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PART 1

Special Note Regarding Forward Looking Statements

This Annual Report on Form 10-K 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 (the “Exchange Act”).
Forward-looking statements generally relate to future events or our future financial or operating performance.
Forward-looking statements may be identified by the use of forward-looking words such as “anticipate,” “believe,” “may,”
“will,” “continue,” “seek,” “estimate,” “intend,” “hope,” “predict,” “could,” “should,” “would,” “project,” “plan,” “expect” or
plural of these words or similar expressions, although not all forward-looking statements contain these words. These
forward-looking statements include, but are not limited to, statements concerning the following:

our financial performance and our ability to achieve or sustain profitability or predict future results;

our ability to attract and retain customers;

our ability to deliver high-quality customer service;

the growth of demand for enterprise work management applications;

our plans regarding, and our ability to effectively manage, our growth;

our plans regarding future acquisitions and our ability to consummate and integrate acquisitions;

maintaining our senior management team and key personnel;

our ability to maintain and expand our direct sales organization;

the performance of our resellers;

our ability to obtain financing in the future on acceptable terms or at all;

our ability to adapt to changing market conditions and competition;

our ability to successfully enter new markets and manage our international expansion;

the operation and reliability of our third-party data centers;

our ability to adapt to technological change and continue to innovate;

economic and financial conditions;

our ability to integrate our applications with other software applications;

maintaining and expanding our relationships with third parties;

costs associated with defending intellectual property infringement and other claims;

our ability to maintain, protect and enhance our brand and intellectual property;

our ability to comply with privacy laws and regulations;

our expectations with respect to revenue, cost of revenue and operating expenses in future periods;

our expectations with regard to trends, such as seasonality, which affect our business;

our expectations as to the payment of dividends;

our expectations with regard to revenue from perpetual licenses and professional services;

our beliefs regarding the sufficient duration of our patents;

our plans with respect to foreign currency exchange risk and inflation;

our beliefs regarding how our applications benefit customers and what our competitive strengths are; and

other risk factors included under “Risk Factors” in this Annual Report on Form 10-K.
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You should not rely upon forward-looking statements as predictions of future events. We have based the
forward-looking statements contained in this Annual Report on Form 10-K primarily on our current expectations and
projections about future events and trends that we believe may affect our business, financial condition, results of
operations, and prospects. The outcome of the events described in these forward-looking statements is subject to risks,
uncertainties, and other factors, including those described in the section titled “Risk Factors” and elsewhere in this
Annual Report on Form 10-K. Moreover, we operate in a very competitive and rapidly changing environment. New
risks and uncertainties emerge from time to time, and it is not possible for us to predict all risks and uncertainties that
could have an impact on the forward-looking statements contained in this Annual Report on Form 10-K. We cannot
assure you that the results, events, and circumstances reflected in the forward-looking statements will be achieved or
occur, and actual results, events, or circumstances could differ materially from those described in the forward-looking
statements.

The forward-looking statements made in this Annual Report on Form 10-K relate only to events as of the date on
which the statements are made. We undertake no obligation to update any forward-looking statements made in this
Annual Report on Form 10-K to reflect events or circumstances after the date of this Annual Report on Form 10-K or
to reflect new information or the occurrence of unanticipated events, except as required by law. We may not actually
achieve the plans, intentions, or expectations disclosed in our forward-looking statements and you should not place
undue reliance on our forward-looking statements. Our forward-looking statements do not reflect the potential impact
of any future acquisitions, mergers, dispositions, joint ventures, or investments we may make.

All references to “Upland,” “we,” “us” or “our” mean Upland Software, Inc.
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Item 1. Business

We provide cloud-based enterprise work management software. We define enterprise work management software as
software that enables organizations to effectively plan, manage, and execute projects and work. Our software
applications address enterprise work challenges in the following categories:

Project & Information Technology (IT) Management. Enables users to manage their organization’s projects,
professional workforce, and IT costs.

Workflow Automation. Enables users to automate document-intensive workflow business processes across their
enterprise and supply chain.

Digital Engagement. Enables users to more effectively engage with their customers, prospects, and community via the
web and mobile technologies.

We sell our software applications primarily through a direct sales organization comprised of inside sales and field
sales personnel. In addition to our direct sales organization, we have an indirect sales organization that sells to
distributors and value-added resellers. We employ a land-and-expand go-to-market strategy. After we demonstrate the
value of an initial application to a customer, our sales and account management teams work to expand the adoption of
that initial application across the customer, and cross-sell additional applications to address other enterprise work
management needs of the customer. Our customer success organization supports our direct sales efforts by managing
the post-sale customer lifecycle.

Our subscription agreements are typically sold either on a per-seat basis or on a minimum contracted volume basis
with overage fees billed in arrears, depending on the application being sold. Contract terms typically range from one
to three years and are prepaid annually in advance. We service customers ranging from large global corporations and
government agencies to small- and medium-sized businesses. We have more than 2,500 customers with over 250,000
users across a broad range of industries, including financial services, retail, technology, manufacturing, education,
consumer goods, media, telecommunications, government, food and beverage, healthcare, and life sciences.

Through a series of acquisitions and integrations, we have established a family of software applications under the
Upland brand. For the twelve months ended December 31, 2016, compared to the twelve months ended December 31,
2015, our total revenue grew from $69.9 million to $74.8 million, representing an 7% period-over-period growth

rate. For the twelve months ended December 31, 2016, compared to the twelve months ended December 31, 2015, our
subscription and support revenue grew from $57.2 million to $65.6 million, representing a 15% period-over-period
growth rate. On a constant currency basis, subscription and support revenue increased by $9.0 million, or 16%. See
Note 15 of the Notes to Consolidated Financial Statements for more information regarding our revenue as it relates to
domestic and foreign operations.

Our operating results in a given period can fluctuate based on the mix of subscription and support, perpetual license,
and professional services revenue. For the twelve months ended December 31, 2016 and 2015, our subscription and
support revenue accounted for 88% and 82% of total revenue, respectively. Historically, we have sold certain of our
applications under perpetual licenses, which also are paid in advance. For the twelve months ended December 31,
2016 and 2015, our perpetual license revenue accounted for 2% and 4% of total revenue, respectively. The support
agreements related to our perpetual licenses are typically one-year in duration and entitle the customer to support and
unspecified upgrades. The revenue related to such support agreements is included as part of our subscription and
support revenue. Professional services revenue consists of fees related to implementation, data extraction, integration
and configuration, and training on our applications. For the twelve months ended December 31, 2016 and 2015, our
professional services revenue accounted for 10% and 14% of total revenue, respectively.

To support continued growth, we intend to pursue acquisitions of complementary technologies, products and
businesses. This will expand our product families, and customer base and market access resulting in increased benefits
of scale. We will prioritize acquisitions within the product categories we currently serve, including Project & IT
Management, Workflow Automation, and Digital Engagement. Consistent with our growth strategy, we have made a
total of twelve acquisitions in the five years ending December 31, 2016, and made one additional acquisition in
January 2017.
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We completed our initial public offering in November 2014 and our common stock is listed on the NASDAQ Global
Market under the symbol “UPLD.”

Industry Background

The continued growth of an information-based economy driven by technological innovation and globalization is
changing the business environment and the way work is done. These changes have given rise to a large and growing
group of knowledge workers who operate in dynamic work settings as part of geographically dispersed and virtual
teams. To be successful, these knowledge workers must quickly synthesize, analyze and act on large amounts of
information, and collaborate effectively at any time, from anywhere and on multiple devices.

Many organizations continue to utilize manual processes and traditional tools, such as paper-based techniques,
spreadsheets, and email, as well as legacy on-premise enterprise systems, to manage knowledge work. The limitations
of these processes and systems include siloed and disparate information, limited visibility and transparency, poor
collaboration among teams, lost productivity, and misalignment of work efforts and overall business objectives. In
addition, legacy on-premise enterprise systems can be expensive and time intensive to implement, inflexible and
difficult to use, and costly to upgrade and maintain. Today, legacy processes and systems are being disrupted and
replaced by cloud-based enterprise software that combines improved visibility, collaboration, and productivity with
rapid speed-to-value, low total cost of ownership, and reduced financial risk.

The Upland Approach

Our family of cloud-based software applications deliver the functionality required to plan, manage and execute
projects and work. Our cloud-based enterprise software applications can increase work capacity and productivity by
reducing manual processes and isolated silos of information, and by enhancing collaboration across organizations. Our
applications allow our customers to effectively manage the rapid pace of change and complexity in today’s work
environment. Our customers currently use our applications in the following functional areas:

Information Technology. Information technology departments use our applications to manage a variety of information
technology activities and resources, such as projects and application portfolios. Our applications help information
technology departments ensure they are delivering against the objectives of the business by helping to select and
prioritize the right investments, gain greater control of resource demand and allocation, and track and report benefit
realization. Our applications enable executives to gain better insight into information technology spending to help
prevent cost overruns and understand the nature of consumption. By enabling information technology teams to make
more informed decisions with real-time visibility across the complete information technology portfolio, our
applications empower information technology departments to shift from a cost center to a more strategic enterprise
function.

Process Excellence and Operations. Process excellence, Lean Six Sigma, and similar functional groups within
customers use our applications to facilitate critical process improvement efforts. Our applications help provide
high-level visibility and tracking of process excellence programs, automate processes and streamline workflows while
improving process governance. Process improvement and similar business transformation initiatives continue to be a
key driver of corporate performance, especially among large global corporations.

Finance. Finance departments use our applications as a cost allocation tool to assess and validate proposed
investments and initiatives of a particular line-of-business, as well as increase the visibility and governance of capital
expenditures and cost-cutting projects and deepen the understanding of actual resource utilization and costs. Our
applications help improve collaboration between finance departments and particular lines of business, in addition to
streamlining compliance and accounting workflows.

Professional Services. Professional services organizations, such as consulting or software development firms, employ
our applications to streamline service delivery and optimize utilization of billable
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resources. In addition, service-oriented departments within customers, such as customer service and support teams,
utilize our applications to more effectively budget, plan, and track provision of services and improve capacity
planning and forecasting.

Marketing. Marketing teams employ our applications to enhance their overall marketing effectiveness. We offer
applications that help customers build their online and mobile brand presence, engage their target audiences,
collaborate on the creation and publication of content, and gain increased control over marketing workflows, activities
and budgets. Our applications empower marketing and communications organizations to more effectively manage the
influx of projects, information, processes, and systems necessary to meet today’s modern marketing requirements.
We believe our applications benefit customers in the following ways:

Our applications enable our customers to more effectively align programs, initiatives, investments, and projects with
overall business objectives, helping ensure the right work is done at the right time. This alignment drives increased
productivity and optimizes the allocation and utilization of people, time and money within organizations.

Our applications help customers to more effectively manage projects and tasks by enabling real-time visibility,
.collaboration, structured workflows, and access to the right content and information. This provides teams of
distributed workers with clarity into priorities and expectations as well as the tools to execute effectively, resulting in
increased productivity, transparency, accountability, and the ability to respond rapidly to change.

Our applications collect and make available real-time data regarding the planning, management, and execution of
projects and work processes across teams and business units which enables a more complete view of teams, projects,
and resources at anytime from anywhere.

Our applications provide analytics and reporting capabilities that transform disparate data in real-time into actionable
intelligence, enabling users to make better informed business decisions. Our applications enable customers to conduct
dynamic and sophisticated “what-if” and scenario analyses that can improve their ability to respond effectively to
changing business conditions.

Customers can easily access our cloud-based applications with an Internet browser. Our applications do not require
large up-front software expenditures or significant ongoing infrastructure or information technology support. In
addition, our applications have a modern look and feel that helps provide a consistent user experience across our
platform.

Our applications are highly configurable, which provides us with flexibility to meet the unique business requirements
of individual customers. Our applications are also scalable and are able to support large deployments while
maintaining required performance levels. We provide tools to help our customers manage the critical elements of
application security, including authentication, authorization, and regulatory compliance.

Our Competitive Strengths

We believe the following competitive strengths are keys to our success:

Large, diversified customer base. Our customer base is highly diverse and spans a broad array of industries, including
financial services, retail, technology, manufacturing, education, consumer goods, media, telecommunications,
government, food and beverage, healthcare and life sciences. We service customers of varying size, ranging from
large global corporations and government agencies to small- and medium-sized businesses. We have over 2,500
customers, with no customer accounting for more than 3% of our revenue.

