the amount attributable to such target would be
earned. If we achieved the maximum or more of the goal target, 150% of the amount attributable to such bonus target
would be earned. Between threshold and 100% and between 100% and the maximum of the financial targets, the
amount earned would be interpolated between the two points based on the above. The Bookings, Adjusted EBITDA
and Percentage Global DTC Web Sales components of the financial goals were mutually exclusive, so that part or the
entire amount attributable to the financial goals could be awarded if one goal was met but not the other.

With respect to the 2014 non-financial strategic goals portion of the bonus (weighted at 30%), no minimum threshold
was set for funding. Our Compensation Committee determined a percentage of overall achievement based on an
evaluation of our performance in meeting each of these goals during the year. Some of these goals include defined
milestones or other business metrics while others are subjective and not capable of being defined by bright-line
measurements. Our Compensation Committee's determination of the percentage of each non-financial strategic goal
that was achieved was an overall achievement of 33.33%, based on the following results.

•
33.33% on Global Enterprise & Education Cross Selling of approximately $28 million, of which we achieved 75%,
for a funding payout of 25%, based on offering a product suite to our customers versus a single product, which opened
the door to more customers and verticals; and

•
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33.33% on Consumer Cross Selling of approximately $12 million, which we did not fully achieve, and the
Compensation Committee therefore determined not to award a payout. While we successfully improved the
functionality, navigation and number of products available to customers on our website we did not make our
Consumer Cross Selling sales goal; and

•

33.33% on launch of Consumer kids literacy product(s) with bookings of approximately $3 million, of which we
achieved 25% for a funding payout of 8.33%. Although we successfully launched Rosetta Stone® Kids Reading in
November 2014, final year end sales results were below estimates primarily due to a later than scheduled launch date
based on delays with product development.
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Based on the assessments detailed above, the funding for the financial goals (70% weight) was 59.08% and the
funding for the non-financial corporate goals (30% weight) was 33.33%. Based on the weights applied to these factors
and the funding amounts detailed above, the aggregate funding amount for the 2014 Executive Bonus Plan for
non-line of business executives was 51.35% as illustrated in the chart below:

Line of Business Executives.  The structure of the plan for the Line of Business Executives, including Mr. Ludwig and
Ms. Verses, was generally the same, with 20% based on the corporate financial goals, as described above; 60% based
on the financial performance of their lines of business, Global Consumer and Global Enterprise & Education,
respectively; and 20% based on non-financial strategic goals as outlined above. The threshold for the amount of the
bonus attributable to financial targets for the Line of Business Executives was 80%. The line of business and corporate
components of the financial metrics were mutually exclusive, so that part or the entire bonus attributable to the
financial goals could be awarded if one goal was met but not the other.

The financial targets for Mr. Ludwig's bonus were determined based on financial targets for the global Consumer
business of the Company (weighted 60%), corporate financial targets (weighted 20%) and corporate non-financial
targets (weighted 20%). The Consumer line of business financial metrics (weighted 60%) consisted of the following:
Bookings target of $212.9 million (weighted 30%); Adjusted EBITDA target of $82.3 million (weighted 30%);
Percentage Global DTC Web Sales target, as defined above, of 60% (weighted 20%); and a Consumer Cross Selling
target of $12 million (weighted 20%). The global Consumer business for 2014 achieved the following results: $189.7
million against a target Bookings of $212.9 million (for a funding payout of 82.76%); $56 million in Adjusted
EBITDA against a target of $82.3 million (below threshold of $65.84 million, for a funding payout of 0%); 64.8% of
the Percentage Global DTC Web Sales against a target of 60% (for a funding payout of 172%); and $7.2 million in
Consumer Cross Selling between different products and product lines against a target of $12 million (below threshold
of $9.6 million, for a funding payout of 0%).

