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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains certain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and we intend that such forward-
looking statements be subject to the safe harbors created thereby. For this purpose, any statements made in this Quarterly Report on Form 10-Q that are not
historical or current facts may be deemed to be forward-looking statements. Without limiting the generality of the foregoing, words such as “anticipates,”
“believes,” “seeks,” “estimates,” “expects,” “intends,” “continue,” “can,” “may,” “plans,” “potential,” “projects,” “should,” “could,” “will,” “would” or similar
expressions and the negatives of those expressions are intended to identify forward-looking statements. Such statements include, but are not limited to, any
statements that refer to projections of our future financial condition and results of operations, capital needs and financing plans, competitive position, industry
environment, potential growth and market opportunities, acquisition plans and strategies, compensation plans, governance structure and policies and/or the price of
our common stock.

The forward-looking statements included herein represent our management’s current expectations and assumptions based on information available as of the
date of this report. These statements involve numerous known and unknown risks, uncertainties and other factors that may cause our actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by the forward-looking statements. Factors that
may cause or contribute to such differences include, but are not limited to, those discussed in more detail in Item 2 (Management’s Discussion and Analysis of
Financial Condition and Results of Operations) of Part I, and Item 1A (Risk Factors) of Part II, of this Quarterly Report on Form 10-Q, and in Item 1 (Business)
and Item 1A (Risk Factors) of Part I of our Annual Report on Form 10-K for the year ended December 31, 2019. Readers should carefully review these risks, as
well as the additional risks described in other documents we file from time to time with the Securities and Exchange Commission. In light of the significant risks
and uncertainties inherent in the forward-looking information included herein, the inclusion of such information should not be regarded as a representation by us or
any other person that such results will be achieved, and readers are cautioned not to place undue reliance on such forward-looking information, which speak only
as of the date of this report.

Moreover, we operate in an evolving environment. New risks and uncertainties emerge from time to time and it is not possible for our management to
predict all risks and uncertainties, nor can we assess the impact of all factors on our business or the extent to which any factor, or combination of factors, may
cause actual future results to be materially different from those expressed or implied by any forward-looking statements.

Except as required by law, we assume no obligation to update any forward-looking statements publicly, or to update the reasons actual results could differ
materially from those anticipated in these forward-looking statements, even if new information becomes available in the future. We qualify all of our forward-
looking statements by these cautionary statements.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

VERITONE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share and share data)
(Unaudited)

 
   As of  
  June 30,   December 31,  
  2020   2019  

ASSETS         
Cash and cash equivalents  $ 50,081  $ 44,065 
Accounts receivable, net of allowance for doubtful accounts of $245 and $29, respectively   24,535   21,352 
Expenditures billable to clients   3,177   10,286 
Prepaid expenses and other current assets   5,279   5,409 

Total current assets   83,072   81,112 
Property, equipment and improvements, net   2,732   3,214 
Intangible assets, net   13,432   16,126 
Goodwill   6,904   6,904 
Long-term restricted cash   855   855 
Other assets   292   315 

Total assets  $ 107,287  $ 108,526 
LIABILITIES AND STOCKHOLDERS' EQUITY         

Accounts payable  $ 20,498  $ 17,014 
Accrued media payments   31,797   26,664 
Client advances   4,461   9,080 
Accrued compensation   2,334   2,486 
Other accrued liabilities   6,830   4,492 

Total current liabilities   65,920   59,736 
Other liabilities   1,287   1,379 

Total liabilities   67,207   61,115 
Commitments and contingencies (Note 7)         
Stockholders' equity         

Common stock, par value $0.001 per share; 75,000,000 shares authorized;
27,516,307 and 25,670,737 shares issued and outstanding at June 30, 2020 and December 31, 2019, respectively    28   26 
Additional paid-in capital   296,967   279,828 
Accumulated deficit   (256,966)   (232,489)
Accumulated other comprehensive income   51   46 

Total stockholders' equity    40,080   47,411 
Total liabilities and stockholders' equity   $ 107,287  $ 108,526

 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE LOSS
(in thousands, except per share and share data)

(Unaudited)
 
   Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2020   2019   2020   2019  
Net revenues  $ 13,268  $ 12,270  $ 25,172  $ 24,395 
Cost of revenues   4,325   4,562    8,136   8,434 
Gross profit   8,943   7,708    17,036   15,961 
Operating expenses:                  

Sales and marketing   5,460   6,448    10,920   12,581 
Research and development   3,696   6,351    7,598   13,289 
General and administrative   11,343   11,645    22,886   23,335 

Total operating expenses   20,499   24,444    41,404   49,205 
Loss from operations   (11,556)   (16,736)    (24,368)   (33,244)
Other income (expense), net   (235)   51    (104)   262 
Loss before provision for income taxes   (11,791)   (16,685)    (24,472)   (32,982)
Provision for income taxes   2   6    5   15 
Net loss  $ (11,793)  $ (16,691)  $ (24,477)  $ (32,997)
Net loss per share:                  

Basic and diluted  $ (0.43)  $ (0.80)  $ (0.91)  $ (1.64)
Weighted average shares outstanding:                  

Basic and diluted   27,117,432   20,759,396    26,945,297   20,138,756 
Comprehensive loss:                  

Net loss  $ (11,793)  $ (16,691)  $ (24,477)  $ (32,997)
Unrealized gain on marketable securities, net of income taxes   —   13    —   48 
Foreign currency translation gain, net of income taxes   1   45    5   24 
Total comprehensive loss  $ (11,792)  $ (16,633)  $ (24,472)  $ (32,925)

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in thousands, except share amounts)
(Unaudited)

 
 
 
 
 

   Three Months Ended June 30, 2020  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of March 31, 2020   27,074,372  $ 27  $ 287,368  $ (245,173)  $ 50  $ 42,272 
Common stock offerings, net    199,109   1   3,021   —   —   3,022 
Common stock issued under employee stock plans, net    88,515   —   39   —   —   39 
Stock-based compensation expense    —   —   4,131   —   —   4,131 
Exercise of warrants    154,311   —   2,100   —   —   2,100 
Warrant issuance    —   —   308   —   —   308 
Net loss    —   —   —   (11,793)   —   (11,793)
Other comprehensive gain    —   —   —   —   1   1 
Balance as of June 30, 2020   27,516,307  $ 28  $ 296,967  $ (256,966)  $ 51  $ 40,080

 

 
 

 

   Six Months Ended June 30, 2020  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of December 31, 2019   25,670,737  $ 26  $ 279,828  $ (232,489)  $ 46  $ 47,411 
Common stock offerings, net   1,491,317   2   6,004   —   —   6,006 
Common stock issued under employee stock plans, net   199,942   —   140   —   —   140 
Stock-based compensation expense   —   —   8,587   —   —   8,587 
Exercise of warrants   154,311   —   2,100   —   —   2,100 
Warrant issuance   —   —   308   —   —   308 
Net loss   —   —   —   (24,477)   —   (24,477)
Other comprehensive gain   —   —   —   —   5   5 
Balance as of June 30, 2020   27,516,307  $ 28  $ 296,967  $ (256,966)  $ 51  $ 40,080

 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in thousands, except share amounts)
(Unaudited)

 
 

   Three Months Ended June 30, 2019  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of March 31, 2019   20,197,188  $ 20  $ 244,182  $ (186,717)  $ 14  $ 57,499 
Common stock offerings, net   1,006,663   1   8,054   —   —   8,055 
Common stock issued under employee stock plans, net   62,658   —   90   —   —   90 
Machine Box holdback consideration   —   —   162   —   —   162 
Common stock issued for acquisitions   651,897   1   70   —   —   71 
Stock-based compensation expense   —   —   5,255   —   —   5,255 
Net loss   —   —   —   (16,691)   —   (16,691)
Other comprehensive gain   —   —   —   —   58   58 
Balance as of June 30, 2019   21,918,406  $ 22  $ 257,813  $ (203,408)  $ 72  $ 54,499

 

 
 

   Six Months Ended June 30, 2019  
                  Accumulated      
          Additional       Other      
  Common Stock   Paid-in   Accumulated   Comprehensive      
  Shares   Amount   Capital   Deficit   Income   Total  
Balance as of December 31, 2018   19,335,220  $ 19  $ 230,674  $ (170,411)  $ 1  $ 60,283 
Common stock offerings, net   1,668,663   2   12,213   —   —   12,215 
Common stock issued under employee stock plans, net   147,675   —   414   —   —   414 
Machine Box holdback consideration   —   —   620   —   —   620 
Common stock issued for acquisitions   766,848   1   3,834   —   —   3,835 
Stock-based compensation expense   —   —   10,058   —   —   10,058 
Net loss   —   —   —   (32,997)   —   (32,997)
Other comprehensive gain   —   —   —   —   71   71 
Balance as of June 30, 2019   21,918,406  $ 22  $ 257,813  $ (203,408)  $ 72  $ 54,499

 

 
 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(Unaudited)

 
   Six Months Ended  
  June 30,  
  2020   2019  

Cash flows from operating activities:         
Net loss  $ (24,477)  $ (32,997)
Adjustments to reconcile net loss to net cash used in operating activities:         

Depreciation and amortization   3,206   2,719 
Issuance of warrants   102   — 
Change in fair value of warrant liability   200   50 
Provision for doubtful accounts   213   44 
Stock-based compensation expense   8,587   11,285 
Other   —   (19)
Changes in assets and liabilities:         

Accounts receivable   (3,453)   2,278 
Expenditures billable to clients   7,109   (2,111)
Prepaid expenses and other assets   (363)   413 
Accounts payable   3,484   (10,255)
Accrued media payments   5,133   13,367 
Client advances   (4,619)   (3,727)
Other accrued liabilities   2,193   2,364 
Other liabilities   (92)   (17)
Net cash used in operating activities   (2,777)   (16,606)

Cash flows from investing activities:         
Proceeds from sales of marketable securities   —   8,616 
Proceeds from the sale of equipment   56   — 
Capital expenditures   (30)   (208)
Intangible assets acquired   —   (477)
Acquisition of businesses, net of cash acquired   —   (883)