Diversified family of software applications. We offer a family of software applications that addresses a broad range of
enterprise needs. We believe this benefits our customers as compared to many of our cloud-based competitors who
offer only a single point solution for a more limited and discrete need. Our current applications address the
information technology, process excellence, finance, professional
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services, and marketing functions within organizations.
Recurring revenue model with high visibility. We believe we have a an attractive operating model due to the recurring
nature of our subscription revenue, which results in greater visibility and predictability of future revenue and enhances
our ability to effectively manage our business. In addition, the cloud-based nature of our model accommodates
significant additional business volume with limited incremental costs, providing us with opportunities to improve our
operating margins.
Proven M&A capability. We have a proven ability to successfully identify, acquire and integrate complementary
businesses to grow our company, as evidenced by the twelve acquisitions we have completed since the beginning of
2012, which excludes one additional acquisition closed in January 2017. We believe that our acquisition experience
and strategy gives us a competitive advantage in identifying additional opportunities to expand our family of software
applications to better serve our customers.
Experienced, proven management team. Our management team has significant operating experience and previously
occupied key leadership roles at both private and public companies. In addition, our management’s extensive
knowledge of the industry and experience in building businesses has enabled us to quickly establish a leading position
within the enterprise software market.
Cloud-based delivery. We deliver our software applications and functionality primarily through the cloud, with no
hardware or software installation required by our customers. This delivery model allows us to provide reliable,
cost-effective applications to our customers, add subscribers with minimal incremental expense and deploy new
functionality and upgrades quickly and efficiently. We believe our cloud-based delivery model provides us with a
competitive advantage over legacy processes and on-premise systems.
Commitment to customer success. We have a dedicated customer success organization whose mission is to drive
adoption, value realization, retention, and loyalty across our customer base. Our focus on enabling our customers’
success is a key reason our annual net dollar retention rate was 95% as of December 31, 2016. Our commitment to
customer success has enabled us to expand our footprint within customers and facilitate the ongoing adoption of our
enterprise software applications. We utilize Net Promoter Score (NPS) methodology to track our progress and drive
continuous improvement.
Our Strategy for Growth
We believe the key elements of our strategy for growth are as follows:
Increase sales to existing customers. We believe there is a significant opportunity to expand the adoption of our
applications within existing customers, particularly within divisions or departments that have not previously
used our applications. We also intend to cross-sell additional applications to our existing customers, as very
. few of our customers currently use more than one of our applications. In addition, we intend to add new
applications to our family of applications that will address additional functions within the enterprise spectrum.
We believe these initiatives will significantly increase the value of our platform to our customers, further
strengthen our competitive position, and drive increased adoption of multiple applications by our customers.
Add new customers. We maintain direct sales and marketing capabilities in order to further grow our customer base.
We also maintain indirect sales channels through alliances with strategic partners that can leverage our applications
with complementary services and technologies they provide. In addition, we continue to expand the range of
integrations between our software and third-party applications and platforms, which we believe make our applications
more attractive to a broader audience of potential customers.
Acquire complementary software businesses. We intend to pursue acquisitions of complementary technologies,
products, and businesses to expand our product families and customer base and provide access to new markets and
increased benefits of scale. Our dedicated and experienced corporate
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development team continually monitors a pipeline of potential acquisition candidates, many of which are smaller in
scale or address only limited enterprise challenges, which often operate outside the scope of some of our larger
competitors. We believe that our acquisition experience and strategy gives us a competitive advantage in identifying
additional opportunities to expand our family of cloud-based applications to better serve our customers. We intend to
prioritize acquisitions within the product families we currently offer, including Project & IT Management, Workflow
Automation and Digital Engagement.

Expand globally. We believe there is an opportunity to grow sales of our applications globally. In fiscal 2016, 2015,
.and 2014, approximately 16%, 19%, and 22%, respectively, of our revenue was derived from sales outside the United
States. Over the next several years, we plan to continue to evaluate growth opportunities outside the United States
through selective acquisitions, the hiring of additional sales personnel, and entering into strategic partnerships.
Improve and enhance applications. We intend to continue to invest in research and development and work closely
with our customers to identify and improve new applications, features and functionalities that address customer
requirements across the enterprise spectrum. We also intend to continue to expand the breadth of our applications with
additional analytics, third-party integrations, and social and mobile capabilities to meet the evolving needs of today’s
knowledge workers.

Our Products

We provide a family of cloud-based enterprise software applications under the Upland brand. Our applications are
easy-to-deploy, highly configurable, scalable, flexible, and secure. We provide applications in three product families:
Project & IT Management, Workflow Automation, and Digital Engagement. Our Project & IT Management product
family enables users to manage their projects, professional workforce, and IT costs. Our Workflow Automation
product family enables users to automate document-intensive organizational workflows. Our Digital Engagement
product family enables users to effectively engage with their customers, prospects, and community via the web and
mobile technologies.

Project & IT Management

Project and Portfolio Management. Our program and portfolio management applications are used by our customers to
gain high-level visibility across their organizations and improve their top-down and bottom-up governance of
programs, initiatives, investments, and projects. Our customers use these capabilities to:

wather, develop, and assess ideas and proposed investments;

prioritize and select projects and investments according to business value and strategic fit;

more effectively allocate resources in alignment with business objectives;

respond quickly to change with real-time visibility into status and the ability to evaluate the impact of potential
changes; and

wauge performance against strategic objectives, execution-level indicators, and financial metrics.

Our program and portfolio management applications are currently used within the information technology, finance
and process excellence functions of customers and in the healthcare and education industries.

Professional Services Automation. Our professional services automation applications are used by customers to more
effectively manage their project and service-based knowledge workers to better manage employee-related expenses
and client billing while improving scheduling, utilization, and alignment of human capital. Our customers use these
capabilities to:

ereate resource capacity plans;

align available skills, expertise and capacity with project requirements;

more efficiently plan and schedule projects;
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track resource and expense allocation for specific projects, activity types or budget categories;

analyze workforce performance;

streamline timesheet review, approval, and reporting processes;

manage time, travel, and entertainment expenses; and

streamline project cost reporting, billing, and revenue recognition processes.

Our professional services automation applications currently are used within the information technology, marketing,

finance, and professional services functions of customers.

IT Financial Management. Our financial management application is used by our customers to gain visibility into the

cost, quality, and value of services the information technology and finance functions deliver to organizations. This

increased transparency helps our customers improve alignment during planning and budgeting processes, and validate

proposed investments and initiatives of a particular line of business. Our customers use these capabilities to:

quantify and understand the total cost of ownership of information technology applications and services;

establish product and unit-costing metrics for benchmarking and/or chargeback;

provide information technology and finance departments with the ability to chargeback business units for applications

and services, including cloud services, based on metered consumption;

provide business managers with insights into their consumption of information technology services to better utilize

information technology services with business goals and objectives;

{everage utilization and capacity metrics for “what-if”” analysis and modeling;

analyze fixed versus variable information technology-related costs to identify opportunities for savings; and

support demand-based budgeting and forecasting processes.

Our financial management application is currently used within the information technology and finance functions of

customers.

Workflow Automation

Enterprise Secure Document Capture and Fax. Our secure document capture and fax application is used by our

customers to enable secure document process automation through an all-in-one platform that accelerates paper and

electronic document-intensive workflows and communications. Our customers use these capabilities to:

empower organizations with one extensible, easy-to-use platform that takes documents and puts them into a single,

highly-accessible archive;

increase customer satisfaction and save time through automated processes, go digital with increased accessibility,

allowing for better management of customer interactions and improve overall service response times;

lower total costs by consolidating fax infrastructure by relying on Fax over IP technology that enables least cost

routing;

reduce risk though highly-scalable, reliable infrastructure that seamlessly supports a wide range of industries;

streamline mission-critical document workflows such as, e-filing, scanning to document management systems (DMS),

and managing sensitive intellectual property, while maintaining high levels of document integrity and security; and
protect sensitive data thanks to the ability to set custom business rules, such as holding documents until
authorized users can access them.
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Our enterprise secure document capture and fax applications are currently used in healthcare as well as legal,
financial, and other document-centric functions of customers.

Workflow Automation and Enterprise Content Management. Our workflow automation and enterprise content
management applications are used by our customers to automate document-based workflows by capturing, storing and
routing content, assigning work tasks and creating audit trails for operations such as healthcare records, loan
processing, human resource processes, and accounts receivable and payable processing. Our customers use these
capabilities to:

empower collaboration by providing a way for employees, suppliers, and partners to access, share, and update content
from anywhere;

streamline workflows by creating custom rules to process and route content for approval;

automatically capture, index, classify, and organize enterprise content in a secure, central repository with document
retention policies to meet business and compliance requirements; and

apply and enforce document retention policies to meet business and compliance requirements.

Our workflow automation and enterprise content management applications are currently used within the information
technology, finance, marketing, and process excellence functions of customers.

Supply Chain Visibility and Collaboration. Our supply chain collaboration application provides our customers with a
single source for supply-chain communication, providing a basis for multi-enterprise, multi-tier, end-to-end supply
chain collaboration. Our customers use these capabilities to:

acquire actionable business intelligence, collaboration, and execution for all aspects of supply chain operations;
implement a seamless migration to pull-based replenishment resulting in reductions in stock-outs and expensive
expediting costs, higher order fulfillment rates, and improved customer service levels; and

enable a closed-loop manufacturing and supply chain management processes resulting in reductions in raw material,
work-in-process and finished goods inventory and reductions to inventory carrying costs.

Our supply chain visibility and collaboration applications are currently used in industrial and diversified
manufacturing, healthcare, aerospace and defense, energy, automotive, electronics, sporting goods, and consumer
package goods organizations.

Digital Engagement

Digital Engagement Management. Our digital engagement applications are used by customers to connect and
communicate with their target markets in order to build brand relationships or drive a particular program outcome via
website and mobile devices, providing a timely and highly relevant customer experience. Additionally, our digital
engagement management applications are used by enterprise marketers and media companies to create, maintain, and
deliver websites that enhance and influence customer engagement. These applications empower non-technical staff to
create, manage, publish, analyze, and refine content and social media assets without information technology
intervention. Our customers use these capabilities to:

streamline the process for creating and managing website content;

deliver more relevant, personalized content to website visitors based on the tracking of individual visitor behavior;
convert website visits to actionable sales leads;

tntegrate user-generated content, such as polls, surveys, blogs, ratings, and comments, into their websites;

engage entire target audiences with one-on-one text message conversations to achieve optimal results;

reach the correct person at exactly the right moment through list segmentation and scheduling;

provide timely alerts and reminders on important events based on user preferences;
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respond to users instantly, answering questions via text message;
manage all mobile communications from a single place, keeping track of all users and actions;
analyze campaign performance at all levels and every action;

run surveys, polls, and quizzes to gather information and engage users;

and
ensure security and privacy of information through comprehensive policies, procedures, and technical controls.
Our Digital Engagement applications currently are used within the marking function of our customers.
Customers
We have more than 2,500 customers with over 250,000 users. Our customers operate in a wide variety of industries,
including financial services, retail, technology, manufacturing, education, consumer goods, media, and
telecommunications, government, food and beverage, healthcare and life sciences, chemicals, and travel and
hospitality. No customer represented more than 3% of our revenue as of December 31, 2016.
Sales
We sell our software applications primarily through a direct sales organization comprised of inside sales and field
sales personnel. We employ a land-and-expand go-to-market strategy. After we demonstrate the value of an initial
application to a customer, our sales and account management teams work to expand the adoption of that initial
application across the customer, as well as cross-sell additional applications to address other enterprise needs of the
customer.
Marketing
Our marketing activities are designed to build awareness of the Upland brand and the individual product brands,
generate thought leadership and create demand, resulting in leads and opportunities for our sales organizations. We
focus a significant portion of our marketing activities on our existing installed base of customers in order to drive
expansion and cross-sell opportunities. Our marketing programs target decision makers and influencers participating
in a buying cycle, including the chief information officer, the chief marketing officer, the chief financial officer, the
director of process excellence and other key technology and business managers. Our principal marketing programs
include:
use of our website to provide information about us and our software applications, as well as educational opportunities
for potential customers;
field marketing events for customers and prospective customers;
participation in, and sponsorship of, executive events, trade shows, and industry events;
our online virtual user conferences;
tntegrated digital marketing campaigns, including email, online advertising, blogs, and webinars;
public relations, analyst relations, and social media initiatives; and
sales representatives who respond to incoming leads to convert them into new sales opportunities.
Customer Success
Our customer success organization is structured to manage all aspects of our post-sale customer lifecycle. This
organization consists of dedicated teams with a mission to drive adoption of our applications, value realization,
retention, and loyalty across our customer base. Our customer success organization has four core functional areas with
strategic focus on customer relationship management:
Customer Care. Our customer care team assists customers throughout their lifecycle with the Upland family of
applications by making service offerings available to all customers as part of their standard customer agreements,
including webinars, virtual user conferences, and online community engagement.
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Professional Services. Our professional services team is responsible for coordinating all activities relating to the
implementation, transition, and on-boarding of new customers and assisting new customers with the addition of new
applications to their accounts. Typical professional services engagements vary in length from a few weeks to several
months depending on the size and scope of the engagement and are in addition to services provided under our
standard customer agreement and are fee-based. In addition, our project managers and consultants work closely with
our customers to provide services that help customers maximize the utility of our applications.
Account Management. We assign each customer an account team with a relationship manager who functions as
the customer’s single point of contact and advocate within Upland. Our account management teams are trained
on all of our applications and work closely with the relationship manager to ensure that our customers receive
high-quality consultative service.
Customer Support. We offer support from all of our office locations to help our customers maximize the return on
their investment in our applications. We provide 24/7 customer support around the world through our online customer
support portal. In addition, our customer support team manages and administers the Upland customer community
forum and knowledge base repository.
Our customer success organization manages programs to reinforce the ongoing business value of our applications and
promote the Upland “customer for life” program. These service offerings include:
Health Checks and Program Reviews: Engages core users and business buyer sponsors to deliver a detailed scorecard
and recommendation report.
Advisory and Retained Services: Provides access to a specific customer success contact with priority scheduling and
periodic checkpoints.
System Deployment and Adoption Analysis: Analyzes system configuration and usage patterns, resulting in
best practice recommendations on improving user adoption and compliance.
Consumption Review and Recommendations: Delivers best practice recommendations for implementation strategy
and a roadmap proposal for aligning the system with customers’ evolving process maturity to increase application
usage.
Premier Success Plans: Provides a bundled services, support, and product experience offering with three tiers
(standard, gold and platinum) designed to provide maximum customer value.
Technology and Operations
Our cloud-based family of applications utilizes a multi-tenant architecture and our customers access our applications
using a secure Internet connection through a standard web browser. Our applications are easy to deploy, highly
configurable, scalable, flexible, and secure and provide our customers with a modern and intuitive user experience.
We presently use storage area network hardware at our data center locations that has been designed for high
performance and data-loss prevention, but have commenced an initiative to migrate our data centers to Amazon Web
Services or an equivalent hosting facility. We believe this transition will lead to operational efficiencies for our
business that will enable us to better serve our customers.
With our data that is stored at our data center locations, we employ a modular application architecture to balance
customer workloads across multiple servers and to provide a flexible method for scaling customers without impacting
other parts of the server environment. This architecture is designed to allow us to provide the high levels of uptime
required by our customers. We employ capacity planning techniques to ensure we have required capacity for our
forecasted growth. We believe that our move to a single, full-service hosting facility will enable us to more easily
ensure the balance of customer workloads, scalability, and high levels of uptime.
Our applications offer high levels of security by segregating each customer’s data from the data of other customers and
by limiting access to our platform to only those individuals authorized by our customers after they have been
authenticated and validated. We maintain a formal and comprehensive security program designed to
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ensure the security and integrity of customer data, protect against security threats or data breaches, and prevent
unauthorized access to the data of our customers. At our data centers, we strictly regulate and limit all access to
servers and networks at our production and remote backup facilities, and we engage a third party to conduct periodic
security audits on our data and access security, including firewall penetration testing and vulnerability scans. In
addition, sensitive customer data is encrypted and encrypted backup files are transmitted over secure connections to a
redundant server storage device in a secondary data center. Our data center facilities employ advanced measures to
ensure physical integrity, including redundant power and cooling systems, and advanced fire and flood prevention.
Our applications that are presently hosted at data centers are secure, third-party, American National Standards Institute
Tier 3 data center facilities, located in the United States and other countries. Our data centers are designed to host
computer systems with fully redundant subsystems and compartmentalized security zones. While we procure and
operate all infrastructure equipment delivering our applications, third parties operate the data centers that we use.
These facilities provide 24/7 security, biometric access controls, systems security, redundant networking, N+1 power
and environmental controls. We expect that our initiative to consolidate our data centers to Amazon Web Services or
equivalent hosting facilities for higher efficiency will be complete in 2018.

