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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K for the year ended January 31, 2017, including the sections entitled “Business,” “Risk
Factors,” and “Management's Discussion and Analysis of Financial Condition and Results of Operations,” contains
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section

21E of the Securities Exchange Act of 1934, as amended. The words “believe,” “will,” “may,” “estimate,” “continue,” “anticip
“intend,” “should,” “plan,” “expect,” “predict,” “could,” “potentially” and similar expressions that convey uncertainty of future
events or outcomes are intended to identify forward-looking statements.

EEINT3 99 ¢

9 ¢

These forward-looking statements include, but are not limited to, statements concerning the following:

our future financial performance, including trends in revenue, cost of revenue, operating expenses and income taxes;
our estimates of the size of our market opportunity and forecasts of market growth;

changes to our business resulting from increased competition or changes in market trends;

our ability to develop, launch or acquire new products and services, improve our existing products and services and
increase the value of our products and services;

our ability to increase our revenue and our revenue growth rate;

our ability to anticipate demand for our products;

our ability to effectively manage our future growth;

our ability to successfully maintain our relationships with our resellers;

our ability to attract and retain customers, including our ability to maintain adequate customer care and manage
increases in our churn rate;

our ability to improve local number portability provisioning and obtain direct inward dialing numbers;

our ability to maintain, protect and enhance our brand and intellectual property;

government regulation, including compliance with regulatory requirements and changes in market rules, rates and
tariffs;

our ability to comply with the FCC’s regulations regarding E-911 services;

tncreasing regulation of our services and the imposition of federal, state and municipal sales and use taxes, fees or
surcharges on our services;

the effects of industry trends on our results of operations;

server or system failures that could affect the quality or disrupt the services we provide and our ability to maintain
data security;

our ability to borrow additional funds and access capital markets, as well as our ability to comply with the terms of
our indebtedness and the possibility that we may incur additional indebtedness in the future;

the differences between our services, including our emergency calling service, compared to traditional phone
services;

the sufficiency of our cash and cash equivalents and cash generated from operations to meet our working capital and
capital expenditure requirements;

our ability to successfully enter new markets and manage our international expansion;

our ability to successfully identify, evaluate and consummate acquisitions;

the future trading prices of our common stock; and

other risk factors included under the section titled ‘“Risk Factors”
1
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You should not rely upon forward-looking statements as predictions of future events. We have based the
forward-looking statements contained in this Annual Report on Form 10-K primarily on our current expectations and
projections about future events and trends that we believe may affect our business, financial condition, results of
operations and prospects. The outcome of the events described in these forward-looking statements is subject to risks,
uncertainties and other factors described principally in the sections entitled “Risk Factors” and “Management’s Discussion
and Analysis of Financial Condition and Results of Operations.” Moreover, we operate in a very competitive and
rapidly changing environment. New risks and uncertainties emerge from time to time and it is not possible for us to
predict all risks and uncertainties that could have an impact on the forward-looking statements contained in this
Annual Report on Form 10-K. As a result, we cannot assure you that the results, events and circumstances reflected in
the forward-looking statements will be achieved or occur, and actual results, events or circumstances could differ
materially from those described in the forward-looking statements contained in this Annual Report on Form 10-K.

The forward-looking statements made in this Annual Report on Form 10-K relate only to events as of the date on
which the statements are made. We undertake no obligation to update any forward-looking statements made in this
Annual Report on Form 10-K to reflect events or circumstances after the date of this Annual Report on Form 10-K or
to reflect new information or the occurrence of unanticipated events, except as required by law. If we update one or
more forward-looking statements, no inference should be drawn that we will make additional updates with respect to
those or other forward-looking statements. Readers are also urged to carefully review and consider all of the
information in this Annual Report on Form 10-K, as well as the other documents we make available through the
Securities and Exchange Commission’s website at www.sec.gov. We may not actually achieve the plans, intentions or
expectations disclosed in our forward-looking statements. Our forward-looking statements do not reflect the potential
impact of any future acquisitions, mergers, dispositions, joint ventures or investments we may make.

Corporate Information

We were incorporated in 2003 as a Delaware corporation. Our headquarters are located at 1880 Embarcadero Road,
Palo Alto, CA 94303, and our telephone number is (650) 566-6600. Our corporate website address is
www.ooma.com. The information contained on our website is not incorporated by reference into this Annual Report
on Form 10-K, and you should not consider any information contained on, or that can be accessed through, our
website as part of this Annual Report on Form 10-K or in deciding whether to purchase our common stock. We have
included our website address only as an inactive textual reference and do not intend it to be an active link to our
website.

We are subject to the information and periodic reporting requirements of the Securities Exchange Act of 1934, or
Exchange Act, and, in accordance therewith, file periodic reports, proxy statements, and other information with the
Securities and Exchange Commission, or SEC. Such periodic reports, proxy statements, and other information are
available for inspection and copying at the SEC’s Public Reference Room at 100 F Street, NE., Washington, DC 20549
or may be obtained by calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains a website at
http://www.sec.gov that contains reports, proxy statements, and other information regarding issuers that file
electronically with the SEC. We also post on the Investor Relations page of our website, www.ooma.com, a link to

our filings with the SEC, our Corporate Governance Guidelines, and Code of Ethics and Business Conduct for
Employees, Officers and Directors, and the charters of our Audit Committee, Compensation Committee, and
Nominating and Governance Committee of our Board of Directors. Our filings with the SEC are posted on our
website and are available free of charge as soon as reasonably practical after they are filed electronically with the

SEC. You can also obtain copies of these documents free of charge by writing to us at: Corporate Secretary, Ooma,
Inc., 1880 Embarcadero Road, Palo Alto, CA 94303.

When we use the terms “Ooma,” the “Company,” “we,” “us” or “our” in this report, we are referring to Ooma, Inc. and its
consolidated subsidiary unless the context requires otherwise. Ooma PureVoice and the Ooma logo are trademarks of

6
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Ooma, Inc. All other company and product names may be trademarks of the respective companies with which they are
associated.
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PART 1
Item 1. Business
Overview

Ooma is a leading provider of innovative communications solutions and other connected services to small business,
home, and mobile users. Our unique hybrid SaaS platform, consisting of our proprietary cloud, on-premise appliances,
mobile applications, and end-point devices, provides the connectivity and functionality that power our solutions. Our
communications solutions deliver our proprietary PureVoice HD voice quality, advanced features, and integration
with mobile devices, at extremely competitive pricing and value. Our platform helps create smart workplaces and
homes by providing value-added communications and other connected services and by integrating end-point devices
to enable the Internet of Things. Our platform and solutions have the power to provide communications, productivity,
automation, monitoring, safety, security, and networking infrastructure applications to our users.

We drive the adoption of our platform by providing communications solutions to the large and growing markets for
small business, home, and mobile users and then accelerate growth by offering new and innovative connected services
to our user base. Our small business and home customers adopt our platform by making a one-time purchase of one of
our on-premise appliances, connecting the appliance to the internet, and activating subscription services, for which
they primarily pay on a monthly basis. Our communications solutions are distinguished by the combination of our
proprietary PureVoice HD voice quality, exceptional value, an advanced feature set enhanced by a number of
end-point devices, and integration with mobile devices. We believe we have achieved high levels of customer
retention and loyalty by delivering exceptional quality and customer satisfaction.

Our services run on our unique platform consisting of four proprietary elements: our multi-tenant cloud service,
custom on-premise appliance, mobile applications, and end-point devices. Ooma’s cloud provides a high-quality,
secure, managed, and reliable connection integrating every element of our platform. Our on-premise appliances
incorporate both a custom-designed, Linux-based computer and a high speed network router, with several key
features, including wireless connectivity to end-point devices and custom firmware and software applications that are
remotely upgradable and extensible to new services. Our mobile applications enable customers to access our product
features from anywhere, and our end-point devices enable additional functionality and services. Our platform powers
all aspects of our business, not only providing the infrastructure for the communications portion of our business, but
also enabling a number of other current and future valuable productivity, automation, monitoring, safety, security, and
networking infrastructure applications.

We currently offer our solutions in the U.S. and Canadian markets. We believe that our differentiated platform and our
long-term customer relationships uniquely position us to add new connected services and exploit adjacent markets, all
without significant capital investment or high customer acquisition costs to drive their adoption. We offer and/or are
developing connected services for the following applications:

Automation, monitoring, safety, and security. Our platform enables an ecosystem for connected services by
integrating with other automation solutions. For example, we have integrated Ooma Telo with products from Nest
Labs, Inc., a Google company, including the Nest Learning Thermostat and Nest Protect smoke and carbon
monoxide detector, the Amazon Echo and Amazon Alexa voice service, and a variety of products integrated through
the If This Then That (“IFTTT”) platform. By combining Ooma’s communications intelligence with these products’
functions, we enable innovative and valuable features. For example, if the Nest Protect device detects smoke or
carbon monoxide when the user is away from home, we provide the ability for the user, through the user’s mobile
device, to connect with emergency services from the user’s home phone number and address. This allows users to
immediately speak with the correct emergency services personnel, saving valuable time. We continue to develop
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additional connected services for small businesses and homes to enable the Internet of Things. For example, we have
introduced Ooma Internet Security powered by Zscaler, a real-time, cloud-based internet security service that
protects all devices connected to the home network by blocking websites that contain viruses, malware and other
online threats, and Ooma Home Security, a comprehensive do-it-yourself home security and monitoring solution that
alerts users of events within their homes and provides the option to use the home phone number to dial 911 remotely
in the event of an emergency.
Networking infrastructure. Our on-premise appliances include a high-speed router that has the capacity to provide
networking infrastructure solutions. In the future, we expect to launch connected services with applications for
networking infrastructure for small businesses and homes.
Productivity. We offer a small business productivity service, called “Business Promoter”, which provides lead
generation services to businesses using proprietary techniques that leverage local, mobile and social media
technologies and platforms to enable small businesses to be found, to engage with new prospects, and to receive
telephone calls from qualified customer leads. In the future, we expect to launch additional connected services to
enhance productivity for small businesses.

3
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We believe that our platform is particularly well-suited to enable the delivery of connected services because it is
always on, monitored and interactive. We expect the adoption of our connected services to support the continued
growth of our recurring revenue stream.

