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ITEM 1. FINANCIAL STATEMENTS

PART 1

SERVICENOW, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net
Current portion of deferred commissions
Prepaid expenses and other current assets
Total current assets
Deferred commissions, less current portion
Long-term investments
Property and equipment, net
Operating lease right-of-use assets
Intangible assets, net
Goodwill
Deferred tax assets
Other assets
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Current portion of deferred revenue
Current portion of operating lease liabilities
Total current liabilities
Deferred revenue, less current portion
Operating lease liabilities, less current portion
Convertible senior notes, net
Other long-term liabilities
Total liabilities
Stockholders’ equity:
Common stock
Additional paid-in capital
Accumulated other comprehensive income (loss)
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

(in thousands)

(unaudited)

March 31, 2020

December 31, 2019

808,725 $ 775,778
1,049,980 915,317
615,234 835,279
182,830 175,039
149,092 125,488
2,805,861 2,826,901
339,727 333,448
1,077,938 1,013,332
470,969 468,085
464,576 402,428
171,049 143,850
207,605 156,756
586,021 599,633
73,670 77,997
6,197,416 $ 6,022,430
73,904 $ 52,960
370,997 461,403
2,215,265 2,185,754
60,895 52,668
2,721,061 2,752,785
40,477 40,038
440,938 383,221
701,288 694,981
27,557 23,464
3,931,321 3,894,489
190 189
2,584,298 2,454,741
(14,380) 25,255
(304,013) (352,244)
2,266,095 2,127,941
6,197,416 $ 6,022,430

See accompanying notes to condensed consolidated financial statements
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SERVICENOW, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(in thousands, except per share data)

Revenues:
Subscription
Professional services and other
Total revenues
Cost of revenues (V;
Subscription
Professional services and other
Total cost of revenues
Gross profit
Operating expenses (1
Sales and marketing
Research and development
General and administrative
Total operating expenses
Income (loss) from operations
Interest expense
Interest income and other income, net
Income (loss) before income taxes
Provision for (benefit from) income taxes
Net income (loss)

Net income (loss) per share - basic

Net income (loss) per share - diluted

Weighted-average shares used to compute net income (loss) per share - basic

Weighted-average shares used to compute net income (loss) per share - diluted

Other comprehensive income (loss):
Foreign currency translation adjustments
Unrealized gain (loss) on investments, net of tax
Other comprehensive income (loss), net of tax

Comprehensive income

(1) Includes stock-based compensation as follows:

Cost of revenues:

Subscription

Professional services and other
Sales and marketing
Research and development

General and administrative

See accompanying notes to condensed consolidated financial statements

Three Months Ended March 31,

2020 2019
994,702 $ 739,986
51,638 48,940
1,046,340 788,926
159,721 126,589
63,645 59,663
223,366 186,252
822,974 602,674
441,234 361,409
226,657 172,522
105,748 84,456
773,639 618,387
49335 (15,713)
(8,570) (8,168)
7,597 12,425
48,362 (11,456)
131 (9,911)
48231 $ (1,545)
025 $ (0.01)
024 $ (0.01)
190,163 182,062
199,938 182,062
(20,393) $ 9,635
(19,242) 4,723
(39,635) 14,358
8,596 $ 12,813

Three Months Ended March 31,

2020 2019
21,524 $ 16,022
12,012 9,931
70,160 62,130
58,903 43,582
25,686 25,785



Table of Contents

SERVICENOW, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in thousands)

(unaudited)
Accumulated
Common Stock Additional Other Total
Paid-in Accumulated Comprehensive Stockholders’
Shares Amount Capital Deficit Income (Loss) Equity
Balance at December 31, 2019 189,461 $ 189 $ 2454741 $ (352244) $ 25,255 § 2,127,941
Common stock issued under employee stock plans 1,239 1 66,874 — — 66,875
Taxes paid related to net share settlement of equity
awards — — (125,706) — — (125,706)
Stock-based compensation — — 188,565 — — 188,565
Settlement of 2022 Notes conversion feature — — (3,728) — — (3,728)
Benefit from exercise of 2022 Note Hedge — — 3,552 — — 3,552
Other comprehensive loss, net of tax — — — — (39,635) (39,635)
Net income — — — 48,231 — 48,231
Balance at March 31, 2020 190,700 $ 190 $ 2,584,298 § (304,013) $ (14,380) § 2,266,095
Accumulated
Common Stock Additional Other Total
Paid-in Accumulated Comprehensive Stockholders’
Shares Amount Capital Deficit Income (Loss) Equity
Balance at December 31, 2018 180,175 $ 180 $ 2,093,834 $ (978,780) $ (4,035) $§ 1,111,199
Cumulative effect adjustment for Topic 842 adoption — — — (162) — (162)
Common stock issued under employee stock plans 1,883 2 53,100 — — 53,102
Taxes paid related to net share settlement of equity
awards — — (139,470) — — (139,470)
Stock-based compensation — — 157,469 — — 157,469
Partial settlement of 2018 Warrants 2,681 3 3) — —
Other comprehensive income, net of tax — — — — 14,358 14,358
Net loss — — — (1,545) — (1,545)
Balance at March 31, 2019 184,739 § 185 $2,164930 § (980,487) $ 10,323  $ 1,194,951

See accompanying notes to condensed consolidated financial statements
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SERVICENOW, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization
Amortization of deferred commissions
Amortization of debt discount and issuance costs
Stock-based compensation
Deferred income taxes
Repayments of convertible senior notes attributable to debt discount
Other
Changes in operating assets and liabilities, net of effect of business combinations:
Accounts receivable
Deferred commissions
Prepaid expenses and other assets
Accounts payable
Deferred revenue
Accrued expenses and other liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Purchases of property and equipment
Business combinations, net of cash acquired
Purchases of investments
Sales and maturities of investments
Realized gains (losses) on derivatives not designated as hedging instruments, net
Net cash used in investing activities
Cash flows from financing activities:
Repayments of convertible senior notes attributable to principal
Proceeds from employee stock plans
Taxes paid related to net share settlement of equity awards
Net cash used in financing activities
Foreign currency effect on cash, cash equivalents and restricted cash
Net increase in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period
Cash, cash equivalents and restricted cash at end of period:
Cash and cash equivalents
Restricted cash included in prepaid expenses and other current assets

Total cash, cash equivalents and restricted cash shown in the condensed consolidated statements of

cash flows
Supplemental disclosures of other cash flow information:
Income taxes paid, net of refunds
Non-cash investing and financing activities:
Settlement of 2022 Notes conversion feature
Benefit from exercise of 2022 Note Hedge
Property and equipment included in accounts payable and accrued expenses

Three Months Ended March 31,

2020 2019

$ 48,231 (1,545)
76,238 55,449

49,481 39,557

8,570 8,168

188,285 157,450

(1,527) (1,480)

(282) —

2,271 724

208,789 151,105

(70,797) (46,599)

(20,391) (33,659)

20,679 6,562

59,847 61,370

(77,826) (36,254)

491,568 360,848

(83,207) (47,124)

(82,948) —

(527,819) (438,782)

312,560 262,885

(3,620) 22,148
(385,034) (200,873)

(2,236) —

66,908 53,093
(125,700) (139,493)
(61,028) (86,400)

(10,649) 1,079

34,857 74,654

777,991 568,538

$ 812,848 643,192
$ 808,725 639,722
4,123 3,470

$ 812,848 643,192
$ 6,966 8,109
$ 3,728 —
3,552 —

41,252 29,002

See accompanying notes to condensed consolidated financial statements
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SERVICENOW, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Unless the context requires otherwise, references in this report to “ServiceNow,” the “Company,” “we,” “us,” and “our” refer to ServiceNow, Inc.
and its consolidated subsidiaries.

(1) Description of the Business

ServiceNow’s purpose is to make the world of work, work better for people. We believe that people should work the way they want to, so we build
applications that help automate existing processes and create efficient, digitized workflows. Our products and services enable the steps of a job to flow
naturally across disparate departments, systems and processes of a business. When work flows naturally, great experiences follow. We make work flow
utilizing our leading enterprise cloud computing services that manage and deliver digital workflows, simplifying the complexity of work across systems,
functions and departments on a single enterprise cloud platform, called the Now Platform. Our product portfolio is currently focused on delivering better
Information Technology (IT), Employee and Customer workflows in pre-packaged product offerings. We also enable our customers to use the Now
Platform App Engine to design and build any workflow application which are purpose built for their own business.

(2) Summary of Significant Accounting Policies
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements and condensed footnotes have been prepared in accordance with the
applicable rules and regulations of the Securities and Exchange Commission (the SEC) regarding interim financial reporting. Accordingly, they do not
include all of the information and footnotes required by U.S. generally accepted accounting principles (GAAP) for complete financial statements due to the
permitted exclusion of certain disclosures for interim reporting. In the opinion of management, all adjustments (consisting of normal recurring items)
considered necessary under GAAP for fair statement of results for the interim periods presented have been included. The results of operations for the three
months ended March 31, 2020 are not necessarily indicative of the results to be expected for the year ending December 31, 2020 or for other interim
periods or future years. The condensed consolidated balance sheet as of December 31, 2019 is derived from audited financial statements; however, it does
not include all of the information and footnotes required by GAAP for complete financial statements. These condensed consolidated financial statements
should be read in conjunction with the audited consolidated financial statements and related notes included in our Annual Report on Form 10-K for the year
ended December 31, 2019 , which was filed with the SEC on February 20, 2020.

Principles of Consolidation

The condensed consolidated financial statements have been prepared in conformity with GAAP, and include our accounts and the accounts of our
wholly-owned subsidiaries. All intercompany transactions and balances have been eliminated upon consolidation.
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Use of Estimates

The preparation of condensed consolidated financial statements in conformity with GAAP requires management to make certain estimates and
assumptions. These estimates and assumptions affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the consolidated financial statements, as well as reported amounts of revenues and expenses during the reporting period. Such management
estimates and assumptions include, but are not limited to, evaluating the terms and conditions included within our customer contracts as well as
determining the standalone selling price (SSP) for each distinct performance obligation included in customer contracts with multiple performance
obligations, the period of benefit for deferred commissions, purchase price allocation for business combinations, stock-based compensation, the useful life
of our property and equipment, goodwill and identifiable intangible assets, whether an arrangement is or contains a lease, the discount rate used for
operating leases, fair value of convertible notes and income taxes. Actual results could differ from those estimates.

Significant Accounting Policies

Notwithstanding the addition of policies described below for investments and accounts receivable, there were no significant changes to our significant
accounting policies disclosed in “Note 2 — Summary of Significant Accounting Policies” of our Annual Report on Form 10-K for the year ended December
31, 2019, which was filed with the SEC on February 20, 2020.

Investments

Investments consist of commercial paper, corporate notes and bonds, certificates of deposit and U.S. government and agency securities. We classify
investments as available-for-sale at the time of purchase and re-evaluate such classification as of each balance sheet date. All investments are recorded at
estimated fair value. Unrealized gains and losses for available-for-sale securities are included in accumulated other comprehensive income (loss), net of
tax, a component of stockholders’ equity, except for credit-related impairment losses for available-for-sale debt securities.

We evaluate our investments with unrealized loss positions for other than temporary impairment by assessing if they are related to deterioration in
credit risk and whether we expect to recover the entire amortized cost basis of the security, our intent to sell and whether it is more likely than not that we
will be required to sell the securities before the recovery of their cost basis. Credit-related impairment losses, not to exceed the amount that fair value is less
than the amortized cost basis, are recognized through an allowance for credit losses with changes in the allowance for credit losses recorded in interest
income and other income , net in the condensed consolidated statements of comprehensive income (loss). For purposes of identifying and measuring
impairment, the policy election was made to exclude the applicable accrued interest from both the fair value and amortized cost basis. Applicable accrued
interest, net of the allowance for credit losses (if any) of $11.8 million and $10.7 million , is recorded in prepaid expenses and other current assets on the
condensed consolidated balance sheets as of March 31, 2020 and December 31, 2019 , respectively.

Realized gains and losses and declines in value judged to be other than temporary are determined based on the specific identification method and are
reported in interest income and other income (expense), net in the condensed consolidated statements of comprehensive income (loss).

