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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the federal securities laws, which involve substantial
risks and uncertainties. Forward-looking statements generally relate to future events or our future financial or operating performance. In some cases, you can
identify forward-looking statements because they contain words such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “could,” “intends,”
“target,” “projects,” “contemplates,” “believes,” “estimates,” “predicts,” “potential” or “continue” or the negative of these words or other similar terms or
expressions that concern our expectations, strategy, plans or intentions. Forward-looking statements contained in this Quarterly Report on Form 10-Q
include, but are not limited to, statements about:
•
our ability to attract and retain subscribers;
•
our ability to deepen our relationships with existing subscribers;
•
our business plan and beliefs and objectives for future operations, including regarding our pricing and pricing model;
•
benefits associated with use of our products and services;
•
our ability to develop or acquire new products and services, improve our existing products and services and increase the value of our
products and services;
•
our ability to further develop strategic relationships;
•
our ability to achieve positive returns on investments;
•
our plans to further invest in and grow our business, including investment in research and development, sales and marketing, in the
development of our customer support teams, and our data center infrastructure, and our ability to effectively manage our growth and
associated investments;
•
our ability to timely and effectively scale and adapt our existing technology;
•
our ability to increase our revenue and our revenue growth rate;
•
our future financial performance, including expectations regarding trends in revenue, cost of revenue, operating expenses, other income and
expenses, income taxes, subscribers, average monthly revenue per subscriber, payments volume, and dollar-based net expansion rate;
•
the sufficiency of our cash and cash equivalents and cash generated from operations to meet our working capital and capital expenditure
requirements;
•
the effects of seasonal trends on our operating results;
•
the sufficiency of our efforts to remediate our past material weaknesses;
•
our ability to attract and retain senior management, qualified employees and key personnel;
•
our ability to successfully identify, acquire and integrate companies and assets;
•
our ability to successfully enter new markets and manage our international expansion; and
•
our ability to maintain, protect and enhance our intellectual property and not infringe upon others’ intellectual property.
We caution you that the foregoing list may not contain all of the forward-looking statements made in this Quarterly Report on Form 10-Q. You
should not rely upon forward-looking statements as predictions of future events. We have based the forward-looking statements contained in this Quarterly
Report on Form 10-Q primarily on our current expectations and projections about future events and trends that we believe may affect our business, financial
condition, results of operations and prospects. The outcome of the events described in these forward-looking statements is subject to risks, uncertainties and
other factors described in the section titled “Risk Factors” and elsewhere in this Quarterly Report on Form 10-Q. Moreover, we operate in a very competitive
and rapidly changing environment. New risks and uncertainties emerge from time to time and it is not possible for us to predict all risks and uncertainties that
could have an impact on the forward-looking statements contained in this Quarterly Report on Form 10-Q. We cannot assure you that the results, events and
circumstances reflected in the forward-looking statements will be achieved or occur, and actual results, events or circumstances could differ materially from
those described in the forward-looking statements.
The forward-looking statements made in this Quarterly Report on Form 10-Q relate only to events as of the date on which the statements are made. We
undertake no obligation to update any forward-looking statements made in this Quarterly Report on Form 10-Q to reflect events or circumstances after the
date of this Quarterly Report on Form 10-Q or to reflect new information or the occurrence of unanticipated events, except as required by law. We may not
actually achieve the plans, intentions or expectations disclosed in our forward-looking statements and you should not place undue reliance on our forwardlooking statements. Our forward-looking statements do not reflect the potential impact of any future acquisitions, mergers, dispositions, joint ventures or
investments we may make.
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PART I—FINANCIAL INFORMATION
Item 1. Financial Statements
MINDBODY, INC.
Condensed Consolidated Balance Sheets
(in thousands, except share and per share data)
(Unaudited)
September 30,

December 31,

2016

2015

ASSETS
Current assets:
Cash and cash equivalents
$
Accounts receivable, net of allowance for doubtful accounts of $221 and $90 as of September 30, 2016 and
December 31, 2015
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Other noncurrent assets
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other liabilities
Deferred revenue, current portion
Other current liabilities

86,288

$

93,405

8,520
3,710

6,643
3,082

98,518
33,658
2,193
9,039
538

103,130
31,754
636
5,396
498

$

143,946

$

141,414

$

5,500
10,099
4,486
984

$

4,426
7,911
3,367
645

Total current liabilities

21,069

16,349

Deferred revenue, noncurrent portion
Deferred rent, noncurrent portion
Financing obligation on leases, noncurrent portion
Other noncurrent liabilities

2,909
1,359
15,640
996

1,886
1,254
15,961
181

Total liabilities
Commitments and contingencies (Note 7)
Stockholders' equity:
Class A common stock, par value of $0.000004 per share; 1,000,000,000 shares authorized, 26,769,797
shares issued and outstanding as of September 30, 2016; 1,000,000,000 shares authorized, 14,931,016 shares
issued and outstanding as of December 31, 2015
Class B common stock, par value of $0.000004 per share; 100,000,000 shares authorized, 13,650,774 shares
issued and outstanding as of September 30, 2016; 100,000,000 shares authorized, 24,296,346 shares issued
and outstanding as of December 31, 2015
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit

41,973

35,631

—

—

—
285,641
(247)
(183,421)

Total stockholders' equity

—
270,436
(271)
(164,382)

101,973

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$

143,946

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MINDBODY, INC.
Condensed Consolidated Statements of Operations
(in thousands, except share and per share data)
(Unaudited)
Three Months Ended September 30,
2016

Revenue

$

35,262
10,972

Cost of revenue
Gross profit

Nine Months Ended September 30,

2015

$

2016

26,081
9,596

$

2015

100,830
31,657

$

73,104
27,098

24,290

16,485

69,173

46,006

14,599
7,747
7,346
—

12,389
6,012
7,256
—

41,534
22,758
22,550
—

33,926
16,213
21,298
(11)

29,692

25,657

86,842

71,426

(5,402)
—
(261)
(90)

(9,172)
—
(335)
(20)

(17,669)
—
(865)
(226)

(25,420)
(25)
(612)
(112)

(5,753)
142

(9,527)
101

(18,760)
279

(26,169)
169

(5,895)
—
—

(9,628)
—
—

(19,039)
—
—

(26,338)
(9,862)
1,748

Operating expenses:
Sales and marketing
Research and development
General and administrative
Change in fair value of contingent consideration
Total operating expenses
Loss from operations
Change in fair value of preferred stock warrant
Interest expense, net
Other expense, net
Loss before provision for income taxes
Provision for income taxes
Net loss
Accretion of redeemable convertible preferred stock
Deemed dividend—preferred stock modification
Net loss attributable to common stockholders
Net loss per share attributable to common stockholders, basic and
diluted
Weighted-average shares used to compute net loss per share
attributable to common stockholders, basic and diluted

$

(5,895)

$

(9,628)

$

(19,039)

$

(34,452)

$

(0.15)

$

(0.25)

$

(0.48)

$

(1.57)

39,965,454

39,181,118

39,708,257

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MINDBODY, INC.
Condensed Consolidated Statements of Comprehensive Loss
(in thousands)
(Unaudited)
Three Months Ended September 30,
2016

Net loss

$

(5,895)

Other comprehensive gain (loss), net of taxes:
Change in cumulative translation adjustment
Comprehensive loss

$

(6)
$

Nine Months Ended September 30,

2015

(5,901)

2016

(9,628)

$

(89)
$

(9,717)

$

24
$

(19,015)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MINDBODY, INC.
Condensed Consolidated Statements of Redeemable Convertible Preferred Stock and Stockholder’s Equity (Deficit)
(in thousands, except share data)
(Unaudited)
Redeemable
Convertible Preferred Stock

Shares

Balance as of December 31, 2014

Amount

20,454,489

Shares

Amount

$ (124,925)

—

88

—

—

88

—

—

—

1,748

1,748

9,862

—

—

(4,613)

—

(5,249)

(9,862)

—

7,150,000

—

89,069

—

—

89,069

20,673,680

—

174,562

—

—

174,562

Accretion of redeemable convertible preferred stock to
redemption value

—

Issuance of common stock upon initial public
offering, net of offering costs of $4,024

—

(174,562)

$

$ (124,793)

—

(1,748)

—

(132)

—

—

$

Accumulated
Deficit

Total
Stockholders'
Equity
(Deficit)

—

—

—

Accumulated
Other
Comprehensive
Loss

11,189,360

Deemed dividend—preferred stock modification

$

Additional
Paid-In
Capital

$166,448

Reclassification of restricted stock award liability to
common stock

Conversion of redeemable convertible preferred stock
to common stock in connection with initial public
offering
(20,454,489)
Reclassification of preferred stock warrant liability to
equity in connection with initial public offering

—

—

—

—

1,213

—

—

1,213

Stock-based compensation expense

—

—

—

—

8,375

—

—

8,375

Issuance of common stock for equity awards

—

—

34,140

—

242

—

—

242

Issuance of common stock upon net exercise of
warrants

—

—

76,565

—

—

—

—

—

Issuance of stock for business acquisition

—

—

103,617

—

1,500

—

—

1,500

Other comprehensive loss

—

—

—

—

—

Net loss

—

—

—

—

—

Balance as of December 31, 2015

(139)
—

(139)
(36,088)

(164,382)

105,783

—

—

39,227,362

—

270,436

—

—

—

—

6,606

—

—

6,606

Issuance of common stock for contingent
consideration payment

—

—

207,234

—

—

—

—

—

Issuance of common stock for equity awards, net of
tax withholdings

—

—

679,801

—

5,059

—

—

5,059

Issuance of common stock under employee stock
purchase plan

—

—

277,215

—

3,040

—

—

3,040

Issuance of common stock related to HealCode
Acquisition

—

—

28,959

—

500

—

—

500

Other comprehensive income

—

—

—

—

—

24

—

Net loss

—

—

—

—

—

—

—

40,420,571

—

$ 285,641

—

$

$

(271)

—
(36,088)

Stock-based compensation expense

Balance as of September 30, 2016
(1)

Class A
and B Common Stock (1)

$

(247)

(19,039)
$ (183,421)

24
(19,039)
$ 101,973

The activity through June 24, 2015 reflects the sole class of common stock authorized through the closing of the IPO on June 24, 2015, at which point the Company’s
certificate of incorporation was amended and restated to authorize Class A and Class B common stock. All capital stock outstanding prior to the IPO was reclassified into Class
B common stock and Class A common stock was issued in the IPO.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MINDBODY, INC.
Condensed Consolidated Statements of Cash Flows
(in thousands)
(Unaudited)
Nine Months Ended September 30,
2016

2015

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Stock-based compensation expense
Change in fair value of preferred stock warrant
Other
Changes in operating assets and liabilities net of effects of acquisitions:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued expenses and other liabilities
Deferred revenue
Deferred rent

$

Net cash used in operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment
Change in restricted cash and deposits
Acquisition of business
Net cash used in investing activities

(19,039)

$

5,671
6,606
—
820

4,657
5,250
25
343

(2,229)
(605)
(67)
(52)
2,635
2,031
105

(3,498)
6
138
626
2,898
1,804
220

(4,124)

(13,869)

(6,466)
—
(4,138)

(7,989)
788
(3,000)

(10,604)

(10,201)

4,884
3,040
(287)
—
—
(33)

67
—
(144)
93,093
(3,262)
(73)

7,604

89,681

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from exercise of equity awards
Proceeds from employee stock purchase plan
Repayment on financing and capital lease obligations
Proceeds from initial public offering
Payments of deferred offering cost
Other
Net cash provided by financing activities
Effect of exchange rate changes on cash and cash equivalents

7

NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

(176)

(7,117)
93,405
$

CASH AND CASH EQUIVALENTS, END OF PERIOD

86,288

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for income taxes
Cash paid for interest
SUPPLEMENTAL DISCLOSURE OF NONCASH INVESTING AND
FINANCING ACTIVITIES:
Accretion of redeemable convertible preferred stock to redemption value
Deemed dividend—preferred stock modification
Conversion of preferred stock warrants to common stock warrants
Unpaid equipment purchases
Property and equipment acquired with financing obligations and leases
Stock issued in business acquisition
Unpaid acquisition consideration held back to satisfy potential indemnification claims
Unpaid offering costs
The accompanying notes are an integral part of these condensed consolidated financial statements.
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(26,338)

65,435
34,675
$

100,110

186
980

66
604

—
—

9,862
1,748

—
1,592
—
500
750
—

1,213
963
844
1,500
—
118
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MINDBODY, INC.
Notes to Condensed Consolidated Financial Statements

1. SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
Description of Business
MINDBODY, Inc. (“MINDBODY” or the “Company”) was incorporated in California in 2004 and reincorporated in Delaware in March 2015.
MINDBODY is headquartered in San Luis Obispo, California and has operations in California, New York, Texas, Arizona, the United Kingdom, and Australia.
MINDBODY and its wholly owned subsidiaries (collectively, the “Company,” “we,” “us,” or “our”) is a provider of cloud-based business management
software for the wellness services industry and an emerging consumer marketplace. Its integrated software and payments platform helps business owners in
the wellness services industry run, market and build their businesses. MINDBODY’s platform enables consumers to evaluate, engage, and transact with these
businesses.
Initial Public Offering
In June 2015, the Company completed its initial public offering (“IPO”) in which it issued and sold 7,150,000 shares of its Class A common stock,
$0.000004 par value, at a public offering price of $14.00 per share. The Company received net proceeds of $93,093,000 after deducting underwriting
discounts and commissions of $7,007,000, but before deducting offering expenses of $4,024,000. Immediately prior to the closing of the IPO, all shares of the
Company’s then-outstanding redeemable convertible preferred stock were automatically converted and reclassified into 20,673,680 shares of its Class B
common stock, $0.000004 par value, and all shares of the Company’s then-outstanding common stock were automatically reclassified into 11,305,355 shares
of Class B common stock.
Basis of Presentation and Consolidation
The accompanying unaudited condensed consolidated financial statements are presented in accordance with United States generally accepted
accounting principles (“U.S. GAAP”), which include the accounts of MINDBODY and its wholly owned foreign subsidiaries. All intercompany balances and
transactions have been eliminated in consolidation.
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. GAAP, and following the
requirements of the Securities and Exchange Commission (“SEC”), for interim reporting. As permitted under those rules, certain footnotes or other financial
information that are normally required by U.S. GAAP can be condensed or omitted. These financial statements have been prepared on the same basis as the
Company’s annual financial statements and, in the opinion of management, reflect all adjustments, consisting only of normal recurring adjustments that are
necessary for a fair statement of the Company’s financial information. The results of operations for the interim periods presented are not necessarily indicative
of the results to be expected for any subsequent quarter or for the entire year ending December 31, 2016. The year-end balance sheet data was derived from
audited financial statements, but does not include all disclosures required by U.S. GAAP. Certain information and note disclosures normally included in
annual financial statements prepared in accordance with U.S. GAAP have been omitted under the rules and regulations of the SEC.
These condensed consolidated financial statements and related financial information should be read in conjunction with the audited consolidated
financial statements and related notes thereto for the year ended December 31, 2015 included in the Annual Report on Form 10-K (the “Annual Report”),
which was filed with the SEC on March 4, 2016.
9
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Use of Estimates
The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and 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 reporting period. Significant items subject to such estimates
and assumptions include the capitalization and estimated useful life of the Company’s capitalized internal-use software, useful lives of property and
equipment, the determination of fair value of stock awards issued and forfeiture rates, a valuation allowance for deferred tax assets, contingencies, and the
purchase price allocation of acquired businesses. The Company bases its estimates on historical experience and on various other assumptions that it believes
to be reasonable under the circumstances. Changes in facts or circumstances may cause the Company to change its assumptions and estimates in future
periods, and it is possible that actual results could differ from current or future estimates.
Summary of Significant Accounting Policies
There have been no changes in the Company’s significant accounting policies from those that were disclosed in the Annual Report that have had a
material impact on the Company’s condensed consolidated financial statements and related notes.
Concentration of Credit Risk
As of September 30, 2016, one customer represented 19% of the accounts receivable balance. As of December 31, 2015, one customer represented 18%
of the accounts receivable balance. No single customer represented over 10% of revenue for any of the periods presented in the consolidated statements of
operations.
Recently Issued and Adopted Accounting Pronouncements
In June 2016, the Financial Accounting Standards Board (“FASB”) issued authoritative guidance related to Financial Instruments Credit Losses. The
new guidance changes the impairment model for most financial assets, and will require the use of an expected loss model in place of the currently used
incurred loss method. Under this model, entities will be required to estimate the lifetime expected credit loss on such instruments and record an allowance to
offset the amortized cost basis of the financial asset, resulting in a net presentation of the amount expected to be collected on the financial asset. The update
to the standard is effective for interim and annual periods beginning after December 15, 2019. The Company is currently evaluating this guidance and the
impact it will have on its consolidated financial statements and disclosures.
In May 2014, the FASB issued authoritative guidance that provides principles for recognizing revenue for the transfer of promised goods or services to
customers with the consideration to which the entity expects to be entitled in exchange for those goods or services (the "new revenue standard"). The new
revenue standard also requires that reporting companies disclose the nature, amount, timing and uncertainty of revenue and cash flows arising from contracts
with customers. In April 2016, the FASB issued an update, clarifying the new revenue standard, related to identifying performance obligations and licensing
implementation guidance contained in the new revenue standard. In May 2016, the FASB issued an update that provides narrow scope improvements and
practical expedients related to the new revenue standard. The improvements address completed contracts and contract modifications at transition, noncash
consideration, the presentation of sales taxes and other taxes collected from customers, and assessment of collectability when determining whether a
transaction represents a valid contract. The new revenue standard and all related updates are effective for the Company beginning in the first fiscal quarter of
fiscal 2018. Early adoption is permitted. The new revenue standard is required to be applied retrospectively to each prior reporting period presented or
retrospectively with the cumulative effect of initially applying it recognized at the date of initial application. The Company is currently evaluating this
guidance and the impact it will have on its consolidated financial statements and disclosures.
On March 30, 2016, the FASB issued authoritative guidance related to employee share-based payment transactions. The new guidance requires
entities to recognize all excess tax benefits and tax deficiencies as income tax expense or benefit in the income statement and provides guidance on the
related cash flow presentation. The new guidance also allows entities to make an accounting policy election to either continue to estimate the total number of
awards for which the requisite service period will not be rendered (as currently required) or to account for forfeitures when they occur. The new guidance also
stipulates that the net settlement of an award for statutory tax withholding purposes would not result, by itself, in liability classification of the award
provided that the amount withheld for taxes does not exceed the maximum statutory tax rate in the employees’ relevant tax jurisdictions. The new guidance
is effective for the Company beginning January 1, 2017. The Company is evaluating the impact of the new standard on its consolidated financial statements.
10
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On February 25, 2016, the FASB issued authoritative guidance intended to improve financial reporting about leasing transactions. The new guidance
requires entities to recognize assets and liabilities for leases with lease terms of more than 12 months. The new guidance also requires qualitative and
quantitative disclosures regarding the amount, timing, and uncertainty of cash flows arising from leases. The new guidance is effective for the Company
beginning January 1, 2019. The Company is evaluating the impact of the new standard on its consolidated financial statements and anticipates recording
certain operating leases on the balance sheet upon adoption.
In November 2015, the FASB issued authoritative guidance related to balance sheet classification of deferred taxes. The new guidance requires entities
to present deferred tax assets (“DTAs”) and deferred tax liabilities (“DTLs”) as noncurrent in a classified balance sheet. It thus simplifies the current guidance,
which requires entities to separately present DTAs and DTLs as current or noncurrent in a classified balance sheet. Netting of DTAs and DTLs by tax
jurisdiction is still required under the new guidance. The new authoritative guidance is effective for annual periods, including interim periods within those
annual periods, beginning after December 15, 2016. Early adoption is permitted. The guidance is not expected to have a material impact on the Company’s
consolidated financial statements.
2. FAIR VALUE MEASUREMENTS
The Company measures and reports its cash equivalents at fair value on a recurring basis. The Company’s cash equivalents are invested in money
market funds.
The following table sets forth the fair value of the Company’s financial assets re-measured on a recurring basis, by level within the fair value hierarchy
(in thousands):
September 30, 2016
Level 1

Level 2

Level 3

Total

Financial Assets:
Money market funds(1)

$

80,990

$

—

$

—

$

80,990

December 31, 2015
Level 1

Level 2

Level 3

Total

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

$

90,524

$

—

$

—

$

90,524

The Company held certain assets that are required to be measured at fair value on a recurring basis, included in cash equivalents, which are held in
money market funds. All such assets as of September 30, 2016 and December 31, 2015 were recorded based on Level 1 inputs.

There were no transfers of financial instruments between the three levels of the fair value hierarchy during the three and nine months ended September
30, 2016. As of September 30, 2016 and December 31, 2015, the Company did not have any assets or liabilities that were required to be measured at fair
value on a nonrecurring basis.
11
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3. BALANCE SHEET COMPONENTS
Property and Equipment, net
Property and equipment consisted of the following (in thousands):
September 30,

December 31,

2016

Computer equipment
Leasehold improvements
Capitalized software development costs
Office equipment
Software licenses
Building, leased

$

Property and equipment – gross
Less: accumulated depreciation and amortization

2015

16,403
11,196
1,878
2,608
2,932
16,438

$

51,455
(17,797)
$

Property and equipment – net

33,658

13,195
9,882
1,888
2,336
1,768
16,438
45,507
(13,753)

$

31,754

Depreciation and amortization expense, excluding amortization of capitalized software and intangible assets, for the three months ended September
30, 2016 and 2015 was $1,839,000 and $1,655,000, respectively. Depreciation and amortization expense, excluding amortization of capitalized software and
intangible assets, for the nine months ended September 30, 2016 and 2015 was $5,190,000 and $4,164,000, respectively.
The Company amortized software development costs of $65,000 and $76,000 during the three months ended September 30, 2016 and 2015,
respectively. The Company amortized software development costs of $220,000 and $232,000 during the nine months ended September 30, 2016 and 2015,
respectively. The net book value of capitalized software development costs was $121,000 and $351,000 as of September 30, 2016 and December 31, 2015,
respectively.
During the year ended December 31, 2013, the Company executed a lease for a 64,000 square foot office building in San Luis Obispo, California. This
facility provides additional capacity to accommodate continued growth, and became operational in the second quarter of 2015. Both the landlord and the
Company incurred costs to construct the facility according to the Company’s operating specifications, and as a result, the Company has concluded that it was
the “deemed owner” of the building (for accounting purposes only) during the construction period. During April 2015, the Company began to occupy the
additional office space and no additional construction costs have been incurred since then. Upon completion of the construction, the Company was also the
“deemed owner” of the building for accounting purposes as the asset did not qualify for sale-leaseback accounting treatment due to the Company’s
continuing involvement. As such, costs included in construction-in-progress for the building were recorded to “Building, leased” within “Property and
equipment, net” and the related financing obligation of $15,975,000 remained recorded as of September 30, 2016. The obligation is being settled through
monthly lease payments to the landlord since completion of the construction, and the asset is being depreciated over the initial term of the lease. The lease
has an initial term of 15 years and the Company has an option to extend the term of the lease for three consecutive terms of five years each. The Company is
responsible for paying the landlord’s insurance costs, real property taxes, and operating expenses related to the premises as additional rent.
Accrued Expenses and Other Liabilities
Accrued expenses and other liabilities consisted of the following (in thousands):
September 30,

December 31,

2016

Accrued payroll
Accrued vacation
Employee stock purchase plan contributions
Other liabilities
Total accrued expenses and other liabilities
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2015

$

6,396
2,224
427
1,052

$

3,918
1,699
1,496
798

$

10,099

$

7,911

Table of Contents

4. BUSINESS COMBINATION
HealCode
On September 1, 2016, the Company completed the acquisition of substantially all of the assets of HealCode LLC (“HealCode”), a privately held
technology partner that creates web-based and mobile application widgets for the Company’s subscribers.
The total purchase consideration of $5,388,000 consisted of the payment of $4,888,000 in cash, $750,000 of which has been held back by the
Company for a period of eighteen (18) months to satisfy potential indemnification claims, and the issuance of $500,000 of the Company’s Class A common
stock.
The acquisition of HealCode was accounted for in accordance with the acquisition method of accounting for business combinations with MINDBODY
as the accounting acquirer. The Company incurred and expensed de minimis acquisition-related costs, which are included within general and administrative
expenses on the consolidated statements of operations. Under the acquisition method of accounting, the total purchase consideration is allocated to the
tangible and identifiable intangible assets acquired and liabilities assumed based on their estimated fair values. Goodwill of $3,643,000 was allocated to the
Company’s one operating segment and represents 68% of the total purchase consideration. Goodwill is primarily attributable to expanded market
opportunities from selling and integrating HealCode’s “website widget” solution with the Company’s other offerings and the associated assembled workforce
acquired. Goodwill is amortized over 15 years for tax purposes.
The acquisition provided the Company with acquired intangible assets of value, i.e., internally developed software/technology. HealCode’s “website
widget” solutions enable the Company's subscribers to embed the MINDBODY class and appointment schedules within their web and social sites. The fair
value of the acquired intangible asset was determined based on the income approach and discounted cash flow/excess earnings method and is subject to
amortization on a straight-line basis over its remaining useful life.
The allocation of the purchase price consideration is as follows (in thousands):
Amount

Liabilities assumed
Tangible assets acquired
Intangible asset – developed software/technology
Goodwill

$

(105)
32
1,818
3,643

Fair value of total purchase consideration

$

5,388

The results of HealCode are included in the Company's consolidated statements of operations since the acquisition date, including revenues and net
loss, and were not material. Pro forma results of operations have not been presented because the acquisition was not material to the Company's results of
operations.
Fitness Mobile Apps
On February 2, 2015, the Company completed the acquisition of the Fitness Mobile Apps business of Petrol Designs LLC (“Fitness Mobile Apps”), a
privately held technology partner that creates tailored mobile apps for the Company’s subscribers. The Company accounted for the acquisition of Fitness
Mobile Apps as a business combination. The Company acquired all of the assets that were used in, or otherwise benefit, the mobile apps business for 103,617
shares of the Company’s common stock with a fair value of $14.476 per share, of which 74,260 shares were issued and 29,357 shares were held with an escrow
agent and were released in February 2016 following the first anniversary of the closing date, and $3,000,000 in cash, resulting in an aggregate purchase price
o f $4,500,000. The acquisition also included an obligation to issue up to 207,234 shares of the Company’s common stock to certain former employees of
Fitness Mobile Apps, contingent upon performance obligations and their continuous employment with the Company. The measurement period for the
contingent consideration ended during the nine months ended September 30, 2016 and the Company issued 207,234 shares of Class A common stock to such
former employees of Fitness Mobile Apps on February 22, 2016 under its 2015 Equity Incentive Plan (see Note 9 Common Stock and Stockholder’s Equity
below). The related compensation expense for the fair value of these additional shares was recorded ratably over the respective service period.
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The fair value of the Company’s common stock issued for the Fitness Mobile Apps acquisition was based on the Company’s valuation of its common
stock as of February 2, 2015. Given the absence of a public trading market, the Company’s board of directors considered numerous objective and subjective
factors to determine the fair value of the Company’s common stock. These factors included, but were not limited to (i) contemporaneous third-party
valuations of common stock; (ii) the rights and preferences of convertible preferred stock relative to common stock; (iii) the lack of marketability of common
stock; (iv) developments in the business; and (v) the likelihood of achieving a liquidity event, such as an IPO or sale of the Company, given prevailing
market conditions. The aggregate enterprise value was determined using a combination of the income approach and two market approaches in order to
estimate an Enterprise Value under five different possible future scenarios, which were weighted as follows:
Weighting

IPO
Transaction
Private company (DCF)

75%
20%
5%

The Company allocated the total purchase consideration to tangible assets acquired and identifiable intangible assets acquired based on their
estimated fair values with the excess of the purchase consideration over the aggregate fair values recorded as goodwill allocated to the Company’s one
operating segment. Goodwill of $3,569,000 represents 80% of the total purchase consideration and is primarily attributable to the value of acquired
personnel, and the Company’s ability to expand its consumer base by transitioning Fitness Mobile Apps onto its platform. Goodwill is amortized over 15
years for tax purposes.
The internally developed software/technology with a remaining useful life of three years represents the tools to create consumer facing customized
mobile apps for the Company’s subscribers. The fair values of the acquired intangible assets were determined based on the income approach and relief-fromroyalty method approach and the identifiable intangible assets are subject to amortization on a straight-line basis over their remaining useful lives.
The Company incurred and expensed $150,000 in acquisition-related costs, which are included within general and administrative expenses on the
consolidated statements of operations.
The following table summarizes the consideration paid and the fair values of the assets acquired and liabilities assumed at the acquisition date (in
thousands):
Amount

Tangible assets acquired
Intangible asset – developed software/technology
Goodwill

$

18
913
3,569

Fair value of total purchase consideration

$

4,500

The results of Fitness Mobile Apps are included in the Company’s consolidated statements of operations since the acquisition date, including
revenues and net loss, and were not material. Pro forma results of operations have not been presented because the acquisition was not material to the
Company’s results of operations.
5. GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill represents the excess of the purchase price in a business combination over the fair value of net tangible and intangible assets acquired.
Goodwill amounts are not amortized, but rather tested for impairment at least annually in the fourth quarter of the financial year. The Company’s goodwill
balance is solely attributable to the acquisition of HealCode, Fitness Mobile Apps, and Jill’s List. The goodwill balance was $ 9,039,000 as of September 30,
2016 and $5,396,000 as of December 31, 2015. There have been no impairment charges recorded against goodwill.
The Company’s intangible assets consisted of the following (in thousands except years):
September 30, 2016
Useful Life
(Years)

Network list
Technology

2
3 to 5

Total intangible assets
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Gross Carrying
Amount

