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

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit such files). ☒ Yes ☐ No
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). ☐ Yes ☒ No Indicate the number of shares outstanding of each of the registrant's classes of common stock, as of the latest practicable date.
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements

MAGNITE, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except par values)

(unaudited)

September 30, 2021	December 31, 2020


ASSETS
[image: ]

Current assets:
[image: ]

	Cash and cash equivalents
	$

	Accounts receivable, net
	

	Prepaid expenses and other current assets
	

	TOTAL CURRENT ASSETS
	

	Property and equipment, net
	

	Right-of-use lease asset
	

	Internal use software development costs, net
	

	Intangible assets, net
	

	Other assets, non-current
	

	Goodwill
	

	TOTAL ASSETS
	$

	LIABILITIES AND STOCKHOLDERS' EQUITY
	

	Current liabilities:
	

	Accounts payable and accrued expenses
	$

	Lease liabilities, current
	

	Debt, current
	

	Other current liabilities
	

	TOTAL CURRENT LIABILITIES
	

	Debt, non-current, net of debt issuance costs
	

	Deferred tax liability, net
	

	Lease liabilities, non-current
	

	Other liabilities, non-current
	

	TOTAL LIABILITIES
	


[image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ]

Commitments and contingencies (Note 12)
[image: ]

STOCKHOLDERS' EQUITY

Preferred stock, $0.00001 par value, 10,000 shares authorized at September 30, 2021 and December 31, 2020; 0 shares issued and outstanding at September 30, 2021 and December 31, 2020
[image: ]
Common stock, $0.00001 par value; 500,000 shares authorized at September 30, 2021 and December 31, 2020; 131,789 and 114,029 shares issued and outstanding at September 30, 2021 and December 31, 2020, respectively

Additional paid-in capital
[image: ]

Accumulated other comprehensive loss

Accumulated deficit





	188,182
	$
	117,676

	765,076
	
	471,666

	20,992
	
	17,729

	974,250
	
	607,071

	32,759
	
	23,681

	64,591
	
	39,599

	19,130
	
	16,160

	463,571
	
	89,884

	6,062
	
	4,440

	972,747
	
	158,125

	2,533,110
	$
	938,960

	
	
	

	828,501
	$
	509,315

	15,033
	
	9,813

	3,600
	
	—

	11,773
	
	3,070

	858,907
	
	522,198

	719,333
	
	—

	19,488
	
	199

	55,999
	
	32,278

	2,618
	
	2,672

	1,656,345
	
	557,347

	—
	
	—

	2
	
	2

	1,273,093
	
	777,084

	(1,426)
	
	(957)

	(394,904)
	
	(394,516)


[image: ][image: ][image: ][image: ]


	TOTAL STOCKHOLDERS' EQUITY
	
	876,765
	
	
	381,613

	TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY
	$
	2,533,110
	
	$
	938,960

	
	
	
	
	
	



The accompanying notes to unaudited condensed consolidated financial statements are an integral part of these statements.
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MAGNITE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

(unaudited)

	
	
	Three Months Ended
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020
	

	Revenue
	$
	131,871
	
	$
	60,982
	
	$
	307,127
	
	$
	139,625
	

	Expenses:
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of revenue
	
	63,541
	
	
	21,031
	
	
	134,823
	
	
	56,579
	

	Sales and marketing
	
	52,260
	
	
	21,761
	
	
	118,122
	
	
	53,059
	

	Technology and development
	
	21,059
	
	
	13,562
	
	
	53,436
	
	
	37,318
	

	General and administrative
	
	16,535
	
	
	13,314
	
	
	47,673
	
	
	38,221
	

	Merger, acquisition, and restructuring costs
	
	2,424
	
	
	2,254
	
	
	37,778
	
	
	16,677
	

	Total expenses
	
	155,819
	
	
	71,922
	
	
	391,832
	
	
	201,854
	

	Loss from operations
	
	(23,948)
	
	
	(10,940)
	
	
	(84,705)
	
	
	(62,229)
	

	Other (income) expense:
	
	
	
	
	
	
	
	
	
	
	
	

	Interest (income) expense, net
	
	7,280
	
	
	30
	
	
	12,595
	
	
	(112)
	

	Other income
	
	(955)
	
	
	(1,194)
	
	
	(3,317)
	
	
	(2,487)
	

	Foreign exchange (gain) loss, net
	
	(1,246)
	
	
	293
	
	
	(1,358)
	
	
	(845)
	

	Total other (income) expense, net
	
	5,079
	
	
	(871)
	
	
	7,920
	
	
	(3,444)
	

	Loss before income taxes
	
	(29,027)
	
	
	(10,069)
	
	
	(92,625)
	
	
	(58,785)
	

	Provision (benefit) for income taxes
	
	(4,708)
	
	
	446
	
	
	(92,237)
	
	
	533
	

	Net loss
	$
	(24,319)
	
	$
	(10,515)
	
	$
	(388)
	
	$
	(59,318)
	

	Net loss per share:
	
	
	
	
	
	
	
	
	
	
	
	

	Basic and Diluted
	$
	(0.18)
	
	$
	(0.10)
	
	$
	—
	$
	(0.65)
	

	Weighted average shares used to compute net loss per
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	share:
	
	
	
	
	
	
	
	
	
	
	
	

	Basic and Diluted
	
	131,501
	
	
	110,416
	
	
	124,325
	
	
	91,371
	

	
	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes to unaudited condensed consolidated financial statements are an integral part of these statements.
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MAGNITE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(In thousands)

(unaudited)

	
	
	Three Months Ended
	
	Nine Months Ended

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020

	Net loss
	$
	(24,319)
	
	$
	(10,515)
	
	$
	(388)
	
	$
	(59,318)

	Other comprehensive income (loss):
	
	
	
	
	
	
	
	
	
	
	

	Foreign currency translation adjustments
	
	(525)
	
	
	18
	
	
	(469)
	
	
	(2,540)

	Other comprehensive income (loss)
	
	(525)
	
	
	18
	
	
	(469)
	
	
	(2,540)

	Comprehensive loss
	$
	(24,844)
	
	$
	(10,497)
	
	$
	(857)
	
	$
	(61,858)

	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes to unaudited condensed consolidated financial statements are an integral part of these statements.
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MAGNITE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(In thousands)

(unaudited)

	
	Common Stock
	
	
	
	Additional
	
	Accumulated
	
	
	
	
	Total
	

	
	
	
	
	
	
	
	Other
	
	
	
	
	
	

	
	Shares
	Amount
	
	
	
	Paid-In
	
	Comprehensive
	
	Accumulated
	
	Stockholders’
	

	
	
	
	
	
	
	Capital
	
	Income (Loss)
	
	Deficit
	
	Equity
	

	Balance at December 31, 2019
	53,888
	
	$
	1
	
	$
	453,064
	
	$
	(45)
	
	$
	(341,084)
	
	$
	111,936
	

	Exercise of common stock options
	27
	
	
	—
	
	23
	
	
	—
	
	—
	
	23
	

	Issuance of common stock related to RSU vesting
	1,861
	
	
	—
	
	—
	
	—
	
	—
	
	—
	

	Shares withheld related to net share settlement
	(716)
	
	
	—
	
	(7,485)
	
	
	—
	
	—
	
	(7,485)
	

	Stock-based compensation
	—
	
	—
	
	4,218
	
	
	—
	
	—
	
	4,218
	

	Other comprehensive loss
	—
	
	—
	
	—
	
	(789)
	
	
	—
	
	(789)
	

	Net loss
	—
	
	—
	
	—
	
	—
	
	(9,675)
	
	
	(9,675)
	

	Balance at March 31, 2020
	55,060
	
	$
	1
	
	$
	449,820
	
	$
	(834)
	
	$
	(350,759)
	
	$
	98,228
	

	Exercise of common stock options
	746
	
	
	—
	
	2,276
	
	
	—
	
	—
	
	2,276
	

	Issuance of common stock related to employee stock
	159
	
	
	—
	
	693
	
	
	—
	
	—
	
	693
	

	purchase plan
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Issuance of common stock related to RSU vesting
	1,904
	
	
	—
	
	—
	
	—
	
	—
	
	—
	

	Shares withheld related to net share settlement
	(107)
	
	
	—
	
	(349)
	
	
	—
	
	—
	
	(349)
	

	Issuance of common stock associated with the Merger
	52,099
	
	
	1
	
	
	275,772
	
	
	—
	
	—
	
	275,773
	

	Exchange of stock options and RSU related to Merger
	—
	
	—
	
	11,646
	
	
	—
	
	—
	
	11,646
	

	Stock-based compensation
	—
	
	—
	
	10,101
	
	
	—
	
	—
	
	10,101
	

	Other comprehensive loss
	—
	
	—
	
	—
	
	(1,769)
	
	
	—
	
	(1,769)
	

	Net loss
	—
	
	—
	
	—
	
	—
	
	(39,128)
	
	
	(39,128)
	

	Balance at June 30, 2020
	109,861
	
	$
	2
	
	$
	749,959
	
	$
	(2,603)
	
	$
	(389,887)
	
	$
	357,471
	

	Exercise of common stock options
	563
	
	
	—
	
	1,569
	
	
	—
	
	—
	
	1,569
	

	Issuance of common stock related to RSU vesting
	289
	
	
	—
	
	—
	
	—
	
	—
	
	—
	

	Shares withheld related to net share settlement
	(1)
	
	
	—
	
	(7)
	
	
	—
	
	—
	
	(7)
	

	Stock-based compensation
	—
	
	—
	
	7,595
	
	
	—
	
	—
	
	7,595
	

	Other comprehensive loss
	—
	
	—
	
	—
	
	18
	
	
	—
	
	18
	

	Net loss
	—
	
	—
	
	—
	
	—
	
	(10,515)
	
	
	(10,515)
	

	Balance at September 30, 2020
	110,712
	
	$
	2
	
	$
	759,116
	
	$
	(2,585)
	
	$
	(400,402)
	
	$
	356,131
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	Common Stock
	
	
	
	Additional
	
	Accumulated
	
	
	
	
	Total
	

	
	
	
	
	
	
	
	Other
	
	
	
	
	
	

	
	
	
	
	
	
	
	Paid-In
	
	Comprehensive
	
	Accumulated
	
	Stockholders’
	

	
	Shares
	Amount
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	Capital
	
	Income (Loss)
	
	Deficit
	
	Equity
	

	Balance at December 31, 2020
	114,029
	
	$
	2
	
	$
	777,084
	
	$
	(957)
	
	$
	(394,516)
	
	$
	381,613
	

	Exercise of common stock options
	733
	
	
	—
	
	5,785
	
	
	—
	
	—
	
	5,785
	

	Issuance of common stock related to RSU vesting
	1,351
	
	
	—
	
	—
	
	—
	
	—
	
	—
	

	Stock-based compensation
	—
	
	—
	
	7,108
	
	
	—
	
	—
	
	7,108
	

	Capped call options
	—
	
	—
	
	(38,960)
	
	
	—
	
	—
	
	(38,960)
	

	Other comprehensive loss
	—
	
	—
	
	—
	
	(313)
	
	
	—
	
	(313)
	

	Net loss
	—
	
	—
	
	—
	
	—
	
	(12,877)
	
	
	(12,877)
	

	Balance at March 31, 2021
	116,113
	
	$
	2
	
	$
	751,017
	
	$
	(1,270)
	
	$
	(407,393)
	
	$
	342,356
	

	Exercise of common stock options
	384
	
	
	—
	
	1,480
	
	
	—
	
	—
	
	1,480
	

	Issuance of common stock related to employee stock
	121
	
	
	—
	
	1,154
	
	
	—
	
	—
	
	1,154
	

	purchase plan
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Issuance of common stock related to RSU vesting
	2,208
	
	
	—
	
	—
	
	—
	
	—
	
	—
	

	Issuance of common stock associated with the SpotX
	12,374
	
	
	—
	
	495,591
	
	
	—
	
	—
	
	495,591
	

	Acquisition
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Stock-based compensation
	—
	
	—
	
	9,928
	
	
	—
	
	—
	
	9,928
	

	Other comprehensive income
	—
	
	—
	
	—
	
	369
	
	
	—
	
	369
	

	Net income
	—
	
	—
	
	—
	
	—
	
	36,808
	
	
	36,808
	

	Balance at June 30, 2021
	131,200
	
	$
	2
	
	$
	1,259,170
	
	$
	(901)
	
	$
	(370,585)
	
	$
	887,686
	

	Exercise of common stock options
	275
	
	
	—
	
	1,482
	
	
	—
	
	—
	
	1,482
	

	Issuance of common stock related to RSU vesting
	314
	
	
	—
	
	—
	
	—
	
	—
	
	—
	

	Stock-based compensation
	—
	
	—
	
	12,441
	
	
	—
	
	—
	
	12,441
	

	Other comprehensive loss
	—
	
	—
	
	—
	
	(525)
	
	
	—
	
	(525)
	

	Net loss
	—
	
	—
	
	—
	
	—
	
	(24,319)
	
	
	(24,319)
	

	Balance at September 30, 2021
	131,789
	
	$
	2
	
	$
	1,273,093
	
	$
	(1,426)
	
	$
	(394,904)
	
	$
	876,765
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




The accompanying notes to unaudited condensed consolidated financial statements are an integral part of these statements.


7
[image: ]

Table of Contents




MAGNITE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

(unaudited)

	
	
	Nine Months Ended

	
	
	September 30, 2021
	
	September 30, 2020

	OPERATING ACTIVITIES:
	
	
	
	
	

	Net loss
	$
	(388)
	
	$
	(59,318)

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

	Depreciation and amortization
	
	97,084
	
	
	36,157

	Stock-based compensation
	
	28,521
	
	
	21,298

	(Gain) loss on disposal of property and equipment
	
	78
	
	
	(17)

	Provision for doubtful accounts
	
	217
	
	
	31

	Amortization of debt issuance costs
	
	3,223
	
	
	—

	Non-cash lease expense
	
	1,825
	
	
	(601)

	Deferred income taxes
	
	(91,540)
	
	
	837

	Unrealized foreign currency gain
	
	(2,578)
	
	
	(2,108)

	Changes in operating assets and liabilities:
	
	
	
	
	

	Accounts receivable
	
	(92,131)
	
	
	(46,145)

	Prepaid expenses and other assets
	
	(297)
	
	
	(2,896)

	Accounts payable and accrued expenses
	
	113,795
	
	
	23,464

	Other liabilities
	
	191
	
	
	5,260

	Net cash provided by (used in) operating activities
	
	58,000
	
	
	(24,038)

	INVESTING ACTIVITIES:
	
	
	
	
	

	Purchases of property and equipment
	
	(13,985)
	
	
	(4,211)

	Capitalized internal use software development costs
	
	(8,525)
	
	
	(6,894)

	Cash (used in), net of cash acquired, in merger and acquisition activities
	
	(653,060)
	
	
	54,595

	Net cash (used in) provided by investing activities
	
	(675,570)
	
	
	43,490

	FINANCING ACTIVITIES:
	
	
	
	
	

	Proceeds from Convertible Senior Notes offering
	
	400,000
	
	
	—

	Proceeds from issuance of debt, net of debt discount
	
	349,200
	
	
	—

	Payment for capped call options
	
	(38,960)
	
	
	—

	Payment for debt issuance costs
	
	(30,378)
	
	
	—

	Proceeds from exercise of stock options
	
	8,747
	
	
	3,868

	Proceeds from issuance of common stock under employee stock purchase plan
	
	1,154
	
	
	693

	Repayment of debt
	
	(900)
	
	
	—

	Taxes paid related to net share settlement
	
	—
	
	(7,841)

	Net cash provided by (used in) financing activities
	
	688,863
	
	
	(3,280)

	EFFECT OF EXCHANGE RATE CHANGES ON CASH, CASH EQUIVALENTS AND RESTRICTED CASH
	
	(591)
	
	
	41

	CHANGE IN CASH, CASH EQUIVALENTS AND RESTRICTED CASH
	
	70,702
	
	
	16,213

	CASH, CASH EQUIVALENTS AND RESTRICTED CASH — Beginning of period
	
	117,731
	
	
	88,888

	CASH, CASH EQUIVALENTS AND RESTRICTED CASH — End of period
	$
	188,433
	
	$
	105,101

	
	
	
	
	
	

	
	
	
	
	
	

	RECONCILIATION OF CASH, CASH EQUIVALENTS AND RESTRICTED CASH TO CONSOLIDATED BALANCE
	
	
	
	
	

	SHEETS
	
	
	
	
	

	Cash and cash equivalents
	$
	188,182
	
	$
	103,797

	Restricted cash included in other assets, non-current, and prepaid expenses and other current assets
	
	251
	
	
	1,304

	Total cash, cash equivalents and restricted cash
	$
	188,433
	
	$
	105,101
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The accompanying notes to unaudited condensed consolidated financial statements are an integral part of these statements.

MAGNITE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

(unaudited)

	
	
	Nine Months Ended

	SUPPLEMENTAL DISCLOSURES OF OTHER CASH FLOW INFORMATION:
	
	September 30, 2021
	
	September 30, 2020

	Cash paid for income taxes
	$
	1,221
	
	$
	829

	Cash paid for interest
	$
	7,671
	
	$
	49

	Capitalized assets financed by accounts payable and accrued expenses
	$
	1,513
	
	$
	2,388

	Capitalized stock-based compensation
	$
	956
	
	$
	616

	Operating lease right-of-use assets obtained in exchange for new operating lease liabilities
	$
	22,651
	
	$
	2,036

	Purchase consideration - indemnification claims holdback
	
	1,409
	
	$
	—

	Common stock and options issued for mergers and acquisitions
	
	495,591
	
	$
	287,418

	Debt discount, non-cash
	$
	10,800
	
	$
	—



The accompanying notes to unaudited condensed consolidated financial statements are an integral part of these statements.
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MAGNITE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

Note 1—Organization and Summary of Significant Accounting Policies

Company Overview

Magnite, Inc. ("Magnite" or the "Company"), formerly known as The Rubicon Project, Inc., was formed in Delaware and began operations in April 2007. On April 1, 2020, Magnite completed a stock-for-stock merger with Telaria, Inc. ("Telaria" and such merger the "Telaria Merger"), a leading sell side advertising platform and provider of connected television ("CTV") technology. On April 30, 2021, the Company completed its acquisition of SpotX, Inc.

("SpotX" and such acquisition the "SpotX Acquisition"), a leading CTV and video advertising platform. On July 1, 2021, the Company completed its acquisition of SpringServe, LLC ("SpringServe" and such acquisition the "SpringServe Acquisition"), a leading ad serving platform for CTV. The Company operates a sell side advertising platform that offers buyers and sellers of digital advertising a single partner for transacting globally across all channels, formats, and auction types.

The Company provides a technology solution to automate the purchase and sale of digital advertising inventory. The Company’s platform features applications and services for sellers of digital advertising inventory, or publishers, that own or operate websites, applications, CTV channels, and other digital media properties, to manage and monetize their inventory; applications and services for buyers, including advertisers, agencies, agency trading desks, and demand side platforms, to buy digital advertising inventory; and a transparent, independent marketplace that brings buyers and sellers together and facilitates intelligent decision making and automated transaction execution at scale. The Company's clients include many of the world's leading sellers and buyers of digital advertising inventory.

Basis of Presentation and Summary of Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with United States Generally Accepted Accounting Principles, or GAAP, for interim financial information and the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair statement of the results for the interim period presented have been included. Operating results for the three and nine months ended September 30, 2021 are not necessarily indicative of the results that may be expected for any future interim period, the year ending December 31, 2021, or for any future year.

The condensed consolidated balance sheet at December 31, 2020 has been derived from the audited financial statements at that date, but does not include all of the disclosures required by GAAP. The accompanying condensed consolidated financial statements should be read in conjunction with the Company's audited consolidated financial statements and notes thereto for the year ended December 31, 2020 included in its 2020 Annual Report on Form 10-K.

Aside from the adoption of ASU 2020-06, as described below, there have been no significant changes in the Company's accounting policies from those disclosed in its audited consolidated financial statements and notes thereto for the year ended December 31, 2020 included in its Annual Report on Form 10-K.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported and disclosed financial statements and accompanying footnotes. Due to the economic uncertainty as a result of the COVID-19 pandemic, it has become more difficult to apply certain assumptions and judgments into these estimates. The extent of the impact of COVID-19 pandemic on the Company's operational and financial performance will depend on future developments, which are highly uncertain and cannot be predicted, including but not limited to, the duration and spread of the pandemic, its severity, including any resurgence, the actions to contain the virus or treat its impact, and how quickly and to what extent normal economic and operating conditions can resume. During the nine months ended September 30, 2021, this uncertainty continued to result in a higher level of judgment related to its estimates and assumptions. As of the date of issuance of the condensed consolidated financial statements for the three and nine months ended September 30, 2021, the Company is not aware of any specific event or circumstance that would require the Company to update its estimates, judgments, or revise the carrying value of its assets or liabilities. These estimates may change, as new events occur and additional information is obtained, and are recognized in the consolidated financial statements as soon as they become known. Actual results could differ materially from these estimates.

Recently Adopted Accounting Standards

On January 1, 2021, the Company adopted ASU 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging—Contracts in Entity's Own Equity (Subtopic 815-40): Accounting for Convertible Instruments and Contracts in an Entity’s Own Equity (ASU "2020-

06") on a prospective basis, which simplifies the accounting for convertible instruments by reducing the number of accounting models available for convertible debt instruments that require
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separating embedded conversion features from convertible instruments. This guidance also eliminates the treasury stock method to calculate diluted earnings per share for convertible instruments and requires the use of the if-converted method. The adoption of this standard is included in the financial statements as of September 30, 2021 and for the three and nine months ended September 30, 2021 and September 30, 2020, respectively. Refer to Note 14—"Convertible Senior Notes" for additional information related to accounting for convertible debt issued during the nine months ended September 30, 2021.

On January 1, 2021, the Company adopted ASU 2019-12—Simplifying the Accounting for Income Taxes ("ASU 2019-12"). ASU 2019-12 simplifies the accounting for income taxes by removing certain exceptions to general principles in Topic 740 and clarifies and amends existing guidance for clarity and consistent application. There was no material impact to the quarterly or year to date income tax provision.

