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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

☒ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2018

OR

☐ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission file number: 001-34391

LOGMEIN, INC.

(Exact name of registrant as specified in its charter)
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Delaware 20-1515952
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

320 Summer Street

Boston, Massachusetts 02210
(Address of principal executive offices) (Zip Code)

781-638-9050

(Registrant�s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days.    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  ☒    No  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of �large accelerated filer,� �accelerated
filer,� �smaller reporting company,� and �emerging growth company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ☒ Accelerated filer ☐

Non-accelerated filer ☐  (Do not check if a smaller reporting company) Smaller reporting company ☐

Emerging growth company ☐
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.  ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ☐    No  ☒
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As of July 24, 2018, there were 51,868,732 shares of the registrant�s Common Stock, par value $0.01 per share,
outstanding.
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LogMeIn, Inc.

Condensed Consolidated Balance Sheets

(In thousands, except per share data)

December 31,
2017

June 30,
2018

ASSETS
Current assets:
Cash and cash equivalents $ 252,402 $ 198,858
Accounts receivable (net of allowance of $2,031 and $2,856 as of December 31,
2017 and June 30, 2018, respectively) 93,949 81,896
Prepaid expenses and other current assets 52,473 56,505

Total current assets 398,824 337,259
Property and equipment, net 92,154 92,410
Restricted cash, net of current portion 1,795 1,803
Intangibles, net 1,149,597 1,179,637
Goodwill 2,208,725 2,404,862
Other assets 6,483 40,760
Deferred tax assets 530 705

Total assets $ 3,858,108 $ 4,057,436

LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 22,232 $ 35,048
Accrued liabilities 82,426 112,875
Deferred revenue, current portion 340,570 375,079

Total current liabilities 445,228 523,002
Long-term debt �  200,000
Deferred revenue, net of current portion 6,735 6,711
Deferred tax liabilities 221,407 230,075
Other long-term liabilities 20,997 26,723

Total liabilities 694,367 986,511

Commitments and contingencies (Note 11)
Preferred stock, $0.01 par value � 5,000 shares authorized, 0 shares outstanding as of
December 31, 2017 and June 30, 2018
Equity:
Common stock, $0.01 par value�150,000 shares authorized; 56,043 and 56,527 shares
issued; and 52,564 and 52,029 outstanding as of December 31, 2017 and June 30,
2018, respectively 560 565
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Additional paid-in capital 3,276,891 3,283,856
Retained earnings 50,445 76,763
Accumulated other comprehensive income (loss) 15,570 7,005
Treasury stock, at cost - 3,479 and 4,498 shares as of December 31, 2017 and
June 30, 2018, respectively (179,725) (297,264) 

Total equity 3,163,741 3,070,925

Total liabilities and equity $ 3,858,108 $ 4,057,436

See notes to condensed consolidated financial statements.
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LogMeIn, Inc.

Condensed Consolidated Statements of Operations

(In thousands, except per share data)

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2018 2017 2018
Revenue $ 257,025 $ 305,650 $ 444,483 $ 584,867
Cost of revenue 53,236 72,833 92,175 135,775

Gross profit 203,789 232,817 352,308 449,092

Operating expenses
Research and development 40,710 43,920 73,832 87,036
Sales and marketing 93,469 99,343 169,237 187,558
General and administrative 33,163 39,106 82,554 74,549
Gain on disposition of assets �  �  �  (33,910) 
Amortization of acquired intangibles 36,154 43,347 60,574 84,430

Total operating expenses 203,496 225,716 386,197 399,663

Income (loss) from operations 293 7,101 (33,889) 49,429
Interest income 373 369 519 1,042
Interest expense (345) (1,854) (794) (2,180) 
Other income (expense), net (128) (86) (78) (326) 

Income (loss) before income taxes 193 5,530 (34,242) 47,965
(Provision for) benefit from income taxes 14,653 1,024 30,524 (11,699) 

Net income (loss) $ 14,846 $ 6,554 $ (3,718) $ 36,266

Net income (loss) per share:
Basic $ 0.28 $ 0.13 $ (0.08) $ 0.69
Diluted $ 0.28 $ 0.12 $ (0.08) $ 0.68
Weighted average shares outstanding:
Basic 52,715 52,170 48,168 52,313
Diluted 53,723 52,875 48,168 53,160
Cash dividend declared per common share $ 0.25 $ 0.30 $ 0.75 $ 0.60

See notes to condensed consolidated financial statements.
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LogMeIn, Inc.

Condensed Consolidated Statements of Comprehensive Income (Loss)

(In thousands)

Three Months
Ended

June 30,
Six Months Ended

June 30,
2017 2018 2017 2018

Net income (loss) $ 14,846 $ 6,554 $ (3,718) $ 36,266

Other comprehensive gain (loss):
Net unrealized gain (loss) on marketable securities, (net of tax
provision of $1 for the three months ended June 30, 2017 and a tax
benefit of $2 for the six months ended June 30, 2017) 2 �  (3) �  
Net translation gains (losses) 11,530 (14,022) 11,434 (8,565) 

Total other comprehensive gain (loss) 11,532 (14,022) 11,431 (8,565) 

Comprehensive income (loss) $ 26,378 $ (7,468) $ 7,713 $ 27,701

See notes to condensed consolidated financial statements.
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LogMeIn, Inc.

Condensed Consolidated Statements of Cash Flows

(In thousands)

Six Months Ended
June 30,

2017 2018
Cash flows from operating activities
Net income (loss) $ (3,718) $ 36,266
Adjustments to reconcile net income to net cash provided by operating activities:
Stock-based compensation 30,490 33,132
Depreciation and amortization 98,586 146,361
Gain on disposition of assets, net of transaction costs �  (36,281) 
Benefit from deferred income taxes (32,477) (22,030) 
Other, net 1,374 793
Changes in assets and liabilities, excluding effect of acquisitions and dispositions:
Accounts receivable (3) 22,730
Prepaid expenses and other current assets (12,586) 7,955
Other assets 156 (7,934) 
Accounts payable 11,194 11,503
Accrued liabilities 38,044 22,961
Deferred revenue 59,752 35,784
Other long-term liabilities 1,973 5,962

Net cash provided by operating activities 192,785 257,202

Cash flows from investing activities
Proceeds from sale or disposal or maturity of marketable securities 31,103 �  
Purchases of property and equipment (9,804) (13,629) 
Intangible asset additions (13,709) (17,862) 
Cash paid for acquisitions, net of cash acquired 24,215 (343,351) 
Restricted cash acquired through acquisitions 917 �  
Proceeds from disposition of assets �  42,394

Net cash provided by (used in) investing activities 32,722 (332,448) 

Cash flows from financing activities
Borrowings (repayments) under credit facility (30,000) 200,000
Proceeds from issuance of common stock upon option exercises 5,354 1,022
Payments of withholding taxes in connection with restricted stock unit vesting (29,455) (27,954) 
Payment of debt issuance costs (1,993) �  
Dividends paid on common stock (25,936) (31,377) 
Purchase of treasury stock (29,615) (115,103) 
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Net cash provided by (used in) financing activities (111,645) 26,588

Effect of exchange rate changes on cash, cash equivalents and restricted cash 5,561 (4,890) 

Net increase (decrease) in cash, cash equivalents and restricted cash 119,423 (53,548) 
Cash, cash equivalents and restricted cash, beginning of period 143,335 254,209

Cash, cash equivalents and restricted cash, end of period $ 262,758 $ 200,661

Supplemental disclosure of cash flow information
Cash paid for interest $ 201 $ 1,098
Cash paid for income taxes $ 12,879 $ 13,751
Noncash investing and financing activities
GoTo Business purchase consideration paid in equity $   2,921,179 $ �  
Purchases of property and equipment included in accounts payable and accrued
liabilities $ 4,492 $ 4,892
Purchases of treasury stock included in accrued liabilities $ �  $ 2,436
Purchase price adjustment receivable in prepaid and other current assets $ �  $ 1,297

See notes to condensed consolidated financial statements.
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LogMeIn, Inc.

Notes to Condensed Consolidated Financial Statements

1. Nature of the Business

LogMeIn, Inc., which is referred to herein as LogMeIn or the Company, provides a portfolio of cloud-based
communication and collaboration, identity and access, and customer engagement and support solutions designed to
simplify how people connect with each other and the world around them to drive meaningful interactions, deepen
relationships, and create better outcomes for individuals and businesses. The Company is headquartered in Boston,
Massachusetts with additional locations in North America, South America, Europe, Asia and Australia.

On January 31, 2017, the Company completed a merger with a wholly-owned subsidiary of Citrix Systems, Inc., or
Citrix, pursuant to which the Company combined with Citrix�s GoTo family of service offerings known as the GoTo
Business in a Reverse Morris Trust transaction which is referred to herein as the Merger. On April 3, 2018, the
Company completed its acquisition of Jive Communications, Inc., or Jive, a provider of cloud-based phone systems
and Unified Communications services. For additional information regarding the Jive acquisition and the Merger, see
Note 4 below.

2. Summary of Significant Accounting Policies

Principles of Consolidation � The accompanying condensed consolidated financial statements include the results of
operations of the Company and its wholly-owned subsidiaries. All intercompany transactions and balances have been
eliminated in consolidation. The Company has prepared the accompanying condensed consolidated financial
statements in conformity with accounting principles generally accepted in the United States of America, or GAAP.

Unaudited Interim Condensed Consolidated Financial Statements � The accompanying condensed consolidated
financial statements and the related interim information contained within the notes to the condensed consolidated
financial statements are unaudited and have been prepared in accordance with GAAP and applicable rules and
regulations of the Securities and Exchange Commission for interim financial information. Accordingly, they do not
include all of the information and notes required by GAAP for complete financial statements. The accompanying
unaudited condensed consolidated financial statements should be read along with the Company�s audited financial
statements included in the Company�s Annual Report on Form 10-K, filed with the Securities and Exchange
Commission on February 20, 2018. The unaudited interim condensed consolidated financial statements have been
prepared on the same basis as the audited financial statements and in the opinion of management, reflect all
adjustments, consisting of normal and recurring adjustments, necessary for the fair presentation of the Company�s
financial position, results of operations and cash flows for the interim periods presented. The results for the interim
periods presented are not necessarily indicative of future results. The Company considers events or transactions that
occur after the balance sheet date but before the financial statements are issued to provide additional evidence relative
to certain estimates or to identify matters that require additional disclosure.

Use of Estimates � The preparation of condensed consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. By their nature, estimates are subject to an inherent degree of
uncertainty. Actual results could differ from those estimates.

Recently Adopted Accounting Pronouncements
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In January 2017, the Financial Accounting Standards Board, or FASB, issued ASU 2017-04, Intangibles�Goodwill
and Other (Topic 350): Simplifying the Test for Goodwill Impairment, referred to herein as ASU 2017-04, which
simplifies the accounting for goodwill impairments by eliminating step two from the goodwill impairment test.
Instead, if the carrying amount of a reporting unit exceeds its fair value, an impairment loss shall be recognized in an
amount equal to that excess, limited to the total amount of goodwill allocated to that reporting unit. ASU 2017-04 also
clarifies the requirements for excluding and allocating foreign currency translation adjustments to reporting units
related to an entity�s testing of reporting units for goodwill impairment, and that an entity should consider income tax
effects from any tax-deductible goodwill on the carrying amount of the reporting unit when measuring the goodwill
impairment loss, if applicable. The guidance is effective for annual reporting periods beginning after January 1, 2020
and interim periods within those fiscal years. The Company elected to early adopt this standard as of April 1, 2018.
The adoption of this guidance did not have a material impact on the Company�s condensed consolidated results of
operations, financial position or cash flows.

7
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On January 1, 2018, the Company adopted ASU 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (a
consensus of the FASB�s EITF), referred to herein as ASU 2016-18, which requires restricted cash to be included with
cash and cash equivalents when reconciling the beginning and ending amounts on the statement of cash flows. The
adoption of ASU 2016-18 impacted the presentation of the condensed consolidated statement of cash flows with the
inclusion of restricted cash for each of the presented periods.