Accumulated
Amortization

Net Carrying
Amount

420
2,731

(420)
(538)

—
2,193

3,151

(958)

2,193
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December 31, 2015
Useful Life
(Years)

Network list
Technology

Gross Carrying
Amount

2
3

Total intangible assets

Accumulated
Amortization

Net Carrying
Amount

420
913

(420)
(277)

—
636

1,333

(697)

636

Amortization expense for intangible assets with finite lives was $109,000 and $77,000 for the three months ended September 30, 2016 and 2015,
respectively and $261,000 and $261,000 for the nine months ended September 30, 2016 and 2015, respectively.
The expected future annual amortization expense of intangible assets as of September 30, 2016 is presented below (in thousands):
Year Ending December 31,

2016 (remaining three months)
2017
2018
2019
2020

$

168
666
390
363
364
242

$

2,193

2021 and after
Total amortization expense
6. DEBT
Credit Facility

On January 12, 2015, the Company entered into a loan agreement with Silicon Valley Bank for a secured revolving credit facility that allows the
Company to borrow up to $20,000,000 for working capital and general business requirements. Amounts outstanding under the credit facility will bear
interest at the greater of the prime rate plus 0.5% or 3.25% with accrued interest payable on a monthly basis and outstanding and unpaid principal due upon
maturity of the credit facility in January 2018. The credit facility is secured by substantially all of the Company’s corporate assets. Borrowings under the
Company’s loan agreement are available based on a percentage of the Company’s monthly recurring revenue for the previous three months. The Company
also granted and pledged a security interest to the lender in all of its right, title, and interest in intellectual property. The Company is also subject to certain
reporting and financial performance covenants as well which require it to meet certain revenue targets. The Company did not draw down any amounts under
the credit agreement during the three and nine months ended September 30, 2016.
7. COMMITMENTS AND CONTINGENCIES
Operating Lease
The Company leases office facilities under various non-cancelable operating lease agreements with original lease periods expiring between 2016 and
2026. Rent expense was $1,219,000 and $1,117,000 for the three months ended September 30, 2016 and 2015, respectively. Rent expense was $3,515,000
and $3,210,000 for the nine months ended September 30, 2016 and 2015, respectively.
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Financing Obligation
During April 2015, the Company began to occupy additional office space constructed under a 15 year build-to-suit lease arrangement entered into in
October 2013. During the construction of the facility, the Company concluded that it was the “deemed owner” for accounting purposes due to its extensive
involvement in the construction process. Upon completion of the construction, the Company was still considered to be the “deemed owner” of the building
for accounting purposes as the asset did not qualify for sale-leaseback accounting treatment due to the Company’s continuing involvement. As such, costs for
the building were recorded to “Building, leased” within “Property and equipment, net” and the related financing obligation of $15,975,000 remained
recorded as of September 30, 2016. The portion of the lease obligation allocated to the land is being treated for accounting purposes as an operating lease.
Future Minimum Lease Payments
Future minimum lease payments under non-cancelable lease agreements as of September 30, 2016 were as follows (in thousands):
Financing
Obligation,
BuildingLeased

Operating
Leases

Year Ending December 31,

2016 (remaining three months)
2017
2018
2019
2020
Thereafter
Total minimum lease payments

Total

$

817
2,558
2,063
1,940
1,915
10,817

$

399
1,630
1,679
1,729
1,781
19,362

$

1,216
4,188
3,742
3,669
3,696
30,179

$

20,110

$

26,580

$

46,690

The remaining future minimum lease payments on the building, leased, include interest of $10,605,000 to be recognized over the remainder of the initial
term of the lease agreement. A financing obligation of $15,975,000 remained recorded as of September 30, 2016.
Purchase Commitments
Future unconditional purchase commitments for software subscriptions and data center and communication services as of September 30, 2016 were as
follows (in thousands):
Year Ending December 31,

2016 (remaining three months)
2017
2018
2019
Total minimum purchase commitments

$

1,013
3,228
2,863
725

$

7,829

Litigation
From time to time, the Company may become involved in legal proceedings, claims, and litigation arising in the ordinary course of
business. Management is not currently aware of any matters that it expects will have a material adverse effect on the consolidated financial position, results
of operations, or cash flows of the Company.
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8. WARRANT
In connection with entering into a credit facility during the year ended December 31, 2010, the Company issued a warrant to purchase 87,500 shares of
Series C redeemable convertible preferred stock to the lender. The warrant was fully vested and exercisable upon issuance, had an expiration date in June
2020, and had an exercise price of $2.54 per share. During the year ended December 31, 2015, the exercise price for the warrant was modified to $1.732 per
share. The impact of this modification was not material. Prior to the IPO, the warrant was required to be treated as a liability and recorded at estimated fair
value, with changes in fair value at each reporting date recognized in the consolidated statements of operations, since the warrant was exercisable into
conditionally redeemable shares of preferred stock. The change in the fair value of the warrant was $0 and $(25,000) for the three and nine months ended
September 30, 2015, respectively, and was recognized in the condensed consolidated statements of operations. In connection with the IPO completed on June
24, 2015, the warrant to purchase 87,500 shares of Series C redeemable convertible preferred stock converted into a warrant to purchase 89,177 shares of
Class B common stock with an aggregate exercise price of $151,603, and the related preferred stock warrant liability was reclassified to additional paid-in
capital, a component of stockholders’ equity (deficit), and the Company ceased recording any further related periodic fair value adjustments. The warrant was
exercised on a net basis on July 24, 2015, which resulted in the issuance of 76,565 shares of Class B common stock.
9. COMMON STOCK AND STOCKHOLDER’S EQUITY
Amendment and Restatement of Certificate of Incorporation
In March 2015, the Company adopted an amended and restated certificate of incorporation (the “Pre-IPO Restated Certificate”) to modify the
dividend, conversion and liquidation rights of the Series A, Series B, Series C and Series D redeemable convertible preferred stock. Under the Pre-IPO
Restated Certificate, the Series C and Series D were no longer entitled to cumulative dividends upon a liquidation of the Company, and the Series A, Series B,
Series C, and Series D were no longer entitled to receive cumulative dividends upon conversion into common stock, including in connection with an initial
public offering. In addition, under the Pre-IPO Restated Certificate, the conversion ratio of each series of redeemable convertible preferred stock, which was
1-to-1 for all series prior to the amendment, was adjusted to 1.0088 for Series A, 1.0148 for Series B, 1.0192 for Series C, and 1.0218 for Series D. As a result
of this amendment, the redeemable convertible preferred stock became convertible into shares of common stock upon a qualifying event, including
completion of an initial public offering, as follows:
Number of
Shares,
Actual

Preferred Stock

Series A
Series B
Series C
Series D
Series E
Series F
Series G

1,319,940
988,411
4,019,524
5,308,875
2,439,058
2,685,997
3,692,684
20,454,489

Total

Conversion
Rate

1.0088
1.0148
1.0192
1.0218
1.0000
1.0000
1.0000

Number of
Shares, As
Converted

1,331,507
1,003,071
4,096,561
5,424,802
2,439,058
2,685,997
3,692,684
20,673,680

The Company has determined that the changes to the rights underlying the Series A, Series B, Series C and Series D preferred stock resulted in a
modification, for accounting purposes, of these shares. The change in the fair value of the Series A, Series B, Series C, and Series D immediately before and
after the amendment was recognized as a deemed dividend of $1,748,000 from the Series A, Series B, Series C and Series D preferred stockholders, which was
recorded as a reduction of accumulated deficit during the nine months ended September 30, 2015.
The fair value of the Series A, Series B, Series C, and Series D preferred stock immediately before and after the amendment was estimated by the
Company’s board of directors with assistance from a third-party valuation that utilized methodologies and assumptions consistent with the Company’s most
recent common stock valuations, including on a minority, nonmarketable interest basis. The Company’s aggregate enterprise value was determined using a
combination of valuation approaches, including an income approach and various market approaches, and under five different possible future scenarios.
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Preferred Stock
Immediately prior to the completion of the IPO, all outstanding convertible preferred stock was converted and reclassified into 20,673,680 shares of
Class B common stock and the Company’s certificate of incorporation was amended and restated to authorize the Company to issue 100,000,000 shares of
preferred stock with a par value of $0.000004 per share. No shares of preferred stock were issued or outstanding as of September 30, 2016 and December 31,
2015.
Common Stock
Immediately prior to the completion of the IPO, all outstanding shares of common stock were reclassified into 11,305,355 shares of Class B common
stock and the Company’s certificate of incorporation was amended and restated to authorize the Company to issue 1,000,000,000 shares of Class A common
stock and 100,000,000 shares of Class B common stock, each with a par value of $0.000004 per share. The amended and restated certificate of incorporation
also:
•

established that, on any matter that is submitted to a vote of the stockholders, the holder of each share of Class A common stock is entitled
to 1 vote per share, while the holder of each share of Class B common stock is entitled to 10 votes per share;

•

established that shares of Class B common stock are convertible into shares of Class A common stock at the option of the holder and
automatically convert into shares of Class A common stock upon transfer, subject to limited exceptions; and

•

established that, except with respect to voting and conversion rights, as discussed above, the rights of the holders of Class A and Class B
common stock are identical.

Following the IPO, shares of the Company’s Class A common stock have increased, with an associated decrease in the number of shares of the
Company’s Class B common stock, primarily as a result of the conversion of shares of the Company’s Class B common stock held by pre-IPO investors and
stockholders into shares of the Company’s Class A common stock.
Stock Split
In June 2015, the Company’s board of directors approved the amendment and restatement of the Company’s certificate of incorporation to give effect
to a 2.5-for-1 stock split of the Company’s common stock and redeemable convertible preferred stock (collectively, the “Capital Stock”), which became
effective on June 4, 2015. Accordingly, (i) each one share of outstanding Capital Stock was split into 2.5 shares of Capital Stock of the same class and series,
as applicable; (ii) the number of shares of Capital Stock issuable on the exercise of each outstanding warrant or option to purchase Capital Stock was
proportionately increased on a 2.5-for-1 basis; (iii) the exercise price of each outstanding warrant or option to purchase Capital Stock was proportionately
reduced on a 2.5-for-1 basis; (iv) the authorized number of each class and series of Capital Stock was proportionally increased in accordance with the 2.5-for1 stock split; and (v) the par value of each class of Capital Stock was proportionately reduced in accordance with the 2.5-for-1 stock split. All of the share
numbers, share prices, and exercise prices have been adjusted within these financial statements, on a retroactive basis, to reflect this 2.5-for-1 stock split.
2015 Equity Incentive Plan
The Company’s 2015 Equity Incentive Plan (“2015 Plan”) became effective on June 17, 2015 and serves as the successor to the Company’s 2009
Stock Option Plan (“2009 Plan”). As of September 30, 2016, there were 5,402,196 shares of Class A common stock available for issuance under the 2015
Plan. The number of shares available for issuance under the 2015 Plan includes an annual increase on the first day of each fiscal year beginning in 2016,
equal to the least of 3,915,682 shares, 5% of the outstanding shares of common stock as of the last day of the immediately preceding fiscal year, or such other
amount as the Company’s board of directors or compensation committee may determine. Accordingly, effective as of January 1, 2016, the number of shares
available for issuance under the 2015 Plan was increased by 1,961,368 shares of Class A common stock. All stock options under the 2015 Plan have a term of
no greater than ten years from the date of grant. As of September 30, 2016, options to purchase 684,100 shares of Class A common stock and 718,153
restricted stock units (“RSUs”) which will be settled in shares of Class A common stock remained outstanding under the 2015 Plan.
The acquisition of Fitness Mobile Apps discussed in Note 4 included an obligation to issue up to 207,234 shares of the Company’s Class A common
stock to certain former employees of Fitness Mobile Apps, contingent upon performance obligations and continuous employment with the Company. During
the nine months ended September 30, 2016, this contingency was satisfied and 207,234 shares were issued pursuant to the 2015 Plan and were fully vested
on February 22, 2016. The related stock-based compensation expense was recorded ratably over the respective service period that ended during the nine
months ended September 30, 2016.
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The 2015 Plan provides for the grant of non-statutory stock options, restricted stock awards ("RSAs"), RSUs, stock appreciation rights, performance
units and performance shares to the Company’s employees, directors and consultants and its parent and subsidiary corporations’ employees and consultants.
Neither RSAs nor RSUs requires payment from the employee or service provider. Each RSA and RSU represents the right to receive one share of the
Company’s Class A common stock upon vesting or settlement, as applicable. The RSUs generally vest over a period of approximately 4 years. These awards
are contingent upon the related employees’ continuous employment with us. As such, compensation expense is being recorded over the requisite service
period of approximately 4 years.
2015 Employee Stock Purchase Plan
The Company’s 2015 Employee Stock Purchase Plan (“2015 ESPP”) became effective on June 2, 2015. As of September 30, 2016, there were 898,194
shares of Class A common stock available for issuance under the 2015 ESPP. The number of shares available for sale under the 2015 ESPP includes an annual
increase on the first day of each fiscal year beginning in 2016, equal to the least of 783,136 shares, 1% of the outstanding shares of common stock as of the
last day of the immediately preceding fiscal year, or such other amount as the Company’s board of directors or compensation committee may determine.
Accordingly, effective as of January 1, 2016, the number of shares available for issuance under the 2015 ESPP was increased by 392,273 shares of Class A
common stock.
Under the 2015 ESPP, eligible employees are granted options to purchase shares of Class A common stock through payroll deductions. The 2015
ESPP provides for 24 month offering periods. Each offering period will include purchase periods, which will be approximately six-month periods
commencing with one exercise date and ending with the next exercise date. At the end of each purchase period, employees are able to purchase shares at 85%
of the lower of the fair market value of the Class A common stock on the first trading day of each offering period or the end of each six-month purchase
period. New offering periods commence every six months on or about February 22 and August 22 of each year. The Company commenced its first offering
period under the 2015 ESPP on June 18, 2015. Employees purchased 277,215 shares of Class A common stock for $3,040,000 under the 2015 ESPP during
the nine months ended September 30, 2016.
2009 Stock Option Plan
The 2009 Plan, which provides for the grant of incentive stock options, non-statutory stock options, and restricted stock to employees, directors, and
consultants terminated on June 18, 2015. Accordingly, no shares were available for issuance under the 2009 Plan after that time. The 2009 Plan continues to
govern outstanding awards granted thereunder. As of September 30, 2016, options to purchase 3,373,147 shares of Class B common stock remained
outstanding under the 2009 Plan.
RSU and RSA Activity
A summary of the activity for the Company’s RSUs and RSAs is presented below (in thousands, except share numbers, per share amounts, and
contractual life years):
WeightedAverage
Grant Date
Fair Value
(per share)

Number of
Shares

WeightedAverage
Remaining
Contractual
Life (Years)

Aggregate
Intrinsic
Value

Unvested balance – December 31, 2015
Granted
Vested
Forfeited

—
937,863
(207,860)
(11,850)

$

—
13.74
12.92
13.84

$

—

Unvested balance – September 30, 2016

718,153

$

13.97

3.8 $

14,119

Expected to vest – September 30, 2016

679,139

$

13.97

3.8 $

13,352

As of September 30, 2016, there was a total of $8,955,000 in unrecognized compensation cost related to unvested RSUs, which is expected to be
recognized over a weighted average period of approximately 3.4 years.
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Stock Option Activity
The following table summarizes the Company’s stock option activity for the nine months ended September 30, 2016 (in thousands, except share
numbers, per share amounts, and contractual life years):
Options Outstanding
Number of
Shares
Underlying
Outstanding
Options

WeightedAverage
Remaining
Contractual
Life (Years)

WeightedAverage
Exercise Price

Aggregate
Intrinsic Value

Outstanding – December 31, 2015
Granted
Exercised
Forfeited or cancelled

4,311,463
612,144
(679,175)
(187,185)

$

9.87
13.89
7.45
12.68

7.9
9.4
—
—

$

22,709

Outstanding – September 30, 2016

4,057,247

$

10.75

7.9

$

36,161

Exercisable – September 30, 2016

2,089,327

$

7.93

6.6

$

24,514

Vested and expected to vest – September 30, 2016

3,988,909

$

10.70

7.6

$

35,755

Total intrinsic value of stock options exercised during the three and nine months ended September 30, 2016 was $5,196,000 and $6,389,000,
respectively.
The following table summarizes the assumptions used in the Black-Scholes option-pricing model to determine the fair value of the Company’s stock
options:
Nine Months Ended September 30,

Expected term (in years)
Expected volatility
Risk-free interest rate
Dividend yield

2016

2015

5.8
44% - 45%
1.2% - 1.5%
0%

5.8
45% - 46%
1.4% - 1.8%
0%

As of September 30, 2016, the total unrecognized stock-based compensation expense for unvested stock options, net of expected forfeitures, was
$11,618,134, which is expected to be recognized over a weighted-average period of 2.7 years.
Other Stock-Based Compensation
During the three months ended September 30, 2016 and 2015, the Company recorded stock-based compensation expense of zero and $756,000,
respectively, and during the nine months ended September 30, 2016 and 2015, the Company recorded stock-based compensation expense of $271,000 and
$1,972,000, respectively, related to contingent bonuses to certain former employees of Fitness Mobile Apps payable in shares of the Company’s common
stock for post-combination employment services.
There were no non-employee grants and, accordingly, no stock-based compensation expense associated with non-employee grants during the three
and nine months ended September 30, 2016.
Total stock-based compensation expense was allocated as follows (in thousands):
Three Months Ended September 30,
2016

Cost of revenue
Sales and marketing
Research and development
General and administrative
Total stock-based compensation expense

Nine Months Ended September 30,

2015

2016

2015

$

231
613
490
975

$

219
1,043
288
735

$

666
1,636
1,456
2,848

$

451
2,487
546
1,766

$

2,309

$

2,285

$

6,606

$

5,250
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10. INCOME TAXES
The Company recorded an income tax expense of $142,000 and $279,000 for the three and nine months ended September 30, 2016, respectively. This
tax expense is largely attributable to the deferred tax liability associated with the amortization of intangible assets and foreign income taxes associated with
the Company’s operations in the United Kingdom and Australia. The Company continues to maintain a valuation allowance for its U.S. federal and state
deferred tax assets.
The Company’s effective federal tax rate for the three and nine months ended September 30, 2016 was negative 2.5 percent and negative 1.5 percent,
respectively, primarily as a result of estimated tax losses for the fiscal year offset by the increase in the valuation allowance on the net operating loss
carryforwards.
Section 382 of the Internal Revenue Code of 1986, as amended (the “Code”), places a limitation on the realizability of Net Operating Losses (“NOLs”)
in future periods if the ownership of the Company has changed more than 50% within a three-year period. During the year ended December 31, 2015, the
Company completed an analysis under Code Section 382 through December 31, 2014, and determined that it experienced multiple ownership changes
during this period. U.S. federal NOLs of approximately $430,000 are expected to expire unused due to limitations under Section 382 and, as such, have not
been reflected in its NOLs. The Company’s ability to use NOL carryforwards may also be limited by Section 382 of the Code if it determines that the
Company experienced an ownership change in connection with the IPO or as result of subsequent equity transactions. However, any limitations would not
have impacted the results of its operations and cash flows because the Company has recorded a valuation allowance against its net deferred tax assets as of
September 30, 2016 and December 31, 2015.
11. NET LOSS PER SHARE
The following table sets forth the computation of the Company’s basic and diluted net loss per share attributable to common stockholders for the
periods presented (in thousands, except share and per share data):
Three Months Ended September 30,
2016

Net loss attributable to common stockholders
Net loss per share attributable to common stockholders, basic and
diluted
Weighted-average shares used to compute net loss per share
attributable to common stockholders, basic and diluted

Nine Months Ended September 30,

2015

2016

2015

$

(5,895)

$

(9,628)

$

(19,039)

$

(34,452)

$

(0.15)

$

(0.25)

$

(0.48)

$

(1.57)

39,965,454

39,181,118

39,708,257

21,976,654

Diluted loss per common share is the same as basic loss per common share for all periods presented because the effects of potentially dilutive items
were anti-dilutive given the Company’s net loss. The following shares have been excluded from the calculation of diluted net loss per share attributable to
common stockholders for each period presented because they are anti-dilutive:
As of September 30,
2016

Shares subject to outstanding stock options and employee stock purchase plan
Shares subject to outstanding restricted stock units
Total

2015

4,093,778
718,153

4,519,766
—

4,811,931

4,519,766

12. SEGMENTS AND INFORMATION BY GEOGRAPHIC LOCATION
Operating segments are components of an enterprise for which separate financial information is available and is evaluated regularly by the Company’s
chief operating decision maker in deciding how to allocate resources and assessing performance. The Company’s chief operating decision maker is its Chief
Executive Officer.
The Chief Executive Officer reviews financial information presented on a consolidated basis for purposes of allocating resources and evaluating
financial performance. Further, there is one business activity, and there are no segment managers who are held accountable for operations, operating results,
and plans for levels, components, or types of products or services below the consolidated unit level. Accordingly, the Company has a single operating and
reporting segment.
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Revenue
The following table presents the Company’s total revenue by category (in thousands):
Three Months Ended September 30,
2016

Revenue:
Subscription and services
Payments
Product and other
Total revenue

Nine Months Ended September 30,

2015

2016

2015

$

21,185
13,484
593

$

15,965
9,539
577

$

60,554
38,540
1,736

$

44,346
26,840
1,918

$

35,262

$

26,081

$

100,830

$

73,104

The following table presents the Company’s total revenue by geography based on the billing address of the customer (in thousands):
Three Months Ended September 30,
2016

Nine Months Ended September 30,

2015

2016

2015

United States
Other

$

29,000
6,262

$

21,843
4,238

$

83,639
17,191

$

61,160
11,944

Total

$

35,262

$

26,081

$

100,830

$

73,104

Substantially all of the Company’s assets were attributable to operations in the United States as of September 30, 2016 and December 31, 2015.
13. RELATED-PARTY TRANSACTIONS
The Company incurred office repair, maintenance, building fixtures and other professional services expenses of $58,000 and $199,000 for the three
and nine months ended September 30, 2015, respectively, with related parties.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our condensed
consolidated financial statements and related notes included elsewhere in this Quarterly Report on Form 10- Q. This discussion contains forward-looking
statements that involve risks and uncertainties. Our actual results could differ materially from those discussed below. Factors that could cause or contribute
to such differences include, but are not limited to, those identified below and those discussed in the section titled “Risk Factors” included in Item 1A of Part
II of this Quarterly Report on Form 10-Q.
Overview
We are the leading provider of cloud-based business management software for the wellness services industry and an emerging consumer marketplace,
with over 58,000 local business subscribers on our platform in over 130 countries and territories. These subscribers provide a variety of wellness services to
approximately 35 million active consumers as of September 30, 2016. We are also a leading payments platform dedicated to the wellness services industry.
For the three months ended September 30, 2016 and 2015, approximately $2.1 billion and $1.7 billion in transaction volume occurred between consumers
and subscribers within our marketplace, of which $1.6 billion and $1.3 billion flowed through our payments platform, respectively. This represents a $0.4
billion, or 23%, increase in transaction volume that occurred between consumers and subscribers within our marketplace and a $0.3 billion, or 26%, increase
in transaction volume that flowed through our payments platform. For the nine months ended September 30, 2016 and 2015, approximately $6.4 billion and
$5.2 billion in transaction volume occurred between consumers and subscribers within our marketplace, of which $4.7 billion and $3.7 billion flowed
through our payments platform, respectively. This represents a $1.2 billion, or 22%, increase in transaction volume that occurred between consumers and
subscribers within our marketplace and a $1.0 billion, or 28%, increase in transaction volume that flowed through our payments platform.
We primarily market and sell subscriptions to our cloud-based business management platform with integrated payments processing to small and
medium-sized businesses in the wellness services industry, including businesses that offer yoga, Pilates, barre, indoor cycling, personal training, martial arts
and dance exercise, as well as spas, salons, music instruction studios, dance studios, children’s activity centers and integrative health centers.
We offer our software platform to our subscribers as a subscription-based service. Historically, our software subscription pricing was based on the
number of professionals employed by our subscribers. In 2015, after substantial market testing and development, we introduced a new tiered pricing model
based on software functionality. The vast majority of our subscribers subscribe to our software platform through one month contracts that are billed in
advance. We recognize software subscription revenue ratably over the term of the subscription period. Additionally, we earn revenue based on the value of
transactions processed by our subscribers utilizing our payments platform, net of the costs charged to us by our processing partners.
We intend to continue scaling our organization in order to meet the needs of our growing subscriber base. We have invested and expect to continue to
invest in our sales and marketing teams to sell our software and payments platform services globally. Our sales and marketing organizations’ headcount grew
at a compound annual growth rate of 31% from 2012 to 2015. A key element of our growth strategy is the continuous enhancement and expansion of our
software and payments platform by developing and implementing new features and functionality. Through consistent innovation, we have increased both the
number of subscribers and the revenue we generate from our subscribers over time. We plan to continue to enhance our software architecture and enhance and
expand our platform through ongoing investments in research and development and by pursuing strategic acquisitions of complementary businesses and
technologies that will enable us to continue to drive growth in the future. We also expect to continue to make investments in both our data center
infrastructure and our customer service and subscriber onboarding teams to meet the needs of our growing user base. While these areas represent significant
opportunities for us, we also face significant risks and challenges that we must successfully address in order to sustain the growth of our business and improve
our operating results. Due to our continuing investments to grow our business, in advance of, and in preparation for, our expected increase in sales, we are
continuing to incur expenses in the near term from which we may not realize any long-term benefit. In addition, any investments that we make in sales and
marketing or other areas will occur in advance of our experiencing any benefits from such investments, so it may be difficult for us to determine if we are
efficiently allocating our resources in these areas.
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During the three months ended September 30, 2016 and 2015, our revenue was $35.3 million and $26.1 million, respectively, representing year-overyear growth of 35%. Our net loss was $5.9 million and $9.6 million during the three months ended September 30, 2016 and 2015, respectively. Our Adjusted
EBITDA was negative $1.1 million and negative $5.1 million during the three months ended September 30, 2016 and 2015, respectively. During the nine
months ended September 30, 2016 and 2015, our revenue was $100.8 million and $73.1 million, respectively, representing year-over-year growth of 38%.
Our net loss was $19.0 million and $26.3 million during the nine months ended September 30, 2016 and 2015, respectively. Our Adjusted EBITDA was
negative $5.4 million and negative $15.5 million during the nine months ended September 30, 2016 and 2015, respectively. For a reconciliation of Adjusted
EBITDA to net loss, see the section below titled “Non-GAAP Financial Measure.” During the nine months ended September 30, 2016 and 2015
approximately 83% and 84%, respectively, of our revenue came from the United States. Our employee headcount has increased to 1,344 employees as of
September 30, 2016 from 1,235 as of September 30, 2015, of which approximately 26% are engaged in supporting existing subscribers and approximately
53% are engaged in increasing our subscriber base, growing our consumer brand or developing future products, as of September 30, 2016.
In this Quarterly Report on Form 10-Q, when we use the term "active consumers" as of a given date, we are referring to the estimated number of unique
consumers of our subscribers' services who have used our platform to transact with our subscribers during the two years ending on such date. While we do not
directly monetize consumers of our subscribers' services, we believe that growth in the number of active consumers on our platform also contributes to our
subscriber growth. For a discussion of risks related to our calculation of active consumers, see the section titled "Risk Factors - The number of actual
consumers using our platform may be lower than the number we have estimated."
Key Metrics
We regularly review the following key metrics to measure our performance, identify trends affecting our business, formulate financial projections,
make strategic business decisions and assess working capital needs.
As of and for the Three Months Ended September
30,
2016

Subscribers (end of period)
Average monthly revenue per subscriber
Payments volume (in billions)
Dollar-based net expansion rate (end of period)

$
$

58,566
204
$
1.6
$
115%

2015

48,650
182
1.3
119%

•

Subscribers. Subscribers are defined as unique physical business locations or individual practitioners who have active subscriptions to our
platform as of the end of the period. We believe the number of subscribers is a key indicator of the growth of our platform. Growth in the
number of subscribers depends, in part, on our ability to successfully develop and market our platform to local wellness businesses and their
consumers who have not yet become part of our network. While growth in the number of subscribers is an important indicator of expected
revenue growth, it also informs our management’s decisions with respect to the areas of our business that will require further investment to
support expected future subscriber growth. For example, as the number of subscribers increases, we will need to increase the headcount in
our customer support organization and increase our IT infrastructure capital expenditures to maintain the effectiveness of our platform and
the performance of our software for our subscribers and their consumers. The number of subscribers increased as of September 30, 2016
compared to September 30, 2015, and we expect the number of subscribers to continue to increase in the future. The growth rate of the
number of subscribers declined for the three months ended September 30, 2016 compared to the three months ended September 30, 2015
and may continue to do so in the future as the size of our subscriber base increases and we make changes to our pricing and subscription
offerings.

•

Average Monthly Revenue per Subscriber. We believe that our ability to increase the average monthly revenue per subscriber, which we
also refer to as ARPS, is an indicator of our ability to increase the long-term value of our existing subscriber relationships. ARPS is
calculated by dividing the subscription and services and payments revenue generated in a given month by the number of subscribers at the
end of the previous month. For periods greater than one month, ARPS is the sum of the average monthly revenue per subscriber for each
month in the period, divided by the number of months in the period. ARPS increased for the three months ended September 30, 2016
compared to the three months ended September 30, 2015, and we expect it to continue to increase in the future, although we expect the
growth rate to fluctuate over time.
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•

Payments Volume. We believe that payments volume is an indicator of the underlying current health of our subscribers’ businesses and of
consumer spending trends as well as being a major driver of our payments revenue. Payments volume is the total dollar volume of
transactions between our subscribers and their consumers utilizing our payments platform. Payments volume increased for the three months
ended September 30, 2016 compared to the three months ended September 30, 2015, and we expect it to continue to increase in the
future. The growth rate in payments volume declined for the three months ended September 30, 2016 compared to the three months ended
September 30, 2015 and may continue to do so in the future due to the increasing base amount of payments volume.