Net cash provided by investing activities   26   7,048 
Cash flows from financing activities:         

Proceeds from common stock offerings, net   6,527   11,778 
Proceeds from loan   6,491   — 
Repayment of loan   (6,491)   — 
Proceeds from the exercise of warrants   2,100   — 
Proceeds from issuances of stock under employee stock plans, net   140   414 

Net cash provided by financing activities   8,767   12,192 
Net increase in cash, cash equivalents and restricted cash   6,016   2,634 
Cash, cash equivalents and restricted cash, beginning of period   44,920   38,776 
Cash, cash equivalents and restricted cash, end of period  $ 50,936  $ 41,410

 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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VERITONE, INC.
Notes to the Condensed Consolidated Financial Statements

(in thousands, except share and per share data and percentages)
(Unaudited)

NOTE 1. DESCRIPTION OF BUSINESS

Description of Business

Veritone, Inc., a Delaware corporation (“Veritone”) (together with its wholly owned subsidiaries, collectively, the “Company”), is a provider of artificial
intelligence (“AI”) computing solutions. The Company has developed aiWARETM, a proprietary AI operating system that integrates and orchestrates an open
ecosystem of top performing cognitive engines, together with a suite of powerful applications, to reveal valuable multivariate insights from vast amounts of
unstructured and structured data and conduct cognitive workflows based on these insights.  The Company’s aiWARE platform incorporates proprietary technology
to integrate and intelligently orchestrate a wide variety of cognitive engine capabilities to mimic human cognitive functions such as perception, prediction and
problem solving in order to quickly, efficiently and cost effectively transform unstructured data into structured data. aiWARE stores the results in a time-correlated
database, creating a rich, online, searchable index of the unstructured and structured data that users can use and analyze in near real-time through the platform’s
suite of general and industry-specific applications to drive processes and insights.  aiWARE is based on an open architecture that enables new cognitive engines
and applications to be added quickly and efficiently, resulting in a future-proof, scalable and evolving solution that can be easily leveraged for a broad range of
industries that capture or use audio, video and other unstructured data, including, without limitation, the media and entertainment, government, legal and
compliance, and other vertical markets.

The Company also offers cloud-native digital content management solutions and content licensing services, primarily to customers in the media and
entertainment market. These offerings leverage the Company’s aiWARE technologies, providing customers with unique capabilities to enrich and drive expanded
revenue opportunities from their content.

In addition, the Company operates a full-service advertising agency. The Company’s advertising services include media planning and strategy,
advertisement buying and placement, campaign messaging, clearance verification and attribution, and custom analytics, specializing in host-endorsed and
influencer advertising across primarily radio, podcasting, streaming audio, social media and other digital media channels. The Company’s advertising business also
includes its VeriAdsTM Network, which is comprised of programs that enable broadcasters, podcasters and social media influencers to generate incremental
advertising revenue.

NOTE 2. PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Preparation

The accompanying condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the
United States of America (“GAAP”) for interim financial statements and the rules and regulations of the Securities and Exchange Commission (the “SEC”).
Accordingly, they do not contain all information and footnotes required by GAAP for annual financial statements. Such unaudited condensed consolidated
financial statements and accompanying notes are based on the representations of the Company’s management, who is responsible for their integrity and objectivity.
The information included in this Form 10-Q should be read in conjunction with the information included in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2019, filed with the SEC on March 11, 2020. Interim results for the three and six months ended June 30, 2020 are not necessarily
indicative of the results the Company will have for the full year ending December 31, 2020.

The accompanying condensed consolidated financial statements have been prepared on the same basis as the annual financial statements and, in the opinion
of management, reflect all adjustments, which are normal, recurring and necessary to fairly state the Company’s financial position, results of operations and cash
flows. All significant intercompany transactions have been eliminated in consolidation. The financial data and the other information disclosed in these notes to the
condensed consolidated financial statements reflected in the three and six month periods presented are unaudited. The December 31, 2019 balance sheet included
herein was derived from the audited financial statements but does not include all disclosures or notes required by GAAP for complete financial statements.

Reclassifications

Certain reclassifications to other assets have been made to prior year amounts for consistency and comparability with the current year’s financial statements
presentation. These reclassifications had no effect on the reported total assets and liabilities.

Liquidity and Capital Resources

During 2019 and 2018, the Company generated negative cash flows from operations of $30,117 and $41,770, respectively, and incurred net losses of
$62,078 and $61,104, respectively. In the six months ended June 30, 2020, the Company generated negative cash flows from operations of $2,777 and incurred a
net loss of $24,477.  As of June 30, 2020, the Company had an accumulated deficit of $256,966. Historically, the Company has satisfied its capital needs with the
net proceeds from sales of equity securities, issuances of convertible debt, and the exercise of common stock warrants. In the first six months of 2020, the
Company raised net proceeds of $6,006 through sales of its common stock under an Equity Distribution Agreement dated June 1, 2018 (the “Equity Distribution
Agreement”). In the first six months of 2020, the Company received
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net proceeds of $2,100 through the exercise of common stock warrants. As of June 30, 2020, the Company’s cash and cash equivalents totaled $50,081.  

On April 3, 2020, the Company applied for loans under the Paycheck Protection Program (the “PPP”) established under the Coronavirus Aid, Relief, and
Economic Security Act (the “CARES Act”), and on April 14 and April 15, 2020, the Company entered into loan agreements and promissory notes evidencing
unsecured loans in the aggregate amount of $6,491 made to the Company under the PPP (the PPP Loans”). The Company believes that it qualified to apply for and
receive the funds pursuant to the PPP Loans under the provisions of the CARES Act and the guidance in effect at that time. However, in light of revised guidance
that was issued by the Small Business Administration subsequent to the Company’s receipt of the PPP Loans, the improvement in the Company’s business outlook
and the greater stability in the capital markets, the Board of Directors of the Company determined to repay the full amount of the PPP Loans. The Company
completed the repayment of the PPP Loans on May 18, 2020.  

The Company expects to continue to generate net losses for the foreseeable future as it makes significant investments in developing and selling its aiWARE
SaaS solutions. Also, the Company will continue to evaluate potential acquisitions of, or investments in, companies or technologies that complement its business,
which acquisitions may require the use of cash. Management believes that the Company’s existing balances of cash and cash equivalents will be sufficient to meet
its anticipated cash requirements for at least twelve months from the date that these financial statements are issued. However, the Company does not expect that its
current cash and cash equivalents will be sufficient to support the development of its business to the point at which the Company has continued positive cash flows
from operations, particularly if it uses cash to finance any acquisitions or investments in the future. The Company plans to meet its future needs for additional
capital through equity and/or debt financings. Equity financings may include sales of common stock under the Company’s Equity Distribution Agreement pursuant
to which the Company may offer and sell, from time to time, shares of its common stock having an aggregate available offering price of up to $18,538. Such
financing may not be available on terms favorable to the Company or at all. If the Company is unable to obtain adequate financing or financing on terms
satisfactory to it when required, the Company’s ability to continue to support its business growth, scale its infrastructure, develop product enhancements and to
respond to business challenges could be significantly impaired.   
 

Impact of the Coronavirus (“COVID-19”) Pandemic
The COVID-19 outbreak emerged in late 2019 and was declared a global pandemic by the World Health Organization on March 11, 2020. The COVID-19

pandemic, and the actions being taken by governments worldwide to mitigate the public health consequences of the pandemic, have significantly impacted the
global economy. For most of the first quarter of 2020, the Company’s results reflect historical trends and seasonality. However, in March 2020 and throughout the
second quarter of 2020, the Company began to experience a reduction in the demand for certain of its products and services. In particular, net revenues from the
Company’s aiWARE content licensing and media services business, which typically has significant revenues driven by major live sporting events, were negatively
impacted in the first six months of 2020 compared with the same period in 2019, due to the cancellation or postponement of substantially all major live sporting
events in the United States. Even though major sporting events are starting to resume, it is still uncertain as to whether sports leagues will be able to navigate
through COVID-19 health concerns and complete their respective seasons, and whether postponed events will be rescheduled. Future cancellations of live sporting
events would further reduce demand for the Company’s services and could have a material adverse impact on net revenues generated from the Company’s
aiWARE content licensing and media services business in the third quarter of 2020, and such impact could continue in future quarters.
 

The Company expects the pandemic to affect some of its customers, which may further reduce the demand, or delay purchase decisions, for the Company’s
products and services, and may additionally impact the creditworthiness of customers.  The Company has assessed the potential credit deterioration of its
customers due to changes in the macroeconomic environment and has determined that no additional allowance for doubtful accounts due to credit deterioration was
necessary as of June 30, 2020.    

 
The extent to which the COVID-19 pandemic and the related macroeconomic conditions may continue to affect the Company’s financial condition or

results of operations is uncertain. While the Company’s advertising and aiWARE SaaS solutions businesses did not experience decreases in net revenues in the first
six months of 2020 compared with the same period in 2019, the severity and duration of the pandemic and the resulting macroeconomic conditions are difficult to
predict, and the Company’s revenues and operating results may be negatively impacted in future periods. The extent of the impact on the Company’s operational
and financial performance will depend on various factors, including the duration and spread of the outbreak; advances in testing, treatment and prevention; the
impact of government measures to contain the virus; and related government stimulus actions. Due to the nature of the Company’s business, the effect of the
COVID-19 pandemic may not be fully reflected in its results of operations until future periods. The most significant risks arising from the COVID-19 pandemic to
the Company’s business and results of operations are discussed in Part II, Item 1A. (Risk Factors) of the Company’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2020.

 
In response to the COVID-19 pandemic, the Company has taken actions to reduce expenses, including discontinuing non-essential services and instituting

controls on travel, entertainment and other expenses. The Company will continue to evaluate further cost-cutting measures and whether improved efficiencies can
be obtained in its workforce. In addition, in compliance with government mandates, the Company has temporarily closed its offices and initiated a work from home
policy.
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Use of Accounting Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the accompanying
condensed consolidated financial statements and the reported amounts of revenue and expenses during the reporting period. The principal estimates relate to
revenue recognition, allowance for doubtful accounts, the valuation of stock awards and stock warrants and income taxes. Actual results could differ from those
estimates.