Cash and cash equivalents subject to contractual restrictions and not readily available for use are classified as
restricted cash. The Company�s restricted cash balances are primarily made up of cash posted as collateral for its
worldwide facility leases. The following table provides a reconciliation of cash, cash equivalents and restricted cash as
reported in the condensed consolidated balance sheet as of December 31, 2015, 2016 and 2017 and June 30, 2017 and
2018, to the total of the amounts reported in the condensed consolidated statement of cash flows included herein (in
thousands):

As of December 31, As of June 30,
2015 2016 2017 2017 2018

Cash and cash equivalents $ 123,143 $ 140,756 $ 252,402 $ 261,007 $ 198,858
Restricted cash, current, included in prepaid expenses and
other current assets �  98 12 202 �  
Restricted cash, net of current portion 2,468 2,481 1,795 1,549 1,803

Cash, cash equivalents and restricted cash $ 125,611 $ 143,335 $ 254,209 $ 262,758 $ 200,661

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers, and has since issued several
additional amendments thereto (collectively referred to herein as ASC 606) which became effective for the Company
on January 1, 2018. ASC 606 outlines a single comprehensive model for entities to use in accounting for revenue
arising from contracts with customers and supersedes Accounting Standards Codification Topic 605, Revenue
Recognition, including industry-specific guidance. The new standard requires entities to apportion consideration from
contracts to performance obligations on a relative standalone selling price basis, based on a five-step model. Under
ASC 606, revenue is recognized when a customer obtains control of a promised good or service and is recognized in
an amount that reflects the consideration that the entity expects to receive in exchange for the good or service. In
addition, ASC 606 also includes subtopic ASC 340-40, Other Assets and Deferred Costs�Contracts with Customers,
referred to herein as ASC 340-40, which provides guidance on accounting for certain revenue related costs including
costs associated with obtaining and fulfilling a contract, discussed further below.

Revenue recognition from the Company�s primary revenue streams remained substantially unchanged following
adoption of ASC 606 and therefore did not have a material impact on its revenues. The Company also considered the
impact of ASC 606 subtopic ASC 340-40. Prior to the adoption of ASC 606, the Company expensed commission
costs and related fringe benefits as incurred. Under ASC 340-40, the Company is required to capitalize and amortize
incremental costs of obtaining a contract, such as sales commissions and related fringe benefits, over the period of
benefit, which the Company has calculated to be three years. Incremental costs of obtaining a contract are recognized
as an asset if the costs are expected to be recovered. The period of benefit was determined based on an average
customer contract term, technology changes, and the company�s ability to retain customers. Sales commissions for
renewal contracts are deferred and amortized on a straight-line basis over the related contractual renewal period.
Amortization expense is included in sales and marketing expense on the condensed consolidated statements of
operations.
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On January 1, 2018, the Company adopted ASC 606 using the modified retrospective transition method which
resulted in an adjustment to retained earnings for the cumulative effect of applying the standard to all contracts not
completed as of the adoption date. Upon adoption, prepaid expenses and other current assets increased by
$10.7 million due to the capitalization of the current portion of sales commissions and other assets increased by
$17.3 million due to the capitalization of the noncurrent portion of sales commissions. Deferred tax liabilities
increased by $6.6 million due to temporary differences between the accounting and tax carrying values of the
capitalized commissions. Retained earnings increased by $21.4 million as a net result of these adjustments. The
comparative information has not been restated and continues to be reported under the accounting standards in effect
for those periods.

The Company has elected the use of practical expedients in its adoption of the new standard, which includes
continuing to record revenue reported net of applicable taxes imposed on the related transaction and the application of
the standard to all contracts not completed as of the adoption date.

8
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The following tables summarize the impact of adopting ASC 606 on the Company�s condensed consolidated financial
statements during the three and six months ended and as of June 30, 2018 (in thousands, except per share data):

As of June 30, 2018

As Reported Adjustments
Balance Without

Adoption of ASC 606
Condensed Consolidated Balance Sheet
Assets
Prepaid expenses and other current assets $ 56,505 $ (18,201) $ 38,304
Other assets 40,760 (24,947) 15,813
Liabilities
Deferred tax liabilities $ 230,075 $ (10,107) $ 219,968
Equity
Retained earnings $ 76,763 $ (33,041) $ 43,722

Three Months Ended June 30,
2018 Six Months Ended June 30, 2018

As
Reported Adjustments

Balance
Without
Adoption

of ASC 606
As

Reported Adjustments

Balance
Without
Adoption

of ASC 606
Condensed Consolidated
Statement of Operations
Sales and marketing $ 99,343 $ 9,663 $ 109,006 $ 187,558 $ 15,630 $ 203,188
(Provision for) benefit from income
taxes $ 1,024 $ 2,244 $ 3,268 $ (11,699) $ 3,635 $ (8,064) 
Net income (loss) $ 6,554 $ (7,419) $ (865) $ 36,266 $ (11,995) $ 24,271
Net income (loss) per share:
Basic $ 0.13 $ (0.14) $ (0.02) $ 0.69 $ (0.23) $ 0.46
Diluted $ 0.12 $ (0.14) $ (0.02) $ 0.68 $ (0.22) $ 0.46

Six Months Ended June 30, 2018

As Reported Adjustments
Balance Without

Adoption of ASC 606
Condensed Consolidated Statement of Cash
Flows
Cash flows from operating activities
Net income $ 36,266 $ (11,995) $ 24,271
Benefit from deferred income taxes (22,030) (3,635) (25,665) 
Prepaid expenses and other current assets 7,955 7,796 15,751
Other assets (7,934) 7,834 (100) 
Net cash provided by operating activities 257,202 �  257,202

Costs to Obtain and Fulfill a Contract � The Company�s incremental costs of obtaining a contract consist of sales
commissions and their related fringe benefits. Sales commissions and fringe benefits paid on renewals are not
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commensurate with sales commissions paid on the initial contract, but they are commensurate with each other. Sales
commissions and fringe benefits are deferred and amortized on a straight-line basis over the period of benefit, which
the Company has estimated to be three years, for initial contracts and are amortized over the renewal period for
renewal contracts, typically one year. The period of benefit was determined based on an average customer contract
term, expected contract renewals, changes in technology and the Company�s ability to retain customers. Deferred
commissions are classified as current or noncurrent assets based on the timing the expense will be recognized. The
current and noncurrent portions of deferred commissions are included in prepaid expenses and other current assets and
other assets, respectively, in the Company�s condensed consolidated balance sheets. As of June 30, 2018, the Company
had $18.2 million of current deferred commissions and $24.9 million of noncurrent deferred commissions.
Commissions expense is primarily included in sales and marketing expense on the condensed consolidated statements
of operations. The Company had amortization expense of $4.5 million and $7.8 million related to deferred
commissions during the three and six months ended June 30, 2018, respectively. Other costs incurred to fulfill
contracts have been immaterial to date.

Revenue Recognition � The Company derives its revenue primarily from subscription fees for its premium subscription
software services and, to a lesser extent, usage fees from audio services. Revenue is reported net of applicable sales
and use tax, value-added tax and other transaction taxes imposed on the related transaction including mandatory
government charges that are passed through to the Company�s customers. Revenue is recognized when control of these
services is transferred to the Company�s customers, in an amount that reflects the consideration the Company expects
to be entitled to in exchange for those services.

9
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The Company determines revenue recognition through the following five steps:

� Identification of the contract, or contracts, with a customer

� Identification of the performance obligations in the contract

� Determination of the transaction price

� Allocation of the transaction price to the performance obligations in the contract

� Recognition of revenue when, or as, performance obligations are satisfied
The Company accounts for a contract when it has approval and commitment from both parties, the rights of the parties
are identified, payment terms are identified, the contract has commercial substance and collectability of consideration
is probable.

Disaggregated Revenue � The Company disaggregates revenue from contracts with customers by geography and
product grouping, as it believes it best depicts how the nature, amount, timing and uncertainty of revenue and cash
flows are affected by economic factors.

The Company�s revenue by geography (based on customer address) is as follows (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2018 2017 2018
Revenues:
United States $ 199,108 $ 236,713 $ 340,286 $ 448,467
United Kingdom 12,450 14,387 23,947 28,453
International � all other 45,467 54,550 80,250 107,947

Total revenue $ 257,025 $ 305,650 $ 444,483 $ 584,867

The Company�s revenue by product grouping is as follows (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2018 2017 2018
Revenues:
Communications and collaboration $ 141,239 $ 173,190 $ 230,972 $ 323,097
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Identity and access 71,561 87,765 132,107 172,435
Customer engagement and support 44,225 44,695 81,404 89,335

Total revenue $ 257,025 $ 305,650 $ 444,483 $ 584,867

Performance Obligations

Premium Subscription Services � Revenue from the Company�s premium subscription services represents a single
promise to provide continuous access (i.e., a stand-ready obligation) to its software solutions and their processing
capabilities in the form of a service through one of the Company�s data centers. The Company�s software cannot be run
on another entity�s hardware and customers do not have the right to take possession of the software and use it on their
own or another entity�s hardware.

As each day of providing access to the software is substantially the same and the customer simultaneously receives
and consumes the benefits as access is provided, the Company has determined that its premium subscription services
arrangements include a single performance obligation comprised of a series of distinct services. Revenue from the
Company�s premium subscription services is recognized over time on a ratable basis over the contract term beginning
on the date that our service is made available to the customer. Subscription periods range from monthly to multi-year,
with the majority of contracts being one year, billed annually in advance and non-cancelable.

Audio Services � Revenue from the Company�s audio services represent a single promise to stand-ready to provide
access to the Company�s platform. As each day of providing audio services is substantially the same and the customer
simultaneously receives and consumes the benefits as access is provided, the Company has determined that its audio
services arrangements include a single performance obligation

10
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comprised of a series of distinct services. These audio services may include fixed consideration, variable consideration
or a combination of the two. Variable consideration in these arrangements is typically a function of the corresponding
rate per minute. The Company allocates the variable amount to each distinct service period within the series and
recognize revenue as each distinct service period is performed (i.e., recognized as incurred).

Accounts Receivable, Net � Accounts receivable, net, are amounts due from customers where there is an unconditional
right to consideration. Unbilled receivables of $5.1 million and $3.1 million are included in this balance at
December 31, 2017 and June 30, 2018, respectively. The payment of consideration related to these unbilled
receivables is subject only to the passage of time.

Contract Assets and Contract Liabilities � Contract assets and contract liabilities (deferred revenue) are reported net at
the contract level for each reporting period.

Contract Assets � Contract assets primarily relate to unbilled amounts typically resulting from sales contracts when
revenue recognized exceeds the amount billed to the customer, and right to payment is not just subject to the passage
of time. The contract assets are transferred to accounts receivable when the rights become unconditional. There are no
contract assets as of December 31, 2017 and June 30, 2018.

Contract Liabilities (Deferred Revenue) � Deferred revenue primarily consists of billings and payments received in
advance of revenue recognition. The Company primarily bills and collects payments from customers for its services in
advance on a monthly and annual basis. The Company initially records subscription fees as deferred revenue and then
recognizes revenue as performance obligations are satisfied over the subscription period. Typically, subscriptions
automatically renew at the end of the subscription period unless the customer specifically terminates it prior to the end
of the period. Deferred revenue to be recognized within the next twelve months is included in current deferred
revenue, and the remaining is included in long-term deferred revenue in the condensed consolidated balance sheets.

For the three and six months ended June 30, 2018, revenue recognized related to deferred revenue at January 1, 2018
was approximately $95 million and $249 million, respectively. Approximately $507 million of revenue is expected to
be recognized from remaining performance obligations as of June 30, 2018.

Changes in contract balances for the six months ended June 30, 2018 are as follows (in thousands):

Deferred Revenue
Current Non-Current

Balance as of January 1, 2018 $ 340,570 $ 6,735
Increase (decrease), net 34,509 (24)

Balance as of June 30, 2018 $ 375,079 $ 6,711

Concentrations of Credit Risk and Significant Customers � The Company�s principal credit risk relates to its cash, cash
equivalents, restricted cash and accounts receivable. Cash, cash equivalents and restricted cash are deposited primarily
with financial institutions that management believes to be of high-credit quality. To manage accounts receivable credit
risk, the Company regularly evaluates the creditworthiness of its customers and maintains allowances for potential
credit losses. To date, losses resulting from uncollected receivables have not exceeded management�s expectations.
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For the three and six months ended June 30, 2017 and 2018, no customer accounted for more than 10% of revenue. As
of December 31, 2017 and June 30, 2018, no customer accounted for more than 10% of accounts receivable.