The financial targets for Ms. Verses' bonus were determined based on financial targets for the Global Enterprise &
Education business of the Company (weighted 60%) and corporate financial targets (weighted 20%) and corporate
non-financial targets (weighted 20%). The Global Enterprise & Education line of business financial metric (weighted
60%) consisted of the following: Bookings target of $99.4 million (weighted 40%); Adjusted EBITDA target of
$43.7 million (weighted 40%); and Enterprise & Education Cross Selling (Tell Me More, Lexia, etc.) target of $28
million (weighted 20%). The Global Enterprise & Education business for 2014 achieved the following results:
Bookings of $91.77 million against a
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target of $99.4 million (for a bonus funding payout of 88.60%); Adjusted EBITDA of $38.23 million against a target
of $43.7 million (for a funding payout of 87.49%); and Enterprise & Education Cross Selling between product lines of
$23.9 million against a target of $28 million (for a funding payout of 85.36%).

A summary of the bonus payouts for Mr. Ludwig's and Ms. Verses' bonus plans is provided in the tables below:
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Based on the factors described above, our Compensation Committee determined the following bonuses were earned
by our NEOs for 2014.

Name
Financial
Goals
Bonus ($)

Non-financial
Strategic
Goals
Bonus ($)

Total Bonus
($)

Stephen M. Swad (1) — — —
Thomas M. Pierno 105,456 25,497 130,953
Eric B. Ludwig (2) 50,667 7,132 57,800
Christian S. Na (3) 37,118 8,974 46,092
Judy K. Verses 144,815 36,204 181,019
_________________________

(1)Mr. Swad did not receive a bonus payment under the 2014 Executive Bonus Plan as approved by the
Compensation Committee.

(2)
Mr. Ludwig was a participant in the 2014 Executive Bonus Plan from July 1, 2014 to December 31, 2014,
therefore his bonus payment was prorated based on his participation in the 2014 Executive Bonus Plan. He also
received cash incentive awards for his participation in the 2014 EIPCS prior to July 1, 2014, totaling $75,616.

(3)
Mr. Na's employment with the Company ended effective November 17, 2014. His bonus payment was prorated
based on the amount earned up until his last day of employment with the Company, in accordance with the terms
of the 2014 Executive Bonus Plan.

The following chart shows the target bonus amount and actual amount paid for each NEO based on achievement of
the financial and non-financial strategic goals, as applicable, under our 2014 Executive Bonus Plan, as described
above.
______________

(1)Mr. Swad did not receive a bonus payment under the 2014 Executive Bonus Plan as approved by the
Compensation Committee.

(2)Mr. Ludwig was a participant in the 2014 Executive Bonus Plan from July 1, 2014 to December 31, 2014,
therefore his bonus payment was prorated based on his participation in the 2014 Executive Bonus Plan.

(3)
Mr. Na's employment with the Company ended effective November 17, 2014. His bonus payment was prorated
based on the amount earned up until his last day of employment with the Company, in accordance with the terms
of the 2014 Executive Bonus Plan.

2014 Discretionary Bonuses

In May 2014, the Compensation Committee approved a one-time cash signing bonus in the amount of $75,000 to Mr.
Na, payable on the first payroll following his hire date of June 2, 2014. Following his departure, Mr. Na was not
obligated to reimburse the Company under the terms of his employment agreement.
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Allocation of Equity-Based Compensation Awards

Throughout the year, our Compensation Committee evaluates grants for new hires at the senior vice president level
and above, promotions to the senior vice president level and above, or other changes that may warrant additional
grants. Our Compensation Committee exercises its judgment and discretion and considers, among other things, the
role and responsibility of the executive, competitive factors, performance, the amount of stock-based equity
compensation already held by the executive, the non-equity compensation received by the executive and the total
number of shares subject to awards to be granted to all participants during the year. For new hire grants, the vesting
start date is typically the date of hire. For ongoing annual grants, the vesting start date is determined by the
Compensation Committee.

Our Compensation Committee also evaluates and makes annual grants for the executive officers, including the NEOs,
and other members of senior management on a discretionary basis during the annual performance review process. As
noted above, it is the Compensation Committee's intent to provide long term incentive opportunities that are
comparable to peer median long term incentive values, and combine with base salary and annual cash incentive
opportunities to result in target total compensation opportunities that are comparable to peer median target total
compensation opportunities. However, as noted above, share usage constraints have generally resulted in long term
incentive opportunities below peer medians.

