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PART I—FINANCIAL INFORMATION
ITEM 1.

FINANCIAL STATEMENTS
APPIAN CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)
As of
March 31,
2018

As of
December 31,
2017

(unaudited)
Assets
Current assets
Cash and cash equivalents

$

Accounts receivable, net of allowance of $400

60,876

$

73,758

52,518

55,315

Deferred commissions, current

9,247

9,117

Prepaid expenses and other current assets

7,094

7,032

129,735

145,222

Total current assets
Property and equipment, net

3,359

2,663

11,931

12,376

Deferred tax assets

240

281

Other assets

533

Deferred commissions, net of current portion

Total assets

510

$

145,798

$

161,052

$

2,713

$

5,226

Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable
Accrued expenses

7,059

6,467

Accrued compensation and related benefits

8,932

12,075

68,753

70,165

Deferred revenue, current
Other current liabilities
Total current liabilities
Deferred tax liabilities
Deferred revenue, net of current portion
Other long-term liabilities
Total liabilities

1,419

1,182

88,876

95,115

12

87

17,055

18,922

1,227

1,404

107,170

115,528

2

1

Stockholders’ equity
Class A common stock—par value $0.0001; 500,000,000 shares authorized and 18,891,315 shares issued and outstanding as of
March 31, 2018; 500,000,000 shares authorized and 13,030,081 shares issued and outstanding as of December 31, 2017
Class B common stock—par value $0.0001; 100,000,000 shares authorized and 42,318,846 shares issued and outstanding as of
March 31, 2018; 100,000,000 shares authorized, 47,569,796 shares issued and outstanding as of December 31, 2017
Additional paid-in capital
Accumulated other comprehensive (loss) income

4

5

144,490

141,268

(126)

Accumulated deficit

439

(105,742)

Total stockholders’ equity

(96,189)

38,628
$

Total liabilities and stockholders’ equity

145,798

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
1

45,524
$

161,052

APPIAN CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share data)
(unaudited)
Three Months Ended March 31,
2018

Revenue:
Subscriptions, software and support
Professional services
Total revenue
Cost of revenue:
Subscriptions, software and support
Professional services
Total cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Total operating expenses
Operating loss
Other (income) expense:
Other (income), net
Interest expense
Total other (income)
Net loss before income taxes
Income tax expense
Net loss
Accretion of dividends on convertible preferred stock

$

2017

26,952

$

16,885

51,696

38,329

2,628

2,062

18,421

10,628

21,049

12,690

30,647

25,639

22,964

17,003

9,870

7,300

8,060

4,849

40,894

29,152

(10,247)

(3,513)

(918)

(499)

13

256

(905)

(243)

(9,342)

(3,270)

211

125

(9,553)

(3,395)

—

Net loss attributable to common stockholders
Net loss per share attributable to common stockholders:
Basic and diluted
Weighted average common shares outstanding:
Basic and diluted

214

$

(9,553)

$

(3,609)

$

(0.16)

$

(0.10)

60,850,521

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

2

21,444

24,744

34,274,718

APPIAN CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)
(unaudited)
Three Months Ended March 31,
2018
Net loss

2017

$

(9,553)

$

(10,119)

$

(3,395)

$

(3,759)

Comprehensive loss, net of income taxes:
Foreign currency translation adjustment

(566)

Total other comprehensive loss, net of income taxes

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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(364)

APPIAN CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
(in thousands, except share data)
(unaudited)
Additional
Paid-In
Capital

Common Stock
Shares
Balance, January 1, 2018

Amount

60,599,877

Net loss

$

6

$

141,268

Accumulated Other
Comprehensive
Income (Loss)
$

439

Accumulated
Deficit
$

(96,189)

Total Stockholders'
Equity
$

—

—

—

2,935

—

—

—

—

—

607,349

—

982

—

—

982

Stock-based compensation expense

—

—

2,240

—

—

2,240

Other comprehensive loss

—

—

—

(565)

—

Issuance of common stock to directors
Exercise of stock options

Balance, March 31, 2018

61,210,161

$

6

$

144,490

$

(126)

(9,553)

45,524

—

$

(105,742)

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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(9,553)

(565)
$

38,628

APPIAN CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)
Three Months Ended March 31,
2018

2017

Cash flows from operating activities:
Net loss

$

(9,553)

$

(3,395)

Adjustments to reconcile net loss to net cash (used in) provided by operating activities:
Depreciation and amortization
Deferred income taxes
Stock-based compensation

268

219

76

—

2,240

—

1,932

14,304

(1,085)

(2,771)

Changes in assets and liabilities:
Accounts receivable
Prepaid expenses and other assets
Deferred commissions

315

(741)

Accounts payable and accrued expenses

(2,161)

(3,860)

Accrued compensation and related benefits

(2,743)

(1,408)

Other current liabilities

909

Deferred revenue

100

(3,849)

Other long-term liabilities

1,393

(182)

Net cash (used in) provided by operating activities

(136)

(13,833)

3,705

Cash flows from investing activities:
Purchases of property and equipment

(1,036)

(105)

Net cash used in investing activities

(1,036)

(105)

Cash flows from financing activities:
Proceeds from exercise of common stock options

983

—

Net cash provided by financing activities

983

—

Effect of foreign exchange rate changes on cash and cash equivalents

1,004

Net (decrease) increase in cash and cash equivalents

16

(12,882)

Cash and cash equivalents, beginning of period

3,616

73,758
$

Cash and cash equivalents, end of period

31,143

60,876

$

34,759

Supplemental disclosure of cash flow information:
Cash paid for interest

$

8

$

248

Cash paid for income taxes

$

57

$

54

Accretion of dividends on convertible preferred stock

$

—

$

214

Deferred offering costs included in accounts payable and accrued expenses

$

—

$

1,251

Supplemental disclosure of non-cash financing activities:

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
1.

Organization and Description of Business

Appian Corporation (together with its subsidiaries, “Appian,” the “Company,” “we” or “our”) provides a leading low-code software development
platform that enables organizations to rapidly develop powerful and unique applications. The applications created on our platform help companies drive
digital transformation and competitive differentiation. We were incorporated in the state of Delaware in August 1999. We are headquartered in Reston,
Virginia and operate in Canada, Switzerland, the United Kingdom, France, Germany, the Netherlands, Italy, Australia, Spain, Singapore and Sweden.
2.

Significant Accounting Policies
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements and footnotes have been prepared in accordance with accounting
principles generally accepted in the United States of America (“U.S. GAAP”) as contained in the Financial Accounting Standards Board (“FASB”)
Accounting Standards Codification (the “Codification” or “ASC”) for interim financial information. In the opinion of management, the interim financial
information includes all adjustments of a normal recurring nature necessary for a fair presentation of the results of operations, financial position, changes in
stockholders’ equity and cash flows. The results of operations for the current period are not necessarily indicative of the results for the full year or the results
for any future periods. These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and
related footnotes included in our Annual Report on Form 10-K for the year ended December 31, 2017 filed with the Securities and Exchange Commission
(the “SEC”) on February 23, 2018.
Use of Estimates
The preparation of our condensed consolidated financial statements in conformity with U.S. GAAP requires us to make estimates and judgments that
affect the amounts reported in these condensed consolidated financial statements and accompanying notes. Although we believe that the estimates we use are
reasonable, due to the inherent uncertainty involved in making these estimates, actual results reported in future periods could differ from those estimates.
Significant estimates embedded in the condensed consolidated financial statements include revenue recognition, income taxes and the related
valuation allowance, stock-based compensation and fair value measurements for our common stock and preferred stock warrant.
Principles of Consolidation
The accompanying condensed consolidated financial statements include the accounts of Appian and its wholly-owned subsidiaries. All
intercompany accounts and transactions have been eliminated in consolidation.
Revenue Recognition
We generate revenue primarily through sales of subscriptions to our platform, as well as professional services. We recognize revenue when all of the
following conditions are met: (1) there is persuasive evidence of an arrangement; (2) the service or product has been provided to the customer; (3) the amount
of fees to be paid by the customer is fixed or determinable; and (4) the collection of related fees is reasonably assured. If collection is not reasonably assured,
we defer revenue recognition until collectability becomes reasonably assured. Our arrangements do not contain general rights of return. Revenue is
recognized net of any taxes collected from customers and subsequently remitted to governmental authorities.
Subscriptions, Software and Support Revenue
Subscriptions, software and support revenue is primarily related to (1) software as a service (“SaaS”) subscriptions bundled with maintenance and
support and hosting services and (2) term license subscriptions bundled with maintenance and support. To a lesser extent, we also generate revenue from the
sale of perpetual software licenses and associated maintenance and support.
6

APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(UNAUDITED)

Historically, we licensed our software primarily under perpetual licenses, but over time we transitioned from perpetual licenses to subscriptions. As a
result, revenue from our perpetual software licenses was 0.1% and 1.2% of our total revenue for the three months ended March 31, 2018 and 2017,
respectively.
We generally charge subscription fees on a per-user basis. We bill customers and collect payment for subscriptions to our platform in advance on a
monthly, quarterly or annual basis. In certain instances, we have had customers pay their entire contract up front.
SaaS Subscriptions
Our SaaS subscription revenue is derived from customers accessing our cloud offering pursuant to contracts that are generally one to five years in
length. We perform all required maintenance and support for our cloud offering and we do not separately charge customers for hosting costs. In these
arrangements, our customers do not have the right to take the software on-premises and, as a result, such arrangements are not accounted for within the scope
of the software revenue guidance. Revenue from SaaS subscriptions is recognized ratably over the term of the subscription, beginning with the date our
service is made available to our customer.
Term License Subscriptions
Our term license subscription revenue is derived from customers with on-premises installations of our platform pursuant to contracts that are
generally one to five years in length. Customers with term license subscriptions have the right to use our software and receive maintenance and support. Since
we do not sell maintenance and support separately from the subscription, revenue for the term license subscription and maintenance and support is
recognized ratably over the term of the subscription, upon delivery of the platform to the customer when sold on a standalone basis.
Perpetual Licenses
Our perpetual license revenue is derived from customers with perpetual licenses to our platform and associated maintenance and support contracts.
We recognize revenue from perpetual licenses on the date of delivery to our customer. We sell maintenance and support to perpetual license customers
separately from the perpetual licenses pursuant to agreements that generally renew annually. Maintenance and support revenue is deferred and recognized
ratably over the term of the support period.
Professional Services
Our professional services revenue is comprised of fees for consulting services, including application development and deployment assistance and
training related to our platform. Our professional services are not essential to the functionality of our platform because the platform is ready for the customer’s
use immediately upon delivery and is not modified or customized in any manner.
Consulting services are billed under both time-and-material and fixed-fee arrangements. For standalone time-and-material contracts, we recognize
revenue at contractually agreed upon billing rates applied to hours performed. For standalone fixed-fee contracts, we also recognize revenue as the work is
performed using the proportional performance method of accounting. Training revenue is recognized when the associated training services are delivered.
Training is also sold in the form of a subscription arrangement where a customer agrees to pay an annual fixed fee for a fixed number of users to have access
to all of our training offerings during the year. Revenue from training subscription agreements is recognized ratably over the subscription period.
We defer recognition of revenue from work performed on pending contract modifications until the period in which the modifications are accepted
and funding is approved by the customer. Costs of work performed on pending contract modifications are expensed as incurred.
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APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(UNAUDITED)