Accounts Receivable

We record trade accounts receivable at the net invoice value and such receivables are non-interest bearing. We consider receivables past due based on
the contractual payment terms. We review our exposure to accounts receivable and reserve for specific amounts if collectability is no longer reasonably
assured based on assessment of various factors including historical loss rates and expectations of forward-looking loss estimates.

Concentration of Credit Risk and Significant Customers

Credit risk arising from accounts receivable is mitigated to a certain extent due to our large number of customers and their dispersion across various
industries and geographies. As of March 31, 2020 , we had one customer that represented 13% of our accounts receivable balance and no customers that
individually exceeded 10% of our total revenues. As of December 31, 2019 , there were no customers that represented more than 10% of our accounts
receivable balance or that individually exceeded 10% of our total revenues. For purposes of assessing concentration of credit risk and significant customers,
a group of customers under common control or customers that are affiliates of each other are regarded as a single customer.
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Accounting Pronouncements Adopted in 2020
Cloud computing arrangements implementation costs

In August 2018, the Financial Accounting Standards Board (FASB) issued ASU 2018-15, “Intangibles-Goodwill and Other-Internal-Use Software
(Subtopic 350-40): Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service Contract,” which
aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the requirements for
capitalizing implementation costs incurred to develop or obtain internal-use software. The new standard requires capitalized costs to be amortized on a
straight-line basis generally over the term of the arrangement, and the financial statement presentation for these capitalized costs would be the same as that
of the fees related to the hosting arrangements. We adopted this standard on a prospective basis as of January 1, 2020. The adoption of this standard did not
have a material impact on our previously reported consolidated financial statements for periods ended on or prior to December 31, 2019.

Credit losses

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments-Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments,” which requires a financial asset measured at amortized cost basis to be presented at the net amount expected to be collected, with further
clarifications made more recently regarding the treatment of accrued interest, transfers between classifications for loans and debt securities, recoveries and
the option to irrevocably elect the fair value option (on an instrument-by-instrument basis) for eligible financial assets at amortized costs. For trade
receivables, loans, and other financial assets, we will be required to use a forward-looking expected loss model rather than the incurred loss model for
recognizing credit losses which reflects losses that are probable. Credit losses relating to available-for-sale debt securities are required to be recorded
through an allowance for credit losses rather than as a reduction in the amortized cost basis of the securities. We adopted Topic 326 on a modified
retrospective basis as of January 1, 2020. The adoption of this standard did not result in any cumulative effect adjustment on our condensed consolidated
financial statements upon adoption as of January 1, 2020.

Accounting Pronouncement Adopted in 2019
Leases

In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842),” which requires lessees to generally recognize on the balance sheet operating
and financing lease liabilities and corresponding right-of-use assets, and to recognize on the income statement the expenses in a manner similar to prior
practice. We adopted Topic 842 using the modified retrospective method as of January 1, 2019 and elected the transition option that allows us not to restate
the comparative periods in our financial statements in the year of adoption. We also elected the package of transition expedients available for expired or
existing contracts, which allowed us to carryforward our historical assessment of (1) whether contracts are or contain leases, (2) lease classification and (3)
initial direct costs. As this standard was adopted on a modified prospective basis as of January 1, 2019, the adoption of this standard did not impact our
previously reported consolidated financial statements for periods ended on or prior to December 31, 2018. Upon adoption, we recorded operating lease
right-of-use assets of approximately $334.7 million and corresponding operating lease liabilities of $362.7 million on our condensed consolidated
balance sheets.

Recently Issued Accounting Pronouncement Pending Adoption
Income taxes

In December 2019, the FASB issued ASU 2019-12, “Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes,” which simplifies the
accounting for incomes taxes by removing certain exceptions to the general principles in Topic 740 and amending existing guidance to improve consistent
application. This new standard is effective for our interim and annual periods beginning January 1, 2021 and earlier adoption is permitted. Most
amendments within this standard are required to be applied on a prospective basis, while certain amendments must be applied on a retrospective or
modified retrospective basis. We are currently evaluating the impact of the adoption of this standard on our condensed consolidated financial statements.
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(3) Investments

Marketable Debt Securities

The following is a summary of our available-for-sale debt securities recorded within short-term and long-term investments on the condensed

consolidated balance sheets (in thousands):

March 31, 2020

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Available-for-sale securities:
Commercial paper $ 188,406 $ 242§ 18 3 188,630
Corporate notes and bonds 1,726,312 3,398 (17,367) 1,712,343
Certificates of deposit 27,407 8 (75) 27,340
U.S. government and agency securities 197,523 2,082 — 199,605
Total available-for-sale securities $ 2,139,648 $ 5730 $ (17,460) $ 2,127.918
December 31, 2019
Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Available-for-sale securities:
Commercial paper $ 101,416 $ 83 9 3 101,490
Corporate notes and bonds 1,654,166 7,360 (196) 1,661,330
Certificates of deposit 38,007 38 — 38,045
U.S. government and agency securities 127,544 254 (14) 127,784
Total available-for-sale securities $ 1,921,133  $ 7,735 % 219) 3 1,928,649

As of March 31, 2020 , the contractual maturities of our available-for-sale debt securities, excluding those securities classified within cash and cash
equivalents on the condensed consolidated balance sheet, did not exceed 36 months . The fair values of available-for-sale securities, by remaining
contractual maturity, are as follows (in thousands):

March 31, 2020

Due within 1 year $ 1,049,980
Due in 1 year through 5 years 1,077,938
Total $ 2,127,918
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The following table shows the fair values and the gross unrealized losses of these available-for-sale debt securities, classified by the length of time
that the securities have been in a continuous unrealized loss position, and aggregated by investment types, excluding those securities classified within cash
and cash equivalents on the condensed consolidated balance sheets (in thousands):

March 31, 2020

Less than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
Commercial paper $ 16,731 § (18) $ — O $ 16,731 § (18)
Corporate notes and bonds 1,140,793 (17,367) — 1,140,793 (17,367)
Certificates of deposit 16,402 (75) — — 16,402 (75)
Total $ 1,173,926 $ (17,460) $ — 3 —  $ 1,173,926 $ (17,460)
December 31, 2019
Less than 12 Months 12 Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
Commercial paper $ 20,752 $ 9 $ — 3 — 3 20,752 $ ©)
Corporate notes and bonds 242,012 (181) 16,264 (15) 258,276 (196)
U.S. government and agency securities 17,806 (14) — — 17,806 (14)
Total $ 280,570 $ (204) $ 16,264  $ 1s) s 296,834 § (219)

As of March 31, 2020 , the decline in fair value below amortized cost basis was not considered other-than-temporary as it is more likely than not we
will hold the securities until maturity or a recovery of the cost basis and minimal credit losses were identified. The available-for-sale debt securities with
unrealized losses as of March 31, 2020 consist of investment-grade securities, of which $95.1 million was BBB+ or BBB per Standard & Poor's rating
agency or Baal or Baa2 per Moody’s rating agency with $1.5 million gross unrealized losses and on average, less than one year to maturity. Credit-related
impairment losses was not deemed material and the gross unrealized losses as of March 31, 2020 were primarily caused by global market disruptions
resulting from the growing of a novel strain of Coronavirus disease (COVID-19) pandemic in March 2020 rather than credit risks associated with the
respective issuers of the debt securities.

Strategic Investments

As of March 31, 2020 and December 31, 2019 , the total amount of equity investments in privately-held companies included in other assets on our
condensed consolidated balance sheets was $23.4 million and $22.4 million , respectively. We classify these assets as Level 3 within the fair value
hierarchy only if an impairment or observable adjustment is recognized on these non-marketable equity securities during the period as they are based on
observable transaction price at the transaction date of identical or similar investment of the same issuer and other unobservable inputs such as volatility.
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(4) Fair Value Measurements

The following table presents our fair value hierarchy for our assets measured at fair value on a recurring basis as of March 31, 2020 (in thousands):

Level 1 Level 2 Total
Cash equivalents:
Money market funds $ 451,298 § — 3 451,298
Commercial paper — 76,832 76,832
Corporate notes and bonds — 3,500 3,500
Marketable securities:
Commercial paper — 188,630 188,630
Corporate notes and bonds — 1,712,343 1,712,343
Certificates of deposit — 27,340 27,340
U.S. government and agency securities — 199,605 199,605
Total $ 451,298  $ 2,208,250 $ 2,659,548

The following table presents our fair value hierarchy for our assets measured at fair value on a recurring basis as of December 31, 2019 (in
thousands):

Level 1 Level 2 Total
Cash equivalents:
Money market funds $ 486,982 $ — 3 486,982
Commercial paper — 86,388 86,388
Marketable securities:
Commercial paper — 101,490 101,490
Corporate notes and bonds — 1,661,330 1,661,330
Certificates of deposit — 38,045 38,045
U.S. government and agency securities — 127,784 127,784
Total $ 486,982 $ 2,015,037 $ 2,502,019

We determine the fair value of our security holdings based on pricing from our service providers and market prices from industry-standard
independent data providers. Such market prices may be quoted prices in active markets for identical assets (Level 1 inputs) or pricing determined using
inputs other than quoted prices that are observable either directly or indirectly (Level 2 inputs), such as yield curve, volatility factors, credit spreads, default
rates, loss severity, current market and contractual prices for the underlying instruments or debt, broker and dealer quotes, as well as other relevant
economic measures.

Our equity investments in privately-held companies are not included in the table above and are discussed in Note 3 . See Note 8 for the fair value
measurement of our derivative contracts and Note 10 for the fair value measurement of our convertible senior notes, which are also not included in the table
above.

(5) Business Combinations

On February 6, 2020, we completed an acquisition of a privately-held company, Loom Systems Ltd. (Loom) by acquiring all issued and outstanding
shares of Loom for approximately $58.4 million in an all-cash transaction in order to extend our artificial intelligence of IT operations capabilities,
providing customers with analytics solution capable of preventing IT incidents before customers are impacted. In allocating the aggregate purchase price
based on the estimated fair values, we recorded $17.0 million of developed technology intangible assets (to be amortized over estimated useful lives of five
years ), $3.9 million of deferred tax liabilities and $39.9 million of goodwill.

10
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On February 7, 2020, we completed an acquisition of another privately-held company, Rupert Labs, Inc. d/b/a Passage Al (Passage Al) by acquiring
all issued and outstanding shares of Passage Al for approximately $33.2 million in an all-cash transaction in order to advance our deep learning of
conversational Al capabilities. This acquisition will enhance the Now Platform and products, including ServiceNow Virtual Agent, Service Portal, and
Workspaces by enabling support in multiple languages. In allocating the aggregate purchase price based on the estimated fair values, we recorded $21.5
million of developed technology intangible assets (to be amortized over estimated useful lives of five years ), $5.5 million of deferred tax liabilities and
$14.8 million of goodwill.

For both business combinations, the excess of purchase consideration over the fair value of net tangible and identifiable assets acquired was recorded
as goodwill. We believe the goodwill balance associated with these business combinations represents the synergies expected from expanded market
opportunities when integrating the acquired developed technologies with our offerings. Goodwill arising from these business combinations is not
deductible for income tax purposes.

Aggregate acquisition-related costs associated with our business combinations are not material for the three months ended March 31, 2020 and are
included in general and administrative expenses in our condensed consolidated statement of comprehensive income (loss). The results of operations of
these business combinations have been included in our condensed consolidated financial statements from their respective dates of purchase. These business
combinations did not have a material impact on our condensed consolidated financial statements, and therefore historical and pro forma disclosures have
not been presented.

(6) Goodwill and Intangible Assets

Goodwill balances are presented below (in thousands):

Carrying Amount

Balance as of December 31, 2019 $ 156,756
Goodwill acquired 54,635
Foreign currency translation adjustments (3,786)
Balance as of March 31, 2020 $ 207,605

Intangible assets consist of the following (in thousands):

March 31, 2020 December 31, 2019
Developed technology $ 214,322 $ 177,746
Patents 67,730 67,730
Other 3,585 3,594
Intangible assets, gross 285,637 249,070
Less: accumulated amortization (114,588) (105,220)
Intangible assets, net $ 171,049 $ 143,850

Amortization expense for intangible assets for the three months ended March 31, 2020 and 2019 was approximately $10.3 million and $7.0 million,
respectively.

