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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the quarterly period ended September 30, 2016
OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the transition period from to
Commission file number 001-36720

UPLAND SOFTWARE, INC.
(Exact name of registrant as specified in its charter)

State of Delaware 27-2992077
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

401 Congress Avenue, Suite 1850
Austin, Texas

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (512) 960-1010

Not Applicable

(Former name, former address, and former fiscal year, if changed since last report)

78701

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer” Accelerated filer
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Class Shares Outstanding at November 1, 2016

Common Stock, $0.0001 par value 17,841,355




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

Table of Contents

Upland Software, Inc.
Table of Contents

Page
Part I. FINANCIAL INFORMATION
Item 1.Financial Statements (unaudited)
Condensed Consolidated Balance Sheets as of September 30, 2016 and December 31, 2015
Condensed Consolidated Statements of Operations for the Three and Nine months ended September 30,
2016 and September 30, 2015
Condensed Consolidated Statements of Comprehensive Loss for the Three and Nine months ended
September 30, 2016 and September 30, 2015
Condensed Consolidated Statements of Cash Flows for the Nine Months Ended September 30, 2016 and
September 30, 2015
Notes to Condensed Consolidated Financial Statements

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 3.Quantitative and Qualitative Disclosures About Market Risk

Item 4. Controls and Procedures
Part II. OTHER INFORMATION
Item 6.Exhibits

Signature
Exhibit Index

[[NOT

BRREEREY *




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

Table of Contents

Item 1. Financial Statements

Upland Software, Inc.

Condensed Consolidated Balance Sheets

(In thousands, except for share and per share information)
September 30, December
2016 31, 2015
(unaudited)  (audited)

Assets

Current assets:

Cash and cash equivalents $ 17,480 $18,473

Accounts receivable (net of allowance of $811 and $581 at September 30, 2016 and

December 31, 2015, respectively) 14,679 13972
Prepaid and other 2,282 2,603
Total current assets 34,441 35,048
Canadian tax credits receivable 1,751 2,018
Property and equipment, net 5,588 6,001
Intangible assets, net 31,217 31,526
Goodwill 68,441 47,422
Other assets 440 399
Total assets $ 141,878 $122.414
Liabilities and stockholders’ equity

Current liabilities:

Accounts payable $ 2,598 $2,548
Accrued compensation 2,165 2,441
Accrued expenses and other 4,571 5,173
Deferred revenue 23,134 19,931
Due to sellers 5,728 2,409
Current maturities of notes payable (includes unamortized discount of $265 and $250 at 1.490 1,500
September 30, 2016 and December 31, 2015, respectively) ’ ’

Total current liabilities 39,686 34,002
Canadian tax credit liability to sellers 405 368
Notes payable, less current maturities (includes unamortized discount of $625 and $758 at 35.937 2 366
September 30, 2016 and December 31, 2015, respectively) ’ ’
Deferred revenue 139 8
Noncurrent deferred tax liability, net 3,189 2,818
Other long-term liabilities 2,416 2,582
Total liabilities 81,772 62,144
Stockholders’ equity:

Common stock, $0.0001 par value; 50,000,000 shares authorized: 17,839,507

and 15,746,288 shares issued and outstanding as of September 30, 2016 and December 31, 2 2

2015 respectively

Additional paid-in capital 123,409 112,447
Accumulated other comprehensive loss (2,875 ) (3,289 )
Accumulated deficit (60,430 ) (48,890 )
Total stockholders’ equity 60,106 60,270
Total liabilities and stockholders’ equity $ 141,878 $122.414

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Upland Software, Inc.
Condensed Consolidated Statements of Operations
(In thousands, except for share and per share information)

(unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,

2016 2015 2016 2015
Revenue:
Subscription and support $17,029 $14,129 $48,490 $42.474
Perpetual license 332 540 1,108 2,197
Total product revenue 17,361 14,669 49,598 44,671
Professional services 1,880 2,436 5,795 7,640
Total revenue 19,241 17,105 55,393 52,311
Cost of revenue:
Subscription and support 5,747 4,771 16,607 14,344
Professional services 1,045 1,677 3,775 5,317
Total cost of revenue 6,792 6,448 20,382 19,661
Gross profit 12,449 10,657 35,011 32,650
Operating expenses:
Sales and marketing 3,097 2,929 9,119 9,907
Research and development 3,737 3,852 11,701 11,930
Refundable Canadian tax credits (115 ) (115 ) (340 ) (358 )
General and administrative 4,670 4,494 13,340 14,327
Depreciation and amortization 1,322 1,130 4,270 3,207
Acquisition-related expenses 1,047 176 4,855 1,081
Total operating expenses 13,758 12,466 42,945 40,094
Loss from operations (1,309 ) (1,809 ) (7,934 ) (7,444 )
Other expense:
Interest expense, net (709 ) (462 ) (1,932 ) (1,385 )
Other expense, net (64 ) 137 (1,105 ) (387 )
Total other expense (773 ) (325 ) (3,037 ) (1,772 )
Loss before provision for income taxes (2,082 ) (2,134 ) (10,971 ) (9,216 )
Provision for income taxes (308 ) (190 ) (569 ) (185 )
Net loss $(2,390) $(2,324 ) $(11,540) $(9,401 )
Net loss per common share:
Net loss per common share, basic and diluted $(0.14 ) $(0.16 ) $(0.71 ) $(0.63 )

Weighted-average common shares outstanding, basic and diluted 16,702,0624,934,796 16,339,98314,882,893
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Condensed Consolidated Statements of Comprehensive Loss
(In thousands)

(unaudited)
Three Months Nine Months Ended
Ended September
30 September 30,
2016 2015 2016 2015
Net loss $(2,390) $(2,324) $(11,540) $(9,401 )
Foreign currency translation adjustment (67 ) (757 ) 414 (1,245 )
Comprehensive loss $(2,457) $(3,081) $(11,126) $(10,646)

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Upland Software, Inc.

Condensed Consolidated Statements of Cash Flows
(In thousands)

(unaudited)

Operating activities
Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization

Deferred income taxes

Foreign currency re-measurement (gain) loss
Non-cash interest and other expense
Non-cash stock compensation expense

Loss on disposal of business

Changes in operating assets and liabilities, net of purchase business combinations:

Accounts receivable

Prepaids and other

Accounts payable

Accrued expenses and other liabilities

Deferred revenue

Net cash provided by operating activities

Investing activities

Purchase of property and equipment

Purchase of customer relationships

Purchase business combinations, net of cash acquired
Net cash used in investing activities

Financing activities

Payments on capital leases

Proceeds from notes payable, net of issuance costs
Payments on notes payable

Issuance of common stock, net of issuance costs
Additional consideration paid to sellers of businesses
Net cash provided by (used in) financing activities
Effect of exchange rate fluctuations on cash

Change in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period
Supplemental disclosures of cash flow information:
Cash paid for interest

Cash paid for taxes

Noncash investing and financing activities:
Equipment acquired pursuant to capital lease obligations
Issuance of common stock in business combination

Nine Months Ended
September 30,
2016 2015

$(11,540) $(9,401)

7,499 6,077
251 450
(222 ) 779
196 312
2,664 1,990
686 —
310 3,689
820 1,097
(126 ) 40

(828 ) (2,069 )
1,425 (1,293 )

1,135 1,671
(886 ) (461
(408 ) (372

(11,846 ) (2,714
(13,140 ) (3,547

N N N

(1,320 ) (767 )
14,925 24,088
(1,560 ) (23,592)

197 62

(1,484 ) 9 )
10,758 218 )
254 (200 )

(993 ) (2,294 )
18,473 30,988
$17,480 $28,694

$1,707  $1,108
$518 $327

$802 $1,796
$8,100 $—

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Upland Software, Inc.

Notes to Unaudited Condensed Consolidated Financial Statements (unaudited)

1. Summary of Significant Accounting Policies

Basis of Presentation

These condensed consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States ("GAAP"). The condensed consolidated financial statements include the
accounts of the Company and its wholly owned subsidiaries. All intercompany accounts and transactions have been
eliminated in consolidation.