Multiple Element Arrangements
Our multiple element arrangements are from SaaS subscriptions, term license subscriptions and perpetual licenses that are generally sold in
combination with maintenance and support service and frequently with professional services.
SaaS Subscriptions
For multiple element arrangements involving SaaS subscriptions that include professional services in addition to the subscription to our platform,
we evaluate each element to determine whether it represents a separate unit of accounting. Because there are third-party vendors who routinely sell and
provide the same professional services to our customers, our professional services are deemed to have standalone value apart from the SaaS subscription.
Additionally, we offer both SaaS subscriptions and professional services on a standalone basis. Professional services revenue is therefore accounted for
separately from subscription fees and recognized as the professional services are performed. We allocate revenue to the elements based on the selling price
hierarchy using vendor-specific objective evidence (“VSOE”) of selling price, third-party evidence (“TPE”) of selling price, or if neither exists, best estimated
selling price (“BESP”). In cases where we do not have VSOE or TPE of the elements of our arrangements, we use BESP to allocate revenue. We determine
BESP for a service by considering multiple factors including, but not limited to, evaluating the weighted average of actual sales prices and other factors such
as gross margin objectives, pricing practices and growth strategy. Pricing practices taken into consideration include historic contractually stated prices,
volume discounts where applicable and our price lists. While we believe we can make reliable estimates regarding these matters, these estimates are
inherently subjective. Once the revenue is allocated to these elements, revenue is recognized as such services are provided.
Term License Subscriptions
For multiple element arrangements involving term license subscriptions, maintenance and support and professional services, we do not have VSOE
of fair value for the maintenance and support. Our term license subscriptions are generally not sold on a standalone basis, and therefore, we have not
established VSOE of fair value for the subscriptions. Consequently, for our bundled arrangements that include certain professional services, there are two
undelivered elements for which VSOE of fair value has not been established and, therefore, we utilize the combined services approach and defer all revenue
until the software has been delivered and the provision of all services has commenced. We then recognize the entire fee from the arrangement ratably over the
remaining period of the arrangement, assuming all other software revenue recognition criteria have been met.
Perpetual Licenses
For multiple element arrangements involving our perpetual software licenses, we allocate revenue to the software license arrangement by
determining if VSOE of fair value exists for the undelivered elements, which are usually maintenance and support and professional services. In situations
where VSOE of fair value exists for the undelivered elements, we apply the residual method whereby the fees allocated to license revenue are recognized
upon delivery, the fees allocated to maintenance and support revenue are recognized over the service period and the fees allocated to professional services
and training are recognized as performed. In instances where we lack VSOE of fair value for the undelivered elements, revenue is either deferred until the final
element is delivered or recognized ratably over the service period when the only undelivered elements are either professional services or maintenance and
support. We have VSOE for maintenance and support elements and professional services elements performed on a time and materials basis. VSOE of fair value
is based upon the price charged when the same element is sold separately. In determining VSOE of fair value, we require that a substantial majority of the
selling prices fall within a reasonably narrow pricing range. We reassess VSOE annually or more frequently if required.
Deferred Revenue
Deferred revenue primarily consists of amounts billed or billable in advance of revenue recognition from our subscriptions, software, and support
and professional services described above. Deferred revenue is recognized as the revenue recognition criteria are met.
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APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(UNAUDITED)

Cost of Revenue
Cost of Subscriptions, Software and Support Revenue
Cost of subscriptions, software and support revenue consists primarily of fees paid to our third-party managed hosting providers and other thirdparty service providers, personnel costs, including payroll and benefits for our technology operations and customer support teams, and allocated facility costs
and overhead.
Cost of Professional Services Revenue
Cost of professional services revenue includes all direct and indirect costs to deliver our professional services and training, including employee
compensation for our global professional services and training personnel, travel costs, third-party contractor costs and allocated facility costs and overhead.
Concentration of Credit Risk
Our financial instruments that are exposed to concentration of credit risk consist primarily of cash and cash equivalents and trade accounts
receivable. Cash deposits may be in excess of insured limits. We believe that the financial institutions that hold our cash deposits are financially sound and,
accordingly, minimal credit risk exists with respect to these balances.
With regard to our customers, credit evaluation and account monitoring procedures are used to minimize the risk of loss. We believe that no
additional credit risk beyond amounts provided for collection loss are inherent in accounts receivable. Revenue generated from government agencies
represented 12.3% and 16.5% of our revenue for the three months ended March 31, 2018 and 2017, respectively, of which the top three federal government
agencies generated 6.4% and 10.8% of our revenue for the three months ended March 31, 2018 and 2017, respectively. Additionally, 33.3% and 22.7% of
our revenue during the three months ended March 31, 2018 and 2017, respectively, was generated from foreign customers.
One customer accounted for 6.2% and 7.0% of accounts receivable at March 31, 2018 and December 31, 2017, respectively.
Accounts Receivable and Allowance for Doubtful Accounts
Accounts receivable are stated at realizable value, net of an allowance for doubtful accounts. The allowance for doubtful accounts is based on our
assessment of the collectability of accounts. We regularly review the composition of the accounts receivable aging, historical bad debts, changes in payment
patterns, customer creditworthiness and current economic trends. If the financial condition of our customers were to deteriorate, resulting in their inability to
make required payments, additional provisions for doubtful accounts would be required and would increase bad debt expense. To date, our allowance and
related bad debt write-offs have been nominal. There was no change in the allowance for doubtful accounts from December 31, 2017 to March 31, 2018.
Deferred Commissions
Deferred commissions are the incremental costs that are directly associated with subscription agreements with customers and consist of sales
commissions paid to our direct sales force. Commissions are considered direct and incremental and as such are deferred and amortized over the terms of the
related customer contracts consistent with the related revenue. Amortization of deferred commissions is included in sales and marketing expense in the
accompanying condensed consolidated statements of operations. Commission expense was $2.7 million and $2.6 million for the three months ended
March 31, 2018 and 2017, respectively.
Fair Value of Financial Instruments
The carrying amounts of our cash and cash equivalents, accounts receivable, accounts payable and accrued expenses approximate fair value as of
March 31, 2018 and December 31, 2017 because of the relatively short duration of these instruments.
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APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(UNAUDITED)

We use a three-tier fair value hierarchy to classify and disclose all assets and liabilities measured at fair value on a recurring basis, as well as assets
and liabilities measured at fair value on a non-recurring basis, in periods subsequent to their initial measurement. The hierarchy requires us to use observable
inputs when available, and to minimize the use of unobservable inputs when determining fair value. The three tiers are defined as follows:
Level 1. Observable inputs based on unadjusted quoted prices in active markets for identical assets or liabilities;
•
Level 2. Inputs, other than quoted prices in active markets, that are observable either directly or indirectly; and
•
Level 3. Unobservable inputs for which there is little or no market data, which require us to develop our own assumptions.
•
Assets and Liabilities Measured at Fair Value on a Recurring Basis Using Significant Unobservable Inputs
There were no changes in our Level 3 instruments measured at fair value on a recurring basis during the three months ended March 31, 2018 and
2017.
Stock-Based Compensation
We account for stock-based compensation expense related to stock-based awards based on the estimated fair value of the award on the grant date.
We calculate the fair value of stock options using the Black-Scholes Options Pricing Model. For service-based awards, stock-based compensation expense is
recognized on a straight-line basis over the requisite service period. For performance-based awards, stock-based compensation expense is recognized using
the accelerated attribution method, based on the probability of satisfying the performance condition. For awards that contain market conditions,
compensation expense is measured using a Monte Carlo simulation model and recognized using the accelerated attribution method over the derived service
period based on the expected market performance as of the grant date. For restricted stock units, stock-based compensation expense is recognized on a
straight-line basis over the requisite service period. We account for forfeitures as they occur, rather than estimating expected forfeitures.
Emerging Growth Company Status
We are an “emerging growth company” as defined in the Jumpstart Our Business Startups Act (“JOBS Act”). The JOBS Act provides that an
emerging growth company can take advantage of an extended transition period for complying with new or revised accounting standards. Thus, an emerging
growth company can delay the adoption of certain accounting standards until those standards would otherwise apply to private companies. We have elected
to avail ourselves of this extended transition period and, as a result, we will not adopt new or revised accounting standards on the relevant dates on which
adoption of such standards is required for other public companies.
Recent Accounting Pronouncements
Adopted
On December 22, 2017, the Tax Cuts and Jobs Act (the "TCJA") was enacted, substantially changing the U.S. Federal tax system. Notable provisions
of the TCJA include the reduction of the corporate tax rate from 35% to 21% beginning in 2018, the imposition of a one-time transition tax on unremitted
cumulative non-U.S. earnings of foreign subsidiaries, and the implementation of a territorial tax system. While the changes from the TCJA are generally
effective beginning in 2018, U.S. GAAP accounting for income taxes requires the effect of a change in tax laws or rates to be recognized in income from
continuing operations for the period that includes the enactment date. Due to the complexities involved in accounting for the enactment of the TCJA, the
SEC Staff Accounting Bulletin No. 118 (“SAB 118”) allowed us to record provisional amounts in earnings for the year ended December 31, 2017. Where
reasonable estimates can be made, the provisional accounting should be based on such estimates. When no reasonable estimate can be made, the provisional
accounting may be based on the tax law in effect before the TCJA. We are required to complete our tax accounting for the TCJA in the period when we have
obtained, prepared, and analyzed the information to complete the income tax accounting. We have not completed our accounting for the tax effects of
enactment of the TCJA; however, we have made reasonable estimates of the effects of the TCJA on our consolidated financial statements which are included
as a component of income tax expense.
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APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(UNAUDITED)

