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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x
Quarterly report pursuant to Section 13 or 15(d)

of the Securities Exchange Act of 1934

For the quarterly period ended September 30, 2014

OR

¨
Transition report pursuant to Section 13 or 15(d)

of the Securities Exchange Act of 1934

For the transition period from          to         

Commission File Number: 001-35429

BRIGHTCOVE INC.

(Exact name of registrant as specified in its charter)

Delaware 20-1579162
(State or other jurisdiction of (I.R.S. Employer
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incorporation or organization) Identification No.)

290 Congress Street

Boston, MA 02210

(Address of principal executive offices)

(888) 882-1880

(Registrant’s telephone number, including area code)

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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer
¨ x
Non-accelerated filer Smaller reporting company
¨ (Do not check if a smaller
reporting company) ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o No x

As of October 31, 2014 there were 32,272,718 shares of the registrant’s common stock, $0.001 par value per share,
issued and outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Brightcove Inc.

Condensed Consolidated Balance Sheets

(unaudited)

(in thousands, except share and per share data)

September 30,
2014

December 31,
2013

Assets
Current assets:
Cash and cash equivalents $ 21,705 $ 33,047
Short-term investments — 3,061
Restricted cash 8 121
Accounts receivable, net of allowance of $471 and $461, respectively 19,564 21,560
Prepaid expenses and other current assets 4,826 4,011
Deferred tax asset 120 125
Total current assets 46,223 61,925
Property and equipment, net 10,384 8,795
Intangible assets, net 17,687 8,668
Goodwill 51,099 22,018
Restricted cash, net of current portion 201 201
Other assets 668 1,519
Total assets $ 126,262 $ 103,126
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable $ 734 $ 3,067
Accrued expenses 9,624 14,528
Capital lease liability 1,358 —
Deferred revenue 28,578 23,571
Total current liabilities 40,294 41,166
Deferred revenue, net of current portion 35 247
Other liabilities 2,591 1,333
Total liabilities 42,920 42,746
Commitments and contingencies (Note 11)
Stockholders’ equity:
Undesignated preferred stock, $0.001 par value; 5,000,000 shares authorized;
0 shares issued — —
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Common stock, $0.001 par value; 100,000,000 shares authorized; 32,268,080
and 29,034,919 shares issued and outstanding, respectively 32 29

Additional paid-in capital 212,898 176,928
Accumulated other comprehensive loss (495 ) (453 )
Accumulated deficit (129,093 ) (116,124 )
Total stockholders’ equity 83,342 60,380
Total liabilities and stockholders’ equity $ 126,262 $ 103,126

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

Condensed Consolidated Statements of Operations

(unaudited)

(in thousands, except share and per share data)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2014 2013 2014 2013
Revenue:
Subscription and support revenue $ 30,450 $ 26,535 $ 89,754 $ 75,887
Professional services and other revenue 1,077 1,992 3,881 4,262

Total revenue 31,527 28,527 93,635 80,149
Cost of revenue: (1) (2)
Cost of subscription and support revenue 9,467 7,047 28,096 21,441
Cost of professional services and other
revenue 1,352 2,201 4,414 5,393

Total cost of revenue 10,819 9,248 32,510 26,834

Gross profit 20,708 19,279 61,125 53,315
Operating expenses: (1) (2)
Research and development 7,187 5,607 20,548 15,650
Sales and marketing 11,273 10,159 34,714 30,855
General and administrative 4,735 4,460 14,597 13,840
Merger-related 623 370 3,011 1,461

Total operating expenses 23,818 20,596 72,870 61,806

Loss from operations (3,110 ) (1,317 ) (11,745 ) (8,491 )
Other (expense) income, net (614 ) 104 (1,020 ) (359 )

Loss before income taxes and non-controlling
interest in consolidated subsidiary (3,724 ) (1,213 ) (12,765 ) (8,850 )

Provision for income taxes 81 55 204 149

Consolidated net loss (3,805 ) (1,268 ) (12,969 ) (8,999 )
Net income attributable to non-controlling
interest in consolidated subsidiary — — — (20 )

Net loss attributable to Brightcove Inc. $ (3,805 ) $ (1,268 ) $ (12,969 ) $ (9,019 )

Net loss per share - basic and diluted $ (0.12 ) $ (0.04 ) $ (0.41 ) $ (0.32 )
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Weighted-average number of common shares
used in computing net loss per share 32,247,453 28,345,519 31,814,570 28,184,533

(1) Stock-based compensation included in
above line items:
Cost of subscription and support revenue $ 37 $ 60 $ 147 $ 185
Cost of professional services and other
revenue 53 53 121 117

Research and development 376 354 950 902
Sales and marketing 533 557 1,678 1,641
General and administrative 527 561 1,877 1,891
(2) Amortization of acquired intangible assets
included in above line items:
Cost of subscription and support revenue $ 509 $ 253 $ 1,439 $ 759
Research and development 36 9 108 29
Sales and marketing 282 166 863 500

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

Condensed Consolidated Statements of Comprehensive Loss

(unaudited)

(in thousands)

Three Months Ended September 30,Nine Months Ended
September 30,

2014 2013 2014 2013
Consolidated net loss $ (3,805 ) $ (1,268 ) $ (12,969 ) $ (8,999 )
Other comprehensive income (loss):
Foreign currency translation adjustments (239 ) 34 (42 ) (779 )

Comprehensive loss (4,044 ) (1,234 ) (13,011 ) (9,778 )
Net income attributable to non-controlling interest in
consolidated subsidiary — — — (20 )

Comprehensive loss attributable to Brightcove Inc. $ (4,044 ) $ (1,234 ) $ (13,011 ) $ (9,798 )

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

Condensed Consolidated Statements of Cash Flows

(unaudited)

(in thousands)

Nine Months Ended September 30,
2014 2013

Operating activities
Net loss $ (12,969 ) $ (8,999 )
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 6,114 4,562
Stock-based compensation 4,773 4,736
Provision for reserves on accounts receivable 122 351
Amortization of premium on investments 1 69
Loss on disposal of equipment 92 —
Changes in assets and liabilities, net of effect of acquisition:
Accounts receivable 2,399 (1,795 )
Prepaid expenses and other current assets (1,005 ) (1,285 )
Other assets 1,185 (11 )
Accounts payable (3,097 ) 902
Accrued expenses (4,126 ) 481
Deferred revenue 4,861 5,790
Net cash (used in) provided by operating activities (1,650 ) 4,801
Investing activities
Cash paid for acquisition, net of cash acquired (9,100 ) —
Maturities of investments 3,060 7,260
Purchases of property and equipment (2,500 ) (1,926 )
Capitalized internal-use software costs (927 ) (426 )
Decrease (increase) in restricted cash 113 (61 )
Net cash (used in) provided by investing activities (9,354 ) 4,847
Financing activities
Proceeds from exercise of stock options 584 585
Purchase of non-controlling interest in consolidated subsidiary — (1,084 )
Payments under capital lease obligation (860 ) —
Net cash used in financing activities (276 ) (499 )
Effect of exchange rate changes on cash (62 ) (758 )
Net decrease (increase) in cash and cash equivalents (11,342 ) 8,391
Cash and cash equivalents at beginning of period 33,047 21,708
Cash and cash equivalents at end of period $ 21,705 $ 30,099
Supplemental disclosure of non-cash investing activities
Fair value of shares issued for acquisition of a business $ 30,615 $ —
Supplemental disclosure of non-cash financing activities
Vesting of restricted stock $ — $ 8
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The accompanying notes are an integral part of these condensed consolidated financial statements.
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Brightcove Inc.

Condensed Consolidated Statements of Cash Flows – (continued)

(unaudited)

(in thousands)

Nine Months
Ended
September 30,
2014

Supplemental disclosure of cash flow related to asset purchase agreement
In connection with the asset purchase agreement with Unicorn Media, Inc. on January 31, 2014,
the following transactions occurred:
Fair value of assets acquired $ 44,345
Liabilities assumed related to acquisition (4,617 )
Total purchase price 39,728
Less fair value of common stock issued in connection with acquisition (30,615 )
Less cash and cash equivalents acquired (13 )
Cash paid for acquisition, net of cash acquired $ 9,100

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

Notes to Condensed Consolidated Financial Statements

(unaudited)

(in thousands, except share and per share data, unless otherwise noted)

1. Business Description and Basis of Presentation

Business Description

Brightcove Inc. (the Company) is a leading global provider of cloud services for video which enable its customers to
publish and distribute video to Internet-connected devices quickly, easily and in a cost-effective and high-quality
manner.

The Company is headquartered in Boston, Massachusetts and was incorporated in the state of Delaware on August 24,
2004. At September 30, 2014, the Company had nine wholly-owned subsidiaries: Brightcove UK Ltd, Brightcove
Singapore Pte. Ltd., Brightcove Korea, Brightcove Australia Pty Ltd, Brightcove Holdings, Inc., Brightcove
Kabushiki Kaisha (Brightcove KK), Zencoder Inc. (Zencoder), Brightcove FZ-LLC and Cacti Acquisition LLC.

On January 31, 2014, the Company acquired substantially all of the assets of Unicorn Media, Inc. and certain of its
subsidiaries pursuant to an Asset Purchase Agreement and Plan of Reorganization (the Purchase Agreement). Unicorn
Media, Inc. is a privately-held company located in Tempe, Arizona and a provider of cloud video ad insertion
technology. See Note 2 for further discussion.

Basis of Presentation

The accompanying interim condensed consolidated financial statements are unaudited. These condensed consolidated
financial statements and notes should be read in conjunction with the audited consolidated financial statements and
related notes, together with Management’s Discussion and Analysis of Financial Condition and Results of Operations,
contained in the Company’s Annual Report on Form 10-K for the year ended December 31, 2013.
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The accompanying unaudited condensed consolidated financial statements have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission. Accordingly, certain information and footnote
disclosures normally included in financial statements prepared in accordance with generally accepted accounting
principles in the United States have been condensed or omitted pursuant to such rules and regulations. In the opinion
of management, the unaudited condensed consolidated financial statements and notes have been prepared on the same
basis as the audited consolidated financial statements for the year ended December 31, 2013 contained in the
Company’s Annual Report on Form 10-K and include all adjustments, consisting of normal recurring adjustments,
necessary for a fair presentation of the Company’s financial position for the three and nine months ended September
30, 2014 and 2013. These interim periods are not necessarily indicative of the results to be expected for any other
interim period or the full year.

