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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains certain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934, and we intend that such forward-looking statements be subject to the safe harbors created thereby. For this purpose, any statements made in
this quarterly report on Form 10-Q that are not historical or current facts may be deemed to be forward-looking statements. Without limiting the generality of the foregoing,
words such as “anticipates,” “believes,” “seeks,” “estimates,” “expects,” “intends,” “continue,” “can,” “may,” “plans,” “potential,” “projects,” “should,” “could,” “will,”
“would” or similar expressions and the negatives of those expressions are intended to identify forward-looking statements. Such statements include, but are not limited to, any
statements that refer to projections of our future financial condition and results of operations, capital needs and financing plans, competitive position, industry environment,
potential growth and market opportunities, acquisition plans and strategies, compensation plans, governance structure and policies and/or the price of our common stock.

The forward-looking statements included herein represent our management’s current expectations and assumptions based on information available as of the date of this
report. These statements involve numerous known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be
materially different from any future results, performance or achievements expressed or implied by the forward-looking statements. Factors that could cause our actual results to
differ materially from our forward-looking statements include, but are not limited to, those discussed in more detail in Item 2 (Management’s Discussion and Analysis of
Financial Condition and Results of Operations) of Part I and in Item 1A (Risk Factors) of Part II of this Quarterly Report on Form 10-Q. Readers should carefully review these
risks, as well as the additional risks described in other documents we file from time to time with the Securities and Exchange Commission. In light of the significant risks and
uncertainties inherent in the forward-looking information included herein, the inclusion of such information should not be regarded as a representation by us or any other person
that such results will be achieved, and readers are cautioned not to place undue reliance on such forward-looking information, which speak only as of the date of this report.

Moreover, we operate in an evolving environment. New risks and uncertainties emerge from time-to-time and it is not possible for our management to predict all risks
and uncertainties, 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 future results to be
materially different from those expressed or implied by any forward-looking statements.

Except as required by law, we assume no obligation to update any forward-looking statements publicly, or to update the reasons actual results could differ materially
from those anticipated in these forward-looking statements, even if new information becomes available in the future. We qualify all of our forward-looking statements by these
cautionary statements.
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 PART I. FINANCIAL INFORMATION
 
 Item 1. Financial Statements

VERITONE, INC.
 CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share and share data)
(Unaudited)

 
   As of  

   
September 30,

2017   
December 31,

2016  
ASSETS    

Cash and cash equivalents   $ 20,762  $ 12,078 
Marketable securities    39,670   —   
Accounts receivable, net of allowance for doubtful accounts of $69 and $0, respectively    10,080   4,834 
Expenditures billable to clients    5,167   3,384 
Prepaid expenses and other current assets    2,830   1,071 

  

Total current assets    78,509   21,367 
Property, equipment and improvements, net    52   68 
Capitalized software, net    177   321 
Other assets    944   592 

  

Total assets   $ 79,682  $ 22,348 
  

LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED
STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)    

Accounts payable   $ 15,840  $ 12,321 
Accrued media payments    9,058   6,777 
Other accrued liabilities    3,088   3,060 
Customer advances    3,850   1,841 
Convertible notes payable, net of discounts and issuance costs of $0 and $6,898, respectively    —     13,388 
Warrant liability    —     7,114 

  

Total current liabilities    31,836   44,501 
Other liabilities    14   22 

  

Total liabilities    31,850   44,523 
  

Commitments and contingencies (Note 7)    
Redeemable convertible preferred stock:    

Series B Preferred Stock, par value $0.001 per share; no shares authorized, issued and outstanding at September 30 2017, and
3,092,781 shares authorized, issued and outstanding at December 31, 2016 (aggregate liquidation preference of $18,138 at
December 31, 2016)    —     17,897 

Series A Preferred Stock, par value $0.001 per share; no shares authorized, issued and outstanding at September 30 2017, and
5,666,667 shares authorized, 3,914,697 issued and outstanding at December 31, 2016 (aggregate liquidation preference of
$8,353 at December 31, 2016)    —     5,453 

  

Total redeemable convertible preferred stock    —     23,350 
  

Stockholders’ equity (deficit):    
Preferred stock, par value $0.001 per share; 1,000,000 shares authorized at September 30, 2017; no shares issued and

outstanding at September 30, 2017    —     —   
Common stock, par value $0.001 per share; 75,000,000 and 38,500,000 shares authorized at September 30, 2017 and

December 31, 2016, respectively; 14,956,322 and 2,620,803 shares issued and outstanding at September 30, 2017 and
December 31, 2016, respectively    15   4 

Additional paid-in capital    144,396   (293) 
Accumulated other comprehensive loss    (62)   —   
Accumulated deficit    (96,517)   (45,236) 

  

Total stockholders’ equity (deficit)    47,832   (45,525) 
  

Total liabilities, redeemable convertible preferred stock and stockholders’ 
equity (deficit)   $ 79,682  $ 22,348 

  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
 CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE LOSS
(in thousands, except per share and share data)

(Unaudited)
 

   
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
   2017   2016   2017   2016  
Net revenues   $ 3,719  $ 2,321  $ 10,914  $ 6,408 
Cost of revenues    292   448   824   1,067 

  

Gross profit    3,427   1,873   10,090   5,341 
  

Operating expenses:      
Selling and marketing    3,676   2,202   9,689   5,688 
Research and development    3,466   2,181   9,613   5,357 
General and administrative    15,740   3,459   24,722   10,723 

  

Total operating expenses    22,882   7,842   44,024   21,768 
  

Loss from operations    (19,455)   (5,969)   (33,934)   (16,427) 
Other income (expense), net    88   (1,456)   (12,872)   (1,483) 

  

Loss before provision for income taxes    (19,367)   (7,425)   (46,806)   (17,910) 
Provision for income taxes    2   2   5   5 

  

Net loss    (19,369)   (7,427)   (46,811)   (17,915) 
Accretion of redeemable convertible preferred stock    —     (795)   (4,470)   (2,383) 

  

Net loss attributable to common stockholders   $(19,369)  $ (8,222)  $(51,281)  $(20,298) 
  

Net loss per share attributable to common stockholders:      
Basic and diluted   $ (1.31)  $ (3.49)  $ (5.94)  $ (10.37) 

  

Comprehensive loss:      
Net loss   $(19,369)  $ (7,427)  $(46,811)  $(17,915) 
Net change in unrealized loss on marketable securities, net of income taxes    (62)   —     (62)   —   

  

Total comprehensive loss   $(19,431)  $ (7,427)  $(46,873)  $(17,915) 
  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
 CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (DEFICIT)

(in thousands, except share data)
(Unaudited)

 

 

  
 

Common Stock   Additional
Paid-in
Capital  

 
Accumulated

Other
Comprehensive

Loss  

 
Accumulated

Deficit  

 

Total    Shares   Amount     
Balance as of December 31, 2016    2,620,803  $ 4  $ (293)  $ —    $ (45,236)  $(45,525) 
Common stock issued through public offering, net    2,500,000   3   32,577   —     —     32,580 
Conversion of Series B preferred stock upon public offering    2,309,135   2   18,666   —     —     18,668 
Conversion of Series A preferred stock upon public offering    2,922,798   3   8,595   —     —     8,598 
Exercise of Primary Warrant upon public offering    2,150,335   2   29,261   —     —     29,263 
Conversion of Acacia Note and accrued interest upon public offering    1,523,746   2   20,735   —     —     20,737 
Conversion of Bridge Loan and accrued interest upon public offering    590,717   1   8,044   —     —     8,045 
Common stock issued to Bridge Loan Lenders    300,000   0   3,666   —     —     3,666 
Issuance of restricted stock, net of forfeitures    30,415   —     —     —     —     —   
Repurchase of common stock    (7,500)   (0)   (56)   —     —     (56) 
Exercise of options    3,281   (2)   7   —     —     5 
Issuance of warrants    —     —     8,658   —     —     8,658 
Beneficial conversion feature    —     —     554   —     —     554 
Modification of warrants    —     —     371   —     —     371 
Stock-based compensation expense    12,592   0   13,611   —     —     13,611 
Accretion of redeemable convertible preferred stock    —     —     —     —     (4,470)   (4,470) 
Net loss    —     —     —     —     (46,811)   (46,811) 
Other comprehensive loss    —     —     —     (62)   —     (62) 

  

Balance as of September 30, 2017    14,956,322  $ 15  $144,396  $ (62)  $ (96,517)  $ 47,832 
  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
 CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(Unaudited)

 

   
Nine Months Ended

September 30,  
   2017   2016  
Cash flows from operating activities:    
Net loss   $ (46,811)  $ (17,915) 
Adjustments to reconcile net loss to net cash provided by (used in) 

operating activities:    
Depreciation and amortization    176   93 
Intangible asset impairment charges    —     500 
Amortization of debt discounts and issuance costs    3,740   1,271 
Costs of warrants issued at IPO    5,790   —   
Write-off of debt discounts and issuance costs at IPO    10,132   —   
Change in fair value of warrant liability    (7,114)   (117) 
Provision for doubtful accounts    69   —   
Stock issued to dissenting shareholder    —     159 
Stock-based compensation expense    13,611   1,588 
Changes in assets and liabilities:    

Accounts receivable    (5,315)   (5,523) 
Expenditures billable to clients    (1,783)   (733) 
Prepaid expenses and other current assets    (1,641)   (174) 
Accounts payable    3,519   (10,208) 
Accrued media payments    2,597   4,522 
Other accrued liabilities    651   523 
Customer advances    2,009   4,559 

  

Net cash used in operating activities    (20,370)   (21,455) 
  

Cash flows from investing activities:    
Purchases of marketable securities    (39,850)   —   
Capital expenditures    (16)   (20) 
Addition to intangible assets    (30)   —   
Deposits for operating leases    (774)   —   

  

Net cash used in investing activities    (40,670)   (20) 
  

Cash flows from financing activities:    
Net proceeds from public offering    32,580   —   
Proceeds received under the Bridge Loan Agreement    8,000   —   
Proceeds from exercise of Primary Warrant    29,263   —   
Proceeds from issuance of convertible note payable    —     10,000 
Proceeds from exercise of stock options    5   72 
Debt issuance costs    (68)   (168) 
Repurchase of common stock    (56)   —   

  

Net cash provided by financing activities    69,724   9,904 
  

Net increase (decrease) in cash and cash equivalents    8,684   (11,571) 
Cash and cash equivalents, beginning of period    12,078   19,197 

  

Cash and cash equivalents, end of period   $ 20,762  $ 7,626 
  

Supplemental Disclosure of Cash Flow Information    
Non-cash investing and financing activities:    

Conversion of convertible notes payable, including accrued interest, to common stock   $ 28,782  $ —   
Conversion of redeemable convertible preferred stock to common stock   $ 27,266  $ —   

The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
 Notes to the Condensed Consolidated Financial Statements

(in thousands, except share and per share data)
(Unaudited)

Note 1. Description of Business and Basis of Presentation

Description of Business

Veritone, Inc., a Delaware corporation (“Veritone”) (together with its wholly-owned subsidiaries, collectively, the Company), is a cloud-based cognitive software
company that extracts understanding from unstructured audio and video data. The Company’s artificial intelligence (“AI”) platform incorporates patented technology to manage
and integrate a wide variety of artificial intelligence processes, through the orchestration of machine learning algorithms known as cognitive engines to mimic human cognitive
functions such as perception, reasoning, prediction and problem solving to transform unstructured data. The Company’s AI platform stores the cognitive engine results in a
searchable, time-correlated index, creating an online, searchable library of audio and video data that enables analysis and automated business solutions. Because of its open
architecture, additional cognitive engines can be readily added to the platform, and new applications can be added by the Company or third parties to leverage the platform for a
broad range of industries that capture or use audio and video data, including, without limitation, media, politics, legal and other commercial and government vertical markets. In
addition, the Company operates a full service advertising agency. The Company’s expertise in media buying, planning and creative development, coupled with its proprietary
technology platform, enables the Company to deliver and analyze the effectiveness of advertising in a way that is simple, scalable and trackable.

Initial Public Offering

In May 2017, the Company completed an initial public offering (“IPO’) of its common stock. In connection with the IPO, the Company sold 2,500,000 shares of
common stock at $15.00 per share for an aggregate net proceeds of $32,580 after underwriting discounts, commissions and offering costs of $4,920.

Concurrent with the closing of the IPO on May 17, 2017, the following transactions were completed in accordance with the related agreements (see Notes 3 and 4):
 

(a) The Series B Preferred Stock, which had a liquidation preference of $18,668 and a net book value of $18,463, was automatically converted into 2,309,135 shares of the
Company’s common stock;

 

(b) The Series A Preferred Stock, which had a liquidation preference of $8,598 and a net book value of $6,272, was automatically converted into 2,922,798 shares of the
Company’s common stock;

 

(c) The Convertible Note Payable to Acacia, which had a principal balance of $20,000 and accrued interest of $737, was automatically converted into 1,523,746 shares of the
Company’s common stock;

 

(d) The Primary Warrant was automatically exercised by Acacia, which resulted in the issuance of 2,150,335 shares of the Company’s common stock to Acacia in exchange
for cash proceeds of $29,263;

 

(e) The Bridge Loan Lenders funded the remaining undrawn amounts under the Bridge Loan, which provided cash proceeds of $4,000 to the Company and increased the
outstanding principal balance of the Bridge Loan to $8,000. In connection with this funding, the Company issued to the Bridge Loan Lenders (a) an aggregate of 90,000
shares of its common stock, and (b) fully vested warrants to purchase a number of shares of the Company’s common stock equal to the greater of (i) 120,000 shares of
common stock, and (ii) 0.75% of the Company’s fully diluted shares outstanding following completion of the IPO. Such warrants have a term of ten years following the
date of issuance and have an exercise price per share equal to the lower of $13.6088 or the IPO price per share to the public;

 

(f) The Bridge Loan, which had a principal balance of $8,000 and accrued interest of $45, was automatically converted into an aggregate of 590,717 shares of the Company’s
common stock; and

 

(g) The warrants to purchase an aggregate of 240,000 shares of the Company’s common stock that were issued in connection with the Bridge Loan were automatically
adjusted upon completion of the IPO to be exercisable to purchase an aggregate of 313,440 shares of the Company’s common stock (which was equal to 1.5% of the fully
diluted shares of common stock outstanding immediately following the closing of the IPO).
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Basis of Presentation

The accompanying condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America (“GAAP”) for interim financial statements and the rules and regulations of the Securities and Exchange Commission (the “SEC”). Accordingly, they do not contain all
information and footnotes required by GAAP for annual financial statements. Such unaudited condensed consolidated financial statements and accompanying notes are the
representations of the Company’s management, who is responsible for their integrity and objectivity. These unaudited condensed consolidated financial statements should be
read in conjunction with the audited consolidated financial statements presented in the Company’s final prospectus dated May 11, 2017 (the “Prospectus”) contained in the
Company’s Registration Statement on Form S-1 (Reg. No. 333-216726).

The accompanying condensed consolidated financial statements have been prepared on the same basis as the annual financial statements and, in the opinion of
management, reflect all adjustments, which are normal and recurring, necessary to fairly state its financial position, results of operations and cash flows. All significant
intercompany transactions have been eliminated in consolidation. The financial data and the other information disclosed in these notes to the condensed consolidated financial
statements reflected in the three- and nine-month periods presented herein are unaudited. The December 31, 2016 balance sheet included herein was derived from the audited
financial statements, but does not include all disclosures or notes required by GAAP for complete financial statements.

Use of Accounting Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the accompanying condensed consolidated financial
statements and the reported amounts of revenue and expenses during the reporting period. The principal estimates relate to the valuation of common stock, stock awards, and
stock warrants. Actual results could differ from those estimates.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

There have been no material changes in the Company’s significant accounting policies from those that were disclosed in the Prospectus.

Revenue Recognition

Net revenues for the three- and nine-month periods presented were comprised of the following:
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
   2017    2016    2017    2016  
Media agency revenues   $ 3,288   $ 2,223   $ 9,926   $ 6,197 
AI platform revenues    431    98    988    211 

        

Total net revenues   $ 3,719   $ 2,321   $ 10,914   $ 6,408 
        

During the three months ended September 30, 2017 and 2016, the Company made $30,270 and $18,872 in gross media placements, of which $26,510 and $16,888,
respectively, were billed directly to customers. Of the amounts billed directly to customers, $23,222 and $14,665 represented media-related costs netted against billings during
the three months ended September 30, 2017 and 2016, respectively. For the nine months ended September 30, 2017 and 2016, the Company made $87,756 and $53,910 in gross
media placements, of which $74,717 and $46,496 respectively, were billed directly to customers. Of the amounts billed directly to customers, $64,791 and $40,299 represented
media-related costs netted against billings for the nine months ended September 30, 2017 and 2016, respectively.
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Other Income (Expense), Net

Other income (expense), net for the three- and nine-month periods presented were comprised of the following:
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
   2017    2016    2017    2016  
Interest income (expense), net   $ 36   $ (1,346)   $ (4,198)   $(1,341) 
Stock warrants issued    —      —      (5,790)    —   
Write-off of deferred debt discounts and issuance costs    —      —      (10,132)    —   
Write-off of legal fees in connection with the Primary Warrant    —      (253)    —      (253) 
Gain on fair value change of warrant liability    —      117    7,114    117 
Other    52    26    134    (6) 

        

Other income (expense), net   $ 88   $ (1,456)   $(12,872)   $(1,483) 
        

Interest income (expense), net for the three- and nine-month periods ended September 30, 2017 and 2016 included amortization of deferred debt discounts and issuance
costs of $0 and $1,271, respectively, and $3,740 and $1,271, respectively, related to the Company’s convertible notes payable.

Earnings Per Share

The following table presents the computation of basic and diluted net loss per common share for the periods presented:
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
   2017    2016    2017    2016  
Net loss per share:         
Numerator         

Net loss   $ (19,369)   $ (7,427)   $ (46,811)   $ (17,915) 
Accretion of redeemable convertible preferred stock    —      (795)    (4,470)    (2,383) 

        

Net loss attributable to common stockholders   $ (19,369)   $ (8,222)   $ (51,281)   $ (20,298) 
        

Denominator         
Weighted-average common shares outstanding    14,936,809    2,480,524    8,820,609    2,068,164 
Less: Weighted-average shares subject to repurchase    (153,443)    (125,412)    (180,431)    (110,568) 

        

Denominator for basic and diluted net loss per share attributable to common
stockholders    14,783,366    2,355,112    8,640,178    1,957,596 

        

Basic and diluted net loss per share attributable to common stockholders   $ (1.31)   $ (3.49)   $ (5.94)   $ (10.37) 
        

 
8



Table of Contents

Other potentially dilutive securities that were not included in the calculation of diluted net loss per share attributable to common stockholders because their effect would
be anti-dilutive are as follows (in weighted-average common
equivalent shares):
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
   2017    2016    2017    2016  
Common stock options    4,432,611    687,258    2,636,548    660,762 
Warrants to purchase common stock    1,524,579    1,348,308    987,200    1,185,214 
Shares issuable upon conversion of convertible to note payable    —      736,076    —      736,076 
Shares issuable upon conversion of redeemable convertible preferred stock    —      4,921,382    —      4,830,323 

        

Total    5,957,190    7,693,024    3,623,748    7,412,375 
        

Cash Equivalents and Marketable Securities

All highly liquid investments with maturities of three months or less at the date of purchase are classified as cash equivalents. The Company’s marketable securities have
been classified and accounted for as available-for-sale. Management determines the appropriate classification of its investments at the time of purchase and reevaluates the
classifications at each balance sheet date. Marketable securities are classified as either short-term or long-term based on the nature of each security and its availability for use in
current operations. The Company’s marketable securities are carried at fair value, with unrealized gains and losses, net of income taxes, reported as a component of
accumulated other comprehensive income in shareholders’ equity (deficit), with the exception of unrealized losses believed to be other-than-temporary which are reported in
earnings in the current period. The cost of securities sold is based upon the specific identification method.