In March 2018, the FASB issued ASU No. 2018-05, Income Taxes (Topic 740): Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting
Bulletin No. 118 ("ASU 2018-05"), which allowed SEC registrants to record provisional amounts in earnings for the year ended December 31, 2017 due to the
complexities involved in accounting for the enactment of the TCJA. In accordance with SAB No. 118, we recognized the estimated income tax effects of the
TCJA in the consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2017, filed with the SEC on
February 23, 2018. See Note 5 for further information regarding the provisional amounts recorded as of December 31, 2017.
In May 2017, the FASB issued ASU No. 2017-09, Compensation-Stock Compensation (Topic 718): Scope of Modification Accounting ("ASU 201709"), which clarifies when a change to the terms or conditions of a share-based payment award must be accounted for as a modification. ASU 2017-09 requires
modification accounting if the fair value, vesting condition or the classification of the award is not the same immediately before and after a change to the
terms and conditions of the award. ASU 2017-09 became effective on a prospective basis beginning on January 1, 2018. The adoption of ASU 2017-09 did
not have an impact on our consolidated financial statements for the three months ended March 31, 2018.
Not Yet Adopted
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”), which provides new
guidance for revenue recognition. ASU 2014-09 provides that an entity should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. ASU 2014-09 also
requires improved disclosures to help users of financial statements better understand the nature, amount, timing, and uncertainty of revenue that is
recognized. Entities have the option of using either a full retrospective or modified retrospective approach for the adoption of the standard. In March 2016,
the FASB issued ASU No. 2016-08, Principal Versus Agent Considerations (Reporting Revenue Gross Versus Net) (“ASU 2016-08”), which clarifies
implementation guidance on principal versus agent considerations in ASU 2014-09. In April 2016, the FASB issued ASU No. 2016-10, Identifying
Performance Obligations and Licensing (“ASU 2016-10”), which clarifies the identification of performance obligations and the licensing implementation
guidance in ASU 2014-09. In addition, in May 2016, the FASB issued ASU No. 2016-12, Narrow-Scope Improvements and Practical
Expedients (“ASU 2016-12”), which clarifies the guidance on assessing collectibility, presentation of sales taxes, noncash consideration and completed
contracts and contract modifications at transition. For public entities, the new standard is effective for annual periods and interim periods within those annual
periods, beginning after December 15, 2017. For all other entities, the new standard is effective for annual periods beginning after December 15, 2018, and
interim periods within those annual periods beginning after December 15, 2019. We intend to avail ourselves of the JOBS Act extended transition period that
permits us to defer adoption until January 1, 2019.
The Topic 606 guidance allows two methods of adoption: retrospectively to each prior reporting period (full retrospective method) or
retrospectively with the cumulative effect of initially applying the guidance recognized at the date of initial application (modified retrospective method). We
currently plan to adopt the new standard using the full retrospective method to restate each prior reporting period presented.
We do not expect the new standard to have a material impact on the timing of revenue recognition related to our cloud-based subscriptions and
standalone professional services. However, we expect the new standard to have a significant impact on the timing of revenue recognition related to our term
license subscriptions. Under current industry-specific software revenue recognition guidance, we have historically concluded that we did not have VSOE of
fair value of the undelivered services related to term license subscriptions, and accordingly, have recognized term license subscriptions and related services
ratably over the subscription term. Under this new standard, the requirement to have VSOE for undelivered services is eliminated. Therefore, we may be
required to recognize a portion of revenue from the term license subscriptions upon delivery of the software.
In addition, we expect the new standard to impact our accounting for contract acquisition costs, both with respect to the amounts that will be
capitalized as well as the period of amortization. Currently, we defer the direct and incremental commission costs to obtain a contract with a customer and
amortize those costs over the term of the related customer contract consistent with the related revenue. Under the new standard, we will continue to defer the
direct and incremental commission costs to obtain a contract with a customer but will amortize those costs over the customer's estimated economic life. As a
result, we expect the deferred commissions asset to increase and the related amortization expense in each reporting period to decrease under the new standard.
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We are still in the process of quantifying the effects of the adoption of Topic 606 as well as continuing to evaluate the impact of the adoption of the
standard on our consolidated financial statements, including our footnotes.
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU 2016-02”), which requires that lessees recognize assets and
liabilities for leases with lease terms greater than 12 months in the statement of financial position. ASU 2016-2 also requires improved disclosures to help
users of financial statements better understand the amount, timing and uncertainty of cash flows arising from leases. The update is effective for fiscal years
beginning after December 15, 2019, and interim periods within fiscal years beginning after December 15, 2020. Early adoption is permitted. We are currently
evaluating the impact the adoption of ASU 2016-02 will have on our consolidated financial statements.
In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash
Payments (“ASU 2016-15”), which aims to reduce the existing diversity in practice in how certain cash receipts and cash payments are presented and
classified in the statement of cash flows. ASU 2016-15 will require adoption on a retrospective basis unless it is impracticable to apply, in which case we
would be required to apply the amendments prospectively as of the earliest date practicable. ASU 2016-15 is effective for fiscal years beginning after
December 15, 2018, and interim periods within fiscal years beginning after December 15, 2019. Early adoption is permitted. We are currently in the process
of evaluating the impact of adoption of this standard on our consolidated financial statements.
In February 2018, the FASB issued ASU No. 2018-02, Income Statement-Reporting Comprehensive Income (Topic 220): Reclassification of Certain
Tax Effects from Accumulated Other Comprehensive Income ("ASU 2018-02"), which provides entities the option to reclassify to retained earnings tax effects
related to items in accumulated other comprehensive income ("OCI") that the FASB refers to as having been stranded in accumulated OCI as a result of tax
reform. ASU 2018-02 is effective for fiscal years beginning after December 15, 2018. Early adoption is permitted. We do not expect ASU 2018-02 to have a
material impact on our consolidated financial statements.
3.

Accrued Expenses
Accrued expenses consist of the following as of March 31, 2018 and December 31, 2017 (in thousands):
March 31, 2018

Accrued contract labor costs

$

Accrued hosting costs

December 31, 2017
3,459

$

3,424

1,081

466

Accrued audit and tax professional fees

285

248

Accrued reimbursable employee expenses

273

286

Accrued marketing and tradeshow expenses

197

128

1,764

1,915

Other accrued expenses
Total

4.

$

7,059

$

6,467

Debt
2017 Financing Facility

In April 2017, we entered into a new financing facility consisting of a $5.0 million senior revolving credit facility, a $20.0 million senior term loan,
and a $10.0 million subordinated term loan. In connection with the execution of this financing facility, the prior line of credit was terminated, and we
borrowed the full $20.0 million available under the senior term loan and repaid the outstanding balance under our prior term loan. Additionally, in
connection with the execution of our new financing facility, the lender waived the prepayment fee associated with our prior line of credit. In June 2017, we
used proceeds from our initial public offering ("IPO") to pay all remaining outstanding principal and interest under the senior term loan and subsequently
terminated the senior term loan and subordinated term loan. In connection with the repayment of the senior term loan, we recognized a loss on
extinguishment of debt of $0.4 million related to unamortized debt issuance costs, which is included within other (income) expense, net in the accompanying
condensed consolidated statements of operations. This financing facility was terminated in November 2017 in connection with our entry into a new $20.0
million revolving line of credit.
12

APPIAN CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(UNAUDITED)

2017 Line of Credit
In November 2017, we entered into a $20.0 million revolving line of credit with a lender. The facility matures in November 2022. We may elect
whether amounts drawn on the revolving line of credit bear interest at a floating rate per annum equal to either the LIBOR or the prime rate plus an additional
interest rate margin that is determined by the availability of the borrowings under the revolving line of credit. The additional interest rate margin will range
from 2.00% to 2.50% in the case of LIBOR advances and from 1.00% to 1.50% in the case of prime rate advances. The revolving line of credit contains an
unused facility fee in an amount between 0.15% and 0.25% of the average unused portion of the revolving line of credit, which is payable quarterly. The
agreement contains certain customary affirmative and negative covenants and requires us to maintain (1) an adjusted quick ratio of at least 1.35 to 1.0 and (ii)
minimum adjusted EBITDA, in the amounts and for the periods set forth in the agreement. Any amounts borrowed under the credit facility are collateralized
by substantially all of our assets. We were in compliance with all covenants as of March 31, 2018. As of March 31, 2018, we had no outstanding borrowings
under the revolving line of credit.
5.

Income Taxes

The provision for income taxes is based upon the estimated annual effective tax rates for the year applied to the current period income before tax
plus the tax effect of any significant unusual items, discrete events or changes in tax law. Our operating subsidiaries are exposed to statutory effective tax
rates ranging from zero to approximately 33%. Fluctuations in the distribution of pre-tax income among our operating subsidiaries can lead to fluctuations of
the effective tax rate in the condensed consolidated financial statements. For the three months ended March 31, 2018 and 2017, the actual effective tax rates
were (2.3)% and (3.8)%, respectively.
We assess uncertain tax positions in accordance with ASC 740-10, Accounting for Uncertainties in Tax. As of March 31, 2018, our net unrecognized
tax benefits totaled $0.7 million, of which the entire portion would favorably impact our effective tax rate in the period if recognized. We anticipate that the
amount of reasonably possible unrecognized tax benefits that could decrease over the next 12 months due to the expiration of certain statutes of limitations
and settlement of tax audits is not material to our consolidated financial statements.
We file income tax returns in the United States federal jurisdiction and in many states and foreign jurisdictions. The tax years 2014 through 2017
remain open to examination by the major taxing jurisdictions to which we are subject. We are not currently under examination by the Internal Revenue
Service for any open tax years.
On December 22, 2017, U.S. federal tax reform was enacted with the signing of the TCJA. Notable provisions of the TCJA include the following:
•
•
•
•
•
•
•

Establishment of a flat corporate income tax rate of 21% on U.S. earnings;
Imposition of a one-time tax on unremitted cumulative non-U.S. earnings of foreign subsidiaries, or the Transition Tax;
The imposition of a new minimum tax on certain non-U.S. earnings, irrespective of the territorial system of taxation, and generally allows for the
repatriation of future earnings of foreign subsidiaries without incurring additional U.S. taxes by transitioning to a territorial system of taxation;
Imposition of minimum taxes on certain payments made by a U.S. company to a related foreign company, or the Base Erosion Anti-Abuse Tax;
Elimination of the alternative minimum tax and allowance of a refund for previous alternative minimum tax credits;
Allowance for immediate expensing of the cost of investments in certain depreciable assets acquired and placed in service after September 27, 2017;
and
Reduction in tax deductions with respect to certain compensation paid to certain executive officers.

