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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

(Mark One)

xQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934 FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2018; OR

oTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934 FOR THE TRANSITION PERIOD FROM ________TO ________.

Commission File Number: 000-20728

QUMU CORPORATION
(Exact name of registrant as specified in its charter)
Minnesota 41-1577970
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
510 1st Avenue North, Suite 305, Minneapolis, MN 55403
(Address of principal executive offices)

(612) 638-9100
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o
Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). Yes x No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company (as defined in Rule 12b-2 of the Exchange Act):
Large accelerated filer o Accelerated filer o
Non-accelerated filer x Smaller reporting company x
Emerging growth company o
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): Yes
o No x
Common Stock outstanding at November 2, 2018 – 9,528,403 shares of $.01 par value Common Stock.
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PART 1 – FINANCIAL INFORMATION
Item 1. Financial Statements (unaudited)
QUMU CORPORATION AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
(in thousands, except share data)

September 30,
2018

December 31,
2017

Assets (unaudited)
Current assets:
Cash and cash equivalents $ 8,499 $ 7,690
Receivables, net of allowance for doubtful accounts of $81 and $21, respectively 4,150 5,529
Contract assets 156 —
Income tax receivable 319 156
Prepaid expenses and other current assets 1,932 1,830
Total current assets 15,056 15,205
Property and equipment, net of accumulated depreciation of $2,730 and $4,678,
respectively 512 911

Intangible assets, net 4,661 6,295
Goodwill 7,132 7,390
Deferred income taxes, non-current 60 77
Other assets, non-current 925 4,398
Total assets $ 28,346 $ 34,276
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable and other accrued liabilities $ 1,841 $ 3,878
Accrued compensation 959 1,824
Deferred revenue 9,114 8,923
Deferred rent 47 181
Financing obligations 144 1,047
Warrant liability 3,458 819
Total current liabilities 15,563 16,672
Long-term liabilities:
Deferred revenue, non-current 1,483 141
Income taxes payable, non-current 531 3
Deferred tax liability, non-current 40 153
Deferred rent, non-current 322 507
Financing obligations, non-current — 3
Term loan, non-current 3,304 7,605
Other non-current liabilities 146 —
Total long-term liabilities 5,826 8,412
Total liabilities 21,389 25,084
Commitments and contingencies (Note 4)
Stockholders’ equity:
Preferred stock, $0.01 par value, authorized 250,000 shares, no shares issued and
outstanding — —

Common stock, $0.01 par value, authorized 29,750,000 shares, issued and outstanding
9,528,403
 and 9,364,804, respectively

95 94

Additional paid-in capital 68,763 68,035
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Accumulated deficit (58,923 ) (56,197 )
Accumulated other comprehensive loss (2,978 ) (2,740 )
Total stockholders’ equity 6,957 9,192
Total liabilities and stockholders’ equity $ 28,346 $ 34,276

See accompanying notes to unaudited condensed consolidated financial statements.
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QUMU CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Operations
(unaudited - in thousands, except per share data)

Three Months
Ended 
 September 30,

Nine Months
Ended 
 September 30,

2018 2017 2018 2017
Revenues:
Software licenses and appliances $985 $1,822 $4,303 $3,971
Service 4,668 5,751 13,807 16,967
Total revenues 5,653 7,573 18,110 20,938
Cost of revenues:
Software licenses and appliances 504 916 1,643 1,778
Service 1,611 1,995 4,990 6,003
 Total cost of revenues 2,115 2,911 6,633 7,781
Gross profit 3,538 4,662 11,477 13,157
Operating expenses:
Research and development 1,617 1,769 5,159 5,676
Sales and marketing 1,796 2,509 6,388 7,484
General and administrative 1,608 2,083 5,536 6,552
Amortization of purchased intangibles 224 226 680 675
Total operating expenses 5,245 6,587 17,763 20,387
Operating loss (1,707 ) (1,925 ) (6,286 ) (7,230 )
Other income (expense):
Gain on sale of BriefCam, Ltd. 6,502 — 6,502 —
Loss on extinguishment of debt (1,189 ) — (1,189 ) —
Interest expense, net (262 ) (343 ) (1,616 ) (994 )
Decrease (increase) in fair value of warrant liability (401 ) 15 (292 ) (52 )
Other, net (78 ) (166 ) (481 ) (345 )
Total other income (expense), net 4,572 (494 ) 2,924 (1,391 )
Income (loss) before income taxes 2,865 (2,419 ) (3,362 ) (8,621 )
Income tax expense (benefit) 469 (110 ) 303 (139 )
Net income (loss) $2,396 $(2,309) $(3,665) $(8,482)

Net income (loss) per share – basic:
Net income (loss) per share – basic $0.25 $(0.25 ) $(0.39 ) $(0.91 )
Weighted average shares outstanding – basic 9,559 9,404 9,472 9,335
Net income (loss) per share – diluted:
Income (loss) attributable to common shareholders $2,396 $(2,309) $(3,665) $(8,482)
Net income (loss) per share – diluted $0.25 $(0.25 ) $(0.39 ) $(0.91 )
Weighted average shares outstanding – diluted 9,709 9,404 9,472 9,335
See accompanying notes to unaudited condensed consolidated financial statements.
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QUMU CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income (Loss)
(unaudited - in thousands)

Three Months
Ended 
 September 30,

Nine Months
Ended 
 September 30,

2018 2017 2018 2017
Net income (loss) $2,396 $(2,309) $(3,665) $(8,482)
Other comprehensive income (loss):
Net change in foreign currency translation adjustments (87 ) 405 (233 ) 1,101
Total other comprehensive income (loss) (87 ) 405 (233 ) 1,101
Total comprehensive income (loss) $2,309 $(1,904) $(3,898) $(7,381)

See accompanying notes to unaudited condensed consolidated financial statements.
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QUMU CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(unaudited - in thousands)

Nine Months
Ended 
 September 30,
2018 2017

Operating activities:
Net loss $(3,665) $(8,482)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 1,924 2,309
Stock-based compensation 767 1,090
Accretion of debt discount and issuance costs 1,194 364
Gain on sale of BriefCam, Ltd. (6,502 ) —
Loss on debt extinguishment 1,189 —
Loss on lease contract termination 177 —
Change in fair value of warrant liability 292 52
Deferred income taxes (99 ) (112 )
Changes in operating assets and liabilities:
Receivables 1,363 1,204
Contract assets 394 —
Income taxes receivable / payable 357 142
Prepaid expenses and other assets 291 1,070
Accounts payable and other accrued liabilities (2,082 ) 563
Accrued compensation (857 ) (405 )
Deferred revenue 2,283 151
Deferred rent (121 ) (132 )
Other non-current liabilities 98 —
Net cash used in operating activities (2,997 ) (2,186 )
Investing activities:
Proceeds from sale of BriefCam, Ltd. 9,678 —
Purchases of property and equipment (116 ) (22 )
Net cash provided by (used in) investing activities 9,562 (22 )
Financing activities:
Proceeds from term loan and warrant issuance 10,000 —
Principal payments on term loans (14,000 ) —
Payments for term loan issuance costs (1,308 ) (125 )
Principal payments on financing obligations (329 ) (383 )
Common stock repurchases to settle employee withholding liability (28 ) (11 )
Net cash used in financing activities (5,665 ) (519 )
Effect of exchange rate changes on cash (91 ) 101
Net increase (decrease) in cash and cash equivalents 809 (2,626 )
Cash and cash equivalents, beginning of period 7,690 10,364
Cash and cash equivalents, end of period $8,499 $7,738
Supplemental disclosures of net cash paid (received) during the period:
Income taxes, net $52 $(176 )
Interest, net $502 $627

See accompanying notes to unaudited condensed consolidated financial statements.
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QUMU CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

(1)Nature of Business and Basis of Presentation
Qumu Corporation (the "Company") provides the software applications businesses use to create, manage, secure,
deliver and measure the success of their videos. The Company's innovative solutions release the power of video to
engage and empower employees, partners and clients, allowing organizations around the world to realize the greatest
possible value from video they create and publish. Whatever the audience size, viewer device or network
configuration, the Company's solutions are how business does video.
The Company views its operations and manages its business as one segment and one reporting unit. Factors used to
identify the Company's single operating segment and reporting unit include the financial information available for
evaluation by the chief operating decision maker in making decisions about how to allocate resources and assess
performance. The Company manages the marketing of its products and services through regional sales representatives
and independent distributors in the United States and international markets.
The condensed consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All intercompany accounts and transactions have been eliminated. 
The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
The accompanying condensed consolidated financial statements are unaudited and have been prepared by the
Company in accordance with accounting principles generally accepted in the United States of America for interim
financial information, pursuant to the rules and regulations of the Securities and Exchange Commission ("SEC").
Pursuant to such rules and regulations, certain financial information and footnote disclosures normally included in a
complete set of financial statements have been condensed or omitted. However, in the opinion of management, the
financial statements include all adjustments, consisting of normal recurring accruals, necessary for a fair presentation
of the financial position and results of operations and cash flows of the interim periods presented. These condensed
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
thereto included in the Company’s Annual Report on Form 10-K as of and for the year ended December 31, 2017.
The Company has continued to experience recurring operating losses and negative cash flows from operating
activities. The ability of the Company to continue as a going concern is dependent upon the Company maintaining
compliance with its term loan covenants. The Company's credit agreement is described in Note 4–"Commitments and
Contingencies." If an event of default occurs due to the Company not maintaining compliance with its covenants, the
lender may accelerate the repayment of outstanding principal, which could negatively impact the Company’s ability to
fund its working capital requirements, capital expenditures and general corporate expenses. The Company is
projecting future compliance with its covenants under its current operating plan.
Recently Adopted Accounting Standards
Revenue from Contracts with Customers
On January 1, 2018, the Company adopted ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606)
and the related amendments ("Topic 606") using the modified retrospective transition method. Under this method, the
Company evaluated contracts that were in effect at the beginning of fiscal 2018 as if those contracts had been
accounted for under Topic 606. The Company did not evaluate individual modifications for those periods prior to the
adoption date, but the aggregate effect of all modifications as of the adoption date and such effects are provided
below. Under the modified retrospective transition approach, periods prior to the adoption date were not adjusted and
continue to be reported in accordance with historical, pre-Topic 606 accounting. A cumulative catch up adjustment
was recorded to beginning accumulated deficit to reflect the impact of all existing arrangements under Topic 606.
At the adoption date, the Company adjusted accumulated deficit by $939,000, primarily driven by uncompleted
contracts for which revenue will not be recognized in future periods under Topic 606, partially offset by the

Edgar Filing: Qumu Corp - Form 10-Q

10



incremental originating costs

7

Edgar Filing: Qumu Corp - Form 10-Q

11



Table of Contents

associated with those contracts. The cumulative effect of the changes made to our January 1, 2018 condensed
consolidated balance sheet from the modified retrospective adoption of Topic 606 is as follows (in thousands):