The accompanying unaudited interim condensed consolidated financial statements have been prepared pursuant to the
rules and regulations of the Securities and Exchange Commission (the "SEC") for interim financial reporting. In the
opinion of management of the Company, the unaudited interim condensed consolidated financial statements have been
prepared on the same basis as the audited consolidated financial statements and include all adjustments necessary for a
fair presentation. The results of operations for the three and nine months ended September 30, 2016 are not
necessarily indicative of the results to be expected for the year ending December 31, 2016 or for any other period.
The financial statements should be read in conjunction with the consolidated financial statements and notes thereto
included in the Company’s 2015 Annual Report on Form 10-K filed with the SEC on March 30, 2016.

Use of Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the consolidated financial statements, and the reported amounts of
revenues and expenses. Significant items subject to such estimates include allowance for doubtful accounts,
stock-based compensation, contingent consideration, acquired intangible assets, the useful lives of intangible assets
and property and equipment, and income taxes. In accordance with GAAP, management bases its estimates on
historical experience and on various other assumptions that management believes are reasonable under the
circumstances. Management regularly evaluates its estimates and assumptions using historical experience and other
factors; however, actual results could differ from those estimates.

Concentrations of Credit Risk and Significant Customers

Financial instruments that potentially subject the Company to credit risk consist of cash and cash equivalents and
accounts receivable. The Company’s cash and cash equivalents are placed with high-quality financial institutions,
which, at times, may exceed federally insured limits. The Company has not experienced any losses in these accounts,
and the Company does not believe it is exposed to any significant credit risk related to cash and cash equivalents. The
Company provides credit, in the normal course of business, to a number of its customers. The Company performs
periodic credit evaluations of its customers and generally does not require collateral. No individual customer
represented more than 10% of total revenues in the three and nine months ended September 30, 2016 or 2015 or for
the year ended December 31, 2015, or more than 10% of accounts receivable as of September 30, 2016 or

December 31, 2015.

Fair Value of Financial Instruments

The Company’s financial instruments consist principally of cash and cash equivalents, accounts receivable, and
accounts payable, and long—term debt. The carrying value of cash and cash equivalents, accounts receivable, and
accounts payable approximate fair value, primarily due to short maturities. The carrying values of the Company’s debt
instruments approximated their fair value based on rates currently available to the Company.

5
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Recent Accounting Pronouncements

In May 2014, the FASB issued FASB ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606), which
supersedes the revenue recognition requirements in ASC 605, Revenue Recognition. The core principle of ASU
2014-09 is that an entity should recognize revenue to depict the transfer of promised goods or services to customers in
an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services. The guidance provides a five-step process to achieve that core principle. ASU 2014-09 requires disclosures
enabling users of financial statements to understand the nature, amount, timing and uncertainty of revenue and cash
flows arising from contracts with customers. Additionally, qualitative and quantitative disclosures are required about
contracts with customers, significant judgments and changes in judgments, and assets recognized from the costs to
obtain or fulfill a contract. In August 2015, the FASB issued FASB ASU No. 2015-14, Revenue from Contracts with
Customers (Topic 606): Deferral of the Effective Date, which deferred the effective date of ASU 2014-09 by one year.
ASU 2014-09 is now effective for annual reporting periods beginning after December 15, 2017, including interim
periods within that reporting period, using one of two retrospective application methods. Early application is permitted
only as of annual reporting periods beginning after December 15, 2016, including interim reporting periods within that
reporting period. The Company is currently evaluating the effect that the adoption of ASU 2014-09 and ASU 2015-14
will have on its financial statements as well as timing of adoption and method of adoption.

In August 2014, the FASB issued FASB ASU No. 2014-15, Presentation of Financial Statements - Going Concern
(Subtopic 205-40): Disclosure of Uncertainties about an Entity's Ability to Continue as a Going Concern. The new
standard provides guidance around management's responsibility to evaluate whether there is substantial doubt about
an entity's ability to continue as a going concern and to provide related footnote disclosures. The new standard is
effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2016, with early
adoption permitted. The adoption of this standard is not expected to have a material impact on our financial
statements. The Company does not intend to adopt this standard prior to the effective date.