While the changes from the TCJA are generally effective beginning in 2018, U.S. GAAP accounting for income taxes requires the effect of a change
in tax laws or rates to be recognized in income from continuing operations for the period that includes the enactment date. Due to the complexities involved
in accounting for the enactment of the TCJA, SAB 118 allowed us to record provisional amounts in earnings for the year ended December 31, 2017. Where
reasonable estimates can be made, the provisional accounting should be based on such estimates. When no reasonable estimate can be made, the provisional
accounting may be based on the tax law in effect before the TCJA. We are required to complete our tax accounting for the TCJA in the period when we have
obtained, prepared, and analyzed the information to complete the income tax accounting.
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During the three months ended March 31, 2018, there were no changes made to the provisional amounts recognized in 2017. We will continue to
analyze the effects of the TCJA on our financial statements. Additional impacts from the enactment of the TCJA will be recorded as they are identified during
the measurement period as provided for in SAB 118, which extends up to one year from the enactment date. The final impact of the TCJA may differ from the
provisional amounts that have been recognized, possibly materially, due to, among other things, changes in our interpretation of the TCJA, legislative or
administrative actions to clarify the intent of the statutory language provided that differ from our current interpretation, any changes in accounting standards
for income taxes or related interpretations in response to the TCJA, or any updates or changes to estimates utilized to calculate the impacts, including
changes to current year earnings estimates and applicable foreign exchange rates.
6.

Stock-Based Compensation

In May 2017, our board of directors adopted, and our stockholders approved, the 2017 Equity Incentive Plan (the “2017 Plan”), which became
effective as of the date of the final prospectus for our IPO. The 2017 Plan provides for the grant of incentive stock options to employees, and for the grant of
nonstatutory stock options, restricted stock awards, restricted stock unit awards, stock appreciation rights, performance-based stock awards and other forms of
equity compensation to employees, including officers, and to non-employee directors and consultants. We initially reserved 6,421,442 shares of Class A
common stock for issuance under the 2017 Plan, which included 421,442 shares that remained available for issuance under our 2007 Stock Option Plan (the
“2007 Plan”) at the time that the 2017 Plan became effective. The number of shares reserved under the 2017 Plan increases for any shares subject to
outstanding awards originally granted under the 2007 Plan that expire or are forfeited prior to exercise. As a result of the adoption of the 2017 Plan, no further
grants may be made under the 2007 Plan. As of March 31, 2018, there were 6,571,822 shares of Class A common stock reserved for issuance under the 2017
Plan, of which 5,688,820 were available to be issued.
The 2007 Plan provided for the grant of stock options to employees, directors, and officers. Stock options under the 2007 Plan are exercisable into
shares of Class B common stock and generally expire ten years from the date of grant. Under the 2007 Plan, the exercise price of each award was established
by the board of directors, but could not be less than the fair market value of a share of our common stock on the grant date. Stock options generally vest upon
the satisfaction of both a service condition and a performance condition. The service condition is satisfied at various rates as determined by us, typically on
an annual basis over five years. The performance condition required the occurrence of a qualifying event, defined as a change of control transaction or upon
the completion of an IPO. The performance condition was satisfied upon the effectiveness of our IPO in May 2017, on which date we recognized $6.2 million
of cumulative stock-based compensation expense using the accelerated attribution method from the service start date.
We estimate the fair value of stock options using the Black-Scholes Options Pricing Model, which requires the use of subjective assumptions,
including the expected term of the option, the current price of the underlying stock, the expected stock price volatility, expected dividend yield and the riskfree interest rate for the expected term of the option. The expected term represents the period of time the stock options are expected to be outstanding. Due to
the lack of sufficient historical exercise data to provide a reasonable basis upon which to otherwise estimate the expected term of the stock options, we use
the simplified method to estimate the expected term for our stock options. Under the simplified method, the expected term of an option is presumed to be the
mid-point between the vesting date and the end of the contractual term. Expected volatility is based on historical volatilities for publicly traded stock of
comparable companies over the estimated expected term of the stock options. We assume no dividend yield because dividends are not expected to be paid in
the near future, which is consistent with our history of not paying dividends.
The following table summarizes the assumptions used to estimate the fair value of stock options granted during the three months ended March 31,
2018 and 2017:
Three Months Ended March 31,
2018

2017

Risk-free interest rate

*

2.2%

Expected term (in years)

*

6.5

Expected volatility

*

40.6%

Expected dividend yield
* Not applicable because no stock options were granted during the period.

*

—%
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Stock Options
The following table summarizes the stock option activity for the three months ended March 31, 2018:

Number of
Shares
Outstanding at January 1, 2018

7,010,887

Granted

Weighted
Average
Remaining
Contractual
Term (Years)

Weighted
Average
Exercise
Price
—

$

6.36

Aggregate
Intrinsic
Value
(in thousands)
6.6 $

176,122

—

Exercised

(607,349)

1.62

Canceled

(35,560)

9.95

16,321

Outstanding at March 31, 2018

6,367,978

6.79

6.7

117,104

Exercisable at March 31, 2018

2,287,058

2.43

4.1

52,025

The weighted average grant-date fair value of stock options granted during the three months ended March 31, 2017 was $4.88 per share. No stock
options were granted during the three months ended March 31, 2018. The total fair value of stock options that vested during the three months ended
March 31, 2018 was $0.3 million. No stock options vested during the three months ended March 31, 2017 because a qualifying event had not yet occurred.
As of March 31, 2018, the total compensation cost related to unvested stock options not yet recognized was $9.6 million, which will be recognized over a
weighted average period of 2.7 years.
Restricted Stock Units
The following table summarizes the restricted stock unit activity for the three months ended March 31, 2018:
Weighted Average
Grant Date Fair
Value

Number of Shares
Non-vested outstanding at January 1, 2018
Granted

731,975

$

119,425

Vested

22.16
30.46

—

Canceled

—

(1,850)
849,550

Non-vested outstanding at March 31, 2018

24.51
23.32

As of March 31, 2018, total unrecognized compensation cost related to unvested restricted stock units was approximately $18.3 million and the
weighted average remaining vesting period was 2.6 years.
The following table summarizes the components of our stock-based compensation expense for the three months ended March 31, 2018 (in
thousands):
Three Months Ended
March 31, 2018
Stock-based compensation expense related to stock options

$

1,254
894
92

$

2,240

Stock-based compensation expense related to restricted stock units
Stock-based compensation expense related to the issuance of common stock to directors
Total stock-based compensation expense
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Stock-based compensation expense for restricted stock units, stock options and issuances of common stock is included in the following line items in
the accompanying condensed consolidated statements of operations for the three months ended March 31, 2018 (in thousands):
Three Months Ended
March 31, 2018
Cost of revenue
Subscriptions, software and support

$

110

Professional services
Operating expenses

220

Sales and marketing

507

Research and development
General and administrative

391
1,012

Total stock-based compensation expense

$

2,240

For the three months ended March 31, 2017, no stock-based compensation expense was recognized for our stock option awards because a qualifying
event had not yet occurred.
7.

Stockholders’ Equity

As of March 31, 2018, we had authorized 500,000,000 shares of Class A common stock and 100,000,000 shares of Class B common stock, each par
value $0.0001 per share, of which 18,891,315 shares of Class A common stock and 42,318,846 shares of Class B common stock were issued and outstanding.
The rights of the holders of Class A common stock and Class B common stock are identical, except with respect to voting and conversion rights. The holders
of Class A common stock are entitled to one vote per share, and the holders of Class B common stock are entitled to ten votes per share, on all matters that are
subject to stockholder vote. The holders of Class B common stock also have approval rights for certain corporate actions. Each share of Class B common
stock may be converted into one share of Class A common stock at the option of its holder and will be automatically converted into one share of Class A
common stock upon transfer thereof, subject to certain exceptions. In addition, upon the date on which the outstanding shares of Class B common stock
represent less than 10% of the aggregate voting power of our capital stock, all outstanding shares of Class B common stock shall convert automatically into
Class A common stock.
8.

Basic and Diluted Loss per Common Share

The following securities have been excluded from the calculation of weighted average common shares outstanding because the effect is anti-dilutive
or performance or market conditions had not been met at the end of the period:
Three Months Ended March 31,
2018

2017

Convertible preferred stock:
Series A convertible preferred stock

—

12,043,108

Series B convertible preferred stock

—

6,120,050

Warrant to purchase Series A convertible preferred stock
Stock options
Restricted stock units
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9.

Segment and Geographic Information
The following table summarizes revenue by geography for the three months ended March 31, 2018 and 2017 (in thousands):
Three Months Ended March 31,
2018

Domestic

$

International

2017
34,481

$

29,647

$

38,329

17,215

Total

$

51,696

8,682

With respect to geographic information, revenue is attributed to respective geographies based on the contracting address of the customer. Revenues
from external customers attributed to the United Kingdom were 10.6% of total revenue for the three months ended March 31, 2018. There were no individual
foreign countries from which more than 10% of our total revenue was attributable for the three months ended March 31, 2017. Substantially all of our longlived assets were held in the United States as of March 31, 2018 and December 31, 2017.
10.

