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PART 1

FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.
MITEK SYSTEMS, INC.
CONSOLIDATED BALANCE SHEETS
(amounts in thousands except share data)

March 31,
September

2018 30, 2017

(Unaudited) =’
ASSETS
Current assets:
Cash and cash equivalents $ 25,238 $12,289
Short-term investments 19,146 30,279
Accounts receivable, net 7,797 7,099
Other current assets 3,359 1,209
Total current assets 55,540 50,876
Long-term investments 939 3,780
Property and equipment, net 2,278 613
Intangible assets, net 7,947 2,297
Goodwill 10,298 3,014
Deferred income taxes 14,903 11,065
Other non-current assets 430 74
Total assets $ 92,335 $71,719
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 2,304 $1,918
Accrued payroll and related taxes 3,411 3,709
Deferred revenue, current portion 3,953 3,305
Other current liabilities 4,659 602
Total current liabilities 14,327 9,534
Deferred revenue, non-current portion 609 85
Other non-current liabilities 3,678 692
Total liabilities 18,614 10,311
Stockholders’ equity:
Preferred stock, $0.001 par value, 1,000,000 shares authorized, none issued and outstanding — —
Common stock, $0.001 par value, 60,000,000 shares authorized, 35,058,864 and 33,724,392 35 34
issued and outstanding, as of March 31, 2018 and September 30, 2017, respectively
Additional paid-in capital 89,109 78,677
Accumulated other comprehensive income 668 147
Accumulated deficit (16,091 ) (17,450 )
Total stockholders’ equity 73,721 61,408
Total liabilities and stockholders’ equity $ 92,335 $71,719

See accompanying notes to consolidated financial statements.
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MITEK SYSTEMS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND OTHER COMPREHENSIVE INCOME (LOSS)

(Unaudited)
(amounts in thousands except per share data)

Revenue

Software and hardware

SaaS, maintenance, and consulting

Total revenue

Operating costs and expenses

Cost of revenue—software and hardware
Cost of revenue—SaaS, maintenance, and consulting
Selling and marketing

Research and development

General and administrative
Acquisition-related costs and expenses
Total operating costs and expenses
Operating income (loss)

Other income, net

Income (loss) before income taxes
Income tax provision

Net income (loss)

Net income (loss) per share—basic

Net income (loss) per share—diluted

Shares used in calculating net income (loss) per share—basic 34,976
Shares used in calculating net income (loss) per share—diluted34,976

Other comprehensive income (loss)

Net income (loss)

Foreign currency translation adjustment
Unrealized gain (loss) on investments
Other comprehensive income (loss)

See accompanying notes to consolidated financial statements.
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Three Months
Ended March 31,
2018 2017
$8,773  $7,797
5,504 3,622
14,277 11,419
485 154
1,232 676
5,348 3,704
3,501 2,401
3,773 2,742
1,203 518
15,542 10,195
(1,265 ) 1,224
204 67
(1,061 ) 1,291
(99 ) (74

$(1,160) $1,217
$(0.03 ) $0.04
$(0.03 ) $0.03
32,786
34,815

$(1,160) $1,217
403 74

(12 )3
$(769 ) $1,294

Six Months Ended
March 31,
2018 2017

$15,979 $13,780

10,434 6,908
26,413 20,688
1,204 368
2,130 1,353
10,123 7,542
6,781 4,852
7,290 4,985
2,462 1,036
29,990 20,136
(3,577 ) 552
394 132
(3,183 ) 684

) 3,713 ) (74 )

$(6,896) $610

$(0.20 ) $0.02
$(0.20 ) $0.02
34,587 32,582
34,587 34,818

$(6,896) $610
592 2% )
(71 )8 )
$(6,375) $296
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MITEK SYSTEMS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(amounts in thousands)

Operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:

Stock-based compensation expense

Amortization of closing and earnout shares
Amortization of intangible assets

Depreciation and amortization

Amortization of investment premiums and other
Deferred taxes

Changes in assets and liabilities:

Accounts receivable

Other assets

Accounts payable

Accrued payroll and related taxes

Deferred revenue

Other liabilities

Net cash provided by operating activities

Investing activities:

