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PART I. FINANCIAL INFORMATION

ITEM 1. Condensed Consolidated Financial Statements

CORNERSTONE ONDEMAND, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except par values)
(unaudited)

June 30,
2016

December 31,
2015

Assets
Cash and cash equivalents $112,575 $ 107,691
Short-term investments 154,052 136,841
Accounts receivable, net 103,278 104,686
Deferred commissions 33,040 35,910
Prepaid expenses and other current assets 17,887 15,297
Total current assets 420,832 400,425
Capitalized software development costs, net 26,811 23,089
Property and equipment, net 25,506 27,021
Long-term investments 31,145 64,247
Intangible assets, net 11,867 16,713
Goodwill 25,894 25,894
Other assets, net 467 878
Total Assets $542,522 $ 558,267
Liabilities and Stockholders’ Equity
Liabilities:
Accounts payable $16,495 $ 18,954
Accrued expenses 37,310 44,111
Deferred revenue, current portion 226,608 237,679
Capital lease obligations, current portion — 33
Other liabilities 2,147 2,663
Total current liabilities 282,560 303,440
Convertible notes, net 233,814 229,305
Other liabilities, non-current 2,512 3,240
Deferred revenue, net of current portion 9,226 14,460
Total liabilities 528,112 550,445
Commitments and contingencies (Note 9)
Stockholders’ Equity:
Common stock, $0.0001 par value; 1,000,000 shares authorized, 55,693 and 54,704 shares
issued and outstanding at June 30, 2016 and December 31, 2015, respectively 6 5

Additional paid-in capital 434,417 394,089
Accumulated deficit (422,713 ) (386,882 )
Accumulated other comprehensive income 2,700 610
Total stockholders’ equity 14,410 7,822
Total Liabilities and Stockholders’ Equity $542,522 $ 558,267

See accompanying notes to unaudited condensed consolidated financial statements.
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CORNERSTONE ONDEMAND, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
(unaudited)

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Revenue $107,013 $82,563 $206,337 $156,518
Cost of revenue 35,955 27,893 67,605 52,555
Gross profit 71,058 54,670 138,732 103,963
Operating expenses:
Sales and marketing 57,835 51,446 114,536 97,404
Research and development 11,782 9,983 22,797 19,750
General and administrative 16,538 12,260 33,003 23,351
Amortization of certain acquired intangible assets — 150 150 300
Total operating expenses 86,155 73,839 170,486 140,805
Loss from operations (15,097 ) (19,169 ) (31,754 ) (36,842 )
Other income (expense):
Interest income 385 202 731 372
Interest expense (3,217 ) (3,114 ) (6,407 ) (6,205 )
Other, net 482 (801 ) 2,275 (3,191 )
Other income (expense), net (2,350 ) (3,713 ) (3,401 ) (9,024 )
Loss before income tax provision (17,447 ) (22,882 ) (35,155 ) (45,866 )
Income tax provision (141 ) (380 ) (676 ) (658 )
Net loss $(17,588 ) $(23,262) $(35,831 ) $(46,524 )
Net loss per share, basic and diluted $(0.32 ) $(0.43 ) $(0.65 ) $(0.86 )
Weighted average common shares outstanding, basic and diluted 55,278 53,987 55,053 53,886

See accompanying notes to unaudited condensed consolidated financial statements.
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CORNERSTONE ONDEMAND, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)
(unaudited)

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Net loss $(17,588) $(23,262) $(35,831) $(46,524)
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment 1,113 (536 ) 1,623 (235 )
Net change in unrealized gains (losses) on investments 128 (4 ) 467 64
Other comprehensive income (loss), net of tax 1,241 (540 ) 2,090 (171 )
Total comprehensive loss $(16,347) $(23,802) $(33,741) $(46,695)

See accompanying notes to unaudited condensed consolidated financial statements.
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CORNERSTONE ONDEMAND, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