Recent Accounting Pronouncements

In March 2020, the FASB issued Update No. 2020-04, Reference Rate Reform (Topic 848), which provides temporary optional guidance to companies impacted by the transition away from the LIBOR. The amendment provides certain expedients and exceptions to applying GAAP in order to lessen the potential accounting burden when contracts, hedging relationships, and other transactions that reference LIBOR as a benchmark rate are modified. Further, in January 2021, the FASB issued Update No. 2021-01, Reference Rate Reform (Topic 848), which clarifies the scope of Topic 848 so that derivatives affected by the discounting transition are explicitly eligible for certain optional expedients and exceptions in Topic 848. These amendments are effective upon issuance and expire on December 31, 2022. The Company is currently assessing the impact of the LIBOR transition on the Company's condensed consolidated financial statements.

In July 2021, the FASB issued Update No. 2021-05, Leases (Topic 842)—Lessors – Certain Leases with Variable Lease Payments ("ASU 2021-05"). ASU 2021-05 requires a lessor to classify a lease with variable lease payments that do not depend on an index or rate as an operating lease if specified criteria are met. This guidance will be effective on January 1, 2022, either retrospectively to leases that commenced or were modified on or after our adoption of ASU 2016-02 on January 1, 2019, or on a prospective basis, with early adoption permitted. The Company is currently assessing the impact of the new guidance on the Company's condensed consolidated financial statements.

The Company does not believe there are any other recently issued and effective or not yet effective pronouncements that would have or are expected to have any significant effect on the Company’s financial position, cash flows or results of operations.

Note 2—Net Loss Per Share

The following table presents the basic and diluted net loss per share:

	
	
	Three Months Ended
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020
	

	
	
	
	
	
	(in thousands, except per share data)
	
	
	

	Basic and Diluted Income (Loss) Per Share:
	
	
	
	
	
	
	
	
	
	
	
	

	Net loss
	$
	(24,319)
	
	$
	(10,515)
	
	$
	(388)
	
	$
	(59,318)
	

	Weighted-average common shares outstanding
	
	131,501
	
	
	110,416
	
	
	124,325
	
	
	91,371
	

	Weighted-average common shares outstanding used to compute net loss per
	
	131,501
	
	
	110,416
	
	
	124,325
	
	
	91,371
	

	share
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Basic and diluted net loss per share
	$
	(0.18)
	
	$
	(0.10)
	
	$
	—
	$
	(0.65)
	

	
	
	
	
	
	
	
	
	
	
	
	
	



The following weighted-average shares have been excluded from the calculation of diluted net loss per share attributable to common stockholders for each period presented because they are anti-dilutive:

	
	Three Months Ended
	Nine Months Ended

	
	September 30, 2021
	September 30, 2020
	
	September 30, 2021
	September 30, 2020

	
	(in thousands)
	
	(in thousands)

	Options to purchase common stock
	4,116
	
	1,920
	
	4,712
	
	1,720

	Unvested restricted stock units
	4,253
	
	3,768
	
	5,876
	
	3,851

	Unvested performance stock units
	195
	
	14
	
	196
	
	6

	ESPP
	11
	
	30
	
	49
	
	40

	Convertible Senior Notes
	6,262
	
	—
	4,499
	
	—

	Total shares excluded from net loss per share
	14,837
	
	5,732
	
	15,332
	
	5,617
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For the three and nine months ended September 30, 2021, diluted shares used to compute diluted earnings per share included outstanding performance stock units granted during April 2020, April 2021, and August 2021 based on a current achievement level of 150%, 0%, and 0%, respectively. Refer to Note 9 —"Stock-Based Compensation" for additional information related to performance stock units.

For the three and nine months ended September 30, 2021, diluted shares used to compute diluted earnings per share excluded the shares that would be issuable assuming conversion of all of the Convertible Senior Notes (as defined in Note 14) because they are anti-dilutive. Diluted earnings per share for the Convertible Senior Notes is calculated under the if-converted method in accordance with ASC 260, Earnings Per Share. The Convertible Senior Notes have an initial conversion rate of 15.6539 shares of common stock per $1,000 principal amount of the Convertible Senior Notes, which will be subject to anti-dilution adjustments in certain circumstances. As of September 30, 2021, the number of shares that would be issuable assuming conversion of all of the Convertible Senior Notes is approximately 6,261,560. Refer to Note 14—"Convertible Senior Notes" for additional information related to accounting for Convertible Senior Notes issued and associated Capped Call Transactions.

Note 3—Revenue

For the majority of transactions on the Company's platform, the Company reports revenue on a net basis as it does not act as the principal in the purchase and sale of digital advertising inventory because it does not have control of the digital advertising inventory and does not set prices agreed upon within the auction marketplace. For certain advertising campaigns that are transacted through insertion orders, the Company reports revenue on a gross basis, based primarily on its determination that the Company acts as the primary obligor in the delivery of advertising campaigns for buyers with respect to such transactions.

For periods prior to the SpotX Acquisition, revenue reported on a gross basis was generally less than 3% of the Company's total revenue. As a result of the SpotX Acquisition, an increased percentage of the Company's revenue is reported on a gross basis. The following table presents our revenue recognized on a net basis and on a gross basis for the three and nine months ended September 30, 2021 and September 30, 2020, respectively.

	
	
	
	
	Three Months Ended
	
	
	
	
	
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020

	
	
	
	
	
	
	
	
	
	(in thousands, except percentages)
	
	
	
	
	
	

	Revenue:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net basis
	$
	105,866
	
	80 %
	
	$
	59,913
	
	98 %
	
	$
	258,236
	
	
	84 %
	
	$
	138,063
	
	99 %

	Gross basis
	
	26,005
	
	20
	
	
	1,069
	
	2
	
	
	48,891
	
	
	16
	
	
	1,562
	
	1

	Total
	$
	131,871
	
	100 %
	
	$
	60,982
	
	100 %
	
	$
	307,127
	
	
	100 %
	
	$
	139,625
	
	100 %

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The following table presents our revenue by channel for the three and nine months ended September 30, 2021 and 2020:

	
	
	
	
	Three Months Ended
	
	
	
	
	
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020

	
	
	
	
	
	
	
	
	
	(in thousands, except percentages)
	
	
	
	
	
	

	Channel:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CTV
	$
	57,885
	
	44 %
	
	$
	11,059
	
	18 %
	
	$
	115,040
	
	
	38 %
	
	$
	18,978
	
	14 %

	Desktop
	
	30,573
	
	23
	
	
	20,901
	
	34
	
	
	80,166
	
	
	26
	
	
	51,468
	
	37

	Mobile
	
	43,413
	
	33
	
	
	29,022
	
	48
	
	
	111,921
	
	
	36
	
	
	69,179
	
	49

	Total
	$
	131,871
	
	100 %
	
	$
	60,982
	
	100 %
	
	$
	307,127
	
	
	100 %
	
	$
	139,625
	
	100 %

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The following table presents the Company's revenue disaggregated by geographic location, based on the location of the Company's sellers:

Three Months Ended	Nine Months Ended
[image: ]


September 30, 2021	September 30, 2020
[image: ]

(in thousands)



September 30, 2021	September 30, 2020
[image: ]

(in thousands)


	United States
	$
	104,633
	
	$
	45,048
	
	$
	237,844
	
	$
	101,168

	International
	
	27,238
	
	
	15,934
	
	
	69,283
	
	
	38,457

	Total
	$
	131,871
	
	$
	60,982
	
	$
	307,127
	
	$
	139,625
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Payment terms are specified in agreements between the Company and the buyers and sellers on its platform. The Company generally bills buyers at the end of each month for the full purchase price of impressions filled in that month. The Company recognizes volume discounts as a reduction of revenue as they are incurred. Specific payment terms may vary by agreement, but are generally seventy-five days or less. The Company's accounts receivable are recorded at the amount of gross billings to buyers, net of allowances for the amounts the Company is responsible to collect. The Company's accounts payable related to amounts due to sellers are recorded at the net amount payable to sellers (see Note 5). Accordingly, both accounts receivable and accounts payable appear large in relation to revenue reported on a net basis.

Accounts receivable are recorded at the invoiced amount, are unsecured, and do not bear interest. The allowance for doubtful accounts is reviewed quarterly, requires judgment, and is based on the best estimate of the amount of probable credit losses in existing accounts receivable. The Company reviews the status of the then-outstanding accounts receivable on a customer-by-customer basis, taking into consideration the aging schedule of receivables, its historical collection experience, current information regarding the client, subsequent collection history, and other relevant data, in establishing the allowance for doubtful accounts. Accounts receivable is presented net of an allowance for doubtful accounts of $4.0 million at September 30, 2021, and $2.4 million at December 31, 2020. Accounts receivable are written off against the allowance for doubtful accounts when the Company determines amounts are no longer collectible.

The Company reviews the associated payable to sellers for recovery of buyer receivable allowance and write-offs; in some cases, the Company can reduce the payable to sellers. The reduction of seller payables related to recovery of uncollected buyer receivables is netted against allowance expense. The contra seller payables related to recoveries were $2.2 million and $1.5 million as of September 30, 2021 and December 31, 2020, respectively.

The following is a summary of activity in the allowance for doubtful accounts for the three and nine months ended September 30, 2021 and 2020:

	
	
	Three Months Ended
	
	
	Nine Months Ended
	

	
	September 30, 2021
	September 30, 2020 September 30, 2021
	September 30, 2020

	
	
	(in thousands)
	
	
	(in thousands)
	

	Allowance for doubtful accounts, Beginning Balance
	$
	3,279
	
	$
	4,672
	$
	2,360
	
	$
	3,400

	Allowance for doubtful accounts, merger and acquisition-assumed
	
	425
	
	
	—
	
	835
	
	
	1,033

	Write-offs
	
	(14)
	
	
	(1)
	
	(35)
	
	
	(1,897)

	Increase (decrease) in provision for expected credit losses
	
	342
	
	
	(274)
	
	852
	
	
	1,854

	Recoveries of previous write-offs
	
	—
	
	83
	
	20
	
	
	90

	Allowance for doubtful accounts, September 30
	$
	4,032
	
	$
	4,480
	$
	4,032
	
	$
	4,480

	
	
	
	
	
	
	
	
	
	
	



During the three and nine months ended September 30, 2021, the provision for expected credit losses associated with accounts receivable increased by $0.3 million and $0.9 million was offset by decreases of contra seller payables related to recoveries of uncollected buyer receivables of an immaterial amount and $0.6 million, which resulted in $0.4 million and $0.2 million, respectively, of bad debt recoveries. During the three and nine months ended September 30, 2020, the provision for expected credit losses associated with accounts receivable of $(0.3) million and $1.9 million was offset by increases of contra seller payables related to recoveries of uncollected buyer receivables of $(0.3) million and $1.8 million, respectively, which resulted in an immaterial amount of bad debt expense during the period.

Note 4—Fair Value Measurements

Recurring Fair Value Measurements

Fair value represents the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. Valuation techniques used to measure fair value must maximize the use of observable inputs and minimize the use of unobservable inputs. Observable inputs are based on market data obtained from independent sources. The fair value hierarchy is based on the following three levels of inputs, of which the first two are considered observable and the last one is considered unobservable:

· Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has the ability to access at the measurement date.

· Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly.

· Level 3 – Unobservable inputs.
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The table below sets forth a summary of financial instruments that are measured at fair value on a recurring basis at September 30, 2021:

	
	
	
	Quoted Prices in
	Significant Other
	
	Significan
	

	
	
	
	Active Markets for
	
	
	
	
	

	
	
	Total
	Identical Assets
	
	Observable Inputs
	
	Unobservable Input
	

	
	
	
	(Level 1)
	
	(Level 2)
	
	(Level 3)
	

	
	
	
	
	
	(in thousands)
	
	
	

	Cash equivalents
	$
	7,869
	$
	7,869
	$
	—
	$
	

	
	
	
	
	
	
	
	
	



The table below sets forth a summary of financial instruments that are measured at fair value on a recurring basis at December 31, 2020:

	
	
	
	Quoted Prices in
	Significant Other
	
	Significan
	

	
	
	
	Active Markets for
	
	
	
	
	

	
	
	Total
	Identical Assets
	
	Observable Inputs
	
	Unobservable Input
	

	
	
	
	(Level 1)
	
	(Level 2)
	
	(Level 3)
	

	
	
	
	
	
	(in thousands)
	
	
	

	Cash equivalents
	$
	7,868
	$
	7,868
	$
	—
	$
	



At September 30, 2021 and December 31, 2020, cash equivalents of $7.9 million and $7.9 million, respectively, consisted of money market funds and commercial paper, with original maturities of three months or less. The carrying amounts of cash equivalents are classified as Level 1 or Level 2 depending on whether or not their fair values are based on quoted market prices for identical securities that are traded in an active market.

At September 30, 2021, the Company had Convertible Senior Notes (as defined in Note 14) included in its balance sheet. The estimated fair value of the Company's Convertible Senior Notes was $341.0 million as of September 30, 2021. The estimated fair value of Convertible Senior Notes is based on market rates and the closing trading price of the Convertible Senior Notes as of September 30, 2021 and is classified as Level 2 in the fair value hierarchy.

There were no transfers between Level 1 and Level 2 fair value measurements during the nine months ended September 30, 2021 and the year ended December 31, 2020.

Note 5—Other Balance Sheet Amounts

Accounts payable and accrued expenses included the following:

	
	
	September 30, 2021
	
	December 31, 2020

	
	
	(in thousands)

	Accounts payable—seller
	$
	791,227
	
	$
	492,605

	Accounts payable—trade
	
	15,321
	
	
	4,268

	Accrued employee-related payables
	
	20,544
	
	
	12,442

	Accrued holdback - indemnification claims
	
	1,409
	
	
	—

	Total
	$
	828,501
	
	$
	509,315

	
	
	
	
	
	




Restricted cash was $0.3 million and $0.1 million at September 30, 2021 and December 31, 2020, respectively, which was included within other assets, non-current.

Note 6—Goodwill, Intangible Assets, and Capitalized Costs Incurred in Cloud Computing Arrangements

The Company's goodwill balance as of September 30, 2021 and December 31, 2020 was $972.7 million and $158.1 million, respectively. The increase during the nine months ended September 30, 2021 was a result of the SpotX and SpringServe Acquisitions (see Note 7).

The Company’s intangible assets as of September 30, 2021 and December 31, 2020 included the following:
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	September 30, 2021
	
	December 31, 2020

	
	
	(in thousands)

	Amortizable intangible assets:
	
	
	
	
	

	Developed technology
	$
	373,558
	
	$
	77,658

	Customer relationships
	
	173,950
	
	
	37,950

	In-process research and development
	
	14,630
	
	
	8,030

	Backlog
	
	11,100
	
	
	—

	Non-compete agreements
	
	2,070
	
	
	70

	Trademarks
	
	1,400
	
	
	—

	Total identifiable intangible assets, gross
	
	576,708
	
	
	123,708

	Accumulated amortization—intangible assets:
	
	
	
	
	

	Developed technology
	
	(57,282)
	
	
	(21,905)

	Customer relationships
	
	(47,359)
	
	
	(11,877)

	In-process research and development
	
	(449)
	
	
	—

	Backlog
	
	(6,938)
	
	
	—

	Non-compete agreements
	
	(756)
	
	
	(42)

	Trademarks
	
	(353)
	
	
	—

	Total accumulated amortization—intangible assets
	
	(113,137)
	
	
	(33,824)

	Total identifiable intangible assets, net
	$
	463,571
	
	$
	89,884

	
	
	
	
	
	



Amortization of intangible assets for the three months ended September 30, 2021 and 2020 was $42.2 million and $7.8 million, respectively, and $79.3 million and $16.9 million for the nine months ended September 30, 2021 and 2020, respectively.

The estimated remaining amortization expense associated with the Company's intangible assets was as follows as of September 30, 2021:

	Fiscal Year
	
	Amount

	
	
	(in thousands)

	Remaining 2021
	$
	42,527

	2022
	
	147,361

	2023
	
	101,996

	2024
	
	84,218

	2025
	
	66,668

	Thereafter
	
	20,801

	Total
	$
	463,571

	
	
	



During the three and nine months ended September 30, 2021, the Company capitalized $0.1 million and $0.7 million, respectively, related to cloud computing arrangements. These costs are related to arrangements for infrastructure as a service, platform as a service, and software as a service. Capitalized costs associated with these arrangements as of September 30, 2021 and December 31, 2020 are included within prepaid expenses and other current assets and other assets, non-current within the condensed consolidated balance sheet in the amounts of $0.5 million and $0.7 million, and $0.2 million and $0.7 million, respectively. The amortization of these agreements was $0.1 million and $0.3 million for the three and nine months ended September 30, 2021, respectively.

Note 7—Business Combinations

2020 Merger—Telaria

On April 1, 2020, the Company completed the Telaria Merger. Management's purchase price allocation was finalized as of March 31, 2021, resulting in no changes from the purchase price allocation as of December 31, 2020.

Unaudited Pro Forma Information

The following table provides unaudited pro forma information as if Telaria had been merged with the Company as of January 1, 2019. The unaudited pro forma information reflects adjustments for additional amortization resulting from the fair value
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adjustments to assets acquired and liabilities assumed, adjustments for alignment of accounting policies, and transaction expenses as if the Telaria Merger occurred on January 1, 2019. The pro forma results do not include any anticipated cost synergies or other effects of the integration for the merged companies. Accordingly, pro forma amounts are not necessarily indicative of the results that actually would have occurred had the acquisition been completed on the dates indicated, nor is it indicative of the future operating results of the combined company.

	
	
	Nine Months Ended

	
	
	September 30, 2020

	
	
	(in thousands)

	Pro Forma Revenue
	$
	154,663

	Pro Forma Net Loss
	$
	(69,706)



2021 Acquisition—SpotX

On April 30, 2021, the Company completed the SpotX Acquisition, pursuant to a Stock Purchase Agreement, dated as of February 4, 2021 (the "Purchase Agreement"), by and between the Company and RTL US Holdings, Inc. ("RTL"). The initial purchase price for the SpotX Acquisition was $560 million in cash ("Cash Consideration") and 14,000,000 shares of the Company's common stock. Per the terms of the Purchase Agreement, at the completion of the Company’s offering of its Convertible Senior Notes, RTL elected to increase the Cash Consideration by an amount equal to 20% of the gross proceeds of the Convertible Senior Notes (which amount was equal to $80 million) and to reduce the number of shares of common stock it would otherwise receive by a number of shares of common stock equal to 20% of the gross proceeds of the proposed offering of notes ($80 million) divided by the closing price of a share of our common stock on the trading day immediately prior to the date of pricing of the proposed offering of notes ($49.21). As a result of this election, the adjusted purchase price was $1.1 billion, prior to customary working capital adjustments and other adjustments, consisting of $640 million in cash plus 12,374,315 shares of common stock (based on the fair value of the Company's common stock on April 30, 2021). The Cash Consideration is subject to customary working capital and other adjustments. The working capital was approximately $65.2 million, including cash balances acquired and other working capital adjustments, resulting in a total purchase price of $1.2 billion. The Company financed the Cash Consideration through borrowings under the Term Loan B Facility (Note 15) and the Convertible Senior Notes (Note 14).

In accordance with ASC 805, the Company recorded the acquisition based on the fair value of the consideration transferred and then allocated the purchase price to the identifiable assets acquired and liabilities assumed based on their respective fair values as of the acquisition date. The excess of the value of consideration transferred over the aggregate fair value of those net assets was recorded as goodwill. Any identified definite lived intangible assets will be amortized over their estimated useful lives and any identified intangible assets with indefinite useful lives and goodwill will not be amortized but will be tested for impairment at least annually. All intangible assets and goodwill will be tested for impairment when certain indicators are present. Determining the fair value of assets acquired and liabilities assumed requires management to use significant judgment and estimates including the selection of valuation methodologies, estimates of future revenues and cash flows, discount rates, and selection of comparable companies.

Management's purchase price allocation is preliminary and subject to change pending finalization of the valuation, including finalization of tax attributes and tax related liabilities. Under the acquisition method of accounting for business combinations, if the Company identifies changes to acquired deferred tax asset ("DTA") valuation allowances or liabilities related to uncertain tax positions during the measurement period, and they are related to new information obtained about facts and circumstances that existed as of the acquisition date, those changes are considered a measurement-period adjustment, and the Company will record the offset to goodwill. The Company records all other changes to DTA valuation allowances and liabilities related to uncertain tax positions in current- period income tax expense.

For purposes of measuring the estimated fair value, where applicable, of the assets acquired and the liabilities assumed as reflected in the unaudited condensed combined financial information, the Company has applied the guidance in ASC 820, Fair Value Measurement, which establishes a framework for measuring fair value. In accordance with ASC 820, fair value is an exit price and is defined as "the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date." Under ASC 805, acquisition-related transaction costs and acquisition-related restructuring charges are not included as components of consideration transferred but are accounted for as expenses in the period in which the costs are incurred.

The following table summarizes the total purchase consideration (in thousands):
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	Cash Consideration
	$
	640,000

	Stock Consideration (Fair Value of Shares of Magnite common stock)
	
	495,591

	Working capital adjustment
	
	65,152

	Total purchase consideration
	$
	1,200,743

	
	
	
	



The purchase consideration for the SpotX Acquisition included 12,374,315 shares of the Company's common stock with a fair value of approximately $495.6 million, based on the close price of the Company's common stock at closing on April 30, 2021, which was $40.05 per share, and working capital adjustment of $65.2 million, mainly consisting of cash balances acquired on the date of the SpotX Acquisition and other opening balance sheet adjustments.

The fair value of the purchase price was allocated to the identifiable assets acquired and liabilities assumed based upon their estimated fair values as of the date of the SpotX Acquisition as set forth below:

	Cash
	$
	81,967

	Restricted cash
	
	199

	Accounts receivable
	
	199,649

	Prepaid and other assets, current
	
	12,308

	Fixed assets
	
	5,093

	Intangible assets
	
	429,600

	Right-of-use lease asset
	
	11,785

	Goodwill
	
	790,466

	Total assets to be acquired
	
	1,531,067

	Accounts payable and accrued expenses
	
	205,913

	Other current liabilities
	
	7,169

	Lease liabilities
	
	12,625

	Deferred tax liability, net
	
	104,617

	Total liabilities to be assumed
	
	330,324

	Total purchase price
	$
	1,200,743

	
	
	



The Company believes the amount of goodwill resulting from the purchase price allocation is primarily attributable to expected synergies from the assembled workforce, an increase in development capabilities, increased offerings to customers, and enhanced opportunities for growth and innovation. Goodwill will not be amortized but instead will be tested for impairment at least annually or more frequently if certain indicators of impairment are present. In the event that goodwill has become impaired, the Company will record an expense for the amount impaired during the quarter in which the determination is made. The acquired intangibles and goodwill resulting from the SpotX Acquisition are not amortizable for tax purposes.