We have experienced significant revenue and user growth in recent periods, growing our “core users” from
approximately 645,000 as of January 31, 2015 to approximately 933,000 as of January 31, 2017, representing a
compound annual growth rate of approximately 20%. We define core users as the number of home user accounts,
office user extensions, and standalone Business Promoter accounts. We believe that we have one of the lowest
customer churn rates in the industry, with an average annual core user churn rate of approximately 7%, excluding
Business Promoter for the 12-month period ended January 31, 2017. Additionally, we had more than 1.7 million and
approximately 1.6 million Talkatone monthly active users as of January 31, 2017 and 2016, respectively. We have a
predictable revenue model with growth in recurring revenue, with total revenue of $104.5 million, $88.8 million and
$72.2 million in fiscal 2017, fiscal 2016 and fiscal 2015, respectively. Subscription and services revenue, which
represents the recurring portion of our total revenue, has increased as a percentage of our total revenue over the last
three years, from approximately 75% in fiscal 2015 to 87% in fiscal 2017. We have continued to make significant
investments in research and development, brand marketing, and channel development, incurring net losses of

$(12.9) million, $(14.1) million and $(6.4) million in fiscal 2017, fiscal 2016 and fiscal 2015, respectively. Our
Adjusted EBITDA was $(1.4) million, $(6.5) million, $(3.5) million in fiscal 2017, fiscal 2016 and fiscal 2015,
respectively. See “Item 7. Management’s Discussion and Analysis of Financial Condition and Result of Operation” for a
description of how we define Adjusted EBITDA and why we believe that it is useful to investors, and a reconciliation
to our net loss, which is our most directly comparable financial measure calculated and presented in accordance with
generally accepted accounting principles, or GAAP.

Our Products and Services
Ooma for Small Business
Ooma Office for Small Businesses

Ooma Office is a fully-featured multi-user communications system for small businesses, providing everything needed
to manage communications in and out of the office with a suite of powerful features at an affordable price.

Unlike pure cloud-based phone services that only work with IP phones, our unique hybrid SaaS platform allows for
the use of standard analog phones, mobile phones, and fax machines as well as select IP phones and internet fax.
Ooma Office analog desktop extensions work wirelessly with no wiring infrastructure. This makes setup intuitive and
easy enough for the user to install and manage without assistance from an IT professional.

Ooma Office consists of an on-premise appliance and an Ooma Linx end-point device, which wirelessly connects
regular desktop telephones to the user’s high-speed internet connection. The user can configure the system online,
using the Ooma Office Manager web portal. Ooma Office provides features not typically available to small
businesses, including a virtual receptionist, music-on-hold, ring groups, a conference bridge, internet and analog fax
capability, and mobility features, such as voicemail forwarding to a designated e-mail address.

The Ooma Office Mobile HD app allows users to remotely access their business communications system to make,

receive and transfer phone calls and utilize many of the other features, as if they were in the office. The app is
compatible with any iOS or Android mobile device and transmits calls over a Wi-Fi or cellular data connection.

10
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Mobile HD app and Linx
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Ooma Office customers can subscribe to the following calling plans to enhance their business:

{.ocal numbers. Ooma allows businesses to select up to 20 local phone numbers to establish points of presence within
a geographic area or for direct inward dialing to users of the system. Ooma offers phone numbers in all states and
provinces in the U.S. and Canada, except the Northwest Territories of Canada.
Toll free numbers. Ooma toll-free numbers come with 500 minutes of inbound calling included each month. For
businesses that expect a large number of toll-free calls, Ooma offers toll-free calling plans that include an additional
1,000 or 2,500 additional minutes each month at a low cost.
Prepaid. Ooma Office customers can save on international calling with everyday low rates from Ooma. International
calls are charged against a prepaid account, which is automatically refilled as the balance runs low.

Business Promoter

Business Promoter is a service that helps businesses generate new customer leads. Business Promoter optimizes a
business’s online presence, enabling potential customers to discover the business and engage with it without requiring
time or expertise from the business. Business Promoter utilizes location, mobile and social technologies and platforms
to generate customer leads by delivering phone calls from potential customers to a business. Ooma Office users can
also sign-up for the Business Promoter service on a pay-per-lead basis. Under the pay-per-lead model, users generally
pay a price per lead that originates from a qualified phone call to the business.

Business Promoter also operates on a white-label basis for digital marketing agencies representing tens of thousands
of business locations.

Ooma for Residence
Ooma Telo for Home

Ooma Telo is a complete home communications solution designed to serve as the primary phone line in the home,
delivering high-quality voice communications and unique and valuable features.

Users buy an Ooma Telo and plug it into a high-speed internet connection and standard home phone devices. Users
have the option to transfer their existing phone number from their current provider for a one-time fee or to select a
new number at no cost. We provide local phone numbers throughout the U.S. and Canada except in the Northwest
Territories of Canada. Once set up, users have access to free nationwide calling, international calling with low rates,
and standard features such as voicemail, call waiting, caller ID, network address book, and 911 calling, with text alerts
when 911 is dialed from the home. The base service is free, but users are required to pay applicable taxes and fees
typically ranging from approximately $3.77 to $9.48 per month, depending on the jurisdiction. Based on a typical
monthly phone bill of $40 for standard landline service, we estimate that users can save approximately $1,000 in three
years by using an Ooma Telo.

The Ooma Mobile HD app allows Ooma Telo users to make and receive phone calls and access Ooma features and
settings with any iOS or Android device over a Wi-Fi or cellular data connection. The Ooma Mobile HD app is free
for Ooma Telo users and includes unlimited outbound calls within the U.S. (subject to normal residential usage
limitations). Another advantage of the Ooma Mobile HD app is it enables users to make international calls on their
mobile devices using Ooma’s attractive international calling plan.

Ooma Ooma Telo

12
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Ooma End-Point Devices

The Ooma Telo and the Ooma Office support a line of end-point devices to expand the capabilities of the system to
serve the needs of an entire household.

HD?2 HandsetLinx Safety Phone Wireless + Bluetooth Adapter

The Ooma HD2 Handset is a sophisticated wireless handset with a color display that supports many enhanced Ooma
features, including online contact list syncing, picture caller-ID, instant second line, voicemail screening, and musical
ringtones.
The Ooma Linx is a remote phone jack that can be plugged into any electrical socket to allow the user to connect a
phone, fax machine, alarm panel, or anything that requires a phone line to the Ooma phone service, all completely
wirelessly.
The Ooma Safety Phone is a wireless, small form-factor, hands-free speakerphone that can be worn as a pendant.
Two speed dial buttons can each be preset with up to three different numbers, including 911. The preset buttons can
also be configured to trigger e-mails or SMS notification alerts when assistance is requested. The Safety Phone
supports two-way voice communication and can also be used to answer phone calls.
Ooma Wireless + Bluetooth Adapter adds Wi-Fi and Bluetooth capability to Ooma Telo. With this adapter, users can
install the Ooma Telo device anywhere in the home within range of their wireless network instead of hardwiring the
device to a modem or router. Bluetooth is used to pair Bluetooth-enabled mobile phones to the Ooma Telo so that
incoming calls on the user’s mobile phone can ring on the user’s home phones.

Ooma Premier Service for Telo

The Ooma Premier Service is a suite of over 25 advanced calling features that maximize the utility of the Ooma Telo
on a monthly or annual subscription basis. The Ooma Premier Service helps our users enhance their privacy, stay
connected on the go, better manage and access their voicemail, and expand calling options.

The most popular features of the Ooma Premier Service include:

Blacklists that block over eight hundred and fifty thousand telemarketers, robocallers, and spammers, as well as a
user-configurable list of unwanted callers.
dnstant Second Line that enables two household members to make calls simultaneously over the same phone number.
Nest Product Integration that provides integration of our communications solution with the Nest Protect: Smoke +
Carbon Monoxide alarm and Nest Learning Thermostat, enabling a variety of features and services, including remote
emergency calling from a user’s home number, event scheduling and alerts, and call forwarding based on occupancy
Sensors.
Multi-Ring that enables calls to ring simultaneously on the home phone, cell phone, and Ooma Mobile application.
¥oicemail Monitoring that allows users to listen to and intercept calls as a voicemail message is being recorded.
Voicemail Forwarding that provides users the option to listen to voicemail messages from their e-mail inbox or
smartphone.
Unlimited Free Mobile App Calling that allows users to make and receive unlimited phone calls within the U.S. from
their mobile devices as if they were calling from their home number. The availability of unlimited phone calls within
the U.S. is subject to normal residential usage limitations.

6
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Other Premium Services

We offer other premium subscription services to our customers, independent of the Ooma Premier Service, including
the following services.

dnternational calling plan. We offer an international calling plan that allows users to make unlimited calls to 61
countries around the world for a monthly or annual fee, or on a pre-paid basis. Calls can be made from the Ooma
Telo, or from the Ooma Mobile HD app.
¥oicemail transcription service. Users can have their voicemail messages converted into text and have it sent to the
user via e-mail so they can read the content of the voicemail.

Talkatone App

Our Talkatone mobile app is available to anyone with an iOS or Android mobile device. Users download the app from
the Apple App Store or Google Play for free. Users select a phone number that they can use to make free U.S. and
Canada calls and texts using a Wi-Fi or cellular data connection within and out of network. Advertising is displayed
within the Talkatone mobile app and users can purchase premium services such as ad-free usage and international
calling plans.

Talkatone App Calling Talkatone App Texting

Segment Information

We operate in one industry segment generating product and services revenue from the sale of on-premise appliances
and end-point devices to our end-customers through our website and from sales through distributors, retailers and
resellers.

Backlog

We generally sign monthly and annual contracts for our subscriptions and generally invoice our customers on a
monthly basis for the services purchased. Products are shipped and billed shortly after receipt of an order. We do not
believe that our product backlog at any particular time is meaningful because it is not necessarily indicative of future
revenue in any given period as such orders may be rescheduled or cancelled by our partners, or end-user customers,
without penalty prior to shipment. Additionally, the majority of our product revenue comes from orders that are
received and shipped in the same quarter. Until such time as these amounts are invoiced, we do not recognize them as
revenues. Accordingly, we believe that fluctuations in backlog are not a reliable indicator of future revenues and we
do not utilize backlog as a key management metric internally.