Six Months Ended
June 30,
2016 2015

Cash flows from operating activities:
Net loss $(35,831 ) $(46,524)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 15,451 12,904
Accretion of debt discount and amortization of debt issuance costs 4,509 4,292
Purchased investment premium, net of amortization 562 112
Net foreign currency (gain) loss (1,210 ) 2,198
Stock-based compensation expense 26,004 18,501
Changes in operating assets and liabilities:
Accounts receivable (1,178 ) 3,486
Deferred commissions 1,724 (1,242 )
Prepaid expenses and other assets (2,549 ) (3,572 )
Accounts payable (2,680 ) (1,707 )
Accrued expenses (5,888 ) (508 )
Deferred revenue (9,323 ) (2,210 )
Other liabilities (705 ) (1,062 )
Net cash used in operating activities (11,114 ) (15,332 )
Cash flows from investing activities:
Purchases of investments (61,514 ) (104,039 )
Maturities of investments 77,195 45,806
Capital expenditures (3,361 ) (8,509 )
Capitalized software costs (8,227 ) (6,630 )
Net cash provided by (used in) investing activities 4,093 (73,372 )
Cash flows from financing activities:
Repayment of debt — (216 )
Principal payments under capital lease obligations (33 ) (148 )
Proceeds from employee stock plans 12,476 3,658
Net cash provided by financing activities 12,443 3,294
Effect of exchange rate changes on cash and cash equivalents (538 ) (1,768 )
Net increase (decrease) in cash and cash equivalents 4,884 (87,178 )
Cash and cash equivalents at beginning of period 107,691 166,557
Cash and cash equivalents at end of period $112,575 $79,379
Supplemental cash flow information:
Cash paid for interest $1,898 $14
Cash paid for income taxes 1,096 644
Proceeds from employee stock plans received in advance of stock issuance 202 171
Non-cash investing and financing activities:
Capitalized assets financed by accounts payable and accrued expenses $902 $5,825
Capitalized stock-based compensation 1,885 1,221

