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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the federal securities
laws, and these statements involve substantial risks and uncertainties. Forward-looking statements generally relate to
future events or our future financial or operating performance. In some cases, you can identify forward-looking
statements because they contain words such as “may,” “should,” “expects,” “plans,” “anticipates,” “could,” “intends,
“contemplates,” “believes,” “estimates,” “predicts,
or expressions that concern our expectations, strategy, plans or intentions. Forward-looking statements contained in
this Quarterly Report on Form 10-Q include, but are not limited to, statements about:

EEINT3 29 ¢
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our future financial performance, including our expectations regarding our revenue, cost of revenue, gross margin
and operating expenses;
maintaining and expanding our customer base and increasing our average subscription revenue per customer;
the impact of competition in our industry and innovation by our competitors;
our anticipated growth and expectations regarding our ability to manage our future growth;
our predictions about industry and market trends;
our ability to anticipate and address the evolution of technology and the technological needs of our customers, to
roll-out upgrades to our existing software platform and to develop new and enhanced applications to meet the needs
of our customers;
our ability to maintain our brand and inbound marketing thought leadership position;
the impact of our corporate culture and our ability to attract, hire and retain necessary qualified employees to expand
our operations;
the anticipated effect on our business of litigation to which we are or may become a party;
our ability to successfully acquire and integrate companies and assets; and
our ability to stay abreast of new or modified laws and regulations that currently apply or become applicable to our
business both in the United States and internationally.
We caution you that the foregoing list may not contain all of the forward-looking statements made in this Quarterly
Report on Form 10-Q.

You should not rely upon forward-looking statements as predictions of future events. We have based the
forward-looking statements contained in this Quarterly Report on Form 10-Q primarily on our current expectations
and projections about future events and trends that we believe may affect our business, financial condition, results of
operations and prospects. The outcome of the events described in these forward-looking statements is subject to risks,
uncertainties and other factors described in “Risk Factors” and elsewhere in this Quarterly Report on Form 10-Q.
Moreover, we operate in a very competitive and rapidly changing environment. New risks and uncertainties emerge
from time to time, and it is not possible for us to predict all risks and uncertainties that could have an impact on the
forward-looking statements contained in this Quarterly Report on Form 10-Q. The results, events and circumstances
reflected in the forward-looking statements may not be achieved or occur, and actual results, events or circumstances
could differ materially from those described in the forward-looking statements.

The forward-looking statements made in this Quarterly Report on Form 10-Q relate only to events as of the date on
which the statements are made. We undertake no obligation to update any forward-looking statements made in this
Quarterly Report on Form 10-Q to reflect events or circumstances after the date of this Quarterly Report on Form
10-Q or to reflect new information or the occurrence of unanticipated events, except as required by law.

We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements and you
should not place undue reliance on our forward-looking statements. Our forward-looking statements do not reflect the
potential impact of any future acquisitions, mergers, dispositions, joint ventures or investments we may make.

9 <.
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PART I — Financial Information

ITEM 1.Financial Statements
HubSpot, Inc.

Unaudited Consolidated Balance Sheets

(in thousands)

Assets

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable — net of allowance for doubtful accounts of $520 and $371

at September 30, 2016 and December 31, 2015, respectively
Deferred commission expense
Prepaid hosting costs
Prepaid expenses and other current assets
Total current assets
Long-term investments
Property and equipment, net
Capitalized software development costs, net
Restricted cash
Other assets
Intangible assets, net
Goodwill
Total assets
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable
Accrued compensation costs
Other accrued expenses
Capital lease obligations
Deferred rent
Deferred revenue
Total current liabilities
Capital lease obligations, net of current portion
Deferred rent, net of current portion
Deferred revenue, net of current portion
Other long-term liabilities

September 30, December 31,

2016

$ 61,439
52,555

30,436
8,205
1,240
10,187
164,062
37,669
29,041
5,840
380
985
36
9,773

$ 247,786

$ 3,004
10,284
17,383
764
207
83,328
114,970
247
8,849
918
644

2015

$ 55,580
48,972

25,142
8,114
3,047
4,899
145,754
40,566
18,161
4,655
363
1,007
100
9,773

$ 220,379

$ 2,588
11,371
12,313
542
86
64,407
91,307
277
6,345
732
10
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Total liabilities 125,628 98,671
Commitments and contingencies (Note 6)
Stockholders’ equity:

Common stock 35 34
Additional paid-in capital 354,743 322,833
Accumulated other comprehensive loss (533 ) (805 )
Accumulated deficit (232,087 ) (200,354 )
Total stockholders’ equity 122,158 121,708
Total liabilities and stockholders’ equity $ 247,786 $ 220,379

The accompanying notes are an integral part of the consolidated financial statements.
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HubSpot, Inc.
Unaudited Consolidated Statements of Operations

(in thousands, except per share data)

For the Three
Months Ended For the Nine Months
September 30, Ended September 30,
2016 2015 2016 2015
Revenues:
Subscription $66,505 $44,091 $182,357 $118,303
Professional services and other 4,084 3,620 12,166 10,514
Total revenue 70,589 47,711 194,523 128,817
Cost of Revenues:
Subscription 10,655 8,470 29,550 22,894
Professional services and other 5,157 4,008 15,428 11,322
Total cost of revenues 15,812 12,478 44,978 34,216
Gross profit 54,777 35,233 149,545 94,601
Operating expenses:
Research and development 12,100 8,128 33,182 23,787
Sales and marketing 41,193 30,868 115,531 81,057
General and administrative 11,435 9,527 31,674 25,782
Total operating expenses 64,728 48,523 180,387 130,626
Loss from operations (9,951 ) (13,290) (30,842) (36,025)
Other (expense) income:
Interest income 224 131 604 241
Interest expense 97 ) (31 ) 277 ) (140 )
Other (expense) income 365 ) (186 ) (900 ) 387
Total other (expense) income (238 ) (86 ) (573 ) 488
Loss before income tax provision (10,189) (13,376) (31,415) (35,537)
Income tax provision 326 ) (176 ) (@318 ) (265 )
Net loss $(10,515) $(13,552) $(31,733) $(35,802)
Net loss per share, basic and diluted $(0.30 ) $(0.40 ) $0.91 ) $(1.09 )
Weighted average common shares used in computing basic
and diluted net loss per share: 35,393 33,819 35,038 32,901

The accompanying notes are an integral part of the consolidated financial statements.
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HubSpot, Inc.
Unaudited Consolidated Statements of Comprehensive Loss

(in thousands)

For the Three For the Nine
Months Ended Months Ended
September 30, September 30,
2016 2015 2016 2015
Net loss $(10,515) $(13,552) $(31,733) $(35,802)
Other comprehensive loss:
Foreign currency translation adjustment (21 ) (10 ) 109 (162 )
Changes in unrealized gain (loss) on investments, net of
income taxes of $(36) and $136 for the three and
nine months ended September 30, 2016 and $0 for
the three and nine months ended September 30, 2015 (108 ) (77 ) 163 237 )
Comprehensive loss $(10,644) $(13,639) $(31,461) $(36,201)

The accompanying notes are an integral part of the consolidated financial statements.
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HubSpot, Inc.
Unaudited Consolidated Statements of Cash Flows

(in thousands)

For the Nine Months

Ended

September 30,

2016 2015
Operating Activities:
Net loss $(31,733) $(35,802)
Adjustments to reconcile net loss to net cash and cash equivalents provided

by (used in) operating activities

Depreciation and amortization 7,992 5,511
Stock-based compensation 23,401 15,293
Provision for deferred income taxes (165 ) 45
Amortization of bond premium discount 547 438
Noncash rent expense 2,693 211
Unrealized currency translation (1496 ) (39 )
Changes in assets and liabilities, net of acquisition
Accounts receivable (5,140 ) (5,716 )
Prepaid expenses and other assets (3,380 ) (1,277 )
Deferred commission expense (80 ) (649 )
Accounts payable 733 (84 )
Accrued expenses 3,737 4,533
Deferred rent (75 ) 379
Deferred revenue 18,715 14,294
Net cash and cash equivalents provided by (used in) operating activities 17,093 (3,063 )
Investing Activities:
Purchases of investments (44,323) (93,869 )
Maturities of investments 43,388 4,000
Purchases of property and equipment (13,350) (2,182 )
Capitalization of software development costs 4,173 ) (3,125 )
Acquisition of a business — (600 )
Restricted cash — (388 )
Net cash and cash equivalents used in investing activities (18,458) (96,164 )
Financing Activities:
Secondary offering proceeds, net of offering costs paid of $583 — 33,669
Employee taxes paid related to the net share settlement of stock-based awards (1,820 ) (8,217 )
Proceeds related to the issuance of common stock under stock plans 9,145 9,256
Repayments of capital lease obligations 528 ) @07 )
Net cash and cash equivalents provided by financing activities 6,797 34,601
Effect of exchange rate changes on cash and cash equivalents 427 (286 )
Net increase (decrease) in cash and cash equivalents 5,859 (64,912)

Cash and cash equivalents, beginning of period 55,580 123,721
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Cash and cash equivalents, end of period
Supplemental cash flow disclosure:

Cash and cash equivalents paid for interest

Cash and cash equivalents paid for income taxes
Non-cash investing and financing activities:
Property and equipment acquired under capital lease
Capital expenditures incurred but not yet paid

The accompanying notes are an integral part of the consolidated financial statements.

$61,439

$166
$623

$720
$1,259

$58,809

$139
$—

$542
$—

11
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HubSpot, Inc.

Notes to Unaudited Consolidated Financial Statements

1. Organization and Operations

HubSpot, Inc. (the “Company”) was formed as a limited liability company in Delaware on April 4, 2005. The Company
converted to a Delaware corporation on June 7, 2007. The Company provides a cloud-based inbound marketing and
sales platform which features integrated applications to help businesses attract visitors to their websites, convert
visitors into leads, close leads into customers and delight customers so they become promoters of those businesses.
These integrated applications include social media, search engine optimization, blogging, website content

management, marketing automation, email, CRM, analytics, and reporting.

The Company is headquartered in Cambridge, Massachusetts, and has wholly-owned subsidiaries in Dublin, Ireland,
which commenced operations in January 2013, in Sydney, Australia, which commenced operations in August 2014, in
Singapore, which commenced operations in October 2015, and in Tokyo, Japan, which commenced operations in July
2016.