Fair Value of Financial Instruments

Fair value is defined as 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. Valuation techniques used to measure fair value must maximize the use
of observable inputs and minimize the use of unobservable inputs. The fair value hierarchy, which is based on three levels of inputs, the first two of which are considered
observable and the last unobservable, that may be used to measure fair value, is as follows:
 

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

 •  Level 2—Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted prices in markets
that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or liabilities.

 

 •  Level 3—Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

The Company’s financial instruments, other than its money market funds, marketable securities and stock warrants, consist primarily of cash and cash equivalents,
accounts receivable, accounts payable and convertible notes payable. The Company has determined that the carrying values of these instruments for the periods presented
approximate fair value due to their short-term nature and the relatively stable current interest rate environment.

The Company’s money market funds and marketable securities are categorized as Level 1 and 2, respectively, within the fair value hierarchy. The following table shows
the Company’s cash and available-for-sale securities’ cost, gross unrealized losses and fair value by significant investment category recorded as cash and cash equivalents or
marketable securities as of September 30, 2017:
 

   Cost    

Gross
Unrealized

Losses   
Fair

Value    

Cash and
Cash

Equivalents   
Marketable
Securities  

Cash   $13,711   $ —    $13,711   $ 13,711   $ —   
Level 1:          

Money market funds    3,057    —     3,057    3,057    —   
Level 2:          

Corporate securities    43,726    (62)   43,664    3,994    39,670 
        

Total   $60,494   $ (62)  $60,432   $ 20,762   $ 39,670 
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The Company’s stock warrants are categorized as Level 3 within the fair value hierarchy. Stock warrants have been recorded at their fair value using a probability-
weighted expected return model. This model incorporates contractual terms, maturity, risk free rates and volatility. The value of the Company’s stock warrants would increase if
a higher risk free interest rate were used, and the value of the Company’s stock warrants would decrease if a lower risk free interest rate were used. Similarly, a higher volatility
assumption would increase the value of the stock warrants, and a lower volatility assumption would decrease the value of the stock warrants. The unobservable inputs for
Level 3 fair value measurements and fair value calculations are developed and determined by the Company’s management with the assistance of a third party valuation
specialist.

The following table summarizes quantitative information with respect to the significant unobservable inputs used for the Company’s stock warrants that are categorized
as Level 3 within the fair value hierarchy:
 

   December 31, 2016 
Volatility    80.0% 
Risk free rate    1.84% 
Discount for lack of marketability    20.0% 

The following table represents a reconciliation of the Level 3 measurement of the Company’s Primary Warrant (see related discussion in Note 3):
 

Balance, December 31, 2016   $ 7,114 
Less: Change in fair value of warrant liability    (7,114) 

  

Balance, September 30, 2017   $ —   
  

In addition, in May 2017, upon exercise of the Primary Warrant, the Company issued to Acacia a five-year warrant to purchase 809,400 shares of the Company’s
common stock (the “10% Warrant”). The fair value of the 10% Warrant under Level 3 measurement is $5,790 (see related discussion in Note 3).

The following table summarizes quantitative information with respect to the significant unobservable inputs used to value the Company’s 10% Warrant that are
categorized as Level 3 within the fair value hierarchy:
 

   May 17, 2017 
Volatility    70.0% 
Risk free rate    1.44% 
Discount for lack of marketability    0% 

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue from Contracts with
Customers (Topic 606),” which amends the existing accounting standards for revenue recognition. ASU 2014-09 is based on principles that govern the recognition of revenue at
an amount that the entity expects to be entitled to receive when products are transferred to customers. ASU 2014-09 will be effective for the Company in its year ended
December 31, 2019, and for interim periods beginning with its first quarter of 2020. Early adoption is permitted. Subsequently, the FASB has issued the following standards
related to ASU 2014-09: ASU No. 2016-08, Revenue from Contracts with Customers (Topic 606): Principal versus Agent Considerations; ASU No. 2016-10, Revenue from
Contracts with Customers (Topic 606): Identifying Performance Obligations and Licensing; ASU No. 2016-12, Revenue from Contracts with Customers (Topic 606): Narrow-
Scope Improvements and Practical Expedients; and ASU 2016-20, Technical Correction and Improvements to Topic 606, Revenue from Contract with Customers. The
Company must adopt ASU 2016-08, ASU 2016-10, ASU 2016-12 and ASU 2016-20 with ASU 2014-09 (collectively, the “new revenue standards”). The new revenue standards
may be applied retrospectively to each prior period presented or prospectively with the cumulative effect recognized as of the date of adoption. The Company is currently
evaluating the method and timing of its adoption and the impact of adopting the new revenue standards on its consolidated financial statements.
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In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842).” The amendments under this pronouncement will change the way all leases with duration of
one year of more are treated. Under this guidance, lessees will be required to capitalize virtually all leases on the balance sheet as a right-of-use asset and an associated financing
lease liability or capital lease liability. The right-of-use asset represents the lessee’s right to use, or control the use of, a specified asset for the specified lease term. The lease
liability represents the lessee’s obligation to make lease payments arising from the lease, measured on a discounted basis. Based on certain characteristics, leases are classified
as financing leases or operating leases. Financing lease liabilities, those that contain provisions similar to capitalized leases, are amortized in the same manner as capital leases
are amortized under current accounting rules, as amortization expense and interest expense in the statement of operations. Operating lease liabilities are amortized on a straight-
line basis over the life of the lease as lease expense in the statement of operations. This ASU is effective for the Company in its year ended December 31, 2020 and for interim
periods beginning with its first quarter of 2021. The Company is currently evaluating the impact this standard will have on its policies and procedures pertaining to its existing
and future lease arrangements, disclosure requirements and on its consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-09, “Compensation—Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment
Accounting.” The standard is intended to simplify several areas of accounting for share-based compensation arrangements, including the income tax impact, classification on the
statement of cash flows and treatment of forfeitures. ASU 2016-09 is effective for the Company in its year ended December 31, 2018 and for interim periods beginning with its
first quarter of 2019. Early adoption is permitted. The Company is currently evaluating the potential impact that this new standard will have on its consolidated financial
statements.

In August 2016, the FASB issued ASU 2016-15, “Statement of Cash Flows (Topic 230),” a consensus of the FASB’s Emerging Issues Task Force,” which provides
guidance intended to reduce diversity in practice in how certain transactions are classified in the statement of cash flows. This ASU is effective for the Company in its year
ended December 31, 2019 and for interim periods beginning with its first quarter of 2020. Early adoption is permitted. This adoption is not expected to have any significant
impact on the Company’s consolidated financial statements.

In May 2017, the FASB issued ASU No. 2017-09, “Compensation—Stock Compensation (Topic 718): Scope of Modification Accounting,” which amends the scope of
modification accounting for share-based payment arrangements. Under the standard, an entity should not apply modification accounting if the fair value, vesting conditions, and
classification of the awards are the same immediately before and after the modification. The current disclosure requirements in Topic 718 still applies regardless of whether an
entity is required to apply modification accounting under the amendments in this update. The standard is effective for the Company beginning the first quarter of 2018, with
early adoption permitted. The Company does not expect the adoption of ASU 2017-09 will have a material impact on its consolidated financial statements.

NOTE 3. CONVERTIBLE NOTES PAYABLE AND RELATED TRANSACTIONS

Acacia Note

In March 2017, the Company and Acacia Research Corporation (“Acacia”) amended certain terms of the warrants that were included in the Investment Agreement that
was entered into by the two companies on August 15, 2016 (refer to the Company’s Prospectus for the full discussion of the Investment Agreement). Under the terms of the
amendments, if the Company completed an IPO of its common stock with gross proceeds of at least $15,000 (a “Qualifying IPO”), the exercise price for all warrants issued to
Acacia would be the lower of $13.6088 or the price of common stock issued in the IPO (see discussion of the IPO in Note 1). Also, the primary common stock purchase warrant
issued to Acacia on August 15, 2016, as amended (the “Primary Warrant”) would automatically be exercised upon the completion of a Qualifying IPO. As a result of these
amendments, the fair value of the Primary Warrant decreased by $3,118 and the credit associated with the reduction in fair value was recorded as a gain in Other Income
(Expense) in the Company’s condensed consolidated statement of operations for the first quarter of 2017.

Concurrent with the closing of the IPO on May 17, 2017, the convertible note payable to Acacia (the “Acacia Note”), which had a principal balance of $20,000 and
accumulated accrued interest of $737, was automatically converted into 1,523,746 shares of the Company’s common stock at a conversion price per share of $13.6088. As a
result of the conversion of the Acacia Note, the Company recorded a charge to earnings of $4,347 representing the write-off of the unamortized balance of debt discounts
associated with stock warrants and debt issuance costs which was included in Other Income (Expense) in the Company’s condensed consolidated statement of operations for the
second quarter of 2017.
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Also, concurrent with the closing of the IPO, the Primary Warrant was automatically exercised by Acacia at an exercise price of $13.6088 per share, which resulted in the
issuance of 2,150,335 shares of the Company’s common stock in exchange for a cash proceeds of $29,263. Upon such exercise of the Primary Warrant, the Company issued to
Acacia a five-year warrant to purchase 809,400 shares of the Company’s common stock at an exercise price of $13.6088 per share (the “10% Warrant”). Fifty percent of the
shares under the 10% Warrant vested upon its issuance and the remaining half will vest in May 2018. The fair market value of the 10% Warrant was $5,790, which was recorded
as an expense in Other Income (Expense) in the Company’s condensed consolidated statement of operations for the second quarter of 2017. Also, as a result of the exercise of
the Primary Warrant, the balance of the Warrant Liability of $3,996 was written-off, resulting in a gain in Other Income (Expense) in the Company’s condensed consolidated
statement of operations for the second quarter of 2017.

Bridge Loan

In March 2017, the Company entered into a Note Purchase Agreement with Acacia and Veritone LOC I, LLC (“VLOC”) (collectively, the “Bridge Loan Lenders”),
which provided for a line of credit of up to $8,000 (the “Bridge Loan”). The convertible promissory notes issued to the Bridge Loan Lenders pursuant to the Bridge Loan
accrued interest at the rate of eight percent (8%) per annum, compounded quarterly. The borrowings were due and payable on November 25, 2017, and the Company’s
obligations under this facility were secured by a security interest in substantially all of the assets of the Company, which was of equal priority to the security interests of Acacia
under the Acacia Note. The Company drew down the initial $2,000 installment under the Bridge Loan upon the execution of the Note Purchase Agreement. In April 2017, the
Company borrowed an additional $2,000 under the Bridge Loan. In May 2017, the Bridge Loan Lenders funded the remaining undrawn amounts of $4,000 under the Bridge
Loan, which increased the outstanding principal balance of the Bridge Loan to $8,000.

Upon the execution of the Note Purchase Agreement, the Company issued an aggregate of 120,000 shares of the Company’s common stock to the Bridge Loan Lenders
in accordance with the agreement. In addition, in connection with the funding of the $8,000 principal amount of the Bridge Loan, the Company issued to the Bridge Loan
Lenders an aggregate of 180,000 shares of the Company’s common stock and warrants to purchase an aggregate of 240,000 shares of common stock. Such warrants were
automatically adjusted upon completion of the IPO to be exercisable to purchase an aggregate of 313,440 shares of the Company’s common stock (which was equal to 1.5% of
the fully diluted shares of common stock outstanding immediately following the closing of the IPO). The warrants have a term of ten years following the date of issuance and
have an exercise price of $13.6088 per share. The members of VLOC include entities controlled by Chad Steelberg and Ryan Steelberg, the Company’s Chief Executive
Officer and President, respectively, who own 50% of the VLOC’s membership interests, and certain holders of the Company’s redeemable convertible preferred stock. As of
September 30, 2017, no warrants issued in connection with the Bridge Loan had been exercised.

Concurrent with the closing of the IPO on May 17, 2017, the $8,000 principal balance of the Bridge Loan and accumulated accrued interest of $45 were automatically
converted into an aggregate of 590,717 shares of the Company’s common stock at a conversion price per share of $13.6088. As a result of the conversion of the Bridge Loan,
the Company recorded a charge to earnings of $2,915, representing the unamortized balance of the debt discounts. The Company presented the write-off as an expense in Other
Income (Expense) in the Company’s condensed consolidated statement of operations in the second quarter of 2017. The Company also had recorded the issuance of common
stock and warrants upon the funding of the remaining undrawn amounts of $4,000 under the Bridge Loan. The Company recorded the issuance of common stock and warrants
as a charge to earnings aggregating $1,100 and $1,770, respectively, and presented the issuances as an expense in Other Income (Expense) in the Company’s condensed
consolidated statement of operations in the second quarter of 2017 with a corresponding credit to Additional Paid-in Capital in the Company’s condensed consolidated balance
sheet.
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The following table represents a reconciliation of the principal amounts of the Acacia Note and the Bridge Loan (as described above) to the convertible notes payable
included in the Company’s condensed consolidated balance sheets as of:
 

   
September 30,

2017    
December 31,

2016  
First Loan principal, August 15, 2016   $ —     $ 10,000 
Second Loan principal, November 25, 2016    —      10,000 
Debt discounts associated with stock warrants, net    —      (6,793) 
Debt issuance costs, net    —      (105) 
Accrued interest    —      286 

    

Convertible note payable   $ —     $ 13,388 
    

NOTE 4. REDEEMABLE CONVERTIBLE PREFERRED STOCK

Concurrent with the closing of the IPO on May 17, 2017, the Series B Preferred Stock, which had a liquidation preference of $18,668 and a net book value of $18,463,
was automatically converted into 2,309,135 shares of the Company’s common stock, and the Series A Preferred Stock, which had a liquidation preference of $8,598 and a net
book value of $6,272, was automatically converted into 2,922,798 shares of the Company’s common stock. The differences between the liquidation preference and book value
of the Series B and Series A Preferred Stock of $205 and $2,326, respectively, were recorded as accretion of redeemable convertible preferred stock in the Company’s
condensed statement of operations for the second quarter of 2017 and an increase to Additional Paid-in Capital in the Company’s condensed consolidated balance sheet.

In the first quarter of 2017, the Company had recorded the amount of the beneficial conversion feature of the Series B and Series A Preferred Stock amounting to $226
and $328, respectively, as the respective conversion prices for such shares were less than the fair market value of the underlying preferred stock. The beneficial conversion
feature resulted in the recording of a discount against the preferred stock and a corresponding credit to the Company’s additional paid-in capital. The amortization of the
discount for the Series B and Series A Preferred Stock during the three months ended September 30, 2017 were $10 and $14, respectively, and were presented as an addition to
accretion of redeemable convertible preferred stock in the Company’s condensed statement of operations for that period. For the nine months ended September 30, 2017, the
aggregate amortization of the discount for the Series B and Series A Preferred Stock were $67 and $96, respectively. As a result of the conversion of the Series B and Series A
Preferred Stock, the Company recorded the write-off of the unamortized portion of the beneficial conversion feature of $159 and $232, respectively, as an addition to accretion
of redeemable convertible preferred stock in the Company’s condensed statement of operations in the second quarter of 2017.

In May 2017, the Board of Directors and the stockholders of the Company approved the decrease in the Company’s authorized preferred stock from 11,500,000 shares to
1,000,000 shares (par value $0.001 per share), effective following the closing of the IPO and the filing of the Company’s amended and restated certificate of incorporation.

NOTE 5. STOCKHOLDERS’ EQUITY (DEFICIT)

Reverse Split

In April 2017, the Company’s Board of Directors and stockholders approved a 0.6-for-1.0 reverse split of the Company’s common stock, which was effected on
April 20, 2017 (the “Reverse Split”). In connection with the reverse split, each share of the Company’s issued and outstanding common stock was converted and combined into
0.6 shares of common stock. No fractional shares were issued in connection with the reverse split, and any fractional shares resulting from the Reverse Split will be cashed out.
The Company has reflected the effect of the Reverse Split in these financial statements as if it had occurred at the beginning of the earliest period presented. As a result of the
Reverse Split, the conversion price of each series of preferred stock was proportionally increased.

Common Stock

In May 2017, the Board of Directors and the Company’s stockholders approved the increase in the Company’s authorized common stock to 75,000,000 shares from
38,500,000 shares (par value $0.001 per share), effective following the closing of the IPO and the filing of the Company’s amended and restated certificate of incorporation.
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During the nine months ended September 30, 2017, the Company issued 12,335,519 shares of common stock, net of 22,018 shares of restricted common stock forfeited
by employees and 7,500 shares of common stock it repurchased, as follows:

(a) 120,000 shares to the Bridge Loan Lenders upon execution of the Note Purchase Agreement in March 2017,

(b) 90,000 shares in connection with the $2,000 Bridge Loan borrowings in March and April 2017,

(c) 2,500,000 shares for the IPO,

(d) 2,309,135 shares for the conversion of the Series B preferred stock upon public offering,

(e) 2,922,798 shares for the conversion of the Series A preferred stock upon public offering,

(f) 2,150,335 shares for the exercise of the Primary Warrant upon public offering,

(g) 1,523,746 shares for the conversion of the Acacia Note and accrued interest upon the IPO,

(h) 590,717 shares for the conversion of the Bridge Loan and accrued interest upon the IPO, and

(i) 90,000 shares in connection with the $4,000 Bridge Loan borrowing in May 2017.

Also, the Company issued under its 2014 Plan Stock Options/Stock Issuance Plan (the “2014 Plan”) and 2017 Stock Incentive Plan (the “2017 Plan”) 9,600 shares of restricted
common stock to employees, 42,833 shares of restricted common stock to consultants for payment of services rendered, 12,592 shares of common stock to the Company’s CEO
as compensation for the second and third quarters of 2017 (see Note 7) and 3,281 shares upon the exercise of stock options.

Common Stock Warrants

Upon signing of the Investment Agreement and in conjunction with the Company’s First Loan with Acacia, the Company issued to Acacia a four-year warrant to
purchase a number of shares of its common stock determined by dividing $700 by an exercise price per share ranging from $8.0833 to $13.7323, with the actual exercise price
to be determined by the type and/or valuation of its future equity financings. In conjunction with the Second Loan in November 2016, the Company issued to Acacia two
additional four-year warrants, each to purchase a number of shares of the Company’s common stock determined by dividing $700 by an exercise price per share ranging from
$8.0833 to $13.7323, with the actual exercise price to be determined by the type and/or valuation of its future equity financings). In March 2017, in connection with the
amendment of the Primary Warrant, each of these warrants was amended to provide that the exercise prices thereof shall be equal to the lower of $13.6088 or the initial public
offering price per share. As a result, upon completion of the IPO on May 17, 2017, each of these three warrants became exercisable to purchase up to 51,437 shares of common
stock, or an aggregate of 154,311 shares of common stock, at an exercise price per share of $13.6088. In addition, upon the automatic exercise in full of the Primary Warrant,
the Company issued to Acacia the 10% Warrant, which is a five-year warrant, to purchase 809,400 shares of the Company’s common stock at an exercise price of $13.6088 per
share. Fifty percent of the shares under the 10% Warrant vested upon its issuance and the remaining fifty percent will vest in May 2018. The Company had also issued to the
Bridge Loan Lenders in connection with the Bridge Loan warrants to purchase an aggregate of 313,440 shares of the Company’s common stock. Such warrants have a term of
ten years following the individual issuance dates and have an exercise price per share equal to $13.6088. In June 2016, the Company issued to Westwood One, Inc. a ten-year
warrant to purchase 247,422 shares of its common stock at an exercise price $8.0833 per share as the Company’s exclusive third party affiliate sales representative to market its
Platform license agreements to individual radio stations or audio platforms in the United States. As of September 30, 2017, the Company had a total of 1,524,573 of warrants
issued and outstanding.

