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Exchange Act.  x
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CHANNELADVISOR CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

March 31,
2018

December
31, 2017

(unaudited)
Assets
Current assets:
Cash and cash equivalents $54,749 $53,422
Accounts receivable, net of allowance of $566 and $609 as of March 31, 2018 and
December 31, 2017, respectively 20,885 27,452

Prepaid expenses and other current assets 17,217 16,462
Total current assets 92,851 97,336
Property and equipment, net 10,019 10,877
Goodwill 23,486 23,486
Intangible assets, net 2,350 2,503
Deferred contract costs, net of current portion 8,163 —
Long-term deferred tax assets, net 5,144 5,550
Other assets 1,375 759
Total assets $143,388 $140,511
Liabilities and stockholders' equity
Current liabilities:
Accounts payable $3,980 $7,243
Accrued expenses 13,800 12,611
Deferred revenue 26,991 27,143
Other current liabilities 4,820 4,477
Total current liabilities 49,591 51,474
Long-term capital leases, net of current portion 302 641
Lease incentive obligation 3,109 3,328
Other long-term liabilities 3,093 3,157
Total liabilities 56,095 58,600
Commitments and contingencies
Stockholders' equity:
Preferred stock, $0.001 par value, 5,000,000 shares authorized, no shares issued and
outstanding as of March 31, 2018 and December 31, 2017 — —

Common stock, $0.001 par value, 100,000,000 shares authorized, 27,083,887 and 26,601,626
shares issued and outstanding as of March 31, 2018 and December 31, 2017, respectively 27 27

Additional paid-in capital 263,734 262,805
Accumulated other comprehensive loss (680 ) (789 )
Accumulated deficit (175,788 ) (180,132 )
Total stockholders' equity 87,293 81,911
Total liabilities and stockholders' equity $143,388 $140,511
The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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CHANNELADVISOR CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share data)

Three Months Ended
March 31,
2018 2017

Revenue $31,445 $ 28,329
Cost of revenue (1) 7,353 7,696
Gross profit 24,092 20,633
Operating expenses:
Sales and marketing (1) 14,890 15,185
Research and development 5,902 4,971
General and administrative 6,451 8,530
Total operating expenses 27,243 28,686
Loss from operations (3,151 ) (8,053 )
Other income (expense):
Interest income (expense), net 125 28
Other income (expense), net (19 ) 57
Total other income (expense) 106 85
Loss before income taxes (3,045 ) (7,968 )
Income tax expense 112 88
Net loss $(3,157 ) $ (8,056 )
Net loss per share:
Basic and diluted $(0.12 ) $ (0.31 )
Weighted average common shares outstanding:
Basic and diluted 26,739,33126,056,881
(1) Certain prior period amounts have been reclassified to conform to current period presentation. These
reclassifications had no impact on reported operating loss or net loss for the period. Refer to Note 2, "Significant
Accounting Policies," for further detail.
The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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CHANNELADVISOR CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)

Three Months
Ended March 31,
2018 2017

Net loss $(3,157) $(8,056)
Other comprehensive income (loss):
Foreign currency translation adjustments 109 210
Total comprehensive loss $(3,048) $(7,846)
The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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CHANNELADVISOR CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Three Months
Ended March 31,
2018 2017

Cash flows from operating activities
Net loss $(3,157 ) $(8,056 )
Adjustments to reconcile net loss to cash and cash equivalents provided by operating activities:
Depreciation and amortization 1,480 1,733
Bad debt expense 189 (5 )
Stock-based compensation expense 2,733 2,924
Deferred income taxes 105 66
Other items, net (219 ) (221 )
Changes in assets and liabilities:
Accounts receivable 6,587 1,661
Prepaid expenses and other assets 1,195 2,348
Deferred contract costs (1,942 ) —
Accounts payable and accrued expenses (3,660 ) (1,200 )
Deferred revenue (1,339 ) 1,101
Cash and cash equivalents provided by operating activities 1,972 351
Cash flows from investing activities
Purchases of property and equipment (338 ) (360 )
Payment of internal-use software development costs (124 ) (57 )
Cash and cash equivalents used in investing activities (462 ) (417 )
Cash flows from financing activities
Repayment of capital leases (330 ) (587 )
Proceeds from exercise of stock options 159 186
Payment of statutory tax withholding related to net-share settlement of restricted stock units (14 ) (1,677 )
Cash and cash equivalents used in financing activities (185 ) (2,078 )
Effect of currency exchange rate changes on cash and cash equivalents 2 110
Net increase (decrease) in cash and cash equivalents 1,327 (2,034 )
Cash and cash equivalents, beginning of period 53,422 65,420
Cash and cash equivalents, end of period $54,749 $63,386
Supplemental disclosure of cash flow information
Cash paid for interest $19 $24
Cash paid for income taxes, net $16 $14
Supplemental disclosure of noncash investing and financing activities
Accrued statutory tax withholding related to net-share settlement of restricted stock units $1,949 $—
Accrued capital expenditures $63 $9
Capital lease obligations entered into for the purchase of fixed assets $— $567
The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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CHANNELADVISOR CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

1. DESCRIPTION OF THE BUSINESS
ChannelAdvisor Corporation ("ChannelAdvisor" or the "Company") was incorporated in the state of Delaware and
capitalized in June 2001. The Company began operations in July 2001. ChannelAdvisor is a provider of
software-as-a-service, or SaaS, solutions and its mission is to connect and optimize the world's commerce.
ChannelAdvisor's e-commerce cloud platform helps retailers and branded manufacturers worldwide improve their
online performance by expanding sales channels, connecting with consumers around the world, optimizing their
operations for peak performance and providing actionable analytics to improve competitiveness. The Company is
headquartered in Morrisville, North Carolina and maintains sales, service, support and research and development
offices in various domestic and international locations. Please refer to the Company's website at
www.channeladvisor.com for a complete list of its domestic and international office locations.
2. SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation
The accompanying condensed consolidated financial statements include the accounts of the Company and its wholly
owned subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.
Interim Condensed Consolidated Financial Information
The accompanying condensed consolidated financial statements and footnotes have been prepared in accordance with
generally accepted accounting principles in the United States of America ("U.S. GAAP") as contained in the Financial
Accounting Standards Board ("FASB") Accounting Standards Codification ("ASC") for interim financial information.
In the opinion of management, the interim financial information includes all adjustments of a normal recurring nature
necessary for a fair presentation of financial position, the results of operations, comprehensive loss and cash flows.
The results of operations for the three months ended March 31, 2018 are not necessarily indicative of the results for
the full year or the results for any future periods. These unaudited interim financial statements should be read in
conjunction with the audited financial statements and related footnotes for the year ended December 31, 2017 ("fiscal
2017"), which are included in the Company's Annual Report on Form 10-K for fiscal 2017. Except for the adoption of
Accounting Standards Update ("ASU") 2014-09, Revenue from Contracts from Customers (Topic 606) ("ASC 606"),
there have been no material changes to the Company's significant accounting policies from those described in the
footnotes to the audited financial statements contained in the Company's Annual Report on Form 10-K for fiscal
2017. Refer to Note 6, "Revenue from Contracts with Customers" for a description of changes to the Company's
revenue recognition and contract costs accounting policies as a result of the adoption of ASC 606.
Reclassification
Certain prior period amounts included in the unaudited condensed consolidated statements of operations have been
reclassified to conform to the current period's presentation. The Company has revised the classification of certain
employee-related and other operating expenses to better align the income statement line items with departmental
responsibilities and the management of operations. These reclassifications had no effect on the Company's reported
operating loss or net loss for the three months ended March 31, 2017.
The table below summarizes the financial statement line items impacted by these reclassifications (in thousands):

Three Months Ended March 31, 2017
As
Previously
Reported

Reclassification As
Reclassified

Cost of revenue $6,842 $ 854 $ 7,696
Gross profit 21,487 (854 ) 20,633
Sales and marketing 16,039 (854 ) 15,185
Total operating expenses 29,540 (854 ) 28,686
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Recent Accounting Pronouncements

Standard Description Effect on the Financial Statements or Other
Significant Matters

Standards that the Company has not yet adopted
Leases:

ASU 2016-02,
Leases (Topic
842)

Effective date:
January 1, 2019

This standard requires that lessees recognize assets
and liabilities for leases with lease terms greater than
twelve months in the statement of financial position.
This standard also requires improved disclosures to
help users of financial statements better understand
the amount, timing and uncertainty of cash flows
arising from leases.

The Company formed a project team and
developed a plan to prepare for the adoption of
this standard by its effective date. The project
team has performed a business impact
assessment, has identified a preliminary
population of leases and has performed
analysis on a subset of its lease population
using an expected incremental borrowing rate
to assess its adoption of the ASU. The
Company is evaluating transition methods and
the impact that ASU 2016-02 will have on its
consolidated financial statements.

Financial Instruments:
ASU
2016-13, Financial
Instruments -
Credit Losses
(Topic 326)

Effective date:
January 1, 2020

This standard replaces the incurred loss impairment
methodology in current U.S. GAAP with a
methodology that reflects expected credit losses. The
update is intended to provide financial statement users
with more useful information about expected credit
losses.

The Company is currently evaluating the
impact the adoption of this standard will have
on its consolidated financial statements.

Standards that the Company has recently adopted
Cash Flow:

ASU 2016-18,
Restricted Cash

This standard requires that entities show the changes
in the total of cash, cash equivalents and restricted
cash in the statement of cash flows. Transfers between
cash, cash equivalents and restricted cash should not
be presented as cash flow activities on the statement
of cash flows.

The Company adopted this standard effective
January 1, 2018. The adoption did not have a
material impact on its consolidated financial
statements.

Revenue Recognition:

ASU 2014-09,
Revenue from
Contracts with
Customers
(Topic 606)

This standard replaces existing revenue recognition
standards and provides that an entity should recognize
revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the
consideration to which the entity expects to be entitled
in exchange for those goods or services. ASU 2014-09
also requires enhanced disclosures to help users of
financial statements better understand the nature,
amount, timing, and uncertainty of revenue that is
recognized. Entities have the option of using either a
full retrospective or modified retrospective approach
for the adoption of the standard.

The Company adopted this standard effective
January 1, 2018 using the modified
retrospective transition method. Refer to Note
6, "Revenue from Contracts with Customers,"
for additional information regarding the impact
of adoption and revenue recognition under
ASC 606 on the Company's consolidated
financial statements.
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The Company has reviewed new accounting pronouncements that were issued during the three months
ended March 31, 2018 and does not believe that these pronouncements are applicable to the Company, or that they
will have a material impact on its financial position or results of operations.
Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the amounts reported in the condensed consolidated financial statements and accompanying
notes. Actual results could differ from those estimates.
On an ongoing basis, the Company evaluates its estimates, including those related to the accounts receivable
allowance, the useful lives of long-lived assets and other intangible assets, income taxes, assumptions used for
purposes of determining stock-based compensation, and revenue recognition, including standalone selling prices for
contracts with multiple performance obligations and the expected period of benefit for deferred contract costs, among
others. Estimates and assumptions are also required to value assets acquired and liabilities assumed in conjunction
with business combinations. The Company bases its estimates on historical experience and on various other
assumptions that it believes to be reasonable, the results of which form the basis for making judgments about the
carrying value of assets and liabilities.
3. STOCKHOLDERS' EQUITY
The following table summarizes the stockholders' equity activity for the three months ended March 31, 2018 (in
thousands):
Balance as of December 31, 2017 $81,911
Cumulative effect of accounting change (1) 7,501
Exercise of stock options and vesting of restricted stock units 159
Stock-based compensation expense 2,733
Statutory tax withholding related to net-share settlement of restricted stock units (1,963 )
Net loss (3,157 )
Foreign currency translation adjustments 109
Balance as of March 31, 2018 $87,293
(1) Refer to Note 6, "Revenue from Contracts with Customers," for additional information regarding the effect of the
adoption of ASC 606 and adjustments to accumulated deficit upon adoption.
4. GOODWILL AND INTANGIBLE ASSETS
The Company has acquired intangible assets in connection with its business acquisitions. These assets were recorded
at their estimated fair values at the acquisition date and are being amortized over their respective estimated useful
lives using the straight-line method. The estimated useful lives and amortization methodology used in computing
amortization are as follows:

Estimated Useful Life Amortization Methodology
Customer relationships 7 years Straight-line
Acquired technology 7 years Straight-line
Amortization expense associated with the Company's intangible assets was $0.2 million and $0.1 million for the three
months ended March 31, 2018 and 2017, respectively.
There were no changes to the Company's goodwill during the three months ended March 31, 2018.
5. COMMITMENTS
Sales Tax
During the first quarter of 2017, the Company completed its analysis with regard to potential unpaid sales tax
obligations. Based on the results of this analysis, the Company made the decision to enter into voluntary disclosure
agreements ("VDAs") with certain jurisdictions to reduce the Company's potential sales tax liability. VDAs generally
provide for a maximum look-back period, a waiver of penalties and, at times, interest as well as payment
arrangements. The Company's estimated aggregate VDA liability of $2.5 million was recorded as a one-time charge in
general and administrative expense in
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the accompanying condensed consolidated statements of operations for the three months ended March 31, 2017. This
amount represents the Company's estimate of its potential unpaid sales tax liability through the anticipated look-back
periods including interest, where applicable, in all jurisdictions in which the Company has entered into VDAs. If the
VDAs do not resolve all potential unpaid sales tax obligations or if the Company's estimate of the one-time charge
exceeds the actual liability under the VDA programs, then it is possible that the actual aggregate unpaid sales tax
liability may be higher or lower than the Company's estimate.
Through March 31, 2018, the Company has paid approximately $1.5 million under terms of the VDA agreements that
it has completed with certain jurisdictions. During the third quarter of 2017, one jurisdiction rejected the Company's
VDA application and conducted a sales tax audit, which was completed in May 2018, as described in Note 11,
"Subsequent Event." The amount to be paid to settle with the jurisdiction is materially in agreement with the
Company's initial estimate of its potential unpaid sales tax liability; as a result, no adjustment has been made to the
liability reflected on the condensed consolidated balance sheet as of March 31, 2018. The Company will pay the
settlement amount in the second quarter of 2018.
6. REVENUE FROM CONTRACTS WITH CUSTOMERS
Financial Statement Impact of Adopting ASC 606, "Revenue from Contracts with Customers"
On January 1, 2018, the Company adopted ASC 606 using the modified retrospective transition method and applied
this method to all contracts that were not complete as of the date of adoption. The reported results as of and for the
three months ended March 31, 2018 in the accompanying unaudited condensed consolidated financial statements are
presented under ASC 606, while prior period results have not been adjusted and are reported in accordance with
historical accounting guidance in effect for those periods.
The most significant impacts of this standard relate to the timing of revenue recognition of fixed fees under the
Company’s contracts, as well as the accounting for costs to obtain contracts. Under ASC 606, for the Company's
managed-service contracts, revenue recognition for subscription and implementation fees begins on the launch date
and is recognized over time through the term of the contract. Before the adoption of this standard, the Company
deferred the recognition of revenue until the completion of the implementation services, at which point the Company
recognized a cumulative catch-up adjustment equal to the revenue earned during the implementation period that had
been deferred. The Company then recognized the remaining balance of the fixed fees ratably over the remaining term
of the contract. Additionally, under ASC 606, the Company now defers recognition of expense for sales commissions
and a portion of other incentive compensation ("contract costs"). These contract costs are amortized to expense over
the expected period of benefit. Before the adoption of ASC 606, the Company expensed these contract costs as
incurred.
The adoption of ASC 606 under the modified retrospective transition method resulted in a net adjustment to
accumulated deficit of $7.5 million at January 1, 2018, consisting of $8.7 million related to the deferral of contract
costs that were historically expensed as incurred, $(0.6) million related to the timing of revenue recognition for
managed-service contracts, and $(0.6) million related to the tax impact of the contract costs and revenue adjustments.
Revenue Recognition
In accordance with ASC 606, revenue is recognized when a customer obtains control of promised services, in an
amount that reflects the consideration the Company expects to be entitled to receive in exchange for those services. In
determining the amount of revenue to be recognized, the Company performs the following steps: (i) identification of
the contract with a customer; (ii) identification of the promised services in the contract and determination of whether
the promised services are performance obligations, including whether they are distinct in the context of the contract;
(iii) determination of the transaction price; (iv) allocation of the transaction price to the performance obligations based
on estimated selling prices; and (v) recognition of revenue when (or as) the Company satisfies each performance
obligation.
Disaggregation of Revenue
The Company derives the majority of its revenue from subscription fees paid for access to and usage of its SaaS
solutions for a specified period of time, typically one year. A portion of the subscription fee is typically fixed and is
based on a specified minimum amount of gross merchandise value ("GMV") or advertising spend that a customer
expects to process through the Company's platform over the contract term. The remaining portion of the subscription
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subscription fees, contracts with customers may include implementation fees for launch assistance and training. Fixed
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terms, although they are generally billed the month after they are incurred. The Company
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also generates revenue from its solutions that allow branded manufacturers to direct potential consumers from their
websites and digital marketing campaigns to authorized resellers. These contracts are generally one year in duration.
The Company’s contractual arrangements include performance, termination and cancellation provisions, but do not
provide for refunds. Customers do not have the contractual right to take possession of the Company’s software at any
time. Sales taxes collected from customers and remitted to government authorities are excluded from revenue.
The following table summarizes revenue disaggregation by product for the three months ended March 31, 2018 and
2017 (in thousands):

Three Months
Ended March 31,
2018 2017 (1)

Marketplaces $23,987 $22,089
Digital Marketing 4,345 4,197
Other 3,113 2,043

$31,445 $28,329
(1) As noted above, prior periods have not been adjusted for the adoption of ASC 606 and are presented in accordance
with historical accounting guidance in effect for those periods.
Marketplaces - The Company's Marketplaces module connects customers to third-party e-commerce marketplaces and
provides access to advertising programs and advanced competitive features on major marketplaces. Customers may
subscribe to the Marketplaces module on a self-service or managed-service basis. Self-service subscriptions allow the
customer to manage their own activity on the platform. Launch services are also available, although they are not
required for the customer to access the platform. Revenue from self-service subscriptions, including fixed subscription
fees and fees associated with any elected launch services, is recognized ratably over the subscription term, which is
typically one year, beginning on the date the customer has access to the platform. Managed-service subscriptions offer
the customer an outsourced, managed platform experience. Implementation services are included with
managed-service subscriptions and are necessary to launch on the platform. Revenue from managed-service
subscriptions, including fixed subscription fees and fees associated with implementation services, is recognized
ratably over the subscription term, which is typically one year, beginning once implementation services are complete.
As noted above, customers incur variable fees when the GMV processed through Marketplaces exceeds the GMV
included in their subscriptions. In general, revenue from variable fees is recognized in the period in which the related
GMV is processed through the platform.
Digital Marketing - The Company's Digital Marketing module connects customers to comparison shopping sites,
allows customers to advertise products on search engines and connects customers to social commerce sites. Customers
may subscribe to the Digital Marketing module on a self-service or managed-service basis. Self-service subscriptions
allow the customer to manage their own activity on the platform. Launch services are also available, although they are
not required for the customer to access the platform. Revenue from self-service subscriptions, including fixed
subscription fees and fees associated with any elected launch services, is recognized ratably over the subscription
term, which is typically one year, beginning on the date the customer has access to the platform. Managed-service
subscriptions offer the customer an outsourced, managed platform experience. Implementation services are included
with managed-service subscriptions and are necessary to launch on the platform. Revenue from managed-service
subscriptions, including fixed subscription fees and fees associated with implementation services, is recognized
ratably over the subscription term, which is typically one year, beginning once implementation services are complete.
As noted above, customers incur variable fees when the advertising spend processed through Digital Marketing
exceeds the advertising spend included in their subscriptions. In general, revenue from variable fees is recognized in
the period in which the related advertising spend is processed through the platform.
Other - Other product offerings include the Company's Where to Buy and Product Intelligence solutions, which
provide current information on resellers and product availability and insights on product assortment, gaps, and pricing
trends. These solutions are only available on a managed-service basis and include implementation services. The
Company also enters into integration agreements with certain marketplaces or channels under which the partner
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Contracts with Multiple Performance Obligations
Customers may elect to purchase a subscription to multiple modules, multiple modules with multiple service levels,
or, for certain of the Company's solutions, multiple brands or geographies. The Company evaluates such contracts to
determine whether the services to be provided are distinct and accordingly, should be accounted for as separate
performance obligations. If the Company determines that a contract has multiple performance obligations, the
transaction price, which is the total price of the contract, is allocated to each performance obligation based on a
relative standalone selling price method. The Company estimates standalone selling price based on observable prices
in past transactions for which the product offering subject to the performance obligation has been sold separately. As
the performance obligations are satisfied, revenue is recognized as discussed above in the product descriptions.
Transaction Price Allocated to Future Performance Obligations
ASC 606 provides certain practical expedients that limit the required disclosure of the aggregate amount of transaction
price that is allocated to performance obligations that have not yet been satisfied. As the Company typically enters
into contracts with customers for a twelve-month subscription term, substantially all of its performance obligations
that have not yet been satisfied as of March 31, 2018 are part of a contract that has an original expected duration of
one year or less. For contracts with an original expected duration of greater than one year, for which the practical
expedient does not apply, the aggregate transaction price allocated to the unsatisfied performance obligations was
$19.5 million as of March 31, 2018, of which $12.3 million is expected to be recognized as revenue over the next
twelve months.
Deferred Revenue
Deferred revenue represents the unearned portion of subscription and implementation fees. Deferred revenue is
recorded when cash payments are received in advance of performance. Deferred amounts are generally recognized
within one year. Deferred revenue is included in the accompanying condensed consolidated balance sheets under
"Total current liabilities," net of any long-term portion that is included in "Other long-term liabilities." The following
table summarizes deferred revenue activity for the three months ended March 31, 2018 (in thousands):

As of
January
1, 2018
(adjusted)

Net
Additions

Revenue
recognized

As of
March
31,
2018

Deferred revenue $ 28,982 30,122 (31,445 ) $27,659
Of the $31.4 million of revenue recognized in the three months ended March 31, 2018, $15.0 million was included in
deferred revenue at January 1, 2018.
Costs to Obtain Contracts
In accordance with ASC 606, the Company now capitalizes sales commissions and a portion of other incentive
compensation costs that are directly related to obtaining customer contracts and that would not have been incurred if
the contract had not been obtained. These costs are included in the accompanying condensed consolidated balance
sheets and are classified as "Prepaid expenses and other current assets," net of any long-term portion that is included
in "Deferred contract costs, net of current portion." Deferred contract costs are amortized to sales and marketing
expense over the expected period of benefit, which the Company has determined to be five years based on the
estimated customer relationship period. The following table summarizes deferred contract cost activity for the three
months ended March 31, 2018 (in thousands):

As of
January
1, 2018
(adjusted)

Additions Amortizedcosts

As of
March
31,
2018

Deferred contract costs $ 8,721 2,516 (574 ) $10,663
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Financial Statement Impact
The following tables compare financial statement line items from the reported condensed consolidated balance sheet,
condensed consolidated statement of operations and condensed consolidated statement of cash flows, as of and for the
three months ended March 31, 2018, to the pro forma amounts, which are the amounts that would have been reported
prior to the adoption of ASC 606 (in thousands):
Balance Sheet - select financial statement line items impacted by the adoption of ASC 606 As of March 31, 2018

As
Reported Pro Forma

Prepaid expenses and other current assets $17,217 $14,717
Total current assets 92,851 90,351
Deferred contract costs, net of current portion 8,163 —
Long-term deferred tax assets, net 5,144 5,680

Total assets 143,388 133,261
Deferred revenue 26,991 26,538
Total current liabilities 49,591 49,138
Other long-term liabilities 3,093 2,763
Total liabilities 56,095 55,312
Accumulated deficit (175,788 ) (185,162 )
Accumulated other comprehensive loss (680 ) (650 )

Total liabilities and stockholders' equity $143,388 $133,261

Statement of Operations - select financial statement line items impacted by the adoption of ASC
606

Three Months
Ended March 31,
2018
As
Reported

Pro
Forma

Revenue $31,445 $31,412
Gross profit 24,092 24,059
Sales and marketing 14,890 16,832
Total operating expenses 27,243 29,185
Loss from operations (3,151 ) (5,126 )
Loss before income taxes (3,045 ) (5,020 )
Income tax expense 112 11
Net loss (3,157 ) (5,031 )
Net loss per share, basic and diluted $(0.12 ) $(0.19 )

Statement of Cash Flows - select financial statement line items impacted by the adoption of ASC
606

Three Months
Ended March 31,
2018
As
Reported

Pro
Forma

Net loss $(3,157) $(5,031)
Deferred income taxes 105 4
Changes in assets and liabilities:
     Deferred contract costs (1,942 ) —
     Deferred revenue (1,339 ) (1,306 )
Cash and cash equivalents provided by operating activities $1,972 $1,972
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7. STOCK-BASED COMPENSATION
The Company recognizes stock-based compensation expense using the accelerated attribution method, net of
estimated forfeitures, in which compensation cost for each vesting tranche in an award is recognized ratably from the
service inception date to the vesting date for that tranche.
Stock-based compensation expense is included in the following line items in the accompanying condensed
consolidated statements of operations for the three months ended March 31, 2018 and 2017 (in thousands):

Three Months
Ended March
31,
2018 2017

Cost of revenue (1) $217 $327
Sales and marketing (1) 752 746
Research and development 649 568
General and administrative 1,115 1,283

$2,733 $2,924
(1) Certain prior period amounts have been reclassified to conform to current period presentation. These
reclassifications had no impact on the Company's reported operating loss or net loss for the period. Refer to Note 2,
"Significant Accounting Policies," for further detail.
During the three months ended March 31, 2018, the Company granted the following share-based awards:

Number of
Shares
Underlying
Grant

Weighted
Average
Grant
Date Fair
Value

Restricted stock units ("RSUs") 132,347 $ 8.98
8. NET LOSS PER SHARE
Diluted net loss per share is the same as basic net loss per share for all periods presented because the effects of
potentially dilutive items were anti-dilutive given the Company's net loss. The following securities have been
excluded from the calculation of weighted average common shares outstanding because the effect is anti-dilutive for
the three months ended March 31, 2018 and 2017:

Three Months Ended
March 31,
2018 2017

Stock options 2,038,117 2,198,987
RSUs 1,848,036 2,821,627
9. INCOME TAXES
At the end of each interim reporting period, the Company estimates its effective income tax rate expected to be
applicable for the full year. This estimate is used to determine the income tax provision or benefit on a year-to-date
basis and may change in subsequent interim periods.
The Company's effective tax rate was (3.7)% and (1.1)% for the three months ended March 31, 2018 and 2017,
respectively. The tax expense for each of the periods was based on state, local and foreign taxes. The Company’s
effective tax rate for these periods is lower than the U.S. federal statutory rate of 21% and 34% for the three months
ended March 31, 2018 and 2017, respectively, primarily due to operating losses which are subject to a valuation
allowance. The Company cannot recognize the tax benefit of operating loss carryforwards generated in certain
jurisdictions due to uncertainties relating to future taxable income in those jurisdictions in terms of both its timing and
its sufficiency, which would enable the Company to realize the benefits of those carryforwards. The change in the
effective tax rate for the three months ended March 31, 2018 is primarily due to the Company's adoption of ASC 606
which resulted in increased income in certain of the Company's foreign subsidiaries.
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The Tax Cuts and Jobs Act of 2017 ("Tax Act"), which went into effect on December 22, 2017, significantly revises
the Internal Revenue Code of 1986, as amended ("IRC"). The Tax Act is complex and it will take time to assess the
implications thoroughly. The Company is currently evaluating the Tax Act with its professional advisors and has
included the effects of the following changes enacted in the Tax Act in this report:
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•For the financial statements included in the Company's Annual Report on Form 10-K for fiscal 2017, the Company
reduced its expected U.S. federal corporate income tax rate used to measure its deferred tax assets and liabilities to the
newly enacted rate of 21% from 34%, which had been used as of December 31, 2016. The U.S. federal corporate
income tax rate of 21% was used in the calculation of the Company's income tax expense for the three months ended
March 31, 2018.
•The Company incorporated the newly enacted rules in the Tax Act relating to net operating loss carryforwards. The
new rules allow for an indefinite carryforward of unused net operating losses generated in years ending after
December 31, 2017. The Company does not generally consider deferred tax liabilities on indefinite-lived assets as a
source of future taxable income available to be able to realize deferred tax assets. However, the Company considers
the deferred tax liability associated with the indefinite-lived intangible asset as a source of future taxable income
available to realize the benefit of deferred tax assets recorded for indefinite-lived tax attributes. For net operating
losses generated in periods starting after December 31, 2017, the Company has begun to record the tax benefit of the
deferred tax asset up to the amount of the deferred tax liability on the indefinite-lived asset. This resulted in a $0.2
million reduction in the Company's income tax expense for the three months ended March 31, 2018. Any amount of
the deferred tax asset recorded in excess of the deferred tax liability is expected to be offset by a valuation allowance.
Other provisions of the Tax Act might have a significant impact on the Company, such as the repeal of the alternative
minimum tax, the new requirement to capitalize research and experimentation expenses, and the creation of the base
erosion anti-abuse tax, the global intangible low taxed income inclusion and the foreign derived intangible income
deduction. However, based on its current estimates, the Company does not expect that these or the other changes
enacted as part of the Tax Act will have a material impact on its financial results as of and for the year ending
December 31, 2018. However, new developments such as changes in the Company’s operations or the issuance of
additional guidance from the Internal Revenue Service ("IRS") could result in changes to the Company’s analysis and
estimates. In addition, it is uncertain if and to what extent various states will conform to the Tax Act.
On December 22, 2017, SEC Staff Accounting Bulletin No. 118 ("SAB 118") was issued to address the application of
U.S. GAAP in situations in which a registrant does not have the necessary information available, prepared or analyzed
(including computations) in reasonable detail to complete the accounting for certain income tax effects of the Tax Act.
In accordance with SAB 118, the Company reduced its net deferred tax assets by $16.6 million to account for the
decrease in the U.S. federal tax rate, made a de minimis reduction in its end of year deferred tax asset to account for
the changes to IRC Section 162(m), and included a reasonable estimate of the impact of revenue recognition in
conjunction with the new IRC Section 451(c); such adjustments were provisional and reflect the Company's
reasonable estimates at December 31, 2017 and March 31, 2018. Additional work is necessary for a more detailed
analysis of the impacts of the Tax Act. Any subsequent adjustment to these amounts will be recorded to current tax
expense in the quarter of 2018 in which the analysis is complete.
10. SEGMENT AND GEOGRAPHIC INFORMATION
Operating segments are defined as components of an enterprise for which discrete financial information is available
that is evaluated regularly by the chief operating decision maker ("CODM") for purposes of allocating resources and
evaluating financial performance. The Company’s CODM reviews financial information presented on a consolidated
basis for purposes of allocating resources and evaluating financial performance. As such, the Company’s operations
constitute a single operating segment and one reportable segment.
Substantially all assets were held in the United States during the three months ended March 31, 2018 and the year
ended December 31, 2017. The table below summarizes revenue by geography for the three months ended March 31,
2018 and 2017 (in thousands). The Company categorizes domestic and international revenue from customers based on
their billing address.