7
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Sales and Marketing

Our sales and marketing objective is to grow and retain our customer base, and sell them additional premium services
using an integrated and multi-channel marketing approach. We continually test and refine our marketing and sales
tactics to drive sales at a low customer acquisition cost.

We use television and radio advertising to build awareness and interest for our products and services, which benefits
both the Ooma Office and Ooma Telo solutions. We believe that television advertising provides an opportunity to
build the Ooma brand cost-effectively, educate prospects on Ooma’s unique combination of quality and value, and
capture prospects’ attention. Small businesses and consumers who see our television advertising are directed to our
web site and to key retail partners. Radio is used in a highly targeted manner primarily to reach small business owners
and decision makers as they commute to and from their workplace.

We use online marketing including search engine marketing, search engine optimization, online video, display
advertising, and social media to attract customers as they do online research for the products and services we offer.
For those prospects who do not purchase immediately, we entice them to provide their e-mail address and/or phone
number by offering helpful information, relevant case studies and demonstrative webinars to assist in making their
purchase decision. We continue to reach out to our prospect leads over time using e-mail and telemarketing until they
purchase or the lead is retired.

We actively mobilize our customers to spread word-of-mouth marketing by sharing Ooma news and information
through social media and e-mail. We also encourage our customers to write product reviews on Amazon.com and
other online retailer websites. We sell additional services to our existing customer base by offering free trials and
promotional offers, as well as sending e-mail communications and leaving messages on their Ooma voicemail service.

Our small business and home products are sold through direct channels, retail and resellers, with the direct channel
and resellers as our primary distribution channel for small business and the retail channel as our primary distribution
channel for home customers. Our direct sales force is focused on small business sales and includes highly trained sales
representatives located in the U.S. responding to inbound telephone calls and sales leads generated through marketing
activity and our website. We consider our retail presence a competitive advantage and we are continuing to add
retailers who share our growth objectives. Our retail distribution includes national and regional consumer electronics,
big box retailers, and leading online retailers, including Amazon.com, Best Buy, Costco.com and others. Additionally,
we have certain reseller partnerships with third parties who resell our home communications solution under their
brand name. Our Ooma Business Promoter service is sold primarily to Ooma Office customers and through digital
marketing agencies to businesses seeking to generate leads.

Customer Support

Our primary customer support objective is to delight our customers and educate them on the features and benefits of
our products to optimize the overall user experience. In addition to providing support to our customers, we employ an
active customer management strategy in which we drive incremental revenue through cross-selling of products and
services. Our customer support teams also manage the porting process for our customers and our customer billing and
payment activities.

We maintain two customer contact centers, one operated by us in Newark, California, which primarily houses our
small business support for our Ooma Office customers, and one operated by our partner Telus in Manila, Philippines,
which provides our customer support primarily for our Ooma Telo customers. In order to maximize customer
convenience and ease of use, we utilize a variety of communication media to serve the needs of our customers
including telephone, online chat, online tutorials, and e-mail.
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Our Platform

Our unique hybrid SaaS platform consists of our proprietary cloud, on-premise appliances, mobile applications, and
end-point devices. They work in concert to support our advanced features, high-quality, and the ability to offer
customized connected services, which are vital to driving our high level of customer satisfaction and low customer
churn.

We take an integrated approach to the development of our technology. Our extensive engineering resources span both
hardware and software and our business scope encompasses the entire platform, giving us the ability to drive new
integrated solutions for our customers. We believe our integrated engineering and business strategy is a significant
competitive advantage and makes it feasible for us to leverage our platform to deliver a broad range of productivity,
automation and infrastructure connected services.
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The integrated approach to our technology allows us to operate at a reduced cost and provides competitive advantages:

Because we designed our on-premise appliances and network elements to work in harmony, we are free to make
optimizations that streamline and simplify the elements of the network.

Our platform enables us to automatically select, on a call-by-call basis, between over a dozen call termination
providers based on call cost and quality. Likewise, our platform allows us to shift our customer base among a several
origination vendors. This, combined with our rapid growth creates a favorable environment to demand low costs
from our vendors without sacrificing quality.

The tight integration between our engineering and operations teams, combined with the functional nature of our

on-premise appliances, facilitates our highly automated network operations, enabling us to efficiently scale our
operations.

Cloud

Our multi-tenant cloud infrastructure provides a high-quality, secure, managed, and reliable suite of services
integrating all elements of the platform. We have built a proprietary cloud in order to optimize quality of service,
reliability and security, which are essential elements of our communications solutions. Our cloud simplifies the task of
offering new services, and provides consistent performance and economies of scale for all of our connected services.
Ooma’s key cloud capabilities include: telecommunications, custom hosted services, interconnections to third party
services (cloud-to-cloud), on-premise appliance management, remote diagnostics support, and billing.

We have engineered our cloud infrastructure to enable:

Quality of Service through transcoding of data to/from our on-premise appliances, routing control, direct connection
to internet transit providers, and strategic location of our data centers;
Security through AES128-encrypted media and provisioning information and layered defenses against malicious
cyber-threats; and
Reliability through redundant data centers in Northern California and Virginia.

On-Premise Appliances

Our purpose-built on-premise appliances are both a custom-designed, Linux-based computer and a high speed
network router, with several key features, including wireless connectivity to end-point devices and custom firmware
and software applications that are remotely upgradable and extensible to new services.
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We harness the power of our on-premise appliances, operating in conjunction with our cloud, to deliver three core
technology advantages:

PureVoice HD technology for improved call quality. A common cause of customer churn for internet
communications solutions is poor voice quality, which is primarily caused by packet loss or jitter from internet
bottlenecks. Our PureVoice HD technology addresses these issues with the following elements:
High-speed routing with hardware-based quality of service: Ooma’s on-premise appliances include network ports for
both the local area network, or LAN, and the wide area network, or WAN, with a dedicated routing engine
connecting the two. The routing engine is capable of routing 100Mbits per second and prioritizes voice traffic over
other traffic in the business or home.
Advanced voice compression technology: The high processing power of our on-premise appliances makes it possible
to employ an advanced voice compression technology that reduces the bandwidth required for carrying voice traffic
over the customer’s internet connection by over 70%, while providing greater error concealment than more commonly
used voice compression technologies.
Adaptive redundancy: Our cloud dynamically detects when packets are being lost or delayed and signals our
on-premise appliances to send redundant data in succeeding packets. Our cloud then reassembles the packets it
receives into the proper data stream in real time. The level of redundancy is dynamically determined based upon the
quality of the customer’s internet connection, which optimizes the balance of latency and quality. Ooma business,
home and mobile users can maintain three times packet redundancy while consuming virtually the same bandwidth
as competing systems that use less advanced voice compression technology.
HD Voice: Our on-premise appliances double the sampling rate and sampling precision compared to a traditional
voice call to capture a truer picture of the actual sound and provide a HD audio experience to the listener.
Encrypted data transfer: Signaling between our on-premise appliance and our cloud is embedded in an encrypted
virtual private network, or VPN, making it very difficult to illicitly monitor. Likewise, we employ secure real-time
protocol, or SRTP, to encrypt the media associated with voice conversations to and from our on-premise appliances.
Extensibility to new services. Our on-premise appliance incorporates extra processing power, networking capability
and memory capacity to accommodate future services. We have also incorporated a USB port in the appliance for
directly connecting other devices.
Hub for the Internet of Things. Our on-premise appliance supports a wireless networking protocol to facilitate
connectivity to other end-point devices and enable the Internet of Things.

Mobile Applications

We have made significant investments in developing mobile applications for the iOS and Android operating systems.
As a result, nearly every connected service and feature we deploy enhances or can be enhanced through integration
with our customer’s mobile device. We are in the process of integrating our PureVoice HD technology into our Ooma
Mobile HD app. We plan to continue enhancing our mobile apps to incorporate features related to our partners’
services (such as Nest Labs, Inc.) and other connected services.

End-Point Devices

Ooma has developed a range of end-point devices that together create a full communications solution for our
customers. We also enable several proprietary features through our end-point devices, such as picture caller ID and
address book sync/dial by name using the Ooma HD?2 Handset and pre-programmed sequential dialing by the Ooma
Safety Phone.

Operations and Manufacturing

We deliver our services through two separate data centers located in Northern California and Virginia, both hosted in
facilities leased from Equinix, Inc. While our service operations are partially redundant, account provisioning and
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billing are operated out of the San Jose facility.

Our network operations and carrier operations teams are responsible for designing our core routing and switching
infrastructure, managing growth and maintenance (including the introduction of new services) and orchestrating
vendor relationships for hosted services, IP transit and carrier services and daily operation of our cloud and other

services. The design of these services, and the tools for monitoring and managing them, are developed in combination
with our engineering team.

10
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We contract with manufacturers in Taiwan that have a manufacturing facility in China to produce our on-premise
appliances and end-point devices. We also contract with a manufacturer in Israel to produce components of our home
security solutions. We configure and ship to our channel partners and end users through our internal manufacturing
and logistics team based in Newark, California. Our internal logistics team also manages reverse logistics for channel
and warranty returns and works closely with our engineering team to develop tooling and processes that bring new
products into production.

Engineering, Research, and Development

We have invested significant time and resources into developing our engineering, research, and development team,
resulting in a group with diverse skills, ranging from digital and radio frequency hardware design to embedded
software, network software, telecommunications, database architecture, operations support systems, billing, security,
web design and mobile app development. The team develops all aspects of our platform, including our hosted
services, on-premise appliances, mobile applications, end-point devices, interconnections to third party services and
tools and utilities that facilitate customer provisioning, debugging, billing and reporting. Because our engineering,
research, and development team manages all aspects of our solutions, we are able to offer an integrated solution that
works seamlessly between software and hardware and to respond to customer feedback to add in additional features
and services that work across the entire platform.

The engineering, research and development team consists of a core set of engineers located primarily in Palo Alto,
California, augmented by contract development teams in Canada, India, Ukraine, Russia, Serbia and New Zealand.

Competition

The market for communications solutions and other connected services for small business, home, and mobile users is
complex, fragmented, and defined by constant shifts in technology and customer demands. We expect competition to
continue increasing in the future. We believe that the defining factors driving competition in our market include:

Quality and consistency of communications services;
Lifetime value of initial investment and ongoing cost of services;
Breadth of features and capabilities;
System reliability, availability and performance;
Speed and ease of activation, setup, and configuration;
Ownership and control of the proprietary technology;
dntegration with multiple end-point devices and mobile solutions; and
e Customer satisfaction and brand
loyalty.
We believe that we compete favorably on the basis of the factors listed above.

