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PART I—FINANCIAL INFORMATION
Item 1.

Condensed Consolidated Financial Statements (Unaudited).
EVERBRIDGE, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
(in thousands, except share data)
(unaudited)
As of
December 31,
2017

As of September 30, 2018

Assets
Current assets:
Cash and cash equivalents
Restricted cash
Short-term investments
Accounts receivable, net
Prepaid expenses
Deferred costs
Other current assets
Total current assets
Property and equipment, net
Capitalized software development costs, net
Goodwill
Intangible assets, net
Deferred costs
Other assets
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued payroll and employee related liabilities
Accrued expenses
Deferred revenue
Note payable
Contingent liabilities
Other current liabilities
Total current liabilities
Long-term liabilities:
Deferred revenue, noncurrent

$

$

$

Convertible senior notes

Deferred tax liabilities
Other long term liabilities
Total liabilities
Commitments and contingencies
Stockholders' equity:
Preferred stock, par value $0.001, 10,000,000 shares authorized, no shares issued or outstanding as of
September 30, 2018 and December 31, 2017, respectively
Common stock, $0.001 par value, 100,000,000 shares authorized, 29,625,465 and 28,330,460
shares issued and outstanding as of September 30, 2018 and December 31, 2017, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income (loss)
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

See accompanying notes to condensed consolidated financial statements.
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76,271
23
26,856
37,033
5,353
5,842
3,426
154,804
2,918
12,734
53,132
22,000
8,747
253
254,588

$

4,141
14,531
3,090
82,263
432
—
1,242
105,699

$

$

102,754
297
42,908
31,699
2,563
2,429
811
183,461
2,796
10,005
31,328
8,634
—
189
236,413

2,446
11,111
1,825
70,090
—
682
808
86,962

6,376
92,916
885
989
206,865

2,982
89,481
482
515
180,422

—

—

29
187,909
(137,865)
(2,350)
47,723
254,588

$

28
164,995
(109,252)
220
55,991
236,413

EVERBRIDGE, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations
(in thousands, except share and per share data)
(unaudited)
Three Months Ended
September 30,
September 30,
2018
2017

Revenue
Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Total operating expenses
Operating loss
Other income (expense), net:
Interest and investment income
Interest expense
Other expense, net
Total other (expense) income, net
Loss before income taxes
(Provision for) benefit from income taxes
Net loss

$

Net loss per share attributable to common stockholders:
Basic
Diluted
Weighted-average common shares outstanding:
Basic
Diluted

38,925
12,296
26,629

$

27,312
8,076
19,236

$

105,266
33,488
71,778

$

75,177
22,969
52,208

16,348
10,350
7,130
33,828
(7,199)

11,626
5,626
6,375
23,627
(4,391)

51,303
30,548
23,609
105,460
(33,682)

33,589
16,082
16,640
66,311
(14,103)

$

460
(1,592)
(33)
(1,165)
(8,364)
(86)
(8,450)

$

106
(2)
(23)
81
(4,310)
79
(4,231)

$

1,316
(4,736)
(237)
(3,657)
(37,339)
(371)
(37,710)

$

234
(5)
(61)
168
(13,935)
65
(13,870)

$

(0.29)

$

(0.15)

$

(1.30)

$

(0.50)

$

(0.29)

$

(0.15)

$

(1.30)

$

(0.50)

29,460,156
29,460,156

28,100,172
28,100,172

See accompanying notes to condensed consolidated financial statements.
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Nine Months Ended
September 30,
September 30,
2018
2017

28,918,304
28,918,304

27,719,519
27,719,519

EVERBRIDGE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)
(unaudited)
Three Months Ended
September 30,
September 30,
2018
2017

Net loss
Other comprehensive income (loss):
Foreign currency translation adjustment, net of taxes
Total comprehensive loss

$

(8,450)

$

(4,231)

$

(37,710)

$

(13,870)

$

81
(8,369)

$

197
(4,034)

$

(2,570)
(40,280)

$

323
(13,547)

See accompanying notes to condensed consolidated financial statements.
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Nine Months Ended
September 30,
September 30,
2018
2017

EVERBRIDGE, INC. AND SUBSIDIARIES
Consolidated Statements of Stockholders’ Equity
(in thousands)
(unaudited)
Additional
paid-in
capital

Common stock
Shares
Par value

Balance at December 31, 2017
Cumulative effect of adoption of
ASU 2014-09, net of taxes
Stock-based compensation
Vesting of restricted stock units
Restricted stock units withheld to
settle employee tax withholding liability
Exercise of stock options
Issuance of shares under employee
stock purchase plan
Other comprehensive income
Net loss
Balance at September 30, 2018

28,330,460

$

28

$

164,995

—
—
671,131

—
—
—

—
20,257
—

(154,469)
703,826

—
1

(7,921)
8,820

74,517
—
—
29,625,465

—
—
—
29

$

$

1,758
—
—
187,909

Accumulated
deficit

$

$

Total

(109,252) $

220

9,097
—
—

—
—
—

9,097
20,257
—

—
—

—
—

(7,921)
8,821

—
(2,570)
—
(2,350) $

1,758
(2,570)
(37,710)
47,723

—
—
(37,710)
(137,865) $

See accompanying notes to condensed consolidated financial statements.
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Accumulated—
other
comprehensive
income (loss)

$

55,991

EVERBRIDGE, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(in thousands)
(unaudited)
Nine Months Ended September 30,
2018
2017

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash (used in) provided by operating activities:
Depreciation and amortization
Amortization of deferred costs
Loss on disposal of assets
Deferred income taxes
Accretion of interest on convertible senior notes
Non-cash investment income
Provision for doubtful accounts and sales reserve
Change in fair value of contingent consideration
Stock-based compensation
Increase (decrease) in operating assets and liabilities:
Accounts receivable
Prepaid expenses
Deferred costs
Other assets
Accounts payable
Accrued payroll and employee related liabilities
Accrued expenses
Deferred revenue
Other liabilities
Net cash (used in) provided by operating activities
Cash flows from investing activities:
Capital expenditures
Proceeds from sale leaseback
Payments for acquisition of business, net of acquired cash
Purchase of short-term investments
Maturities of short-term investments
Additions to intangibles
Additions to capitalized software development costs
Net cash used in investing activities
Cash flows from financing activities:
Restricted stock units withheld to settle employee tax withholding liability
Principal payments on capital leases
Payment of contingent consideration
Payment on note payable
Proceeds from follow on offering, net
Payments of public offering costs
Payments of debt issuance costs
Proceeds from employee stock purchase plan
Proceeds from stock option exercises
Net cash provided by financing activities
Effect of exchange rates on cash and cash equivalents
Net decrease in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash—beginning of period
Cash, cash equivalents and restricted cash—end of period
Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest
Taxes, net of refunds received
Supplemental disclosure of non-cash activities:
Capitalized assets included in accounts payable and accrued expenses
Debt issuance costs included in accounts payable and accrued expenses
Note payable issued for asset acquisition
Stock-based compensation capitalized for software development

$

$

$

(37,710)

7

(13,870)

10,172
3,928
112
101
3,435
(308)
158
(250)
20,007

7,646
4,140
15
62
—
(74)
588
—
4,838

1,524
(2,439)
(6,991)
(1,584)
(113)
2,109
(621)
7,237
457
(776)

(3,591)
(1,552)
216
(5,336)
820
2,263
(54)
7,801
467
4,379

(855)
—
(35,857)
(57,709)
74,069
(184)
(6,722)
(27,258)

(1,337)
794
(21,235)
(29,955)
6,000
—
(4,586)
(50,319)

(7,921)
(61)
(431)
(59)
—
—
(84)
1,758
8,821
2,023
(746)
(26,757)
103,051
76,294

—
—
(3,750)
—
10,444
(872)
(40)
1,540
2,087
9,409
(309)
(36,840)
60,765
23,925

771
43
278
—
52
250

See accompanying notes to condensed consolidated financial statements.

$

$

$

—
25
24
100
—
34

Everbridge, Inc.
Notes to the Condensed Consolidated Financial Statements
(Unaudited)
(1) Business and Nature of Operations
Everbridge, Inc., a Delaware corporation (together with its wholly-owned subsidiaries, referred to as Everbridge or the Company), is a global software
company that provides critical communications and enterprise safety applications that enable customers to automate and accelerate the process of keeping
people safe and businesses running during critical events. The Company’s SaaS-based platform enables the Company’s customers to quickly and reliably
deliver messaging to a large group of people during critical situations. The Company’s enterprise applications, such as Mass Notification, Incident
Management, IT Alerting, Safety Connection, Community Engagement, Secure Messaging, Crisis Commander and Visual Command Center, automate
numerous critical communications processes. The Company generates revenue primarily from subscription fees to the Company’s enterprise applications. The
Company has operations in the United States, Norway, India, the Netherlands, Sweden, England and China.
(2) Summary of Significant Accounting Policies
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles in
the United States of America, or GAAP and applicable rules and regulations of the Securities and Exchange Commission, or the SEC, regarding interim
financial reporting. Certain information and note disclosures normally included in the financial statements prepared in accordance with GAAP have been
condensed or omitted pursuant to such rules and regulations. Therefore, these condensed consolidated financial statements should be read in conjunction with
the consolidated financial statements and notes included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017.
The condensed consolidated balance sheet as of December 31, 2017, included herein, was derived from the audited financial statements as of that date, but
does not include all disclosures including certain notes required by GAAP on an annual reporting basis.
Certain reclassifications have been made to conform prior-year amounts to the current-year presentation.
In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all normal recurring adjustments necessary to
present fairly the financial position, results of operations, comprehensive loss and cash flows for the interim periods, but are not necessarily indicative of the
results of operations to be anticipated for the full year 2018 or any future period.
Effective January 1, 2018, the Company adopted the requirements of Accounting Standards Update ASU, No. 2014-09, Revenue from Contracts with
Customers, as discussed in this Note 2 and Note 15.
Principles of Consolidation
The condensed consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All intercompany balances and
transactions have been eliminated.
Use of Estimates
The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements, and the
reported amount of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Assets and liabilities which are subject to judgment and use of estimates include the determination of the period of benefit for deferred commissions,
allowances for doubtful accounts, the fair value of assets acquired and liabilities assumed in business combinations, the recoverability of goodwill and longlived assets, valuation allowances with respect to deferred tax assets, useful lives associated with property and equipment and intangible assets, contingencies,
and the valuation and assumptions underlying stock-based compensation. On an ongoing basis, the Company evaluates its estimates compared to historical
experience and trends, which form the basis for making judgments about the carrying value of assets and liabilities. In addition, the Company engages
valuation specialists to assist with management’s determination of the valuation of its fair values of assets acquired and liabilities assumed in business
combinations and certain market-based performance equity awards.
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Concentrations of Credit and Business Risk
Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash and cash equivalents and accounts receivable.
The Company maintains cash balances at several banks. Accounts located in the United States are insured by the Federal Deposit Insurance Corporation, or
FDIC, up to $250,000. From time to time, balances may exceed amounts insured by the FDIC. The Company has not experienced any losses in such amounts.
The Company’s accounts receivable are generally unsecured and are derived from revenue earned from customers primarily located in the United States,
Norway, Sweden and the United Kingdom and are generally denominated in U.S. dollars, Norwegian Krone, Swedish Kronor or British Pounds. Each
reporting period, the Company reevaluates each customer’s ability to satisfy credit obligations and maintains an allowance for doubtful accounts based on the
evaluations. No single customer comprised more than 10% of the Company’s total revenue or accounts receivable for the three and nine months ended
September 30, 2018 and 2017.
Cash and Cash Equivalents
The Company considers all highly liquid instruments with original maturities of three months or less at the date of purchase to be cash equivalents. Cash and
cash equivalents are recorded at cost, which approximates fair value. As of September 30, 2018, $47.8 million of the Company’s cash equivalents were
invested in money market funds.
Short-Term Investments
Short-term investments consist of highly liquid investments, primarily commercial paper, U.S. Treasury and U.S. agency securities, with maturities over three
months from the date of purchase and less than 12 months from the date of the balance sheet. Debt securities, money market funds and U.S. agency bonds that
the Company has the ability and positive intent to hold to maturity are carried at amortized cost, which approximates fair value. Short-term investments of
$26.9 million and $42.9 million at September 30, 2018 and December 31, 2017, respectively, were classified as held-to-maturity and primarily comprised of
U.S. treasury and U.S. government and agency securities. All held-to-maturity securities at September 30, 2018 have maturity dates within one year.
Significant Accounting Policies
Except for the accounting policies for revenue recognition and deferred commissions that were updated, as set forth below, as a result of adopting ASU No.
2014-09, there have been no changes to the Company’s significant accounting policies described in the Annual Report on Form 10-K for the year ended
December 31, 2017 filed with the SEC on March 12, 2018, that have had a material impact on the Company’s condensed consolidated financial statements
and related notes.
Revenue Recognition
The Company derives its revenues primarily from subscription services and professional services. Revenues are recognized when control of these services is
transferred to the Company’s customers in an amount that reflects the consideration it expects to be entitled to in exchange for those services.
The Company determines revenue recognition through the following steps:
•

Identification of the contract, or contracts, with a customer;

•

Identification of the performance obligations in the contract;

•

Determination of the transaction price;

•

Allocation of the transaction price to the performance obligations in the contract; and

•

Recognition of revenue when, or as, the Company satisfies a performance obligation.

