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SPECIAL NOTE REGARDING 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, as amended (the
“Securities Act”) and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), 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 may cause or contribute to such
differences 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 Item 1A (Risk Factors) of Part II, of this Quarterly Report on Form 10-Q, and in Item 1 (Business) and Item 1A (Risk Factors) of Part I of our Annual Report on
Form 10-K for the year ended December 31, 2019. 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,   December 31,  
  2020   2019  

ASSETS         
Cash and cash equivalents  $ 54,315   $ 44,065  
Accounts receivable, net   17,470    21,352  
Expenditures billable to clients   20,108    10,286  
Prepaid expenses and other current assets   5,116    5,409  

Total current assets   97,009    81,112  
Property, equipment and improvements, net   2,499    3,214  
Intangible assets, net   12,086    16,126  
Goodwill   6,904    6,904  
Long-term restricted cash   855    855  
Other assets   229    315  

Total assets  $ 119,582   $ 108,526  
LIABILITIES AND STOCKHOLDERS' EQUITY         

Accounts payable  $ 21,268   $ 17,014  
Accrued media payments   41,226    26,664  
Client advances   13,767    9,080  
Other accrued liabilities   7,643    6,978  

Total current liabilities   83,904    59,736  
Other non-current liabilities   1,251    1,379  

Total liabilities   85,155    61,115  
Commitments and contingencies (Note 7)         
Stockholders' equity         

Common stock, par value $0.001 per share; 75,000,000 shares authorized;
27,719,753 and 25,670,737 shares issued and outstanding at September 30, 2020 and December 31, 2019, respectively   28    26  
Additional paid-in capital   302,321    279,828  
Accumulated deficit   (267,979 )   (232,489 )
Accumulated other comprehensive income   57    46  

Total stockholders' equity   34,427    47,411  
Total liabilities and stockholders' equity  $ 119,582   $ 108,526

 
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   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  
Revenue  $ 15,718   $ 12,805   $ 40,890   $ 37,200  
Cost of revenue (exclusive of amortization shown separately below)   4,553    4,196    11,566    11,725  
Gross profit   11,165    8,609    29,324    25,475  
Operating expenses:                 

Sales and marketing   5,255    6,081    15,116    17,921  
Research and development   3,587    5,473    10,673    18,250  
General and administrative   11,950    11,899    34,836    35,228  
Amortization   1,346    1,352    4,040    3,515  

Total operating expenses   22,138    24,805    64,665    74,914  
Loss from operations   (10,973 )   (16,196 )   (35,341 )   (49,439 )
Other (expense) income, net   (4 )   184    (108 )   446  
Loss before provision for income taxes   (10,977 )   (16,012 )   (35,449 )   (48,993 )
Provision for (benefit from) income taxes   36    (1,815 )   41    (1,799 )
Net loss  $ (11,013 )  $ (14,197 )  $ (35,490 )  $ (47,194 )
Net loss per share:                 

Basic and diluted  $ (0.40 )  $ (0.64 )  $ (1.31 )  $ (2.26 )
Weighted average shares outstanding:                 

Basic and diluted   27,593,315    22,345,122    27,162,880    20,882,293  
Comprehensive loss:                 

Net loss  $ (11,013 )  $ (14,197 )  $ (35,490 )  $ (47,194 )
Unrealized gain on marketable securities, net of income taxes   —    —    —    48  
Foreign currency translation gain (loss), net of income taxes   6    (31 )   11    (8 )
Total comprehensive loss  $ (11,007 )  $ (14,228 )  $ (35,479 )  $ (47,154 )

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

(in thousands, except share amounts)
(Unaudited)

 
 
 
 
 

  Three Months Ended September 30, 2020  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of June 30, 2020   27,516,307   $ 28   $ 296,967   $ (256,966 )  $ 51   $ 40,080  
Common stock offerings, net   —    —    (10 )   —    —    (10 )
Common stock issued under employee stock plans, net   97,548    —    216    —    —    216  
Release of Machine Box holdback consideration   105,898    —    —    —    —    —  
Stock-based compensation expense   —    —    5,148    —    —    5,148  
Net loss   —    —    —    (11,013 )   —    (11,013 )
Other comprehensive gain   —    —    —    —    6    6  
Balance as of September 30, 2020   27,719,753   $ 28   $ 302,321   $ (267,979 )  $ 57   $ 34,427

 
 

 

  Nine Months Ended September 30, 2020  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of December 31, 2019   25,670,737   $ 26   $ 279,828   $ (232,489 )  $ 46   $ 47,411  
Common stock offerings, net   1,491,317    2    5,994    —    —    5,996  
Common stock issued under employee stock plans, net   297,490    —    356    —    —    356  
Release of Machine Box holdback consideration   105,898    —    —    —    —    —  
Stock-based compensation expense   —    —    13,735    —    —    13,735  
Exercise of warrants   154,311    —    2,100    —    —    2,100  
Issuance of warrants   —    —    308    —    —    308  
Net loss   —    —    —    (35,490 )   —    (35,490 )
Other comprehensive gain   —    —    —    —    11    11  
Balance as of September 30, 2020   27,719,753   $ 28   $ 302,321   $ (267,979 )  $ 57   $ 34,427

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

(in thousands, except share amounts)
(Unaudited)

 
 

  Three Months Ended September 30, 2019  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of June 30, 2019   21,918,406   $ 22   $ 257,813   $ (203,408 )  $ 72   $ 54,499  
Common stock offerings, net   1,103,937    1    5,315    —    —    5,316  
Common stock issued under employee stock plans, net   83,304    —    308    —    —    308  
Machine Box holdback consideration   —    —    140    —    —    140  
Common stock issued for acquisitions   129,552    —    27    —    —    27  
Stock-based compensation expense   —    —    4,736    —    —    4,736  
Net loss   —    —    —    (14,197 )   —    (14,197 )
Other comprehensive loss   —    —    —    —    (31 )   (31 )
Balance as of September 30, 2019   23,235,199   $ 23   $ 268,339   $ (217,605 )  $ 41   $ 50,798

 
 

  Nine Months Ended September 30, 2019  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of December 31, 2018   19,335,220   $ 19   $ 230,674   $ (170,411 )  $ 1   $ 60,283  
Common stock offerings, net   2,772,600    3    17,528    —    —    17,531  
Common stock issued under employee stock plans, net   230,979    —    722    —    —    722  
Machine Box holdback consideration   —    —    760    —    —    760  
Common stock issued for acquisitions   896,400    1    3,861    —    —    3,862  
Stock-based compensation expense   —    —    14,794    —    —    14,794  
Net loss   —    —    —    (47,194 )   —    (47,194 )
Other comprehensive gain   —    —    —    —    40    40  
Balance as of September 30, 2019   23,235,199   $ 23   $ 268,339   $ (217,605 )  $ 41   $ 50,798

 
 

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,  
  2020   2019  

Cash flows from operating activities:         
Net loss  $ (35,490 )  $ (47,194 )
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:         

Depreciation and amortization   4,816    4,337  
Deferred income taxes, net   —    (1,821 )
Warrant expense   102    —  
Change in fair value of warrant liability   200    (7 )
Provision for doubtful accounts   291    54  
Stock-based compensation expense   13,698    16,049  
Other   —    (19 )
Changes in assets and liabilities:         

Accounts receivable   3,535    156  
Expenditures billable to clients   (9,822 )   (3,472 )
Prepaid expenses and other assets   (131 )   (953 )
Accounts payable   4,254    (5,282 )
Accrued media payments   14,562    3,189  
Client advances   4,687    15,057  
Other accrued liabilities   708    1,447  
Other liabilities   (128 )   31  
Net cash provided by (used in) operating activities   1,282    (18,428 )

Cash flows from investing activities:         
Proceeds from sales of marketable securities   —    13,614  
Proceeds from the sale of equipment   56    —  
Capital expenditures   (61 )   (282 )
Intangible assets acquired   —    (477 )
Acquisition of businesses, net of cash acquired   —    (883 )

Net cash (used in) provided by investing activities   (5 )   11,972  

Cash flows from financing activities:         
Proceeds from common stock offerings, net   6,517    17,302  
Proceeds from loan   6,491    —  
Repayment of loan   (6,491 )   —  
Proceeds from the exercise of warrants   2,100    —  
Proceeds from issuances of stock under employee stock plans, net   356    722  

Net cash provided by financing activities   8,973    18,024  
Net increase in cash, cash equivalents and restricted cash   10,250    11,568  
Cash, cash equivalents and restricted cash, beginning of period   44,920    38,776  
Cash, cash equivalents and restricted cash, end of period  $ 55,170   $ 50,344
 

The accompanying notes are an integral part of these condensed consolidated financial statements.

6



VERITONE, INC.
Notes to the Condensed Consolidated Financial Statements

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

NOTE 1. DESCRIPTION OF BUSINESS

Description of Business

Veritone, Inc., a Delaware corporation (“Veritone”) (together with its wholly owned subsidiaries, collectively, the “Company”), is a provider of artificial intelligence
(“AI”) computing solutions. The Company’s AI platform, aiWARETM, incorporates proprietary technologies that perform a wide variety of functions, including mimicking
traditional human cognitive tasks such as perception, prediction and problem solving, in order to more effectively and efficiently transform unstructured data into structured
data and automate and improve core processes, insights and decision-making.  aiWARE is based on an open architecture that enables new cognitive engines and applications to
be added more efficiently, resulting in a future-proof, scalable and evolving solution that can be leveraged across a broad range of industries, including media and
entertainment, government, legal and compliance, and other vertical markets.

The Company also offers cloud-native digital content management solutions and content licensing services, primarily to customers in the media and entertainment
market. These offerings leverage the Company’s aiWARE technologies, providing customers with unique capabilities to enrich and drive expanded revenue opportunities from
their content.

