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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

GoPro, Inc.
Condensed Consolidated Balance Sheets
(unaudited)
(in thousands, except par values)

March 31, 2018

December 31, 2017

Assets
Current assets:
Cash and cash equivalents

$

Marketable securities
Accounts receivable, net
Inventory
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Other long-term assets
Total assets

104,987

$

202,504

39,846

44,886

81,431

112,935

132,619

150,551

32,703

62,811

391,586

573,687

62,791

68,587

21,844

24,499

146,459

146,459

26,194

37,014

$

648,874

$

850,246

$

87,534

$

138,257

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued liabilities

146,945

Deferred revenue

15,235

19,244

249,714

370,531

Total current liabilities
Long-term taxes payable
Long-term debt
Other long-term liabilities
Total liabilities

213,030

18,559

21,188

132,189

130,048

32,335

29,774

432,797

551,541

—

—

Commitments, contingencies and guarantees (Note 9)
Stockholders’ equity:
Preferred stock, $0.0001 par value, 5,000 shares authorized; none issued
Common stock and additional paid-in capital, $0.0001 par value, 500,000 Class A shares authorized,
102,709 and 101,034 shares issued and outstanding, respectively; 150,000 Class B shares
authorized, 35,964 and 35,966 shares issued and outstanding, respectively

866,033

854,452

Treasury stock, at cost, 10,710 and 10,710 shares, respectively

(113,613)

(113,613)

Accumulated deficit

(536,343)

(442,134)

Total stockholders’ equity

216,077
$

Total liabilities and stockholders’ equity

648,874

The accompanying notes are an integral part of these condensed consolidated financial statements.
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298,705
$

850,246

GoPro, Inc.
Condensed Consolidated Statements of Operations
(unaudited)
Three months ended March 31,
(in thousands, except per share data)

2018

Revenue

$

2017
202,346

$

218,614

Cost of revenue

157,430

150,048

Gross profit

44,916

68,566

Research and development

50,979

66,166

Sales and marketing

49,170

67,856

General and administrative

19,506

22,759

Total operating expenses

119,655

156,781

(74,739)

(88,215)

(4,567)

(814)

Operating expenses:

Operating loss
Other income (expense):
Interest expense
Other income, net

177

Total other expense, net
Loss before income taxes
Income tax (benefit) expense

161

(4,390)

(653)

(79,129)

(88,868)

(2,782)

22,282

$

(76,347)

$

(111,150)

Basic

$

(0.55)

$

(0.78)

Diluted

$

(0.55)

$

(0.78)

Net loss

Net loss per share:

Shares used to compute net loss per share:
Basic

137,857

142,899

Diluted

137,857

142,899

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

4

GoPro, Inc.
Condensed Consolidated Statements of Cash Flows
(unaudited)
Three months ended March 31,
(in thousands)

2018

2017

Operating activities:
Net loss

$

(76,347)

$

(111,150)

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Stock-based compensation

8,907

11,693

10,823

13,125

Deferred income taxes

(593)

(2,050)

Non-cash restructuring charges

2,933

966

Non-cash interest expense

1,934

—

272

1,630

Accounts receivable, net

31,277

109,588

Inventory

17,932

(40,543)

Prepaid expenses and other assets

26,138

(14,936)

(117,879)

(105,524)

Other
Changes in operating assets and liabilities:

Accounts payable and other liabilities
Deferred revenue
Net cash used in operating activities

(2,509)

(737)

(97,112)

(137,938)

(6,782)

(5,166)

Investing activities:
Purchases of property and equipment, net
Purchases of marketable securities

(14,896)

Maturities of marketable securities

20,000

14,160

—

11,623

Sale of marketable securities
Net cash provided by (used in) investing activities

—

(1,678)

20,617

3,210

6,038

(2,402)

(6,283)

Financing activities:
Proceeds from issuance of common stock
Taxes paid related to net share settlement of equity awards
Payment of deferred acquisition-related consideration

—

(75)

Net cash provided by (used in) financing activities

808

(320)

Effect of exchange rate changes on cash and cash equivalents

465

Net decrease in cash and cash equivalents

404

(97,517)

Cash and cash equivalents at beginning of period

(117,237)

202,504
$

Cash and cash equivalents at end of period

104,987

The accompanying notes are an integral part of these condensed consolidated financial statements.
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192,114
$

74,877

GoPro, Inc.
Notes to Condensed Consolidated Financial Statements

1 . Summary of business and significant accounting policies
GoPro, Inc. (GoPro or the Company) is enabling the way people capture and share their lives from a perspective only achieved with a GoPro. What
began as an idea to help athletes document themselves engaged in sport, GoPro has become a mobile storytelling solution that helps the world
share itself through immersive content. To date, the Company’s cameras and mountable and wearable accessories have generated substantially all
of its revenue. The Company sells its products globally through retailers, wholesale distributors, and on its website. The Company’s global corporate
headquarters are located in San Mateo, California.
Basis of presentation. The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S.
generally accepted accounting principles (GAAP). The Company’s fiscal year ends on December 31, and its fiscal quarters end on March 31,
June 30 and September 30. The condensed consolidated financial statements reflect all adjustments, which are normal and recurring in nature, that
management believes are necessary for the fair statement of the Company's financial statements, but are not necessarily indicative of the results
expected for the full fiscal year or any other future period. The condensed consolidated balance sheet at December 31, 2017 has been derived from
the audited financial statements at that date, but does not include all the disclosures required by GAAP. This Quarterly Report on Form 10-Q should
be read in conjunction with the Company's Annual Report on Form 10-K (Annual Report) for the year ended December 31, 2017. Except for
accounting policies related to revenue recognition and intra-entity asset transfers that were updated as a result of adopting Accounting Standards
Update (ASU) 2014-09, Revenue from Contracts with Customers, and ASU 2016-16, Intra-Entity Transfers of Assets Other Than Inventory, there
have been no significant changes in the Company’s accounting policies from those disclosed in its Annual Report.
Principles of consolidation. These condensed consolidated financial statements include all the accounts of the Company and its wholly owned
subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.
Use of estimates. The preparation of financial statements in accordance with GAAP requires management to make estimates and assumptions that
affect the amounts reported and disclosed in the Company’s condensed consolidated financial statements and accompanying notes. Significant
estimates and assumptions made by management include those related to revenue recognition (including sales returns, implied post contract
support (PCS), price protection and other sales incentives), stock-based compensation, inventory valuation, product warranty liabilities, the valuation
and useful lives of long-lived assets (property and equipment, intangible assets and goodwill) and income taxes. The Company bases its estimates
and assumptions on historical experience and on various other factors that it believes to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results could differ materially from management’s estimates. To the extent there are material differences between the estimates and the actual
results, future results of operations could be affected.
Comprehensive income (loss). For all periods presented, comprehensive income (loss) approximated net income (loss). Therefore, the
condensed consolidated statements of comprehensive income (loss) have been omitted.
Accounts receivable and allowance for doubtful accounts. Accounts receivable are stated at invoice value less estimated allowances for
doubtful accounts. Allowances are recorded based on the Company’s assessment of various factors, such as: historical experience, credit quality of
its customers, age of the accounts receivable balances, geographic related risks, economic conditions and other factors that may affect a
customer’s ability to pay. The allowance for doubtful accounts as of March 31, 2018 and December 31, 2017 was $0.7 million and $0.8 million ,
respectively.
Warranty. The Company records a liability for estimated product warranty costs at the time product revenue is recognized. The Company’s
standard warranty obligation to its end-users generally provides a 12 -month warranty coverage on all of its products except in the European Union
where the Company provides a 2 -year warranty. The Company also offers extended warranty programs for a fee. The Company’s estimate of costs
to service its warranty obligations is based on its historical experience of repair and replacement of the associated products
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and expectations of future conditions. The warranty obligation is affected by product failure rates and the related use of materials, labor costs and
freight incurred in correcting any product failure.
Revenue recognition. Revenue is primarily comprised of product revenue, net of returns and variable consideration. The Company derives
substantially all of its revenue from the sale of cameras, drones, mounts and accessories and the related implied post contract support to customers.
The Company recognizes revenue when control of the promised goods or services are transferred to customers, in an amount that reflects the
consideration the Company expects to be entitled to in exchange for those goods or services. For most of the Company’s revenue, revenue is
recognized at the time products are delivered and when collection is deemed probable. For customers who purchase products directly from the
Company’s website, the Company retains a portion of the risk of loss on these sales during transit, which are accounted for as fulfillment costs. The
Company provides sales commissions to internal and external sales representatives which are earned in the period in which revenue is recognized.
As a result, the Company expenses such costs as incurred under ASU 2014-19.
The Company's standard terms and conditions of sale for non-web based sales do not allow for product returns other than under warranty. However,
the Company grants limited rights of return to certain large retailers and distributors. The Company reduces revenue and cost of sales for the
estimated returns based on analyses of historical return trends by customer class and other factors. An estimated refund liability along with a right to
recover assets are also recorded for future product returns. Return trends are influenced by product life cycles, new product introductions, market
acceptance of products, product sell-through, the type of customer, seasonality and other factors. Return rates may fluctuate over time, but are
sufficiently predictable to allow the Company to estimate expected future product returns.
The Company’s camera and drone sales contain multiple performance obligations that generally include the following three separate obligations: a)
a hardware component (camera or drone) and the embedded firmware essential to the functionality of the hardware component delivered at the time
of sale, b) the implicit right to the Company's downloadable free apps and software solutions, and c) the implied right for the customer to receive
PCS. PCS includes the right to receive, on a when and if available basis, future unspecified firmware upgrades and features as well as bug fixes,
and email and telephone support. The Company accounts for and allocates revenue to PCS based on a cost plus method. Revenue is allocated to
the remaining performance obligations on a residual value method. The Company’s process to allocate the transaction price considers multiple
factors that may vary over time depending upon the unique facts and circumstances related to each deliverable, including: the level of support
provided to customers, estimated costs to provide the Company’s support, the amount of time and cost that is allocated to the Company’s efforts to
develop the undelivered elements, and market trends in the pricing for similar offerings.
Revenue allocated to the delivered hardware, related embedded firmware and free software solutions is recognized at the time of sale provided the
conditions for recognition of revenue have been met. Revenue allocated to PCS is deferred and recognized on a straight-line basis over the
estimated term of the support period, which is estimated to be 15 months based on historical experience. Deferred revenue as of March 31, 2018
and December 31, 2017 also included immaterial amounts related to the Company’s GoPro Care and GoPro Plus fee-based service offerings. The
Company’s deferred revenue balance related to PCS was $14.1 million as of March 31, 2018 and the Company recognized $5.5 million of related
revenue during the three months ended March 31, 2018 .
Sales incentives. The Company offers sales incentives through various programs, including cooperative advertising, marketing development funds
and other incentives. Sales incentives are considered to be variable consideration, which the Company estimates and records as a reduction to
revenue at the date of sale. The Company estimates sales incentives based on historical experience, product sell-through and other factors.
Sales taxes. Sales taxes collected from customers and remitted to respective governmental authorities are recorded as liabilities and are not
included in revenue. The Company maintained its policy to exclude sales taxes from revenue under the adoption of ASU 2014-09.
Segment information. The Company operates as one operating segment as it only reports financial information on an aggregate and consolidated
basis to its Chief Executive Officer, who is the Company’s chief operating decision maker.
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Prior period reclassifications. Reclassifications of certain prior period amounts in the condensed consolidated financial statements have been
made to conform to the current period presentation.
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Recent accounting standards
Standard

Description

Standards that were adopted
Income Taxes
This standard requires entities to recognize the
ASU No. 2016-16
income tax consequences of intra-entity asset
(Topic 740)
transfers when they occur. This removes the
exception to postpone recognition until the asset
has been sold to an outside party. The updated
standard is effective in annual and interim periods
in fiscal years beginning after December 15, 2017,
with early adoption permitted during the first interim
period of a fiscal year.
Stock
This standard clarifies when to account for a
Compensation
change to the terms or conditions of a share-based
ASU No. 2017-09
payment award as a modification. Under this
(Topic 718)
standard, modification is required only if the fair
value, the vesting conditions, or the classification of
an award as equity or liability changes as a result
of the change in terms or conditions. The updated
standard is effective in annual and interim periods
in fiscal years beginning after December 15, 2017,
with early adoption permitted.
Revenue from
The updated revenue standard establishes
Contracts with
principles for recognizing revenue and develops a
Customers
common revenue standard for all industries. Under
ASU No. 2014-09,
the new model, recognition of revenue occurs when
2015-14, 2016-08,
2016-10 and 2016-12 a customer obtains control of promised goods or
services in an amount that reflects the
(Topic 606)
consideration to which the entity expects to be
entitled in exchange for those goods or services.
The new standard requires that entities disclose the
nature, amount, timing and uncertainty of revenue
and cash flows arising from contracts with
customers. Early adoption is permitted, but not
earlier than the first quarter of 2017. The
retrospective or modified retrospective basis
method is permitted.

Company’s date
of adoption

Effect on the condensed consolidated financial statements or other
significant matters

January 1, 2018

Adoption of the standard resulted in the recognition of previously
unrecognized deferred charges using a modified retrospective method. The
Company recorded a reversal of the $15.0 million of deferred charges, an
increase to U.S. deferred tax assets of $1.2 million with a corresponding
U.S. valuation allowance of $1.2 million. The net impact to equity was an
increase in the accumulated deficit of approximately $15.0 million upon
adoption.

January 1, 2018

The Company adopted ASU 2017-09 which did not impact its condensed
consolidated financial statements and related disclosures. The Company
adopted the amendment on a prospective basis.

January 1, 2018

The Company completed an analysis of the impact of the new standard on
its sales contract portfolio by reviewing its previous accounting policies and
practices to identify differences that would result from applying the
requirements of the new standard to its sales contracts. The Company’s
analysis of its contracts under the new standard supported the recognition
of its product revenue at the time the product is delivered, and PCS revenue
on a straight-line basis, consistent with its previous revenue policy.
As a result of the adoption of the new standard, the Company recorded a
$2.9 million increase to its accumulated deficit on January 1, 2018, of which
$4.9 million related to certain estimated sales incentives which would have
been recognized at the time the product was shipped in the prior period,
partially offset by $2.0 million related to revenue that would have been
recognized in the prior period from the Company’s website sales that had
shipped but had not been delivered as of December 31, 2017. Sales
incentives are considered variable consideration under the new standard
and are accounted for as a reduction to the transaction price. This change
resulted in a reduction of revenue being recorded earlier than under the
previous guidance. Additionally, for customers who purchased products
directly from the Company’s website, the new standard provides for a policy
election whereby the Company has recorded revenue when the related
product was shipped. This change resulted in recognition of revenue earlier
than under previous guidance. In addition, the Company recorded a $1.0
million increase to deferred tax assets and a corresponding $1.0 million
increase in valuation allowance.
The Company adopted the standard using the modified retrospective
method applied to those contracts which were not completed as of January
1, 2018. Prior periods were not retrospectively adjusted. Refer below for the
impact on each financial statement line item as of and for the three months
ended March 31, 2018 due to the adoption of the standard.
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The cumulative effect of the changes made to the Company’s condensed consolidated January 1, 2018 balance sheet for the adoption of ASU
2014-09, Revenue from Contracts with Customers and ASU 2016-16, Income Taxes — Intra-Entity Transfers of Assets Other Than Inventory , were
as follows:
Balance at December
31, 2017

(in thousands)
Accumulated deficit

$

(442,134)

Adjustment due to ASU
2014-09
$

(2,872)

Adjustment due to ASU
2016-16
$

(14,990)

Balance at January 1,
2018
$

(459,996)

As mentioned above, the adoption of ASU 2014-09 impacted the timing of revenue recognized related to certain sales incentives and sales from the
Company’s website, which impacted the revenue and current deferred revenue financial statement line items. Additionally, under ASU 2014-09, the
Company presents an estimated refund liability along with a right to recover asset for future product returns, which impacted the accounts
receivable, net, inventory, net, prepaid expenses and other assets, and accrued liabilities financial statement line items. The above adjustments do
not impact net cash used in operating activities, however, they do impact the changes in operating assets and liabilities for the related accounts
within the disclosure of operating activities on the statement of cash flow. Refer to the tables below for the quantitative impact to the Company’s
financial statements as of and for the quarter ended March 31, 2018 due to the adoption of ASU 2014-09 (ASC 606).
For the three months ended March 31, 2018
(in thousands)

As Reported Under ASC
606

Revenue

$

(in thousands)

As Reported Under ASC
606

Accounts receivable, net

$

202,346

Effect of Change
$

6,956

Balance Under ASC 605
$

209,302

As of March 31, 2018

81,431

Inventory, net

132,619

Prepaid expenses and other current assets
Accrued liabilities
Current deferred revenue

(19,980)
7,526

Balance Under ASC 605
$

61,451
140,145

32,703

(7,526)

25,177

146,945

(19,980)

126,965

15,235

10
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Standard

Description

Expected date
of adoption

Effect on the condensed consolidated financial statements
or other significant matters

January 1, 2019

Although the Company is currently evaluating the impact that the
adoption of this standard will have on its condensed consolidated
financial statements and related disclosures, the Company
currently expects that most of its operating lease commitments
will be subject to the new standard and recognized as operating
lease liabilities and right-of-use assets upon adoption.

January 1, 2020

The Company does not expect that the adoption of this standard
will have a material impact on its condensed consolidated
financial statements and related disclosures.

Standards not yet adopted
Leases
ASU No. 2016-02(Topic
842)

Intangible - Goodwill and
Other
ASU No. 2017-04 (Topic
350)

This standard requires lessees to put most leases on
their balance sheets but recognize the expenses on their
income statements in a manner similar to current
practice. Lessees would recognize a right-to-use asset
and lease liability for all leases with terms of more than
12 months. The new standard should be applied on a
modified retrospective basis.
This standard simplifies the accounting for goodwill and
removes Step 2 of the annual goodwill impairment test.
Upon adoption, goodwill impairment will be determined
based on the amount by which a reporting unit’s carrying
value exceeds its fair value, not to exceed the carrying
amount of goodwill. Early adoption permitted for interim
or annual goodwill impairment tests performed on testing
dates after January 1, 2017, and requires a prospective
transition method.

Although there are several other new accounting standards issued or proposed by the FASB, which the Company has adopted or will adopt, as
applicable, the Company does not believe any of these additional accounting pronouncements has had or will have a material impact on its financial
statements.

2 . Fair value measurements
The Company’s assets that are measured at fair value on a recurring basis within the fair value hierarchy are summarized as follows:
March 31, 2018
(in thousands)

Level 1

December 31, 2017

Level 2

Total

Level 1

Level 2

Total

Cash equivalents (1) :
Money market funds

$

Commercial paper
Corporate debt securities
Agency securities
Total cash equivalents

33,074

$

—

$

33,074

$

25,251

$

—

$

25,251

9,990

—

9,990

14,981

—

14,981

—

—

—

—

2,500

2,500

—

—

—

—

4,999

4,999

$

43,064

$

—

$

43,064

$

40,232

$

7,499

$

47,731

$

—

$

4,985

$

4,985

$

—

$

4,995

$

4,995

Marketable securities:
U.S. treasury securities
Commercial paper
Corporate debt securities
Total marketable securities

$

17,397

—

17,397

19,888

—

—

17,464

17,464

—

20,003

17,397

$

22,449

$

39,846

$

19,888

$

24,998

19,888
20,003
$

44,886

(1)

Included in cash and cash equivalents in the accompanying condensed consolidated balance sheets. Cash balances were $61.9 million and $154.8 million as of March 31,
2018 and December 31, 2017 , respectively.

There were no transfers of financial assets between levels for the periods presented.
Cash equivalents and marketable securities are classified as Level 1 or Level 2 because the Company uses quoted market prices or alternative
pricing sources and models utilizing market observable inputs to determine their fair value. The contractual maturities of available-for-sale
marketable securities as of March 31, 2018 and December 31, 2017 were all less than one year in duration. At March 31, 2018 and December 31,
2017 , the
11

GoPro, Inc.
Notes to Condensed Consolidated Financial Statements
Company had no financial assets or liabilities that were classified as Level 3, which are valued based on inputs supported by little or no market
activity.
At March 31, 2018 and December 31, 2017 , the amortized cost of the Company’s cash equivalents and marketable securities approximated their
fair value and there were no material realized or unrealized gains or losses, either individually or in the aggregate.
In April 2017, the Company issued $175.0 million principal amount of Convertible Senior Notes due 2022 (Notes) (see Note 4 , Financing
Arrangements ). The estimated fair value of the Notes is based on quoted market prices of the Company’s instruments in markets that are not active
and are classified as Level 2 within the fair value hierarchy. The Company estimated the fair value of the Notes by evaluating quoted market prices
and calculating the upfront cash payment a market participant would require to assume these obligations. The calculated fair value of the Notes, of
$149.6 million , is highly correlated to the Company’s stock price and as a result, significant changes to the Company’s stock price will have a
significant impact on the calculated fair value of the Notes.
For certain other financial assets and liabilities, including accounts receivable, accounts payable and other current assets and liabilities, the carrying
amounts approximate their fair value primarily due to the relatively short maturity of these balances.

3 . Condensed consolidated financial statement details
The following sections and tables provide details of selected balance sheet items.
Inventory
(in thousands)

March 31, 2018

Components

$

Finished goods

December 31, 2017

22,209

$

110,410
$

Total inventory

132,619

18,995
131,556

$

150,551

Property and equipment, net
(in thousands)

March 31, 2018

Leasehold improvements

$

December 31, 2017

67,853

$

67,713

Production, engineering and other equipment

47,770

47,502

Tooling

24,919

24,871

Computers and software

20,909

20,636

Furniture and office equipment

15,599

14,895

7,235

7,237

Tradeshow equipment and other
Construction in progress
Gross property and equipment
Less: Accumulated depreciation and amortization

120

347

184,405

183,201

(121,614)
$

Property and equipment, net

12

62,791

(114,614)
$

68,587
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Intangible assets
March 31, 2018
Gross carrying
value

(in thousands)
Purchased technology

$

Accumulated
amortization

49,901

In-process research and development (IPR&D)

$

(28,672)

615
$

Total intangible assets

50,516

Net carrying value
$

21,229

—
$

615

(28,672)

$

21,844

December 31, 2017
Gross carrying
value

(in thousands)
Purchased technology

Accumulated
amortization

$

49,901

$

50,516

IPR&D

(26,017)

$

(26,017)

615

Total intangible assets

Net carrying value

$

$

23,884

$

24,499

—

615

For the three months ended March 31, 2018 and 2017 , the Company did not record any impairment charges for in-process research and
development (IPR&D) assets. As of March 31, 2018 , technological feasibility has not been established for the remaining IPR&D assets, which have
no alternative future use and as such, continue to be accounted for as indefinite-lived intangible assets.
Amortization expense was $2.7 million and $2.3 million in the three months ended March 31, 2018 and 2017 , respectively. At March 31, 2018 ,
expected amortization expense of intangible assets with definite lives for future periods is as follows:
(in thousands)

Total

Year ending December 31,
2018 (remaining 9 months)

$

8,659

2019

7,458

2020

4,242

2021

870

2022

—
$

21,229

Other long-term assets
(in thousands)

March 31, 2018

Point of purchase (POP) displays

$

15,828

December 31, 2017
$

16,451

Long-term deferred tax assets

1,251

825

Deposits and other

9,115

19,738

$

Other long-term assets
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Accrued liabilities
(in thousands)
Accrued payables

March 31, 2018
$

(1)

38,698

December 31, 2017
$

44,582

Employee related liabilities (1)

15,100

24,945

Accrued sales incentives

36,281

89,549

Refund liability

19,980

—

9,082

9,934

10,114

8,700

Income taxes payable

1,049

1,247

Purchase order commitments

4,914

6,162

Inventory received

6,751

14,470

Other

4,976

Warranty liability
Customer deposits

$

Accrued liabilities
(1)

146,945

13,441
$

213,030

See Note 11 for amounts associated with restructuring liabilities.

