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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
March 31,

2017   

As of
December 31,

2016  
Assets         

Current assets:         
Cash and cash equivalents  $ 39,679  $ 60,765 
Accounts receivable, net   14,988   17,812 
Prepaid expenses   3,083   1,770 
Other current assets   2,650   2,536 

Total current assets   60,400   82,883 
Property and equipment, net   2,687   2,923 
Capitalized software development costs, net   8,796   8,792 
Goodwill   30,932   9,676 
Intangible assets, net   11,023   3,940 
Other assets   121   108 

Total assets  $ 113,959  $ 108,322 
Liabilities and Stockholders’ Equity         

Current liabilities:         
Accounts payable  $ 2,630  $ 2,434 
Accrued payroll and employee related liabilities   8,403   7,456 
Accrued expenses   2,438   1,957 
Deferred revenue   54,496   51,388 
Contingent liabilities   5,417   — 
Other current liabilities   613   548 

Total current liabilities   73,997   63,783 
Long-term liabilities:         

Deferred revenue, noncurrent   1,382   1,246 
Deferred tax liabilities   501   494 
Other long term liabilities   54   447 

Total liabilities   75,934   65,970 
Commitments and contingencies         
Stockholders' equity:         

Preferred stock, par value $0.001, 10,000,000 shares authorized, no shares issued or outstanding as of
   March 31, 2017 and December 31, 2016, respectively   —   — 
Common stock, $0.001 par value, 100,000,000 shares authorized, 27,235,785 and 27,150,674
   shares issued and outstanding as of March 31, 2017 and December 31, 2016, respectively   27   27 
Additional paid-in capital   134,080   132,246 
Accumulated deficit   (95,820)   (89,618)
Accumulated other comprehensive loss   (262)   (303)

Total stockholders’ equity   38,025   42,352 
Total liabilities and stockholders’ equity  $ 113,959  $ 108,322

 

 

See accompanying notes to condensed consolidated financial statements.
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EVERBRIDGE, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations
(in thousands, except share and per share data)

(unaudited)
 
  Three Months Ended  

  March 31, 2017   March 31, 2016  
Revenue  $ 22,844  $ 17,069 
Cost of revenue   7,654   5,475 

Gross profit   15,190   11,594 
Operating expenses:         

Sales and marketing   10,906   8,205 
Research and development   5,277   3,180 
General and administrative   5,200   3,458 

Total operating expenses   21,383   14,843 
Operating loss   (6,193)   (3,249)
Other income (expense), net:         

Interest income   51   — 
Interest expense   (1)   (137)
Other income (expense), net   (32)   6 

Total other expense, net   18   (131)
Loss before income taxes   (6,175)   (3,380)
(Provision for) benefit from income taxes   (27)   155 
Net loss  $ (6,202)  $ (3,225)
Net loss per share attributable to common stockholders:         

Basic  $ (0.23)  $ (0.26)
Diluted  $ (0.23)  $ (0.26)

Weighted-average common shares outstanding:         
Basic   27,170,827   12,273,023 
Diluted   27,170,827   12,273,023

 

 
See accompanying notes to condensed consolidated financial statements.
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EVERBRIDGE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)

(unaudited)
 
  Three Months Ended  

  
March 31,

2017   
March 31,

2016  
Net loss  $ (6,202)  $ (3,225)
Other comprehensive income (loss):         

Foreign currency translation adjustment, net of taxes   41   (259)
Total comprehensive loss  $ (6,161)  $ (3,484)
 

See the accompanying notes to condensed consolidated financial statements.
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EVERBRIDGE, INC. AND SUBSIDIARIES

Consolidated Statements of Stockholders’ Equity (Deficit)
(in thousands)

(unaudited)
 

  Common stock   
Additional

paid-in   Accumulated   

Accumulated—
other

comprehensive      
  Shares   Par value   capital   deficit   income (loss)   Total  

Balance at December 31, 2016   27,150,674  $ 27  $ 132,246  $ (89,618)  $ (303)  $ 42,352 
Stock-based compensation   —   —   968   —   —   968 
Exercise of stock options   1,321   —   12   —   —   12 
Issuance of shares under employee stock purchase plan   83,790   —   854   —   —   854 
Other comprehensive income   —   —   —   —   41   41 
Net loss   —   —   —   (6,202)   —   (6,202)

Balance at March 31, 2017   27,235,785  $ 27  $ 134,080  $ (95,820)  $ (262)  $ 38,025
 

 
See accompanying notes to condensed consolidated financial statements.
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EVERBRIDGE, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)
 

  
Three Months

Ended March 31,  
  2017   2016  

Cash flows from operating activities:         
Net loss  $ (6,202)  $ (3,225)
Adjustments to reconcile net loss to net cash provided by operating activities:         

Depreciation and amortization   2,933   1,793 
Non-cash interest expense on line of credit and term loan   —   5 
Provision for doubtful accounts and sales reserve   80   87 
Stock-based compensation   955   657 
Increase (decrease) in operating assets and liabilities:         

Accounts receivable   4,277   1,417 
Prepaid expenses   (1,071)   (815)
Other assets   338   (1,202)
Accounts payable   (4)   589 
Accrued payroll and employee related liabilities   888   1,264 
Accrued expenses   94   2 
Deferred revenue   (816)   826 
Other liabilities   (13)   (2)

Net cash provided by operating activities   1,459   1,396 
Cash flows from investing activities:         

Capital expenditures   (223)   (203)
Payments for acquisition of business, net of acquired cash   (21,235)   — 
Additions to capitalized software development costs   (1,487)   (1,612)

Net cash used in investing activities   (22,945)   (1,815)
Cash flows from financing activities:         

Proceeds from line of credit   —   7,000 
Payments on line of credit   —   (7,000)
Principal payments on capital leases   —   (32)
Payments of public offering costs   (298)   (1,099)
Payments on notes payable   —   (2,018)
Proceeds from employee stock purchase plan   854   — 
Proceeds from option exercises   12   58 

Net cash provided by (used in) financing activities   568   (3,091)
Effect of exchange rates on cash and cash equivalents   (168)   27 

Net decrease in cash and cash equivalents   (21,086)   (3,483)
Cash and cash equivalents—beginning of year   60,765   8,578 
Cash and cash equivalents—end of year  $ 39,679  $ 5,095 
Supplemental disclosures of cash flow information:         

Cash paid during the year for:         
Interest  $ —  $ 150 
Taxes, net of refunds received   (3)   — 

Supplemental disclosure of non-cash activities:         
Capitalized assets included in accounts payable and accrued expenses   195   87 
Deferred offering costs in accounts payable and accrued expenses   465   127 
Stock-based compensation capitalized for software development   13   14

 

 
See accompanying notes to condensed consolidated financial statements.
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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 event management 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, CareConverge, Crisis Commander and Visual Command Center, automate numerous
critical event management and enterprise safety processes. The Company generates revenue primarily from subscription fees to the Company’s enterprise
applications. The Company has operations in the United States, Sweden, the United Kingdom and China.