•

Dollar-Based Net Expansion Rate. Our business model focuses on maximizing the lifetime value of a subscriber relationship. We can
achieve this by focusing on delivering value and functionality that retains our existing subscribers and by expanding the revenue derived
from our subscribers over the lifetime of the relationship by upselling the subscriber to higher priced subscription plans, through the
utilization of our premium customer support offering, by increasing the value of transactions that our subscribers process through our
payments platform, and through their subscriptions to our application programming interface, or API, and technology partners’ software
offerings. We assess our performance in this area by measuring our dollar-based net expansion rate. Our dollar-based net expansion rate
provides a measurement of our ability to increase revenue across our existing customer base, offset by churn, downgrades in subscriptions,
reduction in services utilization and reductions in the value of transactions that our subscribers process through our payments platform. Our
dollar-based net expansion rate is based upon our monthly subscription and services and payments revenue for a set of subscriber
accounts. We calculate our dollar-based net expansion rate by dividing our retained revenue net of contraction and churn by our base
revenue. We define our base revenue as the aggregate monthly subscription and services and payments revenue of our subscriber base as of
the date one year prior to the date of calculation. We define our retained revenue net of contraction and churn as the aggregate monthly
subscription and services and payments revenue of the same subscriber base included in our measure of base revenue at the end of the
annual period being measured. We expect our dollar based net expansion rate to fluctuate over time.

Non-GAAP Financial Measure
Adjusted EBITDA
To provide investors with additional information regarding our financial results prepared in accordance with U.S. generally accepted accounting
principles, or GAAP, we have presented Adjusted EBITDA, which is a non-GAAP financial measure defined by us as our net loss before stock-based
compensation expense, depreciation and amortization, change in fair value of contingent consideration, change in fair value of preferred stock warrant,
provision for income taxes, and other expense, net, which consisted of interest expense, net, and miscellaneous other expense, net. We have provided below a
reconciliation of Adjusted EBITDA to net loss, the most directly comparable GAAP financial measure. We have presented Adjusted EBITDA in this Quarterly
Report on Form 10-Q because it is a key measure used by our management and board of directors to understand and evaluate our core operating performance
and trends, to prepare and approve our annual budget, and to develop short and long-term operational plans. In particular, we believe that the exclusion of
the amounts eliminated in calculating Adjusted EBITDA can provide a useful measure for period-to-period comparisons of our core business. Accordingly,
we believe that Adjusted EBITDA provides useful information to investors and others in understanding and evaluating our operating results in the same
manner as our management and board of directors.
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
financial results as reported under GAAP. Some of these limitations are as follows:
•

Although depreciation and amortization expense 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: (1) changes in, or cash requirements for, our working capital needs; (2) the potentially dilutive impact of
stock-based compensation; or (3) tax payments that may represent a reduction in cash available to us;

•

Adjusted EBITDA excludes stock-based compensation expense, which has been and will continue to be for the foreseeable future a
significant recurring expense in our business; and

•

Other companies, including companies in our industry, may calculate Adjusted EBITDA or similarly titled measures differently, which
reduces its usefulness as a comparative measure.
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Because of these and other limitations, you should consider Adjusted EBITDA along with other GAAP-based financial performance measures,
including various cash flow metrics, net loss, and our GAAP financial results. The following table presents a reconciliation of Adjusted EBITDA to net loss
for each of the periods indicated:

Three Months Ended September 30,
2016

Nine Months Ended September 30,

2015

2016

2015

(in thousands)

Net loss
Stock-based compensation expense
Depreciation and amortization
Change in fair value of contingent consideration
Change in fair value of preferred stock warrant
Provision for income taxes
Other expense, net

$

(5,895)
2,309
2,013
—
—
142
351

$

(9,628)
2,285
1,808
—
—
101
355

$

(19,039)
6,606
5,671
—
—
279
1,091

$

(26,338)
5,250
4,657
(11)
25
169
724

Adjusted EBITDA

$

(1,080)

$

(5,079)

$

(5,392)

$

(15,524)

Components of Statements of Operations
Revenue
We generate revenue primarily from providing an integrated cloud-based business management software and payments platform for the wellness
services industry. Revenue is recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable and
collectability is reasonably assured.
Our total revenue consists of the following:
•

Subscription and services. Subscription and services revenue is generated primarily from sales of subscriptions to our cloud-based business
management software for the wellness services industry. The majority of subscription fees are prepaid by subscribers on a monthly basis via
a credit card and, to a lesser extent, billed to subscribers on an annual or quarterly basis. Additionally, our subscribers can choose to enter
into a separate contract with our technology partners to purchase additional features and functionalities. We receive a revenue share from
these arrangements from our technology partners, which is recognized when earned. We also earn revenue from API partners for subscriber
site access, data query, and consumer bookings through our platform. The revenue from API partners is recognized when earned.
Subscription revenue is recognized ratably over the term of the subscription agreement. Amounts invoiced in excess of revenue recognized
are deferred. Service revenue is generated primarily through our premium customer support offering and is recognized in the period in
which it is earned. We expect our subscription and services revenue to increase as we continue to increase the number of our subscribers and
increase our revenue from our technology and API partners.

•

Payments. We earn payments revenue from revenue share arrangements with third-party payment processors on transactions between our
subscribers who utilize our payments platform and their consumers. These payment transactions are generally related to purchases of
classes, goods or services through a subscriber’s website, at its business location, and through the MINDBODY app. These transaction fees
are recorded as revenue on a net basis when the payment transactions occur. We expect our payments revenue to increase in absolute dollars
as we add new subscribers who utilize our payments platform and as existing subscribers increase the volume of transactions that they
process through our payments platform.

•

Product and other. We offer various point-of-sale system products and physical gift cards to our subscribers. Product and other revenue is
recognized upon the delivery of these products to our subscribers. We expect product and other revenue to decline both in absolute dollars
and as a percentage of total revenue as mobile point-of-sale systems and electronic gift cards become more prevalent in the marketplace.
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Cost of Revenue
Our cost of revenue primarily consists of costs associated with personnel and related infrastructure for operation of our cloud-based business
management platform, data center operations, global customer support and onboarding services, costs related to processing the payments of subscribers that
pay via credit card and allocated overhead costs. Personnel costs consist of salaries, benefits, bonuses and stock-based compensation. Allocated overhead
costs consist of certain facilities, depreciation and amortization of internally developed software costs.
Operating Expenses
Our operating expenses consist of sales and marketing, research and development, general and administrative expenses, and the change in the fair
value of contingent consideration.
•

Sales and marketing. Sales and marketing expense consists primarily of personnel costs, including salaries, benefits, bonuses, stock-based
compensation and commission costs for our sales and marketing personnel. Sales and marketing expense also includes costs for market
development programs, advertising, promotional and other marketing activities, and allocated overhead. Sales and marketing expense is
our largest operating expense, driving growth in subscribers, ARPS and consumer adoption, and we expect to continue to increase this
expense in absolute dollars as we increase our sales and marketing efforts, although such expense may fluctuate as a percentage of total
revenue.

•

Research and development. Research and development expense consists primarily of personnel costs, including salaries, benefits, bonuses,
and stock-based compensation for our development personnel. Research and development expense also includes outsourced software
development costs and allocated overhead. We expect research and development expense to continue to increase in absolute dollars as we
continue to invest in our research and product development efforts to enhance our product capabilities and access new markets, although
such expense may fluctuate as a percentage of total revenue.

•

General and administrative. General and administrative expense consists primarily of personnel costs, including salaries, benefits, bonuses,
and stock-based compensation for our executive, finance, legal, human resources, information technology, and other administrative
personnel. General and administrative expense also includes consulting, legal and accounting services and allocated overhead. We expect
general and administrative expense to continue to increase in absolute dollars as we grow our operations and operate as a public company,
although such expense may fluctuate as a percentage of total revenue.

•

Change in fair value of contingent consideration. We recognized a contingent consideration liability related to an earn-out provision from
our acquisition of Jill’s List in 2013, which was subsequently re-measured to fair value at each balance sheet date with a corresponding
charge recorded within operating expenses. The period during which earn-out consideration could be earned ended in the second quarter of
2015, at which time the associated liability was permanently extinguished and was no longer subject to fair value accounting.

Other Income and Expenses
Our other income and expenses line items consist of fair value re-measurement charges for our preferred stock warrant liability, interest expense, net,
and other expense, net.
•

Change in fair value of preferred stock warrant. The preferred stock warrant was classified as a liability on our consolidated balance sheet
and re-measured to fair value at each balance sheet date with the corresponding charge recorded as change in fair value of preferred stock
warrant. Upon the completion of our initial public offering, or IPO, the preferred stock warrant liability was reclassified to stockholders’
equity, at which time it was no longer subject to fair value accounting.

•

Interest expense, net. Interest expense, net consists primarily of the interest incurred on the financing obligation associated with the buildto-suit lease arrangement and interest earned on our cash and cash equivalent balances. Interest expense, net has not been material to our
operations.We entered into a line of credit agreement in January 2015, and any future draws on this agreement will incur interest expense
and result in increased interest expense in future periods.

•

Other expense, net. Other expense, net consists primarily of gains and losses on disposals of property and equipment, gains and losses from
foreign currency transactions, and other income and expenses.
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Provision for Income Taxes
Provision for income taxes consists primarily of federal and state income taxes in the United States and income taxes in certain foreign jurisdictions in
which we conduct business. We have a full valuation allowance for U.S. deferred tax assets, including net operating loss carryforwards. We expect to maintain
this full valuation allowance for the foreseeable future.
Results of Operations
The following tables set forth our results of operations data in dollars and as a percentage of revenue for those periods. The period-to-period
comparison of results of operations is not necessarily indicative of results to be expected for future periods.
Three Months Ended September 30,
2016

Nine Months Ended September 30,

2015

2016

2015

(in thousands)

Consolidated Statements of Operations Data:
Revenue
Cost of revenue(1)

$

35,262
10,972

$

26,081
9,596

$

100,830
31,657

$

73,104
27,098

Gross profit

24,290

16,485

69,173

46,006

Operating expenses:
Sales and marketing(1)
Research and development(1)
General and administrative(1)
Change in fair value of contingent consideration

14,599
7,747
7,346
—

12,389
6,012
7,256
—

41,534
22,758
22,550
—

33,926
16,213
21,298
(11)

29,692

25,657

86,842

71,426

Loss from operations
Change in fair value of preferred stock warrant
Interest expense, net
Other expense, net

Total operating expenses

(5,402)
—
(261)
(90)

(9,172)
—
(335)
(20)

(17,669)
—
(865)
(226)

(25,420)
(25)
(612)
(112)

Loss before provision for income taxes
Provision for income taxes

(5,753)
142

(9,527)
101

(18,760)
279

(26,169)
169

Net loss

$

(5,895)
28

$

(9,628)

$

(19,039)

$

(26,338)
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Three Months Ended September 30,
2016

Consolidated Statements of Operations Data:
Revenue
Cost of revenue

Nine Months Ended September 30,

2015

2016

2015

100 %
31 %

100 %
37 %

100 %
31 %

100 %
37 %

Gross profit

69 %

63 %

69 %

63 %

Operating expenses:
Sales and marketing
Research and development
General and administrative
Change in fair value of contingent consideration

41 %
22 %
21 %
—%

47 %
23 %
28 %
—%

41 %
23 %
22 %
—%

47 %
22 %
29 %
—%

84 %

98 %

86 %

98 %

Loss from operations
Change in fair value of preferred stock warrant
Interest expense, net
Other expense, net

Total operating expenses

(15)%
—%
(1)%
—%

(35)%
—%
(1)%
—%

(17)%
—%
(1)%
—%

(35)%
—%
(1)%
—%

Loss before provision for income taxes
Provision for income taxes

(16)%
(1)%

(36)%
(1)%

(18)%
(1)%

(36)%
—%

Net loss

(17)%

(37)%

(19)%

(36)%

(1)

Cost of revenue and operating expenses include stock-based compensation expense as follows (in thousands):
Three Months Ended September 30,
2016

Cost of revenue
Sales and marketing
Research and development
General and administrative
Total stock-based compensation expense

Nine Months Ended September 30,

2015

2016

2015

$

231
613
490
975

$

219
1,043
288
735

$

666
1,636
1,456
2,848

$

451
2,487
546
1,766

$

2,309

$

2,285

$

6,606

$

5,250
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Comparison of the Three and Nine Months Ended September 30, 2016 and 2015
Revenue
Three Months Ended
September 30,
2016

Nine Months Ended
September 30,

Change

2015

$

%

2016

Change

2015

$

%

(dollars in thousands)

Revenue:
Subscription and services
Payments
Product and other
Total revenue

$
$
$

21,185
13,484
593

$
$
$

15,965
9,539
577

$

5,220
3,945
16

33% $
41% $
3% $

60,554
38,540
1,736

$
$
$

44,346
26,840
1,918

$

16,208
11,700
(182)

37 %
44 %
(9)%

$

35,262

$

26,081

$

9,181

35% $

100,830

$

73,104

$

27,726

38 %

Revenue increased $9.2 million, or 35%, in the three months ended September 30, 2016 compared to the three months ended September 30,
2015. Subscription and services revenue increased $5.2 million, or 33%, of which $4.2 million was due to a 20% increase in the number of subscribers to
58,566 as of September 30, 2016 from 48,650 as of September 30, 2015 combined with the impact of pricing increases and the impact of additional product
offerings, and $0.9 million of which was due to an increase in revenue from arrangements with our API and technology partners. Payments revenue increased
$3.9 million, or 41%, primarily due to an increase in the volume of transactions processed by our subscribers, combined with the increase in the number of
subscribers that utilize our payments platform.
Revenue increased $27.7 million, or 38%, in the nine months ended September 30, 2016 compared to the nine months ended September 30,
2015. Subscription and services revenue increased $16.2 million, or 37%, of which $11.5 million was due to a 20% increase in the number of subscribers to
58,566 as of September 30, 2016 from 48,650 as of September 30, 2015 combined with the impact of pricing increases and the impact of additional product
offerings, and $4.1 million of which was due to an increase in revenue from arrangements with our API and technology partners. Payments revenue increased
$11.7 million, or 44%, primarily due to an increase in the volume of transactions processed by our subscribers, combined with the increase in the number of
subscribers that utilize our payments platform.
Cost of Revenue and Gross Margin
Three Months Ended
September 30,
2016

2015

Nine Months Ended
September 30,

Change
$

%

2016

Change

2015

$

27,098
$
63%

4,559

%

(dollars in thousands)

Cost of revenue
Gross margin

$

10,972
$
69%

9,596
$
63%

1,376

14% $

31,657
$
69%

17%

Cost of revenue increased $1.4 million, or 14%, in the three months ended September 30, 2016 compared to the three months ended September 30,
2015. The increase in cost of revenue was primarily attributable to a $0.9 million increase in personnel-related expenses and a $0.5 million increase in
infrastructure costs due to an increase in headcount to support the growing number of subscribers. As of September 30, 2016, we had 490 employees
dedicated to data center operations, global customer support and onboarding services as compared to 461 employees as of September 30, 2015.
Cost of revenue increased $4.6 million, or 17%, in the nine months ended September 30, 2016 compared to the nine months ended September 30,
2015. The increase in cost of revenue was primarily attributable to a $3.4 million increase in personnel-related expenses and a $1.2 million increase in
infrastructure costs due to an increase in headcount to support the growing number of subscribers.
The increase in gross margin, or gross profit as a percentage of revenue, during the three and nine months ended September 30, 2016 compared to the
three and nine months ended September 30, 2015 was primarily driven by growth in the number of subscribers and average revenue per subscriber, combined
with our leveraging of our existing infrastructure to support the growth.
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Operating Expenses
Sales and Marketing
Three Months Ended
September 30,
2016

Nine Months Ended
September 30,

Change

2015

$

%

2016

Change

2015

$

%

(dollars in thousands)

Sales and marketing

$

14,599

$

12,389

$

2,210

18% $

41,534

$

33,926

$

7,608

22%

Sales and marketing expense increased $2.2 million, or 18%, in the three months ended September 30, 2016 compared to the three months ended
September 30, 2015. The increase in sales and marketing expense was primarily attributable to a $1.2 million increase in personnel-related expenses due to
an increase in headcount and an expansion of our sales efforts to increase both the number of subscribers and average revenue per subscriber. The increase in
sales and marketing expense was also attributable to a $0.7 million increase in promotional spending and a $0.3 million increase in miscellaneous sales and
marketing expenses.
Sales and marketing expense increased $7.6 million, or 22%, in the nine months ended September 30, 2016 compared to the nine months ended
September 30, 2015. The increase in sales and marketing expense was primarily attributable to a $4.0 million increase in personnel-related expenses due to
an increase in headcount and an expansion of our sales efforts to increase both the number of subscribers and average revenue per subscriber. The increase in
sales and marketing expense was also attributable to a $2.8 million increase in promotional spending and a $0.8 million increase in miscellaneous sales and
marketing expenses.
As of September 30, 2016, we had 500 employees dedicated to sales and marketing as compared to 434 employees as of September 30, 2015.
Research and Development
Three Months Ended
September 30,
2016

Nine Months Ended
September 30,

Change

2015

$

%

2016

Change

2015

$

%

(dollars in thousands)

Research and development

$

7,747

$

6,012

$

1,735

29% $

22,758

$

16,213

$

6,545

40%

Research and development expense increased $1.7 million, or 29%, in the three months ended September 30, 2016 compared to the three months
ended September 30, 2015. The increase in research and development expense was primarily attributable to a $1.5 million increase in personnel-related
expenses. The increase in research and development expense was also attributable to a $0.2 million increase in outsourced development costs and
miscellaneous expenses.
Research and development expense increased $6.5 million, or 40%, in the nine months ended September 30, 2016 compared to the nine months ended
September 30, 2015. The increase in research and development expense was primarily attributable to a $5.7 million increase in personnel-related expenses.
The increase in research and development expense was also attributable to a $0.8 million increase in outsourced development costs and miscellaneous
expenses.
As of September 30, 2016, we had 219 employees dedicated to research and development as compared to 218 employees as of September 30, 2015.
General and Administrative
Three Months Ended
September 30,
2016

Nine Months Ended
September 30,

Change

2015

$

%

2016

Change

2015

$

%

(dollars in thousands)

General and Administrative

$

7,346

$

7,256

$

90

1% $

22,550

$

21,298

$

1,252

6%

General and administrative expense increased $0.1 million, or 1%, in the three months ended September 30, 2016 compared to the three months ended
September 30, 2015, due to an increase in personnel-related expenses.
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General and administrative expense increased $1.3 million, or 6%, in the nine months ended September 30, 2016 compared to the nine months ended
September 30, 2015. The increase in general and administrative expense was primarily attributable to a $2.0 million increase in personnel-related expenses
and corporate overhead costs incurred to support our growth, partially offset by a $0.7 million decrease in outsourced legal and professional fees.
As of September 30, 2016, we had 135 employees dedicated to general and administrative as compared to 122 employees as of September 30, 2015.
Other Expense, net, and Income Taxes Expense
Three Months Ended
September 30,
2016

Nine Months Ended
September 30,

Change

2015

$

%

2016

Change

2015

$

%

(dollars in thousands)

Change in fair value of preferred
stock warrant
Interest expense, net
Other expense, net
Provision for income taxes

$

—
(261)
(90)
(142)

$

—
(335)
(20)
(101)

$

—
74
(70)
(41)

—% $
(22)%
350 %
41 %

—
(865)
(226)
(279)

$

(25)
(612)
(112)
(169)

$

25
(253)
(114)
(110)

(100)%
41 %
102 %
65 %

The increase in interest expense during the nine months ended September 30, 2016 compared to the nine months ended September 30, 2015 was
primarily due to interest on the financing obligation associated with the build-to-suit lease arrangement. For additional information, see Note 7 –
“Commitments and Contingencies” contained in the “Notes to Condensed Consolidated Financial Statements” in Item 1 of Part I of this Quarterly Report on
Form 10-Q.
Liquidity and Capital Resources
Prior to our IPO, we financed our operations and capital expenditures primarily through proceeds from the private sales of preferred stock, including
proceeds from the sale of $74.7 million of our Series F and G redeemable convertible preferred stock in the three year period ended December 31, 2014. In
June 2015, we completed our IPO in which we issued and sold 7,150,000 shares of our Class A common stock at a public offering price of $14.00 per share,
resulting in aggregate proceeds of approximately $93.1 million, net of underwriters’ discounts and commissions but before deducting offering expenses of
approximately $4.0 million. As of September 30, 2016 and December 31, 2015, we had cash and cash equivalents of $86.3 million and $93.4 million,
respectively. Cash and cash equivalents consist of cash on deposit and money market funds.
In January 2015, we entered into a loan agreement with Silicon Valley Bank for a secured revolving credit facility that allows us to borrow up to $20
million for working capital and general business requirements. Borrowings under our loan agreement are available based on a percentage of our monthly
recurring revenue for the previous three months. Amounts outstanding under the credit facility will bear interest at the greater of the prime rate (3.50% as of
December 31, 2015) plus 0.5%, or 3.25% with accrued interest payable on a monthly basis and outstanding and unpaid principal due upon maturity of the
credit facility in January 2018. There are no prepayment penalties if we repay principal and interest prior to maturity. The credit facility is secured by
substantially all of our corporate assets. We also granted and pledged a security interest to the lender in all rights, title, and interest in our intellectual
property. We are also subject to certain reporting and financial performance covenants, which require us to meet certain revenue targets. We did not draw
down any amounts under the loan agreement during the three months ended September 30, 2016.
We believe that our existing cash and cash equivalents balance will be sufficient to meet our working capital requirements for at least the next 12
months. However, our liquidity assumptions may prove to be incorrect, and we could utilize our available financial resources sooner than we currently
expect. Our future capital requirements and the adequacy of available funds will depend on many factors, including our growth rate, the timing and extent of
spending to support development efforts, the expansion of sales and marketing activities, and those factors set forth in Part II, Section 1A, “Risk Factors,” of
this Quarterly Report on Form 10-Q. We cannot assure you that we will be able to raise additional capital on acceptable terms or at all. In addition, if we fail
to meet our operating plan during the next 12 months, our liquidity and ability to operate our business could be adversely affected.
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The following table summarizes our cash and cash equivalents and our cash flows as of and for the periods presented:
As of September 30,
2016

Cash and cash equivalents

$

86,288

2015

$

100,110

Nine Months Ended September 30,
2016

Cash used in operating activities

(4,124)
(10,604)
7,604

Cash used in investing activities
Cash provided by financing activities

2015

(13,869)
(10,201)
89,681

Operating Activities
During the nine months ended September 30, 2016, operating activities used $4.1 million, primarily as a result of our net loss of $19.0 million,
partially offset by $13.1 million of non-cash charges and $1.8 million provided by the net change in operating assets and liabilities. The non-cash charges
primarily consisted of $6.6 million of stock-based compensation expense and $5.7 million of depreciation and amortization expense. The net change in
operating assets and liabilities was primarily a result of a $2.6 million increase in accounts payable, accrued expenses, and other liabilities and a $2.0 million
increase in deferred revenue, which were partially offset by a $2.2 million increase in accounts receivable and a $0.6 million increase in prepaid expenses and
other current assets. The increase in accounts payable, accrued expenses, and other liabilities was due to the increase in headcount and the timing of
payments to our vendors and employees.
During the nine months ended September 30, 2015, operating activities used $13.9 million, primarily as a result of our net loss of $26.3 million, offset
by $10.3 million of non-cash charges, primarily consisting of $4.7 million of depreciation and amortization expense and $5.3 million of stock-based
compensation expense, and a $2.2 million net change in our operating assets and liabilities. The change in our net operating assets and liabilities were
primarily a result of a $3.5 million increase in accounts payable, accrued expenses, and other current liabilities due to the increase in headcount and the
timing of payments to our vendors and contributions from our employees under our employee stock purchase plan, in addition to a $1.8 million increase in
deferred revenue. These were partially offset by a $3.5 million increase in accounts receivable resulting primarily from higher payments receivable.
Investing Activities
During the nine months ended September 30, 2016, investing activities used $10.6 million as a result of purchases of property and equipment of $6.5
million and cash paid to acquire a business of $4.1 million.
During the nine months ended September 30, 2015, investing activities used $10.2 million, primarily as a result of purchases of property and
equipment of $8.0 million and cash paid to acquire a business of $3.0 million.
Financing Activities
During the nine months ended September 30, 2016, net cash provided by financing activities was $7.6 million, consisting primarily of the exercise of
equity awards of $3.0 million and proceeds from our employee stock purchase plan of $4.9 million, which was partially offset by $0.3 million in repayments
on financing and capital lease obligations.
During the nine months ended September 30, 2015, net cash provided by financing activities was $89.7 million, consisting of $93.1 million in
proceeds from our initial public offering, partially offset by $3.3 million in payments of deferred offering costs.
Contractual Obligations and Commitments
Our principal commitments consist of obligations under non-cancelable leases for our office space in San Luis Obispo, California and unconditional
purchase commitments for software subscriptions and communication services. For additional information, see Note 7 – “Commitments and Contingencies”
contained in the “Notes to Condensed Consolidated Financial Statements” in Item 1 of Part I of this Quarterly Report on Form 10-Q.
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Off Balance Sheet Arrangements
As of September 30, 2016, we did not have any relationships with unconsolidated entities or financial partnerships, such as structured finance or
special purpose entities that were established for the purpose of facilitating off-balance sheet arrangements or other purposes.
Segment Information
We have one primary business activity and operate in one reportable segment.
Critical Accounting Policies and Estimates
Our consolidated financial statements have been prepared in accordance with GAAP. The preparation of these consolidated financial statements
requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, expenses, and related disclosures. We base our
estimates on historical experience and on various other assumptions that we believe are reasonable under the circumstances. We evaluate our estimates and
assumptions on an ongoing basis. Actual results may differ from these estimates. To the extent that there are material differences between these estimates and
our actual results, our future financial statements will be affected.
There have been no significant changes in our critical accounting policies and estimates during the nine months ended September 30, 2016 as
compared to the critical accounting policies and estimates described in our Annual Report on Form 10-K which was filed with the SEC on March 4, 2016.
Recently Issued and Adopted Accounting Pronouncements
For a discussion of new accounting pronouncements, refer to Note 1 – “Summary of Business and Significant Accounting Policies” contained in the
“Notes to Condensed Consolidated Financial Statements” in Item 1 of Part I of this Quarterly Report on Form 10-Q.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Foreign Currency Exchange Risk
We have foreign currency risks related to our revenue and expenses denominated in currencies other than the U.S. Dollar, principally the British
Pounds Sterling, the Euro and Australian Dollar, which are subject to fluctuations due to changes in foreign currency exchange rates. Additionally,
fluctuations in foreign currency exchange rates may cause us to recognize transaction gains and losses in our statements of operations. To date, foreign
currency transaction gains and losses have not been material to our financial statements, and we have not engaged in foreign currency hedging transactions.
As our international operations grow, we will continue to reassess our approach to managing the risks relating to fluctuations in currency rates.
Interest Rate Risk
Our cash and cash equivalents consist of cash on deposit and money market accounts. The primary objective of our investment activities is to preserve
principal while maximizing income without significantly increasing risk. Because our cash equivalents have a short maturity, our portfolio’s fair value is
relatively insensitive to interest rate changes. We do not believe that an increase or decrease in interest rates of 100 basis points would have a material effect
on our operating results or financial condition. In future periods, we will continue to evaluate our investment policy in order to ensure that we continue to
meet our overall objectives.
Item 4. Controls and Procedures
Limitations on Effectiveness of Controls
In designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving their objectives and management necessarily applies its judgment in evaluating
the cost-benefit relationship of possible controls and procedures.
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Evaluation of Disclosure Controls and Procedures
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 the end of the period covered by this Quarterly Report on Form 10-Q. 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, or the Exchange Act, means controls and other
procedures of a company 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 SEC’s rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures 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 accumulated and communicated to the company’s management, including its principal executive and principal
financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure. Based on such evaluation,
our Chief Executive Officer and Chief Financial Officer concluded that, as of the end of the period covered by this Quarterly Report on Form 10-Q, our
disclosure controls and procedures are designed at a reasonable assurance level and are effective to provide reasonable assurance that information we are
required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods
specified in SEC rules and forms, and that such information is accumulated and communicated to our management, including our Chief Executive Officer
and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.
Changes in Internal Control over Financial Reporting
There was no change in our internal control over financial reporting identified in connection with the evaluation required by Rule 13a-15(d) and 15d15(d) of the Exchange Act that occurred during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely
to materially affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings
From time to time we may become involved in legal proceedings or be subject to claims arising in the ordinary course of our business. We are not
presently a party to any legal proceedings that in the opinion of our management, if determined unfavorably to us, would have a material adverse effect on
our business, financial condition, operating results or cash flows. Regardless of the outcome, litigation can, among other things, be time consuming and
expensive to resolve, and divert management resources.
Item 1A. Risk Factors
Investing in our Class A common stock involves a high degree of risk. You should carefully consider the following risks, together with all of the other
information contained in this Quarterly Report on Form 10-Q, including our financial statements and related notes, before making a decision to invest in
our Class A common stock. Any of the following risks could have a material adverse effect on our business, operating results, and financial condition and
could cause the trading price of our Class A common stock to decline, which would cause you to lose all or part of your investment.
Risks Related to Our Business
We have a history of losses, and we may not achieve or maintain profitability in the future. In addition, our revenue growth rate may not sustain the levels
experienced in recent years.
We have incurred a net loss in each year since our inception, including a net loss of $36.1 million, $24.6 million and $16.2 million in the years ended
December 31, 2015, 2014 and 2013, respectively, and $ 19.0 million and $26.3 million in the nine months ended September 30, 2016 and 2015,
respectively. For the years ended December 31, 2015, 2014 and 2013, our revenue was $101.4 million, $70.0 million and $48.7 million, respectively,
representing a 45% and 44% growth rate, respectively. For the nine months ended September 30, 2016 and 2015, our revenue was $100.8 million and $73.1
million, respectively, representing a 38% growth rate. We may not achieve similar revenue growth rates in future periods.
While our aim is to achieve profitability, we have expended and expect to continue to expend financial and other resources on, among other things:
•

continuing the development of our platform, including investments in our research and development team, the development or acquisition
of new products, features and functionality, and improvements to the scalability, availability and security of our platform;

•

expenses related to international expansion in an effort to increase our subscriber base;

•

improving our technology infrastructure and hiring additional employees for our sales, operations and customer support teams;

•

strategic acquisitions;

•

sales and marketing expenses, including personnel costs and promotional spending; and

•

general and administrative expenses, including IT-related costs, legal, accounting and other expenses related to being a public company.