Product warranty
The following table summarizes the warranty liability activity:
Three months ended March 31,
(in thousands)

2018

Beginning balance

$

Charged to cost of revenue

2017
10,373

$

4,758

Settlement of warranty claims

4,226

(5,724)

Ending balance

$

9,407

11,945
(4,729)

$

11,442

4 . Financing Arrangements
Credit Facility
In March 2016, the Company entered into a Credit Agreement (Credit Agreement) with certain banks which provides for a secured revolving credit
facility (Credit Facility) under which the Company may borrow up to an aggregate of $250.0 million . The Company and its lenders may increase the
total commitments under the Credit Facility to up to $300.0 million , subject to certain conditions. The Credit Facility will terminate and any
outstanding borrowings become due and payable in March 2021.
The amount that may be borrowed under the Credit Facility is determined at periodic intervals and is based upon the Company’s inventory and
accounts receivable balances. Borrowed funds accrue interest, at the Company’s election, based on an annual rate of (a) London Interbank Offered
Rate (LIBOR) or (b) the administrative agent’s base rate, plus an applicable margin of between 1.50% and 2.00% for LIBOR rate loans, and
between 0.50% and 1.00% for base rate loans. The Company is required to pay a commitment fee on the unused portion of the Credit Facility of
0.25% or 0.375% per annum, based on the level of utilization of the Credit Facility. Amounts owed under the Credit Agreement and related credit
documents are guaranteed by the Company and its material subsidiaries. The Company and its Cayman and Netherlands subsidiaries have also
granted security interests in substantially all of their assets to collateralize this obligation.
The Credit Agreement contains customary covenants, such as financial statement reporting requirements and limiting the ability of the Company
and its subsidiaries to pay dividends or incur debt, create liens and encumbrances, make investments, and redeem or repurchase stock. The
Company is required to maintain a minimum fixed charge coverage ratio if and when the unborrowed availability under the Credit Facility is less than
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the greater of $25.0 million or 10.0% of the borrowing base at such time. The Credit Agreement also contains customary events of default, such
as the failure to pay obligations when due, initiation of bankruptcy or insolvency proceedings, or defaults on certain other indebtedness. Upon an
event of default, the lenders may, subject to customary cure rights, require the immediate payment of all amounts outstanding and foreclose on
collateral.
At March 31, 2018 and December 31, 2017 , the Company could borrow up to approximately $68.3 million and $118.0 million , respectively, under
the Credit Facility, and was in compliance with all financial covenants contained in the Credit Agreement. The Company has made no borrowings
from the Credit Facility to date.
Convertible Notes
In April 2017, the Company issued $175.0 million aggregate principal amount of 3.50% Convertible Senior Notes due 2022 (Notes). The Notes are
senior, unsecured obligations of GoPro and mature on April 15, 2022 (Maturity Date), unless earlier repurchased or converted into shares of Class A
common stock under certain circumstances described below. The Notes are convertible into cash, shares of the Company’s Class A common stock,
or a combination thereof, at the Company’s election, at an initial conversion rate of 94.0071 shares of Class A common stock per $1,000 principal
amount of the Notes, which is equivalent to an initial conversion price of approximately $10.64 per share of common stock, subject to adjustment.
Based on current and projected liquidity, the Company has the intent and ability to deliver cash up to the principal amount of the Notes then
outstanding upon conversion. The Company pays interest on the Notes semi-annually in arrears on April 15 and October 15 of each year.
The $175.0 million of proceeds received from the issuance of the Notes were allocated between long-term debt (liability component) of $128.3
million and additional paid-in-capital (equity component) of $46.7 million on the condensed consolidated balance sheet. The fair value of the liability
component was measured using rates determined for similar debt instruments without a conversion feature. The carrying amount of the equity
component, representing the conversion option, was determined by deducting the fair value of the liability component from the aggregate face value
of the Notes. The liability component will be accreted up to the face value of the Notes of $175.0 million , which will result in additional non-cash
interest expense being recognized in the condensed consolidated statements of operations through the Notes’ Maturity Date. The accretion of the
Notes to par and debt issuance cost is amortized into interest expense over the term of the Note using an effective interest rate of approximately
10.5% . The equity component will not be remeasured as long as it continues to meet the conditions for equity classification.
The Company incurred approximately $5.7 million of issuance costs related to the issuance of the Notes, of which $4.2 million and $1.5 million were
recorded to long-term debt and additional paid-in capital, respectively. The $4.2 million of issuance costs recorded as long-term debt on the
condensed consolidated balance sheet are being amortized over the five-year contractual term of the Notes using the effective interest method.
The Company may not redeem the Notes prior to the Maturity Date and no sinking fund is provided for the Notes. The Indenture includes customary
terms and covenants, including certain events of default after which the Notes may be due and payable immediately.
Holders have the option to convert the Notes in multiples of $1,000 principal amount at any time prior to January 15, 2022, but only in the following
circumstances:
•

•

•

during any calendar quarter beginning after the calendar quarter ending on September 30, 2017, if the last reported sale price of Class A
common stock for at least 20 trading days (whether or not consecutive) during the last 30 consecutive trading days of the immediately
preceding fiscal quarter is greater than or equal to 130% of the conversion price of the Notes on each applicable trading day;
during the five-business day period following any five consecutive trading day period in which the trading price for the Notes is less than
98% of the product of the last reported sale price of Class A common stock and the conversion rate for the Notes on each such trading day;
or
upon the occurrence of specified corporate events.

At any time on or after January 15, 2022 until the second scheduled trading day immediately preceding the Maturity Date of the Notes on April 15,
2022 , a holder may convert its Notes, in multiples of $1,000 principal
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amount. Holders of the Notes who convert their Notes in connection with a make-whole fundamental change (as defined in the Indenture) are, under
certain circumstances, entitled to an increase in the conversion rate. In addition, in the event of a fundamental change prior to the Maturity Date,
holders will, subject to certain conditions, have the right, at their option, to require the Company to repurchase for cash all or part of the Notes at a
repurchase price equal to 100% of the principal amount of the notes to be repurchased, plus accrued and unpaid interest up to, but excluding, the
repurchase date.
As of March 31, 2018 , the outstanding principal on the Notes was $175.0 million , the unamortized debt discount was $39.4 million , the
unamortized debt issuance cost was $3.4 million and the net carrying amount of the liability component was $132.2 million , which was recorded as
long-term debt within the condensed consolidated balance sheet. For the three months ended March 31, 2018 , the Company recorded interest
expense of $1.5 million for contractual coupon interest, $0.2 million for amortization of debt issuance costs and $1.9 million for amortization of the
debt discount.
In connection with the offering, the Company entered into a prepaid forward stock repurchase transaction (Prepaid Forward) with a financial
institution (Forward Counterparty). Pursuant to the Prepaid Forward, the Company used approximately $78.0 million of the net proceeds from the
offering of the Notes to fund the Prepaid Forward. The aggregate number of shares of the Company’s Class A common stock underlying the Prepaid
Forward was approximately 9.2 million . The expiration date for the Prepaid Forward is April 15, 2022, although it may be settled earlier in whole or
in part. Upon settlement of the Prepaid Forward, at expiration or upon any early settlement, the Forward Counterparty will deliver to the Company
the number of shares of Class A common stock underlying the Prepaid Forward or the portion thereof being settled early. The shares purchased
under the Prepaid Forward are treated as treasury stock on the condensed consolidated balance sheet (and not outstanding for purposes of the
calculation of basic and diluted earnings per share), but will remain outstanding for corporate law purposes, including for purposes of any future
stockholders’ votes, until the Forward Counterparty delivers the shares underlying the Prepaid Forward to the Company. The Company’s Prepaid
Forward hedge transaction exposes the Company to credit risk to the extent that its counterparty may be unable to meet the terms of the
transaction. The Company mitigates this risk by limiting its counterparty to a major financial institution.

5 . Employee benefit plans
Equity incentive plans . The Company has outstanding equity grants from its three stock-based employee compensation plans: the 2014 Equity
Incentive Plan (2014 Plan), the 2010 Equity Incentive Plan (2010 Plan) and the 2014 Employee Stock Purchase Plan (ESPP). No new options or
awards have been granted under the 2010 Plan since June 2014. Outstanding options and awards under the 2010 Plan continue to be subject to
the terms and conditions of the 2010 Plan. Options granted under the 2014 Plan generally expire within ten years from the date of grant and
generally vest over one to four years. Restricted stock units (RSUs) granted under the 2014 Plan generally vest over two to four years based upon
continued service and are settled at vesting in shares of the Company’s Class A common stock. The ESPP allows eligible employees to purchase
shares of the Company’s Class A common stock through payroll deductions at a price equal to 85% of the lesser of the fair market value of the
stock as of the first date or the ending date of each six month offering period. For additional information regarding the Company’s equity incentive
plans, refer to the audited financial statements contained in the 2017 Annual Report.
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S tock options
A summary of the Company’s stock option activity for the three months ended March 31, 2018 is as follows:

Shares
(in thousands)
Outstanding at December 31, 2017

9,809

Granted

Weighted- average
exercise price
$

Weighted-average
remaining
contractual term
(in years)

11.16

—

Aggregate intrinsic
value
(in thousands)

6.00

$

19,971

—

Exercised

(222)

0.86

Forfeited/Cancelled

(555)

12.84

9,032

$

11.31

5.12

$

10,931

Vested and expected to vest at March 31, 2018

9,020

$

11.31

5.11

$

10,931

Exercisable at March 31, 2018

8,093

$

11.27

4.72

$

10,931

Outstanding at March 31, 2018

The aggregate intrinsic value of the stock options outstanding as of March 31, 2018 represents the value of the Company’s closing stock price on
March 31, 2018 in excess of the exercise price multiplied by the number of options outstanding.
Restricted stock units
A summary of the Company’s RSU activity for the three months ended March 31, 2018 is as follows:
Shares
(in thousands)
Non-vested shares at December 31, 2017

9,483

Granted

Weighted- average
grant date fair value
$

11.87

122

6.04

Vested

(1,246)

11.02

Forfeited

(1,859)

11.91

6,500

Non-vested shares at March 31, 2018

$

11.91

In June 2014, the Company granted an award of 4.5 million RSUs covering shares of the Company’s Class B common stock to the Company’s CEO
(CEO RSUs), which included 1.5 million RSUs that vested immediately upon grant and 3.0 million RSUs that were subject to both a market-based
vesting condition and a three year service-based vesting condition. The market-based condition was achieved in January 2015. Stock-based
compensation expense related to the CEO RSUs was zero and $0.5 million for the three months ended March 31, 2018 and 2017 , respectively.
Employee stock purchase plan. For the three months ended March 31, 2018 and 2017 , the Company issued 632,046 and 625,811 shares under
its ESPP, respectively, at weighted average prices of $4.78 and $8.02 , respectively.
Stock-based compensation expense. The Company measures compensation expense for all stock-based payment awards based on the
estimated fair values on the date of the grant. The fair value of stock options granted and ESPP issuance is estimated using the Black-Scholes
option pricing model. The fair value of RSUs is determined using the Company’s closing stock price on the date of grant. There have been no
significant changes in the Company’s valuation assumptions from those disclosed in its 2017 Annual Report.
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The following table summarizes stock-based compensation expense included in the condensed consolidated statements of operations:
Three months ended March 31,
(in thousands)

2018

Cost of revenue

$

2017
382

$

495

Research and development

5,005

5,682

Sales and marketing

2,747

2,691

General and administrative

2,689
$

Total stock-based compensation expense

10,823

4,257
$

13,125

The income tax benefit related to stock-based compensation expense was zero for the three months ended March 31, 2018 and 2017 due to a full
valuation allowance on the Company’s U.S. net deferred tax assets (see Note 7 below).
At March 31, 2018 , total unearned stock-based compensation of $65.4 million related to stock options, RSUs and ESPP shares is expected to be
recognized over a weighted average period of 1.8 years.

6 . Net loss per share
The following table presents the calculations of basic and diluted net loss per share:
Three months ended March 31,
(in thousands, except per share data)

2018

2017

Numerator:
$

Net loss

(76,347)

$

(111,150)

Denominator:
Weighted-average common shares—basic for Class A and Class B common stock

137,857

Effect of dilutive stock-based awards
Weighted-average common shares—diluted for Class A and Class B common stock

142,899

—

—

137,857

142,899

Net loss per share
Basic

$

(0.55)

$

(0.78)

Diluted

$

(0.55)

$

(0.78)

The following potentially dilutive shares were not included in the calculation of diluted shares outstanding as the effect would have been anti-dilutive:
Three months ended March 31,
(in thousands)

2018

Effect of anti-dilutive stock-based awards

2017
17,593

20,720

The Company’s Notes mature on April 15, 2022 , unless earlier repurchased or converted into shares of Class A common stock under certain
circumstances as described further in Note 4 , Financing Arrangements , above. The Notes are convertible into cash, shares of the Company’s
Class A common stock, or a combination thereof, at the Company’s election. Based on the Company’s current and projected liquidity, the Company
has the intent and ability to deliver cash up to the principal amount of the Notes subject to conversion. As such, no shares associated with the Note
conversion were included in the Company’s weighted-average number of common shares outstanding for any periods presented. While the
Company has the intent and ability to deliver cash up to
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the principal amount, the maximum number of shares issuable upon conversion of the Notes is 20.6 million shares of Class A common stock.
Additionally, the calculation of weighted-average shares outstanding as of March 31, 2018 excludes approximately 9.2 million shares effectively
repurchased and held in treasury stock on the condensed consolidated balance sheet as a result of the Prepaid Forward transaction entered into in
connection with the Note offering.
The rights of the holders of Class A common stock and Class B common stock are identical, except with respect to voting and conversion. Each
share of Class A common stock is entitled to one vote per share and each share of Class B common stock is entitled to ten votes per share. Each
share of Class B common stock is convertible at any time at the option of the stockholder into one share of Class A common stock and has no
expiration date. Each share of Class B common stock will convert automatically into one share of Class A common stock upon the date when the
outstanding shares of Class B common stock represent less than 10% of the aggregate number of shares of common stock then outstanding.
Class A common stock is not convertible into Class B common stock. The computation of the diluted net loss per share of Class A common stock
assumes the conversion of Class B common stock.

7 . Income taxes
The Company’s income tax expense and the resulting effective tax rate are based upon the estimated annual effective tax rates applicable for the
respective period, including losses generated in countries where the Company is projecting annual losses for which deferred tax assets are not
anticipated to be recognized. In the fourth quarter of 2016, the Company recorded a full valuation allowance against its net U.S. deferred tax assets,
and for the foreseeable future anticipates providing a valuation allowance against any additional deferred tax assets until such time it is more likely
than not the benefit of these deferred tax assets may be recognized.
The Company’s tax provision and the resulting effective tax rate for interim periods is determined based upon its estimated annual effective tax rate,
adjusted for the effect of discrete items arising in that quarter. The Company also includes jurisdictions with a projected loss for the year (or year-todate loss) where the Company cannot or does not expect to recognize a tax benefit from its estimated annual effective tax rate. The impact of such
inclusions could result in a higher or lower effective tax rate during a particular quarter, based upon the mix and timing of actual earnings or losses
versus annual projections. In each quarter, the Company updates its estimate of the annual effective tax rate, and if the estimated annual tax rate
changes, a cumulative adjustment is made in that quarter.
Three months ended March 31,
(dollars in thousands)

2018

Income tax (benefit) expense

$

Effective tax rate

2017
(2,782)
3.5%

$

22,282
(25.1)%

The Company recorded an income tax benefit of $2.8 million for the three months ended March 31, 2018 on a pre-tax net loss of $79.1 million ,
which resulted in an effective tax rate of 3.5% . The Company’s income tax benefit for the three months ended March 31, 2018 was composed of
$0.4 million of tax expense incurred on pre-tax income in profitable foreign jurisdictions, and one-time items that included $10.9 million of tax benefit
primarily relating to the conclusion of the IRS audit and the release of uncertain tax positions, $4.2 million of tax benefit relating to restructuring
expenses, $1.1 million of net non-deductible equity tax expense, and $0.2 million tax expense relating to other items, offset by $10.6 million net
decrease in the valuation allowance. For the three months ended March 31, 2017 , the Company recorded an income tax provision of $22.3 million
on a pre-tax net loss of $88.9 million , which resulted in a negative effective tax rate of 25.1% . The Company’s income tax provision for the three
months ended March 31, 2017 was principally composed of tax expenses incurred on pre-tax income in profitable foreign jurisdictions. Due to
certain tax structure changes effective January 1, 2018, including the planned liquidation of the Company’s subsidiary, Woodman Labs Cayman,
Inc., the Company’s tax provision and resulting effective tax rate for interim periods in 2018 and future years is expected to be subject to less
volatility and fluctuation quarter over quarter than in 2017. Further, for both 2018 and 2017, while the Company incurred pre-tax losses in the United
States and certain lower-rate jurisdictions, the Company does not
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expect to recognize any tax benefits on pre-tax losses in the United States due to a full valuation allowance recorded against its U.S. deferred tax
assets.
During the quarter ended March 31, 2018 , the Internal Revenue Service concluded its audit for the 2012 through 2015 tax years. The Closing
Agreement was received on January 24, 2018 and the Company received an income tax refund of approximately $32.9 million , net of IRS
adjustments, in February 2018. As a result, the Company recognized a reduction in gross unrecognized tax benefits of $26.0 million and an income
tax benefit, net of valuation allowance, of approximately $2.6 million .
At March 31, 2018 and December 31, 2017 , the Company’s gross unrecognized tax benefits were $33.0 million and $58.6 million , respectively.
If recognized, $16.9 million of these unrecognized tax benefits (net of U.S. federal benefit) at March 31, 2018 would be recorded as a reduction of
future income tax provision. These unrecognized tax benefits relate primarily to unresolved matters with taxing authorities regarding tax positions
based on the Company’s interpretation of certain U.S. trial and appellate court decisions, which remain subject to appeal and therefore could be
overturned in future periods and tax positions on IP transfers. Although the completion, settlement and closure of any audits is uncertain, it is
reasonably possible that the total amount of unrecognized tax benefits will not materially increase within the next 12 months. However, given the
number of years remaining that are subject to examination, the range of the reasonably possible change cannot by estimated reliably.
U.S. Tax Reform. The Tax Cuts and Jobs Act (TCJA) of 2017, enacted on December 22, 2017, reduced the U.S. statutory tax rate
from 35% to 21%, effective January 1, 2018. The TCJA also implemented a territorial tax system. Under the territorial tax system, in general, the
Company’s foreign earnings would no longer be subject to tax in the U.S. As part of transitioning to the territorial tax system, the TCJA includes a
mandatory deemed repatriation of all undistributed foreign earnings that are subject to a U.S. income tax. The Company estimates that the deemed
repatriation will not result in any additional U.S. income tax. This estimate may be impacted by a number of additional considerations, including, but
not limited to, the issuance of final regulations and the Company's ongoing analysis of the new law.
While the TJCA provides for a territorial tax system, beginning in 2018, it includes two new U.S. tax base erosion provisions, the global intangible
low-taxed income (GILTI) provisions and the base-erosion and anti-abuse tax (BEAT) provisions. The GILTI provisions require the Company to
include in its U.S. income tax return foreign subsidiary earnings in excess of an allowable return on the foreign subsidiary’s tangible assets. The
BEAT provisions in the TCJA eliminates the deduction of certain base-erosion payments made to related foreign corporations and impose a
minimum tax if greater than regular tax. The BEAT or GILTI provisions did not result in significant additional U.S. tax beginning in 2018.
On December 22, 2017, the SEC staff issued Staff Accounting Bulletin No. 118 (SAB 118) to address the application of U.S. GAAP in situations
when a registrant does not have the necessary information available, prepared, or analyzed (including computations) in reasonable detail to
complete the accounting for certain income tax effects of the TCJA. The Company has recognized the provisional tax impacts related to deemed
repatriated earnings and the revaluation of deferred tax assets and liabilities to the extent needed and included these amounts in its consolidated
financial statements for the year ended December 31, 2017. The ultimate impact may differ from these provisional amounts, possibly materially, due
to, among other things, additional analysis, changes in interpretations and assumptions the Company has made, additional regulatory guidance that
may be issued, and actions the Company may take as a result of the TCJA. The accounting is expected to be complete when the 2017 U.S.
corporate income tax return is filed in 2018.

8 . Related party transactions
The Company incurs costs for Company-related chartered aircraft fees for the use of the CEO’s private plane. The Company recorded a de minimis
expense in the three months ended March 31, 2018 and zero expense in the three months ended March 31, 2017 . As of March 31, 2018 and
December 31, 2017 , the Company had $0.3 million and zero accounts payable associated with these aircraft fees, respectively.
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9 . Commitments, contingencies and guarantees
Facility Leases. The Company leases its facilities under long-term operating leases, which expire at various dates through 2027. As of March 31,
2018 , the Company’s total future minimum lease payments under non-cancelable operating leases were $122.6 million . There have been no
material changes to the Company’s lease commitments since December 31, 2017. Rent expense was $3.4 million and $5.2 million for the three
months ended March 31, 2018 and 2017 , respectively.
Other Commitments. In the ordinary course of business, the Company enters into multi-year agreements to purchase sponsorships with event
organizers, resorts and athletes as part of its marketing efforts; software licenses related to its financial and IT systems; debt agreements; and
various other contractual commitments. As of March 31, 2018 , the Company’s total undiscounted future expected obligations under multi-year
agreements described above with terms longer than one year was $183.4 million . There have been no material changes to the Company’s other
commitments since December 31, 2017.
Legal proceedings. From time to time, the Company is involved in legal proceedings in the ordinary course of business, including the litigation
matters described in Part II, Item 1 of this Quarterly Report on Form 10-Q. Due to inherent uncertainties of litigation, the Company cannot accurately
predict the ultimate outcome of these matters. The Company is unable at this time to determine whether the outcome of the litigation would have a
material impact on the results of operations, financial condition or cash flows of the Company.
Indemnifications. In the normal course of business, the Company enters into agreements that contain a variety of representations and warranties
and provide for general indemnification. The Company’s exposure under these agreements is unknown because it involves claims that may be
made against the Company in the future, but have not yet been made. It is not possible to determine the maximum potential amount under these
indemnification agreements due to the Company’s limited history with indemnification claims and the unique facts and circumstances involved in
each particular agreement. As of March 31, 2018 , the Company has not paid any claims nor has it been required to defend any action related to its
indemnification obligations. However, the Company may record charges in the future as a result of these indemnification obligations.