Significant Customers

The Company’s top ten customers accounted for approximately 40% and 34% of the Company’s net revenues for the three and six months ended June 30,
2020, respectively. The Company’s top ten customers accounted for approximately 26% and 25% of the Company’s net revenues for the three and six months
ended June 30, 2019, respectively. One customer accounted for 11% of the Company’s net revenue for the three months ended June 30, 2020. No other individual
customer accounted for 10% or more of the Company’s net revenues for the six months ended June 30, 2020 or the three and six months ended June 30, 2019.

 

Remaining Performance Obligations
 

As of June 30, 2020, the aggregate amount of the transaction prices under the Company’s contracts allocated to the Company’s remaining performance
obligations was $4,463, approximately 81% of which the Company expects to recognize as revenue over the next twelve months, and the remainder
thereafter. This aggregate amount excludes amounts allocated to remaining performance obligations under contracts that have an original duration of one year or
less and variable consideration that is allocated to remaining performance obligations.  

Significant Accounting Policies

There have been no material changes in the Company’s significant accounting policies from those disclosed in its Annual Report on Form 10-K for the year
ended December 31, 2019.  
 

Recently Adopted Accounting Pronouncements

Effective for the Company’s fiscal year ended December 31, 2019, the Company adopted the provisions and expanded disclosure requirements described in
ASU 2014-09, Revenue from Contracts with Customers (Topic 606) (“Topic 606”), for its annual financial statements. The Company adopted the standard using
the modified retrospective method. Accordingly, the results for the prior comparable periods were not adjusted to conform to the current year measurement and
recognition of results. As of the beginning of 2019, the impact of the adoption of Topic 606 was not material. However, in adopting Topic 606, the Company has
modified its revenue recognition policy in the following ways:

 • Some multi-year contracts include fixed annual price increases. Historically, the Company recognized revenue based on the price allocated to each
year. Now, the Company recognizes the aggregate fixed price as revenue ratably over the full term of the contract.

 • Historically, certain variable consideration was recognized one month in arrears when the amount became known. These revenues are now recognized
in the month in which the service is provided based on an estimate of the amount that the Company expects to be entitled to receive for the services.
These revenues do not represent a material portion of the Company’s total net revenues.

During the year ended December 31, 2019, the Company’s quarterly financial statements were prepared using the prior revenue recognition standard, Topic
605, Revenue Recognition. Beginning in the first quarter of 2020, the Company’s quarterly financial statements are presented using Topic 606.

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework—Changes to the Disclosure
Requirements for Fair Value Measurement, as part of its disclosure framework project intended to improve the effectiveness of disclosures in the notes to the
financial statements by updating certain disclosure requirements related to fair value measurements. The standard became effective for the Company beginning in
the first quarter of fiscal year 2020. The adoption of this standard did not have a material impact on the Company’s consolidated financial statements.

9



Recently Issued Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The amendments under this pronouncement will change the way all leases with
duration of one year or more are treated. Under this guidance, lessees will be required to capitalize virtually all leases on the balance sheet as a right-of-use asset
and an associated financing lease liability or capital lease liability. The right-of-use asset represents the lessee’s right to use, or control the use of, a specified asset
for the specified lease term. The lease liability represents the lessee’s obligation to make lease payments arising from the lease, measured on a discounted basis.
Based on certain characteristics, leases are classified as financing leases or operating leases. Financing lease liabilities, those that contain provisions similar to
capitalized leases, are amortized in the same manner as capital leases are amortized under current accounting rules, as amortization expense and interest expense in
the statement of operations. Operating lease liabilities are amortized on a straight-line basis over the life of the lease as lease expense in the statement of
operations. This standard will be effective for the Company beginning with the first quarter of fiscal year 2022. The Company is currently evaluating the impact
this standard will have on its policies and procedures pertaining to its existing and future lease arrangements, its disclosure requirements and its consolidated
financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326). which requires measurement and recognition of
expected credit losses for financial assets held. This standard will be effective for the Company beginning in the first quarter of fiscal year 2023. The Company is
currently evaluating the impact that this standard will have on its consolidated financial statements and related disclosures as well as the timing of adoption.

In December 2019, the FASB issued ASU No. 2019-12 to simplify the accounting in ASC 740, Income Taxes. This standard removes certain exceptions
related to the approach for intraperiod tax allocation, the methodology for calculating income taxes in an interim period, and the recognition of deferred tax
liabilities for outside basis differences. This guidance also clarifies and simplifies other areas of ASC 740. This standard will be effective for the Company
beginning in the first quarter of fiscal year 2022. The Company is currently evaluating the impact that this standard will have on its consolidated financial
statements and related disclosures as well as the timing of adoption.
 
NOTE 3. NET LOSS PER SHARE

The following table presents the computation of basic and diluted net loss per share:
 
   Three Months Ended    Six Months Ended  
   June 30,    June 30,  
   2020   2019    2020   2019  
Numerator                  

Net loss  $ (11,793)  $ (16,691)  $ (24,477)  $ (32,997)
Denominator                  

Weighted-average common shares outstanding   27,135,107   20,817,466    26,964,717   20,201,819 
Less: Weighted-average shares subject to repurchase   (17,675)   (58,070)    (19,420)   (63,063)
Denominator for basic and diluted net loss per share   27,117,432   20,759,396    26,945,297   20,138,756 

Basic and diluted net loss per share  $ (0.43)  $ (0.80)  $ (0.91)  $ (1.64)
 

The Company reported net losses for all periods presented and, as such, all potentially dilutive shares of common stock would have been antidilutive for
such periods. The table below presents the weighted-average securities (in common equivalent shares) outstanding during the periods presented that have been
excluded from the calculation of diluted net loss per share because their effect would be anti-dilutive:

 
    Three Months Ended    Six Months Ended  
    June 30,    June 30,  
    2020   2019    2020   2019  

Common stock options and restricted stock units    10,171,737   10,125,468    9,976,772   9,715,403 
Warrants to purchase common stock    1,674,387   1,297,151    1,485,769   1,297,151 
     11,846,124   11,422,619    11,462,541   11,012,554

 

 
 

NOTE 4. FINANCIAL INSTRUMENTS

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

 • Level 1—quoted prices (unadjusted) in active markets for identical assets or liabilities;
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 • Level 2—inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted prices
in markets that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the
assets or liabilities; or
 

 • Level 3—unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

Cash and Cash Equivalents

The Company’s money market funds are categorized as Level 1 within the fair value hierarchy. As of June 30, 2020, the Company’s cash and cash
equivalents balance were as follows: 

       Gross       Cash and  
      Unrealized   Fair   Cash  
  Cost   Losses   Value   Equivalents  

Cash  $ 39,057  $ —  $ 39,057  $ 39,057 
Level 1:                 

Money market funds   11,024   —   11,024   11,024 
Total  $ 50,081  $ —  $ 50,081  $ 50,081

 

 
 

As of December 31, 2019, the Company’s cash and cash equivalents balances were as follows:
       Gross       Cash and  
      Unrealized   Fair   Cash  
  Cost   Losses   Value   Equivalents  

Cash  $ 23,710  $ —  $ 23,710  $ 23,710 
Level 1:                 

Money market funds   20,355   —   20,355   20,355 
Total  $ 44,065  $ —  $ 44,065  $ 44,065

 

Stock Warrants

All of the Company’s outstanding stock warrants are categorized as Level 3 within the fair value hierarchy. Stock warrants have been recorded at their fair
value using either a probability weighted expected return model, the Monte Carlo simulation model or the Black-Scholes option-pricing model. These models
incorporate contractual terms, maturity, risk-free interest rates and volatility. The value of the Company’s stock warrants would increase if a higher risk-free
interest rate was used, and would decrease if a lower risk-free interest rate was used. Similarly, a higher volatility assumption would increase the value of the stock
warrants, and a lower volatility assumption would decrease the value of the stock warrants. The development and determination of the unobservable inputs for
Level 3 fair value measurements and fair value calculations are the responsibility of the Company’s management with the assistance of a third-party valuation
specialist.

  In April 2020, in connection with a consulting agreement between the Company and a consulting firm, the Company issued to such firm a warrant to
purchase up to 50,000 shares of the Company’s common stock (the “Compensation Warrant”). The Compensation Warrant was fully vested and exercisable upon
issuance, has an exercise price of $3.01 per share and expires on December 31, 2021. The holder is able to redeem the warrant for a number of shares having a
value equal to the in-the-money value of the warrant. The fair value of this stock warrant is $59, which was determined using the Black-Scholes option-pricing
model and was recorded in general and administrative operating expenses in the three and six months ended June 30, 2020. The Company also issued to such firm
in connection with the consulting agreement an additional warrant to purchase up to 400,000 shares of the Company’s common stock (the “Performance Warrant”
and collectively with the Compensation Warrant, the “2020 Stock Warrants”). The Performance Warrant has an exercise price of $3.01 per share, shall vest and
become exercisable in three substantially equal installments of 133,333 shares upon the achievement of specified performance goals and/or a market condition, and
expires on December 31, 2023. The fair value of the installment of the Performance Warrant tied to a market condition is $43, which was determined using a
Monte Carlo simulation model and was recorded in general and administrative operating expenses in the three and six months ended June 30, 2020. The Company
has not recorded any fair value with respect to the remaining installments linked to performance goals, because the achievement of such performance goals is not
yet considered probable.  