Segment Data � Operating segments are identified as components of an enterprise for which separate discrete financial
information is available for evaluation by the chief operating decision-maker or decision-making group when making
decisions regarding resource allocation and assessing performance. The Company�s chief operating decision maker is
its Chief Executive Officer. The Company, whose management uses consolidated financial information in determining
how to allocate resources and assess performance, has determined that it operates in one segment.

11
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Marketable Securities � The Company�s marketable securities are classified as available-for-sale and are carried at fair
value with the unrealized gains and losses, net of tax, reported as a component of accumulated other comprehensive
income in equity. Realized gains and losses and declines in value judged to be other than temporary are included as a
component of earnings based on the specific identification method. Fair value is determined based on quoted market
prices. At June 30, 2017, marketable securities consisted of U.S. government agency securities and corporate bonds
that had remaining maturities within two years and have an aggregate amortized cost and an aggregate fair value of
$24.5 million, including $29,000 of unrealized losses. The Company did not have any marketable securities as of
December 31, 2017 or June 30, 2018.

Goodwill � Goodwill is the excess of the acquisition price over the fair value of the tangible and identifiable intangible
net assets acquired. The Company does not amortize goodwill but performs an impairment test of goodwill annually
or whenever events and circumstances indicate that the carrying amount of goodwill may exceed its fair value. The
Company operates as a single operating segment with one reporting unit and consequently evaluates goodwill for
impairment based on an evaluation of the fair value of the Company as a whole. As of November 30, 2017, our
measurement date, the fair value of the Company as a whole exceeded the carrying amount of the Company. Through
June 30, 2018, no events have been identified indicating an impairment.

Long-Lived Assets and Intangible Assets � The Company records intangible assets at their respective estimated fair
values at the date of acquisition. Intangible assets are being amortized based upon the pattern in which their economic
benefit will be realized, or if this pattern cannot be reliably determined, using the straight-line method over their
estimated useful lives, which range up to eleven years.

The Company reviews long-lived assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets, including intangible assets, may not be recoverable. When such events occur, the
Company compares the carrying amounts of the assets to their undiscounted expected future cash flows. If this
comparison indicates that there is impairment, the amount of the impairment is calculated as the difference between
the carrying value and fair value. Through June 30, 2018, the Company recorded no material impairments.

Foreign Currency Translation � The functional currency of operations outside the United States of America is deemed
to be the currency of the local country, unless it is otherwise determined that the United States dollar would serve as a
more appropriate functional currency given the economic operations of the entity. Accordingly, the assets and
liabilities of the Company�s foreign subsidiaries are translated into United States dollars using the period-end exchange
rate, and income and expense items are translated using the average exchange rate during the period. Cumulative
translation adjustments are reflected as a separate component of equity. Foreign currency transaction gains and losses
are charged to operations.

Derivative Financial Instruments � The Company�s earnings and cash flows are subject to fluctuations due to changes in
foreign currency exchange rates. The Company uses foreign currency forward contracts to manage exposure to
fluctuations in foreign exchange rates that arise from receivables and payables denominated in foreign currencies. The
Company does not designate foreign currency forward contracts as hedges for accounting purposes, and changes in
the fair value of these instruments are recognized immediately in earnings. Because the Company enters into forward
contracts only as an economic hedge, any gain or loss on the underlying foreign-denominated balance would be offset
by the loss or gain on the forward contract. Gains and losses on forward contracts and foreign denominated
receivables and payables are included in net foreign currency gains and losses.

As of December 31, 2017 and June 30, 2018, the Company had outstanding forward contracts with notional amounts
equivalent to the following (in thousands):
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Currency Hedged
December 31,

2017
June 30,

2018
Euro / Canadian Dollar $ 556 $ 529
Euro / U.S. Dollar 4,208 4,018
Euro / British Pound 5,926 5,298
Israeli Shekel / Hungarian Forint 8,008 �  
U.S. Dollar / Brazilian Real �  3,023
U.S. Dollar / Canadian Dollar �  4,146

Total $ 18,698 $ 17,014

The Company had net foreign currency losses of $0.1 million for each of the three and six months ended June 30,
2017, and net foreign currency losses of $0.1 million and $0.3 million for the three and six months ended June 30,
2018, respectively, which are included in other income (expense), net in the condensed consolidated statements of
operations.

Stock-Based Compensation � The Company values all stock-based compensation awards, primarily restricted stock
units, at fair value on the date of grant and recognizes the expense over the requisite service period, which is generally
the vesting period, on a straight-line basis.

12
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Income Taxes � Deferred income taxes are provided for the tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes and
operating loss carryforwards and credits using enacted tax rates expected to be in effect in the years in which the
differences are expected to reverse. At each balance sheet date, the Company assesses the likelihood that deferred tax
assets will be realized and recognizes a valuation allowance if it is more likely than not that some portion of the
deferred tax assets will not be realized. This assessment requires judgment as to the likelihood and amounts of future
taxable income by tax jurisdiction.

The Company evaluates its uncertain tax positions based on a determination of whether and how much of a tax benefit
taken by the Company in its tax filings is more likely than not to be realized. Potential interest and penalties associated
with any uncertain tax positions are recorded as a component of income tax expense.

Guarantees and Indemnification Obligations � As permitted under Delaware law, the Company has agreements
whereby the Company indemnifies certain of its officers and directors for certain events or occurrences while the
officer or director is, or was, serving at the Company�s request in such capacity. The term of the indemnification period
is for the officer�s or director�s lifetime. As permitted under Delaware law, the Company also has similar
indemnification obligations under its certificate of incorporation and bylaws. The maximum potential amount of
future payments the Company could be required to make under these indemnification agreements is unlimited;
however, the Company has directors� and officers� insurance coverage that the Company believes limits its exposure
and enables it to recover a portion of any future amounts paid.

In the ordinary course of business, the Company enters into agreements with certain customers that contractually
obligate the Company to provide indemnifications of varying scope and terms with respect to certain matters
including, but not limited to, losses arising out of the breach of such agreements, from the services provided by the
Company or claims alleging that the Company�s products infringe third-party patents, copyrights, or trademarks. The
term of these indemnification obligations is generally perpetual. The maximum potential amount of future payments
the Company could be required to make under these indemnification obligations is, in many cases, unlimited. Through
June 30, 2018, the Company has not experienced any losses related to these indemnification obligations.

Net Income (Loss) Per Share � Basic net income (loss) per share is computed by dividing net income (loss) by the
weighted average number of common shares outstanding for the period. Diluted net income (loss) per share is
computed by dividing net income (loss) by the sum of the weighted average number of common shares outstanding
during the period and, if dilutive, the weighted average number of potential common shares outstanding from the
assumed exercise of stock options and the vesting of restricted stock units. For the six months ended June 30, 2017,
the Company incurred a net loss and therefore, the effect of the Company�s outstanding common stock equivalents was
not included in the calculation of diluted loss per share as they were anti-dilutive. Accordingly, basic and dilutive net
loss per share for the period were identical.

The Company excluded the following options to purchase common shares and restricted stock units from the
computation of diluted net income (loss) per share because they had an anti-dilutive impact (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2018 2017 2018
Options to purchase common shares �  �  206 �  
Restricted stock units 505 102 1,864 102
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Total options and restricted stock units 505 102 2,070 102
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Basic and diluted net income (loss) per share was calculated as follows (in thousands, except per share data):

Three months ended
June 30,

Six months ended
June 30,

2017 2018 2017 2018
Net income (loss) $ 14,846 $ 6,554 $ (3,718) $ 36,266

Basic:
Weighted average common shares outstanding, basic 52,715 52,170 48,168 52,313

Net income (loss) per share, basic $ 0.28 $ 0.13 $ (0.08) $ 0.69

Diluted:
Weighted average common shares outstanding 52,715 52,170 48,168 52,313
Add: Common stock equivalents 1,008 705 �  847

Weighted average common shares outstanding, diluted 53,723 52,875 48,168 53,160

Net income (loss) per share, diluted $ 0.28 $ 0.12 $ (0.08) $ 0.68

Recently Issued Accounting Pronouncements

On February 25, 2016, the FASB issued ASU 2016-02, Leases, or ASU 2016-02, which will require lessees to
recognize most leases on their balance sheet as a right-of-use asset and a lease liability. In general, lease arrangements
exceeding a twelve month term must now be recognized as assets and liabilities on the balance sheet. Under ASU
2016-02, a right of use asset and lease obligation will be recorded for all leases, whether operating or financing, while
the income statement will reflect lease expense for operating leases and amortization/interest expense for financing
leases. The guidance is effective for annual reporting periods beginning after December 15, 2018 and interim periods
within those fiscal years, and early adoption is permitted. Although the Company is currently assessing the impact of
adoption of ASU 2016-02 on its consolidated financial statements, the Company currently believes the most
significant changes will be related to the recognition of new right-of-use assets and lease liabilities on the Company�s
balance sheet for operating leases.

On February 15, 2018, the FASB issued ASU 2018-02, Income Statement�Reporting Comprehensive
Income�Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income (Topic 220), or ASU
2018-02, which allows for a reclassification from accumulated other comprehensive income to retained earnings for
stranded tax effects resulting from the Tax Cuts and Jobs Act of 2017, or the U.S. Tax Act. The guidance is effective
for annual reporting periods beginning after December 15, 2018 and interim periods within those fiscal years, and
early adoption is permitted. The Company is currently assessing the potential impact of adoption of ASU 2018-02 on
its condensed consolidated financial statements.

14
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3. Fair Value of Financial Instruments

The carrying value of the Company�s financial instruments, including cash equivalents, restricted cash, accounts
receivable and accounts payable, approximate their fair values due to their short maturities. The Company�s financial
assets and liabilities are measured using inputs from the three levels of the fair value hierarchy. A financial asset or
liability�s classification within the hierarchy is determined based on the lowest level input that is significant to the fair
value measurement. The three levels are as follows:

� Level 1: Unadjusted quoted prices for identical assets or liabilities in active markets accessible by the
Company at the measurement date.

� Level 2: Inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for
identical or similar assets and liabilities in markets that are not active, inputs other than quoted prices that are
observable for the asset or liability and inputs that are derived principally from or corroborated by
observable market data by correlation or other means.

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

A financial instrument�s level within the fair value hierarchy is based on the lowest level of any input that is significant
to the fair value measurement.

Money market funds and time deposits are classified within Level 1 of the fair value hierarchy because they are
valued based on quoted market prices in active markets.

Certificates of deposit, commercial paper and certain U.S. government agency securities are classified within Level 2
of the fair value hierarchy. These instruments are valued based on quoted prices in markets that are not active or based
on other observable inputs consisting of market yields, reported trades and broker/dealer quotes.

The principal market in which the Company executes foreign currency contracts is the institutional market in an
over-the-counter environment with a relatively high level of price transparency. The market participants are usually
large financial institutions. The Company�s foreign currency contracts� valuation inputs are based on quoted prices and
quoted pricing intervals from public data sources and do not involve management judgment. These contracts are
typically classified within Level 2 of the fair value hierarchy.

The Company�s significant financial assets and liabilities measured at fair value on a recurring basis were as follows
(in thousands):

Fair Value Measurements at December 31, 2017
Level 1 Level 2 Level 3 Total

Financial assets:
Cash equivalents � money market funds $ 148,120 $ 10,000 $ �  $ 158,120
Financial liabilities:
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Forward contracts ($18.7 million notional amount) $ �  $ 29 $ �  $ 29

Fair Value Measurements at June 30, 2018
Level 1 Level 2 Level 3 Total

Financial assets:
Cash equivalents $ 44,707 $ 19,959 $ �  $ 64,666
Financial liabilities:
Forward contracts ($17.0 million notional amount) $ �  $ 2 $ �  $ 2
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4. Acquisitions

Acquisition-Related Costs

Acquisition-related costs were $40.9 million and $14.4 million for the six months ended June 30, 2017 and 2018,
respectively. Acquisition-related costs are associated with the acquisitions of businesses and intellectual property and
include transaction, transition and integration-related charges (including legal, accounting and other professional fees,
severance, and retention bonuses) and subsequent adjustments to the Company�s initial estimated amount of contingent
consideration associated with acquisitions. Acquisition-related costs for the six months ended June 30, 2017 were
primarily related to the Merger and included $21.5 million in transaction, transition and integration-related expenses,
$8.2 million in integration-related severance costs and $11.2 million of retention-based bonuses, which also includes
$3.0 million related to the Company�s 2015 and 2016 acquisitions. Acquisition-related costs for the six months ended
June 30, 2018 were primarily related to $0.6 million of Merger-related transition and integration-related expenses,
$2.6 million in integration-related severance costs, $6.5 million of transaction and integration-related expenses for the
acquisition of Jive Communications, Inc., which closed on April 3, 2018, and $4.8 million of retention-based bonuses
primarily related to the Jive and Nanorep Technologies Ltd. acquisitions described below.

