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

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended March 31, 2018

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 001-35108

SERVICESOURCE INTERNATIONAL, INC.

(Exact name of registrant as specified in our charter)

Delaware 81-0578975

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

717 17t Street, 5t Floor
Denver, Colorado
(Address of principal executive offices) (Zip Code)
(720) 889-8500

(Registrant’s telephone number, including area code)

80202

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 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, a
smaller reporting company or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company” and “‘emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer” Accelerated filer X
Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company ~

Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.
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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
As of April 30, 2018, 90,969,118 shares of common stock of ServiceSource International Inc. were outstanding.
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ServiceSource International, Inc.
Condensed Consolidated Balance Sheets
(in thousands, expect per share amounts)
(unaudited)

Assets

Current assets:

Cash and cash equivalents
Short-term investments
Accounts receivable, net
Prepaid expenses and other
Total current assets

Property and equipment, net

Contract acquisition costs

Deferred income taxes, net of current portion
Goodwill and intangible assets, net

Other assets

Total assets

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable

Accrued taxes

Accrued compensation and benefits
Convertible notes, net

Deferred revenue

Accrued expenses

Other current liabilities

Total current liabilities

Other long-term liabilities
Total liabilities

Commitments and contingencies (Note 5)

Stockholders’ equity:

Preferred stock, $0.001 par value; 20,000 shares authorized and none issued and outstanding —

Common stock; $0.0001 par value; 1,000,000 shares authorized; 90,583 shares issued and
90,462 shares outstanding as of March 31, 2018; 90,380 shares issued and 90,259 shares

outstanding as of December 31, 2017
Treasury stock

Additional paid-in capital
Accumulated deficit

Accumulated other comprehensive income (loss)

Total stockholders’ equity

March 31, December 31,
2018 2017
$51,750 $ 51,389
133,465 137,181
49,776 56,516

7,561 6,112
242,552 251,198
33,975 34,119

3,350 —

73 70

6,334 6,419

3,983 3,566
$290,267 $295,372
$1,767 $ 4,574

337 651

16,807 19,257
146,589 144,167

— 1,282

7,650 6,625

2,886 2,104
176,036 178,660
5,015 4,603
181,051 183,263

8 8

(441 ) (441 )
362,870 359,347
(254,150 ) (246,207 )
929 (598 )
109,216 112,109
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Total liabilities and stockholders’ equity $290,267 $ 295,372
The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ServiceSource International, Inc.
Condensed Consolidated Statements of Operations
(in thousands, except per share amounts)

(unaudited)
For the Three
Months Ended
March 31,
2018 2017
Net revenue $58,585 $56,708
Cost of revenue 41,724 41,409
Gross profit 16,861 15,299
Operating expenses:
Sales and marketing 9,238 8,340
Research and development 1,516 2,243
General and administrative 12,889 13,980
Restructuring and other 53 —
Total operating expenses 23,696 24,563
Loss from operations (6,835 ) (9,264 )
Interest expense and other, net (2,846 ) (2,070 )
Impairment loss on investment securities (1,958 ) —
Loss before income taxes (11,639 ) (11,334 )
Provision for income tax expense (13 ) (290 )
Net loss $(11,652) $(11,624)
Net loss per common share:
Basic and diluted $(0.13 ) $(0.13 )
Weighted-average common shares outstanding:
Basic and diluted 90,358 88,385

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ServiceSource International, Inc.
Condensed Consolidated Statements of Comprehensive Loss
(in thousands)

(unaudited)
For the Three
Months Ended
March 31,
2018 2017
Net loss $(11,652) $(11,624)
Other comprehensive loss, net of tax:
Available for sale securities:
Unrealized loss on short-term investments 1,253 73
Reclassification adjustment for impairment loss included in net loss (1,958 ) —
Net decrease from available for sale securities (705 ) 73
Foreign currency translation adjustments 273 (130 )
Other comprehensive loss, net of tax (432 ) (57 )
Comprehensive loss, net of tax $(12,084) $(11,681)

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ServiceSource International, Inc.

Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)

Cash flows from operating activities

Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization

Amortization of debt discount and issuance costs

Amortization of contract acquisition costs - ASC 606 initial adoption
Amortization of premium on short-term investments

Deferred income taxes

Stock-based compensation

Restructuring and other

Impairment loss on investment securities

Other

Changes in operating assets and liabilities:

Accounts receivable, net

Deferred revenue

Prepaid expenses and other

Contract acquisition costs

Accounts payable

Accrued taxes

Accrued compensation and benefits

Accrued expenses

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Acquisition of property and equipment

Purchases of short-term investments

Sales of short-term investments

Maturities of short-term investments

Net cash used in investing activities

Cash flows from financing activities

Repayment on capital lease obligations

Proceeds from issuance of common stock

Payments related to minimum tax withholding on restricted stock unit releases
Net cash provided by financing activities

Net increase in cash, cash equivalents and restricted cash

Effect of exchange rate changes on cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash, beginning of period

Cash, cash equivalents and restricted cash, end of period
Supplemental disclosure of non-cash activities:

Acquisition of property and equipment accrued in accounts payable and accrued expenses
Increase in contract acquisition costs and benefit to accumulated deficit related to adoption of

ASC 606

Three Months Ended
March 31,

2018

2017

$(11,652) $(11,624)

4,803
2,421
426
115
3,111
196
1,958
80

6,923
176
(1,523
(430
(2,809
(319
(2,654
(48
(175
599

(3,469
7
2,064
825
(573

43

353

(53

257

283

78
52,633
$52,994

$196
$3,346

4,731
2,241
(94
95
3,218

10,470
1,134
) 1,888
) —
) (104
) (337
) (4,176
) 1,021
) (1,095
7,368

) (4,432
(18,059
16,513
925

) (5,053

) (16
616

) (131
469
2,784
(131
48,936

$51,589

$287
$—

)
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Increase in prepaid expenses and other and other liabilities and benefit to accumulated deficit
related to adoption of ASC 606
The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.

$363 $—
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ServiceSource International, Inc.

Notes to Condensed Consolidated Financial Statements

(unaudited)

Note 1 — The Company

ServiceSource International, Inc. is a global leader in outsourced, performance-based customer success and revenue
growth solutions. Through our people, processes and technology, we grow and retain revenue on behalf of our clients —
some of the world’s leading business-to-business companies — in more than 45 languages. Our solutions help our clients
strengthen their customer relationships, drive improved customer adoption, expansion and retention and minimize
churn. Our technology platform and best-practice business processes combined with our highly-trained, client-focused
revenue delivery professionals and data from nearly 20 years of operating experience enable us to provide our clients
greater value for our customer success services than attained by our clients' in-house customer success teams.
“ServiceSource,” “the Company,” “we,” “us,” or “our”, as used herein, refer to ServiceSource International, Inc. and its
wholly-owned subsidiaries, unless the context indicates otherwise.

The Company’s pay-for-performance model allows its clients to pay for the services through either flat-rate or variable
commissions based on the revenue generated by the Company on their behalf. Fixed-fee arrangements are typically

used in quick deployments to address discrete target areas of our clients’ needs. The Company also earns revenue
through its professional services teams, who assist clients with data optimization. The Company’s corporate
headquarters is located in Denver, Colorado. The Company has additional U.S. offices in California and Tennessee,

and international offices in Bulgaria, Ireland, Japan, Malaysia, Philippines, Singapore and the United Kingdom.

EEINT3

Note 2 — Summary of Significant Accounting Policies

Interim Financial Information

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with
generally accepted accounting principles in the United States (“GAAP”) and with the instructions to Form 10-Q and
Article 10 of Regulation S-X for interim financial information. Accordingly, these financial statements do not include
all the information required by GAAP for annual financial statements. The unaudited Condensed Consolidated
Balance Sheet as of December 31, 2017 has been derived from the Company’s audited annual Consolidated Financial
Statements included in our annual report on Form 10-K for the year ended December 31, 2017 filed with the
Securities and Exchange Commission on March 2, 2018. In the opinion of management, these Condensed
Consolidated Financial Statements reflect all adjustments, including normal recurring adjustments, management
considers necessary for a fair presentation of the Company’s financial position, operating results, and cash flows for
the interim periods presented. These Condensed Consolidated Financial Statements and accompanying notes should
be read in conjunction with our audited Consolidated Financial Statements and the notes thereto for the year ended
December 31, 2017, included in our annual report on Form 10-K. Interim results are not necessarily indicative of
results for the entire year.