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles in the United States (“GAAP”) applicable to interim periods, under the rules and
regulations of the United States Securities and Exchange Commission (“SEC”). In the opinion of management, the
Company has prepared the accompanying unaudited consolidated financial statements on a basis substantially
consistent with the audited consolidated financial statements of the Company as of and for the year ended

December 31, 2015, and these consolidated financial statements include all adjustments, consisting only of normal
recurring adjustments, necessary for a fair statement of the results of the interim periods presented. All intercompany
balances and transactions have been eliminated in consolidation.

The results of operations for the interim periods presented are not necessarily indicative of the results to be expected
for any subsequent quarter or for the entire year ending December 31, 2016. The year-end balance sheet data was
derived from audited financial statements, but this Form 10-Q does not include all disclosures required under GAAP.
Certain information and note disclosures normally included in annual financial statements prepared in accordance
with GAAP have been omitted under the rules and regulations of the SEC.

These interim financial statements should be read in conjunction with the audited consolidated financial statements
and related notes contained in the Company’s Annual Report on Form 10-K filed with the SEC on February 24, 2016.
There have been no changes in the Company’s significant accounting policies from those that were disclosed in the
Company’s Annual Report on Form 10-K that have had a material impact on our consolidated financial statements and
related notes, except the addition of internal use software described in footnote 4.

Recent Accounting Pronouncements

Recent accounting standards not included below are not expected to have a material impact on our consolidated
financial position and results of operations.

12
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In March 2016, the Financial Accounting Standards Board (“FASB”) issued guidance that changes the accounting for
certain aspects of share-based payments to employees. The guidance requires the recognition of the income tax effects
of awards in the income statement when the awards vest or are settled, thus eliminating additional paid-in capital
pools. The guidance also allows for the employer to repurchase or sell more shares than required under local statutory
regulation without triggering liability accounting. In addition, the guidance allows for a policy election to account for
forfeitures as they occur rather than on an estimated basis. The guidance is effective in 2017 with early adoption
permitted. The Company is currently evaluating the impact of this guidance on the consolidated financial statements.

In February 2016, the FASB issued guidance that requires lessees to recognize most leases on their balance sheets but
record expenses on their income statements in a manner similar to current accounting. For lessors, the guidance
modifies the classification criteria and the accounting for sales-type and direct financing leases. The guidance is
effective in 2019 with early adoption permitted. The Company is currently evaluating the impact of this guidance on
the consolidated financial statements.

In August 2014, the FASB issued guidance in GAAP about management’s responsibility to evaluate whether there is
substantial doubt about an entity’s ability to continue as a going concern and to provide related footnote disclosures.
The amendments should reduce diversity in the timing and content of footnote disclosure. The guidance is effective
for the annual period ending after December 15, 2016, and for the annual periods and interim periods thereafter with
early adoption permitted. The Company is currently evaluating the impact of this guidance on the consolidated
financial statements.

13
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In May 2014, the FASB issued updated guidance and disclosure requirements for recognizing revenue. The new
revenue recognition standard provides a five-step analysis of transactions to determine when and how revenue is
recognized. The core principle is that a company should recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. In July 2015, the FASB approved the deferral of the new standard's effective
date by one year. The new standard now is effective for annual reporting periods beginning January 1, 2018. The
FASB will permit companies to adopt the new standard early, but not before the original effective date of January 1,
2017. The Company is currently evaluating the impact of this guidance on the consolidated financial statements.

2. Net Loss per Share

Basic net loss per share is computed by dividing net loss by the weighted average number of common shares
outstanding for the period. Diluted net loss per share is computed by giving effect to all potential dilutive common
stock equivalents outstanding for the period. For purposes of this calculation, options to purchase common stock and

restricted stock units (“RSUs”) are considered to be potential common stock equivalents.

A reconciliation of the denominator used in the calculation of basic and diluted net loss per share is as follows:

Three Months Ended September 3(INine Months Ended September 30,

2016 2015 2016 2015

Net loss $ (10,515 ) $ (13,552 ) $ (31,733 ) $ (35,802 )
Weighted-average common shares outstanding —
basic 35,393 33,819 35,038 32,901
Dilutive effect of share equivalents resulting
from stock

options and RSUs — — — —
Weighted-average common shares,

outstanding — diluted 35,393 33,819 35,038 32,901
Net loss per share, basic and diluted $ (0.30 ) $ (0.40 ) $ (0.91 ) $ (1.09 )

Additionally, since the Company incurred net losses for each of the periods presented, diluted net loss per share is the
same as basic net loss per share. The Company’s outstanding stock options and RSUs were not included in the
calculation of diluted net loss per share as the effect would be anti-dilutive. The following table contains all
potentially dilutive common stock equivalents.

As of
September 30,
2016 2015

14



Edgar Filing: HUBSPOT INC - Form 10-Q

(in thousands)
Options to purchase common shares 2,818 3,590
RSUs 2,364 1,569

3. Fair Value of Financial Instruments

The Company measures certain financial assets at fair value. Fair value is determined based upon the exit price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants,
as determined by either the principal market or the most advantageous market. Inputs used in the valuation techniques
to derive fair values are classified based on a three-level hierarchy, as follows:

Level 1 — Quoted prices in active markets for identical assets or liabilities.
{.evel 2 — Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted
prices in markets with insufficient volume or infrequent transactions (less active markets); or model-derived
valuations in which all significant inputs are observable or can be derived principally from or corroborated by
observable market data for substantially the full term of the assets or liabilities.
{.evel 3 — Unobservable inputs to the valuation methodology that are significant to the measurement of fair value of
assets or liabilities.

9
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The following table details the fair value measurements within the fair value hierarchy of the Company’s financial
assets and liabilities at September 30, 2016 and December 31, 2015.

September 30, 2016

Level
Levell Level2 3 Total
(in thousands)

Money market funds $32,307 $— $ —$32,307
Commercial paper — 14,145 — 14,145
Corporate bonds — 65,076 — 65,076
U.S. government agency obligations — 11,003 — 11,003

Total

$32,307 $90,224 $ —$122,531

December 31, 2015

Level
Levell Level2 3 Total
(in thousands)

Money market funds $32,014 $— $ —$32,014
Commercial paper — 7,711 — 7,711

Corporate bonds — 70,869 — 70,869
U.S. government agency obligations — 10,958 — 10,958

Total

$32,014 $89,538 $ —$121,552

The Company considers all highly liquid investments purchased with a remaining maturity of three months or less to
be cash equivalents. The fair value of the Company’s investments in certain money market funds is their face value and
such instruments are classified as Level 1 and are included in cash and cash equivalents on the consolidated balance
sheets. At September 30, 2016 and December 31, 2015, our Level 2 securities were priced by pricing vendors. These
pricing vendors utilize the most recent observable market information in pricing these securities or, if specific prices
are not available for these securities, use other observable inputs like market transactions involving identical or

comparable securities.

For certain other financial instruments, including accounts receivable, accounts payable, capital leases and other
current liabilities, the carrying amounts approximate their fair value due to the relatively short maturity of these

balances.

The following tables summarize the composition of our short- and long-term investments September 30, 2016 at and

December 31, 2015.

September 30, 2016
AmortizedUnrealized Unrealized Aggregate

Cost Gains Losses Fair Value

(in thousands)

16
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Commercial paper

Corporate bonds

U.S. government agency obligations
Total

Commercial paper

Corporate bonds

U.S. government agency obligations
Total

$14,161 $ — $ (16 ) $ 14,145
65,156 11 91 ) 65,076
10,996 7 — 11,003

$90,313 $ 18 $ (107 ) $90,224

December 31, 2015
AmortizedUnrealized Unrealized Aggregate

Cost Gains Losses Fair Value

(in thousands)

$7,721 $ —3$ (10 ) $7,711
71,207 — (338 ) 70,869
10,998 — (40 ) 10,958

$89,926 $ — % (388 ) $89,538

For all of our securities for which the amortized cost basis was greater than the fair value at September 30, 2016, the
Company has concluded that there is no plan to sell the security nor is it more likely than not that the Company would

be required to sell the security before its anticipated recovery. In making the determination as to whether the
unrealized loss is other-than-temporary, the Company considered the length of time and extent the investment has
been in an unrealized loss position, the financial condition and near-term prospects of the issuers, the issuers’ credit

rating and the time to maturity.

10
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Contractual Maturities

The contractual maturities of short-term and long-term investments held at September 30, 2016 and December 31,

2015 are as follows:

Due within one year
Due after 1 year through 2 years
Total

4. Property and Equipment, Net

Property and equipment, net consists of the following:

September 30, 2016 December 31, 2015
Amortized Amortized
Aggregate Aggregate
Cost Cost
Basis Fair Value Basis Fair Value
(in thousands) (in thousands)
$52,609 $52,555 $49,068 $48,972
37,704 37,669 40,858 40,566
$90,313 $90,224 $89,926 $ 89,538

September Bs@dber 31, 2015

(in thousands)

Computer equipment and purchased software $2,857 $ 1,237

Employee computer equipment
Furniture and fixtures

Office equipment

Leasehold improvements
Equipment under capital lease
Internal-use software

Total property and equipment

1,259 307
7,784 3,907
2,268 1,209
22,810 17,086
2,129 1,409
1,058 —

40,165 25,155

Less accumulated depreciation and amortization (11,124 ) (6,994

Property and equipment, net

Depreciation and amortization expense on property and equipment was $1.6 million for the three months ended

$29,041 § 18,161

September 30, 2016, $4.1 million for the nine months ended September 30, 2016, $673 thousand for the three months
ended September 30, 2015 and $2.0 million for the nine months ended September 30, 2015.

Internal use software

18
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The Company capitalizes certain payroll and stock compensation costs incurred to develop functionality for the
Company’s billing platform. The costs incurred during the preliminary stages of development are expensed as incurred.
Once a piece of incremental functionality has reached the development stage certain internal costs are capitalized until
the functionality is ready for its intended use. Internal use software is included within property and equipment on the
balance sheet. The costs are amortized on a straight-line basis over an estimated useful life of five years.