10 . Concentrations of risk and geographic information
Customer concentration. Financial instruments, which potentially subject the Company to concentrations of credit risk, consist principally of trade
receivables. The Company believes that credit risk for accounts receivable is mitigated by the Company’s credit evaluation process, relatively short
collection terms and dispersion of its customer base. The Company generally does not require collateral and losses on trade receivables have
historically been within management’s expectations.
Customers who represented 10% or more of the Company’s net accounts receivable balance were as follows:
March 31, 2018

December 31, 2017

Customer A

21%

16%

Customer B

31%

32%

Customer C

*

12%

Customer D

*

11%

The following table summarizes the Company’s accounts receivables sold, without recourse, and factoring fees paid:
Three months ended March 31,
(in thousands)

2018

Accounts receivable sold

$

Factoring fees

2017
18,596
221

21
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Customers who represented 10% or more of the Company’s total revenue were as follows:
Three months ended March 31,
2018

2017

Customer A

14%

16%

Customer B

14%

*

* Less than 10% of total revenue for the period indicated

Supplier concentration. The Company relies on third parties for the supply and manufacture of its products, some of which are sole-source
suppliers. The Company believes that outsourcing manufacturing enables greater scale and flexibility. As demand and product lines change, the
Company periodically evaluates the need and advisability of adding manufacturers to support its operations. In instances where a supply and
manufacture agreement does not exist or suppliers fail to perform their obligations, the Company may be unable to find alternative suppliers or
satisfactorily deliver its products to its customers on time, if at all. The Company also relies on third parties with whom it outsources supply chain
activities related to inventory warehousing, order fulfillment, distribution and other direct sales logistics .
Geographic information
Revenue by geographic region, based on ship-to destinations, was as follows:
Three months ended March 31,
(in thousands)

2018

Americas

2017

$

90,472

Europe, Middle East and Africa (EMEA)

62,310

Asia and Pacific (APAC)

49,564
$

Total revenue

202,346

$

95,707
67,863
55,044

$

218,614

Revenue in the United States, which is included in the Americas geographic region, was $78.9 million and $86.8 million for the three months ended
March 31, 2018 and 2017 , respectively. No other individual country exceeded 10% of total revenue for any period presented. The Company does
not disclose revenue by product category as it does not track sales incentives and other revenue adjustments by product category to report such
data.
As of March 31, 2018 and December 31, 2017 , long-lived assets, which represent gross property and equipment, located outside the United States,
primarily in Hong Kong and China, were $80.6 million and $79.7 million , respectively.

11 . Restructuring charges
Restructuring charges for each period were as follows:
Three months ended March 31,
(in thousands)

2018

Cost of revenue

$

2017
1,239

$

393

Research and development

9,599

5,679

Sales and marketing

3,618

5,242

General and administrative

2,282

1,141

$

Total restructuring charges
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First quarter 2018 restructuring
On January 2, 2018, the Company approved a restructuring plan to further reduce future operating expense and better align resources around its
long-term business strategy. The restructuring provided for a reduction of the Company's global workforce of approximately 18% , the closure of the
Company's aerial group and the consolidation of certain leased office facilities. Under the first quarter 2018 restructuring plan, the Company
recorded restructuring charges of $14.2 million , including $11.9 million related to severance and $2.3 million related to other charges.
The following table provides a summary of the Company’s restructuring activities for the three months ended March 31, 2018 and the related
liabilities recorded in accrued liabilities on the condensed consolidated balance sheet.
(in thousands)

Severance

Restructuring liability as of December 31, 2017

$

Other
—

$

Total
—

Restructuring charges

11,895

Cash paid

(9,332)

(138)

(226)

(793)

Non-cash reductions
$

Restructuring liability as of March 31, 2018

2,337

$

—

2,271

$

1,340

14,166
(9,470)
(1,019)
$

3,677

First quarter 2017 restructuring
On March 15, 2017, the Company approved a restructuring plan to reduce future operating expenses and further align resources around its longterm business strategy. The restructuring provided for a reduction of the Company’s global workforce by approximately 270 positions, and the
consolidation of certain leased office facilities. Under the first quarter 2017 restructuring plan, the Company recorded restructuring charges of $19.1
million , including $10.3 million related to severance, and $8.8 million related to accelerated depreciation and other charges. The actions associated
with the first quarter 2017 restructuring plan were substantially completed by the fourth quarter of 2017. While the Company anticipates that any
additional charges related to this restructuring will be immaterial, actual results may differ from current estimates as it relates to the consolidation of
certain leased office facilities.
The following table provides a summary of the Company’s restructuring activities for the three months ended March 31, 2018 and the related
liabilities recorded in accrued liabilities on the condensed consolidated balance sheet.
(in thousands)

Severance

Restructuring liability as of December 31, 2017

$

Other
—

$

Total
3,550

$

Restructuring charges

—

Cash paid

—

(819)

(819)

Non-cash charges

—

262

262

$

Restructuring liability as of March 31, 2018

—

2,139

3,550

$

5,132

2,139

$

5,132

Fourth quarter 2016 restructuring
On November 29, 2016, the Company approved a restructuring plan to reduce future operating expenses. The restructuring provided for a reduction
of the Company’s global workforce of approximately 15% , the closure of the Company’s entertainment group to concentrate on its core business
and the consolidation of certain leased office facilities. Under the fourth quarter 2016 restructuring plan, the Company recorded restructuring
charges of $40.2 million , including $37.0 million related to severance, and $3.2 million related to accelerated depreciation and other charges. The
actions associated with the fourth quarter 2016 restructuring plan were completed by March 31, 2017, with only small incremental charges recorded
through March 31, 2018.
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The following table provides a summary of the Company’s restructuring activities for the three months ended March 31, 2018 and the related
liabilities recorded in accrued liabilities on the condensed consolidated balance sheet.
(in thousands)

Severance

Restructuring liability as of December 31, 2017

$

Restructuring charges
Cash paid
$

Restructuring liability as of March 31, 2018

Other
400

$

Total
50

$

450

434

—

434

(241)

—

(241)

593

$

50

$

643

First quarter 2016 restructuring
On January 12, 2016, the Company approved a restructuring plan that provided for a reduction in the Company’s global workforce of approximately
7% . Under the first quarter 2016 restructuring plan, the Company recorded restructuring charges of $6.5 million in the first quarter of 2016, which
primarily included cash-based severance costs. The Company completed this plan at the end of the first quarter of 2016 and all costs have been
paid. No charges were recorded in periods after March 31, 2016.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A)
Our MD&A is provided in addition to the accompanying condensed consolidated financial statements and accompanying notes to assist readers in
understanding our results of operations, financial condition and cash flows.
This MD&A is organized as follows:
•

Overview. Discussion of our business and overall analysis of financial and other highlights affecting the Company in order to provide context for
the remainder of MD&A.

•

Results of Operations. Analysis of our financial results comparing the first quarter of 2018 to 2017 .

•

Liquidity and Capital Resources. Analysis of changes in our balance sheets and cash flows, and discussion of our financial condition and
potential sources of liquidity.

•

Contractual Commitments. Overview of our contractual obligations, including expected payment schedule and indemnifications as of March 31,
2018 .

•

Critical Accounting Policies and Estimates. Accounting estimates that we believe are important to understanding the assumptions and
judgments incorporated in our reported financial results and forecasts.

•

Non-GAAP Financial Measures. A presentation of our results reconciling GAAP to non-GAAP adjusted measures.

The following discussion should be read in conjunction with our Annual Report on Form 10-K for the year ended December 31, 2017 and the
condensed consolidated financial statements and notes thereto included elsewhere in this Quarterly Report on Form 10-Q of GoPro, Inc. (GoPro or
we or the Company). Our MD&A contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. All
statements other than statements of historical fact, including statements regarding guidance, industry prospects, product and marketing plans, or
future results of operations or financial position, made in this Quarterly Report on Form 10-Q are forward-looking. To identify forward-looking
statements, we may use such words as “expect,” “anticipate,” “believe,” “may,” “will,” “estimate,” “continue,” “intend,” “target,” “goal,” “plan,” or
variations of such words and similar expressions. Readers are cautioned not to place undue reliance on these forward-looking statements, which
speak only as of their date. If any of management's assumptions prove incorrect or should unanticipated circumstances arise, the Company's actual
results could materially differ from those anticipated by such forward-looking statements. The differences could be caused by a number of factors or
combination of factors including, but not limited to, those factors identified and detailed in Risk Factors in Part II, Item 1A of this Quarterly Report on
Form 10-Q for the quarter ended March 31, 2018 . Forward-looking statements include new product offering plans and key hardware and software
features, research and development plans, marketing plans, plans for international expansion and revenue growth drivers, plans to reduce operating
expense and drive profitability, plans to settle note conversion in cash and projections of results of operations, and any discussion of the trends and
other factors that drive our business and future results in Item 2. Management’s Discussion and Analysis of Financial Condition and Results of
Operations, and other sections of this Quarterly Report on Form 10-Q including but not limited to Item 1A Risk Factors. Readers are strongly
encouraged to consider the foregoing including those factors when evaluating any forward-looking statements concerning the Company. The
Company does not undertake any obligation to update any forward-looking statements in this Quarterly Report on Form 10-Q to reflect future events
or developments.

Overview
GoPro, Inc. is enabling the way people capture and share their lives from a perspective only achieved with a GoPro. What began as an idea to help
athletes document themselves engaged in sport, GoPro has become a mobile storytelling solution that helps the world share itself through
immersive content.
Helping people capture, share experiences and manage content is at the core of our business. We are committed to developing solutions that create
an easy, seamless experience for consumers to capture, create, enjoy and store engaging personal content. When consumers use our products and
services, those products and services
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enable compelling, authentic content that organically increases awareness for GoPro, driving a virtuous cycle and a self-reinforcing demand for our
products. We believe revenue growth may be driven by the introduction of new cameras, offerings, accessories and software applications. We
believe new camera features and related services drive a replacement cycle and attract new users. Our investments in mobile editing and sharing
solutions, auto-upload capabilities, local language user-interfaces and voice recognition in multiple languages drive the expansion of our total
addressable market.
In the first quarter of 2018, we began shipping our newest cloud connected entry-level camera, HERO, which features image stabilization, cloud
connectivity, voice control and a touch display. We also launched an updated GoPro PLUS subscription service which includes our “You Break It,
We Replace It” camera replacement program in the first quarter of 2018. Our flagship HERO6 Black camera, powered by GoPro’s custom designed
GP1 processor, is the most powerful and performance featured GoPro camera to date. We offer many professional-grade features with our current
good-better-best camera offering with HERO, HERO5 Black and HERO6 Black. Our cameras are compatible with our ecosystem of mountable and
wearable accessories, and feature automatic uploading capabilities for photos and videos to GoPro Plus, our premium cloud-based solution that
enables subscribers to easily access, edit, store and share their content. All of our cameras are also compatible with GoPro QuikStories, our mobile
experience that seamlessly uploads a user’s GoPro photos and video clips to his or her smartphone and transforms them into a ready-to-share
video. GoPro QuikStories makes it simple to automatically create shareable video edits complete with music, effects and transitions.
Our product offerings also include our waterproof 360-degree spherical camera, Fusion, and our drone and stabilization solution, Karma.
The following is a summary of measures presented in our condensed consolidated financial statements and key metrics used to evaluate our
business, measure our performance, develop financial forecasts and make strategic decisions.
(units and dollars in thousands, except per
share amounts)
Revenue

$

Camera units shipped
Gross margin

Q1 2018
202,346

Q4 2017
$

334,796

758

(1)

$

1,361

22.2%

(2)

Q1 2017
218,614
738

23.8%

31.4%

Q1 2018 vs. Q4
2017

Q1 2018 vs. Q1
2017

(40)%

(7)%

(44)%
(160) bps

3%
(920) bps

Operating expenses

$

119,655

$

138,097

$

156,781

(13)%

(24)%

Net loss

$

(76,347)

$

(55,848)

$

(111,150)

37 %

(31)%

Diluted net loss per share

$

(0.55)

$

(0.41)

$

(0.78)

34 %

(29)%

Cash provided by (used in) operations

$

(97,112)

$

56,990

$

(137,938)

(270)%

(30)%

Adjusted EBITDA (3)

$

(34,537)

$

(26,544)

$

(45,669)

30 %

(24)%

Non-GAAP net loss (4)

$

(47,364)

$

(41,319)

$

(62,783)

15 %

(25)%

Non-GAAP loss per share

$

(0.34)

$

(0.30)

$

(0.44)

13 %

(23)%

Other financial information:

(1)

Represents the number of camera units that are shipped during a reporting period, including camera units that are shipped with drones, net of any returns. Camera units shipped does not
include drones sold without a camera, mounts or accessories.

(2)

One basis point (bps) is equal to 1/100th of 1%.

(3)

We define adjusted EBITDA as net loss adjusted to exclude the impact of: provision for income taxes, interest income, interest expense, depreciation and amortization, POP display
amortization, stock-based compensation, impairment charges and restructuring costs.

(4)

We define non-GAAP net loss as net loss adjusted to exclude stock-based compensation, acquisition-related costs, restructuring costs, non-cash interest expense and income tax
adjustments. Acquisition-related costs include amortization and impairment write-downs of acquired intangible assets (if applicable) as well as third-party transaction costs for legal and other
professional services.

Reconciliations of non-GAAP adjusted measures to the most directly comparable GAAP measures are presented under Non-GAAP Financial Measures below.
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First quarter 2018 financial performance
In the first quarter of 2018 , camera units shipped of 758,000 increased 2.8% compared to 738,000 in 2017 . Revenue was $202.3 million , which
was a decrease of 7.4% year-over-year. The decrease was primarily attributable to lower drone and accessory revenue as well as higher sales
incentives recognized in the first quarter of 2018 compared to 2017 . Gross margin in the first quarter of 2018 was 22.2% , down from 31.4% a year
ago, which was primarily attributable to a change in product sales mix towards our lower margin entry-level HERO camera and Karma drone, as well
as increased sales incentives. Our continued focus on cost management and the financial benefits recognized from our restructuring actions drove
operating expenses down $37.1 million , or 23.7% , compared to the first quarter of 2017 .
Net loss in the first quarter of 2018 was $76.3 million , or $0.55 per share, an improvement of $34.8 million , or 31.3% , when compared to 2017 .
For the first quarter of 2018 , non-GAAP net loss was $47.4 million , or $0.34 per share, and adjusted EBITDA improved by $11.1 million to negative
$34.5 million . Non-GAAP net loss excludes, where applicable, the effects of stock-based compensation, acquisition-related costs, restructuring
costs, non-cash interest expense and the tax impact of these items. See Results of Operations and Non-GAAP Financial Measures below for
additional information.
Factors affecting performance
We believe that our future success will be dependent on many factors, including those further discussed below. While these areas represent
opportunities for us, they also represent challenges and risks that we must successfully address in order to continue the growth of our business and
improve our results of operations.
Driving profitability through improved efficiency, lower costs and better execution. We incurred material operating losses in 2016 , 2017 and in the
first quarter of 2018 . Our restructuring actions have significantly reduced our operating expenses in 2017 and the first quarter of 2018 resulting in a
flatter, more efficient global organization that has allowed for improved communication and alignment amongst our functional teams. If we are
unable to generate adequate revenue growth, and continue to manage our expenses, we may incur significant losses in the future and may not be
able to achieve profitability. Refer to our Risk Factors in Part II, Item 1A of this Quarterly Report on Form 10-Q for the quarter ended March 31,
2018.
Investing in research and development and enhancing our customer experience. Our performance is significantly dependent on the investments we
make in research and development, including our ability to attract and retain highly skilled and experienced research and development personnel.
We expect the timing of new product releases to continue to have a significant impact on our revenue and we must continually develop and
introduce innovative new cameras, mobile applications and other new products and services. We plan to further build upon our integrated mobile
and cloud-based storytelling solutions and subscription offerings in future periods. Our investments, including marketing and advertising expenses,
may not successfully drive increased revenue and our users may not adopt our new offerings. If we fail to innovate and enhance our brand, our
integrated storytelling solution and the value proposition of our subscriptions, our market position and revenue will be adversely affected. Further, we
have incurred substantial research and development expenses and if our efforts are not successful, we may not recover the value of these
investments.
Growing our total addressable market globally. We continue to believe that international markets represent a significant growth opportunity for
GoPro. Revenue from outside the United States comprised 61% of total revenue in the first quarter of 2018 . While the total market for digital
cameras has declined in recent periods, as smartphone and tablet camera quality has improved, we continue to believe our consumers’
differentiated use of GoPro cameras, our integrated storytelling solution and our brand helps insulate our business from many of the negative trends
facing this category. However, we expect that the markets in which we conduct our business will remain highly competitive. We plan to increase our
presence internationally through the active promotion of our brand, the creation and cultivation of regional strategic and marketing partnerships, the
continued introduction of localized products in international markets with region specific marketing, and an investment focus on the biggest
opportunities in both Europe and the Asia Pacific region.
Our growth also depends on expanding our total addressable market with our updated subscription service, Plus, as well as other services and
capture perspectives, including spherical, which are all resource intensive initiatives
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in highly competitive markets. If we are not successful in penetrating additional markets, we might not be able to grow revenue and we may not
recognize benefits from our investment in new areas.
Marketing the improved GoPro experience to our extended community. We intend to continue investing resources in our marketing, advertising and
brand management efforts. Historically, our growth has largely been fueled by the adoption of our products by people looking to self-capture images
of themselves participating in exciting physical activities. Our future growth depends on continuing to reach, expand and re-engage with this core
demographic and grow it. In addition, we need to expand our user base to include a broader group of consumers. We believe that consumers in
many markets are not familiar with our brand and products and believe there is an opportunity for GoPro to expand awareness through a range of
advertising and promotional programs and campaigns, including social media. Sales and marketing investments will often occur in advance of any
sales benefits from these activities, and it may be difficult for us to determine if we are efficiently allocating our resources in this area.
Seasonality. Historically, we have experienced the highest levels of revenue in the fourth quarter of the year, coinciding with the holiday shopping
season, particularly in the United States and Europe. While we have implemented operational changes aimed at reducing the impact of fourth
quarter seasonality on full year performance, timely and effective product introductions and forecasting, whether just prior to the holiday season or
otherwise, are critical to our operations and financial performance.

Results of Operations
The following table sets forth the components of our condensed consolidated statements of operations for each of the periods presented, and each
component as a percentage of revenue:
Three months ended March 31,
(dollars in thousands)
Revenue

2018
$

202,346

2017
100 %

$

218,614

100 %

Cost of revenue

157,430

78

150,048

69

Gross profit

44,916

22

68,566

31

Research and development

50,979

25

66,166

30

Sales and marketing

49,170

24

67,856

31

General and administrative

19,506

10

22,759

11

Total operating expenses

119,655

59

156,781

72

(74,739)

(37)

(88,215)

(41)

(2)

(814)

—

—

161

—

Operating expenses:

Operating loss
Other income (expense):
Interest expense

(4,567)

Other income, net

177

Total other expense, net
Loss before income taxes
Income tax (benefit) expense
Net loss

$

28

(4,390)

(2)

(653)

(79,129)

(39)

(88,868)

(41)

(2,782)

(1)

22,282

10

(76,347)

(38)%

$

(111,150)

—

(51)%
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Revenue
Three months ended March 31,
(camera units and dollars in thousands)

2018

Camera units shipped

2017
758

Direct channel

$

99,703

Percentage of revenue

$

738

3%

114,765

(13)%

49%

Distribution channel

$

102,643

$

52%

$

103,849

202,346

$

218,614

(7)%

$

90,472

$

95,707

(5)%

$

62,310

$

67,863

$

49,564

$

55,044

Percentage of revenue

51%

Total revenue
Americas
Percentage of revenue

Percentage of revenue

44%

31%

Asia and Pacific (APAC)
Percentage of revenue

$

202,346

(8)%

31%

24%

Total revenue

(1)%

48%

45%

Europe, Middle East and Africa (EMEA)

% Change

(10)%

25%

$

218,614

(7)%

While camera units shipped increased 2.8% year-over-year, revenue in the first quarter of 2018 decreased 7.4% when compared to 2017 . The
decrease in revenue was primarily attributable to a lower average selling price in 2018 associated with reduced Karma drone units shipped,
shipments of our entry-level HERO camera and lower accessory revenue, as well as higher sales incentives when compared to 2017. Our average
selling price in the first quarter of 2018 was also negatively impacted by the prior introduction of HERO6 Black at a sales price of $499 in the Fall of
2017, while maintaining the HERO5 Black camera sales price at $399, which negatively affected consumer demand for HERO5 Black. In the fourth
quarter of 2017 , we ultimately reduced the price of HERO5 Black to increase channel sell-through rates which had a cascading effect that resulted
in price reductions for HERO5 Session in the fourth quarter of 2017 , and ultimately HERO6 Black in the first quarter of 2018 . Our average selling
price is defined as total revenue divided by unit shipments.
Cost of revenue and gross margin
Three months ended March 31,
(dollars in thousands)

2018

Cost of revenue

$

Stock-based compensation
Acquisition-related costs
Restructuring costs

2017

153,154

$

147,925

4%

382

495

(23)%

2,655

1,235

115 %

393

215 %

150,048

5%

1,239
$

Total cost of revenue
Gross margin

% Change

157,430
22.2%

$

31.4%

Gross margin of 22.2% in the first quarter of 2018 decreased from 31.4% in 2017 , or (920) bps, reflecting our product sales mix, which included an
increase in our lower margin products, HERO and Karma drone, and higher sales incentives, (480) bps, sale of previously discontinued and written
off cameras in the first quarter of 2017 (370) bps, and higher restructuring charges and acquisition related costs (120) bps. The decrease in gross
margin was partially offset by operational improvements, 140 bps.
29

GoPro, Inc.
Management’s Discussion and Analysis of Financial Condition and Results of Operations
Research and development
Three months ended March 31,
(dollars in thousands)

2018

Research and development

$

2017

36,375

Stock-based compensation
Acquisition-related costs
Restructuring costs

$

5,682

(12)%

—

1,136

(100)%

50,979

Percentage of revenue

(32)%

5,005
9,599
$

Total research and development

% Change

53,669

$

5,679

69 %

66,166

(23)%

25.2%

30.3%

The year-over-year decrease of $15.2 million , or 23% , in total research and development expenses in the first quarter of 2018 , compared to 2017 ,
reflected a $11.9 million decrease in cash-based personnel-related costs due to a 28% reduction in global research and development headcount
from our restructuring actions. The decrease was also attributable to a $3.3 million decrease in depreciation and other supporting overhead
expenses and a $1.7 million decrease in consulting and professional services costs. Charges to restructuring are excluded from the discussion
above. See Restructuring costs below for additional information regarding restructuring charges recorded in 2018 and 2017 .
Sales and marketing
Three months ended March 31,
(dollars in thousands)

2018

Sales and marketing

$

2017

42,805

$

% Change

59,923

(29)%

Stock-based compensation

2,747

2,691

2%

Restructuring costs

3,618

5,242

(31)%

67,856

(28)%

$

Total sales and marketing

49,170

Percentage of revenue

$

24.3%

31.0%

The year-over-year decrease of $18.7 million , or 28% , in total sales and marketing expenses in the first quarter of 2018 , compared to 2017 , was
primarily attributable to a $9.2 million decrease in advertising and promotional activity and a $2.5 million decrease in consulting and outside
professional service costs. Cash-based personnel-related costs decreased by $4.3 million in 2018 , driven by a 17% reduction in global sales and
marketing headcount. The favorable reduction in advertising and promotional expense in the first quarter of 2018 was primarily due to the deferral of
marketing activities to future periods. For the full year 2018 , we expect our sales and marketing activity and related costs to be higher than 2017 .
Charges to restructuring are excluded from the discussion above. See Restructuring costs below for additional information regarding restructuring
charges recorded in 2018 and 2017 .
General and administrative
Three months ended March 31,
(dollars in thousands)

2018

General and administrative

$

Stock-based compensation

2017

14,532

$

2,689

Acquisition-related costs

(23)

2,282
$

Total general and administrative expenses
Percentage of revenue

19,506

$

9.6%

The year-over-year decrease of $3.3 million , or 14% , in total general and administrative expenses in the first
30

