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NOTE ABOUT FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q contains forward-looking statements. All statements other than statements of historical facts contained in this
report, including statements regarding our future results of operations and financial position, customer lifetime value, strategy and plans, market size and
opportunity, competitive position, industry environment, potential growth opportunities, product capabilities and our expectations for future operations, are
forward-looking statements. The words “believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “design,” “intend,” “expect,” “could,” “plan,”
“potential,” “predict,” “seek,” “should,” “would” or the negative version of these words and similar expressions are intended to identify forward-looking
statements. We have based these forward-looking statements on our current expectations and projections about future events and trends that we believe may
affect our financial condition, results of operations, strategy, short- and long-term business operations and objectives, and financial needs. The forwardlooking statements are contained principally in “Management’s Discussion and Analysis of Financial Condition and Result of Operations” and “Risk
Factors.”
These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those described in “Risk Factors” and
elsewhere in this Quarterly Report on Form 10-Q. Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time
to time. It is not possible for our management to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor,
or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements we may make. In light of these
risks, uncertainties and assumptions, the forward-looking events and circumstances discussed in this Quarterly Report on Form 10-Q may not occur and
actual results could differ materially and adversely from those anticipated or implied in the forward-looking statements.
You should not rely upon forward-looking statements as predictions of future events. Although we believe that the expectations reflected in the
forward-looking statements are reasonable, we cannot guarantee that the future results, levels of activity, performance or events and circumstances reflected in
the forward-looking statements will be achieved or occur. Moreover, except as required by law, neither we nor any other person assumes responsibility for the
accuracy and completeness of the forward-looking statements. We undertake no obligation to update publicly any forward-looking statements for any reason
after the date of this Quarterly Report on Form 10-Q to conform these statements to actual results or to changes in our expectations.

1

PART I—FINANCIAL INFORMATION
Item 1. Financial Statements.
COUPA SOFTWARE INCORPORATED
Condensed Consolidated Balance Sheets
(In thousands, except share and per share amounts)
(unaudited)
April 30,
2017

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowances
Prepaid expenses and other current assets
Deferred commissions, current portion
Total current assets
Property and equipment, net
Deferred commissions, net of current portion
Goodwill
Intangible assets, net
Other assets
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Deferred revenue, current portion
Total current liabilities
Deferred revenue, net of current portion
Other liabilities
Total liabilities
Commitments and contingencies (Note 7)
Stockholders’ equity:
Preferred stock, $0.0001 par value per share; 25,000,000 shares authorized
at April 30, 2017 and January 31, 2017; zero shares issued and outstanding
at April 30, 2017 and January 31, 2017, respectively
Common stock, $0.0001 par value per share; 625,000,000 shares authorized
at April 30, 2017 and January 31, 2017; 52,691,238 and 50,251,541
shares issued and outstanding at April 30, 2017 and January 31, 2017, respectively
Additional paid-in capital
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

$

$

238,121
34,939
9,486
2,961
285,507
4,600
2,872
6,306
5,538
3,257
308,080

$

1,783
18,096
87,939
107,818
677
459
108,954

$

$

-

$

See Notes to Condensed Consolidated Financial Statements.
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January 31,
2017

6
369,730
(170,610 )
199,126
308,080

201,721
47,614
9,150
3,091
261,576
4,642
2,895
6,306
5,848
2,597
283,864

1,175
17,490
89,872
108,537
968
467
109,972

-

$

5
334,363
(160,476 )
173,892
283,864

COUPA SOFTWARE INCORPORATED
Condensed Consolidated Statements of Operations and Comprehensive Loss
(In thousands, except per share amounts)
(unaudited)
Three Months Ended
April 30,
2017

Revenues:
Subscription services
Professional services and other
Total revenues
Cost of revenues:
Subscription services
Professional services and other
Total cost of revenues
Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from operations
Other income, net
Loss before provision for income taxes
Provision for income taxes
Net loss and comprehensive loss
Net loss per share attributable to common stockholders, basic and diluted
Weighted-average number of shares used in computing net loss per
share attributable to common stockholders, basic and diluted

$

$
$

2016

35,664
5,473
41,137

3

25,372
3,811
29,183

7,996
5,501
13,497
27,640

6,050
5,968
12,018
17,165

9,171
20,679
8,177
38,027
(10,387 )
433
(9,954 )
84
(10,038 )
(0.20 )

7,840
15,836
5,553
29,229
(12,064 )
323
(11,741 )
126
(11,867 )
(2.11 )

50,577

See Notes to Condensed Consolidated Financial Statements.

$

$
$

5,612

COUPA SOFTWARE INCORPORATED
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)
Three Months Ended
April 30,
2017

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization
Amortization of deferred commissions
Stock-based compensation
Other non-cash items
Changes in operating assets and liabilities net of effects from acquisitions:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Deferred commissions
Accounts payable
Accrued expenses and other liabilities
Deferred revenue
Net cash provided by (used in) operating activities
Cash flows from investing activities
Purchase of property and equipment
Increase in restricted cash
Purchase of intangible assets
Net cash used in investing activities
Cash flows from financing activities
Proceeds from issuance of common stock, net of underwriting
discounts, commissions and offering costs
Proceeds from the exercise of common stock options
Excess tax benefit from stock-based compensation
Proceeds from issuance of common stock for employee stock purchase plan
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental disclosure of cash flow data
Cash paid for income taxes
Supplemental disclosure of non-cash investing and financing activities
Vesting of early exercised stock options
Property and equipment included in accounts payable and accrued expenses and other
current liabilities
Offering costs included in accounts payable and accrued expenses and other
current liabilities

$

(10,038 )

$

(11,867 )

1,536
1,040
5,277
105

1,005
1,039
1,706
25

12,570
(336 )
(443 )
(887 )
31
529
(2,224 )
7,160

(3,205 )
(1,194 )
(598 )
(585 )
134
756
2,558
(10,226 )

(996 )
(217 )
(140 )
(1,353 )

(1,386 )
(1,386 )

$

23,040
4,527
3,026
30,593
36,400
201,721
238,121

$

$

97

$

69

$

172

$

107

$

89

$

115

$

777

$

1,462

See Notes to Condensed Consolidated Financial Statements.
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2016

(1,616 )
378
16
(1,222 )
(12,834 )
92,348
79,514

COUPA SOFTWARE INCORPORATED
Notes to Unaudited Condensed Consolidated Financial Statements
Note 1. Organization and Description of Business
Coupa Software Incorporated (the “Company” or “we” ) was incorporated in the state of Delaware in 2006. The Company provides a unified, cloudbased spend management platform that provides greater visibility into and control over how companies spend money. The platform enables businesses to
achieve savings that drive profitability. The Company is based in San Mateo, California.
Follow-On Offering
In April 2017, we closed a follow-on offering (the “Offering”), in which we issued and sold 959,618 shares of common stock inclusive of the
underwriters’ option to purchase additional shares, which was exercised in full. The price per share to the public was $25.25. The Company received
aggregate proceeds of $24.0 million from the offering, net of underwriters’ discounts and commissions, before deducting offering costs of approximately $0.8
million and inclusive of approximately $1.0 million received from selling stockholders due to the exercise of 244,387 options at an average per share
exercise price of $3.93.
Note 2. Significant Accounting Policies
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared using accounting principles generally accepted in the
United States of America (“GAAP”) and applicable rules and regulations of the Securities and Exchange Commission (“SEC”) regarding interim financial
reporting. Certain information and note disclosures normally included in the financial statements prepared in accordance with GAAP have been condensed or
omitted pursuant to such rules and regulations. These condensed consolidated financial statements should be read in conjunction with the audited
consolidated financial statements and related notes included in the Company’s Annual Report on Form 10-K for the year ended January 31, 2017 filed with
the SEC on April 3, 2017 (the “Form 10-K”).The consolidated financial statements include the results of the Company and its wholly owned subsidiaries. All
significant intercompany transactions and balances have been eliminated during consolidation.
The condensed consolidated balance sheet as of January 31, 2017, included herein, was derived from the audited financial statements as of that date,
but does not include all disclosures including certain notes required by GAAP on an annual reporting basis.
In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all normal recurring adjustments
necessary to present fairly the financial position, results of operations, comprehensive loss and cash flows for the interim periods, but are not necessarily
indicative of the results to be expected for the full fiscal year or any other period.
There have been no changes to our significant accounting policies described in the Form 10-K.
Use of Estimates
The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated financial statements and the
reported amounts of revenue and expenses during the reporting period. On an ongoing basis, management evaluates its significant estimates including the
valuation of accounts receivable, the lives of tangible and intangible assets, stock-based compensation, revenue recognition, the valuation of acquired
intangible assets, and provisions for income taxes. Management bases its estimates on historical experience and on various other market-specific and relevant
assumptions that management believes to be reasonable under the circumstances. Actual results could differ from those estimates and such differences could
be material to the financial position and results of operations.
Concentration of Risk
Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash and cash equivalents and accounts
receivable. Cash deposits may, at times, exceed amounts insured by the Federal Deposit Insurance Corporation and the Securities Investor Protection
Corporation. The Company has not experienced any losses on its deposits of cash and cash equivalents to date.
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Comprehensive Loss
Comprehensive loss is defined as the change in equity of a business enterprise during a period from transactions and other events and circumstances
from non-owner sources. The Company’s comprehensive loss is composed only of net loss.
Recently Adopted Accounting Pronouncements
In March 2016, the FASB issued ASU No. 2016-09, Compensation-Stock Compensation (Topic 718): Improvements to Employee Share-Based
Payment Accounting (“ASU 2016-09”). ASU 2016-09 simplifies several aspects of the accounting for share-based payments, including allowing an entitywide accounting policy election to either estimate the number of awards that are expected to vest or account for forfeitures as they occur and immediate
recognition of excess tax benefits in the income statement. The Company adopted ASU 2016-09 in the first quarter of fiscal 2018 and elected to account for
forfeitures as they occur in calculating compensation costs. Also as a result of this adoption, the Company recorded a $6.7 million cumulative-effect
adjustment decrease in accumulated deficit and an offsetting increase in deferred tax assets for previously unrecognized excess tax benefits that existed as of
January 31, 2017. The realization of these deferred tax assets is not more likely than not to be achieved, therefore, the Company recorded a $6.7 million
valuation allowance against these deferred tax assets with an offsetting increase in accumulated deficit.
In January 2017, the FASB issued ASU No. 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a Business (“ASU 2017-01”).
ASU 2017-01 narrows the definition of a business and requires an entity to evaluate if substantially all of the fair value of the gross assets acquired is
concentrated in a single identifiable asset or a group of similar identifiable assets; if so, the set of transferred assets and activities is not a business. The
guidance also requires a business to include at least one substantive process and narrows the definition of outputs. This guidance will be effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2017. The Company has elected to early adopt this new guidance effective
February 1, 2017. The adoption of this standard had no impact on the Company’s historical financial statements.
New Accounting Pronouncements Not Yet Adopted
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”), which provides guidance for revenue
recognition. This ASU affects any entity that either enters into contracts with customers to transfer goods or services or enters into contracts for the transfer of
non-financial assets. This ASU will supersede the revenue recognition requirements in Topic 605, Revenue Recognition, and most industry-specific guidance.
This ASU also supersedes some cost guidance included in Subtopic 605-35, Revenue Recognition-Construction-Type and Production-Type Contracts. ASU
2014-09 is effective for public entities for annual reporting periods, and interim periods within those annual reporting periods, beginning after December 31,
2017. Early adoption is permitted for all public entities only as of annual reporting periods, and interim periods within those annual reporting periods,
beginning after December 15, 2016. The guidance allows for the amendment to be applied either retrospectively to each prior reporting period presented or
retrospectively as a cumulative-effect adjustment as of the date of adoption. The Company has not finalized a decision regarding the adoption method at this
time. The Company is not planning to early adopt the new standard and is continuing to assess the impact of the adoption on its financial position, results of
operations, cash flows and related disclosures and has not yet determined whether the effect will be material. The Company preliminarily believes that the
new standard will impact revenue recognized due to the removal of the current limitation on contingent revenue. In addition commissions accounting under
the new standard is expected to be significantly different than the Company’s current capitalization policy. The new standard will result in additional types
of costs that will be capitalized and amounts will be amortized over a period longer that the Company’s current policy of amortizing the deferred amounts
over the specific revenue contract-terms. The new standard also requires incremental disclosures including information about the remaining transaction price
and when the Company expects to recognize revenue. The Company continues to assess the new standard along with industry trends and additional
interpretive guidance and may adjust its interpretation and implementation plan accordingly.
In February 2016, the FASB issued ASU No. 2016-02, Leases (“ASU 2016-02”). ASU 2016-02 establishes a right-of-use (“ROU”) model that requires a
lessee to record a ROU 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, with classification affecting the pattern of expense recognition in the income statement. The new standard is effective for fiscal years
beginning after December 15, 2018, including interim periods within those fiscal years. Early adoption is permitted. A modified retrospective transition
approach is required for lessees with capital and operating leases existing at, or entered into after, the beginning of the earliest comparative period presented
in the financial statements, with certain practical expedients available. The Company is currently evaluating the impact of adopting ASU 2016-02 on its
consolidated financial statements.
In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”). ASU 2016-18
requires an entity to show the changes in the total of cash, cash equivalents, restricted cash and restricted cash equivalents in the statement of cash flows, and
an entity will no longer present transfers between cash and cash equivalents and
6

restricted cash and restricted cash equivalents in the statement of cash flows. This guidance will be effective for fiscal years, and interim periods within those
fiscal years, beginning after December 15, 2017. Early adoption is permitted. The Company is evaluating the impact of adopting this new accounting
standard update on the financial statements and related disclosures.
In January 2017, the FASB issued ASU No. 2017-04, Intangibles-Goodwill and Other (Topic 350): Simplifying the Test for Goodwill
Impairment (“ASU 2017-04”), which simplifies the accounting for goodwill impairments by eliminating step two from the goodwill impairment test. Instead,
if the carrying amount of a reporting unit exceeds its fair value, an impairment loss will be recognized in an amount equal to that excess, limited to the total
amount of goodwill allocated to that reporting unit. ASU 2017-04 also clarifies the requirements for excluding and allocating foreign currency translation
adjustments to reporting units related to an entity’s testing of reporting units for goodwill impairment, and clarifies that an entity should consider income tax
effects from any tax deductible goodwill on the carrying amount of the reporting unit when measuring the goodwill impairment loss, if applicable. The
guidance is effective for annual reporting periods beginning after January 1, 2020 and interim periods within those fiscal years. The Company is currently
assessing the potential impact of the adoption of ASC 2017-04 on its consolidated financial statements.
Note 3. Fair Value Measurements
Fair value is the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous
market for the asset or liability in an orderly transaction between market participants on the measurement date. Subsequent changes in fair value of these
financial assets and liabilities are recognized in earnings or other comprehensive income when they occur. When determining the fair value measurements for
assets and liabilities which are required to be recorded at fair value, the Company considers the principal or most advantageous market in which the
Company would transact and the market-based risk measurement or assumptions that market participants would use in pricing the assets or liabilities, such as
inherent risk, transfer restrictions and credit risk.
The Company applies the following fair value hierarchy, which prioritizes the inputs used to measure fair value into three levels and bases the
categorization within the hierarchy upon the lowest level of input that is available and significant to the fair value measurement:
•

Level 1—Quoted prices in active markets for identical assets or liabilities.

•

Level 2—Observable inputs other than quoted price in active markets for identical assets or similar assets or liabilities in inactive markets, or
other inputs that are observable or can be corroborated by observable market data for substantially full term of assets or liabilities.

•

Level 3—Inputs that are generally unobservable and typically reflect management’s estimates of assumptions that market participants would
use in pricing the assets or liabilities.