Basis of Presentation and Principles of Consolidation

The accompanying unaudited interim Condensed Consolidated Financial Statements include the accounts of
ServiceSource International, Inc. and its wholly-owned subsidiaries. All intercompany balances and transactions have
been eliminated in consolidation.

Use of Estimates

Preparation of financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the Company’s Condensed Consolidated Financial Statements and
accompanying notes. Actual results could differ materially from those estimates.

7
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New Accounting Standards Issued but not yet Adopted

Leases

In February 2016, the Financial Accounting Standard Board ("FASB") issued an Accounting Standard Update
("ASU") that modifies existing accounting standards for lease accounting. The new standard requires a lessee to
record a lease asset and a lease liability on the balance sheet for all leases with terms longer than 12 months. Leases
will be classified as either finance or operating. This classification will determine whether lease expense is recognized
based on an effective interest method or on a straight-line basis over the term of the lease. Leases in which the
Company is the lessee will generally be accounted for as operating leases and we will record a lease asset and a lease
liability. The guidance is effective for fiscal years beginning after December 15, 2018, with early adoption permitted.
The standard requires a modified retrospective transition approach for all capital and operating leases existing at, or
entered into after, the beginning of the earliest comparative period presented in the financial statements, with an
option to use certain transition relief. The Company expects to adopt this standard effective January 1, 2019, and is in
the process of assessing the impact of this standard.

Comprehensive Income

In February 2018, the FASB issued an ASU that allows a reclassification from accumulated other comprehensive
income to retained earnings for stranded tax effects resulting from the Tax Cuts and Jobs Act. The guidance is
effective for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years with early
adoption permitted. The guidance should be applied either in the period of adoption or retrospectively to each period
in which the effect of the change in federal corporate income tax rate in the Tax Cuts and Jobs Act is recognized. The
Company is in the process of evaluating this guidance.

New Accounting Standards Adopted

Restricted Cash

In November 2016, the FASB issued an ASU that requires companies to combine restricted cash and restricted cash
equivalents with cash and cash equivalents when reconciling the beginning and end of period total amounts on the
statement of cash flows. The guidance is effective for fiscal years beginning after December 15, 2017, and interim
periods within those fiscal years, with early adoption permitted. The Company adopted this standard effective January
1, 2018 and the effects of this standard were applied retrospectively to all prior periods presented within these
Condensed Consolidated Financial Statements. As a result, we include restricted cash and restricted cash equivalents
with cash and cash equivalents when reconciling the beginning and end of period balances on our Condensed
Consolidated Statements of Cash Flows. For the year ended December 31, 2017 and for the three months ended
March 31, 2018 the effect of the change in accounting principle was the increase in cash, cash equivalents and
restricted cash of $1.2 million, on our Condensed Consolidated Statements of Cash Flows.

Revenue Recognition

In May 2014, FASB issued ASU No. 2014-09, “Revenue from Contracts with Customers" which amended the existing
FASB Accounting Standards Codification Topic 605 (“ASC 605” or “legacy GAAP") and created Accounting Standards
Codification Topic 606, Revenue from Contracts with Customers (“ASC 606"). Under ASC 606, revenue is recognized
when a customer obtains control of promised goods or services and is recognized in amounts that reflect the
consideration the entity expects to receive in exchange for those goods or services. ASC 606 also specifies the
incremental costs of obtaining a contract with a customer and the costs of fulfilling a contract with a customer (if
those costs are not within the scope of another Topic or Sub-Topic) should be deferred and recognized over the
appropriate period of contract performance if they are expected to be recovered. In addition, ASC 606 requires
disclosure of the nature, amount, timing and uncertainty of revenue and cash flows arising from contracts with
customers. The most significant impact to the Company's financial position and results of operations is the timing of
expense recognition for certain sales commissions and to a lesser extent, the timing of revenue recognition for certain
contracts that include certain performance-based fees. See Impact of Changes in Accounting Policies for additional
information regarding the application of this new standard and its impact on our Condensed Consolidated Financial
Statements.