The Company considers events or transactions that occur after the balance sheet date but prior to the issuance of the
financial statements to provide additional evidence for certain estimates or to identify matters that require additional
disclosure. Subsequent events have been evaluated as required. The Company has evaluated all subsequent events and
determined that there are no material recognized or unrecognized subsequent events requiring disclosure, other than
those disclosed in this Report on Form 10-Q.

The accompanying condensed consolidated financial statements reflect the application of certain significant
accounting policies as described below and elsewhere in these notes to the condensed consolidated financial
statements. As of September 30, 2014, the Company’s significant accounting policies and estimates, which are detailed
in the Company’s Annual Report on Form 10-K for the year ended December 31, 2013, have not changed.

8
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2. Business Combination

On January 31, 2014, pursuant to the Purchase Agreement dated as of January 6, 2014, by and among the Company,
Cacti Acquisition LLC, a Delaware limited liability company and wholly-owned subsidiary of the Company, Unicorn
Media, Inc. (“Unicorn Media”), Unicorn Media of Arizona, Inc., an Arizona corporation (“Unicorn Arizona Sub”), U
Media Limited, a private limited company registered in England and Wales (“Unicorn UK Sub” and, together with
Unicorn Media and Unicorn Arizona Sub, “Unicorn”), and the Securityholders’ Representative named therein, the
Company completed its acquisition of substantially all of Unicorn’s assets in exchange for common stock of the
Company and the assumption by the Company of certain liabilities of Unicorn (the “Acquisition”). The Company issued
2,850,547 unregistered shares of common stock of the Company and paid approximately $9,100 in cash to cover
transaction-related expenses of Unicorn, bonus expenses payable by Unicorn, the assumption of Unicorn’s liability to
cash out all vested non-qualified stock options and compensatory warrants to purchase the common stock of Unicorn
outstanding immediately prior to the closing (including all Unicorn withholding obligations in connection therewith)
and certain other liabilities of Unicorn. Based on a $10.74 price per share of the Company’s common stock at the date
of closing, the transaction is valued at approximately $39,728. Pursuant to the Purchase Agreement, 1,285,715 shares
were placed into an escrow account to settle certain claims for indemnification for breaches or inaccuracies in
Unicorn’s representations and warranties, covenants and agreements. The Company acquired substantially all of
Unicorn’s assets to enhance and extend the Company’s existing offerings with Unicorn’s cloud video ad insertion
technology. The Company believes that the unification of Unicorn’s cloud video ad insertion technology with the
Company’s existing offerings will enable new and improved scalable services.

The Acquisition was accounted for using the purchase method of accounting in accordance with Accounting
Standards Codification 805 — Business Combinations. Accordingly, the results of operations of Unicorn have been
included in the accompanying condensed consolidated financial statements since the date of acquisition. The purchase
price has been allocated to the tangible and intangible assets acquired and liabilities assumed based upon the
respective estimates of fair value as of the date of the Acquisition, which remain preliminary as of September 30,
2014, and using assumptions that the Company’s management believes are reasonable given the information currently
available. The Company is in the process of completing its valuation of certain intangible assets and the valuation of
the acquired deferred tax assets and liabilities. The final allocations of the purchase price to intangible assets, goodwill
and deferred tax assets and liabilities may differ materially from the information presented in these unaudited
condensed consolidated financial statements.

The process for estimating the fair values of identifiable intangible assets and certain tangible assets requires the use
of significant estimates and assumptions, including estimating future cash flows and developing appropriate discount
rates. Definitive allocations are being performed and finalized based on certain valuations and other studies performed
by the Company with the services of outside valuation specialists.

During the three and nine months ended September 30, 2014, the Company incurred merger-related costs related to
the Acquisition of $728 and $2,935, respectively. Included in merger-related expenses are costs incurred in connection
with closing the Acquisition in addition to costs associated with the retention of key employees. In addition to the
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$39,728 purchase price, pursuant to the Purchase Agreement, approximately $1,750 will be paid to retain certain key
employees over periods ranging from one to two years as services are performed. Given that the retention amount is
related to a future service requirement, the related expense is being recorded as compensation expense in the
condensed consolidated statements of operations over the expected service period, and was $627 and $1,192,
respectively, during the three and nine months ended September 30, 2014. The excess of the purchase price over the
estimated amount of net assets as of the effective date of the Acquisition was allocated to goodwill in accordance with
the accounting guidance. The factors contributing to the recognition of the amount of goodwill are based on several
strategic and synergistic benefits that are expected to be realized from the Acquisition. These benefits include the
expectation that the combined company’s complementary products will significantly broaden the Company’s offerings
in cloud video ad insertion. The combined company will benefit from a broader global presence, and with the
Company’s direct sales force and larger channel coverage, the combined company anticipates significant cross-selling
opportunities. None of the goodwill is expected to be currently deductible for tax purposes.

The total purchase price for Unicorn has been preliminarily allocated as follows:

Cash and cash equivalents $13
Other tangible assets 3,822
Identifiable intangible assets 11,429
Goodwill 29,081
Liabilities assumed (4,617 )
Total estimated purchase price $39,728

The following are the identifiable intangible assets acquired and their respective useful lives, as determined based on
preliminary valuations:

Amount Useful Life
Developed technology $8,149 8
Customer relationships 1,964 7
Non-compete agreements 1,316 3
Total $11,429

9
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The preliminary fair value of the intangible assets has been estimated using the income approach in which the
after-tax cash flows are discounted to present value. The cash flows are based on estimates used to price the
transaction, and the discount rates applied were benchmarked with reference to the implied rate of return from the
transaction model as well as the weighted-average cost of capital.

The estimated remaining amortization expense for the remainder of 2014 and for each of the five succeeding years and
thereafter is as follows:

Year Amount
Remainder of 2014 $434
2015 1,738
2016 1,738
2017 1,336
2018 1,299
2019 and thereafter 3,725
Total $10,270

Pro Forma Financial Information

The unaudited financial information in the table below summarizes the combined results of operations of the
Company and Unicorn, on a pro forma basis, as though the Company had acquired Unicorn on January 1, 2013. The
pro forma information for all periods presented also includes the effects of business combination accounting resulting
from the acquisition, including amortization charges from acquired intangibles assets and the compensation expense
recorded to retain certain key employees.

Three Months Ended September 30, Nine Months Ended September 30,
2014 2013 2014 2013

Total revenue $ 31,527 $ 29,989 $ 94,176 $ 84,362
Net loss $ (3,246 ) $ (4,066 ) $ (11,270 ) $ (17,172 )
Earnings per share – basic and diluted $ (0.10 ) $ (0.13 ) $ (0.35 ) $ (0.55 )

3. Non-controlling Interest

On January 8, 2013, the Company acquired the remaining 37% interest of its majority-owned subsidiary, Brightcove
KK, a Japanese joint venture which was formed on July 18, 2008. Given that the Company now owns 100% of
Brightcove KK, the Company will continue to consolidate Brightcove KK for financial reporting purposes, however,
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commencing on January 8, 2013, the Company no longer records a non-controlling interest in the condensed
consolidated statements of operations.

4. Concentration of Credit Risk

The Company has no significant off-balance sheet risk, such as foreign exchange contracts, option contracts or other
foreign hedging arrangements. Financial instruments that potentially expose the Company to concentrations of credit
risk consist primarily of cash, cash equivalents and trade accounts receivable. The Company maintains its cash and
cash equivalents principally with accredited financial institutions of high credit standing. Although the Company
deposits its cash with multiple financial institutions, its deposits, at times, may exceed federally insured limits. The
Company routinely assesses the creditworthiness of its customers. The Company generally has not experienced any
material losses related to receivables from individual customers, or groups of customers. The Company does not
require collateral. Due to these factors, no additional credit risk beyond amounts provided for collection losses is
believed by management to be probable in the Company’s accounts receivable.

At September 30, 2014 and December 31, 2013, no individual customer accounted for 10% or more of net accounts
receivable. For the three and nine months ended September 30, 2014 and 2013, no individual customer accounted for
10% or more of total revenue.

5. Concentration of Other Risks

The Company is dependent on certain content delivery network providers who provide digital media delivery
functionality enabling the Company’s on-demand application service to function as intended for the Company’s
customers and ultimate end-users. The disruption of these services could have a material adverse effect on the
Company’s business, financial position, and results of operations.

10
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6. Cash, Cash Equivalents and Investments

The Company considers all highly liquid investments with an original maturity of three months or less at the date of
purchase to be cash equivalents. Investments not classified as cash equivalents with maturities less than one year from
the balance sheet date are classified as short-term investments, while investments with maturities in excess of one year
from the balance sheet date are classified as long-term investments. Management determines the appropriate
classification of investments at the time of purchase, and re-evaluates such determination at each balance sheet date.

Cash and cash equivalents primarily consist of cash on deposit with banks and amounts held in interest-bearing money
market accounts. Cash equivalents are carried at cost, which approximates their fair market value. Investments
primarily consist of certificates of deposit and corporate debentures. At September 30, 2014, the Company did not
have any investments. At December 31, 2013, the Company classified its investments as held-to-maturity as it was the
Company’s intention to hold such investments until they matured. As such, investments were recorded at amortized
cost at December 31, 2013.