Research and Development

We focus our research and development efforts on customer-driven innovation, third-party integrations and
continually enhancing the performance, reliability, security, usability, and scalability of our applications.

In addition to internal resources, we utilize partners, contractors, and offshore resources to improve efficiencies and
our ability to deliver. Our research and development expenses were $14.9 million, $15.8 million, $26.2 million in
fiscal years 2016, 2015, and 2014, respectively. See audited financial statement Note 16 Related Party Transactions
regarding an $11.2 million charge to research and development costs in fiscal 2014.

Competition

The overall markets we serve are rapidly evolving and subject to changing technology, shifting customer needs, and
frequent introductions of new applications. The intensity and nature of our competition varies significantly across our
range of enterprise applications. We face competition both from point solution providers, including legacy on-premise
enterprise systems, and other cloud-based software vendors that may address one or more of the functional elements
of our applications. In addition, we face competition from manual processes and traditional tools, such as paper-based
techniques, spreadsheets, and email.

We believe the principal competitive factors in our market include the following:

breadth and depth of application functionality;

ease of deployment and use of applications;

¢otal cost of ownership;

{evels of customer support satisfaction;

brand awareness and reputation;

capability for configurability, integration, scalability, and reliability of applications;

ability to innovate and respond to customer needs rapidly; and

{evel of integration among applications and with other enterprise systems.

We believe that we compete favorably on the basis of these factors. Our ability to remain competitive will largely
depend on the strength of our applications, the effectiveness of our sales and marketing efforts, the quality of our
customer success organization, and our ability to acquire complementary technologies, products, and businesses to
enhance the features and functionality of our applications.
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Intellectual Property and Proprietary Rights

We rely on a combination of trademark, copyright, trade secret, and patent laws in the United States and other
jurisdictions as well as confidentiality procedures and contractual provisions to protect our intellectual property.
Employees

As of December 31, 2016, we had 251 employees, with the majority of our employees located in the United States or
Canada. None of our employees are covered by a collective bargaining agreement. We have never experienced a strike
or similar work stoppage, and we consider our relations with our employees to be good.

Legal Proceedings

From time to time, we may become involved in legal proceedings arising in the ordinary course of our business. We
are not presently a party to any legal proceedings that we believe would, individually or taken together, have a
material adverse effect on our business, operating results, financial condition or cash flows.

Information about Segment and Geographic Revenue

We operate and manage our business as a single operating segment. See our consolidated financial statements for a
discussion of revenues, operating loss, net loss, and total assets. Our revenues are principally generated in the United
States, which accounted for 84%, 81%, and 78% of consolidated revenues for the years ended December 31, 2016,
2015, and 2014, respectively. Revenues from international business accounted for 16%, 19%, and 22% of
consolidated revenues for the years ended December 31, 2016, 2015, and 2014, respectively. See Note 15 of the Notes
to Condensed Consolidated Financial Statements for more information regarding our revenue as it relates to domestic
and foreign operations.

Available Information

We were incorporated in Delaware in 2010. Our principal executive offices are located at 401 Congress Avenue, Suite
1850, Austin, TX 78701. Our telephone number at that location is (855) 944-7526. Our website address is
www.uplandsoftware.com. Information on our website is not part of this report and should not be relied upon in
determining whether to make an investment decision. The inclusion of our website address in this report does not
include or incorporate by reference into this report any information on our website.

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to
those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended, are available free of charge through our website as soon as reasonably practicable after they are
electronically filed with or furnished to the SEC. The public may read and copy the materials we file with the SEC at
the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 20549. The public may obtain information on
the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Additionally the SEC maintains
an internet site that contains reports, proxy and information statements and other information. The address of the SEC’s
website is www.sec.gov.

Item 1A.Risk Factors

Risks Related to Our Business

We have a limited operating history and may be unable to achieve or sustain profitability or accurately predict our
future results.

We were formed in July 2010 and acquired our first business and commenced operations in September 2011. Prior to
September 2011, our business activity was devoted to raising capital, building infrastructure and reviewing potential
acquisitions. As such, we have a very limited operating history of selling our products and professional
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services to third parties. Our limited operating history makes it difficult to evaluate our current business and future
prospects and may increase the risk of your investment. We incurred net losses of $13.5 million, $13.7 million and
$20.1 million in fiscal 2016, 2015, and 2014, respectively. As of December 31, 2016, we had an accumulated deficit
of $62.4 million. Our losses in prior periods and accumulated deficit reflect the investments we have made to date to
grow our business. We expect to have significant operating expenses in the future to further support and grow our
business, including expanding the range of integrations between our software and third-party applications and
platform, expanding our direct and indirect sales capabilities, pursuing acquisitions of complementary businesses,
investing in our data center infrastructure and research and development and increasing our international presence, and
as a result, we may be unable to achieve or sustain profitability or accurately predict our future results. You should not
consider our recent growth in revenue as indicative of our future performance, and we cannot assure you that we will
achieve profitability in the future, nor that if we do become profitable, we will sustain profitability.

Our growth depends on our ability to retain existing customers and secure additional subscriptions and cross-sell
opportunities from existing customers, and nonrenewals and downgrades could harm our future operating results.

In order for us to improve our operating results, it is important that our customers renew or upgrade their agreements
with us when the applicable contract term expires, which is typically one to three years for subscription agreements
and one year for perpetual license agreements, and also purchase additional applications from us. Upon expiration,
customers can renew their existing subscriptions, upgrade their subscriptions to add more seats or additional minimum
contracted volume, downgrade their subscriptions to fewer seats or lower minimum contracted volume or not renew.
A renewal constitutes renewing an existing contract for an application under the same terms and an upgrade includes
purchasing additional seats or volume under an existing contract. We may also cross-sell additional applications to
existing customers. Our ability to grow revenue and achieve profitability depends, in part, on customer renewals,
upgrades and cross-sales to existing customers exceeding downgrades and nonrenewals. However, we may not be able
to increase our penetration within our existing customer base as anticipated and we may not otherwise retain
subscriptions from existing customers. Our customers may choose to not renew or upgrade their subscriptions, or may
downgrade, because of several factors, including dissatisfaction with our prices, features or performance relative to
competitive offerings, reductions in our customers’ spending levels, unused seats or volume or limited adoption or use
of our applications. In addition, we may not be successful in cross-selling new applications to our existing customers.
If our customers do not upgrade or renew their subscriptions or purchase additional applications from us, or if they
downgrade their subscriptions, our revenue may grow more slowly than expected or may decline, and our financial
performance may be adversely affected.

Any failure to offer high-quality customer service may adversely affect our relationships with our customers and our
financial results.

Our customers depend on our customer success organization to manage the post-sale customer lifecycle, including to
implement new applications for our customers, provide training and ongoing education services and resolve technical
issues relating to our applications. We may be unable to respond quickly enough to accommodate short-term increases
in demand for our customer success services. We also may be unable to modify the format of our customer success
services to compete with changes in similar services provided by our competitors. Increased customer demand for
these services, without corresponding revenue, could increase costs and adversely affect our operating results. In
addition, our sales process is highly dependent on the reliable functional operation of our applications, our business
reputation and positive recommendations from our existing customers. Any failure to maintain high-quality customer
service, or a market perception that we do not maintain high-quality customer service, could adversely affect our
reputation, our ability to sell our applications to existing and prospective customers and our business, operating results
and financial position.

If the market for cloud-based enterprise work management applications develops more slowly than we expect, or
declines, our business could be adversely affected.

The market for cloud-based enterprise work management applications is not as mature as the market for legacy
on-premise enterprise systems, and it is uncertain whether cloud-based applications will achieve and sustain high
levels of customer demand and market acceptance. Our success will depend to a substantial extent on increased
adoption of cloud-based applications, and of our enterprise work management software applications in particular.
Many large organizations have invested substantial personnel and financial resources to integrate legacy on-premise

18



15

Edgar Filing: Upland Software, Inc. - Form 10-K

19



Edgar Filing: Upland Software, Inc. - Form 10-K

enterprise systems into their businesses, and therefore may be reluctant or unwilling to migrate to cloud-based
applications or away from their traditional vendors or to new practices because of the organizational changes often
required to successfully implement new enterprise work management systems. In addition, we do not know whether
the adoption of enterprise work management software will continue to grow and displace manual processes and
traditional tools, such as paper-based techniques, spreadsheets and email. It is difficult to predict customer adoption
rates and demand for our applications, the future growth rate and size of the cloud-based software application market
or the entry of competitive products. The expansion of the cloud-based software application market depends on a
number of factors, including the cost, performance and perceived value associated with cloud-based applications, as
well as the ability of cloud-based application companies to address security and privacy concerns. If other cloud-based
software application providers experience security incidents, loss of customer data, disruptions in delivery or other
problems, the market for cloud-based applications as a whole, including our enterprise work management
applications, may be negatively affected. If cloud-based applications do not achieve widespread adoption, or there is a
reduction in demand for cloud-based applications caused by a lack of customer acceptance, technological challenges,
weakening economic conditions, security or privacy concerns, competing technologies and products, decreases in
corporate spending or otherwise, our revenues may decrease and our business could be adversely affected.

If we fail to manage our growth effectively, we may be unable to execute our business plan and maintain high levels
of customer satisfaction.

We have recently experienced a period of rapid growth in our personnel and operations. In particular, we increased
our number of full-time employees from three as of December 31, 2011 to 251 as of December 31, 2016, and have
also increased the size of our customer base. In addition, our revenue grew from $712,000 in fiscal 2011 to $74.8
million in fiscal 2016. Acquisitions are a primary component of our growth strategy and, as a result, we anticipate that
we will continue to experience further rapid growth in our personnel and operations in the future. Our growth has
placed, and future growth will place, a significant strain on our managerial, administrative, operational, financial and
other resources. To manage the expected growth of our personnel and operations, we will need to continue to improve
our operational, financial and management controls and our reporting systems and procedures. Failure to effectively
manage our growth could result in difficulty or delays in deploying our applications, declines in quality or customer
satisfaction, increases in costs, difficulties in introducing new features or other operational difficulties, and any of
these difficulties could adversely impact our business performance and results of operations.

We have made and expect to continue to make acquisitions as a primary component of our growth strategy. We may
not be able to identify suitable acquisition candidates or consummate acquisitions on acceptable terms, or we may be
unable to successfully integrate acquisitions, which could disrupt our operations and adversely impact our business
and operating results.

A primary component of our growth strategy has been to acquire complementary businesses to grow our company.
For example, we acquired the businesses of PowerSteering Software, Inc., Tenrox Inc. and LMR Solutions, LLC, dba
EPM Live, in fiscal 2012 and the businesses of FileBound Solutions, Inc. and Marex Group Inc., ComSci, LLC, and
Clickability Inc., in fiscal 2013, the businesses of Solution Q Inc. and Mobile Commons, Inc., in fiscal 2014, Ultriva
Inc., in fiscal 2015, and LeadLander, Inc., HipCricket, Inc. and Advanced Processing and Imaging, Inc. in fiscal 2016.
Subsequent to 2016, we acquired the business of Omtool, Inc. in January 2017. We intend to continue to pursue
acquisitions of complementary technologies, products and businesses as a primary component of our growth strategy
to enhance the features and functionality of our applications, expand our customer base and provide access to new
markets and increase benefits of scale. Acquisitions involve certain known and unknown risks that could cause our
actual growth or operating results to differ from our expectations. For example:

we may not be able to identify suitable acquisition candidates or to consummate acquisitions on acceptable terms;

we may pursue international acquisitions, which inherently pose more risks than domestic acquisitions;

we compete with others to acquire complementary products, technologies and businesses, which may result in
decreased availability of, or increased price for, suitable acquisition candidates;

we may not be able to obtain the necessary financing, on favorable terms or at all, to finance any or all of our potential
acquisitions;
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we may ultimately fail to consummate an acquisition even if we announce that we plan to acquire a technology,
product or business; and

acquired technologies, products or businesses may not perform as we expect and we may fail to realize anticipated
revenue and profits.