5. Capitalized Software Development Costs

Capitalized software development costs consisted of the following:

September Bigcfiiler 31, 2015
(in thousands)
Gross capitalized software development costs $23,325 $ 18,737
Accumulated amortization (17,485) (14,082 )
Capitalized software development costs, net  $5,840  $ 4,655

Capitalized software development costs are amortized on a straight-line basis over their estimated useful life of two
years.

11
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The following table summarizes software development costs capitalized, stock-based compensation included in
capitalized software development costs, and amortization of capitalized software development costs.

Three Months  Nine Months

Ended Ended

September 30,  September 30,

2016 2015 2016 2015

(in thousands)  (in thousands)
Software development costs capitalized $1,988 $1,194 $4,588 $3,151
Stock-based compensation included in capitalized software

development costs $326 $150 $832  $315
Amortization of software development costs $1,143 $1,248 $3.,822 $3,405

6. Commitments and Contingencies

Contractual Obligations

There were no material changes in our commitments under contractual obligations, as disclosed in the Company’s
audited consolidated financial statements for the year ended December 31, 2015 and related notes thereto contained in
the Company’s Annual Report on Form 10-K.

Legal Contingencies

From time to time, we may become a party to litigation and subject to claims incident to the ordinary course of

business, including intellectual property claims, labor and employment claims, and threatened claims, breach of
contract claims, tax, and other matters. We currently have no material pending litigation.

7. Changes in Accumulated Other Comprehensive Loss

The following table summarizes the changes in accumulated other comprehensive loss, which is reported as a
component of stockholders’ equity, for the nine months ended September 30, 2016.

Cumulafrerealized Loss on

Translation
Adjustmkmtestments Total
(in thousands)

Beginning balance at January 1, 2016 $417) $ (388 ) $(805)

20



Edgar Filing: HUBSPOT INC - Form 10-Q

Other comprehensive loss before reclassifications 109 163 272
Amounts reclassified from accumulated other

comprehensive income — — _
Ending balance at September 30, 2016 $(308) $ (225 ) $(533)

8. Stock-Based Compensation Expense

The following two tables show stock-based compensation expense by award type and where the stock-based
compensation expense is recorded in the Company’s consolidated statements of operations:

Three Months  Nine Months
Ended Ended
September 30,  September 30,
2016 2015 2016 2015
(in thousands)  (in thousands)

Options $1,372 $1,554 $4,294 $4,825
RSUs 7,045 2,844 18,296 9,752
Employee stock purchase plan 278 112 811 716

Total stock-based compensation expense $8,695 $4,510 $23,401 $15,293

12
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Effect of stock-based compensation expense on income by line item:

Three Months Nine Months

Ended Ended

September 30,  September 30,

2016 2015 2016

2015

(in thousands)  (in thousands)

Cost of revenue, subscription $139 $89 $363

Cost of revenue, service 438 315 1,238
Research and development 2,341 1,568 6,371
Sales and marketing 3,473 1,078 9,368
General and administrative 2,304 1,460 6,061

$249
851
4,830
5,278
4,085

Total stock-based compensation expense $8,695 $4,510 $23,401 $15,293

Capitalized software development costs excluded from stock-based compensation expense is $326 thousand for the

three months ended September 30, 2016, $832 thousand for the nine months ended September 30, 2016, $150
thousand for the three months ended September 30, 2015 and $315 thousand for the nine months ended September 30,

2015.

9. Segment Information and Geographic Data

The Company operates as one operating segment. Operating segments are defined as components of an enterprise for
which separate financial information is regularly evaluated by the chief operating decision makers (“CODMSs”), which
are the Company’s chief executive officer and chief operating officer, in deciding how to allocate resources and assess

performance. The Company’s CODMs evaluate the Company’s financial information and resources and assess the
performance of these resources on a consolidated basis. Since the Company operates in one operating segment, all

required financial segment information can be found in the consolidated financial statements. Revenue and long-lived

assets by geographic region, based on the physical location of the operations recording the sale or the asset, are as

follows:

Revenues by geographical region:

Three Months

Ended

September 30,

2016 2015
Americas $56,727 $40,308
Europe 11,092 6,275
Asia Pacific 2,770 1,128
Total $70,589 $47,711

Nine Months Ended

September 30,

2016 2015

$158,331 $110,371
29,538 16,020
6,654 2,426

$194,523  $128,817
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Percentage of revenues generated outside of the Americas

Total long-lived assets by geographical region:

Americas

Europe

Asia Pacific

Total long-lived assets

Percentage of long-lived assets held outside of the

Americas

10. Subsequent Event

20 % 16 % 19 % 14 %

As of September
30, As of December 31,
2016 2015
$ 21,410 $ 15,108
5,179 1,885
2,452 1,168
$ 29,041 $ 18,161
26 % 17 %

On October 7, 2016, the Company entered into a new nine-year property lease for approximately 25,000 square feet,
which further expands the Company’s headquarters in Cambridge, MA. The term of the lease commences in March
2017 with respect to approximately 17,000 square feet of the premises, and in June 2019 with respect to
approximately 8,000 square feet of the premises. The Company will pay an estimated $15 million in rent over the term

of the lease.

13
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Item 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our 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, 2015 filed with the SEC on
February 24, 2016. As discussed in the section titled “Special Note Regarding Forward-Looking Statements,” the
following discussion and analysis 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. 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
under Part II, Item 1A below.

Overview

We provide a cloud-based marketing and sales software platform that enables businesses to deliver an inbound
experience. An inbound marketing and sales experience attracts, engages and delights customers by being more
relevant, more helpful, more personalized and less interruptive than traditional marketing and sales tactics. Our
software platform features integrated applications to help businesses attract visitors to their websites, convert visitors
into leads, close leads into customers and delight customers so that they become promoters of those businesses. These
integrated applications include social media, search engine optimization, blogging, website content management,
marketing automation, email, CRM, analytics and reporting.

While our platform can scale to the enterprise, we focus on selling to mid-market businesses because we believe we
have significant competitive advantages attracting and serving them. We efficiently reach these businesses at scale
through our proven inbound go-to-market approach and more than 3,400 marketing agency partners worldwide. Our
platform is particularly suited to serving the needs of mid-market business-to-business companies. These mid-market
businesses seek an integrated, easy to implement and easy to use solution to reach customers and compete with
organizations that have larger marketing and sales budgets. As of September 30, 2016, we had 21,658 customers of
varying sizes in more than 90 countries, representing almost every industry.

We derive most of our revenue from subscriptions to our cloud-based software platform and related professional
services, which consist of customer on-boarding and training services. Subscription revenue accounted for 94% of our
total revenue in the three and nine months ended September 30, 2016 and 92% of our total revenue in the three and
nine months ended September 30, 2015. We sell three product plans at different base prices on a subscription basis,
each of which includes our core platform and integrated applications to meet the needs of the various customers we
serve. Customers pay additional fees if the number of contacts stored and tracked in the customer’s database exceeds
specified thresholds. We generate additional revenue based on the purchase of additional subscriptions, purchases of
our add-on products and the number of account users, subdomains and website visits. Substantially all of our
customers’ subscriptions are one year or less in duration.

Subscriptions are non-cancelable and are billed in advance on various schedules. Because the mix of billing terms for
orders can vary from period to period, the annualized value of the orders we enter into with our customers will not be
completely reflected in deferred revenue at any single point in time. Accordingly, we do not believe that change in
deferred revenue is an accurate indicator of future revenue for a given period of time.

Most of our customers purchase on-boarding and training services which are designed to help customers enhance their
ability to attract, engage and delight their customers using our platform. Professional services and other revenue
accounted for 6% of our total revenue in the three and nine months ended September 30, 2016 and 8% of our total
revenue in the three and nine months ended September 30, 2015. We expect professional services and other margins
to range from a moderate loss to breakeven for the foreseeable future.
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We have focused on rapidly growing our business and plan to continue to make investments to help us address some
of the challenges facing us to support this growth, such as demand for our platform by existing and new customers,
significant competition from other providers of marketing software and related applications and rapid technological
change in our industry. We believe that the growth of our business is dependent on many factors, including our ability
to expand our customer base, increase adoption of our platform within existing customers, develop new products and
applications to extend the functionality of our platform and provide a high level of customer service. We expect to
increase our investment in sales and marketing as we continue to expand our sales teams, increase our marketing
activities and grow our international operations. We also expect to increase our investment in research and
development as we continue to introduce new products and applications to extend the functionality of our platform.
We also intend to invest in maintaining a high level of customer service and support which we consider critical for our
continued success. We plan to continue investing in our data center infrastructure and services capabilities in order to
support continued future customer growth. We also expect to continue to incur additional general and administrative
expenses as a result of both our growth and the infrastructure

14
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required to be a public company. We expect to use our cash flow from operations and the proceeds from our prior
stock offerings to fund these growth strategies and do not expect to be profitable in the near term.

We believe that these investments will result in an increase in our subscription revenue base. This will result in
revenue increasing faster than the increase in sales and marketing, research and development and general and
administrative expenses, exclusive of stock-based compensation, as we reach economies of scale. With this increased
operating leverage, we expect our gross and operating margins to increase in the long term. However, we will incur
losses in the short term. If we are unable to achieve our revenue growth objectives, including a high rate of renewals
of our customer agreements, we may not be able to achieve profitability.

Key Business Metrics

The following key business metrics are presented in this Quarterly Report on Form 10-Q. We use these key business
metrics to evaluate our business, measure our performance, identify trends affecting our business and results of
operations, formulate financial projections and make strategic decisions. These key business metrics may be
calculated in a manner different than similar key business metrics used by other companies.

Total Customers. We believe that our ability to increase our customer base is an indicator of our market penetration
and growth of our business as we continue to expand our sales force and invest in marketing efforts. We define our
total customers at the end of a particular period as the number of business entities or individuals with one or more paid
subscriptions to our marketing platform, either paid directly or through an agency partner. We do not include in total
customers business entities or individuals with one or more paid subscriptions solely for our HubSpot Sales product,
formerly Sidekick for Business. A single customer may have separate paid subscriptions for separate websites, but we
count these as one customer if the subscriptions are managed by the same business entity or individual.