Dispute Settlement

On December 23, 2016, the Company entered into a settlement agreement and release relating to certain claims by a former employee, pursuant to which the Company
paid to the former employee a lump sum cash payment of $350 on January 4, 2017, which included a payment to the former employee to repurchase 7,500 shares of the
Company’s common stock in the amount of $56, representing the fair value of such stock at that time. In addition, pursuant to the settlement agreement, Chad Steelberg, the
Company’s Chairman of the Board and Chief Executive Officer, purchased all of the former employee’s membership interests in VIF I, LLC, a minority stockholder in the
Company.
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Stock-Based Compensation

In 2014, the Company’s Board of Directors and its stockholders adopted the 2014 Plan, which was amended in March 2015, October 2016 and April 2017. The 2014
Plan is administered by the compensation committee of the Board of Directors, which determines the recipients and the terms of the awards granted. The Plan provides that
awards granted may be options, restricted stock or restricted stock units. Stock option awards may be either incentive stock options or non-qualified options. Awards may be
granted to eligible employees, directors and consultants under the 2014 Plan. In April 2017, the Company increased the number of shares reserved for issuance under the Plan
by 900,000 shares to 4,450,585 shares.

During the second quarter of 2017, the Company granted the following equity awards to employees, directors and consultants under the 2014 Plan:
 

 •  A total of 2,089,638 time-vested stock options were granted pursuant to the Employment Agreements with Chad Steelberg and Ryan Steelberg, which have an
exercise price of $15.00 per share and a three-year vesting period;

 

 
•  A total of 1,044,818 performance-based stock options were granted pursuant to the Employment Agreements with Chad Steelberg and Ryan Steelberg, which have

an exercise price of $15.00 per share. The performance-based stock option would vest upon the earlier of (a) the first date on which the market capitalization of the
Company’s common stock equals or exceeds $400,000 over five consecutive business days, or (b) five years after the IPO; and

 

 •  A total of 666,702 stock options were granted to other employees and directors under the 2014 Plan, which have an exercise price of $15.00 per share and a four-
year vesting period.

The Company’s Board of Directors has resolved not to make any further awards under the 2014 Plan following the completion of the Company’s IPO. The 2014 Plan
will continue to govern all outstanding awards granted thereunder.

In September 2017, the total performance-based stock options of 1,044,818 issued to Chad Steelberg and Ryan Steelberg vested in full, as the Company’s market
capitalization exceeded $400,000 over five consecutive business days. Total stock-based compensation expense of $9,282 was recorded for the performance-based stock
options; $343 and $8,939 were recorded in the second and third quarters of 2017, respectively.

In April 2017, the Company’s Board of Directors and stockholders approved and adopted the 2017 Plan, which became effective upon the execution of the underwriting
agreement in connection with the Company’s IPO. The 2017 Plan is administered by the compensation committee of the Board of Directors, which determines the recipients and
the terms of the awards granted. Under the 2017 Plan, employees, non-employee directors, consultants and advisors may, at the discretion of the plan administrator, be granted
options, stock appreciation rights, stock awards and restricted stock units. The Company has initially reserved 2,000,000 shares of its common stock for issuance under the
2017 Plan. The share reserve will increase automatically on the first trading day of January each calendar year, beginning with calendar year 2018, by an amount equal to 3% of
the total number of shares of common stock outstanding on the last trading day in December of the immediately preceding calendar year, up to an annual maximum of 750,000
shares.

In the second quarter of 2017, under the 2017 Plan, the Company awarded to members of the Board of Directors 35,576 restricted stock units with a weighted average
grant price of $14.76. In the second and third quarters of 2017, under the 2017 Plan, Chad Steelberg received as compensation 10,121 and 2,471 shares of common stock,
respectively, as discussed in Note 7. In the third quarter of 2017, the Company granted 199,350 of stock options to employees, which have an exercise price of $8.24 per share
and a four-year vesting period. As of September 30, 2017, an aggregate of 1,752,482 shares of common stock were available for future grant under the 2017 Plan.
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The Company recognizes compensation expense relating to awards granted under the 2014 and 2017 Plans ratably over the requisite service period, which is generally
the vesting period. Expected forfeitures of ten percent are estimated based on historical and estimated future turnover of the Company’s employees. The Company’s stock-based
compensation expense for the three and nine months ended September 30, 2017 and 2016, including expense for non-employees, totaled $11,708 and $70, respectively, and
$13,611 and $1,588, respectively. The stock-based compensation expense by type of award and by operating expense grouping are presented below as follows:
 

   
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
   2017    2016    2017    2016  
Stock-based compensation expense by type of award:         
Restricted stock   $ 178   $ 26   $ 629   $ 78 
Common stock awards    125    —      250    1,442 
Employee stock purchase plan    24    —      24    —   
Stock options    11,381    44    12,708    68 

        

Total   $ 11,708   $ 70   $ 13,611   $ 1,588 
        

Stock-based compensation expense by operating expense grouping:         
Sales and marketing   $ 100   $ 3   $ 276   $ 51 
Research and development    157    5    261    17 
General and administrative    11,451    62    13,074    1,520 

        

Total   $ 11,708   $ 70   $ 13,611   $ 1,588 
        

Restricted Stock

Under the 2014 Plan and 2017 Plan, the Company has granted restricted stock that generally vests over four years from the date of the grant, unless the participant’s
service with the Company is terminated earlier. The fair value of the restricted stock grants was the estimated value per share of common stock at the date of grant determined
by using both the option-pricing method and probability-weighted expected return method. Following the IPO, the fair value of the restricted stock granted is based on the
closing market price of the Company’s common stock at the grant date.

Restricted stock activity for the period presented was as follows:
 

   Shares    

Weighted
Average Grant
Date Fair Value 

Unvested at December 31, 2016    208,886   $ 4.80 
Granted    52,433   $ 14.79 
Forfeited    (22,018)   $ 8.43 
Vested    (78,399)   $ 7.82 

    

Unvested at September 30, 2017    160,902   $ 6.08 
    

At September 30, 2017, total unrecognized compensation cost related to restricted stock was $979, which is expected to be recognized over 2.6 years.

Stock Options

Under the 2014 Plan and 2017 Plan, the Company has granted stock options at exercise prices equal to or greater than the fair value of the common stock on the grant
date. These options expire ten years after the grant date and generally vest over a period of four years of continuous service following the vesting commencement date of such
option (except for certain options granted to Chad Steelberg and Ryan Steelberg pursuant to their Employment Agreements), unless the optionee’s continuous service with the
Company is terminated earlier, with stock-based compensation expense recognized evenly over the requisite service period.

The fair value for each option granted was determined as of the grant date using the Black-Scholes option-pricing model. The Black-Scholes option-pricing model
requires various assumptions, which are noted in the following table:
 

   

Nine Months Ended
September 30,

2017
Expected terms (in years)   5.83 - 6.08
Expected volatility   65%
Risk-free interest rate   1.89% - 2.20%
Expected dividend yield   —  
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The expected term reflects the application of the simplified method. The simplified method defines the expected term as the average of the contractual term of the options
and the vesting period for all tranches. The risk-free rate is based on the implied yield of U.S. Treasury notes as of the grant date with a remaining term approximately equal to
the expected life of the award. Estimated volatility reflects historical volatility of the shares of publicly-traded peers of the Company until sufficient information regarding the
volatility of the Company’s shares becomes available.

The Company’s stock option activity for the period presented was as follows:
 

       Weighted-Average  

   Options    
Exercise

Price    

Remaining
Contractual

Term    

Aggregate
Intrinsic

Value  
Outstanding at December 31, 2016    680,434   $ 2.27    8.49 years   $ 3,031 
Options Granted    4,000,508   $ 14.66     
Options Exercised    (3,281)   $ 1.70     
Options Forfeited / Cancelled    (115,719)   $ 8.56     

        

Outstanding at September 30, 2017    4,561,942   $ 12.99    8.98 years   $ 155,197 
        

Exercisable at September 30, 2017    1,661,125       
        

The aggregate intrinsic value in the table above represents the difference between the fair value of the Company’s common stock and the average option exercise price of
in-the-money multiplied by the number of such options. At September 30, 2017, total unrecognized compensation expense related to stock options was $22,429 and is expected
to be recognized over a weighted average period of 2.5 years.

Employee Stock Purchase Plan

In April 2017, the Company’s Board of Directors and stockholders approved and adopted the employee stock purchase plan (the “ESPP”), which became effective upon
the execution of the underwriting agreement in connection with the Company’s IPO. The ESPP is administered by the compensation committee of the Board of Directors and is
intended to qualify as an employee stock purchase plan under Section 423 of the Code. The purchase price for shares of the Company’s common stock under the ESPP will be
established by the plan administrator prior to the start of the offering period, but will not be less than 85% of the lower of the fair market value of the Company’s common stock
on (i) the date the eligible employee enters an offering period and (ii) the purchase date. Each purchase right granted to an employee will provide an employee with the right to
purchase up to 1,000 shares of common stock on each purchase date within the offering period. However, no employee will have the right to purchase shares of our common
stock in an amount that, when aggregated with the shares subject to purchase rights under all our employee stock purchase plans that are also in effect in the same calendar year,
have a fair market value of more than $25, determined as of the first day of the applicable offering period.

The Company has initially reserved 1,000,000 shares of its common stock for issuance under the ESPP. The share reserve will increase automatically on the first trading
day of January each calendar year, beginning with calendar year 2018, by an amount equal to 1% of the total number of shares of common stock outstanding on the last trading
day in December of the immediately preceding calendar year, up to an annual maximum of 250,000 shares. Accrued employee contributions as of September 30, 2017
amounted to $59. As of September 30, 2017, no shares of common stock were purchased by the Company’s employees under the ESPP.

NOTE 6. RELATED PARTY TRANSACTIONS

In October 2014, the Company and Steel Ventures, LLC (“SVL”), an affiliated company whose shareholder has significant control over the Company, entered into an
Intercompany Administrative Services Agreement (the “Service Agreement”) effective October 1, 2014 for a two-year period, with two two-year renewal options. Pursuant to
the Service Agreement, SVL agreed to make its executive management, professional, technical and clerical employees available to the Company to assist in the operation and
administration of the Company’s business. In addition, SVL agreed to make other services available to the Company through parties other than SVL’s personnel. In
consideration for the above, SVL invoiced the Company allocable costs based on a predefined allocation methodology. For the three and nine months ended September 30,
2016, the Company incurred fees of $300 and $1,105, respectively, for services received under the Service Agreement. This agreement expired by its term in September 2016,
and so no fees were incurred under such agreement for the three and nine months ended September 30, 2017.
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As fully discussed in the Prospectus, pursuant to the Investment Agreement, in August 2016, the Company entered into the Acacia Note, which provided for up to
$20,000 in borrowings through two $10,000 advances, each bearing interest at the rate of 6.0% per annum. In August 2016, the Company borrowed the First Loan in an amount
of $10,000 that initially had a one-year term and, in November 2016, the Company borrowed the Second Loan, consisting of the remaining $10,000 under the Acacia Note. The
Second Loan also had a one-year term from the date of issuance. Upon the borrowing of the Second Loan, the maturity date of the First Loan was automatically extended to the
maturity date of the Second Loan, with both loans becoming due and payable on November 25, 2017. The Acacia Note was amended and restated in March 2017 in connection
with the Bridge Loan. Upon the completion of the IPO in May 2017, the outstanding $20,000 principal and all accrued interest under the Acacia Note were converted into
1,523,746 shares of the Company’s common stock at a conversion price per share of $13.6088. Pursuant to the Investment Agreement, the Company issued to Acacia the five-
year Primary Warrant to purchase up to a number of shares of the Company’s common stock determined by dividing (i) $50,000, less all outstanding principal and accrued
interest under the Acacia Note, by (ii) an exercise price per share ranging from $13.3028 to $13.7323, with the actual exercise price per share to be determined by the amount of
principal and accrued interest under the Acacia Note that are converted into the Company’s common stock. Upon the completion of the IPO, the Primary Warrant was
automatically exercised in full at an exercise price per share equal to $13.6088. As such, the Company issued to Acacia an aggregate of 2,150,335 shares of the Company’s
common stock in exchange for cash proceeds of $29,263.

In addition, in conjunction with the First Loan, the Company issued Acacia a four-year warrant to purchase a number of shares of its common stock determined by
dividing $700 by an exercise price per share ranging from $8.0833 to $13.7323, with the actual exercise price to be determined by the type and/or valuation of our future equity
financings. In conjunction with the Second Loan in November 2016, the Company issued to Acacia two additional four-year warrants, each to purchase a number of shares of its
common stock determined by dividing $700 by an exercise price per share ranging from $8.0833 to $13.7323, with the actual exercise price to be determined by the type and/or
valuation of our future equity financings). In March 2017, in connection with the amendment of the Primary Warrant, each of these warrants was amended to provide that the
exercise prices thereof shall be equal to the lower of $13.6088 or the initial public offering price per share. As a result, upon completion of the IPO, each of these three warrants
became exercisable to purchase 51,437 shares of common stock, or an aggregate of 154,311 shares of common stock, at an exercise price per share of $13.6088. Upon the
exercise in full of the Primary Warrant in connection with the IPO, the Company issued to Acacia the 10% Warrant, with a term of five years, which provided for the issuance of
809,400 shares of our common stock at an exercise price of $13.6088 per share, with fifty percent of the shares underlying the 10% Warrant vesting as of the issuance date of
the 10% Warrant and the remaining fifty percent of the shares vesting on the first anniversary of the issuance date of the 10% Warrant. Acacia’s Chairman of the Board is a
member of the Company’s Board of Directors.

As discussed in Note 3, the Company entered into the Note Purchase Agreement with Acacia and VLOC, which provided for an $8,000 line of credit pursuant to Bridge
Notes that accrue interest at the rate of eight percent (8%) per year, compounded quarterly, with Acacia and VLOC each purchasing equal amounts of such Bridge Notes. The
Company borrowed the initial $2,000 installment under the Bridge Loan in March 2017, and borrowed the second $2,000 installment in April 2017. Prior to the completion of
the IPO, the Bridge Loan Lenders exercised their options to advance the remaining $4,000 remaining available under the Bridge Loan. Upon the completion of the IPO, all of
the $8,000 principal and all accrued interest under the Bridge Notes were automatically converted into an aggregate of 590,717 shares of the Company’s common stock at a
conversion price of $13.6088 per share. In connection with the Bridge Loan, the Company issued an aggregate of 120,000 shares of the Company’s common stock to the Bridge
Loan Lenders upon the execution of the Note Purchase Agreement. In addition, upon the full funding of $8,000 Bridge Loan, the Company had issued to the Bridge Loan
Lenders in the aggregate (a) 180,000 shares of the Company’s common stock, and (b) fully vested ten year warrants to purchase an aggregate of 313,440 of shares of the
Company’s common stock. Such warrants have a ten-year term and have an exercise price per share equal to $13.6088. Acacia’s Chairman of the Board is a member of the
Company’s Board of Directors and Chad Steelberg and Ryan Steelberg, who are executive officers of the Company, collectively own fifty percent of VLOC’s membership
interests.

In March 2017, the Company entered into employment agreements with Chad Steelberg and Ryan Steelberg, who are executive officers of the Company (see Note 7 for
the full discussions of the agreements).

The Company reimburses Chad Steelberg and Ryan Steelberg for the costs of their healthcare plans. During the three months ended September 30, 2017 and 2016, the
Company expensed $14 and $15 for the cost of such plans, respectively. For the nine months ended September 30, 2017 and 2016, the Company expensed $43 and $59 for the
cost of such plans, respectively. As of December 31, 2016, the Company had recorded an accrual of $73 related to these healthcare plans.

There were no other related party balances and transactions as of and for the nine months ended September 30, 2017.
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NOTE 7. COMMITMENTS AND CONTINGENCIES

Stockholders’ Employment Agreements

In March 2017, the Company entered into three-year employment agreements with each of Chad Steelberg, the Company’s Chief Executive Officer, and Ryan Steelberg,
the Company’s President. Under the agreement with Chad Steelberg, as of the end of each calendar quarter during the term of the agreement (following March 31, 2017) during
which Chad Steelberg is still employed by the Company, the Company will issue to Mr. Steelberg a number of shares of its common stock calculated by dividing $125 by the
fair market value (as defined in the agreement) of the Company’s common stock. During the three-month periods ended June 30, 2017 and September 30, 2017, Chad Steelberg
received 10,121 and 2,471 shares of common stock, respectively. The agreement with Ryan Steelberg provides that he shall receive an annual salary of $350.

The employment agreements also provided that the Company would issue time-based stock options to Chad Steelberg and Ryan Steelberg to allow each of them to
purchase a number of shares of the Company’s common stock equal to five percent of the fully diluted shares outstanding as of the closing of the Company’s IPO. The exercise
price per share of such time-based stock option is the IPO price of the Company’s common stock ($15), and such options would vest in monthly increments ratably over the
three-year period following the closing date of the IPO (May 17, 2017). In addition, the employment agreements provided that the Company would issue to each of Chad
Steelberg and Ryan Steelberg a performance-based stock option, which would allow each of them to purchase a number of shares of the Company’s common stock equal to two
and one-half percent of the fully diluted shares outstanding as of the closing of the Company’s IPO. The performance-based stock option would vest upon the earlier of (a) the
first date on which the market capitalization of the Company’s common stock equals or exceeds $400,000 over five consecutive business days, or (b) five years after the IPO.
The exercise price of the performance-based awards is the initial public offering price of the Company’s common stock ($15.00). The vesting of the individual time-based and
performance-based stock options would end if Chad Steelberg or Ryan Steelberg is no longer in the service of the Company, as defined in the Company’s stock plan, subject to
acceleration of vesting under certain circumstances as set forth in the option agreements. The stock options issuable under the Employment Agreements with Chad Steelberg
and Ryan Steelberg were issued at the time of the pricing of the IPO. The total number of time-vested stock options awarded under these agreements was 2,089,638 and the total
number of performance-based options awarded was 1,044,818. In September 2017, the total performance-based stock options issued to Chad Steelberg and Ryan Steelberg
vested in full, as the performance condition related to the Company’s market capitalization was achieved.

Leases

On July 24, 2017, the Company entered into an office building lease agreement for its Corporate Headquarters. The lease provides for the lease by the Company of
approximately 37,875 square feet of office space in Costa Mesa, California. The lease is expected to commence in the first quarter of 2018 and has an initial term of 82 months.
The Company has the option to extend the lease for two terms of five years each. Total minimum lease payments over the lease term under this lease is approximately $9,317.