The following table summarizes the components of the intangible assets and estimated useful lives as of the date of the SpotX Acquisition (dollars in thousands):

	
	
	
	Estimated Useful Life

	Technology
	$
	280,400
	5 years

	Customer relationships
	
	130,300
	2 to 4 years

	Backlog
	
	11,100
	<1 year

	In-process research and development
	
	5,800
	3 years*

	Non-compete agreements
	
	1,500
	1 year

	Trademarks
	
	500
	<1 year

	Total intangible assets acquired
	$
	429,600
	



· In-process research and development consists of six projects with a weighted-average useful life of 3.0 years. Amortization begins once associated projects are completed and it is determined the projects have alternative future use.
[image: ]

The fair value of the acquired technology and in-process research and development was valued using the Excess Earnings Method. This methodology included allocating future revenue projections to the existing technologies and applying decay rates and appropriate discount rates that reflect the respective intangible asset's relative risk profile when compared to other intangible assets as well as the discount rate for the overall business.


17
[image: ]

Table of Contents


The Company used the Loss‐of‐Revenue and Income Method in its valuation of the existing customer relationships and non-compete agreements. To the extent that future cash flows of the business would be negatively affected in the absence of these relationships and non-compete agreements, they would be deemed to have economic value. This method attempts to quantify the scenario whereby the owner loses the right to the intangible asset and the resulting losses of revenue and income. Under this analysis, the value of the cash flows with the intangible asset is compared to the value of the cash flows without the intangible asset and the difference represents the value of the intangible asset. This methodology included applying a discount rate and the expected timing it would take to further enhance customer relationships.

The fair value of the backlog was based on the Excess Earnings Method, taking into consideration the existing contracts as of the date of the SpotX Acquisition and the respective cost to complete the servicing of the existing agreements. The resulting stream of after tax earnings were discounted to present value by applying an appropriate discount rate for the asset. The discount rate was selected based on the intangible asset’s relative risk profile when compared to the other intangible assets as well as the discount rate for the overall business.

The fair value of the trademarks was based on the Income Approach, specifically the Relief‐from‐Royalty Method. Under this method, data is obtained regarding actual royalty payments made for similar intangible assets. After the appropriate royalty rate is determined, the reasonable royalty savings is then discounted to its present value over the remaining technological, economic, or legal life of the intangible asset.

Intangible assets are generally amortized on a straight-line basis, which approximates the pattern in which the economic benefits are consumed, over their estimated useful lives. Amortization of developed technology is included in cost of revenues and the amortization of customer relationships, backlog, non-compete agreements, and trademarks is included in sales and marketing expenses in the condensed consolidated statement of operations. Once the projects associated with acquired in-process research and development are completed, amortization will be included in cost of revenues in the condensed consolidated statement of operations. The intangible assets generated in the SpotX Acquisition are not tax deductible.

In connection with the SpotX Acquisition, the Company recorded deferred tax liabilities related to definite-lived intangible assets that were acquired of $113.0 million. As a result of this deferred tax liability balance, the Company reduced its deferred tax asset valuation allowance by $56.2 million. Such reduction was recognized as an income tax benefit in the condensed consolidated statement of operations for the nine months ended September 30, 2021. The deferred tax liability was calculated based on an estimated combined tax rate of 26.3%.

The Company recognized approximately $0.8 million and $27.9 million of acquisition related costs included in the "Merger, acquisition, and restructuring costs" in the Company's condensed consolidated statement of operations during the three and nine months ended September 30, 2021 related to the SpotX Acquisition.
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2021 Acquisition—SpringServe

On July 1, 2021, the Company completed the acquisition of ServeMotion, Inc., a Delaware corporation (including its wholly owned subsidiary, SpringServe, LLC, "SpringServe"), through the Company's wholly-owned subsidiary, SpotX, pursuant to a definitive agreement entered into on July 1, 2021. As a result of the SpringServe Acquisition, SpringServe has become a wholly-owned subsidiary of SpotX, and a wholly-owned indirect subsidiary of the Company.

	The following table summarizes the total estimated purchase consideration (in thousands):
	
	

	Cash Consideration
	$
	31,136

	SpotX initial cash investment in SpringServe
	
	2,075

	Fair value appreciation of SpotX purchase right
	
	7,450

	Indemnification claims - holdback
	
	1,409

	Total purchase consideration
	$
	42,070

	
	
	



In 2020, SpotX made a minority investment of $2.1 million in SpringServe in conjunction with a strategic partnership agreement between the two companies, which included an option agreement to purchase SpringServe. At the time of Magnite's acquisition of SpotX, the fair value of SpotX's minority investment and purchase right were valued at a combined $7.5 million for a total minority investment and purchase right of $9.5 million . In connection with the SpringServe Acquisition, approximately $1.4 million of the purchase price was held back to cover possible indemnification claims, which is expected to be paid in cash one year after the acquisition.

In accordance with ASC 805, the Company recorded the acquisition based on the fair value of the consideration transferred and then allocated the purchase price to the identifiable assets acquired and liabilities assumed based on their respective fair values as of the acquisition date. The excess of the value of consideration transferred over the aggregate fair value of those net assets was recorded as goodwill. Any identified definite lived intangible assets will be amortized over their estimated useful lives and any identified intangible assets with indefinite useful lives and goodwill will not be amortized but will be tested for impairment at least annually. All intangible assets and goodwill will be tested for impairment when certain indicators are present. Determining the fair value of assets acquired and liabilities assumed requires management to use significant judgment and estimates including the selection of valuation methodologies, estimates of future revenues and cash flows, discount rates, and selection of comparable companies.

Management's purchase price allocation is preliminary and subject to change pending finalization of the valuation, including finalization of tax attributes and tax related liabilities. Under the acquisition method of accounting for business combinations, if the Company identifies changes to acquired DTA valuation allowances or liabilities related to uncertain tax positions during the measurement period, and they are related to new information obtained about facts and circumstances that existed as of the acquisition date, those changes are considered a measurement-period adjustment, and the Company will record the offset to goodwill. The Company records all other changes to DTA valuation allowances and liabilities related to uncertain tax positions in current- period income tax expense.

For purposes of measuring the estimated fair value, where applicable, of the assets acquired and the liabilities assumed as reflected in the unaudited condensed combined financial information, the Company has applied the guidance in ASC 820, Fair Value Measurement, which establishes a framework for measuring fair value. In accordance with ASC 820, fair value is an exit price and is defined as "the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date." Under ASC 805, acquisition-related transaction costs and acquisition-related restructuring charges are not included as components of consideration transferred but are accounted for as expenses in the period in which the costs are incurred.

The fair value of the purchase price was allocated to the identifiable assets acquired and liabilities assumed based upon their estimated fair values as of the date of the SpringServe Acquisition as set forth below:
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	Cash
	$
	1,062

	Accounts receivable
	
	3,234

	Prepaid and other assets, current
	
	157

	Fixed assets
	
	25

	Intangible assets
	
	23,400

	Right-of-use lease asset
	
	1,879

	Goodwill
	
	24,156

	Total assets to be acquired
	
	53,913

	Accounts payable and accrued expenses
	
	2,475

	Other current liabilities
	
	35

	Lease liabilities
	
	3,179

	Deferred tax liability, net
	
	6,154

	Total liabilities to be assumed
	
	11,843

	Total preliminary purchase price
	$
	42,070

	
	
	
	



The Company believes the amount of goodwill resulting from the purchase price allocation is primarily attributable to expected synergies from the assembled workforce, an increase in development capabilities, increased offerings to customers, and enhanced opportunities for growth and innovation. Goodwill will not be amortized but instead will be tested for impairment at least annually or more frequently if certain indicators of impairment are present. In the event that goodwill has become impaired, the Company will record an expense for the amount impaired during the quarter in which the determination is made.

The following table summarizes the components of the intangible assets and estimated useful lives as of the date of the SpringServe Acquisition (dollars in thousands):

	
	
	
	Estimated Useful Life

	Technology
	$
	15,500
	5 years

	Customer relationships
	
	5,700
	2 years

	Trademarks and Trade Names
	
	900
	3 years

	In-process research and development
	
	800
	3 years*

	Non-compete agreements
	
	500
	2 years

	Total intangible assets acquired
	$
	23,400
	


[image: ]

· In-process research and development consists of two projects with a weighted-average useful life of 3 years. Amortization begins once associated projects are completed and it is determined the projects have alternative future use.
[image: ]

Intangible assets are generally amortized on a straight-line basis, which approximates the pattern in which the economic benefits are consumed, over their estimated useful lives. Amortization of developed technology is included in cost of revenues and the amortization of customer relationships, non-compete agreements, and trademarks is included in sales and marketing expenses in the condensed consolidated statement of operations. Once the projects associated with acquired in-process research and development are completed, amortization will be included in cost of revenues in the condensed consolidated statement of operations. The acquired intangibles and goodwill resulting from the SpringServe Acquisition are not tax deductible.

In connection with the SpringServe Acquisition, the Company recorded deferred tax liabilities related to definite-lived intangible assets that were acquired of $6.2 million. As a result of this and the SpotX deferred tax liability balance, the Company recognized an income tax benefit in the condensed consolidated statement of operations for the nine months ended September 30, 2021. The deferred tax liability was calculated based on an estimated combined tax rate of 26.3%.

SpringServe Acquisition related costs included in the "Merger, acquisition, and restructuring costs" in the Company's condensed consolidated statement of operations during the three and nine months ended September 30, 2021 were immaterial.

Unaudited Pro Forma Information

The following table provides unaudited pro forma information as if the SpotX and SpringServe Acquisitions had been acquired by the Company as of January 1, 2020. The unaudited pro forma information reflects adjustments for additional amortization resulting from the fair value adjustments to assets acquired and liabilities assumed, adjustments for alignment of accounting policies, and transaction expenses as if the SpotX and SpringServe Acquisitions occurred on January 1, 2020. The pro forma results do not include any anticipated cost synergies or other effects of the combined companies. Accordingly, pro forma


20
[image: ]

Table of Contents


amounts are not necessarily indicative of the results that actually would have occurred had the SpotX and SpringServe Acquisitions been completed on the dates indicated, nor is it indicative of the future operating results of the combined company.

	
	
	
	Three Months Ended
	
	Nine Months Ended

	
	
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020

	
	
	
	
	
	
	(in thousands)
	
	

	Pro Forma Revenue
	$
	104,249
	
	$
	379,180
	$
	243,781

	Pro Forma Net Income (Loss)
	$
	(29,651)
	
	$
	(88,187)
	$
	(157,803)



During the three and nine months ended September 30, 2021, due to the process of integrating the operations of SpotX into the operations of the Company, the determination of SpotX's post-acquisition revenue and operating results on a standalone basis was impracticable. The SpringServe post-acquisition revenue and operating results on a standalone basis were immaterial.


Note 8—Merger, Acquisition, and Restructuring Costs

Merger, acquisition, and restructuring costs consist primarily of professional services fees and employee termination costs, including stock-based compensation charges, associated with the Telaria Merger, the SpotX Acquisition, and restructuring activities.

The following table summarizes merger, acquisition, and restructuring cost activity (in thousands):

	
	
	Three Months Ended
	
	
	
	Nine Months Ended
	
	

	
	
	September 30, 2021
	September 30, 2020
	
	September 30, 2021
	September 30, 2020
	

	
	
	
	
	
	(in thousands)
	
	
	
	
	

	Professional services (investment banking advisory, legal and other
	$
	1,064
	
	$
	952
	
	$
	28,032
	
	$
	9,533
	

	professional services)
	
	
	
	
	
	
	
	
	
	
	
	

	Personnel related (severance and one-time termination benefit costs)
	
	1,312
	
	
	948
	
	
	6,176
	
	
	5,590
	

	Non-cash stock-based compensation (double-trigger acceleration and
	
	48
	
	
	354
	
	
	1,070
	
	
	1,554
	

	severance)
	
	
	
	
	
	
	
	
	
	
	
	

	Loss contracts (lease related)
	
	—
	
	—
	
	2,500
	
	
	—
	

	Total merger, acquisition, and restructuring costs
	$
	2,424
	
	$
	2,254
	
	$
	37,778
	
	$
	16,677
	

	
	
	
	
	
	
	
	
	
	
	
	
	



Accrued merger, acquisition, and restructuring costs were $4.1 million and $2.9 million at September 30, 2021 and December 31, 2020, respectively, and were primarily related to the SpotX Acquisition, the SpringServe Acquisition, and the Telaria Merger. Accrued restructuring costs associated with personnel costs are included within accounts payable and accrued expenses and accruals related to the assumed loss contracts are included within other current liabilities and other liabilities, non-current on the Company's condensed consolidated balance sheet.


Accrued merger, acquisition, and restructuring costs at December 31, 2020
[image: ][image: ]

Restructuring costs, personnel related and non-cash stock-based compensation

Restructuring activity, merger and acquisition loss contracts
[image: ]

Cash paid for restructuring costs

Non-cash loss contracts (lease related)
[image: ]

Non-cash stock-based compensation

Accrued merger, acquisition, and restructuring costs at September 30, 2021


Note 9—Stock-Based Compensation




	
	(in thousands)

	$
	2,935

	
	7,246

	
	2,500

	
	(5,035)

	
	(2,500)

	
	(1,070)

	$
	4,076

	
	




The Company’s equity incentive plans provide for the grant of equity awards, including non-statutory or incentive stock options, restricted stock awards ("RSAs"), and restricted stock units ("RSUs"), to the Company's employees, officers, directors, and consultants. The Company's board of directors administers the plans. Options outstanding vest based upon continued service at
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varying rates, but generally over four years from issuance with 25% vesting after one year of service and the remainder vesting monthly thereafter. RSAs and RSUs vest at varying rates, typically approximately 25% vesting after approximately one year of service and the remainder vesting annually, semi-annually, or quarterly thereafter. The restricted stock units granted in 2021 included 0.3 million that vest 50% on each of the first and second anniversaries of the grant date. Options, RSAs, and RSUs granted under the plans accelerate under certain circumstances for certain participants upon a change in control, as defined in the governing plan or award agreement, and termination of employment. An aggregate of 12,968,404 shares remained available for future grants at September 30, 2021 under the plans.

Stock Options

A summary of stock option activity for the nine months ended September 30, 2021 is as follows:

	
	Shares Under Option
	
	
	Weighted-
	Weighted- Average
	
	Aggregate
	

	
	
	
	Average Exercise Price
	Contractual Life
	
	Intrinsic Value
	

	
	(in thousands)
	
	
	
	
	
	
	
	(in thousands)
	

	Outstanding at December 31, 2020
	6,695
	$
	5.61
	
	
	
	
	
	

	Granted
	302
	$
	38.99
	
	
	
	
	
	

	Exercised
	(1,393)
	$
	6.28
	
	
	
	
	
	

	Forfeited
	(306)
	$
	8.87
	
	
	
	
	
	

	Outstanding at September 30, 2021
	5,298
	$
	7.15
	
	5.79 years
	$
	113,430
	

	Exercisable at September 30, 2021
	
	$
	5.51
	
	4.82 years
	$
	84,758
	

	
	3,768
	
	
	
	
	
	
	



The total intrinsic value of options exercised during the nine months ended September 30, 2021 was $43.4 million. At September 30, 2021, the Company had unrecognized employee stock-based compensation expense relating to nonvested stock options of approximately $9.6 million, which is expected to be recognized over a weighted-average period of 2.2 years. Total fair value of options vested during the nine months ended September 30, 2021 was $3.3 million.

The Company estimates the fair value of stock options that contain service and/or performance conditions using the Black-Scholes option pricing model. The grant date fair value of options granted during the nine months ended September 30, 2021 was $24.57 per share. The weighted-average input assumptions used by the Company were as follows:

	
	Three Months Ended
	Nine Months Ended

	
	September 30, 2021
	September 30, 2020
	
	September 30, 2021
	September 30, 2020

	Expected term (in years)
	5.0
	
	6.3
	
	5.0
	
	6.3

	Risk-free interest rate
	0.90 %
	
	0.33 %
	
	0.88 %
	
	0.45 %

	Expected volatility
	79 %
	
	68 %
	
	79 %
	
	67 %

	Dividend yield
	— %
	— %
	— %
	— %




Restricted Stock Units

A summary of restricted stock unit activity for the nine months ended September 30, 2021 is as follows:

	
	Number of
	
	Weighted-Average
	

	
	Shares
	
	Date Fair Value
	

	
	(in thousands)
	
	
	

	Restricted stock units outstanding at December 31, 2020
	9,286
	
	$
	

	Granted
	2,816
	
	$
	

	Canceled
	(779)
	
	$
	

	Vested and released
	(3,873)
	
	$
	

	Restricted stock units outstanding at September 30, 2021
	7,450
	
	$
	

	Restricted stock units outstanding and unvested*
	
	*
	$
	

	
	7,413
	
	
	


[image: ]

*At September 30, 2021, outstanding restricted stock units included 37,318 units that were vested but deferred.
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The weighted-average grant date fair value per share of restricted stock units granted during the nine months ended September 30, 2021 was $38.54. The aggregate fair value of restricted stock units that vested during the nine months ended September 30, 2021 was $126.1 million. At September 30, 2021, the intrinsic value of nonvested restricted stock units was $208.6 million. At September 30, 2021, the Company had unrecognized stock-based compensation expense relating to unvested restricted stock units of approximately $112.0 million, which is expected to be recognized over a weighted-average period of 2.5 years.

Performance Stock Units

In April 2020 and April 2021, the Company granted the Company's CEO 146,341 and 26,291 restricted stock units that vest based on certain stock price performance metrics with a fair value of $0.9 million and $1.4 million, respectively. The grant date fair value per share of restricted stock was $6.15 and $52.49, respectively, which was estimated using a Monte-Carlo lattice model. At September 30, 2021, the Company had unrecognized employee stock-based compensation expense for the April 2020 and April 2021 grants of approximately $0.5 million and $1.2 million, which is expected to be recognized over the remaining 1.5 years and 2.5 years, respectively. Between 0% and 150% of the performance stock units will vest on the third anniversary of its grant date.

In August 2021, the Company granted the Company's CEO 379,635 restricted stock units, which are subject to both time-based and performance-based vesting conditions. The performance stock units consist of three equal tranches (each, a "Performance Tranche"), based on achievement of a share price condition if the Company achieves share price targets of $60.00, $80.00, and $100.00 over 60 consecutive trading days during a performance period commencing on August 26, 2022 and ending on August 26, 2026. To the extent any of the performance-based requirements are met, the Company's CEO must also provide continued service to the Company through at least August 26, 2024 to receive any shares of common stock underlying the grant and through August 26, 2026 to receive all of the shares of common stock underlying the performance units that have satisfied the applicable performance-based requirement.

The fair value of each of the Performance Tranches was $3.0 million, $2.8 million, and $2.6 million, respectively, and have a grant date fair value per share of restricted stock of $23.94, $21.93, and $20.30, respectively, which was estimated using a Monte-Carlo lattice model. At September 30, 2021, the Company had unrecognized employee stock-based compensation expense of approximately $2.9 million, $2.7 million, and $2.5 million, which is expected to be recognized over the remaining 2.9 years, 3.9 years, and 4.9 years, respectively. Between 0% and 100% of the performance stock units will vest on each of the tranche dates.

During the three and nine months ended September 30, 2021, the Company recognized $0.4 million and $0.7 million, respectively, of stock-based compensation related to these performance stock units based on a performance measurement of 100%. The compensation expense will not be reversed if the performance metrics are not met.

Employee Stock Purchase Plan

In November 2013, the Company adopted the Company's 2014 Employee Stock Purchase Plan ("ESPP"). The ESPP is designed to enable eligible employees to periodically purchase shares of the Company's common stock at a discount through payroll deductions of up to 10% of their eligible compensation, subject to any plan limitations. At the end of each six-month offering period, employees are able to purchase shares at a price per share equal to 85% of the lower of the fair market value of the Company's common stock on the first trading day of the offering period or on the last trading day of the offering period. Offering periods generally commence and end in May and November of each year.

As of September 30, 2021, the Company has reserved 3,068,352 shares of its common stock for issuance under the ESPP. The ESPP has an evergreen provision pursuant to which the share reserve will automatically increase on January 1st of each year in an amount equal to 1% of the total number of shares of capital stock outstanding on December 31st of the preceding calendar year, although the Company’s board of directors may provide for a lesser increase, or no increase, in any year.

Stock-Based Compensation Expense

Total stock-based compensation expense recorded in the condensed consolidated statements of operations was as follows:

Three Months Ended	Nine Months Ended
[image: ]


September 30, 2021	September 30, 2020
[image: ]

(in thousands)



September 30, 2021	September 30, 2020
[image: ]

(in thousands)


	Cost of revenue
	$
	278
	
	$
	122
	
	$
	530
	
	$
	412

	Sales and marketing
	
	4,583
	
	
	2,309
	
	
	10,426
	
	
	5,928

	Technology and development
	
	3,828
	
	
	2,061
	
	
	8,195
	
	
	5,469

	General and administrative
	
	3,087
	
	
	2,504
	
	
	8,299
	
	
	7,935

	Merger, acquisition, and restructuring costs
	
	48
	
	
	354
	
	
	1,071
	
	
	1,554

	Total stock-based compensation expense
	$
	11,824
	
	$
	7,350
	
	$
	28,521
	
	$
	21,298
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Note 10—Income Taxes

In determining quarterly provisions for income taxes, the Company uses the annual estimated effective tax rate applied to the actual year-to-date income. The Company's annual estimated effective tax rate differs from the statutory rate primarily as a result of state taxes, foreign taxes, deductible stock option expenses, nondeductible executive compensation, and changes in the Company's valuation allowance.

The Company adopted ASU 2019-12, during the three months ended March 31, 2021. There was no material impact to the quarterly income tax provision.

The Company recorded an income tax benefit of $4.7 million and expense of $0.4 million for the three months ended September 30, 2021 and 2020, respectively and an income tax benefit of $92.2 million and expense of $0.5 million for the nine months ended September 30, 2021 and 2020, respectively. The tax benefit for the three and nine months ended September 30, 2021 is primarily the result of the partial release of the domestic valuation allowance of

$56.2 million related to the SpotX Acquisition, as well as the income tax benefit of a portion of the current year projected loss. The net deferred tax liabilities recorded in connection with the SpotX and SpringServe Acquisitions provided additional sources of taxable income to support the realizability of pre-existing deferred tax assets, and, as a result, the Company released a portion of its domestic valuation allowance and recognized a current benefit for a portion of the Company's projected losses. The Company continues to maintain a partial valuation allowance for the domestic deferred tax assets.