If we expend more resources on growing our business than currently anticipated or if we encounter unforeseen operating expenses, difficulties,
complications, and other unknown factors, we may not be able to achieve or sustain profitability.
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We derive, and expect to continue to derive, a majority of our revenue and cash flows from our integrated cloud-based business management software and
payments platform for the wellness services industry. If we fail to adapt this platform to changing market dynamics and subscriber preferences or to
achieve increased market acceptance of our platform, our business, results of operations, financial condition and growth prospects would be adversely
affected.
We derive, and expect to continue to derive, a majority of our revenue and cash flows from our integrated cloud-based business management software
and payments platform for the wellness services industry. As such, market acceptance of this platform is critical to our success. Demand for our platform is
affected by a number of factors, many of which are beyond our control, such as the timing of development and release of new products, features and
functionality by our competitors, technological change and growth or contraction in our addressable market. If we are unable to meet the demands of our
subscribers for products and services that meet their business needs and are easy to use and deploy, our ability to achieve widespread market acceptance of
our platform will be undermined, and our business, results of operations, financial condition and growth prospects will be adversely affected.
Our business depends substantially on our subscribers renewing their subscriptions to our platform. Any decline in the rate at which subscribers renew
their subscriptions would harm our future operating results.
The vast majority of our subscription revenue is derived from subscriptions to our platform that have monthly terms. For us to maintain or improve our
operating results, it is important that our subscribers renew their subscriptions each month. Our retention rate may decline or fluctuate as a result of a number
of factors, including our subscribers’ satisfaction with our platform, our customer support, our pricing and pricing tiers, the prices of competing software
systems, system uptime, network performance, data breaches, mergers and acquisitions affecting our subscriber base, the effects of global economic
conditions and reductions in our subscribers’ spending levels. If our subscribers do not renew their subscriptions or renew but shift to lower tier software
subscriptions, our revenue may decline and we may not realize improved operating results from our subscriber base.
If we are not able to enhance our platform to achieve market acceptance and keep pace with technological developments, our business would be harmed.
Our ability to attract new subscribers and increase revenue from existing subscribers depends in large part on our ability to enhance and improve our
existing platform and to introduce new products and services, including products and services designed for a mobile user environment. To grow our
business, we must develop products and services that reflect the changing nature of business management software and expand beyond our core scheduling
and point-of-sale functionality to other areas of managing relationships with our subscribers, as well as their relationships with consumers. For example, in
2013, we expanded our platform to include MINDBODY Connect (now the MINDBODY app), and in 2015, we introduced MINDBODY Workplace and the
MINDBODY Marketing Platform (now the MINDBODY Network), and began providing automated marketing functionality with our higher-priced
subscriptions. The success of these and any other enhancements to our platform depends on several factors, including timely completion, adequate quality
testing and sufficient demand. Any new product or service that we develop may not be introduced in a timely or cost-effective manner, may contain defects
or may not achieve the market acceptance necessary to generate sufficient revenue. If we are unable to successfully develop new products or services,
enhance our existing platform to meet subscriber requirements or otherwise gain market acceptance, our business and operating results will be harmed.
In addition, because our platform is available over the Internet, we need to continuously modify and enhance our platform to keep pace with changes
in Internet-related hardware, software, communications and database technologies and standards. If we are unable to respond in a timely and cost-effective
manner to these rapid technological developments and changes in standards, our platform may become less marketable, less competitive, or obsolete, and our
operating results will be harmed. If new technologies emerge that are able to deliver competitive products and applications at lower prices, more efficiently,
more conveniently or more securely, such technologies could adversely impact our ability to compete. Our platform must also integrate with a variety of
network, hardware, mobile, and software platforms and technologies, and we need to continuously modify and enhance our products and services to adapt to
changes and innovation in these technologies. Any failure of our platform to operate effectively with future infrastructure platforms and technologies could
reduce the demand for our platform. If we are unable to respond to these changes in a cost-effective manner, our platform may become less marketable, less
competitive or obsolete, and our operating results may be adversely affected.
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If our network or computer systems are breached or unauthorized access to subscriber or consumer data is otherwise obtained, our platform may be
perceived as insecure, we may lose existing subscribers or fail to attract new subscribers, and we may incur significant liabilities.
Use of our platform involves the storage, transmission and processing of our subscribers’ proprietary data, including personal or identifying
information regarding their consumers or employees. Unauthorized access to or security breaches of our platform could result in the loss of data, loss of
intellectual property or trade secrets, loss of business, reputational damage, regulatory investigations and orders, litigation, indemnity obligations, damages
for contract breach, penalties for violation of applicable laws, regulations, or contractual obligations, and significant costs, fees and other monetary payments
for remediation. For example, if our platform is breached in a way that constitutes a violation of the Health Insurance Portability and Accountability Act of
1996, as amended, or, HIPAA, we could face costs for remediation, criminal penalties, and/or monetary penalties up to $1.5 million per year for violations of
an identical provision of the law.
If any unauthorized access to our systems or data or any other security breach occurs, or is believed to have occurred, our reputation and brand could
be damaged, we could be required to expend significant capital and other resources to alleviate problems caused by such actual or perceived breaches and
remediate our systems, we could be exposed to a risk of loss, litigation or regulatory action and possible liability, and our ability to operate our business may
be impaired. If subscribers believe that our platform does not provide adequate security for the storage of personal or other sensitive information or its
transmission over the Internet, our business will be harmed. Subscribers’ concerns about security, privacy, or data protection may deter them from using our
platform for activities that involve personal or other sensitive information. Additionally, actual, potential or anticipated attacks may cause us to incur
increasing costs, including costs to deploy additional personnel and protection technologies, train employees and engage third-party experts and
consultants. Our errors and omissions insurance policies covering certain security and privacy damages and claim expenses may not be sufficient to
compensate for all potential liability. Although we maintain cyber liability insurance, we cannot be certain that our coverage will be adequate for liabilities
actually incurred or that insurance will continue to be available to us on economically reasonable terms, or at all.
Because the techniques used to obtain unauthorized access or to sabotage systems change frequently and generally are not identified until they are
launched against a target, we may be unable to anticipate these techniques or to implement adequate preventative measures. We may also experience
security breaches that may remain undetected for extended periods of time.
Because data security is a critical competitive factor in our industry, we make statements in our privacy policies and terms of service, through our
certifications to privacy standards, and in our marketing materials, describing the security of our platform, including descriptions of certain security measures
we employ. Should any of these statements be untrue, become untrue, or be perceived to be untrue, even if through circumstances beyond our reasonable
control, we may face claims, including claims of unfair or deceptive trade practices, brought by the U.S. Federal Trade Commission, state, local or foreign
regulators or private litigants.
Our payments platform is a core element of our business, and any failure to grow and develop our payment processing activities, or to anticipate changes
in consumer behavior, could materially and adversely affect our business and financial results.
Our payments platform is a core element of our business. For the years ended December 31, 2015, 2014 and 2013, our payments platform generated
37%, 37% and 35% of our total revenue, respectively. For the nine months ended September 30, 2016 and 2015, our payments platform generated 38% and
37% of our total revenue, respectively. Our future success depends in large part on the continued growth and development of our payment processing
activities. If such activities are limited, restricted, curtailed or degraded in any way, or if we fail to continue to grow and develop such activities, our business
may be materially and adversely affected.
The continued growth and development of our payment processing activities will depend on our ability to anticipate and adapt to changes in
consumer behavior. For example, consumer behavior may change regarding the use of credit card transactions, including the relative increased use of cash,
crypto-currencies, other emerging or alternative payment methods and credit card systems that we or our processing partners do not adequately support or
that do not provide adequate commissions to Independent Sales Organizations such as us. Any failure to timely integrate emerging payment methods (e.g.,
Apple Pay or Bitcoin) into our software, anticipate consumer behavior changes, or contract with processing partners that support such emerging payment
technologies could cause us to lose traction among our subscribers, resulting in a corresponding loss of revenue, in the event such methods become popular
among their consumers.
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Our payment processing platform is subject to U.S. and international rules and regulations, many of which are still developing. If we fail to comply with
such rules and regulations or if new laws, rules or practices applicable to payment systems restrict our ability to collect fees from our payment processing
platform, our financial results could be materially and adversely effected.
Payments processing is subject to extensive regulation in the United States and other countries where we operate, and presents a wide range of
risks. We may encounter increased regulatory scrutiny and new regulatory compliance requirements brought about by evolving laws, rules and
regulations. Our payment processing activities are subject to price controls within the United States and other countries, and may be subject to an increase of
price controls, including controls limiting the amount we are allowed to charge subscribers for processing credit card and debit card transactions. Certain
countries limit the ability of foreign payment companies like us to conduct processing activities, and restrict the transfer of funds out of such
countries. Changes in the laws, rules or practices applicable to payment systems such as VISA, MasterCard or American Express, including changes resulting
in increased costs that we or our subscribers must pay, may force changes to our payments platform that could adversely affect our business.
If we incur an actual or perceived breach to our payment processing platform, we may incur significant liabilities and our brand and reputation may be
damaged.
We may suffer an attack on our payments platform that results in a breach of consumer cardholder data. We maintain payment information for tens of
millions of consumers on our payments platform, and we are a potential target for hackers and other parties attempting to steal credit card data via cyberattacks or other means. As we increase our consumer base and our brand becomes more widely known and recognized, we may become more of a target for
these malicious third parties. If we experience any actual or perceived data breach as a result of third-party actions, employee negligence or error, or
malfeasance, whether or not resulting in the unauthorized acquisition of or access to cardholder data, we could incur significant liability, our business may
suffer and our brand and reputation may be damaged. We could be required to pay extensive fines and costs related to any such data breach, including costs
incurred to replace credit cards and cardholder information and provide security monitoring services, and we could lose future sales and subscribers, any of
which could harm our business and operating results. Such fines and costs could become due in one or two business days following such breach and exceed
the amount of cash available to us, thereby impacting our ability to operate our business. In addition, a data breach or failure to comply with rules or
regulations of payment systems could also result in the termination of our status as a registered Independent Sales Organization / Merchant Service Provider,
thereby dramatically impairing our ability to continue doing business in the payments industry.
We are subject to risks related to our reliance on third-party processing partners to perform our payment processing services.
We depend on our third-party processing partners to perform payment processing services, which generate almost all of our payments revenue. Our
processing partners may go out of business or otherwise be unable or unwilling to continue providing such services, which could significantly and materially
reduce our payments revenue and disrupt our business. A number of our processing contracts require us to assume liability for any losses our processing
partners may suffer as a result of losses caused by our subscribers, including losses caused by chargebacks and subscriber fraud. We have in the past and may
in the future incur losses caused by chargebacks and subscriber fraud. In the event of a significant loss by our processing partners, we may be required to payout a large amount of cash in one or two business days following such event and, if we do not have sufficient cash on hand, may be deemed in breach of such
contracts. A contractual dispute with our processing partners could adversely impact our revenue. Certain contracts may expire or be terminated, and we may
not be able to replicate the associated revenue through a new processing partner relationship for a considerable period of time. In addition, the failure of any
third-party processing partner to provide accurate and timely reporting could adversely impact our ability to report accurate and timely revenue in
accordance with GAAP.
We expect to initiate new third-party payment relationships or migrate to other third-party payment partners in the future. The initiation of these
relationships and the transition from one relationship to another would require significant time and resources. New third-party payment processing
relationships may not be as effective, efficient or well received by subscribers and their consumers, nor is there any assurance that we will be able to reach an
agreement with such processing partners. Our contracts with such processing partners may be less lucrative. For instance, we may be required to pay more for
payment processing or receive a less favorable revenue arrangement from our payment processing partners. We may also experience the termination of
revenue streams due to such migrations.
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We may undertake to directly perform certain payment processing services and expand the scope of payment processing services we provide, which may
require a significant investment of time and resources, and expand our exposure to potential liabilities.
In the future, we may undertake to directly perform certain payment processing services that we currently depend upon our processing partners to
perform, expand the scope of payment processing services we provide, offer additional payment processing services or otherwise undertake additional
responsibilities and liabilities related to such payment processing services. For example, in the future, we may undertake to act as a registered payment
facilitator or payment service provider of the payment systems, providing merchants with a suite of services, including payment processing and funding and
accepting payments as the merchant of record on behalf of other merchants. Any of these endeavors would require a significant investment of time and
effective management of resources before presenting any potential upside for us, and may dramatically expand the scope of our potential contractual liability
or exposure in the event of a lawsuit. Further, we may fail to effectively execute in performing such an expansion of services.
Because our platform can be used to collect and store personal information, domestic and international privacy and data security concerns could result in
additional costs and liabilities to us or inhibit sales of our platform.
Personal privacy, information security, and data protection are significant issues in the United States, Europe and many other jurisdictions where we
offer our platform. The regulatory framework for privacy, security, and data protection issues worldwide is rapidly evolving and is likely to remain uncertain
for the foreseeable future. The U.S. federal and various state and foreign governments have adopted or proposed limitations on, or requirements regarding,
the collection, distribution, use, security and storage of personally identifiable information and other data relating to individuals, and the Federal Trade
Commission and numerous state attorneys general are applying federal and state consumer protection laws to enforce regulations related to the online
collection, use and dissemination of personally identifiable information and other data. Some of these requirements include obligations on companies to
notify individuals of security breaches involving particular personal information, which could result from breaches experienced by us or our service
providers. Even though we may have contractual protections with our service providers, notifications related to a security breach could impact our
reputation, harm customer confidence, hurt our sales and expansion into new markets or cause us to lose existing customers.
Further, many foreign countries and governmental bodies, including the European Union and Canada, have laws and regulations concerning the
collection and use of personally identifiable information obtained from their residents or by businesses operating within their jurisdiction. These laws and
regulations often are more restrictive than those in the United States. Laws and regulations in these jurisdictions apply broadly to the collection, use, storage,
disclosure and security of data that identifies or may be used to identify or locate an individual, such as names, email addresses and, in some jurisdictions,
Internet Protocol, or IP, addresses. With regard to data transfers of personal data from our European employees and customers to the United States, we have
historically relied on our adherence to the U.S. Department of Commerce’s Safe Harbor Privacy Principles and compliance with the U.S.-EU and U.S.-Swiss
Safe Harbor Frameworks, which established means for legitimizing the transfer of personal data by U.S. companies doing business in Europe from the
European Economic Area to the United States. On October 6, 2015, the European Union Court of Justice invalidated the U.S.-EU Safe Harbor Framework.
Subsequently, the European Union and the United States announced the adoption of a new framework for trans-Atlantic data flows, the EU-U.S. Privacy
Shield, on July 12, 2016. In September 2016, we applied for certification under the EU-U.S. Privacy Shield with the U.S. Department of Commerce and our
application is pending its review. Some uncertainty remains as to whether the EU-U.S. Privacy Shield and other legal mechanisms for the lawful transfer of
data from the European Union to the United States will withstand legal challenges, whether from national regulators or private parties. If our privacy and data
policies and practices, are, or are perceived to be, insufficient or if our customers have concerns regarding the transfer of data from the European Union to the
United States, customer demand for our platform could decline and our business could be negatively impacted.
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We also expect that there will continue to be new proposed laws, regulations and industry standards concerning privacy, data protection and
information security in the United States, the European Union and other jurisdictions, and we cannot yet determine the impact such future laws, regulations
and standards may have on our business. For example, in April 2016, the EU Parliament adopted the General Data Protection Regulation, or GDPR, which,
among other things, imposes more stringent data protection requirements and provides for greater penalties for noncompliance and is expected to take effect
in 2018. Future laws, regulations, standards and other obligations, and changes in the interpretation of existing laws, regulations, standards and other
obligations could impair our or our subscribers’ ability to collect, use or disclose information relating to consumers, which could decrease demand for our
platform, increase our costs and impair our ability to maintain and grow our subscriber base and increase our revenue. New laws (including, among others,
the GDPR), amendments to or re-interpretations of existing laws and regulations, industry standards, contractual obligations and other obligations may
require us to incur additional costs and restrict our business operations. In view of new or modified federal, state or foreign laws and regulations, industry
standards, contractual obligations and other legal obligations, or any changes in their interpretation, we may find it necessary or desirable to fundamentally
change our business activities and practices or to expend significant resources to modify our software or platform and otherwise adapt to these changes. Any
failure or perceived failure by us to comply with federal, state or foreign laws or regulations, industry standards or other legal obligations, or any actual or
suspected security incident, whether or not resulting in unauthorized access to, or acquisition, release or transfer of personally identifiable information or
other data, may result in governmental enforcement actions and prosecutions, private litigation, fines and penalties or adverse publicity and could cause our
subscribers to lose trust in us, which could have an adverse effect on our reputation and business. We may be unable to make such changes and modifications
in a commercially reasonable manner or at all, and our ability to develop new products and features could be limited. Moreover, following a referendum in
June 2016 in which voters in the United Kingdom approved an exit from the European Union, it is expected that the U.K. government will initiate a process
to leave the European Union. The impact of the foregoing on data and privacy regulations in the United Kingdom remains uncertain. Any of these
developments could harm our business, financial condition and results of operations. Furthermore, the costs of compliance with, and other burdens imposed
by, the laws, regulations, and policies that are applicable to the businesses of our subscribers may limit the use and adoption of, and reduce the overall
demand for, our platform. Privacy, information security, and data protection concerns, whether valid or not valid, may inhibit market adoption of our
platform, particularly in certain industries and foreign countries.
We are subject to a number of legal requirements, industry standards and contractual obligations regarding security, data protection, and privacy and any
failure to comply with these requirements, obligations or standards could have an adverse effect on our reputation, business, financial condition and
operating results.
As a service provider to our subscribers, we must comply with a number of data protection, security, privacy and other government- and industryspecific requirements, including those that require companies to notify individuals of data security incidents involving certain types of personal data. For
example, our solutions must conform, in certain circumstances, to requirements set forth in HIPAA, as amended by the Health Information Technology for
Economic and Clinical Health Act, and the regulations promulgated thereunder, which collectively govern the privacy and security of protected health
information. Through the provision of online scheduling services to certain of our clients, we may collect, access, use, maintain and transmit protected health
information in ways that may be subject to certain of these laws and regulations. Any inability to adequately address privacy and security concerns, even if
unfounded, or comply with applicable laws, regulations, policies, industry standards, contractual obligations or other legal obligations could result in
additional cost and liability to us, damage our reputation, inhibit sales and adversely affect our business.
HIPAA applies to covered entities ( e.g., health plans, health care clearinghouses and most health care providers) and to “business associates” of
covered entities, which include individuals and entities that provide services for or on behalf of covered entities pursuant to which the service providers may
access protected health information, as well as subcontractors of business associates who may access such information. We are a subcontractor to certain
business associates of covered entities. Under the current HIPAA regulations promulgated by the U.S. Department of Health and Human Services, if we
experience a breach of patient information, the liability rules for business associates and business associates’ subcontractors could result in substantial
financial and reputational harm to our business.
The Standards for Privacy of Individually Identifiable Health Information, or Privacy Rule, and the Security Standards for the Protection of Electronic
Protected Health Information, or Security Rule, which jointly govern the privacy and security of protected health information, could significantly affect our
business. The Privacy Rule and the Security Rule require the development and implementation of policies, procedures and contracts to assure
compliance. We have implemented certain compliance measures, but we may be required to make additional modifications or to document and implement
additional policies and procedures to comply with evolving HIPAA rules and our subscribers’ business associate agreements with us. We may also be
required to perform periodic audits and refinements as required by HIPAA and our subscribers’ business associate agreements with us.
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Additionally, because we process a significant portion of our payments through debit or credit cards and enable our subscribers to engage in payments
through our service, we are contractually required to maintain Payment Card Industry Data Security Standard, or PCI DSS, compliance as part of our
information security program. We also may find it necessary or desirable to join industry or other self-regulatory bodies or other privacy, security, or data
protection-related organizations that require compliance with their rules pertaining to privacy, information security, and data protection. We also may be
bound by additional, more stringent contractual obligations relating to our collection, use and disclosure of personal, financial and other data. If we cannot
comply with or if we incur a violation of any of these regulations or requirements, we could incur significant liability through fines and penalties imposed by
credit card associations or other organizations, breach of contracts with our payment processors, or our growth could be adversely impacted, either of which
could have an adverse effect on our reputation, business, financial condition and operating results.
The market for business management software is intensely competitive, and if we do not compete effectively, our operating results could be harmed.
The market for business management software for the wellness services industry is fragmented and rapidly evolving, with relatively low barriers to
entry. We face competition from in-house software systems, smaller companies offering alternative SaaS applications and traditional paper-based
methods. Our competitors vary in size and in the breadth and scope of the products and services they offer. In addition, there are a number of companies that
are not currently direct competitors but that could in the future shift their focus to the wellness services industry and offer competing products and
services. Some of these companies, such as Intuit and Square, have or may in the future acquire greater financial and other resources than we do and could
bundle competing products and services with their other offerings or offer such products and services at lower prices as part of a larger sale. There is also a
risk that certain of our current business partners could terminate their relationships with us and use the insights they have gained from partnering with us to
introduce their own competing products. Many of our current and potential competitors have greater name recognition, established marketing relationships,
access to larger customer bases and pre-existing relationships with customers, consultants, system integrators and resellers. Additionally, some potential
subscribers in the wellness services industry, particularly large organizations, have elected, and may in the future elect, to develop their own business
management software. Certain of our competitors have partnered with, or have acquired, and may in the future partner with or acquire, other competitors to
offer services, leveraging their collective competitive positions, which makes, or would make, it more difficult to compete with them.
Our competitors may be able to respond more quickly and effectively than we can to new or changing opportunities, technologies, standards or
customer requirements. With the introduction of new technologies, the evolution of our platform and new market entrants, we expect competition to
intensify in the future. Pricing pressures and increased competition generally could result in reduced sales, reduced margins, increased churn, reduced
subscriber retention, further losses or the failure of our platform to achieve or maintain more widespread market acceptance, any of which could harm our
business. For all of these reasons, we may fail to compete successfully against our current and future competitors, and if such failure occurs, our business will
be harmed.
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Interruptions or performance problems associated with our technology and infrastructure may adversely affect our business and operating results.
Our continued growth depends in part on the ability of our existing and potential subscribers to access our platform at any time and within an
acceptable amount of time. Our platform is proprietary, and we rely on the expertise of members of our engineering, operations and software development
teams for our platform's continued performance. We have experienced, and may in the future experience, disruptions, outages and other performance
problems due to a variety of factors, including infrastructure changes, introductions of new functionality, human or software errors, capacity constraints due
to an overwhelming number of users accessing our platform simultaneously, denial-of-service attacks, or other security related incidents. For example, in
2011, we were subject to a denial-of-service attack that rendered our core software inaccessible for several hours. In addition, from time to time we experience
limited periods of server downtime due to server failure or other technical difficulties. In some instances, we may not be able to identify the cause or causes
of these performance problems within an acceptable period of time. It may become increasingly difficult to maintain and improve our performance,
especially during peak usage times and as our platform becomes more complex and our user traffic increases due to, among other things, a growing number of
subscribers and consumers originating from and demanding service in a greater number of countries. If our platform is unavailable or if our users are unable
to access our platform within a reasonable amount of time, or at all, our business would be adversely affected and our brand could be harmed. In the event of
any of the factors described above, or certain other failures of our infrastructure, subscriber or consumer data may be permanently lost. Moreover, our online
subscription agreement includes a limited warranty that enables subscribers to be eligible for credits if cumulative service levels over a certain period of time
drop below 99.90%. If we experience significant periods of service downtime in the future, we may be subject to claims by our subscribers against these
warranties. To the extent that we do not effectively address capacity constraints, upgrade our systems as needed, and continually develop our technology
and network architecture to accommodate actual and anticipated changes in technology, our business and operating results may be adversely affected.
Real or perceived errors, failures, or bugs in our platform could adversely affect our operating results and growth prospects.
Because our platform is complex, undetected errors, failures, vulnerabilities or bugs may occur, especially when updates are deployed or if there are
issues with our secure access management procedures. Our platform is often used in connection with computing environments with different operating
systems, system management software, equipment and networking configurations, which may cause errors in or failures of our platform or other aspects of the
computing environments. In addition, deployment of our platform into complicated, large-scale computing environments may expose undetected errors,
failures, vulnerabilities or bugs in our platform. Despite testing by us, errors, failures, vulnerabilities or bugs may not be found in our platform until after it is
deployed to our subscribers or their consumers. We have discovered, and expect to discover in the future, software errors, failures, vulnerabilities and bugs in
our platform, and we anticipate that certain of these errors, failures, vulnerabilities and bugs will only be discovered and remediated after deployment to
subscribers. Real or perceived errors, failures or bugs in our platform could result in negative publicity, loss of or delay in market acceptance of our platform,
loss of competitive position or claims by subscribers for losses sustained by them. In such an event, we may be required, or may choose for subscriber
relations or other reasons, to expend additional resources in order to help correct the problem.
Failure to effectively expand our sales capabilities could harm our ability to increase our subscriber base and achieve broader market acceptance of our
platform.
Increasing our subscriber base and achieving broader market acceptance of our platform will depend, to a significant extent, on our ability to
effectively expand our sales and marketing operations and activities, including internationally. We are substantially dependent on our marketing efforts and
on our direct sales force to obtain new subscribers. From September 30, 2015 to September 30, 2016, our sales and marketing organizations increased from
434 to 500 employees. We plan to continue to expand our direct sales force, both domestically and internationally, and to increase the number of our sales
professionals who have experience in selling to larger organizations. We believe that there is significant competition for experienced sales professionals with
the sales skills and technical knowledge that we require, and this competition is particularly acute for us given that our headquarters is located in San Luis
Obispo, a small city with fewer resources than the San Francisco Bay Area, where many companies competing for talent are based. Our ability to achieve
significant revenue growth in the future will depend, in part, on our success in recruiting, training and retaining a sufficient number of experienced sales
professionals. New hires require significant training and time before they achieve full productivity, particularly in new sales segments and territories. Our
recent and planned hires may not become productive as quickly as we expect, and we may be unable to hire or retain sufficient numbers of qualified
individuals in the future in the markets where we do business. We cannot predict whether, or to what extent, our sales will increase as we expand our sales
force or how long it will take for sales personnel to become productive. If our sales expansion efforts do not generate a significant increase in revenue, our
business and future growth prospects could be harmed.
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Even if the market for our platform grows as expected, our ability to achieve long-term revenue growth will primarily depend on our ability to sell
subscriptions to a large number of new small and medium-sized businesses on a consistent basis and in a cost-effective manner, with each sale constituting
only a small portion of our overall revenue.
The market for our platform is highly fragmented. As a result, even if this market grows as expected, our ability to achieve long-term revenue growth
will largely depend on our sales team’s ability to sell subscriptions to a large number of new small and medium-sized businesses on a consistent basis, with
each sale constituting only a small portion of our overall revenue. To achieve this type of subscriber growth in a cost-effective manner, it is crucial that our
platform is easy to use and implement without the need for excessive post-sale customer support. If we are unable to sell a large volume of subscriptions on a
consistent basis, or if we are forced to incur excessive costs to provide post-sale customer support, our business, results of operations, financial condition and
growth prospects will be adversely affected.
Any failure to offer high-quality customer support may adversely affect our relationships with our subscribers and our financial results.
In deploying and using our platform, our subscribers depend on our 24/7 customer support team to resolve complex technical and operational issues,
including ensuring that our platform is implemented in a manner that integrates with a variety of third-party platforms. We may be unable to respond quickly
enough to accommodate short-term increases in subscriber demand for customer support. We also may be unable to modify the nature, scope and delivery of
our customer support to compete with changes in customer support services provided by our competitors. Increased subscriber demand for customer support,
without corresponding revenue, could increase costs and adversely affect our operating results. Our sales are highly dependent on our business reputation
and on positive recommendations from our existing subscribers. Any failure to maintain high-quality customer support, or a market perception that we do
not maintain high-quality customer support, could adversely affect our reputation and brand, our ability to sell our platform to existing and prospective
subscribers, our business, operating results and financial position.
Our quarterly results may fluctuate for various reasons, and if we fail to meet the expectations of analysts or investors, our stock price and the value of your
investment could decline substantially.
Our quarterly financial results may fluctuate as a result of a variety of factors, many of which are outside of our control. If our quarterly financial
results fall below the expectations of investors or any securities analysts who follow our stock, the price of our Class A common stock could decline
substantially. Some of the important factors that may cause our revenue, operating results and cash flows to fluctuate from quarter to quarter include:
•

our ability to attract new subscribers, retain and increase sales to existing subscribers and satisfy our subscribers’ requirements;

•

the volume of transactions processed on our payments platform;

•

the variability of revenues derived from our partners;

•

the number of new employees added;

•

the rate of expansion and productivity of our sales force;

•

the entrance of new competitors in our market, whether by established companies or new companies;

•

changes in our or our competitors’ pricing policies;

•

the amount and timing of operating costs and capital expenditures related to the expansion of our business, including our sales force;

•

new pricing models, products, features or functionalities introduced by our competitors;

•

significant security breaches, technical difficulties or interruptions to our platform and any related impact on our reputation;

•

the timing of payments by subscribers and other payment processing partners and payment defaults by subscribers or other payment
processing partners;

•

litigation, including class action litigation, involving our company, our services or our industry;

•

general economic conditions that may adversely affect either our subscribers’ ability or willingness to purchase additional subscriptions,
delay a prospective subscriber’s purchasing decision, reduce the value of new subscription contracts or affect subscriber retention;

•

changes in the relative and absolute levels of customer support we provide;
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•

changes in foreign currency exchange rates;

•

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

•

the impact of new accounting pronouncements; and

•

the timing of the grant or vesting of equity awards to employees.