Initial Public Offering

On September 21, 2016, the Company completed an initial public offering (“IPO”) in which the Company sold 6,250,000 shares of its common stock at the
public offering price of $12.00 per share. The Company received net proceeds of $66.1 million, after deducting underwriting discounts and commissions and
offering expenses paid and payable by the Company, from sales of its shares in the IPO.   

As of March 31, 2017, 27,235,785 shares of the Company’s common stock were outstanding.
 
 
(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 (“U.S. GAAP”) and applicable rules and regulations of the Securities and Exchange Commission (“SEC”) regarding interim
financial reporting. Certain information and note disclosures normally included in the financial statements prepared in accordance with U.S. 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, 2016.

The condensed consolidated balance sheet as of December 31, 2016, included herein, was derived from the audited financial statements as of that date, but
does not include all disclosures including certain notes required by U.S. GAAP on an annual reporting basis.

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 2017 or any future period.

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 U.S. 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 allowances for doubtful accounts, the fair value of assets acquired and
liabilities assumed in business combinations, the recoverability of goodwill and long-lived 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
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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 engaged valuation specialists to assist with management’s determination of the valuation of its fair values of assets acquired and
liabilities assumed in business combinations.

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 located in the United States, Sweden and
the United Kingdom and are generally denominated in U.S. dollars, 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 months ended March 31, 2017 and 2016.

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 March 31, 2017, $35.6 million of the Company’s cash equivalents were invested
in money market funds.

Significant Accounting Policies

There have been no changes to the Company’s significant accounting policies described in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2016.

Recently Issued Accounting Guidance, Not Yet Adopted

In January 2017, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update, or ASU, 2017-04, Intangibles-Goodwill and
Other (Topic 350): Simplifying the Test for Goodwill Impairment. This guidance eliminates Step 2 from the goodwill impairment test, instead requiring an
entity to recognize a goodwill impairment charge for the amount by which the goodwill carrying amount exceeds the reporting unit’s fair value. This guidance
is effective for interim and annual goodwill impairment tests in fiscal years beginning after December 15, 2019, and early adoption is permitted. This
guidance must be applied on a prospective basis. The Company expects to adopt this guidance for interim and annual goodwill impairment tests performed on
testing dates after January 1, 2017. The Company does not expect the adoption of this guidance to have a material impact on its financial position, results of
operations or cash flows.

In January 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a Business. This guidance narrows the
definition of a business. This standard provides guidance to assist entities with evaluating when a set of transferred assets and activities is a business. This
guidance is effective for interim and annual reporting periods beginning after December 15, 2017, and early adoption is permitted. This guidance must be
applied prospectively to transactions occurring within the period of adoption. The Company expects to adopt this guidance effective January 1, 2018. The
Company does not expect the adoption of this guidance to have a material impact on its financial position, results of operations or cash flows.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash. This guidance requires that a statement of cash
flows explain the change during the period in the total of cash, cash equivalents, and restricted cash. As a result, restricted cash will be included with cash and
cash equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. The new guidance is
effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years. Early adoption is permitted, and the new guidance
is to be applied retrospectively. The Company does not expect the adoption of this guidance to have a material impact on its cash flows.
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In September 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments. This
guidance clarifies the presentation requirements of eight specific issues within the statement of cash flows. The new guidance is effective for fiscal years
beginning after December 15, 2017, and interim periods within those fiscal years. Early adoption is permitted. The adoption of this guidance is not expected
to have a significant impact on the Company’s financial statements, as the Company's treatment of the relevant affected items within its consolidated
statement of cash flows is consistent with the requirements of this guidance.

In February 2016, the FASB issued ASU 2016-02, Leases, to require lessees to recognize most leases on the balance sheet, while recognition on the statement
of operations will remain similar to current lease accounting. The ASU also eliminates real estate-specific provisions and modifies certain aspects of lessor
accounting. The ASU is effective for interim and annual periods beginning after December 15, 2018, with early adoption permitted. Adoption of the ASU is
modified retrospective. We are still in the process of evaluating the ASU but currently plan to adopt the ASU on January 1, 2019

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), which amends the existing accounting standards for
revenue recognition. In August 2015, the FASB issued ASU 2015-14, Revenue from Contracts with Customers (Topic 606): Deferral of the Effective Date,
which delays the effective date of ASU 2014-09 by one year. The FASB also agreed to allow entities to choose to adopt the standard as of the original
effective date. In March 2016, the FASB issued ASU 2016-08, Revenue from Contracts with Customers (Topic 606): Principal versus Agent Considerations
(Reporting Revenue Gross versus Net), which clarifies the implementation guidance on principal versus agent considerations. The guidance includes
indicators to assist an entity in determining whether it controls a specified good or service before it is transferred to the customers. The new revenue
recognition standard will be effective for the Company in the first quarter of 2018, with the option to adopt it in the first quarter of 2017. The Company
currently anticipates adopting the new standard effective January 1, 2018. The new standard also permits two methods of adoption: retrospectively to each
prior reporting period presented (full retrospective method), or retrospectively with the cumulative effect of initially applying the guidance recognized at the
date of initial application (the modified retrospective method). The Company currently anticipates adopting the standard using the modified retrospective
method. The Company is still in the process of completing its analysis on the impact this guidance will have on its consolidated financial statements and
related disclosures.
 
 
(3) Accounts Receivable, Net

Accounts receivable, net is as follows (in thousands):
 

  As of   As of  

  
March 31,

2017   
December 31,

2016  
Accounts receivable  $ 15,472  $ 18,231 
Allowance for doubtful accounts and sales reserve   (484)   (419)

Net accounts receivable  $ 14,988  $ 17,812
 

 
Bad debt expense and sales credits reserve were $0.1 million and $0.1 million for the three months ended March 31, 2017 and 2016, respectively.  

The following table summarizes the changes in the allowance for doubtful accounts (in thousands):
 

  
Three Months Ended

March 31,  
  2017   2016  

Balance, beginning of period  $ (374)  $ (336)
Additions   —   (87)
Write-offs   15   49 

Balance, end of period  $ (359)  $ (374)
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The following table summarizes the changes in the sales reserve (in thousands):

  
Three Months Ended

March 31,  
  2017   2016  

Balance, beginning of period  $ (45)  $ (45)
Additions   (80)   — 
Write-offs   —   — 

Balance, end of period  $ (125)  $ (45)
 
 
(4) Property and Equipment

Property and equipment consisted of the following (in thousands):
 

      As of   As of  

  
Useful life
in years   

March 31,
2017   

December 31,
2016  

             

Furniture and equipment   5   $ 1,267  $ 928 
System hardware   5    3,320   3,320 
Office computers   3    1,938   1,777 
Computer and system software   3    1,502   1,478 
       8,027   7,503 
Less accumulated depreciation and amortization       (5,340)   (4,580)

Property and equipment, net      $ 2,687  $ 2,923
 

 
Depreciation and amortization expense for property and equipment was $0.8 million and $0.4 million for the three months ended March 31, 2017 and 2016,
respectively.  
 