The following table summarizes the Company’s fair value hierarchy for its financial assets and liabilities measured at fair value on a recurring basis (in
thousands):
April 30, 2017

Financial assets:
Money market funds (1)

Level 1

Level 2

Level 3

Total

$

207,575

$

-

$

-

$

207,575

$

178,245

$

-

$

-

$

178,245

January 31, 2017

Financial assets:
Money market funds (1)
(1)

Included in cash and cash equivalents.
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Note 4. Property and Equipment
Property and equipment consisted of the following (in thousands):
April 30,
2017

Furniture and equipment
Software development costs
Leasehold improvements
Total property and equipment
Less: accumulated depreciation and amortization
Property and equipment, net

$

$

January 31,
2017

1,415
13,437
458
15,310
(10,710 )
4,600

$

1,415
12,376
458
14,249
(9,607 )
4,642

$

Depreciation and amortization expense related to property and equipment, excluding software development costs, was approximately $115,000 and
$90,000 for the three months ended April 30, 2017 and April 30, 2016, respectively. Amortization expense related to software development costs was
approximately $989,000 and $727,000 for the three months ended April 30, 2017 and April 30, 2016, respectively.
Note 5. Goodwill and Other Intangible Assets
Goodwill
The following table represents the changes in goodwill (in thousands):
Balance at January 31, 2017
Additions from acquisitions
Balance at April 30, 2017

$

6,306
6,306

$

Other Intangible Assets
The following table summarizes the other intangible asset balances (in thousands):
As of
April 30,
2017
Gross
Carrying
Amount

Developed technology
Customer relationships
Total other intangible assets

$
$

Accumulated
Amortization

7,385
74
7,459

$
$

(1,869 )
(52 )
(1,921 ) $

January 31,
2017
Net
Carrying
Amount

Gross
Carrying
Amount

5,516
22
5,538

$
$

7,210
74
7,284

Accumulated
Amortization

$
$

(1,393 )
(43 )
(1,436 ) $

Net
Carrying
Amount

5,817
31
5,848

Amortization expense related to other intangible assets was approximately $485,000 and $221,000 for the three months ended April 30, 2017 and
April 30, 2016, respectively.
As of April 30, 2017, the future amortization expense of other intangible assets is as follows (in thousands):
Year Ending January 31,

2018 (remaining 9 months)
2019
2020
2021
2022
Total

$

$
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1,182
1,174
1,106
1,086
990
5,538

Note 6. Common Stock and Stockholders’ Equity
Common Stock
Each share of common stock has the right to one vote. The holders of the common stock are also entitled to receive dividends whenever funds are
legally available and when declared by the board of directors of the Company (the “Board of Directors”), subject to the prior rights of holders of all classes of
stock outstanding having priority rights as to dividends. No dividends have been declared or paid since inception.
Preferred Stock
As of April 30, 2017, the Company had authorized 25,000,000 shares of preferred stock, par value $0.0001, of which no shares were issued and
outstanding.
2016 Equity Incentive Plan
The 2016 Equity Incentive Plan (the “2016 Plan”) was approved by the Company’s stockholders in September 2016. The 2016 Plan provides for the
grant of incentive stock options, nonstatutory stock options, restricted stock, restricted stock units, stock appreciation rights and performance cash awards.
Awards could be granted under the 2016 Plan beginning on the effective date of the registration statement, October 5, 2016. The 2016 Plan replaced the
Company’s 2006 Stock Plan; however, awards outstanding under the 2006 Stock Plan will continue to be governed by their existing terms.
The Company has reserved 5,526,247 shares of its common stock for issuance under the 2016 Plan. The number of shares reserved for issuance under
the 2016 Plan will automatically increase on the first day of each fiscal year during the term of the 2016 Plan by a number of shares equal to 5% of its
outstanding shares of common stock on the last day of the prior fiscal year. The number and class of shares reserved under the Company’s 2016 Plan will be
adjusted in the event of a stock split, stock dividend or other changes in its capitalization.
The following table summarizes stock option activity under the Company’s 2006 Stock Plan and the 2016 Plan during the three months ended April
30, 2017 (aggregate intrinsic value in thousands):
Options Outstanding
WeightedAverage
WeightedRemaining
Average
Contractual Life
Exercise
Price
(in years)

Outstanding
Stock
Options

Balance, January 31, 2017
Option grants
Options exercised
Options forfeited
Balance, April 30, 2017
Exercisable at April 30, 2017

13,016,402
406,686
(1,243,939 )
(382,451 )
11,796,698
6,141,208

$
$
$
$
$
$

5.60
23.84
3.64
6.82
6.40
3.94

Aggregate
Intrinsic
Value

7.92

$

265,542

7.69
6.82

$
$

251,857
146,200

The options exercisable as of April 30, 2017 include options that are exercisable prior to vesting. The aggregate intrinsic value of options vested and
expected to vest and exercisable as of April 30, 2017 is calculated based on the difference between the exercise price and the fair value of the Company’s
common stock as of April 30, 2017. The aggregate intrinsic value of exercised options was $27.7 million and $1.6 million for the three months ended
April 30, 2017 and April 30, 2016, respectively, and is calculated based on the difference between the exercise price and the fair value of the Company’s
common stock as of the exercise date.
The weighted-average grant date fair value of options granted was $11.04 and $3.68 per share, for the three months ended April 30, 2017 and April 30,
2016, respectively.
During the three months ended April 30, 2017 and April 30, 2016, nil and 52,250 options were granted to non-employees, respectively.
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Early Exercises of Stock Options
Certain option grants under the 2006 Stock Plan are allowed to be exercised prior to vesting. The unvested shares of common stock exercised are
subject to the Company’s right to repurchase at the lower of the original exercise price or the fair market value of the share at the time the repurchase right is
exercised. Early exercises of options are not deemed to be substantive exercises for accounting purposes and accordingly, amounts received for early
exercises are initially recorded in accrued expenses and other current liabilities and reclassified to additional paid-in capital as the underlying shares vest. At
April 30, 2017, the Company had $2.4 million recorded in accrued expenses and other current liabilities related to early exercises of stock options, and the
related number of unvested shares subject to repurchase was 231,502.
Restricted Stock Units (“RSUs”)
The following table summarizes the activity related to the Company’s RSUs:
Number of
RSUs
Outstanding

Awarded and unvested at January 31, 2017
Awards granted
Awards vested
Awards forfeited
Awarded and unvested at April 30, 2017

77,883
1,548,574
(3,516 )
(33,321 )
1,589,620

Weighted-Average
Grant Date
Fair Value

$
$
$
$
$

18.38
24.00
5.36
11.70
24.02

2016 Employee Stock Purchase Plan
The Board of Directors adopted the 2016 Employee Stock Purchase Plan (the “ESPP”) in September 2016 and it has been approved by our
stockholders. The ESPP allows eligible employees to purchase shares of common stock through payroll deductions and is intended to qualify under
Section 423 of the Internal Revenue Code.
The Company has reserved 1,123,484 shares of its common stock for issuance under the ESPP. The number of shares reserved for issuance under the
ESPP will automatically increase on the first day of each fiscal year during the term of the ESPP by a number of shares equal to the least of (i) 1% of its
outstanding shares of common stock on the last day of the prior fiscal year, (ii) 1,250,000 shares or (iii) a lesser number of shares determined by the Board of
Directors. The number and class of shares reserved under the ESPP will be adjusted in the event of a stock split, stock dividend or other changes in its
capitalization.
Each offering period will last a number of months determined by the administrator, up to a maximum of 27 months. The initial offering period began
on the effective date of the Company’s initial public offering, October 5, 2016, and ends on September 15, 2018, and new 24 month offering periods will
begin on each March 16 and September 16 thereafter. Currently each offering period consists of four consecutive purchase periods, of approximately six
months duration, at the end of which payroll contributions are used to purchase shares of the Company’s common stock. Participants may purchase the
Company’s common stock through payroll deductions, up to a maximum of 15% of their eligible compensation. Participants may withdraw from the ESPP
and receive a refund of their accumulated payroll contributions at any time prior to a purchase date. Unless changed by the administrator, the purchase price
for each share of common stock purchased under the ESPP will be the lower of (i) 85% of the fair market value per share on the first day of the applicable
offering period (or, in the case of the initial offering period, the price at which one share of common stock is offered to the public in its initial public offering)
or (ii) 85% of the fair market value per share on the applicable purchase date.
As of April 30, 2017, 197,781 shares of common stock were purchased under the 2016 ESPP. The Company selected the Black-Scholes option-pricing
model as the method for determining the estimated fair value for the Company’s 2016 ESPP. As of April 30, 2017, total unrecognized compensation cost
related to the 2016 ESPP was $8.1 million which will be amortized over a weighted-average period of 1.41 years.
Market-based Options
In September 2016, the Board of Directors granted 544,127 stock options to the Chief Executive Officer (the “2016 CEO Grant”) under the 2006
Equity Plan with an exercise price of $13.04 per share. The 2016 CEO Grant is eligible to vest based on the achievement of stock price appreciation targets
after the consummation of the initial public offering, as well as continuous service over a four-year period following the grant date. The fair value of the
2016 CEO Grant was determined using a Monte Carlo simulation approach. The Company amortizes the fair value of the option award using the gradedvesting method. For the three
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months ended April 30, 2017, the total stock-based compensation expense recognized was approximately $322,000. As of April 30, 2017, one of the three
performance-based milestones was achieved, resulting in 31,740 shares being vested and exercisable.
Stock-based Compensation
The Company’s total stock-based compensation expense as of the dates indicated was as follows (in thousands):
Three Months Ended
April 30,
2017
2016

Cost of revenue:
Subscription services
Professional services and other
Research and development
Sales and marketing
General and administrative
Total

$

355
563
1,152
1,600
1,607

$

125
135
322
471
653

$

5,277

$

1,706

Stock-based compensation capitalized in capitalized software development costs was approximately $232,000 at April 30, 2017.
Of the total stock-based compensation expense, costs recognized for options granted to non-employees were immaterial for all periods presented.
As of April 30, 2017 there was approximately $27.7 million of total unrecognized compensation cost related to unvested stock options granted to
employees and non-employee service providers under the 2006 Stock Plan and 2016 Equity Incentive Plan. This unrecognized compensation cost is
expected to be recognized over an estimated weighted-average amortization period of approximately 2.57 years.
As of April 30, 2017 there was approximately $37.0 million of total unrecognized compensation cost related to unvested restricted stock units granted
to employees under the 2016 Equity Incentive Plan. This unrecognized compensation cost is expected to be recognized over an estimated weighted-average
amortization period of approximately 3.88 years.
The fair values of the Company’s stock options granted during the three months ended April 30, 2017 and April 30, 2016 were estimated using the
following assumptions:
Three Months Ended
April 30,

Employee Stock Options:
Expected term (years)
Volatility
Risk-free interest rate
Dividend yield
Employee Stock Purchase Plan:
Expected term (years)
Volatility
Risk-free interest rate
Dividend yield

2017

2016

6
46%
2.0% - 2.2%
0%

6
48%
1.4% - 1.5%
0%

0.5 - 2.0
39.25% - 42.61%
0.89% - 1.35%
0%

-

These assumptions and estimates are as follows:
•

Fair Value of Common Stock. Prior to the initial public offering, the fair value of the shares of common stock underlying stock options was
established by the Board of Directors, which was responsible for these estimates, and was based in part upon a valuation provided by a thirdparty valuation firm. Because there had been no public market for the Company’s common stock prior to the initial public offering, the Board
of Directors considered this independent valuation and other factors, including, but not limited to, revenue growth, the current status of the
technical and commercial success of its operations, its financial condition, the stage of development and competition to establish the fair value
of the Company’s
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common stock at the time of grant of the option. After the initial public offering, the Company used the publicly quoted price as reported on
the Nasdaq Global Select Market as the fair value of its common stock.
•

Expected Term. The expected term represents the weighted-average period that the stock options are expected to remain outstanding. To
determine the expected term, the Company generally applies the simplified approach in which the expected term of an award is presumed to be
the mid-point between the vesting date and the expiration date of the award as the Company does not have sufficient historical exercise data to
provide a reasonable basis for an estimate of expected term.

•

Risk-Free Interest Rate. The Company bases the risk-free interest rate on the yields of U.S. Treasury securities with maturities approximately
equal to the term of employee stock option awards.

•

Expected Volatility. As the Company does not have an extensive trading history for its common stock, the expected volatility for its common
stock has been estimated by taking the historic price volatility for industry peers based on daily price observations over a period equivalent to
the expected term of the stock option awards. Industry peers consist of several public companies in its industry.

Note 7. Commitments and Contingencies
Commitments
The Company leases office space under non-cancelable operating leases with various expiration dates through September 2024. Rent expense, which
is being recognized on a straight-line basis over the lease term, was approximately $1 million during each of the three month periods ended April 30, 2017
and April 30, 2016. The difference between the lease payments made and the lease expense recognized to date using the straight-line method is recorded as a
liability and included within accrued expenses and other current liabilities in the accompanying consolidated balance sheet.
Future minimum lease payments required under these agreements as of April 30, 2017 are as follows (in thousands):
Year Ending January 31,

2018 (remaining 9 months)
2019
2020
2021
2022
Thereafter
Total

$

$

3,173
5,132
5,336
5,276
5,291
10,826
35,034

Contingencies
From time to time the Company may become involved in legal proceedings or be subject to claims arising in the ordinary course of business.
Although the results of litigation and claims cannot be predicted with certainty, the Company currently believes that the final outcome of these ordinary
course matters will not have a material adverse effect on the Company’s business, operating results, financial condition or cash flows. Regardless of the
outcome, litigation can have an adverse impact on the Company because of defense and settlement costs, diversion of management resources and other
factors.
Warranties and Indemnifications
The Company’s cloud-based software platform and applications are typically warranted against material decreases in functionality and to perform in a
manner consistent with general industry standards and in accordance with the Company’s on-line documentation under normal use and circumstances.
The Company includes service level commitments to its customers, typically regarding certain levels of uptime reliability and performance. If the
Company fails to meet those levels, customers can receive credits and in some cases, terminate their relationship with the Company. To date, the Company
has not incurred any material costs as a result of such commitments.
The Company generally agrees to defend and indemnify its customers against legal claims that the Company’s platform infringes certain patents,
copyrights or other intellectual property rights of third parties. To date, the Company has not been required to make any payment resulting from such
infringement claims and has not recorded any related liabilities.
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Note 8. Income Taxes
The Company is subject to federal and various state income taxes in the United States as well as other foreign jurisdictions in which it conducts
business. Earnings from non-U.S. activities are subject to local country income tax. The Company does not provide for federal income taxes on the
undistributed earnings of its foreign subsidiaries as such earnings are reinvested indefinitely.
The Company recorded a tax provision of approximately $84,000 and $126,000 for the three months ended April 30, 2017 and April 30, 2016,
respectively, representing effective tax rates of (1.84)% and (1.21)% respectively. The decrease in the provision for income taxes during the three months
ended April 30, 2017 compared to the three months ended April 30, 2016 was primarily due to tax benefits from excess stock based compensation
deductions, partially offset by an increase in the provision for foreign taxes.
The difference between the U.S. federal statutory tax rate of 34% and the Company’s effective tax rate in all periods presented is primarily due to a full
valuation allowance related to the Company’s U.S. and Canada deferred tax assets offset by foreign tax expense on the Company’s profitable foreign
operations.
The Company's material income tax jurisdictions are the United States (federal) and California. As a result of net operating loss carryforwards, the
Company is subject to audits for tax years 2006 and forward for federal purposes and 2009 and forward for California purposes. There are tax years which
remain subject to examination in various other jurisdictions that are not material to the Company's financial statements.
Note 9. Net Loss per Share Attributable to Common Stockholders
Basic net loss per share attributable to common stockholders is calculated by dividing the net loss attributable to common stockholders by the
weighted-average number of shares of common stock outstanding during the period, without consideration for potentially dilutive securities as they do not
share in losses. During periods when the Company is in a net loss position, basic net loss per share attributable to common stockholders is the same as diluted
net loss per share attributable to common stockholders as the effects of potentially dilutive securities are antidilutive given the net loss of the Company.
The following table sets forth the computation of the basic and diluted net loss per share attributable to common stockholders during the three months
ended April 30, 2017 and April 30, 2016 (in thousands, except per share amounts):
Three Months Ended
April 30,
2017
2016

Numerator:
Net loss attributable to common stockholders
Denominator:
Weighted-average common shares outstanding
Net loss per share attributable to common stockholders,
basic and diluted

$

(10,038 ) $

(11,867 )

50,577
$

5,612

(0.20 ) $

(2.11 )

Since the Company was in a loss position for all periods presented, basic net loss per share attributable to common stockholders is the same as diluted
net loss per share for all periods as the inclusion of all potential common shares outstanding would have been anti-dilutive. Potentially dilutive securities
that were not included in the diluted per share calculations because they would be anti-dilutive were as follows:
As of April 30,
2017

2016

Convertible preferred stock as converted
Options to purchase common stock
RSUs
Unvested common shares subject to repurchase
Shares committed under 2016 ESPP
Convertible preferred stock warrants

11,796,698
1,589,620
293,731
66,266
-

34,610,979
12,156,548
62,500
236,069
36,971

Total

13,746,315

47,103,067
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Note 10. Business Segment Information
The Company’s chief operating decision maker is the Chief Executive Officer (“CEO”). The CEO reviews the financial information presented on a
consolidated basis for purposes of allocating resources and evaluating the Company’s financial performance. Accordingly, the Company has determined that
it operates in a single reporting segment: cloud platform.
Note 11. Significant Customers and Geographic Information
No customer balance comprised 10% or more of total accounts receivable at April 30, 2017 or January 31, 2017.
During the three months ended April 30, 2017 and April 30, 2016, revenues by geographic area, based on billing addresses of the customers, were as
follows (in thousands):
Three Months Ended
April 30,
2017
2016