Cash and cash equivalents as of September 30, 2014 consist of the following:

September 30, 2014

Description Contracted Maturity Amortized Cost Fair Market
Value

Balance Per
Balance Sheet

Cash Demand $ 17,132 $ 17,132 $ 17,132
Money market funds Demand 4,573 4,573 4,573
Total cash and cash equivalents $ 21,705 $ 21,705 $ 21,705

 Cash, cash equivalents and investments as of December 31, 2013 consist of the following:

December 31, 2013

Description Contracted Maturity Amortized Cost Fair Market
Value

Balance Per
Balance Sheet

Cash Demand $ 19,250 $ 19,250 $ 19,250
Money market funds Demand 13,797 13,797 13,797
Total cash and cash equivalents $ 33,047 $ 33,047 $ 33,047
Certificates of deposit 110 – 163 days $ 960 $ 961 $ 960
Corporate debentures 23 – 96 days 2,101 2,102 2,101
Total short-term investments $ 3,061 $ 3,063 $ 3,061
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7. Net Loss per Share

The following potentially dilutive common stock equivalent shares have been excluded from the computation of
weighted-average shares outstanding as their effect would have been anti-dilutive (in thousands):

Three Months Ended September 30, Nine Months Ended September 30,
2014 2013 2014 2013

Options outstanding 3,758 3,563 3,731 3,380
Restricted stock units outstanding 1,093 1,371 1,010 1,434
Warrants 28 28 28 28

Total 4,879 4,962 4,769 4,842

11
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8. Fair Value of Financial Instruments

The following tables set forth the Company’s financial instruments carried at fair value using the lowest level of input
as of September 30, 2014 and December 31, 2013:

September 30, 2014
Quoted
Prices
in
Active
Markets
for
Identical
Items
 (Level
1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

Total

Assets:
Money market funds $4,573 $ — $ — $4,573
Restricted cash — 209 — 209
Total assets $4,573 $ 209 $ — $4,782

December 31, 2013
Quoted
Prices
in
Active
Markets
for
Identical
Items
(Level
1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

Total

Assets:
Money market funds $13,797 $ — $ — $13,797
Restricted cash — 322 — 322
Total assets $13,797 $ 322 $ — $14,119

9. Stock-based Compensation
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The fair value of stock options granted was estimated at the date of grant using the following weighted-average
assumptions:

Three Months Ended September 30,Nine Months Ended September 30,
2014 2013 2014 2013

Expected life in years 6.3 6.3 6.2 6.2
Risk-free interest rate 2.19 % 2.04 % 2.18 % 1.79 %
Volatility 51 % 54 % 53 % 54 %
Dividend yield — — — —
Weighted-average fair value of stock options
granted $ 3.06 $ 5.64 $ 4.41 $ 5.08

The Company recorded stock-based compensation expense of $1,526 and $1,585 for the three months ended
September 30, 2014 and 2013, respectively, and $4,773 and $4,736 for the nine months ended September 30, 2014
and 2013, respectively. As of September 30, 2014, there was $11,856 of unrecognized stock-based compensation
expense related to stock-based awards that is expected to be recognized over a weighted-average period of 3.21
years. The following is a summary of the status of the Company’s stock options as of September 30, 2014 and the
stock option activity during the nine months ended September 30, 2014.

Number of
Shares

Exercise Price
Per Share

Weighted
Average
Exercise
Price
Per Share

Weighted
Average
Remaining
Contractual
Term (Years)

Aggregate

Intrinsic

Value (1)

Outstanding at December 31, 2013 3,060,583 $ 0.31 – 16.88 $ 6.76
Granted 1,748,648 5.97 – 10.74 8.40
Exercised (199,050 ) 0.31 – 11.00 2.94 $ 1,433
Canceled (626,686 ) 5.97 – 16.88 9.85
Outstanding at September 30, 2014 3,983,495 $ 0.31 – 16.88 $ 7.19 7.13 $ 4,439
Exercisable at September 30, 2014 2,080,743 $ 0.31 – 16.88 $ 5.56 5.19 $ 4,439
Vested or expected to vest at

September 30, 2014 (2)
3,418,562 $ 0.31 – 16.88 $ 6.95 6.76 $ 4,439

(1)
The aggregate intrinsic value was calculated based on the positive difference between the fair value of the
Company’s common stock on September 30, 2014 of $5.58 per share, or the date of exercise, as appropriate, and the
exercise price of the underlying options.

(2)
This represents the number of vested options as of September 30, 2014 plus the number of unvested options
expected to vest as of September 30, 2014 based on the unvested options outstanding at September 30, 2014
adjusted for an estimated forfeiture rate.

12
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The following table summarizes the restricted stock unit award activity during the nine months ended September 30,
2014:

Shares
Weighted
Average Grant
Date Fair Value

Unvested by December 31, 2013 1,177,716 $ 10.26
Granted 221,000 6.00
Vested and issued (183,564 ) 8.69
Canceled (248,917 ) 10.01
Unvested by September 30, 2014 966,235 $ 9.13

10. Income Taxes

For the three months ended September 30, 2014 and 2013, the Company recorded income tax expense of $81 and $55,
respectively, and for the nine months ended September 30, 2014 and 2013, the Company recorded income tax expense
of $204 and $149, respectively. The income tax expense relates principally to the Company’s foreign operations.

The Company has evaluated the positive and negative evidence bearing upon the realizability of its U.S. net deferred
tax assets. As required by the provisions of ASC 740, Income Taxes, management has determined that it is
more-likely-than-not that the Company will not utilize the benefits of federal and state U.S. net deferred tax assets for
financial reporting purposes. Accordingly, the net deferred tax assets are subject to a valuation allowance at
September 30, 2014 and December 31, 2013. The Company’s income tax return reporting periods since December 31,
2010 are open to income tax audit examination by the federal and state tax authorities. In addition, because the
Company has net operating loss carryforwards, the Internal Revenue Service is permitted to audit earlier years and
propose adjustments up to the amount of net operating losses generated in those years. There are currently no federal,
state or foreign audits in progress.

11. Commitments and Contingencies

Leases

In connection with the Purchase Agreement, the Company assumed various capital lease arrangements for computer
equipment for a total obligation of $2,871 as of the closing of the transaction. The lease arrangements expire at
various dates through May 2017. Future minimum rental commitments under capital leases at September 30, 2014 are
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as follows:

Year Ending December 31 Capital Lease
Commitments

2014 $ 354
2015 1,358
2016 349
2017 17
Less – interest on capital leases 67

$ 2,011

At September 30, 2014, total assets under capital leases were $3,292 and related accumulated amortization was
$1,588.

The Company assumed non-cancelable operating lease agreements for office space in connection with the Purchase
Agreement. As of September 30, 2014, these operating leases have non-cancelable commitments through December
2016 of $1,441.

Legal Matters

The Company, from time to time, is party to litigation arising in the ordinary course of its business. Management does
not believe that the outcome of these claims will have a material adverse effect on the consolidated financial position,
results of operations or cash flows of the Company based on the status of proceedings at this time.

On August 27, 2012, a complaint was filed by Blue Spike, LLC naming the Company in a patent infringement case
(Blue Spike, LLC v. Audible Magic Corporation, et al., United States District Court for the Eastern District of Texas).
The complaint alleges that the Company has infringed U.S. Patent No. 7,346,472 with a listed issue date of March 18,
2008, entitled “Method and Device for Monitoring and Analyzing Signals,” U.S. Patent No. 7,660,700 with a listed
issue date of February 9, 2010, entitled “Method and Device for Monitoring and Analyzing Signals,” U.S. Patent No.
7,949,494 with a listed issue date of May 24, 2011, entitled “Method and Device for Monitoring and Analyzing Signals”
and U.S. Patent No. 8,214,175 with a listed issue date of July 3, 2012, entitled “Method and Device for Monitoring and
Analyzing Signals.” The complaint seeks an injunction enjoining infringement, damages and pre- and post-judgment
costs and interest. The Company answered and filed counterclaims against Blue Spike on December 3, 2012. The
Company amended its answer and counterclaims on July 15, 2013. This complaint is subject to indemnification by
one of the Company’s vendors. The Company cannot yet determine whether it is probable that a loss will be incurred
in connection with this complaint, nor can the Company reasonably estimate the potential loss, if any.

13
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On September 10, 2013, a complaint was filed by Cinsay Inc. naming the Company in a patent infringement case
(Cinsay Inc. v. Brightcove Inc. and Joyus Inc., United States District Court for the Northern District of Texas). The
complaint alleged that the Company has infringed U.S. Patent No. 8,312,486 with a listed issue date of November 13,
2012, entitled “Interactive Product Placement and Method Therefor” and U.S. Patent No. 8,533,753 with a listed issue
date of September 10, 2013, entitled “Interactive Product Placement and Method Therefor.” On October 1, 2013, Cinsay
filed an amended complaint against the Company in which it reasserted the allegations of infringement of U.S. Patent
No. 8,312,486 and U.S. Patent No. 8,533,753 and added allegations that the Company infringed U.S. Patent No.
8,549,555 with a listed issue date of October 1, 2013, entitled “Interactive Product Placement and Method Therefor.”
The amended complaint sought an injunction enjoining infringement, damages and pre- and post-judgment costs and
interest. The Company answered the amended complaint on November 12, 2013. The Company settled the matter on
July 15, 2014 for an amount that is not material and, pursuant to the settlement, all claims against the Company were
dismissed with prejudice on August 14, 2014. The Company recorded the impact of the settlement as a charge to
operations in the accompanying unaudited condensed consolidated statements of operations for the nine months ended
September 30, 2014.

Guarantees and Indemnification Obligations

The Company typically enters into indemnification agreements in the ordinary course of business. Pursuant to these
agreements, the Company indemnifies and agrees to reimburse the indemnified party for losses and costs incurred by
the indemnified party, generally the Company’s customers, in connection with patent, copyright, trade secret, or other
intellectual property or personal right infringement claims by third parties with respect to the Company’s technology.
The term of these indemnification agreements is generally perpetual after execution of the agreement. Based on when
customers first subscribed for the Company’s service, the maximum potential amount of future payments the Company
could be required to make under certain of these indemnification agreements is unlimited, however, more recently the
Company has typically limited the maximum potential value of such potential future payments in relation to the value
of the contract. Based on historical experience and information known as of September 30, 2014, the Company has
not incurred any costs for the above guarantees and indemnities. The Company has received requests for
indemnification from customers in connection with patent infringement suits brought against its customers by a third
party. To date, the Company has not agreed that the requested indemnification is required by the Company’s contract
with any such customer.

In certain circumstances, the Company warrants that its products and services will perform in all material respects in
accordance with its standard published specification documentation in effect at the time of delivery of the licensed
products and services to the customer for the warranty period of the product or service. To date, the Company has not
incurred significant expense under its warranties and, as a result, the Company believes the estimated fair value of
these agreements is immaterial.

Beginning on September 18, 2014, the Company suffered a service disruption resulting from a distributed
denial-of-service attack at third-party data center facilities used by the Company. By September 20, 2014, the
Company had restored the services impacted by the attack. While this matter has resulted in the issuance of service
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credits by the Company to some customers, and may result in remediation expenses, litigation and other liabilities,
this incident did not have a material impact on the Company’s financial position, results of operations or cash flows as
of and for the nine months ended September 30, 2014. In addition, the Company does not believe this incident will
have a material adverse effect on its financial results in any future period.

12. Debt

On March 31, 2011, the Company entered into a loan and security agreement with a lender (the “Loan Agreement”)
providing for an asset based line of credit (the “Line of Credit”). Under the Line of Credit, the Company can borrow up
to the lesser of (i) $8.0 million or (ii) 80% of the Company’s eligible accounts receivable. Borrowing availability under
the Line of Credit changes based upon the amount of eligible receivables, concentration of eligible receivables and
other factors. The Company has the ability to obtain letters of credit. Borrowings under the Line of Credit are secured
by substantially all of the Company’s assets. Outstanding amounts under the Line of Credit accrue interest at a rate
equal to the prime rate plus 1.5%. Advances under the Line of Credit were due on March 31, 2013, and interest and
related finance charges are payable monthly. On April 29, 2013, the Company amended the Line of Credit to increase
the aggregate amount of borrowings that may be outstanding under the Company’s asset-based line of credit from $8.0
million to $10.0 million and to extend the maturity date to March 30, 2015. At September 30, 2014 and December 31,
2013, the Company had no amounts outstanding under the Line of Credit.