December
31,
2017

Adjustments
January
1,
2018

Assets:
Contract assets $ — $ 550 $ 550
Prepaid expenses and other current assets 1,830 (99 ) 1,731
Other assets, non-current 4,398 (10 ) 4,388
Liabilities:
Deferred revenue 8,923 (493 ) 8,430
Deferred revenue, non-current 141 — 141
Stockholders’ equity:
Accumulated deficit (56,197) 939 (55,258)
Accumulated other comprehensive loss (2,740) (5 ) (2,745)
The most significant impact of the adoption of Topic 606 was on the Company's term software licenses that, under the
Company's previous revenue accounting ("Topic 605"), would have continued to be recognized into revenue ratably in
2018 and beyond. However, under Topic 606 the standalone selling price attributable to the license is recognized upon
transfer of control resulting in up-front recognition, typically upon fulfillment. The timing of revenue recognition for
perpetual software licenses, hardware, and professional services is expected to remain substantially unchanged. See
Note 2–"Revenue" for the Company's revenue recognition policy after the adoption of Topic 606.
Revenue generated under Topic 606 is expected to be approximately $1.1 million lower than revenue would have
been under Topic 605 for the year ending December 31, 2018. The following table summarizes the effects of adopting
Topic 606 on the Company’s condensed consolidated statement of operations and comprehensive income (loss) for
the three and nine months ended September 30, 2018:

Three Months Ended
September 30, 2018

Nine Months Ended September
30, 2018

As
reported
under
Topic
606

Adjustments

Balances
without
adoption
of Topic
606

As
reported
under
Topic
606

Adjustments

Balances
without
adoption
of Topic
606

Revenues $5,653 $ 153 $ 5,806 $18,110 $ 577 $18,687
Cost of revenues 2,115 6 2,121 6,633 24 6,657
Sales and marketing 1,796 12 1,808 6,388 50 6,438
Net income (loss) 2,396 135 2,531 (3,665 ) 503 (3,162 )
Net change in foreign currency translation
adjustments (87 ) 2 (85 ) (233 ) 12 (221 )

Total comprehensive income (loss) 2,309 137 2,446 (3,898 ) 515 (3,383 )
The following table summarizes the effects of adopting Topic 606 on the Company’s condensed consolidated balance
sheet as of September 30, 2018:

September 30, 2018
As
reported
under
Topic
606

Adjustments

Balances
without
adoption
of Topic
606

Assets:
Contract assets 156 (156 ) —
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Prepaid expenses and other current assets 1,932 33 1,965
Other assets, non-current 925 2 927
Liabilities:
Deferred revenue 9,114 299 9,413
Deferred revenue, non-current 1,483 (1 ) 1,482
Stockholders’ equity:
Accumulated deficit (58,923) (436 ) (59,359 )
Accumulated other comprehensive loss (2,978 ) 17 (2,961 )
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The Company’s net cash used in operating activities for the nine months ended September 30, 2018 did not change due
to the adoption of Topic 606. The following table summarizes the effects of adopting Topic 606 on the financial
statement line items of the Company’s condensed consolidated statement of cash flows for the nine months ended
September 30, 2018:

Nine Months Ended September
30, 2018
As
reported
under
Topic
606

Adjustments

Balances
without
adoption
of Topic
606

Operating activities:
Net loss $(3,665) $ 503 $(3,162 )
Adjustments to reconcile net loss to net cash used in operating activities:
Changes in operating assets and liabilities:
Contract assets 394 (394 ) —
Prepaid expenses and other assets 291 74 365
Deferred revenue 2,283 (183 ) 2,100
Financial Instruments
In January 2016, the FASB issued ASU 2016-01, Financial Instruments – Overall, which the Company adopted on
January 1, 2018, modifying its accounting and required disclosures for its equity investment previously accounted for
under the cost basis method of accounting.
The Company’s equity investment consisted of its investment totaling $3.1 million in convertible preferred stock of
privately-held BriefCam, Ltd. (“BriefCam”), as described in Note 9–"Investment in Software Company," which is
included in other assets in the condensed consolidated balance sheets as of December 31, 2017. The new standard
eliminated the cost method of accounting for investments in equity securities that do not have readily determinable
fair values and permits the election of a measurement alternative that allows such securities to be recorded at cost, less
impairment, if any, plus or minus changes resulting from observable price changes in market-based transactions for an
identical or similar investment of the same issuer. The Company adopted the provisions of the new standard
applicable to its investment in BriefCam on a prospective basis and elected the measurement alternative for
non-marketable investments previously accounted for under the cost method of accounting.
On July 6, 2018, the Company sold its investment in BriefCam, which had a carrying value of $3.1 million as
of December 31, 2017, resulting in a gain on sale of $6.5 million during the three and nine months ended September
30, 2018. From the date of adoption of the new accounting standard on January 1, 2018 to the sale of BriefCam, there
were no observable price changes or impairments related to the Company’s non-marketable investment in the equity
security.
Income Taxes
In March 2018, the Company adopted ASU 2018-05, Income Taxes (Topic 740): Amendments to SEC Paragraphs
Pursuant to SEC Staff Accounting Bulletin No. 118, which updates the income tax accounting in U.S. GAAP to
reflect the SEC interpretive guidance released on December 22, 2017, when the Tax Cuts and Jobs Act of 2017 was
signed into law. Additional information regarding the adoption of this standard is contained in Note 7–"Income Taxes."
Accounting Standards Not Yet Adopted
In August 2018, the FASB issued ASU 2018-13, Disclosure Framework – Changes to the Disclosure Requirements for
Fair Value Measurement (Topic 820), which changes the fair value measurement disclosure requirements of ASC 820.
The ASU is effective for all entities for fiscal years beginning after December 15, 2019, including interim periods
therein. Early adoption is permitted for any eliminated or modified disclosures upon issuance of this ASU. The
Company does not believe the impact of adopting this standard will be material to its consolidated financial statements
disclosures.
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In February 2018, the FASB issued ASU 2018-02, Income Statement – Reporting Comprehensive Income (Topic 220),
which allows a reclassification from accumulated other comprehensive income (loss) to retained earnings
(accumulated deficit) for stranded tax effects resulting from the Tax Cuts and Jobs Act of 2017 and requires certain
disclosures regarding stranded tax effects in accumulated other comprehensive income (loss). This guidance is
effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2018, with early
adoption permitted during interim or annual periods. The Company does not believe the impact of adopting this
standard will be material to its consolidated financial statements.
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In January 2017, the FASB issued ASU 2017-04, Intangibles – Goodwill and Other (Topic 350): Simplifying the Test
for Goodwill Impairment. The purpose of the amendment is to simplify how an entity is required to test goodwill for
impairment by eliminating Step 2 from the goodwill impairment test. Step 2 measures a goodwill impairment loss by
comparing the implied fair value of a reporting unit’s goodwill with the carrying amount of that goodwill. This
standard is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2019.
The Company does not believe the impact of adopting this standard will be material to its consolidated financial
statements.
In February 2016, the FASB issued ASU 2016-02, Leases, which will supersede the existing lease guidance and will
require all leases with a term greater than 12 months to be recognized in the statements of financial position and
eliminate current real estate-specific lease guidance, while maintaining substantially similar classification criteria for
distinguishing between finance leases and operating leases. This standard is effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2018, with early adoption permitted. The Company
plans to use a modified retrospective approach and recognize a cumulative-effect adjustment to the opening balance of
retained earnings in the period of adoption. The Company developed a project plan to guide the implementation of
ASU 2016-02 and has made progress on this plan, including assessing the Company’s portfolio of leases and
compiling information on active leases. The Company is currently evaluating the impact on its consolidated financial
statements of adopting this standard, which will require right-of-use assets and lease liabilities be recorded in the
consolidated balance sheet for operating leases, which may be material.
(2)Revenue
The Company generates revenue through the sale of enterprise video content management software, hardware,
maintenance and support, and professional and other services. Software sales may take the form of a perpetual
software license, a cloud-hosted software as a service (SaaS) or a term software license. Software licenses and
appliances revenue includes sales of perpetual software licenses and hardware. Service revenue includes SaaS, term
software licenses, maintenance and support, and professional and other services. An individual sale can range from
single year agreements for thousands of dollars to multi-year agreements for over a million dollars.
The Company follows a five-step model to assess each contract of a sale or service to a customer: identify the legally
binding contract, identify the performance obligations, determine the transaction price, allocate the transaction price,
and determine whether revenue will be recognized at a point in time or over time basis.
Revenue is recognized upon transfer of control of promised products or services (i.e., performance obligations) to
customers in an amount that reflects the consideration to which the Company expects to be entitled in exchange for
promised goods or services. The Company’s performance obligations are satisfied either over time (for cloud-hosted
software as a service, maintenance and support, and other services) or at a point in time (for software licenses and
hardware).
The Company enters into contracts that can include various combinations of software licenses, appliances,
maintenance and services, some of which are distinct and are accounted for as separate performance obligations. For
contracts with multiple performance obligations, the Company allocates the transaction price of the contract to each
distinct performance obligation, on a relative basis using its standalone selling price.
The Company determines the standalone selling price for software-related elements, including professional services
and software maintenance and support contracts, based on the price charged for the deliverable when sold separately.
With the adoption of Topic 606 beginning January 1, 2018, the Company had a change in the accounting for revenue
of its on-premise term software license arrangements. Under Topic 605, the term software license and technical
support elements of the combined bundle were recognized over time. In contrast, Topic 606 requires the Company to
identify the performance obligations in the contract – that is, those promised goods and services (or bundles of
promised goods or services) that are distinct – and allocate the transaction price of the contract to those performance
obligations on the basis of standalone selling prices. The transaction price allocated to each performance obligation is
then recognized either at a point in time or over time using an appropriate measure of progress. Under Topic 606, the
Company has concluded that its on-premise term software licenses and technical support for its on-premise term
software licenses are distinct from each other. As a result, the software license is now recognized upon transfer of
control, which is at fulfillment, resulting in earlier revenue recognition. The revenue allocable to technical support
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continues to be recognized ratably over the non-cancellable committed term of the agreement.
Other items relating to charges collected from customers include shipping and handling charges and sales taxes
charges. Shipping and handling charges collected from customers as part of the Company's sales transactions are
included in revenues and the associated costs are included in cost of revenues. Sales taxes charged to and collected
from customers as part of the Company’s sales transactions are excluded from revenues and recorded as a liability to
the applicable governmental taxing authority.
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Nature of Products and Services
Perpetual software licenses
The Company’s perpetual software license arrangements grant customers the right to use the software indefinitely as it
exists at the time of purchase. The Company recognizes revenue for distinct software licenses once the license period
has begun and the software has been made available to the customer. Payments for perpetual software license
contracts are generally received upon fulfillment of the software product.
Term software licenses
The Company's term software licenses differ from perpetual software licenses in that the customer's right to use the
licensed product has a termination date. Prior to the adoption of Topic 606, these licenses were recognized ratably
over the contractual term, beginning on the commencement date of each contract, which is typically the date the
Company’s product has been fulfilled. Under the provisions of Topic 606, term software licenses are now recognized
upon transfer of control, which is typically at fulfillment, resulting in up-front revenue recognition. The Company
categorizes revenue from term software licenses as subscription, maintenance and support revenue in service
revenues. Payments are generally received quarterly or annually in equal or near equal installments over the term of
the agreement.
Cloud-hosted software as a service
Cloud-hosted software as a service (SaaS) arrangements grant customers the right to access and use the licensed
products at the outset of an arrangement via third-party cloud providers. Updates are generally made available
throughout the entire term of the arrangement, which is generally one to three years. The Company provides an online
library and technical support resources in these cloud-hosted SaaS arrangements, which in conjunction with the SaaS
license constitute a single, combined performance obligation, and revenue is recognized over the term of the license.
Payments are generally received annually in advance of the service period.
Hardware
The Company sells appliances that are typically drop shipped from third-party suppliers selected by the Company.
The transaction price allocated to the appliance is generally recognized as revenue at fulfillment when the customer
obtains control of the product. Payments for appliances are generally received upon delivery of the hardware product.
Maintenance and support
Maintenance and support arrangements grant customers the right to software updates and technical support over the
term of the maintenance and support contract. Revenue from maintenance and support is generally recognized ratably
over the contract term beginning on the commencement date of each contract, which is upon fulfillment of the
software obligation. Payments are generally received annually in advance of the service period.
Professional services and training
Professional services and training generally consist of software implementation, on-boarding services and best
practices consulting. Revenue from professional services contracts is typically recognized as performed, generally
using hours expended to measure progress. Services are generally invoiced monthly for work performed.
Revenues by product category and geography
The Company combines its products and services into three product categories and three geographic regions, based on
customer location, as follows (in thousands):