United States
Foreign countries
Total revenues

$
$

27,311
13,826
41,137

$
$

20,667
8,516
29,183

No single foreign country represented more than 10% of the Company’s revenues in any period. Additionally, no single customer represented more
than 10% of the Company’s revenues in any period.
Note 12. Related Parties
One of the Company’s customers, T. Rowe Associates, Inc., is an investment adviser of certain of the Company’s stockholders. For the three months
ended April 30, 2017 and April 30, 2016, the Company recognized subscription revenue of $130,000 and $120,000 from this customer, respectively. The
Company has $27,000 in outstanding receivables from this customer as of April 30, 2017 and no outstanding receivables as of January 31, 2017.
Note 13. Subsequent Event
On May 3, 2017, the Company acquired substantially all of the issued and outstanding capital stock held by shareholders of Trade Extensions
TradeExt AB (“Trade Extensions”), a Swedish corporation that specializes in strategic sourcing.
In this acquisition, the Company paid aggregate consideration of approximately $45.0 million (which remains subject to customary upward or
downward adjustments for Trade Extensions working capital and other matters for up to 45 business days following the date of the closing). Approximately
$40.9 million of the aggregate consideration was paid in cash and the remaining approximately $4.1 million was paid in the form of 148,476 shares of the
Company’s common stock issued to certain holders of Trade Extensions who are continuing employment with the Company.
The acquisition of Trade Extensions will be accounted for in accordance with the acquisition method of accounting for business combinations with
the Company as the acquirer. Due to the timing of the acquisition, the Company is still in the process of preparing the initial accounting of the transaction
and will establish a preliminary purchase price allocation with respect to this transaction by the end of the second quarter of fiscal 2018.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our condensed
consolidated financial statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q. As discussed in the section titled “Note
About Forward-Looking Statements,” the following discussion and analysis contains forward-looking statements that involve risks and uncertainties, as
well as assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially from those expressed or implied by such
forward-looking statements. Factors that could cause or contribute to these differences include, but are not limited to, those identified below, those
discussed in “Note About Forward-Looking Statements” and those discussed in the section titled “Risk Factors” under Part II, Item 1A in this Quarterly
Report on Form 10-Q.
Overview
We are a leading provider of spend management solutions, with a unified, cloud-based platform that connects our customers with more than 3 million
suppliers globally.
Our platform provides greater visibility into and control over how companies spend money. Using our platform, businesses are able to achieve real,
measurable value and savings that drive their profitability; we call this “Value as a Service.” We refer to the process companies use to purchase goods and
services as spend management and to the money that they manage with this process as spend under management. We offer a unified, cloud-based spend
management platform that is tightly integrated and delivers a broad range of capabilities that would otherwise require the purchase and use of multiple
disparate point applications. The core of our platform consists of procurement, invoicing and expense management modules that form our transactional
engine and capture a company’s spend. In addition, our platform offers supporting modules, including sourcing, analytics, contract management, supplier
management, inventory management and storefront, that help companies further manage their spend. Moreover, through our Coupa Open Business Network,
suppliers of all sizes can easily interact with buyers electronically, thus significantly reducing paper, improving operating efficiencies and reducing costs.
We offer access to our platform under a Software-as-a-Service (SaaS) business model. At the time of initial deployment, our customers often make a set
of common functions available to the majority of their licensed employees, as well as incremental modules for select employees and procurement specialists,
which we refer to as power users. Therefore, we are typically able to capture most of the expected annual recurring revenue opportunity at the inception of our
customer relationships, rather than targeting specific power users at the outset of the customer relationship with the intention of expanding and getting more
annual recurring revenue at later stages of the customer relationship. Customers can rapidly implement our platform, with implementation periods typically
ranging from a few weeks to several months. Customers also benefit from software updates that typically require little downtime.
We market and sell our solutions to a broad range of enterprises worldwide. We have a diverse, multi-national customer base spanning various sizes
and industries and no significant customer concentration. No customer accounted for more than 10% of our total revenues for the three months ended April
30, 2017 and April 30, 2016, respectively.
We market our platform primarily through a direct sales force and also benefit from leads driven by our partner ecosystem. Our initial contract terms
are typically three years, although some customers commit for longer or shorter periods. Substantially all of our customers pay annually, one year in advance.
We provide a scaled pricing model based on the number of users per module—as the number of users increases, the subscription price per user decreases. Our
subscription fee includes access to our service, technical support and management of the hosting infrastructure. We generally recognize revenues from our
subscription fees ratably over the contractual term of the arrangement. We do not charge suppliers who are on our platform to transact with our customers. We
believe this approach helps attract more suppliers to our platform and increases the value of our platform to customers.
We have continued to make significant expenditures and investments for long-term growth, including investment in our platform and infrastructure to
deliver new functionality and modules to meet the evolving needs of our customers and to take advantage of our market opportunity. We intend to continue
to increase our investment in sales and marketing, as we further expand our sales teams, increase our marketing activities, and grow our international
operations. Internationally, we currently offer our platform in Europe, the Middle East and Africa (EMEA), Latin America (LATAM) and Asia-Pacific (APAC).
The combined revenues from non-U.S. regions, as determined based on the billing address of our customers, constituted 34% and 29%, respectively, of our
total revenues for the three months ended April 30, 2017 and April 30, 2016, respectively. We believe there is further opportunity to increase our
international revenues in absolute dollars and as a percentage of our total revenues. As a result, we are increasingly investing in our international operations
and we intend to expand our footprint in international markets.
Operating in international markets requires significant resources and management attention and will subject us to regulatory, economic and political
risks that are different from those in the United States. Because of our limited experience with international
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operations, our international expansion efforts may not be successful in creating additional demand for our platform outside of the United States or in
effectively selling subscriptions to our platform in any or all of the international markets we enter.
In April 2017, we closed a follow-on offering (the “Offering”), in which we issued and sold 959,618 shares of common stock inclusive of the
underwriters’ option to purchase additional shares, which was exercised in full. The price per share to the public was $25.25. The Company received
aggregate proceeds of $24.0 million from the Offering, net of underwriters’ discounts and commissions, before deducting offering costs of approximately $0.8
million and inclusive of approximately $1.0 million received from selling stockholders due to the exercise of 244,387 options at an average per share
exercise price of $3.93.
In May 2017, we acquired substantially all of the issued and outstanding capital stock held by shareholders of Trade Extensions TradeExt AB, a
Swedish corporation that specializes in strategic sourcing. The price for the acquisition was $45.0 million, paid in cash of $40.9 million and through the
issuance of 148,476 shares of our common stock for an aggregate fair value of $4.1 million. We will account for the transaction using the acquisition method,
which requires, among other things, that the assets acquired and liabilities assumed in a business combination be recognized at their respective estimated fair
values as of the acquisition date.
Our Business Model
Our business model focuses on maximizing the lifetime value of a customer relationship, and we continue to make significant investments in order to
grow our customer base. Due to our subscription model, we recognize subscription revenues ratably over the term of the subscription period. As a result, the
profitability of a customer to our business in any particular period depends in part upon how long a customer has been a subscriber on our platform. In
general, the associated upfront costs with respect to new customers are higher in the first year than the aggregate revenues we recognize from those new
customers in the first year. We believe that, over time, as our customer base grows and a relatively higher percentage of our subscription revenues are
attributable to renewals versus new customers or upsells to existing customers, associated sales and marketing expenses and other allocated upfront costs as a
percentage of revenues will decrease, subject to investments we plan to make in our business. Over the lifetime of the customer relationship, we also incur
sales and marketing costs to manage the account, renew or upsell the customer to more modules and more users. However, these costs are significantly less
than the costs initially incurred to acquire the customer. We calculate the lifetime value of our customers and associated customer acquisition costs for a
particular year by comparing (i) gross profit from net new subscription revenues for the year multiplied by the inverse of the estimated subscription renewal
rate to (ii) total sales and marketing expense incurred in the preceding year. On this basis, we estimate that for each of fiscal 2017, 2016 and 2015, the
calculated lifetime value of our customers has exceeded six times the associated cost of acquiring them.
Key Metrics
We review the following key metrics to evaluate our business, measure our performance, identify trends affecting our business, formulate business
plans and make strategic decisions:
As of April 30,
2017

Cumulative Spend Under Management (in billions)
Deferred Revenue (in millions)

$
$

423.7
88.6

2016

$
$

221.4
67.5

Cumulative Spend Under Management
Cumulative spend under management represents the aggregate amount of money that has been transacted through our platform for all of our customers
collectively since we launched our platform. We calculate this metric by aggregating the actual transaction data, such as invoices or purchase orders, from
customers on our platform. While we do not believe this metric is directly correlated to our financial results, we believe the adoption of our platform, as
evidenced by growth in cumulative spend under management, drives additional value to our customers, which will enhance our ability to acquire new
customers, to increase renewals and to increase upsells due to an increase in the number of authorized users and modules per customer.
Deferred Revenue
We generally sign multiple year subscription contracts for our platform and invoice an initial amount at contract signing followed by subsequent
annual invoices. Our deferred revenue consists of amounts that have been invoiced but that have not yet been recognized as revenues as of the end of a
reporting period. The majority of our deferred revenue balance consists of subscription revenues that are recognized ratably over the contractual period.
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Non‑GAAP Financial Measures
In addition to our results determined in accordance with U.S. generally accepted accounting principles, or GAAP, we believe the following non‑GAAP
measures are useful in evaluating our operating performance. We regularly review the measures set forth below as we evaluate our business.
Three Months Ended
April 30,
2017

2016
(in thousands)

Non-GAAP operating loss
Non-GAAP net loss

$
$

(4,624 )
(4,450 )

$
$

(10,014 )
(9,855 )

We define non‑GAAP operating loss as operating loss before stock‑based compensation, litigation related costs and amortization of acquired
intangible assets. We define non‑GAAP net loss as net loss and comprehensive loss before stock‑based compensation, litigation‑related costs and
amortization of acquired intangible assets and related tax effects.
We believe non‑GAAP operating loss and non-GAAP net loss provide investors and other users of our financial information consistency and
comparability with our past financial performance and facilitate period to period comparisons of operations. We believe non‑GAAP operating loss and nonGAAP net loss are useful in evaluating our operating performance compared to that of other companies in our industry, as these metrics generally eliminate
the effects of certain items that may vary for different companies for reasons unrelated to overall operating performance.
We use non‑GAAP operating loss and non-GAAP net loss in conjunction with traditional GAAP measures as part of our overall assessment of our
performance, including the preparation of our annual operating budget and quarterly forecasts, to evaluate the effectiveness of our business strategies and to
communicate with our board of directors concerning our financial performance. Our definitions may differ from the definitions used by other companies and
therefore comparability may be limited. In addition, other companies may not publish these or similar metrics. Thus, our non‑GAAP operating loss and nonGAAP net loss should be considered in addition to, not as substitutes for, or in isolation from, measures prepared in accordance with GAAP.
We compensate for these limitations by providing investors and other users of our financial information a reconciliation of non‑GAAP operating loss
to loss from operations and non-GAAP net loss to net loss and comprehensive loss, the related GAAP financial measures. We encourage investors and others
to review our financial information in its entirety, not to rely on any single financial measure and to view non‑GAAP operating loss and non-GAAP net loss in
conjunction with loss from operations and net loss and comprehensive loss. The following tables provide a reconciliation of loss from operations to
non‑GAAP operating loss and from net loss and comprehensive loss to non-GAAP net loss:
Three Months Ended
April 30,
2017

2016
(in thousands)

Loss from operations
Stock-based compensation
Litigation related costs
Amortization of acquired intangible assets
Non-GAAP operating loss

$

$

(10,387 )
5,277
486
(4,624 )

$

$

(12,064 )
1,706
123
221
(10,014 )

Three Months Ended
April 30,
2017

2016
(in thousands)

Net loss and comprehensive loss
Stock-based compensation
Litigation related costs
Amortization of acquired intangible assets
Aggregate adjustment for income taxes
Non-GAAP net loss

$

$
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(10,038 )
5,277
486
(175 )
(4,450 )

$

$

(11,867 )
1,706
123
221
(38 )
(9,855 )

Components of Results of Operations
Revenues
We offer subscriptions to our cloud-based spend management platform, including procurement, invoicing and expense management. We derive our
revenues primarily from subscription fees and professional services fees. Subscription revenues consist primarily of fees to provide our customers access to
our cloud-based platform, which includes routine customer support at no additional cost. Professional services fees include deployment services,
optimization services, and training. Subscription revenues are a function of the number of customers, the number of users at each customer, the number of
modules subscribed to by each customer, the price of our modules, and renewal rates.
Subscription revenues accounted for approximately 87% of our revenues for each of the three months ended April 30, 2017 and April 30, 2016.
Subscription fees are recognized ratably as revenues over the contract term beginning on the date the application is made available to the customer. Our new
business subscriptions typically have a term of three years, although some of our customers opt for a shorter or longer period. We generally invoice our
customers in annual installments at the beginning of each year in the subscription period. Amounts that have been invoiced are initially recorded as deferred
revenue and are recognized ratably over the subscription period. Amounts that have not been invoiced are not reflected in our consolidated financial
statements.
Professional services revenues consist primarily of fees associated with the implementation and configuration of our subscription service. Professional
services are generally sold on a fixed-fee or time-and-materials basis. Revenue for time-and-material arrangements is recognized as the services are performed.
For fixed-fee and other types of arrangements entered into prior to the fourth quarter of the fiscal year ending January 31, 2017, professional services revenue
was generally deferred and recognized upon the completion of the project under the completed performance method of accounting. During the fourth quarter
of the fiscal year ending January 31, 2017, we developed the ability to accurately estimate professional services costs on a project basis. As such, revenue for
fixed-fee and other types of arrangements entered into after the third quarter of the fiscal year ending January 31, 2017 is recognized as services are performed
under the proportional performance method of accounting.
Our professional services engagements typically span from a few weeks to several months, which, when accounted for under the completed
performance method, makes it somewhat difficult to predict the timing of revenue recognition for such services. The terms of our typical professional services
arrangements provide that our customers pay us within 30 days of invoice. Fixed-fee services arrangements are generally invoiced in advance. We have made
significant investments in our professional services business that are designed to ensure customer success and adoption of our platform. We are continuing to
invest in expanding our professional services partner ecosystem to further support our customers. As the professional services practices of our partner firms
continue to develop, we expect them to increasingly contract directly with our subscription customers and we incentivize our sales force to further this
objective.
Cost of Revenues
Subscription Services
Cost of subscription services consists primarily of expenses related to hosting our service and providing customer support. Significant expenses are
comprised of data center capacity costs; personnel and related costs directly associated with our cloud infrastructure and customer support, including salaries,
benefits, bonuses and stock-based compensation; allocated overhead; and amortization of developed technology.
Professional Services and Other Cost of Revenues
Cost of professional services and other cost of revenues consist primarily of personnel and related costs directly associated with our professional
services and training departments, including salaries, benefits, bonuses and stock-based compensation; the costs of contracted third-party vendors; and
allocated overhead. These costs are generally expensed in the period incurred; therefore, the costs associated with our professional services revenues may not
align with the period in which the corresponding professional services revenues are recognized because we use the completed performance method of
accounting for professional services revenues under fixed-fee arrangements for professional services entered into prior to the fourth quarter of the fiscal year
ending January 31, 2017.
During the fourth quarter of the fiscal year ending January 31, 2017, we developed the ability to accurately estimate professional services costs on a
project basis. As such, revenue for fixed‑fee and other types of arrangements entered into after the third quarter of the fiscal year ending January 31, 2017 is
recognized as services are performed under the proportional performance method of accounting. The proportional performance method of accounting has
been only applied prospectively to arrangements entered since the fourth quarter of the fiscal year ending January 31, 2017.
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Professional services associated with the implementation and configuration of our subscription platform are performed directly by our services team,
as well as by contracted third-party vendors. In cases in which third party vendors invoice us for services performed for our customers, those fees are accrued
over the requisite service period.
Operating Expenses
Research and Development
Research and development expenses consist primarily of personnel costs of our development team, including salaries, benefits, bonuses, stock-based
compensation expense and allocated overhead costs. Our cycle of frequent updates has facilitated rapid innovation and the introduction of new modules
throughout our history. We have aggressively invested, and intend to continue to invest, in developing technology to support our growth. We capitalize
certain software development costs that are attributable to developing new modules and features and adding incremental functionality to our platform, and
we amortize such costs as costs of subscription revenues over the estimated life of the new application or incremental functionality, which is two years.
Sales and Marketing
Sales and marketing expenses consist primarily of personnel and related costs directly associated with our sales and marketing staff, including salaries,
benefits, bonuses, commissions and stock-based compensation. Commissions earned by our sales force that can be associated directly with a noncancellable
subscription contract are deferred and amortized over the same period that revenues are to be recognized for the related noncancellable contract. Other sales
and marketing costs include promotional events to promote our brand, including our INSPIRE conferences, advertising and allocated overhead.
General and Administrative
General and administrative expenses consist of personnel costs and related expenses for executive, finance, legal, human resources, recruiting, and
employee-related information technology and administrative personnel, including salaries, benefits, bonuses and stock-based compensation expense;
professional fees for external legal, accounting, recruiting and other consulting services; allocated overhead costs; and legal settlements.
Other Expense, Net
Other expense, net consists primarily of the change in the fair value of our preferred stock warrants, effect of exchange rates on our foreign currencydenominated asset and liability balances, and interest income earned on our cash and cash equivalents. All translation adjustments are recorded as foreign
currency gains (losses) in the consolidated statements of operations.
Provision for Income Taxes
Provision for income taxes consists primarily of income taxes related to foreign and state jurisdictions in which we conduct business. We maintain a
full valuation allowance on our U.S. and international deferred tax assets as we have concluded that it is not more likely than not that the deferred assets will
be utilized.
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Results of Operations
The following tables set forth selected consolidated statements of operations data and such data as a percentage of total revenues for each of the
periods indicated:
Three Months Ended
April 30,
2017