Three Months
Ended March 31,
2018 2017

Domestic $24,461 $22,507
International 6,984 5,822
Total revenue $31,445 $28,329
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11. SUBSEQUENT EVENT
In May 2018, the jurisdiction that had rejected the Company's VDA application completed its sales tax audit. As a
result of the audit, the Company has agreed to pay approximately $1.0 million to settle with the jurisdiction. The
Company has no other unresolved VDA applications. Refer to Note 5, "Commitments," for additional information
regarding the Company's sales tax liability.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Certain statements contained in this Quarterly Report on Form 10-Q may constitute forward-looking statements within
the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended. The words or phrases "would be," "will allow," "intends to," "will likely result," "are
expected to," "will continue," "is anticipated," "estimate," "project," or similar expressions, or the negative of such
words or phrases, are intended to identify "forward-looking statements." We have based these forward-looking
statements on our current expectations and projections about future events. Because such statements include risks and
uncertainties, actual results may differ materially from those expressed or implied by such forward-looking
statements. These forward-looking statements are based upon information available to us as of the date of this
Quarterly Report, and while we believe such information forms a reasonable basis for such statements, such
information may be limited or incomplete, and our statements should not be read to indicate that we have conducted
an exhaustive inquiry into, or review of, all potentially available relevant information. These statements are inherently
uncertain and investors are cautioned not to unduly rely upon these statements. Factors that could cause or contribute
to these differences include those below and elsewhere in this Quarterly Report on Form 10-Q, particularly in Part II –
Item 1A, "Risk Factors," and our other filings with the Securities and Exchange Commission. Statements made herein
are as of the date of the filing of this Form 10-Q with the Securities and Exchange Commission and should not be
relied upon as of any subsequent date. Unless otherwise required by applicable law, we do not undertake, and we
specifically disclaim, any obligation to update any forward-looking statements to reflect occurrences, developments,
unanticipated events or circumstances after the date of such statement.
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our unaudited condensed consolidated financial statements and related notes that appear in Item 1 of
this Quarterly Report on Form 10-Q and with our audited consolidated financial statements and related notes for the
year ended December 31, 2017, which are included in our Annual Report on Form 10-K for fiscal 2017.
We are a leading provider of software-as-a-service, or SaaS, solutions and our mission is to connect and optimize the
world's commerce. Our e-commerce cloud platform helps retailers and branded manufacturers worldwide improve
their online performance by expanding sales channels, connecting with consumers around the world, optimizing their
operations for peak performance and providing actionable analytics to improve competitiveness. Our customers
include the online businesses of traditional retailers, online retailers and branded manufacturers (manufacturers that
market the products they produce under their own name), as well as advertising agencies that use our solutions on
behalf of their clients. Through our platform, we enable our customers to connect with new and existing sources of
demand for their products, including e-commerce marketplaces, such as Amazon, eBay, Jet.com, Newegg, Sears and
Walmart, search engines and comparison shopping websites, such as Google, Microsoft's Bing and Shopzilla, and
social channels, such as Facebook, Instagram and Pinterest. Our fulfillment solution makes it easier for customers to
connect to their supply chain, which could include distributors, manufacturers and third-party logistic providers. Our
suite of solutions, accessed through a standard web browser, provides our customers with a single, integrated user
interface to manage their product listings, inventory availability, pricing optimization, search terms, orders and
fulfillment, as well as data analytics and other critical functions across these channels. We also offer solutions that
allow branded manufacturers to send their web visitors or digital marketing audiences directly to authorized resellers
and to gain insight into consumer behavior. Our proprietary cloud-based technology platform delivers significant
breadth, scalability and flexibility.
EXECUTIVE OVERVIEW 

FINANCIAL RESULTS

•Total revenue of $31.4 million for the three months ended March 31, 2018 increased 11.0% from the comparableprior year period;

•Average revenue per customer of $43,920 for the twelve months ended March 31, 2018 increased 9.7% comparedwith $40,051 for the twelve months ended March 31, 2017;

Edgar Filing: CHANNELADVISOR CORP - Form 10-Q

28



•
Revenue was comprised of 76.2% and 23.8% fixed and variable subscription fees, respectively, for the three months
ended March 31, 2018 compared with fixed and variable subscription fees of 78.0% and 22.0%, respectively, for the
three months ended March 31, 2017;

•Revenue derived from customers located outside of the United States as a percentage of total revenue was 22.2% forthe three months ended March 31, 2018 compared to 20.6% for the comparable prior year period;
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•Gross margin of 76.6% for the three months ended March 31, 2018 improved by 380 basis points compared to grossmargin of 72.8% for the comparable prior year period;

• Operating margin improved to (10.0)% for the three months ended March 31, 2018 from operating margin of
(28.4)% for the comparable prior year period;

•Net loss of $(3.2) million for the three months ended March 31, 2018 improved compared to net loss of $(8.1) millionfor the comparable prior year period;

•Adjusted EBITDA of $1.0 million for the three months ended March 31, 2018 increased compared to adjustedEBITDA of $(0.8) million for the comparable prior year period;

•Cash and cash equivalents was $54.7 million at March 31, 2018 compared with $53.4 million at December 31, 2017;and

•Operating cash flow was $2.0 million for the three months ended March 31, 2018 compared to $0.4 million for thethree months ended March 31, 2017.
TRENDS IN OUR BUSINESS
The following trends have contributed to the results of our consolidated operations, and we anticipate that they will
continue to impact our future results:

•
Growth in Online Shopping.   Consumers continue to move more of their retail spending from offline to online retail.
The continuing shift to online shopping and overall growth has contributed to our historical growth and we expect that
this online shift will continue to benefit our business.

•

Product Offering Expansion.  As online shopping evolves, we continue to expand our product offerings to reflect the
needs of companies seeking to attract consumers. In 2017, we expanded our research and development capabilities
with new talent through organic growth, an acquisition and expanding our operations overseas with the opening of a
new research and development facility in Madrid, Spain.

•

Growth in Mobile Usage. We believe the shift toward mobile commerce will increasingly favor aggregators such as
Amazon, eBay and Google, all of which are focal points of our platform. These systems understand the identity of the
buyer, helping to reduce friction in the mobile commerce process, while offering a wide selection of merchandise in a
single location. The growth in mobile commerce may result in increased revenue for us.

•Shift to Larger Customers.    We believe that the growth in online shopping increasingly favors larger enterprises.
This move impacts our business both in longer sales cycles as well as increased average revenue per customer.

•

Evolving Fulfillment Landscape.  Consumers have been conditioned to expect fast, efficient delivery of
products. We believe that determining and executing on a strategy to more expeditiously receive, process and
deliver online orders, which we refer to collectively as fulfillment, is critical to success for online sellers.
Therefore, it will be increasingly important for us to facilitate and optimize fulfillment services on behalf of
our customers, which in turn may result in additional research and development investment. We believe our
strategic acquisition of a fulfillment platform in 2017 will further enhance our fulfillment offering and strategy.

•
Focus on Employees.  We strive to provide our employees competitive compensation and benefits programs to help
drive the success of our customers. We increased headcount by 9.1% from March 31, 2017 to March 31, 2018 to help
drive revenue growth and support our overall operations.

•

Seasonality. Our revenue fluctuates as a result of seasonal variations in our business, principally due to the peak
consumer demand and related increased volume of our customers’ gross merchandise value, or GMV, during the
year-end holiday season. As a result, we have historically had higher revenue in our fourth quarter than other quarters
due to increased GMV processed through our platform, resulting in higher variable subscription fees.
OPPORTUNITIES AND RISKS

•
Dynamic E-commerce Landscape.  We will need to continue to innovate in the face of a rapidly changing
e-commerce landscape if we are to remain competitive, and we will need to effectively manage our growth, especially
related to our international expansion.

•

Retailers and Branded Manufacturers.    As consumer preferences potentially shift away from smaller retailers,
we need to continue to add large retailers and branded manufacturers as profitable customers. These customers
generally pay a lower percentage of GMV as fees to us based on the relatively higher volume of their GMV
processed through
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our platform. To help drive our future growth, we have made significant investments in our sales force and allocated
resources focused on growing our customer base of large retailers and branded manufacturers. We continue to focus
our efforts on increasing value for our customers to support higher rates.

•

Increasing Complexity of E-commerce. Although e-commerce continues to expand as retailers and branded
manufacturers continue to increase their online sales, it is also becoming more complex due to the hundreds of
channels available to retailers and branded manufacturers and the rapid pace of change and innovation across those
channels. In order to gain consumers’ attention in a more crowded and competitive online marketplace, many retailers
and an increasing number of branded manufacturers sell their merchandise through multiple online channels, each
with its own rules, requirements and specifications. In particular, third-party marketplaces are an increasingly
important driver of growth for a number of large online retailers and branded manufacturers, and as a result we need
to continue to support multiple channels in a variety of geographies in order to support our targeted revenue growth.
As of March 31, 2018, we supported 107 marketplaces.

•

Global Growth in E-commerce. We believe the growth in e-commerce globally presents an opportunity for retailers
and branded manufacturers to engage in international sales. However, country-specific marketplaces are often the
market share leaders in their regions, as is the case for Alibaba in Asia. In order to help our customers capitalize on
this potential market opportunity, and to address our customers’ needs with respect to cross-border trade, we intend to
continue to invest in our international operations, specifically in the Asia Pacific region. Doing business overseas
involves substantial challenges, including management attention and resources needed to adapt to multiple languages,
cultures, laws and commercial infrastructure, as further described in this report under the caption "Risks Related to
our International Operations."
Our senior management continuously focuses on these and other trends and challenges, and we believe that our
culture of innovation and our history of growth and expansion will contribute to the success of our business. We
cannot, however, assure you that we will be successful in addressing and managing the many challenges and risks that
we face.
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KEY FINANCIAL AND OPERATING METRICS

The average revenue generated from our customers is a primary determinant of our revenue. We calculate this metric
by dividing our revenue for a particular period by the average monthly number of customers during the period, which
is calculated by taking the sum of the number of customers at the end of each month in the period and dividing by the
number of months in the period. We typically calculate average revenue per customer in absolute dollars on a trailing
twelve-month, or TTM, basis, but we may also calculate percentage changes in average revenue per customer on a
quarterly basis in order to help us evaluate our period-over-period performance. For purposes of this metric and the
number of customers metric described below, we include all customers who subscribe to at least one of our solutions.
The number of customers decreased slightly during the first quarter of 2018 compared to the first quarter of 2017. We
continue our focus on obtaining large retailer and branded manufacturer customers, which may represent a smaller
number of customers, but a potentially larger source of predictable or sustaining recurring revenue.

Adjusted EBITDA represents our earnings before interest expense, income tax expense and depreciation and
amortization, adjusted to eliminate stock-based compensation expense, which is a non-cash item, and for the three
months ended March 31, 2017, a one-time charge of $2.5 million for VDAs related to sales taxes (refer to Note 5 to
our unaudited condensed consolidated financial statements included elsewhere in this report for additional information
regarding this one-time charge). We believe that adjusted EBITDA provides useful information to management and
others in understanding and evaluating our operating results. However, adjusted EBITDA is not a measure calculated
in accordance with U.S. GAAP and should not be considered as an alternative to any measure of financial
performance calculated and presented in accordance with U.S. GAAP. In addition, adjusted EBITDA may not be
comparable to similarly titled measures of other companies because other companies may not calculate adjusted
EBITDA in the same manner that we do. Please refer to "Adjusted EBITDA" below for a discussion of the limitations
of adjusted EBITDA and a reconciliation of adjusted EBITDA to net loss, the most comparable U.S. GAAP
measurement.
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Adjusted EBITDA
Our use of adjusted EBITDA has limitations as an analytical tool, and you should not consider it in isolation or as a
substitute for analysis of our results as reported under U.S. GAAP. Some of these limitations are:

•
although depreciation and amortization are non-cash charges, the assets being depreciated and amortized may have to
be replaced in the future and adjusted EBITDA does not reflect cash capital expenditure requirements for such
replacements or for new capital expenditure requirements;
•adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;
•adjusted EBITDA does not reflect the potentially dilutive impact of equity-based compensation;
•adjusted EBITDA does not reflect interest or tax payments that may represent a reduction in cash available to us; and

•other companies, including companies in our industry, may calculate adjusted EBITDA differently, which reduces itsusefulness as a comparative measure.
Because of these and other limitations, you should consider adjusted EBITDA together with U.S. GAAP-based
financial performance measures, including various cash flow metrics, net (loss) income and our other U.S. GAAP
results. The following table presents a reconciliation of net loss to adjusted EBITDA for each of the periods indicated
(in thousands):

Three Months
Ended March 31,
2018 2017

Net loss $(3,157) $(8,056)
Adjustments:
Interest (income) expense, net (125 ) (28 )
Income tax expense 112 88
Depreciation and amortization expense 1,480 1,733
Total adjustments 1,467 1,793
EBITDA (1,690 ) (6,263 )
Stock-based compensation expense 2,733 2,924
One-time charge for VDAs related to sales taxes — 2,539
Adjusted EBITDA $1,043 $(800 )
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RESULTS OF OPERATIONS

The following tables set forth our condensed consolidated statement of operations data and such data expressed as a
percentage of revenues for each of the periods indicated.