In addition, our acquisition strategy may divert management’s attention away from our existing business, resulting in
the loss of key customers or employees, and expose us to unanticipated problems or legal liabilities, including
responsibility as a successor for undisclosed or contingent liabilities of acquired businesses or assets.

If we fail to conduct due diligence on our potential targets effectively, we may, for example, not identify problems at
target companies or fail to recognize incompatibilities or other obstacles to successful integration. Our inability to
successfully integrate future acquisitions could impede us from realizing all of the benefits of those acquisitions and
could severely weaken our business operations. The integration process may disrupt our business and, if new
technologies, products or businesses are not implemented effectively, may preclude the realization of the full benefits
expected by us and could harm our results of operations. In addition, the overall integration of new technologies,
products or businesses may result in unanticipated problems, expenses, liabilities and competitive responses. The
difficulties integrating an acquisition include, among other things:

tssues in integrating the target company’s technologies, products or businesses with ours;

tncompatibility of marketing and administration methods;

maintaining employee morale and retaining key employees;

tntegrating the cultures of both companies;

preserving important strategic customer relationships;

consolidating corporate and administrative infrastructures and eliminating duplicative operations; and

coordinating and integrating geographically separate organizations.

In addition, even if the operations of an acquisition are integrated successfully, we may not realize the full benefits of
the acquisition, including the synergies, cost savings or growth opportunities that we expect. These benefits may not
be achieved within the anticipated time frame, or at all.

Further, acquisitions may cause us to:

tssue common stock that would dilute our current stockholders’ ownership percentage;

use a substantial portion of our cash resources;

increase our interest expense, leverage and debt service requirements if we incur additional debt to pay for an
acquisition;

assume liabilities for which we do not have indemnification from the former owners; further, indemnification
obligations may be subject to dispute or concerns regarding the creditworthiness of the former owners;

record goodwill and non-amortizable intangible assets that are subject to impairment testing and potential impairment
charges;

experience volatility in earnings due to changes in contingent consideration related to acquisition earn-out liability
estimates;

tncur amortization expenses related to certain intangible assets;

{ose existing or potential contracts as a result of conflict of interest issues;

become subject to adverse tax consequences or deferred compensation charges;

tncur large and immediate write-offs; or

become subject to litigation.
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We depend on our senior management team and the loss of one or more key personnel or an inability to attract and
retain highly skilled personnel may impair our ability to grow our business.

Our success depends in part upon the continued services of our key executive officers, including John T. McDonald,
Michael D. Hill, and Timothy W. Mattox, as well as other key personnel. We do not have employment agreements
with most of our executive officers or other key personnel that require them to continue to work for us for any
specified period and, therefore, they may terminate employment with us at any time with no advance notice. The
replacement of our senior management team or other key personnel likely would involve significant time and costs,
and the loss of these employees may significantly delay or prevent the achievement of our business objectives.

We face intense competition for qualified individuals from numerous technology and software companies. If we fail to
attract and retain suitably qualified individuals, including software engineers and sales personnel, our ability to
implement our business plan and develop and maintain our applications could be adversely affected. As a result, our
ability to compete would decrease, our operating results would suffer and our revenue would decrease.

Failure to maintain and expand our sales organization may negatively impact our revenue growth.

We sell our applications primarily through a direct sales organization comprised of inside sales and field sales
personnel. In addition, we have an indirect sales organization, which sells to distributors and value-added resellers.
Growing sales to both new and existing customers is in part dependent on our ability to maintain and expand our sales
force. Identifying, recruiting and training additional sales personnel requires significant time, expense and attention. It
can take several quarters or longer before our sales representatives are fully-trained and productive. Our business may
be adversely affected if our efforts to expand and train our sales organization do not generate a corresponding increase
in revenue. In particular, if we are unable to hire, develop and retain sales personnel or if our new sales personnel are
unable to achieve expected sales productivity levels in a reasonable period of time or at all, our revenue may grow
more slowly than expected or decline and our business may be harmed.

Because we generally recognize revenue from our customers over the terms of their agreements but incur most costs
associated with generating such agreements in advance, rapid growth in our customer base may increase our losses in
the short-term.

Expenses associated with acquiring customers, such as the expenses related to our sales organizations and related
commissions, are generally expensed as incurred while most of our revenue is recognized ratably over the life of the
applicable agreements. Therefore, increased sales will result in our recognition of more costs than revenue during the
early periods covered by such agreements, even in cases where the agreements are expected to be profitable for us
over their full terms. As a result, even if we are successful in increasing our customer base, our short-term operating
results may suffer.

We recognize revenue from customers over the term of the related agreement; therefore, downturns or upturns in our
business may not be immediately reflected in our operating results.

We recognize revenue from customer agreements ratably over the terms of these agreements. As a result, a significant
portion of the revenue we report in each quarter is generated from customer agreements entered into during previous
periods, which is reflected as deferred revenue on our balance sheet. Consequently, a decline in new or renewed
agreements, or a downgrade of renewed agreements to fewer seats or less minimum contracted volume, in any one
quarter may not be fully reflected in our revenue in that quarter. Such a decline, however, will negatively affect our
revenue in future quarters. Accordingly, the effect of significant downturns in sales and market acceptance of our
applications, and potential changes in our pricing policies or rates of renewals, may not be fully reflected in our results
of operations until future periods. Similarly, it would be difficult for us to rapidly increase our revenue through new
sales, renewals and upgrades of existing customer agreements, or through additional cross-selling opportunities, in a
given period due to the timing of revenue recognition inherent in our subscription model.

Perpetual license revenue is unpredictable and a material increase or decrease in perpetual license revenue from period
to period can produce substantial variation in the total revenue and earnings we recognize in a given period.

Perpetual license revenue reflects the revenue recognized from sales of perpetual licenses relating to our workflow
automation and enterprise content management applications to new customers and additional licenses for such
applications to existing customers. We generally recognize the license fee portion of the arrangement in
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advance. Perpetual licenses of our workflow automation and enterprise content management applications are sold
through third-party resellers and, as such, the timing of sales of perpetual licenses is difficult to predict with the timing
of recognition of associated revenue unpredictable. A material increase or decrease in the sale of perpetual licenses
from period to period could produce substantial variation in the revenue we recognize. Accordingly, comparing our
perpetual license revenue on a period to period basis may not be a meaningful indicator of a trend or future results.
Our quarterly operating results may fluctuate in the future. As a result, we may fail to meet or exceed the expectations
of research analysts or investors, which could cause our stock price to decline and you may lose part or all of your
investment.

Our quarterly operating results may fluctuate as a result of a variety of factors, many of which are outside of our
control. Accordingly, the results of any one quarter may not fully reflect the underlying performance of our business
and should not be relied upon as an indication of future performance. If our quarterly operating results or outlook fall
below the expectations of research analysts or investors, the price of our common stock could decline substantially.
Fluctuations in our quarterly operating results or outlook may be due to a number of factors, including, but not limited
to:

the extent to which our existing customers purchase additional seats or volume for our applications and the timing and
terms of those purchases;

the extent to which our existing customers renew their customer agreements for our applications and the timing and
terms of those renewals;

the extent to which we cross-sell additional applications to our existing customers and the timing and terms of such
cross-selling;

the addition or loss of customers, including through acquisitions or consolidations;

the extent to which new customers are attracted to our applications to satisfy their enterprise work management needs;
the rate of adoption and market acceptance of enterprise work management applications;

the mix of our revenue, particularly between product and professional services revenue, for which the timing of
revenue recognition is substantially different;

changes in the gross profit we realize on our applications and professional services due to our differing revenue
recognition policies applicable to subscription and product and professional services revenue and other variables;

the extent to which we enter into multi-year contracts, in which the support fees are typically paid in advance;

the number and size of new customers and the number and size of renewals in a particular period;

changes in our pricing policies or those of our competitors;

the mix of applications sold during a period;

the timing and expenses related to the acquisition of technologies, products or businesses and potential future charges
for impairment of goodwill from such acquisitions;

the amount and timing of operating expenses, including those related to the maintenance and expansion of our
business, operations and infrastructure;

the amount and timing of expenses related to the development of new products and technologies, including
enhancements to our applications;

the amount and timing of commissions earned by our sales personnel;

the timing and success of new applications introduced by us or new offerings offered by our competitors;

the length of our sales cycles;

changes in the competitive dynamics of our industry, including consolidation among competitors, customers or
strategic collaborators;
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our ability to manage our existing business and future growth, including increases in the number of customers using
our applications;

the seasonality of our business or cyclical fluctuations in our industry;

the timing and expenses related to any international expansion efforts we may undertake and the success of such
efforts;

various factors related to disruptions in access and delivery of our cloud-based applications, errors or defects in our
applications, privacy and data security and exchange rate fluctuations, each of which is described elsewhere in these
risk factors; and

eeneral economic, industry and market conditions.

We may need financing in the future, and any additional financing may result in restrictions on our operations or
substantial dilution to our stockholders. We may seek to renegotiate or refinance our loan facility, and we may be
unable to do so on acceptable terms or at all.

We have funded our operations since inception primarily through equity financings, cash from operations and cash
available under our loan facility. We may need to raise funds in the future, for example, to expand our business,
acquire complementary businesses, develop new technologies, respond to competitive pressures or react to
unanticipated situations. We may try to raise additional funds through public or private financings, strategic
relationships or other arrangements. Our ability to obtain debt or equity funding will depend on a number of factors,
including market conditions, our operating performance and investor interest. Additional funding may not be available
to us on acceptable terms or at all. If adequate funds are not available, we may be required to reduce expenditures,
including curtailing our growth strategies, reducing our product-development efforts or foregoing acquisitions. If we
succeed in raising additional funds through the issuance of equity or convertible securities, it could result in
substantial dilution to existing stockholders. If we raise additional funds through the issuance of debt securities or
preferred stock, these new securities would have rights, preferences and privileges senior to those of the holders of our
common stock. In addition, any debt financing obtained by us in the future or issuance of preferred stock could
involve restrictive covenants relating to our capital raising activities and other financial and operational matters, which
may make it more difficult for us to obtain additional capital and to pursue business opportunities, including potential
acquisitions. Additionally, we may need to renegotiate the terms of our loan facility, and our lender may be unwilling
to do so, or may agree to such changes subject to additional restrictive covenants on our operations and ability to raise
capital.

Our loan facility contains operating and financial covenants that may restrict our business and financing activities.

On November 15, 2016, we expanded into a $90 million loan facility with Wells Fargo Capital Finance. The facility is
comprised of a $50 million term loan, a $10 million revolving credit facility and a $10 million delayed draw term loan
for acquisitions. Additionally, the facility provides for an uncommitted $20 million accordion loan to further support
future acquisitions and an allowance of $16.7 million of subordinated seller notes for acquisitions.

Our obligations and the obligations of the co-borrowers and any guarantors under the Wells Fargo loan facility are
secured by a security interest in substantially all of our assets and assets of the co-borrowers’ and of any guarantors,
including intellectual property. The terms of the credit facility limits, among other things, our ability to

esell, lease, license or otherwise dispose of assets;

eundergo a change in control;

econsolidate or merge with or into other entities;

*make or own loans, investments and acquisitions;

ecreate, incur or assume guarantees in respect of obligations of other persons;

ecreate, incur or assume liens and other encumbrances; or

*pay dividends or make distributions on, or purchase or redeem, our capital stock.
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Furthermore, the Wells Fargo loan facility requires us and our subsidiaries to comply with certain financial covenants.
The operating and other restrictions and covenants in the loan facility, and in any future financing arrangements that
we may enter into, may restrict our ability to finance our operations, engage in certain business activities, or expand or
fully pursue our business strategies, or otherwise limit our discretion to manage our business. Our ability to comply
with these restrictions and covenants may be affected by events beyond our control, and we may not be able to meet
those restrictions and covenants. A breach of any of the restrictions and covenants could result in a default under the
loan facility or any future financing arrangements, which could cause any outstanding indebtedness under the loan
facility or under any future financing arrangements to become immediately due and payable, and result in the
termination of commitments to extend further credit.

If we are unable to increase market awareness of our company and our applications, our revenue may not continue to
grow, or may decline.

Market awareness of our company and our applications is essential to our ability to generate new leads for expanding
our business and our continued growth. If we fail to sufficiently invest in our marketing programs or they are
unsuccessful in creating market awareness of our company and our applications, our revenue may grow more slowly
than expected or may decline and our financial performance may be adversely affected.

The markets in which we participate are intensely competitive, and if we do not compete effectively, our operating
results could be adversely affected.

The overall market for enterprise work management software is rapidly evolving and subject to changing technology,
shifting customer needs and frequent introductions of new applications. The intensity and nature of our competition
varies significantly across our family of enterprise work management software applications. Many of our competitors
and potential competitors are larger and have greater brand name recognition, longer operating histories, larger
marketing budgets and significantly greater resources than we do. Some of our smaller competitors may offer
applications on a stand-alone basis at a lower price than us due to lower overhead or other factors, while some of our
larger competitors may offer applications at a lower price in an attempt to cross-sell additional products in the future
or retain a customer using a different application.

We believe there are a limited number of direct competitors that provide a comprehensive enterprise work
management software offering. However, we face competition both from point solution providers, including legacy
on-premise enterprise systems, and other cloud-based work management software vendors that may address one or
more of the functional elements of our applications, but are not designed to address a broad range of enterprise work
management needs. In addition, we face competition from manual processes and traditional tools, such as paper-based
techniques, spreadsheets and email.

If our competitors’ products, services or technologies become more accepted than our enterprise work management
applications, if they are successful in bringing their products or services to market earlier than ours, or if their products
or services are more technologically capable than ours, our revenues could be adversely affected.