The following table presents the estimated future amortization expense related to intangible assets held at March 31, 2020 (in thousands):

Years Ending December 31,

Remainder of 2020 $ 32,167
2021 40,903
2022 35,778
2023 33,570
2024 20,481
Thereafter 8,150

Total future amortization expense $ 171,049
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(7) Property and Equipment

Property and equipment, net consists of the following (in thousands):

March 31, 2020 December 31, 2019

Computer equipment $ 705,922 $ 680,160
Computer software 60,138 59,511
Leasehold and other improvements 125,521 125,299
Furniture and fixtures 52,708 53,651
Construction in progress 11,871 6,830

Property and equipment, gross 956,160 925,451
Less: Accumulated depreciation (485,191) (457,366)

Property and equipment, net $ 470,969 $ 468,085

Construction in progress consists primarily of leasehold and other improvements and in-process software development costs. Depreciation expense
for the three months ended March 31, 2020 and 2019 was $50.5 million and $37.1 million , respectively.

(8) Derivative Contracts

As of March 31, 2020 and December 31, 2019 , we had foreign currency forward contracts with total notional values of $263.6 million and $358.0
million , respectively, which are not designated as hedging instruments. Our foreign currency contracts are classified within Level 2 as the valuation inputs
are based on quoted prices and market observable data of similar instruments in active markets, such as currency spot and forward rates. The fair value of
these outstanding derivative contracts was as follows (in thousands):

Condensed Consolidated Balance Sheet Location March 31, 2020 December 31, 2019
Derivative Assets:
Foreign currency derivative contracts Prepaid expenses and other current assets $ 2222 § 2,237
Derivative Liabilities:
Foreign currency derivative contracts Accrued expenses and other current liabilities $ 915  § 1,362

(9) Deferred Revenue and Performance Obligations

Revenues recognized during the three months ended March 31, 2020 from amounts included in deferred revenue as of December 31, 2019 were $0.8
billion . Revenues recognized during the three months ended March 31, 2019 from amounts included in deferred revenue as of December 31, 2018 were
$0.6 billion .

Remaining Performance Obligations
Transaction price allocated to remaining performance obligations (RPO) represents contracted revenue that has not yet been recognized, which
includes deferred revenue and non-cancelable amounts that will be invoiced and recognized as revenues in future periods. RPO excludes contracts that are

billed in arrears, such as certain time and materials contracts, as we apply the “right to invoice” practical expedient under relevant accounting guidance.

As of March 31, 2020 , the total non-cancelable RPO under our contracts with customers was approximately $6.6 billion and we expect to recognize
revenues on approximately 51% of these RPO over the following 12 months , with the balance to be recognized thereafter.
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(10) Convertible Senior Notes

In May and June 2017, we issued an aggregate of $782.5 million of 0% convertible senior notes (the 2022 Notes), which are due June 1, 2022
(Maturity Date) unless earlier converted or repurchased in accordance with their terms. The 2022 Notes do not bear interest, and we cannot redeem the

2022 Notes prior to maturity.

The 2022 Notes are unsecured obligations and do not contain any financial covenants or restrictions on the payments of dividends, the incurrence of
indebtedness or the issuance or repurchase of securities by us or any of our subsidiaries.

Upon conversion of the 2022 Notes, we may choose to pay or deliver, as the case may be, cash, shares of our common stock or a combination of cash
and shares of our common stock upon settlement. We currently intend to settle the principal amount of the 2022 Notes with cash.

Initial Conversion Initial Conversion Rate Initial Number of
Convertible Date Price per Share per $1,000 Par Value Shares
2022 Notes February 1, 2022 $ 134.75 7.42 shares 5,807

Conversion of the 2022 Notes prior to the Convertible Date . At any time prior to the close of business on the business day immediately preceding
February 1, 2022 (Convertible Date), holders of the 2022 Notes may convert their Notes at their option, only if one of the following conditions are met:

* during any calendar quarter (and only during such calendar quarter) if the last reported sale price of our common stock for at least 20 trading days
(whether or not consecutive) during the period of 30 consecutive trading days ending on the last trading day of the immediately preceding calendar
quarter is greater than or equal to 130% of the conversion price on each applicable trading day (in each case, the Conversion Condition); or

* during the five -business day period after any five -consecutive trading day period, or the measurement period, in which the trading price per
$1,000 principal amount of the 2022 Notes for each trading day of the measurement period was less than 98% of the product of the last reported
sale price of our common stock and the conversion rate on each such trading day; or

* upon the occurrence of specified corporate events.

Conversion of the 2022 Notes on or after the Convertible Date. On or after the Convertible Date, a holder may convert all or any portion of its Notes
at any time prior to the close of business on the second scheduled trading day immediately preceding the Maturity Date, regardless of the foregoing
conditions, and such conversions will settle upon the Maturity Date. Upon settlement, we will pay or deliver, as the case may be, cash, shares of our
common stock or a combination of cash and shares of our common stock, at our election.

The conversion price of the 2022 Notes will be subject to adjustment in some events. Holders of the 2022 Notes who convert their 2022 Notes in
connection with certain corporate events that constitute a “make-whole fundamental change” are, under certain circumstances, entitled to an increase in the
conversion rate. Additionally, in the event of a corporate event that constitutes a “fundamental change,” holders of the 2022 Notes may require us to
purchase with cash all or a portion of the 2022 Notes upon the occurrence of a fundamental change, at a purchase price equal to 100% of the principal
amount of the 2022 Notes plus any accrued and unpaid special interest, if any.

In accounting for the issuance of the 2022 Notes and the related transaction costs, we separated the 2022 Notes into liability and equity components.
The 2022 Notes consisted of the following (in thousands):

March 31, 2020 December 31, 2019
Liability component:
Principal $ 779,962 § 782,491
Less: debt issuance cost and debt discount, net of amortization (78,674) (87,510)
Net carrying amount $ 701,288  $ 694,981
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2022 Notes
Equity component recorded at issuance:
Note $ 162,039
Issuance cost (2,148)
Net amount recorded in equity $ 159,891

The Conversion Condition for the 2022 Notes was met for all the quarters ended June 30, 2018 through March 31, 2020, except for the quarter ended
December 31, 2018. Therefore, our 2022 Notes became convertible at the holders’ option beginning on July 1, 2018 and continue to be convertible through
June 30, 2020, except for the quarter ended March 31, 2019 because the Conversion Condition for the 2022 Notes was not met for the quarter ended
December 31, 2018.

During the three months ended March 31, 2020 , we paid cash to settle approximately $2.5 million in principal of the 2022 Notes and the loss on the
early note conversions was not material. As a result of the settlements, we also recorded a net reduction to additional paid-in capital, reflecting $3.7 million
fair value adjustments to the settled conversion option partially offset by a $3.5 million benefit from the 2022 Note Hedge (as defined below).

Based on conversion requests we have received through the filing date, we expect to settle in cash an aggregate of approximately $15.2 million in
principal amount of the 2022 Notes during the second quarter of 2020. We may receive additional conversion requests that require settlement in the second
quarter of 2020.

We consider the fair value of the 2022 Notes at March 31, 2020 to be a Level 2 measurement. The estimated fair value of the 2022 Notes at March 31,
2020 and December 31, 2019 based on the closing trading price per $100 of the 2022 Notes was as follows (in thousands):

March 31, 2020 December 31, 2019
2022 Notes $ 1,709,677 $ 1,645,970

As of March 31, 2020 , the remaining life of the 2022 Notes is 26 months. The following table sets forth total interest expense recognized related to
the 2022 Notes (in thousands):

Three Months Ended March 31,

2020 2019
Amortization of debt issuance cost $ 414 S 394
Amortization of debt discount 8,156 7,774
Total $ 8,570 $ 8,168
Effective interest rate of the liability component 4.75%

Note Hedge

To minimize the impact of potential economic dilution upon conversion of the 2022 Notes, we entered into convertible note hedge transactions (the
2022 Note Hedge) with certain investment banks, with respect to our common stock concurrently with the issuance of the 2022 Notes.

Shares as of
Purchase Initial Shares March 31, 2020

(in thousands)
2022 Note Hedge $ 128,017 5,807 5,788
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The 2022 Note Hedge covers shares of our common stock at a strike price per share that corresponds to the initial conversion price of the 2022 Notes,
subject to adjustment, and are exercisable upon conversion of the 2022 Notes. If exercised, we may elect to receive cash, shares of our common stock, or a
combination of cash and shares. The 2022 Note Hedge will expire upon the maturity of the 2022 Notes. The 2022 Note Hedge is intended to reduce the
potential economic dilution upon conversion of the 2022 Notes in the event that the fair value per share of our common stock at the time of exercise is
greater than the conversion price of the 2022 Notes. The 2022 Note Hedge is a separate transaction and is not part of the terms of the 2022 Notes. Holders
of the 2022 Notes will not have any rights with respect to the 2022 Note Hedge. The 2022 Note Hedge does not impact earnings per share, as it was entered
into to offset any dilution from the 2022 Notes.

Warrants
Shares as of March
Proceeds Initial Shares Strike Price First Expiration Date 31,2020
(in thousands) (in thousands) (in thousands)
2022 Warrants $ 54,071 5,807 $ 203.40 September 1, 2022 5,807

Separately, we entered into warrant transactions with certain investment banks, whereby we sold warrants to acquire, subject to adjustment, the
number of shares of our common stock shown in the table above (the 2022 Warrants). If the average market value per share of our common stock for the
reporting period, as measured under the 2022 Warrants, exceeds the strike price of the respective 2022 Warrants, such 2022 Warrants would have a dilutive
effect on our earnings per share to the extent we report net income. The 2022 Warrants are separate transactions and are not remeasured through earnings
each reporting period. The 2022 Warrants are not part of the 2022 Notes or 2022 Note Hedge.

According to the terms, the 2022 Warrants will be net share settled and automatically exercised over a 60 trading day period beginning on the first
expiration date as set forth above based on the daily volume-weighted average stock prices over the same 60 trading day period . We expect to issue
additional shares of our common stock in the second half of 2022 upon the automatic exercise of the 2022 Warrants. The 2022 Warrants could have a
dilutive effect to the extent that the daily volume-weighted average stock prices over a 60 trading day period beginning on September 1, 2022 exceeds the
strike price of the 2022 Warrants. Based on the volume-weighted average stock price on March 31, 2020 , the total number of shares of our common stock
to be issued upon the automatic exercise of the 2022 Warrants would be approximately 1.7 million . The actual number of shares of our common stock
issuable upon the automatic exercise of the 2022 Warrants, if any, is unknown at this time.

In November 2013, we issued $575.0 million of 0% convertible senior notes, which were earlier converted prior to and cash settled on November 1,
2018, in accordance with their terms. The related warrant transactions with certain investment banks (the 2018 Warrants) were net share settled based on
the daily volume-weighted average stock prices over a 60 trading day period beginning on the first expiration date, February 1, 2019. According to the
terms of the 2018 Warrants, we issued approximately 2.7 million shares of our common stock upon the automatic exercise of a portion of the 2018
Warrants during the three months ended March 31, 2019 and approximately 1.6 million additional shares of our common stock upon the automatic exercise
of the remaining 2018 Warrants during the second quarter of 2019. The 2018 Warrants were no longer outstanding as of the second quarter of 2019.

(11) Accumulated Other Comprehensive Income (Loss)

The components of accumulated other comprehensive income (loss), net of tax, consist of the following (in thousands):

March 31, 2020 December 31, 2019
Foreign currency translation adjustment $ 491 3 20,884
Net unrealized gain (loss) on investments, net of tax (14,871) 4,371
Accumulated other comprehensive income (loss) $ (14,380) $ 25,255

Reclassification adjustments out of accumulated other comprehensive income (loss) into net income (loss) were immaterial for all periods presented.

15



Table of Contents
(12) Stockholders' Equity
Common Stock
We are authorized to issue 600.0 million shares of common stock as of March 31, 2020 . Holders of our common stock are not entitled to receive

dividends unless declared by our board of directors. As of March 31, 2020 , we had 190.7 million shares of common stock outstanding and had reserved
shares of common stock for future issuance as follows (in thousands):

March 31, 2020
Stock plans:
Options outstanding 994
RSUs (D 10,082
Shares of common stock available for future grants:
2012 Equity Incentive Plan @ 27,480
2012 Employee Stock Purchase Plan @ 9,927
Total shares of common stock reserved for future issuance 48,483

(1) Represents the number of shares issuable upon settlement of outstanding restricted stock units (RSUs) and performance-based RSUs, assuming 100% of the target number of shares for
performance-based RSUs, as discussed under the section entitled “RSUs” in Note 13 .
(2) Refer to Note 13 for a description of these plans.