Three Months
Ended March 31, Period-to-Period Change 

2018 2017 Q1 2018 to Q1 2017
(dollars in thousands)
Revenue $31,445 $28,329 $ 3,116 11.0  %
Cost of revenue (1) 7,353 7,696 (343 ) (4.5 )
Gross profit 24,092 20,633 3,459 16.8
Operating expenses:
Sales and marketing (1) 14,890 15,185 (295 ) (1.9 )
Research and development 5,902 4,971 931 18.7
General and administrative 6,451 8,530 (2,079 ) (24.4 )
Total operating expenses 27,243 28,686 (1,443 ) (5.0 )
Loss from operations (3,151 ) (8,053 ) 4,902 (60.9 )
Other income (expense):
Interest income (expense), net 125 28 97 *
Other income (expense), net (19 ) 57 (76 ) *
Total other income (expense) 106 85 21 24.7
Loss before income taxes (3,045 ) (7,968 ) 4,923 (61.8 )
Income tax expense 112 88 24 27.3
Net loss $(3,157 ) $(8,056 ) $ 4,899 (60.8 )
* Not meaningful.

Three Months
Ended March 31,
2018 2017
(as a percentage of
revenue)

Revenue 100.0 % 100.0 %
Cost of revenue (1) 23.4 27.2
Gross profit 76.6 72.8
Operating expenses:
Sales and marketing (1) 47.4 53.6
Research and development 18.8 17.5
General and administrative 20.5 30.1
Total operating expenses 86.6 101.3
Loss from operations (10.0 ) (28.4 )
Other income (expense):
Interest income (expense), net 0.4 0.1
Other income (expense), net (0.1 ) 0.2
Total other income (expense) 0.3 0.3
Loss before income taxes (9.7 ) (28.1 )
Income tax expense 0.4 0.3
Net loss (10.0 )% (28.4 )%
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Depreciation and Amortization
Depreciation and amortization expense is included in the following line items in the accompanying unaudited
condensed consolidated statements of operations for the three months ended March 31, 2018 and 2017 (in thousands):

Three Months
Ended March
31,
2018 2017

Cost of revenue (1) $877 $1,084
Sales and marketing (1) 220 248
Research and development 98 111
General and administrative 285 290
Total depreciation and amortization expense $1,480 $1,733
(1) Certain prior period amounts have been reclassified to conform to current period presentation. These
reclassifications had no impact on our reported operating loss or net loss for the period. Refer to Note 2, "Significant
Accounting Policies," to our condensed consolidated financial statements included in this report for further detail.
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REVENUE

We derive the majority of our revenue from subscription fees paid to us by our customers for access to and usage of
our SaaS solutions for a specified contract term, which is usually one year. A portion of the subscription fee is
typically fixed and based on a specified minimum amount of GMV or advertising spend that a customer expects to
process through our platform. The remaining portion of the subscription fee is variable and is based on a specified
percentage of GMV or advertising spend processed through our platform in excess of the customer’s specified
minimum GMV or advertising spend amount. In most cases, the specified percentage of excess GMV or advertising
spend on which the variable portion of the subscription is based is fixed and does not vary depending on the amount of
the excess. We also receive implementation fees, which may include fees for providing launch assistance and training.

Because our customer contracts generally contain both fixed and variable pricing components, changes in GMV
between periods do not translate directly or linearly into changes in our revenue. We use customized pricing structures
for each of our customers depending upon the individual situation of the customer. For example, some customers may
commit to a higher specified minimum GMV amount per month in exchange for a lower fixed percentage fee on that
committed GMV. In addition, the percentage fee assessed on the variable GMV in excess of the committed minimum
for each customer is typically higher than the fee on the fixed, committed portion. As a result, our overall revenue
could increase or decrease even without any change in overall GMV between periods, depending on which customers
generated the GMV. In addition, changes in GMV from month to month for any individual customer that are below
the specified minimum amount would have no effect on our revenue from that customer, and each customer may
alternate between being over the committed amount or under it from month to month. For these reasons, while GMV
is an important qualitative and long-term directional indicator, we do not regard it as a useful quantitative
measurement of our historic revenues or as a predictor of future revenues.

Under ASC 606, we recognize fixed subscription fees and implementation fees ratably over the contract period
beginning on the date the customer has access to the software. In determining the amount of revenue to be recognized,
we apply the following steps:
•Identify the promised services in the contract;

•Determine whether the promised services are performance obligations, including whether they are distinct in thecontext of the contract;
•Determine the transaction price;
•Allocate the transaction price to the performance obligations based on estimated selling prices; and
•Recognize revenue as we satisfy each performance obligation.
We generally invoice our customers for the fixed portion of the subscription fee in advance, in monthly, quarterly,
semi-annual or annual installments. We invoice our customers for the implementation fee at the inception of the
arrangement. Fixed subscription and implementation fees that have been invoiced are initially recorded as deferred
revenue and are generally recognized ratably over the contract term.
In general, we invoice and recognize revenue from the variable portion of subscription fees in the period in which the
related GMV or advertising spend is processed.
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Comparison of Q1 2018 to Q1 2017 
Revenue increased by 11.0%, or $3.1 million, to $31.4 million for the three months ended March 31, 2018 over the
prior year period primarily due to an increase in the average revenue per customer.
On a trailing three-month basis, average revenue per customer increased 12.4%, to $11,045 for the three months ended
March 31, 2018 as compared to $9,823 for the three months ended March 31, 2017. The increase in the average
revenue per customer was primarily driven by the growth of our marketplaces solution. This growth was largely
attributable to an overall increase in transaction volume and, to a lesser extent, to modest overall increases in the
percentage fees assessed on the fixed and variable portions of GMV under our contractual arrangements with some of
our customers during the period. Because we generally enter into annual contracts with our customers, we may
renegotiate either or both of the fixed and variable components of the pricing structure of a customer’s contract each
year. In addition, the increase in average revenue per customer was due in part to our established customers who have
increased their revenue over time on our platform. In general, as customers mature they generate a higher amount of
GMV from which we derive revenue and in some cases they may subscribe to additional modules on our platform,
thereby increasing our subscription revenue.
COST OF REVENUE

Cost of revenue primarily consists of:

•Salaries and personnel-related costs for employees providing services to our customers and supporting our platforminfrastructure, including benefits, bonuses and stock-based compensation;
•Co-location facility costs for our data centers;
•Infrastructure maintenance costs; and
•Fees we pay to credit card vendors in connection with our customers’ payments to us.
Comparison of Q1 2018 to Q1 2017 
Cost of revenue decreased by 4.5%, or $0.3 million, to $7.4 million for the three months ended March 31, 2018 over
the prior year period, with the change being comprised primarily of a decrease in compensation and employee-related
costs, including stock-based compensation expense, due to changes in headcount.
OPERATING EXPENSES
SALES AND MARKETING EXPENSE

Sales and marketing expense consists primarily of:

•Salaries and personnel-related costs for our sales and marketing and customer support employees, including benefits,bonuses, stock-based compensation;

•
Amortization of capitalized sales commissions and related incentive payments over their expected term of benefit due
to our adoption of ASC 606 beginning in 2018, and sales commissions and related incentive payments expensed as
incurred in periods prior to 2018;
•Marketing, advertising and promotional event programs; and
•Corporate communications.
Comparison of Q1 2018 to Q1 2017 

Sales and marketing expense decreased by 1.9%, or $0.3 million, to $14.9 million for the three months ended
March 31, 2018 over the prior year period, with the change being comprised of (decreases) increases of:
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•$(1.9) million due to the deferral of sales commissions and a portion of other incentive compensation ("contractcosts"), which were expensed as incurred prior to our adoption of ASC 606 at the beginning of 2018;

•
$(1.0) million in our promotional event programs, marketing and advertising and travel, mainly related to costs
associated with our annual Catalyst event, an e-commerce conference that we host, and the timing of the event. Our
Catalyst event was held during the second quarter in 2018 compared to the first quarter in 2017; partially offset by

•$2.6 million in compensation and employee-related costs, mainly due to additional headcount in our salesorganization.

RESEARCH AND DEVELOPMENT EXPENSE

Research and development expense consists primarily of:

•Salaries and personnel-related costs for our research and development employees, including benefits, bonuses andstock-based compensation;

•Costs related to the development, quality assurance and testing of new technology and enhancement of our existingplatform technology; and
•Consulting expenses.
Comparison of Q1 2018 to Q1 2017 
Research and development expense increased by 18.7%, or $0.9 million, to $5.9 million for the three months ended
March 31, 2018 over the prior year period, with the change being comprised primarily of an increase in compensation
and employee-related costs, due to headcount gained with our acquisition of a fulfillment platform in the second
quarter of 2017 and the expansion of our research and development function with the opening of our engineering
office in Madrid, Spain to support our growth and the enhancement of our product offerings.
GENERAL AND ADMINISTRATIVE EXPENSE

General and administrative expense consists primarily of:

•Salaries and personnel-related costs for administrative, finance and accounting, information systems, legal and humanresource employees, including benefits, bonuses and stock-based compensation;
•Consulting and professional fees;
•Insurance;
•Bad debt expense; and
•Costs associated with compliance with the Sarbanes-Oxley Act and other regulations governing public companies.
Comparison of Q1 2018 to Q1 2017 
General and administrative expense decreased by 24.4%, or $2.1 million, to $6.5 million for the three months ended
March 31, 2018 over the prior year period, with the change being comprised primarily of (decreases) increases of:

•$(2.5) million for the one-time charge during 2017 in connection with entering into VDAs related to sales taxes withcertain jurisdictions; partially offset by

•$0.3 million in professional fees including consulting and accounting services primarily in connection with ourimplementation of the new revenue recognition standard.
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GROSS AND OPERATING MARGINS

Comparison of Q1 2018 to Q1 2017 
Gross margin improved by 380 basis points to 76.6% during the three months ended March 31, 2018 compared to the
prior year period as a result of the increase in revenue and decrease in cost of revenue noted above. Our improved
gross margin was a result of our continuing strategic efforts to achieve increasing scale in our business operations.
Operating margin improved to (10.0)% during the three months ended March 31, 2018 compared to (28.4)% for the
prior year period due to our 11.0% increase in revenue combined with decreases in cost of revenue and operating
expenses of 4.5% and 5.0%, respectively, which reflects our continued emphasis on driving revenue growth while
improving the efficiency of our business.
Operating margin for the three months ended March 31, 2018 was favorably impacted by our adoption of ASC 606
due to our capitalization of contract costs that had been expensed as incurred in periods prior to January 1, 2018.
Operating margin for the three months ended March 31, 2018 would have been (16.3)% had we not adopted ASC 606.
Refer to Note 6, "Revenue from Contracts with Customers," for additional information regarding the impact of
adoption and revenue recognition under ASC 606 on our consolidated financial statements.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our management’s discussion and analysis of our financial condition and results of operations is based on our
condensed consolidated financial statements, which have been prepared in accordance with U.S. GAAP. The
preparation of these condensed consolidated financial statements requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
condensed consolidated financial statements and the reported amounts of revenue and expenses during the reported
period. In accordance with U.S. GAAP, we base our estimates on historical experience and on various other
assumptions that we believe are reasonable under the circumstances. Actual results may differ from these estimates
under different assumptions or conditions, and to the extent that there are differences between our estimates and actual
results, our future financial statement presentation, financial condition, results of operations and cash flows will be
affected. Except for our adoption of ASC 606, during the three months ended March 31, 2018, there were no material
changes to our critical accounting policies and use of estimates, which are disclosed in our audited consolidated
financial statements for the year ended December 31, 2017 included in our Annual Report on Form 10-K for fiscal
2017. Refer to Note 6 to our condensed consolidated financial statements included in this report for a description of
changes to our revenue recognition and contract costs accounting policies as a result of our adoption of ASC 606 as of
January 1, 2018.
Recent Accounting Pronouncements
Refer to Note 2 to our condensed consolidated financial statements included in this report for a full description of
recent accounting pronouncements.
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LIQUIDITY AND CAPITAL RESOURCES

We derive our liquidity and operating capital primarily from cash flows from operations. Based on our current level of
operations and anticipated growth, we believe our future cash flows from operating activities and our existing cash
balances will be sufficient to meet our cash requirements for at least the next 12 months.
CASH FLOWS
Free Cash Flow
We view free cash flow as an important financial metric as it demonstrates our ability to generate cash and can allow
us to pursue opportunities that enhance shareholder value. Free cash flow is a non-GAAP financial measure that
should be considered in addition to, not as a substitute for, measures of our financial performance prepared in
accordance with GAAP. The following table presents a reconciliation of cash provided by operating activities, the
most directly comparable GAAP measure, to free cash flow for each of the periods indicated (in thousands):

Three Months
Ended March
31,
2018 2017

Cash provided by operating activities $1,972 $351
Less: Purchases of property and equipment (338 ) (360 )
Free cash flow $1,634 $(9 )
Free cash flow increased by $1.6 million for the three months ended March 31, 2018 from the comparable prior year
period. The increase in free cash flow is primarily a result of revenue growth, improved cash collections and reduced
operating expenses. Further analysis on the components of free cash flow is provided below.
Operating activities cash flows are largely driven by:
•The amount of cash we invest in personnel and infrastructure to support the anticipated growth of our business;
•The amount and timing of customer payments;

•The seasonality of our business, as noted above, which results in variations in the timing of invoicing and the receiptof payments from our customers; and
•In 2017, the amounts paid in connection with entering into VDAs related to sales taxes.
Investing activities cash flows are largely driven by:
•Acquisitions, net of cash acquired;

•Capitalized expenditures to create internally developed software and implement software purchased for internal use;and

• Purchases of property and equipment to support the expansion of our infrastructure and
acquisitions.