2018 Acquisition

Jive Communications, Inc.

On April 3, 2018, the Company acquired all of the outstanding equity of Jive Communications, Inc., or Jive, a
provider of cloud-based phone systems and Unified Communications services for a purchase price of $343.4 million
in cash, which includes a $1.3 million working capital adjustment recorded as a receivable in other current assets in
the accompanying condensed consolidated balance sheet. The Company funded the purchase price through a
combination of existing cash on-hand and a $200 million revolving loan borrowed pursuant to its existing credit
agreement.

Additionally, the Company is expected to pay up to $15 million in contingent cash retention payments to certain
employees of Jive upon the achievement of specified retention milestones over the two-year period following the
closing of the transaction. At the time of closing, Jive had approximately 700 employees and fiscal year 2017 revenue
was approximately $80 million. The operating results of Jive have been included in the Company�s results since the
date of the acquisition. During the quarter ended June 30, 2018, the Company recorded revenue of $22.9 million,
including a $0.7 million effect of acquisition accounting fair value of acquired deferred revenue, and expenses of
$36.6 million, including amortization of acquired intangibles of $2.6 million, acquisition-related transaction, transition
and integration costs of $5.0 million and retention bonus expense of $2.8 million.

The acquisition is being accounted for under the acquisition method of accounting. The acquisition method of
accounting requires, among other things, that assets acquired and liabilities assumed be recognized at their fair values
as of the acquisition date. The preliminary determination of the fair value of assets acquired and liabilities assumed
has been recognized based on management�s estimates and assumptions using the information about facts and
circumstances that existed at the acquisition date. While the Company uses its best estimates and assumptions as part
of the purchase price allocation process to value the assets acquired and liabilities assumed on the acquisition date, its
estimates and assumptions are subject to refinement. Fair value estimates are based on a complex series of judgments
about future events and uncertainties and rely heavily on estimates and assumptions. The judgments used to determine
the estimated fair value assigned to each class of assets acquired and liabilities assumed, as well as asset lives, can
materially impact the Company�s results of operations. The allocation of the purchase price is preliminary, including
income taxes and the valuation of intangible assets, as the Company is still gathering information. The Company
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expects to finalize the purchase price allocation by the end of 2018.

The following table summarizes the Company�s preliminary purchase price allocation (in thousands):

Cash $ 2,571
Accounts receivable 11,986
Property and equipment 2,492
Prepaid expenses and other current assets 2,511
Other assets 2,255
Intangible assets:
Completed technology 32,800
Customer relationships 114,700
Trade name 900
Deferred revenue (5,498)
Accounts payable and accrued liabilities (7,293)
Deferred tax liabilities, net (24,331)
Goodwill 211,550

Total purchase consideration 344,643
Add: purchase price adjustment receivable 1,279
Less: cash acquired (2,571)

Total purchase consideration, net of cash acquired $ 343,351
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The useful lives of the identifiable intangible assets acquired range from 2 to 10 years with a weighted average useful
life of 9.2 years. The goodwill recorded in connection with this transaction is primarily related to the expected
opportunities to be achieved as a result of the Company�s ability to leverage its customer base, sales force and business
plan with Jive�s product, technical expertise and customer base. All goodwill and intangible assets acquired are not
deductible for income tax purposes.

The Company recorded a long-term deferred tax liability, net, of $24.3 million primarily related to the amortization of
intangible assets which cannot be deducted for tax purposes, partially offset by deferred tax assets primarily related to
net operating losses acquired.

The unaudited financial information in the table below summarizes the combined results of operations of the
Company, including Jive, on a pro forma basis, as though the acquisition had been consummated as of the beginning
of 2017, including amortization charges from acquired intangible assets, interest expense on borrowings and lower
interest income in connection with the Company�s funding of the acquisition with existing cash and cash equivalents
and borrowings under its credit facility, the inclusion of expense related to retention-based bonuses assuming full
achievement of the retention requirements, the reclassification of acquisition-related costs of the Company and Jive
incurred up to the transaction closing date, the effect of acquisition accounting on the fair value of acquired deferred
revenue and the related tax effects. We have excluded any impact on the Jive pro forma net deferred tax liabilities as a
result of the reduction in the federal corporate tax rate resulting from the U.S. Tax Act enacted on December 22, 2017.
The pro forma financial information is presented for comparative purposes only and is not necessarily indicative of the
results of operations that would have been achieved had the acquisition taken place at the beginning of 2017.

Unaudited Pro Forma Financial Information

Three Months Ended
June 30, (unaudited)

Six Months Ended
June 30, (unaudited)

2017 2018 2017 2018
(in millions except per share amounts)

Pro forma revenue $ 276.2 $ 307.0 $ 481.1 $ 608.8
Pro forma net income (loss) $ 8.8 $ 7.2 $ (20.6) $ 27.1
Pro forma net income (loss) per share:
Basic $ 0.17 $ 0.14 $ (0.43) $ 0.52
Diluted $ 0.16 $ 0.14 $ (0.43) $ 0.51
Weighted average shares outstanding:
Basic 52.7 52.2 48.2 52.3
Diluted 53.7 52.9 48.2 53.2

2017 Acquisitions

Nanorep Technologies Ltd.

On July 31, 2017, the Company acquired all of the outstanding equity interests in Nanorep Technologies Ltd., or
Nanorep, an Israeli provider of artificial intelligence, chatbot and virtual assistant services, for $43.2 million, net of
cash acquired. Additionally, the Company expects to pay up to $5 million in cash to certain employees of Nanorep
contingent upon their continued service over the two-year period following the closing of the acquisition and, in some
cases, the achievement of specified performance conditions. At the time of the acquisition, Nanorep had
approximately 55 employees and annualized revenue of approximately $5 million. The operating results of Nanorep,
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which have been included in the Company�s results since the date of the acquisition are not material. Accordingly, pro
forma financial information for the business combination has not been presented.

GoTo Merger

On January 31, 2017, the Company completed its Merger with a wholly-owned subsidiary of Citrix, pursuant to which
the Company acquired Citrix�s GoTo Business. In connection with the Merger, the Company issued 26.9 million
shares of its common stock to Citrix stockholders and an additional 0.4 million of the Company�s restricted stock units
in substitution for certain outstanding Citrix restricted stock units held by the GoTo Business employees. Based on the
Company�s closing stock price of $108.10 on January 31, 2017 as reported by the NASDAQ Global Select Market, the
total value of the shares of LogMeIn common stock issued to Citrix stockholders in connection with the Merger was
$2.9 billion. In October 2017, pursuant to the terms of the merger agreement, the Company paid $3.3 million of
additional purchase price for final adjustments related to defined targets for cash and cash equivalents and non-cash
working capital.

The operations of the GoTo Business are included in the Company�s operating results since the date of acquisition.
Since the Merger, the operating costs of the GoTo Business have been integrated with the operating costs of the
Company and therefore, the Company has not provided operating income for the GoTo Business. Further, in 2018,
stand-alone GoTo Business revenue will not be reported as the Company�s continued integration of its go-to-market
strategy has made this metric not comparable to prior periods. During the six months ended June 30, 2017 and 2018,
the Company recorded amortization of acquired intangibles of $72.6 million and $112.4 million, respectively, and
acquisition-related transaction, transition and integration costs directly attributable to the Merger of $37.2 million and
$3.1 million, respectively, within its condensed consolidated financial statements.

The unaudited financial information in the table below summarizes the combined results of operations for the
Company and the GoTo Business, on a pro forma basis, as though the Merger had been consummated as of the
beginning of 2016, including amortization charges from acquired intangible assets, the effect of acquisition
accounting on the fair value of acquired deferred revenue, the inclusion of expense related
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to retention-based bonuses assuming full achievement of the retention requirements, the reclassification of all
acquisition-related costs incurred by the Company and the GoTo Business as of the beginning of 2016 through the
first quarter of 2017 (the quarter the Merger was completed), and the related tax effects. The pro forma financial
information is presented for comparative purposes only and is not necessarily indicative of the results of operations
that would have been achieved if the acquisition had taken place at the beginning of 2016.

Unaudited Pro Forma Financial Information (in millions except per share amounts)

Six Months Ended
June 30, 2017 (unaudited)

As Reported Pro Forma
Revenue $ 444.5 $ 515.4
Net income (loss) $ (3.7) $ 26.1
Net income (loss) per share:
Basic $ (0.08) $ 0.50
Diluted $ (0.08) $ 0.49
Pro forma weighted average shares outstanding:
Basic 48.2 52.6
Diluted 48.2 53.8

5. Divestitures

Divestiture of Xively

On February 9, 2018, the Company and certain of its subsidiaries entered into an agreement to sell its Xively business.
On March 20, 2018, the Company completed the sale for consideration of $49.9 million, comprised of $42.4 million
of cash received in the first quarter of 2018 and $7.5 million of receivables held back as an escrow by the buyer as an
exclusive security in the event of the Company�s breach of any of the representations and warranties in the definitive
agreement. The $7.5 million receivable, due in September 2019, was recorded at a net present value of $7.2 million in
other assets on the condensed consolidated balance sheet.

The Xively disposition resulted in a gain of $33.9 million recorded in the first quarter of 2018, comprised of the
present value of the $49.6 million received as consideration less net assets disposed of $13.3 million and transaction
costs of $2.4 million. The net assets disposed are primarily comprised of $14.0 million of goodwill allocated to the
Xively business. In fiscal year 2017, the Company recorded approximately $3 million of revenue and $13 million of
operating expense directly related to its Xively business. The sale of the Xively business does not constitute a
significant strategic shift that will have a material impact on the Company�s ongoing operations and financial results.
Accordingly, pro forma information for the divestiture of Xively has not been presented.
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6. Goodwill and Intangible Assets

The changes in the carrying amounts of goodwill during the six months ended June 30, 2018 are primarily due to the
acquisition of the Jive business and the reduction of goodwill resulting from the divestiture of the Xively business. For
additional information regarding the acquisition of Jive, see Note 4 to the condensed consolidated financial
statements. For additional information regarding the Xively divestiture, see Note 5 to the condensed consolidated
financial statements.

Changes in goodwill for the six months ended June 30, 2018 are as follows (in thousands):

Balance, January 1, 2018 $ 2,208,725
Goodwill resulting from the divestiture of Xively (14,000)
Goodwill resulting from the acquisition of Jive 211,550
Foreign currency translation adjustments (1,413) 

Balance, June 30, 2018 $ 2,404,862

Intangible assets consist of the following (in thousands):

December 31, 2017 June 30, 2018

Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Weighted
Average

Life
Remaining

(in
years)

Identifiable intangible
assets:
Customer relationships $ 810,779 $ 135,715 $ 675,064 $ 920,127 $ 212,597 $ 707,530 7.0
Technology 453,372 64,021 389,351 480,811 96,621 384,190 7.5
Trade names and
trademarks 70,630 10,073 60,557 71,206 15,281 55,925 7.5
Other 1,360 1,323 37 3,577 1,157 2,420 7.5
Internally developed
software 38,153 13,565 24,588 50,064 20,492 29,572 1.5

$ 1,374,294 $ 224,697 $ 1,149,597 $ 1,525,785 $ 346,148 $ 1,179,637

During the six months ended June 30, 2018, the Company capitalized $0.9 million for trade names and trademarks,
$114.7 million for customer relationships and $32.8 million for technology as intangible assets in connection with the
acquisition of Jive. During the six months ended June 30, 2018, the Company also entered into an agreement to
acquire a domain name for $2.5 million, which was paid in April 2018. The Company also capitalized $8.0 million
and $8.1 million during the three months ended June 30, 2017 and 2018, respectively, and $14.1 million and $15.2
million during the six months ended June 30, 2017 and 2018, respectively, of costs related to internally developed
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software to be sold as a service incurred during the application development stage and is amortizing these costs over
the expected lives of the related services.