The Company adopted this standard effective January 1, 2018 utilizing the modified retrospective approach, or the
cumulative catch-up transition method and applied ASC 606 to all contracts not completed as of January 1, 2018. The

11
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initial adoption impact to the Company’s financial position was not material. Under the transition guidance, the
Company recorded a $3.3 million contract acquisition asset and corresponding offset to the opening accumulated
deficit balance related to previously expensed sales commissions. The $3.3 million asset will be expensed over the
next four years as follows: $1.5 million in 2018, $0.9 million in 2019, $0.6 million in 2020, and $0.3 million in 2021.
Additionally, the Company recorded a $0.4 million net contract asset and corresponding offset to the opening
accumulated deficit balance related to previously unrecognized revenue under legacy GAAP which would have been
recognized in periods prior to 2018 under ASC 606.

8
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New Accounting Policies upon Adoption of ASC 606

Revenue Recognition

The Company provides a comprehensive suite of selling and professional services to its clients. Selling services
involves three categories of selling motions: recurring revenue management, customer success activities and inside
sales efforts. Recurring revenue management includes hardware and software maintenance contract renewals,
subscription renewals and extensions, asset and contract opportunity management, and sales enablement and quoting
solutions. Customer success activities include onboarding, product adoption, health checks, account management and
certain service support. Inside sales efforts include lead generation and conversion, cross-sell and upsell activities,
technology refresh, warranty conversion, win-backs and recaptures, cloud migration, and client and asset
management. Professional services involves providing data integration at scale with our systems and processes,
combined with client data enhancement, enablement and optimization.

The Company derives all of its revenue from contracts with clients. Revenue is measured based on the consideration
specified in a contract. The Company’s contracts typically contain two distinct performance obligations that are sold on
a variable and/or fixed consideration basis. These two distinct performance obligations are identified as selling
services and professional services, the nature of which are described in the paragraph above. The typical length of a
selling services contract is 2-3 years, while professional services performance obligations are generally fulfilled within
90 days. The Company generally invoices its clients for services on a monthly or quarterly basis with 30-day payment
terms. The Company recognizes revenue when it satisfies the performance obligations identified in the contract, which
is achieved through the transfer of control over the services to the client.

The Company accounts for individual services within a single contract separately only if they are considered distinct.
A service is distinct if it is separately identifiable from other services in the contract and if a client can benefit from
the service on its own or with other resources that are readily available to the client. The total contract consideration,
or transaction price, is allocated between the separate services identified in the contract based on their stand-alone
selling price ("SSP"). SSP is determined based on a cost plus margin analysis for selling services and a standard
hourly rate card for professional services. For professional services that are contractually priced different from SSP,
the Company estimates the SSP using a standard hourly rate card and allocates a portion of the total contract
consideration to reflect professional services revenue at SSP.

The Company’s performance obligations are satisfied over time and revenue is recognized based on monthly or
quarterly time increments (output method) and the variable volume of closed bookings during the period at the
contractual commission rates for selling services, or proportional performance during the period at the SSP for
professional services. Because the client simultaneously receives and consumes the benefit of the Company’s selling
and professional services as it is provided, the time increment output method faithfully depicts the measure of
progress in transferring control of services to the client.

While multiple selling motions in a contract are performed at various times and patterns throughout the month or
quarter and the number of closed bookings vary in any given period, each time increment of a service activity is
substantially the same and has the same pattern of transfer to the client, and therefore, represents a series of distinct
performance obligations that form a single performance obligation. As a result, the Company allocates all variable
consideration in a contract to the selling services performance obligation in accordance with the variable consideration
allocation exception provisions in ASC 606 (less amounts for which it is probable a significant reversal of revenue
will occur when the uncertainties related to the variability are resolved) and applies a single measure of progress to
record revenue in the period based on when the output of the variable number of closed bookings occurs or when the
variable performance metric is achieved. The Company also applies the optional disclosure exemptions related to
variable consideration and the requirement to disclose the remaining transaction price allocated to a wholly unsatisfied
promise to transfer a distinct service that forms part of a single performance obligation.