Average Subscription Revenue per Customer. We define average subscription revenue per customer during a
particular period as subscription revenue from our total customers during the period divided by the average total
customers during the same period. Average subscription revenue per customer for the three and nine months ended
September 30, 2016 is presented in this Quarterly Report on Form 10-Q on an annualized basis.

15
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Results of Operations for the Three and Nine Months Ended September 30, 2016 and 2015

The following tables set forth our results of operations for the periods presented and as a percentage of our total

revenue for those periods. The data has been derived from the unaudited consolidated financial statements contained

in this Quarterly Report on Form 10-Q which include, in our opinion, all adjustments, consisting only of normal
recurring adjustments, that we consider necessary for a fair presentation of 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 financial results to be achieved in future periods.

Revenues:

Subscription

Professional services and other
Total revenue

Cost of Revenues:
Subscription

Professional services and other
Total cost of revenues

Gross profit

Operating expenses:

Research and development
Sales and marketing

General and administrative
Total operating expenses

Loss from operations

Other (expense) income:
Interest income

Interest expense

Other (expense) income

Total other (expense) income
Loss before income tax provision
Income tax provision

Net loss

Revenue:
Subscription

For the Three
Months Ended
September 30,

2016

2015

$66,505 $44,091

4,084
70,589

10,655
5,157

15,812
54,777

12,100
41,193
11,435
64,728
(9,951 )

224

o7 )
365 )
(238 )
(10,189)
(326 )

3,620
47,711

8,470
4,008
12,478
35,233

8,128
30,868
9,527
48,523
(13,290)

131

1)
(186 )
86 )
(13,376)
(176 )

For the Nine Months
Ended September 30,
2016 2015

$182,357 $118,303
12,166 10,514
194,523 128,817

29,550 22,894
15,428 11,322
44,978 34,216
149,545 94,601

33,182 23,787
115,531 81,057
31,674 25,782
180,387 130,626
(30,842) (36,025)

604 241
277 ) (140 )
(900 ) 387
(573 ) 488

(31,415) (35,537)
318 ) (265 )

$(10,515) $(13,552) $(31,733) $(35,802)

Three
Months

Ended

September

30,
2016

94 %

2015

92 %

Nine Months

Ended
September
30,

2016 2015

94 % 92 %
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Professional services and other
Total revenue

Cost of revenue:

Subscription

Professional services and other
Total cost of revenue

Gross profit

Operating expenses:

Research and development
Sales and marketing

General and administrative
Total operating expenses

Loss from operations

Total other (expense) income
Loss before income tax provision
Income tax provision

Net loss

6
100

15
7

22
78

17
58
16
92
(14)

(14)

8
100

18
8

26
74

17
65
20
102
(28)

(28)

15)% (28 )%

6
100

15
8

23
77

17
59
16
93
(16)

(16)

8
100

18
9

27
73

18
63
20
101
(28)

(28)

16)% (28 )%
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Percentages are based on actual values. Totals may not sum due to rounding.

Three Months and Nine Months Ended September 30, 2016 Compared to the Three Months and Nine Months Ended
September 30, 2015

Revenue

Three Months

Ended September Nine Months Ended

30, September 30,
(dollars in thousands) 2016 2015 $ Change % Change 2016 2015 $ Change % Change
Revenues:
Subscription $66,505 $44,091 $22414 51 % $182,357 $118,303 $64,054 54 %
Professional services and
other 4,084 3,620 464 13 % 12,166 10,514 1,652 16 %
Total revenue $70,589 $47,711 $22,878 48 % $194,523 $128,817 $65,706 51 %

Three month change

Subscription revenue increased during the three months ended September 30, 2016 compared to the same period in
2015 primarily due to the increase in total customers, which grew from 16,854 as of September 30, 2015 to 21,658 as
of September 30, 2016, and an increase in average subscription revenue per customer, which grew from $10,607 for
the three months ended September 30, 2015 to $12,320 for the three months ended September 30, 2016. The growth in
total customers was primarily driven by our increased sales representative capacity to meet market demand. The
increase in average subscription revenue per customer was driven primarily by existing customers increasing their use
of our products, existing customers purchasing additional subscriptions and add-on products, and new customers
purchasing our higher price product plans.

The 13% increase in professional services and other revenue resulted primarily from the delivery of on-boarding and
training services for subscriptions sold.

Nine month change

Subscription revenue increased during the nine months ended September 30, 2016 compared to the same period in
2015 primarily due to the increase in total customers, which grew from 16,854 as of September 30, 2015 to 21,658 as
of September 30, 2016, and an increase in average subscription revenue per customer, which grew from $10,206 for
the nine months ended September 30, 2015 to $11,946 for the nine months ended September 30, 2016. The growth in
total customers was primarily driven by our increased sales representative capacity to meet market demand. The
increase in average subscription revenue per customer was driven primarily by existing customers increasing their use
of our products, existing customers purchasing additional subscriptions and add-on products, and new customers
purchasing our higher price product plans.
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The 16% increase in professional services and other revenue resulted primarily from the delivery of on-boarding and
training services for subscriptions sold.

Cost of Revenue, Gross Profit and Gross Margin Percentage

Three Months

Ended September Nine Months Ended

30, September 30,

$ $

(dollars in thousands) 2016 2015 Change % Change 2016 2015 Change % Change
Total cost of revenue  $15,812 $12,478 $3,334 27 % $44,978 $34,216 $10,762 31 %
Gross profit $54,777 $35233  $19,544 55 % $149,545 $94,601 $54,944 58 %
Gross margin
percentage 78 % 74 % 77 % 73 %
17
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Total cost of revenue for the nine months ended September 30, 2016 increased compared to the same period in 2015
primarily due to an increase in subscription and hosting costs, employee-related costs, amortization of developed
technology, and allocated overhead expenses. The increase in gross margin was primarily driven by improved
leverage of our hosting costs relative to growth in subscription revenue.

Three Months
Ended September Nine Months Ended
30, September 30,
$ $
(dollars in thousands) 2016 2015 Change % Change 2016 2015 Change % Change

Subscription cost of revenue $10,655 $8,470 $2,185 26 % $29,550 $22,894 $6,656 29 %
Percentage of subscription
revenue 16 % 19 % 16 % 19 %

The increase in subscription cost of revenue for the three and nine month periods ended September 30, 2016 compared
to the same periods in 2015 was primarily due to the following:

Change

Three  Nine

Months Months

(in thousands)
Subscription and hosting costs $937  $2,671
Employee-related costs 909 2,459
Allocated overhead expenses 370 946
Capitalized software amortization (31 ) 580

$2,185 $6,656

Three month change

Subscription and hosting costs increased due to growth in our customer base from 16,854 at September 30, 2015 to
21,658 at September 30, 2016. Employee-related costs increased as a result of increased headcount as we continue to
grow our customer support organization to support our customer growth and improve service levels and offerings.
Allocated overhead expenses increased due to expansion of our leased space and infrastructure as we continue to grow
our business and expand headcount. Amortization of capitalized software development costs decreased due to the
acceleration of amortization for certain features during the three-months ended September 2015.

Nine month change
Subscription and hosting costs increased due to growth in our customer base from 16,854 at September 30, 2015 to
21,658 at September 30, 2016. Employee-related costs increased as a result of increased headcount as we continue to

grow our customer support organization to support our customer growth and improve service levels and offerings.
Allocated overhead expenses increased due to expansion of our leased space and infrastructure as we continue to grow
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our business and expand headcount. Amortization of capitalized software development costs increased due to the
increased number of developers working on our software platform as we continue to develop new products and
increase the functionality of our platform.

Three Months
Ended September Nine Months Ended
30, September 30,
$ $
(dollars in thousands) 2016 2015 Change % Change 2016 2015 Change % Change
Professional services and other
cost of
revenue $5,157 $4,008 $1,149 29 % $15428 $11,322  $4,106 36 %
Percentage of professional
services and
other revenue 126 % 111 % 127 % 108 %
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The increase in professional services and other cost of revenue for the three and nine month periods ended September
30, 2016 compared to the same periods in 2015 was primarily due to the following:

Change

Three Nine

Months Months

(in thousands)
Employee-related costs $781  $2,860
Allocated overhead expenses 368 1,246

$1,149 $4,106

Three month change

Employee-related costs increased as a result of increased headcount as we continue to grow our professional services
organization to support our customer growth. Allocated overhead expenses increased due to expansion of our leased
space and infrastructure as we continue to grow our business and expand headcount.

Nine month change

Employee-related costs increased as a result of increased headcount as we continue to grow our professional services
organization to support our customer growth. Allocated overhead expenses increased due to expansion of our leased

space and infrastructure as we continue to grow our business and expand headcount.

Research and Development

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

(dollars in thousands ) 2016 2015 $ Change % Change 2016 2015 $ Change % Change
Research and

development $12,100 $8,128 $3,972 49 % $33,182  $23,787 $9,395 39 %
Percentage of total
revenue 17 % 17 % 17 % 18 %

The increase in research and development expense for the three and nine month periods ended September 30, 2016
compared to the same periods in 2015 was primarily due to the following:

Change
Three Nine
Months Months
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(in thousands)
Employee-related costs $3,615 $8,589
Allocated overhead expenses 357 806

$3,972 $9,395

Employee-related costs and professional fees increased as a result of increased headcount as we continue to grow our

engineering organization to develop new products, increase functionality and to maintain our existing platform.
Allocated overhead expense increased due to expanding our leased space and infrastructure as we continue to grow

our business and expand headcount.