Many of these factors are outside of our control, and the occurrence of one or more of them might cause our revenue, operating results and cash flows to
vary widely. As such, we believe that quarter-to-quarter comparisons of our revenue, operating results and cash flows may not be meaningful and should not
be relied upon as an indication of future performance.
We have experienced rapid growth in recent periods. If we fail to manage our growth effectively, we may be unable to execute our business plan, maintain
high levels of service or adequately address competitive challenges.
We have experienced rapid growth in our operations, number of subscribers, and employee headcount in recent periods. In particular, we grew to
1,344 employees as of September 30, 2016 from 1,235 employees as of September 30, 2015, and have also increased the size of our subscriber base to 58,566
from 48,650 over the same period. Moreover, in 2015 and 2016 we opened new sales and customer support offices, and we anticipate that we will continue to
expand our operations and employee headcount in the near term, both domestically and internationally. This growth has placed, and future growth will
place, a significant strain on our management, administrative, operational and financial infrastructure. Our success will depend in part on our ability to
manage this growth effectively. To manage the expected growth of our operations and personnel, we will need to scale our technology infrastructure and
continue to improve our operational, financial and management controls, and our reporting systems and procedures. Failure to effectively manage growth
could result in difficulty or delays in onboarding new subscribers, declines in quality or subscriber satisfaction, increases in costs, difficulties in introducing
new features or other operational difficulties. Any of these difficulties could adversely impact our business performance and operating results.
If we fail to effectively manage our growth in a manner that preserves the key aspects of our corporate culture, our business and operating results could be
harmed.
From September 30, 2015 to September 30, 2016, we increased the size of our workforce by 109 employees, and we expect to continue to increase our
headcount as we expand our operations both in the United States and abroad. We believe that our corporate culture fosters innovation, creativity and
teamwork. However, as our organization grows, we may find it increasingly difficult to maintain the beneficial aspects of such culture, and the failure to do
so could adversely impact our ability to retain and attract the kind of employees necessary for our future success. If we are unable to manage our anticipated
growth and change in a manner that preserves the key aspects of our culture, the quality of our products and services may suffer, which could adversely affect
our brand and reputation and harm our ability to retain and attract subscribers.
We depend on our executive officers and other key employees, and the loss of one or more of these employees or an inability to attract and retain highly
skilled employees could adversely affect our business.
Our success depends largely upon the continued services of our executive officers and other key employees, including our Chairman, President and
Chief Executive Officer, Richard Stollmeyer. We rely on our leadership team in the areas of research and development, operations, security, marketing, sales,
support, general and administrative functions, and on individual contributors in our research and development and operations. From time to time, there may
be changes in our executive management team resulting from the hiring or departure of executives, which could disrupt our business. We do not have
employment agreements with our executive officers or other key personnel that require them to continue to work for us for any specified period, and,
therefore, they could terminate their employment with us at any time. The loss of one or more of our executive officers, especially our chief executive officer,
or other key employees, could have an adverse effect on our business.
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In addition, to execute our growth plan, we must attract and retain highly qualified personnel. Competition for these personnel in the locations where
we maintain offices is intense, especially in the San Luis Obispo area, where our headquarters is located, due in part to the relatively close proximity to the
San Francisco Bay Area. We have from time to time experienced, and we expect to continue to experience, difficulty in hiring and retaining employees with
appropriate qualifications. In some cases, we have recruited employees from the San Francisco Bay Area and other regions with a greater supply of sales and
engineering talent, and in such cases, we have sometimes found it necessary to offer compensation packages that were larger than would have been necessary
if no relocation had been required. Many of the companies with which we compete for experienced personnel have greater resources than we have and are
located in areas in which sales and engineering talent is more readily available. Moreover, job candidates and existing employees often consider the value of
the equity awards they receive in connection with their employment. If the perceived value of our equity awards declines, our ability to recruit and retain
highly skilled employees may be adversely impacted. If we hire employees from competitors or other companies, their former employers may attempt to
assert that these employees have breached their legal obligations, resulting in a diversion of our time and resources. If we fail to attract new personnel or fail
to retain and motivate our current personnel, our business and future growth prospects could be adversely affected.
If our current or future subscription or pricing models are not acceptable to our customers, our operating results will be harmed.
In January 2015, we introduced changes to our pricing model for new subscribers by offering a new tiered pricing model based on software
functionality. We have subsequently made changes to our pricing within our tiered pricing model, and in the future we expect to make changes to our
pricing and our pricing model from time to time. As the market for our platform matures, or as competitors introduce new products, services, or pricing
models that compete with our offerings and pricing, we may be unable to attract new subscribers at the same price or based on the same pricing models that
we have used historically. Moreover, we have limited experience selling subscriptions to larger organizations, which may demand substantial price
concessions. As a result, in the future, we may be required to reduce our prices or customers may migrate to lower tier offerings, which could adversely affect
our revenue, gross margin, profitability, financial position and cash flow.
If we are not able to maintain and enhance our brand, then our business, operating results, and financial condition may be adversely affected.
We believe that maintaining and enhancing our reputation as a differentiated and category-defining business management software company serving
the wellness services industry is critical to our relationship with our existing subscribers and to our ability to attract new subscribers. The successful
promotion of our brand attributes will depend on a number of factors, including our marketing efforts, our ability to continue to develop high-quality
software, and our ability to successfully differentiate our platform from competitive products and services.
The promotion of our brand requires us to make substantial expenditures, and we anticipate that the expenditures will increase as our market becomes
more competitive and as we seek to expand our platform. To the extent that these activities yield increased revenue, this revenue may not offset the increased
expenses we incur. If we do not successfully maintain and enhance our brand, our business may not grow, we may have reduced pricing power relative to
competitors, and we could lose subscribers or fail to attract potential subscribers, all of which would adversely affect our business, results of operations and
financial condition.
Unfavorable conditions in our industry or the global economy or reductions in information technology spending could limit our ability to grow our
business and adversely affect our operating results.
Our operating results may vary based on the impact of changes in our industry or the global economy on us or our subscribers. The revenue growth
and potential profitability of our business depend on demand for business management software generally and for business management software serving the
wellness services industry in particular. Historically, during economic downturns, there have been reductions in spending on information technology as well
as pressure for extended billing terms and other financial concessions. The adverse impact of economic downturns may be particularly acute among small
and medium-sized businesses, which comprise the vast majority of our subscriber base. If economic conditions deteriorate, our current and prospective
subscribers may elect to decrease their information technology budgets, which would limit our ability to grow our business and adversely affect our operating
results.
46

Table of Contents

The market for our integrated cloud-based business management software and payments platform is new and unproven and may not grow.
Our addressable market consists primarily of millions of small and medium-sized businesses in the wellness services industry, including businesses
that offer yoga, Pilates, barre, indoor cycling, personal training, strength conditioning, martial arts and dance exercise, as well as spas, salons, music
instruction studios, dance studios, children’s activity centers and integrative health centers. It is difficult to predict adoption and renewal rates, demand for
our platform, the growth of this market, the entry of competitive products or services or the success of existing competitive products or services. Any
expansion in this market depends on a number of factors, including the cost, performance and perceived value associated with our platform. You should
consider our business and prospects in light of the risks and difficulties we encounter in this new and unproven market.
Our financial results may fluctuate due to increasing variability in our sales cycles due to, among other things, an expansion of the focus of our sales
efforts to include larger organizations.
We plan our expenses based on certain assumptions about the length and variability of our sales cycle. These assumptions are based upon historical
trends for sales cycles and conversion rates associated with our existing subscribers, many of whom to date have been small to medium-sized
organizations. In the future, we may expand the focus of our sales efforts to include larger organizations, which we believe would result in higher costs and
longer and more unpredictable sales cycles. With larger organizations, the decision to subscribe to our platform may require the approval of more technical
personnel and management levels within a potential subscriber’s organization than we have historically encountered, and if so, these types of sales would
require us to invest more time educating these potential subscribers. In addition, larger organizations may demand more features and integration and
customer support services. We have limited experience in developing and managing sales strategies for larger organizations and in successfully onboarding
larger organizations as new subscribers. As a result of these factors, these sales opportunities may not prove to be successful or may require us to devote
greater research and development, sales, customer support and professional services resources to individual subscribers, resulting in increased costs and
reduced profitability, and will likely lengthen our typical sales cycle, which could strain our resources. Moreover, these larger transactions may require us to
delay recognizing the associated revenue we derive from these subscribers until any technical or implementation requirements have been met, and larger
subscribers may demand discounts to the prices they pay for our platform.
Other factors that may influence the length and variability of our sales cycle include:
•

variations in our pricing structure and terms over time;

•

the need to educate prospective subscribers about the uses and benefits of our platform;

•

the discretionary nature of purchasing and budget cycles and decisions;

•

the competitive nature of evaluation and purchasing processes;

•

evolving functionality demands;

•

announcements or planned introductions of new products, features or functionality by us or our competitors; and

•

lengthy purchasing approval processes, particularly among larger organizations.

If we are unsuccessful expanding sales to larger organizations, our business and results of operations could be adversely affected. In addition, if we are
unable to close one or more expected significant transactions with subscribers in a particular period, or if one or more expected transactions are delayed until
a subsequent period, our operating results for that period, and for any future periods in which revenue from such transactions would otherwise have been
recognized, may be adversely affected.
Our future performance depends in part on support from our partner ecosystem.
We depend on our partner ecosystem to create apps that will integrate with our platform. This presents certain risks to our business, including:
•

these apps may not meet the same quality standards that we apply to our own development efforts (including, among other things, data and
privacy protections), and to the extent they contain bugs or defects, they may create disruptions in our subscribers’ use of our platform or
adversely affect our brand;

•

we do not currently provide substantive support for software apps developed by our partner ecosystem, and users may be left without
adequate support and potentially cease using our platform if our partners do not provide adequate support for these apps;

•

our partners may not possess the appropriate intellectual property rights to develop and share their apps;
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•

our relationship with our partners may change, which could adversely affect our revenue and our results of operations;

•

our revenues from technology and API partners have grown rapidly and, if our relationship with partners who contribute or have
contributed more significantly to this growth or demand for products or services of these partners changes, this could adversely affect our
revenue and results of operations;

•

some of our partners may use the insight they gain from integrating with our software and from information publicly available to develop
competing products or product features; and

•

our partners may establish relationships with, or functionality to offer to, our subscribers that diminish or eliminate the need or desire for
our API platform.

The number of actual consumers using our platform may be lower than the number we have estimated.
We estimate that approximately 35 million active consumers used our platform during the two years ended September 30, 2016. While we do not
directly monetize consumers of our subscribers’ services, we believe that growth in the number of active consumers on our platform also contributes to our
subscriber growth. In calculating this number, we have attempted to avoid duplicative counting of consumers by identifying consumers who may have used
our platform through different subscribers. However, in certain cases, a single consumer may have transacted with multiple subscribers under slightly
different names, in which case there is a chance that we have counted the same consumer more than once. Given the challenges inherent in identifying
whether a single consumer has engaged in transactions on our platform under different names, we do not have a reliable way of identifying the precise
number of consumers using our platform. If the number of actual consumers is materially lower than our expectations, our business may not grow as fast as we
expect, which could harm our operating and financial results and cause our stock price to decline.
Our international sales and operations subject us to additional risks that can adversely affect our business, operating results and financial condition.
In the nine months ended September 30, 2016 and 2015, we derived 17% and 16%, respectively, of our revenue from subscribers located outside of the
United States. We are continuing to expand our international operations as part of our growth strategy. We currently have sales personnel and sales and
customer support operations in the United States, the United Kingdom and Australia. Our sales organization outside the United States is substantially smaller
than our sales organization in the United States. We believe our ability to convince new subscribers to subscribe to our platform or to convince existing
subscribers to renew or expand their use of our platform is directly correlated to the level of engagement we obtain with the subscriber. To the extent we are
unable to effectively engage with non-U.S. subscribers due to our limited sales force capacity, we may be unable to effectively grow in international markets.
Our international operations subject us to a variety of additional risks and challenges, including:
•

increased management, travel, infrastructure and legal compliance costs associated with having multiple international operations;

•

compliance with foreign privacy, information security, and data protection laws and regulations and the risks and costs of non-compliance;

•

longer payment cycles and difficulties in enforcing contracts, collecting accounts receivable or satisfying revenue recognition criteria,
especially in emerging markets;

•

increased financial accounting and reporting burdens and complexities;

•

uncertainty regarding the expected departure of the United Kingdom from the European Union;

•

requirements or preferences for domestic products;

•

differing technical standards, existing or future regulatory and certification requirements and required features and functionality;

•

economic conditions in each country or region and general economic uncertainty around the world;

•

compliance with laws and regulations for foreign operations, including anti-bribery laws (such as the U.S. Foreign Corrupt Practices Act of
1977, as amended, or the FCPA, the U.S. Travel Act, and the U.K. Bribery Act 2010), import and export control laws, tariffs, trade barriers,
economic sanctions and other regulatory or contractual limitations on our ability to sell our platform in certain foreign markets, and the
risks and costs of non-compliance;
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•

heightened risks of unfair or corrupt business practices in certain geographies and of improper or fraudulent sales arrangements that may
impact our financial results and result in restatements of our consolidated financial statements;

•

fluctuations in currency exchange rates and related effect on our operating results;

•

difficulties in repatriating or transferring funds from or converting currencies in certain countries;

•

communication and integration problems related to entering new markets with different languages, cultures and political systems;

•

differing labor standards, including restrictions related to, and the increased cost of, terminating employees in some countries;

•

the need for localized software and licensing programs;

•

the need for localized language support;

•

reduced protection for intellectual property rights in some countries and practical difficulties of enforcing rights abroad; and

•

compliance with the laws of numerous foreign taxing jurisdictions, including withholding obligations, and overlapping of different tax
regimes.

Any of these risks could adversely affect our international operations, reduce our international revenue or increase our operating costs, adversely
affecting our business, operating results, financial condition and growth prospects.
Compliance with laws and regulations applicable to our international operations substantially increases our cost of doing business in foreign
jurisdictions. We may be unable to keep current with changes in government requirements as they change from time to time. Failure to comply with these
regulations could have adverse effects on our business. In many foreign countries, it is common for others to engage in business practices that are prohibited
by our internal policies and procedures or U.S. or other regulations applicable to us. Although we have implemented policies and procedures designed to
ensure compliance with these laws and policies, there can be no assurance that all of our employees, contractors, partners and agents will comply with these
laws and policies. Violations of laws or key control policies by our employees, contractors, partners, or agents could result in delays in revenue recognition,
financial reporting misstatements, enforcement actions, disgorgement of profits, fines, civil and criminal penalties, damages, injunctions, other collateral
consequences, or the prohibition of the importation or exportation of our platform and services and could adversely affect our business and results of
operations.
We are subject to anti-corruption and anti-money laundering laws with respect to our operations and non-compliance with such laws can subject us to
criminal and/or civil liability and harm our business.
We are subject to the FCPA, the U.S. domestic bribery statute contained in 18 U.S.C. § 201, the U.S. Travel Act, the USA PATRIOT Act, the U.K.
Bribery Act 2010 and Proceeds of Crime Act 2002, and possibly other anti-bribery and anti-money laundering laws in countries in which we conduct
activities. Anti-corruption laws are interpreted broadly and prohibit companies and their employees and third-party intermediaries from authorizing, offering,
or providing, directly or indirectly, improper payments or benefits to recipients in the public or private sector. We use third-party representatives to sell our
products and services abroad. In addition, as we increase our international sales and business, we may engage with additional business partners and thirdparty intermediaries to sell our products and services abroad and to obtain necessary permits, licenses, and other regulatory approvals. We or our third-party
intermediaries may have direct or indirect interactions with officials and employees of government agencies or state-owned or affiliated entities. We can be
held liable for the corrupt or other illegal activities of these third-party intermediaries, our employees, representatives, contractors, partners, and agents, even
if we do not explicitly authorize such activities.
Noncompliance with anti-corruption and anti-money laundering laws could subject us to whistleblower complaints, investigations, sanctions,
settlements, prosecution, other enforcement actions, disgorgement of profits, significant fines, damages, other civil and criminal penalties or injunctions,
suspension and/or debarment from contracting with certain persons, the loss of export privileges, reputational harm, adverse media coverage, and other
collateral consequences. If any subpoenas or investigations are launched, or governmental or other sanctions are imposed, or if we do not prevail in any
possible civil or criminal litigation, our business, results of operations and financial condition could be materially harmed. In addition, responding to any
action will likely result in a materially significant diversion of management’s attention and resources and significant defense costs and other professional
fees. Enforcement actions and sanctions could further harm our business, results of operations and financial condition.
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Certain of our operating results and financial metrics may be difficult to predict as a result of seasonality.
We believe there are significant seasonal factors that may cause us to record higher revenue in some quarters compared with others. We believe this
variability is largely due to our focus on the wellness services industry, as many of our subscribers experience an increase in demand for their services in the
first quarter of each year due to their consumers becoming more motivated to pursue health and fitness goals in the new year. Our rapid growth rate over the
last couple years may have made seasonal fluctuations more difficult to detect. If our rate of growth slows over time, seasonal or cyclical variations in our
operations may become more pronounced, and our business, results of operations and financial position may be adversely affected.
Our business and growth depend in part on the success of our strategic relationships with third parties, including API platform partners, technology
partners, and payments partners.
We depend on, and anticipate that we will continue to depend on, various third-party relationships in order to sustain and grow our business. We are
highly dependent upon partners for certain critical features and functionality of our platform, including data centers and third-party payment processors
supporting our payments platform. Failure of these or any other technology provider to maintain, support or secure its technology platforms in general, and
our integrations in particular, or errors or defects in its technology, could materially and adversely impact our relationship with our subscribers, damage our
reputation and brand, and harm our business and operating results. Any loss of the right to use any of this hardware or software could result in delays or
difficulties in our ability to provide our platform until equivalent technology is either developed by us or, if available, identified, obtained and integrated.
Identifying, negotiating and documenting relationships with strategic third parties such as API platform partners, payments partners and technology
partners requires significant time and resources. In addition, integrating third-party technology is complex, costly and time-consuming. Our agreements with
partners are typically limited in duration, non-exclusive and do not prohibit them from working with our competitors or from offering competing
services. Our competitors may be effective in providing incentives to third parties to favor their products or services or to prevent or reduce subscriptions to
our platform. In addition, our partners could develop competing products or services.
If we are unsuccessful in establishing or maintaining our relationships with these strategic third parties, our ability to compete in the marketplace or to
grow our revenue could be impaired and our operating results could suffer. Even if we are successful, we cannot assure you that these relationships will result
in improved operating results.
We depend and rely upon SaaS technologies from third parties and on technology systems and electronic communication networks that are supplied and
managed by third parties to operate our business, and interruptions or performance problems with these technologies may adversely affect our business
and operating results.
We rely heavily on hosted SaaS applications from third parties in order to operate critical functions of our business, including sales automation and
pipeline management, billing and order management, customer support, access to our API, IT support, enterprise resource planning, payroll and financial
accounting services. If these services become unavailable due to extended outages or interruptions, security vulnerabilities or cyber-attacks, including
prolonged denial-of-service attacks, or because they are no longer available on commercially reasonable terms, our expenses could increase, our ability to
manage finances could be interrupted and our processes for managing sales of our platform and supporting and communicating with our subscribers could be
impaired until equivalent services, if available, are identified, obtained and implemented, all of which could adversely affect our business.
Our ability to provide services and solutions to our subscribers also depends on our ability to communicate with our subscribers through the public
Internet and electronic networks that are owned and operated by third parties. In addition, in order to provide services on-demand and promptly, our
computer equipment and network servers must be functional 24 hours per day, which requires access to telecommunications facilities managed by third
parties and the availability of electricity, which we do not control. A severe disruption of one or more of these networks, including as a result of utility or
third-party system interruptions, could impair our ability to process information, which could impede our ability to provide services to our subscribers, harm
our reputation, result in a loss of subscribers and adversely affect our business and operating results.
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We have in the past completed acquisitions, and we may in the future acquire or invest in companies. Such acquisitions and investments divert our
management’s attention and may in some cases result in additional dilution to our stockholders. In addition, we may be unable to integrate the acquired
businesses and technologies successfully or achieve the expected benefits of such acquisitions.
We have in the past acquired companies, including the recent acquisition of HealCode, and we may in the future evaluate and consider potential
strategic transactions, including acquisitions of, or investments in, businesses, technologies, services, products and other assets in the future. We also may
enter into relationships with other businesses to expand our platform, which could involve preferred or exclusive licenses, additional channels of
distribution, discount pricing or investments in other companies.
Any acquisition, investment or business relationship may result in unforeseen operating difficulties and expenditures. In particular, we may encounter
difficulties assimilating or integrating the businesses, technologies, products, personnel or operations of the acquired companies, particularly if the key
personnel of the acquired company choose not to work for us, their software is not easily adapted to work with our platform or we have difficulty retaining the
customers of any acquired business due to changes in ownership, management or otherwise. The pursuit of potential acquisitions may also disrupt our
business, divert our resources and require significant management attention that would otherwise be available for development of our existing business,
whether or not they are consummated. Moreover, the anticipated benefits of any acquisition, investment or business relationship may not be realized or we
may be exposed to unknown risks or liabilities.
Negotiating these transactions can be time-consuming, difficult and expensive, and our ability to complete these transactions may be subject to
approvals that are beyond our control. Consequently, these transactions, even if announced, may not be completed. For one or more of these transactions, we
may:
•

issue additional equity securities that would dilute our existing stockholders;

•

use cash that we may need in the future to operate our business;

•

incur large charges or substantial liabilities associated with the acquisition;

•

incur acquisition-related costs, which would be recognized as current period expenses;

•

encounter difficulties maintaining relationships with customers and partners of the acquired business;

•

encounter difficulties incorporating acquired technologies and rights into our platform and of maintaining quality and security standards
consistent with our reputation and brand;

•

incur debt on terms unfavorable to us or that we are unable to repay;

•

encounter difficulties retaining key employees of the acquired company, integrating diverse software codes or business cultures or
coordinating organizations that are geographically diverse and that have different business cultures; and

•

become subject to adverse tax consequences, substantial depreciation or deferred compensation charges.
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We may be sued for various claims including, among others, commercial claims, employment claims, and alleged infringement of third party proprietary
rights.
From time to time we may become involved in legal proceedings or be subject to claims arising in the ordinary course of our business, which may
include claims, suits, class actions, government investigations and other proceedings involving alleged infringement of third party patents and other
intellectual property rights, or commercial, corporate and securities, labor and employment, wage and hour and other matters. There is considerable patent
and other intellectual property development activity in our industry. Our future success depends in part on not infringing upon the intellectual property
rights of others. From time to time, we may receive claims from third parties, including our competitors that our platform and underlying technology infringe
or violate a third party’s intellectual property rights, and we may be found to be infringing upon such rights. We may be unaware of the intellectual property
rights of others that may cover some or all of our technology. Any claims or litigation could cause us to incur significant expenses and, if successfully
asserted against us, could require that we pay substantial damages or ongoing royalty payments, prevent us from offering our platform, or require that we
comply with other unfavorable terms. We may also be obligated to indemnify our subscribers or business partners in connection with any such litigation and
to obtain licenses, modify our platform or refund subscription fees, which could further exhaust our resources. In addition, we may incur substantial costs to
resolve claims or litigation, whether or not successfully asserted against us, which could include payment of significant settlement, royalty or license fees,
modification of our platform or refunds to subscribers of subscription fees. Even if we were to prevail in the event of claims or litigation against us, any claim
or litigation regarding our intellectual property could be costly and time-consuming and divert the attention of our management and other employees from
our business operations.
Our use of “open source” software could adversely affect our ability to sell our platform and subject us to possible litigation.
We use open source software in our platform and expect to continue to use open source software in the future. We may face claims from others
claiming ownership of, or seeking to enforce the terms of, an open source license, including by demanding release of the open source software, derivative
works or our proprietary source code that was developed using such software. These claims could also result in litigation, require us to purchase a costly
license or require us to devote additional research and development resources to change our platform, any of which would have a negative effect on our
business and operating results. In addition, if the license terms for the open source software we utilize change, we may be forced to reengineer our platform or
incur additional costs. Although we have implemented policies to regulate the use and incorporation of open source software into our platform, we cannot be
certain that we have not incorporated open source software in our platform in a manner that is inconsistent with such policies.
Any failure to protect our intellectual property rights could impair our ability to protect our proprietary technology and our brand.
Our success and ability to compete depend in part upon our intellectual property. We currently have thirteen pending patent applications, but there is
no guarantee that such applications will result in issued patents. We primarily rely on copyright, trade secret and trademark laws, trade secret protection and
confidentiality or license agreements with our employees, subscribers, partners and others to protect our intellectual property rights. However, the steps we
take to protect our intellectual property rights may be inadequate.
To protect our intellectual property rights, we may be required to spend significant resources to monitor and protect these rights. Litigation brought to
protect and enforce our intellectual property rights could be costly, time-consuming and distracting to management, and could result in the impairment or
loss of portions of our intellectual property. Furthermore, our efforts to enforce our intellectual property rights may be met with defenses, counterclaims and
countersuits attacking the validity and enforceability of our intellectual property rights. Our failure to secure, protect and enforce our intellectual property
rights could adversely affect our brand and adversely impact our business.
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Our subscribers may become dissatisfied with our platform if they receive negative reviews from consumers using the MINDBODY app. In addition, we
may face potential liability and expense for legal claims based on the content of such reviews on the app.
Our subscribers consist of businesses in the wellness services industry, including studios that offer yoga, Pilates, barre, indoor cycling, personal
training, strength conditioning, martial arts and dance exercise, as well as spas, salons, music instruction studios, dance studios, children’s activity centers
and integrative health centers. In addition to the business management software we provide to our subscribers, we also offer the MINDBODY app (formerly
Connect), which is a consumer-facing app that allows consumers to discover, book and pay for the wellness services offered by our subscribers. After
receiving a service or taking a class booked through the MINDBODY app, consumers can rate their experience by posting reviews. If consumers use the app
to post negative reviews regarding our subscribers or their practitioners, our subscribers may become dissatisfied with our platform and cancel their
subscriptions or not use the app to market their services to a broader group of consumers. In addition, there is a risk that consumers may post comments on
the MINDBODY app that give rise to potential claims against us, including claims by our subscribers or other third parties for defamation, libel, negligence
and copyright or trademark infringement. Any such claims could divert the time and attention of management away from our business and result in
significant costs to investigate and defend, regardless of the merits of the claims. In some instances, we may elect or be compelled to remove reviews or other
posted content and may be forced to pay substantial damages. If the reviews or other content posted by consumers on MINDBODY app give rise to the
consequences described above, our business and financial performance could be adversely affected.
We may not be able to secure additional financing on favorable terms, or at all, to meet our future capital needs.
We have funded our operations since inception primarily through equity financings, loan facilities, financing agreements for software and license
maintenance and subscription payments by our subscribers for use of our platform. In the future, we intend to continue to make investments to support our
business growth, and we may require additional capital to respond to business opportunities, challenges, acquisitions, and a decline in the level of
subscriptions for our platform or unforeseen circumstances. We may not be able to timely secure additional debt or equity financing on favorable terms, or at
all. Any debt financing obtained by us could involve restrictive covenants relating to financial and operational matters, which may make it more difficult for
us to obtain additional capital and to pursue business opportunities, including potential acquisitions. If we raise additional funds through further issuances
of equity, convertible debt securities or other securities convertible into equity, our existing stockholders could suffer significant dilution in their percentage
ownership of our company, and any new equity securities we issue could have rights, preferences and privileges senior to those of holders of our Class A
common stock. If we are unable to obtain adequate financing or financing on terms satisfactory to us, when we require it, our ability to continue to grow or
support our business and to respond to business challenges could be significantly limited.
Our loan agreement contains operating and financial covenants that restrict our business and financing activities.
Borrowings under our loan agreement with Silicon Valley Bank are secured by substantially all of our assets, including our intellectual property. In
addition, borrowings under our loan agreement are based on a percentage of our monthly recurring revenue for the prior months, up to $20 million. If our
revenue declines, our ability to draw under the loan agreement could be adversely affected.
Our loan agreement also restricts our ability to, among other things:
•

sell or otherwise dispose of our assets;

•

make material changes in our business;

•

enter into a transaction in which stockholders who were not stockholders immediately prior to such transaction own more than 40% of our
voting stock after giving effect to such transaction;

•

consolidate, merge with, or acquire other entities;

•

incur additional indebtedness;

•

create liens on our assets;

•

pay dividends or make other distributions on our capital stock;

•

make investments;