Contract Acquisition Costs

To obtain contracts with clients, the Company pays its sales team certain commissions based in part on the estimated
value of the contract. Because these sales commissions are incurred and paid solely upon contract execution and
would not have otherwise been due or payable, they are considered incremental costs to acquire the contract; and if
expected to be recoverable, are capitalized as contract acquisition costs in the period the contract is executed.

13
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Capitalized sales commissions are amortized to sales and marketing expense based on the pattern of transfer of goods
or services to which the asset relates over the estimated contract term, generally 2-3 years for a new client or five
years for long-standing client relationships. The contract acquisition costs asset is evaluated for recoverability and
impairment each reporting period throughout the amortization period. The Company does not capitalize incremental
acquisition costs for contracts if the amortization period of the asset would otherwise have been one year or less.

9
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Significant Estimates and Judgments

Significant estimates and judgments for revenue recognition and contract acquisition cost capitalization include:
identifying and determining distinct performances obligations in contracts with clients, determining the timing of the
satisfaction of performance obligations, estimating the timing and amount of variable consideration in a contract and
assessing whether it should be constrained in determining the total contract consideration, determining SSP for each
performance obligations and the methodology to allocate the total contract consideration to the distinct performance
obligations.

Our revenue contracts often include promises to transfer services involving multiple selling motions to a client.
Determining whether those services are considered distinct performance obligations and qualify as a series of distinct
performance obligations that represent a single performance obligation requires significant judgment. Also, due to the
continuous nature of providing services to our clients, judgment is required in determining when control of the
services is passed to the client.

A significant portion of our contracts are based on a pay-for-performance model that provides the Company with
commissions and revenue based on a volume of closed bookings each time period and variable consideration if certain
performance targets are achieved during a given period of time (such as exceeding quarterly closure rate thresholds or
achieving absolute dollar volume sales targets). Significant judgment is required to determine if this type of variable
consideration should be constrained, and to what extent, until the risk of a significant revenue reversal is not probable.
We also enter into contracts with multiple performance obligations that incorporate fixed consideration,
pay-for-performance commissions and variable bonus commissions. Judgment is required to estimate the amount of
variable consideration to include when estimating the total contract consideration and how to allocate the
consideration if one of the distinct performance obligations is not sold at SSP.

Impact of Changes in Accounting Policies

The Company adopted ASC 606 as of January 1, 2018 using the modified retrospective approach by recognizing the
cumulative effect of initially applying ASC 606 as an adjustment to the opening accumulated deficit balance as of
January 1, 2018. As a result, the comparative information throughout these financial statements has not been adjusted
and continues to be reported under legacy GAAP as disclosed in our 2017 annual report on Form 10-K. As described
above, the Company changed its accounting policy for revenue recognition and certain sales commissions. The
qualitative impact of the changes is discussed below and the quantitative impact of ASC 606 adoption on the
Company’s Condensed Consolidated Financial Statements for the three months ended March 31, 2018 is presented in
the tables below.

Selling Services

The Company historically recognized all performance based fees in the period when the specific performance criteria
was achieved; however, under ASC 606, in certain circumstances the Company estimates the variable fees for which it
is probable that a significant reversal will not occur and recognizes these estimated variable fees over the estimated
contract life. For certain contracts, this could result in the recognition of the performance-based fees sooner than under
ASC 605.

Professional Services

Prior to the adoption of ASC 606, the Company recognized revenue from professional services at the best estimated
selling price upon client acceptance at the end of the implementation or data integration event due to the short-term
nature of the services, which was typically 90 days from the start of the services. Under ASC 606, the Company
recognizes revenue at SSP over time as control of the service is transferred to the client, resulting in the recognition of
professional services fees sooner than under ASC 605.

Sales Commissions

The Company previously recognized a portion of certain sales commissions as sales and marketing expense when it
was earned by the employee upon obtaining and executing a contract. Under ASC 606, the Company capitalizes this
portion of certain sales commissions as contract acquisition costs and amortizes the amount ratably over the contract
term for new clients or the estimated life of the client for long-standing client relationships. As a result, sales and
marketing expenses are recognized later and over a longer period of time than under ASC 605.