In April 2018, in connection with the advisory agreement between the Company and a financial advisory firm, the Company issued such firm a warrant to
purchase up to 20,000 shares of the Company’s common stock (“April 2018 Warrant”). The April 2018 Warrant was fully vested and exercisable upon issuance,
has an exercise price of $11.73 per share and expires on April 6, 2023. The Company recorded this stock warrant at its fair value of $207 using the Black-Scholes
option-pricing model. The holder is able to redeem the warrant for a number of shares having a value equal to the in-the-money value of the warrant. The April
2018 Warrant was outstanding at June 30, 2020.     
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The following table summarizes quantitative information with respect to the significant unobservable inputs that were used to value the 2020 Stock
Warrants during the six months ended June 30, 2020:

 
Compensation

Warrant   
Performance

Warrant  
Volatility  88%  85%
Risk-free rate  0.23%  0.34%
Term 1.7 years  3.7 years

 

 
 

NOTE 5. GOODWILL AND INTANGIBLE ASSETS, NET

Goodwill

The carrying amount of goodwill was $6,904 as of June 30, 2020 and December 31, 2019.

Intangible Assets

The following table sets forth the Company’s finite-lived intangible assets resulting from business acquisitions and other purchases, which continue to be
amortized: 
 

   June 30, 2020   December 31, 2019  

  

Weighted
Average

Remaining
Useful Life   

Gross
Carrying   Accumulated   

Net
Carrying   

Gross
Carrying   Accumulated   

Net
Carrying  

  (in years)   Amount   Amortization  Amount   Amount   Amortization   Amount  
Software and technology   1.0   $ 3,582  $ (2,765)  $ 817  $ 3,582  $ (2,171)   $ 1,411 
Licensed technology   1.3    500   (292)   208   500   (208)    292 
Developed technology   3.2    9,600   (3,520)   6,080   9,600   (2,560)    7,040 
Customer relationships   3.2    9,300   (3,410)   5,890   9,300   (2,480)    6,820 
Trademarks and trade names   0.4    100   (81)   19   100   (59)    41 
Noncompete agreements   2.1    800   (382)   418   800   (278)    522 
Total   3.0   $ 23,882  $ (10,450)  $ 13,432  $ 23,882  $ (7,756)  $ 16,126

 

 
The following table presents amortization expense associated with the Company’s finite-lived intangible assets, which is included in the consolidated

statement of operations and comprehensive loss as follows:
 
   Three Months Ended   Six Months Ended  
   June 30,   June 30,  
   2020   2019   2020   2019  
Cost of revenues  $ 562  $ 535  $ 1,123  $ 905 
Sales and marketing   528   528   1,059   741 
Research and development   256   256   512   512 
General and administrative   —   3   —   5 
Total  $ 1,346  $ 1,322  $ 2,694  $ 2,163

 

 
Amortization of finite-lived intangible assets in cost of revenues and research and development in the consolidated statements of operations and

comprehensive loss relates primarily to acquired developed technology.
 

The following table presents future amortization of the Company’s finite-lived intangible assets at June 30, 2020:
 
2020 (six months)   $ 2,688 
2021    4,261 
2022    3,963 
2023    2,520 
Total   $ 13,432
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NOTE 6. CONSOLIDATED FINANCIAL STATEMENTS DETAILS

Consolidated Balance Sheets Details

Accounts Receivable, Net

Accounts receivable consisted of the following:
 

    As of  
    June 30,   December 31,  
    2020   2019  

Accounts receivable — Advertising  $ 21,748  $ 19,184 
Accounts receivable — aiWARE SaaS Solutions   2,426   1,269 
Accounts receivable — aiWARE Content Licensing and Media Services   606   928 
   24,780   21,381 
Less: allowance for doubtful accounts   (245)   (29)
Accounts receivable, net  $ 24,535  $ 21,352

 

 
The amount that the Company invoices and collects from advertising clients includes the cost of the advertisement placed for them with broadcasters and

the amount of the commission earned by the Company. The average commission earned by the Company is less than 15% of the total amount invoiced and
collected from the advertising clients.

 

Property, Equipment and Improvements, Net

Property, equipment and improvements, net consisted of the following:
 

   As of  
   June 30,   December 31,  
   2020   2019  
Property and equipment   $ 2,277  $ 2,247 
Leasehold improvements    2,876   2,876 
    5,153   5,123 
Less: accumulated depreciation    (2,421)   (1,909)
Property, equipment and improvements, net   $ 2,732  $ 3,214

 

 
Depreciation expense was $256 and $512 for the three and six months ended June 30, 2020, respectively. Depreciation expense was $263 and $555 for the

three and six months ended June 30, 2019, respectively. 

Accounts Payable
 

Accounts payable consisted of the following:
 

    As of  
    June 30,   December 31,  
    2020   2019  

Accounts payable — Advertising  $ 19,399  $ 15,697 
Accounts payable — Other   1,099   1,317 
Total  $ 20,498  $ 17,014

 

 
Accounts payable – Advertising reflects the amounts due to broadcasters for advertisements placed on behalf of the Company’s advertising clients.
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Consolidated Statement of Operations and Comprehensive Loss Details

Net Revenues

Net revenues for the periods presented were comprised of the following:
 
   Three Months Ended    Six Months Ended  
  June 30,    June 30,  
  2020   2019    2020   2019  
Advertising   $ 7,038  $ 5,842   $ 13,039  $ 11,556 
aiWARE SaaS Solutions    3,002   2,677    6,110   5,431 
aiWARE Content Licensing and Media Services    3,228   3,751    6,023   7,408 
Total net revenues   $ 13,268  $ 12,270   $ 25,172  $ 24,395

 

 
During the three and six months ended June 30, 2020, the Company made $54,524 and $109,248, respectively, in gross media placements, of which $50,697

and $100,743 respectively, were billed directly to clients. Of the amounts billed directly to clients, $45,011 and $89,646 represented media-related costs netted
against billings during the three and six months ended June 30, 2020, respectively.       

 
During the three and six months ended June 30, 2019, the Company made $52,973 and $103,755, respectively, in gross media placements, of which $48,676

and $97,744 respectively, were billed directly to clients. Of the amounts billed directly to clients, $43,125 and $86,712 represented media-related costs netted
against billings during the three and six months ended June 30, 2019, respectively.       
 

Disaggregated Revenue
 

Net revenues disaggregated were as follows:
 

    Three Months Ended    Six Months Ended  
    June 30,    June 30,  
    2020   2019    2020   2019  

Advertising (by service type):                                
Agency   $ 6,140   $ 5,842   $ 12,021   $ 11,556 
VeriAds    898    -    1,018    - 

Sub-total    7,038    5,842    13,039    11,556 
aiWARE SaaS Solutions (by market):                     

Media and Entertainment    2,612    2,470    5,224    4,705 
Government, Legal and Compliance   139   207    635   726 
Other Markets   251     -      251     -  

Sub-total    3,002    2,677    6,110    5,431 
aiWARE Content Licensing and Media Services (by service type):                     

Content Licensing    3,228    3,454    6,023    7,108 
Media Services     -    297    -   300 

Sub-total    3,228    3,751    6,023    7,408 
Total net revenues   $ 13,268   $ 12,270   $ 25,172   $ 24,395  

 
Other Income (Expense), Net

Other income (expense), net for the periods presented was comprised of the following:
 

    Three Months Ended    Six Months Ended  
    June 30,    June 30,  
    2020   2019    2020   2019  

Interest income, net  $ 5  $ 160  $ 82  $ 329 
Change in fair value of warrant liability   (202)   (37)   (200)   (50)
Other   (38)   (72)   14   (17)
Other income (expense), net  $ (235)  $ 51  $ (104)  $ 262

 

 
 

NOTE 7. COMMITMENTS AND CONTINGENCIES

Leases
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The Company leases facilities under operating lease arrangements expiring on various dates through fiscal year 2024. Certain of the Company’s leases
contain standard rent escalation and renewal clauses. Under certain leases, the Company is required to pay operating expenses in addition to base rent. Rent
expense for lease payments is recognized on a straight-line basis over the lease term.
 

As of June 30, 2020, future minimum lease payments were as follows:
 
2020 (six months)  $ 1,307 
2021   2,242 
2022   1,884 
2023   1,685 
2024   1,730 
Total minimum payments  $ 8,848

 

 
The total rent expense for all operating leases was $751 and $1,517 for the three and six months ended June 30, 2020, respectively. The total rent expense

for all operating leases was $735 and $1,479 for the three and six months ended June 30, 2019, respectively.    

Other Contingencies

From time to time, the Company may be involved in litigation relating to claims arising out of its operations in the normal course of business. The Company
currently is not a party to any legal proceedings, the adverse outcome of which, in management’s opinion, individually or in the aggregate, would have a material
adverse effect on the Company’s results of operations, financial position or cash flows.

NOTE 8. STOCKHOLDERS’ EQUITY (DEFICIT)

Common Stock Issuances

In June 2018, the Company entered into an Equity Distribution Agreement with JMP Securities as sales agent, pursuant to which it may offer and sell, from
time to time, through JMP Securities, shares of its common stock having an aggregate offering price of up to $50,000.  During the six months ended June 30, 2020
and 2019, the Company issued an aggregate of 1,491,317 and 1,668,663 of shares of its common stock, respectively, which were sold pursuant to the Equity
Distribution Agreement. During the six months ended June 30, 2020 and 2019, the Company received net proceeds from such sales of $6,006 and $12,215 after
deducting expenses of $270 and $428, respectively.

During the six months ended June 30, 2020, the Company issued a total of 154,311 shares of its common stock upon the exercise of warrants for an
aggregate exercise price of $2,100.

On September 6, 2018, the Company acquired all of the outstanding capital stock of Machine Box, Inc. (“Machine Box”). The purchase consideration for
the acquisition was comprised of the initial consideration paid at closing and additional contingent amounts that were payable if Machine Box achieved certain
technical development and integration milestones within 12 months after the closing of the acquisition, and 80% of such consideration was payable by issuance of
shares of the Company’s common stock to the former stockholders of Machine Box. During the six months ended June 30, 2019, the Company determined that
Machine Box had achieved the technical development and integration milestones required to be completed during such period and, as a result, the former Machine
Box stockholders became entitled to receive an aggregate of 232,665 shares of the Company’s common stock, valued at $1,688 based on the closing price of the
Company’s common stock on the respective milestone dates, of which an aggregate of 186,135 shares were issued to them, and 46,530 shares were held back from
issuance by the Company until September 6, 2020, to secure certain indemnification and other obligations of the former stockholders of Machine Box. The value
of the common stock that was held back was recorded to additional paid-in capital.