Equity awards, including non-qualified stock options and restricted stock, granted to NEOs and other employees under
our 2009 Plan typically vest over a period of four years, with 25% of the shares vesting on each annual anniversary of
the vesting commencement date with the exception of (i) Mr. Swad's November 2010 grant, which included a
three-year vesting schedule that was negotiated at hire; (ii) Mr. Swad's January 2012 equity grant, received in
connection with his expanded operational role which had a two-year vesting schedule; and (iii) the special retention
awards granted to our NEOs and certain other executives in 2012, which had two-year vesting schedules to ensure
retention of key executives during a pivotal transformation period of the Company. In general, the 2013 LTIP is
weighted between 60% and 70% of the total long term incentive opportunity (with 70% of this award opportunity
denominated in performance stock awards and 30% denominated in cash), while the remaining 30% to 40% of the
total long term incentive opportunity is weighted 60% in stock options and 40% in restricted stock. In 2014, the
Compensation Committee modified the approach to long term incentive compensation to provide 70% of long term
incentive value, outside of the 2013 LTIP, in the form of stock options and 30% of long term incentive value in
restricted stock to better reflect market practice, promote retention of executives, and provide balance in the long term
incentive program.

Timing of Equity-Based Compensation Awards

Our Compensation Committee typically makes annual grants of restricted stock and stock options, if any, to our NEOs
and other members of the senior management team in connection with its annual review of our executives'
compensation.

We do not have any program, plan or practice to time stock option and restricted stock grants in coordination with the
release of material non-public information. The exercise price of stock options for 2014 was determined based on the
trading price of our common stock at the close of the market on the date of grant.

2013 Long Term Incentive Program

Under the 2013 LTIP executives designated by the Board of Directors were eligible to receive performance stock
awards and cash upon the Company's achievement of specified performance goals between January 1, 2013 and
December 31, 2014. In order to earn awards under the 2013 LTIP, certain minimum threshold performance goals must
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have been achieved during 2014, in addition to the cumulative performance goals over the two year period ending
December 31, 2014. A specific threshold was established for each goal, including a range of payout levels depending
on the achievement of the goal ranging from zero to 200% of the incentive target. Performance assessments for each
goal were independent of one another such that a partial payout under one goal could be earned even if threshold
performance for other goals were not achieved.

Executives designated by the Compensation Committee had the opportunity to receive performance stock awards and
cash upon the Company’s achievement of the following specified performance goals during the Program Period: (i)
Bookings; (ii) Operating EBITDA; and (iii) Percentage Global Digital Sales (each, a “Performance Goal”).
          Bookings and Operating EBITDA are non-GAAP financial measures. See below for a description of how these
measures are defined and see Annex A for reconciliation of these measures to GAAP.

“Bookings” meant executed sales contracts by the Company that were either recorded immediately as revenue or as
deferred revenue.
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“Operating EBITDA” meant GAAP net income or loss plus interest expense, income tax expense, depreciation,
amortization, and stock-based compensation expenses, plus the change in deferred revenues.
“Percentage Global Digital Sales” meant the percentage of all new unit sales of downloadable Global Consumer
products, online subscription products, renewals and paid Apps.
An executive’s individual amount of performance stock awards and cash he or she was eligible to receive were
provided in such executive's award agreement. The executive’s incentive target was determined as a multiple of the
executive’s base salary in effect as of December 31, 2012. The Chief Executive Officer’s incentive target was three
times his base salary, while all other participating executives had a target of one times their base salary. The incentive
target value in each executive’s award consisted of 70% in performance stock awards and 30% in cash. Each
participating executive’s target Performance Stock Award was based on valuation as of January 1, 2013. Stock
valuation was based on the monthly average of the closing price of a share of common stock from December 1, 2012
to January 1, 2013. For new executives added to this plan upon approval by the Committee, such executive’s incentive
target for his or her award was determined and valued upon the effective date of participation.
2013 LTIP target awards for participating NEOs are listed below. Due to his hire date, Mr. Na was not eligible to
participate in the 2013 LTIP.