15
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The following tables summarize the impacts of adopting ASC 606 on the Company's Condensed Consolidated
Financial Statements for the three months ended March 31, 2018:

Balances
As ASCo06  Without
reported  adjustments adoption
of ASC
606
Assets
Current assets:
Cash and cash equivalents $51,750 $ — $51,750
Short-term investments 133,465 — 133,465
Accounts receivable, net 49,776 80 49,856
Prepaid expenses and other 7,561 (154 ) 7,407
Total current assets 242,552 (74 ) 242,478
Property and equipment, net 33,975 — 33,975
Contract acquisition costs 3,350 (3,350 ) —
Deferred income taxes, net of current portion 73 — 73
Goodwill and intangible assets, net 6,334 — 6,334
Other assets 3,983 (118 ) 3,865
Total assets $290,267 $ (3,542 ) $286,725
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $1,767 $— $1,767
Accrued taxes 337 — 337
Accrued compensation and benefits 16,807 — 16,807
Convertible notes, net 146,589 — 146,589
Deferred revenue — 1,782 1,782
Accrued expenses 7,650 — 7,650
Other current liabilities 2,886 (1,450 ) 1,436
Total current liabilities 176,036 332 176,368
Other long-term liabilities 5,015 — 5,015
Total liabilities 181,051 332 181,383
Commitments and contingencies (Note 5)
Stockholders’ equity:
Preferred stock, $0.001 par value; 20,000 shares authorized and none issued and
outstanding o o o
Common stock; $0.0001 par value; 1,000,000 shares authorized; 90,583 shares 3 . 3
issued and 90,462 shares outstanding as of March 31, 2018
Treasury stock (441 ) — (441 )
Additional paid-in capital 362,870 — 362,870
Accumulated deficit (254,150 ) (3,874 ) (258,024 )
Accumulated other comprehensive income (loss) 929 — 929
Total stockholders’ equity 109,216 (3,874 ) 105,342
Total liabilities and stockholders’ equity $290,267 $ (3,542 ) $286,725
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Balances
As ASCe0s  Without
Reported adjustments adoption
of ASC
606
Net revenue $58,585 $ (161 ) $58.424
Cost of revenue 41,724 — 41,724
Gross profit 16,861 (161 ) 16,700
Operating expenses:
Sales and marketing 9,238 4 9,242
Research and development 1,516 — 1,516
General and administrative 12,889 — 12,889
Restructuring and other 53 — 53
Total operating expenses 23,696 4 23,700
Loss from operations (6,835 ) (165 ) (7,000 )
Interest expense and other, net 2,846 ) — (2,846 )
Impairment loss on investment securities (1,958 ) — (1,958 )
Loss before income taxes (11,639 ) (165 ) (11,804 )
Provision for income tax expense (13 ) — (13 )
Net loss $(11,652) $ (165 ) $(11,817)
Net loss per common share:
Basic and diluted $0.13 ) $ — $00.13 )
Weighted-average common shares outstanding:
Basic and diluted 90,358 — 90,358
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Cash flows from operating activities

Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization

Amortization of debt discount and issuance costs

Amortization of contract acquisition cost - ASC 606 initial adoption
Amortization of premium on short-term investments

Stock-based compensation

Restructuring and other

Impairment loss on investment securities

Other

Changes in operating assets and liabilities:

Accounts receivable, net

Deferred revenue

Contract acquisition costs

Prepaid expenses and other

Accounts payable

Accrued taxes

Accrued compensation and benefits

Accrued expenses

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Acquisition of property and equipment

Purchases of short-term investments

Sales of short-term investments

Maturities of short-term investments

Net cash used in investing activities

Cash flows from financing activities

Repayment on capital lease obligations

Proceeds from issuance of common stock

Repayment related to minimum tax withholding on restricted stock unit releases
Net cash provided by financing activities

Net increase in cash, cash equivalents and restricted cash

Effect of exchange rate changes on cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash, beginning of period
Cash, cash equivalents and restricted cash, end of period