Subsequent Events

In preparing our condensed consolidated financial statements, we evaluated subsequent events through May 3, 2018, which is the date that the
condensed consolidated financial statements were available to be issued.
On April 17, 2018, we entered into a lease agreement for a new headquarters in Tysons, Virginia pursuant to which we have leased approximately
176,000 square feet. The initial term of the lease will commence no later than May 1, 2019 and expires 150 months later, unless earlier terminated, with an
option to extend the lease term for two consecutive five-year periods. No annual rent is due for the first 15 months of the initial term of the lease, after which
time the monthly base rent will be $450,835, subject to a 3% annual increase. Within 12 months of the commencement of the initial term of the lease, an
additional 28,805 square feet of adjacent office space will be added (the "Must-Take Space"). No annual rent is due for a prorated period of time following the
addition of the Must-Take Space, after which time the monthly base rent for the Must-Take Space will be $73,693, subject to a 3% annual increase. Including
the Must-Take Space, the aggregate base rent payable is approximately $81.9 million over the term of the lease. We are also responsible for the payment of a
portion of taxes and operating expenses.
In connection with entering into the lease agreement, we amended our sublease with College Entrance Examination Board, which will terminate the
sublease agreement. Pursuant to the termination amendment, the sublease will terminate in two stages, with the termination of a majority of the premises
taking place on May 31, 2019, rather than July 31, 2021 as originally contemplated by the sublease.
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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 (1) our condensed
consolidated financial statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and (2) the audited consolidated financial
statements and the related notes and management’s discussion and analysis of financial condition and results of operations for the fiscal 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 23, 2018.
This Quarterly Report on Form 10-Q contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as
amended, or the Securities Act, and 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 “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “will,”
“would” or the negative or plural of these words or similar expressions or variations. Such forward-looking statements are subject to a number of risks,
uncertainties, assumptions and other factors that could cause actual results and the timing of certain events to differ materially from future results
expressed or implied by the forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those
identified herein, and those discussed in the section titled “Risk Factors,”, set forth in Part I, Item 1A of our Annual Report on Form 10-K filed with the SEC
on February 23, 2018, in Part II, Item 1A of this Quarterly Report on Form 10-Q and in our other filings with the SEC. You should not rely upon forwardlooking statements as predictions of future events. Furthermore, such forward-looking statements speak only as of the date of this report. Except as required
by law, we undertake no obligation to update any forward-looking statements to reflect events or circumstances after the date of such statements.
Overview
We provide a leading low-code software development platform as a service that enables organizations to rapidly develop powerful and unique
applications. The applications created on our platform help companies drive digital transformation and competitive differentiation.
With our platform, organizations can rapidly and easily design, build and implement powerful, enterprise-grade custom applications through our
intuitive, visual interface with little or no coding required. Our customers have used applications built on our low-code platform to launch new business
lines, automate vital employee workflows, manage complex trading platforms, accelerate drug development and build global procurement systems. With our
platform, decision makers can reimagine their products, services, processes and customer interactions by removing much of the complexity and many of the
challenges associated with traditional approaches to software development.
In 2017 and 2018, we have generated the majority of our revenue from sales of subscriptions, software and support, which include (1) SaaS
subscriptions bundled with maintenance and support and hosting services, and (2) term license subscriptions bundled with maintenance and support. To a
lesser extent, we also generate revenue from the sale of perpetual software license agreements and associated maintenance and support agreements.
Our subscription fees are based primarily on the number of users who access and utilize the applications built on our platform. Our customer contract
terms vary from one to five years with most providing for payment in advance on an annual, quarterly or monthly basis. Due to the variability of our billing
terms and the episodic nature of our customers purchasing additional subscriptions, we do not believe that changes in our deferred revenue in a given period
are directly correlated with our revenue growth.
Since inception, we have invested in our professional services organization to help ensure that customers are able to build and deploy applications
on our platform. We have several strategic partnerships, including with Deloitte, KPMG and PricewaterhouseCoopers for them to refer customers to us and
then to provide professional services directly to the customers using our platform. We intend to further grow our base of strategic partners to provide broader
customer coverage and solution delivery capabilities. In addition, over time we expect professional services revenue as a percentage of total revenue to
decline as we increasingly rely on strategic partners to help our customers deploy our software. We believe our investment in professional services, including
strategic partners building their practices around Appian, will drive increased adoption of our platform.
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Our customers include financial services, life sciences, government, telecommunications, media, energy, manufacturing and transportation
organizations. Generally, our sales force targets its efforts to organizations with over 2,000 employees and $2 billion in annual revenue. Revenue from
government agencies represented 12.3% and 16.5% of our total revenue in the three months ended March 31, 2018 and 2017, respectively. No single endcustomer accounted for more than 10% of our total revenue in the three months ended March 31, 2018 and 2017, respectively.
Our platform is designed to be natively multi-lingual to facilitate collaboration and address challenges in multi-national organizations. We offer our
platform globally. In the three months ended March 31, 2018 and March 31, 2017, 33.3% and 22.7%, respectively, of our total revenue was generated from
customers outside of the United States. As of March 31, 2018, we operated in 12 countries. We believe that we have a significant opportunity to grow our
international footprint. We are investing in new geographies, including through investment in direct and indirect sales channels, professional services and
customer support and implementation partners.
Recent Developments
In April 2018, we announced the launch of a new product, the Intelligent Contact Center Platform. The Intelligent Contact Center Platform is a
cloud platform that enables the rapid building of contact center solutions by combining the core attributes of the Appian platform with native and integrated
artificial intelligence capabilities and several strategic technology partnerships. We expect that the Intelligent Contact Center Platform will be available in
June 2018.
Our Business Model
Our business model focuses on maximizing the lifetime value of customer relationships, which is a function of the duration of a customer’s
deployment of Appian as well as the price and number of subscriptions of Appian that a customer purchases. The costs we incur with respect to any customer
may exceed revenue from that customer in earlier periods because we generally recognize costs associated with customer acquisition faster than we generate
and recognize the associated revenue. We incur significant customer acquisition costs, including expenses associated with hiring new sales representatives,
who generally take more than one year to become productive given the length of our sales cycle, and marketing costs, all of which are expensed as incurred.
The following are several key factors that affect our performance:
Market Adoption of Our Platform. Our ability to grow our customer base and drive market adoption of our platform is affected by the
•
pace at which organizations digitally transform. We expect that our revenue growth will be primarily driven by the pace of adoption and
penetration of our platform. We offer a leading custom software development platform and intend to continue to invest to expand our
customer base. The degree to which prospective customers recognize the need for low-code software that enables organizations to
digitally transform, and subsequently allocate budget dollars to purchase our software, will drive our ability to acquire new customers
and increase sales to existing customers, which, in turn, will affect our future financial performance.
Growth of Our Customer Base. We believe we have a substantial opportunity to grow our customer base. We define a customer as an
•
entity with an active subscription or maintenance and support contract related to a perpetual software license as of the specified
measurement date. To the extent we contract with one or more entities under common control, we count those entities as separate
customers. We have aggressively invested, and intend to continue to invest, in our sales force in order to drive sales to new customers. In
particular, we have recently made, and plan to continue to make, investments to enhance the expertise of our sales and marketing
organization within our key industry verticals of financial services, life sciences and government. In addition, we have established
relationships with strategic partners who work with organizations undergoing digital transformations. Our ability to continue to grow our
customer base is dependent, in part, upon our ability to compete within the increasingly competitive markets in which we participate.
Further Penetration of Existing Customers. Our sales force seeks to generate additional revenue from existing customers by adding new
•
users to our platform. Many of our customers begin by building a single application and then grow to build dozens of applications on our
platform. Generally, the development of new applications on our platform results in the expansion of our user base within an organization
and a corresponding increase in revenue to us because we charge subscription fees on a per-user basis for the
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•

•

significant majority of our customer contracts. As a result of this “land and expand” strategy, we have generated significant additional
revenue from our customer base. Our ability to increase sales to existing customers will depend on a number of factors, including the size
of our sales force and professional services teams, customers’ level of satisfaction with our platform and professional services, pricing,
economic conditions and our customers’ overall spending levels. We have also re-focused some of our professional services personnel to
become customer success managers. Their role is to ensure the customer realizes value from our platform and support the "land and
expand" strategy versus delivering billable hours.
Mix of Subscription and Professional Services Revenue. We believe our professional services have driven customer success and
facilitated the adoption of our platform by customers. During the initial period of deployment by a customer, we generally provide a
greater amount of support in building applications and training than later in the deployment, with a typical engagement extending from
two to six months. At the same time, many of our customers have historically purchased subscriptions only for a limited set of their total
potential end users. As a result of these factors, the proportion of total revenue for a customer associated with professional services is
relatively high during the initial deployment period. Over time, as the need for professional services associated with user deployments
decreases and the number of end users increases, we expect the mix of total revenue to shift more toward subscription revenue. In
addition, we intend to further grow our base of strategic partners to provide broader customer coverage and solution delivery capabilities.
These partners perform professional services with respect to any new service contracts they sign. As we expand the network of strategic
partners, we expect the proportion of our total revenue from subscriptions to increase over time relative to professional services. For the
three months ended March 31, 2018 and 2017, 52.1% and 55.9% of our revenue, respectively, was derived from sales of subscriptions,
software and support, while the remaining 47.9% and 44.1%, respectively, was derived from the sale of professional services.
Investments in Growth. We have made and plan to continue to make investments for long-term growth, including investment in our
platform and infrastructure to continuously maximize the power and simplicity of the platform to meet the evolving needs of our
customers and to take advantage of our market opportunity. We intend to continue to increase our investment in sales and marketing, as
we further expand our sales teams, increase our marketing activities and grow our international operations.

Key Metrics
We monitor the following metrics to help us measure and evaluate the effectiveness of our operations (dollars in thousands):
Three Months Ended
March 31,
2018
Subscription Revenue