2013 LTIP Payout Target
(100%) = 100% Payout

2013 LTIP Payout at
Threshold (80%) =
50% Payout

2013 LTIP Payout at
Maximum (150%) =
200% Payout

Performance Share
Awards (70%)

Target
Cash
(30%)

Performance
Share
Awards
(70%)

Target
Cash
(30%)

Performance
Share
Awards
(70%)

Target
Cash
(30%)

Name

Annual
Salary as
of
December
31, 2012
($)

2013
LTIP
Target
(Multiple
of Base
Salary)

LTIP
Target
Value
(Multiple
of
Incentive
Target) ($)

Target
Stock
Value ($)
(70%)

Target
Number
of Shares
at $12.31
(1)

Target
Cash
Value ($)
(30%)

Number
of Shares
at
Threshold
(50% of
Target
Shares)

Target
Cash
Value ($)
(50% of
Target
Cash
Value)

Number of
Shares at
Maximum
(200% of
Target
Shares)

Target
Cash
Value ($)
(200% of
Target
Cash
Value)

Stephen
M.
Swad

$500,000 3.0 $1,500,000 $1,050,00085,297 $450,000 42,648 $225,000 170,593 $900,000

Thomas
M.
Pierno

$320,000 1.0 $320,000 $224,000 18,197 $96,000 9,098 $48,000 36,393 $192,000

Eric B.
Ludwig $212,000 1.0 $212,000 $148,400 12,055 $63,600 6,028 $31,800 24,110 $127,200

Judy K.
Verses $300,000 1.0 $300,000 $210,000 17,059 $90,000 8,530 $45,000 34,119 $180,000

________________
(1) Stock price value of $12.31 based on the 30-day average closing from December 1, 2012 to January 1, 2013.

2013 LTIP Performance Goals and thresholds are listed in the chart below:

2013 LTIP
Performance Goals
(weighted evenly)

FY 2013 FY 2014

End Result
(cumulative result for Bookings
& Operating EBITDA and final
result as of Dec 31, 2014 for
Percent Digital)

Min Target Max Min Target Max Min Target Max
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Bookings $284 $310 $360 $310 $350 $405 $594 $660 $765
Operating EBITDA $25 $30 $40 $31 $45 $54 $56 $75 $94
Percent Digital 21% 27% 35% 30% 38% 48% 30% 38% 48%

Vesting and payout levels upon achievement of each Performance Goal:

•Minimum: If the minimum threshold of each performance goal for the program period was achieved, then 50% of the
targeted amount under the executive’s award for both performance stock awards and cash vested and became payable.
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•Target: If the target threshold of each Performance Goal for the program period was achieved, then 100% of the
targeted amount under the executive’s award for both performance stock awards and cash vested and became payable.

•
Maximum: If the maximum threshold for each Performance Goal for the program period was achieved, then 200% of
the targeted amount under the executive’s award for both performance stock awards and cash vested and became
payable.

Subject to the other requirements under the 2013 LTIP: (i) if only the minimum threshold for one out of the three
Performance Goals was achieved during the program period, then one third (1/3) of the 50% of the targeted amount
under the executive’s award for both performance stock awards and cash vested and became payable; and (ii) if only
the minimum threshold for two out of the three Performance Goals was achieved during the program period, then two
thirds (2/3) of the 50% of the targeted amount under the executive’s award for both performance stock awards and cash
vested and became payable.
Achievement levels in between the performance thresholds of each Performance Goal were interpolated to determine
payout amounts of awards. The minimum vesting and payout amount of any award could be zero. The maximum
payout for any award granted under the 2013 LTIP was 200% of target Performance Awards and target cash.
After the completion of the program period, but prior to any payment of any award granted under the 2013 LTIP, the
Compensation Committee determined whether Performance Goals were achieved, as well as the performance stock
awards to be granted and cash to be paid under the 2013 LTIP. Actual approved levels of achievement as determined
by the Compensation Committee are provided in the table below.