Nine month change

Employee-related costs and professional fees increased as a result of increased headcount as we continue to grow our

engineering organization to develop new products, increase functionality and to maintain our existing platform.
Allocated overhead expense increased due to expanding our leased space and infrastructure as we continue to grow

our business and expand headcount.
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Sales and Marketing
Three Months
Ended September Nine Months Ended
30, September 30,
$ $
(dollars in thousands) 2016 2015 Change % Change 2016 2015 Change % Change

Sales and marketing $41,193 $30,868 $10,325 33 % $115,531 $81,057 $34,474 43 %
Percentage of total
revenue 58 % 65 % 59 % 63 %

The increase in sales and marketing expense for the three and nine month periods ended September 30, 2016
compared to the same periods in 2015 was primarily due to the following:

Change

Three Nine
Months Months
(in thousands)

Employee-related costs $10,763 $28,196
Allocated overhead expenses 2,258 5,634
Partner commissions 843 3,515
Marketing programs (3,539) (2,871)

$10,325 $34,474

Three month change

Employee-related costs increased as a result of increased headcount as we continue to expand our selling and
marketing organizations to grow our customer base. Allocated overhead expenses increased due to expanding our
leased space and infrastructure as we continue to grow our business and expand headcount. Partner commissions
increased as a result of increased revenue generated through our marketing agency partners. The increase in partner
commissions earned by our partners during the current period was partially offset by the expiration of our obligation
to pay certain historical commissions. The expiration of these obligations was in accordance with the agreements in
place with our partners. Marketing programs decreased due to the timing of our INBOUND event, which occurred in
September 2015, and will be held in November 2016.

Nine month change

Employee-related costs increased as a result of increased headcount as we continue to expand our selling and
marketing organizations to grow our customer base. Allocated overhead expenses increased due to expanding our
leased space and infrastructure as we continue to grow our business and expand headcount. Partner commissions
increased as a result of increased revenue generated through our marketing agency partners. The increase in partner
commissions earned by our partners during the current period was partially offset by the expiration of our obligation
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to pay certain historical commissions. The expiration of these obligations was in accordance with the agreements in
place with our partners. Marketing programs decreased due to the timing of our INBOUND event, which occurred in
September 2015, and will be held in November 2016.

General and Administrative

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

(dollars in thousands) 2016 2015 $ Change % Change 2016 2015 $ Change % Change
General and

administrative $11,435 $9,527 $1,908 20 % $31,674 $25,782 $5,892 23 %
Percentage of total

revenue 16 % 20 % 16 % 20 %
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The increase in general and administrative expense for the three and nine month periods ended September 30, 2016
compared to the same periods in 2015 was primarily due to the following:

Three Md¥ihe Months

(in thousands)
Employee-related costs $1,853 $ 4,596
Allocated overhead expenses 264 1,061
Customer credit card fees 183 530
Professional fees (392 ) (295 )

$1,008 $ 5,892

Three month change

Employee-related costs increased as a result of increased headcount as we continue to grow our business and require
additional personnel to support our expanded operations including infrastructure and controls required for being a
public company. Allocated overhead expenses increased due to expanding our leased space and infrastructure as we
continue to grow our business and expand headcount. Customer credit card fees increased due to increased customer
transactions as we continue to grow our business. Professional fees decreased due to a reduction in legal fees.

Nine month change

Employee-related costs increased as a result of increased headcount as we continue to grow our business and require
additional personnel to support our expanded operations including infrastructure and controls required for being a
public company. Allocated overhead expenses increased due to expanding our leased space and infrastructure as we
continue to grow our business and expand headcount. Customer credit card fees increased due to increased customer
transactions as we continue to grow our business. Professional fees decreased due to a reduction in legal fees.

Other (expense) income

Three
Months
Nine Months

Ended Ended

September September

30, 30,

$ $

(dollars in thousands) 2016 2015 Change % Change 2016 2015 Change % Change
Other (expense) income $(238) $(86) $ (152 ) 177 % $(573) $488 $(1,061) 217 %
Percentage of total revenue * * * *

*not meaningful
Other (expense) income includes interest income and expense and the impact of foreign currency transaction gains and
losses associated with monetary assets and liabilities. Other (expense) income fluctuated primarily as a result of
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changes in foreign exchange rates and the composition of our non-functional currency accounts.

Income tax provision

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

(dollars in thousands) 2016 2015 Change % Change 2016 2015 Change % Change
Income tax provision $(326) $(176) $ (150 ) 85 % $(318) $(265) $ (53 ) 20 %
Effective tax rate * * * s

*not meaningful
Income tax provision consists of current and deferred taxes for U.S. and foreign income taxes. Income tax provision is
not significant for any period presented.
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Liquidity and Capital Resources

Our principal sources of liquidity to date have been cash and cash equivalents, net accounts receivable and our
common stock offerings. In connection with our secondary offering in March 2015, we received aggregate net
proceeds of $33.7 million. Additionally, we have access to a $35 million undrawn line of credit that expires in March
2017.

The following table shows cash and cash equivalents, working capital, net cash and cash equivalents provided by
(used in) operating activities, net cash and cash equivalents used in investing activities, and net cash and cash
equivalents provided by financing activities for the nine months ended September 30, 2016 and 2015.

Nine Months Ended
September 30,
2016 2015
(in thousands)
Cash and cash equivalents $61,439 $58,809
Working capital 49,092 59,243
Net cash and cash equivalents provided by (used in)
operating activities 17,093 (3,063 )

Net cash and cash equivalents used in investing activities (18,458) (96,164)
Net cash and cash equivalents provided by

financing activities 6,797 34,601

Our cash and cash equivalents at September 30, 2016 were held for working capital purposes. We believe our working
capital is sufficient to support our operations for at least the next 12 months. At September 30, 2016, $16.5 million of
our cash and cash equivalents was held in accounts outside the United States. A portion of these funds would be
subject to U.S. federal taxation if repatriated, with such tax liability partially offset by foreign tax credits. Any
potential tax impact of repatriating these funds would not be material to the financial statements. We do not intend to
repatriate these funds.

Net Cash and Cash Equivalents Provided by Operating Activities

Net cash and cash equivalents provided by operating activities consists primarily of net loss adjusted for certain
non-cash items, including stock-based compensation, depreciation and amortization and other non-cash charges, net.

Net cash and cash equivalents provided by operating activities during the nine months ended September 30, 2016
primarily reflected our net loss of $31.7 million offset by non-cash expenses that included $8.0 million of depreciation
and amortization, $23.4 million in stock-based compensation, $2.7 million of non-cash rent expense and $547
thousand amortization of bond premium. Working capital sources of cash and cash equivalents included an $18.7
million increase in deferred revenue primarily resulting from the growth in the number of customers invoiced during
the period, a $3.7 million increase in accrued expenses, and a $733 thousand increase in accounts payable. These
sources of cash and cash equivalents were offset by a $5.1 million increase in accounts receivable as a result of
increased billings to customers consistent with the overall growth of the business and a $3.4 million increase in
prepaid expenses related to increased activity consistent with the growth of the business.
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Net cash and cash equivalents used in operating activities during the nine months ended September 30, 2015 primarily
reflected our net loss of $35.8 million and $239 thousand of unrealized currency translation, offset by non-cash
expenses that included $5.5 million of depreciation and amortization, $15.3 million in stock-based compensation,
$211 thousand of non-cash rent expense and $438 thousand amortization of bond premium. Working capital sources
of cash and cash equivalents included a $14.3 million increase in deferred revenue primarily resulting from the growth
in the number of customers invoiced during the period, a $4.5 million increase in accrued expenses, and a $379
thousand increase in deferred rent. These sources of cash and cash equivalents were offset by a $5.7 million increase
in accounts receivable as a result of increased billings to customers consistent with the overall growth of the business,
a $84 thousand decrease in accounts payable, $649 thousand increase in deferred commissions and a $1.3 million
increase in prepaid expenses related to increased activity consistent with the growth of the business.

Net Cash and Cash Equivalents Used in Investing Activities
Our investing activities have consisted primarily of purchases and maturities of investments, property and equipment
purchases and capitalization of software development costs. Capitalized software development costs are related to new

products or improvements to our existing software platform that expands the functionality for our customers.
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Net cash and cash equivalents used in investing activities during the nine months ended September 30, 2016 consisted
primarily of $44.3 million purchases of investments, $13.4 million of purchased property and equipment and $4.2
million of capitalized software development costs. These uses of cash were offset by $43.4 million received related to
the maturity of investments.

Net cash and cash equivalents used in investing activities during the nine months ended September 30, 2015 consisted
primarily of $93.9 million of purchases of investments, $2.2 million of purchased property and equipment, $600
thousand used to acquire a business, and $3.1 million of capitalized software development costs. These uses of cash
were offset by $4.0 million received related to maturity of investments.

Net Cash and Cash Equivalents Provided by Financing Activities

Our financing activities have consisted primarily of our stock offerings, the issuance of common stock under our stock
plans, payments of employee taxes related to the net share settlement of stock-based awards, and repayments of our
capital lease obligations.

For the nine months ended September 30, 2016, cash provided by financing activities consisted primarily of $9.1
million of proceeds related to issuance of common stock under stock plans. This source of cash was offset by $1.8
million used for payment of employee taxes related to the net share settlement of stock-based awards and $528
thousand used for repayments of capital lease obligations.

For the nine months ended September 30, 2015, cash provided by financing activities consisted primarily of $33.7
million of net proceeds received from the issuance of common stock and $9.3 million of proceeds received from the
issuance of common stock under stock plans. These sources of cash were offset by $8.2 million used for payment of
employee taxes related to the net share settlement of stock-based awards.

Contractual Obligations and Commitments

As of September 30, 2016, there were no material changes in our contractual obligations and commitments from those
disclosed in the Annual Report on Form 10-K filed with the SEC on February 24, 2016.

Recent Accounting Pronouncements

For information on recent accounting pronouncements, see Recently Accounting Pronouncements in the notes to the
consolidated financial statements appearing elsewhere in this Quarterly Report on Form 10-Q.

Off-Balance Sheet Arrangements
During the nine months ended September 30, 2016, we had no material off-balance sheet arrangements, exclusive of

operating leases and indemnifications of officers, directors and employees for certain events or occurrences while the
officer, director or employee is, or was, serving at our request in such capacity.

Item 3.Quantitative and Qualitative Disclosures About Market Risk
Foreign Currency Exchange Risk
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We have foreign currency risks related to our revenue and operating expenses denominated in currencies other than
the U.S. dollar, primarily the Euro, British Pound Sterling, Australian dollar, Singaporean dollar, and Japanese Yen.
Decreases in the relative value of the U.S. dollar to other currencies may negatively affect our revenue and other
operating results as expressed in U.S. dollars.