As of September 30, 2017, future minimum lease payments are as follows:
 

Years Ending December 31,   

Minimum
Annual
Lease

Payments 
2018   $ 416 
2019    1,510 
2020    1,819 
2021    1,875 
2022    1,833 
Thereafter    3,137 

  

  $10,590 
  

Rent expense totaled $182 and $155 for the three months ended September 30, 2017 and 2016, respectively, and $641 and $439 for the nine months ended September 30,
2017 and 2016, respectively.
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NOTE 8. SUBSEQUENT EVENTS

The Company evaluated subsequent events through November 7, 2017, the date these condensed consolidated financial statements were issued. There were no material
subsequent events that required recognition or additional disclosure in the accompanying condensed consolidated financial statements.
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 Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis of our financial condition and results of operations together with the condensed consolidated financial statements
and related notes that are included elsewhere in this Quarterly Report on Form 10-Q and our Prospectus included in the Registration Statement related to our initial public
offering (“IPO”), which became effective on May 11, 2017, filed with the Securities and Exchange Commission (“SEC”) pursuant to Rule 424(b) under the Securities Act of
1933, as amended. This discussion contains forward-looking statements based upon current expectations that involve risks and uncertainties. Our actual results may differ
materially from those anticipated in these forward-looking statements as a result of various factors, including those set forth under “Risk Factors,” set forth in Part II, Item 1A
of this Quarterly Report on Form 10-Q. See “Forward-Looking Statements” above.

Overview

Our company has two business lines: the Media Agency Business and the Artificial Intelligence (“AI”) Platform Business.

Media Agency Business

Since our inception, we have generated most of our revenues from our media placement services performed under advertising contracts with our media clients. Our
Media Agency Business includes media planning and strategy, media buying and placement, campaign messaging, clearance verification and attribution and custom analytics.
We typically enter into agency contracts with our Media Agency customers that do not have a fixed term, but generally can be cancelled by us or the customer upon 30 to 90
days prior written notice without penalty.

In the past, our Media Agency Business has experienced volatility in its net revenues due to a number of factors, including (i) the timing of new large account wins;
(ii) loss of customers who choose to replace our services by bringing their advertising placement in-house; (iii) customers who experience reductions in their advertising
budgets due to issues with their own business; (iv) losses of customers who change providers from time to time based largely on pricing; and (v) the seasonality of the
campaigns for certain large customers. Our Media Agency Business is also reliant on certain large key customers and has historically generated a significant portion of its net
revenues from a few major customers. During the three and nine months ended September 30, 2017, our ten largest customers by revenue collectively accounted for
approximately 79% and 73% of our Media Agency net revenues, respectively.

AI Platform Business

Our proprietary platform unlocks the power of AI cognitive computing so that audio, video and other unstructured data can be transformed and analyzed in conjunction
with structured data in a seamless, automated manner to generate actionable intelligence for enterprises of all sizes. Our AI operating system, aiWARE, integrates and
orchestrates an ecosystem of best-of-breed cognitive engines, together with our suite of powerful applications, to reveal valuable multivariate insights from vast amounts of
structured and unstructured data.

We are in the early stages of developing our AI Platform Business and are targeting industries that capture or use audio and video data, including in the media, politics,
legal, government and other vertical markets. While we are in the process of rolling out our AI platform in a variety of markets, we have generated revenue from our AI
Platform Business primarily in the media market.

We commenced commercial licensing of our service as a software (“SaaS”) solutions in April 2015 with an initial focus on the media market to provide media owners
and broadcasters with visibility on ad placements and the effectiveness of their media campaigns. We generally license access to our platform via a SaaS model directly to such
media owners and broadcasters, and in the first nine months of 2017, we signed license agreements with a leading national news and sports radio network, a major financial
news television network and the largest operator of radio stations in the United States. In the politics market, we have licensed our platform to political parties, consultants,
candidates and special interest groups, who can use our platform to search and analyze large amounts of public and private media.

In the legal market, during the first quarter of 2017, we completed the integration of our platform with Relativity, an industry leading eDiscovery software platform,
enabling users to perform large scale analytics of audio and video discovery files using our AI platform within the Relativity environment. As of September 30, 2017, we had
entered into 35 reseller agreements with providers of eDiscovery services and solutions.
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The funding provided by the Acacia Investment (described below) in August 2016 and by our IPO in May 2017 has allowed us to expand our engineering team to
continue the development and expansion of the capabilities of our AI platform, as well as to expand our sales and marketing team, both of which have enabled us to grow our
AI Platform Business significantly. We expect to continue to invest significant resources and capital into developing our AI Platform Business, and therefore do not expect to
achieve profitability in the foreseeable future.

Acacia Investment

On August 15, 2016, we entered into an Investment Agreement with Acacia Research Corporation (“Acacia”) that provided for Acacia to invest up to $50 million in our
company, consisting of both debt and equity components. Pursuant to the Investment Agreement, on August 15, 2016, we entered into the Acacia Note, which provided for up to
$20 million in borrowings through two $10 million advances, each bearing interest at the rate of 6.0% per annum. On August 15, 2016, we borrowed the First Loan of
$10 million that initially had a one-year term and, on November 25, 2016, we borrowed the Second Loan, consisting of the remaining $10 million under the Acacia Note. The
Second Loan also had a one-year term from the date of issuance. Upon the borrowing of the Second Loan, the maturity date of the First Loan was automatically extended to the
maturity date of the Second Loan, with both loans becoming due and payable on November 25, 2017. The Acacia Note was secured by substantially all of our assets pursuant to
a security agreement that we entered into with Acacia dated August 15, 2016, which was amended and restated in March 2017 in connection with our Bridge Loan (See “Bridge
Loan Financing” below). Upon the completion of our IPO in May 2017, the outstanding $20 million principal and all accrued interest under the Acacia Note was converted into
1,523,746 shares of our common stock at a conversion price per share of $13.6088.

Pursuant to the Investment Agreement, we issued to Acacia a five-year warrant (“Primary Warrant”) to purchase up to a number of shares of our common stock
determined by dividing (i) $50 million, less all outstanding principal and accrued interest under the Acacia Note, by (ii) an exercise price per share ranging from $13.3028 to
$13.7323, with the actual exercise price per share to be determined by the amount of principal and accrued interest under the Acacia Note that were converted into our common
stock. In March 2017, we amended the Primary Warrant to provide that it would be automatically exercised in full upon the closing of our IPO, and that the exercise price
thereof would be equal to the lower of $13.6088 or the IPO price per share. Upon the completion of our IPO, the Primary Warrant was automatically exercised in full at an
exercise price per share of $13.6088. As such, we issued to Acacia an aggregate of 2,150,335 shares of our common stock in exchange for cash proceeds of $29.3 million.

In conjunction with the First Loan, we issued Acacia a four-year warrant to purchase a number of shares of our common stock determined by dividing $0.7 million by an
exercise price per share ranging from $8.0833 to $13.7323, with the actual exercise price to be determined by the type and/or valuation of our future equity financings. In
conjunction with the Second Loan in November 2016, we issued to Acacia two additional four-year warrants, each to purchase a number of shares of our common stock
determined by dividing $0.7 million by an exercise price per share ranging from $8.0833 to $13.7323, with the actual exercise price to be determined by the type and/or
valuation of our future equity financings. In March 2017, in connection with the amendment of the Primary Warrant, each of these warrants was amended to provide that the
exercise prices thereof would be equal to the lower of $13.6088 or the initial public offering price per share. As a result, upon completion of the IPO, each of these three
warrants became exercisable to purchase 51,437 shares of common stock, or an aggregate of 154,311 shares of common stock, at an exercise price per share of $13.6088.

Upon the exercise in full of the Primary Warrant in connection with the IPO, we issued to Acacia the 10% Warrant, with a term of five years, which provided for the
issuance of 809,400 shares of our common stock at an exercise price of $13.6088 per share, with fifty percent of the shares underlying the 10% Warrant vesting as of the
issuance date of the 10% Warrant and the remaining fifty percent of the shares vesting on the first anniversary of the issuance date of the 10% Warrant.
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Bridge Loan Financing

In March 2017, we entered into a Note Purchase Agreement with Acacia and Veritone LOC I, LLC (“VLOC”) (collectively, the “Bridge Loan Lenders”), which provided
for an $8 million line of credit pursuant to secured convertible notes that accrue interest at the rate of eight percent (8%) per year, compounded quarterly (the “Bridge Notes”),
with Acacia and VLOC each purchasing equal amounts of such Bridge Notes. The Bridge Notes were due and payable on November 25, 2017, and our obligations under such
Bridge Notes were secured by a security interest in substantially all of our assets, which was of equal priority to the security interest of Acacia under the Acacia Note. We
borrowed the initial $2 million installment under the Bridge Loan in March 2017, and we borrowed the second $2 million installment in April 2017. Prior to the completion of
the IPO, the Bridge Loan Lenders exercised their options to advance the remaining $4 million remaining available under the Bridge Loan. Upon the completion of the IPO, all
of the $8 million principal and all accrued interest under the Bridge Notes were automatically converted into an aggregate of 590,717 shares of our common stock at a
conversion price of $13.6088 per share.

In connection with the Bridge Loan, we issued an aggregate of 120,000 shares of our common stock to the Bridge Loan Lenders upon the execution of the Note
Purchase Agreement. In addition, in connection with the funding of the $8 million principal amount of the Bridge Loan, the Company issued to the Bridge Loan Lenders an
aggregate of 180,000 shares of our common stock and warrants to purchase an aggregate of 240,000 shares of our common stock. Such warrants were automatically adjusted
upon completion of the IPO to be exercisable to purchase an aggregate of 313,440 shares of our common stock (representing 1.5% of our fully-diluted shares outstanding
immediately following completion of the IPO) at an exercise price per share equal to $13.6088, and have a ten-year life.

Redeemable Convertible Preferred Stock

Upon completion of the IPO on May 17, 2017, our Series B Preferred Stock, which had a liquidation preference of $18.7 million, was automatically converted into
2,309,135 shares of our common stock, and our Series A Preferred Stock, which had a liquidation preference of $8.6 million, was automatically converted into 2,922,798 shares
of our common stock.

Initial Public Offering

In May 2017, we completed an underwritten IPO of 2,500,000 shares of our common stock at an IPO price per share to the public of $15.00, pursuant to which we raised
net proceeds of $32.6 million, after deducting underwriting discounts and commissions and offering costs of approximately $4.9 million. Upon completion of the IPO, all
outstanding principal and accrued interest under the Acacia Note and the Bridge Loan were converted into shares of our common stock, the Primary Warrant was exercised in
full by Acacia and all of our outstanding shares of Series A and Series B preferred stock were converted into shares of our common stock.

Factors Affecting our Performance

We believe that the growth of our business and our future success are dependent upon many factors, including market acceptance of our product and market leadership,
the success of our sales and marketing efforts, our expansion strategy, our investments for operational scale and our international growth. While each of these areas presents
significant opportunities for us, they also pose important challenges that we must successfully address in order to sustain and increase the growth of our business and improve
our results of operations. The investments that we make in these areas may not result in increased revenue or operating profit. Accordingly, these investments may delay or
otherwise impair our ability to achieve profitability. The timing of our future profitability will depend upon many variables, including the success of our growth strategies and
the timing and size of investments and expenditures that we choose to undertake, as well as market growth and other factors that are not within our control. We have not yet
determined when we expect to achieve profitability.

Product and Market Leadership. We are committed to delivering market-leading products to continue to build and maintain credibility within the markets that we serve.
We believe we must maintain and further develop our product and market position and strengthen our brand to drive future revenue growth. We intend to continue to invest in
our engineering, product capabilities and sales and marketing activities to maintain and expand our position in the markets we serve. Our results of operations may fluctuate as
we make these investments to drive increased customer adoption and usage of our platform.
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To deliver a highly valued service offering and market-leading products to our customers, we need to add additional third-party cognitive engines to our platform. We
measure the number of third-party cognitive engines that are active at the end of each period and establish goals for adding new cognitive engines each quarter. During the first
nine months of 2017, we integrated 81 new third-party cognitive engines onto our platform.

Sales and Marketing. In order to acquire new customers in an efficient manner, we must maintain and expand our grassroots business development efforts and
effectively generate additional sales to enterprises and customers across our targeted vertical markets.

Expansion Strategy. We are focused on driving greater awareness and adoption of our platform by enterprises and organizations across our vertical markets, as well as
on expanding our existing customers’ use of our products and platform. We believe that there is a significant opportunity to increase our penetration of these markets for
cognitive analytics solutions and to drive additional sales to existing customers, and expect to invest in additional sales, marketing and customer service capabilities to support
this growth.

In our AI Platform Business, we are in the early stages of selling to large media companies. Our sales approach is to initially license our platform to these companies for
use in one of their markets as a test. We believe that once these customers use our platform and understand its capabilities and value, many of them will choose to utilize our
platform in their other markets. We expect to measure the success of this strategy by analyzing the number of new customers acquired and our revenues per customer.

Investments to Increase Scale. As our business grows and as we continue our platform optimization efforts, we expect to realize cost savings through improved
economies of scale. In some cases, we may pass on these savings to our customers in the form of lower usage prices. In addition, such potential cost savings may be offset,
partially or completely, by higher costs related to the release of new products and our expansion into new geographies. In addition, in some instances, we may acquire certain
larger customers that we consider to be strategically important but that generate a lower gross margin. As a result, we expect our gross margins to fluctuate from period to
period.

Results of Operations (tables in $000’s, except percentages)

The following tables set forth items from our condensed consolidated statement of operations, as well as the period-over-period change, both in absolute dollars and on a
percentage basis for the three- and nine-month periods ended September 30, 2017 and 2016.
 

   Three Months Ended September 30,         
   2017   2016   $ Change    % Change 
Net revenues   $ 3,719  $ 2,321  $ 1,398    60.2% 
Cost of revenues    292   448   (156)    (34.8)% 

    

Gross profit    3,427   1,873   1,554    83.0% 
    

Gross margin    92.1%   80.7%    
Operating expenses:       

Sales and marketing    3,676   2,202   1,474    66.9% 
Research and development    3,466   2,181   1,285    58.9% 
General and administrative    15,740   3,459   12,281    355.0% 

    

Total operating expenses    22,882   7,842   15,040    191.8% 
    

Loss from operations    (19,455)   (5,969)   (13,486)    225.9% 
Other income (expense), net    88   (1,456)   1,544    106.0% 

    

Loss before provision for income taxes    (19,367)   (7,425)   (11,942)    160.8% 
Provision for income taxes    2   2   —      —   

    

Net loss    (19,369)   (7,427)   (11,942)    160.8% 
Accretion of redeemable convertible preferred stock    —     (795)   795    100.0% 

    

Net loss attributable to common stockholders   $ (19,369)  $ (8,222)  $(11,147)    135.6% 
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   Nine Months Ended September 30,         
   2017   2016   $ Change    % Change 
Net revenues   $ 10,914  $ 6,408  $ 4,506    70.3% 
Cost of revenues    824   1,067   (243)    (22.8)% 

    

Gross profit    10,090   5,341   4,749    88.9% 
    

Gross margin    92.5%   83.3%    
Operating expenses:       

Sales and marketing    9,689   5,688   4,001    70.3% 
Research and development    9,613   5,357   4,256    79.4% 
General and administrative    24,722   10,723   13,999    130.6% 

    

Total operating expenses    44,024   21,768   22,256    102.2% 
    

Loss from operations    (33,934)   (16,427)   (17,507)    106.6% 
Other expense, net    (12,872)   (1,483)   (11,389)    768.0% 

    

Loss before provision for income taxes    (46,806)   (17,910)   (28,896)    161.3% 
Provision for income taxes    5   5   —      —   

    

Net loss    (46,811)   (17,915)   (28,896)    161.3% 
Accretion of redeemable convertible preferred stock    (4,470)   (2,383)   (2,087)    87.6% 

    

Net loss attributable to common stockholders   $ (51,281)  $ (20,298)  $(30,983)    152.6% 
    

Three Months Ended September 30, 2017 Compared with the Three Months Ended September 30, 2016

Net Revenues
 

   
Three Months Ended

September 30,          
   2017    2016    $ Change   % Change 
Media agency revenues, net   $ 3,288   $ 2,223   $ 1,065    47.9% 
AI Platform revenues    431    98    333    339.8% 

        

Net revenues   $ 3,719   $ 2,321   $ 1,398    60.2% 
        

The year-over-year increase in net revenues was due primarily to an increase in our Media Agency revenue of $1.1 million, or approximately 48%, compared with the
prior year period, attributable primarily to increased volume with two existing customers and additional revenue generated from our digital advertising services. Our media
dollars placed per agency customer increased 14% in the third quarter of 2017 compared with the third quarter of 2016. In the third quarter of 2017, we added nine net new
Media Agency customers under master service agreements, compared with six net new customers in the prior year period, and we had 49 active Media Agency customers at the
end of the quarter, compared with 35 at the prior year quarter-end, an increase of 40%. Contributing to the year-over-year increase in net revenues was an increase in AI
Platform revenues of $0.3 million, or approximately 340%, in the third quarter of 2017 compared with the prior year period. Approximately $0.2 million of this increase was
attributable to one customer in the media market. Our AI Platform Business added one net new account in the third quarter of 2017 and had 170 accounts at the end of the
quarter. Also, in the third quarter of 2017, we processed 711,000 hours of video or audio content, compared with 331,000 hours in the third quarter of 2016, an increase of
115%.

Gross Profit and Margin

Gross profit in the third quarter of 2017 increased 83% compared with the prior year period, as a result of the increased Media Agency and AI Platform net revenues.
Gross margin increased year-over-year, due primarily to the operating leverage provided by our higher net revenue level.
 

25



Table of Contents

Operating Expenses
 

 
  Three Months Ended September 30,         
  2017   2016   $ Change   % Change 

Sales and marketing   $ 3,676  $ 2,202  $ 1,474    66.9% 
Research and development    3,466   2,181   1,285    58.9% 
General and administrative    15,740   3,459   12,281    355.0% 

    

Total operating expenses   $ 22,882  $ 7,842  $15,040    191.8% 
    

Percentage of net revenues:       
Sales and marketing    98.8%   94.9%    
Research and development    93.2%   94.0%    
General and administrative    423.2%   149.0%    

Total operating expenses    615.3%   337.9%    

Sales and marketing. The increase in sales and marketing expense in the third quarter of 2017 compared with the prior year period was due primarily to increases in
personnel, consulting and recruiting costs of $1.3 million, resulting from the expansion of sales and marketing efforts in the legal, politics and government markets for our AI
Platform Business. In addition, our sales and marketing expenses in our Media Agency Business increased year-over-year, due primarily to increases in variable compensation
resulting from the year-over-year increase in net revenues, and to the addition of employees to support the increased business volume.

Research and development. The increase in research and development expense in the third quarter of 2017 compared with the prior year period was attributable
primarily to increases in our personnel and other costs of $1.1 million, resulting from a 114% net increase in headcount in the current year period, as we enhance our existing
products and develop new products and other technical functionality.

General and administrative. The increase in general and administrative expense in the third quarter of 2017 compared with the prior year period was due primarily to an
increase in our stock-based compensation expense of $11.4 million, and to additional personnel costs associated with a 63% net increase in our average month-end headcount to
support the expected growth of our business. The year-over-year increase in stock-based compensation was due primarily to $8.9 million of expense recorded in the third quarter
of 2017 relating to performance-based stock options awarded to our Chief Executive Officer and our President in May 2017. The performance condition applicable to such
stock options was achieved in September 2017.