Purchases of investments

Sales and maturities of investments

Acquisition, net of cash acquired

Purchases of property and equipment

Net cash provided by (used in) investing activities
Financing activities:

Proceeds from exercise of stock options, net

Net cash provided by financing activities

Foreign currency effect on cash and cash equivalents
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental disclosures of cash flow information:
Cash paid for income taxes

Supplemental disclosures of non-cash investing and financing activities:
Unrealized holding loss on available-for-sale investments

See accompanying notes to consolidated financial statements. .. ..
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Six Months Ended
March 31,
2018 2017

$(6,896) $610

3,947 2,308
355 752
1,119 287
200 216
(26 ) 16
4,417 —

949 (181 )

(1,951 ) 325

367 ) 510

66 @®75 )
1,156 90

589 314
3,558 4,372

(15,412) (12,317 )

29365 12,150
(2,991 ) —
(1,742 ) 254 )
9,220 (421 )
166 30

166 30

5 (32 )
12,949 3,949
12,289 9,010
$25,238 $12,959
$85 $36
$(71 ) $(18 )
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MITEK SYSTEMS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Mitek Systems, Inc. (“Mitek” or the “Company”) is a leading innovator of mobile identity verification solutions. Mitek is a
software development company with expertise in artificial intelligence and machine learning. As of March 31, 2018,
over 6,100 financial services organizations have signed agreements to deploy Mobile Deposit®. These include all of
the top ten, and nearly all of the top 50 U.S. retail banks. The Company’s solutions are embedded in native mobile apps
and mobile optimized websites to facilitate better mobile user experiences and compliant transactions.

Mitek’s Mobile Deposit® solution is used today by millions of consumers in the U.S. and Canada for mobile check
deposit. Following the success of Mobile Deposit®, Mitek introduced a multi-check capture solution that enables
businesses to deposit multiple checks in one batch using a mobile device. As of March 31, 2018, the Company has
been granted 39 patents and it has an additional 16 patent applications pending.

Mitek is also applying its artificial intelligence and machine learning science to digital identity verification globally.
Mitek’s Mobile Verify™ is empowering the digital transformation of companies by enabling them to identify with whom
they are conducting business. To be in compliance with many governmental Know Your Customer and
Anti-Money-Laundering regulatory requirements around the globe identity verification is mandatory. In addition to
regulated markets, digital identity verification is also becoming an imperative in the new trust-based sharing economy.
The Company’s identity verification solutions are for use with digital/mobile onboarding, trust establishment, and to
facilitate money movement. Today, the financial services verticals (banks, credit unions, lenders, payments

processors, card issuers, insurers, etc.) represent the most usage of our solutions, but we are also seeing growing
adoption by telecommunications, healthcare, travel, retail, sharing economy, and online marketplaces.

In October 2017 (as more fully described below) Mitek acquired ICAR Vision Systems, S.L. (“ICAR”), a leading
provider of consumer identity verification solutions in Spain and Latin America. The acquisition expands Mitek’s
digital identity verification capabilities with several new factors of authentication and further enhances Mitek’s desktop
capture capabilities, which will enable customer on-boarding and authentication using computers in addition to mobile
devices.

The Company markets and sells its products and services worldwide through internal, direct sales teams located in the
U.S., Europe, and Latin America, as well as through channel partners. The partner sales strategy includes channel
partners who are financial services technology providers and identity verification providers. These partners integrate
Mitek’s products into their solutions to meet the needs of their customers.

Basis of Presentation

The accompanying unaudited consolidated financial statements of the Company as of March 31, 2018 have been
prepared in accordance with the instructions to Form 10-Q and Article 10 of Regulation S-X and, accordingly, they do
not include all information and footnote disclosures required by accounting principles generally accepted in the U.S.
(“GAAP”). The Company believes the footnotes and other disclosures made in the financial statements are adequate for
a fair presentation of the results of the interim periods presented. The financial statements include all adjustments
(solely of a normal recurring nature) which are, in the opinion of management, necessary to make the information
presented not misleading. You should read these financial statements and the accompanying notes in conjunction with
the financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year
ended September 30, 2017, filed with the U.S. Securities and Exchange Commission on November 30, 2017.