Subscription Services Revenues
Subscription services revenues primarily consist of fees that provide customers access to one or more of the Company’s hosted applications for critical
communications and enterprise safety applications, with routine customer support. Revenue is generally recognized over time on a ratable basis over the
contract term beginning on the date that the Company’s service is made available to the customer. All services are recognized using an output measure of
progress looking at time elapsed as the contracts generally provide the customer equal benefit throughout the contract period. The Company’s subscription
contracts are generally two years or longer in length, billed annually in advance, and non-cancelable.
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Professional Services Revenues
Professional services revenues primarily consist of fees for deployment and optimization services, as well as training. The majority of the Company’s
consulting contracts are billed on a time and materials basis and revenue is recognized over time as the services are performed. For contracts billed on a fixed
price basis, revenue is recognized over time based on the proportion of the contract performed.
Contracts with Multiple Performance Obligations
Some of the Company’s contracts with customers contain multiple performance obligations. For these contracts, the Company accounts for individual
performance obligations separately if they are distinct. The transaction price is allocated to the separate performance obligations on a relative standalone
selling price basis. The Company determines the standalone selling prices based on the Company’s overall pricing objectives, taking into consideration
market conditions and other factors, including the value of its contracts, the applications sold, customer demographics, geographic locations, and the number
and types of users within its contracts.
Returns
The Company does not offer rights of return for its products and services in the normal course of business.
Customer Acceptance
The Company’s contracts with customers generally do not include customer acceptance clauses.
Trade and Other Receivables
Trade and other receivables are primarily comprised of trade receivables that are recorded at the invoice amount, net of an allowance for doubtful accounts,
which is not material. Other receivables represent unbilled receivables related to subscription and professional services contracts.
Deferred Costs
Sales commissions earned by the Company’s sales force are considered incremental and recoverable costs of obtaining a contract with a customer. Sales
commissions related to initial contracts are deferred and then amortized on a straight-line basis over a period of benefit that the Company has determined to
be four years. The Company has determined the period of benefit by taking into consideration its customer contracts, its technology and other factors. Sales
commissions attributed to renewals are not material. Amortization of deferred commissions is included in sales and marketing expenses in the accompanying
condensed consolidated statements of operations.
Deferred Revenue
Deferred revenue consists of amounts that have been invoiced and for which the Company has the right to bill, but that have not been recognized as revenue
because the related goods or services have not been transferred. Deferred revenue that will be realized during the succeeding 12-month period is recorded as
current, and the remaining deferred revenue is recorded as non-current.
In instances where the timing of revenue recognition differs from the timing of invoicing, the Company has determined its contracts generally do not include
a significant financing component. The primary purpose of the Company’s invoicing terms is to provide customers with simplified and predictable ways of
purchasing the Company’s products and services, not to receive financing from its customers or to provide customers with financing. Examples include
invoicing at the beginning of a subscription term with revenue recognized ratably over the contract period.
Recently Adopted Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board ("FASB") issued ASU No. 2014-09, Revenue from Contracts with Customers ("Topic 606"). Topic
606 supersedes the revenue recognition requirements in Accounting Standards Codification ("ASC") Topic 605, Revenue Recognition ("Topic 605"), and
requires the recognition of revenue when promised goods or services are transferred to customers in an amount that reflects the considerations to which the
entity expects to be entitled to in exchange for those goods or services. Topic 606 also includes Subtopic 340-40, Other Assets and Deferred Costs - Contracts
with Customers, which requires the deferral of incremental costs of obtaining a contract with a customer. Collectively, the Company refers to Topic 606 and
Subtopic 340-40 as the "new revenue standard" or “ASC 606.”
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The Company adopted the requirements of the new revenue standard as of January 1, 2018, utilizing the modified retrospective method of transition.
Adoption of the new revenue standard resulted in changes to the Company’s accounting policies for revenue recognition and deferred commissions as detailed
below. The Company applied the new standard using a practical expedient where the consideration allocated to the remaining performance obligations or an
explanation of when the Company expects to recognize that amount as revenue for all reporting periods presented before the date of the initial application is
not disclosed.
Based on the results of the Company’s evaluation, the adoption of the new revenue standard did not have a material impact on its revenue for the three or nine
months ended September 30, 2018. The primary impact of adopting the new revenue standard relates to the deferral of incremental commission costs of
obtaining subscription contracts. Under Topic 605, the Company deferred only direct and incremental commission costs to obtain a contract and amortized
those costs over one year. Under the new revenue standard, the Company defers all incremental commission costs to obtain the contract. The Company
amortizes these costs over a period of benefit that the Company has determined to be four years. Adoption of the new revenue standard had no impact on total
cash provided from or used in operating, financing, or investing activities in the Company’s consolidated statements of cash flows. For details on the impact
of the Company’s adoption of the new revenue standard, see Note 15.
In January 2017, the FASB issued ASU 2017-01, Clarifying the Definition of a Business, which provides additional guidance to assist entities with evaluating
whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses. The amendments in this update provide new guidance to
determine when an integrated set of assets and activities (collectively referred to as a ‘‘set’’) is not a business. The new guidance requires that, when
substantially all of the fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable asset or a group of similar identifiable
assets, the set is not a business. The new guidance reduces the number of transactions that need to be evaluated as a business. The Company adopted this
amendment as of January 1, 2018. The adoption of ASU 2017-01 did not have a material impact on the Company's financial statements for the three or nine
months ended September 30, 2018.
In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows, Restricted Cash (Topic 230), which requires that a statement of cash flows
explain the change during the period for the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash equivalents.
The guidance is effective for the fiscal year beginning January 1, 2018. The Company adopted ASU No. 2016-18 retrospectively, effective January 1, 2018.
The adoption of ASU 2016-08 did not have a material impact on the Company's financial statements for the period ended September 30, 2018 and September
30, 2017, respectively.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows, Classification of Certain Cash Receipts and Cash Payments (Topic 230),
which addresses eight specific cash flow issues to reduce the diversity in practice for appropriate classification on the statement of cash flows. The Company
adopted this guidance during the first quarter of 2018, and there was no significant effect of the standard on its condensed consolidated financial statements.
Recently Issued Accounting Guidance Not Yet Adopted
In February 2016, the FASB issued ASU 2016-02, Leases, to require lessees to recognize the assets and liabilities on the balance sheet for the rights and
obligations created by most leases and continue to recognize expenses on the income statements over the lease term. It will also require disclosure designed to
give financial statement users information on the amount, timing, and uncertainly of cash flows arising from leases. The guidance is effective for annual
reporting periods beginning after December 15, 2018 and interim periods within those fiscal years. As a result of this new standard, the Company expects to
record a lease commitment liability and corresponding right-of-use asset for our leases designated as operating leases in Note 16, “Commitments and
Contingencies,” upon adoption. The Company currently plans to adopt the standard using the transition method provided by ASC Update No. 2018-11,
Leases (Topic 842): Targeted Improvements. Under this method, the Company plans to initially apply the new leasing rules on January 1, 2019, and recognize
the cumulative effect of initially applying the standard as an adjustment to the Company’s opening balance of retained earnings, rather than at the earliest
comparative period presented in the financial statements. While the Company is still in the process of determining the effect that the new standard will have
on its financial position and results of operations, the Company expects to recognize additional assets and corresponding liabilities on its consolidated balance
sheets, as a result of its operating lease portfolio as it exists at the date the Company adopts the new standard on January 1, 2019.
In February 2018, the FASB issued ASU 2018-02, Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income. The amendments in this
update allow a reclassification from accumulated other comprehensive income to retained earnings for stranded tax effects resulting from the U.S. Tax Cuts and Jobs
Act of 2017. The new standard is effective for the Company beginning on January 1, 2019, with early adoption permitted. The Company will adopt ASU 2018-02
effective January 1, 2019. The Company does not expect the adoption of this standard to have a material effect on its financial position, results of operations or cash
flows.
Other accounting standard updates effective for interim and annual periods beginning after December 31, 2018 are not expected to have a material impact on
the Company’s financial position, results of operations or cash flows.
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(3) Accounts Receivable, Net
Accounts receivable, net is as follows (in thousands):
As of
September 30, 2018

Accounts receivable
Allowance for doubtful accounts
Net accounts receivable

$

As of
December 31, 2017

37,853
(820)
37,033

$

$

32,662
(963)
31,699

$

Bad debt expense was $0.1 million and $0.2 million for the three months ended September 30, 2018 and 2017, respectively. Bad debt expense was $0.1
million and $0.6 million for the nine months ended September 30, 2018 and 2017, respectively.
The following table summarizes the changes in the allowance for doubtful accounts (in thousands):
Three Months Ended September 30,
2018
2017

Balance, beginning of period
Additions
Write-offs
Balance, end of period

$

$

(716) $
(134)
30
(820) $

Nine Months Ended September 30,
2018
2017

(610) $
(195)
11
(794) $

(863) $
(25)
68
(820) $

(374)
(484)
64
(794)

The following table summarizes the changes in the sales reserve (in thousands):
Three Months Ended September 30,
2018
2017

Balance, beginning of period
Additions
Write-offs
Balance, end of period

$

$

(209) $
—
69
(140) $

Nine Months Ended September 30,
2018
2017

(116) $
(24)
15
(125) $

(100) $
(133)
93
(140) $

(45)
(104)
24
(125)

As a result of the adoption of the new revenue standard, the Company reclassified its sales reserve from a current asset to a current liability within the
consolidated financial statements, effective January 1, 2018.
(4) Property and Equipment, Net
Property and equipment consisted of the following (in thousands):
Useful life
in years

Furniture, equipment and leasehold improvements
System hardware
Office computers
Computer and system software

5
5
3
3

Less accumulated depreciation and amortization
Property and equipment, net

As
of September 30,
2018

$

$

As
of December 31,
2017

1,956 $
1,404
3,574
1,385
8,319
(5,401)
2,918 $

1,854
1,623
2,586
1,193
7,256
(4,460)
2,796

Depreciation and amortization expense for property and equipment was $0.5 million and $0.4 million for the three months ended September 30, 2018 and
2017, respectively. Depreciation and amortization expense for property and equipment was $1.4 million and $1.5 million for the nine months ended
September 30, 2018 and 2017, respectively.
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(5) Capitalized Software Development Costs
Capitalized software development costs consisted of the following (in thousands):

Gross
carrying
amount

Capitalized software development costs
Total capitalized software development costs

$
$

43,915
43,915

Gross
carrying
amount

Capitalized software development costs
Total capitalized software development costs

$
$

36,899
36,899

As of September 30, 2018
Net
Accumulated
carrying
amortization
amount

Amortization
period

3 years $
$

(31,181) $
(31,181) $

12,734
12,734

As of December 31, 2017
Net
Accumulated
carrying
amortization
amount

Amortization
period

3 years $
$

(26,894) $
(26,894) $

10,005
10,005

The Company capitalized software development costs of $7.0 million and $4.6 million for the nine months ended September 30, 2018 and 2017,
respectively. The Company capitalized software development costs of $2.7 million and $1.5 million for the three months ended September 30, 2018 and
2017, respectively.
Amortization expense for capitalized software development costs was $1.5 million and $1.2 million for the three months ended September 30, 2018 and 2017,
respectively. Amortization expense for capitalized software development was $4.3 million and $3.7 million for the nine months ended September 30, 2018
and 2017, respectively. Amortization of capitalized software development costs is classified within cost of revenue in the consolidated statements of
operations.
The expected amortization of capitalized software development costs, as of September 30, 2018, for each of the following years is as follows (in thousands):
Amounts

2018 (for the remaining three months)
2019
2020
2021

$

$

1,751
5,775
3,778
1,430
12,734

(6) Fair Value Measurements
The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities approximate fair value because of the short
maturity of these items.
Certain assets, including long-lived assets, goodwill and intangible assets are also subject to measurement at fair value on a non-recurring basis if they are
deemed to be impaired as a result of an impairment review. For the nine months ended September 30, 2018 and year ended December 31, 2017, no
impairments were identified.
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The following table summarizes the Company's financial assets and liabilities measured at fair value on a recurring basis at September 30, 2018 and
December 31, 2017 by level within the fair value hierarchy. Financial assets and financial liabilities are classified in their entirety based on the lowest level of
input that is significant to the fair value measurement (in thousands):
As of September 30, 2018
Significant
Other
Significant
Observable
Unobservable
Inputs
Inputs
(Level 2)
(Level 3)
(in thousands)

Quoted
Prices in
Active
Markets
(Level 1)

Assets:
Cash equivalents:
Money market funds
U.S. treasury securities
U.S. government and agency securities
Short-term investments:
U.S. treasury securities
U.S. government and agency securities
Total financial assets

$

$

47,747
—
—

—
14,987
4,989

—
—
—

—
—
47,747

1,490
25,366
46,832

—
—
—

$

$

Liabilities:
Contingent consideration
Total financial liabilities

$

47,747
14,987
4,989
1,490
25,366
94,579

$

As of December 31, 2017
Significant
Other
Significant
Observable
Unobservable
Inputs
Inputs
(Level 2)
(Level 3)
(in thousands)

Quoted
Prices in
Active
Markets
(Level 1)

Assets:
Cash equivalents:
Money market funds
U.S. treasury securities
U.S. government and agency securities
Short-term investments:
U.S. treasury securities
U.S. government and agency securities
Total financial assets

$

Total Fair
Value

Total Fair
Value

35,521
—
—

—
11,974
50,352

—

$

—

35,521
11,974
50,352

$

—
—
35,521

$

12,972
29,936
105,234

$

—
—
—

$

12,972
29,936
140,755

$

—
—

$

—
—

$
$

682
682

$
$

682
682

The Company classifies and discloses fair value measurements in one of the following three categories of fair value hierarchy:
Level 1 - Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, unrestricted assets and liabilities.
Level 2 - Quoted prices in markets that are not active or financial instruments for which all significant inputs are observable, either directly or indirectly.
Level 3 - Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable.
A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is significant to the fair value measurement.
The Company’s assets that are measured by management at fair value on a recurring basis are generally classified within Level 1 or Level 2 of the fair value
hierarchy. The Company did not have any transfers into and out of Level 1 or Level 2 during the nine months ended September 30, 2018.
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The Company considers all highly liquid investments purchased with a remaining maturity of three months or less to be cash equivalents. The fair value of
the Company’s investments in certain money market funds is their face value and such instruments are classified as Level 1 and are included in cash and cash
equivalents on the consolidated balance sheets. At September 30, 2018 the Company’s Level 2 securities were priced by pricing vendors. These pricing
vendors utilize the most recent observable market information in pricing these securities or, if specific prices are not available for these securities, use other
observable inputs like market transactions involving identical or comparable securities.
The following table summarizes the changes in Level 3 financial instruments (in thousands).
Amount

Fair Value at December 31, 2017
Foreign currency translation
Change in fair value
Payments made during the year
Balance at September 30, 2018

$

682
(1)
(250)
(431)
—

$

The Company estimates the fair value of the convertible senior notes based on their last actively traded prices (Level 1) or market-observable inputs (Level
2). As of September 30, 2018 and December 31, 2017 the fair value of the convertible senior notes was determined to be $204.3 million and $126.9 million,
respectively, and the carrying value of the notes was $92.9 million and $89.5 million, respectively.
(7) Goodwill and Intangible Assets, Net
Goodwill was $53.1 million and $31.3 million as of September 30, 2018 and December 31, 2017, respectively. There were no impairments recorded against
goodwill during the nine months ended September 30, 2018 and for the year ended December 31, 2017. The following table displays the changes in the gross
carrying amount of goodwill (in thousands):
Amount

Balance at December 31, 2017
Foreign currency translation
Increase due to acquisitions
Balance at September 30, 2018

$

31,328
(1,090)
22,894
53,132

$

Intangible assets consisted of the following (in thousands):

Gross
carrying
amount

Amortizable intangible assets:
Developed technology
Tradenames
Non-compete
Customer relationships
Total intangible assets

$

$

5,736
3,253
240
23,836
33,065

Gross
carrying
amount

Amortizable intangible assets:
Developed technology
Tradenames
Non-compete
Customer relationships
Total intangible assets

$

$
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4,065
2,495
240
8,556
15,356

Weighted
average life
(years)

3.03 $
4.43
2.00
5.00
$

Weighted
average life
(years)

3.04 $
5.18
2.00
5.00
$

As of September 30, 2018
Net
Accumulated
carrying
amortization
amount

(3,006) $
(1,318)
(200)
(6,541)
(11,065) $

2,730
1,935
40
17,295
22,000

As of December 31, 2017
Net
Accumulated
carrying
amortization
amount

(2,017) $
(701)
(110)
(3,894)
(6,722) $

2,048
1,794
130
4,662
8,634

Amortization expense for intangible assets was $1.9 million and $0.9 million for the three months ended September 30, 2018 and 2017, respectively.
Amortization expense for intangible assets was $4.5 million and $2.4 million for the nine months ended September 30, 2018 and 2017, respectively.
The expected amortization of the intangible assets, as of September 30, 2018, for each of the next five years and thereafter is as follows (in thousands):
Amounts

2018 (for the remaining three months)
2019
2020
2021
2022
Thereafter

$

$

1,880
6,428
5,044
4,556
3,251
841
22,000

(8) Acquisitions
2018 Acquisitions
The Company accounted for the acquisitions of Unified Messaging Systems ASA, Respond B.V. and PlanetRisk, Inc. using the acquisition method of
accounting for business combinations under ASC 805, Business Combinations. The total purchase price is allocated to the tangible and identifiable intangible
assets acquired and liabilities assumed based on their estimated fair values as of the acquisition date.
As the Company finalizes its estimation of the fair value of the assets acquired and liabilities assumed, additional adjustments may be recorded during the
measurement period (a period not to exceed 12 months). Fair value estimates are based on a complex series of judgments about future events and
uncertainties and rely heavily on estimates and assumptions. The judgments used to determine the estimated fair value assigned to each class of assets
acquired and liabilities assumed, as well as asset lives and the expected future cash flows and related discount rates, can materially impact the Company’s
results of operations. Significant inputs used for the model included the amount of cash flows, the expected period of the cash flows and the discount rates.
The finalization of the acquisition accounting assessment may result in a change in the valuation of the deferred tax assets, intangibles assets, goodwill,
deferred revenue and deferred tax liabilities, which could have a material impact on the Company’s results of operations and financial position.
Unified Messaging Systems ASA
On April 3, 2018, the Company acquired Unified Messaging Systems ASA, or UMS, in exchange for cash consideration of $31.9 million, net of cash
acquired. UMS is an industry leader in the area of critical communication and population alerting systems and is headquartered in Oslo, Norway. The
Company acquired UMS for its customer base and to complement some of the existing facets of the Company’s business with existing customers.
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The following table summarizes the allocation of the purchase consideration and the Company’s preliminary estimate of acquisition date fair values of the
assets acquired and the liabilities assumed for the acquisition of UMS made by the Company. The following table also summarizes the aggregate
consideration for UMS as of September 30, 2018 (in thousands):
UMS

Assets acquired
Accounts receivable
Other assets
Property and equipment
Trade names
Acquired technology
Customer relationships
Goodwill
Total assets acquired

$

3,834
1,383
27
520
1,460
13,800
20,201
41,225

Liabilities assumed
Accounts payable and accrued expenses
Deferred revenue
Other liabilities
Net assets acquired