We face competition from a broad range of providers of communications solutions and other connected services for
small business, home, and mobile users. Some of these competitors include:

established communications providers, such as AT&T Inc., Comcast Corporation and Verizon Communications Inc.
in the U.S., and Rogers Communications Inc. and others in Canada, that resell on-premise hardware, software and
hosted solutions;

other communications companies such as 8x8 Inc., magicJack VocalTec Ltd., RingCentral, Inc. and Vonage
Holdings Corp.;

companies such as Broadsoft, Inc. and Microsoft Corporation;
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traditional on-premise, hardware business communications providers such as Avaya Inc., Cisco Systems, Inc. and
ShoreTel, Inc., any of which may now or in the future also host their solutions through the cloud, and their resellers;
mobile communications app companies providing “over-the-top” solutions, such as Grasshopper (Citrix, Inc.), LINE
Corporation, Pinger, Inc., Viber (Rakuten, Inc.) and WhatsApp, Inc.; and

other large internet companies, such as Google Inc., any of which might launch its own cloud-based business
communications services or acquire other cloud-based business communications companies in the future.
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Competition with Established Telephone and Cable Companies

Established telephone companies such as AT&T, Verizon and CenturyLink, and national cable companies such as
Comcast and Cox Communications and Time Warner Cable represent a significant portion of our competition in the
telecommunications market. These competitors are many times larger and better capitalized than Ooma, continue to
make substantial investments in competitive products, features and services, and take significant advantage of their
existing business relationships with their very large customer bases. For example, these cable and phone companies
often bundle home phone service with Internet access and/or cable television access, and the pricing of these various
“bundles” may imply a zero or very low price to the customer for home phone service. While we believe that we
compete favorably based upon our service features, quality and pricing, such aggressive pricing tactics make it more
difficult for us to attract the existing customers of our large competitors.

Competition with Non-traditional Communications Providers

Non-traditional communication providers such as Facebook, Google Voice, WhatsApp and Pinger offer telephony
services at little or no cost as an added benefit to their existing customers, and/or to attract additional users. Some of
these providers arguably are not in compliance with certain regulatory requirements, for example, to collect certain
federal, state and local regulatory taxes and fees, or to provide 911 service, which means their costs to provide
telephony services may be substantially less than ours.

Intellectual Property

Our success depends, in part, on our ability to protect our proprietary technology and other intellectual property rights.
We rely on a combination of patents, trade secrets, copyrights and trademarks, as well as contractual protections to
establish and protect our intellectual property rights. We require our employees, consultants and other third parties to
enter into confidentiality and proprietary rights agreements, we control access to our software, documentation and
other proprietary information, and our software is protected by U.S. and international copyright laws. For example, we
require our employees and independent contractors involved in the development of intellectual property on our behalf
to enter into agreements acknowledging that all works or other intellectual property generated or conceived by them
on our behalf belong to us, and assigning to us any rights, including intellectual property rights, that they may claim or
otherwise have in those works or property, to the extent allowable under applicable law.

As of January 31, 2017, we had 13 issued patents, 15 patent applications pending for examination in the U.S., and five
patent applications pending for examination in foreign jurisdictions, all of which are related to U.S. applications. Our
issued patents will expire between 2028 and 2036. We cannot assure you whether any of our patent applications will
result in the issuance of a patent or whether the examination process will require us to narrow our claims. Any issued
patents may be contested, circumvented, found unenforceable or invalidated, and we may not be able to prevent third
parties from infringing them. We are also a party to various license agreements with third parties who typically grant
us the right to use certain third-party technology in conjunction with our products and services, or to integrate
software into our products, including open source software and other software available on commercially reasonable
terms.

Although we rely on laws respecting intellectual property rights, including patent, trade secret, copyright and
trademark laws, as well as contractual protections to establish and protect our intellectual property rights, we believe
the technological and creative skills of our personnel, the development of new features and functionality and frequent
enhancements to our products and services are the primary methods of establishing and maintaining our technology
leadership position.
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Despite our efforts to protect our proprietary technology and our intellectual property rights, unauthorized parties may
attempt to misappropriate our rights or to copy or obtain and use our proprietary technology to develop products and
services with the same functionality as ours. Policing unauthorized use of our technology and intellectual property
rights is difficult, and enforcing our intellectual property rights is expensive and uncertain.

Employees and Contractors

As of January 31, 2017, we had 180 full-time employees, all of whom were located in the U.S., including 14 in
manufacturing, 35 in customer support and service, 65 in research and development, 38 in sales and marketing, and 28
in general and administration. None of our employees are either represented by a labor union or subject to a collective
bargaining agreement. We have not experienced any work stoppages and we believe that our employee relations are
good.

We also contract with third-party contractors whose employees or subcontractors’ employees perform services for us.
As of January 31, 2017, we had 368 of these third-party contractors, including 9 in manufacturing, 138 in customer
support and service, 116 in research and development, 99 in sales and marketing, and 6 in general and administration.
As of such date, 138 were located in the U.S. and 230 internationally.
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Facilities

Our corporate headquarters are located in Palo Alto, California and consist of approximately 18,000 square feet of
office space pursuant to a lease agreement that expires November 30, 2017. We lease additional office space in Palo
Alto consisting of approximately 2,379 square feet pursuant to a lease agreement that expires April 30, 2017 and a
multi-use industrial space consisting of 13,800 square feet pursuant to a lease agreement that expires February 28,
2018. Outside of Palo Alto, we lease warehouse and office space totaling 16,200 square feet in Newark, California,
and pursuant to co-location agreements, we lease space from third-party datacenter hosting facilities in Northern
California and Virginia that support our cloud infrastructure. We believe that we will be able to obtain additional
space at other locations at commercially reasonable terms to support our continuing expansion.

Regulatory Matters
Overview of Regulatory Environment

Traditional telephone service historically has been subject to extensive federal and state regulation, while Internet
services generally have been subject to less regulation. Because some elements of VoIP resemble the services
provided by traditional telephone companies and others resemble the services provided by internet service providers,
the VolIP industry has not fit easily within the existing framework of telecommunications law and until recently has
developed in an environment largely free from regulation.

The Federal Communications Commission, or FCC, the U.S. Congress and various regulatory bodies in the states and
in foreign countries have begun to assert regulatory authority over VolP providers and are continuing to evaluate how
VoIP will be regulated in the future.

Federal Regulation

As a provider of internet communications services, we are subject to regulation in the U.S. by the FCC. Some of these
regulatory obligations include contributing to the Federal Universal Service Fund (“USF”), the Telecommunications
Relay Service Fund and federal programs related to number administration; providing access to E-911 services;
protecting customer information; and porting phone numbers upon a valid customer request.

Our services are also subject to a number of other FCC regulations. Among others, we must comply (in whole or in
part) with:

the Communications Assistance for Law Enforcement Act, or CALEA, which requires covered entities to assist law
enforcement in undertaking electronic surveillance;

requirements to provide E-911 to our customers;

contributions to the USF, which requires that we pay a percentage of our interstate end-user telecommunications
revenue to support certain federal programs;

payment of annual FCC regulatory fees based on our interstate and international revenue;

payment of Local Number Portability and North American Numbering Plan Administration fees;

rules pertaining to access to our services by people with disabilities and contributions to the Telecommunications
Relay Services fund;

rules requiring reporting to the FCC of certain service outages;

rules requiring notice to the FCC before discontinuing service; and

¥CC rules regarding CPNI and other proprietary information, which require, among other things, that we not use
CPNI for marketing without customer approval, subject to certain exceptions, that we file annual reports regarding
CPNI protections, and that we disclose breaches to law enforcement.
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If we do not comply with any current or future rules or regulations that apply to our business, we could be subject to
substantial fines and penalties, may have to restructure our service offerings, exit certain markets or raise the price of
our services, any of which could ultimately harm our business and results of operations.
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Regulatory Classification of VoIP Services

To date, the FCC has regulated certain VolP services without concluding that these services are telecommunications
services subject to the traditional common carrier regulation. In various proceedings the FCC has nonetheless imposed
certain regulation obligations on interconnected VoIP and certain non-interconnected VolP services. The FCC may
continue to impose additional regulations on these services without resolving their regulatory classification. The FCC
could also at any time determine that interconnected VoIP or non-interconnected VolP services are
telecommunications services and thus subject to traditional common carrier regulation. Additional regulation would
impose compliance costs and could increase our risk of enforcement or other liability.

VoIP E-911 Matters

The FCC requires internet voice communications providers, such as our company, to provide E-911 service in all
geographic areas covered by the traditional wire line E-911 network. Under the FCC’s rules, Internet voice
communications providers must transmit the caller’s phone number and registered location information to the
appropriate Public Safety Answering Point, or PSAP, for the caller’s registered location.

In Canada, the Canadian Radio-television and Telecommunications Commission (“CRTC”) has imposed similar
requirements for fixed/non-native internet voice communications related to the provision of E-911 services in all areas
of Canada where the wireline incumbent carrier offers such 911 services. In the case of nomadic internet voice
communications, service providers are required to ensure that 911 calls are routed to a call center which routes these
calls to the appropriate PSAP based on information provided by the caller or, if the caller is unable to provide location
information, based on the last registered address of the caller. The CRTC also mandates certain customer notification
requirements pursuant to which new customers are required to be notified of 911 service limitations and to consent to
the same before their service with us commences and we are required to provide annual update notifications to our
customers of the 911 limitations of our service.

We provide E-911 service in compliance with the CRTC and the FCC’s rules, as applicable, to substantially all of our
customers’ interconnected VoIP lines. Our mobile platform also allows users to make emergency 911 calls from their
mobile devices using their home phone number and address. In some circumstances, 911 calls may be routed to a
national emergency call center that routes the call to the appropriate PSAP.