2016
(in thousands)

Revenues:
Subscription services
Professional services and other
Total revenues
Cost of revenues:
Subscription services
Professional services and other
Total cost of revenues
Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from operations
Other income, net
Loss before provision for income taxes
Provision for income taxes
Net loss and comprehensive loss

$

35,664
5,473
41,137

$

$

25,372
3,811
29,183

7,996
5,501
13,497
27,640

6,050
5,968
12,018
17,165

9,171
20,679
8,177
38,027
(10,387 )
433
(9,954 )
84
(10,038 )

7,840
15,836
5,553
29,229
(12,064 )
323
(11,741 )
126
(11,867 )

$

Three Months Ended
April 30,
2017

Revenues:
Subscription services
Professional services and other
Total revenues
Cost of revenues:
Subscription services
Professional services and other
Total cost of revenues
Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from operations
Other expense, net
Loss before provision for income taxes
Provision for income taxes
Net loss and comprehensive loss

2016

87 %
13
100
19
13
32
68
22
50
20
92
(24 )
1
(23 )
(23 ) %

20

87 %
13
100
21
20
41
59
27
54
19
100
(41 )
1
(40 )
(40 ) %

Three Months Ended April 30, 2017 and April 30, 2016
Revenues
Three Months Ended
April 30,
2017
2016
(in thousands)

Subscription services
Professional services and other
Total revenues

$
$

35,664
5,473
41,137

$
$

% Change

25,372
3,811
29,183

41 %
44 %
41 %

Total revenues were $41.1 million for the three months ended April 30, 2017 compared to $29.2 million for the three months ended April 30, 2016, an
increase of $11.9 million, or 41%. Subscription services revenues were $35.7 million for the three months ended April 30, 2017, or 87% of total revenues,
compared to $25.4 million, or 87% of total revenues, for the three months ended April 30, 2016. This increase was primarily due to the acquisition of new
customers, an increase in average subscription revenue per customer and add-on subscription revenue from the sale of new users or modules to existing
customers. Professional services revenues were $5.5 million for the three months ended April 30, 2017 compared to $3.8 million for the three months ended
April 30, 2016. This increase of $1.7 million, or 44%, was primarily due to an increase in revenue from partner oversight and completed projects.
Cost of Revenues
Three Months Ended
April 30,
2017
2016
(in thousands)

Subscription services
Professional services and other
Total cost of revenues

$
$

7,996
5,501
13,497

$
$

6,050
5,968
12,018

% Change

32 %
(8 %)
12 %

Cost of subscription services was $8.0 million for the three months ended April 30, 2017, compared to $6.1 million for the three months ended April
30, 2016, an increase of $1.9 million, or 32%. The increase in cost of subscription services was primarily due to an increase of $0.7 million in employee
compensation costs related to higher headcount, an increase of $0.6 million in amortization of capitalized software development costs and intangible assets
and an increase of $0.6 million related to allocated facilities and other costs driven by our overall growth.
Cost of professional services was $5.5 million for the three months ended April 30, 2017, compared to $6.0 million for the three months ended April
30, 2016, a decrease of $0.5 million, or 8%. The decrease in cost of professional services was primarily due to a decrease of $1.7 million in outside service
costs for work performed by subcontractors for engagements where we had contracted directly with the customer to perform professional services. This
decrease was offset by an increase of $1.1 million in employee compensation costs related to higher headcount and $0.1 million increase from allocated
facilities costs driven by our continued growth.
Gross Profit
Three Months Ended
April 30,
2017
2016
(in thousands)

Gross Profit

$

27,640

$

17,165

% Change

61 %

Gross profit was $27.6 million for the three months ended April 30, 2017, compared to $17.2 million for the three months ended April 30, 2016, an
increase of $10.4 million, or 61%. The increase in gross profit is the result of the increases in our subscription services revenues due primarily to the addition
of new customers in the three months ended April 30, 2017. The increase of the subscription revenue has mainly driven the growth of the gross margin
percentage from 59% for the three months ended April 30, 2016 to 68% for the three months ended April 30, 2017.
21

Operating Expenses
Research and Development
Three Months Ended
April 30,
2017
2016
(in thousands)

Research and development

$

9,171

$

% Change

7,840

17 %

Research and development expenses were $9.2 million for the three months ended April 30, 2017, compared to $7.9 million for the three months
ended April 30, 2016, an increase of $1.3 million, or 17%. The increase was primarily due to an increase of $1.6 million in employee compensation costs
related to higher headcount. The increase in research and development costs has been partially offset by a decrease in outside consulting costs of $0.3
million. We expect research and development expenses will continue to increase in absolute dollars as we continue to invest in research and development
activities.
Sales and Marketing
Three Months Ended
April 30,
2017
2016
(in thousands)

Sales and marketing

$

20,679

$

% Change

15,836

31 %

Sales and marketing expenses were $20.7 million for the three months ended April 30, 2017, compared to $15.8 million for the three months ended
April 30, 2016, an increase of $4.9 million, or 31%. The increase was primarily due to an increase of 3.6 million in compensation costs related to higher
headcount, an increase of $1.3 million in marketing and event costs. We expect sales and marketing expenses will increase in absolute dollars next quarter
due to costs associated with our annual INSPIRE user conference.
General and Administrative
Three Months Ended
April 30,
2017
2016
(in thousands)

General and administrative

$

8,177

$

% Change

5,553

47 %

General and administrative expenses were $8.2 million for the three months ended April 30, 2017, compared to $5.6 million for the three months
ended April 30, 2016, an increase of $2.6 million, or 47%. The increase was primarily due to an increase of $1.7 million in compensation costs related to
higher headcount, $0.9 million for professional and outside services. Overall, we expect general and administrative expenses will continue to increase in
absolute dollars due to the growth of our company.
Other income, net
Three Months Ended
April 30,
2017
2016
(in thousands)

Other income, net

$

433

$

% Change

323

34 %

Other income, net, was $0.4 million for the three months ended April 30, 2017, compared to $0.3 million for the three months ended April 30, 2016, an
increase of $0.1 million, or 34% due to an increase in interest income earned.
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Provision for income taxes
Three Months Ended
April 30,
2017
2016
(in thousands)

Provision for income taxes

$

84

$

% Change

126

(33 )%

Provision for income taxes was approximately $0.1 million for both of the three months ended April 30, 2017 and April 30, 2016, primarily related to
taxes in foreign jurisdictions.
Liquidity and Capital Resources
As of April 30, 2017, our principal sources of liquidity were cash and cash equivalents totaling $238.1 million, which were held for working capital
purposes. Our cash equivalents are comprised primarily of bank deposits and money market funds. We believe our existing cash and cash equivalents will be
sufficient to meet our projected operating requirements for at least the next 12 months.
Our future capital requirements will depend on many factors, including our pace of growth, subscription renewal activity, the timing and extent of
spend to support development efforts, the expansion of sales and marketing activities, the introduction of new and enhanced services offerings and the
continuing market acceptance of our services. We may in the future enter into arrangements to acquire or invest in complementary businesses, services and
technologies and intellectual property rights. We may be required to seek additional equity or debt financing. In the event that additional financing is
required from outside sources, we may not be able to raise it on terms acceptable to us, or at all. If we are unable to raise additional capital when desired, our
business, operating results, and financial condition would be adversely affected.
Operating Activities
Cash provided by operating activities of $7.2 million for the three months ended April 30, 2017, was primarily due to a net loss of $10.0 million,
partially offset by stock-based compensation of $5.3 million, and depreciation and amortization, including deferred commissions, of $2.6 million. The net
change in operating assets and liabilities was favorable primarily due to a change in accounts receivable and accrued expenses and other liabilities of $13.1
million, partially offset by an unfavorable variance due to the decrease in deferred revenue of $2.2 million, an increase in capitalized deferred commissions of
$0.9 million and prepaid and other assets for $0.8 million.
Cash used in operating activities of $10.2 million for the three months ended April 30, 2016, was primarily due to a net loss of $11.9 million, partially
offset by stock-based compensation of $1.7 million and depreciation and amortization, including deferred commissions, of $2.0 million. Changes in working
capital were unfavorable to cash flows from operations due to an increase in accounts receivable of $3.2 million and prepaid expenses and other current assets
of $1.2 million offset by an increase in the deferred revenue balance of $2.6 million, accrued expenses and other liabilities for $0.8 million and other
operating assets and liabilities changes.
Investing Activities
Cash used in investing activities for the three months ended April 30, 2017, of $1.4 million was primarily related to $1.0 million for purchases of
property and equipment.
Cash used in investing activities for the three months ended April 30, 2016, of $1.4 million was primarily related to purchases of property and
equipment.
Financing Activities
Cash provided by financing activities for the three months ended April 30, 2017, of $30.6 million, was primarily due to the $23.0 million in net
proceeds raised in our follow-on offering, $4.5 million in proceeds from the exercise of stock options and $3.0 million from the proceeds received for
common stock issued under the ESPP plan.
Cash used in financing activities for the three months ended April 30, 2016, of $1.2 million consisted primarily of $1.6 million in payments of
offering costs and commissions, partially offset by $0.4 million in proceeds from the exercise of stock options.
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Off-Balance Sheet Arrangements
Through April 30, 2017, we did not have any relationships with unconsolidated organizations or financial partnerships, such as structured finance or
special purpose entities that would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or
limited purposes.
Commitments and Contractual Obligations
Our principal commitments and contractual obligations consist of obligations under operating leases for office facilities. The following table
summarizes our non-cancelable contractual obligations as of April 30, 2017:
Payments due by period
Less Than
1 Year

Total

Operating lease obligations
Total contractual obligations

$
$

35,034
35,034

$
$

4,430
4,430

More Than
5 Years

1-3 Years
3-5 Years
(in thousands)

$
$

10,526
10,526

$
$

10,581
10,581

$
$

9,497
9,497

Critical Accounting Policies and Estimates
Our management’s discussion and analysis of our financial condition and results of operations is based on our financial statements, which have been
prepared in accordance with GAAP. The preparation of these financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, as well as the reported revenues
generated and expenses incurred during the reporting periods. Our estimates are based on our historical experience and on various other factors that we
believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value of assets and liabilities that
are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions.
There have been no material changes to our critical accounting policies and estimates as compared to the critical accounting policies and estimates
disclosed in our Annual Report on Form 10-K for the year ended January 31, 2017.
Recent Accounting Pronouncements
Refer to Note 2, “Significant Accounting Policies” in the notes to our condensed consolidated financial statements for analysis of recent accounting
pronouncements that are applicable to our business.
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Foreign Currency Exchange Risk
Our results of operations and cash flows are subject to fluctuations due to changes in foreign currency exchange rates, particularly changes in the Euro
and British Pound Sterling. Due to the relative size of our international operations to date, our foreign currency exposure has been fairly limited and thus we
have not instituted a hedging program. We expect our international operations to continue to grow in the near term and we are continually monitoring the
foreign currency exposure to determine when we should begin a hedging program. The substantial majority of our agreements have been and we expect will
continue to be denominated in U.S. dollars.
Interest Rate Sensitivity
We are exposed to market risks in the ordinary course of our business. These risks primarily include interest rate sensitivities. As of April 30, 2017, we
had cash and cash equivalents of $238.1 million, which consisted primarily of bank deposits and money market funds. Such interest-earning instruments
carry a degree of interest rate risk; however, historical fluctuations of interest income have not been significant.
We have not been exposed nor do we anticipate being exposed to material risks due to changes in interest rates. A hypothetical 100 basis point
change in interest rates during any of the periods presented would not have had a material impact on our financial statements.
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Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our principal executive officer and principal financial officer, has evaluated the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”)), as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on such evaluation, our principal executive officer and principal
financial officer have concluded that as of such date, our disclosure controls and procedures were effective at a reasonable assurance level.
Changes in Internal Control Over Financial Reporting
There was no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that
occurred during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.
Inherent Limitations on Effectiveness of Controls
Our management, including our principal executive officer and principal financial officer, do not expect that our disclosure controls or our internal
control over financial reporting will prevent all errors and all fraud. A control system, no matter how well conceived and operated, can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no
evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, have been detected. These inherent limitations
include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally,
controls can be circumvented by the individual acts of some persons, by collusion of two or more people or by management override of the controls. The
design of any system of controls is also based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any
design will succeed in achieving its stated goals under all potential future conditions; over time, controls may become inadequate because of changes in
conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system,
misstatements due to error or fraud may occur and not be detected.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings.
From time to time we may become involved in legal proceedings or be subject to claims arising in the ordinary course of business. As our growth
continues, we may become party to an increasing number of litigation matters and claims. Although the results of litigation and claims cannot be predicted
with certainty, we currently believe that the final outcome of these ordinary course matters will not have a material adverse effect on our business, operating
results, financial condition or cash flows. Regardless of the outcome, litigation can have an adverse impact on us because of defense and settlement costs,
diversion of management resources and other factors.
Item 1A. Risk Factors.
A description of the risks and uncertainties associated with our business is set forth below. You should carefully consider the risks described below,
as well as the other information in this Quarterly Report on Form 10-Q, including our consolidated financial statements and the related notes and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” particularly before deciding whether to invest in our common
stock. The occurrence of any of the events or developments described below could materially and adversely affect our business, financial condition, results
of operations and growth prospects. In such an event, the market price of our common stock could decline, and you may lose all or part of your investment.
Additional risks and uncertainties not presently known to us or that we currently deem immaterial may also impair our business operations.
Risks Related to Our Business and Industry
We have a limited operating history, which makes it difficult to predict our future operating results.
We were incorporated in 2006 and introduced our first software module shortly thereafter and over time have invested in building our integrated
platform. As a result of our limited operating history, our ability to forecast our future operating results is limited and subject to a number of uncertainties,
including our ability to plan for and model future growth. We have encountered and will encounter risks and uncertainties frequently experienced by
growing companies in rapidly changing industries, such as the risks and uncertainties described herein. If our assumptions regarding these risks and
uncertainties (which we use to plan our business) are incorrect or change, or if we do not address these risks successfully, our operating and financial results
could differ materially from our expectations and our business could suffer.
Any success that we may experience in the future will depend, in large part, on our ability to manage the risks discussed herein and to, among other
things:
•

retain and expand our customer base on a cost-effective basis;

•

successfully compete in our markets;

•

continue to add features and functionality to our platform to meet customer demand;

•

increase revenues from existing customers as they add users or purchase additional modules;

•

continue to invest in research and development;

•

scale our internal business operations in an efficient and cost-effective manner;

•

scale our global customer success organization to make our customers successful in their spend management deployments;

•

help our partners to be successful in deployments of our platform;

•

successfully expand our business domestically and internationally;

•

successfully protect our intellectual property and defend against intellectual property infringement claims; and

•

hire, integrate and retain professional and technical talent.

If we are unable to attract new customers, the growth of our revenues will be adversely affected.
To increase our revenues, we must add new customers, increase the number of users at existing customers and sell additional modules to current
customers. As our industry matures or if competitors introduce lower cost and/or differentiated products or services that are perceived to compete with ours,
our ability to sell based on factors such as pricing, technology and functionality could be
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impaired. As a result, we may be unable to attract new customers at rates or on terms that would be favorable or comparable to prior periods, which could have
an adverse effect on the growth of our revenues.
Because our platform is sold to large enterprises with complex operating environments, we encounter long and unpredictable sales cycles, which could
adversely affect our operating results in a given period.
Our ability to increase revenues and achieve profitability depends, in large part, on widespread acceptance of our platform by large enterprises. As we
target our sales efforts at these customers, we face greater costs, longer sales cycles and less predictability in completing some of our sales. As a result of the
variability and length of the sales cycle, we have only a limited ability to forecast the timing of sales. A delay in or failure to complete sales could harm our
business and financial results, and could cause our financial results to vary significantly from period to period. Our sales cycle varies widely, reflecting
differences in potential customers’ decision-making processes, procurement requirements and budget cycles, and is subject to significant risks over which we
have little or no control, including:
•

customers’ budgetary constraints and priorities;

•

the timing of customers’ budget cycles;

•

the need by some customers for lengthy evaluations; and

•

the length and timing of customers’ approval processes.