On August 21, 2018, the Company acquired all of the outstanding capital stock of S Media Limited (d/b/a Performance Bridge Media) (“Performance
Bridge”). The purchase consideration for the acquisition was comprised of the initial consideration paid at closing and additional earnout consideration that was
payable if Performance Bridge achieved certain revenue milestones for its 2018 fiscal year, and 80% of such consideration was payable by issuance of shares of the
Company’s common stock to the former stockholder of Performance Bridge. The initial consideration was subject to adjustment based on a final calculation of
Performance Bridge’s net assets at closing, which was completed in the first quarter of 2019 and resulted in the issuance to the former stockholder of Performance
Bridge of an additional 6,482 shares of common stock valued at $34 based on the closing price of the Company’s common stock on January 25, 2019, which was
the date both parties agreed upon the final calculation. In March 2019, the Company determined that the additional earnout consideration had been earned and the
former stockholder of Performance Bridge became entitled to receive 574,231 shares of the Company’s common stock, valued at $3,026 based on the closing price
of the Company’s common stock on March 28, 2019, which were paid and issued to the former stockholder of Performance Bridge in the second quarter of 2019.
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During the six months ended June 30, 2020 and 2019, the Company issued an aggregate of 199,942 shares of its common stock and 147,675 shares of its
common stock, respectively in connection with the exercise of stock options and vesting of restricted stock units under its stock incentive plans and purchases
under its Employee Stock Purchase Plan (the “ESPP”).

Common Stock Warrants

In the second quarter of 2020, the Company issued warrants to purchase up to an aggregate of 450,000 shares of its common stock. As of June 30, 2020 and
December 31, 2019, the Company had outstanding warrants to purchase an aggregate of 1,592,840 and 1,297,151 shares of the Company’s common stock,
respectively.

NOTE 9. STOCK PLANS

Stock-Based Compensation

During the six months ended June 30, 2020, the Company granted options to purchase an aggregate of 551,500 shares of its common stock that are subject
to time-based vesting conditions. 

The Company valued these stock options using the Black-Scholes Merton option pricing model. The following assumptions were used to compute the grant
date fair values of the stock options granted during the six months ended June 30, 2020:

 
Expected term (in years)    6.0 - 6.1 
Expected volatility    68% - 73% 
Risk-free interest rate    0.4% - 1.2% 
Expected dividend yield     —

 

 
The assumptions used in calculating the fair values of purchase rights granted under the ESPP during the six months ended June 30, 2020 are set forth in the

table below:
 

Expected term (in years)  0.5 - 2.0 
Expected volatility  65% - 81% 
Risk-free interest rate  1.3% - 1.5% 
Expected dividend yield   —

 

 
The Company’s stock-based compensation expense recognized for the periods presented was as follows:

 
   Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2020   2019   2020   2019  

Stock-based compensation expense by type of award:                  
Restricted stock units   $ 753  $ 299  $ 895  $ 497 
Restricted stock awards    47   96   109   256 
Machine Box contingent common stock issuances    —   523   —   1,227 
Performance-based stock options    1,953   2,020   3,921   3,956 
Stock options    1,306   2,703   3,455   5,060 
Employee stock purchase plan    72   137   207   289 

Total   $ 4,131  $ 5,778  $ 8,587  $ 11,285
 

 
    Three Months Ended   Six Months Ended  
   June 30,   June 30,  
    2020   2019   2020   2019  

Stock-based compensation expense by operating expense grouping:                  
Sales and marketing   $ 198  $ 271  $ 376  $ 514 
Research and development    184   900   421   1,984 
General and administrative    3,749   4,607   7,790   8,787 
   $ 4,131  $ 5,778  $ 8,587  $ 11,285
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Equity Award Activity

Restricted Stock Awards

The Company’s restricted stock award activity for the six months ended June 30, 2020 was as follows:
 

       Weighted  
      Average Grant  
  Shares   Date Fair Value  

Unvested at December 31, 2019   22,813  $ 7.50 
Granted   5,310  $ 2.98 
Vested   (12,285)  $ 5.55 
Unvested at June 30, 2020   15,838  $ 7.50

 

 
At June 30, 2020, total unrecognized compensation cost related to restricted stock was $57, which is expected to be recognized over a weighted average

period of 0.3 year.

Restricted Stock Units

The Company’s restricted stock unit activity for the six months ended June 30, 2020 was as follows:
 

       Weighted  
      Average Grant  
  Shares   Date Fair Value  

Unvested at December 31, 2019   142,145  $ 6.71 
Granted   800,532  $ 10.18 
Forfeited   (5,500)  $ 8.81 
Vested   (116,295)  $ 6.84 
Unvested at June 30, 2020   820,882  $ 10.06

 

 
 

At June 30, 2020, total unrecognized compensation cost related to restricted stock units was $7,574, which is expected to be recognized over a weighted
average period of 0.9 year.

Performance-Based Stock Options

The activity during the six months ended June 30, 2020 related to stock options that are subject to performance-based vesting conditions tied to the future
achievement of stock price goals by the Company was as follows:

 
       Weighted-Average  
          Remaining   Aggregate  
      Exercise   Contractual   Intrinsic  
  Options   Price   Term   Value  

Outstanding at December 31, 2019    4,484,739  $ 16.68         
Forfeited    (151,638)  $ 5.63         
Outstanding at June 30, 2020    4,333,101  $ 17.07  8.1 years  $ 10,667 
Exercisable at June 30, 2020    —  $ —   —  $ —

 

 
The weighted average grant date fair values of the performance-based stock options granted during the six months ended June 30, 2019 was $2.57 per share.

No performance-based stock options were granted during the six months ended June 30, 2020 and no performance-based stock options vested during the six
months ended June 30, 2020 and 2019. At June 30, 2020, total unrecognized compensation expense related to performance-based stock options was $17,259 and is
expected to be recognized over a weighted average period of 2.9 years.
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Stock Options

The activity during the six months ended June 30, 2020 related to all other stock options was as follows:
 

       Weighted-Average  
          Remaining  Aggregate  
      Exercise   Contractual  Intrinsic  
  Options   Price   Term  Value  

Outstanding at December 31, 2019    5,196,778  $ 13.09       
Granted    551,500  $ 3.34       
Exercised    (25,242)  $ 2.72       
Forfeited    (133,839)  $ 9.04       
Expired    (142,330)  $ 14.10       
Outstanding at June 30, 2020    5,446,867  $ 12.22  7.3 years $ 15,731 
Exercisable at June 30, 2020    4,160,659  $ 13.83  6.9 years $ 5,328

 

 
The weighted average grant date fair value of stock options granted during the six months ended June 30, 2020 and 2019 was $2.06 and $3.72 per share,

respectively. The aggregate intrinsic value of the options exercised during the six months ended June 30, 2020 and 2019 was $177 and $177, respectively. The total
grant date fair value of stock options vested during the six months ended June 30, 2020 and 2019 was $4,067 and $5,465, respectively. At June 30, 2020, total
unrecognized compensation expense related to stock options was $5,122 and is expected to be recognized over a weighted average period of 2.4 years.

 
The aggregate intrinsic values in the tables above represent the difference between the fair market value of the Company’s common stock and the average

option exercise price of in-the-money options, multiplied by the number of such options.

Employee Stock Purchase Plan

During the six months ended June 30, 2020, a total of 62,469 shares of common stock were purchased under the Company’s ESPP. As of June 30, 2020,
accrued employee contributions for future purchases under the ESPP totaled $99.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

The following discussion and analysis of our financial condition and results of operations should be read together with the consolidated financial
statements and related notes that are included elsewhere in this Quarterly Report on Form 10-Q and in our Annual Report on Form 10-K for the year ended
December 31, 2019. This discussion contains forward-looking statements based upon current expectations that involve risks and uncertainties. Our actual results
may differ materially from those anticipated in these forward-looking statements as a result of various factors, including those discussed under “Risk Factors,” set
forth in Part II, Item 1A of this Quarterly Report on Form 10-Q and in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2019.
See “Special Note Regarding Forward-Looking Statements” above at page 1.

Overview

Veritone, Inc. (collectively with our subsidiaries, referred to as “Veritone,” “Company,” “we,” “our,” and “us”) is a provider of artificial intelligence (“AI”)
solutions, including our proprietary AI platform, aiWARE™, digital content management solutions and content licensing services. We also operate a full-service
media advertising agency and our VeriAds Network™.
 

The following is a discussion and analysis of certain factors that have affected our results of operations and financial condition during the periods included
in the accompanying condensed consolidated financial statements. In this discussion, we refer to our media advertising agency and our VeriAds Network as our
advertising business, our content licensing and live events services as our aiWARE content licensing and media services, and our aiWARE platform and digital
content management offerings as our aiWARE SaaS solutions.
 

Impact of the Coronavirus (“COVID-19”) Pandemic
 

The COVID-19 outbreak emerged in late 2019 and was declared a global pandemic by the World Health Organization on March 11, 2020.  The COVID-19
pandemic, and the actions being taken by governments worldwide to mitigate the public health consequences of the pandemic, have significantly impacted the
global economy. For most of the first quarter of 2020, our results reflect historical trends and seasonality.  However, in March 2020 and throughout the second
quarter of 2020, we began to experience a reduction in the demand for certain of our products and services. In particular, net revenues from our aiWARE content
licensing and media services business, which typically has significant revenues driven by major live sporting events, were negatively impacted in the first six
months of 2020 compared with the same period in 2019, due to the cancellation or postponement of substantially all major live sporting events in the United States.
Even though major sporting events are starting to resume, it is still uncertain as to whether sports leagues will be able to navigate through COVID-19 health
concerns and complete their respective seasons and whether postponed events will be rescheduled. Future cancellations of live sporting events would further
reduce demand for our services, and it could have a material adverse impact on our net revenues generated from our aiWARE content licensing and media services
business in the third quarter of 2020, and such impact could continue in future quarters.