On August 8, 2014, the FCC adopted an Order setting text-to-911 requirements. The Order requires all Commercial
Mobile Radio Services (“CMRS”) providers and all interconnected text messaging application providers to be able to
deliver text messages to PSAPs, by December 31, 2014, and to begin sending text messages to a given PSAP within
six months of a valid request. Compliance with this mandate and any additional 911 mandates placed on text
messaging providers will impose costs on our business. If we fail to comply with these obligations, we may face
significant enforcement liability or other liability risks.

In connection with the regulatory requirements that we provide E-911 to all of our interconnected VoIP customers, we
must obtain from each customer, prior to the initiation of or changes to service, the physical locations at which the
service will first be used for each VolIP line. For services that can be utilized from more than one physical location, we
must provide customers one or more methods of updating their physical location and in Canada, these customers must
be able to update their location online. Because we do not validate the physical address at each location where the
services may be used by our customers, and because customers may use the services in locations that differ from the
registered location without providing us with the updated information, it is possible that E-911 calls may be routed to
the wrong public safety answering point, or PSAP. We are also aware that certain customer registered addresses are
incorrect, or may not have been updated. If E-911 calls are not routed to the correct PSAP, and if the delay results in
serious injury or death, we could be sued and the damages substantial.
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We could be subject to enforcement action by the FCC or the CRTC for our customer lines that do not have E-911
service. This enforcement action could result in significant monetary penalties and restrictions on our ability to offer
services.

Customers may in the future attempt to hold us responsible for any loss, damage, personal injury, or death suffered as
a result of delayed, misrouted or uncompleted emergency service calls. The New and Emerging Technologies 911
Improvement Act of 2008 provides that internet voice communications providers have the same protections from
liability for the operation of 911 services as traditional wire-line and wireless providers. Limitations on liability for the
provision of 911 services are normally governed by state law, and these limitations typically are not absolute. It is also
unclear under the FCC’s rules whether the limitations on liability would apply to those customer lines for which we do
not provide E-911 service. In Canada, provincial consumer protection laws may constrain our ability to limit liability
to our non-business customers for any liability caused due to the 911 shortfalls inherent in internet voice
communications services.
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State Regulation

The FCC has preempted much regulation of internet voice communications services. However, a number of states
have ruled that non-nomadic internet voice communications services may or do fall within the definition of
“telecommunications services” or are otherwise within state telecommunications regulatory jurisdiction and therefore
those states assert that they have authority to regulate the service. No states currently require certification for nomadic
internet voice communications service providers. Nevertheless, a number of states have imposed certain traditional
telecommunications requirements on such services, including assessing state USF or other surcharge requirements,
E-911 support and fees and other surcharges on nomadic VoIP providers. A number of states require us to contribute
to state USF and E-911, and pay other surcharges, while others are actively considering extending their public policy
programs to include the services we provide. We pass USF, E-911 fees and other surcharges through to our customers,
which may result in our services becoming more expensive or require that we absorb these costs. We expect that state
public utility commissions will continue their attempts to apply state telecommunications regulations to internet voice
communications services like ours. If the FCC determines that VoIP services are telecommunications services, the risk
of state regulation will increase significantly.

International Regulation

As we expand internationally, we will be subject to laws and regulations in the countries in which we offer our
services. Regulatory treatment of internet communications services outside the U.S. varies from country to country, is
often unclear, and may be more onerous than imposed on our services in the U.S. In Canada, our service is regulated
by the CRTC, which, among other things, imposes requirements similar to the U.S. related to the provision of E-911
services in all areas of Canada where the traditional telephone carrier offers such 911 services. Our regulatory
obligations in foreign jurisdictions could have a material adverse effect on our ability to expand internationally, and
on the use of our services in international locations. See “Item 1A. Risk Factors” for more information.

15

29



Edgar Filing: OOMA INC - Form 10-K

ITEM 1A. RISK FACTORS

Our current and prospective investors should carefully consider the risks and uncertainties described below, together

with all of the other information in this Annual Report on Form 10-K, including our consolidated financial statements
and the related notes, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the
“Cautionary Note Regarding Forward-Looking Statements,” before making investment decisions regarding our common
stock. The risks and uncertainties described below may not be the only ones we face, but include the most significant
factors currently known by us. Additional risks and uncertainties that we are unaware of, or that we currently believe

are not material, also may become important factors that affect us. If any of the risks actually occur, our business,
financial condition, results of operations could be materially and adversely affected. In that event, the trading price of

our common stock could decline, and you could lose part or all of your investment.

Risks Related to Our Business and Our Industry

If we are unable to attract new users of our services on a cost-effective basis, our business will be materially and
adversely affected.

In order to grow our business, we must continue to attract new users on a cost-effective basis. We use and periodically
adjust the mix of advertising and marketing programs to promote our services. Significant increases in the pricing of
one or more of our advertising channels could increase our advertising costs or may cause us to choose less expensive
and perhaps less effective channels to promote our services. As we add to or change the mix of our advertising and
marketing strategies, we may need to expand into channels with significantly higher costs than our current programs,
which could materially and adversely affect our results of operations. We will incur advertising and marketing
expenses in advance of when we anticipate recognizing any revenue generated by such expenses, and we may fail to
experience an increase in revenue or brand awareness as a result of such expenditures. We have made in the past, and
may make in the future, significant expenditures and investments in new advertising campaigns, and we cannot assure
you that any such investments will lead to the cost-effective acquisition of additional customers. New users are drawn
to our products and services by rankings circulated by organizations such as Amazon.com, Apple and Google app
stores and highly regarded publications such as PC Magazine. If we are unable to maintain effective advertising
programs and garner favorable rankings, our ability to attract new customers could be materially and adversely
affected, our advertising and marketing expenses could increase substantially, and our results of operations may
suffer.

We market our products and services principally to small businesses and households. Many of these consumers tend
to be less technically knowledgeable and may be resistant to new technologies such as our cloud-based
communications solutions and our connected services. Because our potential customers need to connect additional
hardware at their location and take other technical steps not required for the use of traditional communications
services such as telephone, fax and e-mail, these consumers may be reluctant to use our service. These customers may
also lack sufficient resources, financial or otherwise, to invest in learning about our services, and therefore may be
unwilling to adopt them. If these consumers choose not to adopt our services, our ability to grow our business will be
limited.

Our customers may terminate their subscriptions for our service at any time without penalty, and increased customer
turnover, or costs we incur to retain our customers and encourage them to add users and, in the future, to purchase
additional functionalities and premium service editions, could materially and adversely affect our financial
performance.

Our customers generally do not have long-term contracts with us, and they may terminate their subscription for our
service at any time without penalty or early termination charges. We cannot accurately predict the rate of customer
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terminations or average monthly service cancellations or failures to renew, which we refer to as churn. Our Ooma
Office customers may choose to reduce the number of lines or remove some of the solutions to which they subscribe.
Additionally, our Ooma Telo customers subscribing to Premium Services have no obligation to renew their
subscriptions for such services and may elect to terminate their subscription for any number of reasons, including
changes in financial or employment status, perceived reduction in quality or value, and other unique and personal
reasons.

16

31



Edgar Filing: OOMA INC - Form 10-K

We may not be able to predict the renewal rates for our customers. In addition, small business customers generally pay
more for their subscriptions than home or mobile customers, so any increased churn in small business customers could
materially and adversely affect our financial performance and user churn, resulting in a significant impact on our
results of operations, and an increase in the cost we incur in our efforts to retain our customers and encourage them to
upgrade their services and increase their number of users. Our core user churn rate could increase in the future if
customers are not satisfied with our service, the value proposition of our services or our ability to otherwise meet their
needs and expectations. Churn and reductions in the number of users for whom a small business customer subscribes
may also increase due to factors beyond our control. Because of churn and reductions in the number of users for
whom a customer subscribes, we have to acquire new customers, or acquire new users within our existing customer
base, on an ongoing basis simply to maintain our existing level of customers and revenue. If a significant number of
customers terminate, reduce or fail to renew their subscriptions, we may need to incur significantly higher marketing
expenditures than we currently anticipate in order to increase the number of new customers or to sell existing
customers additional services, and such additional marketing expenditures could harm our business and results of
operations. Different factors may affect the churn of business, home, and mobile customers, and Talkatone customers
differently. As a result, our business is susceptible to a broad array of market forces, and any of our efforts to mitigate
risk of customer churn due to one factor may divert management’s time and focus away from efforts to mitigate risk of
customer churn due to other factors. This broad-based susceptibility to churn could materially and adversely affect our
financial performance.

Our future success also depends in part on our ability to sell additional subscriptions and additional functionalities to
our current customers. This may require increasingly sophisticated and costlier sales efforts and a longer sales cycle.
Any increase in the costs necessary to upgrade, expand and retain existing customers could materially and adversely
affect our financial performance. If our efforts to convince customers to add users and, in the future, to purchase
additional functionalities are not successful, our business may suffer. In addition, such increased costs could cause us
to increase our subscription rates, which could increase our turnover rate.

We face competition in our markets by our competitors and may lack sufficient financial or other resources to
compete successfully.

The cloud-based communications and connected services industries are highly competitive. We face continued
competition from (i) established communications providers, such as AT&T Inc., Comcast Corporation and Verizon
Communications Inc. in the U.S., and Rogers Communications Inc. and others in Canada; (ii) other communications
companies such as 8x8, Inc., magicJack VocalTec Ltd., RingCentral, Inc. and Vonage Holdings Corp.; (iii) companies
such as Broadsoft, Inc. and Microsoft Corporation (that generally license their software) and their resellers; (iv)
traditional on-premise, hardware communications providers, such as Avaya Inc., Cisco Systems, Inc., ShoreTel, Inc.
and their resellers; (v) mobile communications app companies providing “over-the-top” solutions, such as LINE
Corporation, Pinger, Inc., Viber (Rakuten, Inc.) and WhatsApp Inc.; and (vi) large internet companies, such as Google
Inc. All of these companies currently or may in the future host their solutions through the cloud. In addition, as we
expand our connected services, we face competition from lead-generation and internet search engine optimization
companies and home automation companies.

Aggressive business tactics by our competitors may reduce our revenue.