On October 3, 2014, the Company amended the Line of Credit and entered into the Third Loan Modification
Agreement (the “Modification Agreement”) to (i) increase the aggregate amount of borrowings that may be outstanding
under the Company’s Line of Credit from $10.0 million to $20.0 million, (ii) increase the aggregate Facility Amount
(as defined in the Loan Agreement) available pursuant to the Loan Agreement from $12.5 million to $25.0 million,
(iii) provide for an unused line fee of 0.25% of the average unused portion of the Maximum Availability Amount (as
defined in the Loan Agreement) per year and (iv) extend the maturity date to October 3, 2016. The interest rate
decreased from the prime rate plus 1.5% to the prime rate plus 0.75%. Under the Modification Agreement, the
Company must comply with certain financial covenants, including maintaining a minimum asset coverage ratio, a
minimum net income threshold based on non-GAAP operating measures and a minimum net cash balance at certain
points throughout the year. The interest rate will increase to the prime rate plus 2.25% if the Company is not able to
meet the minimum asset coverage ratio.

14
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13. Segment Information

Geographic Data

Total revenue from unaffiliated customers by geographic area, based on the location of the customer, was as follows:

Three Months Ended September 30, Nine Months Ended September 30,
2014 2013 2014 2013

Revenue:
North America $ 19,254 $ 17,026 $ 55,749 $ 48,234
Europe 7,451 7,071 23,808 18,959
Japan 2,181 1,714 6,114 4,685
Asia Pacific 2,383 2,508 7,259 7,710
Other 258 208 705 561

Total revenue $ 31,527 $ 28,527 $ 93,635 $ 80,149

North America is comprised of revenue from the United States, Canada and Mexico. During the three months ended
September 30, 2014 and 2013, revenue from customers located in the United States was $17,797 and $15,739,
respectively, and $51,533 and $44,597, respectively, during the nine months ended September 30, 2014 and 2013.
During the three and nine months ended September 30, 2014 and 2013, no other country contributed more than 10%
of the Company’s total revenue.

As of September 30, 2014 and December 31, 2013, property and equipment at locations outside the U.S. was not
material.

14. Recently Issued and Adopted Accounting Standards

In March 2013, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2013-05, Foreign Currency Matters, which permits an entity to release cumulative translation adjustments into net
income when a reporting entity (parent) ceases to have a controlling financial interest in a subsidiary or group of
assets that is a business within a foreign entity. Accordingly, the cumulative translation adjustment should be released
into net income only if the sale or transfer results in the complete or substantially complete liquidation of the foreign
entity in which the subsidiary or group of assets had resided, or, if a controlling financial interest is no longer held.
The revised standard was effective beginning after December 15, 2013. The Company adopted this guidance effective
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January 1, 2014. The adoption of ASU 2013-05 did not have a significant impact on the Company’s consolidated
financial statements.

In July 2013, the FASB issued ASU 2013-11, Presentation of an Unrecognized Tax Benefit When a Net Operating
Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists (Topic 740). ASU 2013-11 requires that
unrecognized tax benefits be presented in the financial statements as a reduction to a deferred tax asset for a net
operating loss carryforward, a similar tax loss, or a tax credit carryforward, except in certain circumstances. When
those circumstances exist, the unrecognized tax benefit should be presented in the financial statements as a liability
and should not be combined with deferred tax assets. The Company adopted this guidance effective January 1, 2014.
The adoption of ASU 2013-11 did not have a significant impact on the Company’s consolidated financial statements.

In May 2014, the FASB and the International Accounting Standards Board jointly issued ASU No. 2014-9, Revenue
from Contracts with Customers, which clarifies the principles for recognizing revenue and develops a common
revenue standard for GAAP and International Financial Reporting Standards. The core principle of the guidance is
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 and services. The
ASU is effective for public entities for annual and interim periods beginning after December 15, 2016. Early adoption
is not permitted under GAAP and retrospective application is permitted but not required. The Company is currently
evaluating the impact of adopting this guidance on its financial position and results of operations.

ITEM
2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our condensed consolidated financial statements and related notes appearing elsewhere in this
Quarterly Report on Form 10-Q and our Annual Report on Form 10-K for the year ended December 31, 2013.

15
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Forward-Looking Statements

This Quarterly Report on Form 10-Q contains “forward-looking statements” that involve risks and uncertainties, as
well as assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially from
those expressed or implied by such forward-looking statements. The statements contained in this Quarterly Report on
Form 10-Q that are not purely historical are forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, or Securities Act, and Section 21E of the Securities Exchange Act of 1934, as
amended, or Exchange Act. Such forward-looking statements include any expectation of earnings, revenue or other
financial items; any statements of the plans, strategies and objectives of management for future operations; factors
that may affect our operating results; statements related to adding employees; statements related to potential benefits
of the acquisition of substantially all of the assets of Unicorn Media, Inc. and certain of its subsidiaries; statements
related to the impact of the distributed denial-of-service attack on our financial results in future periods; statements
related to future capital expenditures; statements related to future economic conditions or performance; statements as
to industry trends and other matters that do not relate strictly to historical facts or statements of assumptions
underlying any of the foregoing. Forward-looking statements are often identified by the use of words such as, but not
limited to, “anticipate,” “believe,” “can,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “will,”
“plan,” “project,” “seek,” “should,” “target,” “will,” “would,” and similar expressions or variations intended to
identify forward-looking statements. These statements are based on the beliefs and assumptions of our management
based on information currently available to management. Such forward-looking statements are subject to risks,
uncertainties and other important factors that could cause actual results and the timing of certain events to differ
materially from future results expressed or implied by such forward-looking statements. Factors that could cause or
contribute to such differences include, but are not limited to, those identified below, and those discussed in the section
titled “Risk Factors” included in Item 1A of Part II of this Quarterly Report on Form 10-Q, our Annual Report on
Form 10-K for the year ended December 31, 2013 and the risks discussed in our other SEC filings. 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.

Company Overview

We are a leading global provider of cloud services for video. Brightcove Video Cloud, or Video Cloud, our flagship
product released in 2006, is the world’s leading online video platform. As of September 30, 2014, we had 5,899
customers in over 70 countries, including many of the world’s leading media, retail, technology and financial services
companies, as well as governments, educational institutions and non-profit organizations. In the nine months ended
September 30, 2014, our customers used Video Cloud to deliver an average of approximately 1.5 billion video streams
per month, which we believe is more video streams per month than any other professional solution.

Video Cloud enables our customers to publish and distribute video to Internet-connected devices quickly, easily and in
a cost-effective and high-quality manner. Our innovative technology and intuitive user interface give customers
control over a wide range of features and functionality needed to publish and deliver a compelling user experience,
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including content management, format conversion, video player styling, distributed caching, advertising insertion,
content protection and distribution to diverse device types and multiple websites, including their own websites, partner
websites and social media sites. Video Cloud also includes comprehensive analytics that allow customers to
understand and refine their engagement with end users.

The Zencoder media processing service, or the Zencoder Service, is a cloud-based video encoding service. The
Zencoder Service provides our customers with high-quality, reliable encoding of live and on-demand video and access
to highly-scalable encoding power without having to pay for, manage and scale expensive hardware and software.

On January 31, 2014, we acquired substantially all of the assets of Unicorn Media, Inc. and certain of its subsidiaries,
or Unicorn, a provider of cloud-based video ad insertion technology. The Unicorn Once service, re-branded as
Brightcove Once, is an innovative, cloud-based ad insertion and video stitching service which addresses the
limitations of traditional online video ad insertion technology. Brightcove Once, or Once, reduces the need for
platform-specific ad technology and makes it possible for customers to reliably deliver live or on-demand video with
dynamically customized programming and targeted advertising to a wide range of Internet-connected devices. We
plan to continue to develop, operate, support and promote Once in its current form in the near term. We also plan to
integrate Once with our Video Cloud product over time.

As of September 30, 2013, we had 346 employees and 6,374 customers across our service offerings, of which 4,615
used our volume offerings and 1,759 used our premium offerings. As of September 30, 2014, we had 408 employees
and 5,899 customers, of which 4,052 used our volume offerings and 1,847 used our premium offerings.

We have primarily generated our revenue to date by offering our Video Cloud product to customers on a
subscription-based, software-as-a-service, or SaaS, model. Our revenue grew from $80.1 million in the nine months
ended September 30, 2013 to $93.6 million in the nine months ended September 30, 2014. Our consolidated net loss
was $13.0 million and $9.0 million for the nine months ended September 30, 2014 and 2013, respectively. Included in
consolidated net loss for the nine months ended September 30, 2014 was stock-based compensation expense,
merger-related expenses and amortization of acquired intangible assets of $4.8 million, $3.0 million and $2.4 million,
respectively. Included in consolidated net loss for the nine months ended September 30, 2013 was stock-based
compensation expense, merger-related expenses and amortization of acquired intangible assets of $4.7 million, $1.5
million and $1.3 million, respectively.

16

Edgar Filing: BRIGHTCOVE INC - Form 10-Q

30



For the nine months ended September 30, 2014 and 2013, our revenue derived from customers located outside North
America was 41% and 40%, respectively. We expect the percentage of total net revenue derived from outside North
America to increase in future periods as we continue to expand our international operations.

Our philosophy for the next few years will continue to be to invest for long-term growth. We believe these
investments will help us address some of the challenges facing our business such as demand for our products by
customers and potential customers, rapid technological change in our industry, increased competition and resulting
price sensitivity. These investments include support for the expansion of our infrastructure within our hosting
facilities, the hiring of additional technical and sales personnel, and the innovation of new features for existing
products and the development of new products. We believe these investments will help us retain our existing
customers and lead to the acquisition of new customers. Additionally, we believe customer growth will enable us to
achieve economies of scale which will reduce our cost of goods sold, research and development and general and
administrative expenses as a percentage of total revenue.

Acquisitions

On August 14, 2012, we acquired Zencoder Inc., or Zencoder, a cloud-based media processing service and HTML5
video player technology provider, for total consideration of approximately $27.4 million. This transaction was
accounted for under the purchase method of accounting. Accordingly, the results of operations of Zencoder have been
included in our consolidated financial statements since the date of acquisition. All of the assets acquired and liabilities
assumed in the transaction have been recognized at their acquisition date fair values, which were finalized at
December 31, 2012. The acquisition did not result in the addition of any reportable segments.