Three Months
Ended 
 September 30,

Nine Months
Ended 
 September 30,

2018 2017 2018 2017
Software licenses and appliances $985 $1,822 $4,303 $3,971
Service
Subscription, maintenance and support 4,091 5,113 12,251 15,061
Professional services and other 577 638 1,556 1,906
Total service 4,668 5,751 13,807 16,967
Total revenues $5,653 $7,573 $18,110 $20,938
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Three Months
Ended 
 September 30,

Nine Months
Ended 
 September 30,

2018 2017 2018 2017
North America $3,766 $5,771 $11,593 $15,194
Europe 1,618 1,566 4,693 5,174
Asia 269 236 1,824 570
Total $5,653 $7,573 $18,110 $20,938
Significant Judgments
More judgments and estimates are required under Topic 606 than were required under Topic 605. Due to the
complexity of certain contracts, the actual revenue recognition treatment required under Topic 606 for the Company’s
arrangements may be dependent on contract-specific terms and may vary in some instances.
Our contracts with customers typically contain promises to transfer multiple products and services to a customer.
Judgment is required to determine whether each product and/or service is considered to be a distinct performance
obligation that should be accounted for separately under the contract. We allocate the transaction price to the distinct
performance obligations based on relative standalone selling price (“SSP”). We estimate SSP by maximizing use of
observable prices such as the prices charged to customers on a standalone basis, established prices lists, contractually
stated prices, profit margins and other entity-specific factors, or by using information such as market conditions and
other observable inputs. However, the selling prices of the Company's software licenses and cloud-hosted SaaS
arrangements are highly variable. Thus, we estimate SSP for software licenses and cloud-hosted SaaS arrangements
using the residual approach, determined based on total transaction price less the SSP of other goods and services
promised in the contract.
Determining whether licenses and services are distinct performance obligations that should be accounted for
separately, or not distinct and thus accounted for together, requires significant judgment. In some arrangements, such
as most of the Company’s license arrangements, the Company has concluded that the licenses and associated services
are distinct from each other. In others, like the Company’s cloud-hosted SaaS arrangements, the license and certain
services are not distinct from each other and therefore the Company has concluded that these promised goods and
services are a single, combined performance obligation.
If a group of agreements are so closely related that they are, in effect, part of a single arrangement, such agreements
are deemed to be one arrangement for revenue recognition purposes. The Company exercises significant judgment to
evaluate the relevant facts and circumstances in determining whether the separate agreements should be accounted for
separately or as, in substance, a single arrangement. The Company’s judgments about whether a group of contracts
comprise a single arrangement can affect the allocation of consideration to the distinct performance obligations, which
could have an effect on results of operations for the periods involved.
The Company is required to estimate the total consideration expected to be received from contracts with customers. In
limited circumstances, the consideration expected to be received is variable based on the specific terms of the contract
or based on the Company’s expectations of the term of the contract. Generally, the Company has not experienced
significant returns from or refunds to customers. These estimates require significant judgment and the change in these
estimates could have an effect on its results of operations during the periods involved.
Contract Balances  
The timing of revenue recognition may differ from the timing of invoicing to customers and these timing differences
result in receivables or contract liabilities (deferred revenue) on the Company’s condensed consolidated balance sheet.
The Company records deferred revenue when revenue is recognized subsequent to invoicing.
The Company’s balances for contract assets totaled $550,000 and $156,000 as of January 1, 2018 and September 30,
2018, respectively. The Company’s balances for contract liabilities, which are included in deferred revenue, totaled
$8.6 million and $10.6 million as of January 1, 2018 and September 30, 2018, respectively.
During the three and nine months ended September 30, 2018, the Company recognized $3.8 million and $7.3
million of revenue that was included in the deferred revenue balance, as adjusted for Topic 606, at the beginning of
the period. All other activity in deferred revenue is due to the timing of invoices in relation to the timing of revenue as
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described above.
Revenue allocated to remaining performance obligations represents the transaction price allocated to the performance
obligations that are unsatisfied, or partially unsatisfied, which includes unearned revenue and amounts that will be
invoiced and recognized as revenue in future periods. Contracted but unsatisfied performance obligations were
approximately $17.3
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million as of September 30, 2018, of which the Company expects to recognize $11.0 million of revenue over the
next 12 months and the remainder thereafter.
Payment terms and conditions vary by contract type, although terms generally include a requirement of payment
within 30 to 60 days. In instances where the timing of revenue recognition differs from the timing of invoicing, the
Company has determined that its contracts generally do not include a significant financing component. The primary
purpose of invoicing terms is to provide customers with simplified and predictable ways of purchasing the Company’s
products and services, and not to facilitate financing arrangements.
Deferred Sales Commissions
Sales commissions represent the direct incremental costs related to the acquisition of customer contracts. The
Company recognizes commissions as sales and marketing expense at the time the associated product revenue is
recognized, requiring establishment of a deferred cost in the event a commission is paid prior to recognition of
revenue. The deferred commission amounts are recoverable through the related future revenue streams under
non-cancellable customer contracts and commission clawback provisions in the Company's sales compensation plans.
Deferred commission costs included in prepaid expenses and other assets were $366,000 and $308,000
at September 30, 2018 and December 31, 2017, respectively. Deferred commission costs in other assets, non-current
were $36,000 and $47,000 at September 30, 2018 and December 31, 2017, respectively. The Company recognized
commissions expense of $212,000 and $479,000 during the three months ended September 30, 2018 and 2017,
respectively, and $943,000 and $1.3 million during the nine months ended September 30, 2018 and 2017,
respectively.
(3)Intangible Assets and Goodwill
Intangible Assets
The Company’s amortizable intangible assets consisted of the following (in thousands):

September 30, 2018
Customer
Relationships

Developed
Technology

Trademarks /
Trade-Names Total

Original cost $4,860 $ 8,100 $ 2,181 $15,141
Accumulated amortization (2,598 ) (6,974 ) (908 ) (10,480 )
Net identifiable intangible assets $2,262 $ 1,126 $ 1,273 $4,661

December 31, 2017
Customer
Relationships

Developed
Technology

Trademarks /
Trade-Names Total

Original cost $4,928 $ 8,225 $ 2,184 $15,337
Accumulated amortization (2,194 ) (6,043 ) (805 ) (9,042 )
Net identifiable intangible assets $2,734 $ 2,182 $ 1,379 $6,295
Changes to the carrying amount of net amortizable intangible assets for the nine months ended September 30, 2018
consisted of the following (in thousands):

Nine
Months
Ended 
 September
30, 2018

Balance, beginning of period $ 6,295
Amortization expense (1,559 )
Currency translation (75 )
Balance, end of period $ 4,661
Amortization expense of intangible assets consisted of the following (in thousands):

Three
Months
Ended 

Nine Months
Ended 
 September 30,
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 September
30,
2018 2017 2018 2017

Amortization expense associated with the developed technology included in cost of
revenues $288 $302 $879 $893

Amortization expense associated with other acquired intangible assets included in
operating expenses 224 226 680 675

Total amortization expense $512 $528 $1,559 $1,568
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Goodwill
On October 3, 2014, the Company completed the acquisition of Kulu Valley, Ltd., subsequently renamed Qumu Ltd.,
and recognized $8.8 million of goodwill and $6.7 million of intangible assets. The goodwill balance of $7.1 million at
September 30, 2018 reflects the impact of foreign currency exchange rate fluctuations since the acquisition date.
As of September 30, 2018, the Company’s market capitalization, without a control premium, was greater than its book
value and, as a result, the Company concluded there was no goodwill impairment. Declines in the Company’s market
capitalization or a downturn in its future financial performance and/or future outlook could require the Company to
record goodwill and other impairment charges. While a goodwill impairment charge is a non-cash charge, it would
have a negative impact on the Company's results of operations.
(4)Commitments and Contingencies
Leases and Other Financing Obligations
Balances for assets acquired under capital lease obligations and included in property and equipment were as follows
(in thousands):

September 30,
2018

December 31,
2017

Computer and network equipment $ 511 $ 511
Furniture 287 287
Assets acquired under capital lease obligations 798 798
Accumulated depreciation (728 ) (613 )
Assets acquired under capital lease obligations, net $ 70 $ 185
The current and long-term portions of capital leases and other financing obligations were as follows (in thousands):

September 30,
2018

December 31,
2017

Capital leases and other financing obligations, current $ 144 $ 1,047
Capital leases and other financing obligations, non-current — 3
Total capital leases and other financing obligations $ 144 $ 1,050
The Company leases certain of its facilities and some of its equipment under non-cancelable operating lease
arrangements. The rental payments under these leases are charged to expense on a straight-line basis over the
non-cancelable term of the lease. Future minimum payments under capital lease obligations, other financing
obligations, and non-cancelable operating leases, excluding property taxes and other operating expenses, as
of September 30, 2018 are as follows (in thousands):