In November 2015, the FASB issued ASU 2015-17, Income Taxes (Topic 740): Balance Sheet Classification of
Deferred Taxes. ASU 2015-17 eliminates the requirement for an entity to separate deferred income taxes and
liabilities into current and noncurrent amounts in a classified statement of financial position. To simplify the
presentation of deferred income taxes, the amendments in this Update require that deferred tax liabilities and assets be
classified as noncurrent in a classified statement of financial position. The guidance is effective for public business
entities for fiscal years beginning after December 15, 2016, and interim periods within those fiscal years, with early
adoption permitted. As all deferred tax assets and liabilities recognized in the balance sheet as of December 31, 2015
were noncurrent, the early adoption of this guidance in the first quarter of 2016, using retrospective application, does
not result in any reclassification as of December 31, 2015.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The core change with ASU 2016-02 is the
requirement for the recognition of lease assets and lease liabilities by lessees for those leases classified as operating
leases under previous GAAP. The new standard is effective for fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2018, with early adoption permitted. The Company is currently evaluating the
effect that the adoption of ASU 2016-02 will have on its financial statements.

In March 2016, the FASB issued ASU 2016-09, Stock Compensation (Topic 718). The core change with ASU
2016-09 is the simplification of several aspects of the accounting for share-based payment transactions, including the
income tax consequences, classifications of awards as either equity or liabilities, and classification on the statement of
cash flows. The new standard is effective for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2016, with early adoption permitted. The Company is currently evaluating the effect that the adoption
of ASU 2016-09 will have on its financial statements.

In April 2016, the FASB issued ASU 2016-10, Revenue from Contracts with Customers (Topic 606) - Identifying
Performance Obligations and Licensing. The amendments in ASU 2016-10 do not change the core principle of the
guidance in Topic 606. Rather, the amendments in ASU 2016-10 clarify the following two aspects of Topic 606:
identifying performance obligations and the licensing implementation guidance, while retaining the related

6
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principles for those areas. The Company is currently evaluating the effect that the adoption of ASU 2016-10 will have
on its financial statements.

In May 2016, the FASB issued ASU 2016-12, Revenue from Contracts with Customers (Topic 606) - Narrow Scope
Improvements and Practical Expedients. The amendments in ASU 2012-12 do not change the core principle of the
guidance in Topic 606. Rather, the amendments clarify the following aspects of Topic 606: assessing the collectibility,
presentation of sales taxes, noncash consideration, contract modifications at transition, completed contracts at
modification, and retrospective application, while retaining the related principles for those areas. The Company is
currently evaluating the effect that the adoption of ASU 2016-12 will have on its financial statements.

In June 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Updates (“ASU”)
No. 2016-13, “Financial Instruments - Credit Losses: Measurement of Credit Losses on Financial Instruments”, which
changes the impairment model for most financial assets. The new model uses a forward-looking expected loss
method, which will generally result in earlier recognition of allowances for losses. ASU 2016-13 is effective for
annual and interim periods beginning after December 15, 2019 and early adoption is permitted for annual and interim
periods beginning after December 15, 2018. The Company is currently evaluating the effect that the adoption of ASU
2016-13 will have on its financial statements.

In August 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update

No. 2016-15, Classification of Certain Cash Receipts and Cash Payments (ASU 2016-15). ASU 2016-15 is intended
to add or clarify guidance on the classification of certain cash receipts and payments in the statement of cash flows
and to eliminate the diversity in practice related to such classifications. The guidance in ASU 2016-15 is required for
annual reporting periods beginning after December 15, 2017, with early adoption permitted. The Company is
currently evaluating the effect that the adoption of ASU 2016-15 will have on its financial statements.

2. Acquisitions

2016 Acquisitions

On January 7, 2016, Upland completed its purchase of substantially all of the assets of our California-based website
analytics provider. The purchase price consideration paid was approximately $8.1 million in cash payable at closing
(net of $0.3 million of cash acquired) and a $1.2 million cash holdback payable in 12 months (subject to
indemnification claims). The foregoing excludes additional potential earnout payments tied to performance-based
conditions. Revenues recorded since the acquisition date through September 30, 2016 were approximately $2,365,000.

In addition to the cash consideration described above, the Asset Purchase Agreement included a contingent share
consideration component pursuant to which Upland issued an aggregate of $2.4 million in common stock on July 25,
2016. The Company agreed to additional consideration of up to $5 million in cash to the selling shareholders of our
website analytics business based on the achievement of certain revenue targets during fiscal years 2016 and 2017.