Increased competition may result in aggressive business tactics by our competitors, including:
offering products similar to our platform and solutions on a bundled basis at no charge;
announcing competing products combined with extensive marketing efforts;
providing financial incentives to consumers; and

asserting intellectual property rights irrespective of the validity of the claims.
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Our retail partners may offer the products and services of competing companies, which would adversely affect our
business. Competition from other companies may also adversely affect our negotiations with service providers and
suppliers, including, in some cases, requiring us to lower our prices. We may not be able to compete successfully with
the offerings and sales tactics of other companies, which could result in the loss of customers and, as a result, our
revenue and profitability could be adversely affected.
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Mergers or other strategic transactions involving our competitors could weaken our competitive position, which could
adversely affect our ability to compete effectively and harm our results of operations additionally, mergers or other
strategic transactions we engage in may not be successful.

We believe that some of our existing competitors may consolidate or be acquired. In addition, some of our
competitors may enter into new alliances with each other or may establish or strengthen cooperative relationships with
systems integrators, third-party consulting firms or other parties. Any such consolidation, acquisition, alliance or
cooperative relationship could adversely affect our ability to compete effectively and lead to pricing pressure and our
loss of market share, and could result in a competitor with greater financial, technical, marketing, service and other
resources, all of which could harm our business, results of operations and financial condition.

In the past we have decided, and in the future may decide, to enter into mergers or other strategic transactions in
which we acquire other companies. We cannot guarantee we will be able to successfully integrate the teams, assets, or
business of these target companies into our business, that we will be able to fully recover the costs of such transactions
or that we will be successful in leveraging such strategic transactions into increased business for our products.

We rely significantly on retailers and reseller partnerships to sell our products our failure to effectively develop,
manage, and maintain our retail sales and reseller partnership channels could materially and adversely affect our
revenue.

We currently sell our Ooma Telo and Ooma Office products through a combination of direct sales, leading retailers
such as Amazon.com, Costco.com, Best Buy, Fry’s Electronics and Walmart, and our reseller partnerships and a
significant portion of our product sales are made through our retail and reseller partnership channels. Similarly, to
date, the vast majority of our Business Promoter accounts are obtained through a limited number of reseller
partnerships. In addition, our Talkatone application relies significantly on the Apple and Google app stores for
distribution. Our future success depends on our continued ability to establish and maintain a network of productive
retailers, to maintain and expand our reseller partnership arrangements, and to maintain the ability of Talkatone to be
distributed through the app stores and increase Talkatone’s visibility therein. We expect that we will need to maintain
and expand our retail channel and reseller partnership sales and Talkatone’s distribution and visibility in the app stores
as we seek to expand our customer base. We generally do not have long-term contracts with our retailers, distributors
and reseller partners, and we have in the past and may in the future experience a loss of or reduction in sales through
any of these third parties, which could materially reduce our revenue. For example, our reseller partnership with
Vivint has not produced significant sales to end users and to our knowledge, Vivint is not currently reselling our home
communications solution to new customers. In addition, if Apple or Google determine that Talkatone is non-compliant
with their app store vendor policies, they may revoke our rights to sell Talkatone through their app store at any time.
Our competitors may in some cases be effective in causing our current and potential retailers, and reseller partners to
favor their services or prevent or reduce sales of our services. If we fail to maintain relationships with current retailers
and reseller partners, fail to develop relationships with new retailers and reseller partners in new markets or expand
the number of retailers and reseller partners in existing markets, fail to manage, train, or provide appropriate
incentives to our existing retailers and reseller partners, or if they are not successful in their sales efforts, sales of our
products and services may decrease and our results of operations would suffer.

We depend on a small number of vendors to manufacture the on-premise appliances, end-point devices and home
security systems we sell, and any delay or interruption in manufacturing, configuring and delivering by these third
parties would result in delayed or reduced shipments to our customers and may harm our business.

We primarily rely on Mitac Computing Technology Corporation for production of our on-premise appliances, Hualin

Precision Technology Co., Ltd. (“Hualin”) for production of our end point devices, and Hualin and Crow Corporation for
production of our home security systems we sell to our customers. We currently do not have long-term contracts with
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these vendors. As a result, these third parties are not obligated to provide products to or perform services for us for
any specific period, in any specific quantities or at any specific price, except as may be provided in a particular
purchase order. If these third parties are unable to deliver on premise appliances or end-point devices of acceptable
quality or in a timely manner, our ability to bring services to market, the reliability of our services and our reputation
could suffer. We expect that it could take several months to effectively transition to new third-party manufacturers or
fulfillment agents. Additionally, several components used in our on-premise appliances and end-point devices are
“single sourced” and any interruption in the suppliers of such components could cause our business to suffer as we
identify alternative sources of components. In the past, labor strikes in West Coast ports have delayed shipments of
our products from our manufacturers. Future repetition of such delays could negatively affect our ability to deliver
product to our customers in a timely manner and may harm our business and hinder our growth.
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To deliver our services, we rely on third parties for our network connectivity and co location facilities for certain
features in our services and for certain elements of providing our services.

We currently use the infrastructure of third-party service providers for hosting, internet access and other services that
are vital to our service offering. Equinix, Inc. provides data center facilities; Comcast, NTT Inc. and others provide
backbone internet access; and Bandwidth.com, Onvoy and others provide origination services. We also rely on
third-party services for our SMS and speech-to-text services which are sole-sourced. Intrado is our sole provider of
911 services. We expect that we will continue to rely heavily on third-party network service providers to provide these
services for the foreseeable future. If any of these network service providers stop providing us with access to their
infrastructure, fail to provide these services to us on a cost-effective basis, cease operations, or otherwise terminate
these services, the delay caused by qualifying and switching to another third-party network service provider, if one is
available, could have a material adverse effect on our business and results of operations.

We may be required to transfer our servers to new data center facilities if we are unable to renew our leases on
acceptable terms, if at all, or the owners of the facilities decide to close their facilities, and we may incur significant
costs and possible service interruption in connection with doing so. In addition, any financial difficulties, such as
bankruptcy or foreclosure, faced by our third-party data center operators or any of the service providers with which we
or they contract, may have negative effects on our business, the nature and extent of which are difficult to predict.
Additionally, if our data centers are unable to keep up with our increasing needs for capacity, our ability to grow our
business could be materially and adversely impacted.

If problems occur with any of these third-party network or service providers, it may cause errors or reduced quality in
our services, and we could encounter difficulty identifying the source of the problem. The occurrence of errors or
reduced quality in our service, whether caused by our systems or a third-party network or service provider, may result
in the loss of our existing customers, delay or loss of market acceptance of our services, termination of our
relationships and agreements with our resellers or liability for failure to meet service level agreements, and may
seriously harm our business and results of operations.

We rely on purchased or leased hardware and software licensed from third parties in order to offer our service. In
some cases, we integrate third-party licensed software components into our platform. This hardware and software may
not continue to be available at reasonable prices or on commercially reasonable terms, or at all. Any loss of the right
to use any of this hardware or software could significantly increase our expenses and otherwise result in delays in the
provisioning of our service until equivalent technology is either developed by us, or, if available, is identified,
obtained and integrated. Any errors or defects in third-party hardware or software could result in errors or a failure of
our service which could harm our business.

We also contract with third parties to provide enhanced 911, or E-911, services, including assistance in routing
emergency calls and terminating E-911 calls. Our providers operate a national call center that is available 24 hours a
day, seven days a week, to receive certain emergency calls and maintain public service answering point, or PSAP,
databases for the purpose of deploying and operating E-911 services. On mobile devices, we generally rely on the
underlying cellular or wireless carrier to provide E-911 services. Any failure to perform, including interruptions in
service, by our vendors, could cause failures in our customers’ access to E-911 services and expose us to significant
liability and damage our reputation.

Interruptions in our services could harm our reputation, result in significant costs to us and impair our ability to sell
our services.

Because our technology platform is complex, incorporates a variety of new computer hardware, and the platform
continues to evolve, our services may have errors or defects that are identified after customers begin using such
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services, which could result in unanticipated service interruptions. Although we test our services to detect and correct
errors and defects before their initial release and before we make updates or other changes to such services, we have
occasionally experienced significant service interruptions as a result of undetected errors or defects and may
experience future interruptions of service if we fail to detect and correct errors and defects. For example, in April and
May 2015 while working to upgrade our network, we encountered unexpected problems with the communications
between our data centers, as well as certain server capacity issues, which led to multiple intermittent service outages,
some of which lasted for up to approximately eight hours for some of our customers. While we have identified root
causes of these service outages, and in each case were able to restore service to all of the affected customers, we
continue to take corrective actions to address these root causes. We were able to correct such root causes without
incurring material expenses, and the outages in April and May 2015 did not materially affect our results of operations.
However, the costs incurred in correcting root causes for future service outages may be substantial and these and other
related consequences could negatively impact our results of operations.
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We currently serve our customers from two data center hosting facilities located in Northern California and Virginia,
where we lease space from Equinix, Inc. While we believe that the additional data center and certain procedures we
have adopted will enable us to restore services quickly in the event of a service outage, these procedures and our data
centers, by themselves, will not prevent future outages. Any damage to, or failure of, these facilities, the
communications network providers with whom we or they contract or with the systems by which our communications
providers allocate capacity among their customers, including us, could result in interruptions in our service.
Additionally, in connection with the expansion or consolidation of our existing data center facilities, we may move or
transfer our data and our customers’ data to other data centers. Despite precautions we take during this process, any
unsuccessful data transfers may impair or cause disruptions in the delivery of our service.

Despite precautions taken at our hosting facilities, the occurrence of a natural disaster or an act of terrorism or other
unanticipated problems at these facilities could result in lengthy interruptions in our service. Even with the disaster
recovery arrangements that we have in place, our service could be interrupted.

Any defects in, or unavailability of, the components of our platform that cause interruptions of our services could,
among other things:

cause a reduction in revenue or a delay in market acceptance of our services;
require us to issue refunds to our customers or expose us to claims for damages;
cause us to lose existing customers and make it more difficult to attract new customers;
divert our development resources or require us to make extensive changes to our software, which would increase our
expenses and slow innovation;
tncrease our technical support costs; and
harm our reputation and brand.
We rely on third parties for some of our software development, quality assurance and operations.

We currently depend on various third parties for some of our software development efforts, quality assurance and
operations. Specifically, we outsource some of our software development and design, quality assurance and operations
activities to third-party contractors that have employees and consultants located in Canada, China, India, New
Zealand, Russia, Serbia and Ukraine. Our dependence on third-party contractors creates a number of risks, in
particular, the risk that we may not maintain control or effective management with respect to these business
operations.