The Company is amortizing its intangible assets based upon the pattern in which their economic benefit will be
realized, or if this pattern cannot be reliably determined, using the straight-line method over their estimated useful
lives. Amortization relating to technology and internally developed software is recorded within cost of revenues and
the amortization of trade names and trademarks, customer relationships, and domain names (other) is recorded within
operating expenses. Amortization expense for intangible assets consisted of the following (in thousands):

Three Months
Ended

June 30,
Six Months Ended

June 30,
2017 2018 2017 2018

Cost of revenue:
Amortization of internally developed software $ 1,564 $ 5,054 $ 2,343 $ 9,449
Amortization of acquired intangibles (1) 13,048 18,287 22,187 36,172

Sub-Total amortization of intangibles in cost of revenue 14,612 23,341 24,530 45,621
Amortization of acquired intangibles (1) 36,154 43,347 60,574 84,430

Total amortization of intangibles $ 50,766 $ 66,688 $ 85,104 $ 130,051

(1) Total amortization of acquired intangibles was $49.2 million and $61.6 million for the three months ended
June 30, 2017 and 2018, respectively, and $82.8 million and $120.6 million for the six months ended June 30,
2017 and 2018, respectively.
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Future estimated amortization expense for intangible assets at June 30, 2018 is as follows (in thousands):

Amortization Expense (Years Ending December 31) Amount
2018 (six months ending December 31) $ 134,013
2019 256,136
2020 213,337
2021 178,641
2022 142,655
Thereafter 254,855

Total $ 1,179,637

7. Accrued Liabilities

Accrued liabilities consisted of the following (in thousands):

December 31,
2017

June 30,
2018

Marketing programs $ 6,883 $ 11,595
Payroll and payroll-related 30,204 38,851
Professional fees 5,353 4,393
Acquisition-related 6,783 6,806
Other accrued liabilities 33,203 51,230

Total accrued liabilities $ 82,426 $ 112,875

Acquisition-related costs include transaction, transition and integration-related fees and expenses and contingent
retention-based bonus costs.

8. Income Taxes

For the three months ended June 30, 2017 and 2018, the Company recorded a benefit for federal, state and foreign
taxes of $14.7 million on a profit before income taxes of $0.2 million and a benefit of $1.0 million on a profit before
income taxes of $5.5 million, respectively. For the six months ended June 30, 2017 and 2018, the Company recorded a
benefit for federal, state and foreign taxes of $30.5 million on a loss before income taxes of $34.2 million and a
provision of $11.7 million on a profit before income taxes of $48.0 million, respectively. The effective income tax
rates for the six months ended June 30, 2017 and 2018 were impacted by profits earned in certain foreign jurisdictions,
primarily the Company�s Irish subsidiaries, which are subject to significantly lower tax rates than the U.S. federal
statutory rate. The effective income tax rate for the six months ended June 30, 2017 and 2018 was also impacted by
$13.8 million and $2.9 million, respectively, of excess tax deductions on stock compensation recorded as discrete tax
benefits and a $3.8 million tax benefit and a $1.4 million tax provision, respectively, related to discrete integration
activities. During the six months ended June 30, 2018, the Company recorded a discrete income tax benefit of $3.4
million as a result of the re-measurement of deferred tax assets and liabilities due to a decrease in the state tax rate
from the acquisition of Jive and a discrete income tax provision of $9.2 million on a pre-tax gain on disposition of
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assets of $33.9 million as a result of the divestiture of the Xively business.

As a result of the Tax Cuts and Jobs Act of 2017, or the U.S. Tax Act, in the fourth quarter of 2017, the Company
calculated its best estimation of the impact of the U.S. Tax Act and recognized a one-time mandatory transition tax of
$14.8 million on cumulative foreign subsidiary earnings, remeasured the Company�s U.S. deferred tax assets and
liabilities, which resulted in a benefit from income taxes of $105.1 million, and reassessed the net realizability of the
Company�s deferred tax assets and liabilities, which resulted in a tax provision of $4.7 million.

On December 22, 2017, Staff Accounting Bulletin No. 118, or SAB 118, was issued to address the application of
GAAP in situations when a registrant does not have the necessary information available, prepared, or analyzed
(including computations) in reasonable detail to complete the accounting for certain income tax effects of the U.S. Tax
Act. The ultimate impact of the U.S. Tax Act may differ from this estimate, possibly materially, due to changes in
interpretations and assumptions, guidance that may be issued and actions the Company may take in response to the
U.S. Tax Act. The U.S. Tax Act is highly complex and the Company will continue to assess the impact that various
provisions will have on its business. Any subsequent adjustment to these amounts will be recorded to current tax
expense in the quarter of 2018 when the analysis is complete. During the six months ended June 30, 2018, the
Company recorded a $0.7 million tax provision to increase its one-time mandatory transition tax estimate to
$15.5 million (from $14.8 million recorded in the fourth quarter of 2017).

Deferred tax assets, related valuation allowances, current tax liabilities and deferred tax liabilities are determined
separately by tax jurisdiction. In making these determinations, the Company estimates deferred tax assets, current tax
liabilities and deferred tax liabilities, and the Company assesses temporary differences resulting from differing
treatment of items for tax and accounting purposes. As of June 30, 2018, the Company maintained a full valuation
allowance against the deferred tax assets of its Hungarian subsidiary (this entity has historical tax losses) and for a
portion of its California and Massachusetts state net operating losses. The Company concluded it was not more likely
than not that these deferred tax assets are realizable.
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The Company files income tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions. The
Company�s income tax returns are open to examination by federal, state, and/or foreign tax authorities. The United
States federal income tax returns are open to examination from 2014. In the normal course of business, the Company
and its subsidiaries are examined by various taxing authorities. The Company regularly assesses the likelihood of
additional assessments by tax authorities and provides for these matters as appropriate. Audits by tax authorities
typically involve examination of the deductibility of certain permanent items, limitations on net operating losses and
tax credits.

Although the Company believes its tax estimates are appropriate, the final determination of tax audits could result in
material changes in its estimates. The Company has recorded a liability related to uncertain tax positions of
$5.1 million and $5.5 million as of December 31, 2017 and June 30, 2018, respectively. The Company�s policy is to
record estimated interest and penalties related to the underpayment of income taxes or unrecognized tax benefits as a
component of its income tax provision, which was $25,000 and $50,000 of interest expense for the six months ended
June 30, 2017 and 2018, respectively.

9. Common Stock and Equity

On February 23, 2017, the Company�s Board of Directors approved a three-year capital return plan intended to return
up to $700 million to stockholders through a combination of share repurchases and dividends. During the second
quarter of 2018, the Company paid a cash dividend of $0.30 per share on May 25, 2018 to stockholders of record as of
May 9, 2018. The Company�s Board of Directors will continue to review this capital return plan for potential
modifications based on the Company�s financial performance, business outlook and other considerations. The timing
and number of shares to be repurchased and/or the amount of cash dividends to be paid to the Company�s stockholders
pursuant to the capital return plan will depend upon prevailing market conditions and other factors. Additionally, the
Company�s credit facility contains certain financial and operating covenants that may restrict its ability to pay
dividends in the future.

The Company paid cash dividends per share during the periods presented as follows:

Year Ended
December 31,

2017

Year Ended
December 31,

2018
Dividends
Per Share

Amount
(in millions)

Dividends
Per Share

Amount
(in millions)

First quarter (1) $ 0.50 $ 12.8 $ 0.30 $ 15.7
Second quarter 0.25 13.2 0.30 15.6
Third quarter 0.25 13.2
Fourth quarter 0.25 13.2

Total cash dividends paid $ 1.25 $ 52.4

(1) The dividend paid in the first quarter of fiscal 2017 was the third of three special cash dividends announced and
paid in anticipation of the completion of the Merger. The first two special cash dividends were declared and paid
in 2016.
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For the three months ended June 30, 2017 and 2018, the Company repurchased 202,928 and 614,851 shares of its
common stock at an average price of $109.15 and $111.41 per share, for a total cost of $22.1 million and
$68.5 million, respectively. For the six months ended June 30, 2017 and 2018, the Company repurchased 279,588 and
1,018,873 shares of its common stock at an average price of $105.92 and $115.36 per share, for a total cost of
$29.6 million and $117.5 million, respectively.

10. Stock Incentive Plan

The Company�s 2009 Stock Incentive Plan, or 2009 Plan, is administered by the Board of Directors and the
Compensation Committee, which have the authority to designate participants and determine the number and type of
awards to be granted and any other terms or conditions of the awards. The Company awards restricted stock units as
its principal equity incentive award. Restricted stock units with time-based vesting conditions generally vest over a
three-year period while restricted stock units with market-based or performance-based vesting conditions generally
vest over two- or three-year periods. Until 2012, the Company generally granted stock options as the principal equity
incentive award. Options generally vested over a four-year period and expire ten years from the date of grant. Certain
stock-based awards provide for accelerated vesting if the Company experiences a change in control. As of June 30,
2018, 6.5 million shares remained available for grant under the 2009 Plan.
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The following table summarizes stock option activity during the six months ended June 30, 2018 (shares and intrinsic
value in thousands):

Number of Options
Weighted Average

Exercise Price

Weighted Average
Remaining

Contractual Term
(Years)

Aggregate
Intrinsic Value

Outstanding, January 1, 2018 172 $ 30.33 3.7 $ 14,520

Granted �  �  
Exercised (28) 36.19 �  $ 2,133

Forfeited �  �  

Outstanding, June 30, 2018 144 $ 29.17 3.1 $ 10,681

The aggregate intrinsic value was calculated based on the positive differences between the fair value of the Company�s
common stock of $114.50 per share on December 31, 2017 and $103.25 per share on June 30, 2018, or at time of
exercise, and the exercise price of the options.

During the six months ended June 30, 2018, the Company granted the following restricted stock unit awards (in
thousands):

Type of Award
Number of Shares

Underlying Awards
Time-based (1) 562
Market-based (2) 66

Total awards granted during the six months ending June 30, 2018 628

(1) Time-based restricted stock units generally vest one-third every year for three years and are valued on the grant
date using the grant date closing price of the underlying shares.

(2) Market-based restricted stock units vest equally upon the achievement of a relative total shareholder return, or
TSR, target as measured over a two and three-year performance period versus the TSR realized for that same
period by a specified stock index. The amount of shares earned can range from 0% to 200% of the target shares
awarded depending on the Company�s level of achievement. The fair value of these market-based restricted stock
units granted in May 2018 was determined using a Monte Carlo simulation model including assumptions used
(but not limited to) a risk-free interest rate of 2.64%, an expected volatility of 34% and an expected dividend
yield of 1.08%.

Since 2013, the Company has granted to certain key executives restricted stock unit awards with market-based vesting
conditions, which are referred to herein as TSR Units. These TSR Units are tied to the individual executive�s continued
employment with the Company throughout the applicable performance period and the level of the Company�s
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achievement of a pre-established relative total shareholder return, or TSR, goal, as measured over an applicable
performance period ranging from two to three years as compared to the TSR realized for that same period by a
well-known stock index. The number of shares that may vest under these TSR Units may range from 0% to 200% of
the target number of shares granted depending on the Company�s level of achievement of its TSR goal. Compensation
cost for TSR Units is recognized on a straight-line basis over the requisite service period and is recognized regardless
of the actual number of awards that are earned based on the level of achievement of the market-based vesting
condition. For the TSR Units awarded in May 2015, February 2016 and May 2016, the Company achieved 200% of
its TSR goal for the three-year and two-year performance periods ended in February and May 2018, resulting in an
additional 57,250 shares being earned and vested during the six months ended June 30, 2018.