In addition, the Company operates a full-service advertising agency that leverages the Company’s aiWARE technologies to provide differentiated services to its clients.
The Company’s advertising services include media planning and strategy, advertisement buying and placement, campaign messaging, clearance verification and attribution, and
custom analytics, specializing in host-endorsed and influencer advertising across primarily radio, podcasting, streaming audio, social media and other digital media channels.
The Company’s advertising services also include its VeriAdsTM Network, which is comprised of programs that enable broadcasters, podcasters and social media influencers to
generate incremental advertising revenue.

NOTE 2. PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Preparation

The accompanying condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles 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 based
on the representations of the Company’s management, who is responsible for their integrity and objectivity. The information included in this Form 10-Q should be read in
conjunction with the information included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2019, filed with the SEC on March 11, 2020.
Interim results for the three and nine months ended September 30, 2020 are not necessarily indicative of the results the Company will have for the full year ending December 31,
2020.

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, recurring and necessary to fairly state the Company’s 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 are unaudited. The December 31, 2019 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.

Reclassifications

Certain reclassifications to other assets have been made to prior year amounts for consistency and comparability with the current year’s financial statements presentation.
These reclassifications had no effect on the reported total assets and liabilities.

Amortization expense, which was presented in prior year periods within cost of revenue, sales and marketing, research and development, and general and administrative
operating expenses, has been reclassified and is presented as a single separate line item in operating expenses. The Company believes that this presentation more accurately
reflects the Company’s cost of revenue and operating expenses. The reclassification had no effect on reported net loss.

Liquidity and Capital Resources

During the years ended December 31, 2019 and 2018, the Company generated negative cash flows from operations of $30,117 and $41,770, respectively, and incurred
net losses of $62,078 and $61,104, respectively. In the nine months ended September 30, 2020, the Company generated cash flows from operations of $1,282 and incurred a net
loss of $35,490.  As of September 30, 2020, the Company had an accumulated deficit of $267,979. Historically, the Company has satisfied its capital needs with the net
proceeds from sales of equity securities, issuances of convertible
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debt, and the exercise of common stock warrants. In the first nine months of 2020, the Company raised net proceeds of $5,996 through sales of its common stock under an
Equity Distribution Agreement dated June 1, 2018 (the “Equity Distribution Agreement”). In the first nine months of 2020, the Company received net proceeds of $2,100
through the exercise of common stock warrants. As of September 30, 2020, the Company’s cash and cash equivalents totaled $54,315.  

In April 2020, the Company applied and was approved for unsecured loans under the Paycheck Protection Program (the “PPP”) established under the Coronavirus Aid,
Relief, and Economic Security Act (the “CARES Act”) in the aggregate amount of $6,491. The Company believes that it qualified to apply for and receive the funds pursuant to
the provisions of the CARES Act and the guidance in effect at that time. However, in light of (i) revised guidance that was issued by the Small Business Administration
subsequent to the Company’s receipt of the PPP Loans, and (ii) the improvement in the Company’s business outlook and access to the capital markets, the Board of Directors of
the Company determined to repay the full amount of the PPP Loans. The Company completed the repayment of the PPP Loans in May 2020.

The Company expects to continue to generate net losses for the foreseeable future as it makes significant investments in developing and selling its aiWARE SaaS
solutions. Also, the Company will continue to evaluate potential acquisitions of, or investments in, companies or technologies that complement its business, which acquisitions
may require the use of cash. Management believes that the Company’s existing balances of cash and cash equivalents will be sufficient to meet its anticipated cash requirements
for at least twelve months from the date that these financial statements are issued. However, the Company does not expect that its current cash and cash equivalents will be
sufficient to support the development of its business to the point at which the Company has continued positive cash flows from operations, particularly if it uses cash to finance
any acquisitions or investments in the future. The Company plans to meet its future needs for additional capital through equity and/or debt financings. Equity financings may
include sales of common stock under the Company’s Equity Distribution Agreement pursuant to which the Company may offer and sell, from time to time, shares of its
common stock having an aggregate available offering price of up to $18,538. Such financing may not be available on terms favorable to the Company or at all. If the Company
is unable to obtain adequate financing or financing on terms satisfactory to it when required, the Company’s ability to continue to support its business growth, scale its
infrastructure, develop product enhancements and to respond to business challenges could be significantly impaired.   

 
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 revenue recognition, allowance for doubtful accounts,
purchase accounting, impairment of long lived assets, the valuation of stock awards and stock warrants and income taxes.

There has been uncertainty and disruption in the global economy and financial markets due to the COVID-19 pandemic. The Company is not aware of any specific event
or circumstance that would require an update to its estimates or assumptions or a revision of the carrying value of its assets or liabilities as of the date of filing of this Quarterly
Report on Form 10-Q.

These estimates and assumptions may change as new events occur and additional information is obtained. As a result, actual results could differ materially from these
estimates and assumptions.

 

Remaining Performance Obligations
 

As of September 30, 2020, the aggregate amount of the transaction prices under the Company’s contracts allocated to the Company’s remaining performance obligations
was $3,814, approximately 78% of which the Company expects to recognize as revenue over the next twelve months, and the remainder thereafter. This aggregate amount
excludes amounts allocated to remaining performance obligations under contracts that have an original duration of one year or less and variable consideration that is allocated to
remaining performance obligations.  

Significant Accounting Policies

There have been no material changes in the Company’s significant accounting policies from those disclosed in its Annual Report on Form 10-K for the year ended
December 31, 2019.  
 

Recently Adopted Accounting Pronouncements

Effective for the Company’s fiscal year ended December 31, 2019, the Company adopted the provisions and expanded disclosure requirements described in ASU 2014-
09, Revenue from Contracts with Customers (Topic 606) (“Topic 606”), for its annual financial statements. The Company adopted the standard using the modified retrospective
method. Accordingly, the results for the prior comparable periods were not adjusted to conform to the current year measurement and recognition of results. As of the beginning
of 2019, the impact of the adoption of Topic 606 was not material. However, in adopting Topic 606, the Company has modified its revenue recognition policy in the following
ways:

 • Some multi-year contracts include fixed annual price increases. Historically, the Company recognized revenue based on the price allocated to each year. Now, the
Company recognizes the aggregate fixed price as revenue ratably over the full term of the contract.

8



 • Historically, certain variable consideration was recognized one month in arrears when the amount became known. These revenues are now recognized in the
month in which the service is provided based on an estimate of the amount that the Company expects to be entitled to receive for the services. These revenues do
not represent a material portion of the Company’s total revenue.

During the year ended December 31, 2019, the Company’s quarterly financial statements were prepared using the prior revenue recognition standard, Topic 605,
Revenue Recognition. Beginning in the first quarter of 2020, the Company’s quarterly financial statements are presented using Topic 606.

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework—Changes to the Disclosure Requirements for Fair
Value Measurement, as part of its disclosure framework project intended to improve the effectiveness of disclosures in the notes to the financial statements by updating certain
disclosure requirements related to fair value measurements. The standard became effective for the Company beginning in the first quarter of fiscal year 2020. The adoption of
this standard did not have a material impact on the Company’s consolidated financial statements.

Recently Issued Accounting Pronouncements

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 or 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 standard will be effective for the Company beginning with the first quarter of fiscal year
2022. The Company is currently evaluating the impact this standard will have on its policies and procedures pertaining to its existing and future lease arrangements, its
disclosure requirements and its consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326). which requires measurement and recognition of expected credit
losses for financial assets held. This standard will be effective for the Company beginning in the first quarter of fiscal year 2023. The Company is currently evaluating the
impact that this standard will have on its consolidated financial statements and related disclosures as well as the timing of adoption.

In December 2019, the FASB issued ASU No. 2019-12 to simplify the accounting in ASC 740, Income Taxes. This standard removes certain exceptions related to the
approach for intraperiod tax allocation, the methodology for calculating income taxes in an interim period, and the recognition of deferred tax liabilities for outside basis
differences. This guidance also clarifies and simplifies other areas of ASC 740. This standard will be effective for the Company beginning in the first quarter of fiscal year 2022.
The Company is currently evaluating the impact that this standard will have on its consolidated financial statements and related disclosures as well as the timing of adoption.
 
NOTE 3. NET LOSS PER SHARE

The following table presents the computation of basic and diluted net loss per share:
 
  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  
Numerator                 

Net loss  $ (11,013 )  $ (14,197 )  $ (35,490 )  $ (47,194 )
Denominator                 

Weighted-average common shares outstanding   27,606,061    22,382,973    27,180,059    20,936,860  
Less: Weighted-average shares subject to repurchase   (12,746 )   (37,851 )   (17,179 )   (54,567 )
Denominator for basic and diluted net loss per share   27,593,315    22,345,122    27,162,880    20,882,293  

Basic and diluted net loss per share  $ (0.40 )  $ (0.64 )  $ (1.31 )  $ (2.26 )
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The Company reported net losses for all periods presented and, as such, all potentially dilutive shares of common stock would have been antidilutive for such periods.
The table below presents the weighted-average securities (in common equivalent shares) outstanding during the periods presented that have been excluded from the calculation
of diluted net loss per share because their effect would be anti-dilutive:
 

  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  

Common stock options and restricted stock units   10,022,826    10,079,101    9,954,904    9,837,968  
Warrants to purchase common stock   1,592,840    1,297,151    1,521,720    1,297,151  
   11,615,666    11,376,252    11,476,624    11,135,119  
 
 
NOTE 4. 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 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, as follows:

 • Level 1—quoted prices (unadjusted) 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; or
 

 • 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.