 
(5) Capitalized Software Development Costs

Capitalized software development costs consisted of the following (in thousands):
 

        As of March 31, 2017  
          

  

Gross
carrying
amount   

Amortization
period  

Accumulated
amortization   

Net
carrying
amount  

    

Capitalized software development costs  $ 32,155  3 years $ (23,359)  $ 8,796 
Total capitalized software development costs  $ 32,155    $ (23,359)  $ 8,796

 

 
        As of December 31, 2016  

  

Gross
carrying
amount   

Amortization
period  

Accumulated
amortization   

Net
carrying
amount  

    

Capitalized software development costs  $ 30,658  3 years $ (21,866)  $ 8,792 
Total capitalized software development costs  $ 30,658    $ (21,866)  $ 8,792

 

 
The Company capitalized software development costs of $1.5 million and $5.5 million for the three months ended March 31, 2017 and the year ended
December 31, 2016, respectively.

Amortization expense for capitalized software development costs was $1.5 million and $1.0 million for the three months ended March 31, 2017 and 2016,
respectively. Amortization of capitalized software development costs is classified within cost of revenue in the consolidated statements of operations.
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The expected amortization of capitalized software development costs, as of March 31, 2017, for each of the following years is as follows (in thousands):
 

  Amounts  
2017 (for the remaining nine months)  $ 3,242 
2018   3,218 
2019   1,961 
2020   375 
  $ 8,796

 

 
 
(6) Fair Value Measurements

The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable, capital leases 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 three months ended March 31, 2017 and year ended December 31, 2016, no impairments
were identified.

The following table summarizes the Company's financial assets and liabilities measured at fair value on a recurring basis at March 31, 2017 and
December 31, 2016 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):
 

  At March 31, 2017  
  Quoted   Significant          
  Prices in   Other   Significant      
  Active   Observable   Unobservable      
  Markets   Inputs   Inputs   Total Fair  
  (Level 1)   (Level 2)   (Level 3)   Value  
  (in thousands)  

Assets:                 
Money market funds (included in cash and cash equivalents)  $ 35,582   —   —  $ 35,582 

Total financial assets  $ 35,582  $ —  $ —  $ 35,582 
Liabilities:                 
Contingent consideration   —   —  $ 5,417  $ 5,417 

Total financial liabilities  $ —  $ —  $ 5,417  $ 5,417 
                 

  At December 31, 2016  
  Quoted   Significant          
  Prices in   Other   Significant      
  Active   Observable   Unobservable      
  Markets   Inputs   Inputs   Total Fair  
  (Level 1)   (Level 2)   (Level 3)   Value  
  (in thousands)  

Assets:                 
Money market funds (included in cash and cash equivalents)  $ 57,032   —   —  $ 57,032 

Total financial assets  $ 57,032  $ —  $ —  $ 57,032 
Liabilities:                 
Contingent consideration   —   —  $ 388  $ 388 

Total financial liabilities  $ —  $ —  $ 388  $ 388
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The following table summarizes the changes in Level 3 financial instruments (in thousands).
 

  Amount  
Fair Value at December 31, 2016  $ 388 
      Foreign currency translation   9 

Contingent consideration from IDV acquisition   5,020 
Balance at March 31, 2017  $ 5,417

 

 
 
(7) Goodwill and Intangible Assets

Goodwill was $30.9 million and $9.7 million as of March 31, 2017 and December 31, 2016, respectively. There were no impairments recorded against
goodwill during the three months ended March 31, 2017 and for the year ended December 31, 2016. The following table displays the changes in the gross
carrying amount of goodwill (in thousands):
 

  Amount  
Balance at December 31, 2016  $ 9,676 
      Foreign currency translation   149 

IDV acquisition   21,107 
Balance at March 31, 2017  $ 30,932

 

Intangible assets consisted of the following (in thousands):
 

        As of March 31, 2017  
          

  

Gross
carrying
amount   

Weighted average
life (years)  

Accumulated
amortization   

Net
carrying
amount  

Amortizable intangible assets:               
Developed technology  $ 3,993  3.04  $ (1,102)  $ 2,891 
Trade names and patents   2,476  5.30   (339)  $ 2,137 
Customer relationships   8,224  5.00   (2,449)  $ 5,775 
Non-compete arrangement   240  2.00   (20)  $ 220 
Total intangible assets  $ 14,933    $ (3,910)  $ 11,023

 

 
        As of December 31, 2016  

  

Gross
carrying
amount   

Weighted average
life (years)  

Accumulated
amortization   

Net
carrying
amount  

Amortizable intangible assets:               
Developed technology  $ 1,490  3.60  $ (878)  $ 612 
Trade names and patents   883  6.08   (254)  $ 629 
Customer relationships   4,779  5.00   (2,080)  $ 2,699 
Total intangible assets  $ 7,152    $ (3,212)  $ 3,940

 

 
Amortization expense for intangible assets was $0.7 million and $0.3 million for the three months ended March 31, 2017 and 2016, respectively.  
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The expected amortization of the intangible assets, as of March 31, 2017, for each of the next five years and thereafter is as follows (in thousands):
 

  Amounts  
2017 (for the remaining nine months)  $ 2,548 
2018   3,221 
2019   2,560 
2020   1,340 
2021   1,223 
2022 and thereafter   131 
  $ 11,023

 

 
 
(8) Business Combinations

The Company accounted for the IDV Solutions LLC, or IDV and Crisis Commander acquisitions using the purchase 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 the fair value of assets acquired and liabilities assumed, additional purchase price 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 materiality impact our 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 purchase accounting assessment may result in a change in the valuation of the contingent consideration and intangible assets, which may
have a material impact on our results of operations and financial position.

IDV Acquisition

On January 27, 2017, the Company acquired IDV, in exchange for current cash consideration of $21.2 million, net of cash acquired and the fair value of
contingent future consideration. At the date of acquisition, $2.5 million was deposited in an escrow account for fifteen months. The escrow fund is available
to provide security to the Company to compensate it for losses it may incur as a result of any inaccuracy in the representations or warranties of IDV or the
sellers contained in the IDV purchase agreement, any failure to comply with any covenant contained in the IDV purchase agreement or any liabilities or
obligations related to the operation of IDV’s business prior to the closing of the acquisition.