The following table summarizes restricted stock unit activity, including market-based TSR Units during the six
months ended June 30, 2018 (shares in thousands):

Number of Shares
Underlying Restricted

Stock Units

Weighted Average
Grant Date Fair

Value
Unvested as of January 1, 2018 1,689 $ 90.91
Restricted stock units granted 628 111.01
Restricted stock units earned 57
Restricted stock units vested (694) 82.39
Restricted stock units forfeited (124) 89.39

Unvested as of June 30, 2018 1,556 $ 102.45

As of June 30, 2018, 129,685 TSR Units and 73,906 restricted stock units with performance-based vesting conditions
were outstanding.
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The Company recognized stock-based compensation expense within the accompanying condensed consolidated
statements of operations as summarized in the following table (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2018 2017 2018
Cost of revenue $ 1,285 $ 1,261 $ 2,299 $ 2,477
Research and development 5,208 5,116 9,637 10,058
Sales and marketing 4,190 4,600 7,796 8,296
General and administrative 5,613 6,189 10,758 12,301

$ 16,296 $ 17,166 $ 30,490 $ 33,132

As of June 30, 2018, there was $128.9 million of total unrecognized share-based compensation cost related to
unvested stock awards which are expected to be recognized over a weighted average period of 2.1 years.

11. Commitments and Contingencies

Operating Leases � As of June 30, 2018, the Company had operating lease agreements for offices in the United States,
Hungary, Germany, Australia, the United Kingdom, Ireland, Israel, India, Canada, Brazil, Guatemala, and Mexico that
expire at various dates through 2030.

Rent expense under all leases was $5.8 million and $5.5 million for the three months ended June 30, 2017 and 2018,
respectively, and $10.5 million and $10.6 million for the six months ended June 30, 2017 and 2018, respectively. The
Company records rent expense on a straight-line basis for leases with scheduled escalation clauses or free rent periods.

The Company also enters into hosting services agreements with third-party data centers and internet service providers
that are subject to annual renewal. Hosting fees incurred under these arrangements totaled $10.3 million and $9.1
million for the three months ended June 30, 2017 and 2018, respectively and $18.2 million and $18.1 million for the
six months ended June 30, 2017 and 2018, respectively.

As of June 30, 2018, future minimum lease payments under non-cancelable operating leases including one-year
commitments associated with the Company�s hosting services arrangements are approximately (in thousands):

Years Ending December 31
2018 (six months ending December 31) $ 20,510
2019 39,634
2020 34,028
2021 25,821
2022 29,247
Thereafter 62,623

Total minimum lease payments $ 202,863
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In May 2018, the Company entered a lease for new office space in Dublin, Ireland. The term of the new office space
begins in August 2018 and extends through August 2043, with a break option after twelve years in August 2030. The
aggregate amount of minimum lease payments to be made over the term of the lease is approximately $28.8 million
(EUR 24.6 million).

In April 2018, the Company acquired a lease entered into by Jive in June 2017 for new office space in Lindon, Utah.
The term of the lease begins in July 2018 and extends through January 2026. The aggregate amount of minimum lease
payments to be made over the term of the lease is approximately $17.6 million.

Litigation � The Company routinely assesses its current litigation and/or threatened litigation as to the probability of
ultimately incurring a liability, and records its best estimate of the ultimate loss in situations where the Company
assesses the likelihood of loss as probable.

In February 2006, �01 Communiqué, or �01, filed a patent infringement lawsuit against Citrix and Citrix Online, LLC in
the United States District Court for the Northern District of Ohio (Case No. 1:06-cv-253), claiming that certain GoTo
remote access service offerings, which have since been acquired by the Company as part of the Merger, infringed U.S.
Patent No. 6,928,479, or the �479 Patent, which is allegedly owned by �01. In January 2016, an Ohio jury rendered a
verdict that the GoTo services had not infringed the �479 Patent. The District Court affirmed the jury�s findings and
denied �01�s request for a new trial. On March 30, 2017, �01 initiated an appeal of this ruling and a hearing was held on
February 8, 2018 at the United State Court of Appeals for the Federal Circuit. The Federal Circuit affirmed the
District Court�s ruling on April 26, 2018. �01 did not petition for a rehearing en banc and the matter has been formally
concluded.

The Company is from time to time subject to various other legal proceedings and claims, either asserted or unasserted,
which arise in the ordinary course of business. While the outcome of these other claims cannot be predicted with
certainty, management does not believe that the outcome of any of these other legal matters will have a material
adverse effect on the Company�s consolidated financial statements.

23

Edgar Filing: LogMeIn, Inc. - Form 10-Q

Table of Contents 43



Table of Contents

12. Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) consists of foreign currency translation adjustments and changes in
unrealized losses and gains (net of tax) on marketable securities. The Company has determined that the undistributed
earnings of all of its foreign subsidiaries, except for 100% of the current and prior year earnings and foreign currency
translation adjustments related to those earnings, will continue to be indefinitely reinvested outside the United States
for any additional outside basis differences inherent in these entities. Accumulated other comprehensive income (loss)
is reported as a component of stockholders� equity and, as of December 31, 2017 and June 30, 2018, was comprised of
cumulative translation adjustment gains of $15.6 million and $7.0 million, respectively. There were no material
reclassifications to earnings in the six months ending June 30, 2017 and 2018.

13. Credit Facility

On February 1, 2017, the Company entered into an Amended and Restated Credit Agreement, or the Amended Credit
Agreement, which increased the Company�s secured revolving credit facility from $150 million to $400 million in the
aggregate and permits the Company to increase the revolving credit facility and/or enter into one or more tranches of
term loans up to an additional $200 million. On March 23, 2018, the Company entered into a borrower accession
agreement with its wholly-owned subsidiary, LogMeIn USA, Inc. and JPMorgan Chase Bank, N.A. acting in its
capacity as administrative agent, pursuant to which LogMeIn USA, Inc. became a borrower under the Company�s
existing multi-currency Amended and Restated Credit Agreement. The credit facility matures February 1, 2022. The
Company may prepay the loans or terminate or reduce the commitments in whole or in part at any time, without
premium or penalty. The Company and its subsidiaries expect to use the credit facility for general corporate purposes,
including, but not limited to, the potential acquisition of complementary products or businesses, share repurchases, as
well as for working capital. On April 2, 2018, the Company borrowed $200.0 million under the Amended Credit
Agreement to partially fund the acquisition of Jive. See Note 4 to the condensed consolidated financial statements.
The Company had an outstanding debt balance of $200.0 million as of June 30, 2018.

Loans under the Amended Credit Agreement bear interest at variable rates which reset every 30 to 180 days
depending on the rate and period selected by the Company, as described below. As of July 5, 2018, the annual rate on
the $200.0 million outstanding debt balance was 3.375%, which will reset on August 6, 2018. The average interest
rate on borrowings outstanding for the period ending June 30, 2018 was 3.179%. The quarterly commitment fee on the
undrawn portion of the credit facility ranges from 0.15% to 0.30% per annum, based upon the Company�s total
leverage ratio.

The Amended Credit Agreement contains customary affirmative and negative covenants, subject to customary and
other exceptions for a credit facility of this size and type, each as further described in the Amended Credit Agreement.
As of June 30, 2018, the Company was in compliance with all financial and operating covenants of the Amended
Credit Agreement.

Any failure to comply with the financial or operating covenants of the Amended Credit Agreement would prevent the
Company from being able to borrow additional funds, and would constitute a default, permitting the lenders to, among
other things, accelerate the amounts outstanding, including all accrued interest and unpaid fees, under the credit
facility and to terminate the credit facility.

As of December 31, 2017 and June 30, 2018, the Company had $2.3 million and $2.0 million, respectively, of
origination costs recorded in other assets on the accompanying condensed consolidated balance sheet. The Company
presents debt issuance costs related to the revolving debt arrangement as an asset and subsequently amortizes the
deferred debt issuance costs ratably over the term of the credit facility.
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14. Subsequent Events

Cash Dividend

On July 24, 2018, the Company�s Board of Directors declared a cash dividend of $0.30 per share of common stock.
The dividend is payable on August 24, 2018 to stockholders of record as of August 8, 2018.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes thereto included
elsewhere in this Quarterly Report on Form 10-Q and the audited condensed 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, 2017 included in our Annual Report on Form 10-K, filed with the Securities and Exchange
Commission, or SEC, on February 20, 2018. 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, or 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 such forward-looking
statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed
in the section titled �Risk Factors,� set forth in Part II, Item 1A of this Quarterly Report on Form 10-Q and elsewhere
in this Report. The forward-looking statements in this Quarterly Report on Form 10-Q represent our views as of the
date of this Quarterly Report on Form 10-Q. We anticipate that subsequent events and developments will cause our
views to change. However, while we may elect to update these forward-looking statements at some point in the future,
we have no current intention of doing so except to the extent required by applicable law. You should, therefore, not
rely on these forward-looking statements as representing our views as of any date subsequent to the date of this
Quarterly Report on Form 10-Q.

Overview

LogMeIn simplifies how people connect with each other and the world around them to drive meaningful interactions,
deepen relationships, and create better outcomes for individuals and businesses. A market leader in communication
and collaboration, identity and access, and customer engagement and support solutions, LogMeIn has millions of
customers spanning virtually every country across the globe. LogMeIn is headquartered in Boston, Massachusetts
with additional locations in North America, South America, Europe, Asia and Australia.

We offer both free and fee-based, or premium, subscription software services. Sales of our premium services are
generated through online search, word-of-mouth referrals, web-based advertising, off-line advertising, broadcast
advertising, public relations, the conversion of free users and expiring free trials to paid subscriptions and direct
marketing to new and existing customers. We derive our revenue principally from subscription fees from our
customers, who range from individual consumers to small and medium businesses, or SMBs, and multi-national
enterprises. Our revenue is driven primarily by the number and type of our premium services to which our paying
customers subscribe.

On January 31, 2017, we completed our Merger with a wholly-owned subsidiary of Citrix, pursuant to which we
combined with Citrix�s GoTo family of service offerings known as the GoTo Business. Following the completion of
the Merger, our revenue grew to over $1 billion on an annualized basis in fiscal 2017 and we added over 1,600
employees. On April 3, 2018, we completed our acquisition of Jive Communications, Inc., or Jive, a provider of
cloud-based phone systems and Unified Communications services. At the time of closing, Jive had approximately 700
employees and its fiscal year 2017 revenue was approximately $80 million.

Operating Results

In the six months ended June 30, 2018, we recognized revenues of $584.9 million and generated cash flows from
operating activities of $257.2 million, and we ended the quarter with $198.9 million of cash and cash equivalents and
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$200.0 million of outstanding borrowings under our credit facility. We recorded net income of $36.3 million in the six
months ended June 30, 2018, including a gain of $33.9 million in the first quarter of 2018 related to the divestiture of
our Xively business; amortization of acquired intangible assets of $120.6 million; and acquisition-related transaction,
transition and integration-related fees and expenses of $14.4 million, primarily related to the Merger and our
acquisition of Jive. On January 1, 2018, we adopted ASU 2014-09, Revenue from Contracts with Customers, referred
to herein as ASC 606. The adoption of ASC 606 did not have any impact on our revenue recognition, however, we are
required to capitalize and amortize incremental costs of obtaining a contract such as sales commissions and related
fringe benefits over the period of benefit. The impact of ASC 606 on the first six months of 2018 was lower sales and
marketing expense of $15.6 million than it would have been under prior accounting guidance.

In the six months ended June 30, 2017, we generated revenues of $444.5 million and cash flows from operating
activities of $192.8 million, and ended with $285.5 million of cash, cash equivalents and short-term marketable
securities and no outstanding borrowings under our credit facility. We recorded a net loss of $3.7 million in the six
months ended June 30, 2017, including amortization of acquired intangible assets of $82.8 million and
acquisition-related transaction, transition and integration-related fees and expenses of $40.9 million, primarily related
to the Merger.
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Acquisition of Jive Communications, Inc.

On April 3, 2018, we completed our acquisition of Jive Communications, Inc., or Jive, a provider of cloud-based
phone systems and Unified Communications services, for $343.4 million in cash including a working capital
adjustment following the closing, which is expected to be finalized by the end of 2018. Additionally, we expect to pay
up to $15 million in cash contingent payments to certain employees of Jive upon their achievement of specified
retention milestones over the two-year period following the closing. We funded the acquisition through a combination
of cash on-hand and $200 million of borrowings under our credit facility. The operating results of Jive have been
included in our results since the date of the acquisition. During the quarter ended June 30, 2018, we recorded revenue
of $22.9 million, including a $0.7 million effect of acquisition accounting fair value of acquired deferred revenue, and
expenses of $36.6 million, including amortization of acquired intangibles of $2.6 million, acquisition-related
transaction, transition and integration costs of $5.0 million and retention bonuses of $2.8 million.