2013 LTIP Performance
Goal Mix

2013 & 2014
Cumulative
2013 LTIP
Performance Goal
Target

2013 & 2014
Cumulative 2013
LTIP Performance
Goal Threshold for
Payment

Actual Result as of
December 31, 2014

Actual Approved
Funding Result

Bookings 33.33% $660M $594M Less than Threshold No funding earned
Operating EBITDA 33.33% $75M $56M Less than Threshold No funding earned

Percentage Digital Sales 33.33% 38% 30%
Greater than 60% =
Maximum Payout
Achieved

200%

Final Funding 66.66%

Actual Approved Payouts under the 2013 LTIP
Name Number of Restricted Shares Cash Award
Stephen M. Swad 56,859 $299,970
Thomas M. Pierno 12,130 $63,994
Eric B. Ludwig 8,036 $42,396
Judy K. Verses 11,372 $59,994

Executive Equity Ownership

We encourage our executives to hold a significant equity interest in our Company. Effective January 1, 2013, our
Executive Equity Ownership guidelines are as follows:

•CEO: Five times (5x) base salary; and

•Senior Vice Presidents and above levels: Two times (2x) base salary

We have provided a time frame of five years to attain the equity ownership levels.
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Insider Trading Policy Prohibiting Hedging and Pledging
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Our Board of Directors adopted an amended Insider Trading Compliance Policy, which prohibits all hedging and
pledging transactions in Company stock by directors and all employees to ensure that the interests of these holders of
Company stock are fully aligned with those of stockholders in general. We also discourage the purchase and sale of
exchange-traded options on our stock by our executives.

Severance and Change in Control Arrangements

Each of our equity incentive plans provides for a potential acceleration of vesting of outstanding awards in the event
of a change in control and/or termination without cause, as defined in each such plan. In 2012, restricted stock
agreements were updated to provide that starting with equity awards granted in 2012, none of the equity awards
granted to our NEOs would provide for automatic vesting acceleration upon consummation of a change in control
transaction unless there is also a termination of service other than for cause or voluntary resignation for good reason in
connection with the change in control.

In addition, see "Employment Arrangements with Named Executive Officers" and "Potential Payments Upon
Termination of Employment or Upon Change in Control" below for a description of the severance and change in
control arrangements we have with our NEOs. The Compensation Committee believes that these arrangements were
necessary to attract and are necessary to retain our NEOs. The terms of each arrangement were determined in
negotiation with the applicable NEO in connection with his or her hiring, or promotion, and were not based on any set
formula.

Effect of Accounting and Tax Treatment on Compensation Decisions

In the review and establishment of our compensation programs, we consider the anticipated accounting and tax
implications to the Company and our executives. While we consider the applicable accounting and tax treatment of
alternative forms of equity compensation, these factors alone are not dispositive. We also consider the cash and
non-cash impact of the programs and whether a program is consistent with our overall compensation philosophy and
objectives.

Section 162(m) of the Internal Revenue Code imposes a limit on the amount of compensation that we may deduct in
any one year with respect to our Chief Executive Officer and each of our next three most highly compensated
executive officers (excluding our Chief Financial Officer) to $1,000,000, unless the compensation qualifies as
performance-based and certain requirements are satisfied. Performance-based compensation, as defined in the Internal
Revenue Code, is fully deductible if the material terms of the compensation are approved by stockholders and meet
certain other requirements. While the Compensation Committee is mindful of the benefit of deductibility of
compensation, the Compensation Committee believes that it should not be constrained by the requirements of
Section 162(m) where those requirements would impair flexibility in compensating our executive officers in a manner
that can best promote our corporate objectives. Therefore, the Compensation Committee has not adopted a policy that
requires that all compensation be deductible. The Compensation Committee intends to continue to compensate our
executive officers in a manner consistent with the best interests of our Company and our stockholders.