17,384
4,257

3

Restructuring costs

% Change
(16)%
(37)%
(113)%

1,141

100 %

22,759

(14)%

10.4%
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quarter of 2018 compared to 2017 was primarily attributable to a $1.6 million decrease in stock-based compensation. Cash-based personnel-related
costs decreased by $1.8 million year-over-year, driven by a 17% reduction in global general and administrative headcount. In 2018, the board of
directors accepted Nicholas Woodman’s recommendation that his 2018 compensation be amended to $1 in salary and a cash bonus of zero. See
Restructuring costs below for additional information regarding restructuring charges recorded in 2018 and 2017 .
Restructuring costs
First quarter 2018 restructuring plan. On January 2, 2018, we approved a restructuring plan to further reduce future operating expenses and better
align resources around our long-term business strategy. The restructuring provided for a reduction of our global workforce of approximately 18% ,
the closure of our aerial group and the consolidation of additional office facilities. Under the first quarter 2018 restructuring plan, we recorded
restructuring charges of $14.2 million , including $11.9 million related to severance and $2.3 million related to accelerated depreciation and other
charges.
First quarter 2017 restructuring plan. On March 15, 2017, we approved a restructuring plan that provided for a reduction of our global workforce by
approximately 270 positions, and the consolidation of certain leased office facilities. Under the first quarter 2017 restructuring plan, we recorded
restructuring charges of $19.1 million , including $10.3 million related to severance, and $8.8 million related to accelerated depreciation and other
charges. The actions associated with the first quarter 2017 restructuring plan were completed by the fourth quarter of 2017. While we anticipate that
any additional charges related to this restructuring will be immaterial, actual results may differ from current estimates as it relates to the
consolidation of certain leased office facilities.
Fourth quarter 2016 restructuring plan. On November 29, 2016, we approved a restructuring plan that provided for a reduction in our global
workforce of approximately 15% , the closure of our entertainment group and the consolidation of certain leased office facilities. Under the fourth
quarter 2016 restructuring plan, we recorded restructuring charges of $40.2 million , including $37.0 million related to severance, and $3.2 million
related to accelerated depreciation and other charges. The actions associated with the fourth quarter 2016 restructuring plan were completed by
March 31, 2017, with only small incremental charges recorded through March 31, 2018.
First quarter 2016 restructuring plan. On January 12, 2016, we approved a restructuring plan that provided for a reduction in our global workforce of
approximately 7% . Under the first quarter 2016 restructuring plan, we recorded restructuring charges of $6.5 million in the first quarter of 2016,
which primarily included cash-based severance costs. We completed this plan at the end of the first quarter of 2016 and all costs have been paid.
No charges were recorded in periods after March 31, 2016.
See Note 11 to the Notes to Condensed Consolidated Financial Statements above.
Other income (expense)
Three months ended March 31,
(dollars in thousands)

2018

Interest expense

$

Other income, net

2017
(4,567)

$

177
$

Total other expense, net

(4,390)

$

% Change
(814)

461%

161

10%

(653)

572%

Total other expense, net, increased by $3.7 million in the first quarter of 2018 compared to 2017 , primarily attributable to interest expense and the
accretion of debt premium to the face value on our Convertible Notes, which were issued in April 2017.
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Income taxes
Three months ended March 31,
(dollars in thousands)

2018

Income tax (benefit) expense

$

2017
(2,782)

Effective tax rate

$

% Change

22,282

3.5%

(112)%

(25.1)%

We recorded an income tax benefit of $2.8 million for the three months ended March 31, 2018 on a pre-tax net loss of $79.1 million , which resulted
in an effective tax rate of 3.5% . Our income tax benefit for the three months ended March 31, 2018 was composed of $0.4 million of tax expense
incurred on pre-tax income in profitable foreign jurisdictions, and one-time items that included $10.9 million of tax benefit primarily relating to the
conclusion of the IRS audit and the release of uncertain tax positions, $4.2 million of tax benefit relating to restructuring expenses, $1.1 million of net
non-deductible equity tax expense, and $0.2 million tax expense relating to other items, offset by $10.6 million net decrease of valuation allowance.
We recorded an income tax provision of $22.3 million for the first quarter of 2017 on a pre-tax net loss of $88.9 million, which resulted in a negative
effective tax rate of 25.1%. Our income tax provision in the first quarter of 2017 was principally composed of tax expenses incurred on pre-tax
income in profitable foreign jurisdictions. Due to certain tax structure changes effective January 1, 2018 including the planned liquidation of our
subsidiary, Woodman Labs Cayman, Inc. , our tax provision and resulting effective tax rate for interim periods in 2018 and future years is expected
to be subject to less volatility and fluctuation quarter over quarter than in 2017. Further, while we incurred pre-tax losses in 2017 and 2018 in the
United States and certain lower-rate jurisdictions, we do not expect to recognize any tax benefits on pre-tax losses in the United States due to a full
valuation allowance recorded against our U.S. deferred tax assets (see Note 7 to the Notes to Condensed Consolidated Financial Statements
above).
During the quarter ended March 31, 2018 , the Internal Revenue Service concluded its audit for the 2012 through 2015 tax years. The Closing
Agreement was received on January 24, 2018 and we received an income tax refund of approximately $32.9 million, net of IRS adjustments, in
February 2018. As a result, we recognized a reduction in gross unrecognized tax benefits of $26.0 million and an income tax benefit, net of valuation
allowance, of approximately $2.6 million.
Future changes in our forecast annual income (loss) projections, tax rate changes, or discrete tax items could result in significant adjustments to
quarterly income tax expense (benefit) in future periods.

Liquidity and Capital Resources
The following table presents selected financial information as of March 31, 2018 and 2017 :
(dollars in thousands)

March 31, 2018

Cash and cash equivalents

December 31, 2017

$

104,987

$

144,833

Marketable securities

$

202,504

$

247,390

39,846

Total cash, cash equivalents and marketable securities
Percentage of total assets

22%

44,886
29%

Our primary source of cash is receipts from sales. Other sources of cash were employee participation in the employee stock purchase plan and the
exercise of employee stock options. The primary uses of cash are for inventory procurement, payroll-related expenses, general operating expenses,
including marketing and office rent, purchases of property and equipment, and other costs of revenue.
As of March 31, 2018 , our cash, cash equivalents and marketable securities of $144.8 million were down $102.6 million , or 41.5% , compared to
December 31, 2017 . The decrease was primarily due to a net operating loss during the period, coupled with cash payments for accounts payable
and other liabilities relating to inventory, and bonus and severance obligations. Partially offsetting this decrease were collections of accounts and tax
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receivables, resulting in net cash used in operations of $97.1 million . As of March 31, 2018 , $27.4 million of cash was held by our foreign
subsidiaries.
Convertible Notes
In April 2017, we issued $175.0 million aggregate principal amount of 3.50% Convertible Senior Notes in a private placement to purchasers for
resale to qualified institutional buyers. The Notes mature on April 15, 2022 , unless earlier repurchased or converted into shares of Class A common
stock subject to certain conditions. The Notes are convertible into cash, shares of the Class A common stock, or a combination thereof, at our
election, at an initial conversion rate of 94.0071 shares of common stock per $1,000 principal amount of the Notes, which is equivalent to an initial
conversion price of approximately $10.64 per share of common stock, subject to adjustment. We pay interest on the Notes semi-annually in arrears
on April 15 and October 15 of each year. Proceeds received from the issuance of the Notes were allocated between a liability component (long-term
debt) and an equity component (additional paid-in capital). The fair value of the liability component was measured using rates determined for similar
debt instruments without a conversion feature.
In connection with the Notes offering, we entered into a prepaid forward stock repurchase transaction agreement (Prepaid Forward) with a financial
institution. Pursuant to the Prepaid Forward, we used approximately $78.0 million of the proceeds from the offering of the Notes to pay the
prepayment amount. The aggregate number of shares of our Class A common stock underlying the Prepaid Forward is approximately 9.2 million
shares. The expiration date for the Prepaid Forward is April 15, 2022, although it may be settled earlier in whole or in part. Upon settlement of the
Prepaid Forward, at expiration or upon any early settlement, the forward counterparty will deliver to us the number of shares of Class A common
stock underlying the Prepaid Forward or the portion thereof being settled early. The shares purchased under the Prepaid Forward were treated as
treasury stock on the condensed consolidated balance sheet (and not outstanding for purposes of the calculation of basic and diluted earnings per
share), but remain outstanding for corporate law purposes, including for purposes of any future stockholders’ votes, until the forward counterparty
delivers the shares underlying the Prepaid Forward to us. The net proceeds from the Convertible Senior Notes offering of approximately $91 million
were used for general corporate purposes.
Liquidity
We believe, based on our most current projections, that our cash, cash equivalents and marketable securities, and amounts available under our
credit facility, will be sufficient to address our working capital needs, capital expenditures, outstanding commitments and other liquidity requirements
for at least the next 12 months.
• We expect that operating expenses and inventory purchases will constitute a material use of our cash balances. We intend to continue to
manage our operating activities in line with our existing cash and available financial resources. We believe the restructuring actions and other
cost saving initiatives we have taken will enable us to continue to significantly reduce our operating expenses to below $400 million on a nonGAAP basis for the full year 2018.
• We expect to spend significantly less on capital expenditures in 2018 compared to 2017. Our actual future capital requirements may vary
materially from those currently planned and will depend on many factors, including our rate of revenue growth, the timing and extent of spending
on research and development efforts and other business initiatives, the timing of new product introductions, market acceptance of our products
and overall economic conditions, as set forth in our Risk Factors in Part II, Item 1A of this Quarterly Report on Form 10-Q for the quarter ended
March 31, 2018.
• In February 2018, we received an income tax refund of $32.9 million.
• In March 2016, we entered into a credit agreement with a syndicate of banks that provided for a secured revolving credit facility under which we
could borrow up to an aggregate of $250.0 million . Our credit facility terminates in March 2021. No borrowings have been made from the credit
facility to date. (See Note 4 in the Notes to Condensed Consolidated Financial Statements for additional information.)
• We have completed acquisitions in the past and we may evaluate additional possible acquisitions of, or strategic investments in, businesses,
products and technologies that are complementary to our business, which may require the use of cash.
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In the future, we may require additional funding to respond to business opportunities, challenges or unforeseen circumstances. If we are unable to
obtain adequate financing under our credit facility, or other sources, when we require it, our ability to grow or support our business and to respond to
business challenges could be significantly limited. In the event additional financing is required from outside sources, we may not be able to raise it
on terms acceptable to us or at all.
Summary of Cash Flows
The following table summarizes our cash flows for the periods indicated:
Three months ended
(in thousands)

March 31, 2018

March 31, 2017

% Change

Net cash provided by (used in):
Operating activities

$

(97,112)

$

(137,938)

(30)%

Investing activities

$

(1,678)

$

20,617

(108)%

Financing activities

$

808

$

(320)

(353)%

Cash flows from operating activities
Cash used in operating activities of $97.1 million was primarily attributable to price protection credits applied to customer receivables of $62.6
million, a decrease in accounts payable of $50.7 million, annual employee bonus payments of $12.6 million and restructuring payments of $9.3
million. Our uses of cash were partially offset by the receipt of an IRS receivable of $32.9 million and other changes in working capital.
Cash flows from investing activities
Our primary investing activities consist of purchases, maturities and sales of marketable securities, and purchases of property and equipment. Cash
used in investing activities was $1.7 million in the first three months of 2018 resulting from the purchases of marketable securities of $14.9 million ,
and $6.8 million for net purchases of property and equipment, partially offset by maturities and sales of marketable securities of $20.0 million .
Cash flows from financing activities
Our primary financing activities consisted of the issuance of equity securities under our common stock plans. Cash provided by financing activities
was $0.8 million in the first quarter of 2018 resulting from $3.2 million received from stock purchases made through our ESPP and employee stock
option exercises, partially offset by $2.4 million in tax payments for net RSU settlements.

Contractual Commitments
Contractual obligations. See Note 4 for discussion regarding our Convertible Senior Notes and Note 9 for discussion regarding facility leases and
other contractual commitments in the Notes to the Condensed Consolidated Financial Statements.
Off-balance sheet arrangements. During the periods presented, we did not have any relationships with unconsolidated organizations or financial
partnerships, such as structured finance or special purpose entities, which would have been established for the purpose of facilitating off-balance
sheet arrangements or other contractually narrow or limited purposes.
Indemnifications. We have entered into indemnification agreements with our directors and executives which require us to indemnify our directors
and executives against liabilities that may arise by reason of their status or service. In addition, in the normal course of business, we enter into
agreements that contain a variety of representations and warranties and provide for general indemnification. It is not possible to determine the
maximum potential amount under these indemnification agreements due to our limited history with prior indemnification claims and the unique facts
and circumstances involved in each particular agreement. To date, the payments we have made under these agreements have not had a material
effect on our operating results, financial position or cash flows. However, we may record charges in the future as a result of these indemnification
agreements.
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Critical Accounting Policies and Estimates
Except for the accounting policies related to revenue recognition and intra-entity asset transfers that were updated as a result of adopting
Accounting Standards Update (ASU) 2014-09, Revenue from Contracts with Customers and ASU 2016-16, Intra-Entity Transfers of Assets Other
Than Inventory , there have been no material changes to our critical accounting policies and estimates from those disclosed in our 2017 Annual
Report.

Non-GAAP Financial Measures
We report net income (loss) and diluted net income (loss) per share in accordance with U.S. generally accepted accounting principles (GAAP) and
on a non-GAAP basis. Additionally, we report non-GAAP adjusted EBITDA. We use non-GAAP financial measures to help us understand and
evaluate our core operating performance and trends, to prepare and approve our annual budget, and to develop short-term and long-term
operational plans. Our management uses, and believes that investors benefit from referring to, these non-GAAP financial measures in assessing our
operating results. These non-GAAP financial measures should not be considered in isolation from, or as an alternative to, the measures prepared in
accordance with GAAP, and are not based on any comprehensive set of accounting rules or principles. We believe that these non-GAAP measures,
when read in conjunction with our GAAP financials, provide useful information to investors by facilitating:
•

the comparability of our on-going operating results over the periods presented;

•

the ability to identify trends in our underlying business; and

•

the comparison of our operating results against analyst financial models and operating results of other public companies that supplement their
GAAP results with non-GAAP financial measures.

These non-GAAP financial measures have limitations in that they do not reflect all of the amounts associated with our results of operations as
determined in accordance with GAAP. Some of these limitations are:
•

adjusted EBITDA does not reflect tax payments that reduce cash available to us;

•

adjusted EBITDA excludes depreciation and amortization and, although these are non-cash charges, the property and equipment being
depreciated and amortized often will have to be replaced in the future, and adjusted EBITDA does not reflect any cash capital expenditure
requirements for such replacements;

•

adjusted EBITDA excludes the amortization of POP display assets because it is a non-cash charge, and is treated similarly to depreciation of
property and equipment and amortization of acquired intangible assets;

•

adjusted EBITDA and non-GAAP net income (loss) exclude the impairment of intangible assets because it is a non-cash charge that is
inconsistent in amount and frequency;

•

adjusted EBITDA and non-GAAP net income (loss) exclude restructuring costs which primarily include severance-related costs, stock-based
compensation expenses and facilities consolidation charges recorded in connection with restructuring actions announced in the first and fourth
quarters of 2016, first quarter of 2017 and first quarter of 2018. These expenses were tied to unique circumstances related to organizational
restructuring, do not reflect expected future operating expenses and do not contribute to a meaningful evaluation of current operating
performance or comparisons to the operating performance in other periods;

•

adjusted EBITDA and non-GAAP net income (loss) exclude stock-based compensation expense related to equity awards granted primarily to
our workforce. We exclude stock-based compensation expense because we believe that the non-GAAP financial measures excluding this item
provide meaningful supplemental information regarding operational performance. In particular, we note that companies calculate stock-based
compensation expense for the variety of award types that they employ using different valuation methodologies and subjective assumptions.
These non-cash charges are not factored into our internal evaluation of net income (loss) as we believe their inclusion would hinder our ability to
assess core operational performance;
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•

non-GAAP net income (loss) excludes acquisition-related costs including the amortization of acquired intangible assets (primarily consisting of
acquired technology), the impairment of acquired intangible assets (if applicable), as well as third-party transaction costs incurred for legal and
other professional services. These costs are not factored into our evaluation of potential acquisitions, or of our performance after completion of
the acquisitions, because these costs are not related to our core operating performance or reflective of ongoing operating results in the period,
and the frequency and amount of such costs are inconsistent and vary significantly based on the timing and magnitude of our acquisition
transactions and the maturities of the businesses being acquired;

•

non-GAAP net income (loss) excludes non-cash interest expense. In connection with the issuance of the Convertible Senior Notes in April 2017,
we are required to recognize non-cash interest expense in accordance with the authoritative accounting guidance for convertible debt that may
be settled in cash;

•

non-GAAP net income (loss) includes income tax adjustments. Beginning in the first quarter of 2017, we implemented a cash-based non-GAAP
tax expense approach (based upon expected annual cash payments for income taxes) for evaluating operating performance as well as for
planning and forecasting purposes. This non-GAAP tax approach eliminates the effects of period specific items, which can vary in size and
frequency and does not necessarily reflect our long-term operations. Historically, we computed a non-GAAP tax rate based on non-GAAP pretax income on a quarterly basis, which considered the income tax effects of the adjustments above; and

•

other companies may calculate these non-GAAP financial measures differently than we do, limiting their usefulness as comparative measures.

The following tables present a reconciliation of net loss to adjusted EBITDA:
Three months ended March 31,
(in thousands)

2018

Net loss

$

Income tax (benefit) expense

2017
(76,347)

$

(2,782)

(111,150)
22,282

Interest income, net

4,212

761

Depreciation and amortization

8,907

11,693

POP display amortization

3,912

5,165

Stock-based compensation

10,823

13,125

Restructuring costs

16,738

12,455

Adjusted EBITDA

$
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The following table present a reconciliation of net loss to non-GAAP net loss:
Three months ended March 31,
(in thousands, except per share data)

2018

Net loss

$

Stock-based compensation
Acquisition-related costs
Restructuring costs
Non-cash interest expense

2017
(76,347)

$

10,823

13,125

2,658

2,348

16,738

12,455

1,934

Income tax adjustments

(111,150)

—

(3,170)

20,439

Non-GAAP net loss

$

(47,364)

$

(62,783)

Non-GAAP loss per share

$

(0.34)

$

(0.44)

GAAP shares for diluted net loss per share
Add: effect of potentially dilutive shares
Non-GAAP shares for diluted net loss per share
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137,857

142,899

—

—

137,857

142,899

Item 3. Quantitative and Qualitative Disclosures about Market Risk
The fair value of the Company’s Senior Convertible Notes is subject to interest rate risk, market risk and other factors due to the convertible feature.
The fair value of the Notes will generally increase as interest rates fall and decrease as interest rates rise. In addition, the fair value of the Notes will
generally increase as the Company’s Class A common stock price increases and will generally decrease as the common stock price declines. The
interest and market value changes affect the fair value of the Notes but do not impact the Company’s financial position, cash flows or results of
operations due to the fixed nature of the debt obligation.
There have been no other material changes to the Company’s market risk during the three months ended March 31, 2018 . Refer to our market risk
disclosures set forth in Part II, Item 7A, Quantitative and Qualitative Disclosures About Market Risk of our 2017 Annual Report.
38

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
The Company’s management, with the participation of the Company’s principal executive officer and principal financial officer, has evaluated the
effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities
and Exchange Act of 1934, as amended (Exchange Act), as of March 31, 2018 . Based on such evaluation, the Company’s principal executive
officer and principal financial officer have concluded that, as of March 31, 2018 , the Company’s disclosure controls and procedures were effective
to ensure that information required to be disclosed in the Company’s reports filed or submitted under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in SEC rules and forms and is accumulated and communicated to the Company’s
management, including its principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required
disclosure.
Changes in Internal Control over Financial Reporting
There was no change in our internal control over financial reporting identified in connection with the evaluation required by Rules 13a-15(d) and 15d15(d) of the Exchange Act that occurred during the three months ended March 31, 2018 that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings
Shareholder class action lawsuits
On January 25, 2016, a purported shareholder class action lawsuit was filed in the Superior Court of the State of California, County of San Mateo,
against the Company, certain of its current and former directors and executive officers and underwriters of the Company’s IPO (“Defendants”). The
complaint purported to bring suit on behalf of shareholders who purchased the Company’s stock pursuant or traceable to the Registration Statement
and Prospectus issued in connection with the Company’s IPO and alleged claims under Sections 11, 12(a)(2) and 15 of the Securities Act of 1933.
The suit sought unspecified damages and other relief. A similar complaint was filed on May 13, 2016, and consolidated on June 7, 2016. Defendants
filed a demurrer (motion to dismiss) to the consolidated action. On July 13, 2016, the court sustained the demurrer dismissing the complaint with
leave to amend the complaint. The plaintiff filed an amended complaint on October 7, 2016. Defendants filed a demurrer to the amended complaint
on October 28, 2016. On December 16, 2016, the court overruled the demurrer with respect to the Section 11 and 15 claims and sustained the
demurrer in part and overruled the demurrer in part with respect to the Section 12(a)(2) claim. Defendants answered the amended complaint on
January 3, 2017. On November 20, 2017, the parties reached an agreement in principle to settle the action. The court preliminarily approved the
settlement on March 28, 2018 and a final settlement approval hearing is scheduled for July 27, 2018.
On November 16, 2016, a purported shareholder class action lawsuit (the “2016 Shareholder Class Action”) was filed in the U.S. District Court for
the Northern District of California against the Company and Mr. Woodman, our Chairman and CEO, Brian McGee, our CFO, and Anthony Bates, our
former President (“Defendants”). The complaint purports to bring suit on behalf of shareholders who purchased the Company’s publicly traded
securities between September 19, 2016 and November 4, 2016. The complaint purports to allege that Defendants made false and misleading
statements about the Company’s business, operations and prospects in violation of Sections 10(b) and 20(a) of the Securities Exchange Act of
1934, and seeks unspecified compensatory damages, fees and costs. On February 6, 2017, the court appointed lead plaintiff and lead counsel. On
March 14, 2017, the lead plaintiff filed an amended complaint against the Company and certain of its officers (“GoPro Defendants”) on behalf of
shareholders who purchased the Company’s publicly traded securities between September 19, 2016 and November 8, 2016. On April 13, 2017, the
GoPro Defendants filed a motion to dismiss the amended complaint. On July 26, 2017, the court denied that motion and directed plaintiff to amend
its complaint to add all defendants the plaintiff intended to sue. On August 4, 2017, plaintiff filed a second amended complaint, which Defendants
answered on September 8, 2017.
On November 8, 2017, a purported shareholder derivative lawsuit was filed in the U.S. District Court for the Northern District of California against
certain of GoPro’s current and former directors and executive officers and naming the Company as a nominal defendant. The action is based on
allegations similar to those in the 2016 Shareholder Class Action and asserts causes of action against the individual defendants for breach of
fiduciary duty for allegedly disseminating false and misleading information, breach of fiduciary duty for allegedly misappropriating information and for
insider stock sales, unjust enrichment, violation of Section 25402 of the California Corporations Code, and for contribution and indemnification. On
January 4, 2018, the court signed an order relating this case to the 2016 Shareholder Class Action. On January 22, 2018, defendants filed a motion
to dismiss for lack of subject matter jurisdiction and improper forum. Before briefing on that motion was complete, the plaintiff voluntarily dismissed
the action on February 22, 2018.
Beginning on January 9, 2018, the first of four purported shareholder class action lawsuits (the “2018 Shareholder Class Actions”) were filed in the
U.S. District Court for the Northern District of California against the Company, Mr. Woodman, and Mr. McGee (“Defendants”). Similar complaints
were filed on January 11, 2018 and January 24, 2018. Each of the complaints purports to bring suit on behalf of shareholders who purchased the
Company’s publicly traded securities between November 2, 2017 and January 5, 2018 for the first complaint and between August 4, 2017 and
January 5, 2018 for the remaining three complaints. Each of the complaints purports to allege that Defendants made false and misleading
statements about the Company’s business, operations and prospects
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in violation of Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, and seeks unspecified compensatory damages, fees and costs.
On February 13, 2018 and February 27, 2018, two purported shareholder derivative lawsuits (the “Derivative Actions”) were filed in the U.S. District
Court for the Northern District of California against certain of GoPro’s current and former directors and executive officers and naming the Company
as a nominal defendant. The Derivative Actions are based on allegations similar to those in both the 2016 Shareholder Class Action and the 2018
Shareholder Class Actions and assert causes of action against the individual defendants for breach of fiduciary duty, and for making false and
misleading statements about the Company’s business, operations and prospects in violation of Sections 10(b) and 14(a) of the Securities Exchange
Act of 1934. Plaintiffs seek corporate reforms, disgorgement of profits from stock sales, and fees and costs. On March 15, 2018, the court signed
orders relating the Derivative Actions to the 2016 Shareholder Class Action. The court consolidated the Derivative Actions on April 6, 2018.
We are currently, and in the future, may continue to be subject to litigation, claims and assertions incidental to our business, including patent
infringement litigation and product liability claims, as well as other litigation of a non-material nature in the ordinary course of business. Due to
inherent uncertainties of litigation, we cannot accurately predict the ultimate outcome of these matters. We are unable at this time to determine
whether the outcome of the litigation would have a material effect on our business, financial condition, results of operations or cash flows.
Item 1A. Risk Factors
The risks described in Risk Factors, in our Annual Report on Form 10-K for the year ended December 31, 2017, and as supplemented below, could
materially and adversely affect our business, financial condition and results of operations. We do not believe any of the updates below constitute
material changes from the risk factors previously disclosed in our 2017 Annual Report. These risk factors do not identify all risks that we face; our
operations could also be affected by factors that are not presently known to us or that we currently consider to be immaterial to our operations. In
that event, the trading price of our shares may decline, and you may lose part or all of your investment.