On March 11, 2021, the U.S. President signed into law the American Rescue Plan Act of 2021 ("ARP Act")—a $1.9 trillion coronavirus disease 2019 ("COVID-19") relief package. The ARP Act had limited income tax provisions. The Company has determined that the ARP Act will not have a material impact on the Company for the year ended December 31, 2021. On March 27, 2020, the U.S. President signed into law the Coronavirus Aid, Relief, and Economic Security Act ("CARES Act"), in response to the COVID-19 pandemic. The CARES Act is meant to infuse negatively affected companies with various tax cash benefits to ease the impact of the COVID-19 pandemic. The CARES Act, among other things, includes provisions relating to refundable payroll tax credits, deferment of employer-side social security payments, and net operating loss carryback periods. The Company has determined the tax implications of the CARES Act will not be material. In addition, various foreign jurisdictions where the Company has activity have enacted or are considering enacting a variety of measures that could impact our tax liabilities. The Company is monitoring new legislation and evaluating the potential tax implications of these measures globally.

Due to uncertainty as to the realization of benefits from the Company's domestic and certain international deferred tax assets, including net operating loss carryforwards and research and development tax credits, the Company has a partial valuation allowance reserved against such assets. The Company intends to continue to maintain a partial valuation allowance on the deferred tax assets until there is sufficient evidence to support the reversal of all or some additional portion of these allowances.

Due to the net operating loss carryforwards, all of the Company's United States federal and a majority of its state returns are open to examination by the Internal Revenue Service and state jurisdictions for all years since inception. The 2017 U.S. Income Tax Return for Telaria, Inc. was under examination by the IRS, which was closed during the period ended June 30, 2021 with no change to tax as reported. For the Netherlands and the United Kingdom, all tax years remain open for examination by the local country tax authorities, for France only 2018 forward are open for examination, for Singapore 2017 and forward are open for examination, for Australia, Brazil, Canada, Germany, Italy, New Zealand, and Malaysia 2016 and forward are open for examination, and for Japan 2014 and forward remain open for examination.

Pursuant to Section 382 of the Internal Revenue Code, the Company and Telaria, Inc. both underwent ownership changes for tax purposes (i.e. a more than 50% change in stock ownership in aggregated 5% shareholders) on April 1, 2020 due to the Telaria Merger. As a result, the use of our total domestic NOL carryforwards and tax credits generated prior to the ownership change will be subject to annual use limitations under Section 382 and Section 383 of the Code and comparable state income tax laws. The Company believes that the ownership change will not impact our ability to utilize substantially all of our NOLs and state research and development carryforward tax credits to the extent it will generate taxable income that can be offset by such losses. The Company reasonably expects its federal research and development carryforward tax credits will not be recovered prior to expiration.

There was no material change to the Company's unrecognized tax benefits in the nine months ended September 30, 2021 and the Company does not expect to have any material changes to unrecognized tax benefits through the end of the fiscal year.

Note 11—Lease Obligations

For the three months ended September 30, 2021 and 2020, the Company recognized $4.9 million and $3.7 million, respectively, and $15.7 million and

$9.7 million during the nine months ended September 30, 2021 and 2020, respectively, of lease expense under ASC 842, which included operating lease expenses

associated with leases included in the lease liability and ROU asset on the condensed consolidated balance sheet. In addition, for the three months ended

September 30, 2021 and 2020, the
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Company recognized $0.4 million and $0.4 million, respectively, and $1.0 million and $0.8 million during the nine months ended September 30, 2021 and 2020, respectively, of lease expense related to short-term leases, and $9.9 million and $5.6 million during the three months ended September 30, 2021 and 2020, respectively, and $24.6 million and $14.0 million during the nine months ended September 30, 2021 and 2020, respectively, of variable and cloud-based services related to data centers that are not included in the ROU asset or lease liability balances. As part of restructuring activities associated with the SpotX Acquisition, during the nine months ended September 30, 2021, the Company recognized $2.5 million of lease related loss contracts, which is included in the lease expense under ASC 842.

The Company also received rental income of $1.0 million and $1.2 million for real estate leases for which it subleases the property to third parties during the three months ended September 30, 2021 and 2020, respectively and $3.3 million and $2.5 million for the nine months ended September 30, 2021 and 2020, respectively.

As of September 30, 2021, a weighted average discount rate of 5.05% has been applied to the remaining lease payments to calculate the lease liabilities included within the condensed consolidated balance sheet. The lease terms of the Company’s operating leases generally range from one year to ten years, and the weighted average remaining lease term of leases included in the lease liability is 6.34 years as of September 30, 2021.

The maturity of the Company's lease liabilities associated with leases included in the lease liability and ROU asset were as follows as of September 30, 2021 (in thousands):

	Fiscal Year
	
	

	Remaining 2021
	$
	4,093

	2022
	
	18,645

	2023
	
	15,193

	2024
	
	12,868

	2025
	
	7,286

	Thereafter
	
	25,921

	Total lease payments (undiscounted)
	
	84,006

	Less: imputed interest
	
	(12,974

	Lease liabilities—total (discounted)
	$
	71,032

	
	
	




Note 12—Commitments and Contingencies

Commitments

The Company has commitments under non-cancelable operating leases for facilities, certain equipment, and its managed data center facilities (Note 11).

As of September 30, 2021 and December 31, 2020, the Company had $5.1 million and $6.3 million, respectively, of letters of credit associated with office leases available for borrowing, on which there were no outstanding borrowings as of either date.

Guarantees and Indemnification

The Company’s agreements with sellers, buyers, and other third parties typically obligate the Company to provide indemnity and defense for losses resulting from claims of intellectual property infringement, damages to property or persons, business losses, or other liabilities. Generally, these indemnity and defense obligations relate to the Company’s own business operations, obligations, and acts or omissions. However, under some circumstances, the Company agrees to indemnify and defend contract counterparties against losses resulting from their own business operations, obligations, and acts or omissions, or the business operations, obligations, and acts or omissions of third parties. For example, because the Company’s business interposes the Company between buyers and sellers in various ways, buyers often require the Company to indemnify them against acts and omissions of sellers, and sellers often require the Company to indemnify them against acts and omissions of buyers. In addition, the Company’s agreements with sellers, buyers, and other third parties typically include provisions limiting the Company’s liability to the counterparty, and the counterparty’s liability to the Company. These limits sometimes do not apply to certain liabilities, including indemnity obligations. These indemnity and limitation of liability provisions generally survive termination or expiration of the agreements in which they appear. The Company has also entered into indemnification agreements with its directors, executive officers, and certain other officers that will require the Company, among other things, to indemnify them against certain liabilities that may arise by reason of their status or service as directors, officers, or employees. No material demands have been made upon the Company to provide indemnification under such agreements and there are no claims that the Company is aware of that could have a material effect on the Company’s consolidated financial statements.

Litigation
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The Company and its subsidiaries may from time to time be parties to legal or regulatory proceedings, lawsuits and other claims incident to their business activities and to the Company’s status as a public company. Such matters may include, among other things, assertions of contract breach or intellectual property infringement, claims for indemnity arising in the course of the Company’s business, regulatory investigations or enforcement proceedings, and claims by persons whose employment has been terminated. Such matters are subject to many uncertainties, and outcomes are not predictable with assurance. Consequently, management is unable to ascertain the ultimate aggregate amount of monetary liability, amounts which may be covered by insurance or recoverable from third parties, or the financial impact with respect to such matters as of September 30, 2021. However, based on management’s knowledge as of September 30, 2021, management believes that the final resolution of these matters known at such date, individually and in the aggregate, will not have a material adverse effect upon the Company’s consolidated financial position, results of operations or cash flows.

Employment Contracts

The Company has entered into severance agreements with certain employees and officers. The Company may be required to pay severance and accelerate the vesting of certain equity awards in the event of involuntary terminations.

Note 13—SVB Loan Agreement

On September 25, 2020, the Company amended and restated its loan and security agreement with Silicon Valley Bank ("SVB") (the "Loan Agreement"), which was scheduled to expire on September 26, 2020. The Loan Agreement provided a senior secured revolving credit facility of up to the lesser of $60.0 million and 85% of eligible accounts receivable, with a maturity date of September 25, 2022. The Loan Agreement included a letter of credit, foreign exchange and cash management facility with a sublimit up to $10.0 million. On April 30, 2021, the Company entered into the Credit Agreement, as defined in Note 15. In connection with entering into the Credit Agreement, the Loan Agreement with SVB was terminated on April 30, 2021. As of April 30, 2021, there were no amounts outstanding under the Loan Agreement.

Note 14—Convertible Senior Notes and Capped Call Transactions

In March 2021, the Company issued $400.0 million aggregate principal amount of 0.25% convertible senior notes in a private placement, including $50.0 million aggregate principal amount of such notes pursuant to the exercise in full of the over-allotment options of the initial purchasers (collectively, the ("Convertible Senior Notes")). The Convertible Senior Notes will mature on March 15, 2026, unless earlier repurchased, redeemed or converted. The total net proceeds from the offering, after deducting debt issuance costs, paid by the Company, were approximately $388.6 million. The Company used approximately $39.0 million of the net proceeds from the offering to pay for the Capped Call Transactions (as described below).

The Convertible Senior Notes are senior, unsecured obligations and (i) will be equal in right of payment with the existing and future senior, unsecured indebtedness; (ii) senior in right of payment to any of the Company’s future indebtedness that is expressly subordinated to the Convertible Senior Notes; (iii) effectively subordinated to the Company’s existing and future secured indebtedness, to the extent of the value of the collateral securing that indebtedness, including amounts outstanding under our Existing Loan Agreement or our New Credit Facilities (see Note 15); and (iv) structurally subordinated to all existing and future indebtedness and other liabilities, including trade payables, and (to the extent we are not a holder thereof) preferred equity, if any, of the Company’s subsidiaries that do not guarantee the Convertible Senior Notes.

The Convertible Senior Notes accrue interest at 0.25% per annum payable semi-annually in arrears on March 15 and September 15 of each year, beginning on September 15, 2021. The Convertible Senior Notes will mature on March 15, 2026 unless they are redeemed, repurchased or converted prior to such date. The Convertible Senior Notes are convertible at the option of holders only during certain periods and upon satisfaction of certain conditions.

Holders will have the right to convert their notes (or any portion of a note in an authorized denomination), in the following circumstances: (i) during any calendar quarter commencing after the calendar quarter ending on June 30, 2021, if the last reported sale price per share of the Company’s common stock exceeds 130% of the conversion price for each of at least 20 trading days during the 30 consecutive trading days ending on, and including, the last trading day of the immediately preceding calendar quarter; (ii) during the five consecutive business days immediately after any ten consecutive trading day period (such ten consecutive trading day period, the "measurement period") in which the trading price per $1,000 principal amount of notes for each trading day of the measurement period was less than 98% of the product of the last reported sale price per share of the Company’s common stock on such trading day and the conversion rate on such trading day; (iii) upon the occurrence of certain corporate events or distributions on the Company’s common stock; (iv) if the Company calls such Convertible Senior Notes for redemption; and (v) on or after September 15, 2025, until the close of business on the second scheduled trading day immediately before the maturity date, holders of the Convertible Senior Notes may, at their option, convert all or a portion of their Convertible Senior Notes regardless of the foregoing conditions.at any time from, and including, September 15, 2025 until the close of business on the second scheduled trading day immediately before the maturity date.
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Upon conversion, the Convertible Senior Notes may be settled in shares of the Company’s common stock, cash or a combination of cash and shares of the Company’s common stock, at the Company’s election. All conversions with a conversion date that occurs on or after September 15, 2025 will be settled using the same settlement method, and the Company will send notice of such settlement method to noteholders no later than the open of business on September 15, 2025.

The Company may not redeem the Convertible Senior Notes at their option at any time before March 20, 2024. Subject to the terms of the indenture, the Company has the right, at its election, to redeem all, or any portion (subject to the partial redemption limitation) in an authorized denomination, of the Convertible Senior Notes, at any time, and from time to time, on a redemption date on or after March 20, 2024 and on or before the 40th scheduled trading day immediately before the maturity date, for cash, but only if the "last reported sale price," as defined under the Offering Memorandum, per share of common stock exceeds 130% of the “conversion price” on (i) each of at least 20 trading days, during the 30 consecutive trading days ending on, and including, the trading day immediately before the date the Company sends the related redemption notice; and (ii) the trading day immediately before the date we send such notice. In addition, calling any note for redemption will constitute a "make-whole fundamental change" (as defined below) with respect to that note, in which case the conversion rate applicable to the conversion of that note will be increased in certain circumstances if it is converted after it is called for redemption. If the Company elects to redeem less than all of the outstanding notes, then the redemption will not constitute a make-whole fundamental change with respect to the notes not called for redemption, and holders of the notes not called for redemption will not be entitled to an increased conversion rate for such notes as described above on account of the redemption, except to the limited extent described further below. No sinking fund is provided for the Convertible Senior Notes, which means that the Company is not required to redeem or retire the Convertible Senior Notes periodically.

If a fundamental change occurs, then each noteholder will have the right to require the Company to repurchase its notes (or any portion thereof in an authorized denomination) for cash on a date (the "fundamental change repurchase date") of the Company’s choosing, which must be a business day that is no more than 45, nor less than 20, business days after the date Magnite distributes the related fundamental change notice.

If an event of default occurs with respect to the Company or any guarantor, then the principal amount of, and all accrued and unpaid interest on, all of the notes then outstanding will immediately become due and payable without any further action or notice by any person. If an event of default (other than an event of default described below with respect to Magnite or any guarantor and not solely with respect to a significant subsidiary of the Company’s or a guarantor, other than the Company or such guarantor) occurs and is continuing, then, except as described below under the caption —Special interest as sole remedy for certain reporting defaults, the trustee, by notice to the Company, or noteholders of at least 25% of the aggregate principal amount of notes then outstanding, by written notice to us and the trustee, may declare the principal amount of, and all accrued and unpaid interest on, all of the notes then outstanding to become due and payable immediately.

The Convertible Senior Notes have an initial conversion rate of 15.6539 shares of common stock per $1,000 principal amount of the Convertible Senior Notes, which will be subject to customary anti-dilution adjustments in certain circumstances.

In connection with the pricing of the Convertible Senior Notes, the Company entered into privately negotiated capped call transactions with various financial institutions (the "Capped Call Transactions"). The Capped Call Transactions were entered into with third party broker-dealers to limit the potential dilution that would occur if the Company has to settle the conversion value in excess of the principal in shares. This exposure will be covered (i.e., the Company will receive as many shares as are required to be issued between the conversion price of $63.8818 and the maximum price of $91.2600). Any shares required to be issued by the Company over this amount would have net earnings per share dilution impact. By entering into the Capped Call Transactions, the Company expects to reduce the potential dilution to its common stock (or, in the event the conversion is settled in cash, to reduce its cash payment obligation) in the event that at the time of conversion its stock price exceeds the conversion price under the Convertible Senior Notes. The Company paid $39.0 million for the Capped Call Transactions, which was recorded as additional paid-in capital, using a portion of the gross proceeds from the sale of the Convertible Senior Notes. The cost of the Capped Call Transactions is not expected to be tax deductible as the Company did not elect to integrate the capped call into the Convertible Senior Notes for tax purposes. The cost of the Capped Call Transaction was recorded as a reduction of the Company’s additional paid-in capital in the accompanying condensed consolidated financial statements.

As noted in Note 1, the Company early adopted ASU 2020-06 effective January 1, 2021. The Company has not elected the fair value option, the embedded conversion features are not required to be bifurcated under the accounting guidance, and the convertible debt was not issued with a substantial premium. As such, the Company accounted for the Convertible Senior Notes as a liability in its entirety. Under the guidance, all the embedded features of the Convertible Senior Notes met the definition of a derivative. These features included a contingent call option, contingent put options, and conversion features. The contingent call option and contingent put options are clearly and closely related to the debt host and, therefore, do not require bifurcation. As the conversion features are indexed to the Company’s own equity and would be equity classified if they were freestanding instruments, the scope exception in ASC 815-10-15-74(a) applies and these conversion features will not be bifurcated under ASC 815.
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The new accounting guidance also eliminated the bifurcation models of ASC 470-20 and eliminated the treasury method approach to earnings per share. Accordingly, earnings per share on convertible debt instruments should only be calculated under the If-Converted method. Under the guidance above, the Company will assume settlement in shares.

The following table summarizes the Convertible Senior Notes at September 30, 2021:

	
	
	September 30, 2021

	
	
	(in thousands)

	Convertible Senior Notes
	$
	400,000

	Unamortized debt issuance costs
	
	(10,215)

	Debt, non-current, net of debt issuance costs
	$
	389,785

	
	
	



The Company incurred debt issuance costs of $11.4 million in March 2021. The Convertible Senior Notes are presented net of issuance costs on the Company's condensed consolidated balance sheet. The debt issuance costs are amortized on an effective interest basis over the term of the Convertible Senior Notes and are included in interest expense and amortization of debt discount in the accompanying condensed consolidated statements of operations. The following table sets forth interest expense related to the Convertible Senior Notes for the three and nine months ended September 30, 2021:

September 30, 2021

Three Months Ended	Nine Months Ended

(in thousands)
[image: ]


Contractual interest expense

Amortization of debt issuance costs

Total interest expense

Effective interest rate




	$
	250
	$
	536

	
	572
	
	1,227

	$
	822
	$
	1,763

	
	
	
	


[image: ]
0.82 %


Amortization expense for the Company's debt issuance costs for the remainder of 2021 and for fiscal years 2022 through 2026 is as follows:

	Fiscal Year
	
	Debt Issuance Costs

	Remaining 2021
	$
	572

	2022
	
	2,288

	2023
	
	2,288

	2024
	
	2,288

	2025
	
	2,288

	2026
	
	491

	Total
	$
	10,215

	
	
	



Note 15—Credit Facility

On April 30, 2021, the Company entered into a credit agreement (the "Credit Agreement") with Goldman Sachs Bank USA as administrative agent and collateral agent, and other lender parties thereto. The Credit Agreement provides for a $360.0 million seven-year senior secured term loan facility ("Term Loan B Facility") and a $52.5 million senior secured revolving credit facility (the "Revolving Credit Facility"). As part of the Term Loan B Facility, the Company received $325 million in proceeds, net of discounts and fees, which were used to finance the SpotX Acquisition and related transactions, and for general corporate purposes. Loans, if any, under the Revolving Credit Facility are expected to be used for general corporate purposes. The obligations under the Credit Agreement are secured by substantially all of the assets of the Company and those of its subsidiaries that are guarantors under the Credit Agreement.

Amounts outstanding under the Credit Agreement accrue interest at a rate equal to either, (1) for the Term Loan B Facility, at the Company’s election, the Eurodollar Rate (as defined in the Credit Agreement) plus a margin of 5.00% per annum, or ABR (as defined in the Credit Agreement) plus a margin of 4.00%, and (2) for the Revolving Credit Facility, at the Company’s election, the Eurodollar Rate plus a margin of 4.25% to 4.75%, or ABR plus a margin of 3.25% to 3.75%, in each case, depending on the Company’s first lien net leverage ratio.

The covenants of the Credit Agreement include customary negative covenants that, among other things, restrict the Company’s ability to incur additional indebtedness, grant liens and make certain acquisitions, investments, asset dispositions and restricted payments. In addition, the Credit Agreement contains a financial covenant, tested on the last day of any fiscal quarter if
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utilization of the Revolving Credit Facility exceeds 35% of the total revolving commitments, that requires the Company to maintain a first lien net leverage ratio not greater than 3.25 to 1.00.

The Credit Agreement includes customary events of default, and customary rights and remedies upon the occurrence of any event of default thereunder, including rights to accelerate the loans, terminate the commitments thereunder and realize upon the collateral securing the obligations under the Credit Agreement. The Credit Agreement calls for customary scheduled loan amortization payments of 0.25% of the initial principal balance payable quarterly (i.e. 1% in aggregate per year) as well as a provision that requires the Company to prepay the Term Loan B based on a calculation of cumulative free cash flow generated by the company as defined within the terms of the Agreement.

On June 28, 2021, the Company entered into an Incremental Assumption Agreement (the "Incremental Agreement") to the Credit Agreement. Pursuant to the terms of the Incremental Agreement, the Company’s existing revolving credit facility under the Credit Agreement was increased by $12.5 million (the "Incremental Revolver"), and the letter of credit sublimit under the Credit Agreement was increased by $5.0 million. The Incremental Revolver bears the same interest rate as the existing revolving credit facility and has the same maturity date as the existing revolving credit facility. No other terms of the Credit Agreement were amended. As a result, amounts available under the Revolving Credit Facility were $65.0 million. At September 30, 2021, amounts available under the Revolving Credit Facility were $59.9 million, net of letters of credit outstanding in the amount of $5.1 million.

The following table summarizes the Term Loan B Facility at September 30, 2021:

(in thousands)
[image: ]


Term Loan B Facility

Unamortized debt discounts
[image: ]

Unamortized debt issuance costs

Debt, net of debt issuance costs



· 359,100

(10,136)

(15,816)
[image: ]

· 333,148
[image: ][image: ]



The Company incurred debt issuance costs of $27.7 million in April 2021, of which $10.8 million were associated with debt discount netted against the proceeds and $16.9 million were associated with other deferred financing costs associated with the Term Loan B Facility. Debt outstanding under the Term Loan B Facility are presented net of issuance costs on the Company's condensed consolidated balance sheet. The debt issuance costs are amortized on an effective interest basis over the term of the Term Loan B Facility and are included in interest expense and amortization of debt discount in the accompanying condensed consolidated statements of operations. The following table sets forth interest expense related to the Term Loan B Facility for the three and nine months ended September 30, 2021:




Contractual interest expense

Amortization of debt discount

Amortization of debt issuance costs

Total interest expense

Effective interest rate



September 30, 2021

	
	Three Months Ended
	
	Nine Months Ended

	
	(in thousands)

	$
	5,290
	$
	8,798

	
	399
	
	664

	
	622
	
	1,036

	$
	6,311
	$
	10,498
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7.00 %



Amortization expense for the Term Loan B Facility debt discount and debt issuance costs for the remainder of 2021 and for fiscal years 2022 through 2028 is as follows:

	Fiscal Year
	
	Debt Discount
	
	Debt Issuance Costs

	Remaining 2021
	$
	398
	$
	620

	2022
	
	1,580
	
	2,466

	2023
	
	1,564
	
	2,441

	2024
	
	1,548
	
	2,416

	2025
	
	1,532
	
	2,391

	Thereafter
	
	3,514
	
	5,482

	Total
	$
	10,136
	$
	15,816
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Note 16—Subsequent Events

Subsequent to September 30, 2021, the Company entered into a data center contract renewal, with future commitments of approximately $2.2 million per year over 3.0 years, beginning on December 1, 2021.