 
We expect the pandemic to affect some of our customers, which may further reduce the demand and/or delay purchase decisions for our products and

services, and may additionally impact the creditworthiness of customers.  We have assessed the potential credit deterioration of our customers due to changes in the
macroeconomic environment and has determined that no additional allowance for doubtful accounts was necessary due to credit deterioration as of June 30, 2020.
 

The extent to which the COVID-19 pandemic and the related macroeconomic conditions may continue to affect our financial condition or results of
operations is uncertain. While our advertising and aiWARE SaaS solutions businesses did not experience decreases in net revenues in the first six months of 2020
compared with the same period in 2019, the severity and duration of the pandemic and the resulting macroeconomic conditions are difficult to predict, and our
revenues and operating results may be negatively impacted in future periods.  The extent of the impact on our operational and financial performance will depend on
various factors, including the duration and spread of the outbreak; advances in testing, treatment and prevention; the impact of government measures to contain the
virus; and related government stimulus actions. Due to the nature of our business, the effect of the COVID-19 pandemic may not be fully reflected in its results of
operations until future periods. The most significant risks to our business and results of operations arising from the COVID-19 pandemic are discussed in Part II,
Item 1A (Risk Factors) of our Quarterly Report on Form 10-Q for the quarter ended March 31, 2020.

 
In response to the COVID-19 pandemic, we have taken actions to reduce expenses, including discontinuing non-essential services and instituting controls on

travel, entertainment and other expenses. We will continue to evaluate further cost-cutting measures and whether improved efficiencies can be obtained in our
workforce. In addition, in compliance with government mandates, we have temporarily closed our offices and initiated a work from home policy.
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Sales of Common Stock
 

During the three months ended June 30, 2020 and 2019, we sold an aggregate of 199,109 and 1,006,663 shares, respectively, of our common stock pursuant
to the Equity Distribution Agreement that we entered into with JMP Securities LLC in June 2018 (the “Equity Distribution Agreement”). We received net proceeds
from such sales of approximately $3.0 million and $8.1 million during the three months ended June 30, 2020 and 2019, respectively, after deducting commissions
of $0.1 million and $0.2 million, respectively, paid to JMP Securities LLC. The terms of the Equity Distribution Agreement are discussed under the heading
“Capital Resources” below.
 

Key Performance Indicators

We track key performance indicators (“KPIs”) for our advertising agency business and our aiWARE SaaS solutions business. We do not currently track
KPIs for our aiWARE content licensing and media services business beyond our reported net revenues for that business. We evaluate the KPIs that are most
relevant to our businesses periodically, and beginning in the first quarter of 2020, we made changes to the KPIs that we track for each business.

The KPIs for our advertising agency business include: (i) average gross billings per active client, and (ii) net revenue. The key performance indicators for
our aiWARE SaaS solutions business include: (i) total accounts on the platform, (ii) new bookings, (iii) total contract value of new bookings, and (iv) net revenue.

In the tables below, the ‘net revenues during quarter’ amounts for the periods in 2019 reflect amounts reported using the revenue recognition guidance of
Topic 605, Revenue Recognition, and the ‘net revenues during the quarter’ amounts for the periods in 2020 reflect amounts reported using the revenue guidance in
Topic 606, Revenue from Contracts with Customers, following our adoption of Topic 606. For additional information about our revenue recognition accounting
policies, see Recently Adopted Accounting Pronouncements in Note 2 to the Notes to the Condensed Consolidated Financial Statements including in this Quarterly
Report on Form 10-Q.

Advertising KPI Results

The following table sets forth the results for each of the KPIs for our advertising agency business.
 

   Quarter Ended  
  Mar 31,   Jun 30,   Sept 30,   Dec 31,   Mar 31,   Jun 30,  
  2019   2019   2019   2019   2020   2020  

Average gross billings per active client (in 000's)(1)  $ 469  $ 488  $ 490  $ 511  $ 533  $ 614 
Net revenues during quarter (in 000's)  $ 5,714  $ 5,842  $ 6,197  $ 6,517  $ 5,881  $ 6,140

 

 
 (1) For each quarter, reflects the average gross quarterly billings per client over the twelve month period through the end of such quarter for clients that are active

during such quarter.
 

Our advertising business has experienced and may continue to experience volatility in net revenues due to a number of factors, including: (i) the timing of
new large client wins; (ii) loss of clients who choose to replace our services by bringing their advertising placement in-house; (iii) clients who experience
reductions in their advertising budgets due to issues with their own businesses; (iv) losses of clients who change providers from time to time based largely on
pricing; and (v) the seasonality of the campaigns for certain large clients. Our advertising business also relies on certain large key clients and we have historically
generated a significant portion of our net revenues from a few major clients. As we continue to grow and diversify our client base, we expect that our dependency
on a limited number of large clients will be minimized.
 

aiWARE SaaS Solutions KPI Results
 

The following table sets forth the results for each of the KPIs for our aiWARE SaaS solutions business.
 

   Quarter Ended      
  Mar 31,   Jun 30,   Sept 30,   Dec 31,   Mar 31,   Jun 30,  
  2019   2019   2019   2019   2020   2020  

Total accounts on platform at quarter end   911   941   980   1,069   1,587   1,753 
New bookings received during quarter (in 000's)(1)  $ 1,316  $ 1,351  $ 1,384  $ 2,522  $ 1,397  $ 2,319 
Total contract value of new bookings received during quarter (in
000’s)(2)  $ 2,092  $ 1,351  $ 1,724  $ 12,872  $ 2,312  $ 2,502 
Net revenues during quarter (in 000's)  $ 2,754  $ 2,677  $ 2,350  $ 2,872  $ 3,108  $ 3,002

 

 
 (1) Represents the contractually committed fees payable during the first 12 months of the contract term, or the non-cancellable portion of the contract term (if

shorter), for new contracts received in the quarter, excluding any variable fees under the contract (i.e., fees for cognitive processing, storage, professional services
and other variable services).

 (2) Represents the total fees payable during the full contract term for new contracts received in the quarter (including fees payable during any cancellable portion and
an estimate of license fees that may fluctuate over the term), excluding any variable fees under the contract (i.e., fees for cognitive processing, storage,
professional services and other variable services).
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As we grow our aiWARE SaaS solutions business, we expect that our KPI results will be impacted in different ways based on our customer profiles and the
nature of their use of our aiWARE SaaS solutions in certain target markets.  For example, in the government, legal and compliance markets, use of our aiWARE
SaaS solutions is often project-based and, accordingly, in a given period, we may experience significant increases or decreases in net revenue without any
significant change in total accounts or new bookings.  The timing of large contract renewals and the variable versus fixed fee nature of certain contracts will impact
the amount of new bookings and the total contract value of new bookings from quarter to quarter. As such, our results for different KPIs may fluctuate significantly
within the same period, and the result for a particular KPI in one period may not be indicative of the results that we will achieve for that KPI in future periods.
 
 
 

Results of Operations

The following table sets forth items from our condensed consolidated statements of operations and comprehensive loss for the three and six months ended
June 30, 2020 and 2019, presented as a percentage of revenue:
 

    Three Months Ended    Six Months Ended  
   June 30,    June 30,  
   2020   2019    2020   2019  

Net revenues    100.0%   100.0%    100.0%   100.0%
Cost of revenues    32.6   37.2    32.3   34.6 
Gross profit    67.4   62.8    67.7   65.4 
Operating expenses:                   

Sales and marketing    41.2   52.5    43.4   51.6 
Research and development    27.9   51.8    30.2   54.5 
General and administrative    85.5   94.9    90.9   95.7 

Total operating expenses    154.6   199.2    164.5   201.8 
Loss from operations    (87.2)   (136.4)    (96.8)   (136.4)
Other income (expense), net    (1.8)   0.4    (0.4)   1.1 
Loss before provision for income taxes    (89.0)   (136.0)    (97.2)   (135.3)
Provision for income taxes    —   —    —   — 
Net loss    (89.0)   (136.0)    (97.2)   (135.3)
 
Three and Six Months Ended June 30, 2020 Compared with Three and Six Months Ended June 30, 2019

Net Revenues
 

   Three Months Ended           Six Months Ended          
(dollars in thousands)  June 30,           June 30,          

  2020   2019   $ Change   % Change   2020   2019   $ Change   % Change  
Advertising  $ 7,038  $ 5,842  $ 1,196   20.5%  $ 13,039  $ 11,556  $ 1,483   12.8%
aiWARE SaaS Solutions   3,002   2,677   325   12.1%   6,110   5,431   679   12.5%
aiWARE Content Licensing and
Media Services   3,228   3,751   (523)   (13.9)%   6,023   7,408   (1,385)   (18.7)%

Net revenues  $ 13,268  $ 12,270  $ 998   8.1%  $ 25,172  $ 24,395  $ 777   3%
 

The increases in advertising net revenues in the second quarter and first six months of 2020 compared with the corresponding prior year periods were due
primarily to revenues generated from our VeriAds Network, which we launched in late 2019. Revenues from our VeriAds Network totaled $898 and $1,018 for the
three and six months ended June 30, 2020, respectively, for which we had no corresponding revenues in the 2019 periods.
 

aiWARE SaaS solutions net revenues increased in the second quarter of 2020 compared with the corresponding prior year period due primarily to our initial
sales to a customer in the energy market of services related to the integration of specialized aiWARE technology with the customer’s solar installations. aiWARE
SaaS solutions net revenues increased in the first six months of 2020 compared with the corresponding prior year period due primarily to increased revenues in the
media and entertainment market as we added new customers and expanded our services to some existing customers, as well as to our initial sales into the energy
market in the second quarter of 2020.
 

Net revenues from our aiWARE content licensing and media services business, which typically has significant revenue driven by major sporting events,
were negatively impacted in the second quarter and first six months of 2020 compared with the prior year periods due to the cancellation or postponement of
substantially all major sporting events from March 2020 through June 2020 as a result of the COVID-19 pandemic.
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Net revenues in our advertising business are impacted by the timing of particular advertising campaigns of our major clients, in many cases due to the
seasonal nature of their advertising activities. In our aiWARE SaaS solutions business, revenues from customers in certain markets, particularly in the government,
legal and compliance market, are often project-based and are impacted by the timing of projects. Net revenues from our aiWARE content licensing and media
services are impacted by the timing of major sporting events throughout the year. As such, in general, we expect that our net revenues from these businesses and
markets may fluctuate significantly from period to period.