•

enter into transactions with affiliates; and

•

pay off or redeem subordinated indebtedness.
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These restrictions are subject to certain exceptions. In addition, our loan agreement requires us to maintain a certain percentage of our projected
revenue. The operating and financial restrictions and covenants in the loan agreement, as well as any future financing agreements that we may enter into,
could restrict our ability to finance our operations and to engage in, expand or otherwise pursue business activities and strategies that we or our stockholders
may consider beneficial. Our ability to comply with these covenants may be affected by events beyond our control, and future breaches of any of these
covenants could result in a default under the loan agreement.
The loan agreement also contains customary events of default, subject to cure periods for certain defaults, including, among others, payment defaults,
covenant defaults, the occurrence of a material adverse change in our business, defaults relating to certain legal processes affecting our assets or business,
insolvency and bankruptcy defaults, cross-defaults to other material indebtedness, material judgment defaults, and material misrepresentations. Future
defaults, if not waived, could cause all of the outstanding indebtedness under our loan agreement to become immediately due and payable and would permit
Silicon Valley Bank to terminate all commitments to extend further credit and exercise remedies against the collateral in which we granted Silicon Valley
Bank a security interest.
If we do not have or are unable to generate sufficient cash available to repay our debt obligations when they become due and payable, either upon
maturity or in the event of a default, we may not be able to obtain additional debt or equity financing on favorable terms, if at all. This could materially and
adversely affect our liquidity and financial condition and our ability to operate and continue our business as a going concern.
We have in the past identified material weaknesses in our internal controls over financial reporting that, if not properly remediated, could result in
material misstatements in our financial statements in future periods and impair our ability to comply with the accounting and reporting requirements
applicable to public companies.
Our independent registered accounting firm has not conducted an audit of our internal controls over financial reporting. However, in connection with
past audits of our consolidated financial statements, we identified a material weakness in the design of our internal control over financial reporting, as
defined in the standards established by the Public Company Accounting Oversight Board. A material weakness is a deficiency, or a combination of
deficiencies, in internal control over financial reporting such that there is a reasonable possibility that a material misstatement of our annual or interim
financial statements will not be prevented or detected on a timely basis. In connection with the audit of our consolidated financial statements as of and for
the years ended December 31, 2013 and 2014, we identified a material weakness related to the inadequate design and implementation of controls and
procedures with respect to the identification of and evaluation of accounting for certain features, including the related fair value computation and accounting
for transactions related to our redeemable convertible preferred stock. Our management and independent registered public accounting firm did not and were
not required to perform an evaluation of our internal control over financial reporting as of December 31, 2015 in accordance with the provisions of the
Jumpstart Our Business Startups Act of 2012, or the JOBS Act.
The material weakness from our 2013 and 2014 audit was related to the control over the accounting for certain features of and transactions related to
our redeemable convertible preferred stock. Immediately prior to the completion of our initial public offering, all shares of redeemable convertible preferred
stock were automatically converted and reclassified into shares of Class B common stock. As a result, we are no longer subject to the accounting rules that
gave rise to the material weakness and the related controls are no longer applicable. Nevertheless, we cannot be certain that other material weaknesses and
control deficiencies will not be discovered in the future. If our remediation efforts are not successful or other material weaknesses or control deficiencies
occur in the future, we may be unable to report our financial results accurately or on a timely basis, which could cause our reported financial results to be
materially misstated and result in the loss of investor confidence or delisting and cause the trading price of our Class A common stock to decline. As a result
of such failures, we could also become subject to investigations by the stock exchange on which our securities are listed, the SEC, or other regulatory
authorities, and become subject to litigation from investors and stockholders, which could harm our reputation, financial condition or divert financial and
management resources from our core business.
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We face exposure to foreign currency exchange rate fluctuations.
We conduct transactions in currencies other than the U.S. dollar. While we have primarily transacted with subscribers and vendors in U.S. dollars, we
have transacted in foreign currencies for subscriptions to our platform and expect to significantly expand the number of transactions with subscribers for our
platform that are denominated in foreign currencies in the future. As a result of such foreign currency exchange rate fluctuations, it could be more difficult to
detect underlying trends in our business and results of operations. In addition, to the extent that fluctuations in currency exchange rates, including, any
fluctuations resulting from uncertainties relating to the expected departure of the United Kingdom from the European Union, cause our results of operations
to differ from our expectations or the expectations of our investors, the trading price of our Class A common stock could be adversely affected.
We do not currently maintain a program to hedge transactional exposures in foreign currencies. However, in the future, we may use derivative
instruments, such as foreign currency forward and option contracts, to hedge certain exposures to fluctuations in foreign currency exchange rates. The use of
such hedging activities may not offset any or more than a portion of the adverse financial effects of unfavorable movements in foreign exchange rates over
the limited time the hedges are in place. Moreover, the use of hedging instruments may introduce additional risks if we are unable to structure effective
hedges with such instruments.
We may be subject to additional tax liabilities in connection with our operations or due to future legislation, each of which could materially impact our
financial position and results of operation.
We are subject to federal and state income, sales, use, value added and other taxes in the United States and other countries in which we conduct
business, and such laws and rates vary by jurisdiction. We do not collect sales and use, value added and similar taxes in all jurisdictions in which we have
sales, based on our belief that such taxes are not applicable. Certain jurisdictions in which we do not collect sales, use, value added or other taxes on our
sales may assert that such taxes are applicable, which could result in tax assessments, penalties and interest, and we may be required to collect such taxes in
the future.
Significant judgment is required in determining our worldwide provision for income taxes. We generally conduct our international operations
through wholly owned subsidiaries and report our taxable income in various jurisdictions worldwide based upon our business operations in those
jurisdictions. Our intercompany relationships are subject to complex transfer pricing regulations administered by taxing authorities in various
jurisdictions. These determinations are highly complex and require detailed analysis of the available information and applicable statutes and regulatory
materials. In the ordinary course of our business, there are many transactions and calculations where the ultimate tax determination is uncertain.
Although we believe our tax practices and provisions are reasonable, the final determination of tax audits and any related litigation could be
materially different from our historical tax practices, provisions and accruals. If we receive an adverse ruling as a result of an audit, or we unilaterally
determine that we have misinterpreted provisions of the tax regulations to which we are subject, there could be a material effect on our tax provision, net
income or cash flows in the period or periods for which that determination is made, which could materially impact our financial results. Further, any changes
in the taxation of our activities, including certain proposed changes in U.S. tax laws, may increase our worldwide effective tax rate and adversely affect our
financial position and results of operations. In addition, liabilities associated with taxes are often subject to an extended or indefinite statute of limitations
period. Therefore, we may be subject to additional tax liability (including penalties and interest) for a particular year for extended periods of time.
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Our ability to use our net operating losses to offset future taxable income may be subject to certain limitations.
As of December 31, 2015, we had federal and state net operating loss carryforwards, or NOLs, of $82.1 million and $78.2 million, respectively, due to
prior period losses, which, subject to the following discussion, are generally available to be carried forward to offset our future taxable income, if any, until
such NOLs are used or expire. Our federal NOLs begin to expire in the year ending December 31, 2025, and our state NOLs begin to expire in the year ending
December 31, 2019. In general, under Section 382 of the U.S. Internal Revenue Code of 1986, as amended, or the Code, a corporation that undergoes an
“ownership change” is subject to limitations on its ability to utilize its NOLs to offset future taxable income. Similar rules may apply under state tax
laws. During the year ended December 31, 2015, we completed an analysis under Section 382 of the Code through December 31, 2014, and determined that
we experienced multiple ownership changes during this period which will limit future utilization of NOL carryforwards. U.S. federal NOLs of approximately
$430,000 are expected to expire due to limitations under Section 382 and, as such, have not been reflected in the NOL carryforward above. Our ability to use
NOL carryforwards may also be limited by Section 382 of the Code if we determine that we experienced ownership changes in connection with our initial
public offering or as a result of future changes in our stock ownership, some of which are outside of our control. Furthermore, our ability to utilize NOLs of
companies that we have acquired or may acquire in the future may be subject to limitations. There is also a risk that due to regulatory changes, such as
suspensions on the use of NOLs, or other unforeseen reasons, our existing NOLs could expire or otherwise be unavailable to offset future income tax
liabilities. For these reasons, we may not be able to realize a tax benefit from the use of our NOLs, whether or not we attain profitability.
Changes in laws and regulations related to the Internet or changes in the Internet infrastructure itself may diminish the demand for our platform, and
could have a negative impact on our business.
The future success of our business depends upon the continued use of the Internet as a primary medium for commerce, communication and business
applications. Federal, state or foreign government bodies or agencies have in the past adopted, and may in the future adopt, laws or regulations affecting the
use of the Internet as a commercial medium. Changes in these laws or regulations could require us to modify our platform in order to comply with these
changes. In addition, government agencies or private organizations have imposed and may impose additional taxes, fees or other charges for accessing the
Internet or commerce conducted via the Internet. These laws or charges could limit the growth of Internet-related commerce or communications generally, or
result in reductions in the demand for Internet-based platforms and services such as ours. In addition, the use of the Internet as a business tool could be
adversely affected due to delays in the development or adoption of new standards and protocols to handle increased demands of Internet activity, security,
reliability, cost, ease-of-use, accessibility and quality of service. The performance of the Internet and its acceptance as a business tool has been adversely
affected by “viruses,” “worms” and similar malicious programs, and the Internet has experienced a variety of outages and other delays as a result of damage to
portions of its infrastructure. If the use of the Internet is adversely affected by these issues, demand for our platform could decline.
Catastrophic events may disrupt our business.
Our corporate headquarters are located in San Luis Obispo, California, and we utilize data centers that are located in North America. Key features and
functionality of our platform are enabled by third parties that are headquartered in California and operate or utilize data centers in the United
States. Additionally, we rely on our network and third-party infrastructure and enterprise applications, internal technology systems, and our website for our
development, marketing, operational support, hosted services and sales activities. The west coast of the United States contains active earthquake zones. In
addition, the Diablo Canyon nuclear power plant is located a short distance from San Luis Obispo. In the event of a major earthquake, hurricane or other
natural disaster, or a catastrophic event such as a nuclear disaster, fire, power loss, telecommunications failure, cyber-attack, war or terrorist attack, we may be
unable to continue our operations and may endure system interruptions, reputational harm, delays in our app development, lengthy interruptions in our
platform, breaches of data security or data integrity and loss of critical data, all of which could have an adverse effect on our future operating results.
We are subject to governmental economic sanctions and export and import controls that could impair our ability to compete in international markets or
subject us to liability if we are not in compliance with applicable laws.
As a U.S. company, we are subject to U.S. export control and economic sanctions laws and regulations, and we are required to export our technology,
software, products and services in compliance with those laws and regulations, including the U.S. Export Administration Regulations and economic embargo
and trade sanction programs administered by the Treasury Department’s Office of Foreign Assets Control. U.S. economic sanctions and export control laws
and regulations prohibit the shipment of certain products and services to countries, governments and persons targeted by U.S. sanctions. While we are
currently taking precautions to prevent doing any business, directly or indirectly, with countries, governments and persons targeted by U.S. sanctions and to
ensure that our business management software is not exported or used by countries, governments and persons targeted by U.S. sanctions, such measures may
be circumvented.
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Furthermore, if we export our technology, hardware or software, the exports may require authorizations, including a license, a license exception or
other appropriate government authorization. Complying with export control and sanctions regulations for a particular sale may be time-consuming and may
result in the delay or loss of sales opportunities. Failure to comply with export control and sanctions regulations for a particular sale may expose us to
government investigations and penalties, which could have an adverse effect on our business, operating results and financial condition.
If we are found to be in violation of U.S. sanctions or export control laws, it could result in fines or penalties for us and for individuals, including civil
penalties of up to $250,000 or twice the value of the transaction, whichever is greater, per violation, and in the event of conviction for a criminal violation for
willful and knowing violations, fines of up to $1 million and possible incarceration for those responsible could be imposed against employees and
managers. In addition, we may lose our export or import privileges and suffer reputational harm.
In addition, various countries regulate the import of certain encryption technology, including imposing import permitting and licensing requirements,
and have enacted laws that could limit our ability to offer our platform or distribute our platform or could limit our subscribers’ ability to implement our
platform in those countries. Changes in our platform or future changes in export and import regulations may create delays in the introduction of our platform
in international markets or prevent our subscribers with international operations from deploying our platform globally. Any change in export or import
regulations, economic sanctions or related legislation, or change in the countries, governments, persons, or technologies targeted by such regulations, could
result in decreased use of our platform by, or in our decreased ability to export or sell our platform to, existing or potential subscribers with international
operations. Any decreased use of our platform or limitation on our ability to export or sell our platform would likely adversely affect our business operations
and financial results.
Risks Related to Ownership of Our Class A Common Stock
The dual class structure of our common stock has the effect of concentrating voting control with those stockholders who held our capital stock prior to the
completion of our initial public offering, including our executive officers, employees and directors and their affiliates, which limits your ability to
influence the outcome of important transactions, including a change in control.
Our Class B common stock has ten votes per share, and our Class A common stock has one vote per share. Stockholders who held shares of our Class B
common stock as of September 30, 2016, including our executive officers, employees and directors and their respective affiliates, collectively held
approximately 83.6% of the voting power of our outstanding capital stock as of such date. Because of the ten-to-one voting ratio between our Class B
common stock and Class A common stock, the holders of our Class B common stock will collectively continue to control a majority of the combined voting
power of our capital stock and therefore be able to control all matters submitted to our stockholders for approval so long as the shares of our Class B common
stock represent at least 9.1% of all outstanding shares of our Class A common stock and Class B common stock. These holders of our Class B common stock
may also have interests that differ from yours and may vote in a way with which you disagree and which may be adverse to your interests. This concentrated
control may have the effect of delaying, preventing or deterring a change in control of our company, could deprive our stockholders of an opportunity to
receive a premium for their capital stock as part of a sale of our company and might ultimately affect the market price of our Class A common stock.
Future transfers by holders of our Class B common stock will generally result in those shares converting into shares of our Class A common stock,
subject to limited exceptions, such as certain transfers effected for tax or estate planning purposes. The conversion of shares of our Class B common stock
into shares of our Class A common stock will have the effect, over time, of increasing the relative voting power of those holders of Class B common stock
who retain their shares in the long term. Significant individual holders of our Class B common stock include our chairman and chief executive officer,
Richard Stollmeyer. If, for example, Mr. Stollmeyer retains a significant portion of his holdings of shares of our Class B common stock for an extended
period of time, he could control a significant portion of the voting power of our capital stock for the foreseeable future. In addition, Mr. Stollmeyer is one of
two holders of an irrevocable proxy to vote certain shares of our Class A common stock and Class B common stock held by certain of our stockholders. As a
board member, Mr. Stollmeyer owes a fiduciary duty to our stockholders and must act in good faith and in a manner he reasonably believes to be in the best
interests of our stockholders. As a stockholder, Mr. Stollmeyer is entitled to vote his shares in his own interest, which may not always be in the interests of our
stockholders generally.
Anti-takeover provisions contained in our amended and restated certificate of incorporation and amended and restated bylaws, as well as provisions of
Delaware law, could impair a takeover attempt.
Our amended and restated certificate of incorporation, amended and restated bylaws and Delaware law contain provisions which could have the effect
of rendering more difficult, delaying or preventing an acquisition deemed undesirable by our board of directors. Among other things, our amended and
restated certificate of incorporation and amended and restated bylaws include provisions:
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•

establishing a classified board of directors whose members serve staggered three-year terms;

•

authorizing “blank check” preferred stock, which could be issued by our board of directors without stockholder approval and may contain
voting, liquidation, dividend and other rights superior to our common stock;

•

limiting the liability of, and providing indemnification to, our directors and officers;

•

limiting the ability of our stockholders to call and bring business before special meetings;

•

requiring advance notice of stockholder proposals for business to be conducted at meetings of our stockholders and for nominations of
candidates for election to our board of directors;

•

controlling the procedures for the conduct and scheduling of board of directors and stockholder meetings; and

•

authorizing two classes of common stock, as discussed above.

These provisions, alone or together, could delay or prevent hostile takeovers and changes in control or changes in our management.
As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware General Corporation Law, which
prevents certain stockholders holding more than 15% of our outstanding capital stock from engaging in certain business combinations without approval of
the holders of at least two-thirds of our outstanding common stock not held by any such stockholder.
Any provision of our amended and restated certificate of incorporation, amended and restated bylaws or Delaware law that has the effect of delaying,
preventing or deterring a change in control could limit the opportunity for our stockholders to receive a premium for their shares of our capital stock, and
could also affect the price that some investors are willing to pay for our Class A common stock.
An active trading market for our Class A common stock may not be sustained.
Our Class A common stock is listed on the NASDAQ Global Market under the symbol “MB.” However, we cannot assure you that an active trading
market for our Class A common stock will be sustained. Accordingly, we cannot assure you of the liquidity of any trading market, your ability to sell your
shares of our Class A common stock when desired or the prices that you may obtain for your shares of our Class A common stock.
The market price of our Class A common stock may be volatile, and you could lose all or part of your investment.
Prior to our initial public offering, there had been no public market for shares of our Class A common stock. The market price of our Class A common
stock since our initial public offering has been and may continue to be subject to wide fluctuations in response to various factors, some of which are beyond
our control and may not be related to our operating performance. Factors that could cause fluctuations in the market price of our Class A common stock
include the following:
•

price and volume fluctuations in the overall stock market from time to time;

•

volatility in the market prices and trading volumes of technology securities;

•

changes in operating performance and stock market valuations of other technology companies generally or those in our industry in
particular;

•

sales of shares of our Class A common stock by us or our stockholders;

•

failure of securities analysts to maintain coverage of us, changes in financial estimates by securities analysts who follow us, or our failure to
meet these estimates or the expectations of investors;

•

the financial projections we may provide to the public, any changes in those projections or our failure to meet those projections;

•

announcements by us or our competitors of new products or services;

•

the public’s reaction to our press releases, other public announcements and filings with the SEC;

•

rumors and market speculation involving us or other companies in our industry;

•

actual or anticipated changes in our operating results or fluctuations in our operating results;
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•

actual or anticipated developments in our business, our competitors’ businesses or the competitive landscape generally;

•

litigation involving us, our industry or both, or investigations by regulators into our operations or those of our competitors;

•

developments or disputes concerning our intellectual property or other proprietary rights;

•

announced or completed acquisitions of businesses or technologies by us or our competitors;

•

new laws or regulations or new interpretations of existing laws or regulations applicable to our business;

•

changes in accounting standards, policies, guidelines, interpretations or principles;

•

any significant change in our management; and

•

general economic conditions and slow or negative growth of our markets.

In addition, in the past, following periods of volatility in the overall market and the market price of a particular company’s securities, securities class
action litigation has often been instituted against these companies. This litigation, if instituted against us, could result in substantial costs and a diversion of
our management’s attention and resources.
Future sales of shares of our Class A common stock in the public market, or the perception that such sales might occur, could depress the market price of
our Class A common stock.
Sales of a substantial number of shares of our Class A common stock in the public market, or the perception that these sales might occur, could depress
the market price of our Class A common stock and could impair our ability to raise capital through the sale of additional equity securities. As of September
30, 2016, we had 26.8 million shares of Class A common stock and 13.7 million shares of Class B common stock outstanding. All outstanding shares of
Class A common stock are freely tradable without restrictions or further registration under the Securities Act of 1933, as amended, or the Securities Act,
except for any shares held by our affiliates as defined in Rule 144 under the Securities Act and subject in some cases to our insider trading policy.
In addition, shares of our capital stock (including those shares of our capital stock issued upon exercise of outstanding options to purchase shares of
our Class A common stock and Class B common stock or upon settlement of outstanding restricted stock units) may be freely sold in the public market upon
issuance and once vested, subject to other restrictions provided under the terms of the applicable plan and/or the award agreements, and except for any
options or restricted stock units held by our affiliates and subject to our insider trading policy. Certain of our existing stockholders are also entitled under
contracts providing for registration rights, to require us to file registration statements covering the sale of their shares or to include their shares in registration
statements that we may file for ourselves or other stockholders. Any sales of securities by these stockholders, or the expectation that such sales may occur,
could have a material adverse effect on the trading price of our Class A common stock and make it more difficult for you to sell shares of our Class A common
stock.
The requirements of being a public company may strain our resources, divert management’s attention and affect our ability to attract and retain qualified
board members.
As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, or the Exchange Act, the
listing requirements of the securities exchange on which our Class A common stock is traded and other applicable securities rules and
regulations. Compliance with these rules and regulations has increased and will continue to increase our legal and financial compliance costs, make some
activities more difficult, time-consuming or costly, and increase demand on our systems and resources. Among other things, the Exchange Act requires that
we file annual, quarterly and current reports with respect to our business and results of operations and maintain effective disclosure controls and procedures
and internal control over financial reporting. In order to maintain and, if required, improve our disclosure controls and procedures and internal control over
financial reporting to meet this standard, significant resources and management oversight may be required. As a result, management’s attention may be
diverted from other business concerns, which could harm our business and results of operations. Although we have already hired additional employees to
comply with these requirements, we may need to hire even more employees in the future, which will increase our costs and expenses.
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In addition, changing laws, regulations and standards relating to corporate governance and public disclosure are creating uncertainty for public
companies, increasing legal and financial compliance costs, and making some activities more time consuming. These laws, regulations and standards are
subject to varying interpretations, in many cases due to their lack of specificity, and as a result, their application in practice may evolve over time as new
guidance is provided by regulatory and governing bodies. This could result in continuing uncertainty regarding compliance matters and higher costs
necessitated by ongoing revisions to disclosure and governance practices. We intend to invest resources to comply with evolving laws, regulations, and
standards, and this investment will increase our general and administrative expense and a diversion of management’s time and attention from revenuegenerating activities to compliance activities. If our efforts to comply with new laws, regulations, and standards are unsuccessful, regulatory authorities may
initiate legal proceedings against us and our business may be harmed.
We also expect that being a public company and these new rules and regulations will make it more expensive for us to maintain director and officer
liability insurance, and in the future we may be required to accept reduced coverage or incur substantially higher costs to obtain coverage. These factors
could also make it more difficult for us to attract and retain qualified executive officers and members of our board of directors, particularly to serve on our
audit committee and compensation committee.
In addition, as a result of our disclosure obligations as a public company, we have reduced strategic flexibility and are under pressure to focus on
short-term results, which may adversely impact our ability to achieve long-term profitability.
We are an “emerging growth company,” and we cannot be certain if the reduced disclosure requirements applicable to emerging growth companies will
make our Class A common stock less attractive to investors.
For so long as we remain an “emerging growth company,” as defined in the JOBS Act, we may take advantage of certain exemptions from various
requirements that are applicable to public companies that are not “emerging growth companies,” including not being required to comply with the
independent auditor attestation requirements of Section 404 of 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 will remain an “emerging growth company” until the earliest of (i) the
last day of the fiscal year following the fifth anniversary of the completion of our initial public offering, (ii) the last day of the first fiscal year in which our
annual gross revenue is $1 billion or more, (iii) the date on which we have, during the previous rolling three-year period, issued more than $1 billion in nonconvertible debt securities or (iv) the date on which we are deemed to be a “large accelerated filer” as defined in the Exchange Act. We cannot predict if
investors will find our Class A common stock less attractive because we may rely on these exemptions. If some investors find our Class A common stock less
attractive as a result, there may be a less active trading market for our Class A common stock, and our stock price may be more volatile and may decline.
In addition, the JOBS Act also provides that an “emerging growth company” can take advantage of an extended transition period for complying with
new or revised accounting standards. However, we have chosen to “opt out” of such extended transition period, and as a result, we will comply with new or
revised accounting standards on the relevant dates on which adoption of such standards is required for non-emerging growth companies. Our decision to opt
out of the extended transition period for complying with new or revised accounting standards is irrevocable.
As a result of becoming a public company, we will be obligated to implement and maintain proper and effective internal control over financial
reporting. We may not complete our analysis of our internal control over financial reporting in a timely manner, or these internal controls may not be
determined to be effective, which may adversely affect investor confidence in our company and, as a result, the value of our Class A common stock.
We will be required, pursuant to the Exchange Act, to furnish a report by management on, among other things, the effectiveness of our internal control
over financial reporting for the 2016 fiscal year. This assessment will need to include disclosure of any material weaknesses identified by our management in
our internal control over financial reporting.
We are currently evaluating our internal controls, identifying and remediating deficiencies in those internal controls and documenting the results of
our evaluation, testing and remediation. We may not be able to complete our evaluation, testing and any required remediation in a timely fashion. During
the evaluation and testing process, if we identify one or more material weaknesses in our internal control over financial reporting that we are unable to
remediate before the end of the same fiscal year in which the material weakness is identified, we will be unable to assert that our internal controls are
effective. If we are unable to assert that our internal control over financial reporting is effective, or if our auditors, when required, are unable to attest to
management’s report on the effectiveness of our internal controls, we could lose investor confidence in the accuracy and completeness of our financial
reports, which would cause the price of our Class A common stock to decline.
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As a public company, we are required to disclose material changes made in our internal control and procedures on a quarterly basis. However, our
independent registered public accounting firm will not be required to formally attest to the effectiveness of our internal control over financial reporting
pursuant to Section 404 of the Sarbanes-Oxley Act until we are no longer an “emerging growth company” as defined in the JOBS Act pursuant to the
exemptions contained in the JOBS Act. To comply with the requirements of being a public company, we may need to undertake various actions, such as
implementing new internal controls and procedures and hiring accounting or internal audit staff.
If securities or industry analysts do not publish or cease publishing research or reports about us, our business, our market or our competitors, or if they
adversely change their recommendations regarding our Class A common stock, the market price of our Class A common stock and trading volume could
decline.
The trading market for our Class A common stock is influenced by the research and reports that securities or industry analysts may publish about us,
our business, our market or our competitors. If any of the analysts who cover us adversely change their recommendations regarding our Class A common
stock or provide more favorable recommendations about our competitors, the market price of our Class A common stock would likely decline. If any of the
analysts who cover us were to cease coverage of our company or fail to regularly publish reports on us, we could lose visibility in the financial markets,
which in turn could cause the market price of our Class A common stock and trading volume to decline.
We do not expect to declare any dividends on our Class A common stock in the foreseeable future.
We do not anticipate declaring any cash dividends on our Class A common stock in the foreseeable future. In addition, our existing loan agreement
with Silicon Valley Bank imposes restrictions on our ability to pay dividends. Consequently, investors may need to rely on sales of our Class A common
stock after price appreciation, which may never occur, as the only way to realize any future gains on their investment. Investors seeking cash dividends
should not purchase shares of our Class A common stock.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
On September 1, 2016, we completed the acquisition of substantially all of the assets of HealCode LLC, or HealCode, and issued 28,959 shares of
our Class A common stock to HealCode as part of the transaction consideration.
The foregoing transaction did not involve any underwriters, any underwriting discounts or commissions, or any public offering. The issuance of the
shares of our Class A common stock to HealCode in accordance with the terms and subject to the conditions set forth in the asset purchase agreement was
made in reliance on the private offering exemption of Section 4(2) of the Securities Act of 1933, as amended, based on the following factors: (i) the number
of offerees, (ii) the absence of general solicitation, (iii) investment representations obtained from HealCode, (iv) the provision of appropriate disclosure, and
(v) the placement of restrictive legends on the book-entry position reflecting the securities.

Item 6. Exhibits
The documents listed in the Exhibit Index of this Quarterly Report on Form 10-Q are incorporated by reference or are filed with this Quarterly Report
on Form 10-Q, in each case as indicated therein (numbered in accordance with Item 601 of Regulation S-K).
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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.
MINDBODY, INC.
Date: November 10, 2016

By:

/s/ Richard Stollmeyer
Richard Stollmeyer
President and Chief Executive Officer
(Principal Executive Officer)

Date: November 10, 2016

By:

/s/ Brett White
Brett White
Chief Financial Officer and Chief Operating Officer
(Principal Financial Officer)
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Exhibit Index
Incorporated by Reference
Exhibit
Number

Description

10.1+

First Amendment to Employment Agreement between the Registrant
and Robert Murphy.
10.2+
Separation Agreement and Release between the Registrant and Robert
Murphy.
10.3+*
Employment Agreement between the Registrant and Kunal Mittal.
10.4+*
Amendment No. 1 to Employment Agreement between the Registrant
and Kunal Mittal.
10.5*
Second Amendment to Loan and Security Agreement between
Registrant and Silicon Valley Bank, dated as of January 29, 2016.
31.1*
Certification of Principal Executive Officer Pursuant to Rules 13a-14(a)
and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2*
Certification of Principal Financial Officer Pursuant to Rules 13a-14(a)
and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1**
Certification of Principal Executive Officer Pursuant to 18 U.S.C.
Section 1350, as Adopted Pursuant to Section 906 of the SarbanesOxley Act of 2002.
32.2**
Certification of Principal Financial Officer Pursuant to 18 U.S.C.
Section 1350, as Adopted Pursuant to Section 906 of the SarbanesOxley Act of 2002.
101.INS*
XBRL Instance Document
101.SCH*
XBRL Taxonomy Extension Schema Document
101.CAL*
XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF*
XBRL Taxonomy Extension Definition Linkbase Document
101.LAB*
XBRL Taxonomy Extension Label Linkbase Document
101.PRE*
XBRL Taxonomy Extension Presentation Linkbase Document
_____________________________

Form

File No.

Exhibit

Filing Date

8-K

001-37453

10.1

July 27, 2016

8-K

001-37453

10.1

August 11, 2016

+

Indicates management contract or compensatory plan.

*

Filed herewith.