Cash and Cash Equivalents

The Company’s money market funds are categorized as Level 1 within the fair value hierarchy. As of September 30, 2020, the Company’s cash and cash equivalents
balances were as follows:
 

      Gross       Cash and  
      Unrealized   Fair   Cash  
  Cost   Losses   Value   Equivalents  

Cash  $ 43,289   $ —   $ 43,289   $ 43,289  
Level 1:                 

Money market funds   11,026    —    11,026    11,026  
Total  $ 54,315   $ —   $ 54,315   $ 54,315
 
 

As of December 31, 2019, the Company’s cash and cash equivalents balances were as follows:
 

      Gross       Cash and  
      Unrealized   Fair   Cash  
  Cost   Losses   Value   Equivalents  

Cash  $ 23,710   $ —   $ 23,710   $ 23,710  
Level 1:                 

Money market funds   20,355    —    20,355    20,355  
Total  $ 44,065   $ —   $ 44,065   $ 44,065  

Stock Warrants

All of the Company’s outstanding stock warrants are categorized as Level 3 within the fair value hierarchy. Stock warrants have been recorded at their fair value using
either a probability weighted expected return model, the Monte Carlo simulation model or the Black-Scholes option-pricing model. These models incorporate contractual terms,
maturity, risk-free interest rates and volatility. The value of the Company’s stock warrants would increase if a higher risk-free interest rate was used, and would decrease if a
lower risk-free interest rate was 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 development and determination of the unobservable inputs for Level 3 fair value measurements and fair value calculations are the
responsibility of the Company’s management with the assistance of a third-party valuation specialist.
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In April 2020, in connection with a consulting agreement between the Company and a consulting firm, the Company issued to such firm a warrant to purchase up to
50,000 shares of the Company’s common stock (the “Compensation Warrant”). The Compensation Warrant was fully vested and exercisable upon issuance, has an exercise
price of $3.01 per share and expires on December 31, 2021. The holder is able to redeem the warrant for a number of shares having a value equal to the in-the-money value of
the warrant. The fair value of this stock warrant is $59, which was determined using the Black-Scholes option-pricing model and was recorded in general and administrative
operating expenses in the nine months ended September 30, 2020. The Company also issued to such firm in connection with the consulting agreement an additional warrant to
purchase up to 400,000 shares of the Company’s common stock (the “Performance Warrant” and collectively with the Compensation Warrant, the “2020 Stock Warrants”). The
Performance Warrant has an exercise price of $3.01 per share, shall vest and become exercisable in three substantially equal installments of 133,333 shares upon the
achievement of specified performance goals and/or a market condition, and expires on December 31, 2023. The market condition has been achieved and, accordingly, the first
installment of 133,333 shares underlying the Performance Warrant has vested and is exercisable. The fair value of the installment of the Performance Warrant tied to the market
condition is $43, which was determined using a Monte Carlo simulation model and was recorded in general and administrative operating expenses in the nine months ended
September 30, 2020. The Company has not recorded any fair value with respect to the remaining installments linked to performance goals, because the achievement of such
performance goals is not yet considered probable.  

The following table summarizes quantitative information with respect to the significant inputs that were used to value the 2020 Stock Warrants during the nine months
ended September 30, 2020:
 

 
Compensation

Warrant   Performance Warrant  
Volatility  88 %  85 %
Risk-free rate  0.23 %  0.34 %
Term 1.7 years   3.7 years  

 
In April 2018, in connection with the advisory agreement between the Company and a financial advisory firm, the Company issued such firm a warrant to purchase up to

20,000 shares of the Company’s common stock (“April 2018 Warrant”). The April 2018 Warrant was fully vested and exercisable upon issuance, has an exercise price of
$11.73 per share and expires on April 6, 2023. The Company recorded this stock warrant at its fair value of $207 using the Black-Scholes option-pricing model. The holder is
able to redeem the warrant for a number of shares having a value equal to the in-the-money value of the warrant. The April 2018 Warrant was outstanding at September 30,
2020.

 

NOTE 5. GOODWILL AND INTANGIBLE ASSETS, NET

Goodwill

The carrying amount of goodwill was $6,904 as of September 30, 2020 and December 31, 2019.

Intangible Assets

The following table sets forth the Company’s finite-lived intangible assets resulting from business acquisitions and other purchases, which continue to be amortized: 
 

  September 30, 2020   December 31, 2019  

  

Weighted
Average

Remaining
Useful Life   

Gross
Carrying   Accumulated   

Net
Carrying   

Gross
Carrying   Accumulated   

Net
Carrying  

  (in years)   Amount   Amortization   Amount   Amount   Amortization   Amount  
Software and technology   1.0   $ 3,582   $ (3,061 )  $ 521   $ 3,582   $ (2,171 )  $ 1,411  
Licensed technology   1.0    500    (333 )   167    500    (208 )   292  
Developed technology   2.9    9,600    (4,000 )   5,600    9,600    (2,560 )   7,040  
Customer relationships   2.9    9,300    (3,875 )   5,425    9,300    (2,480 )   6,820  
Trademarks and trade names   0.2    100    (93 )   7    100    (59 )   41  
Noncompete agreements   1.8    800    (434 )   366    800    (278 )   522  
Total   2.8   $ 23,882   $ (11,796 )  $ 12,086   $ 23,882   $ (7,756 )  $ 16,126  
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The following table presents future amortization of the Company’s finite-lived intangible assets at September 30, 2020:
 
2020 (three months)  $ 1,342  
2021   4,261  
2022   3,963  
2023   2,520  
Total  $ 12,086  
 
NOTE 6. CONSOLIDATED FINANCIAL STATEMENTS DETAILS

Consolidated Balance Sheets Details

Cash and cash equivalents

As of September 30, 2020 and December 31, 2019, the Company had cash and cash equivalents of $54,315 and $44,065, respectively, including $34,195 and $15,003,
respectively, of cash received from advertising clients and content licensees for future payments to vendors. 

 
Accounts Receivable, Net

Accounts receivable consisted of the following:
 

  As of  
  September 30,   December 31,  
  2020   2019  

Accounts receivable — Advertising  $ 14,553   $ 19,184  
Accounts receivable — aiWARE SaaS Solutions   2,354    1,269  
Accounts receivable — aiWARE Content Licensing and Media Services   668    928  
   17,575    21,381  
Less: allowance for doubtful accounts   (105 )   (29 )
Accounts receivable, net  $ 17,470   $ 21,352  

 
The amount that the Company invoices and collects from advertising clients includes the cost of the advertisements placed for them with media vendors and the amount

of the commission earned by the Company. The average commission earned by the Company is less than 15% of the total amount invoiced and collected from the advertising
clients.

 

Property, Equipment and Improvements, Net

Property, equipment and improvements, net consisted of the following:
 

  As of  
  September 30,   December 31,  
  2020   2019  
Property and equipment  $ 2,276   $ 2,247  
Leasehold improvements   2,908    2,876  
   5,184    5,123  
Less: accumulated depreciation   (2,685 )   (1,909 )
Property, equipment and improvements, net  $ 2,499   $ 3,214  
 

Depreciation expense was $264 and $776 for the three and nine months ended September 30, 2020, respectively. Depreciation expense was $271 and $822 for the three
and nine months ended September 30, 2019, respectively. 
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Accounts Payable
 

Accounts payable consisted of the following:
 

  As of  
  September 30,   December 31,  
  2020   2019  

Accounts payable — Advertising  $ 19,961   $ 15,697  
Accounts payable — Other   1,307    1,317  
Total  $ 21,268   $ 17,014  

 
Accounts payable – Advertising reflects the amounts due to media vendors for advertisements placed on behalf of the Company’s advertising clients.

Consolidated Statement of Operations and Comprehensive Loss Details

Revenue

Revenue for the periods presented were comprised of the following:
 
  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  
Advertising  $ 8,764   $ 6,291   $ 21,803   $ 17,847  
aiWARE SaaS Solutions   3,351    2,350    9,461    7,781  
aiWARE Content Licensing and Media Services   3,603    4,164    9,626    11,572  
Total revenue  $ 15,718   $ 12,805   $ 40,890   $ 37,200
 

During the three and nine months ended September 30, 2020, the Company made $71,101 and $180,297, respectively, in gross media placements, of which $66,187 and
$166,877 respectively, were billed directly to clients. Of the amounts billed directly to clients, $59,058 and $148,668 represented media-related costs netted against billings
during the three and nine months ended September 30, 2020, respectively.       

 
During the three and nine months ended September 30, 2019, the Company made $55,799 and $158,370, respectively, in gross media placements, of which $51,429 and

$147,989 respectively, were billed directly to clients. Of the amounts billed directly to clients, $45,668 and $131,345 represented media-related costs netted against billings
during the three and nine months ended September 30, 2019, respectively.       
 

Disaggregated Revenue
 

Revenue disaggregated was as follows:
 

  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  

Advertising (by service type):                 
Agency  $ 7,372   $ 6,197   $ 19,393   $ 17,753  
VeriAds   1,392    94    2,410    94  

Sub-total   8,764    6,291    21,803    17,847  
aiWARE SaaS Solutions (by market):                 

Media and Entertainment   2,462    2,257    7,686    6,962  
Government, Legal and Compliance  537   93    1,172   819  
Other Markets  352    -    603    -  

Sub-total   3,351    2,350    9,461    7,781  
aiWARE Content Licensing and Media Services (by service type):                 

Content Licensing   3,062    3,571    9,085    10,679  
Media Services  541   593    541   893  

Sub-total   3,603    4,164    9,626    11,572  
Total revenue  $ 15,718   $ 12,805   $ 40,890   $ 37,200  
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Other (Expense) Income, Net

Other (expense) income, net for the periods presented was comprised of the following:
 

  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  

Interest income, net  $ 2   $ 133   $ 84   $ 462  
Change in fair value of warrant liability   —    57    (200 )   7  
Other   (6 )   (6 )   8    (23 )
Other (expense) income, net  $ (4 )  $ 184   $ (108 )  $ 446  

 
NOTE 7. COMMITMENTS AND CONTINGENCIES

Leases

The Company leases facilities under operating lease arrangements expiring on various dates through fiscal year 2024. Certain of the Company’s leases contain standard
rent escalation and renewal clauses. Under certain leases, the Company is required to pay operating expenses in addition to base rent. Rent expense for lease payments is
recognized on a straight-line basis over the lease term.
 