We have experienced and will continue to experience fluctuations in our net loss as a result of transaction gains or
losses related to revaluing certain current asset and current liability balances that are denominated in currencies other
than the functional currency of the entities in which they are recorded. We recognized immaterial amounts of foreign
currency gains and losses in each of the periods presented. We have not engaged in the hedging of our foreign
currency transactions to date, we are evaluating the costs and benefits of initiating such a program and may in the
future hedge selected significant transactions denominated in currencies other than the U.S. dollar as we expand our
international operation and our risk grows.

Interest Rate Sensitivity
Our portfolio of cash and cash equivalents and short- and long-term investments is maintained in a variety of
securities, including government agency obligations, corporate bonds and money market funds. Investments are

classified as available-for-sale
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securities and carried at their fair market value with cumulative unrealized gains or losses recorded as a component of
accumulated other comprehensive loss within stockholders' equity. A sharp rise in interest rates could have an adverse
impact on the fair market value of certain securities in our portfolio. We do not currently hedge our interest rate
exposure and do not enter into financial instruments for trading or speculative purposes. We have a revolving credit
line which had no outstanding balance as of September 30, 2016. The interest rate associated with the revolving line is
the prime lending rate plus 0.5%.

Inflation Risk

We do not believe that inflation has had a material effect on our business. However, if our costs, in particular
personnel, sales and marketing and hosting costs, were to become subject to significant inflationary pressures, we may
not be able to fully offset such higher costs through price increases. Our inability or failure to do so could harm our
business, operating results and financial condition.

Item 4.Controls and Procedures

Evaluation of Disclosure Controls and Procedures. Our management, with the participation of our principal executive
officer and principal financial officer, has evaluated the effectiveness of our disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”)), as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on such evaluation, our
principal executive officer and principal financial officer have concluded that as of such date, our disclosure controls
and procedures were effective.

Changes in Internal Control Over Financial Reporting. There was no change in our internal control over financial
reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that occurred during the period
covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.

Inherent Limitations of Internal Controls. Our management, including our Chief Executive Officer and Chief
Financial Officer, does not expect that our disclosure controls and procedures or our internal controls will prevent all
errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the objectives of the control system are met. Because of the inherent limitations in all control
systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any,
within the Company have been detected. These inherent limitations include the realities that judgments in
decision-making can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally,
controls can be circumvented by the individual acts of some persons, by collusion of two or more people, or by
management override of the control. The design of any system of controls also is based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in
achieving its stated goals under all potential future conditions. Over time, controls may become inadequate because of
changes in conditions, or the degree of compliance with the policies or procedures may deteriorate. Because of the
inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be
detected.
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PART II

Other Information

Item 1.Legal Proceedings

From time to time we may become involved in legal proceedings or be subject to claims arising in the ordinary course
of our business. Although the results of litigation and claims cannot be predicted with certainty, we currently believe
that the final outcome of these ordinary course matters will not have a material adverse effect on our business,
operating results, financial condition or cash flows. Regardless of the outcome, litigation can have an adverse impact
on us because of defense and settlement costs, diversion of management resources and other factors.

ITEM 1A.RISK FACTORS

An investment in our common stock involves a high degree of risk. You should carefully consider the risks described
below and the other information in this Quarterly Report on Form 10-Q and in our other public filings before making
an investment decision. Our business, prospects, financial condition, or operating results could be harmed by any of
these risks, as well as other risks not currently known to us or that we currently consider immaterial. If any of such
risks and uncertainties actually occurs, our business, financial condition or operating results could differ materially
from the plans, projections and other forward-looking statements included in the section titled “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and elsewhere in this report and in our
other public filings. The trading price of our common stock could decline due to any of these risks, and, as a result,
you may lose all or part of your investment.

Risks Related to Our Business and Strategy
We have a history of losses and may not achieve profitability in the future.

We generated net losses of $31.7 million and $35.8 million for the nine months ended September 30, 2016 and 2015,
respectively. As of September 30, 2016, we had an accumulated deficit of $232.1 million. We will need to generate
and sustain increased revenue levels in future periods to become profitable, and, even if we do, we may not be able to
maintain or increase our level of profitability. We intend to continue to expend significant funds to grow our
marketing and sales operations, develop and enhance our inbound platform, scale our data center infrastructure and
services capabilities and expand into new markets. Our efforts to grow our business may be more costly than we
expect, and we may not be able to increase our revenue enough to offset our higher operating expenses. We may incur
significant losses in the future for a number of reasons, including the other risks described in this Quarterly Report on
Form 10-Q, and unforeseen expenses, difficulties, complications and delays and other unknown events. If we are
unable to achieve and sustain profitability, the market price of our common stock may significantly decrease.

We are dependent upon customer renewals, the addition of new customers and the continued growth of the market for
an inbound platform.
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We derive, and expect to continue to derive, a substantial portion of our revenue from the sale of subscriptions to our
inbound marketing platform. The market for inbound marketing and sales products is still evolving, and competitive
dynamics may cause pricing levels to change as the market matures and as existing and new market participants
introduce new types of point applications and different approaches to enable businesses to address their respective
needs. As a result, we may be forced to reduce the prices we charge for our platform and may be unable to renew
existing customer agreements or enter into new customer agreements at the same prices and upon the same terms that
we have historically.

Our subscription renewal rates may decrease, and any decrease could harm our future revenue and operating results.

Our customers have no obligation to renew their subscriptions for our platform after the expiration of their
subscription periods, substantially all of which are one year or less. In addition, our customers may seek to renew for
lower subscription amounts or for shorter contract lengths. Also, customers may choose not to renew their
subscriptions for a variety of reasons, including an inability or failure on the part of a customer to create blogging,
social media and other content necessary to realize the benefits of our platform. Our renewal rates may decline or
fluctuate as a result of a number of factors, including limited customer resources, pricing changes, adoption and
utilization of our platform and add-on applications by our customers, adoption of our new products, customer
satisfaction with our platform, the acquisition of our customers by other companies and deteriorating general
economic conditions. If our customers do not renew their subscriptions for our platform or decrease the amount they
spend with us, our revenue will decline and our business will suffer.
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We face significant competition from both established and new companies offering marketing and sales software and
other related applications, as well as internally developed software, which may harm our ability to add new customers,
retain existing customers and grow our business.

The marketing and sales software market is evolving, highly competitive and significantly fragmented. With the
introduction of new technologies and the potential entry of new competitors into the market, we expect competition to
persist and intensify in the future, which could harm our ability to increase sales, maintain or increase renewals and
maintain our prices.

We face intense competition from other software companies that develop marketing and sales software and from
marketing services companies that provide interactive marketing services. Competition could significantly impede our
ability to sell subscriptions to our inbound marketing and sales platform on terms favorable to us. Our current and
potential competitors may develop and market new technologies that render our existing or future products less
competitive, or obsolete. In addition, if these competitors develop products with similar or superior functionality to
our platform, we may need to decrease the prices or accept less favorable terms for our platform subscriptions in order
to remain competitive. If we are unable to maintain our pricing due to competitive pressures, our margins will be
reduced and our operating results will be negatively affected.

Our competitors include:

cloud-based marketing automation providers;

email marketing software vendors;

sales force automation and CRM software vendors; and

{arge-scale enterprise suites.
In addition, instead of using our platform, some prospective customers may elect to combine disparate point
applications, such as content management, marketing automation, CRM, analytics and social media management. We
expect that new competitors, such as enterprise software vendors that have traditionally focused on enterprise resource
planning or other applications supporting back office functions, will develop and introduce applications serving
customer-facing and other front office functions. This development could have an adverse effect on our business,
operating results and financial condition. In addition, sales force automation and CRM system vendors could acquire
or develop applications that compete with our marketing software offerings. Some of these companies have acquired
social media marketing and other marketing software providers to integrate with their broader offerings.

Our current and potential competitors may have significantly more financial, technical, marketing and other resources
than we have, be able to devote greater resources to the development, promotion, sale and support of their products
and services, may have more extensive customer bases and broader customer relationships than we have, and may
have longer operating histories and greater name recognition than we have. As a result, these competitors may respond
faster to new technologies and undertake more extensive marketing campaigns for their products. In a few cases, these
vendors may also be able to offer marketing and sales software at little or no additional cost by bundling it with their
existing suite of applications. To the extent any of our competitors has existing relationships with potential customers
for either marketing software or other applications, those customers may be unwilling to purchase our platform
because of their existing relationships with our competitor. If we are unable to compete with such companies, the
demand for our inbound platform could substantially decline.

In addition, if one or more of our competitors were to merge or partner with another of our competitors, our ability to
compete effectively could be adversely affected. Our competitors may also establish or strengthen cooperative
relationships with our current or future strategic distribution and technology partners or other parties with whom we
have relationships, thereby limiting our ability to promote and implement our platform. We may not be able to
compete successfully against current or future competitors, and competitive pressures may harm our business,
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operating results and financial condition.

We have experienced rapid growth and organizational change in recent periods and expect continued future growth. If
we fail to manage our growth effectively, we may be unable to execute our business plan, maintain high levels of
service or address competitive challenges adequately.

Our head count and operations have grown substantially. For example, we had 1,556 full-time employees as of
September 30, 2016, as compared with 1,157 as of December 31, 2015. We opened our first international office in
Dublin, Ireland in January 2013, a second international office in Sydney, Australia in August 2014, a third
international office in Singapore in October 2015 and a fourth international office in Tokyo in July 2016. This growth
has placed, and will continue to place, a significant strain on our management, administrative, operational and
financial infrastructure. We anticipate further growth will be required to address increases in our product offerings and
continued expansion. Our success will depend in part upon our ability to recruit, hire, train, manage and integrate a
significant number of qualified managers, technical personnel and employees in specialized roles within our company,
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including in technology, sales and marketing. If our new employees perform poorly, or if we are unsuccessful in
recruiting, hiring, training, managing and integrating these new employees, or retaining these or our existing
employees, our business may suffer.

In addition, to manage the expected continued growth of our head count, operations and geographic expansion, we
will need to continue to improve our information technology infrastructure, operational, financial and management
systems and procedures. Our anticipated additional head count and capital investments will increase our costs, which
will make it more difficult for us to address any future revenue shortfalls by reducing expenses in the short term. If we
fail to successfully manage our growth, we will be unable to successfully execute our business plan, which could have
a negative impact on our business, results of operations or financial condition.