$

3,981
5,210
150
31,884

Consideration paid
Cash paid, net of cash acquired
Total

$

31,884
31,884

The weighted average useful life of all identified acquired intangible assets is 4.68 years. The weighted average useful lives for acquired technologies,
customer relationships and trade names are 3.0 years, 5.0 years and 1.0 years, respectively. Identifiable intangible assets with definite lives are amortized over
the period of estimated benefit using the straight-line method and the estimated useful lives of one to five years. The straight-line method of amortization
represents the Company’s best estimate of the distribution of the economic value of the identifiable intangible assets.
As a result of the acquisition, the Company recorded $20.2 million of goodwill. The goodwill balance is primarily attributed to the anticipated synergies from
the acquisition and expanded market opportunities with respect to the integration of UMS’s products with the Company's other solutions. The Company
believes that the factors listed above in relation to the purchase of UMS support the amount of goodwill recorded as a result of the purchase price paid for the
acquisition, in relation to other acquired tangible and intangible assets. The resulting goodwill from the UMS acquisition is not deductible for income tax
purposes.
For the three and nine months ended September 30, 2018, the Company incurred transaction costs of none and $0.4 million, respectively, in connection with
the UMS acquisition, which were expensed as incurred and included in general and administrative expenses within the accompanying consolidated statements
of operations.
PlanetRisk, Inc.
On May 1, 2018, the Company acquired certain assets from PlanetRisk, Inc., or PlanetRisk, in exchange for cash consideration of $2.0 million. PlanetRisk is
a provider of data analytics and visualization solutions and is headquartered in Tysons Corner, Virginia. The Company acquired these assets from PlanetRisk
for its customer base and to complement some of the existing facets of the Company’s business with existing products.
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The following table summarizes the allocation of the purchase consideration and the Company’s preliminary estimate of acquisition date fair values of the
assets acquired and the liabilities assumed for the acquisition of PlanetRisk made by the Company. The following table also summarizes the aggregate
consideration for PlanetRisk as of September 30, 2018 (in thousands):
PlanetRisk

Assets acquired
Accounts receivable
Property and equipment
Acquired technology
Customer relationships
Goodwill
Total assets acquired

$

2,862
488
160
1,100
1,205
5,815

Liabilities assumed
Accounts payable and accrued expenses
Deferred revenue
Other liabilities
Net assets acquired

$

694
2,810
290
2,021

Consideration paid
Cash paid, net of cash acquired
Total

$

2,021
2,021

The weighted average useful life of all identified acquired intangible assets is 4.75 years. The weighted average useful lives for acquired technologies and
customer relationships are 3.0 years and 5.0 years, respectively. Identifiable intangible assets with definite lives are amortized over the period of estimated
benefit using the straight-line method and the estimated useful lives of three to five years. The straight-line method of amortization represents the Company’s
best estimate of the distribution of the economic value of the identifiable intangible assets.
As a result of the acquisition, the Company recorded $1.2 million of goodwill. The goodwill balance is primarily attributed to the anticipated synergies from
the acquisition and expanded market opportunities with respect to the integration of PlanetRisk’s products with the Company's other solutions. The Company
believes that the factors listed above in relation to the purchase of PlanetRisk support the amount of goodwill recorded as a result of the purchase price paid
for the acquisition, in relation to other acquired tangible and intangible assets. The resulting goodwill from the PlanetRisk acquisition is deductible for income
tax purposes.
For the three and nine months ended September 30, 2018, the Company incurred transaction costs of none and $0.1 million, respectively, in connection with
the PlanetRisk acquisition, which were expensed as incurred and included in general and administrative expenses within the accompanying consolidated
statements of operations.
Respond Acquisition
On May 18, 2018, the Company acquired Respond B.V., or Respond, in exchange for current cash consideration of $2.0 million, net of cash acquired and
issued a note to be paid one year after the transaction date in the amount of $0.4 million, for a total purchase price of $2.3 million. Respond is a provider of
critical communication solutions and is headquartered in the Netherlands. The Company acquired Respond for its customer base and to complement some of
the existing facets of the Company’s business with its existing customers.
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The following table summarizes the allocation of the purchase consideration and the Company’s preliminary estimate of acquisition date fair values of the
assets acquired and the liabilities assumed for the acquisition of Respond made by the Company. The following table also summarizes the aggregate
consideration for Respond as of September 30, 2018 (in thousands):
Respond

Assets acquired
Accounts receivable
Other assets
Property and equipment
Trade names
Acquired technology
Customer relationships
Goodwill
Total assets acquired
Liabilities assumed
Accounts payable and accrued expenses
Deferred revenue
Other liabilities
Net assets acquired
Consideration paid
Cash paid, net of cash acquired
Note payable
Total

$

86
87
19
80
160
1,100
1,488
3,020

$

208
220
257
2,335

$

1,952
383
2,335

The weighted average useful life of all identified acquired intangible assets is 4.63 years. The weighted average useful lives for acquired technologies,
customer relationships and trade names are 3.0 years, 5.0 years and 1.0 years, respectively. Identifiable intangible assets with definite lives are amortized over
the period of estimated benefit using the straight-line method and the estimated useful lives of one to five years. The straight-line method of amortization
represents the Company’s best estimate of the distribution of the economic value of the identifiable intangible assets.
As a result of the acquisition, the Company recorded $1.5 million of goodwill. The goodwill balance is primarily attributed to the anticipated synergies from
the acquisition and expanded market opportunities with respect to the integration of Respond’s products with the Company's other solutions. The Company
believes that the factors listed above in relation to the purchase of Respond support the amount of goodwill recorded as a result of the purchase price paid for
the acquisition, in relation to other acquired tangible and intangible assets. The resulting goodwill from the Respond acquisition is not deductible for income
tax purposes.
For the three and nine months ended September 30, 2018, the Company incurred transaction costs of none and $0.1 million, respectively, in connection with
the Respond acquisition, which were expensed as incurred and included in general and administrative expenses within the accompanying consolidated
statements of operations.
Neither the investment in the assets nor the results of operations of the three combined acquisitions were significant to the Company’s consolidated financial
position or results of operations, and thus pro forma information is not presented.
2017 Acquisitions
IDV Solutions
On January 27, 2017, the Company acquired IDV Solutions, or IDV, in exchange for current cash consideration of $21.2 million, net of cash acquired and the
fair value of contingent future consideration. As a result of the acquisition, the Company recorded $21.2 million of goodwill. The goodwill balance is
primarily attributed to the anticipated synergies from the acquisition and expanded market opportunities with respect to the integration of IDV’s products with
the Company's other solutions. The Company believes that the factors listed above in relation to the purchase of IDV support the amount of goodwill
recorded as a result of the purchase price paid for the acquisition, in relation to other acquired tangible and intangible assets. The resulting goodwill from the
IDV acquisition was deductible for income tax purposes. The operations of the IDV business are included in the Company’s operating results since the date of
acquisition.
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Unaudited Pro Forma Financial Information
The following unaudited pro forma statement of operations data presents the results of the Company’s acquisition of IDV completed during the year ended
December 31, 2017, assuming that the business acquisition was completed during 2017 and had occurred on January 1, 2017. The unaudited pro forma
statement of operations data below includes adjustments for additional amortization expense related to acquired intangible assets and depreciation assuming
the 2017 acquisitions had occurred on January 1, 2017.
Revenue

Results of acquired business included in the nine months ended
(in thousands):
From the acquisition date to September 30, 2017
For the nine months ended September 30, 2017 pro forma

$
$

Net income (loss)

4,900
5,437

Three Months Ended
September 30,
2017

Basic and diluted earnings per share pro forma

$

(0.02)

$
$

(2,274)
(2,419)

Nine Months Ended
September 30,
2017

$

(0.09)

The unaudited pro forma information presented does not purport to be indicative of the results that would have been achieved had the acquisition been
consummated at January 1, 2017 nor of the results which may occur in the future. The pro forma adjustments are based upon available information and
certain assumptions that the Company believes are reasonable.
(9) Convertible Senior Notes
In November 2017, the Company issued $115.0 million aggregate principal amount of 1.50% convertible senior notes, or the Notes, due November 1, 2022,
unless earlier repurchased by the Company or converted by the holder pursuant to their terms. Interest is payable semiannually in arrears on May 1 and
November 1 of each year, commencing on May 1, 2018.
The Notes are governed by an Indenture between the Company, as issuer, and U.S. Bank, National Association, as trustee. The Notes are unsecured and rank:
senior in right of payment to the Company’s future indebtedness that is expressly subordinated in right of payment to the Notes; equal in right of payment to
the Company’s existing and future indebtedness that is not so subordinated; effectively subordinated in right of payment to any of the Company’s secured
indebtedness to the extent of the value of the assets securing such indebtedness; and structurally subordinated to all existing and future indebtedness and other
liabilities incurred by the Company’s subsidiaries.
Upon conversion, the Company will pay or deliver, as the case may be, cash, shares of the Company’s common stock or a combination of cash and shares of
common stock, at the Company’s election. The Company’s current intention is to settle the conversion in shares of common stock if a conversion were to
occur.
The Notes have an initial conversion rate of 29.6626 shares of common stock per $1,000 principal amount of Notes. This represents an initial effective conversion
price of approximately $33.71 per share of common stock and approximately 3.4 million shares issuable upon conversion. Throughout the term of the Notes, the
conversion rate may be adjusted upon the occurrence of certain events. Holders of the Notes will not receive any cash payment representing accrued and unpaid
interest, if any, upon conversion of a Note, except in limited circumstances. Accrued but unpaid interest will be deemed to be paid by cash, shares of the
Company’s common stock or a combination of cash and shares of the Company’s common stock paid or delivered, as the case may be, to the holder upon
conversion of a Note.
Prior to the close of business on the business day immediately preceding May 1, 2022, the Notes will be convertible at the option of holders during certain
periods, only upon satisfaction of certain conditions set forth below. On or after May 1, 2022, until the close of business on the second scheduled trading day
immediately preceding the maturity date, holders may convert all or any portion of their Notes at the conversion rate at any time regardless of whether the
conditions set forth below have been met.
Holders may convert all or a portion of their Notes prior to the close of business on the business day immediately preceding May 1, 2022, in multiples of
$1,000 principal amount, only under the following circumstances:
•

during any calendar quarter commencing after the calendar quarter ending on March 31, 2018 (and only during such calendar quarter), if the
last reported sale price of the Company’s common stock for at least 20 trading days (whether or not consecutive) during a period of 30
consecutive trading days ending on the last trading day of the immediately preceding calendar quarter is greater than or equal to 130% of the
conversion price on each applicable trading day;
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•

during the five business day period after any five consecutive trading day period, or the Notes Measurement Period, in which the “trading
price” (as the term is defined in the Indenture) per $1,000 principal amount of notes for each trading day of such Notes Measurement Period
was less than 98% of the product of the last reported sale price of the Company’s common stock on such trading day and the conversion rate on
each such trading day;

•

If the Company calls any or all of the notes for redemption, at any time prior to the close of business on the scheduled trading day immediately
preceding the maturity date; or

•

upon the occurrence of specified corporate events.

Based on the market price of the Company’s common stock during the 30 trading days preceding September 30, 2018, the Notes are convertible at the option
of the debt holder as of September 30, 2018. No debt holders have exercised their right for conversion as of September 30, 2018. The Notes are classified as
long-term on the consolidated balance sheet as of September 30, 2018 as it’s the Company’s intent to settle all of the debt at maturity.
The Notes consist of the following (in thousands):
As of
September 30,
2018

Liability component:
Principal
Less: debt discount, net of amortization
Net carrying amount
Equity component (a)
a)

$

December 31,
2017

115,000 $
(22,084)
92,916 $
22,094

$

115,000
(25,519)
89,481
22,094

Recorded in the consolidated balance sheet within additional paid-in capital, net of $0.8 million transaction costs in equity as of December 31, 2017.

The following table sets forth total interest expense recognized related to the Notes (in thousands):

1.50% coupon
Amortization of debt discount and transaction costs

Three Months
Ended September
30, 2018

Nine Months
Ended September
30, 2018

$

$

432
1,160
1,592

$

1,301
3,435
4,736

$

As of September 30, 2018 and December 31, 2017, the fair value of the Notes, which was determined based on inputs that are observable in the market or that
could be derived from, or corroborated with, observable market data, quoted price of the Notes in an over-the-counter market (Level 2), and carrying value of
debt instruments (carrying value excludes the equity component of the Company’s convertible notes classified in equity) were as follows (in thousands):
September 30, 2018
Fair Value
Carrying Value

Convertible senior notes

$

204,344

$

92,916

December 31, 2017
Fair Value
Carrying Value

$

126,931

$

89,481

In connection with the issuance of the Notes, the Company entered into capped call transactions with certain counterparties affiliated with the initial
purchasers and others. The capped call transactions are expected to reduce potential dilution of earnings per share upon conversion of the Notes. Under the
capped call transactions, the Company purchased capped call options that in the aggregate relate to the total number of shares of the Company’s common
stock underlying the Notes, with an initial strike price of approximately $33.71 per share, which corresponds to the initial conversion price of the Notes and is
subject to anti-dilution adjustments substantially similar to those applicable to the conversion rate of the Notes, and have a cap price of approximately $47.20.
The capped calls cover, subject to anti-dilution adjustments, approximately 2,436,570 shares of common stock. The cost of the purchased capped calls of
$12.9 million was recorded to shareholders’ equity as of December 31, 2017 and will not be re-measured.
Based on the closing price of the Company’s common stock of $57.64 on September 28, 2018, the if-converted value of the Notes was more than their
respective principal amounts.
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(10) Stockholders’ Equity
Preferred Stock
As of September 30, 2018, the Company had authorized 10,000,000 shares of preferred stock, par value $0.001, of which no shares were outstanding.
Common Stock
As of September 30, 2018, the Company had authorized 100,000,000 shares of common stock, par value $0.001. Holders of common stock are entitled to
one vote per share. At September 30, 2018 and December 31, 2017, there were 29,625,465 and 28,330,460 shares of common stock issued and outstanding,
respectively.
(11) Stock Plans and Stock-Based Compensation
The Company’s 2016 Equity Incentive Plan, or the 2016 Plan, became effective on September 15, 2016. The 2016 Plan provides for the grant of incentive
stock options, non-qualified stock options, restricted stock awards, restricted stock unit awards, stock appreciation rights and performance share awards to
employees, directors and consultants of the Company. A total of 3,893,118 shares of the Company’s common stock were initially reserved for issuance under
the 2016 Plan, which is the sum of (1) 2,000,000 shares, (2) the number of shares reserved for issuance under the Company’s 2008 Equity Incentive Plan or
the 2008 Plan, at the time the 2016 Plan became effective (up to a maximum of 42,934 shares) and (3) shares subject to stock options or other stock awards
granted under the 2008 Plan that would have otherwise returned to the Company’s 2008 Plan (up to a maximum of 1,850,184 shares). The number of shares
of common stock reserved for issuance under the 2016 Plan will automatically increase on January 1 of each year, beginning on January 1, 2017, by 3% of the
number of shares of the Company’s capital stock outstanding on the immediately preceding December 31, or such lesser number of shares as determined by
the Company’s board of directors.
As a result of the adoption of the 2016 Plan, no further grants may be made under the 2008 Plan. The 2008 Plan provided for the grant of stock options to the
Company’s employees, directors and consultants. Stock option awards were granted with an exercise price equal to the fair market value of the Company’s common
stock at the date of grant as determined by the Company’s board of directors. The option awards generally vested over four years and were exercisable any time after
vesting. The stock options expire ten years after the date of grant. As of September 30, 2018 there were an aggregate of 6,890,701 shares reserved for issuance under
the 2008 Plan and the 2016 Plan and 1,477,556 available to be issued under the 2016 Plan.
2016 Employee Stock Purchase Plan
The Company’s Employee Stock Purchase Plan, or the 2016 ESPP, became effective on September 15, 2016. A total of 500,000 shares of the Company’s
common stock were initially reserved for issuance under the 2016 Plan. The number of shares reserved for issuance under the 2016 ESPP will automatically
increase on January 1 of each year, beginning on January 1, 2017, by the lesser of 200,000 shares of the Company’s common stock, 1% of the number of
shares of the Company’s common stock outstanding on the immediately preceding December 31, or such lesser number of shares as determined by the
Company’s board of directors.
The 2016 ESPP allows eligible employees to purchase shares of the Company’s common stock at a discount of up to 15% through payroll deductions of their
eligible compensation, subject to any plan limitations. Except for the initial offering period, the 2016 ESPP provides for separate six-month offering periods
beginning each March and September of each fiscal year.
On each purchase date, eligible employees will purchase the Company’s stock at a price per share equal to 85% of the lesser of (i) the fair market value of the
Company’s common stock on the offering date or (ii) the fair market value of the Company’s common stock on the purchase date.
For the nine months ended September 30, 2018 and 2017, 74,477 and 128,786 shares of common stock were purchased under the 2016 ESPP, respectively.
The 2016 ESPP is considered compensatory for purposes of stock-based compensation expense. The Company recorded stock-based compensation expense
of $0.2 million and $0.2 million for the three months ended September 30, 2018 and 2017, respectively. The Company recorded stock-based compensation
expense of $0.5 million and $0.3 million for the nine months ended September 30, 2018 and 2017, respectively.
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Stock Options
The Company recorded stock-based compensation expense of $0.8 million and $1.2 million for the three months ended September 30, 2018 and 2017,
respectively. The Company recorded stock-based compensation expense of $4.7 million and $3.2 million for the nine months ended September 30, 2018 and
2017, respectively.
The total intrinsic value of options exercised for the nine months ended September 30, 2018 was $23.1 million. This intrinsic value represents the difference
between the fair market value of the Company’s common stock on the date of exercise and the exercise price of each option. Based on the fair market value of
the Company’s common stock at September 30, 2018, the total intrinsic value of all outstanding options was $65.0 million.
The fair value of stock option grants and ESPP are determined using the Black-Scholes option pricing model with the following weighted average
assumptions. In addition, the fair value per share on grant date is presented below:
Three Months Ended September 30,
2018
2017