Results for the three and six months ended March 31, 2018 are not necessarily indicative of results for any other
interim period or for a full fiscal year.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All
significant intercompany balances and transactions have been eliminated in consolidation.

Foreign Currency

The Company has foreign subsidiaries that operate and sell products and services in various countries and

jurisdictions around the world. As a result, the Company is exposed to foreign currency exchange risks. For those
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subsidiaries whose
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functional currency is not the U.S. dollar, assets and liabilities are translated into U.S. dollars equivalents at the
exchange rate in effect on the balance sheet date and revenues and expenses are translated into U.S. dollars using the
average exchange rate over the period. Resulting currency translation adjustments are recorded in accumulated other
comprehensive income (loss) in the consolidated balance sheets. The Company recorded net gains resulting from
foreign exchange translation of $0.4 million and $74,000 for the three months ended March 31, 2018 and 2017,
respectively. The Company recorded a net gain resulting from foreign exchange translation of $0.6 million for the six
months ended March 31, 2018 and a net loss resulting from foreign exchange translation of $0.3 million for the six
months ended March 31, 2017.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenue, expenses, deferred taxes, and related
disclosure of contingent assets and liabilities. On an ongoing basis, management reviews its estimates based upon
currently available information. Actual results could differ materially from those estimates. These estimates include,
but are not limited to, assessing the collectability of accounts receivable, estimation of the value of stock-based
compensation awards, fair value of assets and liabilities acquired, impairment of goodwill, useful lives of intangible
assets, vendor specific objective evidence (“VSOE”) of fair value related to revenue recognition, contingent
consideration, and income taxes.

Revenue Recognition

Revenue from sales of software licenses sold through direct and indirect channels is recognized upon shipment of the
related product, if the requirements of Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) Topic 985-605, Software Revenue Recognition (“ASC 985-605") are met, including evidence of an
arrangement, delivery, fixed or determinable fee, collectability and VSOE of the fair value of the undelivered element.
If the requirements of ASC 985-605 are not met at the date of shipment, revenue is not recognized until such elements
are known or resolved. Revenue from customer support services, or maintenance revenue, includes post-contract
support and the rights to unspecified upgrades and enhancements. VSOE of fair value for customer support services is
determined by reference to the price the customer pays for such element when sold separately; that is, the renewal rate
offered to customers. In those instances when objective and reliable evidence of fair value exists for the undelivered
items but not for the delivered items, the residual method is used to allocate the arrangement consideration. Under the
residual method, the amount of arrangement consideration allocated to the delivered items equals the total
arrangement consideration less the aggregate fair value of the undelivered items. Revenue from post-contract
customer support is recognized ratably over the term of the contract. Certain customers have agreements that provide
for usage fees above fixed minimums. Usage fees above fixed minimums are recognized as revenue when such
amounts are reasonably estimable and billable. Revenue from professional services is recognized when such services
are delivered. When a software sales arrangement requires professional services related to significant production,
modification or customization of software, or when a customer considers professional services essential to the
functionality of the software product, revenue is recognized based on predetermined milestone objectives required to
complete the project, as those milestone objectives are deemed to be substantive in relation to the work performed.
Any expected losses on contracts in progress are recorded in the period in which the losses become probable and
reasonably estimable.

The Company provides hosting services that give customers access to software that resides on its servers. The
Company’s model typically includes an up-front fee and a periodic commitment from the customer that commences
upon completion of the implementation through the remainder of the customer life. The up-front fee is the initial setup
fee, or the implementation fee. The periodic commitment includes, but is not limited to, a fixed periodic fee or a
transactional fee based on system usage that exceeds committed minimums. If the up-front fee does not have
standalone value, revenue is deferred until the date the customer commences use of the Company’s services, at which
point the up-front fees are recognized ratably over the life of the customer arrangement. The Company does not view
the signing of the contract or the provision of initial setup services as discrete earnings events that have stand-alone
value.