On January 8, 2013, we acquired the remaining 37% interest of our majority-owned subsidiary, Brightcove Kabushiki
Kaisha, or Brightcove KK, a Japanese joint venture which was formed on July 18, 2008. The purchase price of the
remaining equity interest was approximately $1.1 million and was funded by cash on hand. Given that we now own
100% of Brightcove KK, we will continue to consolidate Brightcove KK for financial reporting purposes, however,
commencing on January 8, 2013, we no longer record a non-controlling interest in the consolidated statements of
operations.

On January 31, 2014, we acquired substantially all of the assets of Unicorn for total consideration of approximately
$39.7 million, which was funded by cash on hand of $9.1 million and 2,850,547 unregistered shares of our common
stock. The results of operations of Unicorn are consolidated with our results of operations beginning on January 31,
2014, the closing date of the transaction.

Key Metrics
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We regularly review a number of metrics, including the following key metrics, to evaluate our business, measure our
performance, identify trends affecting our business, formulate financial projections and make strategic decisions.

•

Number of Customers.  We define our number of customers at the end of a particular quarter as the number of
customers generating subscription revenue at the end of the quarter. We believe the number of customers is a key
indicator of our market penetration, the productivity of our sales organization and the value that our products bring to
both large and small organizations. We classify our customers by including them in either premium or volume
offerings. Our premium offerings include our premium Video Cloud customers (Enterprise and Pro editions), Once
customers and our Zencoder customers who are on annual contracts. Our volume offerings include our Video Cloud
Express customers and our Zencoder customers on month-to-month and pay-as-you-go contracts. The number of
customers subscribing to our premium offerings is particularly important to monitor given that we expect revenue
from premium offerings to continue to represent a significant portion of our total revenue, and we are investing
significantly to support sales in a new and rapidly evolving market.

As of September 30, 2014, we had 5,899 customers, of which 4,052 used our volume offerings and 1,847 used our
premium offerings. As of September 30, 2013, we had 6,374 customers, of which 4,615 used our volume offerings
and 1,759 used our premium offerings. The number of volume customers decreased during the nine months ended
September 30, 2014 primarily due to our discontinuation of entry-level Video Cloud Express offerings. As a result,
we experienced attrition of this base level offering without a corresponding addition of customers. We expect
customers using our volume offerings to continue to decrease during the remainder of 2014 given that certain of the
Video Cloud Express price levels were discontinued.

•

Average Monthly Streams.  We define average monthly streams as the year-to-date average number of monthly stream
starts on Video Cloud and Once. We believe the average number of monthly streams is a key indicator of the adoption
of Video Cloud as an online video platform, the adoption of Once as online video ad insertion technology and the
growth of video content across the Internet.
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During the nine months ended September 30, 2014, the average number of monthly streams was approximately 1.5
billion, an increase of 63% from approximately 921 million during the nine months ended September 30, 2013.
During the nine months ended September 30, 2014, the average number of monthly streams included those streams
from Once, as the purchase of substantially all of the assets of Unicorn occurred during the first quarter of 2014.

•

Recurring Dollar Retention Rate.  We assess our ability to retain customers using a metric we refer to as our recurring
dollar retention rate. We calculate the recurring dollar retention rate by dividing the retained recurring value of
subscription revenue for a period by the previous recurring value of subscription revenue for the same period. We
define retained recurring value of subscription revenue as the committed subscription fees for all contracts that renew
in a given period. We define previous recurring value of subscription revenue as the recurring value from committed
subscription fees for all contracts that expire in that same period. We typically calculate our recurring dollar retention
rate on a monthly basis. Recurring dollar retention rate provides visibility into our ongoing revenue.

In the nine months ended September 30, 2014, the recurring dollar retention rate was 91% compared with 97% for
the nine months ended September 30, 2013. The decrease in our recurring dollar retention rate in the nine months
ended September 30, 2014 was driven by a decrease in sales of additional products and services to our existing
customer base.

The following table includes our key metrics for the periods presented:

Nine Months Ended 
September 30,
2014 2013

Customers (at period end)
Volume 4,052 4,615
Premium 1,847 1,759

Total customers (at period end) 5,899 6,374

Average monthly year-to-date streams (in thousands) 1,500,937 921,363
Recurring dollar retention rate 91 % 97 %

Components of Consolidated Statements of Operations

Revenue

Subscription and Support Revenue — We generate subscription and support revenue from the sale of Video Cloud, the
Zencoder Service and Once.
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Video Cloud is offered in two product lines. The first product line is comprised of our premium product editions,
Enterprise and Pro. The Enterprise edition provides additional features and functionality such as a multi-account
environment with consolidated billing, IP address filtering, the ability to produce live events with DVR functionality
and advanced upload acceleration of content. Customer arrangements are typically one year contracts, which include a
subscription to our platform, basic support and a pre-determined amount of video streams, bandwidth, and managed
content. We also offer gold support to our premium customers for an additional fee, which includes extended phone
support. The pricing for our premium editions is based on the number of users, accounts and usage, which is
comprised of video streams, bandwidth and managed content. Should a customer’s usage of this service exceed the
contractual entitlements, the contract will provide the rate at which the customer must pay for actual usage above the
contractual entitlements. The second product line is comprised of our volume product edition, which we refer to as our
Express edition. Our Express edition targets small and medium-sized businesses, or SMBs. The Express edition
provides customers with the same basic functionality that is offered in our premium product editions but has been
designed for customers who have lower usage requirements and do not typically seek advanced features and
functionality. We have discontinued the lower level pricing options for the Express edition, and accordingly, the total
number of customers using the Express edition decreased and we expect this to continue. Customers who purchase the
Express edition generally enter into month-to-month agreements. Express customers are either billed on a monthly
basis and pay via a credit card or are billed annually in advance.

The Zencoder Service includes all of the features and functionality necessary to encode digital files and convert them
into a wide range of formats in a high-quality manner. The service is offered to customers on a subscription basis,
with either committed contracts or pay-as-you-go contracts. The pricing is based on usage, which is comprised of
minutes of video processed. The committed contracts include a fixed number of minutes of video processed. Should a
customer’s usage of this service exceed the contractual entitlements, the contract will provide the rate at which the
customer must pay for actual usage above the contractual entitlements. Customers of the Zencoder Service on annual
contracts are considered premium customers. Customers on month-to-month contracts, pay-as-you-go contracts, or
contracts for a period of less than one year, are considered volume customers.
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Once is an innovative, cloud-based ad insertion and video stitching service which addresses the limitations of
traditional online video ad insertion technology. There are currently three Once offerings. OnceVOD includes
dynamic delivery and monetization for premium video-on-demand content. OnceLIVE includes dynamic delivery,
linear ad replacement and ad insertion for live broadcasts, events and 24/7 linear channels. OnceUX includes dynamic
ad insertion, with associated rich client and interactive ad capabilities delivered via an API method. Once is offered to
customers on a subscription basis, with varying levels of functionality, usage entitlements and support based on the
size and complexity of a customer’s needs.

Professional Services and Other Revenue — Professional services and other revenue consists of services such as
implementation, software customizations and project management for customers who subscribe to our premium
editions. These arrangements are priced either on a fixed fee basis with a portion due upon contract signing and the
remainder due when the related services have been completed, or on a time and materials basis.

Cost of Revenue

Cost of subscription, support and professional services revenue primarily consists of costs related to supporting and
hosting our product offerings and delivering our professional services. These costs include salaries, benefits, incentive
compensation and stock-based compensation expense related to the management of our data centers, our customer
support team and our professional services staff. In addition to these expenses, we incur third-party service provider
costs such as data center and content delivery network expenses, allocated overhead, depreciation expense and
amortization of capitalized internal-use software development costs and acquired intangible assets. We allocate
overhead costs such as rent, utilities and supplies to all departments based on relative headcount. As such, general
overhead expenses are reflected in cost of revenue in addition to each operating expense category.

The costs associated with providing professional services are significantly higher as a percentage of related revenue
than the costs associated with delivering our subscription and support services due to the labor costs of providing
professional services. As such, the implementation and professional services costs relating to an arrangement with a
new customer are more significant than the costs to renew a customer’s subscription and support arrangement.

Cost of revenue increased in absolute dollars from the first nine months of 2013 to the first nine months of 2014. In
future periods we expect our cost of revenue will increase in absolute dollars as our revenue increases. We also expect
that cost of revenue as a percentage of revenue will decrease over time as we are able to achieve economies of scale in
our business. However, cost of revenue as a percentage of revenue could fluctuate from period to period depending on
the growth of our professional services business and any associated costs relating to the delivery of subscription
services and the timing of significant expenditures. To the extent that our customer base grows, we intend to continue
to invest additional resources in expanding the delivery capability of our products and other services. The timing of
these additional expenses could affect our cost of revenue, both in terms of absolute dollars and as a percentage of
revenue, in any particular quarterly or annual period.
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Operating Expenses

We classify our operating expenses as follows:

Research and Development.   Research and development expenses consist primarily of personnel and related
expenses for our research and development staff, including salaries, benefits, incentive compensation and stock-based
compensation, in addition to the costs associated with contractors and allocated overhead. We have focused our
research and development efforts on expanding the functionality and scalability of our products and enhancing their
ease of use, as well as creating new product offerings. We expect research and development expenses to increase in
absolute dollars as we intend to continue to periodically release new features and functionality, expand our product
offerings, continue the localization of our products in various languages, upgrade and extend our service offerings,
and develop new technologies. Over the long term, we believe that research and development expenses as a
percentage of revenue will decrease, but will vary depending upon the mix of revenue from new and existing products,
features and functionality, as well as changes in the technology that our products must support, such as new operating
systems or new Internet-connected devices.
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Sales and Marketing.   Sales and marketing expenses consist primarily of personnel and related expenses for our sales
and marketing staff, including salaries, benefits, incentive compensation, commissions, stock-based compensation and
travel costs, amortization of acquired intangible assets, in addition to costs associated with marketing and promotional
events, corporate communications, advertising, other brand building and product marketing expenses and allocated
overhead. Our sales and marketing expenses have increased in absolute dollars in each of the last three years. We
intend to continue to invest in sales and marketing and increase the number of sales representatives to add new
customers and expand the sale of our product offerings within our existing customer base, build brand awareness and
sponsor additional marketing events. Accordingly, in future periods we expect sales and marketing expense to
increase in absolute dollars and continue to be our most significant operating expense. Over the long term, we believe
that sales and marketing expense as a percentage of revenue will decrease, but will vary depending upon the mix of
revenue from new and existing customers and from small, medium-sized and enterprise customers, as well as changes
in the productivity of our sales and marketing programs.