During the three months ended March 31, 2020 and 2019 , we issued a total of 1.2 million shares and 1.9 million shares, respectively, from stock
option exercises, vesting of RSUs, net of employee payroll taxes, and purchases from the employee stock purchase plan (ESPP). In addition, as described
in Note 10, we issued approximately 2.7 million shares of our common stock upon the automatic exercise of a portion of the 2018 Warrants during the
three months ended March 31, 2019 .

(13) Equity Awards

We currently have two equity incentive plans, our 2005 Stock Option Plan (the 2005 Plan) and our 2012 Equity Incentive Plan (the 2012 Plan). Our
2005 Plan was terminated in connection with our initial public offering in 2012 but continues to govern the terms of outstanding stock options that were
granted prior to the termination of the 2005 Plan. We no longer grant equity awards pursuant to our 2005 Plan.

Our 2012 Plan provides for the grant of incentive stock options, nonqualified stock options, stock appreciation rights, RSUs, performance-based stock
awards and other forms of equity compensation (collectively, equity awards). In addition, the 2012 Plan provides for the grant of performance cash awards.
Incentive stock options may be granted only to employees. All other equity awards may be granted to employees, including officers, as well as directors
and consultants. The share reserve may increase to the extent outstanding stock options under the 2005 Plan expire or terminate unexercised. Prior to
January 2019, the share reserve also automatically increased on January 1 of each year until January 1, 2022, by up to 5% of the total number of shares of
common stock outstanding on December 31 of the preceding year as determined by our board of directors. Our board of directors elected not to increase the
number of shares of common stock reserved for issuance under the 2012 Plan pursuant to the provision described in the preceding sentence for the year
ending December 31, 2019 . In January 2019, our Board of Directors amended the 2012 Plan to remove the automatic increase provision. Therefore, for the
remaining term of the 2012 Plan, the share reserve will not be increased without stockholder approval.
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Our 2012 Employee Stock Purchase Plan (the 2012 ESPP) authorizes the issuance of shares of common stock pursuant to purchase rights granted to
our employees. The price at which common stock is purchased under the 2012 ESPP is equal to 85% of the fair market value of our common stock on the
first or last day of the offering period, whichever is lower. Offering periods are six months long and begin on February 1 and August 1 of each year. The
number of shares of common stock reserved for issuance automatically increases on January 1 of each year until January 1, 2022, by up to 1% of the total
number of shares of common stock outstanding on December 31 of the preceding year as determined by our board of directors. Our board of directors
elected not to increase the number of shares of common stock reserved for issuance under the 2012 ESPP pursuant to the provision described in the
preceding sentence for the years ending December 31, 2020 and 2019 .

Stock Options

Stock options are exercisable at a price equal to the market value of the underlying shares of common stock on the date of the grant as determined by
our board of directors or, for those stock options issued subsequent to our initial public offering, the closing price of our common stock as reported on the
New York Stock Exchange on the date of grant. Stock options granted under our 2005 Plan and the 2012 Plan to new employees generally vest 25% one
year from the date the requisite service period begins and continue to vest monthly for each month of continued employment over the remaining three years
. Options granted generally are exercisable for a period of up to ten years contingent on each holder’s continuous status as a service provider.

A summary of stock option activity for the three months ended March 31, 2020 was as follows:

Weighted-
Weighted- Average
Average Remaining
Number of Exercise Contractual Aggregate
Shares Price Per Share Term Intrinsic Value
(in thousands) (in years) (in thousands)
Outstanding at December 31, 2019 1,154  $ 77.70
Exercised (149) $ 28.47 $ 44,465
Canceled an s 75.77
Outstanding at March 31, 2020 994 § 85.08 52§ 200,386
Vested and expected to vest as of March 31, 2020 94 $ 79.67 51 $ 199,465
Vested and exercisable as of March 31, 2020 783 $ 47.79 42 $ 187,073

Aggregate intrinsic value represents the difference between the estimated fair value of our common stock and the exercise price of outstanding, in-
the-money options. The total fair value of stock options vested during the three months ended March 31, 2020 was $0.8 million .

As of March 31, 2020 , total unrecognized compensation cost, adjusted for estimated forfeitures, related to unvested stock options was approximately
$15.3 million . The weighted-average remaining vesting period of unvested stock options at March 31, 2020 was 4.4 years .
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RSUs

A summary of RSU activity for the three months ended March 31, 2020 was as follows:

Weighted-Average

Number of Grant-Date Fair Value Aggregate
Shares Per Share Intrinsic Value
(in thousands) (in thousands)

Outstanding at December 31, 2019 8,733 $ 185.39

Granted 2,810 § 352.87

Vested (1,183) $ 151.19 § 411,813

Forfeited (278) $ 199.48
Outstanding at March 31, 2020 10,082 $ 23599 § 2,889,333

RSUs outstanding as of March 31, 2020 were comprised of 9.4 million RSUs with only service conditions and 0.7 million RSUs with both service
conditions and performance conditions. RSUs granted with only service vesting criteria under the 2012 Plan to employees generally vest over a four -year
period.

Performance-based RSUs (PRSUs) with both service and performance-based vesting criteria are considered as eligible to vest when approved by the
compensation committee of our board of directors in January of the year following the grant. The ultimate number of shares eligible to vest for PRSUs
range from 0% to 180% of the target number of shares depending on achievement relative to the performance metric over the applicable period. The
eligible shares subject to PRSUs granted during the three months ended March 31, 2020 will vest 33% in February 2021 and continue to vest quarterly for
the remaining two subsequent years, contingent on each holder’s continuous status as a service provider on the applicable vesting dates. The number of
PRSUs granted shown in the table above reflects the shares that could be eligible to vest at 100% of target for PRSUs and includes adjustments for over or
under achievement for PRSUs granted in the prior year. We recognized $13.7 million and $22.6 million of stock-based compensation, net of actual and
estimated forfeitures, associated with PRSUs on a graded vesting basis during the three months ended March 31, 2020 and 2019 , respectively.

As of March 31, 2020 , total unrecognized compensation cost, adjusted for estimated forfeitures, related to unvested RSUs was approximately $1.8
billion and the weighted-average remaining vesting period was 3.2 years .
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(14) Net Income (Loss) Per Share

Basic net income (loss) per share attributable to common stockholders is computed by dividing net income (loss) attributable to common
stockholders by the weighted-average number of shares of common stock outstanding during the period. Diluted net income (loss) per share is computed by
dividing net income (loss) attributable to common stockholders by the weighted-average number of shares of common stock outstanding during the period,
adjusted for the effects of dilutive shares of common stock, which are comprised of outstanding stock options, RSUs, ESPP obligations, the 2022 Notes, the
2022 Warrants and the 2018 Warrants. Stock awards with performance conditions are included in dilutive shares to the extent the performance condition is
met. The dilutive potential shares of common stock are computed using the treasury stock method or the as-if converted method, as applicable. The effects
of outstanding stock options, RSUs, ESPP obligations, Notes and Warrants are excluded from the computation of diluted net income (loss) per share in
periods in which the effect would be antidilutive.

The following tables present the calculation of basic and diluted net income (loss) per share attributable to common stockholders (in thousands,
except per share data):

Three Months Ended March 31,

2020 2019
Numerator:
Net income (loss) $ 48231 § (1,545)
Denominator:
Weighted-average shares outstanding - basic 190,163 182,062
Weighted-average effect of potentially dilutive securities:
Common stock options 756 —
RSUs 3,751 —
2022 Convertible senior notes 3,229 —
2020 Convertible senior notes settlements 10 —
2022 Warrants 2,029 —
Weighted-average shares outstanding - diluted 199,938 182,062
Net income (loss) per share - basic $ 025 § (0.01)
Net income (loss) per share - diluted $ 024 § (0.01)

Potentially dilutive securities that are not included in the calculation of diluted net income (loss) per share because doing so would be antidilutive are
as follows (in thousands):

Three Months Ended March 31,

2020 2019

Common stock options 161 1,579
RSUs 2,494 12,162
ESPP obligations 178 212
2018 Warrants — 2,854
2022 Notes — 5,807
2022 Warrants — 5,807

Total potentially dilutive securities 2,833 28,421

(15) Income Taxes

We compute our provision for income taxes by applying the estimated annual effective tax rate to year-to-date income from recurring operations and
adjust the provision for discrete tax items recorded in the period.

Our income tax expense was $0.1 million for the three months ended March 31, 2020 . The income tax expense was primarily attributable to foreign
taxes, a valuation allowance release resulting from an acquisition and excess tax benefits of stock-based compensation.
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Our income tax benefit was $9.9 million for the three months ended March 31, 2019 . The income tax benefit was primarily attributable to foreign
taxes and mix of earnings and losses in countries with differing statutory tax rates.

Governments in certain countries where we do business have enacted legislation in response to the COVID-19 pandemic, including the Coronavirus
Aid, Relief, and Economic Security Act (the “CARES Act”) enacted by the United States on March 27, 2020. We are continuing to analyze these
legislative developments and believe that they have not had a material impact on our provision for income taxes for the three months ended March 31,
2020 .

We are subject to taxation in the United States and foreign jurisdictions. As of March 31, 2020 , our tax years 2004 to 2019 remain subject to
examination in most jurisdictions.

Due to differing interpretations of tax laws and regulations, tax authorities may dispute our tax filings positions. We periodically evaluate our
exposures associated with our tax filing positions and believe that adequate amounts have been reserved for adjustments that may result from tax
examinations.

(16) Commitments and Contingencies

Operating Leases

For some of our offices and data centers, we have entered into non-cancelable operating lease agreements with various expiration dates through 2035
. Certain lease agreements include options to renew or terminate the lease, which are not reasonably certain to be exercised and therefore are not factored

into our determination of lease payments.

Total operating lease costs were $19.4 million and $14.7 million , excluding short-term lease costs, variable lease costs and sublease income each of
which were immaterial, for the three months ended March 31, 2020 and 2019 , respectively.

For the three months ended March 31, 2020 , cash paid for amounts included in the measurement of operating lease liabilities was $11.0 million and
operating lease liabilities arising from obtaining operating right-of-use assets totaled $81.2 million .

As of March 31, 2020 , the weighted-average remaining lease term is 8.9 years , and the weighted-average discount rate is 3.7% .

Maturities of operating lease liabilities as of March 31, 2020 are presented in the table below (in thousands):

Years Ending December 31,

Remainder of 2020 $ 56,146
2021 73,473
2022 71,917
2023 67,474
2024 52,520
Thereafter 241,505
Total operating lease payments 563,035
Less: imputed interest (61,202)
Present value of operating lease liabilities $ 501,833

In addition to the amounts above, as of March 31, 2020 , we have operating leases, primarily for offices, that have not yet commenced with
undiscounted cash flows of $403.6 million . These operating leases will commence between 2020 and 2022 with lease terms of 2 to 15 years .

Other Contractual Commitments

Other contractual commitments consist of data center and IT operations and sales and marketing activities. There were no material contractual
obligations that were entered into during the three months ended March 31, 2020 that were outside the ordinary course of business.
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In addition to the amounts above, the repayment of our 2022 Notes with an aggregate principal amount of $780.0 million is due on June 1, 2022.
Refer to Note 10 for further information regarding our Notes.

Also, approximately $6.6 million of unrecognized tax benefits have been recorded as liabilities as of March 31, 2020 .
Letters of Credit

As of March 31, 2020 , we had letters of credit in the aggregate amount of $18.1 million , primarily in connection with our customer contracts and
operating leases.

Legal Proceedings

From time to time, we are party to litigation and other legal proceedings in the ordinary course of business. While the results of any litigation or other
legal proceedings are uncertain, management does not believe the ultimate resolution of any pending legal matters is likely to have a material adverse effect
on our financial position, results of operations or cash flows, except for those matters for which we have recorded a loss contingency. We accrue for loss
contingencies when it is both probable that we will incur the loss and when we can reasonably estimate the amount of the loss or range of loss.

Generally, our subscription agreements require us to defend our customers for third-party intellectual property infringement and other claims. Any
adverse determination related to intellectual property claims or other litigation could prevent us from offering our services and adversely affect our
financial condition and results of operations.