As a result of the acquisition of ICAR, the Company also generates revenues from the sale of hardware scanner boxes.
Revenue allocated to the delivered hardware and the related essential software is recognized at the time of sale
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provided the conditions for recognition of revenue have been met. Revenue allocated to post contract support is
deferred and recognized on a straight-line basis over the estimated term of the support period.

Net Income (Loss) Per Share

The Company calculates net income (loss) per share in accordance with FASB ASC Topic 260, Earnings per Share.
Basic net income (loss) per share is based on the weighted-average number of common shares outstanding during the
period. Diluted net income (loss) per share also gives effect to all potentially dilutive securities outstanding during the
period, such as options and restricted stock units (“RSUs”), if dilutive. In a period with a net loss position, potentially
dilutive securities are not

5
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included in the computation of diluted net loss because to do so would be antidilutive, and the number of shares used
to calculate basic and diluted net loss is the same.

For the three and six months ended March 31, 2018 and 2017, the following potentially dilutive common shares were
excluded from the calculation of net income (loss) per share, as they would have been antidilutive (amounts in
thousands):

Three Six Months
Months
Ended

Ended March 31

March 31, ’

2018 2017 2018 2017
Stock options 3,047 707 3,047 680
RSUs 2,670 107 2,670 107
IDchecker closing shares — 91 — 88
IDchecker earnout shares — 74 — 72

Total potentially dilutive common shares outstanding 5,717 979 5,717 947
The calculation of basic and diluted net income (loss) per share is as follows (amounts in thousands, except per share
data):

Three Months lsilri(dle\:gol?/[t::ch

Ended March 31, 31,

2018 2017 2018 2017
Net income (loss) $(1,160) $1,217 $(6,896) $610
Weighted-average shares outstanding—basic34,976 32,786 34,587 32,582
Common stock equivalents — 2,029 — 2,236

Weighted-average shares outstanding—diluté#4,976 34,815 34,587 34,818
Net income (loss) per share:

Basic $(0.03 ) $0.04 $(0.20 ) $0.02
Diluted $(0.03 ) $0.03 $(0.20 ) $0.02
Investments

Investments consist of corporate notes and bonds, commercial paper, and U.S. Treasury securities. The Company
classifies investments as available-for-sale at the time of purchase and reevaluates such classification as of each
balance sheet date. All investments are recorded at estimated fair value. Unrealized gains and losses for
available-for-sale securities are included in accumulated other comprehensive income, a component of stockholders’
equity. The Company evaluates its investments to assess whether those with unrealized loss positions are
other-than-temporarily impaired. Impairments are considered to be other-than-temporary if they are related to
deterioration in credit risk or if it is likely that the Company will sell the securities before the recovery of its cost
basis. Realized gains and losses and declines in value judged to be other-than-temporary are determined based on the
specific identification method and are reported in other income, net in the consolidated statements of operations and
other comprehensive income (loss). No other-than-temporary impairment charges were recognized in the three and six
months ended March 31, 2018 or 2017.

All investments whose maturity or sale is expected within one year are classified as “current” on the consolidated
balance sheets. All other securities are classified as “long-term” on the consolidated balance sheets.

Accounts Receivable and Allowance for Doubtful Accounts

Trade accounts receivable are recorded at the net invoice value and are not interest bearing. The Company considers
receivables past due based on the contractual payment terms. Allowances for doubtful accounts are established based
on various factors, including credit profiles of the Company’s customers, contractual terms and conditions, historical
payments, and current economic trends. The Company reviews its allowances by assessing individual accounts
receivable over a specific aging and amount. Accounts receivable are written off on a case-by-case basis, net of any
amounts that may be collected. The Company had no write-offs of the allowance for doubtful accounts for the three

11
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and six months ended March 31, 2018 and 2017. The Company maintained an allowance for doubtful accounts of
$140,000 and $31,000 as of March 31, 2018 and September 30, 2017, respectively.