$

2017

25,488

$

18,737

March 31,
2018
Subscription Revenue Retention Rate

2017
119%

117%

Subscription Revenue
Subscription revenue is a portion of our revenue contained in the subscriptions, software and support revenue line of our consolidated statements of
operations, and includes (1) software as a service, or SaaS, subscriptions bundled with maintenance and support and hosting services, and (2) term license
subscriptions bundled with maintenance and support. As we generally sell our software on a per-user basis, our subscription revenue for any customer is
primarily determined by the number of users who access and utilize the applications built on our platform, as well as the price paid. We believe that
increasing our subscription revenue is an indicator of the demand for our platform, the pace at which the market for our solutions is growing, the productivity
of our sales force and strategic relationships in growing our customer base, and our ability to further penetrate our existing customer base.
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Subscription Revenue Retention Rate
A key factor to our success is the renewal and expansion of subscription agreements with our existing customers. We calculate this metric over a set
of customers who have been with us for at least one full year. To calculate our subscription revenue retention rate for a particular trailing 12-month period, we
first establish the recurring subscription revenue for the previous trailing 12-month period. This effectively represents recurring dollars that we should expect
in the current trailing 12-month period from the cohort of customers from the previous trailing 12-month period without any expansion or contraction. We
subsequently measure the recurring subscription revenue in the current trailing 12-month period from the cohort of customers from the previous trailing 12month period. Subscription revenue retention rate is then calculated by dividing the aggregate recurring subscription revenue in the current trailing 12month period by the previous trailing 12-month period. This calculation includes the impact on our revenue from customer non-renewals, pricing changes
and growth in the number of users on our platform. Our subscription revenue retention rate can fluctuate from period to period due to large customer contracts
in any given period.
Key Components of Results of Operations
Revenue
We generate revenue primarily through sales of subscriptions to our platform, as well as professional services. We generally sell our software on
a per-user basis. We generally bill customers and collect payment for subscriptions to our platform in advance on an annual, quarterly or monthly basis. In
certain instances, we have had customers pay their entire contract value up front.
Our revenue is comprised of the following:
Subscriptions, Software and Support
Subscriptions, software and support revenue is primarily derived from:
•
SaaS subscriptions bundled with maintenance and support and hosting services; and
•
on-premises term license subscriptions bundled with maintenance and support.
To a lesser extent, we also generate revenue from the sale of perpetual software license agreements and associated maintenance and support.
Our maintenance and support agreements provide customers with the right to unspecified software upgrades, maintenance releases and patches
released during the term of the maintenance and support agreement on a when-and-if-available basis, and rights to technical support. When our platform is
deployed within a customer’s own data center or private cloud, it is installed on the customer’s infrastructure and offered as a term or perpetual license. When
our platform is delivered as a SaaS subscription, we handle its operational needs in third-party hosted data centers.
Professional Services
Our professional services revenue is comprised of fees for consulting services, including application development and deployment assistance and
training related to our platform. Over time, as the need for professional services associated with user deployments decreases and the number of end users
increases, we expect the mix of total revenue to shift more toward subscription revenue. We have several strategic partnerships, including with Deloitte,
KPMG and PricewaterhouseCoopers. Our agreements with our strategic partners have indefinite terms and may be terminated for convenience by either party.
We intend to further grow our base of strategic partners to provide broader customer coverage and solution delivery capabilities. These partners refer software
subscription customers to us and perform professional services with respect to any new service contracts they originate, increasing our software subscription
revenue without any change to our professional services revenue. As we expand the network of strategic partners, we expect professional services revenue to
decline as a percentage of total revenue over time since our strategic partners may perform professional services associated with software subscriptions that
we sell.
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Cost of Revenue
Subscriptions, Software and Support
Cost of subscriptions, software and support revenue consists primarily of fees paid to our third-party managed hosting providers and other thirdparty service providers, personnel costs, including payroll and benefits for our technology operations and customer support teams, and allocated facility costs
and overhead. We expect cost of revenue to continue to increase in absolute dollars for the foreseeable future as our customer base grows.
Professional Services
Cost of professional services revenue includes all direct and indirect costs to deliver our professional services and training, including employee
compensation for our global professional services and training personnel, travel costs, third-party contractor costs and allocated facility costs and overhead.
The unpredictability of the timing of entering into significant professional services agreements sold on a standalone basis may cause significant fluctuations
in our quarterly financial results.
Gross Margin
Gross profit and gross margin, or gross profit as a percentage of total revenue, has been, and will continue to be, affected by various factors,
including the mix of subscription, software and support revenue and professional services revenue. Subscription pricing, the costs associated with third-party
hosting facilities, and the extent to which we expand our professional services to support future growth will impact our gross margins. Our gross margin may
fluctuate from period to period based on the above factors.
Subscriptions, Software and Support Gross Margin. Subscriptions, software and support gross margin is primarily affected by the growth in our
subscriptions, software and support revenue as compared to the growth in, and timing of, costs to support such revenue. We expect to continue to invest in
the customer support and SaaS operations to support the growth in the business and the timing of those investments is expected to cause gross margins to
fluctuate in the short term but improve over time.
Professional Services Gross Margin. Professional services gross margin is affected by the growth in our professional services revenue as compared to
the growth in, and timing of, the cost of our professional services organization as we continue to invest in the growth of our business. Professional services
gross margin is also impacted by the ratable recognition of some of our professional services revenue as compared to the recognition of related costs of
services in the period incurred, as well as the amount of services performed by subcontractors as opposed to internal resources.
Operating Expenses
Operating expenses consist of sales and marketing, research and development and general and administrative expenses. Salaries, bonuses and other
personnel-related costs are the most significant components of each of these expense categories.
Sales and Marketing Expense
Sales and marketing expense primarily includes personnel costs, including salaries, bonuses, commissions, stock-based compensation and other
personnel costs related to sales teams. Additional expenses in this category include travel and entertainment, marketing and promotional events, marketing
activities, subcontracting fees and allocated facility costs and overhead.
In order to continue to grow our business, geographical footprint and brand awareness, we expect to continue investing resources in sales and
marketing by increasing the number of sales and account management teams. As a result, we expect sales and marketing expense to increase in absolute
dollars as we continue to invest to acquire new customers and further expand usage of our platform within our existing customer base.
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Research and Development Expense
Research and development expense consists primarily of personnel costs for our employees who develop and enhance our platform, including
salaries, bonuses, stock-based compensation and other personnel costs. Also included are non personnel costs such as subcontracting, consulting and
professional fees to third party development resources, allocated facility costs, overhead and depreciation and amortization costs.
Our research and development efforts are focused on enhancing the speed and power of our software platform. We expect research and development
expenses to continue to increase as they are critical to maintain and improve our quality of applications and our competitive position.
General and Administrative Expense
General and administrative expense consists primarily of personnel costs, including salaries, bonuses, stock-based compensation and other
personnel costs for our administrative, legal, information technology, human resources, finance and accounting employees and executives. Additional
expenses included in this category are non-personnel costs, such as travel-related expenses, contracting and professional fees, audit fees, tax services and
legal fees, as well as insurance and other corporate expenses, along with allocated facility costs and overhead. We expect our general and administrative
expense to increase in absolute dollars as we continue to support our growth and as a result of our becoming a public company.
Results of Operations
The following table sets forth our consolidated statements of operations data:
Three Months Ended
March 31,
2018

2017
(in thousands)

Consolidated Statements of Operations Data:
Revenue:
Subscriptions, software and support

$

26,952

$

21,444

Professional services

24,744

16,885

Total revenue

51,696

38,329

Cost of revenue:
Subscriptions, software and support
Professional services
Total cost of revenue
Gross profit

2,628

2,062

18,421

10,628

21,049

12,690

30,647

25,639

22,964

17,003

9,870

7,300

Operating expenses:
Sales and marketing
Research and development
General and administrative
Total operating expenses
Operating loss

8,060

4,849

40,894

29,152

(10,247)

(3,513)

(918)

(499)

Other (income) expense:
Other (income), net
Interest expense
Total other (income)
Net loss before income taxes
Income tax expense

13

256

(905)

(243)

(9,342)

(3,270)

211

Net loss

$

23

(9,553)

125
$

(3,395)

The following table sets forth our consolidated statements of operations data expressed as a percentage of total revenue:
Three Months Ended
March 31,
2018

2017

Consolidated Statements of Operations Data:
Revenue:
Subscriptions, software and support

52.1 %

Professional services

47.9

44.1

Total revenue

100.0

100.0

55.9 %

Cost of revenue:
Subscriptions, software and support

5.1

5.4

35.6

27.7

40.7

33.1

59.3

66.9

Sales and marketing

44.4

44.4

Research and development

19.1

19.0

General and administrative

15.6

12.7

79.1

76.1

(19.8)

(9.2)

(1.8)

(1.3)

Professional services
Total cost of revenue
Gross margin
Operating expenses:

Total operating expenses
Operating loss
Other (income) expense:
Other (income), net
Interest expense
Total other (income)
Net loss before income taxes
Income tax expense

—

0.7

(1.8)

(0.6)

(18.0)

(8.6)

0.4

Net loss

0.3

(18.4)%

(8.9)%

Comparison of the Three Months Ended March 31, 2018 and 2017
Revenue
Three Months Ended
March 31,
2018

% Change

2017

(dollars in thousands)
Revenue
Subscriptions, software and support

$

Professional services

26,952

$

24,744

Total revenue

$

51,696

$

21,444

25.7%

16,885

46.5

38,329

34.9

Total revenue increased $13.4 million, or 34.9%, in the three months ended March 31, 2018 compared to the same period in 2017, due to an increase
in our professional services revenue of $7.9 million and an increase in our subscriptions, software and support revenue of $5.5 million. The increase in
professional services revenue was due to $1.4 million of additional revenue from existing customers and $6.5 million in sales to new customers. The increase
in subscriptions, software and support revenue was attributable to $2.3 million of revenue from expanded deployments and corresponding sales of additional
subscriptions to existing customers and $3.2 million in sales of subscriptions to new customers.
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Cost of Revenue
Three Months Ended
March 31,
2018

% Change

2017

(dollars in thousands)
Cost of revenue:
Subscriptions, software and support

$

Professional services

2,628

$

2,062

18,421

Total cost of revenue

$

21,049

$

27.4%

10,628

73.3

12,690

65.9

Subscriptions, software and support gross margin

90.2%

90.4%

Professional services gross margin

25.6

37.1

Total gross margin

59.3

66.9

Cost of revenue increased $8.4 million, or 65.9%, in the three months ended March 31, 2018 compared to the same period in 2017, primarily due to
a $5.4 million increase in contractor costs, a $1.6 million increase in professional services and product support personnel costs, a $1.1 million increase in
billable expenses, a $0.2 million increase in other cost of revenue and a $0.1 million increase in facility and overhead costs. Contractor costs increased in the
three months ended March 31, 2018 compared to the same period in 2017 because of an increase in the usage of subcontractors for professional service
engagements. Personnel costs increased due to $0.3 million in stock-based compensation expense, an increase in professional services and product support
staff personnel headcount of 8.2% from March 31, 2017 to March 31, 2018 and an increase in the number of experienced professional services employees in
the three months ended March 31, 2018. Billable expenses increased because we had more professional services engagements in the three months ended
March 31, 2018 as compared to the three months ended March 31, 2017. The increase in other cost of revenue is due to increased hosting costs as sales of our
cloud offering increased in the three months ended March 31, 2018. Facility and overhead costs increased to support our personnel growth.
Subscriptions, software and support gross margin decreased to 90.2% in the three months ended March 31, 2018 compared to 90.4% in the same
period in 2017 due to an increase in product support personnel costs. Professional services gross margin decreased to 25.6% in the three months ended
March 31, 2018 compared to 37.1% in 2017 due to an increase in the usage of subcontractors for professional services engagements and the re-focusing of
some professional services personnel to customer success managers. To a lesser degree, the gross margin of our professional services revenue for the three
months ended March 31, 2018 was also negatively impacted by a decrease in the utilization rate of professional services resources as compared to the three
months ended March 31, 2017 due to an increase in hiring. Due to the higher relative proportion of professional services revenue and the decrease in our
professional services margin, gross margin decreased to 59.3% in the three months ended March 31, 2018 compared to 66.9% in the same period in 2017.
Sales and Marketing Expense
Three Months Ended
March 31,
2018