Employee Stock Options:
Market price per share on grant date
Expected term (in years)
Expected volatility
Risk-free interest rate
Dividend rate
Employee Stock Purchase Plan:
Expected term (in years)
Expected volatility
Risk-free interest rate
Dividend rate
(1)

(2)
(3)
(4)

Nine Months Ended September 30,
2018
2017

$58.75
6.00
45%
2.72%
0%

$23.17 - $23.60
6.00
60%
1.82% - 1.93%
0%

$33.06 - $58.75
6.00
45% - 50%
2.72% - 2.98%
0%

$18.05 - $24.87
6.00 - 6.11
60%
1.82% - 2.47%
0%

0.50
45% - 50%
1.89% - 2.33%
0%

0.50
60%
1.18%
0%

0.50
45% - 60%
1.18% - 2.33%
0%

0.50
60%
0.45% - 1.18%
0%

The expected term represents the period that the stock-based compensation awards are expected to be outstanding. Since the Company did not have
sufficient historical information to develop reasonable expectations about future exercise behavior, the Company used the simplified method to
compute expected term, which reflects the average of the time-to-vesting and the contractual life;
The expected volatility of the Company’s common stock on the date of grant is based on the weighted average of the Company’s historical volatility as
a public company and the volatilities of publicly traded peer companies that are reasonably comparable to the Company’s own operations;
The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant for zero coupon U.S. Treasury notes with maturities
approximately equal to the expected term of the options; and
The expected dividend yield is assumed to be zero as the Company has never paid dividends and has no current plans to pay any dividends on the
Company’s common stock.

Total unrecognized compensation cost related to nonvested stock options was approximately $14.6 million as of September 30, 2018, and is expected to be
recognized over a weighted average period of 2.8 years.
A summary of activities under the 2008 Plan and the 2016 Plan is shown as follows for the year ended December 31, 2017 and the nine months ended
September 30, 2018:
Weighted
average
exercise price

Stock options
outstanding

Outstanding at December 31, 2016
Granted
Exercised
Forfeited
Outstanding at December 31, 2017
Granted
Exercised
Forfeited
Outstanding at September 30, 2018

1,884,425
1,096,881
(497,175)
(43,841)
2,440,290
557,896
(703,826)
(457,689)
1,836,671
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$

$

10.02
22.84
5.77
15.60
16.55
35.01
12.53
22.38
22.24

Stock-based compensation expense is recognized over the award’s expected vesting schedule, which is reduced for forfeitures.
Stock options outstanding, and options exercisable and vested are as follows:

Outstanding as of
September 30, 2018

Remaining
contractual
life (years)

1,836,671

Outstanding as of
December 31, 2017

8.13
Remaining
contractual
life (years)

2,440,290

8.28

Weighted
average
exercise price

$

Exercisable
as of
September 30,
2018

22.24

Weighted
average
exercise price

$

Remaining
contractual
life (years)

515,735
Exercisable
as of
December 31,
2017

16.55

Weighted
average
exercise price

6.89

$

Remaining
contractual
life (years)

748,148

13.51
Weighted
average
exercise price

7.00

$

10.39

Vested and nonvested stock option activity was as follows:
Vested
Options
outstanding

Outstanding at September 30, 2018
Outstanding at December 31, 2017

515,735
748,148

Nonvested
Weighted
average
exercise
price

$
$

13.51
10.39

Weighted
average
exercise
price

Options
outstanding

1,320,936
1,692,142

$
$

25.65
19.27

Restricted Stock Units
The Company has granted 555,364 restricted stock units, or RSUs, to members of its senior management and certain other employees pursuant to the 2016
Plan since inception. The Company accounts for RSUs issued to employees at fair value, based on the market price of the Company’s common stock on the
date of grant. During the three and nine months ended September 30, 2018 the Company recorded $2.4 million and $4.4 million, respectively, of stock-based
compensation related to the RSUs that had been issued to-date. $0.4 million of stock-based compensation expense was recorded for the three and nine months
ended September 30, 2017, respectively. There were 138,155 RSUs that vested during the nine months ended September 30, 2018. There were no RSUs that
vested during the nine months ended September 30, 2017.
As of September 30, 2018, there was $12.4 million of unrecognized compensation expense related to unvested employee RSU awards which is expected to be
recognized over a weighted-average period of approximately 2.43 years. For RSUs subject to graded vesting, the Company recognizes compensation cost on
a straight-line basis over the service period for the entire award.

Performance-Based Restricted Stock Units
As of September 30, 2018, the Company has granted 93,362 performance-based restricted stock units, or PSUs, to members of its management pursuant to
the 2016 Plan. The PSUs vest based on the Company achieving certain revenue growth thresholds which range from 20% to 40% compounded annual growth
over a measurement period of two years for the first 50% of each grant of PSU’s and three years for the remaining PSUs. The vesting of the PSU’s is subject
to the employee’s continued employment with the Company through the date of achievement. The share price of the Company’s common stock on the date of
issuance of the PSUs ranged from $43.86 to $58.75per share. The fair value is based on value of the Company’s common stock at the date of issuance and the
probability of achieving the performance metric. The Company has assessed the probability of achievement of the award at 100% based on past performance
of achievement of the performance metric. Compensation cost is adjusted in future periods for subsequent changes in the expected outcome of the
performance related conditions. For the three and nine months ended September 30, 2018, the Company recognized $0.2 million and $0.4 million,
respectively, for stock compensation expense in connection with these awards. No stock-based compensation expense was recorded for the three and nine
months ended September 30, 2017, respectively.
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As of September 30, 2018, there was $4.8 million of unrecognized compensation expense related to unvested PSUs that would be recognized if all of the
performance targets were met, which is expected to be recognized over a weighted-average period of approximately 2.75 years. The Company recognizes
compensation cost on a straight-line basis over the service period for the entire award.
None of the PSUs had vested as of September 30, 2018.
Market-Based Restricted Stock Units
The Company has granted 560,015 market-based restricted stock units, or market-based RSUs, to members of its senior management and certain other
employees pursuant to the 2016 Plan. The market-based RSUs vest based on the Company achieving certain stock price thresholds, which range from $35 per
share to $65 per share for 30 consecutive trading days as reported by The Nasdaq Stock Market, LLC, subject to the employee’s continued employment with
the Company through the date of achievement. The share price of the Company’s common stock on the date of issuance of the market-based RSUs was
$23.16 - $51.99 per share. The fair value is based on values calculated under the Monte Carlo simulation model on the grant date. The key estimates used in
the Monte-Carlo simulation were a risk-free rate of 2.26% - 2.85%, dividend yield of zero, expected term of 10 years and volatility of 50% - 60%.
Compensation cost is not adjusted in future periods for subsequent changes in the expected outcome of market related conditions. For the three and nine
months ended September 30, 2018, the Company recognized $0.1 million and $10.3 million, respectively, of stock compensation expense in connection with
these awards. $1.0 million of stock-based compensation expense was recorded for the three and nine months ended September 30, 2017, respectively.
As of September 30, 2018, there was $0.1 million of unrecognized compensation expense related to unvested market based RSUs which is expected to be
recognized over a weighted-average period of approximately 0.3 years. The Company recognizes compensation cost on a straight-line basis over the service
period for the entire award.
There were 191,547 and 543,825 market-based RSUs which had vested during the three and nine months ended September 30, 2018. None of the marketbased RSUs had vested during the three and nine months ended September 30, 2017.
A summary of activity in connection with the Company’s RSUs, market-based RSUs and PSUs for the nine-month period ended September 30, 2018 is as
follows:
Number of Shares

Outstanding as of December 31, 2017
Granted
Vested
Forfeited
Outstanding as of September 30, 2018

784,000
424,741
(681,980)
(4,313)
522,448

Stock-Based Compensation Expense
The Company recorded the total stock-based compensation expense as follows (in thousands):
Three Months Ended September 30,
2018
2017

Cost of revenue
Sales and marketing
Research and development
General and administrative
Total

$

$
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312
1,180
1,091
958
3,541

$

$

141
691
416
1,555
2,803

Nine Months Ended September 30,
2018
2017

$

$

1,877
7,147
5,606
5,627
20,257

$

$

266
1,250
738
2,618
4,872

(12) Basic and Diluted Net Loss per Share
Basic net loss per common share is computed by dividing net loss by the weighted-average number of shares of common stock outstanding during the period.
Diluted net loss per share is computed by giving effect to all potential dilutive shares of common stock. Basic and diluted net loss per share of common stock
were the same for all periods presented as the impact of all potentially dilutive securities outstanding was anti-dilutive. The Company uses the if converted
method for calculating any potential dilutive effect on diluted loss per share.
The following common equivalent shares were excluded from the diluted net loss per share calculation because their inclusion would have been anti-dilutive:
As of September 30,
2018

Stock options
Convertible senior notes
Non-vested performance-based restricted stock units
Non-vested market-based restricted stock units
Non-vested restricted stock units
Total

2017

1,836,671
3,411,199
93,362
11,877
417,209
5,770,318

2,469,553
—
—
286,000
286,000
3,041,553

The Company is required to reserve and keep available from the Company’s authorized but unissued shares of common stock a number of shares equal to the
number of shares subject to outstanding awards under the 2008 Plan and the number of shares reserved for issuance under each of the 2016 Plan and 2016
ESPP.
The amount of such shares of the Company’s common stock reserved for these purposes at September 30, 2018 is as follows:
Number of
Shares

Stock options issued and outstanding
Additional shares available for grant under equity plans
Total

1,836,671
2,174,253
4,010,924

In connection with the issuance of the Notes in November 2017, the Company paid $12.9 million to enter into capped call option agreements to reduce the
potential dilution to holders of the Company’s common stock upon conversion of the Notes. The capped call option agreements are excluded from the
calculation of diluted net loss per share attributable to common stockholders, as their effect is antidilutive.
(13) Income Taxes
The Company is subject to income tax in the United States as well as other tax jurisdictions in which it conducts business. Earnings from non-U.S. activities
are subject to local country income tax. The Company does not provide for U.S. deferred income taxes on the undistributed earnings of its foreign subsidiaries
as such earnings are reinvested indefinitely.
The Company’s tax provision for interim periods is determined using an estimate of its annual effective tax rate, adjusted for discrete items arising in that
quarter. In each quarter, the Company updates its estimate of the annual effective tax rate, and if the estimated annual tax rate changes, the Company makes a
cumulative adjustment in that quarter.
For the three months ended September 30, 2018 and 2017, the Company recorded a provision for income taxes of $86,000 and a benefit of $79,000,
respectively, resulting in an effective tax rate of 1.03% and a benefit of 1.83%, respectively. For the nine months ended September 30, 2018 and 2017, the
Company recorded a provision for income taxes of $371,000 and a tax benefit of $65,000, respectively, resulting in an effective tax rate of 0.99% and benefit
of 0.47%, respectively. During the current year periods, the effective tax rate is lower than the statutory federal tax rate as the Company was not able to
benefit from its net operating losses due to its full valuation allowance.
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As of September 30, 2018, the Company had gross tax-effected unrecognized tax benefits of $0.5 million, of which $0.4 million, if recognized, would
favorably impact the effective tax rate. The Company’s existing tax positions will continue to generate an increase in unrecognized tax benefits in subsequent
periods. The Company’s policy is to record interest and penalties related to unrecognized tax benefits as income tax expense. During the three and nine
months ended September 30, 2018 and 2017, the amounts recorded related to the accrual of interest and penalties were immaterial in each period.
On December 22, 2017, the Tax Cuts and Jobs Act (the “Tax Act”) was enacted into law. The new tax legislation contains several key tax provisions
including the reduction of the U.S. corporate income tax rate to 21% effective January 1, 2018 as well as a variety of other changes including the limitation of
tax deductibility of the interest expense, allowing for immediate expensing of certain qualified property and creating a territorial tax system. ASC 740
requires us to recognize the effect of the tax law changes in the period of enactment. However, in January 2018, the SEC issued Staff Accounting Bulletin
No. 118 to address the application of GAAP in situations when a registrant does not have the necessary information available, prepared, or analyzed
(including computations) in reasonable detail to complete the accounting for certain income tax effects of the Tax Cuts and Jobs Act of 2017. The accounting
for all items is expected to be complete when the Company’s 2017 U.S. corporate income tax return is filed in October of 2018. Any differences between
what was previously recorded and the final tax return amounts or estimates made for subsequent quarters are not expected to be material.
(14) Segment information
The Company operates as one operating segment. Operating segments are defined as components of an enterprise for which separate financial information is
evaluated regularly by the chief operating decision maker, or CODM, who is the Company’s chief executive officer, in deciding how to allocate resources and
assess the Company’s financial and operational performance. While the Company has applications that address multiple use cases, all of the Company’s
applications operate on and leverage a similar technology platform and are deployed and sold in a similar way. In addition, the Company’s CODM evaluates
the Company’s financial information and resources and assesses the performance of these resources on a consolidated basis. As a result, the Company has
determined that the Company’s business operates in a single operating segment. Since the Company operates as one operating segment, all required financial
segment information can be found in the consolidated financial statements.
(15) Revenue Recognition
On January 1, 2018, the Company adopted the new revenue standard and applied it to all contracts using the modified retrospective method. The Company
recognized the cumulative effect of initially applying the new revenue standard as an adjustment to the opening balance of accumulated deficit. The
comparative information has not been restated and continues to be reported under the accounting standards in effect for those periods.
The cumulative effect of the changes made to the Company’s consolidated January 1, 2018 balance sheet for the adoption of the new revenue standard was as
follows (in thousands):
Balance at
December 31,
2017

BALANCE SHEET
ASSETS
Accounts receivable, net
Deferred cost
Deferred cost (non-current)
LIABILITIES AND STOCKHOLDERS’ EQUITY
Other current liabilities
Deferred revenue
Accumulated deficit
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Adjustments Due
to ASC 606

Balance at
January 1, 2018

$

31,699
2,429
—

$

100
2,132
6,965

$

31,799
4,561
6,965

$

808
73,072
(109,252)

$

100
—
9,097

$

908
73,072
(100,155)

The impact of the adoption of the new revenue standard on the Company’s consolidated balance sheet and consolidated statement of operations was as
follows (in thousands):
September 30, 2018
Balances
Without Adoption
of ASC 606

As Reported

BALANCE SHEET
ASSETS
Accounts receivable, net
Deferred cost
Deferred cost (non-current)
LIABILITIES AND STOCKHOLDERS’ EQUITY
Deferred revenue (current and non-current)
Other current liabilities
Accumulated deficit

$

37,033
5,842
8,747

$

36,893
4,361
—

88,639
1,242
(137,865)

Effect of
Change
Higher/(Lower)

$

140
1,481
8,747

88,639
1,102
(148,093)

—
140
10,228

For the Three Months Ended September 30, 2018
Activity Without
Effect of
Adoption of
Change
As Reported
ASC 606
Higher/(Lower)

STATEMENT OF OPERATIONS
Revenue
Net loss

$

38,925
(8,450)

$

38,925
(8,885)

$

—
435

For the Nine Months Ended September 30, 2018
Activity Without
Effect of
Adoption of
Change
As Reported
ASC 606
Higher/(Lower)

STATEMENT OF OPERATIONS
Revenue
Net loss

$

105,266
(37,710)

$

105,266
(38,390)

$

—
680

The following table disaggregates the Company’s revenue by geography which provides information as to the major source of revenue (in thousands).
For the Nine Months Ended
September 30, 2018

Primary Geographic Markets
United States
International
Total

$

90,866
14,400
105,266

$

The following table presents the Company’s revenues disaggregated by revenue source (in thousands, unaudited).
Three Months Ended
September 30,
2018
2017(1)