General and Administrative.   General and administrative expenses consist primarily of personnel and related
expenses for executive, legal, finance, information technology and human resources functions, including salaries,
benefits, incentive compensation and stock-based compensation, in addition to the costs associated with professional
fees, insurance premiums, other corporate expenses and allocated overhead. In future periods we expect general and
administrative expenses to increase in absolute dollars as we continue to incur additional personnel and professional
services costs related to the growth of our business and operations. Over the long term, we believe that general and
administrative expenses as a percentage of revenue will decrease.

Merger-related.   Merger-related costs consisted of transaction expenses incurred as part of the Unicorn acquisition as
well as costs associated with the retention of key employees of Unicorn and Zencoder. Approximately $1.8 million is
required to be paid to retain certain key employees from the Unicorn acquisition. The period in which these services
are to be performed varies by employee. Additionally, approximately $2.7 million was required to be paid to retain
certain key employees from the Zencoder acquisition over a two-year period from the date of acquisition of Zencoder
as services were performed. Given that the retention amount is related to a future service requirement, the related
expense is being recorded as merger-related compensation expense in the consolidated statement of operations over
the expected service period.

Other Expense

Other expense consists primarily of interest income earned on our cash, cash equivalents and investments, foreign
exchange gains and losses and interest expense payable on our debt.

Non-controlling Interest
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On January 8, 2013, we acquired the remaining 37% interest in Brightcove KK for a purchase price of approximately
$1.1 million. As a result of the transaction, we own 100% of Brightcove KK and continue to consolidate Brightcove
KK for financial reporting purposes, however, commencing on January 8, 2013, we ceased recording a
non-controlling interest in the consolidated statements of operations.

Income Taxes

As part of the process of preparing our consolidated financial statements, we are required to estimate our taxes in each
of the jurisdictions in which we operate. We account for income taxes in accordance with the asset and liability
method. Under this method, deferred tax assets and liabilities are recognized based on temporary differences between
the financial reporting and income tax bases of assets and liabilities using statutory rates. In addition, this method
requires a valuation allowance against net deferred tax assets if, based upon the available evidence, it is more likely
than not that some or all of the deferred tax assets will not be realized. We have provided a valuation allowance
against our existing net deferred tax assets at September 30, 2014, with the exception of the deferred tax assets related
to Brightcove KK.

Stock-Based Compensation Expense

Our cost of revenue, research and development, sales and marketing, and general and administrative expenses include
stock-based compensation expense. Stock-based compensation expense represents the fair value of outstanding stock
options and restricted stock awards, which are recognized over the respective stock option and restricted stock award
service periods. We recorded stock-based compensation expense of $1.5 million and $1.6 million for the three months
ended September 30, 2014 and 2013, respectively, and $4.8 million and $4.7 million for the nine months ended
September 30, 2014 and 2013, respectively. We expect stock-based compensation expense to increase in absolute
dollars in future periods.
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Foreign Currency Translation

With regard to our international operations, we frequently enter into transactions in currencies other than the U.S.
dollar. As a result, our revenue, expenses and cash flows are subject to fluctuations due to changes in foreign currency
exchange rates, particularly changes in the euro, British pound, Australian dollar, and Japanese yen. For the three
months ended September 30, 2014 and 2013, 44% and 45%, respectively, of our revenue was generated in locations
outside the United States. For the nine months ended September 30, 2014 and 2013, 45% and 44%, respectively, of
our revenue was generated in locations outside the United States. During the three months ended September 30, 2014
and 2013, 30% and 31%, respectively, of our revenue was in currencies other than the U.S. dollar, as were some of the
associated expenses. During the nine months ended September 30, 2014 and 2013, 32% and 30%, respectively, of our
revenue was in currencies other than the U.S. dollar, as were some of the associated expenses. In periods when the
U.S. dollar declines in value as compared to the foreign currencies in which we conduct business, our foreign
currency-based revenues and expenses generally increase in value when translated into U.S. dollars. We expect our
foreign currency-based revenue to increase in absolute dollars and as a percentage of total revenue.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting periods. We base our
estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Our actual results may differ from these estimates under
different assumptions or conditions.

We consider the assumptions and estimates associated with revenue recognition, allowance for doubtful accounts,
software development costs, income taxes, business combinations, intangible assets, goodwill and stock-based
compensation to be our critical accounting policies and estimates. There have been no material changes to our critical
accounting policies since December 31, 2013.

For a detailed explanation of the judgments made in these areas, refer to “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in our Annual Report on Form 10-K for the year ended December 31,
2013, which we filed with the Securities and Exchange Commission on March 11, 2014.
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We believe that our significant accounting policies, which are more fully described in the notes to our unaudited
condensed consolidated financial statements included in this Quarterly Report on Form 10-Q, have not materially
changed from those described in the notes to our audited consolidated financial statements included in our Annual
Report on Form 10-K for the year ended December 31, 2013.

Results of Operations

The following tables set forth our results of operations for the periods presented. The data has been derived from the
unaudited condensed consolidated financial statements contained in this Quarterly Report on Form 10-Q which, in the
opinion of our management, reflect all adjustments, consisting only of normal recurring adjustments, necessary to
present fairly the financial position and results of operations for the interim periods presented. The period-to-period
comparison of financial results is not necessarily indicative of future results. This information should be read in
conjunction with the consolidated financial statements and notes thereto included in our Annual Report on Form 10-K
for the year ended December 31, 2013.

Three Months Ended
September 30,

Nine Months Ended
September 30,

2014 2013 2014 2013
(in thousands, except percentages)

Revenue:
Subscription and support revenue $30,450 $26,535 $ 89,754 $ 75,887
Professional services and other revenue 1,077 1,992 3,881 4,262

Total revenue 31,527 28,527 93,635 80,149
Cost of revenue:
Cost of subscription and support revenue 9,467 7,047 28,096 21,441
Cost of professional services and other revenue 1,352 2,201 4,414 5,393

Total cost of revenue 10,819 9,248 32,510 26,834

Gross profit 20,708 19,279 61,125 53,315
Operating expenses:
Research and development 7,187 5,607 20,548 15,650
Sales and marketing 11,273 10,159 34,714 30,855
General and administrative 4,735 4,460 14,597 13,840
Merger-related 623 370 3,011 1,461

Total operating expenses 23,818 20,596 72,870 61,806

Loss from operations (3,110 ) (1,317 ) (11,745 ) (8,491 )
Other (expense) income, net (614 ) 104 (1,020 ) (359 )

Loss before income taxes and non-controlling
interest in consolidated subsidiary (3,724 ) (1,213 ) (12,765 ) (8,850 )

Provision for income taxes 81 55 204 149
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Consolidated net loss (3,805 ) (1,268 ) (12,969 ) (8,999 )
Net income attributable to non-controlling interest
in consolidated subsidiary - - - (20 )

Net loss attributable to Brightcove Inc. $(3,805 ) $(1,268 ) $ (12,969 ) $ (9,019 )

Net loss per share - basic and diluted $(0.12 ) $(0.04 ) $ (0.41 ) $ (0.32 )

Weighted-average number of common shares used
in computing net loss per share 32,247,453 28,345,519 31,814,570 28,184,533

Overview of Results of Operations for the Three Months Ended September 30, 2014 and 2013

Total revenue increased by 11%, or $3.0 million, in the three months ended September 30, 2014 compared to the three
months ended September 30, 2013 due to an increase in subscription and support revenue of 15%, or $3.9 million,
offset partially by a decrease in professional services and other revenue of 46%, or $915,000. The increase in
subscription and support revenue resulted primarily from an increase in the number of our premium customers, which
was 1,847 as of September 30, 2014, an increase of 5% from 1,759 customers as of September 30, 2013, as well as an
increase in revenue from existing customers. In addition, our revenue from premium offerings grew by $3.1 million,
or 12%, in the three months ended September 30, 2014 compared to the three months ended September 30, 2013. Our
ability to continue to provide the product functionality and performance that our customers require will be a major
factor in our ability to continue to increase revenue.

Our gross profit increased by $1.4 million, or 7%, in the three months ended September 30, 2014 compared to the
three months ended September 30, 2013, primarily due to an increase in revenue. With the continued growth in our
total revenue, our ability to maintain our overall gross profit will depend on our ability to continue controlling our
costs of delivery. Loss from operations was $3.1 million in the three months ended September 30, 2014 compared to
$1.3 million in the three months ended September 30, 2013. Loss from operations in the three months ended
September 30, 2014 included stock-based compensation expense, amortization of acquired intangible assets and
merger-related expenses of $1.5 million, $827,000 and $623,000, respectively. Loss from operations in the three
months ended September 30, 2013 included stock-based compensation expense, amortization of acquired intangible
assets and merger-related expenses of $1.6 million, $428,000 and $370,000, respectively. We expect operating income
to improve from increased sales to both new and existing customers and from improved efficiencies throughout our
organization as we continue to grow and scale our operations.

As of September 30, 2014, we had $21.7 million of unrestricted cash and cash equivalents, a decrease of $11.3 million
from $33.0 million at December 31, 2013, due primarily to $9.1 million of net cash paid as part of the Unicorn
acquisition, $1.7 million of cash used in operating activities and $2.5 million in capital expenditures offset by $3.1
million in maturities of investments.

Revenue
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Three Months Ended September 30,
2014 2013 Change

Revenue by Product
Line Amount Percentage of

Revenue Amount Percentage of
Revenue Amount %

(in thousands, except percentages)
Premium $28,950 92 % $25,894 91 % $3,056 12%
Volume 2,577 8 2,633 9 (56 ) (2 )
Total $31,527 100 % $28,527 100 % $3,000 11%
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During the three months ended September 30, 2014, revenue increased by $3.0 million, or 11%, compared to the three
months ended September 30, 2013, primarily due to an increase in revenue from our premium offerings, which consist
of subscription and support revenue, as well as professional services and other revenue. The increase in premium
revenue of $3.1 million, or 12%, is partially the result of a 5% increase in the number of premium customers from
1,759 at September 30, 2013 to 1,847 at September 30, 2014. In the three months ended September 30, 2014, volume
revenue decreased by $56,000, or 2%, compared to the three months ended September 30, 2013, due primarily to the
discontinuation of entry-level Video Cloud Express offerings.