As of September 30, 2020, future minimum lease payments were as follows:
 
2020 (three months)  $ 655  
2021   2,242  
2022   1,884  
2023   1,685  
2024   1,730  
Total minimum payments  $ 8,196
 

The total rent expense for all operating leases was $748 and $2,265 for the three and nine months ended September 30, 2020, respectively. The total rent expense for all
operating leases was $755 and $2,235 for the three and nine months ended September 30, 2019, respectively.    

Other Contingencies

From time to time, the Company may be involved in litigation relating to claims arising out of its operations in the normal course of business. The Company currently is
not a party to any legal proceedings, the adverse outcome of which, in management’s opinion, individually or in the aggregate, would have a material adverse effect on the
Company’s results of operations, financial position or cash flows.

NOTE 8. STOCKHOLDERS’ EQUITY (DEFICIT)

Common Stock Issuances

In June 2018, the Company entered into an Equity Distribution Agreement with JMP Securities as sales agent, pursuant to which it may offer and sell, from time to time,
through JMP Securities, shares of its common stock having an aggregate offering price of up to $50,000.  During the nine months ended September 30, 2020 and 2019, the
Company issued an aggregate of 1,491,317 and 2,772,600 of shares of its common stock, respectively, which were sold pursuant to the Equity Distribution Agreement. During
the nine months ended September 30, 2020 and 2019, the Company received net proceeds from such sales of $5,996 and $17,531 after deducting expenses of $281 and $601,
respectively.

During the nine months ended September 30, 2020, the Company issued a total of 154,311 shares of its common stock upon the exercise of warrants for an aggregate
exercise price of $2,100.

On September 6, 2018, the Company acquired all of the outstanding capital stock of Machine Box, Inc. (“Machine Box”). The purchase consideration for the acquisition
was comprised of the initial consideration paid at closing and additional contingent amounts that were payable if Machine Box achieved certain technical development and
integration milestones within 12 months after the closing of the acquisition, and 80% of such consideration was payable by issuance of shares of the Company’s common stock
to the former stockholders of Machine Box. During the nine months ended September 30, 2019, the Company determined that Machine Box had achieved the technical
development and integration milestones required to be completed during such period and, as a result, the former Machine Box stockholders became entitled to receive an
aggregate of 394,604 shares of the Company’s common stock, valued at $2,389 based on the closing price of the Company’s common stock on the respective milestone dates,
of which an aggregate of 315,687 shares were issued to them, and 78,917 shares were held back from issuance by the Company to secure certain indemnification and other
obligations of the former stockholders.
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During the three months ended September 30, 2020, the Company issued an aggregate of 105,898 shares of common stock to the former stockholders of Machine Box,
representing all of the shares previously held back from issuance by the Company with respect to the initial consideration and the additional contingent consideration.

On August 21, 2018, the Company acquired all of the outstanding capital stock of S Media Limited (d/b/a Performance Bridge Media) (“Performance Bridge”). The
purchase consideration for the acquisition was comprised of the initial consideration paid at closing and additional earnout consideration that was payable if Performance Bridge
achieved certain revenue milestones for its 2018 fiscal year, and 80% of such consideration was payable by issuance of shares of the Company’s common stock to the former
stockholder of Performance Bridge. The initial consideration was subject to adjustment based on a final calculation of Performance Bridge’s net assets at closing, which was
completed in the first quarter of 2019 and resulted in the issuance to the former stockholder of Performance Bridge an additional 6,482 shares of common stock valued at $34
based on the closing price of the Company’s common stock on January 25, 2019, which was the date both parties agreed upon the final calculation. In March 2019, the
Company determined that the additional earnout consideration had been earned and the former stockholder of Performance Bridge became entitled to receive 574,231 shares of
the Company’s common stock, valued at $3,026 based on the closing price of the Company’s common stock on March 28, 2019, which were paid and issued to the former
stockholder of Performance Bridge in the second quarter of 2019.

During the nine months ended September 30, 2020 and 2019, the Company issued an aggregate of 297,490 shares of its common stock and 230,979 shares of its
common stock, respectively, in connection with the exercise of stock options, issuance and forfeiture of restricted stock awards and vesting of restricted stock units under its
stock incentive plans and purchases under its Employee Stock Purchase Plan (the “ESPP”).

Common Stock Warrants

During the nine months ended September 30, 2020, the Company issued to a consulting firm warrants to purchase up to an aggregate of 450,000 shares of its common
stock. As of September 30, 2020 and December 31, 2019, the Company had outstanding warrants to purchase an aggregate of 1,592,840 and 1,297,151 shares of the
Company’s common stock, respectively.

NOTE 9. STOCK PLANS

Modifications to Performance-Based Stock Options
 

In August 2020, the disinterested members of the Board of Directors of the Company adopted certain amendments (the “Amendments”) to the Company’s 2018
Performance-Based Stock Incentive Plan (the “2018 Plan”), the stock option award agreements entered into pursuant to the 2018 Plan, and certain stock option award
agreements entered into pursuant to the Company’s 2017 Stock Incentive Plan (the “2017 Plan”) on substantially the same terms as the stock option award agreements entered
into pursuant to the 2018 Plan (collectively, the “Performance Awards”).  Such Amendments were approved by the Company’s stockholders at the Company’s annual meeting
of stockholders held on July 24, 2020.  The Amendments include (i) amendment of the stock price milestones applicable to the Performance Awards, and (ii) reduction of the
exercise prices of the Performance Awards held by the Company’s Chief Executive Officer and the Company’s President, which resulted in a modification of the Performance
Awards.

The Company values the Performance Awards using a Monte Carlo simulation model. A fair value per share and a derived service period is determined for each of the
three equal tranches of each Performance Award. The Company determined the fair values and the new derived service periods of the modified awards as of the date of
modification and the fair values of the original awards immediately before the modification.  The amount of incremental compensation expense resulting from the modification
of each award is equal to the excess of the fair value of the modified award on the date of modification over the fair value of the original award immediately before the
modification. The total incremental compensation expense resulting from the modification of the Performance Awards for approximately 215 employees is $3,011.

The assumptions used in the Monte Carlo simulation model for computing the fair values of the Performance Awards on the modification date and immediately before the
modification are set forth in the table below:

 
Amendment date stock price  $ 8.83  
Expected volatility   80 %
Risk-free interest rate   0.6 %
Expected dividend yield   — %
Cost of equity   12 %
 
Stock-Based Compensation

During the nine months ended September 30, 2020, the Company granted options to purchase an aggregate of 610,000 shares of its common stock that are subject to
time-based vesting conditions.
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The Company valued these stock options using the Black-Scholes Merton option pricing model. The following assumptions were used to compute the grant date fair
values of the stock options granted during the nine months ended September 30, 2020:

 
Expected term (in years)    6.0 - 6.1  
Expected volatility    68% - 82%  
Risk-free interest rate    0.4% - 1.2%  
Expected dividend yield     —
 

The assumptions used in calculating the fair values of purchase rights granted under the ESPP during the nine months ended September 30, 2020 are set forth in the table
below:

 
Expected term (in years)  0.5 - 2.0  
Expected volatility  65% - 130%  
Risk-free interest rate  0.1% - 1.5%  
Expected dividend yield   —

 
The Company’s stock-based compensation expense recognized for the periods presented was as follows:

 
  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  

Stock-based compensation expense by type of award:                 
Restricted stock units  $ 2,308   $ 251   $ 3,203   $ 748  
Restricted stock awards   43    47    152    303  
Machine Box contingent common stock issuances   (37 )   28    (37 )   1,255  
Performance-based stock options   1,996    2,000    5,917    5,956  
Stock options   644    2,329    4,099    7,389  
Employee stock purchase plan   157    109    364    398  

Total  $ 5,111   $ 4,764   $ 13,698   $ 16,049
 

  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  

Stock-based compensation expense by operating expense grouping:                 
Sales and marketing  $ 278   $ 281   $ 654   $ 795  
Research and development   172    334    593    2,318  
General and administrative   4,661    4,149    12,451    12,936  
  $ 5,111   $ 4,764   $ 13,698   $ 16,049
 
Equity Award Activity

Restricted Stock Awards

The Company’s restricted stock award activity for the nine months ended September 30, 2020 was as follows:
 

      Weighted  
      Average Grant  
  Shares   Date Fair Value  

Unvested at December 31, 2019   22,813   $ 7.50  
Granted   5,310   $ 2.98  
Vested   (17,960 )  $ 6.16  
Unvested at September 30, 2020   10,163   $ 7.50
 

At September 30, 2020, total unrecognized compensation cost related to restricted stock was $14, which is expected to be recognized over a weighted average period of
0.1 year.
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Restricted Stock Units

The Company’s restricted stock unit activity for the nine months ended September 30, 2020 was as follows:
 

      Weighted  
      Average Grant  
  Shares   Date Fair Value  

Unvested at December 31, 2019   142,145   $ 6.71  
Granted   835,157   $ 10.20  
Forfeited   (5,500 )  $ 8.81  
Vested   (116,295 )  $ 6.84  
Unvested at September 30, 2020   855,507   $ 10.09
 
 

At September 30, 2020, total unrecognized compensation cost related to restricted stock units was $5,641, which is expected to be recognized over a weighted average
period of 0.7 year.