On October 20, 2021, the Company granted 91,582 restricted stock units to the Company's employees. Of the RSUs granted, 25,557 will vest over four years from issuance with 25% after one year, and the remainder vesting quarterly thereafter, and 66,025 will vest 50% on October 1, 2022 and 50% October 1, 2023.


30
[image: ]

Table of Contents



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

This Quarterly Report on Form 10-Q and related statements by the Company contain forward-looking statements, including statements based upon or relating to our expectations, assumptions, estimates, and projections. In some cases, you can identify forward-looking statements by terms such as "may," "might," "will," "objective," "intend," "should," "could," "can," "would," "expect," "believe," "design," "anticipate," "estimate," "predict," "potential," "plan" or the negative of these terms, and similar expressions. Forward-looking statements may include, but are not limited to, statements concerning the acquisition of SpotX, Inc. ("SpotX," and such acquisition the "SpotX Acquisition") or SpringServe, LLC ("SpringServe," and such acquisition the "SpringServe Acquisition") or the anticipated benefits thereof; statements concerning potential synergies from the SpotX Acquisition or SpringServe Acquisition; statements concerning the potential impacts of the COVID-19 pandemic on our business operations, financial condition, and results of operations and on the world economy; our anticipated financial performance; anticipated benefits or effects related to our completed merger with Telaria, Inc. in April 2020 ("Telaria" and such merger the "Telaria Merger"); key strategic objectives; industry growth rates for ad-supported CTV and the shift in video consumption from linear TV to CTV; introduction of new offerings; the impact of transparency initiatives we may undertake; the impact of our traffic shaping technology on our business; the effects of our cost reduction initiatives; scope and duration of client relationships; the fees we may charge in the future; business mix; sales growth; client utilization of our offerings; our competitive differentiation; our market share and leadership position in the industry; market conditions, trends, and opportunities; certain statements regarding future operational performance measures; benefits from supply path optimization; and other statements that are not historical facts. These statements are not guarantees of future performance; they reflect our current views with respect to future events and are based on assumptions and estimates and subject to known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be materially different from expectations or results projected or implied by forward-looking statements.

Risks that our business faces include, but are not limited to, the following:

· our ability to realize the anticipated benefits of the Telaria Merger, SpotX Acquisition, and SpringServe Acquisition;

· our ability to comply with the terms of our financing arrangements;

· restrictions in our Credit Agreement may limit our ability to make strategic investments, respond to changing market conditions, or otherwise operate our business, which may place us at a disadvantage compared to competitors;
· increases in our debt leverage may put us at greater risk of defaulting on our debt obligations, subject us to additional operating restrictions and make it more difficult to obtain future financing on favorable terms;
· sales of our common stock by the former owner of SpotX may have an adverse effect on the price of our common stock;

· conversion of our Convertible Senior Notes would dilute the ownership interest of existing stockholders;

· the severity, magnitude, and duration of the COVID-19 pandemic, including impacts of the pandemic and of responses to the pandemic by governments, business and individuals on our operations, personnel, buyers, sellers, and on the global economy and the advertising marketplace;
· our CTV spend may grow more slowly than we expect if industry growth rates for ad supported CTV are not accurate, if CTV sellers fail to adopt programmatic advertising solutions or if we are unable to maintain or increase access to CTV advertising inventory;
· we may be unsuccessful in our supply path optimization efforts;

· our ability to introduce new offerings and bring them to market in a timely manner, and otherwise adapt in response to client demands and industry trends;
· uncertainty of our estimates and expectations associated with new offerings, including the CTV ad server product that we recently acquired in the SpringServe Acquisition;
· lack of adoption and market acceptance of our Demand Manager solution;

· we must increase the scale and efficiency of our technology infrastructure to support our growth;

· the emergence of header bidding has increased competition from other demand sources and may cause infrastructure strain and added costs;

· our access to mobile inventory may be limited by third-party technology or lack of direct relationships with mobile sellers;
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· we may experience lower take rates, which may not be offset by increase in the volume of ad requests, improvements in fill-rate, and/or increases in the value of transactions through our platform;
· the impact of requests for discounts, fee concessions, rebates, refunds or favorable payment terms;

· our history of losses, and the fact that in the past our operating results have and may in the future fluctuate significantly, be difficult to predict, and fall below analysts' and investors' expectations;
· the effect on the advertising market and our business from difficult economic conditions or uncertainty;

· the effects of seasonal trends on our results of operations;

· we operate in an intensely competitive market that includes companies that have greater financial, technical and marketing resources than we do;

· the effects of consolidation in the ad tech industry;

· the growing percentage of digital advertising spend captured by closed “walled gardens” (such as Google, Facebook, Comcast, and Amazon);

· our ability to differentiate our offerings and compete effectively to combat commodification and disintermediation;

· potential limitations on our ability to collect or use data as a result of consumer tools, regulatory restrictions and technological limitations;

· the development and use of new identity solutions as a replacement for third-party cookies and other identifiers may disrupt the programmatic ecosystem and cause the performance of our platform to decline;
· the industry may not adopt or may be slow to adopt the use of first-party publisher segments as an alternative to third-party cookies;

· our ability to comply with, and the effect on our business of, evolving legal standards and regulations, particularly concerning data protection and privacy;
· failure by us or our clients to meet advertising and inventory content standards could harm our brand and reputation and those of our partners;

· the freedom of buyers and sellers to direct their spending and inventory to competing sources of inventory and demand;

· the ability of buyers and sellers to establish direct relationships and integrations without the use of our platform;

· our reliance on large aggregators of advertising inventory, and the concentration of CTV among a small number of large sellers that enjoy significant negotiating leverage;
· our ability to provide value to both buyers and sellers of advertising without being perceived as favoring one over the other or being perceived as competing with them through our service offerings;
· our reliance on large sources of advertising demand, including demand side platforms ("DSPs") that may have or develop high-risk credit profiles or fail to pay invoices when due;
· we may be exposed to claims from clients for breach of contracts;

· errors or failures in the operation of our solution, interruptions in our access to network infrastructure or data, and breaches of our computer systems;

· our ability to ensure a high level of brand safety for our clients and to detect "bot" traffic and other fraudulent or malicious activity;

· the use of our net operating losses and tax credit carryforwards may be subject to certain limitations;

· the possibility of adjustments to the purchase price allocation and valuation relating to the SpotX Acquisition and the SpringServe Acquisition;

· our ability to raise additional capital if needed;

· volatility in the price of our common stock;
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· the impact of negative analyst or investor research reports;

· our ability to attract and retain qualified employees and key personnel;

· costs associated with enforcing our intellectual property rights or defending intellectual property infringement;

· the Capped Call Transactions may affect the value of the Convertible Senior Notes and our common stock;

· we are subject to counterparty risk with respect to the Capped Call Transactions;

· the conditional conversion feature of the Convertible Senior Notes, if triggered, may adversely affect our financial condition and operating result;

· failure to successfully execute our international growth plans; and

· our ability to identify future acquisitions of or investments in complementary companies or technologies and our ability to consummate the acquisitions and integrate such companies or technologies.

We discuss many of these risks and additional factors that could cause actual results to differ materially from those anticipated by our forward-looking statements under the headings "Risk Factors" and "Management's Discussion and Analysis of Financial Condition and Results of Operations," and elsewhere in this report and in other filings we have made and will make from time to time with the Securities and Exchange Commission, or SEC, including our Annual Report on Form 10-K for the year ended December 31, 2020 and subsequent filings. These forward-looking statements represent our estimates and assumptions only as of the date of the report in which they are included. Unless required by federal securities laws, we assume no obligation to update any of these forward-looking statements, or to update the reasons actual results could differ materially from those anticipated, to reflect circumstances or events that occur after the statements are made. Without limiting the foregoing, any guidance we may provide will generally be given only in connection with quarterly and annual earnings announcements, without interim updates, and we may appear at industry conferences or make other public statements without disclosing material nonpublic information in our possession. Given these uncertainties, investors should not place undue reliance on these forward-looking statements.

Investors should read this Quarterly Report on Form 10-Q and the documents that we reference in this report and have filed or will file with the SEC completely and with the understanding that our actual future results may be materially different from what we expect. We qualify all of our forward-looking statements by these cautionary statements.

The following discussion should be read in conjunction with our unaudited condensed consolidated financial statements and notes thereto appearing elsewhere in this Quarterly Report on Form 10-Q.
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Overview

Magnite, Inc., formerly known as The Rubicon Project, Inc. ("we," or "us"), provides technology solutions to automate the purchase and sale of digital advertising inventory.

On April 1, 2020, we completed a stock-for-stock merger with Telaria, Inc. ("Telaria" and such merger the "Telaria Merger"), a leading provider of connected television ("CTV") technology, and on April 30, 2021, we completed the acquisition of SpotX, Inc. ("SpotX" and such acquisition the "SpotX Acquisition"), a leading platform shaping CTV and video advertising globally.

Following the Telaria Merger and SpotX Acquisition, we believe that we are the world’s largest independent omni-channel sell-side advertising platform, offering a single partner for transacting globally across all channels, formats and auction types, and the largest independent programmatic CTV marketplace, making it easier for buyers to reach CTV audiences at scale from industry-leading streaming content providers, broadcasters, platforms and device manufacturers.

Our platform features applications and services for sellers of digital advertising inventory, or publishers, that own and operate CTV channels, applications, websites and other digital media properties, to manage and monetize their inventory; applications and services for buyers, including advertisers, agencies, agency trading desks, and demand side platforms, ("DSPs"), to buy digital advertising inventory; and a transparent, independent marketplace that brings buyers and sellers together and facilitates intelligent decision making and automated transaction execution at scale. Our clients include many of the world’s leading buyers and sellers of digital advertising inventory. Our platform processes trillions of ad requests per month allowing buyers access to a global, scaled, independent alternative to "walled gardens," who both own and sell inventory and maintain control on the demand side.

We provide a full suite of tools for sellers to control their advertising business and protect the consumer viewing experience. These tools are particularly important to CTV sellers who need to ensure a TV-like viewing and advertising experience for consumers. For instance, our "ad-pod" feature provides publishers with a tool analogous to commercial breaks in traditional linear television so that they can request and manage several ads at once from different demand sources. Using this tool, publishers can establish business rules such as competitive separation of advertisers to ensure that competing brand ads do not appear during the same commercial break. In addition, we offer audio normalization tools to control for the volume of an ad relative to content, frequency capping to avoid exposing viewers to repetitive ad placements, and creative review so that a publisher can review and approve the ad units being served to its properties.

On July 1, 2021, we acquired SpringServe, LLC ("SpringServe"), a leading ad serving platform for CTV. SpringServe's ad serving technology manages multiple aspects of video advertising, including for CTV publishers, across both their programmatic and direct-sold inventory, including forecasting, routing, customized ad experiences, and advanced podding logic. The integration of SpringServe’s ad serving technology with our existing programmatic SSP capabilities provides CTV publishers a holistic yield management solution that dynamically allocates between direct-sold and programmatic inventory to drive value.

Buyers leverage our platform to manage their advertising spend and reach their target audiences on brand-safe premium inventory, simplify order management and campaign tracking, obtain actionable insights into audiences for their advertising, and access impression-level purchasing from thousands of sellers. We believe that our scale, platform features, and omni-channel offering makes us an essential partner for buyers.

We operate our business on a worldwide basis, with an established operating presence in North America, Australia and Europe, and a developing presence in Asia and South America. Our non-U.S. subsidiaries and operations perform primarily sales, marketing, and service functions.

Our global workforce has maintained a work from-home policy since March, 2020. We continue to monitor best practices and guidance for a potential return to office and currently plan to return to our offices in most locations during the first quarter of 2022. We will approach our return with caution to prioritize the safety and health of our employees. We believe that our employees have been able to work productively during the time period in which our global offices have been shut down. However, to the extent we have extended work from home requirements, or that work patterns are permanently altered, it is unclear how productivity may be impacted in the long-term.

How We Generate Revenue

We generate revenue from the use of our platform for the purchase and sale of digital advertising inventory. We also generate revenue from the fee we charge clients for use of our Demand Manager header-bidding product and SpringServe ad server product, which we acquired on July 1, 2021. Generally, our revenue is based on a percentage of the ad spend that runs through our platform, although for certain clients or transaction types we may receive a fixed CPM for each impression sold.

Digital advertising inventory is created when consumers access sellers' content. Sellers provide digital advertising inventory to our SSP platform in the form of advertising requests, or ad requests. When we receive ad requests from sellers, we send bid requests to buyers, which enable buyers to bid on sellers’ digital advertising inventory. Winning bids can create advertising, or
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paid impressions, for the seller to present to the consumer. The price that buyers pay for each thousand paid impressions purchased is measured in units referred to as CPM, or cost per thousand, and the total volume of spending between buyers and sellers on our platform is referred to as advertising spend.

Industry Trends

Continued Shift Toward Digital Advertising

Consumers are rapidly shifting their viewing habits towards digital mediums and expect to be able to consume content seamlessly across multiple devices, including computers, tablets, smartphones, and CTVs whenever and wherever they want. As digital content consumption continues to proliferate, we believe the percentage of advertising dollars spent through digital channels will continue to grow.

Automation of Buying and Selling

Due to the size and complexity of the advertising ecosystem and purchasing process, manual processes cannot effectively manage digital advertising inventory at scale. In addition, both buyers and sellers are demanding more transparency, better controls and more relevant insights from their advertising inventory purchases and sales. This has created a need for software solutions, known as programmatic advertising, that automate the process for planning, buying, selling and measuring digital advertising across screens. Programmatic buying enables the use of real-time bidding technology that allows for the dynamic purchase and sale of advertising inventory on an impression-by-impression basis. Programmatic transactions include open auctions, where multiple buyers bid against each other in a real-time auction for the right to purchase a publisher's inventory, as well as reserve auctions, where publishers establish direct deals or private marketplaces with select buyers. Programmatic has become the dominant method of transacting for desktop and mobile inventory and we expect it to continue to grow as a percentage of CTV advertising.

Convergence of TV and Digital

CTV viewership is growing rapidly and the pace of adoption is accelerating the transition of linear television to CTV programming. As the number of CTV channels continues to proliferate, we believe that ad-supported models or hybrid models that rely on a combination of subscription fees and advertising revenue will continue to gain traction. In turn, we believe brand advertisers looking to engage with streaming viewers will continue to shift their budgets from linear to CTV. Furthermore, as the CTV market continues to mature, we believe that a greater percentage of CTV advertising inventory will be sold programmatically, similar to trends that occurred in desktop and mobile. As such, we expect CTV to be a significant driver of our revenue growth for the foreseeable future. We expect the recently completed acquisitions of SpotX and SpringServe to further fuel this growth.

Identity Solutions

A number of participants in the advertising technology ecosystem have taken or are expected to take action to eliminate or restrict the use of third-party cookies and other primary identifiers that have historically been used to deliver targeted advertisements. We believe that the elimination of third-party cookies has the potential to shift the programmatic ecosystem from an identity model powered by buyers that are able to aggregate and target audiences through cookies to one enabled by sellers that have direct relationships with consumers and are therefore better positioned to obtain user data and consent for implementing first party identifiers. We believe that our platform and scale position us well to provide the infrastructure and tools needed for a publisher-centric identity model to succeed, and we are already enabling sellers to create audience segments with their first-party data.

Supply Path Optimization

Supply Path Optimization ("SPO") refers to efforts by buyers to consolidate the number of vendors with which they work to find the most effective and cost-efficient paths to procure media. SPO is important to buyers because it can increase the proportion of their advertising ultimately spent on working media, with the goal of increasing return on their advertising spend, and can help them gain efficiencies by reducing the number of vendors with which they work in a complex ecosystem. We believe we are well positioned to benefit from SPO in the long run as a result of our transparency, our broad and unique inventory supply across all channels and formats, including CTV, buyer tools, such as traffic shaping that reduce the cost of working with us, and our brand safety measures.

Header Bidding and Data Processing

Header bidding is a programmatic technique by which sellers offer inventory to multiple ad exchanges and supply side platforms, such as our platform, simultaneously. Header bidding has been rapidly adopted in recent years in the desktop and mobile channels, and while the rise and rapid adoption of header bidding increased revenue for sellers, it has also created new challenges and technical complexities. Header bidding has led to a significant increase in the number of ad impressions to be processed and analyzed through our platform as well as by DSPs, which can lead to increased costs if not properly addressed. We have invested in technology solutions, such as Demand Manager, to help publishers manage their header-bidding inventory.
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Privacy Regulation

Our business is highly susceptible to emerging privacy regulations and oversight concerning the collection, use and sharing of data. Data protection authorities in a number of territories have expressed a desire to focus on the advertising technology ecosystem. In particular, this scrutiny has focused on the use of technology (including cookies) to collect or aggregate information about Internet users’ online browsing activity. Because we, and our clients, rely upon large volumes of such data, it is essential that we monitor developments in this area domestically and globally, and engage in responsible privacy practices.

The use of and transfer of personal data in EEA member states and the UK is currently governed by the General Data Protection Regulation (the "GDPR"). The GDPR sets out higher potential liabilities for certain data protection violations and establishes significant new regulatory requirements resulting in a greater compliance burden for us in the course of delivering our solution in the EEA and UK. While data protection authorities have started to clarify certain requirements under GDPR, significant uncertainty remains as to how the regulation will be applied and enforced.

In addition to the GDPR, a number of new privacy regulations will or have already come into effect. The California legislature passed the California Consumer Privacy Act ("CCPA") in 2018, which became effective January 1, 2020. This law imposes new obligations on businesses that handle the personal information of California residents. The obligations imposed require us to maintain ongoing significant resources for compliance purposes. Certain requirements remain unclear due to ambiguities in the drafting of or incomplete guidance. Adding to the uncertainty facing the ad tech industry, a new law, titled the California Privacy Rights Act ("CPRA") passed as a ballot initiative in California and will impose additional notice and opt out obligations on the digital advertising space. This law, which will take effect in January 2023, is expected to cause us to incur additional compliance costs and impose additional restrictions on us and on our industry partners. These ambiguities and resulting impact on our business will need to be resolved over time. In addition, other privacy bills have been introduced at both the state and federal level. Certain international territories are also imposing new or expanded privacy obligations. In the coming years, we expect further consumer privacy regulation worldwide.

We support privacy initiatives and believe they will be beneficial to consumers' confidence in advertising technology, which will ultimately be positive for the advertising ecosystem in the long term. In the short term, however, until prevailing compliance practices standardize, the impact of worldwide privacy regulations on our business and, consequently, our revenue could be negatively impacted.
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Trends in Our Business

Telaria Merger, SpotX and SpringServe Acquisitions

On April 1, 2020, we completed the Telaria Merger, on April 30, 2021, we completed the SpotX Acquisition and on July 1, 2021, we completed the SpringServe Acquisition. These transactions were transformative and have resulted in what we believe to be the world’s largest independent sell-side advertising platform, with scale, capabilities, and solutions exceeding those offered by competitors. We offer a single partner for transacting CTV, desktop display, video, audio and mobile inventory across all geographies and auction types.

As CTV viewership is growing rapidly and the pace of adoption is accelerating the shift of advertising budgets from linear television to CTV, these transactions have strategically positioned us to take advantage of this growth trend, and we believe that CTV will be our biggest growth driver in future periods.

The SpotX Acquisition resulted in a significant increase in our revenue and Revenue ex-TAC (as defined in section "Key Operating and Financial Performance Metrics") in particular in CTV and online video. As a result of the transaction, we expect CTV to represent a higher percentage of our overall revenue, and because CTV is largely transacted through reserve auctions, we also expect to see an increase in the percentage of reserve auction transactions transacted on our platform. The acquisition will result in an increase in related operating expenses, primarily associated with costs for personnel, payments to sellers for revenue reported on a gross basis, and other ancillary costs to support the business. We expect some of those increases to be offset by cost saving activities that began in the second quarter of 2021 and continue to be in process. We are targeting in excess of $35 million in run-rate operating cost synergies, over a two year period. As of September 30, 2021, we have achieved more than half of our cost synergy target on a run-rate basis.

The SpringServe Acquisition expanded our video and CTV offering to include ad server functionality in addition to our programmatic SSP capabilities. The SpringServe ad server manages multiple aspects of video advertising for both programmatic transactions and inventory sold directly by the publisher, including forecasting, routing, customized ad experiences, and advanced podding logic. Combined with our SSP, the SpringServe ad server provides publishers a holistic yield management solution that works across their entire video advertising business to drive value. This is of particular importance for CTV publishers, who still sell a large percentage of their inventory through their direct sales team. We believe the acquisition of SpringServe is highly strategic as it allows us to offer publishers an independent full-stack solution to the walled gardens, which can be leveraged across their entire video advertising business.

Impact of COVID-19 Pandemic and Other Recent Developments

The COVID-19 pandemic and resulting global disruptions have negatively affected our revenue, results of operations, cash flows, and financial condition. Our business depends on the overall demand for advertising and on the economic health of our current and prospective sellers and buyers. In response to the pandemic and associated economic challenges, a significant number of advertisers, in particular with respect to certain categories of advertising that were particularly impacted by the pandemic and resulting stay-at-home orders, reduced their advertising budgets, resulting in an overall decrease in advertising spend through our platform compared to our pre-COVID expectations. This decrease was particularly pronounced through the first half of 2020, where we experienced a significant decline in our revenues compared to our expectations. Our revenue trends improved significantly during the third and fourth quarters of 2020 as our revenue returned to positive growth.

During the first half of 2021, revenue from a number of advertising categories returned to pre-COVID spending levels, while certain categories including travel, auto, and entertainment remain below pre-COVID spending levels. In the third quarter, we continued to see lower levels of spending in travel and auto, in part due to global supply chain disruptions, and also faced challenges due to government stay-at-home orders in certain markets such as Australia. We expect such challenges to persist throughout the remainder of 2021 and it is possible that they will increase in scope.

Due to the substantial uncertainties associated with the COVID-19 pandemic, the extent to which the pandemic (and actions taken in response to it by governments, businesses, and individuals) and other direct and indirect impacts of the pandemic will ultimately impact our business and is currently unknown, and depends on various factors, many of which are outside of our control. Refer to Item 1A. "Risk Factors" for additional information related to this risk.
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Components of Our Results of Operations

We report our financial results as one operating segment. Our consolidated operating results are regularly reviewed by our chief operating decision maker, principally to make decisions about how we allocate our resources and to measure our consolidated operating performance.