Financing activities cash flows are largely driven by:
•Proceeds from the exercises of stock options;
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•Payments on capital lease obligations; and
•Tax withholdings related to the net-share settlement of restricted stock units.
Q1 2018
Operating Activities
Our cash provided by operating activities consisted of a net loss of $3.2 million adjusted for certain non-cash items
totaling $4.3 million, which consisted of stock-based compensation expense, depreciation and amortization expense,
bad debt expense and other non-cash items, principally the amortization of a lease incentive obligation related to our
corporate headquarters.
The net increase in cash resulting from changes in assets and liabilities of $0.8 million primarily consisted of:
•a $6.6 million decrease in accounts receivable as a result of increased cash collections during the period; and

•

a $1.2 million decrease in prepaid expenses and other assets, primarily related to certain customer arrangements for
which we collect and remit monthly activity-based fees incurred for specific channels on behalf of our customers (we
record the amounts due from customers as a result of these arrangements as other receivables). These increases in
cash were partially offset by decreases in cash due to

•a $3.7 million decrease in accounts payable and accrued expenses, primarily driven by the timing of payments to ourvendors during the period;

•
a $1.9 million increase in deferred contract costs as a result of our adoption of ASC 606 (sales commissions and a
portion of other incentive compensation are now deferred and amortized to expense over the expected period of
benefit); and

•
a $1.3 million net decrease in deferred revenue as a result of our adoption of ASC 606 and the timing of revenue
recognition for managed-service contracts (we now recognize revenue for subscription and implementation fees
ratably, beginning on the launch date, through the term of the contract).
Investing Activities
Our cash used in investing activities consisted of:
•$0.3 million of capital expenditures primarily related to the purchase of computer equipment; and
•$0.1 million of internal-use software development costs.
Financing Activities
Our cash used in financing activities consisted of:
•$0.3 million used for the repayment of capital leases; partially offset by
•$0.2 million in cash received upon the exercise of stock options.
Q1 2017
Operating Activities
Our cash provided by operating activities consisted of a net loss of $8.1 million adjusted for certain non-cash items
totaling $4.5 million, which consisted of stock-based compensation expense, depreciation and amortization expense,
bad debt expense and other non-cash items, principally the amortization of a lease incentive obligation related to our
corporate headquarters.
The net increase in cash resulting from changes in assets and liabilities of $3.9 million primarily consisted of:

•
a $2.3 million decrease in prepaid expenses and other assets, primarily related to certain customer arrangements for
which we collect and remit monthly activity-based fees incurred for specific channels on behalf of our customers (we
record the amounts due from customers as a result of these arrangements as other receivables);
•a $1.7 million decrease in accounts receivable as a result of increased cash collections during the period; and

•a $1.1 million increase in deferred revenue of as a result of an increased number of customers prepaying forsubscription services invoiced on a semi-annual and annual basis; partially offset by a decrease in cash due to

•

a $2.6 million decrease in accounts payable primarily driven by timing of payments to our vendors during the period,
partially offset by a $1.4 million increase in accrued expenses primarily due to a one-time charge in connection with
our entering into VDAs related to our potential unpaid sales tax obligations, as well as expenses related to our annual
Catalyst event. These increases in accrued expenses were partially offset by a decrease in our activity-based fees
incurred for specific channels on behalf of our customers.
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Investing Activities
Our cash used in investing activities consisted of:
•$0.4 million of capital expenditures primarily related to the purchase of computer equipment; and
•$0.1 million of internal-use software development costs.
Financing Activities
Our cash used in financing activities consisted of:
•$1.7 million used for the payment of taxes related to the net-share settlement of restricted stock units; and
•$0.6 million used for the repayment of capital leases; partially offset by
•$0.2 million in cash received upon the exercise of stock options.
Off-Balance Sheet Arrangements
As of March 31, 2018, we did not have any off-balance sheet arrangements, as defined in Item 303(a)(4)(ii) of
Securities and Exchange Commission, or SEC, Regulation S-K.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the risk of loss to future earnings, values or future cash flows that may result from changes in the price
of a financial instrument. The value of a financial instrument may change as a result of changes in interest rates,
exchange rates, commodity prices, equity prices and other market changes. We are exposed to market risk related to
changes in foreign currency exchange rates. We do not use derivative financial instruments for speculative, hedging or
trading purposes, although in the future we may enter into exchange rate hedging arrangements to manage foreign
currency exchange risk. During the three months ended March 31, 2018, there were no material changes to our market
risks from those disclosed in our Annual Report on Form 10-K for fiscal 2017.
ITEM 4.  CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures
The term "disclosure controls and procedures," as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (the "Exchange Act"), refers to controls and procedures that 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
recorded, processed, summarized and reported, within the time periods specified in the Security and Exchange
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that such information is accumulated and communicated to a company’s management, including its
principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosure.
In designing and evaluating our disclosure controls and procedures, management recognizes that disclosure controls
and procedures, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that
the objectives of the disclosure controls and procedures are met. Additionally, in designing disclosure controls and
procedures, our management necessarily was required to apply its judgment in evaluating the cost-benefit relationship
of possible disclosure controls and procedures. The design of any system of controls also is based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in
achieving its stated goals under all potential future conditions; over time, controls may become inadequate because of
changes in conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the
inherent limitations in a control system, misstatements due to error or fraud may occur and not be detected.
Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, has evaluated
the effectiveness of our disclosure controls and procedures as of March 31, 2018, the end of the period covered by this
Quarterly Report on Form 10-Q. Based upon such evaluation, our Chief Executive Officer and our Chief Financial
Officer have concluded that our disclosure controls and procedures were effective as of such date at the reasonable
assurance level.
(b) Changes in Internal Controls Over Financial Reporting
Except for the implementation of certain internal controls related to our adoption of ASC 606, there have not been any
changes in our internal controls over financial reporting during our fiscal quarter ended March 31, 2018 that
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting. We
implemented certain internal controls to ensure that we properly assessed the impact of ASC 606 on our IT systems
and financial statements to facilitate our adoption of the standard effective as of January 1, 2018. In addition, we have
revised certain internal controls to reflect new processes that were implemented as a result of the adoption of ASC
606.
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PART II
OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are subject to litigation and claims arising in the ordinary course of business, but we are not
currently a party to any material legal proceedings and we are not aware of any pending or threatened legal proceeding
against us that we believe could have a material adverse effect on our business, operating results, cash flows or
financial condition.
ITEM 1A. RISK FACTORS

Our business is subject to numerous risks. You should carefully consider the following risks, as well as general
economic and business risks, and all of the other information contained in this Quarterly Report on Form 10-Q,
together with any other documents we file with the SEC. Any of the following risks could have a material adverse
effect on our business, operating results and financial condition and cause the trading price of our common stock to
decline.
RISKS RELATED TO OUR BUSINESS
We have incurred significant net losses since inception, and it is possible that our operating expenses will increase in
the foreseeable future, which may make it more difficult for us to achieve profitability.
We incurred net losses of $3.2 million and $16.6 million during the three months ended March 31, 2018 and the year
ended December 31, 2017, respectively, and we had an accumulated deficit of $175.8 million as of March 31, 2018. It
is possible that our operating expenses will increase in the foreseeable future as we invest in increased sales and
marketing and research and development efforts. To achieve profitability, we will need to either increase our revenue
sufficiently to offset increasing expenses or reduce our expense levels. Our recent revenue growth may not be
sustainable, and if we are forced to reduce our expenses, our growth strategy could be compromised. If we are not able
to achieve and maintain profitability, the value of our company and our common stock could decline significantly.
A significant portion of our revenue is attributable to sales by our customers on the Amazon and eBay marketplaces
and through advertisements on Google. Our inability to continue to integrate our solutions with these channels would
make our solutions less appealing to existing and potential new customers and could significantly reduce our revenue.
A substantial majority of the GMV that our customers process through our platform is derived from merchandise sold
on the Amazon and eBay marketplaces or advertised on Google, and a similar portion of our variable subscription fees
is attributable to sales by our customers through these channels. These channels, and the other channels with which
our solutions are integrated, have no obligation to do business with us or to allow us access to their systems, and they
may decide at any time and for any reason to significantly curtail or inhibit our ability to integrate our solutions with
their channels. Additionally, Amazon, eBay or Google may decide to make significant changes to their respective
business models, policies, systems or plans, and those changes could impair or inhibit our customers’ ability to use our
solutions to sell their products on those channels, or may adversely affect the volume of GMV that our customers can
sell on those channels or reduce the desirability of selling on those channels. Further, Amazon, eBay or Google could
decide to compete with us more vigorously. Any of these results could cause our customers to reevaluate the value of
our products and services and potentially terminate their relationships with us and significantly reduce our revenue.
We may not be able to respond to rapid changes in channel technologies or requirements, which could cause us to lose
revenue and make it more difficult to achieve profitability.
The e-commerce market is characterized by rapid technological change and frequent changes in rules, specifications
and other requirements for retailers and branded manufacturers to be able to sell their merchandise on particular
channels, as well as developments in technologies that can impede the display and tracking of advertisements. Our
ability to retain existing customers and attract new customers depends in large part on our ability to enhance and
improve our existing solutions and introduce new solutions that can adapt quickly to these technological changes. To
achieve market acceptance for our solutions, we must effectively anticipate and offer solutions that meet frequently
changing channel requirements in a timely manner. If our solutions fail to do so, our ability to renew our contracts
with existing customers and our ability to create or increase demand for our solutions will be impaired.

Edgar Filing: CHANNELADVISOR CORP - Form 10-Q

47



31

Edgar Filing: CHANNELADVISOR CORP - Form 10-Q

48



Table of Contents

If we are unable to retain our existing customers, our revenue and results of operations could be adversely affected.
We sell our solutions pursuant to contractual arrangements that generally have one-year terms. Therefore, our revenue
growth depends to a significant degree upon subscription renewals. Our customers have no obligation to renew their
subscriptions after the subscription term expires, and these subscriptions may not be renewed or, if renewed, may not
be renewed on the same or more favorable terms for us. We may not be able to accurately predict future trends in
customer renewals, and our customers’ renewal rates may decline or fluctuate because of several factors, including
their satisfaction or dissatisfaction with our solutions, the cost of our solutions, the cost of solutions offered by our
competitors and reductions in our customers’ spending levels. If our customers do not renew their subscriptions, renew
on less favorable terms or for fewer modules, or do not purchase additional modules, our revenue may grow more
slowly than expected or decline, and our ability to become profitable may be compromised.
As more of our sales efforts are targeted at larger customers, our sales cycle may become more time-consuming and
expensive, and we may encounter pricing pressure, which could harm our business and operating results.
The cost and length of our sales cycle varies by customer. As we target more of our sales efforts at selling to larger
customers, we may face greater costs, longer sales cycles and less predictability in completing some of our sales.
These types of sales often require us to provide greater levels of education regarding our solutions. In addition, larger
customers may demand more training and other professional services. As a result of these factors, these sales
opportunities may require us to devote greater sales support and professional services resources to individual
customers, driving up costs and time required to complete sales and diverting sales and professional services resources
to a smaller number of larger transactions.
We may not be able to compete successfully against current and future competitors. If we do not compete
successfully, we could experience lower sales volumes and pricing pressure, which could cause us to lose revenues,
impair our ability to pursue our growth strategy and compromise our ability to achieve profitability.
We face intense competition in the market for online channel management solutions and services, and we expect
competition to intensify in the future. We have competitors, including some of the channels themselves, with longer
operating histories, larger customer bases and greater financial, technical, marketing and other resources than we do.
Increased competition may result in reduced pricing for our solutions, longer sales cycles or a decrease in our market
share, any of which could negatively affect our revenue and future operating results and our ability to grow our
business.
A number of competitive factors could cause us to lose potential sales or to sell our solutions at lower prices or at
reduced margins, including:

•Potential customers may choose to continue using or to develop applications in-house, rather than pay for oursolutions;

•The channels themselves, which typically offer software tools, often for free, that allow retailers and brandedmanufacturers to connect to them, may decide to compete more vigorously with us;

•
Competitors may adopt more aggressive pricing policies and offer more attractive sales terms, adapt more quickly to
new technologies and changes in customer requirements, and devote greater resources to the promotion and sale of
their products and services than we can;

•

Current and potential competitors have established or may establish cooperative relationships among
themselves or with third parties to enhance their products and expand their markets, and consolidation in our
industry is likely to intensify. Accordingly, new competitors or alliances among competitors may emerge and
rapidly acquire significant market share;

•
Current and potential competitors may offer software that addresses one or more online channel management
functions at a lower price point or with greater depth than our solutions and may be able to devote greater resources to
those solutions than we can; and

• Software vendors could bundle channel management solutions with other solutions or offer such products at a
lower price as part of a larger product sale.