Performance-Based Stock Options

The activity during the nine months ended September 30, 2020 related to stock options that are subject to performance-based vesting conditions tied to the future
achievement of stock price goals by the Company was as follows:

 
      Weighted-Average  
          Remaining   Aggregate  
      Exercise   Contractual   Intrinsic  
  Options   Price   Term   Value  

Outstanding at December 31, 2019   4,484,739   $ 16.68          
Forfeited   (298,956 )  $ 5.65          
Outstanding at September 30, 2020   4,185,783   $ 10.45   7.8 years   $ 3,507  
Exercisable at September 30, 2020   —   $ —    —   $ —

 
The weighted average grant date fair values of the performance-based stock options granted during the nine months ended September 30, 2019 was $2.55 per share. No

performance-based stock options were granted during the nine months ended September 30, 2020 and no performance-based stock options vested during the nine months ended
September 30, 2020 and 2019. At September 30, 2020, total unrecognized compensation expense related to performance-based stock options was $18,092 and is expected to be
recognized over a weighted average period of 2.0 years.

Stock Options

The activity during the nine months ended September 30, 2020 related to all other stock options was as follows:
 

      Weighted-Average  
          Remaining  Aggregate  
      Exercise   Contractual  Intrinsic  
  Options   Price   Term  Value  

Outstanding at December 31, 2019   5,196,778   $ 13.09        
Granted   610,000   $ 3.88        
Exercised   (59,488 )  $ 2.89        
Forfeited   (163,634 )  $ 8.37        
Expired   (158,176 )  $ 14.57        
Outstanding at September 30, 2020   5,425,480   $ 12.27   7.1 years  $ 6,614  
Exercisable at September 30, 2020   4,211,378   $ 13.81   6.7 years  $ 2,376
 

The weighted average grant date fair value of stock options granted during the nine months ended September 30, 2020 and 2019 was $2.46 and $3.65 per share,
respectively. The aggregate intrinsic value of the options exercised during the nine months ended September 30, 2020 and 2019 was $484 and $183, respectively. The total
grant date fair value of stock options vested during the nine months ended September 30, 2020 and 2019 was $4,659 and $8,056, respectively. At September 30, 2020, total
unrecognized compensation expense related to stock options was $4,744 and is expected to be recognized over a weighted average period of 2.3 years.

 
The aggregate intrinsic values in the tables above represent the difference between the fair market value of the Company’s common stock and the average option

exercise price of in-the-money options, multiplied by the number of such options.
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Employee Stock Purchase Plan

During the nine months ended September 30, 2020, a total of 126,550 shares of common stock were purchased under the Company’s ESPP. As of September 30, 2020,
accrued employee contributions for future purchases under the ESPP totaled $72.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

The following discussion and analysis of our financial condition and results of operations should be read together with the consolidated financial statements and related
notes that are included elsewhere in this Quarterly Report on Form 10-Q and in our Annual Report on Form 10-K for the year ended December 31, 2019. 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 discussed under “Risk Factors,” set forth in Part II, Item 1A of this Quarterly Report on Form
10-Q and in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2019. See “Special Note Regarding Forward-Looking Statements” above at
page 1.

Overview

Veritone, Inc. (collectively with our subsidiaries, referred to as “Veritone,” “Company,” “we,” “our,” and “us”) is a provider of artificial intelligence (“AI”) solutions,
including our proprietary AI platform, aiWARE™, digital content management solutions and content licensing services. We also operate a full-service media advertising
agency and our VeriAds Network™.
 

The following is a discussion and analysis of certain factors that have affected our results of operations and financial condition during the periods included in the
accompanying condensed consolidated financial statements. In this discussion, we refer to our media advertising agency and our VeriAds Network as our advertising services,
our content licensing and live events services as our aiWARE content licensing and media services, and our aiWARE platform and digital content management offerings as our
aiWARE SaaS solutions.
 

Impact of the Coronavirus (“COVID-19”) Pandemic
 

The COVID-19 outbreak emerged in late 2019 and was declared a global pandemic by the World Health Organization in March 2020.  The COVID-19 pandemic, and
the actions being taken by governments worldwide to mitigate the public health consequences of the pandemic, significantly impacted the global economy. Beginning in March
2020, we began to experience fluctuations in demand for certain services, namely our aiWARE content licensing and media services, a significant amount of revenue from
which is typically driven by major live sporting events, which were cancelled or postponed in the United States due to COVID-19. While many major sporting events have
resumed, it is still uncertain as to whether and to what extent collegiate sports and professional sports leagues will be able to navigate through COVID-19 health concerns and
hold their respective seasons. Future cancellations of live sporting events would further reduce demand for our services, and could have a material adverse impact on our
revenue generated from our aiWARE content licensing and media services in future quarters.  

 
The pandemic has affected and may continue to affect some of our customers, which may further reduce the demand and/or delay purchase decisions for our products

and services, and may additionally impact the creditworthiness of customers.  We have assessed the potential credit deterioration of our customers due to changes in the
macroeconomic environment and have determined that no additional allowance for doubtful accounts was necessary due to credit deterioration as of September 30, 2020.
 

The extent to which the COVID-19 pandemic and the related macroeconomic conditions may continue to affect our financial condition or results of operations is
uncertain. While we did not experience decreases in revenue from our advertising services and aiWARE SaaS solutions in the first nine months of 2020 compared with the same
period in 2019, the severity and duration of the pandemic and the resulting macroeconomic conditions are difficult to predict, and our revenue and operating results may be
adversely impacted in future periods.  The extent of the impact on our operational and financial performance will depend on various factors, including the duration and spread
of the outbreak; advances in testing, treatment and prevention; the impact of government measures to contain the virus; and related government stimulus actions. Due to the
nature of our business, the effect of the COVID-19 pandemic may not be fully reflected in its results of operations until future periods. The most significant risks to our
business and results of operations arising from the COVID-19 pandemic are discussed in Part II, Item 1A (Risk Factors) of our Quarterly Report on Form 10-Q for the quarter
ended March 31, 2020.

 
In response to the COVID-19 pandemic, we have taken actions to control expenses, including temporarily discontinuing non-essential services and instituting controls on

travel, entertainment and other expenses. We will continue to evaluate further cost-cutting measures and whether improved efficiencies can be obtained in our workforce. In
addition, in compliance with government mandates, we have temporarily closed our offices and initiated a work from home policy.
 
Non-GAAP Financial Measure

In evaluating our cash flows and financial performance, we use a measure of Non-GAAP net loss, the results for which measure are presented below for the three and
nine months ended September 30, 2020. The items excluded from Non-GAAP net loss, as well as a breakdown of GAAP net loss, non-GAAP net income (loss) and these
excluded items between our core operations and corporate, are detailed in the reconciliation below.

Non-GAAP net loss is not a financial measure calculated and presented in accordance with U.S. generally accepted accounting principles (“GAAP”) and should not be
considered as an alternative to net income (loss), operating income (loss) or any other financial measures so calculated and presented, nor as an alternative to cash flow from
operating activities as a measure of liquidity. Other companies (including our competitors) may define Non-GAAP net loss differently.
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In addition, we have provided additional supplemental non-GAAP measures of gross profit, operating expenses, loss from operations, other income (expense), net, and
loss before income taxes, excluding the items excluded from non-GAAP net loss as noted above, and reconciling such non-GAAP measures to the applicable GAAP measures.

We present this supplemental non-GAAP financial information because management believes such information to be important supplemental measures of performance
that are commonly used by securities analysts, investors and other interested parties in the evaluation of companies in its industry, and believes that such measures, and the
breakdown between our core operations and corporate, provide a useful comparison of our current period financial results to our historical and future financial results.
Management also uses this information internally for forecasting and budgeting. These non-GAAP measures may not be indicative of our historical operating results or
predictive of potential future results. Investors should not consider this supplemental non-GAAP financial information in isolation or as a substitute for analysis of our results as
reported in accordance with GAAP.
 
(in thousands)  Three Months Ended September 30,  
  2020   2019  

  
Core

Operations(1)   Corporate(2)   Total   
Core

Operations(1)   Corporate(2)   Total  
Reconciliation of Net Loss to Non-GAAP Net Income (Loss):                         
Net loss  $ (1,670 )  $ (9,343 )  $ (11,013 )  $ (6,024 )  $ (8,173 )  $ (14,197 )
Provision for (benefit from) income taxes   —    36    36    —    (1,815 )   (1,815 )
Depreciation and amortization   1,480    130    1,610    1,346    276    1,622  
Stock-based compensation expense   627    4,484    5,111    678    4,058    4,736  
Change in fair value of warrant liability   —    —    —    —    (57 )   (57 )
Machine Box contingent payments   —    —    —    160    —    160  
Machine Box earn-out fair value adjustment   —    —    —    (79 )   —    (79 )

Non-GAAP Net Income (Loss)  $ 437   $ (4,693 )  $ (4,256 )  $ (3,919 )  $ (5,711 )  $ (9,630 )
                         
(in thousands)  Nine Months Ended September 30,  
  2020   2019  

  
Core

Operations(1)   Corporate(2)   Total   
Core

Operations(1)   Corporate(2)   Total  
Reconciliation of Net Loss to Non-GAAP Net Loss:                         
Net loss  $ (7,819 )  $ (27,671 )  $ (35,490 )  $ (19,246 )  $ (27,948 )  $ (47,194 )
Provision for (benefit from) income taxes   —    41    41    —    (1,799 )   (1,799 )
Depreciation and amortization   4,190    626    4,816    3,499    843    4,342  
Stock-based compensation expense   1,716    11,982    13,698    2,132    12,662    14,794  
Change in fair value of warrant liability   —    200    200    —    (7 )   (7 )
Warrant expense   —    102    102    —    —    —  
Gain on sale of asset   —    (56 )   (56 )   —    —    —  
Interest expense   —    9    9    —    —    —  
Machine Box contingent payments   —    —    —    1,609    —    1,609  
Machine Box earn-out fair value adjustment   —    —    —    (9 )   —    (9 )
Performance Bridge earn-out fair value adjustment   —    —    —    139    —    139  