In the large enterprise market, the customer’s decision to use our platform may be an enterprise-wide decision; therefore, these types of sales require us
to provide greater levels of education regarding the use and benefits of our platform, which causes us to expend substantial time, effort and money educating
them as to the value of our platform. In addition, because we are a relatively new company with a limited operating history, our target customers may prefer to
purchase software that is critical to their business from one of our larger, more established competitors. Our typical sales cycle can range from three to nine
months, and we expect that this lengthy sales cycle may continue or increase. Longer sales cycles could cause our operating and financial results to suffer in a
given period.
The markets in which we participate are intensely competitive, and if we do not compete effectively, our operating results could be adversely affected.
The market for spend management software is highly competitive, with relatively low barriers to entry for some software or service organizations. Our
competitors include Oracle Corporation (“Oracle”) and SAP AG (“SAP”), well-established providers of spend management software, that have long-standing
relationships with many customers. Some customers may be hesitant to switch vendors or to adopt cloud-based software such as ours and prefer to maintain
their existing relationships with their legacy software vendors. Oracle and SAP are larger and have greater name recognition, much longer operating histories,
larger marketing budgets and significantly greater resources than we do. These vendors, as well as other competitors, may offer spend management software
on a standalone basis at a low price or bundled as part of a larger product sale. In order to take advantage of customer demand for cloud-based software,
legacy vendors are expanding their cloud-based software through acquisitions and organic development. For example, SAP acquired Ariba, Inc. and Concur
Technologies, Inc. Legacy vendors may also seek to partner with other leading cloud providers. We also face competition from custom-built software vendors
and from vendors of specific applications, some of which offer cloud-based solutions. We may also face competition from a variety of vendors of cloud-based
and on-premise software products that address only a portion of our platform. In addition, other companies that provide cloud-based software in different
target markets may develop software or acquire companies that operate in our target markets, and some potential customers may elect to develop their own
internal software. With the introduction of new technologies and market entrants, we expect this competition to intensify in the future.
Many of our competitors are able to devote greater resources to the development, promotion and sale of their products and services. Furthermore, our
current or potential competitors may be acquired by third parties with greater available resources and the ability to initiate or withstand substantial price
competition. In addition, many of our competitors have established marketing relationships, access to larger customer bases and major distribution
agreements with consultants, system integrators and resellers. Our competitors may also establish cooperative relationships among themselves or with third
parties that may further enhance their product offerings or resources. If our platform does not become more accepted relative to our competitors’, or if our
competitors 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, then our revenues could be adversely affected. In addition, some of our competitors may offer their products and services at a lower price. If we are
unable to achieve our target pricing levels, our operating results will be negatively affected. Pricing pressures and increased competition could result in
reduced sales, reduced margins, losses or a failure to maintain or improve our competitive market position, any of which could adversely affect our business.
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Our business depends substantially on our customers renewing their subscriptions and purchasing additional subscriptions from us. Any decline in our
customer renewals would harm our future operating results.
In order for us to maintain or improve our operating results, it is important that our customers renew their subscriptions when the initial contract term
expires and add additional authorized users and additional spend management modules to their subscriptions. Our customers have no obligation to renew
their subscriptions, and we cannot assure you that our customers will renew subscriptions with a similar contract period or with the same or a greater number
of authorized users and modules. Some of our customers have elected not to renew their agreements with us, and we may not be able to accurately predict
renewal rates.
Our renewal rates may decline or fluctuate as a result of a number of factors, including our customers’ satisfaction with our subscription service, our
professional services, our customer support, our prices and contract length, the prices of competing solutions, mergers and acquisitions affecting our customer
base, the effects of global economic conditions or reductions in our customers’ spending levels. Our future success also depends in part on our ability to add
additional authorized users and modules to the subscriptions of our current customers. If our customers do not renew their subscriptions, renew on less
favorable terms or fail to add more authorized users or additional spend management modules, our revenues may decline, and we may not realize improved
operating results from our customer base.
If our security measures are breached or unauthorized access to customer data is otherwise obtained, our platform may be perceived as not being secure,
customers may reduce the use of or stop using our platform and we may incur significant liabilities.
Our platform involves the storage and transmission of our customers’ sensitive proprietary information, including their spending and other related
data. As a result, unauthorized access or security breaches could result in the loss of information, litigation, indemnity obligations and other liability. While
we have security measures in place that are designed to protect customer information and prevent data loss and other security breaches, if these measures are
breached as a result of third-party action, employee error, malfeasance or otherwise, and someone obtains unauthorized access to our customers’ data, we
could face loss of business, regulatory investigations or orders, our reputation could be severely damaged, we could be required to expend significant capital
and other resources to alleviate the problem, as well as incur significant costs and liabilities, including due to litigation, indemnity obligations, damages for
contract breach, penalties for violation of applicable laws or regulations, and costs for remediation and other incentives offered to customers or other business
partners in an effort to maintain business relationships after a breach.
We cannot assure you that any limitations of liability provisions in our contracts would be enforceable or adequate or would otherwise protect us from
any liabilities or damages with respect to any particular claim relating to a security lapse or breach. We also cannot be sure that our existing insurance
coverage will continue to be available on acceptable terms or will be available in sufficient amounts to cover one or more large claims related to a security
breach, or that the insurer will not deny coverage as to any future claim. The successful assertion of one or more large claims against us that exceed available
insurance coverage, or the occurrence of changes in our insurance policies, including premium increases or the imposition of large deductible or co-insurance
requirements, could have a material adverse effect on our business, including our financial condition, operating results, and reputation.
Cyber-attacks and other malicious Internet-based activities continue to increase generally. 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. In addition, third parties may attempt to fraudulently induce employees or users to disclose
information to gain access to our data or our customers’ data. While it did not involve any customer data, we have previously suffered the loss of certain
employee information related to an employee error. If any of these events occur, our or our customers’ information could be accessed or disclosed improperly.
Any or all of these issues could negatively affect our ability to attract new customers, cause existing customers to elect to not renew 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.
If we fail to develop widespread brand awareness cost-effectively, our business may suffer.
We believe that developing and maintaining widespread awareness of our brand in a cost-effective manner is critical to achieving widespread
acceptance of our platform and attracting new customers. For example, widespread awareness of our brand is critical to ensuring that we are invited to
participate in requests for proposals from prospective customers. Our success in this area will depend on a wide range of factors, some of which are beyond our
control, including the following:
•

the efficacy of our marketing efforts;

•

our ability to offer high-quality, innovative and error- and bug-free modules;

•

our ability to retain existing customers and obtain new customers;
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•

the ability of our customers to achieve successful results by using our platform;

•

the quality and perceived value of our platform;

•

our ability to successfully differentiate our offerings from those of our competitors;

•

actions of competitors and other third parties;

•

our ability to provide customer support and professional services;

•

any misuse or perceived misuse of our platform and modules;

•

positive or negative publicity;

•

interruptions, delays or attacks on our platform or modules; and

•

litigation, legislative or regulatory-related developments.

Brand promotion activities may not generate customer awareness or increase revenues, and, even if they do, any increase in revenues may not offset
the expenses we incur in building our brand. If we fail to successfully promote and maintain our brand, or incur substantial expenses, we may fail to attract or
retain customers necessary to realize a sufficient return on our brand-building efforts or to achieve the widespread brand awareness that is critical for broad
customer adoption of our platform.
Furthermore, negative publicity (whether or not justified) relating to events or activities attributed to us, our employees, our partners or others
associated with any of these parties, may tarnish our reputation and reduce the value of our brand. Damage to our reputation and loss of brand equity could
reduce demand for our platform and have an adverse effect on our business, operating results and financial condition. Moreover, any attempts to rebuild our
reputation and restore the value of our brands may be costly and time consuming, and such efforts may not ultimately be successful.
We have experienced rapid growth and expect our growth to continue and if we fail to manage our growth effectively, we may be unable to execute our
business plan, maintain high levels of service or adequately address competitive challenges.
We have experienced a rapid growth in our business, headcount and operations since inception. We have also significantly increased the size of our
customer base. We anticipate that we will continue to expand our operations and headcount, including internationally. This growth has placed, and future
growth will place, a significant strain on our management, administrative, operational and financial infrastructure. Our success will depend in part on our
ability to manage this growth effectively. To manage the expected growth of our operations and personnel, we will need to continue to improve our
operational, financial and management controls and our reporting systems and procedures. Failure to effectively manage growth could result in difficulty or
delays in deploying customers, declines in quality or customer satisfaction, increases in costs, difficulties in introducing new features and/or other
operational difficulties, any of which could adversely affect our business performance and results of operations.
We have a history of cumulative losses, and we do not expect to be profitable for the foreseeable future.
We have incurred significant losses in each period since our inception in 2006. We incurred net losses of $37.6 million, $46.2 million and $27.3
million in the fiscal years ended January 31, 2017, 2016 and 2015, respectively and we incurred net losses of $10 million for our fiscal quarter ended April
30, 2017. We had an accumulated deficit of $160.5 million and $122.9 million at January 31, 2017 and 2016, respectively, and we had an accumulated
deficit of $170.6 million at April 30, 2017. Our losses and accumulated deficit reflect the substantial investments we made to acquire new customers and
develop our platform. We expect our operating expenses to increase in the future due to anticipated increases in sales and marketing expenses, research and
development expenses, operations costs and general and administrative costs, and, therefore, we expect our losses to continue for the foreseeable future.
Furthermore, to the extent we are successful in increasing our customer base, we will also incur increased losses because costs associated with acquiring
customers are generally incurred up front, while subscription revenues are generally recognized ratably over the terms of the agreements (typically three
years, although some customers commit for shorter periods). You should not consider our recent growth in revenues as indicative of our future performance.
Accordingly, we cannot assure you that we will achieve profitability in the future, or that, if we do become profitable, we will sustain profitability.
We do not have a long history with our subscription or pricing models and changes could adversely affect our operating results.
We have limited experience with respect to determining the optimal prices and contract length for our platform. As the markets for our software
subscriptions grow, as new competitors introduce new products or services that compete with ours or as we enter into new international markets, we may be
unable to attract new customers at the same price or based on the same pricing model as we have used historically. For example, customers may demand
pricing models that include price adjustments that are correlated to the
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savings they realize using our products and services. While this is not and has not been our pricing model, we have discussed it with some customers in the
past and may choose to implement it in the future. Moreover, regardless of pricing model used, large customers, which are the focus of our sales efforts, may
demand higher price discounts than in the past. As a result, in the future we may be required to reduce our prices, offer shorter contract durations or offer
alternative pricing models, which could adversely affect our revenues, gross margin, profitability, financial position and cash flow.
Because we recognize subscription revenues over the term of the contract, fluctuations in new sales will not be immediately reflected in our operating
results and may be difficult to discern.
We generally recognize subscription revenues from customers ratably over the terms of their contracts, which are typically three years, although some
customers commit for shorter periods. As a result, most of the subscription revenues we report on each quarter are derived from the recognition of deferred
revenue relating to subscriptions entered into during previous quarters. Consequently, a decline in new or renewed subscriptions in any single quarter would
likely have only a small impact on our revenues for that quarter. However, such a decline would negatively affect our revenues in future quarters.
Accordingly, the effect of significant downturns in sales and market acceptance of our platform, and potential changes in our pricing policies or rate of
renewals, may not be fully apparent from our reported results of operations until future periods.
We may be unable to adjust our cost structure to reflect the changes in revenues. In addition, a significant majority of our costs are expensed as
incurred, while subscription revenues are recognized over the life of the customer agreement. As a result, increased growth in the number of our customers
could result in our recognition of more costs than revenues in the earlier periods of the terms of our agreements. Our subscription model also makes it difficult
for us to rapidly increase our revenues through additional sales in any period, as revenues from new customers must be recognized over the applicable
subscription term.
Professional services revenues are recognized as the services are performed or upon the completion of the project, depending on the type of
professional services arrangement involved. Professional services engagements typically span from a few weeks to several months, which makes it somewhat
difficult to predict the timing of revenue recognition for such services and the corresponding effects on our results of operations. Professional services
revenues have and may continue to fluctuate significantly from period to period. In addition, because professional services expenses are recognized as the
services are performed or upon completion of the project, professional services and total margins can fluctuate significantly from period to period.
Our quarterly results may fluctuate significantly and may not fully reflect the underlying performance of our business.
Our quarterly results of operations, as well as our key metrics discussed elsewhere in this quarterly report, including the levels of our revenues, gross
margin, cash flow and deferred revenue, may vary significantly in the future and period-to-period comparisons of our operating results and key metrics may
not be meaningful. Accordingly, the results of any one quarter should not be relied upon as an indication of future performance. Our quarterly financial
results and metrics may fluctuate as a result of a variety of factors, many of which are outside of our control, as a result they may not fully reflect the
underlying performance of our business. These quarterly fluctuations may negatively affect the value of our common stock. Factors that may cause these
fluctuations include, without limitation:
•

our ability to attract new customers;

•

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

•

the timing of recognition of revenues;

•

the amount and timing of operating expenses;

•

general economic, industry and market conditions, both domestically and internationally;

•

customer renewal rates;

•

significant security breaches of, technical difficulties with, or interruptions to the delivery and use of our products on our platform;

•

the amount and timing of completion of professional services engagements;

•

increases or decreases in the number of users for our platform or pricing changes upon any renewals of customer agreements;

•

changes in our pricing policies or those of our competitors;
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•

seasonal variations in sales of our software subscriptions, which have historically been highest in the fourth quarter of a calendar year but may
vary in future quarters;

•

the timing and success of new module introductions by us or our competitors or any other change in the competitive dynamics of our industry,
including consolidation among competitors, customers or strategic partners;

•

changes in foreign currency exchange rates;

•

extraordinary expenses such as litigation or other dispute-related settlement payments;

•

sales tax and other tax determinations by authorities in the jurisdiction in which we conduct business;

•

the impact of new accounting pronouncements;

•

fluctuations in stock-based compensation expense;

•

expenses in connection with mergers, acquisitions or other strategic transactions; and

•

the timing of expenses related to the development or acquisition of technologies or businesses and potential future charges for impairment of
goodwill or intangibles from acquired companies.