Risks related to our business and industry
We may not be able to achieve revenue growth or profitability in the future.
Since 2015 , our revenue has declined in each of the two succeeding years. Our historical results should not be considered as indicative of our
future performance. For example, our annual revenue grew rapidly from $985.7 million in 2013 to $1.62 billion in 2015 and then declined to $1.185
billion and $1.18 billion in 2016 and 2017 , respectively. In future periods, we could continue to experience declines in revenue, or revenue could
grow more slowly than we expect, which could have a material negative effect on our future operating results.
In addition, we incurred substantial operating losses of $74.7 million and $88.2 million for the first quarters of 2018 and 2017 , respectively. We also
incurred a substantial operating loss of $163.5 million and $373.0 million for the full year 2017 and 2016 , respectively, as compared to operating
income of $54.7 million for the full year 2015 . Lower levels of revenue or higher levels of operating expense in future periods may result in
additional losses or limited profitability. In the first quarter of 2018, we implemented a company-wide restructuring of our business resulting in a
reduction in our global workforce and the elimination of certain open positions, as well as the elimination of several high-cost initiatives, including the
closure of our aerial products business, in order to focus our resources on our core hardware camera and software business. We previously
implemented company-wide restructurings of our business in the first and fourth quarters of 2016, the first quarter of 2017, and first quarter of 2018,
exiting the aerial business in order to focus our resources on our hardware and software integrated storytelling solution, and the consolidation of
certain leased office facilities. We may not realize the cost savings expected from these actions. We may continue to incur significant losses in the
future for a number of reasons, including other risks described in this Quarterly Report on Form 10-Q and in our Annual Report on Form 10-K for the
year ended December 31, 2017 , and we may encounter unforeseen expenses, difficulties, complications, delays and other unknown factors.
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Our future growth depends in part on further penetrating our total addressable market, and we may not be successful in doing so.
Our growth historically has largely been fueled by the adoption of our products by people looking to self-capture images of themselves participating
in exciting physical activities. We believe that our future growth depends on continuing to reach and expand our core community of users, followers
and fans, and then utilizing that energized community as brand ambassadors to an extended community. We believe that in order to expand our
market, we must provide both innovative and easy-to-use products, as well as intuitive and simple software tools that enable effortless sharing of
content, with the smartphone central to the GoPro experience. We believe our subscription offerings will increase our total addressable market, but
we cannot be certain that these efforts will be successful. We may not be able to expand our market through this strategy on a timely basis, or at all,
and we may not be successful in providing tools that our users adopt or believe are easy to use.
In the first quarter of 2018, we began shipping our newest entry level cloud connected camera, HERO, which shares the same form factor as our
HERO5 Black camera, including an LCD screen. Additionally, in the first quarter of 2018 we launched an updated GoPro PLUS subscription which
now includes our “You Break It, We Replace It” camera replacement and released updated versions of our GoPro and Quik mobile applications. In
the third quarter of 2017, we began shipping our flagship cloud connected camera, HERO6 Black, which is powered by GoPro’s custom designed
GP1 processor. We plan to further build upon our integrated storytelling solution in future periods, and our investments in this solution, including
marketing and advertising expenses, may not successfully drive increased sales of our products and our users may not adopt our new offerings. If
we are not successful in broadening our user base with our integrated solution, our future revenue growth will be negatively affected and we may not
recognize benefits from our investments in the various components of our storytelling solution and the marketing, sales and advertising costs to
promote our solution.
Our growth also depends on expanding our market with new capture perspectives, including spherical, which is a resource-intensive initiative in a
highly competitive market. While we are investing resources, including in software development, sales and marketing, to reach these expanded and
new consumer markets, we cannot be assured that we will be successful in doing so. If we are not successful in penetrating additional markets, we
might not be able to grow our revenue and we may not recognize benefits from our investment in new areas. For example, we made significant
investments in the aerial market, but recently decided to close our aerial business in light of difficult market conditions and margin challenges.
Moving forward, we expect to sell our remaining inventory of Karma drones, which may not be successful, depending on consumer demand for a
product that is end of life.
To remain competitive and stimulate consumer demand, we must effectively manage product introductions, product transitions, product
pricing and marketing.
We believe that we must continually develop and introduce new products, enhance our existing products and effectively stimulate customer demand
for new and upgraded products to maintain or increase our revenue.
The success of new product introductions depends on a number of factors including, but not limited to, timely and successful research and
development, pricing, market and consumer acceptance, the effective forecasting and management of product demand, purchase commitments and
inventory levels, the availability of products in appropriate quantities to meet anticipated demand, the ability to obtain timely and adequate delivery of
components for our new products from third-party suppliers, the management of any changes in major component suppliers, the management of
manufacturing and supply costs, the management of risks associated with new product production ramp-up issues, and the risk that new products
may have quality issues or other defects or bugs in the early stages of introduction. With respect to management and supply costs, we may be
impacted by an overall worldwide increase in demand for memory products and potential allocations for such products, in addition to pricing
pressure on commodity supplies such as batteries or memory. Such supply shortages may affect our ability to manage appropriate supply levels of
our products and pricing pressures may negatively affect our gross margins.
For example, in Fall 2016, we experienced production issues that resulted in delayed unit shipments of our HERO5 Black camera in the third and
fourth quarters of 2016. In addition, in November 2016, we announced the recall of all Karma drones after we discovered that some Karma units lost
power during operation. As a result of these issues, our revenues and operating results for the second half of 2016 were negatively affected. The
Karma
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drone was re-launched and available for sale domestically in February 2017 and distribution in international markets began a month later.
Subsequently, in January 2018 we announced the closure of our aerial business and we expect to sell through our remaining inventory of Karma
drones throughout 2018.
In addition, the introduction or announcement of new products or product enhancements may shorten the life cycle of our existing products or
reduce demand for our current products, thereby offsetting any benefits of successful product introductions and potentially lead to challenges in
managing inventory of existing products. For example, the introduction of the HERO6 Black camera at $499, while keeping the price point of the
HERO5 Black camera at $399, negatively affected consumer demand for HERO5 Black, and we ultimately reduced the price of HERO5 Black to
increase channel sell through rates. The HERO5 Black price adjustment had a cascading effect that resulted in price reductions for HERO5 Session
and ultimately HERO6 Black cameras. Reduced product margins resulting from lower pricing may decrease the number of retailers willing to offer
and promote our product lineup. Failure to manage and complete product transitions effectively or in a timely manner could harm our brand and lead
to, among other things, lower revenue, excess prior generation product inventory, or a deficit of new product inventory and reduced profitability. For
example, as a result of reducing the price of our HERO5 Black cameras in December 2017, we incurred price protection charges which resulted in a
reduction in both our revenue and gross margins.
Additionally, our brand and product marketing efforts are critical to stimulating consumer demand. We market our products globally through a range
of advertising and promotional programs and campaigns, including social media. If we do not successfully market our products, the lack of success
or increased costs of promotional programs could have an adverse effect on our business, financial condition and results of operations.
We depend on sales of our cameras, mounts and accessories for substantially all of our revenue, and any decrease in the sales or
change in sales mix of these products would harm our business.
We expect to derive the substantial majority of our revenue from sales of cameras, mounts and accessories for the foreseeable future. A decline in
the price or unit demand for these products, whether due to macroeconomic conditions including variable tariff rates, competition or otherwise, or
our inability to increase sales of these products, would harm our business and operating results more seriously than it would if we derived significant
revenue from a variety of product lines and services. In particular, a decline in the price or unit demand of our top-selling HERO6 Black, HERO5
Black and HERO cameras or our inability to increase sales of these products, could materially harm our business and operating results.
While we have developed and released products and services to add to our offerings, we may not be successful in achieving future revenue growth
driven by newly released products and services. For example, concurrently with our HERO6 Black camera launch, we highlighted QuikStories, our
integrated storytelling solution within the Quik app to make editing and sharing content from our HERO5 and HERO6 cameras easier for our users.
If all the components of the storytelling solution do not work together seamlessly or our users do not adopt them, they may not drive camera sales
and our operating results could be adversely affected. In addition, we recently announced our new spherical camera, Fusion, and continue to
expend resources to develop a solution for editing and sharing software to deliver and experience spherical content. If the software does not
function as expected or users do not adopt our solution, sales of our spherical camera may be negatively affected. We cannot be assured that our
investments in the development of software-related products and services will result in either increased revenue or profit. Changes in product mix
may harm our financial results. If there is a shift in consumer demand from our higher-priced to lower-priced cameras without a corresponding
increase in units sold, our revenues and gross profit could decrease and losses could increase.
As a result, our future growth and financial performance may continue to depend heavily on our ability to develop and sell enhanced versions of our
cameras, mounts and accessories. If we fail to deliver product enhancements, new releases or new products and services that appeal to
consumers, our future financial condition, operating results and cash flows will be materially affected. Product introductions may not always be
successful and could be costly to develop and exit if ultimately unsuccessful. For example, we invested significant resources in development,
marketing and support for the launch of our Karma drone, which we subsequently determined faced margin challenges and other obstacles, and we
began exiting the aerial business in the first quarter of 2018.
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We rely on third-party suppliers, some of which are sole-source suppliers, to provide components for our products.
Our ability to meet customer demand depends, in part, on our ability to obtain timely and adequate delivery of components for our products. All of
the components that go into the manufacturing of our cameras and accessories are sourced from third-party suppliers, and some of these
components are provided by a single supplier or by a supplier that could potentially become a competitor.
If we lose access to components from a particular supplier or experience a significant disruption in the supply of products and components from a
current supplier, we may be unable to locate alternative suppliers of comparable quality at an acceptable price, or at all, and our business could be
materially and adversely affected. In addition, if we experience a significant increase in demand for our products, our suppliers might not have the
capacity or elect not to meet our needs as they allocate components to other customers. Identifying a suitable supplier is an involved process that
requires us to become satisfied with the supplier’s quality control, responsiveness and service, financial stability and labor and other ethical
practices, and if we seek to source materials from new suppliers there can be no assurance that we could do so in a manner that does not disrupt
the manufacture and sale of our products. Our reliance on single source, or a small number of, suppliers involves a number of additional risks,
including risks related to supplier capacity constraints, price increases, timely delivery, component quality, failure of a key supplier to remain in
business and adjust to market conditions, delays in, or the inability to execute on, a supplier roadmap for components and technologies; and natural
disasters, fire, acts of terrorism or other catastrophic events.
In particular, for our camera designs we incorporate image processors, sensors, lens, batteries and memory solutions that critically impact the
performance of our products. These components have unique performance profiles, and, as a result, it is not commercially practical to support
multiple sources for these components for our products. For example, we incorporate video compression and image processing semiconductors
from Ambarella, Inc. in our HERO5 and HERO cameras and we incorporate the GP1 image signal processor from Socionext, Inc. in our HERO6
Black camera. We do not currently have alternative suppliers for several key components. In the event that any of our key suppliers are unable to
supply the components that we need to produce our products to meet anticipated customer demand, our business would be materially and
adversely affected.
If we are unable to anticipate consumer preferences and successfully develop desirable products and solutions, we might not be able to
maintain or increase our revenue and achieve profitability.
Our success depends on our ability to identify and originate product trends as well as to anticipate, gauge and react to changing consumer demands
in a timely manner. All of our products are subject to changing consumer preferences that cannot be predicted with certainty and lead times for our
products may make it more difficult for us to respond rapidly to new or changing product or consumer preferences. Additionally, our products are
discretionary items for consumers subject to changing preferences. The overall market for consumer electronics is highly competitive and
consumers may choose to spend their dollars on products or devices offered by our competitors or other consumer electronics companies instead of
on GoPro products, which may adversely affect our sales. If we are unable to introduce appealing new products or novel technologies in a timely
manner, or our new products or technologies are not accepted or adopted by consumers, our competitors may increase their market share, which
could hurt our competitive position .
Our research and development efforts are complex and require us to incur substantial expenses to support the development of our next generation
cameras, editing applications and other new products and services. Our research and development expense was $229.3 million , $358.9 million and
$241.7 million for 2017 , 2016 and 2015 , respectively. We expect that our research and development expenses will continue to be substantial in
2018 , but less than expense levels incurred in 2017 as a result of recent cost management measures and our exit from the aerial business. Our
more limited research and development investment in 2018 may require us to forego investment in certain products or features which might have
been successful had we invested in them, and we may not choose the right features, products, or services to update or enhance. Unanticipated
problems in developing products could also divert substantial resources, which may impair our ability to develop new products and enhancements of
existing products, and could further increase our costs. For example, in the fourth quarter of 2016, we diverted resources to investigate and resolve
an issue related to our Karma drone after discovering that
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a few Karma units lost power during operation, an issue that was resolved and shipments of Karma resumed in February 2017.
We may not be able to achieve an acceptable return, if any, on our research and development efforts, and our business may be adversely affected.
As we continually seek to enhance our products, we will incur additional costs to incorporate new or revised features. We might not be able to, or
determine that it is not in our interests to, raise prices to compensate for any additional costs.
We operate in a highly competitive market and the size and resources of some of our competitors may allow them to compete more
effectively than we can, which could result in a loss of our market share and a decrease in our revenue and profitability.
The market for cameras is highly competitive. Further, competition has intensified as existing competitors have introduced new and more
competitive offerings alongside their existing products, and as new market entrants have introduced new products into our markets. Increased
competition and changing consumer preferences may result in pricing pressures, reduced profit margins and may impede our ability to continue to
increase the sales of our products or cause us to lose market share, any of which could substantially harm our business and results of operations.
We compete against established, well-known camera manufacturers such as Canon Inc., Fujifilm Corporation, Nikon Corporation, Olympus
Corporation and Vivitar Corporation, as well as large, diversified electronics companies such as, Panasonic Corporation, Samsung Electronics Co.
and Sony Corporation and specialty companies such as Garmin Ltd. Many of our current competitors have substantial market share, diversified
product lines, well-established supply and distribution systems, strong worldwide brand recognition and greater financial, marketing, research and
development and other resources than we do. Many of our existing and potential competitors enjoy substantial competitive advantages, such as
longer operating histories; the capacity to leverage their sales efforts and marketing expenditures across a broader portfolio of products; broader
distribution and established relationships with channel partners; access to larger established customer bases; greater resources to make
acquisitions; larger intellectual property portfolios; and the ability to bundle competitive offerings with other products and services. Further, new
companies may emerge and offer competitive products. We are aware that certain companies have developed cameras designed and packaged to
appear similar to our products, which may confuse consumers or distract consumers from purchasing GoPro products.
Moreover, smartphones and tablets with photo and video functionality have significantly displaced the market for traditional cameras, and the
makers of those devices also have mobile and other content editing applications and storage for content captured with those devices. Our GoPro
and Quik mobile and desktop editing applications, GoPro mobile application and our GoPro Plus service may not be as compelling a solution as
those offered by other companies, such as Apple, Inc. and Google, although the Quik mobile application supports content from other platforms
including content from Apple and Google. Manufacturers of smartphones and tablets, such as Apple, Google, and Samsung may continue to design
them for use in a range of conditions, including challenging physical environments, and waterproof capabilities, or develop products with features
similar to ours. Additionally, we are exiting the drone business given the intensely competitive market and regulatory concerns. We competed
against established and start-up drone manufacturers, such as DJI Technology Co., and Parrot SA, who currently have or are attempting to gain a
substantial share in the global drone market, and may decide to add adjacent products to their product roadmap, such as cameras, which could add
additional competitive threats to our core businesses. Although we made significant investments in the aerial market, we recently decided to exit our
aerial products business in light of difficult market conditions, low margins and regulatory challenges. Moving forward, we expect to sell through our
remaining inventory of Karma drones, which may not be successful, depending on consumer demand for a product that is end of life.
We depend on key personnel to operate and grow our business. If we are unable to retain, attract and integrate qualified personnel, our
ability to develop and successfully grow our business could be harmed.
We believe that our future success is highly dependent on the contributions of our CEO and our executive officers, as well as our ability to attract
and retain highly skilled and experienced research and development, sales and marketing and other personnel in the United States and abroad. All
of our employees, including our executive
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officers, are free to terminate their employment relationship with us at any time, and their knowledge of our business and industry may be difficult to
replace.
Since March 2016, we have implemented four global reductions-in-force and other restructuring actions to reduce our future operating expenses.
Furthermore, in January 2018, we announced that our COO, Charles “CJ” Prober departed the Company, and our General Counsel, Sharon
Zezima, resigned from the Company. Additionally, other senior leadership positions were impacted in the restructuring announced in January 2018.
In March 2018, we announced that Eve Saltman was named Vice President, Corporate/Business Development, General Counsel, and Secretary of
the Company. These changes, and any future changes, in our operations and management team could be disruptive to our operations. Our
restructuring actions and any future restructuring actions could have an adverse effect on our business as a result of decreases in employee morale
and the failure to meet operational targets due to the loss of employees. If more of our key employees leave, we may not be able to fully integrate
new personnel or replicate the prior working relationships, and our operations could suffer.
Qualified individuals are in high demand, and we may incur significant costs to attract and retain them. While we utilize competitive salary, bonus
and long-term incentive packages to recruit new employees, many of the companies with which we compete for experienced personnel also have
greater resources than we do. Competition for qualified personnel is particularly intense in the San Francisco Bay Area, where our headquarters are
located. We have from time to time experienced, and we expect to continue to experience, difficulty in hiring and retaining highly skilled employees
with appropriate qualifications. In addition, job candidates and existing employees often consider the value of the equity awards they receive in
connection with their employment. Fluctuations in the price of our Class A common stock may make it more difficult or costly to use equity
compensation to motivate, incentivize and retain our employees. For example, during 2017, our closing stock price ranged from a high of $11.12 in
the fourth quarter to a low of $7.24 in the first quarter. If we are unable to attract and retain highly skilled personnel, we may not be able to achieve
our strategic objectives, and our business, financial condition and operating results could be adversely affected.
If our sales fall below our forecasts, especially during the holiday season, our overall financial condition and results of operations could
be adversely affected.
Seasonal consumer shopping patterns significantly affect our business. We have traditionally experienced greater revenue in the fourth quarter of
each year due to demand related to the holiday season, and in some years, including 2017 , demand associated with the launch of new products
heading into the holiday season. Fourth quarter revenue comprised 28% , 46% and 27% of our 2017 , 2016 and 2015 revenue, respectively. Given
the strong seasonal nature of our sales, appropriate forecasting is critical to our operations. We anticipate that this seasonal impact is likely to
continue and any shortfalls in expected fourth quarter revenue, due to macroeconomic conditions, product release patterns, a decline in the
effectiveness of our promotional activities, pricing pressures, supply chain disruptions, or for any other reason, could cause our annual results of
operations to suffer significantly. In addition, we typically experience lower revenue in the first half of the year. For example, revenue of $515.1
million for the first half of 2017 decreased $266.1 million , or 34.1% , sequentially from $781.2 million in the last half of 2016. First half revenue
comprised 44% , 34% and 48% of our annual 2017 , 2016 and 2015 revenue, respectively.
In contrast, a substantial portion of our expenses are personnel-related and include salaries, stock-based compensation, benefits and incentivebased compensation plan expenses, which are not seasonal in nature. Accordingly, in the event of revenue shortfalls, we are generally unable to
mitigate a negative impact on operating margins in the short term. For example, we recorded a substantial net loss for 2017 due to lower levels of
revenue and higher levels of operating expense investment. To the extent such revenue shortfalls recur in future periods, our operating results
would be harmed.
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We face substantial risks related to inventory, purchase commitments and long-lived assets, and we could incur material charges related
to these items that adversely affect our operating results.
To ensure adequate inventory supply and meet the demands of our retailers and distributors, we must forecast inventory needs and place orders
with our contract manufacturers and component suppliers based on our estimates of future demand for particular products as well as accurately
track the level of product inventory in the channel to ensure we are not in an over or under supply situation. To the extent we discontinue the
manufacturing and sales of any products or services, we must manage the inventory liquidation, supplier commitments and customer expectations.
For example, in the first quarter of 2018, we exited the aerial products business, but still have inventory of our Karma drone, which we plan to
continue to sell and support for the life of that product line. Also, in the fourth quarter of 2015, the first quarter of 2016, and the fourth quarter of
2017, we recorded product charges of $57 million, $8 million, and $5 million, respectively, for excess purchase order commitments, excess
inventory, and obsolete tooling, relating to the end-of-life of our former entry-level HERO product that was introduced in 2014, slower than
anticipated overall demand, and for excess inventory relating to the end-of-life of our REMO accessory.
No assurance can be given that we will not incur additional charges in future periods related to our inventory management or that we will not
underestimate or overestimate forecast sales in a future period. Our ability to accurately forecast demand for our products is affected by many
factors, including product introductions by us and our competitors, channel inventory levels, unanticipated changes in general market demand,
macroeconomic conditions or consumer confidence. If we do not accurately forecast customer demand for our products, we may in future periods be
unable to meet consumer, retailer or distributor demand for our products, or may be required to incur higher costs to secure the necessary
production capacity and components, and our business and operating results could be adversely affected.
If we fail to manage our operating expenses effectively, our financial performance may continue to suffer.
Our success will depend in part upon our ability to manage our operating expenses effectively. We incurred significant operating losses in 2017 and
2016 and, as of March 31, 2018 , we had an accumulated deficit of $536.3 million . Beginning in March 2016 through the first quarter of 2018, we
implemented global reductions-in-force and other restructuring actions to reduce our future operating expenses. Although we plan to seek to operate
efficiently and to manage our costs effectively, we may not realize the cost savings expected from these actions. Aggregate charges for employee
terminations and the timing to recognize these charges and other costs associated with the restructuring, including the estimates of related cash
expenditures made in connection with the restructuring, may exceed estimated and disclosed amounts and may not lead to improvements in results
of operations at expected levels.
We will need to continue to improve our operational, financial and management controls, reporting processes and procedures and financial and
business information systems. We are also investing in areas we believe will grow revenue and our operating expenses might increase as a result of
these investments. If we are unable to operate efficiently and manage our costs, we may continue to incur significant losses in the future and may
not be able to achieve or maintain profitability.
In the future, in response to unfavorable market conditions or consumer demand, we may again need to strategically realign our resources, adjust
our product line and/or enact price reductions in order to stimulate demand, and implement additional restructurings and workforce reductions. For
example, in the fourth quarter of 2017 and first quarter of 2018, we reduced the pricing on our entire camera product line to increase consumer
demand, closed our aerial products business due to unfavorable market conditions, and implemented a workforce reduction. Any such actions may
result in the recording of charges including inventory-related write-offs, or other restructuring costs. Additionally, our estimates with respect to the
useful life or ultimate recoverability of our assets, including purchased intangible assets and tooling, could also change and result in impairment
charges.
We may not be able to secure additional financing on favorable terms, or at all, to meet our future capital needs.
In the future, we may require additional capital to respond to business opportunities, challenges, acquisitions or unforeseen circumstances and may
determine to engage in equity or debt financings or enter into credit facilities for other reasons. We may not be able to timely secure additional
financing on favorable terms, or at all. For
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example, our current credit facility contains restrictive covenants relating to our capital raising activities and other financial and operational matters,
and any debt financing obtained by us in the future could involve further restrictive covenants, which may make it more difficult for us to obtain
additional capital and to pursue business opportunities, including potential acquisitions. Further, even if we are able to obtain additional financing, we
may be required to use such proceeds to repay a portion of our debt. If we raise additional funds through the issuance of equity or convertible debt
or other equity-linked securities, our existing stockholders could suffer significant dilution. If we are unable to obtain adequate financing under our
credit facility, or alternative sources, when we require it, our ability to grow or support our business and to respond to business challenges could be
significantly limited. In the event additional financing is required from outside sources, we may not be able to raise it on terms acceptable to us or at
all.
An economic downturn or economic uncertainty in our key U.S. and international markets, as well as fluctuations in currency exchange
rates or the imposition of new trade restrictions may adversely affect consumer discretionary spending and demand for our products.
Factors affecting the level of consumer spending include general market conditions, macroeconomic conditions, tax rates, fluctuations in foreign
exchange rates and interest rates, and other factors such as consumer confidence, the availability and cost of consumer credit and levels of
unemployment. The substantial majority of our sales occur in U.S. dollars and an increase in the value of the dollar against the Euro and other
currencies could increase the real cost to consumers of our products in those markets outside the United States. For example, in countries where
we sell in local currency, we are subject to exchange rate fluctuations that create inherent risks for us and may cause us to adjust pricing which may
make our products more or less favorable to the consumer. If global economic conditions are volatile or if economic conditions deteriorate,
consumers may delay or reduce purchases of our products resulting in consumer demand for our products that may not reach our sales targets.
Strengthening of the U.S. dollar and/or weakness in the economies of Euro zone countries could adversely impact sales of our products in the
European region, which would have a material negative impact on our future operating results. Our sensitivity to economic cycles and any related
fluctuation in consumer demand could adversely affect our business, financial condition and operating results.
The United States and the countries in which our products are produced or sold internationally have imposed and may impose additional quotas,
duties, tariffs, or other restrictions or regulations, or may adversely adjust prevailing quota, duty or tariff levels. Countries impose, modify and
remove tariffs and other trade restrictions in response to a diverse array of factors, including global and national economic and political conditions,
which make it impossible for us to predict future developments regarding tariffs and other trade restrictions. Trade restrictions, including tariffs,
quotas, embargoes, safeguards, and customs restrictions, could increase the cost or reduce the supply of products available to us or may require us
to modify our supply chain organization or other current business practices, any of which could harm our business, financial condition and results of
operations. We are dependent on international trade agreements and regulations. If the United States were to withdraw from or materially modify
certain international trade agreements, our business and operating results could be materially and adversely affected.
Our international business operations account for a significant portion of our revenue and operating expenses and are subject to
challenges and risks.
Revenue from outside the United States comprised 55% , 53% and 52% of our revenue in 2017 , 2016 and 2015 , respectively, and we expect
international revenue to continue to be significant in the future. Further, we currently have foreign operations in China, France, Germany, Hong
Kong, Netherlands, Philippines, Romania and a number of other countries in Europe and Asia. Operating in foreign countries requires significant
resources and considerable management attention, and we may enter new geographic markets where we have limited or no experience in
marketing, selling, and deploying our products. International expansion has required and will continue to require us to invest significant funds and
other resources and we cannot be assured our efforts will be successful. International sales and operations may be subject to risks such as:
• difficulties in staffing and managing foreign operations;
• burdens of complying with a wide variety of laws and regulations, including environmental, packaging and labeling, and drone regulations;
• adverse tax effects and foreign exchange controls making it difficult to repatriate earnings and cash;
48