Three Months Ended September 30,
2014 2013 Change

Revenue by Type Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
Subscription and support $30,450 97 % $26,535 93 % $3,915 15 %
Professional services and other 1,077 3 1,992 7 (915 ) (46)
Total $31,527 100 % $28,527 100 % $3,000 11 %

In the three months ended September 30, 2014, subscription and support revenue increased by $3.9 million, or 15%,
compared to the three months ended September 30, 2013. The increase was primarily related to the continued growth
of our customer base for our premium offerings including sales to both new and existing customers. Professional
services and other revenue decreased by 46%, or $915,000, due to a decrease in the number of professional service
engagements that were related to projects and implementations supporting subscription sales. Professional services
and other revenue will vary from period to period depending on the number of implementations and other projects that
are in process.

Three Months Ended September 30,
2014 2013 Change

Revenue by Geography Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
North America $19,254 61 % $17,026 60 % $2,228 13%
Europe 7,451 23 7,071 24 380 5
Japan 2,181 7 1,714 6 467 27
Asia Pacific 2,383 8 2,508 9 (125 ) (5 )
Other 258 1 208 1 50 24
International subtotal 12,273 39 11,501 40 772 7
Total $31,527 100 % $28,527 100 % $3,000 11%

For purposes of this section, we designate revenue by geographic regions based upon the locations of our customers.
North America is comprised of revenue from the United States, Canada and Mexico. International is comprised of
revenue from locations outside of North America. Depending on the timing of new customer contracts, revenue mix
from a geographic region can vary from period to period.
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In the three months ended September 30, 2014, total revenue for North America increased $2.2 million, or 13%,
compared to the three months ended September 30, 2013. The increase in revenue for North America resulted
primarily from an increase in subscription and support revenue from our premium offerings. In the three months
ended September 30, 2014, total revenue outside of North America increased $772,000 million, or 7%, compared to
the three months ended September 30, 2013. The increase in revenue internationally was the result of our increasing
focus on marketing our services internationally.

Cost of Revenue

Three Months Ended September 30,
2014 2013 Change

Cost of Revenue Amount
Percentage of
Related
Revenue

Amount
Percentage of
Related
Revenue

Amount %

(in thousands, except percentages)
Subscription and support $9,467 31 % $7,047 27 % $2,420 34 %
Professional services and other 1,352 126 2,201 110 (849 ) (39)
Total $10,819 34 % $9,248 32 % $1,571 17 %
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In the three months ended September 30, 2014, cost of subscription and support revenue increased $2.4 million, or
34%, compared to the three months ended September 30, 2013. The increase resulted primarily from an increase in the
cost of content delivery network, network hosting services, depreciation expense and employee-related expenses of
$900,000, $500,000, $340,000 and $232,000, respectively. There was also an increase in amortization of acquired
intangible assets and third-party software integrated with our service offering of $256,000 and $133,000, respectively.

In the three months ended September 30, 2014, cost of professional services and other revenue decreased $849,000, or
39%, compared to the three months ended September 30, 2013. The decrease resulted primarily from a decrease in
contractor expenses of $740,000.

Gross Profit

Three Months Ended September 30,
2014 2013 Change

Gross Profit Amount
Percentage of
Related
Revenue

Amount
Percentage of
Related
Revenue

Amount %

(in thousands, except percentages)
Subscription and support $20,983 69 % $19,488 73 % $1,495 8 %
Professional services and other (275 ) (26 ) (209 ) (10 ) (66 ) (32)
Total $20,708 66 % $19,279 68 % $1,429 7 %

The overall gross profit percentage was 66% and 68% for the three months ended September 30, 2014 and 2013,
respectively. Subscription and support gross profit increased $1.5 million, or 8%, compared to the three months ended
September 30, 2013. Professional services and other gross profit decreased $66,000, or 32%, compared to the three
months ended September 30, 2013. It is likely that gross profit, as a percentage of revenue, will fluctuate quarter by
quarter due to the timing and mix of subscription and support revenue and professional services and other revenue,
and the type, timing and duration of service required in delivering certain projects.

Operating Expenses

Three Months Ended September 30,
2014 2013 Change

Operating Expenses Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
Research and development $7,187 22 % $5,607 19 % $1,580 28%
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Sales and marketing 11,273 36 10,159 36 1,114 11
General and administrative 4,735 15 4,460 16 275 6
Merger-related 623 2 370 1 253 68
Total $23,818 75 % $20,596 72 % $3,222 16%

Research and Development.    In the three months ended September 30, 2014, research and development expense
increased by $1.6 million, or 28%, compared to the three months ended September 30, 2013 primarily due to increases
in employee-related, travel, recruiting and rent expenses of $1.1 million, $125,000, $115,000 and $112,000,
respectively. In future periods, we expect that our research and development expense will continue to increase in
absolute dollars as we hire additional employees, develop new features and functionality for our products, introduce
additional software solutions and expand our product and service offerings.

Sales and Marketing.    In the three months ended September 30, 2014, sales and marketing expense increased $1.1
million, or 11%, compared to the three months ended September 30, 2013 primarily due to increases in
employee-related expenses, travel expenses and amortization of acquired intangible asset expenses of $596,000,
$223,000 and $116,000, respectively. We expect that our sales and marketing expense will continue to increase in
absolute dollars along with our revenue, as we continue to expand sales coverage and build brand awareness through
what we believe are cost-effective channels. We expect that such increases may fluctuate from period to period,
however, due to the timing of marketing programs.

General and Administrative.    In the three months ended September 30, 2014, general and administrative expense
increased by $275,000, or 6%, compared to the three months ended September 30, 2013 primarily due to an increase
in outside accounting and legal fees and contractor expenses of $358,000, and $130,000, respectively. These increases
were offset by a decrease in depreciation expenses and employee-related expenses of $157,000 and $150,000,
respectively. In future periods, we expect general and administrative expense will increase in absolute dollars as we
add personnel and incur additional costs related to the growth of our business and operations.
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Merger-related.    In the three months ended September 30, 2014, merger-related expenses increased $253,000, or
68%, compared to the three months ended September 30, 2013 primary due to an increase in costs associated with the
retention of certain employees of Unicorn and costs incurred in connection with closing the acquisition of
substantially all of the assets of Unicorn of $627,000 and $104,000, respectively. These costs were partially offset by
a decrease in costs associated with the retention of certain employees of Zencoder of $478,000.

Other (Expense) Income, Net

Three Months Ended September 30,
2014 2013 Change

Other (Expense) Income AmountPercentage of
Revenue AmountPercentage of

Revenue Amount%

(in thousands, except percentages)
Interest income, net $1 — % $12 — % $(11 ) (92)%
Interest expense (22 ) — — — (22 ) nm
Other (expense) income, net (593) (2 ) 92 — (685) nm
Total $(614) (2 )% $104 — % $(718) nm %

nm — not meaningful

In the three months ended September 30, 2014, interest income, net, decreased by $11,000 compared to the
corresponding period of the prior year. The decrease is primarily due to a lower average cash balance as interest
income is generated from the investment of our cash balances, less related bank fees.

 The interest expense during the three months ended September 30, 2014 is primarily comprised of interest paid on
capital leases. The increase in other expense, net during the three months ended September 30, 2014 was primarily
due to an increase in foreign currency exchange losses of $689,000 upon collection of foreign denominated accounts
receivable.

Provision for Income Taxes

Three Months Ended September 30,
2014 2013 Change

Provision for Income Taxes AmountPercentage of
Revenue AmountPercentage of

Revenue Amount%
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(in thousands, except percentages)
Provision for income taxes $ 81 — % $ 55 — % $ 26 47 %

In the three months ended September 30, 2014, provision for income taxes was primarily comprised of income tax
expenses related to foreign jurisdictions.

Overview of Results of Operations for the Nine Months Ended September 30, 2014 and 2013

Total revenue increased by 17%, or $13.5 million, in the nine months ended September 30, 2014 compared to the nine
months ended September 30, 2013 due to an increase in subscription and support revenue of 18%, or $13.9 million,
offset partially by a decrease in professional services and other revenue of 9%, or $381,000. The increase in
subscription and support revenue resulted primarily from an increase in the number of our premium customers, which
was 1,847 as of September 30, 2014, an increase of 5% from 1,759 customers as of September 30, 2013, as well as an
increase in revenue from existing customers. In addition, our revenue from premium offerings grew by $13.7 million,
or 19%, in the nine months ended September 30, 2014 compared to the nine months ended September 30, 2013.

Our gross profit increased by $7.8 million, or 15%, in the nine months ended September 30, 2014 compared to the
nine months ended September 30, 2013, primarily due to an increase in revenue. Our ability to continue to maintain
our overall gross profit will depend on our ability to continue controlling our costs of delivery. Loss from operations
was $11.7 million in the nine months ended September 30, 2014 compared to $8.5 million in the nine months ended
September 30, 2013. Loss from operations in the nine months ended September 30, 2014 included stock-based
compensation expense, merger-related expenses and amortization of acquired intangible assets of $4.8 million, $3.0
million and $2.4 million, respectively. Loss from operations in the nine months ended September 30, 2013 included
stock-based compensation expense, merger-related expenses and amortization of acquired intangible assets of $4.7
million, $1.5 million and $1.3 million, respectively.

24

Edgar Filing: BRIGHTCOVE INC - Form 10-Q

48



Revenue

Nine Months Ended September 30,
2014 2013 Change

Revenue by Product Line Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
Premium $86,010 92 % $72,302 90 % $13,708 19%
Volume 7,625 8 7,847 10 (222 ) (3 )
Total $93,635 100 % $80,149 100 % $13,486 17%

During the nine months ended September 30, 2014, revenue increased by $13.5 million, or 17%, compared to the nine
months ended September 30, 2013, primarily due to an increase in revenue from our premium offerings, which consist
of subscription and support revenue, as well as professional services and other revenue. The increase in premium
revenue of $13.7 million, or 19%, is partially the result of a 5% increase in the number of premium customers from
1,759 at September 30, 2013 to 1,847 at September 30, 2014. In the nine months ended September 30, 2014, revenue
from our volume offerings decreased by $222,000, or 3%, compared to the nine months ended September 30, 2013,
due primarily to the discontinuation of entry-level Video Cloud Express offerings.

Nine Months Ended September 30,
2014 2013 Change

Revenue by Type Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
Subscription and support $89,754 96 % $75,887 95 % $13,867 18%
Professional services and other 3,881 4 4,262 5 (381 ) (9 )
Total $93,635 100 % $80,149 100 % $13,486 17%

In the nine months ended September 30, 2014, subscription and support revenue increased by $13.9 million, or 18%,
compared to the nine months ended September 30, 2013. The increase was primarily related to the continued growth
of our customer base for our premium offerings including sales to both new and existing customers. Professional
services and other revenue decreased by 9%, or $381,000, due to a decrease in the number of professional service
engagements that were related to projects and implementations supporting subscription sales.