Capital
leases and
other
financing
obligations

Operating
leases Total

Remainder of 2018 $ 62 $ 150 $212
2019 86 585 671
2020 — 458 458
2021 — 466 466
2022 — 425 425
Thereafter — 23 23
Total minimum lease payments 148 $ 2,107 $2,255
Less amount representing interest (4 )
Present value of net minimum lease payments $ 144
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Lease Contract Termination
The Company determined that it had excess capacity at its Minneapolis, Minnesota headquarters and effective May 1,
2018 ceased using a portion of its leased space, subsequently making it available for sublessee occupancy. The
Company entered into a sublease agreement having a term beginning May 1, 2018 and extending through January
2023. Accordingly, the Company recorded a liability at fair value of $224,000 for the future contractual lease
payments, net of expected sublease receipts. Included in other income (expenses) for the nine months ended
September 30, 2018 is the loss related to the leasing-related exit activity of $177,000, which is net of adjustments for
the derecognition of leasehold improvement and deferred rent balances related to the exit activity. A reconciliation of
the beginning and ending contract termination obligation balances, including the obligation for exit activities related
to a portion of the Company's London, England leased office facilities in December 2017, is as follows (in thousands):

Three Months Ended 
 September 30,

Nine Months Ended 
 September 30,

London,
England

Minneapolis,
Minnesota Total London,

England
Minneapolis,
Minnesota Total

Contract termination obligation, beginning of period $103 $ 214 $317 $194 $ — $194
Lease termination costs incurred — — — — 224 224
Accretion expense 3 6 9 12 10 22
Payments on obligations (50 ) (12 ) (62 ) (150 ) (26 ) (176 )
Change in currency exchange rate (2 ) — (2 ) (2 ) — (2 )
Contract termination obligation, end of period $54 $ 208 $262 $54 $ 208 $262
The contract termination obligation is included in other accrued liabilities in the Company's consolidated balance
sheets.
Term Loans
The Company's term loans are reported in the consolidated balance sheets as follows (in thousands):

September 30,
2018

December 31,
2017

Term loan, at face value $ 4,000 $ 8,000
Unamortized original issue discount (589 ) (121 )
Unamortized debt issuance costs (107 ) (274 )
Term loan $ 3,304 $ 7,605
Credit Agreement – ESW Holdings, Inc.
On January 12, 2018, the Company and its wholly-owned subsidiary, Qumu, Inc., entered into a term loan credit
agreement (the “ESW credit agreement”) with ESW Holdings, Inc. as lender and administrative agent pursuant to which
the Company borrowed $10.0 million in the form of a term loan. Proceeds from the ESW credit agreement were used
to pay the remaining outstanding balance of $8.0 million on the Hale term note plus a 10% prepayment penalty of
$800,000 on January 12, 2018.
On July 19, 2018, the Company paid $6.5 million on its outstanding term loan from ESW Holdings, Inc. under its
term loan credit agreement dated January 12, 2018. The payment was comprised of principal of $6.0 million and
accrued interest of $463,000 for the period January 12, 2018 to the payment date of July 19, 2018. The Company used
a portion of the $9.6 million in net proceeds from the sale of its investment in BriefCam to fund the prepayment.
Under the term loan credit agreement, any voluntary prepayment by the Company from the net proceeds received
from the disposition of the Company’s investment in BriefCam will not trigger a prepayment fee. The Company
determined that the prepayment of principal constituted a partial extinguishment of debt and, as such, recognized a
$1.2 million loss related to the write down of unamortized debt discount and issuance costs.
The term loan is scheduled to mature on January 10, 2020. Interest accrues and compounds monthly at a variable rate
per annum equal to the prime rate plus 4.0%. The Company may prepay the term loan at any time with the payment of
a prepayment fee of 10% of the amount prepaid. However, no prepayment fee will be incurred for any prepayment
made from the proceeds of the Company’s sale of its investment in BriefCam.
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The term loan had an estimated fair value of $3.4 million as of September 30, 2018. The fair value of the term loan is
estimated using a discounted cash flow analysis based on the Company’s current incremental borrowing rate. As the
contractual terms of the loan provide all the necessary inputs for this calculation, the term loan is classified as Level 2
within the fair value
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hierarchy. The estimated fair value is not necessarily indicative of the amount that would be realized in a current
market exchange.
Credit Agreement – Hale Capital Partners, LP
The term loan balance as of December 31, 2017 consisted of a term loan credit agreement (the “Hale credit agreement”)
with HCP-FVD, LLC as lender and Hale Capital Partners, LP as administrative agent, under which the Company
borrowed $8.0 million as a term loan on October 21, 2016. The term loan was scheduled to mature on October 21,
2019 and required payment of interest monthly at the prime rate plus 6.0%. The term loan required a prepayment fee
of 10% of the amount prepaid.
On January 12, 2018, the Company repaid all outstanding obligations under the Hale credit agreement using $8.8
million of the $10.0 million term loan proceeds provided through the ESW credit agreement. Concurrently with such
repayment, the Hale credit agreement terminated by its terms effective January 12, 2018.
Covenant Compliance
The ESW credit agreement contains affirmative and negative covenants and requirements relating to the Company and
its operations. The negative covenants of the ESW credit agreement require the Company to meet financial covenants
beginning with the quarter ended September 30, 2018 relating to minimum core bookings, maximum deferred revenue
non-current, minimum subscription, and maintenance and support revenue, and minimum subscription and
maintenance and support dollar renewal rates. The Company was in compliance with all financial covenants for the
quarter ended September 30, 2018.
The Company’s monthly, quarterly and annual results of operations are subject to significant fluctuations due to a
variety of factors, many of which are outside of the Company’s control. These factors include the number and mix of
products and solutions sold in the period, timing of customer purchase commitments, including the impact of long
sales cycles and seasonal buying patterns, and variability in the size of customer purchases and the impact of large
customer orders on a particular period. The foregoing factors are difficult to forecast, and these, as well as other
factors, could adversely affect the Company’s monthly, quarterly and annual results of operations. Failure to achieve
its monthly, quarterly or annual forecasts may result in the Company being out of compliance with covenants or
projecting noncompliance in the future. Management actively monitors its opportunity pipeline, forecast, and
projected covenant compliance on an ongoing basis.
Contingencies
The Company is exposed to a number of asserted and unasserted claims encountered in the normal course of business.
Legal costs related to loss contingencies are expensed as incurred. In the opinion of management, the resolution of
these matters will not have a material adverse effect on the Company’s financial position or results of operations.
The Company’s standard arrangements include provisions indemnifying customers against liabilities if the Company's
products infringe a third-party’s intellectual property rights. The Company has not incurred any costs in its continuing
operations as a result of such indemnifications and has not accrued any liabilities related to such contingent
obligations in the accompanying condensed consolidated financial statements.
(5)Fair Value Measurements
A hierarchy for inputs used in measuring fair value is in place that distinguishes market data between observable
independent market inputs and unobservable market assumptions by the reporting entity. The hierarchy is intended to
maximize the use of observable inputs and minimize the use of unobservable inputs by requiring that the most
observable inputs be used when available. Three levels within the hierarchy may be used to measure fair value:
•Level 1: Inputs are unadjusted quoted prices in active markets for identical assets and liabilities.

•

Level 2: Inputs include data points that are observable such as quoted prices for similar assets or liabilities in active
markets, quoted prices for identical or similar assets or liabilities in markets that are not active, and inputs (other than
quoted prices) such as interest rates and yield curves that are observable for the asset or liability, either directly or
indirectly.

•
Level 3: Inputs are generated from model-based techniques that use significant assumptions not observable in the
market. These unobservable assumptions reflect an entity’s own estimates of assumptions that market participants
would use in pricing the asset or liability.

Edgar Filing: Qumu Corp - Form 10-Q

27



In conjunction with the debt financings completed in October 2016 and January 2018, the Company issued two
warrants for the purchase of up to an aggregate of 1,239,286 shares of the Company's common stock, which remained
unexercised and outstanding at September 30, 2018. The warrant issued in conjunction with the October 21, 2016 debt
financing (Hale warrant)
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for the purchase of up to 314,286 shares of the Company's common stock expires on October 21, 2026, has an
exercise price of $2.80 per share and is transferable. The warrant issued in conjunction with the January 12, 2018 debt
financing (ESW warrant) for the purchase of up to 925,000 shares of the Company's common stock expires on January
12, 2028, has an exercise price of $1.96 per share and is transferable. Additionally, the Company issued a warrant to a
sales partner, iStudy Co., Ltd., for the purchase of up to 100,000 shares of the Company's common stock; the warrant
expires on August 31, 2028, has an exercise price of $2.43 per share and is transferable. The Hale warrant and ESW
warrant contain a cash settlement feature upon the occurrence of a certain events, essentially the sale of the Company
as defined in the warrant agreements. Upon a sale of the Company, the holder of the iStudy warrant may exercise the
warrant or may elect to receive the same consideration as it would have been entitled to receive upon the occurrence
of such transaction if it had been the holder of the shares then issuable upon such exercise of the warrant. As a result
of these features, the warrants are subject to derivative accounting as prescribed under ASC 815. Accordingly, the fair
value of the warrants on the dates of issuance were recorded in the Company’s consolidated balance sheets as a
liability.
The warrant liability was recorded in the Company's consolidated balance sheets at its fair value on the respective
dates of issuance and is revalued on each subsequent balance sheet date until such instrument is exercised or expires,
with any changes in the fair value between reporting periods recorded as other income or expense. The Company
recorded a non-cash gain (loss) of $(401,000) and $15,000 during the three months ended September 30, 2018 and
2017, respectively, and a non-cash loss of $(292,000) and $(52,000) during the nine months ended September 30,
2018 and 2017, respectively, from the change in fair value of the warrant liability. The increase in fair value for the
three and nine months ended September 30, 2018 was primarily driven by a corresponding increase in the Company’s
stock price. The decrease in fair value during the three months ended September 30, 2017 was primarily driven by
decreased volatility in the Company’s stock price and the increase in fair value during the nine months ended
September 30, 2017 was primarily driven by an increase in the Company’s stock price.
The Company estimates the fair value of this liability using option pricing models that are based on the individual
characteristics of the warrants on the valuation date, which includes assumptions for expected volatility, expected life
and risk-free interest rate, as well as the present value of the minimum cash payment component of the Hale and ESW
warrants. Changes in the assumptions used could have a material impact on the resulting fair value. The primary
inputs affecting the value of the warrant liability are the Company’s stock price and volatility in the Company's stock
price, as well as assumptions about the probability and timing of certain events, such as a change in control or future
equity offerings. Increases in the fair value of the underlying stock or increases in the volatility of the stock price
generally result in a corresponding increase in the fair value of the warrant liability; conversely, decreases in the fair
value of the underlying stock or decreases in the volatility of the stock price generally result in a corresponding
decrease in the fair value of the warrant liability.
The Company’s liabilities measured at fair value on a recurring basis and the fair value hierarchy utilized to determine
such fair values is as follows at September 30, 2018 and December 31, 2017 (in thousands):

Fair Value Measurements
Using

Total Fair
Value at
September
30, 2018

Quoted
Prices
in
Active
Markets
(Level
1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Liabilities:

Derivative warrant liability - ESW warrant $ 2,572 $ —$ —$ 2,572
Derivative warrant liability - Hale warrant 691 — — 691
Derivative warrant liability - iStudy 195 — — 195
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Derivative warrant liabilities $ 3,458 $ —$ —$ 3,458
Fair Value Measurements
Using

Total Fair
Value at
December
31, 2017

Quoted
Prices
in
Active
Markets
(Level
1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Liabilities:
Derivative warrant liability - Hale warrant $ 819 $ —$ —$ 819
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The Company classified the warrant liabilities as Level 3 due to the lack of relevant observable market data over fair
value inputs such as the probability-weighting of the various scenarios in the arrangements. The following table
represents a rollforward of the fair value of the Level 3 instruments (significant unobservable inputs):
Balance at December 31, 2017 $819
Additions to warrant liability 2,347
Change in fair value 292
Balance at September 30, 2018 $3,458
(6)Stock-Based Compensation
The Company granted the following stock-based awards:

Three
Months
Ended 
 September
30,

Nine Months
Ended 
 September 30,

2018 2017 2018 2017
Stock options 3,500 30,000 544,000 165,000
Restricted stock awards and restricted stock units — — 180,000 212,500
Performance stock units — — 168,500 166,149
The stock options, restricted stock awards and performance stock units granted during the three and nine months
ended September 30, 2018 and 2017 were granted under the Company's Second Amended and Restated 2007 Stock
Incentive Plan (the "2007 Plan"), a shareholder approved plan. Of the 166,149 performance stock units granted in
connection with the Company's 2017 short-term incentive plan ("2017 Incentive Plan"), 116,168 vested during the
three months ended March 31, 2018. In settlement of the performance stock units, during the three months ended
March 31, 2018, the Company issued 25,726 shares, which is equal to the number of performance stock units vested
multiplied by the weighted percentage achievement of the performance goals for the 2017 Incentive Plan of
approximately 22.1%.
During the nine months ended September 30, 2018, the Company’s shareholders approved an amendment to the 2007
Plan to increase the number of shares authorized under the plan by 500,000 to a total of 3,230,320 shares.
The Company recognized the following expense related to its share-based payment arrangements (in thousands):

Three
Months
Ended 
 September
30,

Nine Months
Ended 
 September
30,

2018 2017 2018 2017
Stock-based compensation cost, before income tax benefit:
Stock options $105 $121 $225 $365
Restricted stock awards and restricted stock units 140 186 458 605
Performance stock units 84 — 84 120
Total stock-based compensation $329 $307 $767 $1,090

Three
Months
Ended 
 September
30,

Nine Months
Ended 
 September
30,

2018 2017 2018 2017
Stock-based compensation cost included in:
Cost of revenues $8 $(3 ) $26 $29
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Operating expenses 321 310 741 1,061
Total stock-based compensation $329 $307 $767 $1,090
(7)Income Taxes
As of September 30, 2018 and December 31, 2017, the Company’s liability for gross unrecognized tax benefits totaled
$1.7 million and $1.1 million, respectively (excluding interest and penalties). The Company had accrued interest and
penalties relating to unrecognized tax benefits of $5,300 and $1,400 on a gross basis at September 30, 2018 and
December 31, 2017, respectively. The change in the liability for gross unrecognized tax benefits reflects an increase in
reserves established for federal and state uncertain tax positions. The Company does not currently expect significant
changes in the amount of unrecognized tax benefits during the next twelve months. Additionally, during the three
months ended September 30, 2018, the Company finalized the provisional estimates recorded at December 31, 2017,
in connection with the Tax Cuts and Jobs Act of 2017. The estimates were finalized due to the completion of the 2017
federal income tax return. No tax impact was recorded as a result of the finalization of the provisional estimates.
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(8)Computation of Net Income (Loss) Per Share of Common Stock
The following table identifies the components of net loss per basic and diluted share (in thousands, except for per
share data):

Three Months
Ended 
 September 30,

Nine Months
Ended 
 September 30,

2018 2017 2018 2017
Net income (loss) per share – basic
Net income (loss) $2,396 $(2,309) $(3,665) $(8,482)
Weighted average shares outstanding – basic 9,559 9,404 9,472 9,335
Net income (loss) per share – basic $0.25 $(0.25 ) $(0.39 ) $(0.91 )

Net income (loss) per share – diluted
Income (loss) attributable to common shareholders $2,396 $(2,309) $(3,665) $(8,482)
Weighted average shares outstanding – diluted:
Weighted average shares outstanding – basic 9,559 9,404 9,472 9,335
Denominator effect of dilutive securities
Unvested restricted stock units 150 — — —
Diluted potential common shares 150 — — —
Weighted average shares outstanding – diluted 9,709 9,404 9,472 9,335
Net income (loss) per share – diluted $0.25 $(0.25 ) $(0.39 ) $(0.91 )
Stock options, warrants and restricted stock units to acquire common shares excluded from the computation of diluted
weighted-average common shares as their effect is anti-dilutive were as follows (in thousands):

Three
Months
Ended 
 September
30,

Nine
Months
Ended 
 September
30,

2018 2017 2018 2017
Stock options 1,334 1,540 1,261 1,544
Warrants 1,273 314 1,213 314
Restricted stock units — 150 150 135
Total anti-dilutive 2,607 2,004 2,624 1,993
(9)Investment in Software Company
As of December 31, 2017, the Company held an investment totaling $3.1 million in convertible preferred stock of
BriefCam, Ltd., a privately-held Israeli company that develops video synopsis technology to augment security and
surveillance systems to facilitate review of surveillance video. On May 7, 2018, BriefCam, Canon Inc. (“Canon”), and
the shareholders of BriefCam, including the Company, entered into a stock purchase agreement by which Canon
would acquire all of the outstanding shares of BriefCam. On July 3, 2018, BriefCam announced that Canon had
completed its acquisition of BriefCam and, on July 6, 2018, the Company received $9,678,000 from the closing
proceeds for its shares of BriefCam, resulting in a gain on sale of $6.5 million during the three and nine months ended
September 30, 2018.
Prior to its sale, the investment did not have a readily determinable fair value and was recorded at cost, less
impairment, if any, plus or minus changes resulting from observable price changes in market-based transactions for an
identical or similar investment of the same issuer and is included in other non-current assets. The Company's
ownership interest was less than 20%. From the date of the Company's adoption of
ASU 2016-01, Financial Instruments – Overall, on January 1, 2018 to the sale of BriefCam, there were no observable
price changes or impairments related to the Company’s non-marketable investment in the equity security. The gain on
sale is taxable in the U.S. and is offset for federal income tax purposes by current or prior-year tax losses but is subject
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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 together with
the section titled “Financial Information” and our audited financial statements and related notes which are included in
our most recent Annual Report on Form 10-K. Our actual results could differ materially from those anticipated in the
forward-looking statements included in this discussion as a result of certain factors, including, but not limited to, those
discussed in “Risk Factors” included our most recent Annual Report on Form 10-K.
Overview
Qumu Corporation ("Qumu" or the "Company") provides the software applications businesses use to create, manage,
secure, distribute and measure the success of live and on-demand video for the enterprise. The Company's platform
enables global organizations to drive employee engagement, increase access to video, and modernize the workplace
by providing a more efficient and effective way to share knowledge.
For the three months ended September 30, 2018 and 2017, the Company recognized revenues of $5.7 million and $7.6
million, respectively. For the nine months ended September 30, 2018 and 2017, the Company generated revenues of
$18.1 million and $20.9 million, respectively. For the years ended December 31, 2017 and 2016, the Company
generated revenues of $28.2 million and $31.7 million, respectively.
Critical Accounting Policies
The discussion of the Company's financial condition and results of operations is based upon its financial statements,
which are prepared in accordance with accounting principles generally accepted in the United States of America, or
GAAP. The preparation of the Company's financial statements requires management to make estimates, judgments
and assumptions that affect the reported amounts of assets, liabilities, revenues, costs and expenses and related
disclosures. On an ongoing basis, management evaluates its estimates and assumptions. Management bases its
estimates of the carrying value of certain assets and liabilities on historical experience and on various other
assumptions that management believes to be reasonable. The Company's actual results may differ from these estimates
under different assumptions or conditions.
Management utilizes its technical knowledge, cumulative business experience, judgment and other factors in the
selection and application of the Company’s accounting policies. The accounting policies considered by management to
be the most critical to the presentation of the condensed consolidated financial statements because they require the
most difficult, subjective and complex judgments include revenue recognition, derivative liabilities for outstanding
warrants, and royalties for third party technology. Except for the accounting policies for revenue recognition that were
updated as a result of adopting Topic 606 effective January 1, 2018 and accounting policies for our investment in
BriefCam that were adopted effective January 1, 2018, our significant accounting policies applicable to the nine
months ended September 30, 2018 are discussed in Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” of the Company’s Annual Report on Form 10-K for the year ended December 31,
2017.
See Note 1–"Nature of Business and Basis of Presentation" of the accompanying condensed consolidated financial
statements for a description of the Company’s change in critical accounting policies with respect to revenue
recognition during the nine months ended September 30, 2018.
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Results of Operations
The percentage relationships to revenues of certain income and expense items for the three and nine months ended
September 30, 2018 and 2017, and the percentage changes in these income and expense items relative to the prior year
periods, are contained in the following table:

Three Months Ended
September 30,

Nine Months Ended
September 30,

Percentage of
Revenues

Percent
Increase
(Decrease)

Percentage of
Revenues

Percent
Increase
(Decrease)

2018 2017 2017 to
2018 2018 2017 2017 to

2018
Revenues 100.0 % 100.0 % (25 )% 100.0 % 100.0 % (14 )%
Cost of revenues (37.4 ) (38.4 ) (27 ) (36.6 ) (37.2 ) (15 )
Gross profit 62.6 61.6 (24 ) 63.4 62.8 (13 )
Operating expenses:
Research and development 28.6 23.4 (9 ) 28.4 27.1 (9 )
Sales and marketing 31.8 33.1 (28 ) 35.3 35.7 (15 )
General and administrative 28.4 27.5 (23 ) 30.6 31.3 (16 )
Amortization of purchased intangibles 4.0 3.0 (1 ) 3.8 3.2 1
Total operating expenses 92.8 87.0 (20 ) 98.1 97.3 (13 )
Operating loss (30.2 ) (25.4 ) (11 ) (34.7 ) (34.5 ) (13 )
Other income (expense), net 80.9 (6.5 ) (1,026 ) 16.1 (6.7 ) (310 )
Income (loss) before income taxes 50.7 (31.9 ) (218 ) (18.6 ) (41.2 ) (61 )
Income tax expense (benefit) 8.3 (1.4 ) (526 ) 1.6 (0.7 ) (318 )
Net income (loss) 42.4  % (30.5 )% (204 )% (20.2 )% (40.5 )% (57 )%
Revenues
The Company generates revenue through the sale of enterprise video content management software solutions,
appliances, maintenance and support, and professional and other services. Software sales may take the form of a
perpetual software license, a term software license or a cloud-hosted software as a service (SaaS). Software licenses
and appliances revenue includes sales of perpetual software licenses and hardware. Service revenue includes term
software licenses, SaaS, maintenance and support, and professional and other services.
The table below describes the Company's revenues by product category (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Software licenses and appliances $985 $1,822 $ (837 ) (46 )% $4,303 $3,971 $ 332 8  %
Service
Subscription, maintenance and
support 4,091 5,113 (1,022 ) (20 ) 12,251 15,061 (2,810 ) (19 )