In addition, in order to earn any future contingent consideration, IDV is required to meet certain billings thresholds at June 30, 2017 and December 31, 2017.
At the date of the acquisition, the Company preliminarily assessed the probabilities of IDV meeting the future sales and billing thresholds and determined
them to be probable. Therefore, contingent consideration was recorded as part of the purchase price allocation and the preliminary fair value of the contingent
consideration was determined to be $5.0 million. IDV is a provider of threat assessment and operational visualization software located in Lansing,
Michigan. The Company acquired IDV for its customer base and to complement some of the existing facets of its business with the Company’s existing
customers.
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The following table summarizes the allocation of the purchase consideration and the estimated fair value of the assets acquired and the liabilities assumed for
the acquisition of IDV made by the Company. The purchase price allocations for IDV included in the table below are preliminary. The following table
summarizes the aggregate consideration for IDV during the three months ended March 31, 2017 (in thousands):
 

Assets acquired  IDV  
Accounts receivable   1,533 
Other assets   242 
Property and equipment   174 
Trade names   1,590 
Acquired technology   2,490 
Customer relationships   3,400 
Non-compete arrangement   240 
Goodwill   21,107 
Total assets acquired  $ 30,776 
Liabilities assumed     
Accounts payable and accrued expenses   329 
Deferred revenue   4,060 
Other liabilities   132 
Net assets acquired  $ 26,255 
Consideration paid     
Cash paid, net of cash acquired   21,235 
Contingent consideration   5,020 
Total  $ 26,255

 

The weighted average useful life of all identified acquired intangible assets is 4.26 years. The weighted average useful lives for acquired technologies,
customer relationships, non-compete arrangements and trade names are 3.0 years 5.0 years, 2.0 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 two 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 $21.1 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 is deductible for income tax purposes.

For the three months ended March 31, 2017, the Company incurred transaction costs of $0.1 million in connection with the IDV acquisition, which were
expensed as incurred and included in general and administrative expenses within the accompanying consolidated statements of operations.

Unaudited Pro Forma Financial Information

The following table reflects the unaudited pro forma consolidated revenue and net loss for the three months ended March 31, 2017 and 2016 as if the
acquisition of IDV had taken place on January 1, 2017 and 2016, after giving effect to certain adjustments, including the amortization of acquired intangible
assets and the associated tax effect and the elimination of the Company’s and the acquiree’s non-recurring acquisition related expenses:
 

  Revenue   Net loss  
Results of acquired business included in our three months ended (in thousands):         

From the acquisition date to March 31, 2017  $ 1,348  $ (635)
For the three months ended March 31, 2017 pro forma  $ 1,885  $ (1,389)
For the three months ended March 31, 2016 pro forma  $ 1,790  $ (1,378)

 
The unaudited pro forma information presented does not purport to be indicative of the results that would have been achieved had the acquisitions 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.
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Crisis Commander Acquisition
 

On December 30, 2016, the Company completed the acquisition of Crisis Commander, a privately held SaaS mobile crisis management company based in
Norsborg, Sweden. The acquisition was consummated pursuant to a purchase agreement for an initial preliminary purchase price of $2.7 million, subject to
earn out payments contingent on meeting certain revenue thresholds, which are expected to be paid in March 2018.

The excess of purchase consideration over the fair value of net tangible liabilities assumed and identifiable intangible assets acquired was recorded as
goodwill. The fair values assigned to tangible and identifiable intangible assets acquired and liabilities assumed are based on management’s estimates and
assumptions. The estimated fair values of assets acquired and liabilities assumed may be subject to change as additional information is received. Thus, the
provisional measurements of fair value have been recorded.

The goodwill balance is primarily attributed to the anticipated synergies from the acquisition and expanded market opportunities with respect to the
integration of Crisis Commander’s platform with the Company's other solutions. The goodwill balance is not deductible for U.S. income tax purposes.

The assets and results of operations of Crisis Commander were not significant to the Company’s consolidated financial position or results of operations, and
thus pro forma information is not presented.
 
 
(9) Stockholders’ Equity

Preferred Stock

As of March 31, 2017, 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 March 31, 2017, 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 March 31, 2017 and December 31, 2016, there were 27,235,785 and 27,150,674 shares of common stock issued and outstanding,
respectively.
 
 
(10) Stock Plans and Stock-Based Compensation

The Company’s 2016 Equity Incentive Plan (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 (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.
 

2016 Employee Stock Purchase Plan

The Company’s Employee Stock Purchase Plan (“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.
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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 October 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 three months ended March 31, 2017, 83,790 shares of common stock were purchased under the 2016 ESPP. The 2016 ESPP is considered
compensatory for purposes of stock-based compensation expense.

Stock Options

The Company recorded stock-based compensation expense of $1.0 million and $0.7 million for the three months ended March 31, 2017 and 2016,
respectively.   

The total intrinsic value of options exercised for the three months ended March 31, 2017 and 2016 was $0.1 million and $0.1 million, respectively. 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 March 31, 2017, the total intrinsic value of all outstanding options was
$20.2 million.
 
The fair value of stock option grants is 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

March 31,  
  2017   2016  

Employee Stock Options:         
Fair value per share on grant date  $18.05 - $18.78   $12.31  
Expected term (in years)  6.00 - 6.11   6.00 - 6.10  
Expected volatility  60%   70%  
Risk-free interest rate  1.98% - 2.47%   1.86% - 2.18%  
Dividend rate   0%    0%  
Employee Stock Purchase Plan:         
Expected term (in years)   0.50    —  
Expected volatility  60%    —  
Risk-free interest rate  0.45%    —  
Dividend rate   0%    —

 

 
(1) 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;

(2) The expected volatility of the Company’s common stock on the date of grant is based on the volatilities of publicly traded peer companies that are
reasonably comparable to the Company’s own operations;

(3) 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

(4) 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 $8.4 million as of March 31, 2017, and is expected to be
recognized over a weighted average period of 2.78 years.
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A summary of activities under the 2008 Plan and the 2016 Plan is shown as follows for the year ended December 31, 2016 and the three months ended March
31, 2017:
 

  
Stock options
outstanding   

Weighted
average

exercise price  
Outstanding at December 31, 2015   1,821,722  $ 8.68 
Granted   292,204   14.75 
Exercised   (163,968)   4.30 
Forfeited   (65,533)   8.03 
Outstanding at December 31, 2016   1,884,425   10.02 
Granted   229,970   18.51 
Exercised   (1,321)   9.21 
Forfeited   (6,963)   12.71 
Outstanding at March 31, 2017   2,106,111  $ 10.94

 

 
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
March 31, 2017   

Remaining
contractual
life (years)   

Weighted
average

exercise price   

Exercisable
as of

March 31,
2017   

Remaining
contractual
life (years)   

Weighted
average

exercise price  
 2,106,111    7.70  $ 10.94   934,301   7.06  $ 7.43

 

 

Outstanding as of
December 31, 2016   

Remaining
contractual
life (years)   

Weighted
average

exercise price   

Exercisable
as of

December 31,
2016   

Remaining
contractual
life (years)   

Weighted
average

exercise price  
 1,884,425    7.86  $ 10.02   809,900   7.13  $ 6.81

 

 
Vested and nonvested stock option activity was as follows:
 