(17) Information about Geographic Areas and Products

Revenues by geographic area, based on the location of our users, were as follows for the periods presented (in thousands):

Three Months Ended March 31,

2020 2019
North America $ 701,764 $ 525,551
EMEA @ 250,831 193,832
Asia Pacific and other 93,745 69,543
Total revenues $ 1,046,340 $ 788,926
Property and equipment, net by geographic area were as follows (in thousands):
March 31, 2020 December 31, 2019
North America @) $ 267,731 $ 269,754
EMEA @ 130,772 118,399
Asia Pacific and other 72,466 79,932
Property and equipment, net $ 470,969 $ 468,085

(1) Revenues attributed to the United States were approximately 94% of North America revenues for each of the three months ended March 31, 2020 and 2019 .

(2)  Europe, the Middle East and Africa.

(3)  Property and equipment, net attributed to the United States were approximately 76% and 73% of property and equipment, net attributable to North America as of March 31, 2020 and
December 31, 2019 , respectively.
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Subscription revenues consist of the following (in thousands):

Three Months Ended March 31,

2020 2019
Digital workflow products $ 867,285 § 638,657
ITOM products 127,417 101,329
Total subscription revenues $ 994,702 $ 739,986

Our digital workflow products include the Now Platform, Now IT Service Management, Now IT Business Management, Now DevOps, Now IT Asset
Management, Now Security Operations, Now Integrated Risk Management, Now HR Service Delivery, Now Finance Operations Management, Now
Customer Service Management, and Now Field Service Management, and are generally priced on a per user basis. Our ITOM products are generally priced
on a per node (physical or virtual server) basis. In previously issued consolidated financial statements, we referred to digital workflow products as “service
management products.”

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition, results of operations and cash flows should be read in conjunction with the (1)
unaudited condensed consolidated financial statements and the related notes thereto included elsewhere in this Quarterly Report on Form 10-Q, and (2)
the audited consolidated financial statements and notes thereto and management’s discussion and analysis of financial condition and results of operations
for the year ended December 31, 2019 included in the Annual Report on Form 10-K dated as of, and filed with the Securities and Exchange Commission
(the SEC), on February 20, 2020 (File No. 001-35580). This Quarterly Report on Form 10-Q contains ‘‘forward-looking statements”’ within the meaning of
Section 21E of the Securities Exchange Act of 1934, as amended (the Exchange Act). These statements are often identified by the use of words such as
“may,” “will,” “expect,” “believe,” “anticipate,” “intend,” “could,” “estimate,” or “continue,” and similar expressions or variations. Such forward-
looking statements are subject to risks, uncertainties and other factors that could cause actual results and the timing of certain events to differ materially
from future results expressed or implied by the forward-looking statements. Factors that could cause or contribute to such differences include, but are not
limited to, impacts on our business and general economic conditions due to the current COVID-19 pandemic, those identified herein, and those discussed
in the section titled “Risk Factors,” set forth in Part Il, Item 1A of this Quarterly Report on Form 10-Q and in our other SEC filings. We disclaim any
obligation to update any forward-looking statements to reflect events or circumstances after the date of such statements.

» e » e » e e

Investors and others should note that we announce material financial information to our investors using our investor relations website
(https://www.servicenow.com/company/investor-relations.html), SEC filings, press releases, public conference calls and webcasts. We use these
channels, as well as social media, to communicate with our investors and the public about our company, our services and other issues. It is possible that
the information we post on social media could be deemed to be material information. Therefore, we encourage investors, the media, and others interested
in our company to review the information we post on the social media channels listed on our investor relations website.

Our free cash flow and billings measures included in the sections entitled “—Key Business Metrics—Free Cash Flow,” and “—Key Business Metrics
—Billings” are not in accordance with U.S. Generally Accepted Accounting Principles (GAAP). These non-GAAP financial measures are not intended to
be considered in isolation or as a substitute for, or superior to, financial information prepared and presented in accordance with GAAP. These measures
may be different from non-GAAP financial measures used by other companies, limiting their usefulness for comparison purposes. We encourage investors
to carefully consider our results under GAAP, as well as our supplemental non-GAAP results, to more fully understand our business.

Overview

ServiceNow’s purpose is to make the world of work, work better for people. We believe that people should work the way they want to, so we build
applications that help automate existing processes and create efficient, digitized workflows. Our products and services enable the steps of a job to flow
naturally across disparate departments, systems and processes of a business. When work flows naturally, great experiences follow. We primarily deliver our
software via the Internet as a service through a simple and easy-to-use interface so that we can rapidly deploy our packaged offerings, and customers can
easily build their custom applications. In a minority of cases, customers choose to host our software by themselves or through a third-party service
provider.

22



Table of Contents

We generally offer our services on an annual subscription fee basis, which includes access to the ordered subscription service and related support,
including updates to the subscription service during the subscription term. Pricing for our subscription services is based on a number of factors, including
duration of subscription term, volume, mix of products purchased, and discounts. We generate sales through our direct sales team and, to a lesser extent,
indirectly through resale partners and third-party referrals. We also generate revenues from professional services and for training of customer and partner
personnel. We are shifting the focus of our professional services organization from implementation services to strategic advisory and consulting services to
accelerate platform adoption and drive customer outcomes. We generally bill our customers annually in advance for subscription services and monthly in
arrears for our professional services as the work is performed.

A majority of our revenues come from large global enterprise customers. We continue to invest in the development of our services, infrastructure and
sales and marketing to drive long-term growth. We increased our overall employee headcount to 11,148 as of March 31, 2020 from 8,666 as of March 31,
2019.

In December 2019, a novel strain of Coronavirus disease (COVID-19) was reported and in January 2020, the World Health Organization (the WHO)
declared the outbreak a “Public Health Emergency of International Concern.” In February 2020, the WHO raised the COVID-19 threat level from high to
very high at a global level and in March 2020, the WHO characterized the COVID-19 as a pandemic. As of the filing date, the extent to which the COVID-
19 pandemic may impact our financial condition or results of operations remains uncertain. While our revenues, billings and earnings are relatively
predictable as a result of our subscription-based business model, the effect of the COVID-19 pandemic, along with the seasonality we historically
experience, may not be fully reflected in our results of operations and overall financial performance until future periods, if at all. Also, we may experience
curtailed customer demand, reduced customer spend or contract duration, lengthened payment terms that could materially adversely impact our business,
results of operations and overall financial performance in future periods. The extent and continued impact of the COVID-19 pandemic on our operational
and financial performance will depend on certain developments, including the duration and spread of the outbreak; government responses to the pandemic;
impact on our customers and our sales cycles; impact on our customer, industry or employee events; extent of delays in hiring and onboarding new
employees; and effect on our partners, vendors and supply chains, all of which are uncertain and difficult to predict. In response to the COVID-19
pandemic, we have canceled our in-person, annual Knowledge conference and replaced it with a digital event experience and postponed our Financial
Analyst Day. In the first quarter of 2020, we temporarily closed most of our offices and encouraged our employees to work remotely. These changes remain
in effect in the second quarter of 2020 and could extend into future quarters. The impact, if any, of these and any additional operational changes we may
implement is uncertain, but changes we have implemented have not affected and are not expected to affect our ability to maintain operations, including
financial reporting systems, internal control over financial reporting and disclosure controls and procedures. See the section “Risk Factors” for further
discussion of the possible impact of the COVID-19 pandemic on our business.

Key Business Metrics

Number of customers with ACV greater than 31 million. We count the total number of customers with annual contract value (ACV) greater than $1
million as of the end of the period. We had 933 and 718 customers with ACV greater than $1 million as of March 31, 2020 and 2019 , respectively. For
purposes of customer count, a customer is defined as an entity that has a unique Dunn & Bradstreet Global Ultimate (GULT) Data Universal Numbering
System (DUNS) number and an active subscription contract as of the measurement date. The DUNS number is a global standard for business identification
and tracking. We make exceptions for holding companies, government entities and other organizations for which the GULT, in our judgment, does not
accurately represent the ServiceNow customer. For example, while all U.S. government agencies roll up to “Government of the United States” under the
GULT, we count each government agency that we contract with as a separate customer. Our customer count is subject to adjustments for acquisitions, spin-
offs and other market activity; accordingly, we restate previously disclosed number of customers with ACV greater than $1 million calculations to allow for
comparability. ACV is calculated based on the foreign exchange rate in effect at the time the contract was signed. Foreign exchange rate fluctuations could
cause some variability in the number of customers with ACV greater than $1 million.

Remaining performance obligations. Transaction price allocated to remaining performance obligations (RPO) represents contracted revenue that has
not yet been recognized, which includes deferred revenue and non-cancelable amounts that will be invoiced and recognized as revenue in future periods.
RPO excludes contracts that are billed in arrears, such as certain time and materials contracts, as we apply the “right to invoice” practical expedient under
relevant accounting guidance.
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As of March 31, 2020 , our RPO was approximately $6.6 billion and we expect to recognize revenues on approximately 51% of these RPO over the
following 12 months, with the balance to be recognized thereafter. Factors that may cause our RPO to vary from period to period include the following:

«  Foreign currency exchange rates . While a majority of our contracts have historically been in U.S. Dollars, an increasing percentage of our
contracts in recent periods has been in foreign currencies, particularly the Euro and British Pound Sterling. Fluctuations in foreign currency
exchange rates and volatility in the market, including those resulting from the COVID-19 pandemic, as of the balance sheet date will cause
variability in our RPO.

*  Mix of offerings . In a minority of cases, we allow our customers to host our software by themselves or through a third-party service provider. In
self-hosted offerings, we recognize a portion of the revenue upfront upon the delivery of the software and as a result, such revenue is excluded
from RPO.

*  Subscription start date . From time to time, we enter into contracts with a subscription start date in the future and these amounts are included in
RPO if such contracts are signed by the balance sheet date.

*  Timing of contract renewals . While customers typically renew their contracts at the end of the contract term, from time to time, customers may
do so either before or after the scheduled expiration date. For example, in cases where we are successful in selling additional products or services
to an existing customer, a customer may decide to renew its existing contract early to ensure that all its contracts expire on the same date. In other
cases, prolonged negotiations or other factors may result in a contract not being renewed until after it has expired.

*  Contract duration . While we typically enter into multi-year subscription services, the duration of our contracts varies. We sometimes also enter
into contracts with durations that have a 12-month or shorter term to enable the contracts to co-terminate with the existing contract. Additionally,
we may see a reduction in contract duration as a result of the COVID-19 pandemic. The contract duration will cause variability in our RPO.

Free cash flow. We define free cash flow, a non-GAAP financial measure, as GAAP net cash provided by operating activities reduced by purchases
of property and equipment. Purchases of property and equipment are otherwise included in cash used in investing activities under GAAP. We believe
information regarding free cash flow provides useful information to investors because it is an indicator of the strength and performance of our business
operations. However, our calculation of free cash flow may not be comparable to similar measures used by other companies. A calculation of free cash flow
is provided below:

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)
Free cash flow:

Net cash provided by operating activities $ 491,568 $ 360,848 36%
Purchases of property and equipment (83,207) (47,124) 77%
Free cash flow (D $ 408361 $ 313,724 30%

Billings. We define billings, a non-GAAP financial measure, as GAAP revenues recognized plus the change in total GAAP unbilled receivables,
deferred revenue and customer deposits as presented on the condensed consolidated statements of cash flows. A calculation of billings is provided below:

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

Billings:
Total revenues 1,046,340 788,926 33%
Change in total deferred revenue, unbilled receivables and customer
deposits (D 56,850 68,605 (17%)
Total billings $ 1,103,190 $§ 857,531 29%

(1) As presented on or derived from our condensed consolidated statements of cash flows.
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Billings consists of amounts invoiced for subscription contracts with existing customers, renewal contracts, expansion contracts, contracts with new

customers, and contracts for professional services and training. Factors that may cause our billings results to vary from period to period include the
following:

Billings duration . While we typically bill customers annually for our subscription services, customers sometimes request, and we accommodate,
billings with durations less than or greater than the typical 12-month term.

Contract start date . From time to time, we enter into contracts with a contract start date in the future, and we exclude these amounts from billings
as these amounts are not included in our consolidated balance sheets, unless such amounts have been paid as of the balance sheet date.