Professional services and other 577 638 (61 ) (10 ) 1,556 1,906 (350 ) (18 )
Total service 4,668 5,751 (1,083 ) (19 ) 13,807 16,967 (3,160 ) (19 )
Total revenues $5,653 $7,573 $ (1,920 ) (25 )% $18,110 $20,938 $ (2,828 ) (14 )%
Revenues can vary period to period based on the type and size of contract into which the Company enters with each
customer. The quarterly software licenses and appliances revenues are also subject to the timing of fulfillment of
products, which can result in large fluctuations when compared to the prior quarters. The increase in software licenses
and appliances revenues in the nine months ended September 30, 2018 compared to the same period in 2017 was
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driven by increases in perpetual software license and appliance sales to both new and existing customers.
The decreases in subscription, maintenance and support revenues in the three and nine months ended September 30,
2018 compared to the corresponding 2017 periods primary resulted from the loss of a large customer in the fourth
quarter of 2017, representing $858,000 and $2.4 million of the three- and nine-month variance, respectively.
Additionally, revenues decreased
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$297,000 and $740,000 in the three and nine months ended September 30, 2018 due to the Company's retrospective
adoption of ASC 606 effective January 1, 2018.
Professional services revenues, which generally move directionally with changes in perpetual license sales and are
impacted by custom work and the timing customer acceptance, decreased in the three and nine months ended
September 30, 2018, compared to the corresponding 2017 periods, due primarily to the inclusion of a large former
customer in the three and nine months ended September 30, 2017 and to lower utilization and reduced size of the
Company's global professional services team in 2018.
Future consolidated revenues will be dependent upon many factors, including the rate of adoption of the Company's
software solutions in its targeted markets and whether arrangements with customers are structured as a software
license or a SaaS, which impacts the timing of revenue recognition. Other factors that will influence future
consolidated revenues include the timing of customer orders and renewals, the product and service mix of customer
orders, the impact of changes in economic conditions and the impact of foreign currency exchange rate fluctuations.
Cost of Revenues and Gross Profit
A comparison of gross profit and gross margin by revenue category is as follows (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Gross profit:
Software licenses and
appliances $481 $906 $(425 ) (47 )% $2,660 $2,193 $467 21  %

Service 3,057 3,756 (699 ) (19 ) 8,817 10,964 (2,147 ) (20 )
Total gross profit $3,538 $4,662 $(1,124 ) (24 )% $11,477 $13,157 $(1,680 ) (13 )%

Gross margin:
Software licenses and
appliances 48.8 % 49.7 % (0.9 )% 61.8 % 55.2 % 6.6  %

Service 65.5 % 65.3 % 0.2  % 63.9 % 64.6 % (0.7 )%
Total gross margin 62.6 % 61.6 % 1.0  % 63.4 % 62.8 % 0.6  %
Gross profit includes $288,000 and $302,000 for the three months ended September 30, 2018 and 2017, respectively,
and $879,000 and $893,000 for the nine months ended September 30, 2018 and 2017, respectively, for the
amortization of intangible assets acquired as a result of the acquisition of Qumu, Inc. in the fourth quarter of 2011 and
Kulu Valley in the fourth quarter of 2014. Cost of revenues for the full year 2018 is expected to include approximately
$1.2 million of amortization expense for purchased intangibles. The Company had 19 and 22 service personnel at
September 30, 2018 and 2017, respectively.
The total gross margin percentages in the three and nine months ended September 30, 2018 were generally consistent
with the corresponding 2017 periods. The 6.6% increase in software licenses and appliances gross margin in the nine
months ended September 30, 2018, compared to the corresponding 2017 period, was driven primarily by strong sales,
including large perpetual license sales in the 2018 period, while costs of sales consist generally of fixed amortized
prepaid royalties for embedded OEM licenses. Additionally, the software licenses and appliance gross margin in nine
months ended September 30, 2017 was unfavorably impacted by a higher mix of sales of third-party extensions which
carry lower margins.
Future gross profit margins will fluctuate quarter to quarter and will be impacted by the rate of growth and mix of the
Company's product and service offerings, utilization, and foreign currency exchange rate fluctuations.
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Operating Expenses
The following is a summary of operating expenses (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Operating expenses:
Research and development $1,617 $1,769 $ (152 ) (9 )% $5,159 $5,676 $ (517 ) (9 )%
Sales and marketing 1,796 2,509 (713 ) (28 ) 6,388 7,484 (1,096 ) (15 )
General and administrative 1,608 2,083 (475 ) (23 ) 5,536 6,552 (1,016 ) (16 )
Amortization of purchased
intangibles 224 226 (2 ) (1 ) 680 675 5 1

Total operating expenses $5,245 $6,587 $ (1,342 ) (20 )% $17,763 $20,387 $ (2,624 ) (13 )%
Operating expenses for the three and nine months ended September 30, 2018 compared to the corresponding 2017
periods reflected lower employee costs due to fewer personnel and continued improvement in the Company's
operational efficiency. The Company had 80 and 98 personnel in operating activities at September 30, 2018 and 2017,
respectively. The Company incurred severance expense relating to cost reduction initiatives of $177,000 and $123,000
in the nine months ended September 30, 2018 and 2017, respectively. During the nine months ended September 30,
2018, the Company executed on its cost reduction initiatives by reducing it facility costs, including the sublet of
portions of its London and Minneapolis facilities and the reduction in the size of its California office from 14,000
square feet to 3,800 square feet.
Research and development
Research and development expenses were as follows (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Compensation and employee-related $1,159 $1,311 $ (152 ) (12 )% $3,829 $4,297 $ (468 ) (11 )%
Overhead and other expenses 295 249 46 18 906 813 93 11
Outside services and consulting 111 154 (43 ) (28 ) 287 345 (58 ) (17 )
Depreciation and amortization 4 32 (28 ) (88 ) 27 106 (79 ) (75 )
Equity-based compensation 48 23 25 109 110 115 (5 ) (4 )
Total research and development
expenses $1,617 $1,769 $ (152 ) (9 )% $5,159 $5,676 $ (517 ) (9 )%

Total research and development expenses as a percent of revenues were 29% and 23% for the three months ended
September 30, 2018 and 2017, respectively, and 28% and 27% for the nine months ended September 30, 2018 and
2017, respectively. The Company had 34 and 40 research and development personnel at September 30, 2018 and
2017, respectively.
The decrease in expenses of $152,000 and $517,000 in the three and nine months ended September 30, 2018,
respectively, compared to the corresponding 2017 periods, were driven primarily by lower employee costs due to
fewer research and development personnel, and continued improvement in the Company's operational efficiency in the
three and nine months ended September 30, 2018 compared to the corresponding 2017 periods.
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Sales and marketing
Sales and marketing expenses were as follows (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Compensation and employee-related $1,236 $1,959 $ (723 ) (37 )% $4,668 $5,818 $ (1,150 ) (20 )%
Overhead and other expenses 263 260 3 1 970 788 182 23
Outside services and consulting 230 212 18 8 626 660 (34 ) (5 )
Depreciation and amortization 3 14 (11 ) (79 ) 12 48 (36 ) (75 )
Equity-based compensation 64 64 — — 112 170 (58 ) (34 )
Total sales and marketing expenses $1,796 $2,509 $ (713 ) (28 )% $6,388 $7,484 $ (1,096 ) (15 )%
Total sales and marketing expenses as a percent of revenues were 32% and 33% for the three months ended
September 30, 2018 and 2017, respectively, and 35% and 36% for the nine months ended September 30, 2018 and
2017, respectively. The Company had 28 and 37 sales and marketing personnel at September 30, 2018 and 2017,
respectively.
The decrease in expenses of $713,000 and $1.1 million in the three and nine months ended September 30, 2018,
respectively, compared to the corresponding 2017 periods, were primarily driven by lower employee costs due to
fewer sales and marketing personnel, and continued improvement in the Company's operational efficiency in the three
and nine months ended September 30, 2018 compared to the corresponding 2017 periods. The Company incurred
severance expense relating to sales and marketing cost reduction initiatives of $51,000 and $101,000 for the nine
months ended September 30, 2018 and 2017, respectively.
General and administrative
General and administrative expenses were as follows (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Compensation and employee-related $639 $842 $ (203 ) (24 )% $2,081 $2,711 $ (630 ) (23 )%
Overhead and other expenses 275 321 (46 ) (14 ) 834 898 (64 ) (7 )
Outside services and consulting 429 516 (87 ) (17 ) 1,783 1,605 178 11
Depreciation and amortization 56 181 (125 ) (69 ) 319 562 (243 ) (43 )
Equity-based compensation 209 223 (14 ) (6 ) 519 776 (257 ) (33 )
Total general and administrative
expenses $1,608 $2,083 $ (475 ) (23 )% $5,536 $6,552 $ (1,016 ) (16 )%

Total general and administrative expenses as a percent of revenues were 28% for both of the three-month periods
ended September 30, 2018 and 2017, and 31% for both of the nine-month periods ended September 30, 2018 and
2017. The Company had 18 and 21 general and administrative personnel at September 30, 2018 and 2017,
respectively.
The decrease in expenses of $475,000 and $1.0 million in the three and nine months ended September 30, 2018,
respectively, compared to the corresponding 2017 periods, was driven primarily by lower employee costs due to fewer
general and administrative personnel, and continued improvement in the Company's operational efficiency in 2018
periods.
Amortization of Purchased Intangibles
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Operating expenses include $224,000 and $226,000 for the three months ended September 30, 2018 and 2017,
respectively, and $680,000 and $675,000 for the nine months ended September 30, 2018 and 2017, respectively, for
the amortization of intangible assets acquired as part of the Company’s acquisition of Qumu, Inc. in October 2011 and
Kulu Valley in October 2014. Operating expenses for the full year 2018 are expected to include approximately $0.9
million of amortization expense associated with purchased intangibles, exclusive of the portion classified in cost of
revenue.
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Other Income (Expense), Net
Other income (expense), net was as follows (dollars in thousands):

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

Increase
(Decrease)

Percent
Increase
(Decrease)

Increase
(Decrease)

Percent
Increase
(Decrease)