Compensation Policies and Practices as They Relate to Risk Management

In 2014, our Compensation Committee reviewed our compensation policies and practices and concluded that the mix
and design of these policies and practices are not reasonably likely to encourage our employees to take excessive
risks. In connection with its evaluation, our Compensation Committee considered, among other things, the structure,
philosophy and design characteristics of our primary incentive compensation plans and programs in light of our risk
management and governance procedures, as well as other factors that may calibrate or balance potential risk-taking
incentives.
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The Compensation Committee also reviewed our compensation programs for certain design features that have been
identified by experts as having the potential to encourage excessive risk-taking, including:

•long term incentive compensation value that is driven entirely by increases in stock price; and

•low compensation levels exacerbated by performance-driven awards not paying out; including both annual bonus and
long term incentive compensation.

The Compensation Committee noted several design features of our cash and equity incentive programs for all
employees that reduce the likelihood of excessive risk-taking, including:

•the Compensation Committee's ability to exercise discretion to decrease incentive award payouts;
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•

the use of an array of performance metrics across compensation programs (that is, bonuses are based on financial
goals, non-financial strategic metrics and individual performance goals; 2013 LTIP awards are based on both
Company operating performance and stock price; and new hire and annual equity incentives are driven by stock price
gains);

•the fact that many of our executives hold significant vested equity stakes in the Company; and

•the fact that the mix of compensation balances a short-term and long-term focus.

Based on this assessment, our Compensation Committee concluded that risks arising from our compensation policies
and practices for all employees, including executive officers, are not reasonably likely to have a material adverse
effect on us.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

During 2014, the following directors were members of the Compensation Committee: Laura L. Witt, James P.
Bankoff, John T. Coleman (former director), Patrick W. Gross, A. John Hass, Marguerite W. Kondracke and Caroline
J. Tsay. None of the members of the Compensation Committee during 2014 was an officer or employee of the
Company or any of its subsidiaries, and none has had a relationship with the Company or any of its subsidiaries since
the beginning of 2014 that would be required to be disclosed as a transaction with a related person. No member of the
Compensation Committee was formerly an officer of the Company. Mr. Hass resigned from the Compensation
Committee at the time of his appointment as Interim President and Chief Executive Officer. None of our executive
officers has served as a member of the board of directors or compensation committee of any entity at any time during
which an executive officer of such other company served on our Board of Directors or Compensation Committee.

COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis included in
this Amendment No. 1 with the Company's management and, based on such review and discussion, recommended to
the Board of Directors that the Compensation Discussion and Analysis be included in our Annual Report on
Form 10-K for the fiscal year ended December 31, 2014.

Members of the Compensation Committee

Laura L. Witt (Chair)
James P. Bankoff
Patrick W. Gross
Marguerite W. Kondracke
Caroline J. Tsay

The Compensation Committee Report does not constitute soliciting material, and shall not be deemed to be filed with
the SEC or incorporated by reference into any other filing under the Securities Act of 1933, as amended, or the
Exchange Act, except to the extent that we specifically incorporate the Compensation Committee Report by reference
therein.

EXECUTIVE COMPENSATION
2014 Summary Compensation Table
The following table provides information regarding the compensation of our named executive officers ("NEOs"),
including our Chief Executive Officer and Chief Financial Officer, for the year ended December 31, 2014.
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Name and
Principal
Position

Year Salary
($)

Bonus
($)

Stock
Awards
($)(1)

Option
Awards
($)(1)

Non-Equity
Incentive Plan
Compensation($)

All Other
Compensation
($)

Total ($)

Stephen M.
Swad 2014 515,000 — 509,998 1,190,000 299,970 (2) 29,836 (3) 2,544,804

Advisor to
the CEO
and Former
President
and Chief
Executive
Officer

2013 506,923 — 1,212,333 285,251 327,592 29,516 (4) 2,361,615

2012 481,923(5) 150,000 (6) 1,374,861 642,287 462,951 19,410 (7) 3,131,432
Thomas M.
Pierno 2014 334,577 179,998 420,003 194,947 (8) 13,249 (9) 1,142,774