Other Income (Expenses), Net

Other income, net in the third quarter of 2017 consisted primarily of interest income earned on our cash equivalents and marketable securities.

Other expense, net in the third quarter of 2016 was comprised primarily of the following:
 

 •  Debt discount amortization, interest expense, and debt issuance cost amortization of $1.4 million related to our debt instruments.
 

 •  Gain of $0.1 million resulting from the change in the fair value of warrant liability in connection with the Primary Warrant; and
 

 •  Write-off of deferred legal fees of $0.2 million in connection with the Primary Warrant.
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Nine Months Ended September 30, 2017 Compared with the Nine Months Ended September 30, 2016

Net Revenues
 

   
Nine Months Ended

September 30,          
   2017    2016    $ Change   % Change 
Media agency revenues, net   $ 9,926   $ 6,197   $ 3,729    60.2% 
AI Platform revenues    988    211    777    368.2% 

        

Net revenues   $ 10,914   $ 6,408   $ 4,506    70.3% 
        

The year-over-year increase in net revenues was due primarily to an increase in our Media Agency revenues of $3.7 million, or approximately 60%, compared with the
prior year period, attributable primarily to increased volume with three existing customers and additional revenue generated from our digital advertising services. In the first
nine months of 2017, we added 33 net new Media Agency customers under master service agreements, compared with 22 net new customers in the prior year period, and the
increase in net revenues was driven primarily by revenues earned from these new customers. Contributing to the year-over-year increase in net revenues was an increase in AI
Platform revenues of $0.8 million, or approximately 368%, compared with the prior year period. Approximately $0.3 million of this increase was attributable to one customer in
the media market, and the remaining increase came from various customers in the media, legal and politics markets. In the first nine months of 2017, our AI Platform Business
added 129 accounts. Also, in the first nine months of 2017, we processed 1,516,000 hours of video or audio content, compared with 699,000 hours in the first nine months of
2016, an increase of 117%.

Gross Profit and Margin

Gross profit in the nine months ended September 30, 2017 increased 89% compared with the prior year period, as a result of the increased Media Agency and AI
Platform net revenues. Gross margin increased year-over-year, due primarily to the operating leverage provided by our higher net revenue level.

Operating Expenses
 

 
  Nine Months Ended September 30,         
  2017   2016   $ Change   % Change 

Sales and marketing   $ 9,689  $ 5,688  $ 4,001    70.3% 
Research and development    9,613   5,357   4,256    79.4% 
General and administrative    24,722   10,723   13,999    130.6% 

    

Total operating expenses   $ 44,024  $ 21,768  $22,256    102.2% 
    

Percentage of net revenues:       
Sales and marketing    88.8%   88.8%    
Research and development    88.1%   83.6%    
General and administrative    226.5%   167.3%    

Total operating expenses    403.4%   339.7%    

Sales and marketing. The increase in sales and marketing expense in the first nine months of 2017 compared with the prior year period was due primarily to increased
personnel and consulting costs resulting from the expansion of sales and marketing efforts in the media and legal markets. In addition, our sales and marketing expense in our
Media Agency business increased year-over-year, due primarily to increases in variable compensation resulting from the year-over-year increase in net revenues, and to the
addition of employees to support the increased business volume.

Research and development. The increase in research and development expense in the first nine months of 2017 compared with the prior year period was attributable
primarily to an increase in our personnel costs of $3.3 million, resulting from a 128% net increase in average month-end headcount in the current year period, as we enhance
our existing products and develop new products and other technical functionality.
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General and administrative. The increase in general and administrative expense in the first nine months of 2017 compared with the prior year period was due primarily
to an increase in our stock based compensation expense of $11.6 million, and to additional personnel costs associated with a 68% net increase in our average month-end
headcount to support the expected growth of our business. The year-over-year increase in stock-based compensation was due primarily to $9.3 million of expense recorded in
the first nine months of 2017 relating to performance-based stock options awarded to our Chief Executive Officer and our President in May 2017. The performance condition
applicable to such stock options was achieved in September 2017.

Other Income (Expenses), Net

Other income (expense), net for the first nine months of 2017 and 2016 was comprised primarily of the following:

The first nine months of 2017:
 

 •  The net book value of debt discounts and issuance costs were written off when the related debt was converted into common stock in connection with our initial
public offering, resulting in an expense of $7.3 million;

 

 
•  Upon the automatic exercise in full of the Primary Warrant in connection with our initial public offering, we issued to Acacia the 10% Warrant. Fifty percent of the

shares under the 10% Warrant vested upon its issuance and the remaining half will vest in May 2018. We recorded an expense of $5.8 million relating to this
warrant upon its issuance, representing its fair value;

 

 •  Additional common stock and warrants were issued to the Lenders in March 2017 under the terms of the Bridge Loan agreements, and we recorded an expense of
$2.9 million relating to such shares and warrants, representing their fair value;

 

 •  Upon the exercise of the Primary Warrant in connection with our initial public offering, the carrying value of this warrant, which was reflected as a liability, was
reversed, resulting in a gain of $7.1 million; and

 

 •  Debt discount amortization, interest expense and debt issuance cost amortization from the beginning of the year through the date that the related debt instruments
were converted to common stock resulted in expense of $4.2 million.

The first nine months of 2016:
 

 •  Debt discount amortization, interest expense and debt issuance cost amortization resulted in expense of $1.4 million;
 

 •  Gain of $0.1 million resulting from the change in the fair value of warrant liability in connection with the Primary Warrant; and
 

 •  Write-off of deferred legal fees of $0.2 million in connection with the Primary Warrant.

Liquidity and Capital Resources

Cash Flows

A summary of our net operating, investing and financing activities is shown in the table below.
 

 
  

Nine Months Ended
September 30,  

  2017    2016  
Cash used in operating activities   $(20,370)   $(21,455) 
Cash used in investing activities    (40,670)    (20) 
Cash provided by financing activities    69,724    9,904 

    

Net increase (decrease) in cash and cash equivalents   $ 8,684   $(11,571) 
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Net Cash Used in Operating Activities

Our operating activities used cash of $20.4 million in the first nine months of 2017 compared with $21.5 million in the first nine months of 2016. Our year-to-date net
loss increased to $46.8 million in 2017 compared to a net loss of $17.9 million in the same period in 2016. The first nine months of 2017 included noncash charges of
$12.5 million related to amortization of debt discounts and issuance costs, costs of stock warrants issued at the time of our IPO and write-off of debt discounts and issuance
costs, offset in part by the change in fair value of a warrant liability. The first nine months of 2016 included noncash charges of $1.2 million, due primarily to amortization of
debt discounts and issuance costs, offset in part by the change in fair value of a warrant liability. Stock-based compensation expense also increased by $12.0 million to
$13.6 million in the first nine months of 2017 from $1.6 million in the first nine months of 2016; this increase included $9.3 million of expense related to the performance-
based options awarded in May 2017, which vested in full in September 2017. In addition to the factors listed, in the 2016 period we paid a higher amount of media payments
than in the 2017 period. As a net result of these factors, our cash used in operating activities was similar in the two periods.

Net Cash Provided by Investing Activities

Our investing activities used cash of $40.7 million in the first nine months of 2017, due primarily to our $39.9 million purchases of marketable securities as we invested a
significant portion of the net proceeds received from the IPO and the exercise of the Primary Warrant by Acacia.

Net Cash Provided by Financing Activities

Our financing activities provided cash of $69.7 million in the first nine months of 2017, due primarily to the $32.6 million in net proceeds received from our IPO, the
$29.3 million in proceeds received from the exercise of the Primary Warrant by Acacia and $8.0 million in borrowings under the Bridge Loan Agreement. Our cash provided by
financing activities of $9.9 million in the first nine months of 2016 was due primarily to the $10 million in proceeds received from the issuance of the Acacia note payable.

Capital Resources

We borrowed the First Loan of $10 million under the Acacia Note on August 15, 2016, and we borrowed the Second Loan of $10 million on November 25, 2016. The
Acacia Note accrued interest at the rate of 6.0% per annum and was due and payable on November 25, 2017. At December 31, 2016, the Acacia Note had a carrying value of
$13.4 million, net of unamortized deferred discounts and issuance costs of $6.9 million. Upon the closing of our IPO in May 2017, the outstanding principal balance of
$20 million and the accumulated accrued interest of $0.7 million under the Acacia Note were converted into shares of our common stock (see “Item 2. – Overview – Acacia
Investment.”).

In March 2017, we entered into the Note Purchase Agreement with Acacia and VLOC, which provided for an $8 million Bridge Loan pursuant to the Bridge Notes,
which accrued interest at the rate of eight percent (8%) per annum, compounded quarterly, and were due and payable on November 25, 2017 (see “Item 2. – Overview – Bridge
Loan Financing.”). In March 2017, we borrowed the first $2 million installment under the Bridge Loan and, in April 2017, we borrowed an additional $2 million under the
Bridge Loan. In connection with our IPO, the Bridge Loan Lenders elected to fund the $4 million remaining undrawn under the Bridge Notes, and upon the closing of the IPO
on May 17, 2017, all of the $8 million principal amount under the Bridge Notes and the accumulated accrued interest of less than $0.1 million were automatically converted into
shares of our common stock at a conversion price per share of $13.6088.

In May 2017, we completed our IPO, Acacia exercised the Primary Warrant and the Bridge Loan Lenders funded the $4 million remaining available under the Bridge
Notes. As a result of these transactions, we received cash proceeds of approximately $68 million. We believe that these cash proceeds will be sufficient to fund our cash
requirements for the next 12 months and beyond. All outstanding principal and accrued interest under the Acacia Note and the Bridge Notes were also converted into common
stock upon completion of the IPO in May 2017 (see “Item 2. – Overview – Acacia Investment” and “Overview – Bridge Loan Financing”).
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Contractual Obligations

The following table sets forth, as of September 30, 2017, our contractual obligations by period.
 
   Payments Due by Period  

   
Less than

1 Year    
1 to 3
Years    

3 to 5
Years    

More Than 5
Years    Total  

   (in thousands)  
Operating lease obligations   $ 416   $3,329   $3,708   $ 3,137   $10,590 

          

Total   $ 416   $3,329   $3,708   $ 3,137   $10,590 
          

Off-Balance Sheet Arrangements

We have not entered into any off-balance sheet arrangements and do not have any holdings in variable interest entities.

 
 Item 3. Quantitative and Qualitative Disclosures About Market Risk

Management believes there have been no material changes to our quantitative and qualitative disclosures about market risks during the nine months ended September 30,
2017 compared with those discussed in the Prospectus (see Prospectus for discussion of our quantitative and qualitative disclosures about market risks).

 
 Item 4. Controls and Procedures

Evaluation of disclosure controls and procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, have evaluated the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this quarterly report. Disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended) are designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act
is (i) recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and (ii) accumulated and communicated to the company’s
management, including its principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure. Based on the
evaluation of our disclosure controls and procedures, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were
effective as of the end of the period covered by this quarterly report at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the last fiscal quarter covered by this quarterly report that materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.

Limitations on Effectiveness of Controls and Procedures

Our disclosure controls and procedures and internal control over financial reporting are designed to provide reasonable assurance of achieving the desired control
objectives. Our management recognizes that any control system, no matter how well designed and operated, is based upon certain judgments and assumptions and cannot
provide absolute assurance that its objectives will be met. In addition, the design of disclosure controls and procedures must reflect the fact that there are resource constraints
and that management is required to apply judgment in evaluating the benefits of possible controls and procedures relative to their costs. Similarly, an evaluation of controls
cannot provide absolute assurance that misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, have been detected.
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PART II. OTHER INFORMATION
 

 Item 1. Legal Proceedings

We are currently not a party to any material legal proceedings but may become involved in legal proceedings arising from our business activities. While management
does not believe the ultimate disposition of these matters will have a material adverse impact on our consolidated results of operations, cash flows or financial position,
litigation is inherently unpredictable, and depending on the nature and timing of these proceedings, an unfavorable resolution could materially affect our future consolidated
results of operations, cash flows or financial position in a particular period.

 
 Item 1A. Risk Factors

You should carefully consider the risks described below, together with all of the other information included in this quarterly report on Form 10-Q, before making an
investment decision. Our business, financial condition and results of operations could be materially and adversely affected by any of these risks or uncertainties. In that case, the
trading price of our common stock could decline, and you may lose all or part of your investment.

Risks Related to Our Business, Industry and Financial Condition

Most of our revenues are currently generated by our Media Agency Business, and our effort to expand our AI Platform business may not succeed.

In the first nine months of 2017 and fiscal years 2016 and 2015, most of our revenues were advertising-related revenues generated from media placement services
performed under advertising contracts with our media clients. We typically receive a percentage of the total advertising placement by these customers with selected media
sources. We did not commence licensing of our AI platform until April 2015, and SaaS licensing revenue from our AI platform was $1.0 million in the nine months ended
September 30, 2017, and $0.5 million and less than $0.1 million in the years ended December 31, 2016 and 2015, respectively. In order for us to grow our business and achieve
profitability, we must expand our revenue base by ramping up our SaaS licensing business and entering into additional licensing agreements. However, we are currently in the
early stages of developing our SaaS licensing business, and we may not be able to succeed with respect to these efforts.

Many factors may adversely affect our ability to establish a viable and profitable SaaS licensing business, including but not limited to:
 

 •  Failure to add cognitive engines with sufficient levels of capability into our platform, difficulties integrating cognitive engines, or loss of access to cognitive
engines;

 

 •  Inability to expand the automation capabilities of our Conductor technology to other types of cognitive engines;
 

 •  Inability to expand the number of cognitive engines in different classes that can operate in a network isolated manner, which would limit the capabilities of our
hybrid on-premise/cloud version of aiWARE;

 

 •  Failure to add market-specific capabilities and analytics for each of our vertical markets;
 

 •  Failure to articulate the perceived benefits of our solution, or failure to persuade potential customers that such benefits justify the additional cost over competitive
solutions or technologies;

 

 •  Introduction of competitive offerings by larger, better financed and more well-known companies;
 

 •  Inability to enter into satisfactory agreements relating to the integration of our platform with products of other companies to pursue particular vertical markets or the
failure of such relationships to achieve their anticipated benefits;

 

 •  Failure to provide adequate customer support;
 

 •  Long sales cycles for customers in the government and law enforcement markets;
 

 •  Failure to generate broad customer acceptance of or interest in our solutions;
 

 •  Increases in costs or lack of availability of certain cognitive engines;
 

 •  Challenges in operating our platform on secure government cloud platforms;
 

 •  Inability to continue to access public media for free;
 

 •  Higher data storage and computing costs; and
 

 •  Difficulties in adding technical capabilities to our platform and ensuring future compatibility of additional third party providers.

If we fail to develop a successful SaaS licensing business, or if we are unable to ramp up our SaaS operations in a timely manner or at all, our business, results of
operations and financial condition will suffer.
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The AI market is new and unproven, and it may decline or experience limited growth, which would adversely affect our ability to fully realize the potential of our
platform.

The AI market is relatively new and evaluating the size and scope of the market is subject to a number of risks and uncertainties. We believe that our future success will
depend in large part on the growth of this market. The utilization of our platform by customers is still relatively new, and customers may not recognize the need for, or benefits
of, our platform, which may prompt them to cease use of our platform or decide to adopt alternative products and services to satisfy their cognitive computing search and
analytics requirements. In order to expand our business and extend our market position, we intend to focus our marketing and sales efforts on educating customers about the
benefits and technological capabilities of our platform and the application of our platform to the specific needs of customers in different market verticals. Our ability to access
and expand the market that our platform is designed to address depends upon a number of factors, including the cost, performance and perceived value of our platform. Market
opportunity estimates are subject to significant uncertainty and are based on assumptions and estimates, including our internal analysis and industry experience. Assessing the
market for our SaaS solutions in each of the vertical markets we are competing in, or are planning to compete in, is particularly difficult due to a number of factors, including
limited available information and rapid evolution of the market. The market for our platform, or for AI cognitive computing in general, may fail to grow significantly or be
unable to meet the level of growth we expect. As a result, we may experience lower than expected demand for our products and services due to lack of customer acceptance,
technological challenges, competing products and services, decreases in spending by current and prospective customers, weakening economic conditions and other causes. If our
market does not experience significant growth, or if demand for our platform does not increase in line with our projections, then our business, results of operations and financial
condition will be adversely affected.

We rely on third parties to develop cognitive engines for our platform and in some cases to integrate them with our platform.

A key element of our platform is the ability to incorporate and integrate cognitive engines developed by multiple third-party vendors, and we plan to continue to increase
the number of third-party cognitive engines incorporated into our platform in order to enhance the performance and power of our platform. As we become increasingly
dependent on third-party developers for new cognitive engines, we may encounter difficulties in identifying additional high-quality cognitive engines, entering into agreements
for their inclusion in our ecosystem on acceptable terms or at all and/or in coordinating and integrating their technologies into our system. We may incur additional costs to
modify and adjust existing functionalities of our platform to accommodate multiple classes of third-party cognitive engines, without the assurance that such costs can be
recouped by the additional revenues generated by the new capabilities. As our platform becomes more complex due to the inclusion of various third-party cognitive engines, we
may not be able to integrate them in a seamless or timely manner due to a number of factors, including incompatible software applications, lack of cooperation from developers,
insufficient internal technical resources, and the inability to secure the necessary licenses or legal authorizations required. In addition, we currently use third-party providers to
integrate such third party cognitive engines onto our platform. In the future, we plan to require such third party developers to integrate their engines onto our platform, and we
will be dependent in part upon their ability to do so effectively and quickly. We may not have full control over the quality and performance of third-party providers, and
therefore, any unexpected deficiencies or problems arising from these third-party providers may cause significant interruptions of our platform. The failure of third party
developers to integrate their cognitive engines seamlessly into our platform and/or provide reliable, scalable services may impact the reliability of our platform and harm our
reputation and business, results of operations and financial conditions.

Our competitors, partners and others may acquire third party technologies, which could result in them blocking us from using the technology in our platform,
offering it for free to the public or making it cost prohibitive for us to continue to incorporate their technologies in our platform.

Our success depends in part on our ability to attract and incorporate the leading cognitive engines into our platform. If any third party acquires a cognitive engine that is
integral to our platform, they may preclude us from using it as a component of our platform or make it more expensive for us to utilize, and our revenues could decline if the
interruption causes us to lose customers. It is also possible that a third party acquirer of such technology could offer the cognitive engines and technologies to the public as a
free add-on capability, in which case our customers would have less incentive to pay us for the use of our platform. If a key third party technology becomes unavailable to us or
is impractical for us to continue to use, the functionality of our platform could be interrupted and our expenses could increase as we search for an alternative technology. As a
result, our business, results of operations and financial condition could be adversely affected through the loss of customers, reputational harm and/or from increased operating
costs.
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Our continuous access to public media may be restricted, disrupted or terminated, which would reduce the effectiveness of our platform.