Subscription services
Professional services
Total revenues
(1)

$
$

35,998
2,927
38,925

$
$

As noted above, prior period amounts have not been adjusted under the modified retrospective method.
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26,247
1,065
27,312

Nine Months Ended
September 30,
2018
2017(1)

$
$

98,327
6,939
105,266

$
$

72,258
2,919
75,177

Contract Assets
The Company does not have material amounts of contract assets since revenue is recognized as control of goods is transferred or as services are performed.
There are a small number of professional services that may occur over a period of time, but that period of time is generally very short in duration. Any
contract assets that may arise are recorded in other assets in the Company’s consolidated balance sheet. As of September 30, 2018, the Company had $1.8
million in unbilled receivables related to services performed which were not billed.
Contract Liabilities
The Company’s contract liabilities consist of deferred revenue. There are no other material contract liabilities. The Company classifies deferred revenue as
current or noncurrent on the consolidated balance sheet on the timing of when it expects to recognize revenue.
Deferred Costs
Deferred costs, which primarily consist of deferred sales commissions on initial contracts sold, were $14.6 million as of September 30, 2018. For the three
and nine months ended September 30, 2018, amortization expense for the deferred costs was $1.4 million and $3.9 million, respectively and there was no
impairment loss in relation to the costs capitalized. For the three and nine months ended September 30, 2017, amortization expense for the deferred costs
based on our policy under Topic 605, was $1.4 million and $4.1 million, respectively.
Deferred Revenue
$29.9 million and $52.7 million of subscription services revenue was recognized during the three and nine months ended September 30, 2018 and was
included in the deferred revenue balances at the beginning of the respective period. Professional services revenue recognized in the same period from deferred
revenue balances at the beginning of the respective periods was not material.
As of September 30, 2018, approximately $171.1 million of revenue is expected to be recognized from remaining performance obligations.
The Company expects to recognize revenue on approximately $123.7 million of these remaining performance obligations over the next 12 months, with the
balance recognized thereafter.
(16) Commitments and Contingencies
(a) Leases
The Company leases office space in Pasadena, California; San Francisco, California; Burlington, Massachusetts; Colchester, England; Windsor, England;
Lansing, Michigan, Orlando, Florida, Tysons Corner, Virginia, Norsborg, Sweden, Oslo, Norway, Tilburg, Holland and Beijing, China under operating leases
and recognizes escalating rent expense on a straight-line basis over the expected lease term.
Except as set forth below, there were no material changes in the Company’s commitments under contractual obligations, as disclosed in the Company’s
audited consolidated financial statements for the year ended December 31, 2017 and related notes thereto contained in the Company’s Annual Report on Form
10-K for the year ended December 31, 2017. As a result of the acquisitions of UMS and Respond, the Company assumed lease obligations which are
included in the table below.
As of September 30, 2018, future minimum lease payments under non-cancelable operating leases are as follows (in thousands):
Amounts

2018 (for the remaining three months)
2019
2020
2021
2022
Thereafter
Total minimum lease payments

$

$
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931
3,344
2,902
2,704
2,070
815
12,766

(b) Rent
Rent expense was $0.9 million and $0.8 million for the three months ended September 30, 2018 and 2017, respectively. Rent expense was $2.6 million and
$1.7 million for the nine months ended September 30, 2018 and 2017, respectively.
(c) Litigation
In the normal course of business, the Company has been subjected to various unasserted claims. The Company does not believe these claims will have a
material adverse impact to the financial statements.
(d) Credit Facility
During the quarter ended September 30, 2018, the Company had a revolving line of credit agreement with Western Alliance Bank, which provided for a $15.0
million revolving secured credit facility that matured on September 28, 2018. During the three and nine months ended September 30, 2018, the Company had
no amounts drawn under the credit facility.
As of September 30, 2018, the line of credit expired and no amounts had been drawn under the credit facility.
(e) Employee Contracts
The Company has entered into employment contracts with certain of the Company’s executive officers which provide for at-will employment. However,
under the provisions of the contracts, the Company would incur severance obligations of up to twelve months of the executive’s annual base salary for certain
events, such as involuntary terminations.
(17) Subsequent Events
The Company evaluated subsequent events and concluded that no subsequent events have occurred that would require recognition in the unaudited
Condensed Consolidated Financial Statements or disclosure in the notes thereto.
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Item 2.

Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with (i) our condensed consolidated
financial statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and (ii) our audited consolidated financial statements and
the related notes and management’s discussion and analysis of financial condition and results of operations for the fiscal year ended December 31, 2017
included in our Annual Report on Form 10-K filed with the SEC on March 12, 2018. This Quarterly Report on Form 10-Q contains “forward-looking
statements” within the meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange
Act. These statements are often identified by the use of words such as “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,”
“plan,” “project,” “will,” “would” or the negative or plural of these words or similar expressions or variations and such forward-looking statements
include, but are not limited to, statements with respect to our outlook; the impact of new accounting standards; our ability to service our debt; our business
strategy, plans and objectives for future operations; and our future financial and business performance. The events described in these forward-looking
statements are subject to a number of risks, uncertainties, assumptions and other factors that could cause actual results and the timing of certain events to
differ materially from future results expressed or implied by the forward-looking statements. Factors that could cause or contribute to such differences
include, but are not limited to, those identified herein, and those discussed in the section titled “Risk Factors”, set forth in Part II, Item 1A of this Quarterly
Report on Form 10-Q and in our other SEC filings. You should not rely upon forward-looking statements as predictions of future events. Furthermore, such
forward-looking statements speak only as of the date of this report. Except as required by law, we undertake no obligation to update any forward-looking
statements to reflect events or circumstances after the date of such statements.
Overview
Everbridge is a global software company that provides enterprise software applications that automate and accelerate organizations’ operational response to
critical events in order to keep people safe and businesses running faster. During public safety threats such as active shooter situations, terrorist attacks or
severe weather conditions, as well as critical business events such as IT outages, cyber-attacks or other incidents such as product recalls or supply-chain
interruptions, our SaaS-based platform enables our customers to quickly and reliably aggregate and assess threat data, locate people at risk and responders
able to assist, automate the execution of pre-defined communications processes and track progress on executing response plans. Our customers use our
platform to identify and assess hundreds of different types of threats to their organizations, people, assets or brand. Our solutions enable organizations to
deliver intelligent, contextual messages to, and receive verification of delivery from, hundreds or millions of recipients, across multiple communications
modalities such as voice, SMS and e-mail. Our applications enable the delivery of messages in near real-time to more than 100 different communication
devices, in over 200 countries and territories, in 15 languages and dialects – all simultaneously. We delivered over 2.0 billion communications in 2017. We
automate the process of sending contextual notifications to multiple constituencies and receiving return information on a person’s or operation’s status so that
organizations can act quickly and precisely. Our Critical Event Management platform is comprised of a comprehensive set of software applications that
address the full spectrum of tasks an organization has to perform to manage a critical event, including Mass Notification, Incident Management, Safety
Connection, IT Alerting, Visual Command Center, Crisis Commander, Community Engagement and Secure Messaging. We believe that our broad suite of
integrated, enterprise applications delivered via a single global platform is a significant competitive advantage in the market for Critical Event Management
solutions, which we refer to generally as CEM.
Our customer base has grown from 867 customers at the end of 2011 to more than 4,200 customers as of September 30, 2018. As of September 30, 2018, our
customers were based in 48 countries and included nine of the 10 largest U.S. cities, eight of the 10 largest U.S.-based investment banks, 25 of the 25 busiest
North American airports, six of the 10 largest global consulting firms, six of the 10 largest global auto makers, all four of the largest global accounting firms,
four of the 10 largest U.S.-based health care providers and four of the 10 largest U.S.-based health insurers. We provide our applications to customers of
varying sizes, including enterprises, small businesses, non-profit organizations, educational institutions and governmental agencies. Our customers span a
wide variety of industries including technology, energy, financial services, healthcare and life sciences, manufacturing, media and entertainment, retail, higher
education and professional services.
We sell all of our critical event management and enterprise safety applications on a subscription basis. We generally enter into contracts that range from one
to three years in length, with an average contract duration of 2.3 years as of September 30, 2018, and generally bill and collect payment annually in advance.
We derive substantially all of our revenue from subscriptions to our critical event management and enterprise safety applications. Historically, we derived
more than 74% of our revenue in each of the last three fiscal years from sales of our Mass Notification application. Over 90% of the revenue that we
recognized in each of the eight most recently completed quarters was generated from contracts entered into in prior quarters or renewals of those contracts;
the balance of the revenue that we recognized in each such quarter was generated from contracts entered into with new customers or new contracts, other than
renewals, entered into with existing customers in such quarter. Our pricing model is based on the number of applications subscribed to and, per application,
the number of people, locations and things connected to our platform as well as the volume of communications. We also offer premium services including
data feeds for social media, threat intelligence and weather. We generate additional revenue by expanding the number of applications that our customers
subscribe to and the number of contacts and devices connected to our platform.
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We generated revenue of $38.9 million and $27.3 million for the three months ended September 30, 2018 and 2017, respectively, representing a period-overperiod increase of 43%. We generated revenue of $105.3 million and $75.2 million for the nine months ended September 30, 2018 and 2017, respectively,
representing a period-over-period increase of 40%. We had net losses of $8.5 million and $4.2 million for the three months ended September 30, 2018 and
2017, respectively. We had net losses of $37.7 million and $13.9 million for the nine months ended September 30, 2018 and 2017, respectively. Our adjusted
EBITDA, which is a measure that is not calculated and presented in accordance with generally accepted accounting principles in the United States, or GAAP,
was $(3.5) million and $(1.6) million for the nine months ended September 30, 2018 and 2017, respectively. See “Other Metrics” below for a discussion of
the limitations of adjusted EBITDA and a reconciliation of adjusted EBITDA to net loss, the most directly comparable financial measure calculated and
presented in accordance with GAAP.
As of September 30, 2018 and 2017, 29% and 15% of our customers, respectively, were located outside of the United States and these customers generated
20% and 10% of our total revenue for the three months ended September 30, 2018 and 2017, respectively. For the nine months ended September 30, 2018 and
2017 these customers generated 16% and 10% of our total revenue, respectively.
We have focused on rapidly growing our business and believe that the future growth of our business is dependent on many factors, including our ability to
increase the functionality of our platform and applications, expand our customer base, accelerate adoption of our applications beyond Mass Notification
within our existing customer base and expand our international presence. Our future growth will also depend on the growth in the market for critical event
management and enterprise safety solutions and our ability to effectively compete. In order to further penetrate the market for critical event management and
enterprise safety solutions and capitalize on what we believe to be a significant opportunity, we intend to continue to invest in research and development,
build-out our data center infrastructure and services capabilities and hire additional sales representatives, both domestically and internationally, to drive sales
to new customers and incremental sales of new applications to existing customers. Nevertheless, we expect to continue to incur losses in the near term and, if
we are unable to achieve our growth objectives, we may not be able to achieve profitability.
Presentation of Financial Statements
Our consolidated financial statements include the accounts of our wholly-owned subsidiaries. Business acquisitions are included in our consolidated financial
statements from the date of the acquisition. Our purchase accounting resulted in all assets and liabilities of acquired businesses being recorded at their
estimated fair values on the acquisition dates. All intercompany balances and transactions have been eliminated in consolidation.
We report our financial results as one operating segment. Our operating results are regularly reviewed on a consolidated basis by our chief executive officer,
who is our chief operating decision maker, principally to make strategic decisions regarding how we allocate our resources and to assess our consolidated
operating performance.
Adoption of Revenue from Contracts with Customers (Topic 606)
In May 2014, the Financing Accounting Standards Board, or the FASB, issued Accounting Standards Update, or ASU, 2014-09, Revenue from Contracts with
Customers (Topic 606), or the new revenue standard. The new revenue standard outlines a single, comprehensive model for accounting for revenue from
contracts with customers and requires more detailed disclosure to enable users of financial statements to understand the nature, amount, timing and
uncertainty of revenue and cash flows arising from such contracts. The new revenue standard provides a five-step analysis of transactions to determine when
and how revenue is recognized. The core principle is that a company should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods and services. On January 1, 2018,
we adopted the new standard under the modified retrospective transition method. This method was applied to contracts that were not complete as of the date
of initial application of the new revenue standard.
During the three and nine months ended September 30, 2018, we recognized revenue based on the new revenue standard, but revenue for the three and nine
months ended September 30, 2017 was recognized based on Accounting Standards Codification, Topic 605, Revenue Recognition. Therefore, the periods are
not directly comparable. See Notes 2 and 15 in the notes to our consolidated financial statements included in this Quarterly Report on Form 10-Q for
additional discussion of the impact of the adoption of the new revenue standard and changes in accounting policies relating to revenue recognition and
deferred commissions.
Components of Results of Operations
Revenue
We derive substantially all of our revenue from the sale of subscriptions to our critical event management and enterprise safety applications.
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We generally bill and collect payment for our subscriptions annually in advance. All revenue billed in advance of services being delivered is recorded in
deferred revenue. The initial subscription period typically ranges from one to three years. We offer varying levels of customer support based on customer
needs and the complexity of their businesses, including the level of usage by a customer in terms of minutes or the amount of data used to transmit the
notifications. Our pricing model is based on the number of applications subscribed to and, per application, the number of people, locations and things
connected to our platform as well as the volume of communications. We also offer premium services including data feeds for social media, threat intelligence
and weather. We generate additional revenue by expanding the number of premium features and applications that our customers subscribe to and the number
of contacts connected to our platform.
We also sell professional services, which primarily consist of fees for deployment and optimization services, as well as training.
Cost of Revenue
Cost of revenue includes expenses related to the fulfillment of our subscription services, consisting primarily of employee-related expenses for data center
operations and customer support, including salaries, bonuses, benefits and stock-based compensation expense. Cost of revenue also includes hosting costs,
messaging costs and depreciation and amortization. As we add data center capacity and support personnel in advance of anticipated growth, our cost of
revenue will increase and, if anticipated revenue growth does not occur, our gross profit will be adversely affected.
Operating Expenses
Operating expenses consist of sales and marketing, research and development and general and administrative expenses. Salaries, bonuses, stock-based
compensation expense and other personnel costs are the most significant components of each of these expense categories. We include stock-based
compensation expense incurred in connection with the grant of stock options within the applicable operating expense category based on the equity award
recipient’s functional area.
Sales and Marketing
Sales and marketing expense primarily consists of employee-related expenses for sales, marketing and public relations employees, including salaries,
bonuses, commissions, benefits and stock-based compensation expense. Sales and marketing expense also includes trade show, market research, advertising
and other related external marketing expense as well as office and software related costs to support sales. We defer certain sales commissions related to
acquiring new customers and amortize these expenses ratably over the period of benefit that we have determined to be four years. We plan to continue to
expand our sales and marketing functions to grow our customer base and increase sales to existing customers. This growth will include adding sales personnel
and expanding our marketing activities to continue to generate additional leads and build brand awareness. In the near term, we expect our sales and
marketing expense to increase on an absolute dollar basis as we hire new sales representatives in the United States and worldwide and grow our marketing
staff.
Research and Development
Research and development expense primarily consists of employee-related expenses for research and development staff, including salaries, bonuses, benefits
and stock-based compensation expense. Research and development expense also includes the cost of certain third-party services, office related costs to
support research and development activities, software subscriptions and hosting costs. We capitalize certain software development costs that are attributable
to developing new applications and adding incremental functionality to our platform and amortize these costs over the estimated life of the new application or
incremental functionality, which is generally three years. We focus our research and development efforts on improving our applications, developing new
applications and delivering new functionality. In the near term, we expect our research and development expense to increase on an absolute dollar basis as we
continue to increase the functionality of our platform and applications.
General and Administrative
General and administrative expense primarily consists of employee-related expenses for administrative, legal, finance and human resource personnel,
including salaries, bonuses, benefits and stock-based compensation expense. General and administrative expense also includes professional fees, insurance
premiums, corporate expenses, transaction-related costs, office-related expenses, facility costs, depreciation and amortization and software license costs. In
the near term, we expect our general and administrative expense to increase on an absolute dollar basis as we incur the costs associated with being a publicly
traded company.
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Interest and Investment Income
Interest income consists of interest earned on our cash balances held at financial institutions. Investment income consist of interest earned on our short term
investments which consist of U.S. treasuries, U.S. government agency obligations and money market funds.
Interest Expense
Interest expense consists of interest on our outstanding debt obligations.
Other Income and Expense, Net
Other expense, net consists primarily of realized foreign currency gains and losses.
Results of Operations
The following tables set forth our results of operations for the periods presented and as a percentage of our total revenue for those periods. The period-toperiod comparison of our historical results is not necessarily indicative of the results that may be expected in the future.
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Revenue
Cost of revenue(1) (2)
Gross profit
Operating expenses:
Sales and marketing(1)(2)
Research and development(1) (2)
General and administrative(1) (2)
Total operating expenses
Operating loss
Other income (expenses), net
Loss before income taxes
(Provision for) benefit from income taxes
Net loss attributable to common stockholders
(1)