Capitalized Software Development Costs

Costs incurred for the development of software that will be sold, leased or otherwise marketed are capitalized when
technological feasibility has been established. Software development costs consist primarily of compensation of
development

6
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personnel and related overhead incurred to develop new products and upgrade and enhance the Company’s current
products, as well as fees paid to outside consultants. Capitalization of software development costs ceases, and
amortization of capitalized software development costs commences when the products are available for general
release. For the three and six months ended March 31, 2018 and 2017, no software development costs were capitalized
because the time period and costs incurred between technological feasibility and general release for all software
product releases were not material or were not realizable. We had no amortization expense from capitalized software
costs during the three and six months ended March 31, 2018 and 2017.

Costs related to software acquired, developed, or modified solely to meet our internal requirements, with no
substantive plans to market such software at the time of development, are capitalized. Costs incurred during the
preliminary planning and evaluation stage of the project and during post implementation operational stage are
expensed as incurred. Costs incurred during the application development stage of the project are capitalized. The
Company defines the design, configuration, and coding process as the application development stage. The Company
capitalized $0.3 million of costs related to computer software developed for internal use during the six months ended
March 31, 2018, which are recorded in property and equipment in the consolidated balance sheets. The Company did
not capitalize any costs related to computer software developed for internal use during the six months ended March
31, 2017. The Company had no amortization expense from internal use software during the three and six months
ended March 31, 2018 and 2017.

Goodwill and Purchased Intangible Assets

The Company’s goodwill and intangible assets resulted from the acquisitions of IDchecker (as defined below) and
ICAR in June 2015 and October 2017, respectively. Goodwill and intangible assets with indefinite useful lives are not
amortized, but are tested for impairment at least annually or as circumstances indicate that their value may no longer
be recoverable. In accordance with ASC Topic 350, Intangibles—Goodwill and Other (“ASC 350"), the Company reviews
its goodwill and indefinite-lived intangible assets for impairment at least annually in its fiscal fourth quarter and more
frequently if events or changes in circumstances occur that indicate a potential reduction in the fair value of its
reporting unit and/or its indefinite-lived intangible asset below their respective carrying values. Examples of such
events or circumstances include: a significant adverse change in legal factors or in the business climate, a significant
decline in the Company’s stock price, a significant decline in the Company’s projected revenue or cash flows, an
adverse action or assessment by a regulator, unanticipated competition, a loss of key personnel, or the presence of
other indicators that would indicate a reduction in the fair value of a reporting unit. No such events or circumstances
have occurred since the last impairment assessment was performed.

The Company’s goodwill is considered to be impaired if management determines that the carrying value of the
reporting unit to which the goodwill has been assigned exceeds management’s estimate of its fair value. Based on the
guidance provided by ASC 350 and ASC Topic 280, Segment Reporting (“ASC 280”), management has determined that
the Company operates in one segment and consists of one reporting unit given the similarities in economic
characteristics between its operations and the common nature of its products, services and customers. Because the
Company has only one reporting unit, and because the Company is publicly traded, the Company determines the fair
value of the reporting unit based on its market capitalization as it believes this represents the best evidence of fair
value. In the fourth quarter of fiscal 2017, management completed its annual goodwill impairment test and concluded
that the Company’s goodwill was not impaired. The Company’s conclusion that goodwill was not impaired was based
on a comparison of its net assets to its market capitalization.

Because the Company determines the fair value of its reporting unit based on its market capitalization, the Company’s
future reviews of goodwill for impairment may be impacted by changes in the price of its common stock. For
example, a significant decline in the price of the Company’s common stock may cause the fair value of its goodwill to
fall below its carrying value. Therefore, the Company cannot assure that when it completes its future reviews of
goodwill for impairment a material impairment charge will not be recorded.

Intangible assets are amortized over their useful lives. Each period, the Company evaluates the estimated remaining
useful life of its intangible assets and whether events or changes in circumstances warrant a revision to the remaining
period of amortization. The carrying amounts of these assets are periodically reviewed for impairment whenever
events or changes in circumstances indicate that the carrying value of these assets may not be recoverable.
Recoverability of these assets is measured by comparing the carrying amount of each asset to the future undiscounted

13
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cash flows the asset is expected to generate. The carrying amount of such assets is reduced to fair value if the
undiscounted cash flows used in the test for recoverability are less than the carrying amount of such assets.