Non-GAAP Net Loss  $ (1,913 )  $ (14,767 )  $ (16,680 )  $ (11,876 )  $ (16,249 )  $ (28,125 )
(1)Core operations consists of the Company’s aiWARE operating platform of software, SaaS and related services; content, licensing and advertising agency services; and
their supporting operations, including direct costs of sales as well as operating expenses for sales, marketing and product development and certain general and administrative
costs dedicated to these operations.  
(2)Corporate consists of general and administrative functions such as executive, finance, legal, people operations, fixed overhead expenses (including facilities and
information technology expenses), other income (expenses) and taxes, and other expenses that support the entire company, including public company driven costs.
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The following table sets forth a reconciliation of Non-GAAP to GAAP financial information for the three and nine months ended September 30, 2020 and 2019:

 
 Three Months Ended   Nine Months Ended  
 September 30,   September 30,  
 2020   2019   2020   2019  
GAAP gross profit $ 11,165   $ 8,609   $ 29,324   $ 25,475  
                
GAAP sales and marketing expenses  5,255    6,081    15,116    17,921  
   Stock-based compensation expense  (278 )   (281 )   (654 )   (795 )
     Non-GAAP sales and marketing expenses  4,977    5,800    14,462    17,126  
                
GAAP research and development expenses  3,587    5,473    10,673    18,250  
   Stock-based compensation expense  (172 )   (307 )   (593 )   (1,063 )
   Machine Box contingent payments  —    (81 )   —    (1,600 )
     Non-GAAP research and development expenses  3,415    5,085    10,080    15,587  
                
GAAP general and administrative expenses  11,950    11,899    34,836    35,228  
   Depreciation  (264 )   (270 )   (776 )   (827 )
   Stock-based compensation expense  (4,661 )   (4,148 )   (12,451 )   (12,936 )
   Issuance of warrants  —    —    (102 )   —  
   Performance Bridge earn-out fair value adjustment  —    —    —    (139 )
     Non-GAAP general and administrative expenses  7,025    7,481    21,507    21,326  
                
GAAP amortization  (1,346 )   (1,352 )   (4,040 )   (3,515 )
                
GAAP loss from operations  (10,973 )   (16,196 )   (35,341 )   (49,439 )
   Total non-GAAP adjustments (1)  6,721    6,439    18,616    20,875  
Non-GAAP loss from operations  (4,252 )   (9,757 )   (16,725 )   (28,564 )
                
GAAP other (expense) income, net  (4 )   184    (108 )   446  

Change in fair value of warrant liability  —    (57 )   200    (7 )
Interest expense  —    —    9    —  
Gain on sale of asset  —    —    (56 )   —  

     Non-GAAP other (expense) income, net  (4 )   127    45    439  
                
GAAP loss before income taxes  (10,977 )   (16,012 )   (35,449 )   (48,993 )
   Total non-GAAP adjustments (1)  6,721    6,382    18,769    20,868  
     Non-GAAP loss before income taxes  (4,256 )   (9,630 )   (16,680 )   (28,125 )
                
GAAP income tax provision (benefit)  36    (1,815 )   41    (1,799 )
                
GAAP net loss  (11,013 )   (14,197 )   (35,490 )   (47,194 )
   Total non-GAAP adjustments (1)  6,757    4,567    18,810    19,069  
     Non-GAAP net loss $ (4,256 )  $ (9,630 )  $ (16,680 )  $ (28,125 )
                
Shares used in computing non-GAAP basic and diluted net loss per share  27,593    22,345    27,163    20,882  
Non-GAAP basic and diluted net loss per share $ (0.15 )  $ (0.43 )  $ (0.61 )  $ (1.35 )
 
(1) Adjustments are comprised of the adjustments to GAAP gross profit, sales and marketing expenses, research and development expenses and general and administrative
expenses and other (expense) income, net (where applicable) listed above.
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Key Performance Indicators

We track key performance indicators (“KPIs”) for our advertising services and our aiWARE SaaS solutions. We evaluate the KPIs that are most relevant to our business
periodically, and beginning in the first quarter of 2020, we made changes to the KPIs that we track.

The KPIs for our advertising services include: (i) average gross billings per active agency client, and (ii) revenue. The key performance indicators for our aiWARE SaaS
solutions include: (i) total accounts on the platform, (ii) new bookings, (iii) total contract value of new bookings, and (iv) revenue.

In the tables below, the ‘revenue during quarter’ amounts for the periods in 2019 reflect amounts reported using the revenue recognition guidance of Topic 605, Revenue
Recognition, and the ‘revenue during the quarter’ amounts for the periods in 2020 reflect amounts reported using the revenue guidance in Topic 606, Revenue from Contracts
with Customers, following our adoption of Topic 606. For additional information about our revenue recognition accounting policies, see Recently Adopted Accounting
Pronouncements in Note 2 to the Notes to the Condensed Consolidated Financial Statements including in this Quarterly Report on Form 10-Q.

Advertising KPI Results

The following table sets forth the results for each of the KPIs for our advertising services.
 

  Quarter Ended  
  Mar 31,   Jun 30,   Sept 30,   Dec 31,   Mar 31,   Jun 30,   Sept 30,  
  2019   2019   2019   2019   2020   2020   2020  

Average gross billings per active agency client (in 000's)(1)  $ 469   $ 488   $ 490   $ 511   $ 533   $ 614   $ 625  
Revenue during quarter (in 000's)  $ 5,714   $ 5,842   $ 6,197   $ 6,517   $ 5,881   $ 6,140   $ 7,372
 
 (1) For each quarter, reflects the average gross quarterly billings per agency client over the twelve month period through the end of such quarter for agency clients that are

active during such quarter.
 

We have experienced and may continue to experience volatility in revenue from our agency services due to a number of factors, including: (i) the timing of new large
client wins; (ii) loss of clients who choose to replace our services by bringing their advertising placement in-house; (iii) clients who experience reductions in their advertising
budgets due to issues with their own businesses; (iv) losses of clients who change providers from time to time based largely on pricing; and (v) the seasonality of the campaigns
for certain large clients. We have historically generated a significant portion of our revenue from a few major clients. As we continue to grow and diversify our client base, we
expect that our dependency on a limited number of large clients will be minimized.
 

aiWARE SaaS Solutions KPI Results
 

The following table sets forth the results for each of the KPIs for our aiWARE SaaS solutions.
 

  Quarter Ended          
  Mar 31,   Jun 30,   Sept 30,   Dec 31,   Mar 31,   Jun 30,   Sept 30,  
  2019   2019   2019   2019   2020   2020   2020  

Total accounts on platform at quarter end   911    941    980    1,069    1,587    1,753    1,791  
New bookings received during quarter (in 000's)(1)  $ 1,316   $ 1,351   $ 1,384   $ 2,522   $ 1,397   $ 2,319   $ 2,083  
Total contract value of new bookings received during quarter
(in 000’s)(2)  $ 2,092   $ 1,351   $ 1,724   $ 12,872   $ 2,312   $ 2,502   $ 2,469  
Revenue during quarter (in 000's)  $ 2,754   $ 2,677   $ 2,350   $ 2,872   $ 3,108   $ 3,002   $ 3,351
 
 (1) Represents the contractually committed fees payable during the first 12 months of the contract term, or the non-cancellable portion of the contract term (if shorter), for new

contracts received in the quarter, excluding any variable fees under the contract (i.e., fees for cognitive processing, storage, professional services and other variable
services).

 (2) Represents the total fees payable during the full contract term for new contracts received in the quarter (including fees payable during any cancellable portion and an
estimate of license fees that may fluctuate over the term), excluding any variable fees under the contract (i.e., fees for cognitive processing, storage, professional services
and other variable services).

 
As we grow our business for our aiWARE SaaS solutions, we expect that our KPI results will be impacted in different ways based on our customer profiles and the

nature of their use of our aiWARE SaaS solutions in certain target markets.  For example, in the government, legal and compliance markets, use of our aiWARE SaaS solutions
is often project-based and, accordingly, in a given period, we may experience significant fluctuations in revenue without any significant change in total accounts or new
bookings.  The timing of large contract renewals and the variable versus fixed fee nature of certain contracts will impact the amount of new bookings and the total contract value
of new bookings from quarter to quarter. As such, our results for different KPIs may fluctuate significantly within the same period, and the result for a particular KPI in one
period may not be indicative of the results that we will achieve for that KPI in future periods.
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Results of Operations

The following table sets forth items from our condensed consolidated statements of operations and comprehensive loss for the three and nine months ended
September 30, 2020 and 2019, presented as a percentage of revenue:
 

  Three Months Ended   Nine Months Ended  
  September 30,   September 30,  
  2020   2019   2020   2019  

Revenue   100.0 %   100.0 %   100.0 %   100.0 %
Cost of revenue (exclusive of amortization shown separately below)   29.0    32.8    28.3    31.5  
Gross profit   71.0    67.2    71.7    68.5  
Operating expenses:                 

Sales and marketing   33.4    47.5    37.0    48.2  
Research and development   22.8    42.7    26.1    49.1  
General and administrative   76.0    92.9    85.2    94.7  
Amortization   8.7    10.6    9.9    9.3  

Total operating expenses   140.8    193.7    158.2    201.4  
Loss from operations   (69.8 )   (126.4 )   (86.5 )   (132.9 )
Other (expense) income, net   (0.0 )   1.4    (0.3 )   1.2  
Loss before provision for income taxes   (69.8 )   (125.0 )   (86.8 )   (131.7 )
Provision for (benefit from) income taxes   0.2    (14.2 )   —    (4.8 )
Net loss   (70.0 )   (110.8 )   (86.8 )   (126.9 )
 