$

38,925
12,296
26,629

$

16,348 $
10,350
7,130
33,828
(7,199)
(1,165)
(8,364)
(86)
(8,450) $

$

$

27,312
8,076
19,236

$

11,626 $
5,626
6,375
23,627
(4,391)
81
(4,310)
79
(4,231) $

105,266
33,488
71,778

$

51,303 $
30,548
23,609
105,460
(33,682)
(3,657)
(37,339)
(371)
(37,710) $

75,177
22,969
52,208
33,589
16,082
16,640
66,311
(14,103)
168
(13,935)
65
(13,870)

Includes stock-based compensation expense as follows:
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Cost of revenue
Sales and marketing
Research and development
General and administrative
Total
(2)

$

$

312
1,180
1,091
958
3,541

$

$

141
691
416
1,555
2,803

$

$

1,877
7,147
5,606
5,627
20,257

$

$

266
1,250
738
2,618
4,872

Includes depreciation and amortization of acquired intangible assets as follows:
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Cost of revenue
Sales and marketing
Research and development
General and administrative
Total

$

$
34

2,087
80
68
1,609
3,844

$

$

1,591
78
56
693
2,418

$

$

5,909
239
204
3,820
10,172

$

$

5,372
228
148
1,898
7,646

Three Months Ended September 30,
2018
2017

Consolidated Statements of Operations, as a percentage
of revenue(1)
Revenue
Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Total operating expenses
Operating loss
Other income (expenses), net
Loss before income taxes
(Provision for) benefit from income taxes
Net loss attributable to common stockholders
(1)
*

Nine Months Ended September 30,
2018
2017

100%
32%
68%

100%
30%
70%

100%
32%
68%

100%
31%
69%

42%
27%
18%
87%
(18)%
(3)%
(21)%
*
(21)%

43%
21%
23%
87%
(16)%
*
(16)%
*
(16)%

49%
29%
22%
100%
(32)%
(3)%
(35)%
*
(35)%

45%
21%
22%
88%
(19)%
*
(19)%
*
(19)%

Columns may not add up to 100% due to rounding.
Represents less than 0.5% of revenue.

Comparison of the Three Months Ended September 30, 2018 and 2017
Revenue
Three Months Ended September 30,
2018
2017
(dollars in thousands)

Revenue

$

38,925

$

27,312

Change
$

$

%

11,613

42.5%

Revenue increased by $11.6 million for the three months ended September 30, 2018 compared to the same period in 2017. The increase was due to a $11.6
million increase in sales of our historical solutions driven by expansion of our customer base from 3,560 customers as of September 30, 2017 to 4,267
customers as of September 30, 2018, including increased sales to larger organizations with greater numbers of contacts and locations.
Cost of Revenue
Three Months Ended September 30,
2018
2017
(dollars in thousands)

Cost of revenue
Gross margin %

$

35

12,296
$
68%

8,076
$
70%

Change
$

%

4,220

52.3%

Cost of revenue increased by $4.2 million for the three months ended September 30, 2018 compared to the same period in 2017. The increase was due to a
$1.1 million increase in employee-related costs associated with our increased headcount from 121 employees as of September 30, 2017 to 163 employees as
of September 30, 2018. In addition, $2.5 million of the increase was attributed to an increase in hosting, software and messaging costs, $0.5 million increase
in depreciation and amortization expense attributed to our fixed assets, acquired intangibles and capitalized software and $0.1 million attributed to an increase
in office related expenses to support revenue generating activities.
Gross margin percentage decreased due to an increase in amortization of acquired intangible assets and capitalized software and our continued investment in
personnel to support our growth.
Operating Expenses
Sales and Marketing Expense
Three Months Ended September 30,
2018
2017
(dollars in thousands)

Sales and marketing
% of revenue

$

16,348
$
42%

Change
$

11,626
$
43%

%

4,722

40.6%

Sales and marketing expense increased by $4.7 million for the three months ended September 30, 2018 compared to the same period in 2017. The increase
was primarily due to a $4.0 million increase in stock compensation and employee-related costs associated with our increased headcount from 206 employees
as of September 30, 2017 to 292 employees as of September 30, 2018. The remaining increase was principally the result of a $0.4 million increase in
tradeshow costs and a $0.3 million increase in software costs and office related expenses to support the sales team. The impact to commission expense was
not material based upon the adoption of ASC 606 for the period beginning January 1, 2018.
Research and Development Expense
Three Months Ended September 30,
2018
2017
(dollars in thousands)

Research and development
% of revenue

$

10,350
$
27%

Change
$

5,626
$
21%

%

4,724

84.0%

Research and development expense increased by $4.7 million for the three months ended September 30, 2018 compared to the same period in 2017. The
increase was primarily due to a $4.4 million increase in stock compensation and employee-related costs associated with our increased headcount from 153
employees as of September 30, 2017 to 236 employees as of September 30, 2018. The remaining increase was principally the result of a $0.6 million increase
in hosting costs to support the research and development team and a $0.3 million increase in office related expenses. A total of $1.5 million of internally
developed software costs during the three months ended September 30, 2017 and $2.2 million of internally developed software costs during the three months
ended September 30, 2018 were capitalized, resulting in a decrease of the expense by $0.7 million in the third quarter of 2018.
General and Administrative Expense
Three Months Ended September 30,
2018
2017
(dollars in thousands)

General and administrative
% of revenue

$

7,130
$
18%

6,375
$
23%

Change
$

%

755

11.8%

General and administrative expense increased by $0.8 million for the three months ended September 30, 2018 compared to the same period in 2017. The
increase was primarily due to a $0.9 million increase in depreciation and amortization. The remaining increase was due to a $0.6 million increase in
transaction cost and professional services attributed to tax and audit services. These cost increases were offset by a $0.7 million decrease in salary and office
related expenses.
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Other Income (Expense), Net
Three Months Ended September 30,
2018
2017
(dollars in thousands)

Other income (expense), net
% of revenue

$

(1,165)
$
(3)%

81
*

Change
$

$

%

(1,246)

(1538.3)%

Other expense increased by $1.2 million for the three months ended September 30, 2018 compared to the same period in 2017 as we issued $115.0 million in
convertible senior notes in November 2017, resulting in a $1.6 million increase in interest expense. The increase in interest expense was offset by an increase
of $0.5 million in interest and investment income as a result of proceeds invested from our public offerings and our convertible note offering.
Comparison of the Nine Months Ended September 30, 2018 and 2017
Revenue
Nine Months Ended September 30,
2018
2017
$
(dollars in thousands)

Revenue

$

105,266

$

75,177

$

Change
%

30,089

40.0%

Revenue increased by $30.1 million for the nine months ended September 30, 2018 compared to the same period in 2017. The increase was due to a $30.1
million increase in sales of our historical solutions driven by expansion of our customer base from 3,560 customers as of September 30, 2017 to 4,267
customers as of September 30, 2018, including increased sales to larger organizations with greater numbers of contacts and locations.
Cost of Revenue
Nine Months Ended September 30,
2018
2017
$
(dollars in thousands)

Cost of revenue
Gross margin %

$

33,488
$
68%

22,969
$
69%

Change
%

10,519

45.8%

Cost of revenue increased by $10.5 million for the nine months ended September 30, 2018 compared to the same period in 2017. The increase was due to a
$4.0 million increase in employee-related costs associated with our increased headcount from 121 employees as of September 30, 2017 to 163 employees as
of September 30, 2018. In addition, $5.6 million of the increase was attributed to an increase in hosting, software and messaging costs, $0.5 million was
attributable to an increase in depreciation and amortization expense attributed to our fixed assets, acquired intangibles and capitalized software and $0.4
million was attributable to an increase in office related expenses to support revenue generating activities.
Gross margin percentage decreased due to an increase in amortization of acquired intangible assets and capitalized software.
Operating Expenses
Sales and Marketing Expense
Nine Months Ended September 30,
2018
2017
$
(dollars in thousands)

Sales and marketing
% of revenue

$

37

51,303
$
49%

33,589
$
45%

Change

17,714

%

52.7%

Sales and marketing expense increased by $17.7 million for the nine months ended September 30, 2018 compared to the same period in 2017. The increase
was primarily due to a $15.8 million increase in stock compensation and employee-related costs associated with our increased headcount from 206 employees
as of September 30, 2017 to 292 employees as of September 30, 2018. The remaining increase was principally the result of a $1.1 million increase in
advertising costs, a $0.6 million increase in office related expenses to support revenue generating activities and a $0.2 million increase in software cost and
office related expenses to support the sales team. The impact to commission expense was not material based upon the adoption of ASC 606 for the period
beginning January 1, 2018.
Research and Development Expense
Nine Months Ended September 30,
2018
2017
$
(dollars in thousands)

Research and development
% of revenue

$

30,548
$
29%

16,082
$
21%

Change
%

14,466

90.0%

Research and development expense increased by $14.5 million for the nine months ended September 30, 2018 compared to the same period in 2017. The
increase was primarily due to a $14.5 million increase in stock compensation and employee-related costs associated with our increased headcount from 153
employees as of September 30, 2017 to 236 employees as of September 30, 2018. The remaining increase was principally the result of a $1.0 million increase
in hosting and software cost to support research and development activities and a $0.8 million increase in office related expenses to support research and
development activities. A total of $4.7 million of internally developed software costs during the nine months ended September 30, 2017 and $6.5 million of
internally developed software costs during the nine months ended September 30, 2018 were capitalized, resulting in a decrease of the expense by $1.8 million
in the 2018 period.
General and Administrative Expense
Nine Months Ended September 30,
2018
2017
$
(dollars in thousands)

General and administrative
% of revenue

$

23,609
$
22%

16,640
$
22%

Change
%

6,969

41.9%

General and administrative expense increased by $7.0 million for the nine months ended September 30, 2018 compared to the same period in 2017. The
increase was primarily due to a $4.3 million increase in stock compensation and employee-related costs associated with our increased headcount from 73
employees as of September 30, 2017 to 92 employees as of September 30, 2018. The remaining increase was due to a $1.9 million increase in depreciation
and amortization expense attributable to our acquired intangible assets, a $0.4 million increase in transaction costs attributed to our three acquisitions
completed in the second quarter of 2018 and a $1.0 million increase in cost to operate as a public company offset by a decrease of $0.4 million in office
related expenses to support the administrative team and a $0.3 million decrease in bad debt.
Other Income (Expense), Net
Nine Months Ended September 30,
2018
2017
$
(dollars in thousands)

Other income (expense), net
% of revenue

$

38

(3,657)
$
(3)%

168
*

$

Change
%

(3,825)

(2276.8)%

Other expense increased by $3.8 million for the nine months ended September 30, 2018 compared to the same period in 2017 as we issued $115.0 million in
convertible senior notes in November 2017, resulting in a $4.7 million increase in interest expense. The increase in interest expense was offset by an increase
of $1.1 million in interest and investment income as a result of proceeds invested from our public offerings and our convertible note offering. In addition, we
had an increase in other expense of $0.1 million as a result of a loss on disposal of assets.
Other Metrics
We regularly monitor a number of financial and operating metrics in order to measure our current performance and estimate our future performance. Our
other business metrics may be calculated in a manner different than similar other business metrics used by other companies.
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(dollars in thousands)

Adjusted EBITDA
Adjusted gross margin
Free cash flow
•

$
$
$

153 $
27,330 $
(2,449) $

807
19,670
4,364

$
$
$

(3,490)
74,677
(8,353)

$
$
$

(1,646)
53,799
(1,544)

Adjusted EBITDA. Adjusted EBITDA represents our net loss before interest and investment income and interest expense, income tax expense
and benefit, depreciation and amortization expense and stock-based compensation expense. We do not consider these items to be indicative of
our core operating performance. The items that are non-cash include depreciation and amortization expense and stock-based compensation
expense. Adjusted EBITDA is a measure used by management to understand and evaluate our core operating performance and trends and to
generate future operating plans, make strategic decisions regarding the allocation of capital and invest in initiatives that are focused on
cultivating new markets for our solutions. In particular, the exclusion of certain expenses in calculating adjusted EBITDA facilitates
comparisons of our operating performance on a period-to-period basis. Adjusted EBITDA is not a measure calculated in accordance with
GAAP. We believe that adjusted EBITDA provides useful information to investors and others in understanding and evaluating our operating
results in the same manner as our management and board of directors. Nevertheless, use of adjusted EBITDA has limitations as an analytical
tool, and you should not consider it in isolation or as a substitute for analysis of our financial results as reported under GAAP. Some of these
limitations are: (1) although depreciation and amortization are non-cash charges, the capitalized software that is amortized will need to be
replaced in the future, and adjusted EBITDA does not reflect cash capital expenditure requirements for such replacements or for new capital
expenditure requirements; (2) adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs; (3) adjusted
EBITDA does not reflect the potentially dilutive impact of equity-based compensation; (4) adjusted EBITDA does not reflect tax payments or
receipts that may represent a reduction or increase in cash available to us; and (5) other companies, including companies in our industry, may
calculate adjusted EBITDA or similarly titled measures differently, which reduces the usefulness of the metric as a comparative measure.
Because of these and other limitations, you should consider adjusted EBITDA alongside our other GAAP-based financial performance
measures, net loss and our other GAAP financial results. The following table presents a reconciliation of adjusted EBITDA to net loss, the most
directly comparable GAAP measure, for each of the periods indicated:
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Net loss
Interest and investment (income) expense, net
Provision for income taxes
Depreciation and amortization expense
Stock-based compensation expense
Adjusted EBITDA

$

$

39

(8,450) $
1,132
86
3,844
3,541
153 $

(4,231) $
(104)
(79)
2,418
2,803
807 $

(37,710) $
3,420
371
10,172
20,257
(3,490) $

(13,870)
(229)
(65)
7,646
4,872
(1,646)

•

Adjusted Gross Margin. Adjusted gross margin represents gross profit plus stock-based compensation and amortization of acquired
intangibles. Adjusted gross margin is a measure used by management to understand and evaluate our core operating performance and trends
and to generate future operating plans. The exclusion of stock-based compensation expense and amortization of acquired intangibles facilitates
comparisons of our operating performance on a period-to-period basis. In the near term, we expect these expenses to continue to negatively
impact our gross profit. Adjusted gross margin is not a measure calculated in accordance with GAAP. We believe that adjusted gross margin
provides useful information to investors and others in understanding and evaluating our operating results in the same manner as our
management and board of directors. Nevertheless, our use of adjusted gross margin has limitations as an analytical tool, and you should not
consider it in isolation or as a substitute for analysis of our financial results as reported under GAAP. You should consider adjusted gross
margin alongside our other GAAP-based financial performance measures, gross profit and our other GAAP financial results. The following
table presents a reconciliation of adjusted gross margin to gross profit, the most directly comparable GAAP measure, for each of the periods
indicated:
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Gross profit
Amortization of acquired intangibles
Stock-based compensation expense
Adjusted gross margin
•

$

$

26,629
389
312
27,330

$

$

19,236
293
141
19,670

$

$

71,778
1,022
1,877
74,677

$

$

52,208
1,325
266
53,799

Free Cash Flow. Free cash flow represents net cash provided by operating activities minus capital expenditures and capitalized software
development costs. Free cash flow is a measure used by management to understand and evaluate our core operating performance and trends and
to generate future operating plans. The exclusion of capital expenditures and amounts capitalized for internally-developed software facilitates
comparisons of our operating performance on a period-to-period basis and excludes items that we do not consider to be indicative of our core
operating performance. Free cash flow is not a measure calculated in accordance with GAAP. We believe that free cash flow provides useful
information to investors and others in understanding and evaluating our operating results in the same manner as our management and board of
directors. Nevertheless, our use of free cash flow has limitations as an analytical tool, and you should not consider it in isolation or as a
substitute for analysis of our financial results as reported under GAAP. You should consider free cash flow alongside our other GAAP-based
financial performance measures, net cash provided by operating activities, and our other GAAP financial results. The following table presents a
reconciliation of free cash flow to net cash for operating activities, the most directly comparable GAAP measure, for each of the periods
indicated:
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Net cash provided by (used in) operating activities
Capital expenditures
Capitalized software development costs
Free cash flow