Mergers of, or other strategic transactions by, our competitors could weaken our competitive position or reduce our
revenue.

If one or more of our competitors were to merge or partner with another of our competitors, the change in the
competitive landscape could adversely affect our ability to compete effectively. In order to take advantage of customer
demand for cloud-based software applications, vendors of legacy systems are expanding their cloud-based enterprise
workplace management applications through acquisitions and internal development. A potential result of such
expansion is that certain of our current or potential competitors may be acquired by third parties with greater available
resources and the ability to further invest in product improvements and initiate or withstand substantial price
competition. Our competitors also may establish or strengthen cooperative relationships with our current or future
value-added resellers, third-party consulting firms or other parties with whom we have relationships, thereby limiting
our ability to promote our applications. Disruptions in our business caused by these events could reduce our revenue.
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Our growth and long-term success depends, in part, on our ability to expand our international sales and operations.
As our operations have expanded, we have established and currently maintain offices in the United States, Canada,
and the United Kingdom. We have limited experience in operating in foreign jurisdictions and expect to continue to
expand our relationship with international customers. Managing a global organization is difficult, time-consuming and
expensive, and any international efforts that we may undertake may not be successful. In addition, conducting
international operations subjects us to risks, including the following:

uncertain political and economic climates;

lack of familiarity and burdens of complying with foreign laws, accounting and legal standards, regulatory
requirements, tariffs and other barriers;

unexpected changes in regulatory requirements, taxes, trade laws, tariffs, export quotas, custom duties or other trade
restrictions;

lack of experience in connection with the localization of our applications, including translation into foreign languages
and adaptation for local practices, and associated expenses and regulatory requirements;

difficulties in adapting to differing technology standards;

{onger sales cycles and accounts receivable payment cycles and difficulties in collecting accounts receivable;
difficulties in managing and staffing international operations, including differing legal and cultural expectations for
employee relationships and increased travel, infrastructure and legal compliance costs associated with international
operations;

fluctuations in exchange rates that may increase the volatility of our foreign-based revenue and expenses;

potentially adverse tax consequences, including the complexities of foreign value-added tax, goods and services tax
and other transactional taxes;

reduced or varied protection for intellectual property rights in some countries;

difficulties in managing and adapting to differing cultures and customs;

data privacy laws which require that customer data be stored and processed in a designated territory subject to laws
different than the United States;

new and different sources of competition as well as laws and business practices favoring local competitors and local
employees;

compliance with anti-bribery laws, including compliance with the Foreign Corrupt Practices Act;

tncreased financial accounting and reporting burdens and complexities; and

restrictions on the repatriation of earnings.

Further, our international expansion efforts may be hindered by lower levels of cloud adoption and increased price
sensitivity for our applications or other cloud-based offerings in international markets. As a result of these and other
factors, international expansion may be more difficult, take longer and not generate the results we anticipate, which
could negatively impact our growth and business.

Fluctuations in the exchange rate of foreign currencies could result in losses on currency transactions.

Our customers are generally invoiced in the currency of the country in which they are located. In addition, we incur a
portion of our operating expenses in foreign currencies, including Canadian dollars, British pounds and Euros, and in
the future, as we expand into other foreign countries, we expect to incur operating expenses in other foreign
currencies. In addition, our customers are generally invoiced in the currency of the country in which they are located.
We are exposed to foreign exchange rate fluctuations as the financial results of our international operations are
translated from the local functional currency into U.S. dollars upon consolidation. A decline in the U.S. dollar relative
to foreign functional currencies would increase our non-U.S. revenue and improve our operating results. Conversely,
if the U.S. dollar strengthens relative to foreign functional currencies, our revenue and operating results
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would be adversely affected. We have not previously engaged in foreign currency hedging. If we decide to hedge our
foreign currency exchange rate exposure, we may not be able to hedge effectively due to lack of experience,
unreasonable costs or illiquid markets.
Our sales cycles can be lengthy and variable, which may cause changes in our operating results.
Our sales cycle can vary substantially from customer to customer. A number of factors influence the length and
variability of our sales cycles, including, for example:
the need to educate potential customers about the uses and benefits of our applications;
the duration of the commitment customers make in their agreements with us, which are typically one to three years;
the discretionary nature of potential customers’ purchasing and budget cycles and decisions;

the competitive nature of potential customers’ evaluation and purchasing

processes;
the functionality demands of potential customers;
fluctuations in the enterprise work management needs of potential customers;
the announcement or planned introduction of new products by us or our competitors; and
the purchasing approval processes of potential customers.
Our sales cycles can make it difficult to predict the quarter in which revenue from a new customer may first be
recognized. We may incur significant sales and marketing expenses and invest significant time and effort in
anticipation of a sale that may never occur or only occur in a smaller amount or at a later date than anticipated. Delays
inherent to our sales cycles could cause significant variability in our revenue and operating results for any particular
period.
We have a limited history with our pricing models and, as a result, we may be forced to change the prices we charge
for our applications or the pricing models upon which they are based.
We have limited experience with respect to determining the optimal prices and pricing models for certain of our
applications and certain geographic markets. As the markets for our applications mature, or as competitors introduce
products or services that compete with ours, including bundling competing offerings with additional products or
services, we may be unable to attract new customers at the same price or based on the same pricing models as we have
used historically. As a result, in the future we may be required to reduce our prices, which could adversely affect our
financial performance. In addition, we may offer volume price discounts based on the number of seats purchased by a
customer or the number of our applications purchased by a customer, which would effectively reduce the prices we
charge for our applications. Also, we may be unable to renew existing customer agreements or enter into new
customer agreements at the same prices or upon the same terms that we have historically, which could have a material
adverse effect on our financial position.
Any disruption of service at the data centers that house our equipment and deliver our applications or with our hosting
service provider could harm our business.
Our reputation and ability to attract, retain and serve our customer is dependent upon the reliable performance of our
computer systems and those of third parties that we utilize in our operations. These systems may be subject to damage
or interruption from earthquakes, adverse weather conditions, other natural disasters, terrorist attacks, power loss,
telecommunications failures, computer viruses, computer denial of service attacks, or other attempts to harm these
systems. Interruptions in these systems, or with the Internet in general, could make our service unavailable or
degraded or otherwise hinder our ability to deliver application data to our customers. Service interruptions, errors in
our software or the unavailability of computer systems used in our operations could diminish the overall attractiveness
of our applications to existing and potential customers.
Our servers and those of third parties we use in our operations are vulnerable to computer viruses, physical or
electronic break-ins and similar disruptions. We have implemented security protocols within our applications,
however this is no assurance that our systems are completely secure. Our insurance does not cover expenses related to
disruptions to our service or unauthorized access to our applications. Any significant disruption to our service or
access to our systems could result in a loss of customers and adversely affect our business and results of operation.
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We utilize our own communications and computer hardware systems located either in our facilities or in that of a
third-party Web hosting provider. In addition, we utilize third-party hosting services in connection with our business
operations and are undertaking an initiative to migrate our applications to a third-party hosting platform. Problems
faced by us or our third-party hosting providers, including technological or business-related disruptions, could
adversely impact the experience of our customers.

If we fail to adequately manage our data center or hosting infrastructure capacity, our existing customers may
experience service outages and our new customers may experience delays in the deployment of our applications.

We have experienced significant growth in the number of seats and volume of data that our hosting infrastructure
supports. We seek to maintain sufficient excess capacity in our operations infrastructure to meet the needs of all of our
customers. We also seek to maintain excess capacity to facilitate the rapid provision of new customer deployments
and the expansion of existing customer deployments. However, obtaining new data center infrastructure requires lead
time. If we do not accurately predict our infrastructure capacity requirements with sufficient lead time, our customers
could experience service impairment that may subject us to financial penalties and liabilities and cause us to lose
customers. If our data center infrastructure capacity fails to keep pace with increased subscriptions, customers may
experience delays or reductions in the quality of our service as we seek to obtain additional capacity, which could
harm our reputation and harm our business. As we add data center or hosting infrastructure capacity and support
personnel in advance of anticipated growth, our cost of product revenue will increase and if the anticipated revenue
growth does not occur, our product gross profit will be adversely affected both in terms of absolute dollars and as a
percentage of total revenues in any particular quarterly or annual period.

Security breaches may harm our business.

Our applications involve the storage and transmission of our customers’ proprietary and confidential information,
including personal or identifying information regarding their employees and customers. Any security breaches,
unauthorized access, unauthorized usage, virus or similar breach or disruption could result in loss of confidential
information, damage to our reputation, early termination of our contracts, litigation, regulatory investigations,
indemnity obligations or other liabilities. If our security measures or those of our third-party data centers are breached
as a result of third-party action, employee error, malfeasance or otherwise and, as a result, someone obtains
unauthorized access to customer data, our reputation will be damaged, our business may suffer and we could incur
significant liability. Because the techniques used to obtain unauthorized access or sabotage systems change frequently
and generally are not identified until they are launched against a target, we may be unable to anticipate these
techniques or to implement adequate preventative measures. Any or all of these issues could negatively affect our
ability to attract new customers, cause existing customers to elect not to renew or upgrade their subscriptions, result in
reputational damage or subject us to third-party lawsuits, regulatory fines or other action or liability, which could
adversely affect our operating results.

Our success depends on our ability to adapt to technological change and continue to innovate.

The overall market for enterprise work management software is rapidly evolving and subject to changing technology,
shifting customer needs and frequent introductions of new applications. Our ability to attract new customers and
increase revenue from existing customers will depend in large part on our ability to develop or acquire new
applications and enhance and improve existing applications. To achieve market acceptance for our applications, we
must effectively anticipate and offer applications that meet changing customer demands in a timely manner.
Customers may require features and capabilities that our current applications do not have. We may experience
difficulties that could delay or prevent our development, acquisition or implementation of new applications and
enhancements.

If we are unable to successfully develop or acquire new enterprise work management capabilities and functionality,
enhance our existing applications to anticipate and meet customer preferences, sell our applications into new markets
or adapt to changing industry standards in enterprise work management, our revenue and results of operations would
be adversely affected.
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Adverse economic conditions may reduce our customers’ ability to spend money on information technology or
enterprise work management software, or our customers may otherwise choose to reduce their spending on
information technology or enterprise work management software, which may adversely impact our business.

Our business depends on the overall demand for information technology and enterprise work management software
spend and on the economic health of our current and prospective customers. If worldwide economic conditions
become unstable, our existing customers and prospective customers may re-evaluate their decision to purchase our
applications. Weak global economic conditions or a reduction in information technology or enterprise work
management software spending by our customers, could harm our business in a number of ways, including longer
sales cycles and lower prices for our applications.

We rely on third-party software that is required for the development and deployment of our applications, which may
be difficult to obtain or which could cause errors or failures of our applications.

We rely on software licensed from or hosted by third parties to offer our applications. In addition, we may need to
obtain licenses from third parties to use intellectual property associated with the development of our applications,
which might not be available to us on acceptable terms, or at all. Any loss of the right to use any software required for
the development, maintenance and delivery of our applications could result in delays in the provision of our
applications until equivalent technology is either developed by us, or, if available, is identified, obtained and
integrated, which could harm our business. Any errors or defects in third-party software could result in errors or a
failure of our applications, which could harm our business.

If our applications contain serious errors or defects we may lose revenue and market acceptance and we may incur
costs to defend or settle product liability claims.

Complex software applications such as ours often contain errors or defects, particularly when first introduced or when
new versions or enhancements are released. Our current and future applications may contain serious defects.

Since our customers use our applications for critical business purposes, defects or other performance problems could
negatively impact our customers and could result in:

{oss or delayed market acceptance and sales;

breach of warranty or product liability claims;

sales credits or refunds for prepaid amounts related to unused subscription services;

canceled contracts and loss of customers;

diversion of development and customer service resources; and

tnjury to our reputation.

The costs incurred in correcting any material errors or defects might be substantial and could adversely affect our
operating results. Although our customer agreements typically contain provisions designed to limit our exposure to
certain of the claims above, existing or future laws or unfavorable judicial decisions could negate these limitations.
Even if not successful, a product liability claim brought against us would likely be a distraction to management,
time-consuming and costly to resolve, and could seriously damage our reputation in the marketplace, making it harder
for us to sell our applications. Additionally, our errors and omissions insurance may be inadequate or may not be
available in the future on acceptable terms, or at all, and our policy may not cover all claims made against us and
defending a suit, regardless of its merit, could be costly and divert management’s attention.

If we fail to integrate our applications with other software applications and competitive or adjacent offerings that are
developed by others, or fail to make our applications available on mobile and other handheld devices, our applications
may become less marketable, less competitive or obsolete and our operating results could be harmed.

Our applications integrate with a variety of other software applications, and also with competing and adjacent
third-party offerings, and we need to continuously modify and enhance our platform to adapt to changes in
cloud-enabled hardware, software, networking, browser and database technologies. Any failure of our applications to
integrate effectively with other software applications and product offerings could reduce the demand for our
applications or result in customer dissatisfaction and harm to our business. If we are unable to respond to changes in
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the applications and tools with which our applications integrate in a cost-effective manner, our applications may
become less marketable, less competitive or obsolete. Competitors may also impede our attempts to create integration
between our applications and competitive offerings, which may decrease demand for our applications. In addition, an
increasing number of individuals within organizations are utilizing devices other than personal computers, such as
mobile phones, tablets and other handheld devices, to access the Internet and corporate resources and to conduct
business. If we cannot effectively make our applications available on these devices, we may experience difficulty
attracting and retaining customers.

If we fail to develop and maintain relationships with third parties, our business may be harmed.