On March 14, 2016, Upland completed its purchase of substantially all of the assets of Hipcricket, Inc., a cloud-based
mobile messaging software provider. The consideration paid to the seller consisted of our issuance of one million
shares of our common stock and the transfer of our EPM Live product business. The value of the shares on the closing
date of the transaction was approximately $5.7 million and the fair value of our EPM Live product business was
approximately $5.9 million. The Company recognized a loss on the transfer in conjunction with the EPM Live net
asset value of approximately $0.7 million in Other expense, net. Prior to the transaction, Hipcricket was owned by an
affiliate of ESW Capital, LLC, which is a shareholder of Upland. Raymond James & Co. provided a fairness opinion
to Upland in connection with the transaction. Revenues recorded since the acquisition date through September 30,
2016 were approximately $2,447,000.

On April 27, 2016, Upland acquired Advanced Processing & Imaging, Inc., a content management platform driving
workflow in governments and schools. The purchase price consideration consisted of $4.0 million in cash payable at

7
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closing (net of $0.2 million of cash acquired), and a $0.8 million cash holdback payable in 12 months (subject to
indemnification claims). Revenues recorded since the acquisition date through September 30, 2016 were
approximately $1,088,000.
The Company recorded the purchase of the acquisitions described above using the acquisition method of accounting
and, accordingly, recognized the assets acquired and liabilities assumed at their fair values as of the date of the
acquisition. The purchase price allocations for the 2015 acquisition of Ultriva and the 2016 acquisitions of our website
analytics business, Hipcricket and API are preliminary as the Company has not obtained and evaluated all of the
detailed information necessary to finalize the opening balance sheet amounts in all respects. Management has recorded
the purchase price allocations based upon acquired company information that is currently available. Management
expects to finalize its purchase price allocations in the latter half of 2016.
The following condensed table presents the preliminary acquisition-date fair value of the assets acquired and liabilities
assumed for the acquisitions, as well as assets and liabilities (in thousands):

Website

API  HipCricket Analytics

Business

Year Acquired or Divested 2016 2016 2016

Cash $125 $— $290
Accounts receivable 769 1,275 178
Other current assets 54 238 55
Property and equipment 68 — 5
Customer relationships 1,590 1,900 2,310
Trade name 40 70 70
Technology 780 900 1,390
Goodwill 3,363 7,747 12,524
Other assets 92 — 6

Total assets acquired 6,881 12,130 16,828
Accounts payable (11 )(200 )—
Accrued expense and other (170 )— (178 )
Deferred revenue (1,700 )(330 )(910 )
Total liabilities assumed (1,881 )(530 )(1,088 )
Total consideration $5,000 $11,600 $15,740

Tangible assets were valued at their respective carrying amounts, which approximates their estimated fair value. The
valuation of identifiable intangible assets reflects management’s estimates based on, among other factors, use of
established valuation methods. Customer relationships were valued using an income approach, which estimates fair
value based on the earnings and cash flow capacity of the subject asset. The value of the marketing-related intangibles
was determined using a relief-from-royalty method, which estimates fair value based on the value the owner of the
asset receives from not having to pay a royalty to use the asset. Developed technology was valued using a
cost-to-recreate approach.

Goodwill deductible for tax purposes is $4.9 million for our website analytics business acquisition and $8.2 million
for HipCricket. There was no Goodwill deductible for tax purposes for our API acquisition.

8
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3. Fair Value Measurements
Fair value is defined as the exit price, or the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants as of the measurement date. GAAP sets forth a three—tier
fair value hierarchy, which prioritizes the inputs used in measuring fair value. The three tiers are Level 1, defined as
observable inputs, such as quoted market prices in active markets; Level 2, defined as inputs other than quoted prices
in active markets that are either directly or indirectly observable; and Level 3, defined as unobservable inputs in which
little or no market data exists, therefore, requiring an entity to develop its own assumptions.
Changes to the fair value of earnout liabilities are recorded to other expense, net. Liabilities measured at fair value on
a recurring basis are summarized below (in thousands):

Fair Value

Measurements at

December 31, 2015

Lekelvtl 2 Level 3 Total
Earnout consideration liability $-$ —3$ 500 $500

Fair Value Measurements

at September 30, 2016

(unaudited)