The profitability of our customer relationships may fluctuate.
Our business model focuses on maximizing the lifetime value of our customer relationships and we need to make significant investments in order to
add new customers to grow our customer base. The profitability of a customer relationship in any particular period depends in part on how long the customer
has been a subscriber on our platform. In general, the upfront costs associated with new customers are higher in the first year than the aggregate revenues we
recognize from those new customers in the first year.
We review the lifetime value and associated acquisition costs of our customers, as discussed further in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this quarterly report. The lifetime value of our customers and customer acquisition costs has and will
continue to fluctuate from one period to another depending upon the amount of our net new subscription revenues (which depends on the number of new
customers in a period, upsells of additional modules to existing customers and changes in subscription fees charged to existing customers), gross margins
(which depends on investments in and other changes to our cost of customer support and allocated overhead), sales and marketing expenses and renewal rates
(which depend on our ability to maintain or grow subscription fees from customers). These amounts have fluctuated from quarter to quarter and will continue
to fluctuate in the future. We may not experience lifetime value to customer acquisition cost ratios in future years or periods similar to those we have
achieved to date. Other companies may calculate lifetime value and customer acquisition costs differently than our chosen method and, therefore, may not be
directly comparable.
We depend on our senior management team and the loss of our chief executive officer or one or more key employees or an inability to attract and retain
highly skilled employees could adversely affect our business.
Our success depends largely upon the continued services of our key executive officers. In particular, our chief executive officer, Robert Bernshteyn, is
critical to our vision, strategic direction, culture and overall business success. We also rely on our leadership team in the areas of research and development,
marketing, sales, services and general and administrative functions, and on mission-critical individual contributors in research and development. From time
to time, there may be changes in our executive management team resulting from the hiring or departure of executives, which could disrupt our business. We
do not maintain key-man insurance for Mr. Bernshteyn or any other member of our senior management team. We do not have employment agreements with
our executive officers or other key personnel that require them to continue to work for us for any specified period and, therefore, they could terminate their
employment with us at any time. The loss of one or more of our executive officers or key employees could have a serious adverse effect on our business.
To execute our growth plan, we must attract and retain highly qualified personnel. Competition for these personnel is intense, especially for engineers
with high levels of experience in designing and developing software for Internet-related services. We have from time to time experienced, and we expect to
continue to experience, difficulty in hiring and retaining employees with appropriate qualifications. Many of the companies with which we compete for
experienced personnel have greater resources than we have. If we hire employees from competitors or other companies, their former employers may attempt to
assert that these employees or our company have breached their legal obligations, resulting in a diversion of our time and resources. In addition, job
candidates and existing employees in the San Francisco Bay Area often consider the value of the stock awards they receive in connection with their
employment. If the perceived value of our stock declines, it may adversely affect our ability to recruit and retain highly skilled employees. If we fail to attract
new personnel or fail to retain and motivate our current personnel, our business and future growth prospects could be adversely affected.
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If we are not able to provide successful and timely enhancements, new features and modifications for our platform and modules, we may lose existing
customers or fail to attract new customers and our revenues and financial performance may suffer.
If we are unable to provide enhancements and new features for our existing modules or new modules that achieve market acceptance or to integrate
technology, products and services that we acquire into our platform, our business could be adversely affected. The success of enhancements, new features and
modules depends on several factors, including the timely completion, introduction and market acceptance of the enhancements or new features or modules.
Failure in this regard may significantly impair the growth of our revenues. We have experienced, and may in the future experience, delays in the planned
release dates of enhancements to our platform, and we have discovered, and may in the future discover, errors in new releases after their introduction. Either
situation could result in adverse publicity, loss of sales, delay in market acceptance of our platform or customer claims, including, among other things,
warranty claims against us, any of which could cause us to lose existing customers or affect our ability to attract new customers.
We rely heavily on Amazon Web Services to deliver our platform and modules to our customers, and any disruption in service from Amazon Web Services
or material change to our arrangement with Amazon Web Services could adversely affect our business.
We rely heavily upon Amazon Web Services (“AWS”) to operate certain aspects of our platform and any disruption of or interference with our use of
AWS could impair our ability to deliver our platform and modules to our customers, resulting in customer dissatisfaction, damage to our reputation, loss of
customers and harm to our business. We have architected our software and computer systems to use data processing, storage capabilities and other services
provided by AWS. Currently, our cloud service infrastructure is run on AWS. Given this, we cannot easily switch our AWS operations to another cloud
provider, so any disruption of or interference with our use of AWS would adversely affect our operations and potentially our business.
AWS provides us with computing and storage capacity pursuant to an agreement that continues until terminated by either party. AWS may terminate
the agreement without cause by providing 30 days’ prior written notice and may terminate the agreement for cause with 30 days’ prior written notice,
including any material default or breach of the agreement by us that we do not cure within the 30 day period. Additionally, AWS has the right to terminate
the agreement immediately with notice to us in certain scenarios such as if AWS believes providing the services could create a substantial economic or
technical burden or material security risk for AWS, or in order to comply with the law or requests of governmental entities. The agreement requires AWS to
provide us their standard computing and storage capacity and related support in exchange for timely payment by us. If any of our arrangements with AWS
were terminated, we could experience interruptions in our software as well as delays and additional expenses in arranging new facilities and services.
We utilize third-party data center hosting facilities operated by AWS, located in various facilities around the world. Our operations depend, in part, on
AWS’s abilities to protect these facilities against damage or interruption due to a variety of factors, including infrastructure changes, human or software
errors, natural disasters, power or telecommunications failures, criminal acts, capacity constraints and similar events. For instance, in February 2017, AWS
suffered a significant outage in the United States that had a widespread impact on the ability of certain of our customers to fully use our modules for a small
period of time. Despite precautions taken at these data centers, the occurrence of spikes in usage volume, a natural disaster, an act of terrorism, vandalism or
sabotage, a decision to close a facility without adequate notice or other unanticipated problems at a facility could result in lengthy interruptions in the
availability of our platform. Even with current and planned disaster recovery arrangements, our business could be harmed. Also, in the event of damage or
interruption, our insurance policies may not adequately compensate us for any losses that we may incur. These factors in turn could further reduce our
revenues, subject us to liability and cause us to issue credits or cause customers to fail to renew their subscriptions, any of which could harm our business.
Failure to adequately expand our direct sales force will impede our growth.
We will need to continue to expand and optimize our sales infrastructure in order to grow our customer base and our business. We plan to continue to
expand our direct sales force, both domestically and internationally. Identifying and recruiting qualified personnel and training them in the use of our
software requires significant time, expense and attention. It often takes six months 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 direct sales force do not generate a corresponding increase in revenues. In
particular, if we are unable to hire, develop and retain talented sales personnel or if new direct sales personnel are unable to achieve desired productivity
levels in a reasonable period of time, we may not be able to realize the expected benefits of this investment or increase our revenues.
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Acquisitions could be difficult to identify, pose integration challenges, divert the attention of management, disrupt our business, dilute stockholder value,
and adversely affect our operating results and financial condition.
We have in the past acquired and may in the future seek to acquire or invest in businesses, products or technologies that we believe could complement
or expand our platform, enhance our technical capabilities or otherwise offer growth opportunities. For example, in December 2016, we acquired
substantially all of the assets of Spend360 International Limited, a data analytics solution company, and in May 2017, we purchased substantially all of the
issued and outstanding capital stock held by shareholders of Trade Extensions TradeExt AB, a Swedish corporation that specializes in strategic sourcing.
Acquisitions may disrupt our business, divert our resources and require significant management attention that would otherwise be available for development
of our existing business.
In addition, we have limited experience in acquiring other businesses and we may not be able to integrate the acquired personnel, operations and
technologies successfully, or effectively manage the combined business following the acquisition. We also may not achieve the anticipated benefits from the
acquired business due to a number of factors, including:
•

inability to integrate or benefit from acquired technologies or services in a profitable manner;

•

unanticipated costs, accounting charges or other liabilities associated with the acquisition;

•

incurrence of acquisition-related costs;

•

difficulty integrating the accounting systems, operations and personnel of the acquired business;

•

difficulties and additional expenses associated with supporting legacy products and hosting infrastructure of the acquired business, including
due to language, geographical or cultural differences;

•

difficulty converting the customers of the acquired business onto our platform and contract terms, including disparities in the revenues,
licensing, support or professional services model of the acquired company;

•

adverse effects to our existing business relationships with business partners and customers as a result of the acquisition;

•

the potential loss of key employees;

•

use of resources that are needed in other parts of our business; and

•

use of substantial portions of our available cash to consummate the acquisition.

In addition, a significant portion of the purchase price of companies we acquire may be allocated to acquired goodwill and other intangible assets,
which must be assessed for impairment at least annually. In the future, if our acquisitions do not yield expected returns, we may be required to take charges to
our operating results based on this impairment assessment process, which could adversely affect our results of operations. In addition, our exposure to risks
associated with various claims, including the use of intellectual property, may be increased as a result of acquisitions of other companies. For example, we
may have a lower level of visibility into the development process with respect to intellectual property or the care taken to safeguard against infringement
risks with respect to the acquired company or technology. In addition, third parties may make infringement and similar or related claims after we have
acquired technology that has not been asserted prior to our acquisition.
Acquisitions could also result in dilutive issuances of equity securities or the incurrence of debt, which could adversely affect our operating results. In
addition, if an acquired business fails to meet our expectations, our operating results, business and financial position may suffer.
We may be sued by third parties for various claims including alleged infringement of their proprietary rights.
We are involved in various legal matters arising from normal course of business activities. These may include claims, suits, and other proceedings
involving alleged infringement of third-party patents and other intellectual property rights, as well as commercial, corporate and securities, labor and
employment, wage and hour, and other matters. In particular, there has been considerable activity in our industry to develop and enforce intellectual property
rights. Our success depends upon our not infringing upon the intellectual property rights of others. Our competitors, as well as a number of other entities and
individuals, may own or claim to own intellectual property relating to our industry. In the past third parties have claimed and in the future third parties may
claim that we are infringing upon their intellectual property rights, and we may be found to be infringing upon such rights. For example, between March
2012 and August 2014 and between May 2014 and September 2015, we and Ariba, Inc. were involved in patent and trade secret litigation cases, each of
which eventually resulted in a settlement agreement that requires us to maintain certain ongoing compliance measures that if challenged, could be costly,
time-consuming and divert the attention of our management and key personnel from our business operations.
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In the future, others, including our competitors, may claim that our platform and underlying technology infringe or violate their intellectual property
rights, and we may be found to be infringing upon such rights. We may be unaware of the intellectual property rights that others may claim cover some or all
of our technology or services. Any claims or litigation could cause us to incur significant expenses and, if successfully asserted against us, could require that
we pay substantial damages or ongoing royalty payments, prevent us from offering our services or require that we comply with other unfavorable terms. We
may also be obligated to indemnify our customers and business partners or to pay substantial settlement costs, including royalty payments, in connection
with any such claim or litigation and to obtain licenses, modify our platform or refund fees, which could be costly. Even if we were to prevail in such a
dispute, any litigation regarding our intellectual property could be costly, distracting and time-consuming and could harm our brand, business, results of
operations and financial condition.
Privacy concerns and laws or other domestic or foreign regulations may reduce the effectiveness of our platform and adversely affect our business.
Our customers can use our platform to collect, use and store certain types of personal or identifying information regarding their employees and
suppliers. 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 consumers and individuals, such as compliance with the Health Insurance
Portability and Accountability Act, or HIPAA, and the recently created EU-U.S. Privacy Shield. 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 platform and reduce overall demand or
lead to significant fines, penalties or liabilities for any noncompliance with such privacy laws. Furthermore, privacy concerns may cause our customers’
employees to resist providing the personal data necessary to allow our customers to use our platform effectively. Even the perception of privacy concerns,
whether or not valid, may inhibit market adoption of our platform 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 employees, customers and suppliers, which could reduce demand for our platform. The
European Union, or EU, and many countries in Europe have stringent privacy laws and regulations, which may affect our ability to operate cost effectively in
certain European countries. In particular, the EU has adopted the General Data Protection Regulation, or GDPR, which is scheduled to go into effect in early
2018 and contains numerous requirements and changes, including more robust obligations on data processors and heavier documentation requirements for
data protection compliance programs by companies. Complying with the GDPR may cause us to incur substantial operational costs or require us to change
our business practices. Despite our efforts to bring practices into compliance before the effective date of the GDPR, we may not be successful either due to
internal or external factors such as resource allocation limitations or a lack of vendor cooperation. Non-compliance could result in proceedings against us by
governmental entities or others. We may also experience difficulty retaining or obtaining new European or multi-national customers due to the compliance
cost, potential risk exposure, and uncertainty for these entities. We may find it necessary to establish systems to maintain personal data originating from the
EU in the European Economic Area, which may involve substantial expense and distraction from other aspects of our business. In the meantime, there could
be uncertainty as to how to comply with EU privacy law.
The loss of one or more of our key customers could negatively affect our ability to market our platform.
We rely on our reputation and recommendations from key customers in order to promote subscriptions to our platform. The loss of any of our key
customers could have a significant impact on our revenues, reputation and our ability to obtain new customers. In addition, acquisitions of our customers
could lead to cancellation of our contracts with those customers or by the acquiring companies, thereby reducing the number of our existing and potential
customers.
Our business could be adversely affected if our customers are not satisfied with the implementation services provided by us or our partners.
Our business depends on our ability to satisfy our customers, both with respect to our platform and modules and the professional services that are
performed to help our customers use features and functions that address their business needs. Professional services may be performed by our own staff, by a
third-party partner or by a combination of the two. Our strategy is to work with partners to increase the breadth of capability and depth of capacity for
delivery of these services to our customers, and we expect the number of our partner-led implementations to continue to increase over time. If a customer is
not satisfied with the quality of work performed by us or a partner or with the type of professional services or modules delivered, we may incur additional
costs to in addressing the situation, the profitability of that work might be impaired and the customer’s dissatisfaction with our services could damage our
ability to expand the number of modules subscribed to by that customer. In addition, negative publicity related to our customer relationships, regardless of its
accuracy, may further damage our business by affecting our ability to compete for new business with current and prospective customers.
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We typically provide service level commitments under our customer contracts. If we fail to meet these contractual commitments, we could be obligated to
provide credits or refunds for prepaid amounts related to unused subscription services or face contract terminations, which could adversely affect our
revenues.
Our customer agreements typically provide service level commitments on a monthly basis. If we are unable to meet the stated service level
commitments or suffer extended periods of unavailability for our platform, we may be contractually obligated to provide these customers with service credits,
typically 10% of the customer’s subscription fees for the month in which the service level was not met, and we could face contract terminations, in which case
we would be subject to refunds for prepaid amounts related to unused subscription services. Our revenues could be significantly affected if we suffer
unexcused downtime under our agreements with our customers. Any extended service outages could adversely affect our reputation, revenues and operating
results.
If we fail to integrate our platform with a variety of third-party technologies, our platform may become less marketable and less competitive or obsolete
and our operating results may be harmed.
Our platform must integrate with a variety of third-party technologies, 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 platform to operate effectively with future
technologies could reduce the demand for our platform, resulting in customer dissatisfaction and harm to our business. If we are unable to respond to these
changes in a cost-effective manner, our platform may become less marketable and less competitive or obsolete and our operating results may be negatively
affected. In addition, an increasing number of individuals within the enterprise are utilizing mobile devices to access the Internet and corporate resources and
to conduct business. If we cannot continue to effectively make our platform available on these mobile devices and offer the information, services and
functionality required by enterprises that widely use mobile devices, we may experience difficulty attracting and retaining customers.
Any failure to offer high-quality technical support services may adversely affect our relationships with our customers and our financial results.
Once our modules are implemented, our customers depend on our support organization to resolve technical issues relating to our modules. We may be
unable to respond quickly enough to accommodate short-term increases in customer demand for support services. We also may be unable to modify the
format of our support services to compete with changes in support services provided by our competitors. Increased customer demand for these services,
without corresponding revenues, could increase costs and adversely affect our operating results. In addition, our sales process is highly dependent on our
platform and business reputation and on positive recommendations from our existing customers. Any failure to maintain high-quality technical support, or a
market perception that we do not maintain high-quality support, could adversely affect our reputation, our ability to sell subscriptions to our modules to
existing and prospective customers and our business, operating results and financial position.
Sales to customers outside the United States or with international operations expose us to risks inherent in international sales.
A key element of our growth strategy is to expand our international operations and develop a worldwide customer base. The combined revenues from
non-U.S. regions, as determined based on the billing address of our customers, constituted 32%, 28% and 25% of our total revenues for the fiscal years ended
January 31, 2017, 2016 and 2015, respectively, and constituted 34% of our total revenues for our fiscal quarter ended April 30, 2017. Operating in
international markets requires significant resources and management attention and will subject us to regulatory, economic and political risks that are different
from those in the United States. Because of our limited experience with international operations, our international expansion efforts may not be successful in
creating additional demand for our platform outside of the United States or in effectively selling subscriptions to our platform in all of the international
markets we enter. In addition, we will face risks in doing business internationally that could adversely affect our business, including:
•

the need to localize and adapt our platform for specific countries, including translation into foreign languages and associated expenses;

•

data privacy laws that require customer data to be stored and processed in a designated territory;

•

difficulties in staffing and managing foreign operations and working with foreign partners;

•

different pricing environments, longer sales cycles and longer accounts receivable payment cycles and collections issues;

•

new and different sources of competition;

•

weaker protection for intellectual property and other legal rights than in the United States and practical difficulties in enforcing intellectual
property and other rights outside of the United States;
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•

laws and business practices favoring local competitors;

•

compliance challenges related to the complexity of multiple, conflicting and changing governmental laws and regulations, including
employment, tax, privacy and data protection laws and regulations;

•

increased financial accounting and reporting burdens and complexities;

•

restrictions on the transfer of funds;

•

fluctuations in currency exchange rates, which could increase the price of our products outside of the United States, increase the expenses of
our international operations and expose us to foreign currency exchange rate risk;

•

adverse tax consequences; and

•

unstable regional and economic political conditions.