•
•
•
•
•
•
•
•
•
•
•

changes to the taxation of undistributed foreign earnings;
the effect of foreign currency exchange rates and interest rates;
political and economic instability;
terrorist activities and natural disasters;
trade restrictions;
differing employment practices and laws and labor disruptions;
the imposition of government controls;
lesser degrees of intellectual property protection;
tariffs and customs duties and the classifications of our goods by applicable governmental bodies;
a legal system subject to undue influence or corruption; and
a business culture in which illegal sales practices may be prevalent.

The occurrence of any of these risks could negatively affect our international business and consequently our business, operating results and
financial condition.
We are subject to governmental regulation and other legal obligations, particularly related to privacy, data protection and information
security, and our actual or perceived failure to comply with such obligations could adversely affect our business and operating results.
Personal privacy, data protection and information security are significant issues in the United States and the other jurisdictions where we offer our
products and services. The regulatory framework for privacy and security issues worldwide is rapidly evolving and is likely to remain uncertain for
the foreseeable future. Our handling of data is subject to a variety of laws and regulations, including regulation by various government agencies,
including the U.S. Federal Trade Commission (FTC) and various state, local and foreign bodies and agencies.
The U.S. federal and various state and foreign governments have adopted or proposed limitations on the collection, distribution, use and storage of
personal information of individuals, including end-customers and employees. In the United States, the FTC and many state attorneys general are
applying federal and state consumer protection laws to the online collection, use and dissemination of data. Additionally, many foreign countries and
governmental bodies, including in Australia, the European Union, India, Japan and numerous other jurisdictions in which we operate or conduct our
business, have laws and regulations concerning the collection and use of personal information obtained from their residents or by businesses
operating within their jurisdiction. These laws and regulations often are more restrictive than those in the United States. Such laws and regulations
may require companies to implement new privacy and security policies, permit individuals to access, correct and delete personal information stored
or maintained by such companies, inform individuals of security breaches that affect their personal information, and, in some cases, obtain
individuals’ consent to use personal information for certain purposes.
We also expect that there will continue to be new proposed laws, regulations and industry standards concerning privacy, data protection and
information security in the United States, the European Union and other jurisdictions, and we cannot yet determine the impact of such future laws,
regulations and standards may have on our business. Additionally, we expect that existing laws, regulations and standards may be interpreted in
new manners in the future. There remains significant uncertainty surrounding the regulatory framework for the future of personal data transfers from
the European Union to the United States with regulations such as the recently adopted General Data Protection Regulation, or GDPR, effective in
May 2018, that will supersede current EU data protection legislation, impose more stringent EU data protection requirements, provide an
enforcement authority, and impose large penalties for noncompliance. Future laws, regulations, standards and other obligations, including the
adoption of the GDPR, as well as changes in the interpretation of existing laws, regulations, standards and other obligations could impair our ability
to collect, use or disclose information relating to individuals, which could decrease demand for our products, require us to restrict our business
operations, increase our costs and impair our ability to maintain and grow our customer base and increase our revenue.
Although we are working to comply with those federal, state and foreign laws and regulations, industry standards, contractual obligations and other
legal obligations that apply to us, those laws, regulations, standards and obligations are evolving and may be modified, interpreted and applied in an
inconsistent manner from one jurisdiction to another, and may conflict with one another, other requirements or legal obligations, our practices or the
features of our solutions. As such, we cannot assure ongoing compliance with all such laws or regulations,
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industry standards, contractual obligations and other legal obligations. Any failure or perceived failure by us to comply with federal, state or foreign
laws or regulations, industry standards, contractual obligations or other legal obligations, or any actual or suspected security incident, whether or not
resulting in unauthorized access to, or acquisition, release or transfer of personal information or other data, may result in governmental enforcement
actions and prosecutions, private litigation, fines and penalties or adverse publicity and could cause our customers to lose trust in us, which could
have an adverse effect on our reputation and business. Any inability to adequately address privacy and security concerns, even if unfounded, or
comply with applicable laws, regulations, policies, industry standards, contractual obligations or other legal obligations could result in additional cost
and liability to us, damage our reputation, inhibit sales, and adversely affect our business and operating results.
Security breaches and other disruptions including cyber-attacks, and our actual or perceived failure to adequately protect business and
consumer data and content could harm our brand and our reputation in the marketplace.
In the ordinary course of our business, we electronically maintain sensitive data, including intellectual property, our proprietary business information
and that of our customers and suppliers, and some personally identifiable information of our customers and employees, in our facilities and on our
networks. Through GoPro Plus, users may store video and image files, including any telemetry or metadata that the user has chosen to associate
with those files in the cloud. In our e-commerce services, we process, store and transmit consumer data. We also collect user data through certain
marketing activities. For all of the foregoing internal and customer or consumer facing data and content collection, we collect and store that
information in our or our third-party providers’ electronic systems. These systems may be targets of attacks, such as viruses, malware or phishing
attempts by cyber criminals or other wrongdoers seeking to steal our users’ content or data, or our customer’s information for financial gain or to
harm our business operations or reputation. The loss, misuse or compromise of such information or content may result in costly investigations,
remediation efforts and costly notification to affected consumers. If such content were accessed by unauthorized third parties or deleted
inadvertently by us or third parties, our brand and reputation could be adversely affected. Cyber-attacks could also adversely affect our operating
results, consume internal resources, and result in litigation or potential liability for us and otherwise harm our business. Further, we are subject to
general consumer regulations and laws, as well as regulations and laws specifically related to security and privacy of consumer data or content. In
the event of an incident affecting the security of consumer data or content, regulators may open an investigation or pursue fines or penalties for noncompliance with these laws, or private plaintiffs may sue us, resulting in additional costs and reputational harm to our business.
Any significant cybersecurity incidents or disruption of our information systems, and our reliance on Software-as-a-Service (SaaS)
technologies from third parties, could adversely affect our business operations and financial results.
We are increasingly dependent on information systems to process transactions, manage our supply chain and inventory, ship goods on a timely
basis, maintain cost-efficient operations, complete timely and accurate financial reporting, operate our e-commerce website and respond to
customer inquiries.
Our information systems and those of third parties we use in our operations are vulnerable to cybersecurity risk, including cyber-attacks such as
distributed denial of service (DDoS) attacks, computer viruses, physical or electronic break-ins that damage operating systems, and similar
disruptions. For instance, in December 2017, researchers identified significant CPU architecture vulnerabilities commonly known as “Spectre” and
“Meltdown” that have required software updates and patches, including for providers of public cloud services, to mitigate such vulnerabilities and
such updates and patches may require servers to be offline and potentially slow their performance. Additionally, these systems periodically
experience directed attacks intended to lead to interruptions and delays in our operations as well as loss, misuse or theft of data. We have
implemented physical, technical and administrative safeguards to protect our systems. To date, unauthorized users have not had a material effect
on our systems; however, there can be no assurance that attacks will not be successful in the future. In addition, our information systems must be
constantly updated, patched and upgraded to protect against known vulnerabilities and optimize performance. Material disruptions or slowdown of
our systems, including a disruption or slowdown could occur if we are unable to successfully update, patch and upgrade our systems.
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System disruptions, failures and slowdowns, whether caused by cyber-attacks, update failures or other causes, could affect our financial systems
and operations. This could cause delays in our supply chain or cause information, including data related to customer orders, to be lost or delayed
which could result in delays in the delivery of merchandise to our stores and customers or lost sales, especially if the disruption or slowdown
occurred during our seasonally strong fourth quarter. Any of these events could reduce demand for our products, impair our ability to complete sales
through our e-commerce channels and cause our revenue to decline. If changes in technology cause our information systems to become obsolete,
or if our information systems are inadequate to handle our growth, we could lose customers or our business and operating results could be
adversely affected.
The information systems used by our third-party service providers are vulnerable to these risks as well. In particular, we are heavily reliant on SaaS
enterprise resource planning systems to conduct our order and inventory management, e-commerce and financial transactions and reporting. In
addition, we utilize third-party cloud computing services in connection with our business operations. Problems faced by us or our third-party
hosting/cloud computing providers, or content delivery network providers, including technological or business-related disruptions, as well as
cybersecurity threats, could adversely affect our business and operating results, our ability to accurately report our financial results, as well as the
experience of our consumers, which in turn could adversely affect our business and operating results.
As we expand our operations, we expect to utilize additional systems and service providers that may also be essential to managing our business.
Our ability to manage our business would suffer if one or more of our providers suffer an interruption in their business, or experience delays,
disruptions or quality control problems in their operations, or we have to change or add systems and services. While we conduct reasonable
diligence on our service providers, we may not always be able to control the quality of the systems and services we receive from these providers,
which could impair our ability to maintain appropriate internal control over financial reporting and complete timely and accurate financial reporting,
and may affect our business, operating results and financial condition.
Any significant disruption to our e-commerce business could result in lost sales .
Online sales through gopro.com represent less than 10% of our total revenue. Nonetheless, system interruptions or delays could cause potential
consumers to fail to purchase our products and could harm our reputation and brand. The operation of our direct to consumer e-commerce business
through gopro.com depends on the ability to maintain the efficient and uninterrupted operation of online order-taking and fulfillment operations. Our
e-commerce operations subject us to certain risks that could have an adverse effect on our operating results, including risks related to the computer
systems that operate our website and related support systems, such as system failures, viruses, cyberattacks, computer hackers and similar
disruptions. If we or our designated third-party contractors are unable to maintain and upgrade our e-commerce website or if we encounter system
interruptions or delays, our operating results could be adversely affected.
We may acquire other businesses, which could require significant management attention, disrupt our business, dilute stockholder value
and adversely affect our operating results.
We have completed several acquisitions and may evaluate additional acquisitions of, or strategic investments in, other companies, products or
technologies that we believe are complementary to our business. For example, in the first half of 2016, we acquired two mobile editing application
companies for aggregate cash consideration of approximately $104 million.
We may not be able to find suitable acquisition candidates and we may not be able to complete acquisitions on favorable terms, if at all. If we do
complete acquisitions, we may not ultimately strengthen our competitive position or achieve our goals, and any acquisitions we complete could be
viewed negatively by users or investors. In addition, if we fail to successfully integrate such acquisitions, or the technologies associated with such
acquisitions, the revenue and operating results of the combined company could be adversely affected. Acquisitions may disrupt our ongoing
operations, divert management from their primary responsibilities, subject us to additional liabilities, increase our expenses and adversely affect our
business, financial condition, operating results and cash flows. We may not successfully evaluate or utilize the acquired technology and accurately
forecast the financial effect of an acquisition transaction, including accounting charges. We have recorded
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significant goodwill and intangible assets in connection with our acquisitions, and in the future, if our acquisitions do not yield expected revenue, we
may be required to take material impairment charges that could adversely affect our results of operations.
We may have to pay cash, incur debt or issue equity securities to pay for any such acquisition, each of which could affect our financial condition or
the value of our capital stock. The sale of equity to finance any such acquisitions could result in dilution to our stockholders. If we incur debt it would
result in increased fixed obligations and could also subject us to covenants or other restrictions that would impede our ability to manage our
operations. In addition, our future operating results may be affected by performance earnouts or contingent payments. For example, for our 2016
acquisitions, deferred cash and stock compensation was payable to certain continuing employees subject to meeting specified future employment
conditions. Furthermore, acquisitions may require large one-time charges and can result in increased debt or contingent liabilities, adverse tax
consequences, additional stock-based compensation expense and the recording and subsequent amortization or impairments of amounts related to
certain purchased intangible assets, any of which could negatively affect our future results of operations.
Our success depends on our ability to maintain the value and reputation of our brand.
Our success depends on the value and reputation of our brand, including our primary trademarks “GOPRO,” “HERO,” “SESSION,” “KARMA” and
the GoPro logos. The GoPro brand is integral to the growth of our business and expansion into new markets. Maintaining, promoting and positioning
our brand will largely depend on the success of our marketing and merchandising efforts, our ability to provide consistent, high quality products and
services, and our consumers’ satisfaction with the technical support and software updates we provide. Failure to grow and maintain our brand or
negative publicity related to our products, our consumers’ user-generated content, the athletes we sponsor, the celebrities we are associated with,
or the labor policies of any of our suppliers or manufacturers could adversely affect our brand, business and operating results. Maintaining and
enhancing our brand also requires substantial financial investments, although there is no guarantee that these investments will increase sales of our
products or positively affect our operating results.
If we do not effectively maintain and further develop our sales channels, including developing and supporting our retail sales channel and
distributors, our business could be harmed.
We depend upon effective sales channels to reach the consumers who are the ultimate purchasers of our products. In the United States, we
primarily sell our products directly through a mix of retail channels, including big box, mid-market and specialty retailers, and we reach certain U.S.
markets through distributors. In international markets, we primarily sell through distributors who in turn sell to local retailers; however, we also have
direct sales relationships with certain customers.
We depend on retailers to provide adequate and attractive space for our products and POP displays in their stores. We further depend on our
retailers to employ, educate and motivate their sales personnel to effectively sell our products. If our retailers do not adequately display our
products, choose to reduce the space for our products and POP displays in their stores or locate them in less than premium positioning, or choose
not to carry some or all of our products or promote competitors’ products over ours or do not effectively explain to customers the advantages of our
products, our sales could decrease and our business could be harmed. Similarly, our business could be adversely affected if any of our large retail
customers were to experience financial difficulties, or change the focus of their businesses in a way that deemphasized the sale of our products. We
also continue to invest in providing new retailers with POP displays and expanding the footprint of our POP displays in existing stores, and there can
be no assurance that this investment will lead to increased revenue.
Our distributors generally offer products from several different manufacturers. Accordingly, we are at risk that these distributors may give higher
priority to selling other companies’ products. We have consolidated our distributor channels in certain regions, and if we were to lose the services of
a distributor, we might need to find another distributor in that area and there can be no assurance of our ability to do so in a timely manner or on
favorable terms. Further, our distributors build inventory in anticipation of future sales, and if such sales do not occur as rapidly as they anticipate,
our distributors will decrease the size of their future product orders. We are also subject to the risks of our distributors encountering financial
difficulties, which could impede their effectiveness and also expose us to financial risk if they are unable to pay for the products they purchase from
us.
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Additionally, our international distributors buy from us in U.S. dollars and generally sell to retailers in local currency so significant currency
fluctuations could affect their profitability, and in turn, affect their ability to buy future products from us. For example, the Brexit referendum vote in
the U.K. caused significant short term volatility in global stock markets as well as currency exchange rate fluctuations.
We have converted portions of our distributors’ business into direct sales, and if we were to do this on a larger scale, it could create significant
disruptions to our distribution channel and the associated revenue. Any reduction in sales by our current distributors, loss of key distributors or
decrease in revenue from our distributors could adversely affect our revenue, operating results and financial condition.
A small number of retailers and distributors account for a substantial portion of our revenue, and if our relationships with any of these
retailers or distributors were to be terminated or the level of business with them significantly reduced, our business could be harmed.
Our ten largest customers, measured by the revenue we derive from them, accounted for 48% , 50% and 52% of our revenue for 2017 , 2016 and
2015 , respectively. One retailer accounted for 15% , 17% and 14% of our revenue for 2017 , 2016 and 2015 , respectively. A second retailer
accounted for less than 10% of our revenue in 2017 but accounted for 11% and 12% of our revenue in 2016 and 2015 , respectively. The loss of a
small number of our large customers, or the reduction in business with one or more of our large customers, could have a significant adverse effect
on our operating results. In addition, we may choose to temporarily or permanently stop shipping product to customers who do not follow the policies
and guidelines in our sales agreements, which could have a material negative effect on our revenues and operating results. Our sales agreements
with these large customers do not require them to purchase any meaningful amount of our products annually and we grant limited rights to return
product to some of these large customers.
If we encounter problems with our distribution system, our ability to deliver our products to the market and to meet customer
expectations could be harmed.
We rely on third-party distribution facilities for substantially all of our product distribution to distributors and directly to retailers. Our distribution
facilities include computer controlled and automated equipment, which means their operations may be vulnerable to computer viruses or other
security risks, the proper operation of software and hardware, electronic or power interruptions or other system failures. Further, because
substantially all of our products are distributed from only a few locations and by a small number of companies, our operations could be interrupted
by labor difficulties, extreme or severe weather conditions, or floods, fires or other natural disasters near our distribution centers, or port shutdowns
or other transportation-related interruptions along our distribution routes. Additionally, we use one primary supplier for the third-party distribution and
if this supplier were to experience financial difficulties, it could adversely affect our business.
We may be subject to warranty claims that could result in significant direct or indirect costs, or we could experience greater returns from
retailers than expected, which could harm our business and operating results.
We generally provide a 12-month warranty on all of our products, except in the European Union, or EU, where we provide a two-year warranty on all
of our products. The occurrence of any material defects in our products could make us liable for damages and warranty claims in excess of our
current reserves. In addition, we could incur significant costs to correct any defects, warranty claims or other problems, including costs related to
product recalls. Any negative publicity related to the perceived quality and safety of our products could affect our brand image, decrease retailer,
distributor and consumer confidence and demand, and adversely affect our operating results and financial condition. Also, while our warranty is
limited to repairs and returns, warranty claims may result in litigation, the occurrence of which could adversely affect our business and operating
results. Based on our historical experience with our camera products, we have an established methodology for estimating warranty liabilities with
respect to cameras and accessories. However, we have insufficient data and historical experience to be able to predict future warranty claims
related to our Fusion spherical camera.
In 2016, we launched GoPro Care, a fee-based service that offers a range of support options to our consumers, including extended warranty and
accidental damage coverage in the United States, and we plan to expand GoPro Care internationally. Accidental damage coverage and extended
warranties are regulated in the United States on a state level and are treated differently by state. Additionally, outside the United States, regulations
for extended
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warranties and accidental damage vary from country to country. Changes in interpretation of the insurance regulations or other laws and regulations
concerning extended warranties and accidental damage coverage on a federal, state, local or international level may cause us to incur costs or have
additional regulatory requirements to meet in the future in order to continue to offer GoPro Care in compliance with any similar laws adopted in other
jurisdictions. Our failure to comply with past, present and future similar laws could result in reduced sales of our products, reputational damage,
penalties and other sanctions, which could harm our business and financial condition.
Consumers may be injured while engaging in activities with our products, and we may be exposed to claims, or regulations could be
imposed, which could adversely affect our brand, operating results and financial condition.
Consumers use our cameras, drones and their associated mounts and accessories to self-capture their participation in a wide variety of physical
activities, including extreme sports, which in many cases carry the risk of significant injury or death. Consumers may also use our drones for a wide
range of flight activity, including aerial data collection, videography and photography. We may be subject to claims that users have been injured or
harmed by or while using our products, including false claims or erroneous reports relating to safety, security or privacy issues, or that personal
property has been damaged as a result of use of our drone. Although we maintain insurance to help protect us from the risk of such claims, such
insurance may not be sufficient or may not apply to all situations. Similarly, proprietors of establishments at which consumers engage in challenging
physical activities could seek to ban the use of our products in their facilities to limit their own liability. In addition, if lawmakers or governmental
agencies were to determine that the use of our products increased the risk of injury or harm to all or a subset of our users or should otherwise be
restricted to protect consumers, they may pass laws or adopt regulations that limit the use of our products or increase our liability associated with
the use of our products. Any of these events could adversely affect our brand, operating results and financial condition.
Our intellectual property and proprietary rights may not adequately protect our products and services, and our business may suffer if it is
alleged or determined that our technology, products, or another aspect of our business infringes third-party intellectual property or if
third parties infringe our rights.
We own patents, trademarks, copyrights, trade secrets, and other intellectual property (collectively “intellectual property”) related to aspects of our
products, software, services and designs. Our commercial success may depend in part on our ability to obtain, maintain and protect these rights in
the United States and abroad.
We regularly file patent applications to protect innovations arising from our research, development and design as we deem appropriate. We may fail
to apply for patents on important products, services, technologies or designs in a timely fashion, or at all. We may not have sufficient intellectual
property rights in all countries where unauthorized third-party copying or use of our proprietary technology occurs and the scope of our intellectual
property might be more limited in certain countries. Our existing and future patents may not be sufficient to protect our products, services,
technologies or designs and/or may not prevent others from developing competing products, services, technologies or designs. We cannot predict
the validity and enforceability of our patents and other intellectual property with certainty.
We have registered, and applied to register, certain of our trademarks in several jurisdictions worldwide. In some of those jurisdictions, third-party
filings exist for the same, similar or otherwise related products or services, which could block the registration of our marks. Even if we are able to
register our marks, competitors may adopt or file similar marks to ours, seek to cancel our trademark registrations, register domain names that
mimic or incorporate our marks, or otherwise infringe upon or harm our trademark rights. Although we police our trademark rights carefully, there
can be no assurance that we are aware of all third-party uses or that we will prevail in enforcing our rights in all such instances. Any of these
negative outcomes could affect the strength, value and effectiveness of our brand, as well as our ability to market our products. We have also
registered domain names for websites, or URLs, that we use in our business, such as gopro.com. If we are unable to protect our domain names, our
brand, business, and operating results could be adversely affected. Domain names similar to ours have already been registered in the United States
and elsewhere, and we may not be able to prevent third parties from acquiring and using domain names that infringe, are similar to, or otherwise
decrease the value of, our trademarks. In addition, we might not be able to, or may choose not to, acquire or maintain trademark registrations,
domain names, or other related rights in certain jurisdiction.
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Litigation may be necessary to enforce our intellectual property rights. Initiating infringement proceedings against third parties can be expensive,
take significant time, and divert management’s attention from other business concerns. We may not prevail in litigation to enforce our intellectual
property against unauthorized use.
Third parties, including competitors and non-practicing entities, have brought intellectual property infringement claims against us. We expect to
continue to receive such intellectual property claims in the future. While we will defend ourselves vigorously against any such existing and future
legal proceedings, we may not prevail against all such allegations. We may seek licenses from third parties where appropriate, but they could refuse
to grant us a license or demand commercially unreasonable terms. Further, an adverse ruling in an intellectual property infringement proceeding
could force us to suspend or permanently cease the production or sale of products/services, face a temporary or permanent injunction, redesign our
products/services, rebrand our products/services, pay significant settlement costs, pay third-party license fees or damage awards or give up some of
our intellectual property. The occurrence of any of these events may adversely affect our business, financial condition and operating results.
If we are unable to maintain or acquire rights to include intellectual property owned by others in the content distributed by us, our
marketing, sales or future business strategy could be affected or we could be subject to lawsuits relating to our use of this content.
The distribution of GoPro content helps to market our brand and our products. If we cannot continue to acquire rights to distribute user-generated
content or acquire rights to use and distribute music, athlete and celebrity names and likenesses or other content for our original productions or
third-party entertainment distribution channels or for our software products, our marketing efforts could be diminished, our sales could be harmed
and our future content strategy could be adversely affected. In addition, third-party content providers or owners may allege that we have violated
their intellectual property rights. If we are unable to obtain sufficient rights, successfully defend our use of or otherwise alter our business practices
on a timely basis in response to claims of infringement, misappropriation, misuse or other violation of third-party intellectual property rights, our
business may be adversely affected. As a user and distributor of content, we face potential liability for rights of publicity and privacy, as well as
copyright, or trademark infringement or other claims based on the nature and content of materials that we distribute. If we are found to violate such
third-party rights, then our business may suffer.
If we encounter issues with our manufacturers or suppliers, our business, brand, and results of operations could be harmed and we
could lose sales.
We do not have internal manufacturing capabilities and rely on several contract manufacturers, located primarily in China, to manufacture our
products. We cannot be certain that we will not experience operational difficulties with our manufacturers, including reductions in the availability of
production capacity, errors in complying with product specifications, insufficient quality control, failures to meet production deadlines, increases in
manufacturing costs and increased lead times. We also rely on a number of supply chain partners to whom we outsource activities related to
inventory warehousing, order fulfillment, distribution and other direct sales logistics. Our supply chain partners are located in China, Czech Republic,
Hong Kong, Netherlands, Singapore and a number of other countries in Europe and the Asia Pacific region. Our manufacturers and supply chain
partners may experience disruptions in their operations due to equipment breakdowns, labor strikes or shortages, natural disasters, component or
material shortages, cost increases or other similar problems. Further, in order to minimize their inventory risk, our manufacturers might not order
components from third-party suppliers with adequate lead time, thereby affecting our ability to meet our demand forecast. Therefore, if we fail to
manage our relationship with our manufacturers and supply chain partners effectively, or if they experience operational difficulties, our ability to ship
products to our retailers and distributors could be impaired and our competitive position and reputation could be harmed.
In the event that we receive shipments of products that fail to comply with our technical specifications or that fail to conform to our quality control
standards, and we are not able to obtain replacement products in a timely manner, we risk revenue losses from the inability to sell those products,
increased administrative and shipping costs, and lower profitability. Additionally, if defects are not discovered until after consumers purchase our
products, they could lose confidence in the technical attributes of our products and our business could be harmed. For example, in the first quarter
of 2018, we decided to end of life our REMO accessory due to issues related to battery performance.
55