The success of our platform for certain users depends substantially on our ability to continuously ingest and process large amounts of data available in the public media,
and any interruption to our free access to such public media will adversely affect the performance and quality of our platform for such users. Public media sources may change
their policies to restrict access or implement procedures to make it more difficult or costly for us to maintain access. Free access to certain public media has also been challenged
in courts as a potential violation of laws. In a recent case, Fox News v. TVEyes, Fox News filed a lawsuit in the Southern District of New York against a media-monitoring
service company for alleged violation of copyright laws. The District Court held that TVEyes’ indexing, viewing and archiving capabilities constituted fair use, but that its
downloading, emailing and date-time search capabilities did not. Both parties have appealed the decision to the Court of Appeals for the Second Circuit. If the Court of Appeals
overturns the lower court decision as requested by Fox News, or other broadcasters pursue similar legal actions, our free access to some or all public media could be limited or
eliminated entirely, which will severely reduce the effectiveness and capabilities of our platform and cause us to lose customers. If we no longer have free access to public
media, our online media library and the capability and quality of our platform for some users will be significantly reduced. Furthermore, we may be forced to pay significant
fees to public media sources in order to maintain access, which would adversely affect our financial condition and results of operations.

If we are not able to develop a strong brand for our platform and increase market awareness of our company and our platform, then our business, results of
operations and financial condition may be adversely affected.

We believe that the success of our platform will depend in part on our ability to develop a strong brand identity for our “Veritone”, “Veritone Platform”, “aiWARE” and
other service marks and to increase the market awareness of our platform and its capabilities. The successful promotion of our brand will depend largely on our continued
marketing efforts and our ability to offer high quality cognitive engines on our platform and ensure that our technology provides the expected benefits to our customers. We also
believe that it is important for us to be thought leaders in the AI-based cognitive computing market. Our brand promotion and thought leadership activities may not be
successful or produce increased revenue. In addition, independent industry analysts often provide reviews of our platform and of competing products and services, which may
significantly influence the perception of our platform in the marketplace. If these reviews are negative or not as positive as reviews of our competitors’ products and services,
then our brand may be harmed.

The promotion of our brand also requires us to make substantial expenditures, and we anticipate that these expenditures will increase as our industry becomes more
competitive and as we seek to expand into new markets. These higher expenditures may not result in any increased revenue or in revenue that is sufficient to offset the higher
expense levels. If we do not successfully maintain and enhance our brand, then our business may not grow, we may see our pricing power reduced relative to competitors and
we may lose customers, all of which would adversely affect our business, results of operations and financial condition.

We expect that our brand and reputation may also be affected by customer reviews and reactions, including reviews and feedback received through online social media
channels. We must consistently provide high quality services to ensure that our customers have a positive experience using our platform. If customers complain about our
services, if we do not handle customer complaints effectively or if we cannot generate positive reviews and feedback on social media channels, then our brand and reputation
may suffer, and our customers may lose confidence in us and reduce or cease their use of our platform.

We may not be able to expand the capabilities of our proprietary Conductor technology to optimize our AI platform.

We recently enhanced the performance of our platform by adding our proprietary Conductor technology, which automates the selection of cognitive engines available on
our platform within a class from the engines available on our platform. Our Conductor technology is designed to optimize data processing by choosing the best cognitive engine
to deploy to generate the ideal results for each individual search based on performance, cost and speed. Our Conductor technology currently only works with transcription
engines. While we are working on expanding our Conductor technology to other cognitive classes, we cannot guarantee that such expansion will be completed on a timely basis
or at all. We may not be able to develop the technology to effectively and navigate and process multiple complex classes of cognitive engines, particularly those developed by
third parties. Even if we are able to do so, we may not be able to develop Conductor technology for those other classes that achieves the expected performance, which would
have an adverse effect on our customer experience and satisfaction. In addition, we expect to incur significant costs in the development and deployment of our proprietary
Conductors, and if we cannot achieve our expected performance goals, it could have an adverse effect on our financial condition and results of operations.
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We currently generate significant revenue from a limited number of key customers and the loss of any of our key customers may harm our business, results of
operations and financial results.

Our ten largest customers by revenue accounted for approximately 66.0% of our net revenues in the first nine months of 2017 and 72.2% and 81.0% in fiscal years 2016
and 2015, respectively. If any of our key customers decides not to renew its contract with us or renews on less favorable terms, or if any such customer decides to develop its
own platform, our business, revenue and reputation could be materially and adversely affected.

For example, our two largest customers by revenue in 2015, LifeLock, Inc. and DraftKings, Inc., collectively accounted for approximately 42.7% of our net revenues in
2015, but only 10.5% of our net revenues in 2016. In September 2015, our agreement with LifeLock, Inc. was terminated, which contributed to the reduction in our net revenues
in 2016 compared with the prior year. Furthermore, as a result of certain legal proceedings in which it was involved, DraftKings, Inc. reduced its marketing spend in 2016, and
our net revenues related to our agreement with DraftKings, Inc. declined significantly. If we lose business with additional key customers, and are not able to gain additional
customers or increase our revenue from other customers to offset the reduction of revenues from those key customers, our business, results of operations and financial condition
would be harmed.

Media Agency clients periodically review and change their advertising requirements and relationships. If we are unable to remain competitive or retain key clients,
our business, results of operations and financial position may be adversely affected.

The media placement industry is highly competitive, and certain advertising clients periodically put their advertising, marketing and corporate communications business
up for competitive review. Clients also review the cost and benefit of servicing all or a portion of their advertising and marketing needs in-house. We have won and lost
accounts in the past as a result of these reviews. In addition, from time to time, customers cancel media campaigns for their internal business reasons. Because our Media
Agency contracts generally can be cancelled by our customers upon 30- to 90- days prior written notice, clients can easily change media providers or cancel media
commitments on short notice without any penalty. In order to retain existing clients and win new clients, we must continue to develop solutions that meet client needs, provide
quality and effective client service, and achieve clients’ requirements for return on advertising investment and pricing. In addition, our Media Agency Business is primarily
engaged in the placement of endorsed media, and we may face increased competition in this business in the future from other advertising agencies that provide a more
comprehensive range of advertising services to their customers. To be able to offer a broader range of services, we would need to add additional capabilities, such as television
buying, and we may not be able to do so effectively. To the extent that we are not able to remain competitive or retain key clients, our revenue may be adversely affected, which
could have a material and adverse effect on our business, results of operations and financial position.

Our Media Agency Business is dependent on growth in demand for endorsed media and the availability of sufficient media personalities to deliver such content.

Our Media Agency Business is primarily engaged in the placement of endorsed media, which depends on the availability of media personalities to deliver the endorsed
media content. The endorsed media market is still at a relatively early stage of development, and its future growth is uncertain. Our ability to grow our sales in this business will
be dependent in part upon the level of interest in endorsed media among advertisers, and upon the number of available media personalities and our ability to identify and engage
an increasing number of such personalities on a cost effective basis. If demand for endorsed media fails to grow, or if we are unable to identify sufficient appropriate media
personalities to deliver the endorsed media content, our ability to grow our Media Agency Business would be impacted materially.

Acquiring and retaining Media Agency clients depends on our ability to avoid and manage conflicts of interest arising from other client relationships and attracting
and retaining key personnel.

Our ability to acquire new Media Agency clients and to retain existing clients may, in some cases, be limited by clients’ perceptions of, or policies concerning, conflicts
of interest arising from other client relationships. If we are unable to manage these client relationships and avoid potential conflicts of interest, our business, results of
operations and financial position may be adversely affected.

Our ability to acquire new Media Agency clients and to retain existing clients is dependent in large part upon our ability to attract and retain our key personnel in that
business, who are an important aspect of our competitiveness. If we are unable to attract and retain key personnel, our ability to provide our services in the manner clients have
come to expect may be adversely affected, which could harm our reputation and result in a loss of clients, which could have a material adverse effect on our business, results of
operations and financial position.
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Our quarterly results may fluctuate significantly and period-to-period comparisons of our results may not be meaningful.

Our quarterly results, including the levels of our revenue, our operating expenses and other costs, and our operating margins, may fluctuate significantly in the future,
and period-to-period comparisons of our results may not be meaningful. Accordingly, the results of any one period should not be relied upon as an indication of our future
performance. In addition, our quarterly results may not fully reflect the underlying performance of our business. Factors that may cause fluctuations in our quarterly results
include, but are not limited to:
 

 •  the timing of new advertising program wins with our Media Agency customers;
 

 •  our ability to retain our existing customers and to expand our business with our existing customers;
 

 •  our ability to attract new customers, the type of customers we are able to attract, the size and needs of their businesses and the cost of acquiring these new
customers;

 

 •  the timing and market acceptance of our SaaS solutions and other products introduced by us and our competitors;
 

 •  variations in the timing of licensing revenues from our SaaS solutions as a result of trends impacting our target vertical markets;
 

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

 •  the timing of our recognition of revenue and the mix of our revenues during the period;
 

 •  the amount and timing of operating expenses and other costs related to the maintenance and expansion of our business, infrastructure and operations;
 

 •  the amount and timing of operating expenses and other costs associated with assessing or entering new vertical markets;
 

 •  the amount and timing of operating expenses and other costs related to the development or acquisition of businesses, services, technologies or intellectual property
rights;

 

 •  the timing and impact of security breaches, service outages or other performance problems with our technology infrastructure and software solutions;
 

 •  the timing and costs associated with legal or regulatory actions;
 

 •  changes in the competitive dynamics of our industry, including consolidation among competitors, strategic partners or customers;
 

 •  loss of our executive officers or other key employees;
 

 •  industry conditions and trends that are specific to the vertical markets in which we sell or intend to sell our SaaS solutions; and
 

 •  general economic and market conditions.

Fluctuations in quarterly results may negatively impact the value of our common stock, regardless of whether they impact or reflect the overall performance of our
business. If our quarterly results fall below the expectations of investors or any securities analysts who follow our stock, or below any guidance we may provide, the price of our
common stock could decline substantially.

If we are not able to enhance or introduce new products that achieve market acceptance and keep pace with technological developments, our business, results of
operations and financial condition could be harmed.
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Our ability to attract new customers and increase revenue from existing customers depends in part on our ability to enhance and improve our platform, increase adoption
and usage of our products and introduce new products and features, including products and services designed for operation on a network-isolated basis, behind the user’s
firewall, or in a mobile user environment. The success of any enhancements or new products depends on several factors, including timely completion, adequate quality testing,
actual performance quality, market-accepted pricing levels and overall market acceptance and demand. Enhancements and new products that we develop may not be introduced
in a timely or cost-effective manner, may contain defects, may have interoperability difficulties with our platform or may not achieve the market acceptance necessary to
generate significant revenue. If we are unable to successfully enhance our existing platform and capabilities to meet evolving customer requirements, increase adoption and
usage of our platform, develop new products, or if our efforts to increase the usage of our products are more expensive than we expect, then our business, results of operations
and financial condition could be harmed.

The success of our business depends on our ability to expand into new vertical markets and attract new customers in a cost-effective manner.

In order to grow our business, we plan to drive greater awareness and adoption of our platform from enterprises across new vertical markets, including Legal,
Government and Retail. We intend to increase our investment in sales and marketing, as well as in technological development, to meet evolving customer needs in these and
other markets. There is no guarantee, however, that we will be successful in gaining new customers from any or all of these markets. We have limited experience in marketing
and selling our products and services generally, and in particular in these new markets, which may present unique and unexpected challenges and difficulties. For example, in
order for us to offer our hosted, cloud-based products and services to certain government customers, we will be required to operate our platform in secure government cloud
environments in order to enable our customers to maintain compliance with applicable regulations that govern the use, storage and transfer of certain government data.
However, due to the secure nature of these government cloud environments, we may not be able to fully perform all functionalities and features of our platform or make
available all of the third party cognitive engines within our non-government cloud platform ecosystem, which may limit or reduce the performance and quality of our services.
Furthermore, we may incur additional costs to modify our current platform to conform to the cloud provider’s requirements, and we may not be able to generate sufficient
revenue to offset these costs. We will also be required to comply with certain regulations required by government customers, such as FedRAMP and CJIS, which will require us
to incur costs, devote management time and modify our current platform and operations. If we are unable to comply with those regulations effectively and in a cost-effective
manner, our financial results could be adversely affected.

We use a variety of marketing channels to promote our products and platform, such as digital, print and social media advertising, email campaigns, industry events and
public relations. If the costs of the marketing channels we use increase dramatically, then we may choose to use alternative and less expensive channels, which may not be as
effective as the channels we currently use. As we add to or change the mix of our marketing strategies, we may need to expand into more expensive channels than those we are
currently in, which could adversely affect our business, results of operations and financial condition. In addition, we have limited experience marketing our products and
platform and we may not be successful in selecting the marketing channels that will provide us with exposure to customers in a cost-effective manner. As part of our strategy to
penetrate the new vertical markets, we will incur marketing expenses before we are able to recognize any revenue in such markets, and these expenses may not result in
increased revenue or brand awareness. We have made in the past, and may make in the future, significant expenditures and investments in new marketing campaigns, and these
investments may not lead to the cost-effective acquisition of additional customers. If we are unable to maintain effective marketing programs, then our ability to attract new
customers or enter into new vertical markets could be adversely affected.

Interruptions or performance problems associated with our technology and infrastructure may adversely affect our business and operating results.

Our continued growth depends in part on the ability of customers to access our platform at any time and within an acceptable amount of time. We have experienced, and
may in the future experience, disruptions, outages and other performance problems due to a variety of factors, including infrastructure changes, introductions of new
applications and functionality, software errors and defects, capacity constraints due to an increasing number of users accessing our platform simultaneously, or security related
incidents. In addition, from time to time we may experience limited periods of server downtime due to server failure or other technical difficulties (as well as maintenance
requirements). Because we also incorporate diverse software and hosted services from many third party vendors, we may encounter difficulties and delays in integrating and
synthesizing these applications and programs, which may cause downtimes or other performance problems. It may become increasingly difficult to maintain and improve our
performance, especially during peak usage times and as our platform becomes more complex and our user traffic increases. If our platform is unavailable or if our users are
unable to access our platform within a reasonable amount of time or at all, our business would be adversely affected and our brand
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could be harmed. In the event of any of the factors described above, or certain other failures of our infrastructure, customer or consumer data may be permanently lost. To the
extent that we do not effectively address capacity constraints, upgrade our systems as needed, and continually develop our technology and network architecture to accommodate
actual and anticipated changes in technology, customers and consumers may cease to use our platform and our business and operating results may be adversely affected.

Our business depends on customers increasing their use of our services and/or platform, and we may experience loss of customers or decline in their use of our
services and/or platform.

Our ability to grow and generate revenue depends, in part, on our ability to maintain and grow our relationships with existing customers and convince them to increase
their usage of our platform. If our customers do not increase their use of our platform, then our revenue may not grow and our results of operations may be harmed. Our
revenue model for advertising contracts is generally structured as a percentage of the total fees for the advertisement. If our customers reduce their spending on the placement of
advertisements with media vendors, or if they decide to use other marketing or selling strategies, we will experience a decline in our revenue. In addition, many of our SaaS
licensing contracts include a usage-based license fee that is based upon our customers’ level of usage of our platform’s cognitive engines. It is difficult to accurately predict
customers’ usage levels and the loss of customers or reductions in their usage levels may have a negative impact on our business, results of operations and financial condition.
If a significant number of customers cease using, or reduce their usage of, our platform, then we may be required to spend significantly more on sales and marketing than we
currently plan to spend in order to maintain or increase revenue from customers. These additional expenditures could adversely affect our business, results of operations and
financial condition. Most of our customers do not have long-term contractual financial commitments to us and, therefore, most of our customers may reduce or cease their use
of our platform at any time without penalty or termination charges.

We rely upon Amazon Web Services (AWS) and Iron.io to operate our platform, and any disruption of or interference with our use of such third party services would
adversely affect our business operations.

We use AWS to host our platform and for our storage needs. We also utilize Iron.io (a unit of Oracle) for certain computing processes related to our services. Users of
our platform need to be able to access our platform at any time, without interruption or degradation of performance. AWS and Iron.io run their own platforms that we access,
and we are, therefore, vulnerable to service interruptions at AWS and Iron.io. We do not have control over the operations of AWS or Iron.io, and we may experience
interruptions, delays and outages in service and availability from time to time due to a variety of factors, including infrastructure changes, human or software errors, website
hosting disruptions and capacity constraints. In addition, if our security, or that of AWS or Iron.io, is compromised, our platform is unavailable to our customers, or our
customers are unable to use our platform within a reasonable amount of time or at all, then our business, results of operations and financial condition could be adversely
affected. In some instances, we may not be able to identify the cause or causes of these performance problems within a period of time acceptable to our customers.

AWS and Iron.io provide us with hosting, computing and storage capacity pursuant to agreements that may be cancelled by providing 30 days’ prior written notice, and
in some cases, the agreements can be terminated immediately for cause without notice. If any of these agreements are terminated with little or no notice, we could experience
interruptions on our platform and in our ability to make our platform available to customers, as well as delays and additional expenses in arranging alternative cloud
infrastructure services.

While we have deployed our platform to work on Microsoft’s Azure government cloud, and are in the process of deploying it on AWS’ secure government cloud, the
secure nature of these secure government clouds limits certain features of our platform, which could impact a user’s experience on our site and may make it harder to achieve
broad acceptance of the cloud-based version of our platform among government users.

Any of the above circumstances or events may harm our reputation, cause customers to stop using our platform, impair our ability to increase revenue from existing
customers, impair our ability to grow our customer base, subject us to financial penalties and liabilities under our service level agreements and otherwise harm our business,
results of operations and financial condition.
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The security of our platform, networks or computer systems may be breached, and any unauthorized access to our customer data will have an adverse effect on our
business and reputation.

The use of our platform involves the storage, transmission and processing of our clients’ private data as well as public media, and this private media may contain
confidential and proprietary information of our clients or other personal or identifying information regarding our clients, their employees or other persons. Individuals or entities
may attempt to penetrate our network or platform security, or that of our third party hosting and storage providers, and could gain access to our clients’ private media, which
could result in the destruction, disclosure or misappropriation of proprietary or confidential information of our clients’ or their customers, employees and business partners. If
any of our clients’ private media is leaked, obtained by others or destroyed without authorization, it could harm our reputation, we could be exposed to civil and criminal
liability, and we may lose our ability to access private media information, which will adversely affect the quality and performance of our platform.

In addition, our platform may be subject to computer malware, viruses and computer hacking, fraudulent use attempts and phishing attacks, all of which have become
more prevalent in our industry. Though it is difficult to determine what, if any, harm may directly result from any specific interruption or attack, they may include the theft or
destruction of data owned by us or our customers, and/or damage to our platform. Any failure to maintain the performance, reliability, security and availability of our products
and technical infrastructure to the satisfaction of our customers may harm our reputation and our ability to retain existing customers and attract new users.

While we have implemented procedures and safeguards that are designed to prevent security breaches and cyber-attacks, they may not be able to protect against all
attempts to breach our systems, and we may not become aware in a timely manner of any such security breach. Unauthorized access to or security breaches of our platform,
network or computer systems, or those of our technology service providers or third party cognitive engines, could result in the loss of business, reputational damage, regulatory
investigations and orders, litigation, indemnity obligations, damages for contract breach, civil and criminal penalties for violation of applicable laws, regulations or contractual
obligations, and significant costs, fees and other monetary payments for remediation. If customers believe that our platform does not provide adequate security for the storage of
sensitive information or its transmission over the Internet, our business will be harmed. Customers’ concerns about security or privacy may deter them from using our platform
for activities that involve personal or other sensitive information.

If we are not able to compete effectively, our business and operating results will be harmed.