Revenue

We generate revenue from the purchase and sale of digital advertising inventory through our platform. We also generate revenue from the fee we charge clients for use of our Demand Manager product and SpringServe ad server product, which we acquired on July 1, 2021. Generally, our revenue is based on a percentage of the ad spend that runs through our platform, although for certain clients or transaction types we may receive a fixed CPM for each impression sold. We recognize revenue upon the fulfillment of our contractual obligations in connection with a completed transaction, subject to satisfying all other revenue recognition criteria. For the majority of transactions executed through our platform, we act as an agent on behalf of the publisher that is monetizing its inventory, and revenue is recognized net of any advertising inventory costs that we remit to sellers. With respect to certain revenue streams for managed advertising campaigns that are transacted through insertion orders, we report revenue on a gross basis, based primarily on our determination that the Company acts as the primary obligor in the delivery of advertising campaigns for our buyer clients with respect to such transactions.

Following the SpotX Acquisition, the percentage of our revenue reported on a gross basis has increased significantly. During the first quarter of 2021 (prior to the SpotX Acquisition), our revenue reported on a gross basis was less than 3% of total revenue. For the three months ended September 30, 2021, our revenue reported on a gross basis increased to 20% of total revenue. As revenue streams acquired in the SpotX Acquisition continue to increase, the percentage of revenue reported on a gross basis may continue to increase in future periods. Any mix shift that causes an increase in the relative percentage of our revenue accounted for on a gross basis would result in a higher revenue contribution and an associated decrease in our gross margin percentage (with no underlying impact on gross profit or Revenue excluding traffic and acquisition cost ("TAC"), as defined in section "Key Operating and Financial Performance Metrics"). Our revenue recognition policies are discussed in more detail in our audited consolidated financial statements and notes thereto for the year ended December 31, 2020 included in our Annual Report on Form 10-K and in Note 3 of the accompanying Notes to the Condensed Consolidated Financial Statements.

Expenses

We classify our expenses into the following categories:

Cost of Revenue. Our cost of revenue consists primarily of data center costs, bandwidth costs, ad protection costs, depreciation and maintenance expense of hardware supporting our revenue-producing platform, amortization of software costs for the development of our revenue-producing platform, amortization expense associated with acquired developed technologies, personnel costs, facilities-related costs, and cloud computing costs. In addition, for revenue booked on a gross basis, cost of revenue includes TAC. Personnel costs included in cost of revenue include salaries, bonuses, and stock-based compensation, and are primarily attributable to personnel in our network operations group who support our platform. We capitalize costs associated with software that is developed or obtained for internal use and amortize the costs associated with our revenue-producing platform in cost of revenue over their estimated useful lives. We amortize acquired developed technologies over their estimated useful lives.

Sales and Marketing. Our sales and marketing expenses consist primarily of personnel costs, including salaries, bonuses, and stock-based compensation, as well as marketing expenses such as brand marketing, travel expenses, trade shows and marketing materials, professional services, and amortization expense associated with client relationships, backlog, and non-compete agreements from our business acquisitions, and to a lesser extent, facilities-related costs and depreciation and amortization. Our sales organization focuses on increasing the adoption of our solution by existing and new buyers and sellers. We amortize acquired intangibles associated with client relationships and backlog from our business acquisitions over their estimated useful lives.

Technology and Development. Our technology and development expenses consist primarily of personnel costs, including salaries, bonuses, and stock-based compensation, as well as professional services associated with the ongoing development and maintenance of our solution, depreciation and amortization, and to a lesser extent, facilities-related costs. These expenses include costs incurred in the development, implementation, and maintenance of internal use software, including platform and related infrastructure. Technology and development costs are expensed as incurred, except to the extent that such costs are associated with internal use software development that qualifies for capitalization, which are then recorded as internal use software development costs, net, on our consolidated balance sheets. We amortize internal use software development costs that relate to our revenue-producing activities on our platform to cost of revenue and amortize other internal use software development costs to technology and development costs or general and administrative expenses, depending on the nature of the related project. We amortize acquired intangibles associated with technology and development functions from our business acquisitions over their estimated useful lives.

General and Administrative. Our general and administrative expenses consist primarily of personnel costs, including salaries, bonuses, and stock-based compensation, associated with our executive, finance, legal, human resources, compliance, and other administrative personnel, as well as accounting and legal professional services fees, facilities-related costs and depreciation and amortization, and other corporate-related expenses. General and administrative expenses also include amortization of internal
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use software development costs and acquired intangible assets from our business acquisitions over their estimated useful lives that relate to general and administrative functions.

Merger, Acquisition, and Restructuring Costs. Our merger, acquisition, and restructuring costs consist primarily of professional service fees associated with the merger and acquisition activities, including cash-based employee termination costs, stock-based compensation charges, and other restructuring activities, including facility closures, relocation costs, and contract termination costs.

Other (Income) Expense

Interest (Income) Expense, Net. Interest expense consists of interest expense associated with our Convertible Senior Notes and credit facility ("Term Loan B Facility"), and their related amortization of debt issuance costs and debt discount. Interest income consists of interest earned on our cash equivalents.

Other Income. Other income consists primarily of rental income from commercial office space we hold under lease and have sublet to other tenants.

Foreign Currency Exchange (Gain) Loss, Net. Foreign currency exchange (gain) loss, net consists primarily of gains and losses on foreign currency transactions and remeasurement of monetary assets and liabilities on our balance sheet denominated in foreign currencies. Foreign currency monetary assets and liabilities consist primarily of cash and cash equivalents, accounts receivable, accounts payable, and various intercompany balances held between our subsidiaries. Our primary foreign currency exposures are currencies other than the U.S. Dollar, principally the Australian Dollar, British Pound, Canadian Dollar, Euro, and Japanese Yen.

Provision (Benefit) for Income Taxes

We are subject to income taxes in the U.S. (federal and state) and numerous foreign jurisdictions. Tax laws, regulations, administrative practices, principles, and interpretations in various jurisdictions may be subject to significant change, with or without notice, due to economic, political, and other conditions, and significant judgment is required in evaluating and estimating our provision and accruals for these taxes. There are many transactions that occur during the ordinary course of business for which the ultimate tax determination is uncertain. Our effective tax rates could be affected by numerous factors, such as changes in our business operations, acquisitions, investments, entry into new businesses and geographies, intercompany transactions, the relative amount of our foreign earnings, including earnings being lower than anticipated in jurisdictions where we have lower statutory rates and higher than anticipated in jurisdictions where we have higher statutory rates, losses incurred in jurisdictions for which we are not able to realize related tax benefits, the applicability of special tax regimes, changes in foreign currency exchange rates, changes in our stock price, changes in our deferred tax assets and liabilities and their valuation, changes in the laws, regulations, administrative practices, principles, and interpretations related to tax, including changes to the global tax framework, competition, and other laws and accounting rules in various jurisdictions.
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Results of Operations

The following table sets forth our condensed consolidated results of operations:

	
	
	Three Months Ended
	
	
	
	
	Nine Months Ended
	
	
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	Change %
	September 30, 2021
	September 30, 2020
	
	Change %

	
	
	(in thousands)
	
	
	
	
	(in thousands)
	
	
	

	Revenue
	$
	131,871
	
	$
	60,982
	116 %
	
	$
	307,127
	
	$
	139,625
	120 %

	Expenses (1)(2):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of revenue
	
	63,541
	
	
	21,031
	202 %
	
	
	134,823
	
	
	56,579
	138 %

	Sales and marketing
	
	52,260
	
	
	21,761
	140 %
	
	
	118,122
	
	
	53,059
	123 %

	Technology and development
	
	21,059
	
	
	13,562
	55 %
	
	
	53,436
	
	
	37,318
	43 %

	General and administrative
	
	16,535
	
	
	13,314
	24 %
	
	
	47,673
	
	
	38,221
	25 %

	Merger, acquisition, and restructuring costs
	
	2,424
	
	
	2,254
	8 %
	
	
	37,778
	
	
	16,677
	127 %

	Total expenses
	
	155,819
	
	
	71,922
	117 %
	
	
	391,832
	
	
	201,854
	94 %

	Loss from operations
	
	(23,948)
	
	
	(10,940)
	(119)%
	
	
	(84,705)
	
	
	(62,229)
	(36)%

	Other (income) expense, net
	
	5,079
	
	
	(871)
	(683)%
	
	
	7,920
	
	
	(3,444)
	(330)%

	Loss before income taxes
	
	(29,027)
	
	
	(10,069)
	(188)%
	
	
	(92,625)
	
	
	(58,785)
	(58)%

	Provision (benefit) for income taxes
	
	(4,708)
	
	
	446
	1,156 %
	
	
	(92,237)
	
	
	533
	17,405 %

	Net loss
	$
	(24,319)
	
	$
	(10,515)
	(131)%
	
	$
	(388)
	
	$
	(59,318)
	99 %

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




(1) Stock-based compensation expense included in our expenses was as follows:

Three Months Ended	Nine Months Ended
[image: ]


September 30, 2021	September 30, 2020
[image: ]

(in thousands)



September 30, 2021	September 30, 2020
[image: ]

(in thousands)


	Cost of revenue
	$
	278
	
	$
	122
	
	$
	530
	
	$
	412

	Sales and marketing
	
	4,583
	
	
	2,309
	
	
	10,426
	
	
	5,928

	Technology and development
	
	3,828
	
	
	2,061
	
	
	8,195
	
	
	5,469

	General and administrative
	
	3,087
	
	
	2,504
	
	
	8,299
	
	
	7,935

	Merger, acquisition, and restructuring costs
	
	48
	
	
	354
	
	
	1,071
	
	
	1,554

	Total stock-based compensation expense
	$
	11,824
	
	$
	7,350
	
	$
	28,521
	
	$
	21,298

	
	
	
	
	
	
	
	
	
	
	
	

	(2) Depreciation and amortization expense included in our expenses was as follows:
	
	
	
	
	
	
	
	
	
	

	
	
	Three Months Ended
	
	
	
	Nine Months Ended
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September 30, 2021	September 30, 2020
[image: ]

(in thousands)


September 30, 2021	September 30, 2020
[image: ]

(in thousands)


	Cost of revenue
	$
	24,764
	
	$
	9,579
	
	$
	52,108
	
	$
	26,407

	Sales and marketing
	
	23,569
	
	
	4,317
	
	
	44,037
	
	
	8,962

	Technology and development
	
	190
	
	
	143
	
	
	468
	
	
	340

	General and administrative
	
	179
	
	
	37
	
	
	471
	
	
	448

	Total depreciation and amortization expense
	$
	48,702
	
	$
	14,076
	
	$
	97,084
	
	$
	36,157
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The following table sets forth our condensed consolidated results of operations for the specified periods as a percentage of our revenue for those periods presented:

	
	Three Months Ended
	
	
	Nine Months Ended
	

	
	September 30, 2021
	
	
	September 30, 2020
	
	
	September 30, 2021
	
	
	September 30, 2020
	

	Revenue
	100
	%
	
	100
	%
	
	100
	%
	
	100
	%

	Cost of revenue
	48
	
	
	34
	
	
	44
	
	
	41
	

	Sales and marketing
	39
	
	
	36
	
	
	39
	
	
	38
	

	Technology and development
	16
	
	
	22
	
	
	17
	
	
	27
	

	General and administrative
	13
	
	
	22
	
	
	16
	
	
	27
	

	Merger, acquisition, and restructuring costs
	2
	
	
	4
	
	
	12
	
	
	12
	

	Total expenses
	118
	
	
	118
	
	
	128
	
	
	145
	

	Loss from operations
	(18)
	
	
	(18)
	
	
	(28)
	
	
	(45)
	

	Other (income) expense, net
	4
	
	
	(2)
	
	
	2
	
	
	(3)
	

	Loss before income taxes
	(22)
	
	
	(16)
	
	
	(30)
	
	
	(42)
	

	Provision (benefit) for income taxes
	(4)
	
	
	1
	
	
	(30)
	
	
	—
	

	Net loss
	(18) %
	
	(17) %
	
	— %
	(42) %

	
	
	
	
	
	
	
	
	
	
	
	



Comparison of the Three and Nine Months Ended September 30, 2021 and 2020

Revenue

Revenue increased $70.9 million, or 116%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020. Our revenue growth was driven primarily by increases in our core business as well as incremental revenue from the SpotX Acquisition, which was completed on April 30, 2021. On a pro forma basis, including SpotX and SpringServe revenue for the three months ended September 30, 2020, revenue increased 27% for the three months ended September 30, 2021 compared to the prior period, primarily due to the growth in all channels, mainly driven by CTV and mobile, and a rebound from impacts of the COVID-19 pandemic.

Revenue increased $167.5 million, or 120%, for the nine months ended September 30, 2021 compared to the prior year period, for the same reasons above plus incremental contributions from the Telaria Merger, which was completed on April 1, 2020. On a pro forma basis, including revenue for SpringServe, SpotX, and Telaria during the relevant pre-acquisition period, revenue increased 47%, for the nine months ended September 30, 2021 compared to the prior year period.

We expect our revenue will substantially increase through the remainder of 2021 as a result of our recent Acquisitions and from continued growth in other areas of our business, in particular CTV. Our revenue is largely a function of the number of advertising transactions and the price, or CPM, at which the inventory is sold, which results in total advertising spend on our platform; and, with respect to our revenue reported on a net basis, the take rate we charge for our services. Because pricing and take rate vary across publisher, channel and transaction type, our revenue is impacted by shifts in the mix of advertising spend on our platform. For instance, an increase in reserve auction transactions as a percentage of the transactions on our platform could also result in reduced revenue, if not offset by increased advertising spend, because reserve auction transactions can carry lower take rates than open auction transactions. We believe that contributions to revenue from reserve auction, in particular with respect to CTV which is largely transacted on a reserved basis, will continue to grow as a percentage of our total revenue. In general, we expect this shift will result in an overall increase in advertising spend through our platform and in revenue due to both an increase in volume and average CPM which will be partially offset by a decrease in our average take rate.

Cost of Revenue

Cost of revenue increased $42.5 million, or 202%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020, primarily due to costs associated with our revenue growth, and an increase in traffic acquisition cost driven by the increase in revenue reported on a gross basis as a result of the SpotX Acquisition. Cost of revenue increased by $17.0 million in traffic acquisition costs associated with revenue recognized on a gross basis, $15.2 million in depreciation and amortization, and $6.6 million in data and bandwidth expenses during the three months ended September 30, 2021 compared to the same period in the prior year.

For the nine months ended September 30, 2021, cost of revenue increased $78.2 million, or 138%, compared to the prior year period primarily due to the same reasons above, as well as increased costs from the Telaria Merger, which was completed on April 1, 2020. Cost of revenue increased by $31.6 million in traffic acquisition costs associated with revenue recognized on a gross


41
[image: ]

Table of Contents


basis, $25.7 million in depreciation and amortization, and $15.1 million in data and bandwidth expenses during the nine months ended September 30, 2021 compared to the same period in the prior year.

Our cost of revenue will continue to increase in future periods as a result of our recent acquisitions. In addition, excluding the impact of recent acquisitions, we expect our cost of revenue to increase on a year-over-year basis through the remainder of 2021 due primarily to the increase in expenses due to a full year of amortization of intangible assets resulting from the Telaria Merger and higher cloud service costs to support the growth of our business.

Cost of revenue may fluctuate from quarter to quarter and period to period, on an absolute dollar basis and as a percentage of revenue, depending on revenue levels and the volume of transactions we process supporting those revenues, and the timing and amounts of depreciation and amortization of equipment and software.

Sales and Marketing

Sales and marketing expenses increased $30.5 million, or 140%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020, primarily due to the SpotX Acquisition and associated increases in headcount and the amortization of acquired intangibles and other assets. Sales and marketing expenses increased by $19.3 million related to depreciation and amortization and by $10.5 million related to personnel expenses, both increases associated with the SpotX Acquisition.

For the nine months ended September 30, 2021, sales and marketing expenses increased $65.1 million, or 123%, compared to the prior year period for the same reasons above. Sales and marketing expenses increased by $35.1 million related to depreciation and amortization and by $27.9 million related to personnel expenses, both increases associated with the SpotX Acquisition and the Telaria Merger.

We expect sales and marketing expenses will continue to increase on a year-over-year basis through the remainder of 2021 due to increase in our headcount associated with our recent acquisitions, increases in travel and entertainment related expenses, as well as a full year of amortization of intangible assets resulting from the Telaria Merger, and amortization of acquired intangible assets as a result of the SpotX Acquisition, partially offset by reductions associated with cost synergies.

Sales and marketing expenses may fluctuate quarter to quarter and period to period, on an absolute dollar basis and as a percentage of revenue, based on revenue levels, the timing of our investments and seasonality in our industry and business.

Technology and Development

Technology and development expenses increased $7.5 million, or 55%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020, due primarily to an increase of $7.1 million in personnel costs as a result of the increased headcount associated with the SpotX Acquisition.

For the nine months ended September 30, 2021, technology and development expenses increased $16.1 million, or 43%, compared to the prior year period, due to an increase of $15.5 million in personnel costs primarily for the same reasons above as well as the Telaria Merger.

We expect technology and development expenses to continue to increase on a year-over-year basis through the remainder of 2021 due to increase in our headcount associated with our recent acquisitions, partially offset by reductions associated with cost synergies.

The timing and amount of our capitalized development and enhancement projects may affect the amount of development costs expensed in any given period. As a percentage of revenue, technology and development expense may fluctuate from quarter to quarter and period to period based on revenue levels, the timing and amounts of technology and development efforts, the timing and the rate of the amortization of capitalized projects and the timing and amounts of future capitalized internal use software development costs.

General and Administrative

General and administrative expenses increased by $3.2 million, or 24%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020, primarily due to increases of $1.6 million in personnel expenses primarily associated with the SpotX Acquisition.

For the nine months ended September 30, 2021, general and administrative expenses increased $9.5 million, or 25%, compared to the prior year period, primarily due to increases of $4.6 million in personnel expenses, $2.0 million in professional services, and $0.9 million in software licenses, for the same reasons above.

We expect general and administrative expenses will continue to increase on a year-over-year basis through the remainder of 2021 due our recent acquisitions, partially offset by reductions associated with cost synergies.
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General and administrative expenses may fluctuate from quarter to quarter and period to period based on the timing and amounts of expenditures in our general and administrative functions as they vary in scope and scale over periods. Such fluctuations may not be directly proportional to changes in revenue.

Merger, Acquisition, and Restructuring Costs

	
	
	Three Months Ended
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020
	

	
	
	
	
	
	(in thousands)
	
	
	

	Professional Services (investment banking advisory, legal and other
	$
	1,064
	
	$
	952
	
	$
	28,032
	
	$
	9,533
	

	professional services)
	
	
	
	
	
	
	
	
	
	
	
	

	Personnel related (severance and one-time termination benefit costs)
	
	1,312
	
	
	948
	
	
	6,176
	
	
	5,590
	

	Non-cash stock-based compensation (double-trigger acceleration and
	
	48
	
	
	354
	
	
	1,070
	
	
	1,554
	

	severance)
	
	
	
	
	
	
	
	
	
	
	
	

	Loss contracts (lease related)
	
	—
	
	—
	
	2,500
	
	
	—
	

	Total merger, acquisition, and restructuring costs
	$
	2,424
	
	$
	2,254
	
	$
	37,778
	
	$
	16,677
	

	
	
	
	
	
	
	
	
	
	
	
	
	



Merger, acquisition, and restructuring costs increased by $0.2 million, or 8%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020. Costs incurred during the three months ended September 30, 2021 of $2.4 million were primarily due to the SpotX and SpringServe Acquisitions, which were completed on April 30, 2021 and July 1, 2021, respectively, which costs included investment banking advisory, legal, and other professional services fees, one-time cash-based employee termination benefit costs, and non-cash stock-based compensation expense associated with equity accelerations due to severance benefits. Costs incurred during the three months ended September 30, 2020 of $2.3 million were primarily due to the Telaria Merger, which was completed on April 1, 2020, which costs included investment banking advisory, legal, and other professional services fees, one-time cash-based employee termination benefit costs, and non-cash stock-based compensation expense associated with double-trigger accelerations.

Merger, acquisition, and restructuring costs increased by $21.1 million, or 127%, for the nine months ended September 30, 2021 compared to the prior year period for the same reasons above as well as facility closure costs associated with office space restructuring activities.

We expect to continue to incur merger, acquisition, and restructuring costs to continue to increase on a year-over-year basis through the remainder of 2021 as a result of the SpotX and SpringServe Acquisitions and related restructuring activities.

Other (Income) Expense, Net

	
	
	Three Months Ended
	
	Nine Months Ended

	
	
	September 30, 2021
	
	September 30, 2020
	
	
	September 30, 2021
	
	September 30, 2020

	
	
	(in thousands)
	
	(in thousands)

	Interest (income) expense, net
	$
	7,280
	
	$
	30
	
	$
	12,595
	
	$
	(112)

	Other income
	
	(955)
	
	
	(1,194)
	
	
	(3,317)
	
	
	(2,487)

	Foreign exchange (gain) loss, net
	
	(1,246)
	
	
	293
	
	
	(1,358)
	
	
	(845)

	Total other (income) expense, net
	$
	5,079
	
	$
	(871)
	
	$
	7,920
	
	$
	(3,444)

	
	
	
	
	
	
	
	
	
	
	
	



Interest (income) expense, net increased by $7.3 million and $12.7 million during the three and nine months ended September 30, 2021, respectively, compared to the same periods in the prior year, mainly due to interest expense associated with the Convertible Senior Notes (defined below), which the Company entered into during March 2021, and interest expense associated with the Term Loan B Facility (defined below), which the Company entered into during April 2021.

We expect interest expense to increase in 2021 compared to 2020 significantly as a result of increase in interest expense associated with our Convertible Senior Notes and Term Loan B Facility.

Foreign exchange (gain) loss, net is impacted by movements in exchange rates and the amount of foreign currency-denominated cash, receivables, payables, and intercompany balances, which are impacted by our billings to buyers and payments to sellers. During the three and nine months ended September 30, 2021, the net foreign exchange gain was primarily attributable to the currency movements between the British Pound, Australian Dollar, Canadian Dollar, and the Euro relative to the U.S. Dollar.
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Provision (Benefit) for Income Taxes

We recorded an income tax benefit of $4.7 million and expense of $0.4 million for the three months ended September 30, 2021 and 2020, respectively and an income tax benefit of $92.2 million and expense of $0.5 million for the nine months ended September 30, 2021 and 2020, respectively. The tax benefit for the three and nine months ended September 30, 2021 is primarily the result of the partial release of the domestic valuation allowance of $56.2 million related to the SpotX Acquisition, as well as the income tax benefit of a portion of our current year projected loss. The net deferred tax liabilities recorded in connection with the SpotX and SpringServe Acquisitions provided an additional source of taxable income to support the realizability of pre-existing deferred tax assets, and, as a result, we released a portion of our domestic valuation allowance and recognized current benefit for a portion of our projected losses. We continue to maintain a partial valuation allowance for our domestic deferred tax assets.