We may not be able to compete successfully against current and future competitors, including any channels that
decide to compete against us more vigorously. In addition, competition may intensify as our competitors raise
additional capital and as established companies in other market segments or geographic markets expand into our
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If the e-commerce industry consolidates around a limited number of online channels, or if the complexities and
challenges faced by retailers and branded manufacturers seeking to sell online otherwise diminish, demand for our
solutions could decline.
Our solutions enable retailers and branded manufacturers to manage their merchandise sales through hundreds of
disparate online channels. One of the key attractions of our solutions to retailers and branded manufacturers is the
ability to help address the complexity and fragmentation of selling online. Although the number and variety of online
channels available to retailers and branded manufacturers have been increasing, at the same time the share of online
sales made through a small number of larger channels, particularly Amazon, has also been increasing. If the trend
toward consolidation around a few large online channels accelerates, the difficulties faced by retailers and branded
manufacturers could decline, which might make our solutions less important to retailers and branded manufacturers
and could cause demand for our solutions to decline.
Our growth depends in part on the success of our strategic relationships with third parties.
We anticipate that we will continue to depend on our relationships with various third parties, including marketplaces
and technology, content and logistics providers, in order to grow our business. Identifying, negotiating and
documenting relationships with these third parties may require significant time and resources as does integrating their
content and technology with our solutions. If the third-party content or technology integrated with our solutions is not
well received by our customers, our brand and reputation could be negatively affected. Our agreements with
third-party business partners are typically non-exclusive and do not prohibit them from working with our competitors
or from offering competing services. If and to the extent that any of these third parties compete with us, it could hurt
our growth prospects.
If the e-commerce market does not grow, or grows more slowly than we expect, particularly on the channels that our
solutions support, demand for our online channel management solutions could be adversely affected.
For our existing customers and potential customers to be willing to subscribe to our solutions, the internet must
continue to be accepted and widely used for selling merchandise. As e-commerce continues to evolve, regulation by
federal, state or foreign agencies may increase. Any regulation imposing greater fees for internet use or restricting
information exchanged over the internet could result in a decline in the use of the internet, which could harm our
business.
In addition, if consumer utilization of our primary e-commerce channels, such as Amazon, eBay and Google, does not
grow or grows more slowly than we expect, demand for our solutions would be adversely affected, our revenue would
be negatively impacted and our ability to pursue our growth strategy and become profitable would be compromised.
Software errors, defects or failures or human error could cause our solutions to oversell our customers’ inventory or
misprice their offerings or could cause other errors, which would hurt our reputation and reduce customer demand.
Complex software applications such as ours may contain errors or defects, particularly when first introduced or when
new versions or enhancements are released. Despite our testing and testing by our customers, our current and future
products may contain defects. Our customers rely on our solutions to automate the allocation of their inventory
simultaneously across multiple online channels, as well as to ensure that their sales comply with the policies of each
channel and sometimes to dynamically determine product pricing at any given moment. Some customers subscribe to
our solutions on a managed-service basis, in which case our personnel operate our solutions on behalf of the customer.
In the event that our solutions do not function properly, or if there is human error on the part of our service staff,
errors could occur, including that our customers might inadvertently sell more inventory than they actually have in
stock, make sales that violate channel policies or underprice or overprice their offerings. Overselling their inventory
could force our customers to cancel orders at rates that violate channel policies. Underpricing would result in lost
revenue to our customers and overpricing could result in lost sales. In addition, our pricing policies with our
customers are largely based upon our customers’ expectations of the levels of their GMV that will be processed
through our platform over the term of their agreement with us, and errors in our software or human error could cause
transactions to be incorrectly processed that would cause GMV to be in excess of our customers’ specified minimum
amounts, in which case our variable subscription fee-based revenue could be overstated. Any of these results or other
errors could reduce demand for our solutions and hurt our business reputation. Customers could also seek recourse
against us in these cases and, while our contractual arrangements with customers typically provide that we are not
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If the use of "cookie" tracking technologies is restricted, regulated or otherwise blocked, or if changes in our industry
cause cookies to become less reliable or acceptable as a means of tracking consumer behavior, the amount or accuracy
of GMV processed on our platform, and our related revenue, could decrease.
Cookies are small data files that are sent by websites and stored locally on an internet user's computer or mobile
device. Our customers enable cookies on their sites and monitor internet user activity, such as viewing pages and
completing transactions. We collect data via cookies that we ultimately use to report GMV, which translates to
revenue. However, internet users can easily disable, delete and block cookies directly through browser settings or
through other software, browser extensions or hardware platforms that physically block cookies from being created
and stored.
Third-party cookies are downloaded from domains not associated with the address currently being viewed in an
internet user's browser. Cookies can be specifically blocked by browser settings, and, for example, the Safari internet
browser blocks third-party cookies by default. Internet users can also download free or paid "ad blocking" software
that prevents third-party cookies from being stored on a user's device. On the other hand, first-party cookies are
downloaded directly from the address domain of an internet user, and are generally considered safer by privacy
concerns. We currently collect data from both first-party and third-party cookie implementations. Our customers
currently implementing our third-party cookie solution might be slow to migrate their sites to first-party cookie
technologies, which could result in less cookie data that we can collect, and therefore less reported revenue data that
we can store.
Privacy regulations might also restrict how our customers deploy our cookies on their sites, and this could potentially
increase the number of internet users that choose to proactively disable cookies on their systems. In the European
Union, the Directive on Privacy and Electronic Communications requires users to give their consent before cookie
data can be stored on their local computer or mobile device. Users can decide to opt out of any cookie data creation,
which could negatively impact the revenue we might recognize.
There have been efforts within our industry to replace cookies with alternative tracking technologies. To the extent
these efforts are successful, we may have difficulty adapting to those new tracking technologies and we may become
dependent on third parties for access to tracking data.
We may have to develop alternative systems to collect user revenue data if users block cookies or regulations
introduce barriers to collecting cookie data. In addition, third parties may develop technology or policies to harvest
user data including through next-generation web browsers or other means, which could subsequently prevent us from
directly importing data to our systems. We may not be able to develop adequate alternatives to cookie data collection,
which could negatively impact our ability to reliably measure GMV.
We rely on non-redundant data centers and cloud computing providers to deliver our SaaS solutions. Any disruption
of service from these providers could harm our business.
We manage our platform and serve all of our customers from third-party data center facilities and cloud computing
providers that are non-redundant, meaning that the data centers and providers are currently not configured as backup
for each other. While we engineer and architect the actual computer and storage systems upon which our platform
runs, we do not control the operation of the facilities at which they are deployed.
The owners of our data facilities have no obligation to renew their agreements with us on commercially reasonable
terms, or at all. If we are unable to renew these agreements on commercially reasonable terms, we may be required to
transfer to new data center facilities, and we may incur significant costs and possible service interruption in
connection with doing so.
Any changes in third-party service levels at our data centers or any errors, defects, disruptions or other performance
problems with our solutions could harm our reputation and damage our customers’ businesses. Interruptions in our
services could reduce our revenue, require us to issue credits to customers, subject us to potential liability, cause our
existing customers to not renew their agreements or adversely affect our ability to attract new customers.
Our data centers and cloud computing providers are vulnerable to damage or interruption from human error,
intentional bad acts, earthquakes, hurricanes, floods, fires, war, terrorist attacks, power losses, hardware failures,
systems failures, telecommunications failures, cyber-attacks and similar events. The occurrence of a natural disaster or
an act of terrorism, or vandalism or other misconduct, a decision to close the facilities without adequate notice or other
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We rely in part on a pricing model under which a variable portion of the subscription fees we receive from customers
is based upon the amount of GMV or advertising spend that those customers process through our platform, and any
change in the attractiveness of that model or any decline in our customers’ sales could adversely affect our financial
results.
We have adopted a pricing model under which a portion of the subscription fees we receive from most of our
customers is variable, based on the amount of our customers’ GMV or advertising spend processed through our
platform that exceeds a specified amount established by contract, which we refer to as variable subscription fees. Most
of our customer contracts include this variable subscription fee component. If sales or advertising spend by our
customers processed through our platform were to decline, or if more of our customers require fully fixed pricing
terms that do not provide for any variability based on their GMV or advertising spend processed through our platform,
our revenue and margins could decline.
Our quarterly operating results have fluctuated in the past and may do so in the future, which could cause our stock
price to decline.
Our operating results have historically fluctuated due to changes in our business, and our future operating results may
vary significantly from quarter to quarter due to a variety of factors, many of which are beyond our control. You
should not rely on period-to-period comparisons of our operating results as an indication of our future performance.
Factors that may cause fluctuations in our quarterly operating results include, but are not limited to, the following:
•seasonal patterns in consumer spending;
•the addition of new customers or the loss of existing customers;
•changes in demand for our software;
•the timing and amount of sales and marketing expenses;

•changes in the prospects of the economy generally, which could alter current or prospective customers’ spendingpriorities, or could increase the time it takes us to close sales;
•changes in our pricing policies or the pricing policies of our competitors;
•costs necessary to improve and maintain our software platform; and
•costs related to acquisitions of other businesses.
Our operating results may fall below the expectations of market analysts and investors in some future periods, which
could cause the market price of our common stock to decline substantially.
The seasonality of our business creates significant variance in our quarterly revenue, which makes it difficult to
compare our financial results on a sequential quarterly basis.
Our customers are retailers and branded manufacturers that typically realize a significant portion of their online sales
in the fourth quarter of each year during the holiday season. As a result of this seasonal variation, our subscription
revenue fluctuates, with the variable portion of our subscription fees being higher in the fourth quarter than in other
quarters and with revenue generally declining in the first quarter sequentially from the fourth quarter. Our business is
therefore not necessarily comparable on a sequential quarter-over-quarter basis and you should not rely solely on
quarterly comparisons to analyze our growth.
Failure to adequately manage our growth could impair our ability to deliver high-quality solutions to our customers,
hurt our reputation and compromise our ability to become profitable.
We have experienced, and may continue to experience, significant growth in our business. If we do not effectively
manage our growth, the quality of service of our solutions may suffer, which could negatively affect our reputation
and demand for our solutions. Our growth has placed, and is expected to continue to place, a significant strain on our
managerial, operational and financial resources and our infrastructure. Our future success will depend, in part, upon
the ability of our senior management to manage growth effectively. This will require us to, among other things:
•hire additional personnel, both domestically and internationally;
•implement additional management information systems;

•maintain close coordination among our engineering, operations, legal, finance, sales and marketing and client serviceand support organizations; and
•further develop our operating, administrative, legal, financial and accounting systems and controls.
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Moreover, if our sales continue to increase, we may be required to concurrently deploy our hosting infrastructure at
multiple additional locations or provide increased levels of customer service. Failure to accomplish any of these
requirements could impair our ability to continue to deliver our solutions in a timely fashion, fulfill existing customer
commitments or attract and retain new customers.
If we do not retain our senior management team and key employees, or if we fail to attract and retain additional highly
skilled sales talent, we may not be able to sustain our growth or achieve our business objectives.
Our future success is substantially dependent on the continued service of our senior management team. Our future
success also depends on our ability to continue to attract, retain, integrate and motivate highly skilled technical, sales
and administrative employees. Competition for these employees in our industry is intense. As a result, we may be
unable to attract or retain these management and other key personnel that are critical to our success, resulting in harm
to our key client relationships, loss of key information, expertise or know-how and unanticipated recruitment and
training costs. The loss of the services of our senior management or other key employees could make it more difficult
to successfully operate our business and pursue our business goals.
Our business and growth objectives also may be hindered if our efforts to expand our sales team do not generate a
corresponding increase in revenue. In particular, if we are unable to hire, develop and retain talented sales personnel
or if our new sales personnel are unable to achieve expected productivity levels in a reasonable period of time, we
may not be able to significantly increase our revenue and grow our business.
Our strategy of pursuing opportunistic acquisitions or investments may be unsuccessful and may divert our
management’s attention and consume significant resources.
A part of our growth strategy is to opportunistically pursue acquisitions of, or investments in, other complementary
businesses or individual technologies. Any acquisition or investment may require us to use significant amounts of
cash, issue potentially dilutive equity securities or incur debt. In addition, acquisitions involve numerous risks, any of
which could harm our business, including:

•difficulties in integrating the operations, technologies, services and personnel of acquired businesses, especially ifthose businesses operate outside of our core competency of providing e-commerce software solutions;
•cultural challenges associated with integrating employees from acquired businesses into our organization;
•ineffectiveness or incompatibility of acquired technologies or services;
•failure to successfully further develop the acquired technology in order to recoup our investment;
•potential loss of key employees of acquired businesses;
•inability to maintain the key business relationships and the reputations of acquired businesses;
•diversion of management’s attention from other business concerns;

•litigation for activities of acquired businesses, including claims from terminated employees, customers, formerstockholders or other third parties;