While the market for AI-based systems for search and analysis of audio, video and other unstructured data is still in the early stages of development, we face competition
from various sources, including large, well-capitalized technology companies such as Google and IBM. These competitors may have better brand name recognition, greater
financial and engineering resources and larger sales teams than we have. As a result, these competitors may be able to develop and introduce competing solutions and
technologies that may have greater capabilities than ours or that are able to achieve greater customer acceptance, and they may be able to respond more quickly and effectively
than we can to new or changing opportunities, technologies, standards or customer requirements. In addition, we may also compete with smaller third-party developers of
cognitive engines, who may develop their own platforms that perform similar services as our platform. We expect that competition will increase and intensify as we continue to
expand our serviceable markets and improve our platform and services. Increased competition may result in pricing pressures and require us to incur additional sales and
marketing expenses, which could negatively impact our sales, profitability and market share.

Privacy and data security laws and regulations could require us to make changes to our business, impose additional costs on us and reduce the demand for our
software solutions.

Our business model contemplates that we will store, process and transmit both public media and our clients’ private media. Our customers may store and/or transmit a
significant amount of personal or identifying information through our platform. Privacy and data security have become significant issues in the United States and in other
jurisdictions where we may offer our software solutions. The regulatory framework relating to privacy and data security issues worldwide is evolving rapidly and is likely to
remain uncertain for the foreseeable future. Federal, state and foreign government bodies and agencies have in the past adopted, or may in the future adopt, laws and regulations
regarding the collection, use, processing, storage and disclosure of personal or identifying information obtained from customers and other individuals. In addition to government
regulation, privacy advocates and industry groups may propose various self-regulatory standards that may legally or contractually apply to our business. Because the
interpretation and application of many privacy and data security laws, regulations and applicable industry standards are uncertain, it is possible that these laws, regulations and
standards may
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be interpreted and applied in a manner inconsistent with our existing privacy and data management practices. As we expand into new jurisdictions or verticals, we will need to
understand and comply with various new requirements applicable in those jurisdictions or verticals.

To the extent applicable to our business or the businesses of our customers, these laws, regulations and industry standards could have negative effects on our business,
including by increasing our costs and operating expenses, and delaying or impeding our deployment of new core functionality and products. Compliance with these laws,
regulations and industry standards requires significant management time and attention, and failure to comply could result in negative publicity, subject us to fines or penalties or
result in demands that we modify or cease existing business practices. In addition, the costs of compliance with, and other burdens imposed by, such laws, regulations and
industry standards may adversely affect our customers’ ability or desire to collect, use, process and store personal information using our software solutions, which could reduce
overall demand for them. Even the perception of privacy and data security concerns, whether or not valid, may inhibit market acceptance of our software solutions in certain
verticals. Furthermore, privacy and data security concerns may cause our customers’ clients, vendors, employees and other industry participants to resist providing the personal
information necessary to allow our customers to use our applications effectively. Any of these outcomes could adversely affect our business and operating results.

Failure to manage our growth effectively could increase our expenses, decrease our revenue and prevent us from implementing our business strategy.

We expect that our ability to achieve profitability will require substantial growth in our business, which will put a strain on our management and financial resources. To
manage this and our anticipated future growth effectively, we must continue to maintain and enhance our platform and information technology infrastructure, as well as our
financial and accounting systems and controls. We also must attract, train and retain a significant number of qualified software developers and engineers, technical and
management personnel, sales and marketing personnel, customer support personnel and professional services personnel. Failure to effectively manage our rapid growth could
lead us to over-invest or under-invest in development and operations, result in weaknesses in our platform, systems or controls, give rise to operational mistakes, losses, loss of
productivity or business opportunities and result in loss of employees and reduced productivity of remaining employees. Our growth could require significant capital
expenditures and might divert financial resources from other projects such as the development of new products and services. If our management is unable to effectively manage
our growth, our expenses might increase more than expected, our revenue could decline or grow more slowly than expected, and we might be unable to implement our business
strategy. The quality of our products and services might suffer, which could negatively affect our reputation and harm our ability to retain and attract customers.

We intend to pursue the acquisition of other companies, businesses or technologies, which could be expensive, divert our management’s attention and/or fail to
achieve the expected benefits.

As part of our growth strategy, we intend to acquire businesses, services, technologies or intellectual property rights that we believe could complement, expand or
enhance the features and functionality of our platform and our technical capabilities, broaden our service offerings or offer growth opportunities. The pursuit of potential
acquisitions may divert the attention of management and cause us to incur various expenses in identifying, investigating and pursuing suitable acquisitions, whether or not such
acquisitions are consummated. Acquisitions also could result in dilutive issuances of equity securities or the incurrence of debt, which could adversely affect our operating
results and financial condition. In addition, we may experience difficulties in integrating the acquired personnel, operations and/or technologies successfully or effectively
managing the combined business following the acquisition. We also may not achieve the anticipated benefits from the acquired business and may incur unanticipated costs and
liabilities in connection with any such acquisitions. If any of these results occurs, our business and financial result could be adversely affected.

Any failure to offer high-quality customer support may adversely affect our relationships with our customers.

Our ability to retain existing customers and attract new customers depends in part on our ability to maintain a consistently high level of customer service and technical
support. Our customers depend on our service support team to assist them in utilizing our platform effectively and to help them to resolve issues quickly and to provide ongoing
support. If we are unable to hire and train sufficient support resources or are otherwise unsuccessful in assisting our customers effectively, it could adversely affect our ability to
retain existing customers and could prevent prospective customers from adopting our platform. We may be unable to respond quickly enough to accommodate short-term
increases in demand for customer support. We also may be unable to modify the nature, scope and delivery of our customer support to compete with changes in the support
services provided by our competitors. Increased demand for customer support, without corresponding revenue,
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could increase our costs and adversely affect our business, results of operations and financial condition. Our sales are highly dependent on our business reputation and on
positive recommendations from customers. Any failure to maintain high-quality customer support, or a market perception that we do not maintain high-quality customer
support, could adversely affect our reputation, business, results of operations and financial condition.

We plan to expand our international operations, which exposes us to significant risks.

As part of our growth strategy, we recently opened an office in the United Kingdom, and are also planning to expand in other countries to help us increase our revenue
from customers outside of the United States. We expect, in the future, to open additional foreign offices and hire employees to work at these offices in order to reach new
customers and gain access to additional technical talent. Operating in international markets requires significant resources and management attention and will subject us to
regulatory, economic and political risks in addition to those we already face in the United States. Because of our limited experience with international operations as well as
developing and managing sales in international markets, our international expansion efforts may not be successful.

In addition, we will face risks in doing business internationally that could adversely affect our business, including, but not limited to:
 

 •  the difficulty of managing and staffing international operations and the increased operating, travel, infrastructure and legal compliance costs associated with
numerous international locations;

 

 •  our ability to effectively price our products in competitive international markets;
 

 •  the need to adapt and localize our products for specific countries;
 

 •  the need to offer customer support in various languages;
 

 •  difficulties in understanding and complying with U.S. laws, regulations and customs relating to U.S. companies operating in foreign jurisdictions;
 

 •  difficulties in understanding and complying with local laws, regulations and customs in foreign jurisdictions, particularly in the areas of data privacy and personal
privacy;

 

 •  difficulties with differing technical and environmental standards, data privacy and telecommunications regulations and certification requirements outside the United
States, which could prevent customers from deploying our products or limit their usage;

 

 •  more limited protection for intellectual property rights in some countries; and
 

 •  political or social unrest or economic instability in a specific country or region in which we operate.

Our failure to manage any of these risks successfully could harm our international operations, and adversely affect our business, results of operations and financial
condition.

We may be sued by third parties for alleged infringement of their proprietary rights, which could adversely affect our business, results of operations and financial
condition.

There has been considerable patent and other intellectual property development activity in the AI industry, which has resulted in litigation based on allegations of
infringement or other violations of intellectual property rights. Our future success depends, in part, on not infringing the intellectual property rights of others. In the future, we
may receive claims from third parties, including our competitors, alleging that our platform and underlying technology infringe or violate such third party’s intellectual property
rights, and we may be found to be infringing upon such rights. We may be unaware of the intellectual property rights of others that may cover some or all of our technology.
Any such 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 some portion of our platform, or require that we comply with other unfavorable terms. We may also be obligated to indemnify our
customers or business partners in connection with any such litigation and to obtain licenses or modify our platform, which could further exhaust our resources. Patent
infringement, trademark infringement, trade secret misappropriation and other intellectual property claims and proceedings brought against us, whether successful or not, could
harm our brand, business, results of operations and financial condition. Litigation is inherently uncertain, and any judgment or injunctive relief entered against us or any adverse
settlement could negatively affect our business, results of operations and financial condition. In addition, litigation can involve significant management time and attention and
be expensive, regardless of the outcome. During the course of litigation, there may be announcements of the results of hearings and motions and other interim developments
related to the litigation. If securities analysts or investors regard these announcements as negative, the trading price of our common stock may decline.
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We could incur substantial costs in protecting or defending our intellectual property rights, and any failure to protect our intellectual property could adversely affect
our business, results of operations and financial condition.

Our success depends, in part, on our ability to protect our brand and the proprietary methods and technologies that we develop under patent and other intellectual
property laws of the United States and foreign jurisdictions so that we can prevent others from using our inventions and proprietary information. As of September 30, 2017, in
the United States, we had nine issued patents, which expire between 2028 and 2031, 29 patent applications pending for examination, and 20 patent applications pending for
examination in foreign jurisdictions. We may not be issued any additional patents and any patents that have been issued or that may be issued in the future may not provide
significant protection for our intellectual property. In addition, as of September 30, 2017, we had five registered trademarks in the United States, and we have filed applications
to register several additional marks. If we fail to protect our intellectual property rights adequately, our competitors might gain access to our technology and our business,
results of operations and financial condition may be adversely affected. The particular forms of intellectual property protection that we seek, or our business decisions about
when to file patent applications and trademark applications, may not be adequate to protect our business. We could be required to spend significant resources to monitor and
protect our intellectual property rights. Litigation may be necessary in the future to enforce our intellectual property rights, determine the validity and scope of our proprietary
rights or those of others, or defend against claims of infringement or invalidity. Such litigation could be costly, time-consuming and distracting to management, result in a
diversion of significant resources, lead to the narrowing or invalidation of portions of our intellectual property and have an adverse effect on our business, results of operations
and financial condition. Our efforts to enforce our intellectual property rights may be met with defenses, counterclaims and countersuits attacking the validity and enforceability
of our intellectual property rights or alleging that we infringe the counterclaimant’s own intellectual property. Any of our patents, copyrights, trademarks or other intellectual
property rights could be challenged by others or invalidated through administrative process or litigation.

We also rely, in part, on confidentiality agreements with our business partners, employees, consultants, advisors, customers and others in our efforts to protect our
proprietary technology, processes and methods. These agreements may not effectively prevent disclosure of our confidential information, and it may be possible for
unauthorized parties to copy our software or other proprietary technology or information, or to develop similar software independently without our having an adequate remedy
for unauthorized use or disclosure of our confidential information. In addition, others may independently discover our trade secrets and proprietary information, and in these
cases we would not be able to assert any trade secret rights against those parties. Costly and time-consuming litigation could be necessary to enforce and determine the scope of
our proprietary rights, and the failure to obtain or maintain trade secret protection could adversely affect our competitive business position.

In addition, the laws of some countries do not protect intellectual property and other proprietary rights to the same extent as the laws of the United States. To the extent
we expand our international activities, our exposure to unauthorized copying, transfer and use of our proprietary technology or information may increase.

Our means of protecting our intellectual property and proprietary rights may not be adequate or our competitors could independently develop similar technology. If we
fail to meaningfully protect our intellectual property and proprietary rights, our business, results of operations and financial condition could be adversely affected.

We depend on our executive officers and other key employees, and the loss of one or more of these 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 Chief Executive Officer, Chad Steelberg, our President, Ryan Steelberg, and our other executive
officers. We rely on our leadership team in the areas of strategy and implementation, research and development, operations, security, marketing, sales, support and general and
administrative functions. We do not currently have any employment agreements with our executive officers 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 Chad Steelberg or Ryan Steelberg, or one or more of the members of our management
team, could adversely impact our business and operations and disrupt our relationships with our key customers.
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If we are unable to hire, retain and motivate qualified personnel, our business will suffer.

Our future success depends, in part, on our ability to continue to attract and retain highly skilled personnel. We believe that there is, and will continue to be, intense
competition for highly skilled management, engineering, data science, sales and other personnel with experience in our industry. We must provide competitive compensation
packages and a high-quality work environment to hire, retain and motivate employees. If we are unable to retain and motivate our existing employees and attract qualified
personnel to fill key positions, we may be unable to manage our business effectively, including the development, marketing and sale of our products, which could adversely
affect our business, results of operations and financial condition. To the extent we hire personnel from competitors, we also may be subject to allegations that they have been
improperly solicited or that they have divulged proprietary or other confidential information.

Volatility in, or lack of performance of, our stock price may also affect our ability to attract and retain key personnel. Many of our key personnel are, or will soon be,
vested in a substantial number of shares of common stock or stock options. Employees may be more likely to terminate their employment with us if the shares they own or the
shares underlying their vested options have significantly appreciated in value relative to the original purchase prices of the shares or the exercise prices of the options, or,
conversely, if the exercise prices of the options that they hold are significantly above the trading price of our common stock. If we are unable to retain our employees, our
business, results of operations and financial condition could be adversely affected.

We expect to require additional capital to support our business, and this capital might not be available on acceptable terms, if at all.

We intend to continue to make investments to support our business and may require additional funds. In particular, we expect to seek additional funds to develop new
products and enhance our platform, expand our operations, including our sales and marketing organizations and our presence outside of the United States, improve our
infrastructure or acquire complementary businesses, technologies, services, products and other assets. Accordingly, we expect to engage in equity and/or debt financings to
secure additional funds. If we raise additional funds through future issuances of equity or convertible debt securities, our stockholders could suffer significant dilution, and any
new equity securities we issue could have rights, preferences and privileges superior to those of holders of our common stock. Any debt financing that we may secure in the
future could involve debt service obligations and 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. We may not be able to obtain additional financing on terms favorable to us, if at all. If we
are unable to obtain adequate financing or financing on terms satisfactory to us when we require it, our ability to continue to support our business growth, scale our
infrastructure, develop product enhancements and to respond to business challenges could be significantly impaired, and our business, results of operations and financial
condition may be adversely affected.

Changes in laws and regulations related to the Internet or changes in the Internet infrastructure itself may diminish the demand for our products.

The future success of our business depends upon the continued use of the Internet as a primary medium for commerce, communications and business applications.
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 us to modify our products and platform in order to comply with these changes. In addition, government
agencies or private organizations have imposed and may impose additional taxes, fees or other charges for accessing the Internet or commerce conducted via the Internet. These
laws or charges could limit the growth of Internet-related commerce or communications generally, or result in reductions in the demand for Internet-based products and services
such as our platform. In addition, the use of the Internet as a business tool could be adversely affected due to delays in the development or adoption of new standards and
protocols to handle increased demands of Internet activity, security, reliability, cost, ease-of-use, accessibility and quality of service. The performance of the Internet and its
acceptance as a business tool has been adversely affected by “viruses”, “worms” and similar malicious programs. If the use of the Internet is reduced as a result of these or other
issues, then demand for our products could decline, which could adversely affect our business, results of operations and financial condition.
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We have a limited operating history, which makes it difficult to evaluate our current business and future prospects.

We were founded in 2014 and launched our platform in April 2015. As a result of our limited operating history, our ability to forecast our future results of operations is
limited and subject to a number of uncertainties, including our ability to plan for future growth. We have encountered and will encounter risks and uncertainties frequently
experienced by growing companies in rapidly changing industries, such as:
 

 •  market acceptance of our platform and new products;
 

 •  reliability and scalability of our platform and services;
 

 •  adding new customers and new vertical markets;
 

 •  retention of customers;
 

 •  the successful expansion of our business;
 

 •  competition;
 

 •  our ability to control costs, particularly our product development and sales and marketing expenses;
 

 •  network outages or security breaches and any associated expenses;
 

 •  executing acquisitions and integrating acquired businesses, technologies, services, products and other assets; and
 

 •  general economic and political conditions.

If we do not address these risks successfully, our business, results of operations and financial condition may be adversely affected.

We have had a history of losses and we may be unable to achieve or sustain profitability.

We experienced net losses of $46.8 million in the first nine months of 2017 and $27.0 million and $6.2 million in fiscal years 2016 and 2015, respectively. As of
September 30, 2017 and December 31, 2016, we had an accumulated deficit of approximately $96.5 million and $45.2 million, respectively. We may not achieve profitability in
the near future or at all. We expect to continue to expend substantial financial and other resources on, among other things:
 

 •  investments to expand and enhance our platform and technology infrastructure, make improvements to the scalability, availability and security of our platform, and
develop new products;

 

 •  sales and marketing, including expanding our direct sales organization and marketing programs, and expanding our programs directed at increasing our brand
awareness among current and new customers;

 

 •  hiring additional employees;
 

 •  expansion of our operations and infrastructure, both domestically and internationally; and
 

 •  general administration, including legal, accounting and other expenses related to being a public company.

These investments may not result in increased revenue or growth of our business. We may not be able to generate net revenues sufficient to offset our expected cost
increases and planned investments in our business and platform. As a result, we may incur significant losses for the foreseeable future, and may not be able to achieve and
sustain profitability. If we fail to achieve and sustain profitability, then we may not be able to achieve our business plan, fund our business or continue as a going concern.

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 Southern California, a region known for seismic activity. A significant natural disaster, such as an earthquake, fire or a 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 Iron.io and/or AWS, our network service providers or Internet service providers, this could
adversely affect the ability of our customers to use our products and platform. In addition, natural disasters and acts of terrorism could cause disruptions in our business, or the
businesses of our customers or service providers. We also rely on our network and third-party infrastructure and enterprise applications and internal technology systems for our
engineering, sales and marketing and operations activities. 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
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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.

Our officers, directors and principal stockholders have significant voting power and control over our company and may take actions that could conflict with the
interests of our other stockholders.

Our officers, directors and principal stockholders that hold more than 5% of our common stock, collectively control approximately 76% of our voting securities. If any
of our officers, directors and principal stockholders purchases additional shares of common stock, the aggregate percentage of their equity ownership may increase further. As a
result, these stockholders, if they act together, will be able to control the management and affairs of our company and most matters requiring stockholder approval, including the
election of directors and approval of significant corporate transactions. This concentration of ownership may have the effect of delaying or preventing a change of control and
might adversely affect the market price of our common stock. This concentration of ownership may not be in the best interests of our other stockholders. Due to such
concentration of ownership, we may take actions with respect to our business that may conflict with the desire of other stockholders.

Furthermore, pursuant to a voting agreement (“Voting Agreement”), Acacia and entities affiliated with our executive officers and directors (the “Holders”) have the right
to designate all nine directors on our board of directors (the “Board”). In addition, pursuant to the Voting Agreement, each of Acacia and the Holders has the right to appoint
three designees to attend and participate in the meetings of our Board in a non-voting capacity. In addition, so long as our Board includes three directors designated by Acacia,
unless approved by a majority of our Board, including at least one director designated by Acacia, we cannot take any corporate action, and the Holders cannot take any
stockholder action, to effect any (i) merger, consolidation or other business combination involving our company, (ii) sale, transfer or other disposition of any capital stock or
assets of our company, or (iii) acquisition, license out of the ordinary course of business, or merger or other business combination with a subsidiary of our company, in each
case of (i) through (iii), in which the transaction value exceeds $50 million. As a result of these arrangements, Acacia and the Holders will be able to exercise significant control
over our business operations and on all matters requiring stockholder approval. This voting control may also discourage transactions involving a change-of-control of our
company, including transactions in which our stockholders might otherwise receive a premium for their shares.