Our business depends in part on the development and maintenance of technology integration, joint sales and reseller
relationships. Maintaining relationships with third parties requires significant time and resources, as does integrating
third-party content and technology. Further, third parties may not perform as expected under any relationships that we
may enter into, and we may have disagreements or disputes with third parties that could negatively affect our brands
and reputation. If we are unsuccessful in establishing or maintaining relationships with third parties, our ability to
compete in the marketplace or to grow our revenue could be impaired and our operating results could suffer.

Our use of open source software could negatively affect our ability to sell our applications and subject us to possible
litigation.

A portion of our applications incorporate open source software, and we expect to continue to incorporate open source
software in the future. Few of the licenses applicable to open source software have been interpreted by courts, and
their application to the open source software integrated into our proprietary software may be uncertain. Moreover, we
cannot provide any assurance that we have not incorporated additional open source software in our applications in a
manner that is inconsistent with the terms of the license or our current policies and procedures. If we fail to comply
with these licenses, we may be subject to certain requirements, including requirements that we offer our applications
that incorporate the open source software for no cost, that we make available source code for modifications or
derivative works we create based upon, incorporating or using the open source software and that we license such
modifications or derivative works under the terms of applicable open source licenses. If an author or other third party
that distributes such open source software were to allege that we had not complied with the conditions of one or more
of these licenses, we could be required to incur significant legal expenses defending against such allegations and could
be subject to significant damages, enjoined from the sale of our applications that contained the open source software
and required to comply with the foregoing conditions, which could disrupt the distribution and sale of some of our
applications. In addition, there have been claims challenging the ownership of open source software against
companies that incorporate open source software into their products. As a result, we could be subject to suits by
parties claiming infringement due to the reliance by our applications on certain open source software. Litigation could
be costly for us to defend, have a negative effect on our operating results and financial condition or require us to
devote additional research and development resources to change our applications.

Certain of our operating results and financial metrics are difficult to predict as a result of seasonality.

We have historically experienced seasonality in terms of when we enter into customer agreements. We sign a
significantly higher percentage of agreements with new customers, and renew agreements with existing customers, in
the fourth quarter of each calendar year as our customers tend to follow budgeting cycles at the end of the calendar
year. Our cash flow from operations has historically been higher in the first quarter of each calendar year than in other
quarters. This seasonality is reflected to a much lesser extent, and sometimes is not immediately apparent, in our
revenue, due to the fact that we defer revenue recognition. In addition, seasonality may be difficult to observe in our
financial results during periods in which we acquire businesses as such results typically are most significantly
impacted by such acquisitions. We expect this seasonality to continue, or possibly increase in the future, which may
cause fluctuations in our operating results and financial metrics. If our quarterly operating results or outlook fall below
the expectations of research analysts or investors, the price of our common stock could decline substantially.
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We could incur substantial costs as a result of any claim of infringement of another party’s intellectual property rights.
In recent years, there has been significant litigation involving patents and other intellectual property rights in our
industry. Companies providing software are increasingly bringing and becoming subject to suits alleging infringement
of proprietary rights, particularly patent rights, and to the extent we gain greater market visibility, we face a higher
risk of being the subject of intellectual property infringement claims. We do not have a significant patent portfolio,
which could prevent us from deterring patent infringement claims through our own patent portfolio, and our
competitors and others may now and in the future have significantly larger and more mature patent portfolios than we
have. The risk of patent litigation has been amplified by the increase in the number of a type of patent holder, which
we refer to as a non-practicing entity, whose sole business is to assert such claims and against whom our own
intellectual property portfolio may provide little deterrent value. We could incur substantial costs in prosecuting or
defending any intellectual property litigation. If we sue to enforce our rights or are sued by a third-party that claims
that our applications infringe its rights, the litigation could be expensive and could divert our management resources.
In addition, in most instances, we have agreed to indemnify our customers against claims that our applications infringe
the intellectual property rights of third parties. Our business could be adversely affected by any significant disputes
between us and our customers as to the applicability or scope of our indemnification obligations to them. Any
intellectual property litigation to which we might become a party, or for which we are required to provide
indemnification, may require us to do one or more of the following:

cease selling or using applications that incorporate the intellectual property that we allegedly infringe;

make substantial payments for legal fees, settlement payments or other costs or damages;

obtain a license, which may not be available on reasonable terms or at all, to sell or use the relevant technology; or
redesign the allegedly infringing applications to avoid infringement, which could be costly, time-consuming or
impossible.

If we are required to make substantial payments or undertake any of the other actions noted above as a result of any
intellectual property infringement claims against us or any obligation to indemnify our customers for such claims,
such payments or actions could harm our business.

We could incur substantial costs in protecting our intellectual property from infringement, and any failure to protect
our intellectual property could impair our business.

Our success and ability to compete depend in part upon our intellectual property. We seek to protect the source code
for our proprietary software and other proprietary technology and information under a combination of copyright, trade
secrets and patent law, and we seek to protect our brands through trademark law. Our policy is to enter into
confidentiality agreements, or agreements with confidentiality provisions, with our employees, consultants, vendors
and customers and to control access to our software, documentation and other proprietary information. Despite these
precautions, it may be possible for unauthorized parties to copy our software or other proprietary technology or
information, or to develop similar software independently.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of our
applications or to obtain and use information that we regard as proprietary. Policing unauthorized use of our
applications is difficult, and we are unable to determine the extent to which piracy of our software exists or will occur
in the future. Litigation may be necessary in the future to enforce our intellectual property rights, protect our trade
secrets, determine the validity and scope of the proprietary rights of others or defend against claims of infringement or
invalidity. Such litigation could be costly, time-consuming and distracting to management, result in a diversion of
resources or the narrowing or invalidation of portions of our intellectual property and have a material adverse effect on
our business, operating results and financial condition. Furthermore, our efforts to enforce our intellectual property
rights may be met with defenses, counterclaims and countersuits attacking the validity and enforceability of our
intellectual property rights or alleging that we infringe the counterclaimant’s own intellectual property. These steps
may be inadequate to protect our intellectual property. Third parties may challenge the validity
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or ownership of our intellectual property, and these challenges could cause us to lose our rights, in whole or in part, to
such intellectual property or narrow its scope such that it no longer provides meaningful protection. We will not be
able to protect our intellectual property if we are unable to enforce our rights or if we do not detect unauthorized use
of our intellectual property. Despite our precautions, it may be possible for unauthorized third parties to copy our
products and use information that we regard as proprietary to create products and services that compete with ours.
Some license provisions protecting against unauthorized use, copying, transfer and disclosure of our applications may
be unenforceable under the laws of certain jurisdictions and foreign countries. Further, the laws of some countries do
not protect proprietary rights to the same extent as the laws of the United States. To the extent we expand our
international activities, our exposure to unauthorized copying, transfer and use of our applications and proprietary
technology or information may increase.

There can be no assurance that our means of protecting our proprietary rights will be adequate or that our competitors
will not independently develop similar technology. If we fail to meaningfully protect our intellectual property, our
business, brands, operating results and financial condition could be materially harmed.

Unanticipated changes in our effective tax rate or challenges by tax authorities could harm our future results.

We are subject to income taxes in the United States and various non-U.S. jurisdictions. Our effective tax rate could be
adversely affected by changes in the allocation of our pre-tax earnings and losses among countries with differing
statutory tax rates, in certain non-deductible expenses as a result of acquisitions, in the valuation of our deferred tax
assets and liabilities, or in federal, state, local or non-U.S. tax laws and accounting principles, including increased tax
rates, new tax laws or revised interpretations of existing tax laws and precedents. In particular, the United States is
currently considering various changes to the U.S. taxation of international business activities, which, if enacted, could
impact the U.S. taxation of our non-U.S. earnings as well as our cash maintained outside the United States. Increases
in our effective tax rate would adversely affect our operating results.

In addition, we may be subject to income tax audits by various tax jurisdictions throughout the world, many of which
have not established clear guidance on the tax treatment of cloud-based companies. The application of tax laws in
such jurisdictions may be subject to diverging and sometimes conflicting interpretations by tax authorities in these
jurisdictions. Although we believe our income tax liabilities are reasonably estimated and accounted for in accordance
with applicable laws and principles, an adverse resolution of one or more uncertain tax positions in any period could
have a material impact on the results of operations for that period.

Taxing authorities may successfully assert that we should have collected or in the future should collect additional sales
and use taxes, and we could be subject to liability with respect to past or future sales, which could adversely affect our
results of operations.

We have not historically filed sales and use tax returns or collected sales and use taxes in all jurisdictions in which we
have sales, based on our belief that such taxes are not applicable. Taxing authorities may seek to impose such taxes on
us, including for past sales, which could result in penalties and interest. Any such tax assessments may adversely
affect the results of our operations.

Taxing authorities could reallocate our taxable income among our subsidiaries, which could increase our consolidated
tax liability.

We conduct integrated operations internationally through subsidiaries in various tax jurisdictions pursuant to transfer
pricing arrangements between our subsidiaries and between our subsidiaries and us. If two or more affiliated
companies are located in different countries, the tax laws or regulations of each country generally require that transfer
prices be the same as those between unrelated companies dealing at arms’ length and that contemporaneous
documentation is maintained to support the transfer prices. While we believe that we operate in compliance with
applicable transfer pricing laws and intend to continue to do so, our transfer pricing procedures are not binding on
applicable tax authorities. If tax authorities in any of these countries were to successfully challenge our transfer prices
as not reflecting arms’ length transactions, they could require us to adjust our transfer prices and thereby reallocate our
income to reflect these revised transfer prices, which could result in a higher tax liability to us. Such reallocations may
subject us to interest and penalties that would increase our consolidated tax liability and could adversely affect our
financial condition, results of operations and cash flows.
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Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.

As of December 31, 2016, we had federal net operating loss carryforwards of approximately $83 million and research
and development credit carryforwards of approximately $1.3 million, which begin expiring in 2017. Under Sections
382 and 383 of the Internal Revenue Code of 1986, as amended, or the Code, if a corporation undergoes an “ownership
change,” the corporation’s ability to use its pre-change net operating loss carryforwards and other pre- change tax
attributes, such as research tax credits, to offset its post-change income and taxes may be limited. In general, an
“ownership change” occurs if there is a cumulative change in our ownership by “5% shareholders” that exceeds 50
percentage points over a rolling three-year period. Similar rules apply under state tax laws. Based on analysis of
acquired net operating losses, utilization of our net operating losses will be subject to annual limitations. The annual
limitation will result in the expiration of $16.2 million of federal net operating losses and $0.8 million of research and
development credit carryforwards before utilization. In the event that it is determined that we have in the past
experienced additional ownership changes, or if we experience one or more ownership changes as a result of future
transactions in our stock, then we may be further limited in our ability to use our net operating loss carryforwards and
other tax assets to reduce taxes owed on the net taxable income that we earn. Any such limitations on the ability to use
our net operating loss carryforwards and other tax assets could adversely impact our business, financial condition and
operating results.

Changes in laws or regulations related to the Internet may diminish the demand for our applications and any failure of
the Internet infrastructure could have a negative impact on our business.

We deliver our cloud-based applications through the Internet. Federal, state or foreign government bodies or agencies
have in the past adopted, and may in the future adopt, laws or regulations affecting data privacy and the use of the
Internet. In addition, government agencies or private organizations may begin to impose taxes, fees or other charges
for accessing the Internet or on commerce conducted via the Internet. Increased enforcement of existing laws and
regulations, as well as any laws, regulations or changes that may be adopted or implemented in the future, could limit
the growth of the use of cloud-based applications or communications generally, result in a decline in the use of the
Internet and the viability of cloud-based applications such as ours and reduce the demand for our applications.

The success of our enterprise work management software applications depends on the development and maintenance
of the Internet infrastructure. This includes maintenance of a reliable network backbone with the necessary speed, data
capacity and security, as well as the timely development of complementary products for providing reliable Internet
access and services. The Internet has experienced, and is likely to continue to experience, significant growth in the
amount of traffic and may be unable to support such demands. In addition, problems caused by viruses, worms,
malware and similar programs may harm the performance of the Internet. Any outages and delays in the Internet could
reduce the level of usage of our services, which could materially adversely affect our business, financial condition,
results of operations and prospects.

Privacy concerns and laws or other domestic or foreign regulations may reduce the effectiveness of our applications
and adversely affect our business.

Our customers can use our applications to collect, use and store personal or identifying information regarding their
customers and employees. Federal, state and foreign government bodies and agencies have adopted, are considering
adopting or may adopt laws and regulations regarding the collection, use, storage and disclosure of personal
information obtained from individuals. The costs of compliance with, and other burdens imposed by, such laws and
regulations that are applicable to the businesses of our customers may limit the use and adoption of our applications
and reduce overall demand, or lead to significant fines, penalties or liabilities for any noncompliance with such
privacy laws. For example, the European Union and many countries in Europe have stringent privacy laws and
regulations that may impact our ability to profitably operate in certain European countries. Furthermore, privacy
concerns may cause our customers to resist providing the personal data necessary to allow them to use our
applications effectively. Even the perception of privacy concerns, whether or not valid, may inhibit market adoption of
our applications in certain industries. All of these domestic and international legislative and regulatory initiatives may
adversely affect our customers’ ability to process, handle, store, use and transmit demographic and personal
information from their customers and employees, which could reduce demand for our applications.
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In addition to government activity, privacy advocacy groups and the technology and other industries are considering
various new, additional or different self-regulatory standards that may place additional burdens on us. If the
processing of personal information were to be curtailed in this manner, our applications would be less effective, which
may reduce demand for our applications and adversely affect our business.

We are subject to governmental export and import controls that could impair our ability to compete in international
markets due to licensing requirements and subject us to liability if we are not in compliance with applicable laws.