2018 2017 2017 to
2018

2017 to
2018 2018 2017 2017 to

2018
2017 to
2018

Gain on sale of BriefCam, Ltd. $6,502 $— $ 6,502 n/a $6,502 $— $ 6,502 n/a
Loss on extinguishment of debt (1,189 ) — (1,189 ) n/a (1,189 ) — (1,189 ) n/a
Interest expense, net (262 ) (343 ) 81 (24 ) (1,616 ) (994 ) (622 ) 63
Decrease (increase) in fair value of
warrant liability (401 ) 15 (416 ) (2,773 ) (292 ) (52 ) (240 ) 462

Other, net (78 ) (166 ) 88 (53 ) (481 ) (345 ) (136 ) 39
Total other income (expense), net $4,572 $(494) $ 5,066 (1,026 )% $2,924 $(1,391) $ 4,315 (310 )%
As of December 31, 2017, the Company held an investment totaling $3.1 million in convertible preferred stock of
BriefCam, Ltd. ("BriefCam"), a privately-held Israeli company that develops video synopsis technology to augment
security and surveillance systems to facilitate review of surveillance video. On May 7, 2018, BriefCam, Canon Inc.
(“Canon”), and the shareholders of BriefCam, including the Company, entered into a stock purchase agreement by
which Canon would acquire all of the outstanding shares of BriefCam. On July 3, 2018, BriefCam announced that
Canon had completed its acquisition of BriefCam and, on July 6, 2018, the Company received $9.7 million from the
closing proceeds for its shares of BriefCam, resulting in a gain on sale of $6.5 million during the three and nine
months ended September 30, 2018.
On July 19, 2018, the Company paid $6.5 million on its outstanding term loan from ESW Holdings, Inc. under its
term loan credit agreement dated January 12, 2018. The payment was comprised of principal of $6.0 million and
accrued interest of $463,000 for the period January 12, 2018 to the payment date of July 19, 2018. The Company used
a portion of the net proceeds from the sale of its investment in BriefCam to fund the prepayment. Under the term loan
credit agreement, any voluntary prepayment by the Company from the net proceeds received from the disposition of
the Company’s investment in BriefCam will not trigger a prepayment fee. The Company determined that the
prepayment of principal constituted a partial extinguishment of debt and, as such, recognized a $1.2 million loss
related to the write down of unamortized debt discount and issuance costs.
The Company recognized interest expense on its term loan and capital leases of $262,000 and $343,000 for the three
months ended September 30, 2018 and 2017, respectively, and $1.6 million and $994,000 for the nine months ended
September 30, 2018 and 2017, respectively, which includes the accrual of interest on the Company's term loans, as
well as the amortization of deferred financing costs. Amortization of deferred financing costs for the nine months
ended September 30, 2018 includes $395,000 of expense related to the Company's acceleration of the amortization of
deferred financing costs in connection with the modification of its term loan credit agreement with Hale Capital
Partners, LP in the fourth quarter of 2017 and subsequent refinancing of the debt in the first quarter of 2018.
In conjunction with the debt financings completed in October 2016 and January 2018, the Company issued two
warrants for the purchase of up to an aggregate of 1,239,286 shares of the Company's common stock, which remained
unexercised and outstanding at September 30, 2018. The warrant issued in conjunction with the October 21, 2016 debt
financing (Hale warrant) for the purchase of up to 314,286 shares of the Company's common stock expires on October
21, 2026, has an exercise price of $2.80 per share and is transferable. The warrant issued in conjunction with the
January 12, 2018 debt financing (ESW warrant) for the purchase of up to 925,000 shares of the Company's common
stock expires on January 12, 2028, has an exercise price of $1.96 per share and is transferable. Additionally, the
Company issued a warrant to a sales partner, iStudy Co., Ltd., for the purchase of up to 100,000 shares of the
Company's common stock; the warrant expires on August 31, 2028, has an exercise price of $2.43 per share and is
transferable. The Hale warrant and ESW warrant contain a cash settlement feature upon the occurrence of a certain
events, essentially the sale of the Company as defined in the warrant agreements. Upon a sale of the Company, the
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holder of the iStudy warrant may exercise the warrant or may elect to receive the same consideration as it would have
been entitled to receive upon the occurrence of such transaction if it had been the holder of the shares then issuable
upon such exercise of the warrant. As a result of these features, the warrants are subject to derivative accounting as
prescribed under ASC 815. Accordingly, the fair value of the warrants on the dates of issuance were recorded in the
Company’s consolidated balance sheets as a liability. The Company recorded a non-cash gain (loss) of $(401,000) and
$15,000 during the three months ended September 30, 2018 and 2017, respectively, and a non-cash loss of $(292,000)
and $(52,000) during the nine months ended September 30, 2018 and 2017, respectively, from the change in fair value
of the warrant liability. The increase in fair
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value for the three and nine months ended September 30, 2018 was primarily driven by a corresponding increase in
the Company’s stock price. The decrease in fair value during the three months ended September 30, 2017 was
primarily driven by decreased volatility in the Company’s stock price and the increase in fair value during the nine
months ended September 30, 2017 was primarily driven by an increase in the Company’s stock price.
Other expense included net losses on foreign currency transactions of $69,000 and $166,000 for the three months
ended September 30, 2018 and 2017, respectively, and $171,000 and $342,000 for the nine months ended September
30, 2018 and 2017, respectively. Other expense also included debt issuance costs of $110,000 for the nine months
ended September 30, 2018 related to the warrant issued in the first quarter of 2018. See “Liquidity and Capital
Resources” below for a discussion of changes in cash levels.
Income Taxes
The provision for income taxes represents federal, state, and foreign income taxes or income tax benefit on income or
loss. Net income tax expense was $469,000 and net income tax benefit was $110,000 for the three months ended
September 30, 2018 and 2017, respectively, and net income tax expense was $303,000 and net income tax benefit was
$139,000 for the nine months ended September 30, 2018 and 2017, respectively. The net income tax expense for the
three months and nine months ended September 30, 2018, was impacted by an increase in reserves for unrecognized
tax benefits, partially offset by a tax benefit for refundable research credits from United Kingdom operations. The net
income tax benefit for the three months and nine months ended September 30, 2017, is primarily attributable to
refundable research credits from United Kingdom operations.
Liquidity and Capital Resources
The following table sets forth certain relevant measures of the Company's liquidity and capital resources (in
thousands):

September 30,
2018

December 31,
2017

Cash and cash equivalents $ 8,499 $ 7,690
Working capital $ (507 ) $ (1,467 )
Financing obligations $ 144 $ 1,050
Term loan 3,304 7,605
Financing obligations and term loan $ 3,448 $ 8,655
The Company expects it will be able to maintain current operations and anticipated capital expenditure requirements
for at least the next 12 months through its cash reserves, which includes the proceeds of the debt financing completed
in the first quarter of 2018 and proceeds received in July 2018 from the sale of the Company’s interest in BriefCam, as
well as any cash flows that may be generated from current operations. Due to the Company's strong accounts
receivable collections that contributed in part to the $3.3 million increase in cash and cash equivalents during the third
quarter 2018 and to the expected timing of cash to be provided by revenues in the fourth quarter 2018, management no
longer expects that it will be cash flow breakeven for the fourth quarter of 2018, though management forecasts that
cash and cash equivalents at December 31, 2018 will exceed the amount previously estimated. If the Company is
unable to meet its revenue expectations, it is positioned to further reduce costs to mitigate the impact on its cash
reserves for at least the next 12 months.
At September 30, 2018, the Company had aggregate negative working capital of $507,000, compared to negative
working capital of $1.5 million at December 31, 2017. Working capital includes current deferred revenue of $9.1
million and $8.9 million at September 30, 2018 and December 31, 2017, respectively. The primary contributor to the
change in working capital was the increase in cash and cash equivalents by $809,000 driven by $9.6 million of net
proceeds received from the from the sale of the Company's investment in BriefCam and strong cash collections of
accounts receivable, offset by a $6.5 million principal and accrued interest payment on the Company's term loan and
$6.3 million operating loss for the nine months ended September 30, 2018.
Financing obligations primarily consist of capital leases related to the acquisition of computer and network equipment
and furniture.
During the nine months ended September 30, 2018, the Company used $8.8 million of the $10.0 million term loan
proceeds provided through the credit agreement with ESW Holdings, Inc. to pay all outstanding obligations under the
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term loan credit agreement dated as of October 21, 2016 among the Company, Qumu, Inc., HCP-FVD, LLC, as lender
and Hale Capital Partners, LP, as administrative agent. Concurrently with such repayment, the October 21, 2016 term
loan credit agreement terminated by its terms effective January 12, 2018.
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On July 19, 2018, the Company paid $6.5 million on its outstanding credit agreement with ESW Holdings, Inc. dated
January 12, 2018. The payment was comprised of principal of $6.0 million and accrued interest of $463,000 for the
period January 12, 2018 to the payment date of July 19, 2018. The Company used a portion of the $9.6 million in net
proceeds from the sale of its investment in BriefCam to fund the prepayment. Under the term loan credit agreement,
any voluntary prepayment by the Company from the net proceeds received from the disposition of the Company’s
investment in BriefCam will not trigger a prepayment fee.
Following the Company's $6.0 million principal payment during the nine months ended September 30, 2018, the term
loan with ESW Holdings, Inc. consists of a note having a face value of $4.0 million that is scheduled to mature on
January 10, 2020. Interest accrues and compounds monthly at a variable rate per annum equal to the prime rate plus
4%. As of September 30, 2018, interest accrued at 9.25% and accrued and unpaid interest was $75,000.
The Company's primary source of cash from operating activities has been cash collections from sales of products and
services to customers. The Company expects cash inflows from operating activities to be affected by increases or
decreases in sales and timing of collections. The Company's primary use of cash for operating activities has been for
personnel costs and outside service providers, payment of royalties associated with third-party software licenses and
purchases of equipment to fulfill customer orders. The Company expects cash flows from operating activities to be
affected by fluctuations in revenues, personnel costs, outside service providers, and the amount and timing of royalty
payments and equipment purchases as the Company continues to support the growth of the business. The amount of
cash and cash equivalents held by the Company's international subsidiaries that is not available to fund domestic
operations unless repatriated was $1.6 million as of September 30, 2018. The repatriation of cash and cash equivalents
held by the Company's international subsidiaries would not result in an adverse tax impact on cash given that the
future tax consequences of repatriation are expected to be insignificant as a result of the Tax Cuts and Jobs Act of
2017.
Summary of Cash Flows
A summary of cash flows is as follows (in thousands):