Lekelvtl 2 Level 3 Total
Earnout consideration liability $-$ —$3,100 $3,100
The earnout consideration liability consists of amounts associated with the acquisitions of Mobile Commons and our
website analytics business acquisition. The fair value of the earnout consideration associated with the Mobile
Commons acquisition was determined using the Binary Option model based on the present value of the
probability-weighted earnout consideration. This $0.5 million Level 3 earnout consideration liability was removed
through settlement during the nine months ended September 30, 2016. The $3.1 million addition to fair value of the
earnout consideration associated with our website analytics business acquisition was determined using the Monte
Carlo Simulation method based on the present value of the probability-weighted earnout consideration. The Monte
Carlo Simulation method includes assumptions as to probability of various outcomes and, accordingly, the actual
contingent consideration incurred could vary from the current estimate. However, the total contingent consideration
incurred would not exceed the maximum potential payout of $5.0 million in cash and $2.4 million in common stock
(which was fully issued during July, 2016). In conjunction with the contingent stock consideration, the increase in fair
value issued over carrying value of $80 thousand was recorded in Other Expense (see Note 2).
The following table presents additional information about liabilities measured at fair value on a recurring basis and for
which we have utilized significant unobservable (Level 3) inputs to determine fair value:
Beginning balance at January 1, 2016 500

Additions - stock earnouts 2,320
Additions - cash earnouts 3,100
Change in fair value - stock earnouts 80
Settlements - cash earnouts (500 )
Settlements - stock earnouts (2,400)
Ending balance at December 31, 2016 3,100
Debt

The Company believes the carrying value of its long-term debt at September 30, 2016 approximates its fair value
based on the variable interest rate feature or based upon interest rates currently available to the Company.

9
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The estimated fair value of our debt at September 30, 2016 and December 31, 2015 is $38.3 million and $24.9 million,
respectively, based on valuation methodologies using interest rates currently available to the Company which are
Level 2 inputs.
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4. Goodwill and Other Intangible Assets
Changes in the Company’s goodwill balance for the nine months ended September 30, 2016 are summarized in the
table below (in thousands):

Balance at December 31, 2015 $47.422
Acquired in business combinations 23,934
Divestiture of business 3,673 )
Adjustment due to prior year business combinations 48
Foreign currency translation adjustment 710
Balance at September 30, 2016 $68.441

Intangible assets, net, include the estimated acquisition-date fair values of customer relationships, marketing-related
assets, and developed technology that the Company recorded as part of its business acquisitions.
The following is a summary of the Company’s intangible assets, net (in thousands):

Estimated Useful Gross Accumulated Net Carrying
Life (Years) Carrying Amount Amortization Amount
December 31, 2015:
Customer relationships 1-10 $ 31,848 $ 9,054 $ 22,794
Trade name 1-3 2,909 2,476 433
Developed technology 4-7 13,808 5,509 8,299
Total intangible assets $ 48,565 $ 17,039 $ 31,526
Estimated Useful Gross Accumulated Net Carrying
Life (Years) Carrying Amount Amortization Amount
September 30, 2016:
Customer relationships 1-10 $ 33,990 $ 11,749 $ 22,241
Trade name 1.5-3 2,642 2,371 271
Developed technology 4-7 15,298 6,593 8,705
Total intangible assets $ 51,930 $ 20,713 $ 31,217

The following table summarizes the Company's weighted-average amortization period, in total and by major
finite-lived intangible asset class (in years), as of:
September 30, 2016 December 31, 2015

Customer relationships 9.3 9.3
Trade name 2.8 29
Developed technology 6.3 6.4
Total weighted-average amortization period 8.1 8.1

The Company periodically reviews the estimated useful lives of its identifiable intangible assets, taking into
consideration any events or circumstances that might result in either a diminished fair value or revised useful life.
There have been no indicators of impairment or change in the useful life during the three and nine months ended
September 30, 2016 and 2015. Total amortization expense was $5.6 million and $4.5 million during the nine months
ended September 30, 2016 and 2015, respectively.
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Estimated annual amortization expense for the next five years and thereafter is as follows (in thousands):

Amortization
Expense
Year ending December 31:
Remainder of 2016 $ 1,620
2017 6,097
2018 5,752
2019 4,939
2020 and thereafter 12,809
Total $ 31,217

5. Income Taxes
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