We are a “controlled company” within the meaning of the NASDAQ Marketplace Rules and, as a result, are exempt from certain corporate governance
requirements. Therefore, our stockholders may not have the same protections afforded to stockholders of companies that are subject to such requirements.

Acacia and the Holders collectively beneficially own more than 50% of our voting power. Pursuant to the Voting Agreement, Acacia and the Holders (acting as a group)
can designate and elect all nine directors on our Board. As a result, we are considered a controlled company within the meaning of the corporate governance standards of
NASDAQ. Under these rules, a listed company of which more than 50% of the voting power is held by an individual, group or another company is a “controlled company” and
may elect not to comply with certain of NASDAQ’s corporate governance requirements, including, the requirements that, among others:
 

 •  a majority of our Board consist of “independent directors” as defined by the applicable rules and regulations of NASDAQ;
 

 
•  the compensation of our executive officers be determined, or recommended to our Board for determination, by independent directors constituting a majority of the

independent directors of our Board in a vote in which only independent directors participate or by a Compensation Committee comprised solely of independent
directors; and

 

 •  director nominees be selected, or recommended to our Board for selection, by independent directors constituting a majority of the independent directors of our
Board in a vote in which only independent directors participate or by a nomination committee comprised solely of independent directors.

At this time, we are unable to comply with certain of NASDAQ’s corporate governance requirements with respect to our Board, as a majority of our Board does not
consist of independent directors, and as such, are electing to avail ourselves to the exemptions afforded to controlled companies. We intend that our Compensation Committee
and our Corporate Governance and Nominating Committee will continue to be comprised solely of independent directors. We may not be able to comply with all of NASDAQ’s
other corporate governance requirements. As a controlled company, our stockholders will not have the same protections afforded to stockholders of companies that are subject
to all of NASDAQ’s corporate governance requirements.
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If Acacia or the Holders sell a controlling interest in our company to a third-party in a private transaction, our other stockholders may not realize any change-of-
control premium on shares of our common stock and we may become subject to the control of a presently unknown third-party.

Acacia and the Holders will continue to control a majority of the voting power of our outstanding common stock. In the future, Acacia and the Holders will have the
ability to sell some or all of their shares of our common stock in a privately negotiated transaction, which, if sufficient in size, could result in a change-of-control of our
company without the approval of other stockholders and without providing for a purchase of their shares. The ability of Acacia and the Holders to privately sell their shares of
our common stock, with no requirement for a concurrent offer to be made to acquire the shares of other stockholders, could prevent other stockholders from realizing any
change-of-control premium of their shares of our common stock that may otherwise accrue to Acacia and the Holders on their private sale of our common stock. Additionally, if
either Acacia or the Holders privately sell their equity interest in our company, we may become subject to the control of a presently unknown third-party. Such third-party may
have conflicts of interest with those of other stockholders. In addition, if Acacia or the Holders sell a controlling interest in our company to a third-party, any future indebtedness
we have may be subject to acceleration, and our other commercial agreements and relationships could be impacted, all of which may adversely affect our ability to run our
business as described herein and may have a material adverse effect on our operating results and financial condition.

Our common stock price has been extremely volatile and could continue to fluctuate widely in price, which could result in substantial losses for investors.

The market price of our common stock has been, and we expect will continue to be, subject to extreme fluctuations over short periods of time. For example, the closing
price of our common stock since May 12, 2017, has ranged from a low of $7.76 to a high of $65.91. These fluctuations may be due to various factors, many of which are
beyond our control, including:
 

 •  the volume and timing of our revenues and quarterly variations in our results of operations or those of others in our industry;
 

 •  announcement of new contracts with customers or termination of contracts with customers;
 

 •  the introduction of new services, content or features by us or others in our industry;
 

 •  disputes or other developments with respect to our or others’ intellectual property rights;
 

 •  media exposure of our products or of those of others in our industry;
 

 •  changes in governmental regulations;
 

 •  additions or departures of key personnel;
 

 •  sales of our common stock;
 

 •  speculative trading practices of certain market participants;
 

 •  changes in earnings estimates or recommendations by securities analysts; and
 

 •  general market conditions and other factors, including factors unrelated to our operating performance or the operating performance of our competitors.

In recent years, the stock markets generally have experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating
performance of the listed companies. Broad market and industry factors may significantly affect the market price of our common stock, regardless of our actual operating
performance. These fluctuations have been, and may continue to be, even more pronounced in the trading market for our common stock shortly following our IPO.

In addition, in the past, class action litigation has often been instituted against companies whose securities have experienced periods of volatility in market price.
Securities litigation brought against us following volatility in our stock price, regardless of the merit or ultimate results of such litigation, could result in substantial costs, which
would hurt our financial condition and operating results and divert management’s attention and resources from our business.
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If securities or industry analysts do not publish or cease publishing research or reports about us, our business, our market or our competitors, or if such analysts
adversely change their recommendations regarding our common stock, the market price and trading volume of our common stock could decline.

The trading market for our common stock will be influenced by the research and reports that securities or industry analysts may publish about us, our business, our
market or our competitors. If any of the analysts who may cover us adversely change their recommendations regarding our common stock or provide more favorable
recommendations about our competitors, the market price of our common stock may decline. If any of the analysts who cover us were to cease coverage of us or fail to publish
reports on us regularly, visibility of our company in the financial markets could decrease, which in turn could cause the market price or trading volume of our common stock to
decline. These concerns may be exacerbated by the relatively small size of our public float, which limits the trading volume of our common stock.

We have incurred and will continue to incur increased costs as a result of becoming a public company, including costs related to compliance with the Sarbanes-
Oxley Act and other regulations.

As a public company, we have incurred and will continue to incur significant legal, accounting, insurance and other expenses that we had not incurred as a private
company, including costs associated with public company reporting requirements. We also have incurred and will incur costs associated with compliance with the Sarbanes-
Oxley Act and related rules implemented by the SEC. The expenses incurred by public companies generally for reporting and corporate governance purposes have been
increasing. We expect these rules and regulations to continue to increase our legal and financial compliance costs and to make some activities more time-consuming and costly.
If we are unable to satisfy our obligations as a public company, we could be subject to delisting of our common stock, fines, sanctions and other regulatory action and
potentially civil litigation.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective internal control over financial reporting and disclosure controls and procedures. In
particular, we must perform system and process evaluation and testing of our internal control over financial reporting to allow management to report on the effectiveness of our
internal control over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act. In addition, we will be required to have our independent registered public
accounting firm attest to the effectiveness of our internal control over financial reporting in the later of our second annual report on Form 10-K or the first annual report on Form
10-K following the date on which we are no longer an emerging growth company. Our compliance with Section 404 of the Sarbanes-Oxley Act will require that we incur
substantial accounting expense and expend significant management efforts. We currently do not have an internal audit group, and we will need to hire additional accounting and
financial staff with appropriate public company experience and technical accounting knowledge. If we are not able to comply with the requirements of Section 404 in a timely
manner, or if we or our independent registered public accounting firm identify deficiencies in our internal control over financial reporting that are deemed to be material
weaknesses, the market price of our stock could decline and we could be subject to sanctions or investigations by NASDAQ, the SEC or other regulatory authorities, which
would require additional financial and management resources.

Our ability to successfully implement our business plan and comply with Section 404 requires us to be able to prepare timely and accurate financial statements. We
expect that we will need to continue to improve existing, and implement new operational and financial systems, procedures and controls to manage our business effectively.
Any delay in the implementation of, or disruption in the transition to, new or enhanced systems, procedures or controls, may cause our operations to suffer and we may be
unable to conclude that our internal control over financial reporting is effective and/or to obtain an unqualified report on internal control our financial reporting from our
auditors as may be required under Section 404 of the Sarbanes-Oxley Act. This, in turn, could have an adverse impact on trading prices for our common stock, and could
adversely affect our ability to access the capital markets.

We had identified a material weakness in our internal control over financial reporting for the years ended December 31, 2016 and 2015, and we may not be able to
successfully maintain effective internal control over financial reporting.

We identified control deficiencies in our financial reporting process that constituted a material weakness for the years ended December 31, 2016 and 2015. The material
weakness related to the lack of competent accounting personnel with the appropriate level of knowledge, experience and training in generally accepted accounting principles
and SEC reporting requirements with respect to equity transactions, resulting in several adjustments to the interim financial statements and also a restatement of our previously
issued financial statements as of and for the years ended December 31, 2016 and 2015.
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We have implemented certain measures to remediate this material weakness. For example, we hired a new Chief Financial Officer in October 2016, a new Corporate
Controller in March 2017 and a new Senior Director of Financial Reporting in June 2017. We have also engaged outside consultants with requisite experience to assist us in the
financial reporting process and utilized interim professionals to strengthen our accounting and financial reporting team. We believe that the actions we have taken remediated
the material weakness.

However, we may suffer from other material weaknesses in the future. If we fail to maintain effective internal control over financial reporting in the future, such failure
could result in a material misstatement of our annual or quarterly financial statements that would not be prevented or detected on a timely basis and which could cause investors
and other users to lose confidence in our financial statements, limit our ability to raise capital and have a negative effect on the trading price of our common stock. Additionally,
failure to maintain effective internal control over financial reporting may also negatively impact our operating results and financial condition, impair our ability to timely file
our periodic and other reports with the SEC, subject us to additional litigation and regulatory actions and cause us to incur substantial additional costs in future periods relating
to the implementation of remedial measures.

Substantial future sales of our common stock, or the perception in the public markets that these sales may occur, may depress our stock price.

Our common stock is traded on NASDAQ and, despite certain increases of trading volume from time to time, there have been periods when our common stock could be
considered thinly-traded, meaning that the number of persons interested in purchasing our common stock at or near bid prices at any given time may be relatively small. Equity
or equity-related financing transactions that result in a large amount of newly issued shares that become readily tradable, or other events that cause current stockholders to sell
shares, could place downward pressure on the trading price of our stock. In addition, the lack of a robust resale market may require a stockholder who desires to sell a large
number of shares of common stock to sell the shares in increments over time to mitigate any adverse impact of the sales on the market price of our stock.

If our stockholders sell, or the market perceives that our stockholders intend to sell (for various reasons, including the ending of restrictions on resale), substantial
amounts of our common stock in the public market, including shares issued upon the exercise of any outstanding options or warrants, the market price of our common stock
could fall. Sales of a substantial number of shares of our common stock may make it more difficult for us to sell equity or equity-related securities in the future at a time and
price that we deem reasonable or appropriate. In the event that the price of our stock falls, we may become involved in securities class action litigation that could divert
management’s attention and harm our business.

Certain holders of our common stock are subject to the lock-up restrictions relating to our IPO, which expire after the close of trading on November 7, 2017. As these
lockup restrictions expire, the market price of our common stock could drop significantly if the holders of these restricted shares sell them or are perceived by the market as
intending to sell them.

Further, we have registered all common stock issuable under our 2014 Plan and all common stock that we may issue under our 2017 Plan and our ESPP. As a result,
these shares can be freely sold in the public market once vested and exercised. If a large number of these shares are sold in the public market, the sales could reduce our trading
price.

In the future, we may also issue our securities if we need to raise additional capital or in connection with acquisitions. The number of shares of our common stock issued
in connection with a financing or acquisition could constitute a material portion of our then-outstanding shares of our common stock.

We are an “emerging growth company” and a “smaller reporting company” under the U.S. federal securities laws, and the reduced reporting requirements
applicable to emerging growth companies and smaller reporting companies could make our common stock less attractive to investors.

We are an “emerging growth company” and a “smaller reporting company” under U.S. federal securities laws. For as long as we continue to be an emerging growth
company and/or a smaller reporting company, we may take advantage of exemptions from various reporting requirements that are applicable to other public companies that are
not emerging growth companies or smaller reporting companies, including not being required to comply with the auditor attestation requirements of Section 404 of the
Sarbanes-Oxley Act, reduced disclosure obligations regarding executive
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compensation in our periodic reports and proxy statements and (to the extent we continue to qualify as an emerging growth company) 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 could be an emerging
growth company for up to five years, although circumstances could cause us to lose that status earlier, including if the market value of our common stock held by non-affiliates
exceeds $700 million as of any June 30 date before that time, in which case, we would no longer be an emerging growth company as of the following December 31. Even if we
do not qualify as an emerging growth company, we may still qualify as a smaller reporting company, which would allow us to take advantage of many of the same exemptions
from disclosure requirements that are applicable to emerging growth companies. Investors may not find our common stock attractive because we may rely on these exemptions.
If some investors find our common stock less attractive as a result, there may be a less active trading market for our common stock and our stock price may be more volatile.

We do not currently expect to pay any cash dividends.

The continued operation and expansion of our business will require substantial funding. Accordingly, we do not currently expect to pay any cash dividends on shares of
our common stock. Any determination to pay dividends in the future will be at the discretion of our Board and will depend upon results of operations, financial condition,
contractual restrictions, restrictions imposed by applicable law and other factors our Board deems relevant. Additionally, we expect these restrictions to continue in the future.
Accordingly, realization of a gain on an investment in our common stock will depend on the appreciation of the price of our common stock, which may never occur. Investors
seeking cash dividends in the foreseeable future should not purchase our common stock.

Our anti-takeover provisions could prevent or delay a change in control of our company, even if such change in control would be beneficial to our stockholders.

Provisions of our amended and restated certificate of incorporation and amended and restated bylaws as well as provisions of Delaware law could discourage, delay or
prevent a merger, acquisition or other change in control of our company, even if such change in control would be beneficial to our stockholders. These include:
 

 •  authorizing the issuance of “blank check” preferred stock that could be issued by our Board to increase the number of outstanding shares and thwart a takeover
attempt;

 

 •  a provision for a classified board of directors so that not all members of our Board are elected at one time;
 

 •  the removal of directors only for cause;
 

 •  no provision for the use of cumulative voting for the election of directors;
 

 •  limiting the ability of stockholders to call special meetings;
 

 •  requiring all stockholder actions to be taken at a meeting of our stockholders (i.e. no provision for stockholder action by written consent); and
 

 •  establishing advance notice requirements for nominations for election to our Board or for proposing matters that can be acted upon by stockholders at stockholder
meetings.

In addition, the Delaware General Corporation Law prohibits us, except under specified circumstances, from engaging in any mergers, significant sales of stock or assets
or business combinations with any stockholder or group of stockholders who owns at least 15% of our common stock.

Our amended and restated certificate of incorporation designates the Court of Chancery of the State of Delaware as the sole and exclusive forum for certain types of
actions and proceedings that may be initiated by our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for disputes with us or
our directors, officers or other employees.

Our amended and restated certificate of incorporation provides that, unless we consent in writing to the selection of an alternative forum, the Court of Chancery of the
State of Delaware shall be the sole and exclusive forum for:
 

 •  any derivative action or proceeding brought on our behalf;
 

 •  any action asserting a claim of breach of a fiduciary duty owed by any of our directors, officers or other employees to us or to our stockholders;
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 •  any action asserting a claim against us arising pursuant to any provision of the Delaware General Corporation Law, our amended and restated certificate of
incorporation or our amended and restated bylaws; or

 

 •  any action asserting a claim against us governed by the internal affairs doctrine.

Any person or entity purchasing or otherwise acquiring any interest in shares of our capital stock shall be deemed to have notice of and consented to this provision of our
amended and restated certificate of incorporation. This choice-of-forum provision may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable or
convenient for disputes with us or our directors, officers or other employees, which may discourage such lawsuits against us and our directors, officers and other employees.
Alternatively, if a court were to find these provisions of our amended and restated certificate of incorporation inapplicable to, or unenforceable in respect of, one or more of the
specified types of actions or proceedings, we may incur additional costs associated with resolving such matters in other jurisdictions, which could adversely affect our business,
financial condition or results of operations.
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 Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Sales of Unregistered Equity Securities

We had no sales of unregistered equity securities during the third quarter of 2017.

Use of Proceeds

On May 17, 2017, we completed our IPO, pursuant to which we issued and sold an aggregate of 2,500,000 shares of our common stock at a price to the public of
$15.00 per share pursuant to a registration statement on Form S-1 (File No. 333-216726), which was declared effective by the SEC on May 11, 2017. We received net
proceeds of approximately $32.6 million, after deducting discounts and commissions of approximately $3.2 million and other offering expenses of approximately
$1.7 million. No payments for such expenses were made directly or indirectly to any of our officers and directors, or persons owning 10% or more of any class of our
equity securities, or to any of our affiliates. Wunderlich Securities, Inc. acted as the sole book-running manager of the offering. Craig-Hallum Capital Group, LLC and
Northland Securities, Inc. acted as co-managers of the offering.

There has been no material change in the use of proceeds from our IPO from that described in our Prospectus. As described in our Prospectus, we intend to use the
proceeds for working capital or other general corporate purposes, including funding our growth strategies.
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 Item 3. Defaults Upon Senior Securities

None

 
 Item 4. Mine Safety Disclosures

Not applicable

 
 Item 5. Other Information

None

 
 Item 6. Exhibits
 
10.1

  
Lease Agreement dated July  14, 2017, between the Company and PRII/MCC South Coast Property, LLC (incorporated by reference to Exhibit 10.1 to the
Company’s Quarterly Report on Form 10-Q for the quarter ended June  30, 2017, filed with the Securities and Exchange Commission on August 8, 2017).

31.1   Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2   Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1   Certification 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
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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.
 

  Veritone, Inc.

November 7, 2017   By  /s/ Chad Steelberg
   Chad Steelberg
   Chief Executive Officer and Chairman of the Board
   (Principal Executive Officer)

November 7, 2017   By  /s/ Peter F. Collins
   Peter F. Collins
   Executive Vice President and Chief Financial Officer
   (Principal Financial and Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. SECTION 1350)

I, Chad Steelberg, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of Veritone, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) for the registrant and have:

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

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

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

 

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

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

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

 
Date: November 7, 2017  /s/ Chad Steelberg

 Chad Steelberg
 Chief Executive Officer and Chairman of the Board
 (Principal Executive Officer)

 



EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. SECTION 1350)

I, Peter F. Collins, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of Veritone, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) for the registrant and have:

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

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

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

 

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

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

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

 
Date: November 7, 2017  /s/ Peter F. Collins

 Peter F. Collins
 Executive Vice President and Chief Financial Officer
 (Principal Financial and Accounting Officer)

 



EXHIBIT 32.1

CERTIFICATIONS OF THE CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 906 OF THE SARBANES-
OXLEY ACT OF 2002

Each of the undersigned hereby certifies, in accordance with 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, in his capacity as an
officer of Veritone, Inc., that, to his knowledge, the Quarterly Report of Veritone, Inc. on Form 10-Q for the period ended September 30, 2017 fully complies with the
requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934 and that the information contained in such report fairly presents, in all material respects,
the financial condition and results of operation of the company.
 

November 7, 2017  By  /s/ Chad Steelberg
  Chad Steelberg
  Chief Executive Officer and Chairman of the Board
  (Principal Executive Officer)

November 7, 2017  By  /s/ Peter F. Collins
  Peter F. Collins
  Executive Vice President and Chief Financial Officer
  (Principal Financial and Accounting Officer)

A signed original of this written statement required by Section 906 has been provided to Veritone, Inc. and will be retained by Veritone, Inc. and furnished to the
Securities and Exchange Commission or its staff upon request.
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