  Vested   Nonvested  

  
Options

outstanding   

Weighted
average
exercise

price   
Options

outstanding   

Weighted
average
exercise

price  
Outstanding at March 31, 2017   934,301  $ 7.43   1,171,810  $ 13.73 
Outstanding at December 31, 2016   809,900  $ 6.81   1,074,525  $ 12.44

 

 

Stock-Based Compensation Expense

The Company recorded the total stock-based compensation expense as follows (in thousands):
 

  
Three Months Ended

March 31,  
  2017   2016  

Cost of revenue  $ 65  $ 45 
Sales and marketing   277   117 
Research and development   146   85 
General and administrative   480   424 

Total  $ 968  $ 671
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(11) 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 of common stock 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 following common equivalent shares were excluded from the diluted net loss per share calculation because their inclusion would have been anti-dilutive:
 

  Three months ended March 31,  
  2017   2016  

Stock options   2,106,111   1,822,139 
Series A-1 preferred stock warrants   —   130,384 
Convertible preferred stock   —   8,354,963 
Total   2,106,111   10,307,486

 

 
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 March 31, 2017 is as follows:
 

  
Number of

Shares  
Stock options issued and outstanding   2,106,111 
Additional shares available for grant under equity plans   3,213,206 
Total   5,319,317

 

 
 
(12) 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 US 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. The Company’s quarterly tax provision, and its quarterly estimate of its annual effective tax rate, are subject to
significant volatility due to several factors, including the Company’s ability to accurately predict its pre-tax income and loss in multiple jurisdictions.

For the three months ended March 31, 2017 and 2016, the Company recorded a provision for income taxes of $27,000 and a tax benefit of $0.2 million,
respectively, resulting in an effective tax rate of 0.44% and benefit of 4.59%, 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.

As of March 31, 2017, the Company had gross tax-effected unrecognized tax benefits of $0.3 million, of which $0.3 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 months ended March
31, 2017 and 2016, the amounts recorded related to the accrual of interest and penalties were immaterial in each period.  
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(13) 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 single technology platform and are deployed and sold in an identical 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.
 
 
(14) Geographic Concentrations

Revenue by location is determined by the billing address of the customer. Approximately 91% and 90% of the Company’s revenue was from the United States
for the three months ended March 31, 2017 and 2016, respectively. No other individual country comprised more than 10% of total revenue for the three
months ended March 31, 2017 and 2016. Property and equipment by geographic location is based on the location of the legal entity that owns the asset. As of
March 31, 2017, more than 95% of the Company’s property and equipment was located in the United States.
 
 
(15) Commitments and Contingencies

(a) Leases

The Company leases office space in Pasadena, California; San Francisco, California; Burlington, Massachusetts; Colchester, England; Windsor, England;
Lansing, Michigan, Norsborg, Sweden and Beijing, China under operating leases and recognizes escalating rent expense on a straight-line basis over the
expected lease term.

In December 2016, the Company entered into a new lease for its executive offices in Burlington, Massachusetts that will increase its future minimum lease
payments beginning in June 2017 by $8.0 million over the next five years.

As of March 31, 2017, future minimum lease payments under non-cancelable operating leases are as follows (in thousands):
 

  Amounts  
2017 (for the remaining 9 months)  $ 1,544 
2018   1,875 
2019   1,641 
2020   1,661 
2021   1,674 
2022 and thereafter   705 

Total minimum lease payments  $ 9,100
 

 
Future minimum operating lease payments have been reduced by future minimum sublease income of $0.1 million.

(b) Rent

Rent expense was $0.4 million and $0.3 million, respectively, for the three months ended March 31, 2017 and 2016, respectively.

(c) Litigation

In the normal course of business, the Company has been subjected to various unasserted claims. The Company does not believe these will have a material
adverse impact to the financial statements.

(d) Credit Facility

The Company has a revolving line of credit agreement with Western Alliance Bank, which provides for a $15.0 million revolving secured credit facility
maturing on June 30, 2018. Amounts outstanding under the line of credit bear interest at the prime rate plus 0.75% with accrued interest payable on a monthly
basis and outstanding and unpaid principal due upon maturity. Western Alliance Bank maintains a security interest in substantially all of the Company’s
tangible and intangible assets, excluding intellectual property,
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to secure any outstanding amounts under the loan agreement. The loan agreement contains customary events of default, conditions to borrowing and
covenants, including restrictions on the Company’s ability to dispose of assets, make acquisitions, incur debt, incur liens and make distributions and dividends
to stockholders. The loan agreement also includes a financial covenant related to the Company’s recurring revenue renewal rate. During the continuance of an
event of default, Western Alliance Bank may accelerate amounts outstanding, terminate the credit facility and foreclose on the collateral.

As of March 31, 2017, 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.
 

(16) Subsequent Events
 

In April 2017, the Company completed a follow-on public offering in which the Company sold 553,825 shares of its common stock, which included 26,825
shares sold pursuant to the exercise by the underwriters of an option to purchase additional shares, at a public offering price of $19.85 per share. In addition,
another 3,162,164 shares of the Company’s common stock were sold by selling stockholders of the Company, which included 73,000 shares sold pursuant to
the exercise of employee stock options by certain selling stockholders. The Company received aggregate proceeds of $9.9 million, after deducting
underwriting discounts and commissions and estimated offering expenses paid and payable by the Company. The Company did not receive any of the net
proceeds from the sales by the selling stockholders.
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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, 2016 included in
our Annual Report on Form 10-K filed with the SEC on March 23, 2017. 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. Such 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. 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 1.5 billion communications in 2016. 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 3,300 customers as of March 31, 2017. As of March 31, 2017, our
customers were based in 34 countries and included eight of the 10 largest U.S. cities, eight of the 10 largest U.S.-based investment banks, 24 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 2.0 years as of March 31, 2017, 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 84% 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 $22.8 million and $17.1 million for the three months ended March 31, 2017 and 2016, respectively, representing a period-over-
period increase of 34%. We had net losses of $6.2 million and $3.2 million for the three months ended March 31, 2017 and 2016, 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 $(2.3) million and $(0.8) million for the three months ended March 31, 2017 and 2016, 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 December 31, 2016 and March 31, 2017, 14% and 14% of our customers, respectively, were located outside of the United States and these customers
generated 9% and 10% of our total revenue for the three months ended March 31, 2017 and 2016, 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.

Recent Developments

In September 2016, we closed our initial public offering, or IPO, in which we sold a total of 6,250,000 shares of our common stock.  We received net cash
proceeds of $66.1 million, net of underwriting discounts and commissions and other costs associated with the offering paid or payable by us.

In December 2016, we acquired 100% of the shares of Svensk Krisledning AB, or Crisis Commander. We acquired Crisis Commander for cash consideration
of approximately $2.3 million with additional time and performance-based milestones that could result in additional payments of $0.4 million. Crisis
Commander is a SaaS mobile crisis management company operating out of Sweden.