Nine Months
Ended 
 September 30,
2018 2017

Cash flows provided by (used in):
Operating activities $(2,997) $(2,186)
Investing activities 9,562 (22 )
Financing activities (5,665 ) (519 )
Effect of exchange rate changes on cash (91 ) 101
Net change in cash and cash equivalents $809 $(2,626)
Operating activities
Net cash used in operating activities was $3.0 million for the nine months ended September 30, 2018 compared to
$2.2 million for the corresponding 2017 period. The operating cash flows for the 2018 period were unfavorably
impacted by the change in accounts payable and other accrued liabilities. The change in operating cash flows period
over period was unfavorably impacted by the changes in accounts payable and other accrued liabilities, partially offset
by the change in deferred revenue.
Investing activities
Net cash provided by investing activities from the sale of the Company's investment in BriefCam totaled $9.7 million
for the nine months ended September 30, 2018. Net cash used in investing activities for the purchases of property and
equipment totaled $116,000 for the nine months ended September 30, 2018 compared to $22,000 in the corresponding
2017 period.
Financing activities
Financing activities used net cash of $5.7 million for the nine months ended September 30, 2018 and $519,000 in the
comparable 2017 period. Primarily impacting the current period use of cash were the principal payment of $6.0
million on the outstanding term loan with ESW Holdings, Inc., principal payments of $329,000 on capital leases and

Edgar Filing: Qumu Corp - Form 10-Q

46



other financing obligations, a principal payment on the Hale term loan of $8.0 million and a debt prepayment fee of
$800,000, offset by proceeds from the Company's refinancing of its term loan in January 2018.
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In October 2010, the Company’s Board of Directors approved a common stock repurchase program of up to 3,500,000
shares. Shares may be purchased at prevailing market prices in the open market or in private transactions, subject to
market conditions, share price, trading volume and other factors. The repurchase program has been funded to date
using cash on hand and may be discontinued at any time. The Company did not repurchase any shares of its common
stock under the repurchase program during the nine months ended September 30, 2018 and 2017. As of September 30,
2018, the Company had 778,365 shares available for repurchase under the authorizations. While the current
authorization remains in effect, the Company expects its primary use of cash will be to fund operations in support of
the Company’s goals for revenue growth and operating margin improvement. Under the credit agreement, the
Company is prohibited from repurchasing or redeeming its stock, subject to certain exceptions relating to the exercise
or vesting of equity awards.
The Company did not declare or pay any dividends during the nine months ended September 30, 2018 and 2017.
Under the credit agreement, the Company is prohibited from declaring or paying any dividends.
Cautionary Note Regarding Forward-Looking Statements
This report contains forward-looking statements that involve risks and uncertainties. For this purpose, any statements
contained in this report that are not statements of historical fact may be deemed to be forward-looking statements.
Without limiting the foregoing, words such as “may,” “will,” “expect,” “believe,” “anticipate,” “estimate” or “continue” or
comparable terminology are intended to identify forward-looking statements. These statements by their nature involve
substantial risks and uncertainties. The Company's actual results could differ significantly from those discussed in the
forward-looking statements.

Factors that could cause or contribute to such differences include, but are not limited to, the following, as well as other
factors not now identified: the markets for video content and software to manage video content are each in early stages
of development, and if these markets do not develop or develop more slowly than we expect, our revenues may
decline or fail to grow; we will need additional capital to fund repayment of our term loan due in January 2020 and
any additional capital we seek may not be available in the amount or at the time we need it; we have a history of
losses and while our goal is to become cash flow breakeven in the fourth quarter of 2018, we may not achieve that
goal or achieve or sustain cash flows or profitability in the future; if we are unable to retain our existing customers,
our revenue and results of operations will be adversely affected; we encounter long sales cycles with our Qumu
enterprise video solutions, which could adversely affect our operating results in a given period; to compete effectively,
we must continually improve existing products and introduce new products that achieve market acceptance; we face
intense competition and such competition may result in price reductions, lower gross profits and loss of market share;
adverse economic conditions, particularly those affecting our customers have harmed and may continue to harm our
business; our sales will decline, and our business will be materially harmed, if our sales and marketing efforts are not
effective; competition for highly skilled personnel is intense and if we fail to attract and retain talented employees, we
may fail to compete effectively; our enterprise video content management software products must be successfully
integrated into our customers’ information technology environments and workflows and changes to these
environments, workflows or unforeseen combinations of technologies may harm our customers’ experience in using
our software products; the growth and functionality of our enterprise video content management software products
depend upon the solution’s effective operation with mobile operating systems and computer networks; any failure of
major elements of our products could lead to significant disruptions in the ability to serve customers, which could
damage our reputation, reduce our revenues or otherwise harm our business; if we lose access to third-party licenses,
our software product development and production may be delayed or we may incur additional expense to modify our
products or products in development; if the limited amount of open source software that is incorporated into our
products were to become unavailable or if we violate the terms of open source licenses, it could adversely affect sales
of our products, which could disrupt our business and harm our financial results; we sell a significant portion of our
products internationally, which exposes us to risks associated with international operations; if our domestic or
international intellectual property rights are not adequately protected, others may offer products similar to ours or
independently develop the same or similar technologies or otherwise obtain access to our technology and trade secrets
which could depress our product selling prices and gross profit or result in loss of market share; changes in laws and
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regulations related to the internet or changes in the internet infrastructure itself may diminish the demand for our
products, and could have a negative impact on our business; expanding laws, regulations and customer requirements
relating to data security and privacy may adversely affect sales of our products and result in increased compliance
costs; we may face circumstances in the future that could result in impairment charges, including, but not limited to,
significant goodwill impairment charges; we may experience significant quarterly and annual fluctuations in our
results of operations due to a number of factors and these fluctuations may negatively impact the market price of our
common stock; the limited liquidity for our common stock could affect your ability to sell your shares at a satisfactory
price; and provisions of Minnesota law, our bylaws and other agreements may deter a change of control of our
company and may have a possible negative effect on our stock price. These forward-looking statements are made as of
the date of this report and the Company assumes no obligation to update such forward-looking statements, or to
update the reasons why actual results could differ materially from those anticipated in such forward-looking
statements.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk
Foreign Currency Translation. As of September 30, 2018, the Company is exposed to market risk primarily from
foreign exchange rate fluctuations of the British Pound Sterling and Japanese Yen to the U.S. Dollar as the financial
position and operating results of the Company’s foreign subsidiaries are translated into U.S. dollars for consolidation.
Resulting translation adjustments are recorded as a separate component of stockholders’ equity.
Interest Rates. The Company's term loan requires payment of interest monthly at the prime rate plus 4% and changes
in interest rates would impact the Company's monthly interest payment and cash reserves. A 100-basis point increase
in the prime rate would increase our annual pre-tax interest expense by approximately $40,000.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures 
The Company’s Chief Executive Officer, Vernon J. Hanzlik, and the Company’s Chief Financial Officer, David G.
Ristow, have evaluated the Company’s disclosure controls and procedures as of September 30, 2018. Based upon such
evaluation, they have concluded that these disclosure controls and procedures are effective. The Company’s Chief
Executive Officer and Chief Financial Officer used the definition of “disclosure controls and procedures” as set forth in
Rule 13a-15(e) under the Exchange Act in making their conclusion as to the effectiveness of such controls and
procedures.
Changes in Internal Control Over Financial Reporting
No changes in internal controls over financial reporting have occurred during the quarter ended September 30,
2018 that have materially affected, or are reasonable likely to materially affect, the Company’s internal control over
financial reporting.
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PART II — OTHER INFORMATION
Item 1. Legal Proceedings
Not Applicable.
Item 1A. Risk Factors
Not Applicable.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Unregistered Sales of Equity Securities
On May 7, 2018, the Company agreed to issue a warrant to purchase 100,000 shares of its common stock to iStudy
Co., Ltd. (“iStudy”) in connection granting iStudy exclusive rights in Japan through December 31, 2020. iStudy is the
Company’s sales channel partner in the Asia-Pacific region.
The issuance of the warrant to iStudy was conditioned upon the timely payment in full by iStudy of $1,000,000 in
Qumu Cloud license fees. On August 30, 2018, iStudy paid the full amount of the license fees and the warrant was
issued to iStudy on August 31, 2018. The expiration date of the iStudy warrant is August 31, 2028, the 10-year
anniversary of the issuance date, and the exercise price of the warrant is $2.43 per share, the closing bid price of the
Company’s common stock on the issuance date as reported by The Nasdaq Stock Market. The warrant is transferrable
and may be exercised either for cash or on a cashless “net exercise” basis.
The agreement to issue the warrant and the issuance of the warrant were not registered under the Securities Act of
1933, as amended. Other than the sales channel partner relationship between the Company and iStudy, there are no
other relationships or agreements between the Company and iStudy. Based on the manner of sale of the warrant and
the representation of iStudy that it is an “accredited investor” as defined under Rule 501(a) promulgated under the
Securities Act of 1933, as amended, the Company believes that the issuance is exempt from registration under Section
4(a)(2) of the Securities Act of 1933, as amended, or Regulation D thereunder, as a transaction by an issuer not
involving a public offering.
Issuer Purchases of Equity Securities
In October 2010, the Company’s Board of Directors approved a common stock repurchase program of up to 3,500,000
shares of the Company’s common stock. Shares may be purchased at prevailing market prices in the open market or in
private transactions, subject to market conditions, share price, trading volume and other factors. The repurchase
program may be discontinued at any time. The repurchase program has been funded to date using cash on hand.
During the three months ended September 30, 2018, no repurchases were made under the repurchase program. While
the current authorization remains in effect, the Company expects its primary use of cash will be to fund operations in
support of the Company’s goals for revenue growth and operating margin improvement. Under the credit agreement
with ESW Holdings, the Company is prohibited from repurchasing or redeeming its stock, subject to certain
exceptions relating to the exercise or vesting of equity awards.
In addition to shares that may be purchased under the Board authorization, the Company purchases shares of common
stock held by employees who wish to tender owned shares to satisfy the exercise price or tax withholding on stock
option exercises or vesting of restricted awards and performance stock units. No share repurchase activity occurred for
the three months ended September 30, 2018 for the satisfaction of employee tax withholding requirements on the
vesting of restricted stock awards and performance stock units.
Information on the Company’s repurchases of its common stock during each month of the quarter ended September 30,
2018 is as follows:

Monthly
Period

Total
Number of
Shares
Purchased

Average
Price
Paid per
Share

Total Number of Shares Purchased
as part of Publicly Announced Plans
or Programs

Maximum Number of Shares that may
yet be Purchased under the Plans or
Programs (at end of period)

July 2018 — $— — 778,365
August
2018 — $— — 778,365

September
2018 — $— — 778,365
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Item 3. Defaults Upon Senior Securities
Not Applicable.
Item 4. Mine Safety Disclosures
Not Applicable.
Item 5. Other Information
None.
Item 6. Exhibits
(a)The following exhibits are included herein:
31.1    Certificate of Chief Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a) of the Exchange Act.
31.2    Certificate of Chief Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) of the Exchange Act.
32    Certifications pursuant to 18 U.S.C. §1350.
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SIGNATURES
In accordance with the Exchange Act, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereto duly authorized.

QUMU CORPORATION
Registrant

Date:November 7, 2018 By:/s/ Vernon J. Hanzlik
Vernon J. Hanzlik
President and Chief Executive Officer
(Principal Executive Officer)

Date:November 7, 2018 By:/s/ David G. Ristow
David G. Ristow
Chief Financial Officer
(Principal Financial Officer)
(Principal Accounting Officer)
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