Foreign currency exchange rates . While a majority of our billings have historically been in U.S. Dollars, an increasing percentage of our billings
in recent periods has been in foreign currencies, particularly the Euro and British Pound Sterling. Fluctuations in foreign currency exchange rates
and volatility in the market, including those resulting from the COVID-19 pandemic, will cause variability in our billings.

Timing of contract renewals . While customers typically renew their contracts at the end of the contract term, from time to time customers may do
so either before or after the scheduled expiration date. For example, in cases where we are successful in selling additional products or services to
an existing customer, a customer may decide to renew its existing contract early to ensure that all its contracts expire on the same date. In other
cases, prolonged negotiations or other factors may result in a contract not being renewed until after it has expired.

Seasonality . We have historically experienced seasonality in terms of when we enter into customer agreements for our services. We sign a
significantly higher percentage of agreements with new customers, as well as renewal agreements with existing customers, in the fourth quarter of
each year. The increase in customer agreements for the fourth quarter is primarily a result of both the terms of our commission plans which
incentivize our direct sales force to meet their annual quotas by December 31 and large enterprise account buying patterns typical in the software
industry, which are driven primarily by the expiration of annual authorized budgeted expenditures. Furthermore, we usually sign a significant
portion of these agreements during the last month, and often the last two weeks, of each quarter. This seasonality in the timing of entering into
customer contracts is sometimes not immediately apparent in our billings, due to the fact that we typically exclude cloud-offering contracts with a
future start date from our billings, unless such amounts have been paid as of the balance sheet date. Similarly, this seasonality is reflected to a
much lesser extent, and sometimes is not immediately apparent in our revenues, due to the fact that we recognize subscription revenues from our
cloud offering contracts over the term of the subscription agreement, which is generally 12 to 36 months. Although these seasonal factors are
common in the technology industry, historical patterns should not be considered a reliable indicator of our future sales activity or performance.
Further, the seasonal factors could be heightened due to the impact of the current gross domestic product contraction and other impacts unknown
at this time on our customers and sales cycles caused by the COVID-19 pandemic.

While we believe billings is a useful leading indicator regarding the performance of our business, due to the factors described above, an increase or

decrease in new or renewed subscriptions in a reporting period may not have an immediate impact on billings for that reporting period.

To facilitate greater year-over-year comparability in our billings results, we disclose the impact that foreign currency rate fluctuations and fluctuations

in billings duration had on our billings. The impact of foreign currency rate fluctuations is calculated by translating the current period results for entities
reporting in currencies other than U.S. Dollars into U.S. Dollars at the exchange rates in effect during the prior period presented, rather than the actual
exchange rates in effect during the current period. The impact of fluctuations in billings duration is calculated by replacing the portion of multi-year billings
in excess of 12 months during the current period with the portion of multi-year billings in excess of 12 months during the prior period presented.
Notwithstanding the adjustments described above, the comparability of billings results from period to period remains subject to the impact of variations in
the dollar value of contracts with future start dates and the timing of contract renewals, for which no adjustments have been presented.

Foreign currency rate fluctuations had an unfavorable impact of $12.7 million on billings for the three months ended March 31, 2020 . Changes in

billings duration had a favorable impact of $1.9 million for the three months ended March 31, 2020 .
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Renewal rate. We calculate our renewal rate by subtracting our attrition rate from 100%. Our attrition rate for a period is equal to the ACV from
customers lost during the period, divided by the sum of (i) the total ACV from all customers that renewed during the period, excluding changes in price or
users, and (ii) the total ACV from all customers lost during the period. Accordingly, our renewal rate is calculated based on ACV and is not based on the
number of customers that have renewed. Further, our renewal rate does not reflect increased or decreased purchases from our customers to the extent such
customers are not lost customers or lapsed renewal. A lost customer is a customer that did not renew an expiring contract and that, in our judgment, will not
be renewed. Typically, a customer that reduces its subscription upon renewal is not considered a lost customer. However, in instances where the
subscription decrease represents the majority of the customer’s ACV, we may deem the renewal as a lost customer. For our renewal rate calculation, we
define a customer as an entity with a separate production instance of our service and an active subscription contract as of the measurement date, instead of
an entity with a unique GULT or DUNS number. We adjust our renewal rate for acquisitions, consolidations and other customer events that cause the
merging of two or more accounts occurring at the time of renewal. Additionally, starting in 2020, we simplified our methodology related to contracts less
than 12 months to derive ACV used to calculate renewal rate. Previously disclosed renewal rates may be restated to reflect such adjustments or
methodology simplification to allow for comparability. While the previously disclosed renewal rate presented this quarter was restated due to the
methodology simplification to allow for comparability, there were no material changes to our previously disclosed renewal rate. Our renewal rate was 97%
and 98% for the three months ended March 31, 2020 and 2019, respectively. As our renewal rate is impacted by the timing of renewals, which could occur
in advance of, or subsequent to the original contract end date, period-to-period comparison of renewal rates may not be meaningful.

Components of Results of Operations
Revenues

Subscription revenues . Subscription revenues are primarily comprised of fees that give customers access to the ordered subscription service for both
self-hosted offerings and cloud-based subscription offerings, and related support and updates, if any, to the subscription service during the subscription
term. For our cloud-based offerings, we recognize revenue ratably over the subscription term. For self-hosted offerings, a substantial portion of the sales
price is recognized upon delivery of the software, which may cause greater variability in our subscription revenues and subscription gross margin. Pricing
includes multiple instances, hosting and support services, data backup and disaster recovery services, as well as future updates, when and if available,
offered during the subscription term. We typically invoice our customers for subscription fees in annual increments upon execution of the initial contract or
subsequent renewal. Our contracts are generally non-cancelable during the subscription term, though a customer can terminate for breach if we materially
fail to perform.

Professional services and other revenues . Our arrangements for professional services are primarily on a time-and-materials basis and we generally
invoice our customers monthly in arrears for the professional services based on actual hours and expenses incurred. Some of our professional services
arrangements are on a fixed fee or subscription basis revenues are recognized as services are delivered. Other revenues primarily consist of fees from
customer training delivered on-site or through publicly available classes. Typical payment terms require our customers to pay us within 30 days of invoice.
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We sell our subscription services primarily through our direct sales organization. We also sell services through managed service providers and resale
partners. We also generate revenues from certain professional services and from training of customers and partner personnel, through both our direct team
and indirect channel sales. Revenues from our direct sales organization represented 81% and 82% of our total revenues for the three months ended
March 31, 2020 and 2019 , respectively. For purposes of calculating revenues from our direct sales organization, revenues from systems integrators and
managed services providers are included as part of the direct sales organization.

Allocation of Overhead Costs

Overhead costs associated with office facilities, IT and certain depreciation related to infrastructure that is not dedicated for customer use or research
and development use are allocated to cost of revenues and operating expenses based on headcount.

Cost of Revenues

Cost of subscription revenues . Cost of subscription revenues consists primarily of expenses related to hosting our services and providing support to
our customers. These expenses are comprised of data center capacity costs, which include colocation costs associated with our data centers as well as
interconnectivity between data centers, depreciation related to our infrastructure hardware equipment dedicated for customer use, amortization of intangible
assets, expenses associated with software, IT services and dedicated customer support, personnel-related costs directly associated with data center
operations and customer support, including salaries, benefits, bonuses and stock-based compensation and allocated overhead.

Cost of professional services and other revenues . Cost of professional services and other revenues consists primarily of personnel-related costs
directly associated with our professional services and training departments, including salaries, benefits, bonuses and stock-based compensation, the costs of
contracted third-party partners, travel expenses and allocated overhead.

Professional services are performed directly by our services team, as well as by contracted third-party partners. Fees paid by us to third-party partners
are primarily recognized as cost of revenues as the professional services are delivered. Cost of revenues associated with our professional services
engagements contracted with third-party partners as a percentage of professional services and other revenues was 11% and 15% for each of the three
months ended March 31, 2020 and 2019 , respectively.

Sales and Marketing

Sales and marketing expenses consist primarily of personnel-related expenses directly associated with our sales and marketing staff, including
salaries, benefits, bonuses and stock-based compensation. Sales and marketing expenses also include the amortization of commissions paid to our sales
employees, including related payroll taxes and fringe benefits. From time to time, third parties provide us referrals for which we pay a referral fee. We
include revenues associated with these referrals as part of revenues from our direct sales organization. Referral fees paid to these third parties are generally
10% of the customer’s net new ACV. We defer referral fees paid as they are considered incremental selling costs associated with acquiring customer
contracts, and include the amortization of these referral fees in sales and marketing expense. In addition, sales and marketing expenses include branding
expenses, expenses offset by proceeds related to our annual Knowledge user conference (Knowledge), other marketing program expenses, which include
events other than Knowledge, and costs associated with purchasing advertising and marketing data, software and subscription services dedicated for sales
and marketing use and allocated overhead.

Research and Development

Research and development expenses consist primarily of personnel-related expenses directly associated with our research and development staff,
including salaries, benefits, bonuses and stock-based compensation and allocated overhead. Research and development expenses also include data center
capacity costs, costs associated with outside services contracted for research and development purposes and depreciation of infrastructure hardware
equipment that is used solely for research and development purposes.

General and Administrative

General and administrative expenses consist primarily of personnel-related expenses for our executive, finance, legal, human resources, facilities and

administrative personnel, including salaries, benefits, bonuses and stock-based compensation, external legal, accounting and other professional services
fees, other corporate expenses, amortization of intangible assets and allocated overhead.
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Provision for Income Taxes

Provision for income taxes consists of federal, state and foreign income taxes. Due to cumulative losses, we maintain a valuation allowance against
our U.S. deferred tax assets as of March 31, 2020 . We consider all available evidence, both positive and negative, including but not limited to earnings
history, projected future outcomes, industry and market trends and the nature of each of the deferred tax assets in assessing the extent to which a valuation
allowance should be applied against our U.S. and foreign deferred tax assets.

Comparison of the Three Months Ended March 31, 2020 and 2019

Revenues
Three Months Ended March 31,
2020 2019 % Change
(dollars in thousands)
Revenues:
Subscription $ 994,702 $ 739,986 34%
Professional services and other 51,638 48,940 6%
Total revenues $ 1,046,340 $ 788,926 339,
Percentage of revenues:
Subscription 95% 94%
Professional services and other 5% 6%
Total 100% 100%

Subscription revenues increased $254.7 million during the three months ended March 31, 2020 compared to the same period in the prior year, driven
by increased purchases by existing customers and an increase in our customer count. Included in subscription revenues is $66.5 million and $43.0 million
of revenues recognized upfront from the delivery of software associated with self-hosted offerings during the three months ended March 31, 2020 and 2019
, respectively. We expect subscription revenues for the year ending December 31, 2020 to increase in absolute dollars as we continue to add new customers
and existing customers increase their usage of our products, but remain relatively flat as a percentage of total revenues compared to the year ended
December 31, 2019 . However, we continue to monitor the COVID-19 pandemic carefully and its impact on customer acquisition and renewal rates.

Our expectations for revenues, cost of revenues and operating expenses for the remainder of 2020 are based on foreign exchange rates as of
March 31, 2020 .

Subscription revenues consist of the following:

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

Digital workflow products $ 867,285 $ 638,657 36%
ITOM products 127,417 101,329 26%
Total subscription revenues $ 994,702 $ 739,986 34%,

Our digital workflow products include the Now Platform, Now IT Service Management, Now IT Business Management, Now DevOps, Now IT Asset
Management, Now Security Operations, Now Integrated Risk Management, Now HR Service Delivery, Now Finance Operations Management, Now
Customer Service Management, and Now Field Service Management, and are generally priced on a per user basis. Our ITOM products are generally priced
on a per node (physical or virtual server) basis. In previously issued consolidated financial statements, we referred to digital workflow products as “service
management products.”
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Professional services and other revenues increased $2.7 million during the three months ended March 31, 2020 compared to the same period in the
prior year due to an increase in services and trainings provided to new and existing customers. We expect professional services and other revenues for the
year ending December 31, 2020 to increase in absolute dollars. We are increasingly focused on deploying our internal professional services organization as
a strategic resource and relying on our partner ecosystem to contract directly with customers for implementation services delivery.