Chief
Financial
Officer

2013 324,616 — 262,371 67,117 127,928 12,082 (10)794,114

2012 200,616(11)— 158,250 308,015 108,135 7,979 (12)782,995
Eric B.
Ludwig (13) 2014 276,339 75,001 175,001 175,812 (14)17,170 (15)719,323

Former
Senior Vice
President,
Consumer
Christian S.
Na (16) 2014 151,250(17)75,000 (18)100,002 150,000 46,092 (19)350,165 (20)872,509

Former
Chief Legal
Officer &
Corporate
Secretary
Judy K.
Verses 2014 323,188 119,995 280,002 241,013 (21)18,707 (22)982,905

President,
Global
Enterprise
&
Education

2013 304,154 — 248,465 67,117 139,885 18,171 (23)777,792

2012 300,000 25,000 (6) 35,901 16,542 216,068 11,126 (24)604,637
_________________________

(1)

Represents the aggregate grant date fair value for restricted stock awards and stock option awards granted in the
applicable year, computed in accordance with ASC 718. Information about the assumptions used to value these
awards can be found in Stock-Based Compensation under Critical Accounting Policies and Estimates in Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on
Form 10-K for the year ended December 31, 2014, filed with the SEC on March 16, 2015.

(2)For Mr. Swad, represents a cash award under the 2013 LTIP of $299,970 paid on or before February 15, 2015.
(3)For Mr. Swad, represents insurance premiums the Company paid on his behalf under our group term life insurance

policy and our health and welfare policies in the amount of $12,754 during the specified year, 401(k) matching
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contributions in the amount of $12,200 and other compensation in the amount of $4,882.

(4)
For Mr. Swad, represents insurance premiums the Company paid on behalf of the executive under our group term
life insurance policy and our health and welfare policies in the amount of $11,447 during the specified year, 401(k)
matching contributions in the amount of $10,200 and other compensation in the amount of $7,869.

(5)

In February 2012, Mr. Swad was appointed from the position of Chief Financial Officer to the positions of
President and Chief Executive Officer. The amount listed in the 2012 Salary column above for Mr. Swad includes
both (i) the prorated base salary earned by Mr. Swad as Chief Financial Officer (at his annualized base salary of
$400,000) plus (ii) his prorated base salary earned as President and Chief Executive Officer, at an annual rate of
$500,000.

(6)

In January 2012, the Compensation Committee granted special retention bonuses consisting of cash and equity
awards to selected key members of our management team, including Mr. Swad and Ms. Verses, in order to retain
key executives during the transformation of our business model, keeping them focused on our business objectives
during the search for a successor to serve as our President and Chief Executive Officer. The retention cash awards
were paid in single payments on December 31, 2012 contingent upon the applicable NEO remaining employed
until December 31, 2012, or the earlier termination of his or her employment by us without cause.

(7)

For Mr. Swad, represents insurance premiums paid by the Company on behalf of the employee under our group
term life insurance policy and our health and welfare policies in the amount of $11,968, 401(k) matching
contributions in the amount of $6,909 provided on behalf of Mr. Swad during the specified year and other
compensation in the amount of $532.

(8)For Mr. Pierno, represents a cash award under the 2013 LTIP of $63,994 paid on or before February 15, 2015 and a
cash bonus in the amount of $130,953 under the 2014 Executive Bonus Plan.

(9)
For Mr. Pierno, represents insurance premiums the Company paid on his behalf under our group term life
insurance policy and our health and welfare policies in the amount of $12,754 during the specified year and other
compensation in the amount of $495.

(10)
For Mr. Pierno, represents insurance premiums the Company paid on his behalf under our group term life
insurance policy and our health and welfare policies in the amount of $11,447 during the specified year and other
compensation in the amount of $635.

(11)Mr. Pierno joined the Company effective May 2012. His annualized base salary for 2012 was $320,000.