$

$

676 $
(441)
(2,684)
(2,449) $

6,738
(832)
(1,542)
4,364

$

$

(776) $
(855)
(6,722)
(8,353) $

4,379
(1,337)
(4,586)
(1,544)

Additional Supplemental Non-GAAP Financial Measures
To supplement our consolidated financial statements, which are prepared and presented in accordance with GAAP, we provide investors with certain
additional supplemental non-GAAP financial measures, including non-GAAP cost of revenue, non-GAAP gross profit, non-GAAP sales and marketing
expense, non-GAAP research and development expense, non-GAAP general and administrative expense, non-GAAP total operating expenses, non-GAAP
operating loss and non-GAAP net loss, which we collectively refer to as non-GAAP financial measures. These non-GAAP financial measures exclude all or a
combination of the following (as reflected in the following reconciliation tables): stock-based compensation expense and amortization of acquired intangibles.
The presentation of the non-GAAP financial measures is not intended to be considered in isolation or as a substitute for, or superior to, the financial
information prepared and presented in accordance with GAAP. We use these non-GAAP financial measures for financial and operational decision-making
purposes and as a means to evaluate period-to-period comparisons. We believe that these non-GAAP financial measures provide useful information about our
operating results, enhance the overall understanding of past financial performance and future prospects and allow for greater transparency with respect to
metrics used by our management in its financial and operational decision making. While our non-GAAP financial measures are an important tool for financial
and operational decision making and for evaluating our own operating results over different periods of time, you should consider our non-GAAP financial
measures alongside our GAAP financial results.
40

We exclude stock-based compensation expense because of varying available valuation methodologies, subjective assumptions and the variety of equity
instruments that can impact our non-cash expense. We believe that providing non-GAAP financial measures that exclude stock-based compensation expense
allow for more meaningful comparisons between our operating results from period to period. We believe that excluding the impact of amortization of
acquired intangibles allows for more meaningful comparisons between operating results from period to period as the intangibles are valued at the time of
acquisition and are amortized over a period of several years after the acquisition. Accordingly, we believe that excluding these expenses provides investors
and management with greater visibility of the underlying performance of our business operations, facilitates comparison of our results with other periods and
may also facilitate comparison with the results of other companies in our industry.
There are limitations in using non-GAAP financial measures because the non-GAAP financial measures are not prepared in accordance with GAAP, may be
different from non-GAAP financial measures used by other companies and exclude expenses that may have a material impact upon our reported financial
results. Further, stock-based compensation expense has been and will continue to be for the foreseeable future a significant recurring expense in our business
and an important part of the compensation provided to our employees.
The following table reconciles our GAAP to non-GAAP numbers for the three and nine months ended September 30, 2018 and 2017:
Three Months Ended September 30,
2018
2017

Nine Months Ended September 30,
2018
2017

(in thousands)

Cost of revenue
Amortization of acquired intangibles
Stock-based compensation expense
Non-GAAP cost of revenue

$

12,296
(389)
(312)
11,595

$

8,076
(293)
(141)
7,642

$

33,488
(1,022)
(1,877)
30,589

$

22,969
(1,325)
(266)
21,378

Gross profit
Amortization of acquired intangibles
Stock-based compensation expense
Non-GAAP gross profit
Non-GAAP gross margin

26,629
389
312
27,330
70.2%

19,236
293
141
19,670
72.0%

71,778
1,022
1,877
74,677
70.9%

52,208
1,325
266
53,799
71.6%

Sales and marketing expense
Stock-based compensation expense
Non-GAAP sales and marketing

16,348
(1,180)
15,168

11,626
(691)
10,935

51,303
(7,147)
44,156

33,589
(1,250)
32,339

Research and development expense
Stock-based compensation expense
Non-GAAP research and development

10,350
(1,091)
9,259

5,626
(416)
5,210

30,548
(5,606)
24,942

16,082
(738)
15,344

General and administrative expense
Amortization of acquired intangibles
Stock-based compensation expense
Non-GAAP general and administrative

7,130
(1,464)
(958)
4,708

6,375
(560)
(1,555)
4,260

23,609
(3,461)
(5,627)
14,521

16,640
(1,562)
(2,618)
12,460

Total operating expenses
Amortization of acquired intangibles
Stock-based compensation expense
Non-GAAP total operating expenses

33,828
(1,464)
(3,229)
29,135

23,627
(560)
(2,662)
20,405

105,460
(3,461)
(18,380)
83,619

66,311
(1,562)
(4,606)
60,143

$

Operating loss
Amortization of acquired intangibles
Stock-based compensation expense
Non-GAAP operating loss

$

Net loss
Amortization of acquired intangibles
Stock-based compensation expense
Non-GAAP net loss

$

$

$
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$

(7,199)
1,853
3,541
(1,805)

$

(8,450)
1,853
3,541
(3,056)

$

$

$

$

(4,391)
853
2,803
(735)

$

(4,231)
853
2,803
(575)

$

$

$

$

(33,682)
4,483
20,257
(8,942)

$

(37,710)
4,483
20,257
(12,970)

$

$

$

(14,103)
2,887
4,872
(6,344)
(13,870)
2,887
4,872
(6,111)

Liquidity and Capital Resources
To date, we have financed our operations primarily through cash from operating activities, along with equity issuances and debt financing arrangements. Our
principal source of liquidity is cash and cash equivalents totaling $76.3 million as of September 30, 2018, which includes a portion of the $98.2 million
received in November 2017 as a result of our convertible senior notes after deducting debt issuance cost and the cost for the capped call transactions entered
into in connection with the note offering. We have generated significant losses since inception and expect to continue to generate losses for the foreseeable
future.
We believe that our cash and cash equivalent balances and the cash flows generated by our operations will be sufficient to satisfy our anticipated cash needs
for working capital and capital expenditures for at least the next 12 months. However, our belief may prove to be incorrect, and we could utilize our available
financial resources sooner than we currently expect. Our future capital requirements and the adequacy of available funds will depend on many factors,
including those set forth in the section of this Quarterly Report on Form 10-Q titled “Risk Factors.” We cannot assure you that we will be able to raise
additional capital on acceptable terms or at all. In addition, if we fail to meet our operating plan during the next 12 months, our liquidity could be adversely
affected.
Credit Facility
During the quarter ended September 30, 2018, we had a revolving line of credit agreement with Western Alliance Bank, which provided for a $15.0 million
revolving secured credit facility that matured on September 28, 2018. During the three and nine months ended September 30, 2018, we had no amounts drawn
under the credit facility. As of September 30, 2018, the line of credit had expired.
Cash Flows
The following table summarizes our cash flows for the periods indicated (in thousands):
Three Months Ended September 30,
Nine Months Ended September 30,
2018
2017
2018
2017
(in thousands)

Cash, cash equivalents and restricted cash at beginning of period
Cash provided by (used in) operating activities
Cash used in investing activities
Cash (used in) provided by financing activities
Effects of exchange rates on cash
Cash and cash equivalents at end of period

$

$

102,599 $
676
(26,494)
(406)
(81)
76,294 $

33,127 $
6,738
(13,503)
(2,275)
(162)
23,925 $

103,051 $
(776)
(27,258)
2,023
(746)
76,294 $

60,765
4,379
(50,319)
9,409
(309)
23,925

Uses of Funds
Our historical uses of cash have primarily consisted of cash used for operating activities, such as expansion of our sales and marketing operations, research
and development activities and other working capital needs.
Operating Activities
Our net loss and cash flows provided by operating activities are significantly influenced by our investments in headcount and infrastructure to support our
growth, marketing and sponsorship expenses, and our ability to bill and collect in a timely manner. Our net loss has been significantly greater than our use of
cash for operating activities due to the inclusion of non-cash expenses and charges.
Operating activities used $0.8 million in cash in the nine months ended September 30, 2018, primarily from $0.4 million in cash used in operations as a result
of changes in operating assets and liabilities, which was decreased by $37.3 million of non-cash operating expenses and offset by our net loss of $37.7
million. Specifically, we recognized non-cash charges aggregating to $10.2 million for depreciation and amortization of intangible assets, capitalized software
development costs and property and equipment, $20.0 million for stock-based compensation, $3.9 million for amortization of deferred commissions and $3.4
million related to the accretion of interest on our convertible senior notes which was offset by a decrease of $0.3 million for our change in fair value of
contingent consideration and $0.3 million of investment income. The change in operating assets and liabilities reflected a $7.2 million increase in deferred
revenue, a $1.6 million decrease in accounts receivable, a $2.1 million increase in accrued employee related expenses due to timing of payments to
employees, and a $0.5 million increase in other liabilities. These increases were partially offset by a $7.0 million increase in deferred cost, a $0.6 million
increase in accrued expenses as a result of timing of payments made to vendors, a $1.6 million increase in prepaid expenses for upfront payments made for
prepaid software and insurance, and a $1.6 million increase in other assets.
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Operating activities provided $4.4 million in cash in the nine months ended September 30, 2017, primarily from $5.2 million in cash used in operations as a
result of changes in operating assets and liabilities, which was increased by $13.1 million of non-cash operating expenses and partially offset by our net loss
of $13.9 million. Specifically, we recognized non-cash charges aggregating to $7.6 million for depreciation and amortization of intangible assets, capitalized
software development costs and property and equipment and $4.8 million for stock-based compensation and an increase of $0.6 million for our bad debt and
sales return provision. The change in operating assets and liabilities reflected a $7.8 million increase in deferred revenue, a $0.8 million increase in accounts
payable as a result of timing of payments made to vendors, a $2.3 million increase in accrued employee related expenses due to timing of payments to
employees and a $0.5 million increase in other liabilities. These increases were partially offset by a $3.6 million increase in accounts receivable, $1.6 million
increase in prepaid expenses for upfront payments made for prepaid software and insurance, and a $1.0 million increase in other assets.
Investing Activities
Our investing activities consist primarily of capital expenditures for capitalized software development costs, business acquisition and property and equipment
expenses.
Investing activities used $27.3 million in cash in the nine months ended September 30, 2018, primarily from our purchase of UMS, PlanetRisk and Respond
for an aggregate of $35.9 million, purchase of short-term investments of $57.7 million, investment in software development of $6.7 million, our purchase of
property and equipment of $0.9 million and a $0.2 million in purchases of intangible assets. This was offset by cash provided of $74.1 million in maturities of
our short-term investments.
Investing activities used $50.3 million in cash in the nine months ended September 30, 2017, primarily from our purchase of IDV Solutions, or IDV, for $21.2
million and our investment in software development of $4.6 million, our purchase of property and equipment of $1.3 million and $30.0 million in purchases
of short-term investments. This was offset by cash provided of $0.8 million attributed to landlord reimbursements for tenant improvements in our Burlington,
Massachusetts office lease and maturities of our short-term investments of $6.0 million.
Financing Activities
Cash generated by financing activities includes proceeds from the issuance of common stock upon the exercise of employee stock options and contributions
to our employee stock purchase plan. Cash used in financing activities includes payments for debt issuance costs, note payables, capital leases, contingent
payments on acquisitions and employee withholding liabilities from the exercise of market based restricted stock units.
Financing activities provided $2.0 million of cash in the nine months ended September 30, 2018, which reflects proceeds of $1.8 million from the issuance of
stock under our employee stock purchase plan and proceeds of $8.8 million from the exercise of stock options. This amount was offset by a $7.9 million
payment for employee withholding taxes and $0.4 million of contingent consideration related to our acquisition of IDV.
Financing activities provided $9.4 million of cash in the nine months ended September 30, 2017, which reflects proceeds of $10.4 million from our follow-on
public offering, $1.5 million from the issuance of stock under our employee stock purchase plan and proceeds of $2.1 million from the exercise of stock
options. This amount was offset by $3.8 million payment for contingent consideration attributed to our purchase of IDV and $0.9 million of costs paid in
connection with our follow-on public offerings.
Critical Accounting Policies
Our condensed consolidated financial statements are prepared in accordance with GAAP. The preparation of these condensed consolidated financial
statements requires us to make certain estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, costs and expenses, and
related disclosures. On an ongoing basis, we evaluate our estimates and assumptions. Our actual results may differ from these estimates under different
assumptions or conditions.
Except for the accounting policies for revenue recognition and deferred commissions that were updated, as set forth below, as a result of adopting ASU No.
2014-09, there have been no changes to our critical accounting policies and estimates described in the Annual Report on Form 10-K for the year ended
December 31, 2017, filed with the SEC on March 12, 2018, that have had a material impact on our condensed consolidated financial statements and related
notes.
Revenue Recognition
We derive our revenues primarily from subscription services and professional services. Revenues are recognized when control of these services is transferred
to our customers, in an amount that reflects the consideration we expect to be entitled to in exchange for those services.
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We determine revenue recognition through the following steps:
•

Identification of the contract, or contracts, with a customer

•

Identification of the performance obligations in the contract

•

Determination of the transaction price

•

Allocation of the transaction price to the performance obligations in the contract

•

Recognition of revenue when, or as, we satisfy a performance obligation

Subscription Services Revenues
Subscription services revenues primarily consist of fees that provide customers access to one or more of our hosted applications for critical communications
and enterprise safety applications, with routine customer support. Revenue is generally recognized over time on a ratable basis over the contract term
beginning on the date that our service is made available to the customer. Revenue is generally recognized over time on a ratable basis over the contract term
beginning on the date that our service is made available to the customer. All services are recognized using an output measure of progress looking at time
elapsed as the contract generally provide the customer equal benefit throughout the contract period. Our subscription contracts are generally two years or
longer in length, billed annually in advance, and non-cancelable.
Professional Services Revenues
Professional services revenues primarily consist of fees for deployment and optimization services, as well as training. The majority of our consulting contracts
are billed on a time and materials basis and revenue is recognized over time as the services are performed. For contracts billed on a fixed price basis, revenue
is recognized over time based on the proportion performed.
Contracts with Multiple Performance Obligations
Some of our contracts with customers contain multiple performance obligations. For these contracts, we account for individual performance obligations
separately if they are distinct. The transaction price is allocated to the separate performance obligations on a relative standalone selling price basis. We
determine the standalone selling prices based on our overall pricing objectives, taking into consideration market conditions and other factors, including the
value of our contracts, the applications sold, customer demographics, geographic locations, and the number and types of users within our contracts.
Deferred Costs
Sales commissions earned by our sales force are considered incremental and recoverable costs of obtaining a contract with a customer. These costs are
deferred and then amortized on a straight-line basis over a period of benefit that we have determined to be four years. We determined the period of benefit by
taking into consideration our customer contracts, our technology and other factors. Amortization expense is included in sales and marketing expenses in the
accompanying condensed consolidated statements of operations.
Recently Issued Accounting Pronouncements
See Note 2 of the notes to our unaudited condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q for a
summary of recently issued and adopted accounting pronouncements.
Contractual Obligations and Commitments
Except as disclosed in Note 16 of the notes to the condensed consolidated financial statements included in this report, as of September 30, 2018, there were no
material changes in our commitments under contractual obligations except for scheduled payments from the ongoing business, as disclosed in our Annual
Report on Form 10-K for the fiscal year ended December 31, 2017.
Off-Balance Sheet Arrangements
We do not have any relationships with unconsolidated entities or financial partnerships, including entities sometimes referred to as structured finance or
special purpose entities that were established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
We do not engage in off-balance sheet financing arrangements. In addition, we do not engage in trading activities involving non-exchange traded contracts.
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Item 3.

Quantitative and Qualitative Disclosures About Market Risk.