Cost of Revenues and Gross Profit Percentage

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

Cost of revenues:

Subscription $ 159,721 $ 126,589 26%
Professional services and other 63,645 59,663 7%
Total cost of revenues $ 223,366 $ 186,252 20%
Gross profit (loss) percentage:
Subscription 84% 83%
Professional services and other (23%) (22%)
Total gross profit percentage 79% 76%
Gross profit $ 822,974 $ 602,674

Cost of subscription revenues increased $33.1 million during the three months ended March 31, 2020 compared to the same period in the prior year
due to increased headcount, which resulted in an increase of $7.8 million in personnel-related costs excluding stock-based compensation, an increase of
$5.5 million in stock-based compensation and an increase of $3.3 million in overhead expenses. The remaining increase of $15.4 million was primarily due
to increases in depreciation expense relating to data center hardware and increases in software and maintenance costs to support the expansion of our data
center capacity. We expect our cost of subscription revenues to increase in absolute dollars as we provide subscription services to more customers and
increase usage within our customer instances. However, we continue to monitor the COVID-19 pandemic carefully and its impact on our customers.

Our subscription gross profit percentage was 84% and 83% for the three months ended March 31, 2020 and 2019 , respectively. The increase in
revenues recognized upfront from the delivery of software associated with self-hosted offerings contributed to approximately one percentage point
improvement in our subscription gross profit percentage for each of the three months ended March 31, 2020 and 2019 . We expect our subscription gross
profit percentage to remain relatively flat for the year ending December 31, 2020 compared to the year ended December 31, 2019 . To the extent future
acquisitions are consummated, our cost of subscription revenues may increase due to additional non-cash charges associated with the amortization of
intangible assets acquired.

Cost of professional services and other revenues increased $4.0 million during the three months ended March 31, 2020 as compared to the same
period in the prior year, primarily due to increased headcount resulting in an increase of $2.2 million in personnel-related costs excluding stock-based
compensation and an increase of $2.1 million in stock-based compensation.

Our professional services and other gross loss percentage increased to 23% for the three months ended March 31, 2020 , from 22% for the three
months ended March 31, 2019 , primarily due to stock-based compensation and other personnel-related costs increasing at a higher rate than professional
services and other revenues as we continue to invest in specialized resources to support our expanding product portfolio and new on-demand training,
increasing the training content available online.

Sales and Marketing
Three Months Ended March 31,
2020 2019 % Change
(dollars in thousands)
Sales and marketing $ 441,234 $ 361,409 22%
Percentage of revenues 42% 46%
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Sales and marketing expenses increased $79.8 million during the three months ended March 31, 2020 compared to the same period in the prior year,
primarily due to increased headcount resulting in an increase of $28.0 million in personnel-related costs excluding stock-based compensation and
commissions, an increase of $8.0 million in stock-based compensation and an increase of $11.5 million in overhead expenses. Amortization expenses
associated with deferred commissions and third-party referral fees increased $9.8 million during the three months ended March 31, 2020 compared to the
same period in the prior year, due to an increase in contracts with new customers, expansion and renewal contracts. Other sales and marketing program
expenses, which include events other than Knowledge, branding expenses and costs associated with purchasing advertising and market data, increased by
$10.5 million during the three months ended March 31, 2020 compared to the same period in the prior year. Outside services costs increased $3.2 million
during the three months ended March 31, 2020 compared to the same period in the prior year. As of March 31, 2020 , in response to the COVID-19
pandemic, we canceled our in-person, annual Knowledge conference and certain other events to be replaced with digital events or postponed to future
periods. As a result, we recognized $8.4 million in expenses related to costs incurred in preparation of these events that are no longer recoverable.

Amid the regulatory restrictions imposed by governments worldwide in response to the COVID-19 pandemic in March 2020, we temporarily closed
most of our offices to ensure the well-being and safety of our global employees, office staff and communities, and encouraged our employees to work
remotely and limit travel. Further, we have canceled certain events and either replaced them with digital events or postponed them to future periods. Given
the unprecedented nature of this pandemic and the uncertainty around its duration, we expect sales and marketing expenses to decrease as a percentage of
total revenues given the reduction in expenses arising from travel that has occurred during the three months ended March 31, 2020 and is expected to
continue to occur for the year ending December 31, 2020 . However, we intend to continue to expand our direct sales organization, increase our marketing
activities, grow our international operations and build brand awareness. We expect sales and marketing expenses to increase in absolute dollars for the year
ending December 31, 2020 compared to the year ended December 31, 2019 .

Research and Development

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)
Research and development $ 226,657 $ 172,522 31%
Percentage of revenues 22% 22%

Research and development expenses increased $54.1 million during the three months ended March 31, 2020 compared to the same period in the prior
year, primarily due to increased headcount, which resulted in an increase of $27.4 million in personnel-related costs excluding stock-based compensation,
an increase of $15.3 million in stock-based compensation and an increase of $9.2 million in overhead expenses. The remaining increase of $1.8 million
was primarily due to increases in data center capacity and depreciation costs that is used for research and development purposes .

We expect research and development expenses for the year ending December 31, 2020 to increase in absolute dollars as we continue to improve the

existing functionality of our services, develop new applications to fill market needs and enhance our core platform, but remain relatively flat as a
percentage of total revenues compared to the year ended December 31, 2019 .
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General and Administrative

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

General and administrative $ 105,748 $ 84,456 25%

Percentage of revenues 10% 10%

General and administrative expenses increased $21.3 million during the three months ended March 31, 2020 compared to the same period in the prior
year due to increased headcount, which resulted in an increase of $11.8 million in personnel-related costs excluding stock-based compensation and an
increase of $4.1 million in overhead expenses. Outside services increased by $2.9 million compared to the prior period, primarily due to an increase in
acquisitions related expenses and an increase in contractors and professional fees to support our administrative function. In addition, in March 2020 we
agreed to amend the employment agreement with our Chief Executive Officer to provide for a payment of $3.9 million, which amount restores the benefit
of a non-competition payment which our Chief Executive Officer was entitled to receive from his prior employer.

We expect general and administrative expenses to increase in absolute dollars for the year ending December 31, 2020 as we continue to hire new
employees, but remain relatively flat as a percentage of total revenues compared to the year ended December 31, 2019 .

Stock-based Compensation

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

Cost of revenues:

Subscription $ 21,524 $ 16,022 34%

Professional services and other 12,012 9,931 21%
Sales and marketing 70,160 62,130 13%
Research and development 58,903 43,582 35%
General and administrative 25,686 25,785 0%
Total stock-based compensation $ 188,285 $ 157,450 20%
Percentage of revenues 18% 20%

Stock-based compensation increased $30.8 million during the three months ended March 31, 2020 compared to the same period in the prior year,
primarily due to additional grants to current and new employees and increased weighted-average grant date fair value of stock awards.

Stock-based compensation is inherently difficult to forecast due to fluctuations in our stock price. Based upon our stock price as of March 31, 2020,
we expect stock-based compensation to continue to increase in absolute dollars for the year ending December 31, 2020 as we continue to issue stock-based
awards to our employees, but remain relatively flat as a percentage of total revenues compared to the year ended December 31, 2019 .
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Foreign Currency Exchange

Our international operations have provided and will continue to provide a significant portion of our total revenues. Revenues outside North America
represented 33% of total revenues for each of the three months ended March 31, 2020 and 2019 . Because we primarily transact in foreign currencies for
sales outside of the United States, the general strengthening of the U.S. Dollar, noticeable in the second half of March 2020 as a result of the market
disruptions caused by the COVID-19 pandemic, relative to other major foreign currencies (primarily the Euro and British Pound Sterling) had an
unfavorable impact on our revenues for the three months ended March 31, 2020 . For entities reporting in currencies other than the U.S. Dollar, if we had
translated our results for the three months ended March 31, 2020 at the exchange rates in effect for the three months ended March 31, 2019 rather than the
actual exchange rates in effect during the period, our reported subscription revenues would have been $11.6 million higher . The impact from the foreign
currency movements from the three months ended March 31, 2019 to the three months ended March 31, 2020 was not material for professional services
and other revenues.

In addition, because we primarily transact in foreign currencies for cost of revenues and operating expenses outside of the United States, the general
strengthening of the U.S. Dollar relative to other major foreign currencies (primarily the Euro and British Pound Sterling) had a favorable impact on our
cost of revenues and sales and marketing expenses for the three months ended March 31, 2020 . For entities reporting in currencies other than the U.S.
Dollar, if we had translated our results for the three months ended March 31, 2020 at the exchange rates in effect for the three months ended March 31,
2019 rather than the actual exchange rates in effect during the period, our reported cost of revenues and sales and marketing expenses would have been
$2.7 million and $3.5 million higher , respectively. The impact from the foreign currency movements from the three months ended March 31, 2019 to the
three months ended March 31, 2020 is not material to research and development expenses and general and administrative expenses.

Interest Expense
Three Months Ended March 31,
2020 2019 % Change
(dollars in thousands)
Interest expense $ (8,570) $ (8,168) 5%
Percentage of revenues (1%) (1%)

Interest expense increased $0.4 million during the three months ended March 31, 2020 compared to the same period in the prior year, due to the
amortization expense of debt discount and issuance costs related to the 2020 Notes. For the year ending December 31, 2020 , we expect to incur
approximately $26.3 million in amortization expense of debt discount and issuance costs related to the 2022 Notes.
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Interest Income and Other Income, net

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

Interest income $ 14,013 $ 12,506 12%
Foreign currency exchange loss, net of derivative contracts (6,545) (123) NM
Other 129 42 NM

Interest and other income, net $ 7,597 $ 12,425 (39%)
Percentage of revenues 1% 2%

NM - Not meaningful.

Interest income and other income, net decreased $4.8 million during the three months ended March 31, 2020 compared to the same period in the prior
year, primarily driven by the foreign currency exchange loss, net of derivative contracts of $6.5 million during the three months ended March 31, 2020
partially offset by an increase of $1.5 million in interest income due to higher cash, cash equivalents and investment balances offset by lower yield for the
three months ended March 31, 2020 .

To mitigate our risks associated with fluctuations in foreign currency exchange rates, we enter into foreign currency derivative contracts with
maturities of 12 months or less to hedge a portion of our net outstanding monetary assets and liabilities. These hedging contracts may reduce, but cannot
entirely eliminate, the impact of adverse currency exchange rate movements.

Provision for (Benefit from) Income Taxes

Three Months Ended March 31,
2020 2019 % Change

(dollars in thousands)

Income (loss) before income taxes $ 48,362 $ (11,456) NM
Provision for (benefit from) income taxes 131 (9,911 NM
Effective tax rate 0% 87%

NM - Not meaningful.

Our income tax expense was $0.1 million for the three months ended March 31, 2020 , primarily attributable to foreign taxes, a valuation allowance
release resulting from an acquisition and excess tax benefits of stock-based compensation.

Our income tax benefit was $9.9 million for the three months ended March 31, 2019 , primarily attributable to foreign taxes and the mix of earnings
and losses in countries with differing statutory tax rates.

Governments in certain countries where we do business have enacted legislation in response to the COVID-19 pandemic, including the Coronavirus
Aid, Relief, and Economic Security Act (the “CARES Act”) enacted by the United States on March 27, 2020. We are continuing to analyze these
legislative developments and believe that they have not had a material impact on our provision for income taxes for the three months ended March 31,
2020 .

We continue to maintain a full valuation allowance on our U.S. federal and state deferred tax assets and the significant components of the tax expense
recorded are current cash taxes payable in various jurisdictions. The cash tax expenses are impacted by each jurisdiction’s individual tax rates, laws on
timing of recognition of income and deductions, and availability of net operating losses and tax credits. Given the full valuation allowance, sensitivity of
current cash taxes to local rules and our foreign structuring, we expect that our effective tax rate could fluctuate significantly on a quarterly basis and could
be adversely affected to the extent earnings are lower than anticipated in countries that have lower statutory rates and higher than anticipated in countries
that have higher statutory rates.
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Liquidity and Capital Resources

Our principal sources of liquidity are our cash and cash equivalents, investments, and cash generated from operations. As of March 31, 2020 , we
had $1.9 billion in cash and cash equivalents and short-term investments, of which $254.9 million represented cash held by foreign subsidiaries and $216.1
million is denominated in currencies other than U.S. Dollar. In addition, we had $1.1 billion in long-term investments that provide additional capital
resources. We do not anticipate that we will need funds generated from foreign operations to fund our domestic operations.