% Change

2017

(dollars in thousands)
Sales and marketing

$

% of revenue

22,964
44.4%

$

17,003

35.1%

44.4%

Sales and marketing expense increased $6.0 million, or 35.1%, in the three months ended March 31, 2018 compared to the same period in 2017,
primarily due to a $4.1 million increase in sales and marketing personnel costs, a $1.1 million increase in facility and overhead costs, a $0.7 million increase
in marketing costs and a $0.1 million increase in professional fees. Personnel costs increased due to $0.5 million in stock-based compensation expense
during the three months ended March 31, 2018, an increase in sales and marketing personnel headcount by 25.3% from March 31, 2017 to March 31, 2018,
and increased sales commissions driven by our revenue growth. Facility and overhead costs increased to support our personnel growth. Marketing costs
increased due to an increase in advertising costs as well as a rise in marketing event sponsorship and attendance. Professional fees increased due to an
increase in consulting fees.
25

Research and Development Expense
Three Months Ended
March 31,
2018

% Change

2017

(dollars in thousands)
Research and development

$

9,870

% of revenue

$

7,300

19.1%

35.2%

19.0%

Research and development expense increased $2.6 million, or 35.2%, in the three months ended March 31, 2018 compared to the same period in
2017, primarily due to a $2.2 million increase in research and development personnel costs and a $0.4 million increase in facility and overhead costs.
Personnel costs increased due to $0.4 million in stock-based compensation expense during the three months ended March 31, 2018 and an increase in
research and development personnel headcount by 30.6% from March 31, 2017 to March 31, 2018. Facility and overhead costs increased to support our
personnel growth.
General and Administrative Expense
Three Months Ended
March 31,
2018

% Change

2017

(dollars in thousands)
General and administrative expense

$

% of revenue

8,060
15.6%

$

4,849

66.2%

12.7%

General and administrative expense increased $3.2 million, or 66.2%, in the three months ended March 31, 2018 compared to the same period in
2017, primarily due to a $1.9 million increase in general and administrative personnel costs, a $0.6 million increase in facility and overhead costs, a $0.5
million increase in professional fees and a $0.2 million increase in legal and accounting costs. Personnel costs increased due to $1.0 million in stock-based
compensation expense during the three months ended March 31, 2018 and an increase in general and administrative personnel headcount by 32.1% from
March 31, 2017 to March 31, 2018 in order to support the additional requirements of being a public company. Facility and overhead costs as well as
contractor costs increased to support our personnel growth. Professional fees increased due to use of consulting services to assist with the implementation of
new software to support our back-office functions. Legal and accounting costs increased due to costs incurred during the negotiation of the lease agreement
for our new headquarters and as a result of becoming a public company.
Liquidity and Capital Resources
As of March 31, 2018, we had $60.9 million of cash and cash equivalents. On May 31, 2017, we closed our initial public offering, or IPO, of
7,187,500 shares of our Class A common stock at an offering price of $12.00 per share, including 937,500 shares pursuant to the underwriters’ option to
purchase additional Class A shares, resulting in net proceeds to us of $77.8 million, after deducting underwriting discounts and commissions of $6.0 million
and offering expenses of $2.4 million.
We believe that our existing cash and cash equivalents, together with any positive cash flows from operations and available borrowings under our
line of credit, will be sufficient to support working capital and capital expenditure requirements for at least the next 12 months. Our future capital
requirements will depend on many factors, including our growth rate, the timing and extent of spending to support research and development efforts, the
expansion of sales and marketing activities, particularly internationally, and the introduction of new and enhanced products and functions, platform
enhancements and professional services offerings and the level of market acceptance of our applications. In the event that additional financing is required
from outside sources, we may be unable to raise the funds on acceptable terms, if at all. To the extent existing cash and cash equivalents and investments and
cash from operations are not sufficient to fund future activities, we may need to raise additional funds. We may seek to raise additional funds through equity,
equity-linked or debt financings. If we raise additional funds through the incurrence of indebtedness, such indebtedness may have rights that are senior to
holders of our equity securities and could contain covenants that restrict operations. Any additional equity financing may be dilutive to our existing
stockholders. Although we are not currently a party to any agreement or letter of intent with respect to potential investments in,
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or acquisitions of, complementary businesses, services or technologies, we may enter into these types of arrangements in the future, which could also require
us to seek additional equity financing, incur indebtedness, or use cash resources. We have no present understandings, commitments or agreements to enter
into any such acquisitions. If we are unable to raise additional capital when desired, our business, operating results and financial condition could be
adversely affected.
The following table shows a summary of our cash flows for the three months ended March 31, 2018 and 2017:
Three Months Ended March 31,
2018

2017
(in thousands)

Cash (used in) provided by operating activities
Cash used in investing activities
Cash provided by financing activities

$

(13,833)
(1,036)
983

$

3,705
(105)
—

Sources of Funds
We have financed our operations in large part with equity and debt financing arrangements, including net proceeds of $77.8 million from our IPO
and $10.0 million from the sale of shares of preferred stock over a period of several years prior to our IPO, as well as through sales of software and professional
services and borrowings under our credit facilities.
As of March 31, 2018, we had no outstanding borrowings. In November 2017, we entered into a $20.0 million revolving line of credit with a lender.
The facility matures in November 2022. We may elect whether amounts drawn on the revolving line of credit bear interest at a floating rate per annum equal
to either the LIBOR or the prime rate plus an additional interest rate margin that is determined by the availability of the borrowings under the revolving line
of credit. The additional interest rate margin will range from 2.00% to 2.50% in the case of LIBOR advances and from 1.00% to 1.50% in the case of prime
rate advances. The revolving line of credit contains an unused facility fee in an amount between 0.15% and 0.25% of the average unused portion of the
revolving line of credit, which is payable quarterly. The agreement contains certain customary affirmative and negative covenants and requires us to maintain
(1) an adjusted quick ratio of at least 1.35 to 1.0 and (ii) minimum adjusted EBITDA, in the amounts and for the periods set forth in the agreement. Any
amounts borrowed under the credit facility are collateralized by substantially all of our assets. We were in compliance with all covenants as of March 31,
2018.
Use of Funds
Our principal uses of cash are funding operations and other working capital requirements. Over the past several years, revenue has increased
significantly from year to year and, as a result, cash flows from customer collections have increased. However, operating expenses have also increased as we
have invested in growing our business. Our operating cash requirements may increase in the future as we continue to invest in the strategic growth of our
company.
Historical Cash Flows
Operating Activities
For the three months ended March 31, 2018, net cash used in operating activities of $13.8 million consisted of a net loss of $9.6 million and
$6.8 million of cash used in changes in working capital, offset by $2.6 million in adjustments for non-cash items. Adjustments for non-cash items consisted of
stock-based compensation of $2.2 million, depreciation and amortization expense of $0.3 million and a provision for deferred income taxes of $0.1 million.
The decrease in cash and cash equivalents resulting from changes in working capital primarily consisted of a decrease in deferred revenue of $3.8 million, as
a result of decreased subscription sales, a $2.7 million decrease in accrued compensation and related benefits, primarily due to the payment of year-end
bonuses, a decrease in accounts payable and accrued expenses of $2.1 million, primarily due to the timing of payments and a $1.1 million increase in prepaid
expenses and other assets. These decreases were partially offset by a $1.9 million decrease in accounts receivable, primarily due to the timing of collections.
We converted less accounts receivable into cash collections during the three months ended March 31, 2018 than the three months ended March 31, 2017.
There was also a $0.7 million increase in other liabilities and a $0.3 million decrease in deferred commissions due to decreased sales.
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For the three months ended March 31, 2017, net cash provided by operating activities of $3.7 million consisted of a net loss of $3.4 million, offset
by $6.9 million of cash provided by changes in working capital and $0.2 million in adjustments for non-cash items. Adjustments for non-cash items consisted
of depreciation and amortization expense of $0.2 million. The increase in cash and cash equivalents resulting from changes in working capital primarily
consisted of a decrease in accounts receivable of $14.3 million, primarily driven by increased cash collections during the period. This increase was partially
offset by a $3.9 million decrease in accounts payable and accrued expenses and a $2.8 million increase in prepaid expenses and other assets.
Investing Activities
For the three months ended March 31, 2018 and 2017, net cash used in investing activities was $1.0 million and $0.1 million, respectively, for the
purchase of property and equipment.
Financing Activities
For the three months ended March 31, 2018, net cash provided by financing activities was $1.0 million, consisting of proceeds received from stock
option exercises. There were no cash flows from financing activities for the three months ended March 31, 2017.
Contractual Obligations and Commitments
As of March 31, 2018, there was no material change in our contractual obligations and commitments from those disclosed in our Annual Report on
Form 10-K for the year ended December 31, 2017 filed with the SEC on February 23, 2018.
On April 17, 2018, we entered into a lease agreement for a new headquarters in Tysons, Virginia pursuant to which we have leased approximately
176,000 square feet. The initial term of the lease will commence no later than May 1, 2019 and expires 150 months later, unless earlier terminated, with an
option to extend the lease term for two consecutive five-year periods. No annual rent is due for the first 15 months of the initial term of the lease, after which
time the monthly base rent will be $450,835, subject to a 3% annual increase. Within 12 months of the commencement of the initial term of the lease, an
additional 28,805 square feet of adjacent office space will be added, or the "Must-Take Space. No annual rent is due for a prorated period of time following
the addition of the Must-Take Space, after which time the monthly base rent for the Must-Take Space will be $73,693, subject to a 3% annual increase.
Including the Must-Take Space, the aggregate base rent payable is approximately $81.9 million over the term of the lease. We are also responsible for the
payment of a portion of taxes and operating expenses. The payment schedule for the lease is as follows: $0.5 million, $7.6 million, $13.3 million and $64.9
million for the last nine months of 2018, 2019-2021, 2022-2023 and after 2023, respectively.
In connection with entering into the lease agreement, we amended our sublease with College Entrance Examination Board, which will terminate the
sublease agreement. Pursuant to the termination amendment, the sublease will terminate in two stages, with the termination of a majority of the premises
taking place on May 31, 2019, rather than July 31, 2021 as originally contemplated by the sublease.
Off-Balance Sheet Arrangements
As of March 31, 2018, we did not have any relationships with unconsolidated entities or financial partnerships, including entities sometimes referred
to as structured finance or special purpose entities that were established for the purpose of facilitating off-balance sheet arrangements or other contractually
narrow or limited purposes. We do not engage in off-balance sheet financing arrangements. In addition, we do not engage in trading activities involving nonexchange traded contracts. We therefore believe that we are not materially exposed to any financing, liquidity, market or credit risk that could arise if we had
engaged in these relationships.
Critical Accounting Policies and Estimates
The preparation of our condensed consolidated financial statements in conformity with accounting principles generally accepted in the United
States of America, or U.S. GAAP, requires us to make estimates and judgments that affect the amounts reported in those financial statements and
accompanying notes. Although we believe that the estimates we use are reasonable, due to the inherent uncertainty involved in making those estimates,
actual results reported in future periods could differ from
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those estimates. Significant estimates embedded in the consolidated financial statements for the period presented include revenue recognition, stock-based
compensation and income taxes.
There have been no material changes in our critical accounting policies from those disclosed in our Annual Report on Form 10-K for the year ended
December 31, 2017 filed with the SEC on February 23, 2018.
Recent Accounting Pronouncements
See Note 2 to the unaudited condensed consolidated financial statements in Part I, Item 1 of this Quarterly Report on Form 10-Q for a discussion of
recent accounting pronouncements.
JOBS Act Transition Period
In April 2012, the Jumpstart Our Business Startups Act of 2012, or the JOBS Act, was enacted. Section 107(b) of the JOBS Act provides that an
emerging growth company can take advantage of an extended transition period for complying with new or revised accounting standards. Thus, an emerging
growth company can delay the adoption of certain accounting standards until those standards would otherwise apply to private companies. We have elected
to take advantage of the extended transition period to comply with new or revised accounting standards and to adopt certain of the reduced disclosure
requirements available to emerging growth companies. As a result of the accounting standards election, we will not be subject to the same implementation
timing for new or revised accounting standards as other public companies that are not emerging growth companies which may make comparison of our
financials to those of other public companies more difficult.