 
In addition, we anticipate that our revenues in future periods could be significantly impacted by the macroeconomic conditions resulting from the COVID-

19 pandemic. In particular, even though major sporting events are starting to resume, it is still uncertain as to whether sports leagues will be able to navigate
through COVID-19 health concerns and complete their respective seasons and whether postponed events will be rescheduled. Due to this uncertainty, we may
continue to experience a reduction in demand for our services, which may have a material adverse impact on our net revenues from our aiWARE content licensing
and media services business in the third quarter of 2020, and such impact could continue in future quarters.

Cost of Revenues; Gross Profit and Gross Margin
 
   Three Months Ended           Six Months Ended          
(dollars in thousands)  June 30,           June 30,          

  2020   2019   $ Change   % Change   2020   2019   $ Change   % Change  
Cost of revenues  $ 4,325  $ 4,562  $ (237)   -5.2% $ 8,136  $ 8,434  $ (298)   (3.5)%
Gross profit   8,943   7,708   1,235   16.0%  17,036   15,961   1,075   6.7%
Gross margin   67%  63%          68%  65%       

 

 
The increase in gross margins in the three and six months ended June 30, 2020 compared with the corresponding prior year periods is primarily the result of

a decrease in platform costs year over year.
 

Operating Expenses
 

   Three Months Ended            Six Months Ended          
(dollars in thousands)  June 30,            June 30,          

  2020   2019   $ Change   % Change    2020   2019   $ Change   % Change  
Sales and marketing  $ 5,460  $ 6,448   (988)   (15.3)%   $ 10,920  $ 12,581  $ (1,661)   (13.2)%
Research and development   3,696   6,351   (2,655)   (41.8)%    7,598   13,289   (5,691)   (42.8)%
General and administrative   11,343   11,645   (302)   (2.6)%    22,886   23,335   (449)   (1.9)%

Total operating expenses  $ 20,499  $ 24,444   (3,945)   (16.1)%   $ 41,404  $ 49,205  $ (7,801)   (15.9)%
 

Sales and Marketing. The decreases in sales and marketing expenses in the three and six months ended June 30, 2020 compared with the corresponding
prior year periods were due primarily to decreases in compensation costs resulting from our focused spending reductions. As a percentage of net revenues, sales
and marketing expenses declined to 41% and 43% in the three and six months ended June 30, 2020, respectively, from 53% and 52% in the corresponding prior
year periods.

Research and Development. The decreases in research and development expenses in the three and six months ended June 30, 2020 compared with the
corresponding prior year periods were due primarily to decreases in compensation costs resulting from our focused spending reductions. These decreases were also
due to the contingent payments made to the former stockholders of Machine Box during the three and six months ended June 30, 2019, of $0.6 million and $1.5
million, respectively, which did not recur in the current year periods, and to a decrease in platform and cognitive processing related costs. As a percentage of net
revenues, research and development expenses declined to 28% and 30% in the three and six months ended June 30, 2020, respectively, from 52% and 54% in the
corresponding prior year periods.

General and Administrative. The decreases in general and administrative expenses in the three and six months ended June 30, 2020 compared with the
corresponding prior year periods were due primarily to a decrease in stock-based compensation expense.

We intend to continue to invest in the development of our AI capabilities and enhancement of our aiWARE SaaS solutions and services, and in our sales and
marketing efforts in order to drive greater awareness of our offerings, gain new customers and grow our business. However, we plan to manage our operating
expenses prudently, particularly in light of the current uncertainties arising from the COVID-19 pandemic. In November 2019, we realigned our business and
functional teams to achieve operational efficiencies, implemented computing cost reductions, and completed enhancements to our aiWARE operating system that
we expect will improve computing efficiency. We believe that these initiatives and our ongoing cost management efforts will support the next phase of our growth
strategy while reducing our expenses and improving our financial performance.
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Other Income (Expense), Net

For both the three and six months ended June 30, 2020, other expense, net was comprised primarily of warrant expense of $0.2 million. For the three and six
months ended June 30, 2019, other income, net was comprised primarily of interest income on investments in money market funds, which totaled $0.2 million and
$0.3 million, respectively.

Liquidity and Capital Resources

Our principal sources of liquidity are our cash and cash equivalents, which totaled $50.1 million as of June 30, 2020 and $44.1 million as of December 31,
2019. The increase in our cash and cash equivalents in the six months ended June 30, 2020 was due primarily to the increase in cash collected from advertising
clients of $9.2 million, $6.5 million in proceeds from common stock offerings and $2.1 million in proceeds from the exercise of stock warrants, which offset our
Non-GAAP net loss of $12.4 million.

Cash Flows

A summary of cash flows from our operating, investing and financing activities is shown in the table below.
 

   Six Months Ended  
(in thousands)  June 30,  

  2020   2019  
Cash used in operating activities  $ (2,777)  $ (16,606)
Cash provided by investing activities   26   7,048 
Cash provided by financing activities   8,767   12,192 
Net increase in cash, cash equivalents and restricted cash  $ 6,016  $ 2,634

 

 
Operating Activities

Our operating activities used cash of $2.8 million in the six months ended June 30, 2020, due primarily to our net loss of $24.5 million, adjusted by
$12.3 million in non-cash expenses, including $8.6 million in stock-based compensation expense, and an increase of $9.2 million of cash received from advertising
clients for future payments to vendors. Our business strategy includes decreasing operational costs while investing in the development of our AI capabilities and
enhancement of our aiWARE SaaS solutions and services to grow our business and future revenues. We gauge the amount of cash utilized in these efforts using the
Non-GAAP net loss metric, as presented below under the heading “Non-GAAP Financial Measure.” Our use of cash as measured by Non-GAAP net loss
decreased to $12.4 million for the six months ended June 30, 2020 from $18.5 million for the six months ended June 30, 2019, due primarily to the initiatives that
we commenced in the fourth quarter of 2019 to decrease our operating costs, including headcount reductions and enhancements to our software architecture, which
have resulted in lower cloud computing costs.

     Our operating activities used cash of $16.6 million in the six months ended June 30, 2019, due primarily to our net loss of $33.0 million, adjusted by
$14.0 million in non-cash expenses, including $11.3 million in stock-based compensation expense.

Investing Activities

Our investing activities consisted of minimal amounts for the sale of equipment and capital expenditures in the six months ended June 30, 2020.

Our investing activities provided cash of $7.0 million in the six months ended June 30, 2019. Net cash provided by investing activities consisted primarily
of proceeds from maturing marketable securities, which were used to fund a portion of the cash used in our operating activities, offset in part by $0.9 million of
cash paid to the former stockholder of Performance Bridge as additional earnout consideration and $0.5 million of cash paid to acquire software.   

Financing Activities

Our financing activities provided cash of $8.8 million in the six months ended June 30, 2020. Net cash provided by financing activities consisted of
$6.5 million in net proceeds received from our sales of common stock, $2.1 million in proceeds received from the exercise of stock warrants and $0.1 million
received from the exercise of stock options and purchases of shares under our ESPP. Proceeds received from loans under the Paycheck Protection Program in April
2020 were repaid in full in May 2020.

Our financing activities provided cash of $12.2 million in the six months ended June 30, 2019. Net cash provided by financing activities consisted of
$11.8 million in net proceeds received from our sales of common stock and $0.4 million received from the exercise of stock options and purchases of shares under
our ESPP.  
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Capital Resources

In June 2018, we entered into an Equity Distribution Agreement with JMP Securities LLC, as sales agent (“JMP Securities”), pursuant to which we may
offer and sell, from time to time, through JMP Securities, shares of our common stock having an aggregate offering price of up to $50.0 million, of which $18.5
million remains available for sale as of the date of this filing. Subject to the terms and conditions of the Equity Distribution Agreement and satisfaction of certain
conditions, JMP Securities will use commercially reasonable efforts, consistent with its normal trading and sales practices, applicable state and federal law, rules
and regulations, and the rules of The Nasdaq Global Market, to sell shares of our common stock from time to time based upon our instructions, including any price,
time or size limits that we specify, in any method deemed to be an “at the market offering” as defined in Rule 415(a)(4) of the Securities Act. We will pay JMP
Securities a commission of 3.0% of the aggregate gross proceeds from each sale of shares.

We are not obligated to sell any shares under the Equity Distribution Agreement. The Equity Distribution Agreement may be terminated by JMP Securities
or us at any time upon notice to the other party, or by JMP Securities at any time in certain circumstances, including the occurrence of a material adverse change in
our business or financial condition that makes it impractical or inadvisable to market our shares or to enforce contracts for the sale of the shares.

As of June 30, 2020, we had no outstanding debt obligations.  

We have no present agreements or commitments with respect to any material acquisitions of businesses or technologies or any other material capital
expenditures.

We have generated significant losses since inception and expect to continue to generate losses for the foreseeable future. Also, we will continue to evaluate
potential acquisitions of, or investment in, companies or technologies that complement our business, and those acquisitions may require the use of cash. However,
we believe that our current cash and cash equivalents balances will be sufficient to fund our operations in the ordinary course of business for at least the next
twelve months from the date of this filing. However, we do not expect that our current cash and cash equivalents will be sufficient to support the development of
our business to the point at which we have positive cash flows from operations. We plan to meet our future needs for additional capital through equity and/or debt
financings, particularly if we use cash to finance any acquisitions or investments in the future. Equity financings may include sales of common stock under the
Equity Distribution Agreement. We currently have no available lines of credit for future borrowings. Future equity or debt financing may not be available on
favorable terms or at all. If we are unable to obtain adequate financing or financing on terms satisfactory to us when required, our ability to continue to support our
business growth, scale our infrastructure, develop product enhancements and respond to business challenges could be significantly impaired. If we are able to
obtain additional financing, it may contain undue restrictions on our operations, in the case of debt financing, or cause substantial dilution for our stockholders, in
the case of equity financing.