In May and June 2017, we issued the 2022 Notes with an aggregate principal amount of $782.5 million. In connection with the issuance of the 2022
Notes, we entered into the 2022 Note Hedge transactions and 2022 Warrants transactions with certain financial institutions. The price of our common stock
was greater than or equal to 130% of the conversion price of the 2022 Notes for at least 20 trading days during the 30 consecutive trading days ending on
the last trading day of the quarters ended June 30, 2018 through March 31, 2020, except for the quarter ended December 31, 2018. Therefore, our 2022
Notes became convertible at the holders’ option beginning on July 1, 2018 and continue to be convertible through June 30, 2020, except for the quarter
ended March 31, 2019 because the Conversion Condition for the 2022 Notes was not met for the quarter ended December 31, 2018. The impact of the 2022
Notes on our liquidity will depend on the settlement method we elect. We currently intend to settle the principal amount of any converted 2022 Notes in
cash. During the three months ended March 31, 2020 , we paid cash to settle approximately $2.5 million in principal amount of the 2022 Notes. Based on
conversion requests we have received through the filing date, we expect to settle in cash an aggregate of approximately $15.2 million in principal amount
of the 2022 Notes during the second quarter of 2020. We may receive additional conversion requests that require settlement in the second quarter of 2020.

During the three months ended March 31, 2019 , we issued approximately 2.7 million shares of our common stock upon the automatic exercise of a
portion of the 2018 Warrants. We issued 1.6 million additional shares of our common stock upon the automatic exercise of the remaining 2018 Warrants
during the second quarter of 2019. The 2018 Warrants were no longer outstanding as of the second quarter of 2019. We expect to issue additional shares of
our common stock in the second half of 2022 upon the automatic exercise of the 2022 Warrants. As the 2022 Warrants will be net share settled, there will
be no impact on our liquidity. The total number of shares of our common stock we will issue depends on the daily volume-weighted average stock prices
over a 60 trading day period beginning on the first expiration date of the 2022 Warrants, which will be September 1, 2022. Refer to Note 10 in the notes to
our condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q for additional information.

Cash from operations could be affected by various risks and uncertainties, including, but not limited to, the effects of the COVID-19 pandemic and
other risks detailed in Part II, Item 1A titled “Risk Factors”. However, we anticipate our current cash, cash equivalents and investment balances and
anticipated cash flows generated from operations based on our current business plan and revenue prospects will be sufficient to meet our liquidity needs,
including the repayment of any early conversions of our 2022 Notes, expansion of data centers, lease obligations, expenditures related to the growth of our
headcount and the acquisition of property and equipment, intangibles, and investments in office facilities, to accommodate our operations for at least the
next 12 months. Whether these resources are adequate to meet our liquidity needs beyond that period will depend on our growth, operating results, cash
utilized for acquisitions and/or debt retirements if any are consummated, and the capital expenditures required to meet possible increased demand for our
services. If we require additional capital resources to grow our business at any time in the future, we may seek to finance our operations from the current
funds available or seek additional equity or debt financing.

Three Months Ended March 31,
2020 2019

(dollars in thousands)

Net cash provided by operating activities $ 491,568 $ 360,848

Net cash used in investing activities (385,034) (200,873)

Net cash used in financing activities (61,028) (86,400)

Net increase in cash, cash equivalents and restricted cash, net of foreign currency effect 34,857 74,654
Operating Activities

Cash provided by operating activities mainly consists of our net income (loss) adjusted for repayments of convertible senior notes attributable to debt
discount, certain non-cash items, including depreciation and amortization, amortization of deferred commissions, amortization of issuance cost and debt
discount, stock-based compensation and changes in operating assets and liabilities during the year.
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Net cash provided by operating activities was $491.6 million for the three months ended March 31, 2020 compared to $360.8 million for the three
months ended March 31, 2019 . The increase in operating cash flow was primarily due to an increase in net income compared to the same period in the
prior year and an increase in adjustments for non-cash items to reconcile net income (loss) to net cash provided by operations, driven by stock-based
compensation from increased headcount and depreciation and amortization from increased capital expenditures to support the business growth offset by the
unfavorable impact on operating cash flow from changes in operating assets and liabilities.

Investing Activities

Net cash used in investing activities for the three months ended March 31, 2020 was $385.0 million compared to $200.9 million for the three months
ended March 31, 2019 . The increase in cash used in investing activities was mainly due to an $82.9 million increase in cash outflow for business
combinations, a $39.4 million increase in net purchases of investments and a $36.1 million increase in capital expenditures.

Financing Activities

Net cash used in financing activities was $61.0 million for the three months ended March 31, 2020 compared to $86.4 million for the three months
ended March 31, 2019 . The decrease in cash used in financing activities is primarily due to a $13.8 million increase in proceeds from employee plans, a
$13.8 million decrease in taxes paid related to net share settlement of equity awards, partially offset by a $2.2 million repayment of convertible senior notes
during the three months ended March 31, 2019 .
Contractual Obligations and Commitments

Except as set forth in Note 16 , Commitments and Contingencies, of the notes to our condensed consolidated financial statements included elsewhere
in this Quarterly Report on Form 10-Q , there have been no material changes outside the ordinary course of business in the contractual obligations and
commitments disclosed in our Annual Report on 10-K for the year ended December 31, 2019 , which was filed with the SEC on February 20, 2020.
Off-Balance Sheet Arrangements

During all periods presented, we did not have any relationships with unconsolidated entities or financial partnerships, such as entities often referred to
as structured finance or special purpose entities, which would have been established for purposes of facilitating off-balance sheet arrangements or other
contractually narrow or limited purposes. As such, we are not exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in
those types of relationships.

Critical Accounting Policies and Significant Judgments and Estimates

There have been no changes to our critical accounting policies and estimates as described in our Annual Report on Form 10-K for the year ended
December 31, 2019 , which was filed with the SEC on February 20, 2020.

New Accounting Pronouncements Pending Adoption

The impact of recently issued accounting standards is set forth in Note 2 , Summary of Significant Accounting Policies, of the notes to our condensed
consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q.

ITEM 3. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK
There have been no material changes in our market risk as compared to the disclosures in Part II, Item 7A in our Annual Report on Form 10-K for the

year ended December 31, 2019 , which was filed with the SEC on February 20, 2020, other than market risk that is created by the global market disruptions
and uncertainties resulting from the COVID-19 pandemic. See the section “Risk Factors” for further discussion of the possible impact to our business.
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ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Regulations under the Exchange Act require public companies, including our company, to maintain “disclosure controls and procedures,” which are
defined in Rule 13a-15(e) and Rule 15d-15(e) to mean a company’s controls and other procedures that are designed to ensure that information required to
be disclosed 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 in our reports filed under the Exchange Act is accumulated and communicated to management, including our principal
executive officer and principal financial officer, or persons performing similar functions, as appropriate, to allow timely decisions regarding required or
necessary disclosures. In designing and evaluating our disclosure controls and procedures, management recognizes that disclosure controls and procedures,
no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the disclosure controls and
procedures are met. Additionally, in designing disclosure controls and procedures, our management necessarily was required to apply its judgment in
evaluating the cost-benefit relationship of possible disclosure controls and procedures. Our Chief Executive Officer and Chief Financial Officer have
concluded, based on the evaluation of the effectiveness of the disclosure controls and procedures by our management as of the end of the quarter covered
by this Quarterly Report on Form 10-Q, that our disclosure controls and procedures were effective at the reasonable assurance level for this purpose.

Changes in Internal Control over Financial Reporting

Regulations under the Exchange Act require public companies, including our company, to evaluate any change in our “internal control over financial
reporting” as such term is defined in Rule 13a-15(f) and Rule 15d-15(f) of the Exchange Act. Under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, we conducted an evaluation of any changes in our internal control over
financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that occurred during our most recently completed
fiscal quarter. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer did not identify any change in our internal control over
financial reporting during the quarter covered by this Quarterly Report on Form 10-Q that materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.
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PART II
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are party to litigation and other legal proceedings in the ordinary course of business. While the results of any litigation or other
legal proceedings are uncertain, we are not presently a party to any legal proceedings that, if determined adversely to us, would individually or taken
together have a material adverse effect on our business, financial position, results of operations or cash flows.

ITEM 1A. RISK FACTORS

Investing in our securities involves a high degree of risk. You should consider carefully the risks and uncertainties described below, together with all
of the other information in this Quarterly Report on Form 10-Q, including our condensed consolidated financial statements and related notes, before
making an investment decision. We have identified the following risks and uncertainties that may have a material adverse effect on our business, financial
condition, results of operations and future prospects. Our business could be harmed by any of these risks. Our stock price could decline due to any of these
risks, and you may lose all or part of your investment.

The extent to which the ongoing COVID-19 pandemic, including the resulting global economic uncertainty, and measures taken in response to the
pandemic could continue to impact our business and future results of operations and financial condition will depend on future developments, which
are highly uncertain and difficult to predict.

The COVID-19 pandemic has disrupted the flow of the economy and put unprecedented strains on governments, health care systems, educational
institutions, businesses and individuals around the world. The impact on the global population and the duration of the COVID-19 pandemic is difficult to
assess or predict. It is even more difficult to predict the impact on the global economic market, which will be highly dependent upon the actions of
governments, businesses and other enterprises in response to the pandemic and the effectiveness of those actions. The pandemic has already caused, and is
likely to result in further, significant disruption of global financial markets and economic uncertainty. In a recession, depression or other sustained adverse
market events resulting from the spread of the COVID-19 could materially and adversely affect our business and the value of our common stock.

Our customers or potential customers, particularly in industries most impacted by the COVID-19 pandemic including transportation, hospitality, retail
and energy, may reduce their IT spending or delay their digital transformation initiatives, which could materially and adversely impact our business. We
may also experience curtailed customer demand, reduced customer spend or contract duration, delayed collections, lengthened payment terms and
increased competition due to changes in terms and conditions and pricing of our competitors’ products and services that could materially adversely impact
our business, results of operations and overall financial performance in future periods.

In response to the COVID-19 pandemic, we have temporarily closed most of our offices (including our headquarters) around the world, encouraged
our employees to work remotely, implemented travel restrictions for all non-essential business, and shifted certain of our customer, industry, analyst,
investor, and employee events to virtual-only experiences and we may deem it advisable to similarly alter, postpone or cancel entirely additional events in
the future. For example, we have canceled our in-person, annual Knowledge conference and replaced it with a digital event experience and postponed our
Financial Analyst Day. Certain costs incurred in preparation for these events could not be recovered. If the COVID-19 pandemic worsens, especially in
regions in which we have material operations or sales, our business activities originating from affected areas, including sales-related activities, could be
adversely affected. Disruptive activities could include business closures in impacted areas, further restrictions on our employees’ and other service
providers’ ability to travel, impacts to productivity if our employees or their family members experience health issues, and potential delays in hiring and
onboarding of new employees. The COVID-19 pandemic could also impact our data center operations, including potential disruptions to the supply chain
of hardware needed to maintain these third-party systems, and primary vendors we rely on for products and services that allow our employees to work
remotely. Further, we may experience increased cyberattacks and security challenges as our global employee base works remotely.

The extent and continued impact of the COVID-19 pandemic on our business will depend on certain developments including the duration and spread
of the outbreak; government responses to the pandemic; impact on our customers and our sales cycles; impact on our customer, industry or employee
events; and effect on our partners, vendors and supply chains, all of which are uncertain and cannot be predicted. While our revenues, billings and earnings
are relatively predictable as a result of our subscription-based business model, the effect of the COVID-19 pandemic may not be fully reflected in our
results of operations and overall financial performance until future periods.
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In addition, we have seen significant volatility in the global markets, as well as significant interest rate and foreign currency volatility. As a result, the
trading prices for our common stock and other S&P 500 and technology companies have been highly volatile, and such volatility may continue for the
duration of and possibly beyond the COVID-19 pandemic.

Risks Related to Our Ability to Grow Our Business
We participate in intensely competitive markets, and if we do not compete effectively, our business and operating results will be harmed.

The markets for our enterprise cloud solutions are rapidly evolving and highly competitive, with relatively low barriers to entry. As the market for
digital workflow products matures and new technologies and competitors enter the market, we expect competition to intensify. Our current competitors
include:

* large, well-established, enterprise application software vendors and large integrated systems vendors;
* new entrants to the market developing technologies to solve similar p