As we continue to expand our business globally, our success will depend, in large part, on our ability to anticipate and effectively manage these and
other risks associated with our international sales and operations. Our failure to manage any of these risks successfully, or to comply with these laws and
regulations, could harm our operations, reduce our sales and harm our business, operating results and financial condition. For example, in certain foreign
countries, particularly those with developing economies, certain business practices that are prohibited by laws and regulations applicable to us, such as the
Foreign Corrupt Practices Act, may be more commonplace. Although we have policies and procedures designed to ensure compliance with these laws and
regulations, our employees, contractors and agents, as well as channel partners involved in our international sales, may take actions in violation of our
policies. Any such violation could have an adverse effect on our business and reputation.
Some of our business partners also have international operations and are subject to the risks described above. Even if we are able to successfully
manage the risks of international operations, our business may be adversely affected if our business partners are not able to successfully manage these risks.
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 of 2002 (the Sarbanes-Oxley Act) requires that we evaluate and determine the effectiveness of our internal
controls over financial reporting and, beginning with our second annual report, provide a management report on the internal controls over financial
reporting, which must be attested to by our independent registered public accounting firm to the extent we are no longer an “emerging growth company,” as
defined by The Jumpstart Our Businesses Act of 2012 (the JOBS Act). If we have a 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 not be able
to complete our evaluation, testing, and any required remediation in a timely fashion.
If we identify material weaknesses in our internal controls over financial reporting, if we are unable to comply with the requirements of Section 404 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 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 Securities and Exchange Commission (“SEC”), stock exchange or other regulatory authorities, which could require additional financial and
management resources to address.
We may face exposure to foreign currency exchange rate fluctuations, which could adversely affect our business, results of operations and financial
condition.
As our international operations expand, our exposure to the effects of fluctuations in currency exchange rates grows because our international
contracts are sometimes denominated in local currencies, in particular with respect to the Euro, British Pound Sterling and Australian Dollar. Over time, an
increasing portion of our international contracts may be denominated in local currencies. Therefore, as exchange rates vary, revenue, cost of revenue,
operating expenses and other operating results, when re-measured, may differ materially from expectations. We do not currently engage in currency hedging
activities to limit the risk of exchange rate fluctuations. However, in the future, we may use derivative instruments, such as foreign currency forward and
option contracts, to hedge certain exposures to fluctuations in foreign currency exchange rates. The use of such hedging activities may not offset any or
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more than a portion of the adverse financial effects of unfavorable movements in foreign exchange rates over the limited time the hedges are in place.
Additionally, the use of hedging instruments may introduce additional risks if we are unable to structure effective hedges with such instruments. Moreover,
we anticipate growing our business further outside of the United States, and the effects of movements in currency exchange rates will increase as our
transaction volume outside of the United States increases.
If we cannot continue to expand the use of our platform beyond our initial focus on our procurement and invoicing modules, our ability to grow our
business may be harmed and the growth rate of our revenues may decline.
To date, most of our sales have involved our procurement and invoicing modules, which are the most mature modules on our platform. Any factor
adversely affecting sales of these modules, including software release cycles, market acceptance, product competition, performance and reliability,
reputation, price competition and economic and market conditions, could adversely affect our business and operating results. Furthermore, our ability to
grow our business depends in part on our ability to compete in the market for the other modules on our platform, including expense reporting, sourcing,
inventory, contracts, analytics, supplier management and storefront. Our efforts to market these other modules is relatively new, and it is uncertain whether
these other modules will ever result in significant revenues for us. While we have recently acquired businesses related to certain of these modules, there can
be no assurance that these acquisitions will facilitate our efforts to market and sell these other modules. Further, the introduction of new modules beyond
these markets may not be successful.
Large customers often demand more configuration and integration services, or customized features and functions that we do not offer, which could
adversely affect our business and operating results.
Large customers may demand more configuration and integration services, which increase our upfront investment in sales and deployment efforts,
with no guarantee that these customers will increase the scope of their subscription. As a result of these factors, we must devote a significant amount of sales
support and professional services resources to individual customers, increasing the cost and time required to complete sales. Additionally, our platform does
not currently permit customers to modify our code. If prospective customers require customized features or functions that we do not offer and that would be
difficult for them to deploy themselves, then the market for our platform will be more limited and our business could suffer.
If our platform fails to perform properly, our reputation could be adversely affected, our market share could decline and we could be subject to liability
claims.
Our platform is inherently complex and may contain material defects or errors. Any defects in functionality or that cause interruptions in the
availability of our platform could result in:
•

loss or delayed market acceptance and sales;

•

breach of warranty claims;

•

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

•

loss of customers;

•

diversion of development and customer service resources; and

•

injury to our reputation.

The costs incurred in correcting any material defects or errors might be substantial and could adversely affect our operating results.
Because of the large amount of data that we collect and manage, it is possible that hardware failures or errors in our systems could result in data loss or
corruption or cause the information that we collect to be incomplete or contain inaccuracies that our customers regard as significant. Furthermore, the
availability or performance of our platform could be adversely affected by a number of factors, including customers’ inability to access the Internet, failure of
our network or software systems, security breaches or variability in user traffic for our platform. We may be required to issue credits or refunds for prepaid
amounts related to unused services or otherwise be liable to our customers for damages they incur resulting from certain of these events. For example, our
customers access our modules through their Internet service providers. If a service provider fails to provide sufficient capacity to support our modules or
otherwise experiences service outages, such failure could interrupt our customers’ access to our modules and adversely affect their perception of our modules’
reliability. In addition to potential liability, if we experience interruptions in the availability of our platform, our reputation could be adversely affected and
we could lose customers.
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Our errors and omissions insurance may be inadequate or may not be available in the future on acceptable terms, or at all. In addition, 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 manage our technical operations infrastructure, our existing customers may experience service outages and our new customers may
experience delays in the implementation of our platform.
We have experienced significant growth in the number of users, transactions and data that our operations infrastructure supports. We seek to maintain
sufficient excess capacity in our operations infrastructure to meet the needs of all of our customers, as well as to facilitate the rapid provision of new customer
implementations and the expansion of existing customer implementations. In addition, we need to properly manage our technological operations
infrastructure in order to support version control, changes in hardware and software parameters and the evolution of our platform. However, the provision of
new hosting infrastructure requires significant lead time. We have experienced, and may in the future experience, website disruptions, outages and other
performance problems. These problems may be caused by a variety of factors, including infrastructure changes, human or software errors, viruses, security
attacks, fraud, spikes in customer usage and denial of service issues. In some instances, we may not be able to identify the cause or causes of these
performance problems within an acceptable period of time. If we do not accurately predict our infrastructure requirements, our customers may experience
service outages that may subject us to financial penalties, financial liabilities and customer losses. If our operations infrastructure fails to keep pace with
increased sales, customers may experience delays as we seek to obtain additional capacity, which could adversely affect our revenue as well as our reputation.
We have incurred and will continue to incur significantly increased costs and devote substantial management time as a result of operating as a public
company.
As a public company, we have incurred and will continue to incur significant legal, accounting and other expenses that we did not incur as a private
company. For example, we are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, and are required to comply with the
applicable requirements of the Sarbanes-Oxley Act and the Dodd-Frank Wall Street Reform and Consumer Protection Act, as well as rules and regulations
subsequently implemented by the SEC and the Nasdaq Global Select Market, including the establishment and maintenance of effective disclosure and
financial controls and changes in corporate governance practices. Compliance with these requirements has increased our legal and financial compliance costs
and made some activities more time consuming and costly. In addition, our management and other personnel need to divert attention from operational and
other business matters to devote substantial time to these public company requirements. In particular, we are incurring significant expenses and devoting
substantial management effort toward ensuring compliance with the requirements of Section 404 of the Sarbanes-Oxley Act, which will increase when we are
no longer an emerging growth company, as defined by the JOBS Act. We have hired and may need to continue to hire additional accounting and financial
staff with appropriate public company experience and technical accounting knowledge and maintain an internal audit function. We cannot predict or
estimate the amount of additional costs we may incur as a result of becoming a public company or the timing of such costs.
Our growth depends in part on the success of our strategic relationships with third parties.
We have established strategic relationships with a number of other companies. In order to grow our business, we anticipate that we will continue to
establish and maintain relationships with third parties, such as implementation partners, system integrator partners and technology providers. Identifying
partners, and negotiating and documenting relationships with them, requires significant time and resources. Our competitors may be effective in providing
incentives to third parties to favor their products or services or to prevent or reduce subscriptions to our services. In addition, acquisitions of our partners by
our competitors could result in a decrease in the number of our current and potential customers, as our partners may no longer facilitate the adoption of our
platform by potential customers.
If we are unsuccessful in establishing or maintaining our relationships with third parties, our ability to compete in the marketplace or to grow our
revenues could be impaired and our operating results could suffer. Even if we are successful in our strategic relationships, we cannot assure you that these
relationships will result in increased customer usage of our platform or increased revenues.
Weakened global economic conditions may harm our industry, business and results of operations.
Our overall performance depends in part on worldwide economic conditions. Global financial developments and downturns seemingly unrelated to us
or the enterprise software industry may harm us. The United States and other key international economies have been affected by falling demand for a variety
of goods and services, restricted credit, poor liquidity, reduced corporate profitability, volatility in credit, equity and foreign exchange markets, bankruptcies,
and overall uncertainty with respect to the economy. In particular, the economies of countries in Europe have been experiencing weakness associated with
high sovereign debt
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levels, weakness in the banking sector and uncertainty over the future of the Euro zone, including instability surrounding “Brexit,” the United Kingdom’s
decision to exit the European Union. We have operations, as well as current and potential new customers, throughout most of Europe. If economic conditions
in Europe and other key markets for our platform continue to remain uncertain or deteriorate further, many customers may delay or reduce their information
technology spending.
The growth of our revenues and potential profitability of our business depends on demand for platform and modules generally, and spend
management specifically. In addition, our revenues are dependent on the number of users of our modules. Historically, during economic downturns there
have been reductions in spending on enterprise software as well as pressure for extended billing terms or pricing discounts, which would limit our ability to
grow our business and negatively affect our operating results. These conditions affect the rate of enterprise software spending and could adversely affect our
customers’ ability or willingness to subscribe to our platform, delay prospective customers’ purchasing decisions, reduce the value or duration of their
subscriptions or affect renewal rates, all of which could harm our operating results.
Any failure to protect our intellectual property rights could impair our ability to protect our proprietary technology and our brand.
Our success and ability to compete depend in part upon our intellectual property. We primarily rely on copyright, patent, trade secret and trademark
laws, trade secret protection and confidentiality or contractual agreements with our employees, customers, partners and others to protect our intellectual
property rights. However, the steps we take to protect our intellectual property rights may be inadequate.
In order to protect our intellectual property rights, we may be required to expend significant resources to monitor and protect such rights. Litigation
brought to protect and enforce our intellectual property rights could be costly, time-consuming and distracting to management and could result in the
impairment or loss of portions of our intellectual property. 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. Our failure to secure, protect and enforce our
intellectual property rights could seriously adversely affect our brand and our business.
Our platform utilizes open source software, and any failure to comply with the terms of one or more of these open source licenses could negatively affect
our business.
Our platform utilizes software governed by open source licenses, including for example the MIT License and the Apache License. The terms of various
open source licenses have not been interpreted by United States courts, and there is a risk that such licenses could be construed in a manner that imposes
unanticipated conditions or restrictions on our ability to market our platform. By the terms of certain open source licenses, if we combine our proprietary
software with open source software in a certain manner, we could be required to release the source code of our proprietary software and make it available
under open source licenses. In the event that portions of our proprietary software are determined to be subject to an open source license, we could be required
to publicly release the affected portions of our source code, or to re-engineer all or a portion of our technologies or otherwise be limited in the licensing of
our technologies, each of which could reduce or eliminate the value of our technologies and services. In addition to risks related to license requirements, the
use of open source software can lead to greater risks than use of third-party commercial software, as open source licensors generally do not provide warranties
or controls on the origin of the software. Many of the risks associated with the use of open source software cannot be eliminated and could negatively affect
our business.
We employ third-party licensed software for use in or with our platform, and the inability to maintain these licenses or errors in the software we license
could result in increased costs, or reduced service levels, which could adversely affect our business.
Our platform incorporates certain third-party software obtained under licenses from other companies. We anticipate that we will continue to rely on
such third-party software and development tools from third parties in the future. Although we believe that there are commercially reasonable alternatives to
the third-party software we currently license, this may not always be the case, or it may be difficult or costly to replace. In addition, integration of the software
used in our platform with new third-party software may require significant work and require substantial investment of our time and resources. Also, to the
extent that our platform depends upon the successful operation of third-party software in conjunction with our software, any undetected errors or defects in
this third-party software could prevent the deployment or impair the functionality of our platform, delay new module introductions, result in a failure of our
modules and injure our reputation. Our use of additional or alternative third-party software would require us to enter into license agreements with third
parties.
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If we cannot maintain our company culture as we grow, we could lose the innovation, teamwork, passion and focus on execution that we believe contribute
to our success and our business may be harmed.
We believe that a critical component of our success has been our company culture, which is based on our core values of ensuring customer success,
focusing on results and striving for excellence. We have invested substantial time and resources in building our team within this company culture. As we
grow and develop the infrastructure of a public company, we may find it difficult to maintain these important aspects of our company culture. If we fail to
preserve our culture, our ability to retain and recruit personnel and to effectively focus on and pursue our corporate objectives could be compromised,
potentially harming our business.
We may not be able to secure additional financing on favorable terms, or at all, to meet our future capital needs.
We have funded our operations since inception primarily through equity financings and prepayments by customers. We do not know when or if our
operations will generate sufficient cash to fund our ongoing operations. In the future, we may require additional capital to respond to business opportunities,
challenges, acquisitions, a decline in the level of customer prepayments or unforeseen circumstances and may determine to engage in equity or debt
financings or enter into credit facilities for other reasons, and we may not be able to timely secure additional debt or equity financing on favorable terms, or at
all. Any debt financing obtained by us in the future 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. If we raise additional funds through further issuances of equity, convertible debt securities or other securities convertible into equity, our
existing stockholders could suffer significant dilution in their percentage ownership of our company, and any new equity securities we issue could have
rights, preferences and privileges senior to those of holders of our common stock. If we are unable to obtain adequate financing or financing on terms
satisfactory to us when we require it, our ability to continue to grow or support our business and to respond to business challenges could be significantly
limited.
Our customers may fail to pay us in accordance with the terms of their agreements, necessitating action by us to compel payment.
We typically enter into multiple year, non-cancelable arrangements with our customers. If customers fail to pay us under the terms of our agreements,
we may be adversely affected both from the inability to collect amounts due and the cost of enforcing the terms of our contracts, including litigation. The risk
of such negative effects increases with the term length of our customer arrangements. Furthermore, some of our customers may seek bankruptcy protection or
other similar relief and fail to pay amounts due to us, or pay those amounts more slowly, either of which could adversely affect our operating results, financial
position and cash flow.
Contractual disputes with our customers could be costly, time-consuming and harm our reputation.
Our business is contract intensive and we are party to contracts with our customers all over the world. Our contracts can contain a variety of terms,
including service levels, security obligations, indemnification and regulatory requirements. Contract terms may not always be standardized across our
customers and can be subject to differing interpretations, which could result in disputes with our customers from time to time. If our customers notify us of a
contract breach or otherwise dispute our contract, the resolution of such disputes in a manner adverse to our interests could negatively affect our operating
results.
Pursuant to agreements with certain of our customers, we have placed, and in the future may be required to place in escrow the source code of some of
our modules. Under these escrow arrangements, the source code pertaining to the modules may, in specified circumstances, be made available to our
customers. This factor may increase the likelihood of misappropriation or other misuse of our modules.
Our business is subject to the risks of earthquakes, fire, floods and other natural catastrophic events, and to interruption by man-made problems such as
power disruptions, computer viruses, data security breaches or terrorism.
Our corporate headquarters are located in the San Francisco Bay Area, a region known for seismic activity. A significant natural disaster, such as an
earthquake, fire or flood, occurring at our headquarters, at one of our other facilities or where a business partner is located could adversely affect our business,
results of operations and financial condition. Further, if a natural disaster or man-made problem were to affect Internet service providers, this could adversely
affect the ability of our customers to use our products and platform. Although we maintain incident management and disaster response plans, in the event of a
major disruption caused by a natural disaster or man-made problem, we may be unable to continue our operations and may endure system interruptions,
reputational harm, delays in our development activities, lengthy interruptions in service, breaches of data security and loss of critical data, any of which
could adversely affect our business, results of operations and financial condition.
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We are an emerging growth company and we cannot be certain if the reduced disclosure requirements applicable to emerging growth companies will
make our common stock less attractive to investors.
We are an emerging growth company. Under 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 have irrevocably elected not to avail ourselves of this exemption from new or revised
accounting standards and therefore we will be subject to the same new or revised accounting standards as other public companies that are not “emerging
growth companies.”
For as long as we continue to be an emerging growth company, we will continue take advantage, or intend to take advantage of, certain exemptions
from various reporting requirements that are applicable to other public companies including, but not limited to, reduced disclosure obligations regarding
executive compensation in our periodic reports and proxy statements and exemptions from the requirements of holding a nonbinding advisory vote on
executive compensation and stockholder approval of any golden parachute payments not previously approved. We cannot predict if investors will find our
common stock less attractive because we will 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.
We will remain an emerging growth company until the earliest of (i) the end of the fiscal year in which the market value of our common stock that is
held by non-affiliates exceeds $700 million as of July 31, (ii) the end of the fiscal year in which we have total annual gross revenues of $1.07 billion or more
during such fiscal year, (iii) the date on which we issue more than $1 billion in non-convertible debt in a three-year period or (iv) the end of the fiscal year
that is five years from the date of our final prospectus filed with the SEC on October 5, 2016.
We may not be able to utilize a significant portion of our net operating loss or research tax credit carryforwards, which could adversely affect our
potential profitability.
We have federal and state net operating loss carryforwards due to prior period losses, which if not utilized will begin to expire in 2026 and 2029 for
federal and state purposes, respectively. These net operating loss carryforwards could expire unused and be unavailable to offset future income tax liabilities,
which could adversely affect our potential profitability.
In addition, under Sections 382 and 383 of the Internal Revenue Code of 1986, as amended (the “Code”), our ability to utilize net operating loss
carryforwards or other tax attributes, such as research tax credits, in any taxable year may be limited if we experience an “ownership change.” Such an
“ownership change” generally occurs if one or more stockholders or groups of stockholders who own at least 5% of our stock increase their ownership by
more than 50 percentage points over their lowest ownership percentage within a rolling three-year period. Similar rules may apply under state tax laws. As of
our initial public offering and our subsequent follow-on offering we have not had an ownership change that has triggered any material limitation on the use
of our tax attributes for purposes of Section 382 of the Code. Future changes in our stock ownership, however, could cause an “ownership change.” It is
possible that an ownership change, or any future ownership change, could have a material effect on the use of our net operating loss carryforwards or other tax
attributes, which could adversely affect our potential profitability.
Changes in laws and regulations related to the Internet could increase the costs of our services and adversely affect our business.
Federal, state or foreign government bodies or agencies have in the past adopted, and may in the future adopt, laws or regulations affecting the use of
the Internet as a commercial medium. Changes in these laws or regulations could require changes in our business in order to comply with these changes. In
particular, the application of federal, state, local and international tax laws to services provided electronically is evolving. New income, sales, use or other tax
laws, statutes, rules, regulations or ordinances could be enacted at any time (possibly with retroactive effect) and could be applied solely or
disproportionately to services provided over the Internet. These enactments could adversely affect our sales activity due to the inherent cost increase the
taxes would represent and ultimately result in a negative impact on our operating results and cash flows.
In addition, existing tax laws, statutes, rules, regulations or ordinances could be interpreted, changed, modified or applied adversely to us (possibly
with retroactive effect), which could require us or our customers to pay additional tax amounts, as well as fines or penalties and interest for past amounts. If we
are unsuccessful in collecting such taxes from our customers, we could be held liable for such costs, thereby adversely affecting our operating results and cash
flows.
Our reported financial results may be adversely affected by changes in accounting principles generally accepted in the United States.
Generally accepted accounting principles in the United States are subject to interpretation by the Financial Accounting Standards Board (“FASB”),
the SEC and various bodies formed to promulgate and interpret appropriate accounting principles. A
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change in these principles or interpretations could have a significant effect on our reported financial results for periods prior and subsequent to such change.
For example, recent new standards issued by the FASB that could materially impact our financial statements include revenue from contracts with customers,
certain improvements to employee share-based payment accounting and accounting for leases. We may adopt one or more of these standards retrospectively
to prior periods and the adoption may result in an adverse change to previously reported results. Additionally, the adoption of these standards may
potentially require enhancements or changes in our systems and will require significant time and cost on behalf of our financial management. The prescribed
periods of adoption of these standards and other pending changes in accounting principles generally accepted in the United States, are further discussed in
Note 2 “Significant Accounting Policies—Recently Adopted Accounting Pronouncements and New Accounting Pronouncements Not Yet Adopted” in the
notes to our condensed consolidated financial statements.
Our estimates of market opportunity and forecasts of market growth that we have publicly disclosed may prove to be inaccurate, and even if the market in
which we compete achieves the forecasted growth, our business could fail to grow at similar rates.
Market opportunity estimates and growth forecasts are subject to significant uncertainty and are based on assumptions and estimates that may not
prove to be accurate. Our estimates and forecasts relating to the size and expected growth of our market that we have publicly disclosed may prove to be
inaccurate. Even if the market in which we compete meets our size estimates and forecasted growth, our business could fail to grow at similar rates.
Risks Related to Ownership of Our Common Stock
Our stock price has been subject to fluctuations, and will likely continue to be subject to fluctuations and decline, due to factors beyond our control and
you may lose all or part of your investment.
The market price of our common stock is subject to wide fluctuations in response to various factors, some of which are beyond our control. Since
shares of our common stock were sold in our initial public offering in October 2016 at a price of $18.00 per share, the reported high and low sales prices of
our common stock has ranged from $22.50 to $41.61 through April 30, 2017. The market price of our common stock may fluctuate significantly in response
to numerous factors, many of which are beyond our control, including:
•