In January 2017, we acquired 100% of the membership interest of IDV Solutions, LLC, or IDV. We acquired IDV for cash consideration of approximately
$21.3 million, with additional time and performance-based milestones that could result in additional payments of $6.2 million. IDV is a provider of threat
assessment and operational visualization software located in Lansing, Michigan.

In April 2017, we completed our follow on public offering, in which we sold a total of 553,825 shares of our common stock, which included 26,825 shares
sold pursuant to the exercise by the underwriters of an option to purchase shares at a public offering price of$19.85 per share. In addition, another 3,162,164
shares of our common stock were sold by certain of our stockholders. We received net cash proceeds of $9.9 million, net of underwriting discounts and
commissions and other costs associated with the offering paid or payable by us. We did not receive any of the proceeds from the sales by the selling
stockholders.

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.

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 generate an immaterial amount of revenue from set-up fees, which consist of participant process mapping, configuration, customer data migration and
integration. We also sell professional services, which have been immaterial to date.

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 term of the corresponding subscription agreement. 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 Income

Interest income consists of interest earned on our cash balances held at financial institutions.

Interest Expense

Interest expense consists of interest on our outstanding debt obligations and interest on our capital leases.

Other 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-to-
period comparison of our historical results is not necessarily indicative of the results that may be expected in the future.
 

  
Three Months Ended

March 31,  
  2017   2016  
  (in thousands)  

Revenue  $ 22,844  $ 17,069 
Cost of revenue(1) (2)   7,654   5,475 
Gross profit   15,190   11,594 
Operating expenses:         

Sales and marketing(1)(2)  $ 10,906  $ 8,205 
Research and development(1) (2)   5,277   3,180 
General and administrative(1) (2)   5,200   3,458 

Total operating expenses   21,383   14,843 
Operating loss   (6,193)   (3,249)
Other expenses, net   18   (131)

Loss before income taxes   (6,175)   (3,380)
(Provision for) benefit from income taxes   (27)   155 

Net loss attributable to common stockholders  $ (6,202)  $ (3,225)
 

(1) Includes stock-based compensation expense as follows:
 

  
Three Months Ended

March 31,  
  2017   2016  
  (in thousands)  

Cost of revenue  $ 65  $ 45 
Sales and marketing   277   117 
Research and development   146   85 
General and administrative   480   424 

Total  $ 968  $ 671
 

 
(2) Includes depreciation and amortization of acquired intangible assets as follows:
 

  
Three Months Ended

March 31,  
  2017   2016  
  (in thousands)  

Cost of revenue  $ 2,267  $ 1,378 
Sales and marketing   72   65 
Research and development   46   37 
General and administrative   548   313 

Total  $ 2,933  $ 1,793
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Three Months Ended

March 31,  
  2017   2016  

Consolidated Statements of Operations, as a percentage
   of revenue(1)         
Revenue   100%   100%
Cost of revenue   34%   32%
Gross profit   66%   68%
Operating expenses:         

Sales and marketing   48%   48%
Research and development   23%   19%
General and administrative   23%   20%

Total operating expenses   94%   87%
Operating loss   (27)%   (19)%
Other expenses, net   0%   (1)%
Loss before income taxes   (27)%   (20)%
(Provision for) benefit from income taxes  *   1%
Net loss attributable to common stockholders   (27)%   (19)%

 

(1) Columns may not add up to 100% due to rounding.

* Represents less than 0.5% of revenue.

Comparison of the Three Months Ended March 31, 2017 and 2016

Revenue
 

  
Three Months Ended

March 31,   Change  
  2017   2016   $   %  
  (dollars in thousands)  

Revenue  $ 22,844  $ 17,069  $ 5,775   33.8%
 
Revenue increased by $5.8 million for the three months ended March 31, 2017 compared to the same period in 2016. The increase was due to a $4.3 million
increase in sales of our historical solutions driven by expansion of our customer base from 2,815 customers as of March 31, 2016 to 3,318 as of March 31,
2017, including increased sales to larger organizations with greater numbers of contacts and locations. In addition, $1.5 million of the increase was the result
of sales from Crisis Commander and IDV which were purchased in December 2016 and January 2017, respectively.

Cost of Revenue
 

  
Three Months Ended

March 31,   Change  
  2017   2016   $   %  
  (dollars in thousands)  

Cost of revenue  $ 7,654  $ 5,475  $ 2,179   39.8%
Gross margin %   66%   68%        

 

 
Cost of revenue increased by $2.2 million for the three months ended March 31, 2017 compared to the same period in 2016. The increase was primarily due
to a $0.9 million increase in depreciation and amortization expense attributable to our acquired intangible assets, a $0.9 million increase in employee-related
costs associated with our increased headcount from 93 employees as of March 31, 2016 to 116 employees as of March 31, 2017 and a $0.4 million increase in
hosting, software and messaging costs.

Gross margin percentage decreased due to an increase in amortization of acquired intangible assets and capitalized software, as well as our continued
investment in personnel to support our growth.
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Operating Expenses

Sales and Marketing Expense
 

  
Three Months Ended

March 31,   Change  
  2017   2016   $   %  
  (dollars in thousands)  

Sales and marketing  $ 10,906  $ 8,205  $ 2,701   32.9%
% of revenue   48%   48%        

 

 
Sales and marketing expense increased by $2.7 million for the three months ended March 31, 2017 compared to the same period in 2016. The increase was
primarily due to a $2.4 million increase in employee-related costs associated with our increased headcount from 162 employees as of March 31, 2016 to 199
employees as of March 31, 2017. The remaining increase was principally the result of a $0.2 million increase in advertising costs and a $0.1 million increase
in software cost to support the sales team.

Research and Development Expense
 

  
Three Months Ended

March 31,   Change  
  2017   2016   $   %  
  (dollars in thousands)  

Research and development  $ 5,277  $ 3,180  $ 2,097   65.9%
% of revenue   23%   19%        

 

 
Research and development expense increased by $2.1 million for the three months ended March 31, 2017 compared to the same period in 2016. The increase
was primarily due to a $1.6 million increase in employee-related costs associated with our increased headcount from 109 employees as of March 31, 2016 to
145 employees as of March 31, 2017. The remaining increase was principally the result of a $0.3 million increase in hosting cost to support research and
development activities. A total of $1.6 million of internally developed software costs during the three months ended March 31, 2016 and $1.5 million of
internally developed software costs during the three months ended March 31, 2017 were capitalized, resulting in an increase of the expense by $0.1 million in
the 2017 period.

General and Administrative Expense
 

  
Three Months Ended

March 31,   Change  
  2017   2016   $   %  
  (dollars in thousands)  

General and administrative  $ 5,200  $ 3,458  $ 1,742   50.4%
% of revenue   23%   20%        

 

 
General and administrative expense increased by $1.7 million for the three months ended March 31, 2017 compared to the same period in 2016. The increase
was primarily due to a $0.9 million increase in employee-related costs associated with our increased headcount from 59 employees as of March 31, 2016 to
70 employees as of March 31, 2017. The remaining increase was due to a $0.6 million increase in cost to operate as a public company and a $0.2 million
increase in depreciation and amortization.