Three and Nine Months Ended September 30, 2020 Compared with Three and Nine Months Ended September 30, 2019

Revenue
 

  Three Months Ended           Nine Months Ended          
(dollars in thousands)  September 30,           September 30,          

  2020   2019   $ Change   % Change   2020   2019   $ Change   % Change  
Advertising  $ 8,764   $ 6,291   $ 2,473    39.3 %  $ 21,803   $ 17,847   $ 3,956    22.2 %
aiWARE SaaS Solutions   3,351    2,350    1,001    42.6 %   9,461    7,781    1,680    21.6 %
aiWARE Content Licensing and Media
Services   3,603    4,164    (561 )   (13.5 )%   9,626    11,572    (1,946 )   (16.8 )%

Revenue  $ 15,718   $ 12,805   $ 2,913    22.7 %  $ 40,890   $ 37,200   $ 3,690    10 %
 

The increases in advertising revenue in the third quarter and first nine months of 2020 compared with the corresponding prior year periods were due primarily to revenue
generated from our VeriAds Network, which we launched in late 2019. Revenue from our VeriAds Network totaled $1.4 million and $2.4 million for the three and nine months
ended September 30, 2020, respectively, compared with $0.1 million for both the three and nine months ended September 30, 2019.
 

aiWARE SaaS solutions revenue increased in the three and nine months ended September 30, 2020 compared with the corresponding prior year periods due primarily to
initial revenue received from a customer in the energy market, the addition of new customers and expanded services to some existing customers in the media and entertainment
market, and revenue received under a subcontract for a U.S. Air Force project.
 

aiWARE content licensing and media services revenue decreased in the three months ended September 30, 2020 compared with the corresponding prior year period due
to content licensed for a large project in the 2019 period, which did not recur in the 2020 period. Revenue from our aiWARE content licensing and media services, a significant
portion of which is typically driven by major sporting events and production of entertainment content, was negatively impacted in the first nine months of 2020 compared with
the prior year period due to the cancellation or postponement of substantially all major sporting events from March 2020 through July 2020 and the curtailment of entertainment
content production as a result of the COVID-19 pandemic.
 

Revenue from our advertising services is impacted by the timing of particular advertising campaigns of our major clients, in many cases due to the seasonal nature of
their advertising activities. Our aiWARE SaaS solutions revenue from customers in certain markets, particularly in the government, legal and compliance markets, is often
project-based and is impacted by the timing of projects. Revenue from our aiWARE content licensing and media services is impacted by the timing of major sporting events
throughout the year. As such, in general, we expect that our revenue from these services and markets may fluctuate significantly from period to period. In addition, we
anticipate that our revenues in future periods could be impacted by the macroeconomic conditions resulting from the COVID-19 pandemic, as discussed in more detail above.
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Cost of Revenue; Gross Profit and Gross Margin
 
  Three Months Ended           Nine Months Ended          
(dollars in thousands)  September 30,           September 30,          

  2020   2019   $ Change   % Change   2020   2019   $ Change   % Change  
Cost of revenue  $ 4,553   $ 4,196   $ 357    8.5 % $ 11,566   $ 11,725   $ (159 )   (1.4 )%
Gross profit   11,165    8,609    2,556    29.7 %  29,324    25,475    3,849    15.1 %
Gross margin   71 %  67 %          72 %  68 %       
 

The increases in gross margins in the three and nine months ended September 30, 2020 compared with the corresponding prior year periods resulted primarily from
decreases in platform costs in both periods year over year.
 

Operating Expenses
 

  Three Months Ended           Nine Months Ended          
(dollars in thousands)  September 30,           September 30,          

  2020   2019   $ Change   % Change   2020   2019   $ Change   % Change  
Sales and marketing  $ 5,255   $ 6,081    (826 )   (13.6 )%  $ 15,116   $ 17,921   $ (2,805 )   (15.7 )%
Research and development   3,587    5,473    (1,886 )   (34.5 )%   10,673    18,250    (7,577 )   (41.5 )%
General and administrative   11,950    11,899    51    0.4 %   34,836    35,228    (392 )   (1.1 )%
Amortization expense   1,346    1,352    (6 )   (0.4 )%   4,040    3,515    525    14.9 %

Total operating expenses  $ 22,138   $ 24,805   $ (2,667 )   (10.8 )%  $ 64,665   $ 74,914   $ (10,249 )   (13.7 )%
 

We intend to continue to invest in the development of our AI capabilities and enhancement of our aiWARE SaaS solutions and services, and in our sales and marketing
efforts in order to drive greater awareness of our offerings, gain new customers and grow our business. However, we plan to manage our operating expenses prudently,
particularly in light of the current uncertainties arising from the COVID-19 pandemic. Over the past year, we have gained operational efficiencies, implemented computing cost
reductions, and completed enhancements to our aiWARE operating system that have improved our computing efficiency. We believe that these initiatives and our ongoing cost
management efforts will continue to support our growth strategy while reducing our expenses and improving our financial performance.

 
Sales and Marketing. The decreases in sales and marketing expenses in the three and nine months ended September 30, 2020 compared with the corresponding prior

year periods were due primarily to decreases in personnel-related costs resulting from our focused spending reductions and a decrease in spending on travel, entertainment and
trade shows. As a percentage of revenue, sales and marketing expenses improved to 33% and 37% in the three and nine months ended September 30, 2020, respectively, from
47% and 48% in the corresponding prior year periods.

Research and Development. The decreases in research and development expenses in the three and nine months ended September 30, 2020 compared with the
corresponding prior year periods were due primarily to decreases in personnel-related costs resulting from our focused spending reductions. The decrease for the nine months
ended September 30,2020 was also due to the expense for contingent payments totaling $1.6 million that were made to the former stockholders of Machine Box in the first nine
months of 2019, which did not recur in the current year period, and to a decrease in platform and cognitive processing related costs. As a percentage of revenue, research and
development expenses improved to 23% and 26% in the three and nine months ended September 30, 2020, respectively, from 43% and 49% in the corresponding prior year
periods.

General and Administrative. General and administrative expenses in the three and nine months ended September 30, 2020 remained at approximately the same levels
compared with the corresponding prior year periods. As a percentage of revenue, general and administrative expenses improved to 76% and 85% in the three and nine months
ended September 30, 2020, respectively, from 93% and 95% in the corresponding prior year periods.

Amortization Expense. Amortization expense increased in the nine months ended September 30, 2020 due to a full year of amortization in 2020 of customer
relationships associated with 2018 acquisitions, compared with only eleven months of amortization recorded in 2019 after finalizing the determination of useful lives.

Other (Expense) Income, Net

For the nine months ended September 30, 2020, other expense, net was comprised primarily of warrant expense of $0.2 million. For the three and nine months ended
September 30, 2019, other income, net was comprised primarily of interest income on investments in money market funds, which totaled $0.1 million and $0.5 million,
respectively.
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Liquidity and Capital Resources

Our principal sources of liquidity are our cash and cash equivalents, which totaled $54.3 million as of September 30, 2020 and $44.1 million as of December 31, 2019.
The increase in our cash and cash equivalents in the nine months ended September 30, 2020 was due primarily to the increase in cash collected from advertising clients of $19.2
million, $6.5 million in proceeds from common stock offerings and $2.1 million in proceeds from the exercise of stock warrants, which offset our Non-GAAP net loss of $16.7
million.

Cash Flows

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

  Nine Months Ended  
(in thousands)  September 30,  

  2020   2019  
Cash provided by (used in) operating activities  $ 1,282   $ (18,428 )
Cash (used in) provided by investing activities   (5 )   11,972  
Cash provided by financing activities   8,973    18,024  
Net increase in cash, cash equivalents and restricted cash  $ 10,250   $ 11,568
 

Operating Activities

Our operating activities provided cash of $1.3 million in the nine months ended September 30, 2020, due primarily to the net increase of $19.2 million of cash received
from advertising clients for future payments to vendors, offset in part by the effect of our net loss of $35.5 million, adjusted by $18.8 million in non-cash expenses, including
$13.7 million in stock-based compensation expense.  Our business strategy includes decreasing operational costs while investing in the development of our AI capabilities and
enhancement of our aiWARE SaaS solutions and services to grow our business and future revenue. We gauge the amount of cash utilized in these efforts using the Non-GAAP
net loss measure, as presented under the heading “Non-GAAP Financial Measure” above. Our use of cash as measured by Non-GAAP net loss decreased to $16.7 million for the
nine months ended September 30, 2020 from $28.1 million for the nine months ended September 30, 2019, due primarily to the initiatives that we commenced in the fourth
quarter of 2019 to decrease our operating costs, including headcount reductions and enhancements to our software architecture, which have resulted in lower cloud computing
costs, and to increases in our revenues.

Our operating activities used cash of $18.4 million in the nine months ended September 30, 2019, due primarily to our net loss of $47.2 million, adjusted by
$18.6 million in non-cash expenses, including $16.0 million in stock-based compensation expense, and an increase of $7.2 million of cash received from advertising clients for
future payments to vendors. 

Investing Activities

Our investing activities consisted of minimal amounts received from the sale of equipment and used for capital expenditures in the nine months ended September 30,
2020.

Our investing activities provided cash of $12.0 million in the nine months ended September 30, 2019. Net cash provided by investing activities consisted primarily of
proceeds from maturing marketable securities, which were used to fund a portion of the cash used in our operating activities, offset in part by $0.9 million of cash paid to the
former stockholder of Performance Bridge as additional earnout consideration and $0.5 million of cash to acquire software that we expect will enhance aiWARE.

Financing Activities

Our financing activities provided cash of $9.0 million in the nine months ended September 30, 2020. Net cash provided by financing activities consisted of $6.5 million
in net proceeds received from our sales of common stock, $2.1 million in proceeds received from the exercise of stock warrants and $0.4 million received from the exercise of
stock options and purchases of shares under our ESPP. Proceeds received from loans under the Paycheck Protection Program in April 2020 were repaid in full in May 2020.