**

Furnished herewith. The certifications attached as Exhibit 32.1 and Exhibit 32.2 that accompany this Quarterly Report on Form 10-Q are deemed
furnished and not filed with the Securities and Exchange Commission and are not to be incorporated by reference into any filing of MINDBODY,
Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date of this
Quarterly Report on Form 10-Q, irrespective of any general incorporation language contained in such filing.
64

Exhibit 10.3

MINDBODY, INC.
4051 Broad Street, Suite 220
San Luis Obispo, CA 93401
Kunal Mittal
c/o MINDBODY, Inc.
Re: EXECUTIVE EMPLOYMENT AGREEMENT
Dear Kunal Mittal,
Your employment with MINDBODY, Inc., a Delaware corporation (the “Company”), shall be governed by the
following terms and conditions (this “Agreement”):
1.

Duties and Scope of Employment.

(a)
Term. We anticipate that your first day of employment will be November 30, 2015. This
Agreement will be effective as of your actual start date with the Company (the “Effective Date”) and will continue
through the three (3) year anniversary of the Effective Date (the “Initial Term Expiration Date” and such period, the
“Initial Term”); provided that upon the Initial Term Expiration Date, and each subsequent three (3) year anniversary of
such date, if applicable, the term of your employment under this Agreement will automatically by extended by three (3)
years (each such extension, an “Additional Term”), unless either party hereto provides the other party with written notice
as least ninety (90) days before the Initial Term Expiration Date, or such subsequent three (3) year anniversary of such
date, if applicable, of such party’s decision not to extend the term of employment under this Agreement any further.
Notwithstanding the foregoing provisions of this paragraph, (a) if a Change in Control occurs when there are fewer than
twelve (12) months remaining during the Initial Term or an Additional Term, the term of this Agreement will extend
automatically through the date that is twelve (12) months following the effective date of the Change in Control, or (b) if an
initial occurrence of an act or omission by the Company constituting the grounds for Good Reason (as defined below) has
occurred (the “Initial Grounds”), and the expiration date of the Company cure period (as such term is used in the Good
Reason definition) with respect to such Initial Grounds could occur following the expiration of the Initial Term or an
Additional Term, then unless otherwise agreed to by you and the Company in writing, the term of this Agreement will
extend automatically through the date that is thirty (30) days following the expiration of such cure period, but such
extension of the term shall only apply with respect to the Initial Grounds. If you become entitled to benefits under Section
6(b) during the term of this Agreement, the Agreement will not terminate until all of the obligations of the parties hereto
with respect to this Agreement have been satisfied. Notwithstanding the forgoing, your employment under this Agreement
may be terminated at any time before or after the Initial Term Expiration Date or during any Additional Term, in
accordance with Section 5 below. For avoidance of doubt, the decision by either party not to extend the term of
employment under this Agreement will not by itself constitute a termination of employment by the Company without
Cause (as defined below) or grounds for your resignation for Good Reason (as defined below), and unless determined
otherwise by you or the Company, after such non-renewal, your employment will continue on an at-will basis outside of
this Agreement and you will not be eligible for any severance under this Agreement.

(b)
Position and Responsibilities. For the term of your employment under this Agreement (the
“Employment Period”), the Company agrees to employ you in the position of Senior Vice President, Technology. You
will report to the Company’s Chief Executive Officer. You will perform the duties and have the responsibilities and
authority customarily performed and held by an employee in your position or as otherwise may be assigned or delegated
to you by the Chief Executive Officer.
(c)
Obligations to the Company. During the Employment Period, you shall perform your duties
faithfully and to the best of your ability and will devote your full business efforts and time to the Company. During the
Employment Period, without the prior written approval of the Company’s Board of Directors (the “Board”), you shall not
render services in any capacity to any other person or entity and shall not act as a sole proprietor or partner of any other
person or entity or own more than five percent (5%) of the stock of any other corporation, except that stock that you hold
as a passive investment in a non-competitive company will be exempt from this limitation. Notwithstanding the foregoing,
you may serve on corporate, civic or charitable boards or committees, deliver lectures, fulfill speaking engagements, teach
at educational institutions, or manage personal investments without such advance written consent; provided that such
activities do not individually or in the aggregate interfere with the performance of your duties under this Agreement. You
shall comply with the Company’s policies and rules, as they may be in effect from time to time during the Employment
Period.
(d)
No Conflicting Obligations. You represent and warrant to the Company that you are under no
obligations or commitments, whether contractual or otherwise, that are inconsistent with your obligations under this
Agreement. In connection with your employment, you shall not knowingly use or disclose any trade secrets or other
proprietary information or intellectual property in which you or any other person has any right, title or interest and to the
best of your knowledge, your employment during the Employment Period will not infringe or violate the rights of any
other person. You represent and warrant to the Company that you have returned all property and confidential information
belonging to any prior employer.
2.

Cash and Incentive Compensation.

(a)
Base Salary. The Company shall pay you as compensation for your services a base salary at a
gross annual rate of $230,000.00, less all required tax withholdings and other applicable deductions, in accordance with
the Company’s standard payroll procedures. The annual compensation specified in this subsection (a), together with any
modifications in such base compensation that the Company may make from time to time, is referred to in this Agreement
as your “Base Salary.” Your Base Salary will be subject to review and adjustments that will be made based upon the
Company’s normal performance review practices. Effective as of the date of any change to your Base Salary, the Base
Salary as so changed shall be considered the new Base Salary for all purposes of this Agreement.

(b)
Cash Incentive Bonus. You will be eligible to receive incentive payments under the Company’s
Executive Bonus Plan or other applicable bonus plan in use by the Company (the “Cash Bonus”), paid after the close of
the applicable performance period based upon performance of the Company relative to financial and other performance
goals as reasonably established by, and in the sole discretion of, the Board or any Compensation Committee of the Board
(the “Committee”), as applicable. For the quarter into which you are hired, the quarterly bonus amount will be pro-rated
for the actual days worked in such calendar quarter. For 2015, the initial target amount for your Cash Bonus will be
$17,250 per calendar quarter (your “Target Bonus”), less all required tax withholdings and other applicable deductions.
Your Target Bonus for any subsequent year may be adjusted up or down, as determined in the sole discretion of the
Board or the Committee, as applicable. You shall not earn a Cash Bonus, unless you are employed by the Company on
last day of the applicable performance period of the Cash Bonus plan. In addition, the Board and/or the Committee
reserves the right to pay discretionary bonuses in its sole discretion.
(c)
Equity Awards. It will be recommended at the next regularly scheduled meeting of the Board or
the Committee after your start date that you receive a stock option covering 45,000 shares (the “Option”). If approved the
exercise price per share will be equal to the fair market value per share on the date the Option is granted, as determined by
the Board or the Committee in good faith compliance with applicable guidance. The term of the Option shall be ten (10)
years, subject to earlier expiration in the event of the termination of your services to the Company. The Option will vest as
to twenty-five percent (25%) of the shares subject to the Option one (1) year after the vesting commencement date, and as
to one forty- eighth (1/48th) of the shares subject to the Option monthly thereafter subject to you continuing to provide
services to the Company through the relevant vesting dates. Participation in MINDBODY’s 2015 Equity Incentive Plan
(the “Plan”) is subject to the Plan and any amendments thereto, and conditioned upon your execution of a stock option
agreement (the “Option Agreement”). The terms and conditions upon which Options may be exercised, including, if at
all, after termination of your employment, are governed by the Plan and the Option Agreement.
You will continue to be eligible to receive awards of stock options, restricted stock, restricted stock units, stock
appreciation rights, performance units and performance shares or other equity awards (“Awards”) pursuant to any plans or
arrangements the Company may have in effect from time to time. The Board or the Committee will determine in its
discretion whether you will be granted any such Awards and the terms of any such Award in accordance with the terms of
any applicable plan or arrangement that may be in effect from time to time.
3.
Paid Time Off and Employee Benefits. During the Employment Period, you shall be eligible to
participate in the Company’s executive time off plan. During the Employment Period, you shall be eligible to participate in
the employee benefit plans maintained by the Company and generally available to similarly situated employees of the
Company, subject in each case to the generally applicable terms and conditions of the plan in question and to the
determinations of any person or committee administering such employee benefit plan. The Company reserves the right to
cancel or change the employee benefit plans and programs it offers to its employees at any time.

4.
Business Expenses. The Company will reimburse you for your necessary and reasonable business
expenses incurred in connection with your duties hereunder upon presentation of an itemized account and appropriate
supporting documentation, all in accordance with the Company’s generally applicable policies.
5.

Termination.

(a)
Employment at Will. Your employment shall be “at will,” meaning that either you or the
Company shall be entitled to terminate your employment at any time and for any reason, with or without Cause or notice.
Any contrary representations that may have been made to you shall be superseded by this Agreement. This Agreement
shall constitute the full and complete agreement between you and the Company on the “at-will” nature of your
employment, which may only be changed in an express written agreement signed by you and a duly authorized officer of
the Company.
(b)
Rights Upon Termination. Except as expressly provided in Section 6, upon the termination of
your employment, you shall only be entitled to the accrued but unpaid base salary compensation, PTO and other benefits
earned and the reimbursements described in this Agreement or under any Company-provided plans, policies, and
arrangements for the period preceding the effective date of the termination of employment.
6.

Termination Benefits.

(a)
Termination Without Cause, Resignation for Good Reason or Termination on Account of
Death or Disability Unrelated to a Change in Control. If outside of the Change in Control Period, the Company (or
any parent or subsidiary or successor of the Company) terminates your employment with the Company without Cause,
you resign from your employment for Good Reason, or your employment terminates on account of your death or
disability (each, a “Qualifying Termination”), then, in each case, subject to Section 7, you will be entitled to:
(i)
receive continuing payments of severance pay at a rate equal to your Base Salary, as then in
effect, for six (6) months from the date of such termination of employment (the Continuation Period”). Severance
payments under this subsection (i) will be reduced by all required tax withholdings and other applicable deductions and
will be paid in accordance with the Company’s regular payroll procedures commencing on the Release Deadline (as
defined in Section 7(a)); provided that the first payment shall include any amounts that would have been paid to you if
payment had commenced on the date of your separation from service;
(ii)
a lump-sum amount payable on the Release Deadline equal to the amount of your Target
Bonus, pro-rated for the number of days served during the year of your termination of employment;

(iii)
if you timely elect continuation coverage pursuant to the Consolidated Omnibus Budget
Reconciliation Act of 1985, as amended (“COBRA”) for you and your eligible dependents, within the time period
prescribed pursuant to COBRA, the Company will reimburse you for the COBRA premiums for such coverage (at the
coverage levels in effect immediately prior to your termination of employment) for you and your covered dependents until
the earliest of (A) six (6) months from the date of such termination of employment, (B) the expiration of your continuation
coverage under COBRA or (C) the date when you receive substantially equivalent health insurance coverage in
connection with new employment or self- employment; provided that such benefits shall be taxable to you to the extent
advisable under Section 105(h) of the Code; and
(iv)
Notwithstanding Section 6(a)(iii), if the Company determines in its sole discretion that it
cannot provide the COBRA benefit without potentially violating, or being subject to an excise tax under, applicable law
(including, without limitation, Section 2716 of the Public Health Service Act), the Company will in lieu thereof provide
you a taxable payment, payable on the same schedule as payments under Section 6(a)(i), in an aggregate amount equal to
the six (6) months of the COBRA premium that you would be required to pay to continue your group health coverage in
effect on the termination of employment date (which amount will be based on the premium for the first month of COBRA
coverage), which payments will be made regardless of whether you elect COBRA continuation coverage. For the
avoidance of doubt, the taxable payments in lieu of COBRA reimbursements may be used for any purpose, including, but
not limited to continuation coverage under COBRA, and will be subject to all applicable tax withholdings.
(b)
Termination Without Cause, Resignation for Good Reason or Termination on Account of
Death or Disability in Connection with a Change in Control. If during the Change in Control Period, you experience
a Qualifying Termination, then subject to Section 7, you will be entitled to the benefits as provided in Section 6(a) and
additionally 100% of the then-unvested shares subject to Awards shall immediately vest. If, however, an outstanding
Award is to vest, and/or the number of shares or amount of the Award to vest is to be determined based on the
achievement of performance criteria, then the Award will vest as to then-outstanding shares the number of shares or the
amount of the Award assuming the performance criteria had been achieved at 100% of target levels for the relevant
performance period(s).
(c)
Termination for Cause or Resignation without Good Reason. If your employment with the
Company (or any parent or subsidiary or successor of the Company) terminates voluntarily by you without Good Reason,
or for Cause by the, then (i) all vesting will terminate immediately with respect to your outstanding Awards; (ii) all
payments of compensation by the Company to you hereunder will terminate immediately (except as to amounts already
earned); and (iii) you will only be eligible for severance benefits in accordance with the Company’s established policies, if
any, as then in effect.

(d)
Exclusive Remedy. In the event of a termination of your employment with the Company (or any
parent or subsidiary or successor of the Company), the provisions of this Section 6 are intended to be and are exclusive
and in lieu of any other rights or remedies to which you or the Company may otherwise be entitled, whether at law, tort or
contract, in equity, or under this Agreement, except to the extent explicitly preserved hereunder. You will be entitled to no
severance or other benefits upon termination of Employment with respect to acceleration of award vesting or severance
pay other than those benefits expressly set forth in this Section 6.
7.

Conditions to Receipt of Severance; No Duty to Mitigate.

(a)
Separation Agreement and Release of Claims. The receipt of any termination benefits
pursuant to Section 6 will be subject to you signing and not revoking a standard separation agreement and release of
claims with the Company (the “Release”) and provided that such Release becomes effective and irrevocable no later than
sixty (60) days following your “separation from service” (within the meaning of Section 409A) (such 60th day, the
“Release Deadline”). If the Release does not become effective and irrevocable by the Release Deadline, you will forfeit
any rights to termination benefits under this Agreement. In no event will termination benefits be paid or provided until and
unless the Release becomes effective and irrevocable by the Release Deadline.
(b)
Nonsolicitation. The receipt of any termination benefits pursuant to Section 6 will be subject to
you not violating the provisions of Section 9. In the event you breach the provisions of Section 9, all continuing payments
and benefits to which you may otherwise be entitled pursuant to Section 6 will immediately cease.
(c)

Section 409A.

(i)
Notwithstanding anything to the contrary in this Agreement, no Deferred Payments (as
defined below) will be paid or otherwise provided until you have a “separation from service” within the meaning of
Section 409A. Similarly, no severance payable to you, if any, pursuant to this Agreement that otherwise would be exempt
from Section 409A pursuant to Treasury Regulation Section 1.409A-1(b)(9) will be payable until you have a “separation
from service” within the meaning of Section 409A. Notwithstanding anything to the contrary in this Agreement, if you are
a “specified employee” within the meaning of Section 409A at the time of your separation from service (other than due to
death), then the termination benefits to be paid or provided to you, if any, pursuant to this Agreement that, when
considered together with any other termination benefits, are considered deferred compensation not exempt under Section
409A (together, the “Deferred Payments”) that are payable within the first six (6) months following your separation from
service, will become payable on the first payroll date that occurs on or after the date six (6) months and one (1) day
following the date of your separation from service. All subsequent Deferred Payments, if any, will be payable in
accordance with the payment schedule applicable to each payment or benefit. Notwithstanding anything herein to the
contrary, if you die following your separation from service, but prior to the six (6) month anniversary of the separation
from service, then any payments delayed in accordance with this paragraph will be payable in a lump sum at the time of
your death and all other Deferred Payments will be payable in accordance with the payment schedule applicable to each
payment or benefit. Each payment and benefit payable under this Agreement is intended to constitute a separate payment
for purposes of Section 1.409A-2(b)(2) of the Treasury Regulations.

(ii)
The foregoing provisions are intended to comply with, and the COBRA reimbursements
are intended to be exempt from, the requirements of Section 409A so that none of the severance payments and benefits to
be provided hereunder will be subject to the additional tax imposed under Section 409A, and any ambiguities or
ambiguous terms herein will be interpreted to so comply and, with respect to the COBRA reimbursements, to so be
exempt. You and the Company agree to work together in good faith to consider amendments to this Agreement and to
take such reasonable actions which are necessary, appropriate or desirable to avoid imposition of any additional tax or
income recognition prior to actual payment to you under Section 409A.
(d)
Confidential Information Agreement. Your receipt of any payments or benefits under Section
6 will be subject to you continuing to comply with the terms of Confidentiality Agreement (as defined in Section 11(a)).
(e)
No Duty to Mitigate. You will not be required to mitigate the amount of any payment
contemplated by this Agreement, nor will any earnings that you may receive from any other source reduce any such
payment.
8.

Definitions.

(a)
“Cause” means (i) your conviction of, or plea of nolo contendere to, a felony and which has an
adverse effect on the business or affairs of the Company, (ii) your gross and willful misconduct, (iii) your unauthorized
and intentional use or disclosure of any proprietary information or trade secrets of the Company or any other party to
whom you owe an obligation of nondisclosure as a result of your relationship with the Company; (iv) your willful breach
of any material obligations under any written agreement or covenant with the Company; (v) your continued failure to
perform your employment duties after you have received a written demand of performance from the Company that
specifically sets forth the factual basis for the Company’s belief that you have not substantially performed your duties and
have failed to cure such non-performance to the Company’s reasonable satisfaction within thirty (30) business days after
receiving such notice or (vi) your failure to cooperate in good faith with a governmental or internal investigation of the
Company or its directors, officers or employees, if the Company has requested your cooperation. No termination for
Cause shall be effective unless you are given written notice from the Board of the condition that could constitute Cause
and, if capable of being cured, at least thirty (30) days to cure the condition.
(b)
Equity Incentive Plan.

“Change in Control” has the same defined meaning as shall be set forth in the Company’s 2015

(c)
“Change in Control Period” means the period that commences upon a Change in Control and
ends on the one (1) year anniversary of a Change in Control.
(d)

“Code” means the Internal Revenue Code of 1986, as amended.

(e)
“Good Reason” means your resignation within thirty (30) days following the expiration of any
Company cure period (discussed below) following the occurrence of one or more of the following, without your express
written consent: (i) a material reduction of your duties, authority or responsibilities without your prior consent; (ii) a
material reduction in your Base Salary (except where there is a reduction applicable to the management team generally ,
not to exceed 15% of the aggregate base salary); or (iii) a material change in the geographic location of your primary work
facility or location; provided, that a relocation of less than fifty (50) miles from your then-present work location will not be
considered a material change in geographic location. You will not resign for Good Reason without first providing the
Company with written notice of the acts or omissions constituting the grounds for Good Reason within ninety (90) days of
the initial existence of the grounds for Good Reason and a reasonable cure period of thirty (30) days following the date the
Company receives such notice during which such condition must not have been cured.
9.
Non-Solicitation. To the fullest extent permitted under applicable law, during the period commencing on
the date of this Agreement and continuing until the first anniversary of the date when your employment terminated for any
reason, you shall not directly or indirectly, personally or through others, solicit, recruit or attempt to solicit or recruit (on
your own behalf or on behalf of any other person or entity) either (i) any employee or any consultant of the Company or
any of the Company’s affiliates or (ii) the business of any customer of the Company or any of the Company’s affiliates on
whom you called or with whom you became acquainted during your employment, if you are using confidential or
proprietary information of the Company to effectuate the solicitation of any such customer. You represent that you (i) are
familiar with the foregoing covenant not to solicit, and (ii) are fully aware of your obligations hereunder, including,
without limitation, the reasonableness of the length of time, scope and geographic coverage of these covenants.
10.

Golden Parachute.

(a)
Anything in this Agreement to the contrary notwithstanding, if any payment or benefit you
would receive from the Company or otherwise (“Payment”) would (i) constitute a “parachute payment” within the
meaning of Section 280G of the Code; and (ii) but for this sentence, be subject to the excise tax imposed by Section 4999
of the Code (the “Excise Tax”), then such Payment shall be equal to the Reduced Amount. The “Reduced Amount” shall
be either (x) the largest portion of the Payment that would result in no portion of the Payment being subject to the Excise
Tax; or (y) the largest portion, up to and including the total, of the Payment, whichever amount, after taking into account
all applicable federal, state and local employment taxes, income taxes, and the Excise Tax (all computed at the highest
applicable marginal rate), results in your receipt, on an after-tax basis, of the greater amount of the Payment. Any
reduction made pursuant to this Section 10(a) shall be made in accordance with the following order of priority: (i) stock
options whose exercise price exceeds the fair market value of the optioned stock (“Underwater Options”) (ii) Full Credit
Payments (as defined below) that are payable in cash, (iii) non-cash Full Credit Payments that are taxable, (iv) non-cash
Full Credit Payments that are not taxable (v) Partial Credit Payments (as defined below) and (vi) non-cash employee
welfare benefits. In each case, reductions shall be made in reverse chronological order such that the payment or benefit
owed on the latest date following the occurrence of the event triggering the excise tax will be the first payment or benefit
to be reduced (with reductions made pro-rata in the

event payments or benefits are owed at the same time). “Full Credit Payment” means a payment, distribution or benefit,
whether paid or payable or distributed or distributable pursuant to the terms of this Agreement or otherwise, that if reduced
in value by one dollar reduces the amount of the parachute payment (as defined in Section 280G of the Code) by one
dollar, determined as if such payment, distribution or benefit had been paid or distributed on the date of the event
triggering the excise tax. “Partial Credit Payment” means any payment, distribution or benefit that is not a Full Credit
Payment. Notwithstanding the foregoing, to the extent the Company submits any payment or benefit payable to you to the
Company’s stockholders for approval in accordance with Treasury Regulation Section 1.280G-1 Q&A 7, the foregoing
provisions shall not apply following such submission and such payments and benefits will be treated in accordance with
the results of such vote, except that any reduction in, or waiver of, such payments or benefits required by such vote will be
applied without any application of discretion by you and in the order prescribed by this Section. In no event shall you
have any discretion with respect to the ordering of payment reductions.
(b)
A nationally recognized certified public accounting firm selected by the Company (the
“Accounting Firm”) shall perform the foregoing calculations related to the Excise Tax. If a reduction is required pursuant
to Section 10(a), the Accounting Firm shall administer the ordering of the reduction as set forth in Section 10(a). The
Company shall bear all expenses with respect to the determinations by such accounting firm required to be made
hereunder.
(c)
The Accounting Firm engaged to make the determinations hereunder shall provide its
calculations, together with detailed supporting documentation, to you and the Company a within fifteen (15) calendar days
after the date on which your right to a Payment is triggered. Any good faith determinations of the Accounting Firm made
hereunder shall be final, binding, and conclusive upon you and the Company.
11.

Pre-Employment Conditions.

(a)
Confidentiality Agreement. As a condition to joining the Company, you are required to sign
the Company’s standard Employee Confidentiality, Non-Disclosure and Assignment of Inventions Agreement (the
“Confidentiality Agreement”). You will be bound by the Confidentiality Agreement during the Employment Term and
thereafter in accordance with its terms.
(b)
Right to Work. For purposes of federal immigration law, you will be required to provide to the
Company documentary evidence of your identity and eligibility for employment in the United States.
12.

Successors.

(a)
Company’s Successors. This Agreement shall be binding upon any successor (whether direct or
indirect and whether by purchase, lease, merger, consolidation, liquidation or otherwise) to all or substantially all of the
Company’s business and/or assets. For all purposes under this Agreement, the term “Company” shall include any
successor to the Company’s business or assets that become bound by this Agreement.

(b)
Your Successors. This Agreement and all of your rights hereunder shall inure to the benefit of,
and be enforceable by, your personal or legal representatives, executors, administrators, successors, heirs, distributees,
devisees and legatees.
13.

Arbitration.

(a)
Arbitration. In consideration of your employment with the Company, its promise to arbitrate all
employment-related disputes, and your receipt of the compensation, pay raises and other benefits paid to you by the
Company, at present and in the future, you agree that any and all controversies, claims, or disputes with anyone (including
the Company and any employee, officer, director, shareholder or benefit plan of the Company in their capacity as such or
otherwise) arising out of, relating to, or resulting from your employment with the Company or termination thereof,
including any breach of this Agreement, will be subject to binding arbitration under the Federal Arbitration Act and
pursuant to the Arbitration Rules set forth in California Code of Civil Procedure Section 1280 through 1294.2, including
Section 1281.8 (the “Act”), and California law, and shall be brought in your individual capacity, and not as a plaintiff,
representative, or class member in any purported class, collective, or representative proceeding. Notwithstanding the
foregoing, you understand that you may bring a proceeding as a Private Attorney General as permitted by law. For the
avoidance of doubt, the Federal Arbitration Act governs this Agreement and shall apply with full force and effect,
notwithstanding the application of procedural rules set forth under the Act and California law.
(b)
Dispute Resolution. Disputes that you agree to arbitrate, and thereby agree to waive any right to
a trial by jury, include any statutory claims under local, state, or federal law, including, but not limited to, claims under
Title VII of the Civil Rights Act of 1964, the Americans with Disabilities Act of 1990, the Age Discrimination in
Employment Act of 1967, the Older Workers Benefit Protection Act, the Sarbanes Oxley Act, the Worker Adjustment
and Retraining Notification Act, the Fair Labor Standards Act, the California Fair Employment and Housing Act, the
Family and Medical Leave Act, the California Family Rights Act, the California Labor Code, claims relating to
employment status, classification, and relationship with the Company, claims of harassment, discrimination, and wrongful
termination, breach of contract and any statutory or common law claims, except as prohibited by law. You also agree to
arbitrate any and all disputes arising out of or relating to the interpretation or application of this agreement to arbitrate, but
not disputes about the enforceability, revocability, or validity of this agreement to arbitrate or any portion hereof of the
class, collective and representative proceeding waiver herein. You agree that nothing in this agreement constitutes a
waiver of your rights under Section 7 of the National Labor Relations Act. You further understand that this Agreement to
arbitrate also applies to any disputes that the Company may have with you.

(c)
Procedure. You agree that any arbitration will be administered by the Judicial Arbitration &
Mediation Services, Inc. (“JAMS”), pursuant to its Employment Arbitration Rules & Procedures (the “JAMS Rules”),
which are available at http://www.jamsadr.com/rules- employment-arbitration/. The arbitrator shall have the power to
decide any motions brought by any party to the arbitration, including motions for summary judgment and/or adjudication,
motions to dismiss and demurrers, prior to any arbitration hearing applying the standards set forth under the California
Code of Civil Procedure. You agree that the arbitrator shall issue a written decision on the merits. The arbitrator shall have
the power to award any remedies available under applicable law, and the arbitrator shall award attorneys’ fees and costs to
the prevailing party, where provided by applicable law. You agree that the decree or award rendered by the arbitrator may
be entered as a final and binding judgment in any court having jurisdiction thereof. The Company will pay for any
administrative or hearing fees charged by the administrator or JAMS, and all arbitrator’s fees, except that you shall pay
any filing fees associated with any arbitration that you initiate, but only so much of the filing fee as you would have
instead paid had you filed a complaint in a court of law. You agree that the arbitrator shall administer and conduct any
arbitration in accordance with California law, including the California Code of Civil Procedure and the California
Evidence Code, and that the arbitrator shall apply substantive and procedural California law to any dispute or claim,
without reference to the rules of conflict of law. To the extent that the JAMS Rules conflict with California law, California
law shall take precedence. The decision of the arbitrator shall be in writing. Any arbitration under this Agreement shall be
conducted in San Luis Obispo County, California.
(d)
Remedy. Except as provided by the Act and this Agreement, arbitration shall be the sole,
exclusive, and final remedy for any dispute between you and the Company. Accordingly, except as provided by the
Act and this Agreement, neither you nor the Company will be permitted to pursue court action regarding claims
that are subject to arbitration. Notwithstanding, the arbitrator will not have the authority to disregard or refuse to
enforce any lawful Company policy, and the arbitrator will not order or require the Company to adopt a policy not
otherwise required by law which the Company has not adopted.
(e)
Administrative Relief. You are not prohibited from pursuing an administrative claim with a
local, state, or federal administrative body or government agency that is authorized to enforce or administer laws related to
employment, including, but not limited to, the Department of Fair Employment and Housing, the Equal Employment
Opportunity Commission, the National Labor Relations Board, or the Workers’ Compensation Board. However, you may
not pursue court action regarding any such claim, except as permitted by law.
(f)
Voluntary Nature of Agreement. You acknowledge and agree that you are executing this
Agreement voluntarily and without any duress or undue influence by the Company or anyone else. You further
acknowledge and agree that you have carefully read this Agreement and that you have asked any questions needed for
you to understand the terms, consequences and binding effect of this Agreement and fully understands it, including that
YOU ARE WAIVING YOUR RIGHT TO A JURY TRIAL. Finally, you agree that you have been provided an
opportunity to seek the advice of an attorney of your choice before signing this Agreement.

14.

Miscellaneous Provisions.

(a)
Indemnification. If the Board designates you as a Section 16 officer, the Company shall
indemnify you to the maximum extent permitted by applicable law and the Company’s Bylaws with respect to your
service and you shall also be covered under a directors and officers liability insurance policy paid for by the Company to
the extent that the Company maintains such a liability insurance policy now or in the future.
(b)
Headings. All captions and section headings used in this Agreement are for convenient reference
only and do not form a part of this Agreement.
(c)
Notice. Notices and all other communications contemplated by this Agreement shall be in
writing and shall be deemed to have been duly given when personally delivered or when mailed by U.S. registered or
certified mail, return receipt requested and postage prepaid. In your case, mailed notices shall be addressed to you at the
home address that you most recently communicated to the Company in writing. In the case of the Company, mailed
notices shall be addressed to its corporate headquarters, and all notices shall be directed to the attention of its Secretary.
(d)
Modifications and Waivers. No provision of this Agreement shall be modified, waived or
discharged unless the modification, waiver or discharge is agreed to in writing and signed by you and by an authorized
officer of the Company (other than you). No waiver by either party of any breach of, or of compliance with, any condition
or provision of this Agreement by the other party shall be considered a waiver of any other condition or provision or of the
same condition or provision at another time.
(e)
Entire Agreement. No other agreements, representations or understandings (whether oral or
written and whether express or implied) which are not expressly set forth in this Agreement have been made or entered
into by either party with respect to the subject matter hereof. This Agreement and the Confidentiality Agreement contain
the entire understanding of the parties with respect to the subject matter hereof.
(f)
Withholding Taxes. All payments made under this Agreement shall be subject to reduction to
reflect taxes or other charges required to be withheld by law.
(g)
Choice of Law and Severability. This Agreement shall be interpreted in accordance with the
laws of the State of California without giving effect to provisions governing the choice of law. If any provision of this
Agreement becomes or is deemed invalid, illegal or unenforceable in any applicable jurisdiction by reason of the scope,
extent or duration of its coverage, then such provision shall be deemed amended to the minimum extent necessary to
conform to applicable law so as to be valid and enforceable or, if such provision cannot be so amended without materially
altering the intention of the parties, then such provision shall be stricken and the remainder of this Agreement shall
continue in full force and effect. If any provision of this Agreement is rendered illegal by any present or future statute, law,
ordinance or regulation (collectively, the “Law”) then that provision shall be curtailed or limited only to the minimum
extent necessary to bring the provision into compliance with the Law. All the other terms and provisions of this
Agreement shall continue in full force and effect without impairment or limitation.