Other Expense, Net
 

  
Three Months Ended

March 31,   Change  
  2017   2016   $   %  
  (dollars in thousands)  

Other expense, net  $ 18  $ (131)  $ 149   (113.7)%
% of revenue   0%   (1)%       

 

 
Other expense decreased by $0.1 million for the three months ended March 31, 2017 compared to the same period in 2016 as we paid off our debt in
September 2016 resulting in a $0.1 million reduction in interest expense related to our line of credit and term loan between the two periods.
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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

March 31,  
  2017   2016  
  (dollars in thousands)  

Adjusted EBITDA  $ (2,324)  $ (779)
Adjusted gross margin  $ 15,996  $ 12,256 
Free cash flow  $ (251)  $ (419)

 • Adjusted EBITDA.  Adjusted EBITDA represents our net loss before interest 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

March 31,  
  2017   2016  
  (in thousands)  
Net loss  $ (6,202)  $ (3,225)
Interest (income) expense, net   (50)   137 
Provision for (benefit from) income taxes   27   (155)
Depreciation and amortization expense   2,933   1,793 
Stock-based compensation expense   968   671 

Adjusted EBITDA  $ (2,324)  $ (779)
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 • 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

March 31,  
  2017   2016  
  (in thousands)  
Gross profit  $ 15,190  $ 11,594 
Amortization of acquired intangibles   741   617 
Stock-based compensation expense   65   45 

Adjusted gross margin  $ 15,996  $ 12,256
 

 
 • 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

March 31,  
  2017   2016  
  (in thousands)  
Net cash provided by operating activities  $ 1,459  $ 1,396 
Capital expenditures   (223)   (203)
Capitalized software development costs   (1,487)   (1,612)

Free cash flow  $ (251)  $ (419)
 

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.

29



 

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 months ended March 31, 2017 and 2016:
 

  
Three Months Ended

March 31,  
  2017   2016  
  (in thousands)  
Cost of revenue  $ 7,654  $ 5,475 
Amortization of acquired intangibles   (741)   (617)
Stock-based compensation expense   (65)   (45)

Non-GAAP cost of revenue   6,848   4,813 
         
Gross profit   15,190   11,594 
Amortization of acquired intangibles   741   617 
Stock-based compensation expense   65   45 

Non-GAAP gross profit   15,996   12,256 
Non-GAAP gross margin   70.0%   71.8%

         
Sales and marketing expense   10,906   8,205 
Stock-based compensation expense   (277)   (117)

Non-GAAP sales and marketing   10,629   8,088 
         
Research and development expense   5,277   3,180 
Stock-based compensation expense   (146)   (85)

Non-GAAP research and development   5,131   3,095 
         
General and administrative expense   5,200   3,458 
Amortization of acquired intangibles   (448)   (238)
Stock-based compensation expense   (480)   (424)

Non-GAAP general and administrative   4,272   2,796 
         
Total operating expenses   21,383   14,843 
Amortization of acquired intangibles   (448)   (238)
Stock-based compensation expense   (903)   (626)

Non-GAAP total operating expenses  $ 20,032  $ 13,979 
         
Operating loss  $ (6,193)  $ (3,249)
Amortization of acquired intangibles   1,189   855 
Stock-based compensation expense   968   671 

Non-GAAP operating loss  $ (4,036)  $ (1,723)
         
Net loss  $ (6,202)  $ (3,225)
Amortization of acquired intangibles   1,189   855 
Stock-based compensation expense   968   671 

Non-GAAP net loss  $ (4,045)  $ (1,699)
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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 totaling $39.7 million as of March 31, 2017, which includes the remaining net proceeds from our initial public offering
completed in September 2016. We received net proceeds of $66.1 million, after deducting underwriting discounts and offering expenses paid or payable by
us. The negative working capital balance as of March 31, 2017 was primarily the result of a deferred revenue balance of $54.5 million.

We believe that our cash balances, our available borrowings under our revolving line of credit 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.

Sources of Funds

Initial Public Offering

On September 21, 2016, we closed our initial public offering in which we issued and sold 6,250,000 shares of common stock at a public offering price of
$12.00 per share for net proceeds of approximately $66.1 million, after deducting underwriting discounts and offering expenses paid or payable by us.

Credit Facility

In June 2015, we entered into a loan and security agreement with Western Alliance Bank (formerly known as Bridge Bank) to provide a secured revolving
line of credit that allows us to borrow up to $10.0 million for working capital and general business requirements. In February 2016, we entered into an
amendment of our loan and security agreement with Western Alliance Bank to (1) increase the capacity of our revolving line of credit by $5.0 million to $15.0
million and (2) set the minimum prime rate based on which interest due is calculated at 3.25%. No other changes were made to the loan and security
agreement. The loan and security agreement, as amended, allows us to borrow up to $15.0 million for working capital and general business requirements.
Amounts outstanding under the line of credit bear interest at the prime rate plus 0.75% with accrued interest payable on a monthly basis and outstanding and
unpaid principal due upon maturity of the credit facility in June 2018. As of March 31, 2017, the total amount available to be borrowed by us was $15.0
million and we had no outstanding balance on the revolving line of credit.

Cash Flows

The following table summarizes our cash flows for the periods indicated (in thousands):
 

  
Three Months Ended

March 31,  
  2017   2016  
  (in thousands)  

Cash and cash equivalents at beginning of period  $ 60,765  $ 8,578 
Cash provided by operating activities   1,459   1,396 
Cash used in investing activities   (22,945)   (1,815)
Cash provided by (used in) financing activities   568   (3,091)
Effects of exchange rates on cash   (168)   27 

Cash and cash equivalents at end of period  $ 39,679  $ 5,095
 

 

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.
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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 provided $1.5 million in cash in the three months ended March 31, 2017, primarily from $3.7 million in cash provided by operations as a
result of changes in operating assets and liabilities, which was increased by $4.0 million of non-cash operating expenses and partially offset by our net loss of
$6.2 million. Specifically, we recognized non-cash charges aggregating $2.9 million for depreciation and amortization of intangible assets, capitalized
software development costs and property and equipment and $1.0 million for stock-based compensation and an increase of $0.1 million for our sales return
provision. The change in operating assets and liabilities reflected a $4.3 million decrease in accounts receivable, a $0.3 million decrease in other assets, a $0.9
million increase in accrued employee related expenses due to timing of payments to employees and a $0.1 million increase in accrued expenses. These
increases were partially offset by a $1.1million increase in prepaid expenses upfront payments made for prepaid software and insurance, and a $0.8 million
decrease in deferred revenue.