Key Operating and Financial Performance Metrics

In addition to our GAAP results, we review non-GAAP financial measures, including Revenue ex-TAC and Adjusted EBITDA, to help us evaluate our business on a consistent basis, measure our performance, identify trends affecting our business, establish budgets, measure the effectiveness of investments in our technology and development and sales and marketing, and assess our operational efficiencies. Our non-GAAP financial measures are discussed below. Revenue and net income (loss) are discussed above under the headings "Components of Our Results of Operations" and "Results of Operations."

	
	
	
	Three Months Ended
	
	
	
	
	Nine Months Ended
	
	

	
	
	
	
	
	
	
	Change
	
	
	
	
	
	
	
	Change
	

	
	September 30, 2021
	
	September 30, 2020
	
	Favorable/
	September 30, 2021
	
	September 30, 2020
	
	Favorable/
	

	
	
	
	
	
	(Unfavorable)
	
	
	
	
	
	(Unfavorable)
	

	Revenue
	$
	131,871
	$
	60,982
	
	116%
	
	$
	307,127
	$
	139,625
	
	120%
	

	Revenue ex-TAC
	
	114,064
	
	
	60,302
	
	89%
	
	
	274,356
	
	
	138,647
	
	98%
	

	Net loss
	
	(24,319)
	
	
	(10,515)
	
	(131)%
	
	
	(388)
	
	
	(59,318)
	
	99%
	

	Adjusted EBITDA
	
	39,966
	
	
	13,749
	
	191%
	
	
	81,121
	
	
	13,054
	
	521%
	



Revenue ex-TAC:

Revenue ex-TAC is revenue excluding traffic acquisition cost ("TAC"). Traffic acquisition cost, a component of Cost of revenue, represents what we must pay sellers for the sale of advertising inventory through our platform for revenue reported on a gross basis. In calculating Revenue ex-TAC, we add back the cost of revenue, excluding TAC, to gross profit, the most comparable GAAP measurement. Revenue ex-TAC is a non-GAAP financial measure. We believe Revenue ex-TAC is a useful measure in assessing the performance of Magnite as a combined company following the SpotX Acquisition and facilitates a consistent comparison against our core business without considering the impact of traffic acquisition costs related to revenue reported on a gross basis.

Our use of Revenue ex-TAC has limitations as an analytical tool and you should not consider it in isolation or as a substitute for analysis of our financial results as reported under GAAP. A potential limitation of this non-GAAP financial measure is that other companies, including companies in our industry which have similar business arrangements, may define Revenue ex-TAC differently, which may make comparisons difficult. Because of these and other limitations, you should consider our non-GAAP measures only as supplemental to GAAP-based financial performance measures, including revenue, net income (loss) and cash flows.

The following table presents the calculation of gross profit and reconciliation of gross profit to Revenue ex-TAC for the three and nine months ended

September 30, 2021 and 2020, respectively:

	
	
	
	Three Months Ended
	
	
	
	
	Nine Months Ended
	

	
	September 30, 2021
	
	September 30, 2020
	Change %
	September 30, 2021
	
	September 30, 2020
	Change %

	Revenue
	$
	131,871
	$
	60,982
	116 %
	
	$
	307,127
	$
	139,625
	120 %

	Less: Cost of revenue
	
	63,541
	
	
	21,031
	202 %
	
	
	134,823
	
	
	56,579
	138 %

	Gross Profit
	
	68,330
	
	
	39,951
	71 %
	
	
	172,304
	
	
	83,046
	107 %

	Add back: Cost of revenue, excluding TAC
	
	45,734
	
	
	20,351
	125 %
	
	
	102,052
	
	
	55,601
	84 %

	Revenue ex-TAC
	$
	114,064
	$
	60,302
	89 %
	
	$
	274,356
	$
	138,647
	98 %
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Sellers use our technology to monetize their content across all digital channels, including CTV, mobile and desktop, and each of these channels will continue to represent a meaningful portion of our revenue in future periods. We track the breakdown of Revenue ex-TAC across channels to better understand how our clients are transacting on our platform, which informs decisions as to business strategy and the allocation of resources and capital. The following table presents Revenue ex-TAC by channel.

	
	
	
	
	
	
	Revenue ex-TAC
	
	
	
	

	
	
	
	Three Months Ended
	
	
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	
	September 30, 2020
	Change %
	
	September 30, 2021
	
	
	September 30, 2020
	Change %

	
	
	
	
	
	
	
	
	
	
	
	
	

	Channel:
	
	
	
	
	
	
	
	
	
	
	
	

	CTV
	$
	43,142
	$
	11,059
	290 %
	$
	89,382
	$
	18,978
	371 %

	Desktop
	
	29,192
	
	
	20,222
	44 %
	
	76,566
	
	
	50,490
	52 %

	Mobile
	
	41,730
	
	
	29,021
	44 %
	
	108,408
	
	
	69,179
	57 %

	Total
	$
	114,064
	$
	60,302
	89 %
	$
	274,356
	$
	138,647
	98 %

	
	
	
	
	
	
	
	
	
	
	
	
	




Revenue ex-TAC increased $53.8 million, or 89%, for the three months ended September 30, 2021 compared to the three months ended September 30, 2020. The increase in Revenue ex-TAC is due to increases across all channels, a rebound from COVID-19 advertising lows, and includes increases associated with the SpotX Acquisition, which was completed on April 30 2021.

Revenue ex-TAC increased $135.7 million, or 98%, for the nine months ended September 30, 2021 compared to the nine months ended September 30, 2020. The increase in Revenue ex-TAC is attributable to the same reasons above.

We expect Revenue ex-TAC to increase through the remainder of 2021 as compared to the same period in the prior year. We believe that CTV will be our biggest growth driver in future periods and with the recently completed SpotX Acquisition, we expect CTV Revenue ex-TAC to represent a significantly higher percentage of our overall Revenue ex-TAC.

We expect our mobile business to grow at a higher rate than desktop, consistent with industry trends and our historical results. Our mobile business consists of two components, mobile web and mobile applications. Initially our mobile business consisted primarily of mobile web, which is similar to our desktop business, but our mobile application business has been the growth driver behind our mobile business. We therefore expect our growth within mobile to come largely from our mobile applications business and, in particular, mobile video.

Lower industry growth rates in desktop will make growing desktop Revenue ex-TAC more challenging; however, in future periods we believe we will be able to grow our desktop business in excess of industry projections by capturing market share through SPO and expansion of publisher relationships. We expect our desktop business to decline as an overall percentage of our revenue in future periods. However, we expect that it will continue to represent a significant part of our Revenue ex-TAC in the near term. Therefore, the mix of our desktop business will continue to dampen our overall growth rate.

Adjusted EBITDA:

We define Adjusted EBITDA as net income (loss) adjusted to exclude stock-based compensation expense, depreciation and amortization, amortization of acquired intangible assets, impairment charges, interest income or expense, and other cash and non-cash based income or expenses that we do not consider indicative of our core operating performance, including, but not limited to foreign exchange gains and losses, acquisition and related items, non-operational real estate expense (income), net, and provision (benefit) for income taxes. We believe Adjusted EBITDA is useful to investors in evaluating our performance for the following reasons:

· Adjusted EBITDA is widely used by investors and securities analysts to measure a company’s performance without regard to items such as those we exclude in calculating this measure, which can vary substantially from company to company depending upon their financing, capital structures, and the method by which assets were acquired.

· Our management uses Adjusted EBITDA in conjunction with GAAP financial measures for planning purposes, including the preparation of our annual operating budget, as a measure of performance and the effectiveness of our business strategies, and in communications with our board of directors concerning our performance. Adjusted EBITDA may also be used as a metric for determining payment of cash incentive compensation.

· Adjusted EBITDA provides a measure of consistency and comparability with our past performance that many investors find useful, facilitates period-to-period comparisons of operations, and also facilitates comparisons with other peer companies, many of which use similar non-GAAP financial measures to supplement their GAAP results.


45
[image: ]

Table of Contents



Although Adjusted EBITDA is frequently used by investors and securities analysts in their evaluations of companies, Adjusted EBITDA has limitations as an analytical tool, and should not be considered in isolation or as a substitute for analysis of our results of operations as reported under GAAP. These limitations include:

· Stock-based compensation is a non-cash charge and will remain an element of our long-term incentive compensation package, although we exclude it as an expense when evaluating our ongoing operating performance for a particular period.

· Depreciation and amortization are non-cash charges, and the assets being depreciated or amortized will often have to be replaced in the future, but Adjusted EBITDA does not reflect any cash requirements for these replacements.

· Impairment charges are non-cash charges related to goodwill, intangible assets and/or long-lived assets.

· Adjusted EBITDA does not reflect non-cash charges related to acquisition and related items, such as amortization of acquired intangible assets, merger related severance costs, and changes in the fair value of contingent consideration.

· Adjusted EBITDA does not reflect cash and non-cash charges and changes in, or cash requirements for, acquisition and related items, such as certain transaction expenses and expenses associated with earn-out amounts.

· Adjusted EBITDA does not reflect changes in our working capital needs, capital expenditures, non-operational real estate expenses or income, or contractual commitments.

· Adjusted EBITDA does not reflect cash requirements for income taxes and the cash impact of other income or expense.

· Other companies may calculate Adjusted EBITDA differently than we do, limiting its usefulness as a comparative measure.

Our Adjusted EBITDA is influenced by fluctuations in our revenue, cost of revenue, and the timing and amounts of the cost of our operations. Adjusted EBITDA should not be considered as an alternative to net income (loss), income (loss) from operations, or any other measure of financial performance calculated and presented in accordance with GAAP.

	
	
	Three Months Ended
	
	
	Nine Months Ended
	

	
	
	September 30, 2021
	
	September 30, 2020
	
	September 30, 2021
	
	September 30, 2020
	

	Net (income) loss
	$
	(24,319)
	
	$
	(10,515)
	
	$
	(388)
	
	$
	(59,318)
	

	Add back (deduct):
	
	
	
	
	
	
	
	
	
	
	
	

	Depreciation and amortization expense, excluding amortization of
	
	6,518
	
	
	6,254
	
	
	17,771
	
	
	19,253
	

	acquired intangible assets
	
	
	
	
	
	
	
	
	
	
	
	

	Amortization of acquired intangibles
	
	42,184
	
	
	7,822
	
	
	79,313
	
	
	16,904
	

	Stock-based compensation expense
	
	11,824
	
	
	7,350
	
	
	28,521
	
	
	21,298
	

	Merger, acquisition, and restructuring costs, excluding stock-based
	
	2,376
	
	
	1,900
	
	
	36,707
	
	
	15,123
	

	compensation expense
	
	
	
	
	
	
	
	
	
	
	
	

	Non-operational real estate expense (income), net
	
	57
	
	
	163
	
	
	197
	
	
	203
	

	Interest expense (income), net
	
	7,280
	
	
	30
	
	
	12,595
	
	
	(112)
	

	Foreign exchange (gain) loss, net
	
	(1,246)
	
	
	293
	
	
	(1,358)
	
	
	(845)
	

	Other non-operating (income) expense, net
	
	—
	
	6
	
	
	—
	
	15
	

	Provision (benefit) for income taxes
	
	(4,708)
	
	
	446
	
	
	(92,237)
	
	
	533
	

	Adjusted EBITDA
	$
	39,966
	
	$
	13,749
	
	$
	81,121
	
	$
	13,054
	

	
	
	
	
	
	
	
	
	
	
	
	
	




Adjusted EBITDA increased by $26.2 million during the three months ended September 30, 2021 compared to the three months ended September 30, 2020, primarily due to increase in revenue from both organic growth and the SpotX and SpringServe Acquisitions, which are discussed in section "Comparison of the "Three and Nine Months Ended September 30, 2021 and 2020," and improved operating leverage from our increased scale and related cost synergies.

Adjusted EBITDA increased by $68.1 million during the nine months ended September 30, 2021 compared to the nine months ended September 30, 2020, for the same reasons above.

We expect Adjusted EBITDA to continue to increase as a result of continued growth in revenue and the realization of additional cost synergies.
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Liquidity and Capital Resources

Liquidity

As of September 30, 2021, we had an aggregate gross principal amount of $759.1 million of indebtedness outstanding that will mature in 2021 through 2028, and approximately $59.9 million of availability to borrow under our Revolving Credit Facility. See Note 14 "Convertible Senior Notes and Capped Call Transactions" and Note 15 "Credit Facility" in the notes to unaudited condensed consolidated financial statements included in this Quarterly Report for further information about our outstanding debt. Our ability to meet expenses, remain in compliance with the covenants under our debt instruments, pay interest, repay principal for our level of indebtedness depends on, among other things, our operating performance, competitive developments, and financial market conditions, all of which are significantly affected by business, financial, economic, political, global health-related and other factors, many of which we may not be able to control or influence. Additionally, our cash flows may not be sufficient to allow us to pay interest or repay principal on our outstanding indebtedness.

We have historically relied upon cash and cash equivalents, cash generated from operations, borrowings under credit facilities and issuance of debt for our liquidity needs. As of September 30, 2021, we had cash and cash equivalents of $188.2 million, of which $34.2 million was held in foreign currency denominated cash accounts. Our cash and cash equivalents are managed with the objective of preserving principal and maintaining liquidity while minimizing risk. We also have an undrawn Revolving Credit Facility of $65.0 million, of which approximately $5.1 million is assigned to outstanding but undrawn letters of credit. Our principal cash requirements are to fund business operations and working capital needs, taxes, interest and principal payments, and capital expenditures. Our working capital needs and cash conversion cycle, which is influenced by seasonality and may be negatively impacted as a result of COVID-19, can have large fluctuations due to the timing of receipts from buyers and timing of disbursements to sellers. Additionally, we must continue to reinvest in our business by making capital expenditure investments which tend to be higher in the second half of the year. These impacts from working capital, cash conversion cycle and capital expenditures can significantly impact our cash flows from operating and investing activities and therefore, our liquidity during any period presented.

We believe our existing cash and cash equivalents, investment balances, cash generated from operating activities, and available borrowings under our Revolving Credit Facility will be sufficient to meet our working capital requirements for at least the next twelve months from the issuance of our financial statements. However, there are multiple factors that could impact our cash balances in the future. For example, we typically collect from buyers in advance of payments to sellers, and our collection and payment cycle can vary from period to period depending upon various circumstances, including seasonality. In addition, in the event a buyer defaults on payment, we may still be required to pay sellers for the inventory purchased even if we are unable to collect from buyers. To date, these actions have not had a material negative impact on our cash flow or liquidity. The future capital requirements and the adequacy of available funds will depend on many factors, including the duration and severity of the COVID-19 pandemic and its impact on buyers and sellers and the factors and those set forth in Part II, Item 1A: "Risk Factors" of our Annual Report on Form 10-K for the year ended December 31, 2020.

Capital Resources

On April 30, 2021, we completed the SpotX Acquisition, which included cash consideration of $640.0 million, and on July 1, 2021, we completed the SpringServe Acquisition, which included cash consideration of $31.1 million, excluding indemnification holdback.

In March 2021, we sold convertible senior notes ("Convertible Senior Notes") for gross proceeds of $400 million. The Convertible Senior Notes are senior, unsecured obligations with interest payable semi-annually in cash at a rate of 0.25% per annum in arrears on March 15 and September 15. The Convertible Senior Notes will mature on March 15, 2026, unless earlier converted, redeemed, or repurchased. The initial conversion rate is 15.6539 shares per $1,000 principal amount of notes, which represents an initial conversion price of approximately $63.88 per share of the Company’s common stock and is subject to adjustment as described in the Offering Memorandum. At September 30, 2021, the balance of the Convertible Debt was $389.8 million, net of unamortized debt issuance costs of $10.2 million. Accrued interest at September 30, 2021 was $0.5 million.

In conjunction with the issuance of the Convertible Senior Notes, we entered into capped call transactions to reduce the Company's exposure to additional cash payments above principal balances in the event of a cash conversion of the Convertible Senior Notes. The Company may owe additional cash or shares to the holders of the Convertible Senior Notes upon early conversion if our stock price exceeds $91.260 per share, which is subject to certain adjustments. Although the Company’s incremental exposure to the additional cash payment above the principal amount of the Convertible Senior Notes is reduced by the capped calls, conversion of the Convertible Senior Notes by the holders may cause dilution to the ownership interests of existing stockholders. See Note 14 "Convertible Senior Notes and Capped Call Transactions" in the notes to unaudited condensed consolidated financial statements included in this Quarterly Report for more information regarding terms and conditions of the Convertible Senior Notes and the capped call transactions.

On April 30, 2021, and in conjunction with the SpotX Acquisition, we entered into a credit agreement (the "Credit Agreement") with Goldman Sachs Bank USA as administrative and collateral agent, and other lending parties thereto for a $360.0
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million seven-year senior secured term loan facility ("Term Loan B Facility") and a $52.5 million senior secured revolving credit facility (the "Revolving Credit Facility"). As part of the Term Loan B Facility, the Company received $325 million in proceeds, net of discounts and fees, which were used to finance the SpotX Acquisition and related transactions and for general corporate purposes.

On June 28, 2021, we entered into an Incremental Assumption Agreement (the "Incremental Agreement") to the Credit Agreement. Pursuant to the terms of the Incremental Agreement, the Company’s existing revolving credit facility under the Credit Agreement was increased by $12.5 million (the "Incremental Revolver") to $65.0 million total, and the letter of credit sublimit under the Credit Agreement was increased by $5.0 million. At September 30, 2021, amounts available under the Revolving Credit Facility were $59.9 million, net of letters of credit outstanding in the amount of $5.1 million.

In the future, we may attempt to raise additional capital through the sale of equity securities or through equity-linked or debt financing arrangements. If we raise additional funds by issuing equity or equity-linked securities, the ownership of our existing stockholders will be diluted. If we raise additional financing by incurring indebtedness, we will be subject to increased fixed payment obligations and could also be subject to restrictive covenants, such as limitations on our ability to incur additional debt, and other operating restrictions that could adversely impact our ability to conduct our business. Any future indebtedness we incur may result in terms that could be unfavorable to equity investors.

An inability to raise additional capital could adversely affect our ability to achieve our business objectives. In addition, if our operating performance during the next twelve months is below our expectations, our liquidity and ability to operate our business could be adversely affected.

Our cash and marketable securities balances are affected by our results of operations, the timing of capital expenditures which are typically greater in the second half of the year, and by changes in our working capital, particularly changes in accounts receivable and accounts payable. The timing of cash receipts from buyers and payments to sellers can significantly impact our cash flows from operating activities and our liquidity for, and within, any period presented. Our collection and payment cycle can vary from period to period depending upon various circumstances, including seasonality, and may be negatively impacted as a result of COVID-19.

Cash Flows

The following table summarizes our cash flows for the periods presented:

	
	
	Nine Months Ended

	
	
	September 30, 2021
	
	September 30, 2020

	
	
	(in thousands)

	Cash flows provided by (used in) operating activities
	$
	58,000
	
	$
	(24,038)

	Cash flows (used in) provided by investing activities
	
	(675,570)
	
	
	43,490

	Cash flows provided by (used in) financing activities
	
	688,863
	
	
	(3,280)

	Effects of exchange rate changes on cash, cash equivalents and restricted cash
	
	(591)
	
	
	41

	Change in cash, cash equivalents and restricted cash
	$
	70,702
	
	$
	16,213

	
	
	
	
	
	



Operating Activities

Our cash flows from operating activities are primarily driven by revenues generated from advertising activity, offset by the cash costs of operations, and are significantly influenced by the timing of and fluctuations in receipts from buyers and related payments to sellers. Our future cash flows will be diminished if we cannot increase our revenue levels and manage costs appropriately.

For the nine months ended September 30, 2021, net cash provided by operating activities was $58.0 million compared to net cash used in operating activities of $24.0 million for the nine months ended September 30, 2020. Our operating activities included our net loss of $0.4 million and net loss of $59.3 million for the nine months ended September 30, 2021 and 2020, respectively, which were offset by non-cash adjustments of $36.8 million and $55.6 million, respectively. In the nine months ended September 30, 2021, cash provided by operating activities increased by a net decrease in our working capital of $21.6 million. Net cash used in operating activities for the nine months ended September 30, 2020 was increased by a net increase in our working capital of $20.3 million. The net changes in working capital for both periods are primarily due to the timing of cash receipts from buyers and the timing of payments to sellers.

We believe that cash flows from operations will continue to fluctuate, but in general will increase over time as our business continues to grow. Investing Activities

Our primary investing activities have consisted of acquisitions of businesses, purchases of property and equipment, capital expenditures to develop our internal use software in support of creating and enhancing our technology infrastructure, and
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investments in, and maturities of, available-for-sale securities. Purchases of property and equipment and investments in internal use software development may vary from period-to-period due to the timing of the expansion of our operations, changes to headcount, and the cycles of our internal use software development. We anticipate investment in internal use software development to slightly increase compared to past years' investment levels as we continue to innovate new solutions on our platform. As the business continues to grow, we expect our investment in property and equipment to increase compared to 2020. Historically, a majority of our purchases in property and equipment have occurred in the latter half of the year in preparation for the peak volumes of the fourth quarter and early in the first quarter of the following year. We expect those trends to continue, with higher levels of property and equipment spend in the latter half of this year compared to the first half of the year. Investments in, and maturities of, available-for-sale securities and acquisitions of businesses vary from period-to-period.

During the nine months ended September 30, 2021 and 2020, our investing activities used net cash of $675.6 million and provided net cash of $43.5 million, respectively. During the nine months ended September 30, 2021 and 2020, we used cash for purchases of property and equipment of $14.0 million and $4.2 million, respectively, and used cash for investments in our internally developed software of $8.5 million and $6.9 million, respectively. During the nine months ended September 30, 2021, we used net cash of $653.1 million to acquire SpotX and SpringServe. During the nine months ended September 30, 2020, we acquired $54.6 million cash in the Telaria Merger.

We believe that cash flows used in our investing activities will continue to increase as a result of investments associated with supporting our overall growth, primarily property and equipment, and internally developed software.