•in the case of foreign acquisitions, the need to integrate operations across different cultures and languages and toaddress the particular economic, currency, political and regulatory risks associated with specific countries;
•costs necessary to establish and maintain effective internal controls for acquired businesses; and
•increased fixed costs.
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If current efforts to allow states to require online retailers to collect sales tax on their behalf are successful,
e-commerce in general could decline, our solutions could become less attractive and the amount of GMV processed
through our platform, and our related revenue, could decline.
Although current U.S. Supreme Court decisions restrict the imposition of obligations to collect state and local sales
taxes with respect to remote sales, an increasing number of states have considered or adopted laws that attempt to
require out-of-state retailers to collect sales taxes on their behalf. The U.S. Supreme Court recently heard a case
challenging a South Dakota law that permits the state to tax online sales where a remote seller has sales above an
economic threshold in the state. In addition, the U.S. Senate and the U.S. House of Representatives are currently
considering a variety of legislation, most notably the Marketplace Fairness Act, which would override the Supreme
Court rulings and enable states to require that online retailers collect sales tax from the states’ residents. Some larger
online retailers, including Amazon, have announced their support for legislation along these lines. This is a rapidly
evolving area and we cannot predict whether this or other similar legislation will ultimately be adopted or what form it
might take if adopted. For example, the current Senate and House legislation includes an exception for small retailers,
although there can be no assurance that any legislation ultimately adopted would include such an exception. If the
states or Congress are successful in these attempts to require online retailers to collect state or local sales taxes on
out-of-state purchases, buying online would lose some of its current advantage over traditional retail models and could
become less attractive to consumers. This could cause e-commerce to decline, which would, in turn, hurt the business
of our customers, potentially make our products less attractive and cause the amount of GMV processed through our
platform, and ultimately our revenue, to decline. In addition, it is possible that one or more states or the federal
government or foreign countries may seek to impose a tax collection, reporting or record-keeping obligation on
companies like us that facilitate e-commerce, even though we are not an online retailer. Similar issues exist outside of
the United States, where the application of value-added tax or other indirect taxes on online retailers and companies
like us that facilitate e-commerce is uncertain and evolving.
We may be subject to additional obligations to collect and remit sales tax and other taxes, and we may be subject to
tax liability for past sales, which could harm our business.
State, local and foreign jurisdictions have differing rules and regulations governing sales, use, value added and other
taxes, and these rules and regulations are subject to varying interpretations that may change over time. In particular,
the applicability of such taxes to our platform in various jurisdictions is unclear. Further, these jurisdictions’ rules
regarding tax nexus are complex and vary significantly. As a result, we could face the possibility of tax assessments
and audits, and our liability for these taxes and associated penalties could exceed our original estimates. As described
in this report, we have previously entered into voluntary disclosure agreements, or VDAs, with certain jurisdictions
and recorded a $2.5 million one-time charge in general and administrative expense for the three months ended March
31, 2017. Through March 31, 2018, we paid approximately $1.5 million under terms of the VDAs that we have
completed with certain jurisdictions, and we intend to pay $1.0 million in the second quarter of 2018 to settle
outstanding amounts owed to one jurisdiction that had rejected our VDA application and conducted a sales tax audit.
Any successful assertion that we should be collecting additional sales, use, value added or other taxes in those
jurisdictions where we have not historically done so and do not accrue for such taxes could result in substantial tax
liabilities and related penalties for past sales, discourage customers from purchasing our application or otherwise harm
our business and operating results.
The recently passed comprehensive tax reform bill could adversely affect our business and financial condition.
On December 22, 2017, new legislation went into effect that significantly revises the Internal Revenue Code of 1986,
as amended. The newly enacted federal income tax law, among other things, contains significant changes to corporate
taxation, including reduction of the corporate tax rate from a top marginal rate of 35% to a flat rate of 21%, limitation
of the tax deduction for interest expense to 30% of adjusted earnings (except for certain small businesses), limitation
of the deduction for net operating losses to 80% of current year taxable income and elimination of net operating loss
carrybacks, one time taxation of offshore earnings at reduced rates regardless of whether they are repatriated,
elimination of U.S. tax on foreign earnings (subject to certain important exceptions), immediate deductions for certain
new investments instead of deductions for depreciation expense over time, and modifying or repealing many business
deductions and credits. Notwithstanding the reduction in the corporate income tax rate, the overall impact of the new
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federal tax law is uncertain and our business and financial condition could be adversely affected. In addition, it is
uncertain if and to what extent various states will conform to the newly enacted federal tax law. The impact of this tax
reform on holders of our common stock is also uncertain and could be adverse. We urge our stockholders to consult
with their legal and tax advisors with respect to this legislation and the potential tax consequences of investing in or
holding our common stock.
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Our effective tax rate may fluctuate, and we may incur obligations in tax jurisdictions in excess of accrued amounts.
We are subject to taxation in numerous countries, states and local tax jurisdictions. As a result, our effective tax rate is
derived from a combination of applicable tax rates in the various places that we operate. In preparing our financial
statements, we estimate the amount of tax that will become payable in each of such places. Nevertheless, our effective
tax rate may be different than experienced in the past due to numerous factors, including passage of the newly enacted
federal income tax law, changes in the mix of our profitability from jurisdiction to jurisdiction, the results of
examinations and audits of our tax filings, our inability to secure or sustain acceptable agreements with tax authorities,
changes in accounting for income taxes and changes in tax laws. Any of these factors could cause us to experience an
effective tax rate significantly different from previous periods or our current expectations and may result in tax
obligations in excess of amounts accrued in our financial statements.
Evolving domestic and international data privacy regulations may restrict our ability, and that of our customers, to
solicit, collect, process, disclose and use personal information or may increase the costs of doing so, which could harm
our business.
Federal, state and foreign governments and supervising authorities have enacted, and may in the future enact, laws and
regulations concerning the solicitation, collection, processing, disclosure or use of consumers’ personal information.
Evolving regulations regarding personal data and personal information, in the European Union and elsewhere,
especially relating to classification of IP addresses, machine identification, location data and other information, may
limit or inhibit our ability to operate or expand our business.
Such laws and regulations require or may require us or our customers to implement privacy and security policies,
permit consumers to access, correct or delete personal information stored or maintained by us or our customers,
inform individuals of security incidents that affect their personal information, and, in some cases, obtain consent to
use personal information for specified purposes. Other proposed legislation could, if enacted, impose additional
requirements and prohibit the use of specific technologies, such as those that track individuals’ activities on web pages
or record when individuals click on a link contained in an email message. Such laws and regulations could restrict our
customers’ ability to collect and use web browsing data and personal information, which may reduce our customers’
demand for our solutions.
The laws in this area are complex and developing rapidly. In the United States, many state legislatures have adopted
legislation that regulates how businesses operate online, including measures relating to privacy, data security and data
breaches. Laws in 48 states require businesses to provide notice to customers whose personally identifiable
information has been disclosed as a result of a data breach. The laws are not consistent, and compliance in the event of
a widespread data breach is costly. Further, states are constantly amending existing laws, requiring attention to
frequently changing regulatory requirements.
In April 2016, the European Union adopted a new General Data Protection Regulation (or GDPR), to unify data
protection within the European Union under a single law, which may result in significantly greater compliance
burdens and costs for companies with customers and operations in the European Union. The GDPR creates a range of
new compliance obligations and increases financial penalties for non-compliance, and extends the scope of the
European Union data protection law to all companies processing data of European Union residents, regardless of the
company’s location. The GDPR will go into effect on May 25, 2018. We have not yet assessed the full effect of the
GDPR on our business and operations.
Changing industry standards and industry self-regulation regarding the collection, use and disclosure of data may have
similar effects. Existing and future privacy and data protection laws and increasing sensitivity of consumers to
unauthorized disclosures and use of personal information may also negatively affect the public’s perception of our
customers’ sales practices. If our solutions are perceived to cause, or are otherwise unfavorably associated with,
invasions of privacy, whether or not illegal, we or our customers may be subject to public criticism. Public concerns
regarding data collection, privacy and security may also cause some consumers to be less likely to visit our customers’
websites or otherwise interact with our customers, which could limit the demand for our solutions and inhibit the
growth of our business.
Any failure on our part to comply with applicable privacy and data protection laws, regulations, policies and standards
or any inability to adequately address privacy concerns associated with our solutions, even if unfounded, could subject
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us to liability, damage our reputation, impair our sales and harm our business. Furthermore, the costs to our customers
of compliance with, and other burdens imposed by, such laws, regulations, policies and standards may limit adoption
of and demand for our solutions.
Cybersecurity incidents could harm our business and negatively impact our financial results.
Cybersecurity incidents could endanger the confidentiality, integrity and availability of our information resources and
the information we collect, use, store and disclose. These incidents may be an intentional attack or an unintentional
event and
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could involve gaining unauthorized access to our information systems for purposes of misappropriating assets,
stealing confidential information, corrupting data or causing operational disruption. We believe that we take
reasonable steps to protect the security, integrity and confidentiality of the information we collect, use, store, and
disclose, but there is no guarantee that inadvertent or unauthorized data access will not occur despite our efforts. For
example, we could be impacted by software bugs or other technical malfunctions, as well as employee error or
malfeasance. Any unauthorized access or use of information, virus or similar breach or disruption to our, our
customers’, or our partners’ systems and security measures could result in disrupted operations, loss of information,
damage to our reputation and customer relationships, early termination of our contracts and other business losses,
indemnification of our customers, misstated or unreliable financial data, liability for stolen assets or information,
increased cybersecurity protection and insurance costs, financial penalties, litigation, regulatory investigations, and
other significant liabilities, any of which could materially harm our business.
RISKS RELATED TO THE SOFTWARE-AS-A-SERVICE (SAAS) MODEL
If we fail to manage and increase the capacity of our hosted infrastructure, our customers may be unable to process
transactions through our platform, which could harm our reputation and demand for our solutions.
We have experienced significant growth in the number of users, transactions and data that our hosting infrastructure
supports. We seek to maintain sufficient excess capacity in our hosted infrastructure to be sufficiently flexible and
scalable to meet the needs of all of our customers. We also seek to maintain excess capacity to facilitate the rapid
provision of new customer deployments and the expansion of existing customer deployments and to handle spikes in
usage. However, the provision of new hosting infrastructure requires significant lead time. If we do not accurately
predict our infrastructure capacity requirements, particularly in the fourth quarter when we typically experience
significant increases in the volume of customer transactions processed through our platform, our customers could
experience service outages that may subject us to financial penalties or other liabilities, result in customer losses, harm
our reputation and adversely affect our ability to grow our revenue.
We derive most of our revenue from annual subscription agreements, as a result of which a significant downturn in
our business may not be immediately reflected in our operating results.
We derive most of our revenue from subscription agreements, which are typically one year in length. As a result, a
significant portion of the revenue we report in each quarter is generated from customer agreements entered into during
previous periods. Consequently, a decline in new or renewed subscriptions in any one quarter may not be reflected in
our financial performance in that quarter but might negatively affect our revenue in future quarters. Accordingly, the
effect of significant declines in sales and market acceptance of our solutions may not be reflected in our short-term
results of operations.
Our business is substantially dependent upon the continued growth of the market for on-demand SaaS solutions. If this
market does not continue to grow, demand for our solutions could decline, which in turn could cause our revenues to
decline and impair our ability to become profitable.
We derive, and expect to continue to derive, substantially all of our revenue from the sale of our solutions, which are
delivered under a SaaS model. As a result, widespread use and acceptance of this business model is critical to our
future growth and success. Under the more traditional license model for software procurement, users of the software
typically run the applications in-house on their own hardware. Because many companies are generally predisposed to
maintaining control of their information technology systems and infrastructure, there may be resistance to the concept
of accessing software functionality as a service provided by a third party. In addition, the market for SaaS solutions is
still evolving, and existing and new market participants may introduce new types of solutions and different approaches
to enable organizations to address their needs. If the market for SaaS solutions fails to grow or grows more slowly
than we currently anticipate, demand for our solutions and our revenue, gross margin and other operating results could
be negatively impacted.
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RISKS RELATED TO OUR INTERNATIONAL OPERATIONS
Our increasing international operations subject us to increased challenges and risks. If we do not successfully manage
the risks associated with international operations, we could experience a variety of costs and liabilities and the
attention of our management could be diverted.
We have expanded, and expect to further expand, our operations internationally by opening offices in new countries
and regions worldwide. However, our ability to manage our business and conduct our operations internationally
requires considerable management attention and resources and is subject to the particular challenges of supporting a
rapidly growing business in an environment of multiple languages, cultures, customs, taxation systems, alternative
dispute systems, regulatory systems and commercial infrastructures. International expansion will require us to invest
significant funds and other resources. Expanding internationally may subject us to new risks that we have not faced
before or increase risks that we currently face, including risks associated with:
•recruiting and retaining employees in foreign countries;
•increased competition from local providers;
•compliance with applicable foreign laws and regulations;
•longer sales or collection cycles in some countries;
•credit risk and higher levels of payment fraud;
•compliance with anti-bribery laws, such as the Foreign Corrupt Practices Act;
•currency exchange rate fluctuations;
•foreign exchange controls that might prevent us from repatriating cash earned outside the United States;
•economic and political instability in some countries, including terrorist attacks and civil unrest;
•less protective intellectual property laws;