Failure to effectively develop and expand our marketing and sales capabilities could harm our ability to increase our
customer base and achieve broader market acceptance of our platform.

To increase total customers and achieve broader market acceptance of our inbound platform, we will need to expand
our marketing and sales operations, including our sales force and third-party channel partners. We will continue to
dedicate significant resources to inbound sales and marketing programs. The effectiveness of our inbound sales and
marketing and third-party channel partners has varied over time and may vary in the future and depends on our ability
to maintain and improve our inbound platform. All of these efforts will require us to invest significant financial and
other resources. Our business will be seriously harmed if our efforts do not generate a correspondingly significant
increase in revenue. We may not achieve anticipated revenue growth from expanding our sales force if we are unable
to hire, develop and retain talented sales personnel, if our new sales personnel are unable to achieve desired
productivity levels in a reasonable period of time or if our sales and marketing programs are not effective.

The rate of growth of our business depends on the continued participation and level of service of our marketing
agency partners.

We rely on our marketing agency partners to provide certain services to our customers, as well as pursue sales of our
inbound platform to customers. To the extent we do not attract new marketing agency partners, or existing or new
marketing agency partners do not refer a growing number of customers to us, our revenue and operating results would
be harmed. In addition, if our marketing agency partners do not continue to provide services to our customers, we
would be required to provide such services ourselves either by expanding our internal team or engaging other
third-party providers, which would increase our operating costs.

If we cannot maintain our company culture as we grow, we could lose the innovation, teamwork, passion and focus on
execution that we believe contribute to our success and our business may be harmed.

We believe that a critical component to our success has been our company culture, which is based on transparency and
personal autonomy. We have invested substantial time and resources in building our team within this company
culture. Any failure to preserve our culture could negatively affect our ability to retain and recruit personnel and to
effectively focus on and pursue our corporate objectives. As we grow as and continue to develop the infrastructure of
a public company, we may find it difficult to maintain these important aspects of our company culture. If we fail to
maintain our company culture, our business may be adversely impacted.

If we fail to maintain our inbound thought leadership position, our business may suffer.
We believe that maintaining our thought leadership position in inbound marketing, sales and services is an important
element in attracting new customers. We devote significant resources to develop and maintain our thought leadership

position, with a focus on identifying and interpreting emerging trends in the inbound experience, shaping and guiding
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industry dialog and creating and sharing the best inbound practices. Our activities related to developing and
maintaining our thought leadership may not yield increased revenue, and even if they do, any increased revenue may
not offset the expenses we incurred in such effort. We rely upon the continued services of our management and
employees with domain expertise with inbound marketing, sales and services, and the loss of any key employees in
this area could harm our competitive position and reputation. If we fail to successfully grow and maintain our thought
leadership position, we may not attract enough new customers or retain our existing customers, and our business could
suffer.

If we fail to further enhance our brand and maintain our existing strong brand awareness, our ability to expand our
customer base will be impaired and our financial condition may suffer.

We believe that our development of the HubSpot brand is critical to achieving widespread awareness of our existing
and future inbound experience solutions, and, as a result, is important to attracting new customers and maintaining
existing customers. In the past, our efforts to build our brand have involved significant expenses, and we believe that
this investment has resulted in strong brand recognition in the business-to-business, or B2B, market. Successful
promotion and maintenance of our brands will depend largely on the effectiveness of our marketing efforts and on our
ability to provide a reliable and useful inbound platform at competitive
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prices. Brand promotion activities may not yield increased revenue, and even if they do, any increased revenue may
not offset the expenses we incurred in building our brand. If we fail to successfully promote and maintain our brand,
our business could suffer.

If we fail to adapt and respond effectively to rapidly changing technology, evolving industry standards and changing
customer needs or requirements, our inbound platform may become less competitive.

Our future success depends on our ability to adapt and innovate our inbound platform. To attract new customers and
increase revenue from existing customers, we need to continue to enhance and improve our offerings to meet customer
needs at prices that our customers are willing to pay. Such efforts will require adding new functionality and
responding to technological advancements, which will increase our research and development costs. If we are unable
to develop new applications that address our customers’ needs, or to enhance and improve our platform in a timely
manner, we may not be able to maintain or increase market acceptance of our platform. Our ability to grow is also
subject to the risk of future disruptive technologies. Access and use of our inbound platform is provided via the cloud,
which, itself, was disruptive to the previous enterprise software model. If new technologies emerge that are able to
deliver inbound marketing software and related applications at lower prices, more efficiently, more conveniently or
more securely, such technologies could adversely affect our ability to compete.

We rely on our management team and other key employees, and the loss of one or more key employees could harm
our business.

Our success and future growth depend upon the continued services of our management team, including our
co-founders, Brian Halligan and Dharmesh Shah, and other key employees in the areas of research and development,
marketing, sales, services and general and administrative functions. From time to time, there may be changes in our
management team resulting from the hiring or departure of executives, which could disrupt our business. We also are
dependent on the continued service of our existing software engineers and information technology personnel because
of the complexity of our platform, technologies and infrastructure. We may terminate any employee’s employment at
any time, with or without cause, and any employee may resign at any time, with or without cause. We do not have
employment agreements with any of our key personnel. The loss of one or more of our key employees could harm our
business.

The failure to attract and retain additional qualified personnel could prevent us from executing our business strategy.

To execute our business strategy, we must attract and retain highly qualified personnel. In particular, we compete with
many other companies for software developers with high levels of experience in designing, developing and managing
cloud-based software, as well as for skilled information technology, marketing, sales and operations professionals, and
we may not be successful in attracting and retaining the professionals we need. Also, inbound sales, marketing and
services domain experts are very important to our success and are difficult to replace. We have from time to time in
the past experienced, and we expect to continue to experience in the future, difficulty in hiring and difficulty in
retaining highly skilled employees with appropriate qualifications. In particular, we have experienced a competitive
hiring environment in the Greater Boston area, where we are headquartered. Many of the companies with which we
compete for experienced personnel have greater resources than we do. In addition, in making employment decisions,
particularly in the software industry, job candidates often consider the value of the stock options or other equity
incentives they are to receive in connection with their employment. If the price of our stock declines, or experiences
significant volatility, our ability to attract or retain key employees will be adversely affected. If we fail to attract new
personnel or fail to retain and motivate our current personnel, our growth prospects could be severely harmed.

If we fail to offer high-quality customer support, our business and reputation may suffer.
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High-quality education, training and customer support are important for the successful marketing, sale and use of our
inbound platform and for the renewal of existing customers. Providing this education, training and support requires
that our personnel who manage our online training resource, HubSpot Academy, or provide customer support have
specific inbound experience domain knowledge and expertise, making it more difficult for us to hire qualified
personnel and to scale up our support operations. The importance of high-quality customer support will increase as we
expand our business and pursue new customers. If we do not help our customers use multiple applications within our
inbound platform and provide effective ongoing support, our ability to sell additional functionality and services to, or
to retain, existing customers may suffer and our reputation with existing or potential customers may be harmed.

We may not be able to scale our business quickly enough to meet our customers’ growing needs and if we are not able
to grow efficiently, our operating results could be harmed.

As usage of our inbound platform grows and as customers use our platform for additional inbound applications, such
as sales and services, we will need to devote additional resources to improving our application architecture,
integrating with third-party systems and maintaining infrastructure performance. In addition, we will need to
appropriately scale our internal business systems and
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our services organization, including customer support and professional services, to serve our growing customer base,
particularly as our customer demographics change over time. Any failure of or delay in these efforts could cause
impaired system performance and reduced customer satisfaction. These issues could reduce the attractiveness of our
inbound platform to customers, resulting in decreased sales to new customers, lower renewal rates by existing
customers, the issuance of service credits, or requested refunds, which could impede our revenue growth and harm our
reputation. Even if we are able to upgrade our systems and expand our staff, any such expansion will be expensive and
complex, requiring management’s time and attention. We could also face inefficiencies or operational failures as a
result of our efforts to scale our infrastructure. Moreover, there are inherent risks associated with upgrading,
improving and expanding our information technology systems. We cannot be sure that the expansion and
improvements to our infrastructure and systems will be fully or effectively implemented on a timely basis, if at all.
These efforts may reduce revenue and our margins and adversely affect our financial results.

Our ability to introduce new products and features is dependent on adequate research and development resources. If
we do not adequately fund our research and development efforts, we may not be able to compete effectively and our
business and operating results may be harmed.

To remain competitive, we must continue to develop new product offerings, applications, features and enhancements
to our existing inbound platform. Maintaining adequate research and development personnel and resources to meet the
demands of the market is essential. If we are unable to develop our platform internally due to certain constraints, such
as high employee turnover, lack of management ability or a lack of other research and development resources, we may
miss market opportunities. Further, many of our competitors expend a considerably greater amount of funds on their
research and development programs, and those that do not may be acquired by larger companies that would allocate
greater resources to our competitors’ research and development programs. Our failure to maintain adequate research
and development resources or to compete effectively with the research and development programs of our competitors
could materially adversely affect our business.

Changes in the sizes or types of businesses that purchase our platform or in the applications within our inbound
platform purchased or used by our customers could negatively affect our operating results.

Our strategy is to sell subscriptions to our inbound platform to mid-sized businesses, but we have sold and will
continue to sell to organizations ranging from small businesses to enterprises. Our gross margins can vary depending
on numerous factors related to the implementation and use of our inbound platform, including the sophistication and
intensity of our customers’ use of our platform and the level of professional services and support required by a
customer. Sales to enterprise customers may entail longer sales cycles and more significant selling efforts. Selling to
small businesses may involve greater credit risk and uncertainty. If there are changes in the mix of businesses that
purchase our platform or the mix of the product plans purchased by our customers, our gross margins could decrease
and our operating results could be adversely affected.

We have in the past completed acquisitions and may acquire or invest in other companies or technologies in the
future, which could divert management’s attention, fail to meet our expectations, result in additional dilution to our
stockholders, increase expenses, disrupt our operations or harm our operating results.