Financing Activities

Our financing activities consisted of our Convertible Senior Notes offering, amounts borrowed against our Term Loan B Facility, and transactions related to our equity plans.

For the nine months ended September 30, 2021 and 2020, we received net cash of $688.9 million and we used net cash of $3.3 million, respectively, for financing activities. Cash inflows from financing activities for the nine months ended September 30, 2021 included an increase of $400.0 million in proceeds from our Convertible Senior Notes offering, $349.2 million in net proceeds from our Term Loan B Facility, cash proceeds from stock options exercised of $8.7 million and $1.2 million cash proceeds from issuance of common stock from the employee stock purchase plan. These increases for the nine months ended September 30, 2021 were partially offset by a $39.0 million payment for capped call transactions entered into in connection with the Convertible Senior Notes offering, debt issuance cost payments of $30.4 million and $0.9 million repayment of Term Loan B. Cash outflows from financing activities for the nine months ended September 30, 2020 included payments of $7.8 million for income tax deposits paid in respect of vesting of stock-based compensation awards that were reimbursed by the award recipients through surrender of shares.

Off-Balance Sheet Arrangements

We do not have any relationships with other entities or financial partnerships, such as entities often referred to as structured finance or special purpose entities that have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes. We did not have any other off-balance sheet arrangements at September 30, 2021 other than the short-term operating leases and the indemnification agreements described below.

Contractual Obligations and Known Future Cash Requirements

As of September 30, 2021, our principal commitments consist of obligations under our Convertible Senior Notes, Term Loan B Facility, Revolving Credit Facility, leases for our various office facilities, operating lease agreements including data centers and cloud managed services that expire at various times through 2030, and indemnification holdback associated with the SpringServe Acquisition. In certain cases, the terms of the lease agreements provide for rental payments on a graduated basis.

During the three and nine months ended September 30, 2021, we received rental income from subleases totaling $1.0 million and $3.3 million, respectively, and an $1.2 million and $2.5 million amount during the three and nine months ended September 30, 2020, respectively.

The following table summarizes our future lease obligations, payments of principal and interest under our debt agreements, sublease income, and other future payments due under non-cancelable agreements at September 30, 2021.
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	2021
	
	
	2022
	
	
	2023
	
	
	2024
	
	
	2025
	
	
	Thereafter
	
	Total
	

	Lease liabilities associated with leases
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	included Right of Use Asset as of
	$
	4,093
	
	$
	18,645
	
	$
	15,193
	
	$
	12,868
	
	$
	7,286
	
	$
	25,921
	
	$
	84,006
	

	September 30, 2021
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Convertible Senior Notes
	
	—
	
	—
	
	—
	
	—
	
	—
	
	400,000
	
	$
	400,000
	

	Interest, Convertible Senior Notes
	
	250
	
	
	1,000
	
	
	1,000
	
	
	1,000
	
	
	1,000
	
	
	208
	
	$
	4,458
	

	Term Loan B (1)
	
	900
	
	
	3,600
	
	
	3,600
	
	
	3,600
	
	
	3,600
	
	
	343,800
	
	$
	359,100
	

	Interest, Term Loan B (2)
	
	5,277
	
	
	20,803
	
	
	20,593
	
	
	20,440
	
	
	20,174
	
	
	46,219
	
	$
	133,506
	

	Operating sublease income
	
	(851)
	
	
	(3,325)
	
	
	(3,201)
	
	
	(3,042)
	
	
	(253)
	
	
	—
	$
	(10,672)
	

	Other non-cancelable obligations
	
	2,000
	
	
	8,467
	
	
	3,540
	
	
	229
	
	
	—
	
	—
	$
	14,236
	

	Total
	$
	11,669
	
	$
	49,190
	
	$
	40,725
	
	$
	35,095
	
	$
	31,807
	
	$
	816,148
	
	$
	984,634
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(1) Includes only scheduled amortization of payments and excludes currently unknown prepayment amounts that will be required, per terms of the Credit Agreement, after the end of each fiscal year.

(2) Interest payments are based on an assumed rate of 5.75%, which was the rate used as of September 30, 2021 for the associated Credit Agreement.
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Payments associated with our Convertible Senior Notes are based on contractual terms and intended timing of repayments of long-term debt and associated interest and do not assume conversion prior to the maturity date.

Other non-cancelable obligations include agreements in the normal course of business and purchase consideration that extend beyond a year.

There was no material change to the Company's unrecognized tax benefits in the three months ended September 30, 2021 and we do not expect to have any material changes to unrecognized tax benefits through December 31, 2021.

In the ordinary course of business, we enter into agreements with sellers, buyers, and other third parties pursuant to which we agree to indemnify buyers, sellers, vendors, lessors, business partners, lenders, stockholders, and other parties with respect to certain matters, including, but not limited to, losses resulting from claims of intellectual property infringement, damages to property or persons, business losses, or other liabilities. Generally, these indemnity and defense obligations relate to our own business operations, obligations, and acts or omissions. However, under some circumstances, we agree to indemnify and defend contract counterparties against losses resulting from their own business operations, obligations, and acts or omissions, or the business operations, obligations, and acts or omissions of third parties. These indemnity provisions generally survive termination or expiration of the agreements in which they appear. In addition, we have entered into indemnification agreements with our directors, executive officers and certain other officers that will require us, among other things, to indemnify them against certain liabilities that may arise by reason of their status or service as directors, officers, or employees. No demands for indemnification have been made as of September 30, 2021.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with GAAP. The preparation of these condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, expenses, and related disclosures. We evaluate our estimates and assumptions on an ongoing basis. Our estimates are based on historical experience and various other assumptions that we believe to be reasonable under the circumstances. By their nature, estimates are subject to an inherent degree of uncertainty. Certain of our estimates and assumptions require increased judgment and carry a higher degree of variability and volatility that could result in material changes to our estimates in future periods. Our actual results could differ from these estimates.

We believe that the following assumptions and estimates have the greatest potential impact on our condensed consolidated financial statements: (i) the determination of revenue recognition as net versus gross in our revenue arrangements, (ii) the determination of the estimated useful lives of internal-use software development costs, (iii) the recoverability of intangible asset and goodwill, (iv) assumptions used in the valuation models to determine the fair value of stock options and stock-based compensation expense, (v) the assumptions used in the valuation of acquired assets and liabilities in business combinations, and (vi) income taxes, including the realization of tax assets and estimates of tax liabilities. Besides the adoption of new accounting pronouncements, as included within "Note 1—Organization and Summary of Significant Accounting Policies" to the condensed consolidated financial statements in this report, there have been no significant changes in our accounting policies or estimates from those disclosed in our audited consolidated financial statements and notes thereto for the year ended December 31, 2020 included in our Annual Report on Form 10-K.
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Recently Issued Accounting Pronouncements

For information regarding recent accounting pronouncements, refer to Note 1 "Organization and Summary of Significant Accounting Policies" to our condensed consolidated financial statements included in this Quarterly Report on Form 10-Q.


Item 3. Quantitative and Qualitative Disclosure About Market Risk

We have operations both in the United States and internationally, and we are exposed to market risks in the ordinary course of our business. These risks include primarily interest rate, foreign exchange, and inflation risks. The risks below may be further exacerbated by the effects of the COVID-19 pandemic on global macroeconomic and market conditions.

Interest Rate Fluctuation Risk

Our cash and cash equivalents consist of cash and money market funds, but may from time to time also include commercial paper, with original maturities of three months or less. Our investments may consist of repurchase agreements, U.S. government agency debt, and U.S. treasury debt. The primary objective of our investment activities is to preserve the value of our cash without significantly increasing risk. Because our cash, cash equivalents, and investments have a relatively short maturity, our portfolio’s fair value is relatively insensitive to interest rate changes, however, interest income earned will vary as interest rates change.

We do not have economic interest rate expense exposure on our Convertible Senior Notes due to their fixed interest rate nature. The amount paid upon redemption is not based on changes in any index or changing market rates. It is fixed at 100% of the principal amount of the Convertible Senior Notes plus unpaid interest. Since the Convertible Senior Notes bear fixed rate coupon, we are not exposed to interest rate risk on those notes, however, the fair value of those notes will change as market interest rates change.

We have Term Loan B loans under the Credit Agreement which have a floating rate of interest that resets periodically, subject to a 0.75% floor on that floating rate, according to the terms of the agreement. Our financial results would be exposed to potential changes in the underlying base interest rate on that debt if the underlying base interest rate were to reset above the floor on such underlying interest rate.Similarly, the fair value of Term Loan B loans may fluctuate when the underlying base interest rate fluctuates below the floor. As of September 30, 2021, the Company had no outstanding borrowings under the Revolving Credit Facility. Should the company borrow under the Revolving Credit Facility at any point in the future, any associated borrowings would have a floating underlying base rate of interest that would expose the Company to interest rate risk.

We do not believe that an increase or decrease in interest rates of 100 basis points would have a material effect on our operating results or financial condition. With regard to all debt currently outstanding, the company is potentially exposed to refinancing risk, should the Company seek to refinance or raise debt in the future, and the prevailing price or terms for debt differs from terms in our current debt agreements.

Foreign Currency Exchange Risk

We have foreign currency risks related to our revenue and expenses denominated in currencies other than the U.S. Dollar, principally the British Pound, Australian Dollar, Canadian Dollar, and Euro. The volatility of exchange rates depends on many factors that we cannot forecast with reliable accuracy. We have experienced and will continue to experience fluctuations in our net income (loss) as a result of transaction gains and losses related to translating certain cash balances, trade accounts receivable and payable balances and intercompany balances that are denominated in currencies other than the U.S. Dollar. The effect of an immediate 10% adverse change in foreign exchange rates on foreign-denominated accounts at September 30, 2021, including intercompany balances, would result in a foreign currency loss of approximately $3.9 million. In the event our non-U.S. Dollar denominated sales and expenses increase, our operating results may be more greatly affected by fluctuations in the exchange rates of the currencies in which we do business. At this time we do not, but we may in the future, enter into derivatives or other financial instruments in an attempt to hedge our foreign currency exchange risk. It is difficult to predict the impact hedging activities would have on our results of operations.

Inflation Risk

We do not believe that inflation has had a material effect on our business, financial condition, or results of operations. If our costs were to become subject to significant inflationary pressures, we might not be able to fully offset such higher costs through price increases. Our inability or failure to do so could harm our business, financial condition, and results of operations.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls and procedures as defined in Rule 13a-15(e) under the Exchange Act. Our disclosure controls and procedures are designed to provide reasonable assurance of achieving their objectives of ensuring that information we are required to disclose in the reports we file or submit under the Exchange Act is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosures, and is recorded, processed, summarized, and reported within the time periods specified in the SEC’s rules and forms. There is no assurance that our disclosure controls and procedures will operate effectively under all circumstances. Based upon the evaluation described above, our Chief Executive Officer and Chief Financial Officer concluded that, as of September 30, 2021, our disclosure controls and procedures were effective at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting that occurred during the three months ended September 30, 2021 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting, except as noted below.

We completed the SpotX Acquisition on April 30, 2021. See Note 7 of "Notes to Condensed Consolidated Financial Statements" for more information. We are currently integrating SpotX into our operations and internal control processes. As we complete this integration, we are analyzing, evaluating, and where necessary, making changes in control and procedures related to the SpotX business, which we expect to complete within one year after the date of acquisition.

Pursuant to the SEC’s guidance that an assessment of a recently acquired business may be omitted from the scope of an assessment in the year of acquisition, the scope of our assessment of the effectiveness of our internal controls over financial reporting at December 31, 2021 may exclude SpotX to the extent that they are not yet integrated into our internal controls environment.

Inherent Limitations on Effectiveness of Controls

Management recognizes that a control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud or error, if any, have been detected. These inherent limitations include the realities that judgments in decision making can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or more people, or by management override of the controls. The design of any system of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over time, controls may become inadequate because of changes in conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.


PART II. OTHER INFORMATION

Item 1. Legal Proceedings

We and our subsidiaries may from time to time be parties to legal or regulatory proceedings, lawsuits and other claims incident to our business activities and to our status as a public company. Such routine matters may include, among other things, assertions of contract breach or intellectual property infringement, claims for indemnity arising in the course of our business, regulatory investigations or enforcement proceedings, and claims by persons whose employment has been terminated. Such matters are subject to many uncertainties, and outcomes are not predictable with assurance. Consequently, we are unable to ascertain the ultimate aggregate amount of monetary liability, amounts which may be covered by insurance or recoverable from third parties, or the financial impact with respect to such matters as of September 30, 2021. However, based on our knowledge as of September 30, 2021, we believe that the final resolution of such matters pending at the time of this report, individually and in the aggregate, will not have a material adverse effect upon our condensed consolidated financial position, results of operations or cash flows.

Refer to Note 12—"Commitments and Contingencies" for additional information related to legal proceedings.
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Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. We describe risks associated with our business below and in Part I, Item 1A: "Risk Factors" of our Annual Report on Form 10-K for the year ended December 31, 2020 and in Part II, Item 1A "Risk Factors" of our Quarterly Reports on Form 10-Q for the periods ended March 31, 2021 and June 30, 2021 (the "Risk Factors"). Each of the risks described in our Risk Factors may be relevant to decisions regarding an investment in or ownership of our stock. The occurrence of any such risks could have a significant adverse effect on our reputation, business, financial condition, revenue, results of operations, growth, or ability to accomplish our strategic objectives, and could cause the trading price of our common stock to decline. You should carefully consider such risks and the other information contained in this report, including our condensed consolidated financial statements and related notes and Management's Discussion and Analysis of Financial Condition and Results of Operations, before making investment decisions related to our common stock.

The following risk factors supplement the Risk Factors contained in our Annual Report on Form 10-K for the year ended December 31, 2020 and in our Quarterly Reports on Form 10-Q for the periods ended March 31, 2021 and June 30, 2021. The following disclosures do not address all risks that may be important to you as a Magnite stockholder.

Except as set forth below, there are no additional material changes to the Risk Factors of which we are currently aware; but our Risk Factors cannot anticipate and fully address all possible risks of investing in our common stock, the risks of investing in our common stock may change over time, and additional risks and uncertainties that we are not aware of, or that we do not consider to be material, may emerge. Accordingly, you are advised to consider additional sources of information and exercise your own judgment in addition to the information we provide.

Sales of our common stock by the former owner of SpotX may have an adverse effect on the price of our common stock.

As part of the consideration for the SpotX Acquisition, we issued to the seller of SpotX 12,374,315 shares of our common stock. In accordance with the terms of a registration rights agreement entered into at the closing of the SpotX Acquisition, the holder of such shares previously elected to require the Company to file a registration statement in order to register such shares for resale by such holder. This request was subsequently withdrawn, but given that the contractual lockup period applicable to such shares has expired, the holder could sell some or all of such shares under available exemptions from registration under federal securities laws. Sales by the former owner of SpotX of its shares of our common stock, or the possibility of such sales, pursuant to an underwritten offering or otherwise, may have an adverse effect on the per share price of our common stock.

The elimination of LIBOR after June 2023 may affect our financial results.

On March 5, 2021, the United Kingdom Financial Conduct Authority, which regulates LIBOR, announced that all LIBOR tenors relevant to us will cease to be published or will no longer be representative after June 30, 2023. This means that any of our LIBOR-based borrowings that extend beyond June 30, 2023 will need to be converted to a replacement rate. In the U.S., the Alternative Reference Rates Committee, or ARRC, a committee of private sector entities with ex-officio official sector members convened by the Federal Reserve Board and the Federal Reserve Bank of New York, has recommended the Secured Overnight Financing Rate ("SOFR") plus a recommended spread adjustment as LIBOR's replacement. There are significant differences between LIBOR and SOFR, such as LIBOR being an unsecured lending rate while SOFR is a secured lending rate, and SOFR is an overnight rate while LIBOR reflects term rates at different maturities. If our LIBOR-based borrowings are converted to SOFR, the differences between LIBOR and SOFR, plus the recommended spread adjustment, could result in interest costs that are higher than if LIBOR remained available, which could have a material adverse effect on our operating results. Although SOFR is the ARRC's recommended replacement rate, it is also possible that lenders may instead choose alternative replacement rates that may differ from LIBOR in ways similar to SOFR or in other ways that would result in higher interest costs for us. It is not yet possible to predict the magnitude of LIBOR's end on our borrowing costs given the remaining uncertainty about which rates will replace LIBOR.

The recent COVID-19 pandemic and spread of COVID-19 has impacted and may have material adverse effects on our business, financial position, results of operations and/or cash flows.

Our business has been impacted and may be materially adversely impacted by the effects of the COVID-19 pandemic. In addition to the United States, we have personnel and operations in the United Kingdom, Canada, France, Australia, New Zealand, Germany, Italy, Japan, Singapore, and Brazil, and each of these countries has been affected by the pandemic and taken measures to try to contain it. These measures have impacted and may further impact our workforce and operations, and the operations of our sellers and buyers.

The COVID-19 pandemic has in the short-run and may over the longer term adversely affect the economies and financial markets of many countries. Adverse economic conditions and general uncertainty about economic recovery or growth, particularly in North America and Europe, where we conduct most of our business, has caused many advertisers to reduce their advertising budgets. For example, recent global supply chain disruptions have negatively impacted certain advertising verticals leading to reductions in advertising budgets. Our business depends on the overall demand for advertising and on the economic health of our
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current and prospective sellers and buyers. As a result of advertisers reducing their overall advertising spending, our revenue and results of operations have been directly affected. Though our revenue trends improved and stabilized, there can be no assurance that these trends will continue.

In addition, the economic health of our current and prospective buyers impacts the collectability of our accounts receivable. Although our liquidity has not been significantly affected by the effects of COVID-19 to date, any prolonged downturn in economic conditions in the future may severely impact our liquidity as we may need additional time to collect from buyers, which may impact our ability to pay sellers.

The degree to which the COVID-19 pandemic and responses thereto impacts our results will depend on future developments, which are highly uncertain and cannot be predicted, including, but not limited to, the duration and spread of the pandemic, its severity, including any resurgence, the actions to contain the virus or treat its impact, and how quickly and to what extent normal economic and operating conditions can resume. Although the full magnitude of the impact of the COVID-19 pandemic on our business and operations remains uncertain, the spread of COVID-19 and the imposition of related public health measures and travel and business restrictions has and is expected to continue to adversely impact our forecasted business, financial condition, operating results and cash flows.

Additional or unforeseen effects from the COVID-19 pandemic, including indirect effects such as supply chain disruptions, inflation and labor shortages, and the resulting economic distress could implicate or amplify many of the other risks discussed under the heading "Risk Factors" in our periodic reports.



Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

(a) Recent Sales of Unregistered Securities None (except as previously disclosed).

(b) Use of Proceeds

Not Applicable.

(c) Purchases of Equity Securities by the Company and Affiliated Purchasers We currently have no publicly announced repurchase plan or program.

Upon vesting of most restricted stock units or stock awards, we are required to deposit statutory employee withholding taxes on behalf of the holders of the vested awards. As reimbursement for these tax deposits, we have the option to withhold from shares otherwise issuable upon vesting a portion of those shares with a fair market value equal to the amount of the deposits we paid. Withholding of shares in this manner is accounted for as a repurchase of common stock.
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	Item 6. Exhibits
	
	
	
	
	
	
	

	Number
	Description
	

	31.1*
	
	Certification of Principal Executive Officer Pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to
	

	
	
	Section 302 of the Sarbanes-Oxley Act of 2002.
	
	
	

	
	
	
	
	
	
	
	

	31.2*
	
	Certification of Principal Financial Officer Pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to
	

	32*(1)
	
	Section 302 of the Sarbanes-Oxley Act of 2002.
	
	
	

	
	
	
	
	
	
	

	
	
	Certification of the Principal Executive Officer and Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as adopted
	

	
	
	pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
	
	
	

	101.ins *
	Instance Document- the instance document does not appear in the Interactive Data File because its XBRL tags are embedded
	

	
	within the Inline XBRL document
	

	101.sch *
	XBRL Taxonomy Schema Linkbase Document
	

	101.cal *
	XBRL Taxonomy Calculation Linkbase Document
	

	101.def *
	XBRL Taxonomy Definition Linkbase Document
	

	101.lab *
	XBRL Taxonomy Label Linkbase Document
	

	101.pre *
	XBRL Taxonomy Presentation Linkbase Document
	

	104
	
	Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)
	





*	Filed herewith

(1) The information in this exhibit is furnished and deemed not filed with the Securities and Exchange Commission for purposes of section 18 of the Exchange Act of 1934, as amended (the "Exchange Act"), and is not to be incorporated by reference into any filing of Magnite, Inc. under the Securities Act of 1933, as amended (the "Securities Act"), or the Exchange Act, whether made before or after the date hereof, regardless of any general incorporation language in such filing.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

MAGNITE, INC. (Registrant)

/s/ David Day
[image: ]

David Day

Chief Financial Officer

(Principal Financial Officer and Duly Authorized Officer)

Date November 3, 2021

Exhibit 31.1

Certification of Principal Executive Officer
pursuant to
Exchange Act Rules 13a-14(a) and 15d-14(a),
as adopted pursuant to

Section 302 of the Sarbanes-Oxley Act of 2002

I, Michael Barrett, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Magnite, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Signature:	/s/ Michael Barrett
[image: ]

Michael Barrett

President and Chief Executive Officer
(Principal Executive Officer)

Date November 3, 2021

Exhibit 31.2

Certification of Principal Financial Officer

pursuant to
Exchange Act Rules 13a-14(a) and 15d-14(a),
as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, David Day, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Magnite, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.


	Signature:
	/s/ David Day

	
	David Day

	
	Chief Financial Officer

	Date November 3, 2021
	(Principal Financial Officer)



Exhibit 32

CERTIFICATIONS OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002


Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350), Michael Barrett, President and Chief Executive Officer (Principal Executive Officer) of Magnite, Inc. (the "Company"), and David Day, Chief Financial Officer (Principal Financial Officer) of the Company, each hereby certifies that, to the best of his knowledge:

1. Our Quarterly Report on Form 10-Q for the quarter ended September 30, 2021, to which this certification is attached as Exhibit 32 (the "Report"), fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date November 3, 2021

/s/ Michael Barrett
[image: ]

Michael Barrett

President and Chief Executive
Officer
(Principal Executive Officer)




/s/ David Day
[image: ]

David Day

Chief Financial Officer

(Principal Financial Officer)




The foregoing certifications are being furnished pursuant to 13 U.S.C. Section 1350. They are not being filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and are not to be incorporated by reference into any filing of the Company, regardless of any general incorporation language in such filing.
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