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk
exposure is primarily the result of fluctuations in interest rates and foreign exchange rates as well as, to a lesser extent, inflation.
Interest Rate Risk
Our investment portfolio is exposed to market risk from changes in interest rates. The fair market value of fixed rate securities may be adversely impacted by
fluctuations in interest rates while income earned on floating rate securities may decline as a result of decreases in interest rates. Under our current policies,
we do not use interest rate derivative instruments to manage exposure to interest rate changes. We attempt to ensure the safety and preservation of our
invested principal funds by limiting default risk, market risk and reinvestment risk. We mitigate default risk by investing in investment grade securities. We
have historically maintained a relatively short average maturity for our investment portfolio, and we believe a hypothetical 100 basis point adverse move in
interest rates along the entire interest rate yield curve would change the fair value of our interest sensitive financial instruments by approximately $0.3
million. In addition, if a 100 basis point change in overall interest rates were to occur in 2018, our interest income would not change significantly in relation
to amounts we would expect to earn, based on our cash, cash equivalents, and investments as of September 30, 2018.
Changes in interest rates may also impact gains or losses from the conversion of our outstanding convertible senior notes. In November 2017, we issued $115
million in aggregate principal amount of our 1.50% convertible senior notes due 2022, or the Notes. At our election, the Notes are convertible into cash,
shares of our common stock, or a combination of cash and shares of our common stock in each case under certain circumstances, including trading price
conditions related to our common stock. In the second quarter of 2018, the trading price of our common stock reached a price for a sustained period at 130%
above the conversion price of $33.71, resulting in the Notes becoming convertible at the option of the holder during the third quarter of 2018. No Note
holders have exercised their right for conversion as of September 30, 2018. Upon conversion, we are required to record a gain or loss for the difference
between the fair value of the debt to be extinguished and its corresponding net carrying value. The fair value of the debt to be extinguished depends on our
then-current incremental borrowing rate. If our incremental borrowing rate at the time of conversion is higher or lower than the implied interest rate of the
Notes, we will record a gain or loss in our consolidated statement of operations during the period in which the Notes are converted. The implicit interest rate
for the notes is 6.93%. An incremental borrowing rate that is a hypothetical 100 basis points lower than the implicit interest rate upon conversion of $115
million aggregate principal amount of the Notes would result in a loss of approximately $1.2 million.
We are exposed to interest rate risk in the ordinary course of our business. Our cash, cash equivalents and investments include cash in readily available
checking and money market accounts and marketable securities. These securities are not dependent on interest rate fluctuations that may cause the principal
amount of these assets to fluctuate.
We had cash and cash equivalents of $76.3 million as of September 30, 2018, which consisted of bank deposits and money market funds. To date, fluctuations
in interest income have not been significant.
We do not enter into investments for trading or speculative purposes and have not used any derivative financial instruments to manage our interest rate risk
exposure. A hypothetical 10% change in interest rates during any of the periods presented would not have had a material impact on our financial statements.
Foreign Currency Exchange Risk
We have foreign currency risks related to our revenue and operating expenses denominated in currencies other than our functional currency, the U.S. dollar,
principally British Pounds, Norwegian Krone and Swedish Kronor. Movements in foreign currencies in which we transact business could significantly affect
future net earnings. We do not currently engage in any hedging activity to reduce our potential exposure to currency fluctuations, although we may choose to
do so in the future. A hypothetical 10% change in foreign exchange rates during any of the periods presented would not have had a material impact on our
consolidated financial statements. As our international operations grow, we will continue to reassess our approach to manage our risk relating to fluctuations
in foreign currency rate.
Inflation Risk
We do not believe that inflation has had a material effect on our business, financial condition or results of operations. If our costs were to become subject to
significant inflationary pressures, we may not be able to fully offset such higher costs through price increases. Our inability or failure to do so could harm our
business, financial condition and results of operations.
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Item 4.

Controls and Procedures.

Evaluation of Disclosure Controls and Procedures
We maintain “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, or
the Exchange Act, that are designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange
Act is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures
include, without limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files or
submits under the Exchange Act is accumulated and communicated to the company’s management, including its principal executive and principal financial
officers, as appropriate to allow timely decisions regarding required disclosure.
Our management, with the participation of our principal executive officer and principal financial officer, has evaluated the effectiveness of our disclosure
controls and procedures as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on such evaluation, our principal executive officer
and principal financial officer have concluded that as of such date, our disclosure controls and procedures were effective at a reasonable assurance level.
Management’s assessment of disclosure controls and procedures excluded consideration of the internal control over financial reporting of Unified Messaging
Systems ASA, or UMS, which we acquired on April 3, 2018, PlanetRisk, Inc., or PlanetRisk, which we acquired on May 1, 2018 and Respond Beheer B.V.,
or Respond which we acquired on May 18, 2018. This exclusion is consistent with guidance provided by the staff of the SEC that an assessment of a recently
acquired business may be omitted from management’s report on internal control over financial reporting for up to one year from the date of acquisition,
subject to specified conditions.
Changes in Internal Control
In connection with the integration of the Company’s recent acquisitions, management is in the process of analyzing and evaluating our internal controls over
financial reporting. This process may result in material additions or changes to our internal controls over financial reporting.
There were no changes in our internal control over financial reporting identified in connection with the evaluation required by Rules 13(a)-15(d) and 15d15(d) under the Exchange Act that occurred during the quarter ended September 30, 2018 that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.
Inherent Limitations on Effectiveness of Controls
Our management, including our principal executive officer and principal financial officer, does not expect that our disclosure controls and procedures or our
internal control over financial reporting will prevent or detect all errors and all fraud. A control system, no matter how well conceived and operated, can
provide only reasonable, not absolute, assurance that the objectives of the control system are met. Because of the inherent limitations in all control systems,
no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected. The
design of any system of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any
design will succeed in achieving its stated goals under all potential future conditions. Over time, controls may become inadequate because of changes in
conditions, or the degree of compliance with the policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system,
misstatements due to error or fraud may occur and not be detected.
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PART II—OTHER INFORMATION
Item 1.

Legal Proceedings.

From time to time we may become involved in legal proceedings or be subject to claims arising in the ordinary course of our business. We are not presently a
party to any legal proceedings that, if determined adversely to us, would individually or taken together have a material adverse effect on our business,
operating results, financial condition or cash flows. Regardless of the outcome, litigation can have an adverse impact on us because of defense and settlement
costs, diversion of management resources and other factors.
Item 1A.

Risk Factors.

We operate in a rapidly changing environment that involves a number of risks which could materially affect our business, financial condition or future results,
some of which are beyond our control. In addition to the other information set forth in this Quarterly Report on Form 10-Q, the risks and uncertainties that
we believe are most important for you to consider are discussed in Part I-Item 1A under the heading “Risk Factors” in our Annual Report on Form 10-K for
the year ended December 31, 2017, as filed with the SEC on March 12, 2018. Except as set forth below, during the three months ended September 30, 2018,
there were no material changes to the risk factors that were disclosed in our Annual Report on Form 10-K for the year ended December 31, 2017.
As a result of becoming a public company, we are obligated to maintain a system of effective internal control over financial reporting and any failure to
maintain the adequacy of these internal controls may harm investor confidence in our company and, as a result, the value of our common stock.
The Sarbanes-Oxley Act of 2002 requires that we maintain effective internal control over financial reporting and disclosure controls and procedures. We are
required, pursuant to Section 404 of the Sarbanes-Oxley Act, to furnish a report by management on, among other things, the effectiveness of our internal
control over financial reporting. This assessment includes disclosure of any material weaknesses identified by our management in our internal control over
financial reporting. However, as an “emerging growth company,” as defined in the Jumpstart Our Business Startups Act, or the JOBS Act, our auditors have
not been required to formally attest to the effectiveness of our internal control over financial reporting pursuant to Section 404. As of the end of our fiscal
year ending December 31, 2018 we will qualify as a “large accelerated filer” and, as a result, will cease to qualify as an emerging growth company. As a
result, we will be required to have our auditors formally attest to the effectiveness of our internal control over financial reporting pursuant to Section 404 in
connection with our Annual Report for the year ended December 31, 2018.
Our compliance with Section 404 will require that we incur substantial accounting expense and expend significant management efforts. We will continue to
dedicate internal resources, engage outside consultants and adopt a detailed work plan to assess and document the adequacy of internal control over financial
reporting, continue steps to improve control processes as appropriate, validate through testing that controls are functioning as documented and implement a
continuous reporting and improvement process for internal control over financial reporting and to compile the system and process documentation necessary to
perform the evaluation needed to comply with Section 404. However, we cannot assure you that our independent registered public accounting firm will be
able to attest to the effectiveness of our internal control over financial reporting. We may not be able to remediate any material weaknesses that may be
identified, or to complete our evaluation, testing and any required remediation in a timely fashion and our independent registered public accounting firm may
issue a report that is adverse in the event it is not satisfied with the level at which our controls are documented, designed or operating.
Any failure to maintain adequate internal controls over financial reporting could severely inhibit our ability to accurately report our financial condition or
results of operations. If we are unable to assert that our internal control over financial reporting is effective, or if our auditors are unable to express an opinion
on the effectiveness of our internal controls when they are required to issue such opinion, investors could lose confidence in the accuracy and completeness of
our financial reports, the market price of our common stock could decline, and we could be subject to sanctions or investigations by the Nasdaq Stock Market,
the SEC or other regulatory authorities. Failure to remedy any material weakness in our internal control over financial reporting, or to implement or maintain
other effective control systems required of public companies, could also restrict our future access to the capital markets.
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Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds.

(a) Recent Sales of Unregistered Equity Securities
None.
(b) Use of Proceeds
None
(c) Issuer Purchase of Equity Securities
None
Item 3.

Defaults Upon Senior Securities.

None
Item 4.

Mine Safety Disclosures.

Not applicable
Item 5.

Other Information.

None
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Item 6.

Exhibits.

3.1(1)

Amended and Restated Certificate of Incorporation of Everbridge, Inc.

3.2(2)

Amended and Restated Bylaws of Everbridge, Inc.

10.1*+

2018 Management Incentive Plan of Everbridge, Inc.

10.2+ (3)

Amendment to Employment Agreement, dated as of July 16, 2018, and between Everbridge, Inc. and Robert Hughes.

31.1*

Certification of Principal Executive Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2*

Certification of Principal Financial Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1**

Certification of Principal Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

32.2**

Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

101.INS*

XBRL Instance Document

101.SCH*

XBRL Taxonomy Extension Schema Document

101.CAL*

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF*

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB*

XBRL Taxonomy Extension Label Linkbase Document

101.PRE*

XBRL Taxonomy Extension Presentation Linkbase Document

(1)
(2)
(3)

*
**
+

Previously filed as Exhibit 3.1 to the Registrant’s Current Report on Form 8-K (File No. 001-37874), filed with the Securities and Exchange on
September 21, 2016, and incorporated herein by reference.
Previously filed as Exhibit 3.2 to the Registrant’s Current Report on Form 8-K (File No. 001-37874), filed with the Securities and Exchange on
September 21, 2016, and incorporated herein by reference.
Previously filed as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K (File No. 001-37874), filed with the Securities and Exchange on July
20, 2018, and incorporated herein by reference.
Filed herewith.
This certification is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the
liability of that section, nor shall it be deemed incorporated by reference into any filing under the Securities Act of 1933, as amended, or the Securities
Exchange Act of 1934, as amended.
Indicates management contract or compensatory plan.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
Everbridge, Inc.
Date: November 9, 2018

By:

/s/ Jaime Ellertson
Jaime Ellertson
Chief Executive Officer and Chairman of
the Board of Directors

Date: November 9, 2018

By:

/s/ Kenneth S. Goldman
Kenneth S. Goldman
Senior Vice President and
Chief Financial Officer
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Exhibit 10.1
Everbridge, Inc.
2018 Management Incentive Plan

Introduction
The 2018 Management Incentive Plan (“The Plan”) is designed as an incentive to participants to perform at their most effective level, as a reward for strong
performance and as a way of sharing in the success of the Company. The Plan is designed to be self-funded and is incorporated in the business targets and
budgets.
The Plan is one element of Everbridge’s total compensation package, inclusive of base salary, equity, benefits and other variable compensation plans. The
Plan is designed to reward high performance – corporate, team and individual. Awards payable under the Plan will be determined through a combination
overall bonus pool funding which will be based upon predefined corporate financial objectives and achievement of specific team and individual/development
goals.
This Plan is CONFIDENTIAL, and details may not be disclosed by any participants.
Eligibility for Participation
Designated employees (“Participants”) are eligible for inclusion in The Plan for the calendar year January 1, 2018 to December 31, 2018. Participation in The
Plan is at the discretion of the Company. Employees considered for participation include management level employees and individual contributors in
functions who meet established criteria. Eligibility for participation is not automatic and will be reviewed annually.
Participation for new hires designated as eligible to participate will be pro-rated based on days in The Plan during the plan year.
There is no contractual commitment on the part of the Company in relation to future years of participation and in this respect the Plan does not confer on any
employees any rights to future participation, future employment, or give rise to any cause of action against the Company.

Operation of The Plan
For each Participant a fixed cash amount will be specified for the purposes of participation in The Plan. The overall Plan funding will be based on the
achievement of corporate targets and/or business unit/departmental business plans. Individual bonus achievement will be based upon achievement of team,
individual and development-based performance goals as agreed to by you and your manager and maintained within Reflektiv. A copy of the business plan
will be on file with the Human Resources Department and each participant will be provided a copy.
Everbridge management reserves the right to modify the Plan at any time. Notification of changes to the Plan will be made in writing to affected
participants. Changes may be made to the Plan periodically in order to revise goals, update strategies or correct errors.
Performance against business targets will be assessed at the end of the fiscal year once all financial results of the Company have been prepared and
approved. Everbridge management will have the discretion to adjust, up or down, any employee’s payout based on subjective assessment of the employee’s
individual performance throughout the year. Any adjustment to individual bonus target will not increase the overall bonus pool funding relative to the level of
achievement of the Company.
All metrics will be measured independently. For most Plan elements, a minimum threshold between 85-90% must be achieved for each element to be
qualified for payout. If any individual element is not achieved, other elements of the plan may still payout, if the requisite minimum threshold is met.
Payment
Bonus payments will be made annually after the official close of the operating year, estimated to occur no later than May of the year following. Payment will
be made to each participant provided that the participant:
•

Has not given notice to resign employment before any payment is made, and

•

Remains an active employee at the time of payout.

Any payment to which participants in the following categories may be entitled will be pro-rated:
•

Employees whose eligibility for participation in The Plan begins after January 1, 2018, or

•

Employees who are transferred to another position, business unit, department or group within the Company during the plan year and their new
position does not qualify them as eligible to participate in The Plan.

•

Employees who transfer to a position and become eligible to participate in the Plan during the plan year.

Any payment in whole or in part shall be made through the Company’s normal payroll process and will be net of any appropriate Income Tax, Social Security
Contributions or other relevant deductions.
The Chief Executive Officer and Board of Directors of Everbridge, Inc. reserves the right to amend the plan at any time based on business conditions.
Contractual Status
Payments under The Plan are not contractual. No legally enforceable right to payment will arise under The Plan, nor any right to compensation or damages
for non-payment as a result of the termination of employment (however caused), or for any other reason.
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The Plan is not a guarantee of employment for a definite period of time. The participant acknowledges and understands that she or he, or Everbridge, may
terminate the employment relationship at any time with or without cause.
The Plan terminates, for the participant, on the date the participant’s employment with Everbridge is terminated.
This Plan shall be construed and governed in accordance with the laws of the Commonwealth of Massachusetts.
Validity
The Plan is valid only for the calendar year January 1, 2018 – December 31, 2018. At the expiration of this Plan, Everbridge will establish a new Plan for
Participants.
3

Exhibit 31.1
CERTIFICATIONS
I, Jaime Ellertson, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Everbridge, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: November 9, 2018

By:

/s/ Jaime Ellertson
Name: Jaime Ellertson
Title: Chief Executive Officer (Principal Executive Officer)

Exhibit 31.2
CERTIFICATIONS
I, Kenneth S. Goldman, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Everbridge, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: November 9, 2018

By:

/s/ Kenneth S. Goldman
Name: Kenneth S. Goldman
Title: Senior Vice President and Chief Financial Officer
(Principal Financial Officer and Principal Accounting
Officer)

Exhibit 32.1
CERTIFICATION
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section 1350
of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), I, Jaime Ellertson, Chief Executive Officer of Everbridge, Inc., do hereby certify that,
to the best of my knowledge, the Quarterly Report on Form 10-Q of Everbridge, Inc. for the quarter ended September 30, 2018 (the “Report”):
(1)

fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act; and

(2)

the information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of Everbridge,
Inc. for the period presented herein.

Date: November 9, 2018

By:

/s/ Jaime Ellertson
Name: Jaime Ellertson
Title: Chief Executive Officer

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of Everbridge, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as
amended (whether made before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.

Exhibit 32.2
CERTIFICATION
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section 1350
of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), I, Kenneth S. Goldman, Senior Vice President and Chief Financial Officer of
Everbridge, Inc., do hereby certify that, to the best of my knowledge, the Quarterly Report on Form 10-Q of Everbridge, Inc. for the quarter ended September
30, 2018 (the “Report”):
(1)

fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act; and

(2)

the information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of Everbridge,
Inc. for the period presented herein.

Date: November 9, 2018

By:

/s/ Kenneth S. Goldman
Name: Kenneth S. Goldman
Title: Senior Vice President and Chief Financial Officer

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of Everbridge, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as
amended (whether made before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.