Capital Returns

On February 23, 2017, our Board of Directors approved a three-year capital return plan intended to return up to
$700 million to stockholders through a combination of share repurchases and dividends. As of June 30, 2018, we have
returned $257.6 million to stockholders under this capital return plan, including $148.9 million during the first six
months of 2018 comprised of the following:

� A total of $117.5 million spent to repurchase 1,018,873 shares of our common stock at an average price of
$115.36 per share.

� $31.4 million paid in cash dividends ($0.30 per share of our common stock paid on May 25, 2018 to
stockholders of record as of May 9, 2018).

On July 24, 2018, our Board of Directors declared a cash dividend of $0.30 per share of common stock. The dividend
is payable on August 24, 2018 to stockholders of record as of August 8, 2018. While we currently intend to pay
quarterly cash dividends during the remainder of 2018, our Board of Directors will continue to review this capital
return plan for potential modifications and will determine whether to declare dividends on a quarterly basis based on
our financial performance, business outlook and other considerations.

We repurchase our shares from time-to-time in the open market, which may include the use of 10b5-1 trading plans,
or in privately negotiated transactions, in accordance with applicable securities and stock exchange rules. The timing
and number of shares to be repurchased pursuant to this capital return plan will depend upon prevailing market
conditions and other factors. Additionally, our credit facility contains certain financial and operating covenants that
may restrict our ability to pay dividends in the future.

Certain Trends and Uncertainties

The following represents a summary of certain trends and uncertainties, which could have a significant impact on our
financial condition and results of operations. This summary is not intended to be a complete list of potential trends and
uncertainties that could impact our business in the long or short term. The summary, however, should be considered
along with the factors identified in the section titled �Risk Factors� of this Quarterly Report on Form 10-Q and
elsewhere in this report.
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� There is frequent litigation in the software and technology industries based on allegations of infringement or
other violations of intellectual property rights. We have been, and may in the future be, subject to third party
patent infringement or other intellectual property-related lawsuits as we face increasing competition and
become increasingly visible. Any adverse determination related to intellectual property claims or litigation
could adversely affect our business, financial condition and operating results.

� The risk of a data security breach or service disruption caused by computer hackers and cyber criminals has
increased as the frequency, intensity and sophistication of attempted attacks and intrusions from around the
world have increased. Our services and systems have been, and may in the future be, the target of various
forms of cyberattacks. While we make significant efforts to maintain the security and integrity of our
services and computer systems, our cybersecurity measures and the cybersecurity measures taken by our
third-party data center facilities may be unable to anticipate, detect or prevent all attempts to compromise
our systems. Any security breach, whether successful or not, could harm our reputation, subject us to
lawsuits and other potential liabilities and ultimately could result in the loss of customers.

� Failure to successfully integrate acquisitions could adversely impact the market price of our common stock
as well as our business and operating results. This risk is identified further in �Risk Factors � Risks Related to
our Business� of this Quarterly Report on Form 10-Q and elsewhere in this report.

� We believe that competition will continue to increase. Increased competition could result from existing
competitors or new competitors that enter the market because of the potential opportunity. We will continue
to closely monitor competitive activity and respond accordingly. Increased competition could have an
adverse effect on our financial condition and results of operations.

� We believe that as we continue to grow revenue at expected rates, our cost of revenue and operating
expenses, including sales and marketing, research and development and general and administrative expenses
will increase in absolute dollar amounts. For a description of the general trends we anticipate in various
expense categories, see �Cost of Revenue and Operating Expenses� below.
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Sources of Revenue

We derive our revenue primarily from subscription fees for our premium services from enterprise customers, SMBs,
IT service providers, mobile carriers, customer service centers, OEMs and consumers and to a lesser extent, from
usage fees from our audio services. Our customers who subscribe to our services generally pay in advance and
typically pay with a credit card for their subscription. We initially record a subscription fee as deferred revenue and
then recognize it ratably, on a daily basis, over the life of the subscription period. Typically, a subscription
automatically renews at the end of a subscription period unless the customer specifically terminates it prior to the end
of the period.

Historically, we have calculated our gross renewal rate on an annualized dollar basis across all product lines as of the
end of each period. During the three months ended June 30, 2018, renewal rates for certain of our communication and
collaboration products declined, which we believe was due in part to a combination of certain business practices we
implemented following the Merger, delays in certain product enhancements as well as increased competition.
However, for the three months ended June 30, 2018, our Company�s total gross annualized renewal rate remained at
approximately 75%. As we continue to integrate the GoTo Business and the recently acquired Jive business, we will
monitor and assess our renewal rate calculation and methodology to ensure that it is appropriate.

Our revenue by product grouping is as follows (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2018 2017 2018
Revenues:
Communications and collaboration $ 141,239 $ 173,190 $ 230,972 $ 323,097
Identity and access 71,561 87,765 132,107 172,435
Customer engagement and support 44,225 44,695 81,404 89,335

Total revenue $ 257,025 $ 305,650 $ 444,483 $ 584,867

Employees

Our number of full-time employees was 3,396 at June 30, 2018, compared to 2,760 at December 31, 2017 and 2,778
at June 30, 2017.

Cost of Revenue and Operating Expenses

We allocate certain overhead expenses, such as rent and utilities, to expense categories primarily based on headcount
allocations. As a result, an overhead allocation associated with these costs is reflected in the cost of revenue and each
operating expense category.

Cost of Revenue. Cost of revenue consists primarily of costs associated with our data center operations and customer
support centers. Included in these costs are wages and benefits for personnel, telecommunications, hosting fees,
hardware and software maintenance costs, outsourced customer support staffing costs, telecommunications product
costs, and depreciation associated with our data centers. Additionally, amortization expense associated with the
acquired software, technology, and internally developed software to be sold as a service is included in cost of revenue.
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The expenses related to hosting our services and supporting our free and premium customers are dependent on the
number of customers who subscribe to our services and the complexity and redundancy of our services and hosting
infrastructure.

Research and Development. Research and development expenses consist primarily of wages and benefits for
development personnel, retention-based bonus expense related to our acquisitions, facility expense, cloud computing
services, consulting fees associated with outsourced development projects, travel-related costs for development
personnel, and depreciation of assets used in development. Our research and development efforts are focused on both
improving ease of use and functionality of our existing services, as well as developing new offerings. More than half
of our research and development employees are located internationally in our development centers in Hungary,
Germany, Canada, Israel and India. Therefore, a large portion of research and development expense is subject to
fluctuations in foreign exchange rates. We capitalized costs of $14.1 million and $15.2 million for the six months
ended June 30, 2017 and 2018, respectively, related to internally developed software to be sold as a service, which
were incurred during the application development stage. The majority of research and development costs have been
expensed as incurred. We expect that research and development expenses will remain relatively constant as a
percentage of revenue.

Sales and Marketing. Sales and marketing expenses consist primarily of online search and advertising costs, wages,
commissions and benefits for sales and marketing personnel, offline marketing costs such as media advertising and
trade shows, consulting fees, credit card processing fees, facility expense and hardware and software maintenance
costs. Online search and advertising costs consist primarily of pay-per-click payments to search engines and other
online advertising media such as banner ads. Offline marketing costs include radio and print advertisements, as well as
the costs to create and produce these advertisements, and tradeshows, including the costs of space at tradeshows and
costs to design and construct tradeshow booths. Advertising costs are expensed as incurred. In order to continue to
grow our business and awareness of our services, we expect that we will continue to invest in our sales and marketing
efforts. We expect that sales and marketing expenses will remain relatively consistent as a percentage of revenue.
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General and Administrative. General and administrative expenses consist primarily of wages and benefits for
management, human resources, internal IT support, legal, finance and accounting personnel, professional fees,
insurance and other corporate expenses, including acquisition-related expenses. We expect that general and
administrative expenses related to personnel, recruiting, internal information systems, audit, accounting and insurance
costs will remain relatively constant as a percentage of revenue as we continue to support the growth of our business.
Further, we expect to continue to incur acquisition-related costs, and general and administrative expenses could
increase if we incur litigation-related expenses associated with our defense against legal claims.

Critical Accounting Policies

Our financial statements are prepared in accordance with accounting principles generally accepted in the United States
of America, or GAAP. The preparation of our financial statements and related disclosures requires us to make
estimates, assumptions and judgments that affect the reported amount of assets, liabilities, revenue, costs and
expenses, and related disclosures. We base our estimates and assumptions on historical experience and other factors
that we believe to be reasonable under the circumstances. We evaluate our estimates and assumptions on an ongoing
basis. Our actual results may differ from these estimates under different assumptions and conditions. Our most critical
accounting policies are listed below:

� Revenue recognition;

� Income taxes;

� Goodwill and acquired intangible assets;

� Stock-based compensation; and

� Loss contingencies.
On January 1, 2018, we adopted Accounting Standard Update 2014-09, Revenue from Contracts with Customers, as
amended, or ASC 606. The following provides an update on the impact of adopting ASC 606 on our revenue
recognition.

Revenue Recognition � ASC 606 replaces existing revenue recognition rules with a comprehensive revenue
measurement and recognition standard and expanded disclosure requirements. See Note 2 of our condensed
consolidated financial statements for additional information regarding our recently adopted accounting
pronouncements.

We derive our revenue primarily from subscription fees for our premium services, and, to a lesser extent, usage fees
from our audio services. Revenue is reported net of applicable sales and use tax, value-added tax and other transaction
taxes imposed on the related transaction including mandatory government charges that are billed to our customers.
Revenue is recognized when control of these services is transferred to our customers, in an amount that reflects the
consideration we expect to be entitled to in exchange for those services.
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We determine revenue recognition through the following five steps:

� Identification of the contract, or contracts, with a customer

� Identification of the performance obligations in the contract

� Determination of the transaction price

� Allocation of the transaction price to the performance obligations in the contract

� Recognition of revenue when, or as, performance obligations are satisfied
We account for a contract when it has approval and commitment from both parties, the rights of the parties are
identified, payment terms are identified, the contract has commercial substance and collectability of consideration is
probable.

Revenue from our premium services represents a single promise to provide continuous access (i.e. a stand-ready
obligation) to our software solutions and their processing capabilities in the form of a service through one of our data
centers. Our software cannot be run on another entity�s hardware and customers do not have the right to take
possession of the software and use it on their own or another entity�s hardware. As each day of providing access to the
software is substantially the same and the customer simultaneously receives and consumes the benefits as access is
provided, we determined that our premium subscription services arrangements include a single performance
obligation comprised of a series of distinct services. Revenue from our premium subscription services is recognized
over time on a ratable basis over the contract term beginning on the date that our service is made available to the
customer. Subscription periods range from monthly to multi-year, with the majority of our contracts being one year,
billed annually in advance, and non-cancelable.
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Revenue from our audio services represent a single promise to stand-ready to provide access to our platform. As each
day of providing audio services is substantially the same and the customer simultaneously receives and consumes the
benefits as access is provided, we have determined that our audio services arrangements include a single performance
obligation comprised of a series of distinct services. Our audio services may include fixed consideration, variable
consideration or a combination of the two. Variable consideration in these arrangements is typically a function of the
corresponding rate per minute. We allocate the variable amount to each distinct service period within the series and
recognize revenue as each distinct service period is performed (i.e., recognized as incurred).