ITEM 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

We are exposed to market risks in the ordinary course of our business. Market risk represents the risk of loss that may impact our financial position
due to adverse changes in financial market prices and rates. Our market risk exposure is primarily the result of fluctuations in interest rates and foreign
currency exchange rates.
Interest Rate Risk
We had cash and cash equivalents of $60.9 million as of March 31, 2018, which consisted of cash in readily available checking accounts and
overnight repurchase investments. These securities are not dependent on interest rate fluctuations that may cause the principal amount of these assets to
fluctuate.
At March 31, 2018, we had no outstanding borrowings.
Foreign Currency Exchange Risk
Our reporting currency is the U.S. dollar. Due to our international operations, we have foreign currency risks related to revenue and operating
expenses denominated in currencies other than the U.S. dollar, primarily the British Pound Sterling, Euro, Australian Dollar and Swiss Franc. Our sales
contracts are primarily denominated in the local currency of the customer making the purchase. In addition, a portion of operating expenses are incurred
outside the United States and are denominated in foreign currencies. Decreases in the relative value of the U.S. dollar to other currencies may negatively
affect revenue and other operating results as expressed in U.S. dollars. We do not believe that an immediate 10% increase or decrease in the relative value of
the U.S. dollar to other currencies would have a material effect on operating results.
We have experienced and will continue to experience fluctuations in net loss as a result of transaction gains or losses related to remeasuring certain
current asset and current liability balances that are denominated in currencies other than the functional currency of the entities in which they are recorded.
We have not engaged in the hedging of foreign currency transactions to date, although we may choose to do so in the future.
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ITEM 4.

CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures
We maintain “disclosure controls and procedures,” as defined in Rule 13a-15(e) and Rule 15d-15(e) under the Exchange Act that are designed to
ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange
Act is accumulated and communicated to our management, including our principal executive and principal financial officers, as appropriate to allow timely
decisions regarding required disclosure.
Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures as of March 31, 2018. Based on the evaluation of our disclosure controls and procedures as of March 31, 2018, our Chief Executive
Officer and Chief Financial Officer concluded that, as of such date, our disclosure controls and procedures were effective at the reasonable assurance level.
Changes in Internal Control Over Financial Reporting
There was no change in our internal control over financial reporting identified in connection with the evaluation required by Rule 13a-15(d) and
15d-15(d) of the Exchange Act that occurred during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably
likely to materially affect, our internal control over financial reporting.
Inherent Limitations on Effectiveness of Controls
Our management, including our Chief Executive Officer and Chief Financial Officer, believes that our disclosure controls and procedures and
internal control over financial reporting are designed to provide reasonable assurance of achieving their objectives and are effective at the reasonable
assurance level. However, our management does not expect that our disclosure controls and procedures or our internal control over financial reporting will
prevent all errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the
objectives of the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of
controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if any, have been detected. These inherent limitations include the realities that judgments in decision
making can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts
of some persons, by collusion of two or more people or by management override of the controls. The design of any system of controls also is based in part
upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under
all potential future conditions; over time, controls may become inadequate because of changes in conditions, or the degree of compliance with policies or
procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be
detected.

30

PART II—OTHER INFORMATION
ITEM 1.

LEGAL PROCEEDINGS.

From time to time we may become involved in legal proceedings or be subject to claims arising in the ordinary course of our business. We are not
presently a party to any legal proceedings that, if determined adversely to us, would individually or taken together have a material adverse effect on our
business, operating results, financial condition or cash flows. Regardless of the outcome, litigation can have an adverse impact on us because of defense and
settlement costs, diversion of management resources and other factors.
ITEM 1A.

RISK FACTORS.

Our business is subject to risks and events that, if they occur, could adversely affect our financial condition and results of operations and the trading
price of our securities. In addition to the other information set forth in this Quarterly Report on Form 10-Q, you should carefully consider the factors
described in "Part I, Item 1A. Risk Factors” of our Annual Report on Form 10-K for the fiscal year ended December 31, 2017, filed with the SEC on February
23, 2018. There have been no material changes to the risk factors described in that report.
ITEM 2.
(a)

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

Recent Sales of Unregistered Equity Securities
Not applicable.

(b)

Use of Proceeds from Initial Public Offering of Common Stock

On May 31, 2017, we closed our IPO of 7,187,500 shares of our Class A common stock at an offering price of $12.00 per share, including 937,500
shares pursuant to the underwriters’ option to purchase additional Class A shares, resulting in gross proceeds to us of $86.3 million. All of the shares issued
and sold in our IPO were registered under the Securities Act pursuant to a registration statement on Form S-1 (File No. 333-217510), which was declared
effective by the SEC on May 24, 2017. Morgan Stanley & Co. LLC, Goldman Sachs & Co. LLC, Barclays Capital Inc., Pacific Crest Securities, a division of
KeyBanc Capital Markets Inc., Canaccord Genuity Inc. and Cowen and Company, LLC acted as underwriters for the offering. The offering commenced on
May 24, 2017 and did not terminate before all of the securities registered in the registration statement were sold.
The net proceeds to us, after deducting underwriting discounts and commissions of $6.0 million and offering expenses of $2.4 million, were $77.8
million. No offering expenses were paid directly or indirectly to any of our directors or officers (or their associates) or persons owning ten percent or more of
any class of our equity securities or to any other affiliates. Using the proceeds from the IPO, on June 9, 2017, we repaid in full the $20.0 million principal
amount of borrowings under our senior term loan. There has been no material change in the planned use of proceeds from our IPO from those disclosed in the
final prospectus for our IPO dated as of May 24, 2017 and filed with the SEC pursuant to Rule 424(b)(4).
(c)

Issuer Purchases of Equity Securities
Not applicable.

ITEM 3.

DEFAULTS UPON SENIOR SECURITIES.

Not applicable.
ITEM 4.

MINE SAFETY DISCLOSURES.

Not applicable.
ITEM 5.

OTHER INFORMATION.

Not applicable.
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ITEM 6.
Exhibit
Number

EXHIBITS.

Description

3.1(1)

Amended and Restated Certificate of Incorporation of Appian Corporation.

3.2(2)

Amended and Restated Bylaws of Appian Corporation.

10.1+(4)

Senior Executive Cash Incentive Bonus Plan

31.1#

Certification of Principal Executive Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2#

Certification of Principal Financial Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1#*

Certifications of Principal Executive Officer and Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema Document

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB

XBRL Taxonomy Extension Label Linkbase Document

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document

(1) Previously filed as Exhibit 3.2 to Amendment No. 3 to the Company’s Registration Statement on Form S-1 (File No. 333-217510), filed with the
Securities and Exchange Commission on May 12, 2017, and incorporated herein by reference.
(2) Previously filed as Exhibit 3.4 to Amendment No. 2 to the Company’s Registration Statement on Form S-1 (File No. 333-217510), filed with the
Securities and Exchange Commission on May 10, 2017, and incorporated herein by reference.
(3) Previously filed as Exhibit 4.1 to Amendment No. 3 to the Company’s Registration Statement on Form S-1 (File No. 333-217510), filed with the
Securities and Exchange Commission on May 12, 2017, and incorporated herein by reference.
(4) Previously filed as Exhibit 10.11 to Amendment No. 3 to the Company's Annual Report on Form 10-K (File No. 001-38098), filed with the Securities and
Exchange Commission on February 23, 2018, and incorporated herein by reference.
+
#
*

Indicates management contract or compensatory plan.
Filed herewith.
This certification is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the
liability of that section, nor shall it be deemed incorporated by reference into any filing under the Securities Act of 1933, as amended, or the
Securities Exchange Act of 1934, as amended.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
APPIAN CORPORATION
Date: May 3, 2018

By:

/s/ Matthew Calkins
Name: Matthew Calkins
Title: Chief Executive Officer and Chairman of the Board
(On behalf of the Registrant and as Principal Executive Officer)
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Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Matthew Calkins, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q for the period ended March 31, 2018 of Appian Corporation (the “registrant”);

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

(b)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: May 3, 2018
/s/ Matthew Calkins
Matthew Calkins
Chief Executive Officer
(principal executive officer)

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Mark Lynch, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q for the period ended March 31, 2018 of Appian Corporation (the “registrant”);

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

(b)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: May 3, 2018
/s/ Mark Lynch
Mark Lynch
Chief Financial Officer
(principal financial officer)

Exhibit 32.1
CERTIFICATIONS OF
PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section 1350
of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), Matthew Calkins, Chief Executive Officer of Appian Corporation (the “Company”),
and Mark Lynch, Chief Financial Officer of the Company, each hereby certifies that, to the best of his knowledge:
1.

The Company’s Quarterly Report on Form 10-Q for the period ended March 31, 2018, to which this Certification is attached as Exhibit 32.1 (the
“Periodic Report”), fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act; and

2.

The information contained in the Periodic Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.
IN WITNESS WHEREOF, the undersigned have set their hands hereto as of the 3rd day of May, 2018.

/s/ Matthew Calkins

/s/ Mark Lynch

Matthew Calkins
Chief Executive Officer
(principal executive officer)

Mark Lynch
Chief Financial Officer
(principal financial officer)

*

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of the Company under the Securities Act of 1933, as amended, or the Exchange Act (whether made before or
after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.