Our applications are subject to export control and import laws and regulations, including the U.S. Export
Administration Regulations, U.S. Customs regulations and various economic and trade sanctions regulations
administered by the U.S. Treasury Department’s Office of Foreign Assets Controls. Exports of our applications must
be made in compliance with these laws and regulations. If we fail to comply with these laws and regulations, we and
certain of our employees could be subject to substantial civil or criminal penalties, including: the possible loss of
export or import privileges; fines, which may be imposed on us and responsible employees or managers; and, in
extreme cases, the incarceration of responsible employees or managers. Obtaining the necessary authorizations,
including any required license, for a particular sale may be time-consuming, is not guaranteed and may result in the
delay or loss of sales opportunities. In addition, changes in our applications or changes in applicable export or import
regulations may create delays in the introduction and sale of our applications in international markets, prevent our
customers with international operations from deploying our applications or, in some cases, prevent the export or
import of our applications to certain countries, governments or persons altogether. Any change in export or import
regulations, shift in the enforcement or scope of existing regulations, or change in the countries, governments, persons
or technologies targeted by such regulations, could also result in decreased use of our applications, or in our decreased
ability to export or sell our applications to existing or potential customers with international operations. Any decreased
use of our applications or limitation on our ability to export or sell our applications would likely adversely affect our
business.

Furthermore, we incorporate encryption technology into certain of our applications. Various countries regulate the
import of certain encryption technology, including through import permitting and licensing requirements, and have
enacted laws that could limit our ability to distribute our applications or could limit our customers’ ability to
implement our applications in those countries. Encrypted applications and the underlying technology may also be
subject to export control restrictions. Governmental regulation of encryption technology and regulation of imports or
exports of encryption products, or our failure to obtain required import or export approval for our applications, when
applicable, could harm our international sales and adversely affect our revenue. Compliance with applicable
regulatory requirements regarding the export of our applications, including with respect to new releases of our
applications, may create delays in the introduction of our applications in international markets, prevent our customers
with international operations from deploying our applications throughout their globally-distributed systems or, in
some cases, prevent the export of our applications to some countries altogether.

Moreover, U.S. export control laws and economic sanctions programs prohibit the shipment of certain products and
services to countries, governments and persons that are subject to U.S. economic embargoes and trade sanctions. Even
though we take precautions to prevent our applications from being shipped or provided to U.S. sanctions targets, our
applications and services could be shipped to those targets or provided by third parties despite such precautions. Any
such shipment could have negative consequences, including government investigations, penalties and reputational
harm.

If we are unable to implement and maintain effective internal controls over financial reporting in the future, investors
may lose confidence in the accuracy and completeness of our financial reports and the market price of our common
stock may be negatively affected.

As a public company, we are required to maintain internal controls over financial reporting and to report any material
weaknesses in such internal controls. Section 404 of the Sarbanes-Oxley Act, requires that we evaluate and determine
the effectiveness of our internal controls over financial reporting. Our independent registered public accounting firm
will not be required to formally attest to the effectiveness of our internal control over financial reporting until the later
of our second annual report or the first annual report required to be filed with the SEC following the date we are no
longer an “emerging growth company” as defined in the JOBS Act. If we have a
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material weakness in our internal controls over financial reporting, we may not detect errors on a timely basis and our
financial statements may be materially misstated. We are in the process of designing and implementing the internal
controls over financial reporting required to comply with this obligation, which process will be time consuming,
costly and complicated. We may need additional finance and accounting personnel with certain skill sets to assist us
with the reporting requirements we will encounter as a public company and to support our anticipated growth. In
addition, implementing internal controls may distract our officers and employees, entail substantial costs to modify
our existing processes and take significant time to complete.

In the future, if we identify material weaknesses in our internal controls over financial reporting, if we are unable to
comply with the requirements of Section 404 of the Sarbanes-Oxley Act in a timely manner, if we are unable to assert
that our internal controls over financial reporting are effective, or if our independent registered public accounting firm
is not required to express an opinion due to the provisions of the JOBS Act or is unable to express an opinion as to the
effectiveness of our internal controls over financial reporting, investors may lose confidence in the accuracy and
completeness of our financial reports and the market price of our common stock could be negatively affected, and we
could become subject to investigations by the stock exchange on which our securities are listed, the Securities and
Exchange Commission, or the SEC, or other regulatory authorities, which could require additional financial and
management resources.

We incur significant costs and demands upon management as a result of complying with the laws and regulations
affecting public companies, which could harm our operating results.

As a public company, we will incur significant legal, accounting, investor relations and other expenses, including
costs associated with public company reporting requirements. We also have incurred and will incur costs associated
with current corporate governance requirements, including requirements under Section 404 and other provisions of the
Sarbanes-Oxley Act, as well as rules implemented by the SEC and the exchange on which we list our common stock.
These rules and regulations may substantially increase our legal and financial compliance costs and to make some
activities more time-consuming and costly. As a public companys, it is more difficult and more expensive for us to
obtain director and officer liability insurance, and we may be required to incur substantially higher costs to obtain
coverage or to accept reduced policy limits and coverage. As a result, it may be more difficult for us to attract and
retain qualified individuals to serve on our board of directors or as our executive officers.

We are an “emerging growth company,” and any decision on our part to comply with certain reduced disclosure
requirements applicable to emerging growth companies could make our common stock less attractive to investors.

We are an “emerging growth company,” as defined in the JOBS Act and, for as long as we continue to be an emerging
growth company, we may choose to take advantage of certain exemptions from various reporting requirements
applicable to other public companies including, but not limited to: not being required to have our internal control over
financial reporting audited by our independent registered public accounting firm pursuant to Section 404 of the
Sarbanes-Oxley Act; reduced disclosure obligations regarding executive compensation in our periodic reports and
proxy statements; and exemptions from the requirements to hold a nonbinding advisory vote on executive
compensation and to obtain stockholder approval of any golden parachute payments not previously approved. We may
take advantage of these provisions until such time that we are no longer an “emerging growth company.” We will cease
to be an “emerging growth company” upon the earliest of the first fiscal year following the fifth anniversary of the
consummation of our initial public offering; the first fiscal year after our annual gross revenue is $1 billion or more;
the date on which we have, during the previous three-year period, issued more than $1 billion in non-convertible debt
securities; or the date on which we are deemed to be a “large accelerated filer” as defined in the Securities Exchange Act
of 1934, or the Exchange Act. To the extent we take advantage of any of these reduced reporting burdens in this
Annual Report or in future filings, the information that we provide our security holders may be different than you
might get from other public companies in which you hold equity interests. We cannot predict if investors will find our
common stock less attractive because we may rely on these exemptions. If some investors find our common stock less
attractive as a result, there may be a less active trading market for our common stock and our stock price may be more
volatile.

Under Section 107(b) of the JOBS Act, emerging growth companies can delay adopting new or revised accounting
standards until such time as those standards apply to private companies. We are choosing to “opt out” of such extended
transition period, however, and, as a result, we will comply with new or revised accounting standards
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on the relevant dates on which adoption of such standards is required for non-emerging growth companies.
Section 107 of the JOBS Act provides that our decision to opt out of the extended transition period for complying with
new or revised accounting standards is irrevocable. The requirements of being a public company may strain our
resources and divert management’s attention.
Risks Related to Ownership of Our Common Stock
The market price of our common stock may be volatile, which could result in substantial losses for investors.
The market price of our common stock could be subject to significant fluctuations. Some of the factors that may cause
the market price of our common stock to fluctuate include:
actual or anticipated changes in the estimates of our operating results that we provide to the public, our failure to meet
these projections or changes in recommendations by securities analysts that elect to follow our common stock;
price and volume fluctuations in the overall equity markets from time to time;
significant volatility in the market price and trading volume of comparable companies;
changes in the market perception of enterprise work management software generally or in the effectiveness of our
applications in particular;
disruptions in our services due to computer hardware, software or network problems;
announcements of technological innovations, new products, strategic alliances or significant agreements by us or by
our competitors;
announcements of new customer agreements or upgrades and customer downgrades or cancellations or delays in
customer purchases;
titigation involving us;
our ability to successfully consummate and integrate acquisitions;
tnvestors’ general perception of us;
recruitment or departure of key personnel;
sales of our common stock by us or our stockholders;

fluctuations in the trading volume of our shares or the size of our public float;

and
eeneral economic, legal, industry and market conditions and trends unrelated to our performance.
In the past, following periods of volatility in the market price of a company’s securities, securities class action
litigation has often been brought against that company. Because of the potential volatility of our stock price, we may
become the target of securities litigation in the future. If we were to become involved in securities litigation, it could
result in substantial costs, divert management’s attention and resources from our business and adversely affect our
business.
If securities or industry analysts do not publish, or cease publishing, research or reports about us, our business or our
market, if they publish negative evaluations of our stock, or if we fail to meet the expectations of analysts, the price of
our stock and trading volume could decline.
The trading market for our common stock will be influenced by the research and reports that industry or securities
analysts may publish about us, our business, our market or our competitors. If few analysts commence coverage of us,
the trading price of our stock would likely decrease if one or more of the analysts covering our business downgrade
their evaluation of our stock, the price of our stock could decline. If one or more of these analysts cease to cover our
stock, we could lose visibility in the market for our stock, which in turn could cause our stock price to decline.
Furthermore, if our operating results fail to meet analysts’ expectations our stock price would likely decline.
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Sales of a substantial number of shares of our common stock in the public market by our existing stockholders could
cause our stock price to fall.

The price of our common stock could decline if there are substantial sales of our common stock in the public stock
market. Certain of our stockholders have rights, subject to some conditions, to require us to file registration statements
or to include such shares in registration statements that we may file for ourselves or other stockholders. We also have
registered shares of common stock that we may issue under our stock-based compensation plans, which can be freely
sold in the public market upon issuance, subject to the lock-up agreements and the restrictions imposed on our
affiliates under Rule 144 under the Securities Act.

Our existing directors, executive officers and principal stockholders have substantial control over us, which could
limit your ability to influence the outcome of key transactions, including a change of control.

As of December 31, 2016, our directors, executive officers, principal stockholders and their affiliates beneficially
owned or controlled, directly or indirectly, a majority of our outstanding common stock. As a result, these
stockholders, acting together, could have significant influence over the outcome of matters submitted to our
stockholders for approval, including the election or removal of directors, any amendments to our certificate of
incorporation or bylaws and any merger, consolidation or sale of all or substantially all of our assets, and over the
management and affairs of our company. This concentration of ownership may also have the effect of delaying or
preventing a change in control of our company or discouraging others from making tender offers for our shares and
might affect the market price of our common stock.

Because we do not expect to pay any dividends on our common stock for the foreseeable future, our investors may
never receive a return on their investment.

We do not anticipate that we will pay any cash dividends to holders of our common stock in the foreseeable future.
Instead, we plan to retain any earnings to maintain and expand our existing operations. In addition, our ability to pay
cash dividends is currently limited by the terms of our existing loan facility, which prohibits our payment of dividends
on our capital stock without prior consent, and any future credit facility may contain terms prohibiting or limiting the
amount of dividends that may be declared or paid on our common stock. Accordingly, investors must rely on sales of
their common stock after price appreciation, which may never occur, as the only way to realize any return on their
investment.

Anti-takeover provisions in our amended and restated certificate of incorporation and our amended and restated
bylaws, as well as provisions of Delaware law, might discourage, delay or prevent a change in control of our company
or changes in our board of directors or management and, therefore, depress the trading price of our common stock.
Provisions in our certificate of incorporation and bylaws, as amended and restated , will contain provisions that may
depress the market price of our common stock by acting to discourage, delay or prevent a merger, acquisition or other
change in control that stockholders may consider favorable, including transactions in which you might otherwise
receive a premium for your shares of our common stock. These provisions may also prevent or frustrate attempts by
our stockholders to replace or remove members of our board of directors or our management. These provisions
include the following:

our certificate of incorporation provides for a classified board of directors with staggered three-year terms so that not
all members of our board of directors are elected at one time;

directors may be removed by stockholders only for cause;

our board of directors has the right to elect directors to fill a vacancy created by the expansion of the board of
directors or the resignation, death or removal of a director, which prevents stockholders from being able to fill
vacancies on our board of directors;

special meetings of our stockholders may be called only by our Chief Executive Officer, our board of directors or
holders of not less than the majority of our issued and outstanding capital stock limiting the ability of minority
stockholders to take certain actions without an annual meeting of stockholders;

our stockholders may not act by written consent unless the action to be effected and the taking of such action by
written consent are approved in advance by our board of directors and, as a result, a holder,
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or holders, controlling a majority of our capital stock would generally not be able to take certain actions without
holding a stockholders’ meeting;

our certificate of incorporation prohibits cumulative voting in the election of directors. This limits the ability of
minority stockholders to elect director candidates;

stockholders must provide timely notice to nominate individuals for election to the board of directors or to propose
matters that can be acted upon at an annual meeting of stockholders and, as a result, these provisions may discourage
or deter a potential acquirer from conducting a solicitation of proxies to elect the acquirer’s own slate of directors or
otherwise attempting to obtain control of us; and

our board of directors may issue, without stockholder approval, shares of undesignated preferred stock, making it
possible for our board of directors to issue preferred stock with voting or other rights or preferences that could impede
the success of any attempt to acquire us.

As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware
General Corporation Law, which limits the ability of stockholders owning in excess of 15% of our outstanding voting
stock from engaging in certain business combinations with us.

Any provision of our certificate of incorporation and bylaws or Delaware law that has the effect of delaying or
deterring a change in control could limit the opportunity for our stockholders to receive a premium for their shares of
our common stock and could also affect the price that some investors are willing to pay for our common stock. The
existence of the foregoing provisions and anti-takeover measures could limit the price that investors might be willing
to pay in the future for shares of our common stock. They could also deter potential acquirers of our company, thereby
reducing the likelihood that you could receive a premium for your common stock in an acquisition.