Our agreements with these third-party contractors are either not terminable by them (other than at the end of the term
or upon an uncured breach by us) or require at least 30 days’ prior written notice of termination. If we experience
problems with our third-party contractors, the costs charged by our third-party contractors increase or our agreements
with our third-party contractors are terminated, we may not be able to develop new solutions, enhance or operate
existing solutions or provide customer support in an alternate manner that is equally or more efficient and
cost-effective.

We anticipate we will continue to depend on these and other third-party relationships in order to grow our business for
the foreseeable future. If we are unsuccessful in maintaining existing and, if needed, establishing new relationships
with third parties, our ability to efficiently operate existing services or develop new services and provide adequate
customer support could be impaired, and as a result, our competitive position or our results of operations could suffer.

We rely on third parties to provide the majority of our customer service and support representatives. If these third

parties do not provide our customers with reliable, high quality service, our reputation will be harmed, and we may
lose customers.
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We offer customer support through both our online account management website and our toll-free customer support
number. Our customer support is currently provided via a third-party provider located in the Philippines, as well as
our employees in the U.S. We currently offer support almost exclusively in English. Our third-party providers
generally provide customer service and support to our customers without identifying themselves as independent
parties. The ability to support our customers may be disrupted by natural disasters, inclement weather conditions, civil
unrest, strikes, acts of terrorism and other adverse events in the Philippines. Furthermore, as we expand our operations
internationally, we may need to make significant expenditures and investments in our customer service and support to
adequately address the complex needs of international customers, such as support in multiple foreign languages.
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If any of these third parties do not provide reliable, high-quality service, our reputation and our business will be
harmed and we may be exposed to significant liability. In addition, a significant service outage may cause a high
volume of customer support inquiries, and our third party customer service call center might be unable to respond to a
significant spike in customer support inquiries in a timely manner. In addition, industry consolidation among
providers of services to us may impact our ability to obtain these services or increase our costs for these services.

Our limited operating history makes it difficult to evaluate our current business and future prospects, which may
increase the risk of investing in our stock.

Although we were incorporated in 2003, we did not formally introduce Ooma Telo until 2009 or Ooma Office until
2013. In addition, we acquired our Business Promoter business in 2012 and our Talkatone business in 2014. Our
limited operating history limits our ability to plan for and model future growth. We have encountered and expect to
continue encountering risks and uncertainties frequently experienced by growing companies in rapidly changing
markets. If our assumptions regarding these uncertainties are incorrect or change in reaction to changes in our
markets, or if we do not manage or address these risks successfully, our results of operations could differ materially
from our expectations, and our business could suffer. Any success we may experience in the future will depend, in
large part, on our ability to, among other things:

retain and expand our customer base;

tncrease revenue from existing customers as they add users and, in the future, purchase additional functionalities and

premium service subscriptions;

successfully acquire customers on a cost-effective basis;

tmprove the performance and capabilities of our services, applications, and hardware through research and

development;

successfully expand our business domestically and internationally;

successfully compete in our markets;

continue to innovate and expand our service offerings;

continue our relationships with strategic partners like Amazon, Nest Labs, Inc. and our reseller partners;

continue our relationships with our current retail partners and develop relationships with additional retail partners;

continue our relationships with our digital marketing agency partners, advertising agencies and digital advertising

networks;

continue our relationships with third-party vendors that enable our solutions;

successfully protect our intellectual property and defend against intellectual property infringement claims;

eenerate leads and convert potential customers into paying customers;

maintain and enhance our third-party data center hosting facilities to minimize interruptions in the use of our

services;

determine appropriate prices for the marketplace; and

hire, integrate and retain professional and technical talent.
We have incurred significant losses and negative cash flows in the past and anticipate continuing to incur losses and
negative cash flows for the foreseeable future, and we may therefore not be able to achieve or sustain profitability in
the future.

We have incurred substantial net losses since our inception, including net losses of approximately $12.9 million, $14.1
million and $6.4 million for the fiscal year ended January 31, 2017, 2016 and 2015, respectively. We had an
accumulated deficit of $77.8 million and $64.8 million as of January 31, 2017 and 2016, respectively. We have spent
considerable amounts of time and money since inception to develop new communications solutions and connected
services. Additionally, we have incurred substantial losses and expended significant resources to market, promote,
develop and sell our products and solutions. We also expect to continue investing for future growth, including for
advertising, customer acquisition, technology infrastructure, storage capacity, services development and international
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expansion. In addition, as a public company, we may incur additional accounting, legal and other expenses.

21

41



Edgar Filing: OOMA INC - Form 10-K

As a result of our increased expenditures, we may have negative operating cash flows for the foreseeable future and
will have to generate and sustain increased revenue to achieve future profitability. Achieving profitability will require
us to increase revenue, manage our cost structure and avoid significant liabilities. Revenue growth may slow, revenue
may decline or we may incur significant losses in the future for a number of possible reasons, including general
macroeconomic conditions, increasing competition (including competitive pricing pressures), a decrease in the growth
of the markets in which we compete or failure for any reason to continue capitalizing on growth opportunities.
Additionally, we may encounter unforeseen operating expenses, difficulties, complications, delays, service delivery
and quality problems and other unknown factors that may result in losses in future periods. If these losses exceed our
expectations or our revenue growth expectations are not met in future periods, our financial performance will be
harmed and our stock price could be volatile or decline.

Our business could suffer if we cannot obtain or retain direct inward dialing numbers, or DIDs, are prohibited from
obtaining local or toll-free numbers, or are limited to distributing local or toll-free numbers to only certain customers.

Our future success depends on our ability to procure large quantities of local and toll-free DIDs in the U.S. and
foreign countries in desirable locations at a reasonable cost and without restrictions. Our ability to procure and
distribute DIDs depends on factors outside of our control, such as applicable regulations, the practices of the
communications carriers that provide DIDs, the cost of these DIDs, and the level of demand for new DIDs. Due to
their limited availability, there are certain popular area code prefixes we generally cannot obtain. Our inability to
acquire DIDs for our operations would make our services less attractive to potential customers in the affected local
geographic areas. In addition, future growth in our customer base, together with growth in the customer bases of other
providers of internet-based business communications, has increased, which increases our dependence on needing
sufficiently large quantities of DIDs.

If we are unable to effectively process local number and toll-free number portability provisioning in a timely manner,
our growth may be negatively affected.

We support local number and toll-free number portability, which allows our customers to transfer to us and thereby
retain their existing phone numbers when subscribing to our small business, home, and mobile services. Transferring
numbers can be a manual process that can take up to 15 business days or longer to complete. A new customer of our
services must maintain both our service and the customer’s existing phone service during the number transferring
process. Any delay we experience in transferring these numbers typically results from the fact that we depend on
third-party carriers to transfer these numbers, a process we do not control, and these third-party carriers may refuse or
substantially delay the transfer of these numbers to us. Local number portability is considered an important feature by
many potential customers, and if we fail to reduce any related delays, we may experience increased difficulty in
acquiring new customers. Moreover, the FCC requires us to comply with specified number porting timeframes when
customers leave our service for the services of another provider. In Canada, the Canadian Radio-television and
Telecommunications Commission, or CRTC, has imposed a similar number portability requirement on service
providers like us. If we, or our third-party carriers, are unable to process number portability requests within the
requisite timeframes, we could be subject to fines and penalties. Additionally, in the U.S., both customers and carriers
may seek relief from the relevant state public utility commission, the FCC, or in state or federal court for violation of
local number portability requirements.

If small businesses opt to perform advertising tasks on their own, demand for our lead generation services would
decrease, thereby negatively affecting our revenue.

Large internet marketing providers such as Google, Yahoo! and Microsoft offer online advertising products to small
businesses through self-service platforms. As small businesses become more familiar with such platforms, they may

increasingly choose to actively manage their own internet presence and their demand for the lead-generation services
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may decrease. We cannot predict the evolving experiences and preferences of small businesses and cannot assure you
that we can develop our lead generation business, or develop similar new services, in a manner that will suit their
needs and expectations faster or more effectively than our competitors, or at all. If we are not able to do so, our results
of operations would suffer.
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Our access to the majority of our lead-generation customers is currently through a limited number of digital agencies,
which creates a significant risk that we could lose a majority of our lead generation service customers due to factors
beyond our control.

We currently contract with several digital agencies to provide our lead-generation services as a component of their
service to third parties who we include as our core users. If our relationship with these digital agencies degrades, they
could elect not to use our lead-generation service, which would lead to the loss of a portion of our lead generation
business revenue as well as a number of our core users. Also, for reasons beyond our control, the digital agencies we
work with may lose their business relationships with third parties who purchase lead generation services for their
customers, causing the digital agency to terminate its business relationship with us and the loss of such lead generation
business revenue. The concentration of our access to lead generation customers creates volatility in our revenue and in
the churn of our core users, which risk will remain unless and until we significantly grow the number of digital
agencies we contract with, and/or increase the number of small businesses that obtain lead generation services directly
from us.

If we fail to continue developing our brand or our reputation is harmed, our business may suffer.

We believe that continuing to strengthen our current brand will be critical to achieving widespread acceptance of our
services and will require continued focus on active marketing efforts. The demand for and cost of online and
traditional advertising have been increasing and may continue to increase. Accordingly, we may need to increase our
investment in, and devote greater resources to, advertising, marketing, and other efforts to create and maintain brand
loyalty among users. Brand promotion activities may not yield increased revenue, and even if they do, any increased
revenue may not offset the expenses incurred in building our brands. If we fail to promote and maintain our brand, or
if we incur substantial expense in an unsuccessful attempt to promote and maintain our brands, our business could be
materially and adversely affected.

Our services, as well as those of our competitors, are regularly reviewed and commented upon by online and social
media sources, as well as computer and other business publications. Negative reviews, or reviews in which our
competitors’ products and services are rated more highly than our solutions, could negatively affect our brand and
reputation. From time to time, our customers have expressed dissatisfaction with our services, including
dissatisfaction with our customer support, our billing policies and the way our services operate. If we do not handle
customer complaints effectively, our brand and reputation may suffer, we may lose our customers’ confidence, and
they may choose to terminate, reduce or not to renew their subscriptions. In addition, many of our customers
participate in social media and online blogs about internet-based services, including our services, and our success
depends in part on our ability to minimize negative and generate positive customer feedback through such online
channels where existing and potential customers seek and share information. If actions we take or changes we make to
our services upset these customers, their blogging could negatively affect our brand and reputation. Complaints or
negative publicity about our services or customer service could materially and adversely impact our ability to attract
and retain customers and our business, financial condition and results of operations.
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A security breach could delay or interrupt service to our customers, compromise the integrity of our systems or data
that we collect, result in the loss of our intellectual property or confidential information, harm our reputation, or
subject us to significant liability.