•
compliance with the laws of numerous foreign taxing jurisdictions in which we conduct business, potential double
taxation of our international earnings and potentially adverse tax consequences due to changes in applicable U.S. and
foreign tax laws;
•increased costs to establish and maintain effective controls at foreign locations; and
•overall higher costs of doing business internationally.
If our revenue from our international operations does not exceed the expense of establishing and maintaining these
operations, our business and operating results will suffer.
We are subject to governmental export and import controls that could impair our ability to compete in international
markets due to licensing requirements and subject us to liability if we are not in full compliance with applicable laws.
Our solutions are subject to export controls, including the Commerce Department’s Export Administration Regulations
and various economic and trade sanctions regulations established by the Treasury Department’s Office of Foreign
Assets Controls, and exports of our solutions must be made in compliance with these laws. If we fail to comply with
these U.S. export control laws and import laws, including U.S. Customs regulations, we could be subject to substantial
civil or criminal penalties, including the possible loss of export or import privileges, fines, which may be imposed on
us and responsible employees or managers, and, in extreme cases, the incarceration of responsible employees or
managers. Obtaining the necessary authorizations, including any required license, for a particular sale may be
time-consuming, is not guaranteed and may result in the delay or loss of sales opportunities.
Furthermore, the U.S. export control laws and economic sanctions laws prohibit the shipment or export of specified
products and services to U.S. embargoed or sanctioned countries, governments and persons. Even though we take
precautions to prevent our solutions from being provided to U.S. sanctions targets, if our solutions and services were
to be exported to those prohibited countries despite such precautions, we could be subject to government
investigations, penalties, reputational harm or other negative consequences.
Any change in export or import regulations, economic sanctions or related laws, shift in the enforcement or scope of
existing regulations, or change in the countries, governments, persons or technologies targeted by such regulations,
could result in decreased use of our solutions, or in our decreased ability to export or sell our solutions to existing or
potential customers with international operations. Additionally, changes in our solutions may be required in response
to changes in export and
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import regulations, which could lead to delays in the introduction and sale of our solutions in international markets,
prevent our customers with international operations from deploying our solutions or, in some cases, prevent the export
or import of our solutions to some countries, governments or persons altogether. Any decreased use of our solutions or
limitation on our ability to export our solutions or sell them in international markets would hurt our revenue and
compromise our ability to pursue our growth strategy.
RISKS RELATED TO INTELLECTUAL PROPERTY
We operate in an industry with extensive intellectual property litigation. Claims of infringement against us may hurt
our business.
Our success depends, in part, upon non-infringement of intellectual property rights owned by others and being able to
resolve claims of intellectual property infringement without major financial expenditures or adverse consequences.
The internet-related software field generally is characterized by extensive intellectual property litigation. Although our
industry is rapidly evolving, many companies that own, or claim to own, intellectual property have aggressively
asserted their rights. From time to time, we have been subject to legal proceedings and claims relating to the
intellectual property rights of others, and we expect that third parties will continue to assert intellectual property
claims against us, particularly as we expand the complexity and scope of our business. In addition, most of our
subscription agreements require us to indemnify our customers against claims that our solutions infringe the
intellectual property rights of third parties.
Future litigation may be necessary to defend ourselves or our customers by determining the scope, enforceability and
validity of third-party proprietary rights or to establish our proprietary rights. Some of our competitors have
substantially greater resources than we do and are able to sustain the costs of complex intellectual property litigation
to a greater degree and for longer periods of time than we could. In addition, patent holding companies that focus
solely on extracting royalties and settlements by enforcing patent rights may target us. Regardless of whether claims
that we are infringing patents or other intellectual property rights have any merit, these claims are time-consuming and
costly to evaluate and defend and could:
•hurt our reputation;
•adversely affect our relationships with our current or future customers;
•cause delays or stoppages in providing our services;
•divert management’s attention and resources;
•require technology changes to our software that would cause us to incur substantial cost;
•subject us to significant liabilities; and
•require us to cease some or all of our activities.
In addition to liability for monetary damages against us, which may be tripled and may include attorneys’ fees, or, in
some circumstances, damages against our customers, we may be prohibited from developing, commercializing or
continuing to provide some or all of our software solutions unless we obtain licenses from, and pay royalties to, the
holders of the patents or other intellectual property rights, which may not be available on commercially favorable
terms, or at all.
Our failure to protect our intellectual property rights could diminish the value of our services, weaken our competitive
position and reduce our revenue.
We regard the protection of our intellectual property, which includes trade secrets, copyrights, trademarks, domain
names and patent applications, as critical to our success. We strive to protect our intellectual property rights by relying
on federal, state and common law rights, as well as contractual restrictions. We enter into confidentiality and
invention assignment agreements with our employees and contractors, and confidentiality agreements with parties
with whom we conduct business in order to limit access to, and disclosure and use of, our proprietary information.
However, these contractual arrangements and the other steps we have taken to protect our intellectual property may
not prevent the misappropriation of our proprietary information or deter independent development of similar
technologies by others.
We have received patent protection for some of our technologies and are seeking patent protection for other of our
technologies but there can be no assurance that any patents will ultimately be issued. We have registered domain
names, trademarks and service marks in the United States and in jurisdictions outside the United States and are also
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domain name and patent protection is expensive to develop and maintain, both in terms of initial and ongoing
registration requirements and the costs of defending our rights. We may be required to protect our intellectual property
in an increasing number of jurisdictions, a process
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that is expensive and may not be successful or which we may not pursue in every location. We may, over time,
increase our investment in protecting our intellectual property through additional patent filings that could be expensive
and time-consuming.
We have licensed in the past, and expect to license in the future, some of our proprietary rights, such as trademarks or
copyrighted material, to third parties. These licensees may take actions that diminish the value of our proprietary
rights or harm our reputation.
Monitoring unauthorized use of our intellectual property is difficult and costly. Our efforts to protect our proprietary
rights may not be adequate to prevent misappropriation of our intellectual property. Further, we may not be able to
detect unauthorized use of, or take appropriate steps to enforce, our intellectual property rights. Our competitors may
also independently develop similar technology. In addition, the laws of many countries, such as China and India, do
not protect our proprietary rights to as great an extent as do the laws of European countries and the United States.
Further, the laws in the United States and elsewhere change rapidly, and any future changes could adversely affect us
and our intellectual property. Our failure to meaningfully protect our intellectual property could result in competitors
offering services that incorporate our most technologically advanced features, which could seriously reduce demand
for our software solutions. In addition, we may in the future need to initiate infringement claims or litigation.
Litigation, whether we are a plaintiff or a defendant, can be expensive, time-consuming and may divert the efforts of
our technical staff and managerial personnel, which could harm our business, whether or not such litigation results in
a determination that is unfavorable to us. In addition, litigation is inherently uncertain, and thus we may not be able to
stop our competitors from infringing upon our intellectual property rights.
Our use of "open source" software could negatively affect our ability to sell our solutions and subject us to possible
litigation.
A portion of our technology platform and our solutions incorporates so-called "open source" software, and we may
incorporate additional open source software in the future. Open source software is generally licensed by its authors or
other third parties under open source licenses. If we fail to comply with these licenses, we may be subject to specified
conditions, including requirements that we offer our solutions that incorporate the open source software for no cost,
that we make available source code for modifications or derivative works we create based upon, incorporating or
using the open source software and that we license such modifications or derivative works under the terms of the
particular open source license. If an author or other third party that distributes open source software we use were to
allege that we had not complied with the conditions of one or more of these licenses, we could be required to incur
significant legal expenses defending against such allegations and could be subject to significant damages, including
being enjoined from the sale of our solutions that contained the open source software and required to comply with the
foregoing conditions, which could disrupt the sale of the affected solutions. In addition, there have been claims
challenging the ownership of open source software against companies that incorporate open source software into their
products. As a result, we could be subject to suits by parties claiming ownership of what we believe to be open source
software. Litigation could be costly for us to defend, have a negative effect on our operating results and financial
condition and require us to devote additional research and development resources to change our products.
RISKS RELATED TO OWNERSHIP OF OUR COMMON STOCK
An active trading market for our common stock may not continue to develop or be sustained.
Although our common stock is listed on the New York Stock Exchange, or NYSE, we cannot assure you that an
active trading market for our shares will continue to develop or be sustained. If an active market for our common
stock does not continue to develop or is not sustained, it may be difficult for investors in our common stock to sell
shares without depressing the market price for the shares or to sell the shares at all.
The trading price of the shares of our common stock has been and is likely to continue to be volatile.
Our stock price has been volatile. The stock market in general and the market for technology companies in particular
have experienced extreme volatility that has often been unrelated to the operating performance of particular
companies. As a result of this volatility, investors may not be able to sell their common stock at or above the price
paid for the shares. The market price for our common stock may be influenced by many factors, including:
•actual or anticipated variations in our operating results;
•changes in financial estimates by us or by any securities analysts who might cover our stock;
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•announcements by us or our competitors of new product or service offerings, significant acquisitions, strategicpartnerships or divestitures;
•announcements of investigations or regulatory scrutiny of our operations or lawsuits filed against us;
•capital commitments;
•investors’ general perception of our company and our business;
•recruitment or departure of key personnel; and
•sales of our common stock, including sales by our directors and officers or specific stockholders.
In addition, in the past, stockholders have initiated class action lawsuits against technology companies following
periods of volatility in the market prices of these companies' stock. In 2015, two purported class action complaints
were filed alleging violations of the federal securities laws against a group of defendants including us and certain of
our executive officers. The consolidated case was dismissed in April 2016, and the dismissal was affirmed by the U.S.
Court of Appeals for the Fourth Circuit in November 2016. New litigation, if instituted against us, could cause us to
incur substantial costs and divert management's attention and resources from our business.
If equity research analysts do not publish research or reports, or publish unfavorable research or reports, about us, our
business or our market, our stock price and trading volume could decline.
The trading market for our common stock is influenced by the research and reports that equity research analysts
publish about us and our business. As a newly public company, we have only limited research coverage by equity
research analysts. Equity research analysts may elect not to initiate or continue to provide research coverage of our
common stock, and such lack of research coverage may adversely affect the market price of our common stock. Even
if we have equity research analyst coverage, we will not have any control over the analysts or the content and opinions
included in their reports. The price of our stock could decline if one or more equity research analysts downgrade our
stock or issue other unfavorable commentary or research. If one or more equity research analysts ceases coverage of
our company or fails to publish reports on us regularly, demand for our stock could decrease, which in turn could
cause our stock price or trading volume to decline.
The issuance of additional stock in connection with financings, acquisitions, investments, our stock incentive plans or
otherwise will dilute all other stockholders.
Our certificate of incorporation authorizes us to issue up to 100,000,000 shares of common stock and up to 5,000,000
shares of preferred stock with such rights and preferences as may be determined by our board of directors. Subject to
compliance with applicable rules and regulations, we may issue our shares of common stock or securities convertible
into our common stock from time to time in connection with a financing, acquisition, investment, our stock incentive
plans or otherwise. Any such issuance could result in substantial dilution to our existing stockholders and cause the
trading price of our common stock to decline.
Provisions in our corporate charter documents and under Delaware law may prevent or frustrate attempts by our
stockholders to change our management and hinder efforts to acquire a controlling interest in us, and the market price
of our common stock may be lower as a result.
There are provisions in our certificate of incorporation and bylaws that may make it difficult for a third party to
acquire, or attempt to acquire, control of our company, even if a change in control was considered favorable by some
or all of our stockholders. For example, our board of directors has the authority to issue up to 5,000,000 shares of
preferred stock. The board of directors can fix the price, rights, preferences, privileges and restrictions of the preferred
stock without any further vote or action by our stockholders. The issuance of shares of preferred stock may delay or
prevent a change in control transaction. As a result, the market price of our common stock and the voting and other
rights of our stockholders may be adversely affected. An issuance of shares of preferred stock may result in the loss of
voting control to other stockholders.
Our charter documents also contain other provisions that could have an anti-takeover effect, including:
•only one of our three classes of directors is elected each year;
•stockholders are not entitled to remove directors other than by a 66 2/3% vote and only for cause;
•stockholders are not permitted to take actions by written consent;
•stockholders cannot call a special meeting of stockholders; and
•
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In addition, we are subject to the anti-takeover provisions of Section 203 of the Delaware General Corporation Law,
which regulates corporate acquisitions by prohibiting Delaware corporations from engaging in specified business
combinations with particular stockholders of those companies. These provisions could discourage potential acquisition
proposals and could delay or prevent a change in control transaction. They could also have the effect of discouraging
others from making tender offers for our common stock, including transactions that may be in your best interests.
These provisions may also prevent changes in our management or limit the price that investors are willing to pay for
our stock.
We are an "emerging growth company" and as a result of the reduced disclosure and governance requirements
applicable to emerging growth companies, our common stock may be less attractive to investors.
We are an "emerging growth company" as defined in the Jumpstart Our Business Startups Act of 2012, or the JOBS
Act, and we intend to take advantage of some of the exemptions from reporting requirements that are applicable to
other public companies that are not emerging growth companies, including not being required to comply with the
auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act of 2002, or the Sarbanes-Oxley Act,
reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements, and
exemptions from the requirements of holding a nonbinding advisory vote on executive compensation and stockholder
approval of any golden parachute payments not previously approved. We cannot predict if investors will find our
common stock less attractive because we will rely on these exemptions. If some investors find our common stock less
attractive as a result, there may be a less active trading market for our common stock and our stock price may be more
volatile. We may take advantage of these reporting exemptions until we are no longer an emerging growth company.
We expect to remain an emerging growth company until December 31, 2018.
Under Section 107(b) of the JOBS Act, emerging growth companies can delay adopting new or revised accounting
standards until such time as those standards apply to private companies. We have irrevocably elected not to avail
ourselves of this exemption from new or revised accounting standards and, therefore, we will be subject to the same
new or revised accounting standards as other public companies that are not emerging growth companies.
If we fail to maintain proper and effective internal controls, our ability to produce accurate financial statements on a
timely basis could be impaired.
We are subject to the reporting requirements of the Securities Exchange Act of 1934, the Sarbanes-Oxley Act of 2002,
the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, and the rules and regulations of the
NYSE. The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and
procedures and internal controls over financial reporting and perform system and process evaluation and testing of our
internal control over financial reporting to allow management to report on the effectiveness of our internal control
over financial reporting. This requires that we incur substantial professional fees and internal costs to expand our
accounting and finance functions and that we expend significant management efforts.
We may discover weaknesses in our system of internal financial and accounting controls and procedures that could
result in a material misstatement of our financial statements, and we may in the future discover additional weaknesses
that require improvement. In addition, our internal control over financial reporting will not prevent or detect all errors
and all fraud. A control system, no matter how well designed and operated, can provide only reasonable, not absolute,
assurance that the control system's objectives will be met. Because of the inherent limitations in all control systems,
no evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or that
all control issues and instances of fraud will be detected.
If we are unable to maintain proper and effective internal controls, we may not be able to produce timely and accurate
financial statements. If that were to happen, the market price of our stock could decline and we could be subject to
sanctions or investigations by the NYSE, the SEC or other regulatory authorities.
We do not anticipate paying any cash dividends on our common stock in the foreseeable future and our stock may not
appreciate in value.
We have not declared or paid cash dividends on our common stock to date. We currently intend to retain our future
earnings, if any, to fund the development and growth of our business. In addition, the terms of any existing or future
debt agreements may preclude us from paying dividends. There is no guarantee that shares of our common stock will
appreciate in value or that the price at which our stockholders have purchased their shares will be able to be
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As a public company listed in the United States, we incur significant additional legal, accounting and other costs,
which we expect to increase, particularly after we cease to be an "emerging growth company" under the JOBS Act.
These additional
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costs could negatively affect our financial results. In addition, changing laws, regulations and standards relating to
corporate governance and public disclosure, including regulations implemented by the SEC and stock exchanges, may
increase legal and financial compliance costs and make some activities more time consuming. These laws, regulations
and standards are subject to varying interpretations and, as a result, their application in practice may evolve over time
as new guidance is provided by regulatory and governing bodies. We intend to invest resources to comply with
evolving laws, regulations and standards, and this investment may result in increased general and administrative
expenses and a diversion of management's time and attention from revenue-generating activities to compliance
activities. If notwithstanding our efforts to comply with new laws, regulations and standards, we fail to comply,
regulatory authorities may initiate legal proceedings against us and our business may be harmed.
Failure to comply with these rules might also make it more difficult for us to obtain some types of insurance,
including director and officer liability insurance, and we might be forced to accept reduced policy limits and coverage
or incur substantially higher costs to obtain the same or similar coverage. The impact of these events could also make
it more difficult for us to attract and retain qualified persons to serve on our board of directors, on committees of our
board of directors or as members of senior management.
We may need additional capital in the future to meet our financial obligations and to pursue our business objectives.
Additional capital may not be available on favorable terms, or at all, which could compromise our ability to meet our
financial obligations and grow our business.
While we anticipate that our existing cash, together with our cash flow from operations, will be sufficient to fund our
operations for at least the next 12 months, we may need to raise additional capital to fund operations in the future or to
meet various objectives, including developing future technologies and services, increasing working capital, acquiring
businesses and responding to competitive pressures. If we seek to raise additional capital, it may not be available on
favorable terms or may not be available at all. Lack of sufficient capital resources could significantly limit our ability
to manage our business and to take advantage of business and strategic opportunities. Any additional capital raised
through the sale of equity or debt securities with an equity component would dilute our stock ownership. If adequate
additional funds are not available, we may be required to delay, reduce the scope of or eliminate material parts of our
business strategy, including potential additional acquisitions or development of new technologies.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

(a) Sales of Unregistered Securities
None.
ITEM 6. EXHIBITS

Exhibit
Number Description of Document

3.1
Amended and Restated Certificate of Incorporation of the Registrant (incorporated herein by reference to
Exhibit 3.1 of the Company's Current Report on Form 8-K (File No. 001-35940), filed with the Securities
and Exchange Commission on May 29, 2013).

3.2
Amended and Restated Bylaws of the Registrant (incorporated herein by reference to Exhibit 3.2 of the
Company's Current Report on Form 8-K (File No. 001-35940), filed with the Securities and Exchange
Commission on May 29, 2013).

4.1
Specimen stock certificate evidencing shares of Common Stock (incorporated herein by reference to
Exhibit 4.2 of the Company's Amendment No. 2 to the Registration Statement on Form S-1 (File
No. 333-187865), filed with the Securities and Exchange Commission on May 9, 2013).

10.1 +*Schedule of Compensation for Non-Employee Directors, adopted effective as of February 19, 2018.

31.1 * Certification of Principal Executive Officer under Section 302 of the Sarbanes-Oxley Act.

31.2 * Certification of Principal Financial Officer under Section 302 of the Sarbanes-Oxley Act.

32.1 **Certifications of Principal Executive Officer and Principal Financial Officer under Section 906 of theSarbanes-Oxley Act.

101.INS * XBRL Instance Document

101.SCH* XBRL Taxonomy Extension Schema Document

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF * XBRL Taxonomy Extension Definition Linkbase Document

101.LAB* XBRL Taxonomy Extension Label Linkbase Document

101.PRE * XBRL Taxonomy Extension Presentation Linkbase Document
*Filed herewith.

**

These certifications are being furnished solely to accompany this quarterly report pursuant to 18 U.S.C. Section
1350, and are not being filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and
are not to be incorporated by reference into any filing of the registrant, whether made before or after the date
hereof, regardless of any general incorporation language in such filing.

+Indicates management compensatory plan.
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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.

CHANNELADVISOR CORPORATION

Date:May 10, 2018 By: /s/ Mark E. Cook
Mark E. Cook
Chief Financial Officer
(On behalf of the Registrant and as Principal Financial Officer)
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