Nine Months Ended September 30,
2014 2013 Change

Revenue by Geography Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
North America $55,749 59 % $48,234 60 % $7,515 16%
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Europe 23,808 25 18,959 24 4,849 26
Japan 6,114 7 4,685 6 1,429 31
Asia Pacific 7,259 8 7,710 9 (451 ) (6 )
Other 705 1 561 1 144 26
International subtotal 37,886 41 31,915 40 5,971 19
Total $93,635 100 % $80,149 100 % $13,486 17%

For purposes of this section, we designate revenue by geographic regions based upon the locations of our customers.
North America is comprised of revenue from the United States, Canada and Mexico. International is comprised of
revenue from locations outside of North America. Depending on the timing of new customer contracts, revenue mix
from a geographic region can vary from period to period.

In the nine months ended September 30, 2014, total revenue for North America increased $7.5 million, or 16%,
compared to the nine months ended September 30, 2013. The increase in revenue for North America resulted
primarily from an increase in subscription and support revenue from our premium offerings. In the nine months ended
September 30, 2014, total revenue outside of North America increased $6.0 million, or 19%, compared to the nine
months ended September 30, 2013. The increase in revenue internationally was the result of our increasing focus on
marketing our services internationally.
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Cost of Revenue

Nine Months Ended September 30,
2014 2013 Change

Cost of Revenue Amount
Percentage of
Related
Revenue

Amount
Percentage of
Related
Revenue

Amount %

(in thousands, except percentages)
Subscription and support $28,096 31 % $21,441 28 % $6,655 31 %
Professional services and other 4,414 114 5,393 127 (979 ) (18)
Total $32,510 35 % $26,834 33 % $5,676 21 %

In the nine months ended September 30, 2014, cost of subscription and support revenue increased $6.7 million, or
31%, compared to the nine months ended September 30, 2013. The increase resulted primarily from an increase in the
cost of content delivery network, network hosting services, depreciation and employee-related expenses of $2.9
million, $1.7 million, $842,000 and $360,000, respectively. There was also an increase in amortization of acquired
intangible assets of $680,000.

In the nine months ended September 30, 2014, cost of professional services and other revenue decreased $979,000, or
18%, compared to the nine months ended September 30, 2013. The decrease resulted primarily from a decrease in
contractor expenses of $1.1 million, offset by an increase in employee-related expenses of $137,000.

Gross Profit

Nine Months Ended September 30,
2014 2013 Change

Gross Profit Amount
Percentage of
Related
Revenue

Amount
Percentage of
Related
Revenue

Amount %

(in thousands, except percentages)
Subscription and support $61,658 69 % $54,446 72 % $7,212 13%
Professional services and other (533 ) (14 ) (1,131 ) (27 ) 598 53
Total $61,125 65 % $53,315 67 % $7,810 15%

For the nine months ended September 30, 2014, the overall gross profit percentage was 65% compared to 67% for the
nine months ended September 30, 2013. Subscription and support gross profit increased $7.2 million, or 13%,
compared to the nine months ended September 30, 2013. Professional services and other gross profit increased
$598,000, or 53%, compared to the nine months ended September 30, 2013, as we have continued to build the
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professional services organization while better leveraging fixed costs with increased customer implementation and
customization projects.

Operating Expenses

Nine Months Ended September 30,
2014 2013 Change

Operating Expenses Amount Percentage of
Revenue Amount Percentage of

Revenue Amount %

(in thousands, except percentages)
Research and development $20,548 22 % $15,650 20 % $4,898 31 %
Sales and marketing 34,714 37 30,855 38 3,859 13
General and administrative 14,597 15 13,840 17 757 5
Merger-related 3,011 3 1,461 2 1,550 106
Total $72,870 77 % $61,806 77 % $11,064 18 %
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Research and Development.    In the nine months ended September 30, 2014, research and development expense
increased by $4.9 million, or 31%, compared to the nine months ended September 30, 2013 primarily due to increases
in employee-related, travel and rent expenses of $3.5 million, $335,000, and $322,000, respectively. There was also
an increase in expenses related to computer maintenance and support of $298,000.

Sales and Marketing.    In the nine months ended September 30, 2014, sales and marketing expense increased $3.9
million, or 13%, compared to the nine months ended September 30, 2013 primarily due to increases in
employee-related expenses, travel expenses and marketing programs of $1.9 million, $723,000 and $372,000,
respectively. There was also an increase in amortization of acquired intangible assets of $363,000. These expenses
were partially offset by a decrease in commission expense of $296,000.

General and Administrative.    In the nine months ended September 30, 2014, general and administrative expense
increased by $757,000, or 5%, compared to the nine months ended September 30, 2013 primarily due to an increase in
outside accounting and legal fees, contractor expenses, and employee-related expenses of $659,000, $305,000 and
$301,000, respectively. These expenses were offset in part by decreases in depreciation and bad debt expenses of
$512,000 and $239,000, respectively.

Merger-related.    In the nine months ended September 30, 2014, merger-related expenses increased $1.6 million, or
106%, compared to the nine months ended September 30, 2013 primary due to an increase in costs incurred in
connection with closing the acquisition of substantially all of the assets of Unicorn and costs associated with the
retention of certain employees of Unicorn of $1.8 million and $1.2 million, respectively. These costs were partially
offset by a decrease in costs associated with the retention of certain employees of Zencoder of $1.4 million.

Other Expense, Net

Nine Months Ended September 30,
2014 2013 Change

Other Expense Amount Percentage of
Revenue AmountPercentage of

Revenue Amount%

(in thousands, except percentages)
Interest income, net $10 — % $48 — % $(38 ) (79 )%
Interest expense (67 ) — — — (67 ) nm
Other expense, net (963 ) (1 )% (407) (1 )% (556) (137)
Total $(1,020) (1 )% $(359) — % $(661) (184)%

nm — not meaningful
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In the nine months ended September 30, 2014, interest income, net, decreased by $38,000 compared to the
corresponding period of the prior year. The decrease is primarily due to lower average cash balances as interest
income is generated from the investment of our cash balances, less related bank fees.

The interest expense during the nine months ended September 30, 2014 is primarily comprised of interest paid on
capital leases. The increase in other expense, net during the nine months ended September 30, 2014 was primarily due
to an increase in foreign currency exchange losses of $564,000 upon collection of foreign denominated accounts
receivable.

Provision for Income Taxes

Nine Months Ended September 30,
2014 2013 Change

Provision for Income Taxes AmountPercentage of
Revenue AmountPercentage of

Revenue Amount%

(in thousands, except percentages)
Provision for income taxes $ 204 — % $ 149 — % $ 55 37 %

In the nine months ended September 30, 2014, provision for income taxes, increased by $55,000 compared to the
corresponding period of the prior year, and was primarily comprised of income tax expenses related to foreign
jurisdictions.
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Non-Controlling Interest in Consolidated Subsidiary

Nine Months Ended September 30,
2014 2013 Change

Non-Controlling Interest in
Consolidated Subsidiary Amount

Percentage
of
Revenue

Amount
Percentage
of
Revenue

Amount%

(in thousands, except percentages)
Net income attributable to non-controlling interest in
consolidated subsidiary $ — —% $ (20 ) —% $ 20 100 %

Non-controlling interest represents the minority stockholders’ proportionate share (37%) of Brightcove KK. On
January 8, 2013, we acquired the remaining 37% interest in Brightcove KK and, as a result, we now own 100% of
Brightcove KK. We continue to consolidate Brightcove KK for financial reporting purposes, however, commencing
on January 8, 2013, we ceased recording a non-controlling interest in the consolidated statements of operations. The
$20,000 above represents the minority stockholders’ proportionate share of the net income of Brightcove KK for the
period from January 1, 2013 through January 7, 2013.

Liquidity and Capital Resources

In connection with our initial public offering in February 2012, we received aggregate proceeds of approximately
$58.8 million, including the proceeds from the underwriters’ exercise of their overallotment option, net of underwriters’
discounts and commissions, but before deducting offering expenses of approximately $4.3 million. Prior to our initial
public offering, we funded our operations primarily through private placements of preferred and common stock, as
well as through borrowings of $7.0 million under our bank credit facilities. In February 2012, we repaid the $7.0
million balance under our bank credit facilities. All of the preferred stock was converted into shares of our common
stock in connection with our initial public offering.

Nine Months Ended
September 30,

Condensed Consolidated Statements of Cash Flow Data 2014 2013
(in thousands)

Purchases of property and equipment $ (2,500 ) $ (1,926 )
Depreciation and amortization 6,114 4,562
Cash flows (used in) provided by operating activities (1,650 ) 4,801
Cash flows (used in) provided by investing activities (9,354 ) 4,847
Cash flows used in financing activities (276 ) (499 )
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Cash, cash equivalents and investments.

Our cash and cash equivalents at September 30, 2014 were held for working capital purposes and were invested
primarily in money market funds. We do not enter into investments for trading or speculative purposes. At September
30, 2014 and December 31, 2013, restricted cash was $209,000 and $322,000, respectively, and was held in
certificates of deposit as collateral for letters of credit related to the contractual provisions of our corporate credit cards
and the contractual provisions with a customer. Per the terms of the agreement, a portion of the collateral related to the
contractual provisions with a customer was released in the nine months ended September 30, 2014. At September 30,
2014 and December 31, 2013, we had $3.8 million and $7.9 million, respectively, of cash and cash equivalents held
by subsidiaries in international locations, including subsidiaries located in Japan and the United Kingdom. It is our
current intention to permanently reinvest unremitted earnings in such subsidiaries or to repatriate the earnings only
when tax effective. We believe that our existing cash and cash equivalents will be sufficient to meet our anticipated
working capital and capital expenditure needs over at least the next 12 months.

Accounts receivable, net.

Our accounts receivable balance fluctuates from period to period, which affects our cash flow from operating
activities. The fluctuations vary depending on the timing of our billing activity, cash collections, and changes to our
allowance for doubtful accounts. In many instances we receive cash payment from a customer prior to the time we are
able to recognize revenue on a transaction. We record these payments as deferred revenue, which has a positive effect
on our accounts receivable balances. We use days’ sales outstanding, or DSO, calculated on a quarterly basis, as a
measurement of the quality and status of our receivables. We define DSO as (a) accounts receivable, net of allowance
for doubtful accounts, divided by total revenue for the most recent quarter, multiplied by (b) the number of days in
that quarter. DSO was 57 and 67 days at September 30, 2014 and December 31, 2013, respectively.
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Operating activities.

Cash used by
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