Our operations depend on our ability to protect our network from interruption or damage resulting from unauthorized
access or entry, computer viruses or malware or other events beyond our control. In the past, we may have been
subject to undetected distributed denial-of-service, or DDOS, cyberattacks by hackers intent on bringing down our
services, and we may be subject to DDOS and other forms of cyberattacks in the future. We cannot assure you that our
backup systems, regular data backups, physical, technological and organizational security protocols and measures and
other procedures that are currently in place, or that may be in place in the future, will be adequate to prevent
unauthorized access to our systems, significant damage, system interruption, degradation or failure, or data loss or to
respond to a cyberattack once launched. Additionally, hackers may attempt to directly gain access to a customer’s
on-premise appliance, which may delay or interrupt services, or may subject our customers to further security risks,
including in relation to any connected household devices a customer might have now or in the future, such as Nest
devices or other household sensors, or to our network more generally. Also, our services are web-based, and the
amount of data we store for our users on our servers has been increasing as our business has grown. Despite the
implementation of security measures, our infrastructure may be vulnerable to hackers, computer viruses, worms, other
malicious software programs or similar disruptive problems caused by our customers, employees, consultants or other
internet users who attempt to invade public and private data networks. In some cases we do not have in place disaster
recovery facilities for certain ancillary services, such as email delivery of messages. Currently, nearly all of our
customers authorize us to bill their credit or debit card accounts directly for all transaction fees that we charge. We
rely on encryption and authentication technology to ensure secure transmission of confidential information, including
customer credit and debit card numbers. Despite our efforts to encrypt and secure customer payment card information,
hackers with sufficiently sophisticated technology or methods may still be able to infiltrate our systems to gain
unauthorized access to payment card information. Further, advances in computer capabilities, new discoveries in the
field of cryptography or other developments may result in a compromise or breach of the technology we use to protect
transaction data.

Additionally, third parties may attempt to fraudulently induce domestic and international employees, consultants or
customers into disclosing sensitive information, such as user names, passwords or customer proprietary network
information, or CPNI, or other information in order to gain access to our customers’ data or to our data. CPNI includes
information such as the phone numbers called by a customer, the frequency, duration, and timing of such calls, and
any services purchased by the customer, such as call waiting, call forwarding and caller ID, in addition to other
information that may appear on a customer’s bill. Third parties may also attempt to fraudulently induce employees,
consultants or customers into disclosing sensitive information regarding our intellectual property and other
confidential business information, or our information technology systems. In addition, because the techniques used to
obtain unauthorized access, or to sabotage systems, change frequently and generally are not recognized until launched
against a target, we may be unable to anticipate these techniques or to implement adequate preventative measures.
Any system failure or security breach that causes interruptions or data loss in our operations or in the computer
systems of our customers or leads to the misappropriation of our or our customers’ confidential or personal
information, or CPNI, could result in significant liability to us. Such failure or breach could cause our service to be
perceived as not being secure, subject us to regulatory requirements such as FCC notification, result in significant
monetary costs, such as fines, legal fees and expenditures to improve and enhance our security measures, cause
considerable harm to us and our reputation (including requiring notification to customers, regulators or the media) and
deter current and potential customers from using our services. Additionally, we could incur significant costs, both
monetary and with respect to management’s time and attention, to investigate and remediate a data security breach.
Because our onboarding and billing functions are conducted primarily through a single data center, any security
breach in that data center may cause an interruption in our business operations. Any of these events could have a
material adverse effect on our business, results of operations and financial condition.
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Failures in internet infrastructure or interference with broadband access could cause current or potential customers to
believe that our systems are unreliable, leading our current customers to switch to our competitors or potential
customers to avoid using our services.

Many of our services depend on our customers’ broadband access to the internet, usually provided through a cable or
digital subscriber line, or DSL, connection. In addition, users who access our services and applications through mobile
devices, such as smartphones and tablets, must have a high-speed connection, such as Wi-Fi, 3G, 4G or LTE, to use
our services and applications. Currently, this access is provided by companies that have significant and increasing
market power in the broadband and internet access marketplace, including incumbent phone companies, cable
companies and wireless companies. Increasing numbers of users and increasing bandwidth requirements may degrade
the performance of internet and mobile infrastructure, resulting in outages or deteriorations in connectivity and
negatively impacting the quality with which we can deliver our solutions. As our customer base grows and their usage
of communications capacity increases, we will be required to make additional investments in network capacity to
maintain adequate data transmission speeds, the availability of which may be limited, or the cost of which may be on
terms unacceptable to us. If adequate capacity is not available to us as our customers’ usage increases, our network
may be unable to achieve or maintain sufficiently high data transmission capacity, reliability or performance.
Furthermore, as the rate of adopting new technologies increases, the networks on which our services and applications
rely may not be able to sufficiently adapt to the increased demand for these services, including ours. In the past, we
have experienced disruptions to our service. For example, in August 2011, we experienced an outage for
approximately three hours, and in April and May 2015, we experienced multiple intermittent service outages that
lasted for up to eight hours for some of our customers. Frequent or persistent interruptions could cause current or
potential users to believe that our systems or services are unreliable, leading them to switch to our competitors or to
avoid our services, and could permanently harm our reputation and brands. Because some of our services rely on
integration between features that use both wired and wireless infrastructures, any of the aforementioned problems with
either wired or wireless infrastructure may result in the inability of customers to take advantage of our integrated
services and therefore may decrease the attractiveness of our collective services to current and potential customers.

The success of our business relies on customers’ continued and unimpeded access to broadband service. Providers of
broadband services may be able to block our services or charge their customers more for using our services, which
could adversely affect our revenue and growth.

Some of the providers of broadband internet access and high-speed mobile access, such as AT&T and Verizon, offer
products and services that directly compete with our own offerings, which can potentially give such providers a
competitive advantage. For example, these providers may market and sell a bundle of services to our current and
potential customers that includes services directly competitive to ours, and our current and potential customers may
prefer these bundled offerings. Some providers of broadband access, including providers outside of the U.S., may take
measures that affect their customers’ ability to use our service, such as degrading the quality of the data packets we
transmit over their lines, giving those packets low priority, giving other packets higher priority than ours, blocking our
packets entirely or attempting to charge their customers more for also using our services. While actions like these by
U.S. providers would violate the net neutrality rules recently adopted by the FCC and described below, most foreign
countries have not adopted formal net neutrality or open internet rules, and there continues to be some uncertainty
regarding whether the net neutrality rules will be upheld by courts or modified by legislative action.

On March 12, 2015 the FCC released new network neutrality and open internet rules that it had adopted on February
26, 2015. In that order, the FCC reclassified broadband Internet access services as a telecommunications service
subject to some elements of common carrier regulation, including the obligation to provide service on just and
reasonable terms, requirements related to customer privacy and requirements for accessibility for people with
disabilities. The order also prohibits blocking or discriminating against lawful services and applications and prohibits
“paid prioritization,” or providing faster speeds or other benefits in return for compensation. The order went into effect
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on June 12, 2015 and is the subject of pending appeals by several parties. The net neutrality rules could affect the
market for broadband internet access service in a way that impacts our business, for example by increasing the cost of
broadband internet service and thereby depressing demand for our services or by increasing the costs of services we
purchase.

Our quarterly and annual results of operations have fluctuated in the past and may continue to do so in the future. As a
result, we may fail to meet or to exceed the expectations of research analysts or investors, which could cause our stock
price to fluctuate.

Our quarterly and annual results of operations have varied historically from period to period, and we expect that they
will continue to fluctuate due to a variety of factors, many of which are outside of our control, including:

our ability to retain existing customers and attract new customers;
our ability to sell premium solutions to our existing customers;
our ability to introduce new solutions;
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the actions of our competitors, including pricing changes or the introduction of new solutions;

our ability to effectively manage our growth;

our ability to successfully penetrate the communications and connected services markets for small businesses, home,

and mobile;

the number of monthly and annual subscriptions at any given time;

the timing, cost and effectiveness of our advertising and marketing efforts;

the timing, operating cost and capital expenditures related to the operation, maintenance, and expansion of our

business;

the timing of our decisions with regard to product resource allocation;

seasonality of consumers’ purchasing patterns and seasonality of advertising patterns;

service outages or security breaches and any related impact on our reputation;

our ability to accurately forecast revenue and appropriately plan our expenses;

costs associated with defending and resolving intellectual property infringement and other claims;

changes in tax laws, regulations, or accounting rules;

the timing and cost of developing or acquiring technologies, services or businesses and our ability to successfully

manage any such acquisitions; and

the impact of worldwide economic, industry, and market conditions.
Any one of the factors above, or the cumulative effect of some or all of the factors referred to above, may result in
significant fluctuations in our quarterly and annual results of operations. This variability and unpredictability could
result in our failure to meet our internal operating plan or the expectations of securities analysts or investors for any
period, which could cause our stock price to decline. In addition, a significant percentage of our operating expenses is
fixed in nature and is based on forecasted revenue trends. Accordingly, in the event of revenue shortfalls, we may not
be able to mitigate the negative impact on net income (loss) and margins in the short term. If we fail to meet or exceed
the expectations of research analysts or investors, the market price of our shares could fall substantially and we could
face costly lawsuits, including securities class-action suits.

We may require additional capital to pursue our business objectives and to respond to business opportunities,
challenges or unforeseen circumstances. If capital is not available to us or only under unfavorable terms, our business,
results of operations and financial condition may be adversely affected.

We intend to continue making expenditures and investments to support the growth of our business and may require
additional capital to pursue our business objectives and respond to business opportunities, challenges or unforeseen
circumstances, including the need to develop new solutions or enhance our existing solutions, enhance our operating
infrastructure, and acquire complementary businesses and technologies. Accordin
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