the overall performance of the equity markets;

•

our operating performance and the performance of other similar companies;

•

changes in our projected operating results that we provide to the public, our failure to meet or exceed these projections or changes in
recommendations by securities analysts that elect to follow our common stock;

•

announcements of technological innovations, pricing changes, new software or enhancements to services, acquisitions, strategic alliances or
significant agreements by us or by our competitors;

•

disruptions in our services due to computer hardware, software or network problems;

•

announcements of customer additions and customer cancellations or delays in customer purchases;

•

recruitment or departure of key personnel;

•

the economy as a whole, market conditions in our industry and the industries of our customers;

•

extraordinary expenses such as litigation or other dispute-related settlement payments;

•

the expiration of market standoff or contractual lock-up agreements;

•

the size of our market float; and

•

any other factors discussed in this quarterly report.

In addition, the stock markets have experienced extreme price and volume fluctuations that have affected and continue to affect the market prices of
equity securities of many technology companies. Stock prices of many technology companies have fluctuated in a manner unrelated or disproportionate to
the operating performance of those companies. In the past, stockholders have filed securities class action litigation following periods of market volatility. If
we were to become involved in securities litigation, it could subject us to substantial costs, divert resources and the attention of management from our
business and adversely affect our business.
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Sales of a substantial number of shares of our common stock in the public market, or the perception that they might occur, could cause the price of our
common stock to decline.
The price of our common stock could decline if there are substantial sales of our common stock, particularly sales by our directors, executive officers,
and significant stockholders, when a large number of shares of our common stock become available for sale after June 10, 2017. In particular, our executive
officers, directors, substantially all of the selling stockholders who participated in our follow-on offering, as well as certain other holders of our common
stock, are subject to a lock-up agreement that will expire with respect to 25% of their shares on June 10, 2017 and that will expire with respect to the
remaining 75% of their shares on July 11, 2017. After the expiration of these lock-up periods, these shares may be sold in the public market in the United
States, subject to prior registration in the United States, if required, or reliance upon an exemption from United States registration, including, in the case of
shares held by affiliates or control persons, compliance with the volume restrictions of Rule 144. In addition, after the expiration of these lock-up periods,
certain of our significant stockholders that are venture capital funds may instead choose to distribute shares of our common stock to their limited partners
who may at some point sell these shares in the open market. These agreements also contain several exemptions from the lock-up restrictions. For example,
some of our executive officers have entered into Rule 10b5-1 trading plans under which they have contracted with a broker to sell shares of our common
stock on a periodic basis. These plans provide for sales to occur from time to time, and sales under such plans that were entered into prior to execution of a
lock-up agreement in connection with our follow-on offering by our executive officers will not be subject to the additional lock-up period related to our
follow-on offering.
Sales of a substantial number of shares of our common stock in the public market, or the perception that these sales might occur, whether due to the
expiration or release of lock-up restrictions or otherwise, could cause the market price of our common stock to decline or make it more difficult for our
stockholders to sell their common stock at a time and price that they deem appropriate and could impair our ability to raise capital through the sale of
additional equity securities. We are unable to predict the effect that sales, or the perception that our shares may be available for sale, will have on the
prevailing market price of our common stock.
Certain of our stockholders holding approximately 17 million shares of our common stock have rights, subject to some conditions, to require us to file
registration statements covering their shares to include their shares in registration statements that we may file for ourselves or our stockholders, subject to
market standoff and lockup agreements. The market price of our common stock could decline as a result of the sale of a substantial number of shares of our
common stock in the public market or the perception in the market that the holders of a large number of stockholders intend to sell their shares.
In addition, we have filed a registration statement to register shares reserved for future issuance under our equity compensation plans. Subject to the
satisfaction of applicable exercise periods and expiration of the market standoff agreements and lock-up agreements referred to above, the shares issued upon
exercise of outstanding stock options or settlement of outstanding restricted stock units will be available for immediate resale in the United States in the open
market.
If securities or industry analysts do not continue to publish research or publish inaccurate or unfavorable research about our business, our stock price and
trading volume could decline.
The trading market for our common stock depends in part on the research and reports that securities or industry analysts publish about us or our
business. If industry analysts cease coverage of us, the trading price for our common stock will be negatively affected. If one or more of the analysts who
cover us downgrade our common stock or publish inaccurate or unfavorable research about our business, our common stock price will likely decline. If one or
more of these analysts cease coverage of us or fail to publish reports on us regularly, demand for our common stock could decrease, which might cause our
common stock price and trading volume to decline.
In addition, independent industry analysts, such as Gartner and Forrester, often provide reviews of our products and platform capabilities, as well as
those of our competitors, and perception of our offerings in the marketplace may be significantly influenced by these reviews. We have no control over what
these industry analysts report, and because industry analysts may influence current and potential customers, our brand could be harmed if they do not provide
a positive review of our products and platform capabilities or view us as a market leader.
We do not intend to pay dividends for the foreseeable future.
We have never declared nor paid cash dividends on our capital stock. We currently intend to retain any future earnings to finance the operation and
expansion of our business, and we do not expect to declare or pay any dividends in the foreseeable future. Consequently, stockholders must rely on sales of
their common stock after price appreciation, which may never occur, as the only way to realize any future gains on their investment.
43

The concentration of our stock ownership will likely limit your ability to influence corporate matters, including the ability to influence the outcome of
director elections and other matters requiring stockholder approval.
Based upon shares outstanding as of April 30, 2017, our executive officers, directors and the holders of more than 5% of our outstanding common
stock, in the aggregate, own approximately 56.3% of our common stock, assuming no exercise of outstanding options. As a result, these stockholders, acting
together, will have significant influence over all matters that require approval by our stockholders, including the election of directors and approval of
significant corporate transactions. Corporate actions might be taken even if other stockholders oppose them. This concentration of ownership might also
have the effect of delaying or preventing a change of control of our company that other stockholders may view as beneficial.
Delaware law and provisions in our amended and restated certificate of incorporation (“Restated Certificate”) and amended and restated bylaws
(“Bylaws”) could make a merger, tender offer or proxy contest difficult, thereby depressing the trading price of our common stock.
Our status as a Delaware corporation and the anti-takeover provisions of the Delaware General Corporation Law may discourage, delay or prevent a
change in control by prohibiting us from engaging in a business combination with an interested stockholder for a period of three years after the person
becomes an interested stockholder, even if a change of control would be beneficial to our existing stockholders. In addition, our Restated Certificate and
Restated Bylaws contain provisions that may make the acquisition of our company more difficult, including the following:
•

the requirement of a classified board of directors with three-year staggered terms, which could delay the ability of stockholders to change the
membership of a majority of our board of directors;

•

the ability of our board of directors to issue shares of preferred stock and to determine the price and other terms of those shares, including
preferences and voting rights, without stockholder approval, which could be used to significantly dilute the ownership of a hostile acquiror;

•

the exclusive right of our board of directors to elect a director to fill a vacancy created by the expansion of our 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;

•

a prohibition on stockholder action by written consent, which forces stockholder action to be taken at an annual or special meeting of our
stockholders;

•

the requirement that a special meeting of stockholders be called only by a majority vote of our entire board of directors, the chairman of our
board of directors or our chief executive officer, which could delay the ability of our stockholders to force consideration of a proposal or to take
action, including to remove directors;

•

the requirement for the affirmative vote of holders of at least 66 2/3% of the voting power of all of the then-outstanding shares of the voting
stock, voting together as a single class, to amend the provisions of our Restated Certificate relating to the management of our business or our
Restated Bylaws, which may inhibit the ability of an acquiror to effect such amendments to facilitate an unsolicited takeover attempt; and

•

advance notice procedures with which stockholders must comply to nominate candidates to our board of directors or to propose matters to be
acted upon at a stockholders’ meeting, which may discourage or deter a potential acquiror from conducting a solicitation of proxies to elect the
acquiror’s own slate of directors or otherwise attempting to obtain control of us.

In addition, as a Delaware corporation, we are subject to Section 203 of the Delaware General Corporation Law. These provisions may prohibit large
stockholders, in particular those owning 15% or more of our outstanding voting stock, from merging or combining with us for a certain period of time.
A Delaware corporation may opt out of this provision by express provision in its original certificate of incorporation or by amendment to its certificate
of incorporation or bylaws approved by its stockholders. However, we have not opted out of this provision.
These and other provisions in our Restated Certificate, Restated Bylaws and in Delaware law could make it more difficult for stockholders or potential
acquirers to obtain control of our board of directors or initiate actions that are opposed by our then-current board of directors, including to delay or impede a
merger, tender offer, or proxy contest involving our company. The existence of these provisions could negatively affect the price of our common stock and
limit opportunities for you to realize value in a corporate transaction.
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Our Restated Certificate provides that the Court of Chancery of the State of Delaware is the exclusive forum for substantially all disputes between us and
our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for disputes with us or our directors, officers or
employees.
Our Restated Certificate provides that the Court of Chancery of the State of Delaware is the exclusive forum for any derivative action or proceeding
brought on our behalf, any action asserting a breach of fiduciary duty, any action asserting a claim against us arising pursuant to the Delaware General
Corporation Law, our Restated Certificate or our Restated Bylaws or any action asserting a claim against us that is governed by the internal affairs doctrine.
This choice of forum provision may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes with us or our
directors, officers or other employees and may discourage these types of lawsuits. Alternatively, if a court were to find the choice of forum provision
contained in our amended and restated certificate of incorporation to be inapplicable or unenforceable in an action, we might incur additional costs
associated with resolving such action in other jurisdictions.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
Use of Proceeds
In October 2016, we closed our initial public offering, in which we sold 8,510,000 shares of common stock at a price to the public of $18.00 per share,
including shares sold in connection with the exercise of the underwriters’ option to purchase additional shares. The offer and sale of all of the shares in the
initial public offering were registered under the Securities Act of 1933, as amended (the “Securities Act”), pursuant to a registration statement on Form S-1
(File No. 333-211634), which was declared effective by the Securities and Exchange Commission (“SEC”) on October 5, 2016.
The remainder of the information required by this item regarding the use of our initial public offering proceeds has been omitted pursuant to SEC rules
because such information has not changed since our last periodic report was filed.
Unregistered Sales of Equity Securities
On May 3, 2017, we issued 148,476 shares of our common stock in connection with the purchase of substantially all of the issued and outstanding
capital stock held by shareholders of Trade Extensions TradeExt AB, a Swedish corporation. This transaction was exempt from registration under the
Securities Act pursuant to Section 4(a)(2) of the Securities Act and Regulation S.
Item 3. Defaults Upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not applicable.
Item 5. Other Information.
None.
Item 6. Exhibits.
We have filed the exhibits listed on the accompanying Exhibit Index, which is incorporated herein by reference.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
Coupa Software Incorporated
Date: June 9, 2017

By:

/s/ Robert Bernshteyn
Robert Bernshteyn
Chief Executive Officer, Director
and Chairman of the Board
(Principal Executive Officer)

Date: June 9, 2017

By:

/s/ Todd Ford
Todd Ford
Chief Financial Officer
(Principal Financial Officer)
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Exhibit Index
Exhibit
Number

Exhibit Description

Form

Filing Date

2.1

Share purchase agreement dated April 7, 2017.

8-K

001-37901

2.1

4/7/17

4.1

Waiver of Notice and Registration Rights and Amendment to Amended and
Restated Investors Rights Agreement.

S-1

333-217105

4.1.2

4/10/17

31.1*

Certification of Principal Executive Officer Pursuant to Rules 13a-14(a) and 15d14(a) under the Securities Exchange Act of 1934, as Adopted Pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

31.2*

Certification of Principal Financial Officer Pursuant to Rules 13a-14(a) and 15d14(a) under the Securities Exchange Act of 1934, as Adopted Pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

32.1†

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

32.2†

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

101.INS

XBRL Instance Document.

101.SCH

XBRL Taxonomy Extension Schema Document.

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB

XBRL Taxonomy Extension Label Linkbase Document.

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document.

*
†

Incorporated by Reference
File No.
Exhibit

Filed herewith.
The certifications attached as Exhibit 32.1 and 32.2 that accompany this Quarterly Report on Form 10-Q are not deemed filed with the Securities and
Exchange Commission and are not to be incorporated by reference into any filing of Coupa Software Incorporated under the Securities Act of 1933, as
amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date of this Quarterly Report on Form 10-Q,
irrespective of any general incorporation language contained in such filing.
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Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Robert Bernshteyn, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Coupa Software Incorporated;

2.
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;
3.
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;
4.
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a)

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

(b)

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

(c)

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

5.
The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):
(a)

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

(b)

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

Date: June 9, 2017

By:
Name:
Title:

/s/ Robert Bernshteyn
Robert Bernshteyn
Chief Executive Officer
and Chairman of the Board
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL AND ACCOUNTING OFFICER
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Todd Ford, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Coupa Software Incorporated;

2.
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;
3.
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this report;
4.
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a)

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

(b)

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

(c)

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

5.
The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):
(a)

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

(b)

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

Date: June 9, 2017

By:
Name:
Title:

/s/ Todd Ford
Todd Ford
Chief Financial Officer
(Principal Financial Officer)

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Robert Bernshteyn, Chief Executive Officer and President of Coupa Software Incorporated (the “Company”), certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
(1)
The quarterly report on Form 10-Q for the Company for the quarter ended April 30, 2017 (the “Report”) fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2)
The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.
Date: June 9, 2017

By:
Name:
Title:

/s/ Robert Bernshteyn
Robert Bernshteyn
Chief Executive Officer
and Chairman of the Board
(Principal Executive Officer)

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Todd Ford, Chief Financial Officer of Coupa Software Incorporated (the “Company”), certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
(1)
The quarterly report on Form 10-Q for the Company for the quarter ended April 30, 2017 (the “Report”) fully
complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2)
The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.
Date: June 9, 2017

By:
Name:
Title:

/s/ Todd Ford
Todd Ford
Chief Financial Officer
(Principal Financial Officer)