13

As ASC 606

Reported adjustments

$(11,652) $ (165

4,803 —
2,421 —
426 (426
115 —
3,111 —
196 —
1,958 —
80 —

6,923 (80
176 1,782
(430 ) 430
(1,523 ) (91
2,809 ) —
(319 ) —
(2,654 ) —
(48 ) —
7s ) (1,450
599 —

(3,469 ) —
7 —
2,064 —
825 —
(573 ) —

(43 ) —
353 —
(53 ) —
257 —
283 —
78 —
52,633 —
$52,994 $ —

)

Balances
without
adoption
of ASC
606

$(11,817)

4,803
2,421
115
3,111
196
1,958
80

6,843
1,958
(1,614
(2,809
(319
(2,654
(48
(1,625
599

— O N N N

(3,469 )
7

2,064

825

(573 )

(43 )
353

(53 )
257

283

78

52,633
$52,994
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Note 3 — Fair Value of Financial Instruments

Cash, Cash Equivalents and Short-Term Investments

Cash equivalents consist of highly liquid fixed-income investments with original maturities of three months or less at
the time of purchase. Short-term investments consist of readily marketable debt securities with a remaining maturity
of more than three months from time of purchase. The Company classifies its cash equivalents and short-term
investments as “available for sale,” as these investments are free of trading restrictions and are available for use in the
Company's daily operations. These marketable securities are carried at fair value, with the unrealized gains and losses,
net of tax, reported as accumulated other comprehensive loss and included as a separate component of stockholders’
equity. Gains and losses are recognized when realized. Gains and losses are determined using the specific
identification method. The Company’s realized gains and losses for the three months ended March 31, 2017 were
insignificant. There were no transfers between levels during the three months ended March 31, 2018 and 2017.

The Company typically invests in highly-rated securities, and its investment policy generally limits the amount of
credit exposure to any one issuer. The policy generally requires investments to be investment grade, with the primary
objective of minimizing the potential risk of principal loss. Fair values were determined for each individual security in
the investment portfolio. When evaluating an investment for other-than-temporary impairment, the Company reviews
factors such as the length of time and extent to which fair value has been below its cost basis, the financial condition
of the issuer and any changes thereto, changes in market interest rates and the Company’s intent to sell, or whether it is
more-likely-than-not it will be required to sell the investment before recovery of the investment’s cost basis. The
Company intends to sell our investment securities in 2018 and determined an other-than-temporary impairment
occurred as of March 31, 2018. Consequently, a $2.0 million impairment loss was recorded in our Consolidated
Statement of Operations as of March 31, 2018, which represents the difference between the investment securities'
amortized cost basis and fair value.

14
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The following tables present the Company's cash, cash equivalents and short-term investments by significant
investment category measured at fair value on a recurring basis (in thousands):

For the Three Months Ended March 31, 2018:

Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
Level 1(D:
Cash $45314 $ —3 —$45,314
Cash equivalents:
Money market mutual funds 43 — — 43
Total cash and cash equivalents 45,357 — — 45,357
Level 2@:
Cash equivalents:
U.S. Treasury securities 5,395 — — 5,395
Commercial Paper 998 — — 998
Total cash equivalents 6,393 — — 6,393
Short-term investments:
Corporate bonds 54,045 — — 54,045
U.S. agency securities 34,144 — — 34,144
Asset-backed securities 19,441 — — 19,441
U.S. Treasury securities 25,835 — — 25,835
Total short-term investments 133,465 — — 133,465
Cash, cash equivalents and short-term investments $ 185,215 $ —$ —$185,215

For the Year Ended December 31, 2017:
Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
Level 1(D:
Cash $48,712 % — $— $48,712
Cash equivalents:
Money market mutual funds 2,677 — — 2,677
Total cash and cash equivalents 51,389 — — 51,389
Level 22:
Short-term investments:
Corporate bonds 55,763 1 (346 ) 55,418
U.S. agency securities 34,640 — (410 ) 34,230
Asset-backed securities 21,739 — (127 ) 21,612
U.S. Treasury securities 26,292 — (371 ) 25,921
Total short-term investments 138,434 1 (1,254 ) 137,181

Cash, cash equivalents 