(h)
No Assignment. This Agreement and all of your rights and obligations hereunder are personal to
you and may not be transferred or assigned by you at any time. The Company may assign its rights under this Agreement
to any entity that assumes the Company’s obligations hereunder in connection with any sale or transfer of all or a
substantial portion of the Company’s assets to such entity.
(i)
Acknowledgment. You acknowledge that you have the opportunity to discuss this matter with
and obtain advice from his private attorney, have had sufficient time to, and have carefully read and fully understand all
the provisions of this Agreement, and are knowingly and voluntarily entering into this Agreement.
(j)
Counterparts. This Agreement may be executed in two or more counterparts, each of which
shall be deemed an original, but all of which together shall constitute one and the same instrument.

[Signature Page Follows]

After you’ve had an opportunity to review this Agreement, please feel free to contact me if you have any questions
or comments. To indicate your acceptance of this Agreement, please sign and date this letter in the space provided below
and return it to me.

Very truly yours,
MINDBODY, INC.
By: /s/ Jeff Harper
(Signature)

ACCEPTED AND AGREED:
Kunal Mittal
/s/ Kunal Mittal
(Signature)
October 30, 2015
Date

Exhibit 10.4

AMENDMENT NO. 1 TO EXECUTIVE EMPLOYMENT AGREEMENT
This AMENDMENT NO. 1 to Executive Employment Agreement (this “ Amendment”) is made and entered into effective as of
July 29, 2016 (the “Amendment Effective Date”), by and between MINDBODY, Inc., a Delaware corporation (the “ Company”), and
Kunal Mittal (“Executive”). All capitalized terms used but not otherwise defined herein have the meanings ascribed to them in the
Agreement.
WHEREAS, the Company and Executive entered into that certain Executive Employment Agreement (the “Agreement”) dated
as of October 30, 2015;
WHEREAS, the Company and Executive wish to amend the Agreement to reflect certain changes in the duties to be performed
and the compensation payable to Executive pursuant to the Agreement;
WHEREAS, pursuant to Section 14(d) of the Agreement, any modification to the Agreement must be in writing and signed by
Executive and an authorized officer of the Company (other than Executive); and
WHEREAS, the compensation committee of the Board (the “Committee”) has approved the amendment of the Agreement in the
manner reflected herein.
NOW, THEREFORE, in consideration of the mutual promises and covenants hereinafter set forth, the parties hereto agree as
follows:
1.
Position. Effective as of June 1, 2016, Section 1(b) of the Agreement is hereby amended by deleting “Senior Vice
President, Technology” therefrom and replacing it with “Chief Technology Officer.”
2.
Base Salary. Effective as of July 1, 2016, Section 2(a) of the Agreement is hereby amended by deleting “$230,000”
therefrom and replacing it with “$275,000”.
3.

Equity Awards. The Committee has approved the following equity awards in connection with this Amendment:
a.
Stock Options. The Committee has approved a grant of a stock option to purchase 20,300 shares of the
Company’s Class A Common Stock, consistent with the Company’s standard terms for option awards, and the terms and
conditions of the Plan.
b.
RSUs. The Committee has approved an award of 9,000 restricted stock units, consistent with the Company’s
standard terms for awards of restricted stock units, and the terms and conditions of the Plan.

4.
Governing Law. This Agreement shall be interpreted in accordance with the laws of the State of California without
giving effect to provisions governing the choice of law.
5.
Entire Agreement. No other agreements, representations or understandings (whether oral or written and whether
express or implied) which are not expressly set forth in the Agreement or this Amendment have been made or entered into by
either party with respect to the subject matter hereof. The Agreement, this Amendment and the Confidentiality Agreement
contain the entire understanding of the parties with respect to the subject matter hereof.
6.
Counterparts. This Amendment may be executed in two or more counterparts, each of which shall be deemed an
original, but all of which together shall constitute one and the same instrument.

7.
Full Force and Effect. All terms and provisions of the Agreement not amended hereby, either expressly or by
necessary implication, shall remain in full force and effect. From and after the date of this Amendment, the term “Agreement” in
this Amendment or the original Agreement shall include the terms contained in this Amendment.

[Signature page follows.]

IN WITNESS WHEREOF, the parties hereto have executed this Amendment effective on the date and year first above written.
EXECUTIVE:
Dated: 8/2/2016__________________

/s/ Kunal Mittal_______________________________
Kunal Mittal

COMPANY:
MINDBODY, Inc.
Dated: 7/29/2016__________________

/s/ Richard Stollmeyer__________________________
Name: Richard Stollmeyer
Title: President and Chief Executive Officer

Exhibit 10.5

SECOND AMENDMENT
TO
LOAN AND SECURITY AGREEMENT
THIS SECOND AMENDMENT to Loan and Security Agreement (this “Amendment”) is entered into this 29th day of
January, 2016, by and between Silicon Valley Bank (“Bank”) and MINDBODY, INC., a Delaware corporation (“Borrower”) whose
address is 4051 Broad Street, Suite 220, San Luis Obispo, CA 93401.
RECITALS
A.
Bank and Existing Borrower have entered into that certain Loan and Security Agreement dated as of January 12, 2015,
(as the same may from time to time be further amended, modified, supplemented or restated, including by that certain First Amendment
to Loan and Security Agreement dated as of March 9, 2015, the “Loan Agreement”).
B.

Bank has extended credit to Borrower for the purposes permitted in the Loan Agreement.

C. Borrower has requested that Bank amend the Loan Agreement to (i) modify the financial covenant and (ii) make certain
other revisions to the Loan Agreement as more fully set forth herein.
D. Bank has agreed to so amend certain provisions of the Loan Agreement, but only to the extent, in accordance with the
terms, subject to the conditions and in reliance upon the representations and warranties set forth below.
AGREEMENT
NOW, THEREFORE, in consideration of the foregoing recitals and other good and valuable consideration, the receipt and
adequacy of which is hereby acknowledged, and intending to be legally bound, the parties hereto agree as follows:
1.
Definitions. Capitalized terms used but not defined in this Amendment shall have the meanings given to them in the
Loan Agreement.
2.

Amendments to Loan Agreement.

2.1 Section 6.2 (Financial Statements, Reports, Certificates). Section 6.2 of the Loan Agreement hereby is amended
and restated in its entirety and replaced with the following:
“6.2

Financial Statements, Reports, Certificates. Provide Bank with the following:

(a)
a Transaction Report (and any schedules related thereto) within (i) when Credit Extensions are outstanding,
twenty (20) days after

the end of each month and (ii) when no Credit Extensions are outstanding, twenty (20) days after the end of each quarter;
(b)
(i) when Credit Extensions are outstanding, as soon as available, but no later than within thirty (30) days after
the last day of each month, a company prepared consolidated and consolidating balance sheet and income statement, covering
Borrower’s and each of its Subsidiary’s operations for such month certified by a Responsible Officer and in a form acceptable
to Bank (the “Monthly Financial Statements”) and (ii) when no Credit Extensions are outstanding, as soon as available, but no
later than within the five (5) days of filing with the SEC, a company prepared (I) consolidated and consolidating balance sheet
and income statement and (II) consolidated cash flow statement, covering Borrower’s and each of its Subsidiary’s operations
for such quarter certified by a Responsible Officer and in a form acceptable to Bank (the “Quarterly Financial Statements”);
(c)
(i) when Credit Extensions are outstanding, within thirty (30) days after the last d ay o f each month an d (ii)
when n o Credit Extensions are outstanding, within thirty (30) days after the last day of each quarter, and together with the
Monthly Financial Statements, a duly completed Compliance Certificate signed by a Responsible Officer, certifying that as of
the end of such period, Borrower was in full compliance with all of the terms and conditions of this Agreement, and setting
forth calculations showing compliance with the financial covenants set forth in this Agreement and such other information as
Bank may reasonably request, including, without limitation, a statement that at the end of such period there were no held
checks (other than held checks disclosed in the Compliance Certificate);
(d)
(i) when Credit Extensions are outstanding, within thirty (30) days after the last day of each month and (ii)
when no Credit Extensions are outstanding, within thirty (30) days after the last day of each quarter, a SaaS based metrics
report including Annualized Churn Rate and MRR;
(e)
within thirty (30) days following the end of each fiscal year of Borrower, annual operating budgets (including
income statements, balance sheets and cash flow statements, by month) for the upcoming fiscal year of Borrower, as approved
by Borrower’s board of directors, together with any related business forecasts used in the preparation of such annual financial
projections;
(f)
within five (5) days of filing, copies of all periodic and other reports, proxy statements and other materials
filed by Borrower with the SEC, any Governmental Authority succeeding to any or all of the functions of the SEC o r with any
national securities exchange, or

distributed to its shareholders, as the case may be. Documents required to be delivered pursuant to the terms hereof (to the
extent any such documents are included in materials otherwise filed with the SEC) may be delivered electronically and if so
delivered, shall be deemed to have been delivered on the date on which Borrower posts such documents, or provides a link
thereto, on Borrower’s website on the Internet at Borrower’s website address; provided, however, Borrower shall promptly
notify Bank in writing (which may be by electronic mail) of the posting of any such documents;
(g)
within five (5) days of delivery, copies of all material statements, reports and notices made generally available
to Borrower’s security holders or to holders of Subordinated Debt;
(h)
prompt report of any legal actions pending or threatened in writing against Borrower or any of its Subsidiaries
that could result in damages or costs to Borrower or any of its Subsidiaries of, individually or in the aggregate, Five Hundred
Thousand Dollars ($500,000) or more; and
(i)

other financial information reasonably requested by Bank.”

2.2 Section 6.6 (Access to Collateral; Books and Records). Section 6.6 of the Loan Agreement hereby is amended
and restated in its entirety and replaced with the following:
“6.6 Access to Collateral; Books and Records. Subject to the terms and conditions of this Section 6.6, at reasonable
times, on three (3) Business Days’ notice (provided no notice is required if an Event of Default has occurred and is
continuing), Bank, or its agents, shall have the right to inspect the Collateral and the right to audit and copy Borrower’s Books.
The foregoing inspections and audits shall be conducted at Borrower’s expense. The first such audit shall be conducted in
connection with the initial Advance hereunder and such audit shall be completed (i) within ninety (90) days of the initial
Advance, if on the date Borrower requests the initial Advance, Borrower’s balance of unrestricted cash at Bank, minus, the
aggregate amount of all outstanding Obligations, is greater than or equal to Forty Million Dollars ($40,000,000) or (ii) prior to
the initial Advance, if on the date Borrower requests the initial Advance, Borrower’s balance of unrestricted cash at Bank,
minus, the aggregate amount of all outstanding Obligations, is less than Forty Million Dollars ($40,000,000). Thereafter, only
when Credit Extensions are outstanding, Bank may conduct such audits once every twelve (12) months unless an Event of
Default has occurred and is continuing in which case such inspections and audits shall occur as often as Bank shall determine
is necessary. The charge therefor shall be Eight Hundred Fifty Dollars ($850) per person per day (or such higher amount as
shall represent Bank’s then-current standard charge for the same), plus reasonable out-of-

pocket expenses. In the event Borrower and Bank schedule an audit more than ten (I0) days in advance, and Borrower cancels
or seeks to reschedules the audit with less than ten (10) days written notice to Bank, then (without limiting any of Bank’s rights
or remedies) Borrower shall pay Bank a fee of One Thousand Dollars ($1,000) plus any out-of-pocket expenses incurred by
Bank to compensate Bank for the anticipated costs and expenses of the cancellation or rescheduling.”
2.3
Section 6.9 (Performance to Plan; Revenue). Section 6.9 of the Loan Agreement hereby is amended and
restated in its entirety and replaced with the following:
“6.9 Financial Covenants. Maintain, measured (i) monthly on a trailing three (3) month basis when Credit Extensions
are outstanding and (ii) quarterly on a trailing three (3) month basis when no Credit Extensions are outstanding, on a
consolidated basis with respect to Borrower and its Subsidiaries, one of the following:
(a)
Performance to Plan; Revenue. Revenue, of at least eighty- one percent (81.0%) of Borrower’s projected
revenue for the applicable measuring period as set forth in Borrower’s Board of Directors-approved business plan for the 2015
fiscal year separately provided to and approved in writing by Bank as of the Effective Date. Covenant levels for subsequent
measuring periods shall be set by the mutual agreement of Borrower and Bank based on Borrower’s projections delivered to
Bank pursuant to Section 6.2(e); provided that, if such mutual agreement cannot be reached for years subsequent to 2015,
Borrower shall maintain revenue, measured monthly on a trailing three (3) month basis, of at least the amount equal to
seventeen and one half of one percent (17.5%) above Borrower’s actual revenue for the fiscal year prior to the applicable
measuring period or
(b)
Minimum Cash at Bank. A balance of unrestricted cash at Bank, minus, the aggregate amount of outstanding
Obligations, of at least Forty Million Dollars ($40,000,000).”
2.4
Section 7.2 (Changes in Business, Management, Control, or Business Locations). Section 7.2 of the Loan
Agreement hereby is amended and restated in its entirety and replaced with the following:
“7.2 Changes in Business, Management, Control, or Business Locations. (a) Engage in or permit any of its
Subsidiaries to engage in any business other than the businesses currently engaged in by Borrower and such Subsidiary, as
applicable, o r reasonably related thereto; (b) liquidate or dissolve; (c) (i) fail to provide notice to Bank of any Key Person
departing from or ceasing to be employed by Borrower within five

(5) days after his/her/their departure from Borrower; or (d) permit or suffer any Change in Control.
Borrower shall not, without at least fifteen (15) days prior written notice to Bank: (I) add any new offices or business
locations, including warehouses (unless such new offices or business locations contain less than One Hundred Thousand
Dollars ($100,000) in Borrower’s assets or property) or deliver any portion of the Collateral valued, individually or in the
aggregate, in excess of One Hundred Thousand Dollars ($100,000) to a bailee at a location other than to a bailee and at a
location already disclosed in the Perfection Certificate, (2) change its jurisdiction of organization, (3) change its organizational
structure or type, (4) change its legal name, or (5) change any organizational number (if any) assigned by its jurisdiction of
organization. If Borrower intends to deliver any portion of the Collateral valued, individually or in the aggregate, in excess of
One Hundred Thousand Dollars ($100,000) to a bailee, and Bank and such bailee are not already parties to a bailee agreement
governing both the Collateral and the location to which Borrower intends to deliver the Collateral, then Borrower will first
receive the written consent of Bank, and such bailee shall execute and deliver a bailee agreement in form and substance
satisfactory to Bank.”
2.1 Section 13 (Definitions). The following terms and their respective definitions hereby are added or amended and
restated in their entirety in Section 13.1 of the Loan Agreement, as appropriate, as follows:
“Change in Control” means (a) at any time, any “person” or “group” (as such terms are used in Sections 13(d) and
14(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”)), shall become, or obtain rights (whether by
means or warrants, options or otherwise) to become, the “beneficial owner” (as defined in Rules 13(d)-3 and 13(d)-5 under the
Exchange Act), directly or indirectly, of forty percent (40%) or more of the ordinary voting power for the election of directors
of Borrower (determined on a fully diluted basis) other than by the sale of Borrower’s equity securities in a public offering or to
venture capital or private equity investors so long as Borrower identifies to Bank the venture capital or private equity investors
at least seven (7) Business Days prior to the closing of the transaction and provides to Bank a description of the material terms
of the transaction; (b) during any period of 12 consecutive months, a majority of the members of the board of directors or other
equivalent governing body of Borrower cease to be composed of individuals (i) who were members of that board or equivalent
governing body on the first day of such period, (ii) whose election or nomination to that board or equivalent governing body
was approved by individuals referred to in clause (i) above constituting at the time of such election or nomination at least a
majority of that board or equivalent governing body or (iii) whose election or nomination to that board or other

equivalent governing body was approved by individuals referred to in clauses (i) and (ii) above constituting at the time
of such election or nomination at least a majority of that board or equivalent governing body; or (c) at any time, Borrower shall
cease to own and control, of record and beneficially, directly or indirectly, 100% of each class of outstanding capital stock of
each subsidiary of Borrower free and clear of all Liens (except Liens created by this Agreement).
“Quarterly Financial Statements” is defined in Section 6.2(b).
2.2
3.

Exhibit D to the Loan Agreement hereby is replaced with Exhibit D attached hereto.

Limitation of Amendments.

3.1 The amendments set forth in Section 2, above, are effective for the purposes set forth herein and shall be limited
precisely as written and shall not be deemed to (a) be a consent to any amendment, waiver or modification of any other term or
condition of any Loan Document, or (b) otherwise prejudice any right or remedy which Bank may now have or may have in the
future under or in connection with any Loan Document.
3.2 This Amendment shall be construed in connection with and as part of the Loan Documents and all terms,
conditions, representations, warranties, covenants and agreements set forth in the Loan Documents, except as herein amended, are
hereby ratified and confirmed and shall remain in full force and effect.
4.

Representations and Warranties.
warrants to Bank as follows:

To induce Bank to enter into this Amendment, Borrower hereby represents and

4.1 Immediately after giving effect to this Amendment and except as otherwise set forth herein, (a) the representations
and warranties contained in the Loan Documents are true, accurate and complete in all material respects as of the date hereof (except
to the extent such representations and warranties relate to an earlier date, in which case they are true and correct as of such date), and
(b) no Event of Default has occurred and is continuing;
4.2 Borrower has the power and authority to execute and deliver this Amendment and to perform its obligations under
the Loan Agreement, as amended by this Amendment;
4.3 The organizational documents of Borrower delivered to Bank upon execution thereof remain true, accurate and
complete and have not been amended, supplemented or restated and are and continue to be in full force and effect;
4.4 The execution and delivery by Borrower of this Amendment and the performance by Borrower of its obligations
under the Loan Agreement, as amended by this Amendment, have been duly authorized;

4.5 The execution and delivery by Borrower of this Amendment and the performance by Borrower of its obligations
under the Loan Agreement, as amended by this Amendment, do not and will not contravene (a) any law or regulation binding on or
affecting Borrower, (b) any contractual restriction with a Person binding on Borrower, (c) any order, judgment or decree of any court
or other governmental or public body or authority, or subdivision thereof, binding o n Borrower, o r (d) the organizational documents
of Borrower;
4.6 The execution and delivery by Borrower of this Amendment and the performance by Borrower of its obligations
under the Loan Agreement, as amended by this Amendment, do not require any order, consent, approval, license, authorization or
validation of, or filing, recording or registration with, or exemption by any governmental or public body or authority, or subdivision
thereof, binding on either Borrower, except as already has been obtained or made; and
4.7 This Amendment has been duly executed and delivered by Borrower and is the binding obligation of Borrower,
enforceable against Borrower in accordance with its terms, except as such enforceability may be limited by bankruptcy, insolvency,
reorganization, liquidation, moratorium or other similar laws of general application and equitable principles relating to or affecting
creditors’ rights.
5.
Counterparts. This Amendment may be executed in any number of counterparts and all of such counterparts taken
together shall be deemed to constitute one and the same instrument.
6.
Effectiveness. This Amendment shall be deemed effective upon (a) the due execution and delivery to Bank of this
Amendment by each party hereto, (b) the due execution and delivery to Bank of updated Borrowing Resolutions for Borrower and (c)
Borrower’ s payment of all Bank Expenses incurred through the date hereof, which may be debited from any of Borrowers’ accounts
at Bank.
[Signature page follows.]

IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be duly executed and delivered as of the date
first written above.
BANK
Silicon Valley Bank
By: /s/ Victor Le
Name: Victor Le
Title: VP

BORROWER
MINDBODY, INC.
By: /s/ Brett T. White
Name: Brett T. White
Title: CFO

[Signature Page to Second Amendment to Loan and Security Agreement]
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EXHIBIT D
COMPLIANCE CERTIFICATE
TO:
FROM:

SILICON VALLEY BANK

Date: January __, 2016

MINDBODY, INC.

The undersigned authorized officer of MINDBODY, INC. (“Borrower”) certifies that under the terms and conditions of the Loan and Security Agreement between
Borrower and Bank (the “Agreement”):
(I) Borrower is in complete compliance for the period ending _____ with all required covenants except as noted below; (2) there are no Events of Default; (3) all
representations and warranties in the Agreement are true and correct in all material respects on this date except as noted below; provided, however, that such materiality qualifier
shall not be applicable to any representations and warranties that already are qualified or modified b y materiality in the text thereof; and provided, further that those
representations and warranties expressly referring to a specific date shall be true, accurate and complete in all material respects as of such date; (4) Borrower, and each of its
Subsidiaries, has timely filed all required tax returns and reports, and Borrower has timely paid all foreign, federal, state and local taxes, assessments, deposits and contributions
owed by Borrower except as otherwise permitted pursuant to the terms of Section 5.9 of the Agreement; and (5) no Liens have been levied or claims made against Borrower or
any of its Subsidiaries relating to unpaid employee payroll or benefits of which Borrower has not previously provided written notification to Bank.

Attached are the required documents supporting the certification. The undersigned certifies that these are prepared in accordance with GAAP consistently applied from
one period to the next except as explained in an accompanying letter or footnotes. The undersigned acknowledges that no borrowings may be requested at any time or date of
determination that Borrower is not in compliance with any of the terms of the Agreement, and that compliance is determined not just at the date this certificate is delivered.
Capitalized terms used but not otherwise defined herein shall have the meanings given them in the Agreement.
Please indicate compliance status by circling Yes/No under “Complies” column.
Reporting Covenants

Required

Complies

Monthly/quarterly financial statements with Compliance Certificate

(i) when Credit Extensions are outstanding, monthly
within 30 days
(ii) when no Credit Extensions are outstanding, within 5
days after filing w
SEC

Yes No

10-Q, 10-K and 8-K

Within 5 days after filing with SEC

Yes No

Transaction Report

(i) when Credit Extension are outstanding, monthly
within 20 days and
(ii) when no Credit Extensions are outstanding, quarterly
within 20 days

Yes No

SaaS metrics report

(i) when Credit Extensions are outstanding, monthly
within 30 days and
(ii) when no Credit Extensions are outstanding, quarterly
within 30 days

Yes No

Annual Projections (Board Approved)

FYE within 30 days

Yes No

The following Intellectual Property was registered (or a registration application submitted) after the Effective Date (if no registrations, state “None”)
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Financial Covenants

Required

Actual

Complies

81% of projected
revenue*

$______________

Yes No

$40,000,000

$______________

Yes No

Borrower must be in compliance with one (1) of the following financial covenants,
each, measured (i) monthly on a trailing three (3) month basis when Credit Extensions
are outstanding a
(ii) quarterly on a trailing three (3) month basis when no Credit Extensions are
outstanding
Performance to Plan; Revenue
Cash at Bank, minus, aggregate amount of outstanding
Obligations

* Covenant levels for subsequent measuring periods shall be set by the mutual agreement of Borrower and Bank based on Borrower’s projections delivered to Bank pursuant to
Section 6.2(e); provided that, if such mutual agreement cannot be reached for years subsequent to 2015, Borrower shall maintain revenue, measured monthly on a trailing three
(3) month basis, of at least the amount equal to seventeen and one half of one percent (17.5%) above Borrower’s actual revenue for the fiscal year prior to the applicable
measuring period.

Other Matters
Have there been any amendments of or other changes to the capitalization table of Borrower and to the Operating
Documents of Borrower or any of its Subsidiaries? If yes, provide copies of any such amendments or changes with
this Compliance Certificate.
The following are the exceptions with respect to the certification above: (lf no exceptions exist, state ‘‘No exceptions to note.”)

MINDBODY, INC
By: ____________________
Name:__________________
Title:___________________

BANK USE ONLY
Received by:_____________________________
AUTHORIZED SIGNER
Date:____________________________________
Verified:_________________________________
AUTHORIZED SIGNER
Date:____________________________________
Compliance Status: Yes No

WEST\266090722.7
354271·000275

2

Yes No

BORROWING RESOLUTIONS

CORPORATE BORROWING CERTIFICATE

BORROWER: MINDBODY, INC.
BANK: Silicon Valley Bank

DATE: January_, 2016

I hereby certify as follows, as of the date set forth above:
1.
2.

I am the Secretary, Assistant Secretary or other officer of Borrower. My title is as set forth below.
Borrower’s exact legal name is set forth above. Borrower is a corporation existing under the laws of the State of Delaware.

3.
Attached hereto are true, correct and complete copies of Borrower’s Articles of Incorporation (including amendments), as filed with the Secretary of
State of the state in which Borrower is incorporated as set forth above. Such Articles of Incorporation have not been amended, annulled, rescinded,
revoked or supplemented, and remain in full force and effect as of the date hereof.
4.
The following resolutions were duly and validly adopted by Borrower’s Board of Directors at a duly held meeting of such directors (or pursuant to
a unanimous written consent or other authorized corporate action). Such resolutions are in full force and effect as of the date hereof and have not been in
any way modified, repealed, rescinded, amended or revoked, and Silicon Valley Bank (“Bank”) may rely on them until Bank receives written notice of
revocation from Borrower.
RESOLVED, that any one of the following officers or employees of Borrower,
whose names, titles and signatures are below, may act on behalf of Borrower:

Authorized
to Add or
Remove

Name

Title

Signature

__________________
__________________
__________________
__________________

WEST\266090722.7
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Signatories

___________________
___________________
___________________
___________________

___________________________
___________________________
___________________________
___________________________

☐
☐
☐
☐

RESOLVED FURTHER, that any one of the persons designated above with a checked box beside his or her name may, from time to time, add or
remove any individuals to and from the above list of persons authorized to act on behalf of Borrower.
RESOLVED FURTHER, that such individuals may, on behalf of Borrower:
Borrow Money. Borrow money from Bank.
Execute Loan Documents. Execute any Joan documents Bank requires.
Grant Security. Grant Bank a security interest in any of Borrower’s assets.
Negotiate Items. Negotiate or discount a11 drafts, trade acceptances, promissory notes, or other indebtedness in which Borrower has an interest
and receive cash or otherwise use the proceeds.
Apply for Letters of Credit. Apply for letters of credit from Bank.
Enter Derivative Transactions. Execute spot or forward foreign exchange contracts,
interest rate swap agreements, or other derivative transactions.

Issue Warrants. Issue warrants for Borrower’s capital stock.
Further Acts. Designate other individuals to request advances, pay fees and costs and execute other documents or agreements (including
documents or agreement that waive Borrower’s right to a jury trial) they believe to be necessary to effect these resolutions.
RESOLVED FURTHER, that all acts authorized by the above resolutions and any prior acts relating thereto are ratified.
5. The persons listed above are Borrower’s officers or employees with their titles and signatures
sho’M1 next to their names.

By: ____________________
Name: _________________
Title: __________________
*** If the Secretary, Assistant Secretary or other certifying officer executing above is designated by the resolutions set forth in paragraph 4 as
one of the authorized signing officers, this Certificate must also be signed by a second authorized officer or director of Borrower.
I, the _________________________________of Borrower, hereby certify as to paragraphs 1 through 5 above, as of the date set forth above.
By: ____________________
Name: _________________
Title: __________________
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Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO
EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Richard Stollmeyer, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of MINDBODY, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a–15(e) and 15d–15(e)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant's internal control over financial reporting; and
5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant's ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over
financial reporting.

Date:

November 10, 2016

By:

/s/ Richard Stollmeyer
Richard Stollmeyer
President and Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO
EXCHANGE ACT RULES 13a-14(a) AND 15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Brett White, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of MINDBODY, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a–15(e) and 15d–15(e)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant's internal control over financial reporting; and
5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant's ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over
financial reporting.

Date:

November 10, 2016

By:

/s/ Brett White
Brett White
Chief Financial Officer and Chief Operating Officer
(Principal Financial Officer)

Exhibit 32.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Richard Stollmeyer, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly
Report on Form 10-Q of MINDBODY, Inc. for the fiscal quarter ended September 30, 2016 fully complies with the requirements of Section 13(a) or 15(d) of
the Securities Exchange Act of 1934 and that information contained in such Quarterly Report on Form 10-Q fairly presents, in all material respects, the
financial condition and results of operations of MINDBODY, Inc.

Date:

November 10, 2016

By:

/s/ Richard Stollmeyer
Richard Stollmeyer
Chief Executive Officer
(Principal Executive Officer)

Exhibit 32.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Brett White, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly Report
on Form 10-Q of MINDBODY, Inc. for the fiscal quarter ended September 30, 2016 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that information contained in such Quarterly Report on Form 10-Q fairly presents, in all material respects, the financial
condition and results of operations of MINDBODY, Inc.

Date:

November 10, 2016

By:

/s/ Brett White
Brett White
Chief Financial Officer and Chief Operating Officer
(Principal Financial Officer)