Income Taxes

The Company accounts for income taxes in accordance with FASB ASC Topic 740, Income Taxes (“ASC 740”).
Deferred tax assets and liabilities arise from temporary differences between the tax bases of assets and liabilities and
their reported amounts in the financial statements that will result in taxable or deductible amounts in future years.

7
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Management evaluates the available evidence about future taxable income and other possible sources of realization of
deferred tax assets. The valuation allowance reduces deferred tax assets to an amount that represents management’s
best estimate of the amount of such deferred tax assets that more likely than not will be realized. See Note 6 of the
consolidated financial statements for additional details.

The Company recognizes the tax benefit from an uncertain tax position only if it is more likely than not that the tax
position will be sustained on examination by the tax authorities, based on the technical merits of the position. The tax
benefit is measured based on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate
settlement. The Company recognizes interest and penalties related to income tax matters in income tax expense. See
Note 6 of the consolidated financial statements for additional details.

Stock-Based Compensation

The Company issues restricted stock units (“RSUs”), stock options, and Senior Executive Long Term Incentive
Restricted Stock Units (“Senior Executive Performance RSUs”) as awards to its employees. Employee stock awards are
measured at fair value on the date of grant and expense is recognized using the straight-line single-option method in
accordance with FASB ASC Topic 718, Compensation-Stock Compensation (“ASC 718”). Forfeitures are recorded as
they occur.

The Company assigns fair value to RSUs based on the closing stock price on the date of grant.

The Company estimates the fair value of stock options using the Black-Scholes option pricing model. The
Black-Scholes option pricing model requires subjective assumptions, including future stock price volatility and
expected time to exercise, which greatly affect the calculated values. The expected term of options granted is derived
from historical data on employee exercises and post-vesting employment termination behavior. The risk-free rate
selected to value any particular grant is based on the U.S. Treasury rate that corresponds to the expected life of the
grant effective as of the date of the grant. The expected volatility is based on the historical volatility of the Company’s
stock price. These factors could change in the future, affecting the determination of stock-based compensation
expense in future periods.

The Company estimates the fair value of Senior Executive Performance RSUs and similar awards using the
Monte-Carlo simulation. The Monte-Carlo simulation requires subjective assumptions, including the Company’s
valuation date stock price, the annual risk-free interest rate, expected volatility, the probability of reaching the
performance targets, and a 20-trading-day average stock price.

Guarantees

In the ordinary course of business, the Company is not subject to potential obligations under guarantees that fall
within the scope of FASB ASC Topic 460, Guarantees (“ASC 460”), except for standard indemnification and warranty
provisions that are contained within many of the Company’s customer license and service agreements and certain
supplier agreements, and give rise only to the disclosure requirements prescribed by ASC 460. Indemnification and
warranty provisions contained within the Company’s customer license and service agreements and certain supplier
agreements are generally consistent with those prevalent in the Company’s industry. The Company has not historically
incurred significant obligations under customer indemnification or warranty provisions and does not expect to incur
significant obligations in the future. Accordingly, the Company does not maintain accruals for potential customer
indemnification or warranty-related obligations.

Comprehensive Income (Loss)

Comprehensive income (loss) consists of net income (loss), unrealized gains and losses on available-for-sale
securities, and foreign currency translation adjustments. Included on the consolidated balance sheets is accumulated
other comprehensive income of $0.7 million and $0.1 million at March 31, 2018 and September 30, 2017,
respectively.