We do not control our contract manufacturers or suppliers, including their labor, environmental or other practices. Environmental regulations or
changes in the supply, demand or available sources of natural resources may affect the availability and cost of goods and services necessary to run
our business. We require our contract manufacturers and suppliers to comply with our formal supplier code of conduct and relevant standards and
have ongoing audit programs in place to assess our suppliers’ compliance with our requirements. We periodically conduct audits of our contract
manufacturers’ and suppliers’ compliance with our code of conduct, applicable laws and good industry practices. However, these audits may not be
frequent or thorough enough to detect non-compliance. Deliberate violations of labor, environmental or other laws by our contract manufacturers or
suppliers, or a failure of these parties to follow ethical business practices, could lead to negative publicity and harm our reputation or brand.
Failure to obtain new, and maintain existing, high-quality event, venue, athlete and celebrity sponsorships could harm our business.
Establishing relationships with high profile sporting and entertainment events, venues, sports leagues and sports associations, athletes and celebrity
personalities to evaluate, promote and establish product credibility with consumers, including entering into sponsorship and licensing agreements,
has and will continue to be a key element of our marketing strategy. However, as competition in our markets has increased, the costs of obtaining
and retaining event, venue, athlete and celebrity sponsorships and licensing agreements have increased. Additionally, we may be forced to sign
longer term sponsorships in order to retain relationships. If we are unable to maintain our current associations with our event, venue, athlete and
celebrity partners, or to do so at a reasonable cost, we could lose the benefits of these relationships, and we may be required to modify and
substantially increase our marketing investments. In addition, actions taken by endorsers of our products that harm their reputations could also harm
our brand image with consumers. The failure to correctly identify high impact events and venues or build partnerships with those who develop and
promote those events and venues, promising athletes or other appealing personalities to use and endorse our products, or poor performance by our
endorsers, could adversely affect our brand and result in decreased sales of our products.
We could be adversely affected by violations of the U.S. Foreign Corrupt Practices Act, the U.K. Bribery Act or similar anti-bribery laws in
other jurisdictions in which we operate.
The global nature of our business and the significance of our international revenue create various domestic and local regulatory challenges and
subject us to risks associated with our international operations. The U.S. Foreign Corrupt Practices Act, or FCPA, the U.K. Bribery Act 2010, or the
U.K. Bribery Act, and similar anti-bribery and anti-corruption laws in other jurisdictions generally prohibit U.S.-based companies and their
intermediaries from making improper payments to non-U.S. officials for the purpose of obtaining or retaining business, directing business to another,
or securing an advantage. In addition, U.S. public companies are required to maintain records that accurately and fairly represent their transactions
and have an adequate system of internal accounting controls. Under the FCPA, U.S. companies may be held liable for the corrupt actions taken by
directors, officers, employees, agents, or other strategic or local partners or representatives. As such, if we or our intermediaries fail to comply with
the requirements of the FCPA or similar legislation, governmental authorities in the United States and elsewhere could seek to impose substantial
civil and/or criminal fines and penalties which could have a material adverse effect on our business, reputation, operating results and financial
condition.
We operate in areas of the world that experience corruption by government officials to some degree and, in certain circumstances, compliance with
anti-bribery and anti-corruption laws may conflict with local customs and practices. Our global operations require us to import and export to and from
several countries, which geographically expands our compliance obligations. In addition, changes in such laws could result in increased regulatory
requirements and compliance costs which could adversely affect our business, financial condition and results of operations. We cannot be assured
that our employees or other agents will not engage in prohibited conduct and render us responsible under the FCPA or the U.K. Bribery Act. While
we have compliance programs, they may not be effective to prevent violations from occurring and employees may engage in prohibited conduct
nonetheless. If we are found to be in violation of the FCPA, the U.K. Bribery Act or other anti-bribery or anti-corruption laws (either due to acts or
inadvertence of our employees, or due to the acts or inadvertence of others), we could suffer criminal or civil penalties or other sanctions, which
could have a material adverse effect on our business.
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We are subject to governmental export and import controls and economic sanctions laws that could subject us to liability and impair our
ability to compete in international markets.
The U.S. and various foreign governments have imposed controls, export license requirements and restrictions on the import or export of some
technologies. Our products are subject to U.S. export controls, and exports of our products must be made in compliance with various economic and
trade sanctions laws. Furthermore, U.S. export control laws and economic sanctions prohibit the provision of products and services to countries,
governments, and persons targeted by U.S. sanctions. Even though we take precautions to prevent our products from being provided to targets of
U.S. sanctions, our products, including our firmware updates, could be provided to those targets or provided by our customers. Any such provision
could have negative consequences, including government investigations, penalties and reputational harm. Our failure to obtain required import or
export approval for our products could harm our international and domestic sales and adversely affect our revenue.
We could be subject to future enforcement action with respect to compliance with governmental export and import controls and economic sanctions
laws that result in penalties, costs, and restrictions on export privileges that could have a material effect on our business and operating results.
Our effective tax rate and the intended tax benefits of our corporate structure and intercompany arrangements depend on the application
of the tax laws of various jurisdictions and on how we operate our business.
We are subject to income taxes in the United States and various jurisdictions outside the United States. Our effective tax rate could fluctuate due to
changes in the mix of earnings and losses in countries with differing statutory tax rates. For example, our effective tax rates could be adversely
affected by earnings being lower than anticipated in countries where we have lower statutory rates and higher than anticipated in countries where
we have higher statutory rates. Our tax expense could also be affected by changes in non-deductible expenses, changes in excess tax benefits
related to exercises and vesting of stock-based expense, and the applicability of withholding taxes.
Additionally, in December 2017, the current U.S. administration signed an act referred to as the Tax Cuts and Jobs Act (TCJA), generally effective
for taxable years beginning after December 31, 2017. The TCJA is complex and includes significant amendments to the Internal Revenue Code of
1986, as amended, including amendments that significantly change the taxation of offshore earnings and the deductibility of interest. The TCJA had
a material impact on the value of our deferred tax assets and could increase our future U.S. tax expense. Furthermore, changes to the taxation of
undistributed foreign earnings could change our future intentions regarding reinvestment of such earnings. We are currently assessing the effect of
the TCJA on our business and condensed consolidated financial statements. See Note 7 to the Notes to Condensed Consolidated Financial
Statements of this Quarterly Report on Form 10-Q for further discussion of the TCJA.
Due to economic and political conditions, tax rates in various jurisdictions may be subject to significant change. Our future effective tax rates could
be unfavorably affected by changes in the tax rates in jurisdictions where our income is earned, by changes in, or our interpretation, of tax rules and
regulations in the jurisdictions in which we do business, by unanticipated decreases in the amount of earnings in countries with low statutory tax
rates, or by changes in the valuation of our deferred tax assets and liabilities. The United States, the European Commission, countries in the
European Union, Australia and other countries where we do business have been considering changes in relevant tax, accounting and other laws,
regulations and interpretations, including changes to tax laws applicable to corporate multinationals. These potential changes could adversely affect
our effective tax rates or result in other costs to us.
In addition, we are subject to the examination of our income tax returns by the U.S. Internal Revenue Service (IRS) and other domestic and foreign
tax authorities. These tax examinations are expected to focus on our intercompany transfer pricing practices as well as other matters. We regularly
assess the likelihood of outcomes resulting from these examinations to determine the adequacy of our provision for income taxes and other taxes
and have reserved for adjustments that may result from the current examinations. We cannot provide assurance that the final determination of any
of these examinations will not have an adverse effect on our operating results and financial position.
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If we are unable to maintain effective internal control in the future, we may not be able to produce timely and accurate financial
statements, which could adversely affect our investors’ confidence and our stock price.
Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, we are required to evaluate and determine the effectiveness of our internal control over
financial reporting, and to include a management report assessing the effectiveness of our internal control over financial reporting. We expect that
the requirements of these rules and regulations will continue to place significant demands on our financial and operational resources, as well as IT
systems.
While we have determined that our internal control over financial reporting was effective as of December 31, 2017 , we must continue to monitor
and assess our internal control over financial reporting. Our control environment may not be sufficient to remediate or prevent future material
weaknesses or significant deficiencies from occurring. A control system, no matter how well designed and operated, can provide only reasonable
assurance that the control system’s objectives will be met. Due to the inherent limitations in all control systems, no evaluation of controls can provide
absolute assurance that misstatements due to error or fraud will not occur or that all control issues and all instances of fraud will be detected.
If we are unable to assert that our internal control over financial reporting is effective, or if our independent registered public accounting firm is
unable to express an opinion as to the effectiveness of our internal control over financial reporting, investors may lose confidence in the accuracy
and completeness of our financial reports and the market price of our Class A common stock could be negatively affected, and we could become
subject to investigations by the stock exchange on which our securities are listed, the SEC or other regulatory authorities.
We use open source software in our platform that may subject our technology to general release or require us to re-engineer our
solutions, which may cause harm to our business.
We use open source software in connection with our services. From time to time, companies that incorporate open source software into their
products have faced claims challenging the ownership of open source software and/or compliance with open source license terms. Therefore, we
could be subject to suits by parties claiming ownership of what we believe to be open source software or noncompliance with open source licensing
terms. Some open source software licenses require users who distribute or make available open source software as part of their software to publicly
disclose all or part of the source code to such software or make available any derivative works of the open source code on unfavorable terms or at
no cost. While we monitor our use of open source software and try to ensure that none is used in a manner that would require us to disclose the
source code or that would otherwise breach the terms of an open source agreement, such use could nevertheless occur and we may be required to
release our proprietary source code, pay damages for breach of contract, re-engineer our applications, discontinue sales in the event re-engineering
cannot be accomplished on a timely basis or take other remedial action that may divert resources away from our development efforts, any of which
could adversely affect our business, financial condition or operating results.
Our reported financial results may be negatively impacted by the changes in the accounting principles generally accepted in the United
States.
Generally accepted accounting principles in the United States are subject to interpretation by the Financial Accounting Standards Board (FASB), the
SEC and various bodies formed to promulgate and interpret appropriate accounting principles. A change in these principles or interpretations could
have a significant effect on our reported financial results, and may even affect the reporting of transactions completed before the announcement or
effectiveness of a change. Other companies in our industry may apply these accounting principles differently than we do, which may affect the
comparability of our financial statements. See Note 1 to the Notes to Condensed Consolidated Financial Statements of this Quarterly Report on
Form 10-Q for a discussion on recent accounting standards.
If our estimates or judgments relating to our critical accounting policies and estimates prove to be incorrect, our operating results could
be adversely affected.
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the amounts
reported in the consolidated financial statements and accompanying notes.
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We base our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances, as
provided in our 2017 Annual Report on Form 10-K for the year ended December 31, 2017 in the section titled Management’s Discussion and
Analysis of Financial Condition and Results of Operations. The results of these estimates form the basis for making judgments about the carrying
values of assets, liabilities and equity, and the amount of revenue and expenses that are not readily apparent from other sources. Our operating
results may be adversely affected if our assumptions change or if actual circumstances differ from those in our assumptions, which could cause our
operating results to fall below the expectations of securities analysts and investors, resulting in a decline in our stock price. Significant assumptions
and estimates used in preparing our consolidated financial statements include those related to revenue recognition, inventory valuation, stock-based
compensation expense, warranty reserves, goodwill and acquired intangible assets, and accounting for income taxes including deferred tax assets
and liabilities.
Catastrophic events or political instability could disrupt and cause harm to our business.
Our headquarters are located in the San Francisco Bay Area of California, an area susceptible to earthquakes. A major earthquake or other natural
disaster, fire, act of terrorism or other catastrophic event in California or elsewhere that results in the destruction or disruption of any of our critical
business operations or information technology systems could severely affect our ability to conduct normal business operations and, as a result, our
future operating results could be harmed. Our key manufacturing, supply and distribution partners have global operations including in China, Hong
Kong, Japan, Netherlands, Singapore and Taiwan as well as the United States. Political instability or catastrophic events in any of those countries
could adversely affect our business in the future, our financial condition and operating results.
If we fail to comply with environmental regulations and conflict minerals disclosures, our business, financial condition, operating results
and reputation could be adversely affected.
We are subject to various federal, state, local and international environmental laws and regulations including laws regulating the manufacture,
import, use, discharge and disposal of hazardous materials, labeling and notice requirements relating to potential consumer exposure to certain
chemicals, and laws relating to the collection of and recycling of electrical and electronic equipment and their packaging.
We are also subject to the SEC’s conflict minerals rule which requires disclosure by public companies of the origin, source and chain of custody of
specified minerals, known as conflict minerals, that are necessary to the functionality or production of products manufactured or contracted to be
manufactured. We have and will continue to incur costs associated with complying with the rule, such as costs related to sourcing of certain minerals
(or derivatives thereof), the determination of the origin, source and chain of custody of the minerals used in our products, the adoption of conflict
minerals-related governance policies, processes and controls, and possible changes to products or sources of supply as a result of such activities.
Within our supply chain, we may not be able to sufficiently verify the origins of the relevant minerals used in our products through the data collection
and due diligence procedures that we implement, which may harm our reputation.
Although we have policies and procedures in place requiring our contract manufacturers and major component suppliers to comply with applicable
federal, state, local and international requirements, we cannot confirm that our manufacturers and suppliers consistently comply with these
requirements. In addition, if there are changes to these or other laws (or their interpretation) or if new similar laws are passed in other jurisdictions,
we may be required to re-engineer our products to use components compatible with these regulations. This re-engineering and component
substitution could result in additional costs to us or disrupt our operations or logistics.
Changes in interpretation of any federal, state, local or international regulation may cause us to incur costs or have additional regulatory
requirements to meet in the future in order to comply, or with any similar laws adopted in other jurisdictions. Our failure to comply with past, present
and future similar laws could result in reduced sales of our products, substantial product inventory write-offs, reputational damage, penalties and
other sanctions, which could harm our business and financial condition. We also expect that our products will be affected by new environmental laws
and regulations on an ongoing basis. To date, our expenditures for environmental compliance have not had a material effect on our results of
operations or cash flows and, although we cannot predict the future effect of such laws or regulations, they will likely result in additional costs and
may increase penalties
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associated with violations or require us to change the content of our products or how they are manufactured, which could have a material adverse
effect on our business and financial condition.

Risks related to Ownership of our Class A Common Stock
Our stock price has been and will likely continue to be volatile.
Since shares of our Class A common stock were sold in our IPO in July 2014 at a price of $24.00 per share, our closing stock price has ranged from
$4.58 to $93.85 per share through March 31, 2018 . Our stock price may fluctuate in response to a number of events and factors, such as quarterly
operating results; changes in our financial projections provided to the public or our failure to meet those projections; the public’s reaction to our
press releases, other public announcements and filings with the SEC; significant transactions, or new features, products or services offered by us or
our competitors; changes in our business lines and product lineup; changes in financial estimates and recommendations by securities analysts;
media coverage of our business and financial performance; the operating and stock price performance of, or other developments involving, other
companies that investors may deem comparable to us; trends in our industry; any significant change in our management; sales and purchases of
any Class A common stock issued upon conversion of our convertible senior notes or in connection with the prepaid forward contract entered into in
connection with such convertible senior notes, and general economic conditions. These factors, as well as the volatility of our Class A common
stock, could also affect the price of our convertible senior notes.
In addition, the stock market in general, and the market prices for companies in our industry, have experienced volatility that often has been
unrelated to operating performance. These broad market and industry fluctuations may adversely affect the price of our stock, regardless of our
operating performance. Price volatility over a given period may cause the average price at which we repurchase our own stock to exceed the stock’s
price at a given point in time. Volatility in our stock price also affects the value of our equity compensation, which affects our ability to recruit and
retain employees. In addition, some companies that have experienced volatility in the market price of their stock have been subject to securities
class action litigation. We are a defendant in three shareholder class action lawsuits as well as two shareholder derivative lawsuits and may continue
to be a target for such litigation in the future. Securities litigation against us could result in substantial costs and liability and divert our management’s
attention from other business concerns, which could harm our business. See Legal Proceedings.
If we fail to meet expectations related to future growth, profitability, or other market expectations, our stock price may decline significantly, which
could have a material adverse effect on investor confidence and employee retention. A sustained decline in our stock price and market capitalization
could lead to impairment charges.
The dual class structure of our common stock has the effect of concentrating voting control with our CEO and we cannot predict the
effect our dual class structure may have on our stock price or our business.
Our Class B common stock has 10 votes per share, and our Class A common stock has one vote per share. Stockholders who hold shares of Class
B common stock hold approximately 76.5% of the voting power of our outstanding capital stock as of December 31, 2017 with Mr. Woodman, our
Chairman and CEO, holding approximately 76.2% of the outstanding voting power. Mr. Woodman is able to control all matters submitted to our
stockholders, including the election of directors, amendments of our organizational documents and any merger, consolidation, sale of all or
substantially all of our assets or other major corporate transaction. This concentrated control could delay, defer, or prevent a change of control,
merger, consolidation, or sale of all or substantially all of our assets that our other stockholders support, or conversely this concentrated control
could result in the consummation of such a transaction that our other stockholders do not support. This concentrated control could also discourage a
potential investor from acquiring our Class A common stock due to the limited voting power of such stock relative to the Class B common stock and
might harm the trading price of our Class A common stock.
In addition, we cannot predict whether our dual class structure, combined with the concentrated control by Mr. Woodman, will result in a lower or
more volatile market price of our Class A common stock or in adverse publicity or other adverse consequences. For example, certain index
providers have announced restrictions on including companies with multiple-class share structures in certain of their indexes. In July 2017, FTSE
Russell announced that it plans to require new constituents of its indexes to have greater than 5% of the company’s voting rights in the hands of
public stockholders, and S&P Dow Jones announced that it will no longer admit companies with multiple-class share structures to certain of its
indexes. Because of our dual class structure, we may be excluded
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from these indexes and we cannot assure you that other stock indexes will not take similar actions. Given the sustained flow of investment funds
into passive strategies that seek to track certain indexes, exclusion from stock indexes would likely preclude investment by many of these funds and
could make our Class A common stock less attractive to other investors. As a result, the market price of our Class A common stock could be
adversely affected.
If securities analysts do not publish research or publish inaccurate or unfavorable research about our business, our stock price and
trading volume could decline.
The trading market for our Class A common stock depends in part on the research and reports that securities or industry analysts publish about us
or our business. If one or more of the analysts who cover us downgrade our stock or publish inaccurate or unfavorable research about our business,
our stock price would likely decline. If one or more of these analysts cease coverage of our company or fail to publish reports on us regularly,
demand for our stock could decrease, which might cause our stock price and trading volume to decline.
Delaware law and provisions in our restated certificate of incorporation and amended and restated bylaws could make a merger, tender
offer or proxy contest difficult, thereby depressing the trading price of our Class A common stock.
Our status as a Delaware corporation and the anti-takeover provisions of the Delaware General Corporation Law may discourage, delay or prevent
a change in control by prohibiting us from engaging in a business combination with an interested stockholder for a period of three years after the
person becomes an interested stockholder, even if a change in control would be beneficial to our existing stockholders. In addition, our restated
certificate of incorporation and amended and restated bylaws contain provisions that may make the acquisition of our company more difficult without
the approval of our board of directors, or otherwise adversely affect the rights of the holders of our Class A and Class B common stock, including the
following:
• our board of directors is not currently classified, but at such time as all shares of our Class B common stock have been converted into shares of
our Class A common stock, our board of directors will be classified into three classes of directors with staggered three-year terms;
• so long as any shares of our Class B common stock are outstanding, special meetings of our stockholders may be called by the holders of 10%
of the outstanding voting power of all then outstanding shares of stock, a majority of our board of directors, the chairman of our board of
directors, our chief executive officer or our president;
• when no shares of our Class B common stock are outstanding, only the chairman of our board of directors, our chief executive officer, our
president or a majority of our board of directors will be authorized to call a special meeting of stockholders;
• our stockholders may only take action at a meeting of stockholders and not by written consent;
• vacancies on our board of directors may be filled only by our board of directors and not by stockholders;
• directors may be removed from office with or without cause so long as our board of directors is not classified, and thereafter directors may be
removed from office only for cause;
• our restated certificate of incorporation provides for a dual class common stock structure in which holders of our Class B common stock have
the ability to control the outcome of matters requiring stockholder approval, even if they own significantly less than a majority of the outstanding
shares of our Class A and Class B common stock, including the election of directors and significant corporate transactions, such as a merger or
other sale of our company or its assets;
• our restated certificate of incorporation authorizes undesignated preferred stock, the terms of which may be established, and shares of which
may be issued, by our board of directors without stockholder approval and which may contain voting, liquidation, dividend and other rights
superior to those of our Class A and Class B common stock; and
• advance notice procedures apply for stockholders to nominate candidates for election as directors or to bring matters before an annual meeting
of stockholders.
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Risks related to our convertible senior notes
We have indebtedness in the form of convertible senior notes.
In April 2017, we completed an offering of $175.0 million aggregate principal amount of 3.50% convertible senior Notes due 2022 (Notes). As a
result of this Notes offering, we incurred $175.0 million principal amount of indebtedness, the principal amount of which we may be required to pay
at maturity in 2022. Holders of the Notes will have the right to require us to repurchase their Notes upon the occurrence of a fundamental change at
a purchase price equal to 100% of the principal amount of the Notes to be purchased, plus accrued and unpaid interest, if any. In addition, the
indenture for the Notes provides that we are required to repay amounts due under the indenture in the event that there is an event of default for the
Notes that results in the principal, premium, if any, and interest, if any, becoming due prior to Maturity Date for the Notes. There can be no
assurance that we will be able to repay this indebtedness when due, or that we will be able to refinance this indebtedness on acceptable terms or at
all. In addition, this indebtedness could, among other things:
•
•
•
•