Results of Consolidated Operations

The following table sets forth selected condensed consolidated statements of operations data for each of the periods
indicated (dollar amounts in thousands):

Three Months Ended June 30, Six Months Ended June 30,
2017 2018 2017 2018

Amount
Percent of
Revenue Amount

Percent of
Revenue

Percent
Change Amount

Percent of
Revenue Amount

Percent of
Revenue

Percent
Change

Revenue $ 257,025 100% $ 305,650 100% 19% $ 444,483 100% $ 584,867 100% 32% 
Cost of
revenue 53,236 21% 72,833 24% 37% 92,175 21% 135,775 23% 47% 

Gross profit 203,789 79% 232,817 76% 14% 352,308 79% 449,092 77% 27% 

Operating
expenses
Research and
development 40,710 16% 43,920 14% 8% 73,832 17% 87,036 15% 18% 
Sales and
marketing 93,469 36% 99,343 33% 6% 169,237 38% 187,558 32% 11% 
General and
administrative 33,163 13% 39,106 13% 18% 82,554 19% 74,549 13% (10)% 
Gain on
disposition of
assets �  �  0% 0% �  0% (33,910) (6)% (100)% 
Amortization
of acquired
intangibles 36,154 14% 43,347 14% 20% 60,574 14% 84,430 14% 39% 

Total
operating
expenses 203,496 79% 225,716 74% 11% 386,197 87% 399,663 68% 3% 

Income (loss)
from
operations $ 293 0% $ 7,101 2% 2,324% $ (33,889) (8)% $ 49,429 8% (246)% 
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As of June 30, Percent
2017 2018 Change

Employees:
Cost of revenue 476 668 40% 
Research and development 1,028 1,115 8% 
Sales and marketing 949 1,138 20% 
General and administrative 325 475 46% 

Total headcount at end of period 2,778 3,396 22% 

Three Months Ended June 30, 2017 and 2018

Revenue. Revenue increased $48.7 million, or 19%, from $257.0 million for the three months ended June 30, 2017 to
$305.7 million for the three months ended June 30, 2018. The effect of acquisition accounting on the fair value of
acquired deferred revenue was $9.9 million and $0.8 million for the GoTo Business in the three months ended
June 30, 2017 and 2018, respectively. Revenue derived from the Jive business since the acquisition date on April 3,
2018 was $22.9 million, which includes the effect of acquisition accounting on the fair value of acquired deferred
revenue from Jive of $0.7 million for the three months ended June 30, 2018.
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Cost of Revenue. Cost of revenue increased $19.6 million, or 37%, from $53.2 million for the three months ended
June 30, 2017 to $72.8 million for the three months ended June 30, 2018 and as a percentage of revenue was 21% and
24%, respectively. Cost of revenue for the three months ended June 30, 2017 and 2018, includes personnel-related
costs, including salary, bonus, recruiting, relocation, travel, training, benefits and taxes of $13.9 million and $17.8
million, respectively; facility-related costs of $1.7 million and $2.0 million, respectively; depreciation, maintenance,
and amortization of internally developed software of $8.3 million and $12.5 million, respectively; professional
services expense of $3.4 million and $2.9 million, respectively; data center, telecommunications and cloud computing
service costs of $12.0 million and $14.8 million, respectively; and amortization of acquired intangible assets of $13.0
million and $18.3 million, respectively. Further, telecommunication product costs totaled $3.6 million for the three
months ended June 30, 2018. The increase in cost of revenue as a percentage of revenue is primarily attributable to the
inclusion of Jive since the acquisition date, as well as an increase in amortization of acquired intangible assets and
internally developed software. Included in personnel-related costs in both the three months ended June 30, 2017 and
2018, is $1.3 million of stock-based compensation expense and $0.4 million and $0.3 million, respectively, of
acquisition-related retention-based bonuses.

Research and Development Expenses. Research and development expenses increased $3.2 million, or 8%, from
$40.7 million for the three months ended June 30, 2017 to $43.9 million for the three months ended June 30, 2018 and
as a percentage of revenue was 16% and 14%, respectively. Research and development expenses for the three months
ended June 30, 2017 and 2018, includes personnel-related costs, including salary, bonus, recruiting, relocation, travel,
training, benefits and taxes of $31.0 million and $33.8 million, respectively; facility-related costs of $3.2 million and
$2.9 million, respectively; cloud computing services of $1.4 million and $2.0 million, respectively; depreciation and
maintenance expense of $3.7 million and $4.0 million, respectively; and professional services expense of $1.2 million
and $1.3 million, respectively. We capitalized $8.0 million and $8.1 million during the three months ended June 30,
2017 and 2018, respectively, of costs related to internally developed software to be sold as a service incurred during
the application development stage. Included in personnel-related costs in the three months ended June 30, 2017 and
2018 is $5.2 million and $5.1 million, respectively, of stock-based compensation expense and $2.1 million and $1.9
million, respectively, of acquisition-related retention-based bonuses.

Sales and Marketing Expenses. Sales and marketing expenses increased $5.8 million, or 6%, from $93.5 million for
the three months ended June 30, 2017 to $99.3 million for the three months ended June 30, 2018 and as a percentage
of revenue was 36% and 33%, respectively. Sales and marketing expenses for the three months ended June 30, 2017
and 2018, includes personnel-related costs, including salary, commissions, bonus, recruiting, relocation, travel,
training, benefits and taxes of $46.5 million and $46.6 million, respectively; marketing costs of $33.2 million and
$35.7 million, respectively; credit card transaction fees of $4.9 million and $5.6 million, respectively; facility-related
costs of $3.9 million and $3.5 million, respectively; depreciation and maintenance expense of $3.6 million and
$4.6 million, respectively; and professional services expense of $0.6 million and $2.5 million, respectively. We
adopted ASC 606 on January 1, 2018 on the modified retrospective transition method which included the
capitalization and amortization of incremental costs of obtaining contracts (commissions and related fringe benefits).
For the three months ended June 30, 2018, commissions expense was lower by $9.7 million than it would have been
under pre-ASC 606 accounting guidance. Included in personnel-related costs in the three months ended June 30, 2017
and 2018 is $4.2 million and $4.6 million, respectively, of stock-based compensation expense and $1.1 million and
$0.9 million, respectively, of acquisition-related retention-based bonuses.

General and Administrative Expenses. General and administrative expenses increased $5.9 million, or 18%, from
$33.2 million for the three months ended June 30, 2017 to $39.1 million for the three months ended June 30, 2018 and
as a percentage of revenue was 13% for both periods. For the three months ended June 30, 2017 and 2018, general and
administrative expenses included acquisition-related costs of $5.3 million and $6.2 million, respectively, primarily
related to transaction, transition and integration-related costs and retention-based bonuses. General and administrative
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expenses for the three months ended June 30, 2017 and 2018, included personnel-related costs, including salary,
bonus, recruiting, relocation, travel, training, benefits and taxes of $18.4 million and $24.0 million, respectively;
professional services of $5.2 million and $4.4 million, respectively; facility-related costs of $1.9 million and
$2.1 million, respectively; and depreciation and maintenance expense of $1.5 million and $2.1 million, respectively.
Included in personnel-related costs is $5.6 million and $6.2 million of stock-based compensation expense for the three
months ended June 30, 2017 and 2018, respectively, and $0.8 million of acquisition-related retention-based bonuses
for the three months ended June 30, 2018.

Amortization of Acquired Intangibles. Amortization of acquired intangibles was $36.2 million and $43.3 million for
the three months ended June 30, 2017 and 2018, respectively. The increase was primarily related to the intangible
assets acquired from the acquisition of Jive on April 3, 2018.

Interest Income. Interest income was $0.4 million for both the three months ended June 30, 2017 and 2018 and was
primarily attributable to interest income earned on marketable securities and money market funds.

Interest Expense. Interest expense was $0.3 million and $1.9 million for the three months ended June 30, 2017 and
2018, respectively, and was primarily associated with interest expense attributable to our credit facility and the
amortization of deferred financing fees. The increase in interest expense for the three months ended June 30, 2018 was
due to $200.0 million of borrowings under our credit facility used to partially fund the Jive acquisition.

Other Income (Expense), Net. Other expense, net was $0.1 million for both the three months ended June 30, 2017 and
2018, comprised primarily of realized and unrealized foreign currency gains and losses resulting from multi-currency
settlements and re-measurements occurring during the quarter.
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Income Taxes. We recorded a benefit for federal, state and foreign taxes of $14.7 million on a profit before income
taxes of $0.2 million and a benefit of $1.0 million on a profit before income taxes of $5.5 million for the three months
ended June 30, 2017 and 2018, respectively. The effective income tax rates for the three months ended June 30, 2017
and 2018 were impacted by profits earned in certain foreign jurisdictions, primarily our Irish subsidiaries, which are
subject to significantly lower tax rates than the U.S. federal statutory rate. The effective income tax rate for the three
months ended June 30, 2017 and 2018 was also impacted by $11.4 million and $1.2 million, respectively, of excess
tax deductions on stock compensation recorded as discrete tax benefits. Additionally, the three months ended June 30,
2017 was impacted by a $1.4 million tax benefit related to discrete integration activities. For the three months ended
June 30, 2018, we recorded a $3.4 million tax benefit due to the re-measurement of deferred tax assets and liabilities
due to a decrease in the state rate from the acquisition of Jive. Our effective tax rate in the future will depend upon the
proportion of income before provision for income taxes earned in the United States and in jurisdictions with a tax rate
lower than the U.S. statutory rate, as well as several other factors, including excess tax benefits from share-based
compensation, changes to our provisional accounting for the effects of the U.S. Tax Act during the measurement
period, and the impact of new legislation.

Six Months Ended June 30, 2017 and 2018

Revenue. Revenue increased $140.4 million, or 32%, from $444.5 million for the six months ended June 30, 2017 to
$584.9 million for the six months ended June 30, 2018. This increase includes GoTo Business revenue for six months
in the 2018 period versus five months in the 2017 period; revenue derived from the Jive business since the acquisition
date on April 3, 2018 of $22.9 million; and the effect of acquisition accounting on the fair value of the GoTo Business
acquired deferred revenue of $23.6 million and $1.8 million in the six months ended June 30, 2017 and 2018,
respectively. The effect of acquisition accounting on the fair value of Jive�s acquired deferred revenue was $0.7 million
for the six months ended June 30, 2018.

Cost of Revenue. Cost of revenue increased $43.6 million, or 47%, from $92.2 million for the six months ended
June 30, 2017 to $135.8 million for the six months ended June 30, 2018. As a percentage of revenue, cost of revenue
was 21% and 23% for the six months ended June 30, 2017 and 2018, respectively. Cost of revenue for the six months
ended June 30, 2017 and 2018, includes personnel-related costs, including salary, bonus, recruiting, relocation, travel,
training, benefits and taxes of $24.4 million and $33.7 million, respectively; facility-related costs of $3.1 million and
$3.7 million, respectively; depreciation, maintenance, and amortization of internally developed software expense of
$14.7 million and $23.6 million, respectively; professional services expense of $5.8 million and $6.8 million,
respectively; data center, telecommunications and cloud computing service costs of $20.8 million and $26.4 million,
respectively; and amortization of acquired intangible assets of $22.2 million and $36.2 million, respectively. Further,
telecommunication product costs totaled $3.6 million for the six months ended June 30, 2018. The increase in cost of
revenue as a percentage of revenue is primarily attributable to the inclusion of Jive since the acquisition date and an
increase in amortization of acquired intangible assets. Included in personnel-related costs in the six months ended
June 30, 2017 and 2018, is $2.3 million and $2.5 million, respectively, of stock-based compensation expense and
$0.7 million and $0.4 million, respectively, of acquisition-related retention-based bonuses.

Research and Development Expenses. Research and development expenses increased $13.2 million, or 18%, from
$73.8 million for the six months ended June 30, 2017 to $87.0 million for the six months ended June 30, 2018. As a
percentage of revenue, research and development expenses were 17% and 15% for the six months ended June 30,
2017 and 2018, respectively. Research and development expenses for the six months ended June 30, 2017 and 2018,
includes personnel-related costs, including salary, bonus, recruiting, relocation, travel, training, benefits and taxes of
$56.9 million and $66.5 million, respectively; facility-related costs of $5.7 million and $5.9 million, respectively;
cloud computing services of $2.5 million and $4.0 million, respectively; depreciation and maintenance expense of
$6.3 million and $8.1 million, respectively; and professional services expense of $2.1 million and $2.5 million,
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respectively. We capitalized $14.1 million and $15.2 million during the six months ended June 30, 2017 and 2018,
respectively, of costs related to internally developed software to be sold as a service incurred during the application
development stage. Included in personnel-related costs in the six months ended June 30, 2017 and 2018 is $9.6 million
and $10.1 million, respectively, of stock-based compensation expense and $4.5 million and $2.8 million, respectively,
of acquisition-related retention-based bonuses.

Sales and Marketing Expenses. Sales and marketing expenses increased $18.4 million, or 11%, from $169.2 million
for the six months ended June 30, 2017 to $187.6 million for the six months ended June 30, 2018. As a percentage of
revenue, sales and mar
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