Recently Adopted Accounting Pronouncements

In March 2016, the FASB issued Accounting Standards Update (“ASU”) No. 2016-09, Compensation — Stock
Compensation (Topic 718) (“ASU 2016-09”) which simplified certain aspects of the accounting for share-based
payment transactions, including income taxes, classification of awards and classification in the statement of cash
flows. The new standard requires excess tax benefits and tax deficiencies to be recorded in the consolidated statements
of operations and other comprehensive income (loss) as a component of the provision for income taxes when stock
awards vest or are settled. In addition, it eliminates the requirement to reclassify cash flows related to excess tax
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benefits from operating activities to financing activities on the consolidated statements of cash flows. The standard
also provides an accounting policy election to account for forfeitures as they occur and clarifies that all cash payments

made to tax authorities on an employee’s behalf for withheld shares should be presented as a financing activity on the
cash flows statement.
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The Company adopted ASU 2016-09 prospectively as of October 1, 2017, resulting in net cumulative-effect
adjustment of $8.3 million increase to retained earnings, primarily related to the recognition of the previously
unrecognized excess tax benefits using the modified retrospective method. The previously unrecognized excess tax
effects were recorded as an increase to deferred income taxes in the consolidated balance sheets.

Recently Issued Accounting Pronouncements

In February 2018, the FASB issued ASU No. 2018-02, Reclassification of Certain Tax Effects from Accumulated
Other Comprehensive Income (“ASU 2018-02”). Under previously existing GAAP, the effects of changes in tax rates
and laws on deferred tax balances are recorded as a component of income tax expense in the period in which the law
was enacted. When deferred tax balances related to items originally recorded in accumulated other comprehensive
income are adjusted, certain tax effects become stranded in accumulated other comprehensive income. The
amendments in ASU 2018-02 allow a reclassification from accumulated other comprehensive income to retained
earnings for stranded tax effects resulting from the Tax Cuts and Jobs Act of 2017 (the “Tax Act”). The amendments in
this ASU also require certain disclosures about stranded tax effects. The guidance is required for fiscal years

beginning after December 15, 2018 (our fiscal year 2020), and interim periods within those fiscal years. Early

adoption in any period is permitted. The Company is currently evaluating the effect that ASU No. 2018-02 will have
on its financial statements and related disclosures. See Note 6 to the consolidated financial statements for additional
information on the effects of the Tax Act on our financial position and result of operations, including provisional
transitional adjustments that were recorded in the six months ended March 31, 2018 related to the Tax Act.

In May 2017, the FASB issued ASU No. 2017-09, Compensation — Stock Compensation (Topic 718): Scope of
Modification Accounting (“ASU 2017-09”), which provides guidance about which changes to the terms or conditions of
a share-based payment award require an entity to apply modification accounting in Topic 718. ASU 2017-09 requires
entities to account for the effects of a modification unless the fair value, vesting conditions, and classification of the
modified award are all the same as the original award immediately before the original award is modified. ASU
2017-09 is effective for interim and annual reporting periods beginning after December 15, 2017 with early adoption
permitted. The Company does not expect the adoption of ASU 2017-09 to have a material impact on its consolidated
financial statements.

In January 2017, the FASB issued ASU No. 2017-04, Intangibles — Goodwill and Other (Topic 350): Simplifying the
Test for Goodwill Impairment (“ASU 2017-04"), which eliminates Step 2 of the goodwill impairment test that had
required a hypothetical purchase price allocation. Rather, entities should apply the same impairment assessment to all
reporting units and recognize an impairment loss for the amount by which a reporting unit’s carrying amount exceeds
its fair value, without exceeding the total amount of goodwill allocated to that reporting unit. Entities will continue to
have the option to perform a qualitative assessment for a reporting unit to determine if the quantitative impairment test
is necessary. ASU 2017-04 will be effective prospectively for annual or interim goodwill impairment tests in fiscal
years beginning after December 15, 2019. The Company does not expect the adoption of ASU 2017-04 to have a
material impact on its consolidated financial statements.

In January 2017, the FASB issued ASU No. 2017-01, Business Combinations (Topic 805): Clarifying the Definition
of a Business (“ASU 2017-01”), which clarifies the definition of a business with the objective of adding guidance and
providing a more robust framework to assist reporting organizations with evaluating whether transactions should be
accounted for as acquisitions (or disposals) of assets or businesses. For public entities, ASU 2017-01 is effective
prospectively for fiscal years, including interim periods within those fiscal years, beginning after December 15, 2017,
with early adoption permitted for transactions occurring before the issuance or effective date of the standard for which
financial statements have not yet b