Item 1B. Unresolved Staff Comments

None.

Item 2.Properties

Our principal corporate offices are located in Austin, Texas where we occupy approximately 9,896 square feet of
space under a sublease that expires in March 2020. We occupy additional leased facilities for operations of
approximately 16,987 square feet in Montreal, Quebec; approximately 22,950 square feet in Lincoln, Nebraska;
approximately 7,740 square feet in San Francisco, California (which we have vacated and subsequently subleased
through the end of the lease which terminates in 2017).

Item 3. Legal Proceedings

From time to time, we may become involved in legal proceedings arising in the ordinary course of our business. We
are not presently a party to any legal proceedings that we believe would, individually or taken together, have a
material adverse effect on our business, operating results, financial condition or cash flows.

Item 4. Mine Safety Disclosures

Not applicable.

34

44



Edgar Filing: Upland Software, Inc. - Form 10-K

PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Market Information

Our common stock is traded on the NASDAQ Global Market, or NASDAQ, under the symbol “UPLD”.

As of March 22, 2017, the last reported sales price of our common stock on the NASDAQ was $13.93 and there were
74 stockholders of record of our common stock, including Computershare Limited, which holds shares of our
common stock on behalf of an indeterminate number of beneficial owners.

The table below sets forth the high and low sales prices per share of our common stock as reported on the NASDAQ
for the periods indicated:

Sales
Price Per Share
in 2016
Year Ended December 31, 2016 Low High
Fourth quarter $7.85 $9.74
Third Quarter $7.44  $9.90
Second Quarter $6.80 $7.77
First Quarter $6.00 $7.19
Sales
Price Per Share
in 2015
Year Ended December 31, 2015 Low  High
Fourth quarter $6.77 $8.12
Third Quarter $7.59 $9.18
Second Quarter $5.91 $9.22
First Quarter $6.81 $10.05

We have never declared or paid dividends on our common stock. We do not expect to pay dividends on our common
stock for the foreseeable future. Instead, we anticipate that all of our earnings will be used for the operation and
growth of our business. Any future determination to declare cash dividends would be subject to the discretion of our
board of directors and would depend upon various factors, including our results of operations, financial condition and
liquidity requirements, restrictions that may be imposed by applicable law and our contracts and other factors deemed
relevant by our board of directors. In addition, the terms of our loan facility currently restrict our ability to pay
dividends.

Performance Graph

Notwithstanding any statement to the contrary in any of our filings with the SEC, the following information shall not
be deemed “filed” with the SEC or “soliciting material” under the Securities Exchange Act of 1934 and shall not be
incorporated by reference into any such filings irrespective of any general incorporation language contained in such
filing.

The following graph compares the total cumulative stockholder return on our common stock with the total cumulative
return of the NASDAQ Computer Technology Index and the S&P 500 Composite Index during the period
commencing on November 6, 2014, the initial trading day of our common stock, and ending on December 31, 2016.
The graph assumes a $100 investment at the beginning of the period in our common stock, the stocks represented in
the S&P 500 Composite Index and the stocks represented in NASDAQ Computer Technology Index, and
reinvestment of any dividends. The Computer Technology Index is designed to represent a cross section of
widely-held U.S. corporations involved in various phases of the computer industry. The Index is market-value
(capitalization) weighted, based on the aggregate market value of its 27 component stocks. Historical stock price
performance should not be relied upon as an indication of future stock price performance.
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Recent Sales of Unregistered Securities

In November 2016, the Company issued 24,587 shares of common stock valued at approximately $200,000 as a result
of the escrow release in connection with the acquisition of Ultriva, Inc.

Issuer Purchases of Equity Securities

None.

Equity Compensation Plan Information

For information regarding securities authorized for issuance under equity compensation plans, see Part III, Item 12 of
this Annual Report on Form 10-K.

Item 6. Selected Financial Data

The following selected historical consolidated financial data below should be read in conjunction with Item 7:
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” our consolidated financial
statements and the related notes appearing in Item 8: “Financial Statements and Supplementary Data” of this Annual
Report on Form 10-K to fully understand factors that may affect the comparability of the information presented
below.

The consolidated statements of operations data for the years ended December 31, 2016, 2015, and 2014 and the
selected consolidated balance sheet data as of December 31, 2016 and 2015 are derived from our audited consolidated
financial statements appearing in Item 8: “Financial Statements and Supplementary Data” of this Annual Report on
Form 10-K. The statement of operations data for the years ended December 31, 2013 and 2012 and the selected
consolidated balance sheet data as of December 31, 2014, 2013, and 2012 are derived from our consolidated financial
statements not included in this Annual Report on Form 10-K. To obtain further information about our historical
results, including our historical acquisitions, for which results of operations are included in our consolidated financial
statements beginning on the dates of acquisition, you should read the following selected consolidated financial data in
conjunction with our consolidated financial statements and related notes, the information in the section of this filing
titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the other financial
information included elsewhere in this filing. Our historical results are not necessarily indicative of the results to be
expected in the future, and our interim results are not necessarily indicative of the results to be expected in the future.
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Consolidated Statements of Operations Data:

Revenue:

Subscription and support

Perpetual license

Total product revenue

Professional services

Total revenue

Cost of revenue:

Subscription and support

Professional services

Total cost of revenue

Gross profit

Operating expenses:

Sales and marketing

Research and development
Refundable Canadian tax credits
General and administrative
Depreciation and amortization
Acquisition-related expenses

Total operating expenses

Loss from operations

Other expense:

Interest expense, net

Other income (expense), net

Total other expense

Loss before provision for income taxes
Provision for income taxes

Loss from continuing operations
Income (loss) from discontinued operations
Net loss

Preferred stock dividends and accretion

Net loss attributable to common shareholders

Net loss per common share:

Loss from continuing operations per common share, basic and

diluted

Income (loss) from discontinued operations per common

share, basic and diluted

Net loss per common share, basic and diluted
Weighted-average common shares outstanding, basic and

diluted
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Year Ended December 31,
2016 2015 2014 2013 2012
(dollars in thousands, except share and per share data)

$65,552  $57,193  $48,625 $30,887 $18,281
1,650 2,805 2,787 2,003 641
67,202 59,998 51,412 32,890 18,922
7,565 9,913 13,162 8,303 3,841
74,767 69,911 64,574 41,193 22,763

22,734 19,586 14,042 7,787 4,189
4,831 7,085 9,079 5,680 3,121
27,565 26,671 23,121 13,467 7,310
47,202 43,240 41,453 27,726 15,453

12,160 12,965 14,670 10,625 6,331
14,919 15,778 26,165 10,340 5,308
(513 ) (470 ) (1,094 ) (583 ) (728 )
18,286 18,201 13,561 6,832 4,574
5,291 4,534 4,310 3,670 1,812
5,583 2,455 2,186 1,461 1,933
55,726 53,463 59,798 32,345 19,230
(8,524 ) (10,223 ) (18,345 ) (4,619 ) (3,777 )

(2,781 ) (1,858 ) (1,951 ) (2,797 ) (528 )

(678 ) (544 ) 101 (431 ) (65 )

(3,459 ) (2,402 ) (1,850 ) (3,228 ) (593 )

(11,983 ) (12,625 ) (20,195 ) (7,847 ) (4,370 )

(1,530 ) (1,039 ) 78 (708 ) 72

(13,513 ) (13,664 ) (20,117 ) (8,555 ) (4,298 )
— (642 ) 1,791

$(13 513) $(13 664 ) $(20,117) $(9,197 ) $(2,507)
— (1,524 ) (98 ) (44 )
$(13 513) $(13,664 ) $(21,641) $(9,295 ) $(2,551)

$0.82 ) $(091 ) $443 ) $(7.23 ) $(5.78 )

$— $— $— $(0.54 ) $2.39
$0.82 ) $091 ) $@443 ) $(7.77 ) $3.39 )
16,472,79914,939,601 4,889,901 1,196,668 751,416
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December 31,
2016 2015 2014 2013 2012
(dollars in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents $28,758 $18,473 $30,988 4,703 3,892
Property and equipment, net 4,356 6,001 3,930 3,942 1,407
Intangible assets, net 28,512 31,526 34,751 34,747 26,388
Goodwill 69,097 47,422 45,146 33,630 21,093
Total assets 150,588 122,414 135,686 94,847 67,808
Deferred revenue 23,799 19,939 21,376 17,036 16,502
Total liabilities 91,575 62,144 64,289 60,191 44,495
Redeemable convertible preferred stock — — — 50,538 27,492
Total stockholders’ equity (deficit) 59,013 60,270 71,397 (15,882) (4,179)

Year Ended December 31,

2016 2015 2014 2013 2012

(dollars in thousands, except %)
Other Financial Data:
Annualized recurring revenue value at year-end) $63,968  $58,918  $56,800 $49,061  $27,093
Annual net dollar retention rate® 95 % 90 % 96 % 90 % nl/a
Adjusted EBITDA®) $12,616 $4,143 $4,213 $3,576 $3,998
Annualized recurring revenue value at year-end. The value as of December 31 equals the monthly value of our
recurring revenue contracts measured as of December 31 multiplied by 12. This measure excludes the revenue
value of certain uncontracted overage fees and on-demand service fees. See “Management’s Discussion and Analysis
of Financial Condition and Results of Operations-Key Metrics” for additional discussion of this key metric.
Annual net dollar retention rate. We define annual net dollar retention rate as of December 31 as the aggregate
annualized recurring revenue value at December 31 from those customers that were also customers as of December
(2)31 of the prior fiscal year, divided by the aggregate annualized recurring revenue value from all customers as of
December 31 of the prior fiscal year. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations-Key Metrics” for additional discussion of this key metric.
Adjusted EBITDA. We monitor our Adjusted EBITDA to help us evaluate the effectiveness and efficiency of our
operations. Adjusted EBITDA is a non-GAAP financial measure. We define Adjusted EBITDA as net income
(loss), calculated in accordance with GAAP, plus net income (loss) from discontinued operations, depreciation and
amortization expense, interest expense, net, other expense (income), net, provision for income taxes, stock-based
(3)compensation expense, acquisition-related expenses, non-recurring litigation costs, and purchase accounting
adjustments for deferred revenue. Prior to the filing of this Annual Report on Form 10-K, we did not include
purchase accounting adjustments for deferred revenue as a component of Adjusted EBITDA, and as such, the prior
year Adjusted EBITDA amounts presented herein have been recast to reflect the inclusion of purchase accounting
adjustments for deferred revenue.

ey
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The following table presents a reconciliation of net loss to Adjusted EBITDA:

Year Ended December 31,

2016 2015 2014 2013 2012

(dollars in thousands)
Net Loss $(13,513) $(13,664) $(20,117) $(9,197) $(2,507)
Net income (loss) from discontinued operations — — — 642 (1,791 )
Depreciation and amortization expense 9,794 8,451 7,457 5,310 2,472
Interest expense, net 2,781 1,858 1,951 2,797 528
Other expense (income), net 678 544 (101 ) 431 65
Provision for (benefit from) income taxes 1,530 1,039 (78 ) 708 (72 )
Stock-based compensation expense 4,333 2,741 1,077 498 92
Acquisition-related expense 5,583 2,455 2,186 1,461 1,933
Stock-based compensation expense - related party vendor — — 11,220 — —
Nonrecurring litigation expense 25 406 256 — —
Purchase accounting deferred revenue discount 1,405 313 362 926 3,278
Adjusted EBITDA $12,616 $4,143 $4,213 $3,576  $3,998

We believe that Adjusted EBITDA provides useful information to management, investors and others in understanding

and evaluating our operating results for the following reasons:

Adjusted EBITDA is widely used by investors and securities analysts to measure a company’s operating performance
without regard to items that can vary substantially from company to company depending upon their financing, capital

structures and the method by which assets were acquired,;

our management uses Adjusted EBITDA in conjunction with GAAP financial measures for planning purposes, in the
preparation of our annual operating budget, as a measure of our operating performance, to assess the effectiveness of
our business strategies and to communicate with our board of directors concerning our financial performance because
Adjusted EBITDA eliminates the impact of items that we do not consider indicative of our core operating

performance; and

Adjusted EBITDA provides more consistency and comparability with our past financial performance,
. facilitates period-to-period comparisons of our operations and also facilitates comparisons with other

companies, many of which use similar non-GAAP financial measures to supplement their GAAP results.

Adjusted EBITDA should not be considered as an alternative to net loss or any other measure of financial
performance calculated and presented in accordance with GAAP. The use of Adjusted EBITDA as an analytical tool

has limitations such as:

depreciation and amortization are non-cash charges, and the assets being depreciated or amortized will often have to

be replaced in the future and Adjusted EBITDA does not reflect cash requirements for such replacements; however,

much of the depreciation and amortization currently reflected relates to amortization of acquired intangible assets as a

result of business combination purchase accounting adjustments, which will not need to be replaced in the future;
Adjusted EBITDA may not reflect changes in, or cash requirements for, our working capital needs or contractual

commitments;

Adjusted EBITDA does not reflect the potentially dilutive impact of stock-based compensation;
Adjusted EBITDA does not reflect interest or tax payments that could reduce cash available for use; and
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other companies, including companies in our industry, might calculate Adjusted EBITDA or similarly titled measures

differently, which reduces their usefulness as comparative measures.
Because of these limitations, you should consider Adjusted EBITDA together with other financial performance
measures, including various cash flow metrics, net loss and our other GAAP results.

The following tables present stock-based compensation, depreciation and amortization included in the respective line

items in our Consolidated Statement of Operations:
Year Ended December 31,
20162015 2014 2013 2012
(dollars in thousands)

Stock-based compensation:
Cost of revenue $44 $42 $49 $
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