We have in the past acquired, and we may in the future acquire or invest in, businesses, products or technologies that
we believe could complement or expand our platform, enhance our technical capabilities or otherwise offer growth
opportunities. For example, in June 2011, we acquired Performable, a marketing automation provider. We may not be
able to fully realize the anticipated benefits of these or any future acquisitions. The pursuit of potential acquisitions
may divert the attention of management and cause us to incur various expenses related to identifying, investigating
and pursuing suitable acquisitions, whether or not they are consummated.
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There are inherent risks in integrating and managing acquisitions. If we acquire additional businesses, we may not be
able to assimilate or integrate the acquired personnel, operations and technologies successfully or effectively manage
the combined business following the acquisition and our management may be distracted from operating our business.
We also may not achieve the anticipated benefits from the acquired business due to a number of factors, including:
unanticipated costs or liabilities associated with the acquisition; incurrence of acquisition-related costs, which would
be recognized as a current period expense; inability to generate sufficient revenue to offset acquisition or investment
costs; the inability to maintain relationships with customers and partners of the acquired business; the difficulty of
incorporating acquired technology and rights into our platform and of maintaining quality and security standards
consistent with our brand; delays in customer purchases due to uncertainty related to any acquisition; the need to
integrate or implement additional controls, procedures and policies; challenges caused by distance, language and
cultural differences; harm to our existing business relationships with business partners and customers as a result of the
acquisition; the potential loss of key employees; use of resources that are needed in other parts of our business and
diversion of management and employee resources; the inability to recognize acquired deferred revenue in accordance
with our revenue recognition policies; and use of substantial portions of our available cash or the incurrence of debt to
consummate the acquisition. Acquisitions also increase the risk of unforeseen legal liability, including for potential
violations of applicable law or industry rules and regulations, arising from prior or ongoing acts or
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omissions by the acquired businesses which are not discovered by due diligence during the acquisition process.
Generally, if an acquired business fails to meet our expectations, our operating results, business and financial
condition may suffer. Acquisitions could also result in dilutive issuances of equity securities or the incurrence of debt,
which could adversely affect our business, results of operations or financial condition.

In addition, a significant portion of the purchase price of companies we acquire may be allocated to goodwill and
other intangible assets, which must be assessed for impairment at least annually. If our acquisitions do not ultimately
yield expected returns, we may be required to make charges to our operating results based on our impairment
assessment process, which could harm our results of operations.

Because our long-term growth strategy involves further expansion of our sales to customers outside the United States,
our business will be susceptible to risks associated with international operations.

A component of our growth strategy involves the further expansion of our operations and customer base
internationally. We opened our first international office in Dublin, Ireland in January 2013 and we

opened additional international offices in Sydney, Australia in August 2014, in Singapore in October 2015 and in
Tokyo in July 2016. These international offices focus primarily on sales, professional services and support. We also
have a development team in Dublin, Ireland. Our current international operations and future initiatives will involve a
variety of risks, including:

difficulties in maintaining our company culture with a dispersed and distant workforce;

more stringent regulations relating to data security and the unauthorized use of, or access to, commercial and

personal information, particularly in the European Union;

uanexpected changes in regulatory requirements, taxes or trade laws;

differing labor regulations, especially in the European Union, where labor laws are generally more advantageous to

employees as compared to the United States, including deemed hourly wage and overtime regulations in these

locations;

challenges inherent in efficiently managing an increased number of employees over large geographic distances,

including the need to implement appropriate systems, policies, benefits and compliance programs;

difficulties in managing a business in new markets with diverse cultures, languages, customs, legal systems,

alternative dispute systems and regulatory systems;

currency exchange rate fluctuations and the resulting effect on our revenue and expenses, and the cost and risk of

entering into hedging transactions if we chose to do so in the future;

{imitations on our ability to reinvest earnings from operations in one country to fund the capital needs of our

operations in other countries;

timited or insufficient intellectual property protection;

political instability or terrorist activities;

tikelihood of potential or actual violations of domestic and international anticorruption laws, such as the U.S. Foreign

Corrupt Practices Act and the U.K. Bribery Act, or of U.S. and international export control and sanctions regulations,

which likelihood may increase with an increase of sales or operations in foreign jurisdictions and operations in

certain industries; and

adverse tax burdens and foreign exchange controls that could make it difficult to repatriate earnings and cash.
Our limited experience in operating our business internationally increases the risk that any potential future expansion
efforts that we may undertake will not be successful. If we invest substantial time and resources to expand our
international operations and are unable to do so successfully and in a timely manner, our business and operating
results will suffer. We continue to implement policies and procedures to facilitate our compliance with U.S. laws and
regulations applicable to or arising from our international business. Inadequacies in our past or current compliance
practices may increase the risk of inadvertent violations of such laws and regulations, which could lead to financial
and other penalties that could damage our reputation and impose costs on us.
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Interruptions or delays in service from our third-party data center providers could impair our ability to deliver our
platform to our customers, resulting in customer dissatisfaction, damage to our reputation, loss of customers, limited
growth and reduction in revenue.

We currently serve the majority of our platform functions from third-party data center hosting facilities operated by
Amazon Web Services and located in northern Virginia. In addition, we serve ancillary functions for our customers
from third-party data center hosting facilities operated by Rackspace located in Dallas, Texas, with a backup facility in
Chicago, Illinois. Our operations depend, in part, on our third-party facility providers’ abilities to protect these
facilities against damage or interruption from natural disasters, power or telecommunications failures, criminal acts
and similar events. In the event that any of our third-party facilities arrangements is terminated, or if there is a lapse of
service or damage to a facility, we could experience interruptions in our platform as well as delays and additional
expenses in arranging new facilities and services.

Any damage to, or failure of, the systems of our third-party providers could result in interruptions to our platform.
Despite precautions taken at our data centers, the occurrence of spikes in usage volume, a natural disaster, an act of
terrorism, vandalism or sabotage, a decision to close a facility without adequate notice, or other unanticipated
problems at a facility could result in lengthy interruptions in the availability of our on-demand software. Even with
current and planned disaster recovery arrangements, our business could be harmed. Also, in the event of damage or
interruption, our insurance policies may not adequately compensate us for any losses that we may incur. These factors
in turn could further reduce our revenue, subject us to liability and cause us to issue credits or cause customers to fail
to renew their subscriptions, any of which could materially adversely affect our business.

We are dependent on the continued availability of third-party data hosting and transmission services.

A significant portion of our operating cost is from our third-party data hosting and transmission services. If the costs
for such services increase due to vendor consolidation, regulation, contract renegotiation, or otherwise, we may not be
able to increase the fees for our inbound platform or services to cover the changes. As a result, our operating results
may be significantly worse than forecasted.

If we do not or cannot maintain the compatibility of our inbound platform with third-party applications that our
customers use in their businesses, our revenue will decline.

A significant percentage of our customers choose to integrate our platform with certain capabilities provided by
third-party application providers using application programming interfaces, or APIs, published by these providers.
The functionality and popularity of our inbound platform depends, in part, on our ability to integrate our platform with
third-party applications and platforms, including CRM, CMS, e-commerce, call center, analytics and social media
sites that our customers use and from which they obtain data. Third-party providers of applications and APIs may
change the features of their applications and platforms, restrict our access to their applications and platforms or alter
the terms governing use of their applications and APIs and access to those applications and platforms in an adverse
manner. Such changes could functionally limit or terminate our ability to use these third-party applications and
platforms in conjunction with our platform, which could negatively impact our offerings and harm our business. If we
fail to integrate our platform with new third-party applications and platforms that our customers use for marketing,
sales or services purposes, we may not be able to offer the functionality that our customers need, which would
negatively impact our ability to generate revenue and adversely impact our business.

We rely on data provided by third parties, the loss of which could limit the functionality of our platform and disrupt
our business.
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Select functionality of our inbound platform depends on our ability to deliver data, including search engine results and
social media updates, provided by unaffiliated third parties, such as Facebook, Google, LinkedIn and Twitter. Some of
this data is provided to us pursuant to third-party data sharing policies and terms of use, under data sharing agreements
by third-party providers or by customer consent. In the future, any of these third parties could change its data sharing
policies, including making them more restrictive, or alter its algorithms that determine the placement, display, and
accessibility of search results and social media updates, any of which could result in the loss of, or significant
impairment to, our ability to collect and provide useful data to our customers. These third parties could also interpret
our, or our service providers’, data collection policies or practices as being inconsistent with their policies, which could
result in the loss of our ability to collect this data for our customers. Any such changes could impair our ability to
deliver data to our customers and could adversely impact select functionality of our platform, impairing the return on
investment that our customers derive from using our solution, as well as adversely affecting our business and our
ability to generate revenue.
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Privacy concerns and end users’ acceptance of Internet behavior tracking may limit the applicability, use and adoption
of our inbound platform.

Privacy concerns may cause end users to resist providing the personal data necessary to allow our customers to use
our platform effectively. We have implemented various features intended to enable our customers to better protect end
user privacy, but these measures may not alleviate all potential privacy concerns and threats. Even the perception of
privacy concerns, whether or not valid, may inhibit market adoption of our platform, especially in certain industries
that rely on sensitive personal information. Privacy advocacy groups and the technology and other industries are
considering various new, additional or different self-regulatory standards that may place additional burdens on us. The
costs of compliance with, and other burdens imposed by these groups’ policies and actions may limit the use and
adoption of our inbound platform and reduce overall demand for it, or lead to significant fines, penalties or liabilities
for any noncompliance or loss of any such action.

We are subject to governmental regulation and other legal obligations, particularly related to privacy, data protection
and information security, and our actual or perceived failure to comply with such obligations could harm our business.
Compliance with such laws could also impair our efforts to maintain and expand our customer base, and thereby
decrease our revenue.

Our handling of data is subject to a variety of laws and regulations, including regulation by various government
agencies, including the U.S. Federal Trade Commission, or FTC, and various state, local and foreign agencies. We
collect personally identifiable information and other data from our customers and leads. We also handle personally
identifiable information about our customers’ customers. We use this information to provide services to our customers,
to support, expand and improve our business. We may also share customers’ personally identifiable information with
third parties as authorized by the customer or as described in our privacy policy.

The U.S. federal and various state and foreign governments have adopted or proposed limitations on the collection,
distribution, use and storage of personal information of individuals. In the United States, the FTC and many state
attorneys general are applying federal and state consumer protection laws as imposing standards for the online
collection, use and dissemination of data. However, these obligations may be interpreted and applied in a manner that
is inconsistent