(12)For Mr. Pierno, represents insurance premiums paid by the Company on behalf of the executive under our group
term life insurance policy and our health & welfare policies in the amount of $7,979 during the specified year.

(13)Mr. Ludwig became an Executive Officer in August 2014. Accordingly, prior year compensation information is
not included in the Summary Compensation Table.

(14)
For Mr. Ludwig, represents a cash award under the 2013 LTIP of $42,396 paid on or before February 15, 2015; a
cash bonus in the amount of $57,800 under the 2014 Executive Bonus Plan; and a cash incentives in the amount
of $75,616 under the 2014 EIPCS.

(15)
For Mr. Ludwig, represents insurance premiums the Company paid on his behalf under our group term life
insurance policy and our health and welfare policies in the amount of $12,332 during the specified year and other
compensation in the amount of $4,838.

(16)Mr. Na became an Executive Officer in August 2014. Accordingly, prior year compensation information is not
included in the Summary Compensation Table.

(17)Mr. Na joined the Company effective June 2, 2014. His annualized base salary for 2014 was $325,000.
(18)Mr. Na received a signing bonus in the amount of $75,000 based on his hire date of June 2, 2014.

(19)For Mr. Na, represents a prorated cash award under the 2014 Executive Bonus Plan, based on his eligible time in
the Plan determined by his hire date of June 2, 2014 through his termination on November 17, 2014.

(20)

For Mr. Na, represents severance payments upon termination consisting of: 12 months of base salary in the
amount of $325,000; 12 months of COBRA health benefit premiums in the amount of $10,341; 12 months of
outplacement services in the amount of $8,600; 12 months of basic life insurance and AD&D premiums in the
amount of $313; and other severance compensation in the amount of $3,445. Mr. Na also received insurance
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premiums the Company paid on his behalf under our group term life insurance policy and our health and welfare
policies in the amount of $2,466 during the specified year.

(21)For Ms. Verses represents a cash award under the 2013 LTIP of $59,994 paid on or before February 15, 2015 and
a cash bonus in the amount of $181,019 under the 2014 Executive Bonus Plan.

(22)
For Ms. Verses, represents insurance premiums the Company paid on her behalf under our group term life
insurance policy and our health and welfare policies in the amount of $2,051 during the specified year, 401(k)
matching contributions in the amount of $12,200 and other compensation in the amount of $4,456.

(23)
For Ms.Verses, represents insurance premiums paid by the Company on behalf of the executive under our group
term life insurance policy in the amount of $339 during the specified year, 401(k) matching contributions in the
amount of $10,200 and other compensation in the amount of $7,632.

(24)
For Ms. Verses, represents insurance premiums the Company paid on her behalf under our group term life
insurance policy and our health and welfare policies in the amount of $860 during the specified year; 401(k)
matching contributions in the amount of $9,744 and other compensation in the amount of $521.

Grants of Plan-Based Awards in Fiscal Year 2014

The following table sets forth each grant of plan-based awards to our NEOs during the year ended December 31,
2014.

Estimated Future Payouts
Under Non-Equity Incentive
Plan Awards($)(1)

Estimated
Future
Payouts
Under Equity
Incentive Plan
Awards (# of
Shares)(2)

All
Other
Stock
Awards:
Number
of
Shares
of
Stock
or
Units
(#)(5)

All Other
Option
Awards:
Number
of
Securities
Underlying
Options
(#)(5)

Exercise
or
Base
Price
of
Option
Awards
($/Sh)

Grant
Date Fair
Value of
Stock and
Option
Awards
($)Award

Type
Grant
Date

Threshold
(3) Target Maximum(4)ThresholdTargetMaximum

Stephen
M.
Swad

Annual
Cash — 317,240 566,500 849,750 — — — — — — —

Restricted
Stock 2/14/2014 — — — — — — 42,642 — — 509,998

Stock
Options 2/14/2014 — — — — — — — 150,755 11.96 1,190,000

Thomas
M.
Pierno

Annual
Cash — 142,800 255,000 382,500 —
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