Off-Balance Sheet Arrangements

We have not entered into any off-balance sheet arrangements and do not have any holdings in variable interest entities.
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Non-GAAP Financial Measure

We have presented a measure of Non-GAAP net loss in the discussion of our cash flows above. The items excluded from Non-GAAP net loss are detailed in
the reconciliation below. Non-GAAP net loss is not a financial measure calculated and presented in accordance with U.S. generally accepted accounting principles
(“GAAP”) and should not be considered as an alternative to net income (loss), operating income (loss) or any other financial measures so calculated and presented,
nor as an alternative to cash flow from operating activities as a measure of liquidity. Other companies (including our competitors) may define Non-GAAP net loss
differently. We have presented Non-GAAP net loss because management believes it to be an important supplemental measure of performance that is commonly
used by securities analysts, investors and other interested parties in the evaluation of companies in our industry, and believes that it provides a useful comparison of
our current period financial results to our historical and future financial results. Management also uses this information internally for forecasting and budgeting.
This non-GAAP measure may not be indicative of our historical operating results or predictive of our potential future results. Investors should not consider Non-
GAAP net loss in isolation or as a substitute for analysis of our results as reported in accordance with GAAP.
 
   Three Months Ended    Six Months Ended  
(in thousands)  June 30,    June 30,  

  2020   2019    2020   2019  

Reconciliation of Net Loss to Non-GAAP Net Loss:                        
Net loss  $ (11,793)  $ (16,691)  $ (24,477)  $ (32,997)
Provision for income taxes   2   6    5   15 
Depreciation and amortization   1,602   1,586    3,206   2,719 
Stock-based compensation expense   4,131   5,255    8,587   10,058 
Change in fair value of warrant liability   202   37    200   50 
Issuance of warrants   102   —    102   — 
Gain on sale of asset   —   —    (56)   — 
Interest expense   9   —    9   — 
Machine Box contingent payments   —   530    —   1,447 
Machine Box earn-out fair value adjustment   —   70    —   70 
Performance Bridge earn-out fair value adjustment   —   —    —   139 

Non-GAAP Net Loss  $ (5,745)  $ (9,207)  $ (12,424)  $ (18,499)
 
Item 3. Quantitative and Qualitative Disclosures About Market Risk

As a smaller reporting company, we are not required to provide the information required by Item 305 of Regulation S-K.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure
controls and procedures as of the end of the period covered by this Quarterly Report on Form 10-Q. Disclosure controls and procedures (as defined in Rules 13a-
15(e) and 15d-15(e) under the Exchange Act) are designed to ensure that information required to be disclosed by a company in the reports that it files or submits
under the Exchange Act is (i) recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and (ii) 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. Based on the evaluation of our disclosure controls and procedures, our Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures were not effective as of the end of the period covered by this Quarterly Report on Form 10-Q due to the
material weakness that was previously reported in our Annual Report on Form 10-K for the year ended December 31, 2019, related to the accounting for
advertising net revenues. We have initiated certain measures to remediate this material weakness, including fully documenting our processes, training our
personnel and monitoring our controls, related to advertising revenues; however, it had not been remediated as of June 30, 2020. Notwithstanding the foregoing,
our management has concluded that our condensed consolidated financial statements for the periods covered by and included in this Quarterly Report are prepared
in accordance with GAAP and fairly present, in all material respects, our financial position, results of operations and cash flows for each of the periods presented
herein.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the period covered by this Quarterly Report on Form 10-Q, other than
additional measures initiated to continue to remediate the material weakness disclosed above that was identified during the fourth quarter of 2019, that materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Limitations on Effectiveness of Controls and Procedures

Our disclosure controls and procedures and internal control over financial reporting are designed to provide reasonable assurance of achieving the desired
control objectives. Our management recognizes that any control system, no matter how well designed and operated, is based upon certain judgments and
assumptions and cannot provide absolute assurance that its objectives will be met. In addition, the design of disclosure controls and procedures must reflect the fact
that there are resource constraints and that management is required to apply judgment in evaluating the benefits of possible controls and procedures relative to their
costs. Similarly, an evaluation of controls cannot provide absolute assurance that misstatements due to error or fraud will not occur or that all control issues and
instances of fraud, if any, have been detected.

 

26



PART II. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time, we may be involved in litigation relating to claims arising out of our operations in the normal course of business. We currently are not a
party to any legal proceedings, the adverse outcome of which, in management’s opinion, individually or in the aggregate, would have a material adverse effect on
our results of operations, financial position or cash flows. Regardless of the outcome, any litigation could have an adverse impact on us due to defense and
settlement costs, diversion of management resources and other factors.

Item 1A. Risk Factors

Our Annual Report on Form 10-K for the year ended December 31, 2019 and our Quarterly Report on Form 10-Q for the quarter ended March 31, 2020
contain discussions of the most significant risks associated with our business. There have been no material changes to the risks described in such reports.

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

In April 2020, we issued to a consulting firm in consideration for certain services (i) a warrant to purchase up to 50,000 shares of our common stock, which
has an exercise price of $3.01 per share, was fully vested and exercisable upon issuance, and expires on December 31, 2021; and (ii) a warrant to purchase up to
400,000 shares of our common stock, which has an exercise price of $3.01 per share, shall vest and become exercisable in three substantially equal installments of
133,333 shares upon the achievement of specified performance goals and/or a market condition, and expires on December 31, 2023.

No underwriters were involved in such issuance of securities. The securities were issued to an accredited investor in reliance upon the exemption from the
registration requirements of the Securities Act, as set forth in Section 4(a)(2) under the Securities Act, relative to transactions by an issuer not involving any public
offering, to the extent an exemption from such registration was required.

Item 3. Defaults Upon Senior Securities

None

Item 4. Mine Safety Disclosures

Not applicable

Item 5. Other Information

None
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Item 6. Exhibits
 
Exhibit
No.

 
Description of Exhibit

   

10.1
 

Employment Agreement between Chad Steelberg and the Registrant dated June 15, 2020 (incorporated by reference to Exhibit 10.1 to the Current
Report on Form 8-K filed with the Securities and Exchange Commission on June 17, 2020).

   
10.2

 

Employment Agreement between Ryan Steelberg and the Registrant dated June 15, 2020 (incorporated by reference to Exhibit 10.2 to the Current
Report on Form 8-K filed with the Securities and Exchange Commission on June 17, 2020).
 

  31.1  Certification pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Exchange Act.
   

  31.2  Certification pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Exchange Act.
   

  32.1*  Certifications pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Exchange Act and 18 U.S.C. Section 1350.
   

101.INS
 

Inline XBRL Instance Document – the instance document does not appear in the Interactive Data File because its XBRL tags are embedded within the
Inline XBRL document.

   

101.SCH  Inline XBRL Taxonomy Extension Schema Document.
   

101.CAL  Inline XBRL Taxonomy Extension Calculation Linkbase Document.
   

101.DEF  Inline XBRL Taxonomy Extension Definition Linkbase Document.
   

101.LAB  Inline XBRL Taxonomy Extension Label Linkbase Document.
   

101.PRE  Inline XBRL Taxonomy Extension Presentation Linkbase Document.
   

104  The cover page from the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2020, has been formatted in Inline XBRL.
   

* The certifications furnished in Exhibit 32.1 shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or
otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by reference in any filing under the Securities Act of 1933, as
amended, or the Securities Exchange Act of 1934, as amended (including this Quarterly Report on Form 10-Q), unless the Registrant specifically
incorporates the foregoing information into those documents by reference.
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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.
 
    Veritone, Inc.
     
August 10, 2020    By  /s/ Chad Steelberg
      Chad Steelberg
      Chief Executive Officer and Chairman of the Board
      (Principal Executive Officer)
       
August 10, 2020    By  /s/ Peter F. Collins
      Peter F. Collins
      Executive Vice President and Chief Financial Officer
      (Principal Financial and Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
RULE 13a-14(a) OR RULE 15d-14(a) OF THE

SECURITIES EXCHANGE ACT OF 1934

I, Chad Steelberg, certify that:

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

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

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

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

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

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

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

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

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

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

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

 
Date: August 10, 2020 By: /s/ Chad Steelberg
   Chad Steelberg
   Chief Executive Officer and Chairman of the Board
   (Principal Executive Officer)
 



EXHIBIT 31.2

CERTIFICATION PURSUANT TO
RULE 13a-14(a) OR RULE 15d-14(a) OF THE

SECURITIES EXCHANGE ACT OF 1934

I, Peter F. Collins, certify that:

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

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

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

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

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

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

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

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

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

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

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

 
Date: August 10, 2020 By: /s/ Peter F. Collins
   Peter F. Collins
   Executive Vice President and Chief Financial Officer
   (Principal Financial and Accounting Officer)
 



EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO RULE 13a-14(b) OR RULE 15d-14(b) 
OF THE SECURITIES EXCHANGE ACT OF 1934

AND 18 U.S.C. SECTION 1350

Each of the undersigned hereby certifies, pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 and 18 U.S.C. Section 1350,
in his capacity as an officer of Veritone, Inc., that, to his knowledge, the Quarterly Report on Form 10-Q of Veritone, Inc. for the period ended June 30, 2020 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 such report fairly presents,
in all material respects, the financial condition and results of operations of Veritone, Inc.
 
Date: August 10, 2020  By : /s/ Chad Steelberg
    Chad Steelberg
    Chief Executive Officer and Chairman of the Board
    (Principal Executive Officer)
     
Date: August 10, 2020  By : /s/ Peter F. Collins
    Peter F. Collins
    Executive Vice President and Chief Financial Officer
    (Principal Financial and Accounting Officer)
     

A signed original of this written statement required by 18 U.S.C. Section 1350 has been provided to Veritone, Inc. and will be retained by Veritone, Inc.
and furnished to the Securities and Exchange Commission or its staff upon request.