heighten our vulnerability to adverse general economic conditions and heightened competitive pressures;
require us to dedicate a larger portion of our cash flow from operations to interest payments, limiting the availability of cash for other purposes;
limit our flexibility in planning for, or reacting to, changes in our business and industry; and
impair our ability to obtain additional financing in the future for working capital, capital expenditures, acquisitions, general corporate purposes or
other purposes.

In addition, our ability to purchase the Notes or repay prior to maturity any accelerated amounts under the Notes upon an event of default or pay
cash upon conversions of the Notes may be limited by law, by regulatory authority or by agreements governing our indebtedness outstanding at the
time, including our credit facility. Our credit facility restricts our ability to repurchase the Notes for cash or repay prior to maturity any accelerated
amounts under the Notes upon an event of default or pay cash upon conversion of the Notes to the extent that on the date of such repurchase,
repayment or conversion, as the case may be, after giving pro forma effect to such payment, our remaining borrowing capacity pursuant to such
credit facility falls below (i) to the extent that our fixed charge coverage ratio is at least to 1.0, the greater of (A) $37.5 million and (B) 15% of the
lesser of the aggregate commitments under such credit facility and the aggregate borrowing base then in effect or (ii) to the extent that our fixed
charge coverage ratio is less than 1.0 to 1.0, the greater of (A) $50.0 million and (B) 20% of the lesser of the aggregate commitments under such
credit facility and the aggregate borrowing base then in effect. Any of our future indebtedness may contain similar restrictions. Our failure to
repurchase Notes at a time when the repurchase is required by the indenture (whether upon a fundamental change or otherwise under the
indenture) or pay cash payable on future conversions of the Notes as required by the indenture would constitute a default under the indenture. A
default under the indenture or the fundamental change itself could also lead to a default under agreements governing our existing or future
indebtedness, including our credit facility. If the repayment of the related indebtedness were to be accelerated after any applicable notice or grace
periods, we may not have sufficient funds to repay the indebtedness, repurchase the Notes or make cash payments upon conversions thereof.
Our credit facility imposes restrictions on us that may adversely affect our ability to operate our business.
Our credit facility contains restrictive covenants relating to our capital raising activities and other financial and operational matters which may make it
more difficult for us to obtain additional capital and to pursue business opportunities, including potential acquisitions. In addition, our credit facility
contains, and the agreements governing the Notes will contain, a cross-default provision whereby a default under one agreement would likely result
in cross defaults under agreements covering other borrowings. For example, the occurrence of a default with respect to any indebtedness or any
failure to repay debt when due in an amount in excess of $25 million would cause a cross default under the indenture governing the Notes, as well
as under our credit facility. The occurrence of a default under any of these borrowing arrangements would permit the holders of the Notes or the
lenders under our credit facility to declare all amounts outstanding under those borrowing arrangements to be immediately due and payable. If the
note holders or the trustee under the indenture governing the Notes or the lenders under our credit facility accelerate the repayment of borrowings,
we cannot assure you that we will have sufficient assets to repay those borrowings.
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Conversion of the Notes will, to the extent we deliver shares upon conversion of such Notes, dilute the ownership interest of existing
stockholders, including holders who had previously converted their Notes, or may otherwise depress our stock price.
The conversion of some or all of the Notes will dilute the ownership interests of existing stockholders to the extent we deliver shares upon
conversion of any of the Notes. Any sales in the public market of the common stock issuable upon such conversion could adversely affect prevailing
market prices of our common stock. In addition, the existence of the Notes may encourage short selling by market participants because the
conversion of the Notes could be used to satisfy short positions, or anticipated conversion of the Notes into shares of our common stock could
depress our stock price.
The conditional conversion feature of the Notes, if triggered, may adversely affect our financial condition and operating results.
In the event the conditional conversion feature of the Notes is triggered, holders of the Notes will be entitled to convert the Notes at any time during
specified periods at their option. If one or more holders elect to convert their Notes, unless we elect to satisfy our conversion obligation by delivering
solely shares of our common stock (other than cash in lieu of any fractional share), we would be required to settle a portion or all of our conversion
obligation through the payment of cash, which could adversely affect our liquidity. In addition, even if holders of the Notes do not elect to convert
their Notes, we could be required under applicable accounting rules to reclassify all or a portion of the outstanding principal of the Notes as a current
rather than long-term liability, which would result in a material reduction of our net working capital.
The accounting method for convertible debt securities that may be settled in cash, such as the Notes, may have a material effect on our
reported financial results.
Under GAAP, an entity must separately account for the debt component and the embedded conversion option of convertible debt instruments that
may be settled entirely or partially in cash upon conversion, such as the Notes we are offering, in a manner that reflects the issuer’s economic
interest cost. The effect of the accounting treatment for such instruments is that the value of such embedded conversion option would be treated as
original issue discount for purposes of accounting for the debt component of the Notes, and that original issue discount is amortized into interest
expense over the term of the Notes using an effective yield method. As a result, we will initially be required to record a greater amount of non-cash
interest expense because of the amortization of the original issue discount to the Notes’ face amount over the term of the Notes and because of the
amortization of the debt issuance costs.
Accordingly, we will report lower net income (or greater net loss) in our financial results because of the recognition of both the current period’s
amortization of the debt discount and the Notes’ coupon interest, which could adversely affect our reported or future financial results, the trading
price of our common stock and the trading price of the Notes.
In addition, convertible debt instruments (such as the Notes) that may be settled entirely or partly in cash are currently accounted for utilizing the ifconverted method, the effect of which is that conversion will not be assumed for purposes of computing diluted earnings per share if the effect would
be antidilutive. Under the if-converted method, for diluted earnings per share purposes, convertible debt is antidilutive whenever its interest, net of
tax and nondiscretionary adjustments, per common share obtainable on conversion exceeds basic earnings per share. Dilutive securities that are
issued during a period and dilutive convertible securities for which conversion options lapse, or for which related debt is extinguished during a
period, will be included in the denominator of diluted earnings per share for the period that they were outstanding. Likewise, dilutive convertible
securities converted during a period will be included in the denominator for the period prior to actual conversion. Moreover, interest charges
applicable to the convertible debt will be added back to the numerator. We cannot be sure that the accounting standards in the future will continue to
permit the use of the if-converted method. If we are unable to use the if-converted method in accounting for the shares issuable upon conversion of
the Notes, then our diluted earnings per share would be adversely affected.
In addition, if the conditional conversion feature of the Notes is triggered, even if holders do not elect to convert their Notes, we could be required
under applicable accounting rules to reclassify all or a portion of the outstanding
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principal of the Notes as a current rather than long-term liability, which would result in a material reduction of our net working capital.
The prepaid forward may affect the value of the Notes and our common stock and may result in unexpected market activity in the Notes
and/or our common stock.
In connection with the issuance of the Notes, we entered into a prepaid forward with a forward counterparty. The prepaid forward is intended to
facilitate privately negotiated derivative transactions by which investors in the Notes will be able to hedge their investment. In connection with
establishing its initial hedge of the prepaid forward, the forward counterparty (or its affiliate) entered into or expects to enter into one or more
derivative transactions with respect to our Class A common stock with purchasers of the Notes concurrently with or after the offering of the Notes.
The prepaid forward is intended to reduce the dilution to our stockholders from the issuance of our Class A common stock (if any) upon conversion
of the Notes and to allow certain investors to establish short positions that generally correspond to commercially reasonable initial hedges of their
investment in the Notes. In addition, the forward counterparty (or its affiliate) may modify its hedge position by entering into or unwinding one or
more derivative transactions with respect to our Class A common stock and/or purchasing or selling our Class A common stock or other securities of
ours in secondary market transactions at any time, including following the offering of the Notes and immediately prior to or shortly after April 15,
2022, the Maturity Date of the Notes (and are likely to unwind their derivative transactions and/or purchase or sell our Class A common stock in
connection with any conversion or repurchase of the Notes, in connection with the purchase or sale of Notes by certain investors and/or in the event
that sufficient borrow of our Class A common stock becomes available). These activities could also cause or avoid an increase or a decrease in the
market price of our Class A common stock or the Notes.
The prepaid forward initially facilitated privately negotiated derivative transactions relating to our Class A common stock, including derivative
transactions by which investors in the Notes established short positions relating to our Class A common stock to hedge their investments in the
Notes concurrently with, or shortly after, the placement of the Notes. Neither we nor the forward counterparty control how such investors may use
such derivative transactions. In addition, such investors may enter into other transactions in connection with such derivative transactions, including
the purchase or sale of our Class A common stock, at any time. As a result, the existence of the prepaid forward, such derivative transactions, and
any related market activity could cause more sales of our Class A common stock over the term of the prepaid forward than there would have
otherwise been had we not entered into the prepaid forward. Such sales could potentially affect the market price of our Class A common stock
and/or the Notes.
The fundamental change repurchase feature of the Notes may delay or prevent an otherwise beneficial attempt to take over our company.
The terms of the Notes require us to repurchase the Notes in the event of a fundamental change. A takeover of our company would trigger an option
of the holders of the Notes to require us to repurchase the Notes. In addition, if a make-whole fundamental change occurs prior to the Maturity Date
of the Notes, we will in some cases be required to increase the conversion rate for a holder that elects to convert its Notes in connection with such
make-whole fundamental change. Furthermore, the indenture for the Notes prohibits us from engaging in certain mergers or acquisitions unless,
among other things, the surviving entity assumes our obligations under the Notes. These and other provisions of the indenture may have the effect
of delaying or preventing a takeover of our company.
We are subject to counterparty risk with respect to the prepaid forward.
We will be subject to the risk that the forward counterparty might default under the prepaid forward. Our exposure to the credit risk of the forward
counterparty will not be secured by any collateral. Global economic conditions have in the recent past resulted in, and may again result in, the actual
or perceived failure or financial difficulties of many financial institutions. If the forward counterparty becomes subject to insolvency proceedings, we
will become an unsecured creditor in those proceedings, with a claim equal to our exposure at that time under our transactions with the forward
counterparty. Our exposure will depend on many factors, but, generally, an increase in our exposure will be correlated to an increase in the market
price of our common stock. In addition, upon a default by the forward counterparty, we may suffer more dilution than we currently anticipate with
respect to our
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Class A common stock. We can provide no assurances as to the financial stability or viability of the forward counterparty to the prepaid forward.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Sales of unregistered securities. Not applicable.
Issuer purchases of equity securities. No shares of our Class A or Class B common stock were purchased during the first quarter of 2018 .
Item 3. Defaults upon Senior Securities
None.
Item 4. Mine Safety Disclosures
Not applicable.
Item 5. Other Information
None.
Item 6. Exhibits
Exhibit Listing
Exhibit
Number
10.01 *
10.02 *
31.01

31.02
32.01 ‡

Incorporated by Reference
Exhibit Title

Form

Offer Letter to Sandor Barna from the Registrant, dated February
12, 2018.
Offer Letter to Eve Saltman from the Registrant, dated March 7,
2018.
Certification of Principal Executive Officer Required Under Rule
13(a)-14(a) and 15(d)-14(a) of the Securities Exchange Act of
1934, as amended.
Certification of Principal Financial Officer Required Under Rule
13(a)-14(a) and 15(d)-14(a) of the Securities Exchange Act of
1934, as amended.
Certification of the Chief Executive Officer and Chief Financial
Officer Pursuant to 18 U.S.C. Section 1350.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation Linkbase

101.LAB

XBRL Taxonomy Extension Label Linkbase

101.PRE

XBRL Taxonomy Extension Presentation Linkbase

101.DEF

XBRL Taxonomy Extension Definition Linkbase

File No.

Exhibit

Filing Date

Filed
Herewith
X
X
X

X
X

* Indicates a management contract or compensatory plan.
‡ As contemplated by SEC Release No. 33-8212, these exhibits are furnished with this Quarterly Report on Form 10-Q and are not deemed filed with the SEC
and are not incorporated by reference in any filing of GoPro, Inc. under the Securities Act of 1933 or the Exchange Act of 1934, whether made before or after
the date hereof and irrespective of any general incorporation language in such filings.
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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.
GoPro, Inc.
(Registrant)

Dated:

May 3, 2018

By: /s/ Nicholas Woodman
Nicholas Woodman
Chief Executive Officer
(Principal Executive Officer)

Dated:

May 3, 2018

By: /s/ Brian McGee
Brian McGee
Chief Financial Officer
(Principal Financial Officer)
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Exhibit 10.01

February 12, 2018
Sandor Barna
sbarna@gopro.com
Dear Sandor:
Congratulations on your new position at GoPro! Your title will be Senior Vice President, Chief Technology Officer reporting to Nicholas Woodman in our San
Mateo Office. You will receive an annual salary of four-hundred twenty thousand dollars ($420,000.00), which will be paid bi-weekly per the Company's normal
payroll procedures. You will also be eligible for a bonus of up to 60% of your annual salary per year, which will be paid annually based on company performance
and individual objectives.
We are excited about all the great work you have been doing for this team and look forward to seeing your continued success!
The promotion will be effective on February 2, 2018.
Congratulations again and the best wishes in your new position.
Sincerely,
/s/ Laura Robblee
Laura Robblee
Vice President, People and Places

Exhibit 10.02

March 7, 2018
Eve Saltman
Dear Eve:
We are pleased to offer you a position at GoPro Inc. (the “Company”), as a Vice President, Corporate/Business Development & General Counsel reporting to
Nicholas Woodman, CEO in our San Mateo office. If you deecide to join us, you will receive an annual salary of three hundred and fifty thousand dollars
($350,000.00), which will be paid every other Friday in accordance with the Company's normal payroll procedures. You will receive a sign on bonus of twentyfive thousand dollars ($25,000.00) to be paid on the payday following your date of hire. If you resign your employment with the Company within the first year of
employment, you must repay the entire Sign On Bonus. By signing below, you agree that the Company may deduct from your final paycheck the repayment
amount to the fullest extent permitted by law, and if said deduction is insufficient to satisfy the debt, you agree to pay the remaining balance within 10 (ten)
business days following your resignation. You will also be eligible for a discretionary bonus of up to 50% of your annual salary per year, which will be paid
annually based on company performance and individual objectives. You must commence employment on or before September 30 of this year in order to be
eligible for a pro-rated bonus under the current year’s bonus plan.
You will also be eligible to receive certain employee benefits. A list of current employee benefits will be provided in our Benefit Information Guide. Eligibility for
benefits begins on your first day of employment. You should note that the Company may modify job titles, salaries, commission plans, bonuses and benefits
from time to time as it deems necessary and at its sole discretion.
Subject to approval of the Company’s Board of Directors, you will be granted an option to purchase 196,078 shares of the Company’s Common Stock. The
option will be subject to the terms and conditions applicable to options granted under the Company’s 2014 Equity Incentive Plan (the “Plan”), as described in the
Plan and the applicable Stock Option Agreement which will be made available to you at the time of grant.
The exercise price per share of the Option will be the fair market value of the option on the grant date. You will vest in 25% of the shares subject to the Option
after 12 months of continuous service, and the balance of the shares subject to the Option will vest in equal monthly installments over the next 36 months of
continuous service, as described in the applicable Stock Option Agreement.
Subject to the approval of the Company’s Board of Directors, you will be granted 89,469 shares of restricted stock units (“RSUs”) under the Plan. The RSUs will
vest in four equal annual installments of 25% each based on your continuous service. RSUs that vest will be settled in the Company’s Common Stock as soon
as practicable after vesting. The RSUs shall be subject to the terms and conditions set forth in the Plan and in the Restricted Stock Unit Agreement between you
and the Company. You will be responsible for applicable withholding taxes that become due upon settlement of the RSUs. The RSUs will permit payment of
taxes through stock withholding and sell-to-cover transactions in our sole discretion.
The Company is excited about your joining and looks forward to a beneficial and productive relationship. Nevertheless, you should be aware that your
employment with the Company is for no specified period and constitutes at will employment. As a result, you are free to resign at any time, for any reason or for
no reason. Similarly, the Company is free to conclude its employment relationship with you at any time, with or without cause, and with or without notice. We
request that, in the event of resignation, you give the Company at least two weeks’ notice. Any modification or change in your at will status may only occur by
way of a written employment agreement signed by you and the Chief Executive Officer of the Company.
The Company reserves the right to conduct background and reference checks on all of its potential employees as authorized by law. Your job offer, therefore, is
contingent upon satisfactory verification of your criminal, education and employment history, and this offer can be rescinded based upon data received in the
verification.
For purposes of federal immigration law, you will be required to provide to the Company documentary evidence of your identity and eligibility for employment in
the United States. Such documentation must be provided to us within three (3) business days of your date of hire, or our employment relationship with you may
be terminated.
By your signature below, you acknowledge that you have disclosed to the Company any and all agreements relating to your prior employment that may affect
your eligibility to be employed by the Company or limit the manner in which you may be employed, and you represent that your signing of this offer and
commencement of employment with the Company will not violate any such

agreement. Moreover, you agree that, during the term of your employment with the Company, you will not engage in any other employment, occupation,
consulting or other business activity directly related to the business in which the Company is now involved or becomes involved during the term of your
employment, nor will you engage in any other activities that conflict with your obligations to the Company. Similarly, you agree not to bring any third party
confidential information to the Company, including that of your former employer, and that in performing your duties for the Company you will not in any way
utilize any such information.
As a Company employee, you will be expected to abide by the Company's rules and standards. Specifically, you will be required to sign an acknowledgment that
you have read and that you understand the Company's rules of conduct which are included in the Company Handbook and Code of Conduct.
As a condition of your employment, you are also required to sign and comply with the Company’s standard Employee Invention Assignment and Confidentiality
Agreement which requires, among other provisions, the assignment of patent rights to any invention made during your employment at the Company, and nondisclosure of Company proprietary information, as well as the Company’s standard Mutual Arbitration Agreement.
To accept the Company’s offer, please sign and date this letter in the space provided below. This letter, along with the Employee Invention Assignment and
Confidentiality Agreement and the Mutual Arbitration Agreement, set forth the terms of your employment with the Company and supersede any prior
representations or agreements including, but not limited to, any representations made during your recruitment, interviews or pre-employment negotiations,
whether written or oral. This offer of employment will terminate if it is not accepted, signed and returned by Monday, March 12, 2018. We would like to have you
start on Monday, March 26, 2018.
We look forward to your favorable reply and to working with you at GoPro.
Sincerely,
/s/ Laura Robblee
Laura Robblee
VP, People and Places
Agreed to and accepted:

Signature: _/s/ Eve Saltman_____ _____________

Date: __3/10/2018____ _________________

EXHIBIT 31.01
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER REQUIRED UNDER RULE 13(a)-14(a) AND 15(d)-14(a) OF THE SECURITIES
EXCHANGE ACT OF 1934, AS AMENDED
I, Nicholas Woodman, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of GoPro, 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 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 15d15(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.
5. The registrant’s other certifying officer 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.
Date:

May 3, 2018

/s/ Nicholas Woodman
Nicholas Woodman
Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 31.02
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER REQUIRED UNDER RULE 13(a)-14(a) AND 15(d)-14(a) OF THE SECURITIES
EXCHANGE ACT OF 1934, AS AMENDED
I, Brian McGee, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of GoPro, 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 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 15d15(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.
5. The registrant’s other certifying officer 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.

Date:

May 3, 2018

/s/ Brian McGee
Brian McGee
Chief Financial Officer
(Principal Financial Officer)

EXHIBIT 32.01
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Nicholas Woodman, Chief Executive Officer of GoPro, Inc., do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge, the Quarterly Report on Form 10-Q of GoPro, Inc. for the quarter
ended March 31, 2018 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that
the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of GoPro, Inc. for the
periods presented herein.

By: /s/ Nicholas Woodman
Nicholas Woodman
Chief Executive Officer
(Principal Executive Officer)
May 3, 2018

I, Brian McGee, Chief Financial Officer of GoPro, Inc., do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge, the Quarterly Report on Form 10-Q of GoPro, Inc. for the quarter ended
March 31, 2018 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that the
information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of GoPro, Inc. for the
periods presented herein.
By: /s/ Brian McGee
Brian McGee
Chief Financial Officer
(Principal Financial Officer)
May 3, 2018

A signed original of this written statement required by Section 906 has been provided to GoPro, Inc. and will be retained by GoPro, Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.