Operating activities provided $1.4 million in cash in the three months ended March 31, 2016, primarily from $2.1 million in cash provided as a result of
changes in operating assets and liabilities, which was increased by $2.5 million of non-cash operating expenses and partially offset by our net loss of
$3.2 million. Specifically, we recognized non-cash charges aggregating $1.8 million for depreciation and amortization of intangible assets, capitalized
software development costs and property and equipment, $0.7 million for stock-based compensation expense and $0.1 million for the increase in our accounts
receivable provision. The change in operating assets and liabilities reflected a $1.4 million decrease in accounts receivable, a $0.6 million increase in accounts
payable due to timing of payments made to vendors, a $1.3 million increase in accrued employee-related expenses due to timing of payments to employees
and a $0.8 million increase in deferred revenue. These increases were partially offset by a $0.8 million increase in prepaid expenses as a result of the increase
in upfront payments made for prepaid software and a $1.2 million increase in other assets due to the timing of payments made for future services.

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 $22.9 million in cash in the three months ended March 31, 2017, primarily from our purchase of IDV for $21.2 million and our
investment in software development of $1.5 million and property and equipment of $0.2 million.

Investing activities used $1.8 million in cash in the three months ended March 31, 2016, primarily from our investment in software development of $1.6
million and property and equipment of $0.2 million.

Financing Activities

Cash generated by financing activities includes proceeds from the issuance of common stock upon the exercise of employee stock options and employee stock
purchase plan. Cash used in financing activities includes deferred initial public offering costs and payments on capital leases, notes payable and repayments
of debt under our credit facilities.

Financing activities provided $0.6 million of cash in the three months ended March 31, 2017, which reflects proceeds of $0.9 million from the issuance of
stock under our employee stock purchase plan. This amount was offset by $0.3 million of cost paid in connection with our initial public offering.

Financing activities used $3.1 million in cash in the three months ended March 31, 2016, primarily from payment of $2.0 million on our note payable owed to
the former owner of CareConverge and $1.1 million of cost paid in connection with our initial public offering.

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 estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, expenses and related disclosures. We
evaluate our estimates and assumptions on an ongoing basis. Our estimates are based on historical experience and various other assumptions that we believe
to be reasonable under the circumstances. Our actual results could differ from these estimates.
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We believe that the assumptions and estimates associated with revenue recognition, deferred revenue, business combinations, goodwill, software development
costs and stock-based compensation have the greatest potential impact on our condensed consolidated financial statements. Therefore, we consider these to be
our critical accounting policies.

There have been no material changes to our critical accounting policies as compared to the critical accounting policies disclosed in the Annual Report 10-K
filed with the SEC on March 23, 3017.

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

As of March 31, 2017, 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, 2016.

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.
 

 
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

We are exposed to interest rate risk in the ordinary course of our business. Our cash includes 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 $39.7 million as of March 31, 2017, which consists entirely of bank deposits. To date, fluctuations in interest income
have not been significant. We have no outstanding debt subject to interest rate risk as of March 31, 2017. Amounts outstanding under our revolving line of
credit carry a variable interest rate of the prime rate, but in no event less than 3.25%, plus 0.75%. As of March 31, 2017, the applicable prime rate was 4.00%.
We monitor our cost of borrowing under our revolving line of credit, if any, taking into account our funding requirements, and our expectation for short-term
rates in the future.

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. Although our credit facility and term loan have variable interest rates, 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 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.
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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.

 
 

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.

Changes in Internal Control

On January 27, 2017, the Company completed the acquisition of IDV Solutions, LLC, or IDV. See Note 8, "Business Combinations," to the unaudited interim
consolidated financial statements included in this Quarterly report on Form 10-Q for a discussion of the acquisition and related financial data. The Company
is in the process of integrating IDV and the Company’s internal controls over financial reporting.  As a result of these integration activities, certain controls
will be evaluated and may be changed.  Excluding the IDV acquisition, there was no change in our internal control over financial reporting during the period
covered by this Quarterly Report on Form 10-Q that has materially affected, or is 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, 2016, as filed with the SEC on March 23, 2017.  During the three months ended March 31, 2017, 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, 2016.
 

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

(a) Recent Sales of Unregistered Equity Securities

None

(b) Use of Proceeds

Our initial public offering of common stock was effected through a Registration Statement on Form S-1 (File No. 333-2133217), which was declared or
became effective on September 16, 2016. There has been no material change in the planned use of proceeds from our initial public offering as described in
our final prospectus filed with the SEC pursuant to Rule 424(b) and other periodic reports previously filed with the SEC. Consistent with such prior
disclosures, we used $23.5 million in cash to acquire Svensk Krisledning AB and IDV Solutions, LLC.

(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.

Not applicable
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Item 6. Exhibits.
 
    2.1(1)  Membership Interest Purchase Agreement, dated as of January 27, 2017 by and among Everbridge, Inc., IDV Solutions, LLC and the Sellers

named therein.
   

    3.1(2)  Amended and Restated Certificate of Incorporation of Everbridge, Inc.
   
    3.2(3)  Amended and Restated Bylaws of Everbridge, Inc.
   
  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) Previously filed as Exhibit 2.1 to the Registrant’s Current Report on Form 8-K (File No. 001-37874), filed with the Securities and Exchange
Commission on January 31, 2017, and incorporated herein by reference.

(2) 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.

(3) 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.

* 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.
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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.
 
 Company Name
    
Date: May 15, 2017 By:  /s/ Jaime Ellertson
   Jaime Ellertson
 

 
 President, Chief Executive Officer and Chairman of the

Board of Directors
    
Date: May 15, 2017 By:  /s/ Kenneth S. Goldman
   Kenneth S. Goldman
   Senior Vice President and Chief Financial Officer
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Exhibit
Number
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    2.1(1)  Membership Interest Purchase Agreement, dated as of January 27, 2017 by and among Everbridge, Inc., IDV Solutions, LLC and the Sellers
named therein.

   

    3.1(2)  Amended and Restated Certificate of Incorporation of Everbridge, Inc.
   

    3.2(3)  Amended and Restated Bylaws of Everbridge, Inc.
   

  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) Previously filed as Exhibit 2.1 to the Registrant’s Current Report on Form 8-K (File No. 001-37874), filed with the Securities and Exchange
Commission on January 31, 2017, and incorporated herein by reference.

(2) 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.

(3) 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.

* 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.
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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)) for the registrant and have:

 (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) 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

 (c) 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

5. 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: May 15, 2017  By: /s/ Jaime Ellertson
    Name: Jaime Ellertson
   

 
Title: President and 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)) for the registrant and have:

 (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) 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

 (c) 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

5. 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: May 15, 2017  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, President and 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 March 31, 2017 (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: May 15, 2017  By:  /s/ Jaime Ellertson
    Name: Jaime Ellertson
    Title: President and 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 March 31,
2017 (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: May 15, 2017  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.
 

 