Our financing activities provided cash of $18.0 million in the nine months ended September 30, 2019. Net cash provided by financing activities consisted of
$17.3 million in net proceeds received from our sales of common stock and $0.7 million received from the exercise of stock options and purchases of shares under our ESPP.

Capital Resources

In June 2018, we entered into an Equity Distribution Agreement with JMP Securities LLC, as sales agent (“JMP Securities”), pursuant to which we may offer and sell,
from time to time, through JMP Securities, shares of our common stock having an aggregate offering price of up to $50.0 million, of which $18.5 million remains available for
sale as of the date of this filing. Subject to the terms and conditions of the Equity Distribution Agreement and satisfaction of certain conditions, JMP Securities will use
commercially reasonable efforts, consistent with its normal
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trading and sales practices, applicable state and federal law, rules and regulations, and the rules of The Nasdaq Global Market, to sell shares of our common stock from time to
time based upon our instructions, including any price, time or size limits that we specify, in any method deemed to be an “at the market offering” as defined in Rule 415(a)(4) of
the Securities Act. We will pay JMP Securities a commission of 3.0% of the aggregate gross proceeds from each sale of shares.

We are not obligated to sell any shares under the Equity Distribution Agreement. The Equity Distribution Agreement may be terminated by JMP Securities or us at any
time upon notice to the other party, or by JMP Securities at any time in certain circumstances, including the occurrence of a material adverse change in our business or financial
condition that makes it impractical or inadvisable to market our shares or to enforce contracts for the sale of the shares.

As of September 30, 2020, we had no outstanding debt obligations.  

We have no present agreements or commitments with respect to any material acquisitions of businesses or technologies or any other material capital expenditures.

We have generated significant losses since inception and expect to continue to generate losses for the foreseeable future. Also, we will continue to evaluate potential
acquisitions of, or investment in, companies or technologies that complement our business, and those acquisitions may require the use of cash. We believe that our current cash
and cash equivalents balances will be sufficient to fund our operations in the ordinary course of business for at least the next twelve months from the date of this filing.
However, we do not expect that our current cash and cash equivalents will be sufficient to support the development of our business to the point at which we have positive cash
flows from operations. We plan to meet our future needs for additional capital through equity and/or debt financings, particularly if we use cash to finance any acquisitions or
investments in the future. Equity financings may include sales of common stock under the Equity Distribution Agreement. We currently have no available lines of credit for
future borrowings. Future equity or debt financing may not be available on favorable terms or at all. If we are unable to obtain adequate financing or financing on terms
satisfactory to us when required, our ability to continue to support our business growth, scale our infrastructure, develop product enhancements and respond to business
challenges could be significantly impaired. If we are able to obtain additional financing, it may contain undue restrictions on our operations, in the case of debt financing, or
cause substantial dilution for our stockholders, in the case of equity financing.

Off-Balance Sheet Arrangements

We have not entered into any off-balance sheet arrangements and do not have any holdings in variable interest entities.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

As a smaller reporting company, we are not required to provide the information required by Item 305 of Regulation S-K.

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, has evaluated the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this Quarterly Report on Form 10-Q. Disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under
the Exchange Act) 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 not effective as of the
end of the period covered by this Quarterly Report on Form 10-Q due to the material weakness that was previously reported in our Annual Report on Form 10-K for the year
ended December 31, 2019, related to the accounting for advertising revenue. We have initiated certain measures to remediate this material weakness, including fully
documenting our processes, training our personnel and monitoring our controls, related to advertising revenue; however, it had not been remediated as of September 30, 2020.
Notwithstanding the foregoing, our management has concluded that our condensed consolidated financial statements for the periods covered by and included in this Quarterly
Report are prepared in accordance with GAAP and fairly present, in all material respects, our financial position, results of operations and cash flows for each of the periods
presented herein.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the period covered by this Quarterly Report on Form 10-Q, other than additional measures
initiated to continue to remediate the material weakness disclosed above that was identified during the fourth quarter of 2019, 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

From time to time, we may be involved in litigation relating to claims arising out of our operations in the normal course of business. We currently are not a party to any
legal proceedings, the adverse outcome of which, in management’s opinion, individually or in the aggregate, would have a material adverse effect on our results of operations,
financial position or cash flows. Regardless of the outcome, any litigation could have an adverse impact on us due to defense and settlement costs, diversion of management
resources and other factors.

Item 1A. Risk Factors

Our Annual Report on Form 10-K for the year ended December 31, 2019 and our Quarterly Report on Form 10-Q for the quarter ended March 31, 2020 contain
discussions of the most significant risks associated with our business. There have been no material changes to the risks described in such reports.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Recent Sales of Unregistered Equity Securities

On September 8, 2020, we issued a total of 105,898 shares of our common stock to the former stockholders of Machine Box.  Such shares were previously held back
from issuance to secure certain indemnification and other obligations of the former stockholders in connection with our acquisition of Machine Box.

No underwriters were involved in the foregoing issuance of securities.  The securities were issued in reliance upon the exemption from the registration requirements of
the Securities Act, as set forth in Section 4(a)(2) of the Securities Act.

Item 3. Defaults Upon Senior Securities

None

Item 4. Mine Safety Disclosures

Not applicable

Item 5. Other Information

None
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Item 6. Exhibits
 
Exhibit
No.

 
Description of Exhibit

   

10.1
 

Amendment No. 1 to Veritone, Inc. 2018 Performance-Based Stock Incentive Plan (incorporated by reference to Exhibit 10.1 of the Current Report on Form 8-
K filed with the Securities and Exchange Commission on September 1, 2020).

   

10.2
 

Amended and Restated CEO Award Agreement between the Company and Chad Steelberg dated effective as of August 27, 2020 (incorporated by reference to
Exhibit 10.2 of the Current Report on Form 8-K filed with the Securities and Exchange Commission on September 1, 2020).

   

10.3
 

Amended and Restated President Award Agreement between the Company and Ryan Steelberg dated effective as of August 27, 2020 (incorporated by
reference to Exhibit 10.3 of the Current Report on Form 8-K filed with the Securities and Exchange Commission on September 1, 2020).

   

  31.1  Certification pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Exchange Act.
   

  31.2  Certification pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Exchange Act.
   

  32.1*  Certifications pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Exchange Act and 18 U.S.C. Section 1350.
   

101.INS
 

Inline XBRL Instance Document – the instance document does not appear in the Interactive Data File because its XBRL tags are embedded within the Inline
XBRL document.

   

101.SCH  Inline XBRL Taxonomy Extension Schema Document.
   

101.CAL  Inline XBRL Taxonomy Extension Calculation Linkbase Document.
   

101.DEF  Inline XBRL Taxonomy Extension Definition Linkbase Document.
   

101.LAB  Inline XBRL Taxonomy Extension Label Linkbase Document.
   

101.PRE  Inline XBRL Taxonomy Extension Presentation Linkbase Document.
   

104  The cover page from the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2020, has been formatted in Inline XBRL.
   

   
   

* The certifications furnished in Exhibit 32.1 shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise
subject to the liabilities of that section, nor shall it be deemed incorporated by reference in any filing under the Securities Act of 1933, as amended, or the Securities
Exchange Act of 1934, as amended (including this Quarterly Report on Form 10-Q), unless the Registrant specifically incorporates the foregoing information into
those documents by reference.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto
duly authorized.
 
    Veritone, Inc.
     
November 9, 2020    By  /s/ Chad Steelberg
      Chad Steelberg
      Chief Executive Officer and Chairman of the Board
      (Principal Executive Officer)
       
November 9, 2020    By  /s/ Michael L. Zemetra
      Michael L. Zemetra
      Executive Vice President, Chief Financial Officer and Treasurer
      (Principal Financial and Accounting Officer)
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  EXHIBIT 31.1

CERTIFICATION PURSUANT TO
RULE 13a-14(a) OR RULE 15d-14(a) OF THE

SECURITIES EXCHANGE ACT OF 1934

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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) 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) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

 (c) 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

 (d) 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 9, 2020 By: /s/ Chad Steelberg
   Chad Steelberg
   Chief Executive Officer and Chairman of the Board
   (Principal Executive Officer)
 



  EXHIBIT 31.2

CERTIFICATION PURSUANT TO
RULE 13a-14(a) OR RULE 15d-14(a) OF THE

SECURITIES EXCHANGE ACT OF 1934

I, Michael L. Zemetra, 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) 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) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

 (c) 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

 (d) 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 9, 2020 By: /s/ Michael L. Zemetra
   Michael L. Zemetra
   Executive Vice President, Chief Financial Officer and Treasurer
   (Principal Financial and Accounting Officer)
 



  EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO RULE 13a-14(b) OR RULE 15d-14(b)
OF THE SECURITIES EXCHANGE ACT OF 1934

AND 18 U.S.C. SECTION 1350

Each of the undersigned hereby certifies, pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 and 18 U.S.C. Section 1350, in his
capacity as an officer of Veritone, Inc., that, to his knowledge, the Quarterly Report on Form 10-Q of Veritone, Inc. for the period ended September 30, 2020 fully complies
with the requirements of Section 13(a) or 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 operations of Veritone, Inc.
 
Date: November 9, 2020  By : /s/ Chad Steelberg
    Chad Steelberg
    Chief Executive Officer and Chairman of the Board
    (Principal Executive Officer)
     
Date: November 9, 2020  By : /s/ Michael L. Zemetra
    Michael L. Zemetra
    Executive Vice President, Chief Financial Officer and Treasurer
    (Principal Financial and Accounting Officer)
     

A signed original of this written statement required by 18 U.S.C. Section 1350 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.