See accompanying notes to unaudited condensed consolidated financial statements.
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CORNERSTONE ONDEMAND, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Company Overview
Cornerstone OnDemand, Inc. (“Cornerstone” or the “Company”) was incorporated on May 24, 1999 in the state of
Delaware and began its principal operations in November 1999.
The Company is a leading global provider of talent management solutions delivered as Software-as-a-Service (“SaaS”).
The Company’s Enterprise and Mid-Market solution is a unified cloud-based platform that addresses critical talent
needs throughout the entire employee lifecycle, from recruitment, onboarding, training and collaboration, to
performance management, compensation, succession planning and analytics.
The Company’s solutions are designed to enable organizations to meet the challenges they face in empowering and
maximizing the productivity of their human capital. These challenges include hiring and developing employees
throughout their careers, engaging all employees effectively, improving business execution, cultivating future leaders,
and integrating with an organization’s extended enterprise of clients, vendors and distributors by delivering training,
certification programs and other content. The Company’s management has determined that the Company operates in
one segment as it only reports financial information on an aggregate and consolidated basis to the Company’s chief
executive officer, who is the Company’s chief operating decision maker.
Office Locations
The Company is headquartered in Santa Monica, California and has offices in Amsterdam, Auckland, Bangalore,
Düsseldorf, Hong Kong, London, Madrid, Mumbai, Munich, New Delhi, Paris, San Francisco, São Paulo, Stockholm,
Sunnyvale, Sydney, Tel Aviv, and Tokyo.
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with (i)
United States generally accepted accounting principles (“GAAP”) for interim financial information and (ii) the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, such financial statements do not include all
of the information and footnotes required by GAAP for complete financial statements. In the opinion of management,
the financial statements include all adjustments (consisting of normal recurring adjustments) necessary for the fair
presentation of the interim periods presented. Results for the three and six months ended June 30, 2016 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2016, for any other interim
period or for any other future year.
The condensed consolidated balance sheet at December 31, 2015 has been derived from the audited financial
statements at that date, but does not include all of the disclosures required by GAAP.
The Company’s significant accounting policies are described in “Note 2. Summary of Significant Accounting Policies”
in the Company’s Annual Report on Form 10-K for the year ended December 31, 2015. The Company follows the
same accounting policies for interim reporting. The financial information included in this Quarterly Report on Form
10-Q should be read in conjunction with the Company’s consolidated financial statements and related notes thereto
included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2015.
Recently Adopted Accounting Pronouncement
In April 2015, the Financial Accounting Standards Board (“FASB”) issued a new accounting standards update (“ASU”) to
simplify presentation of debt issuance costs, which requires that debt issuance costs related to a recognized debt
liability be presented in the balance sheet as a direct deduction from the carrying amount of that debt liability,
consistent with debt discounts. The guidance was effective for reporting periods beginning after December 15, 2015
and interim periods within those fiscal years. The Company adopted this accounting guidance as of March 31, 2016
on a retrospective basis. As a result of the adoption, the Company reclassified unamortized debt issuance costs of $2.7
million and $3.3 million as of June 30, 2016 and December 31, 2015, respectively, from Other assets, net and
reflected them as a reduction in Convertible notes, net on the Condensed Consolidated Balance Sheets. The adoption
of this guidance did not have a significant impact on the Company’s results of operations or financial position.
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Recent Accounting Pronouncements
In March 2016, the FASB issued a new accounting standards update to simplify several areas of accounting for
share-based compensation arrangements, including the income tax impact, classification on the statement of cash
flows and forfeitures. The guidance is effective for annual periods beginning after December 15, 2016, and interim
periods within those annual periods. The Company is currently evaluating the effects of the adoption of this ASU on
its financial statements.
In February 2016, the FASB issued a new accounting standards update, which amends a number of aspects of lease
accounting, including requiring lessees to recognize operating leases with a term greater than one year on their balance
sheet as a right-of-use asset and corresponding lease liability, measured at the present value of the lease payments. The
guidance is effective for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years.
The Company is currently evaluating the effects of the adoption of this ASU on its financial statements.
In January 2016, the FASB issued a new accounting standards update that provides guidance for the recognition,
measurement, presentation, and disclosure of financial assets and liabilities. The guidance is effective for fiscal years
beginning after December 15, 2017, and interim periods within those fiscal years. The Company is currently
evaluating the effects of the adoption of this ASU on its financial statements.
In May 2014, the FASB issued a new accounting standards update that provides principles for recognizing revenue for
the transfer of promised goods or services to customers with the consideration to which the entity expects to be
entitled in exchange for those goods or services. In July 2015, the FASB approved a one-year deferral of the effective
date for the new standard. As a result, the guidance will be effective for reporting periods beginning after
December 15, 2017. Early adoption is permitted beginning January 1, 2017. The Company is currently evaluating the
accounting, transition and disclosure requirements of the standard and cannot currently estimate the financial
statement impact of adoption.
2. NET LOSS PER SHARE
The following table presents the Company’s basic and diluted net loss per share (in thousands, except per share
amounts): 

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Net loss $(17,588) $(23,262) $(35,831) $(46,524)
Weighted-average shares of common stock outstanding 55,278 53,987 55,053 53,886
Net loss per share – basic and diluted $(0.32 ) $(0.43 ) $(0.65 ) $(0.86 )
At June 30, 2016 and 2015, the following shares were excluded from the computation of diluted net loss per share
because the effect of these shares would have been anti-dilutive (in thousands):

June 30,
2016 2015

Options to purchase common stock and restricted stock units 10,147 10,153
Shares issuable pursuant to employee stock purchase plan 85 67
Convertible notes 4,682 4,682
Common stock warrants 4,682 4,682
Total shares excluded from net loss per share 19,596 19,584
Under the treasury stock method, the convertible notes and common stock warrants will have a dilutive impact on net
earnings per share when the average stock price for the period exceeds the respective conversion prices and the
Company has net income. The Company also entered into note hedge transactions (“Note Hedges”) in connection with
the convertible notes with respect to its common stock to minimize the impact of potential economic dilution upon
conversion of the convertible notes. The Note Hedges were outstanding as of June 30, 2016. Since the beneficial
impact of the Note Hedges was anti-dilutive, they were excluded from the calculation of diluted net income (loss) per
share. See Note 6 of the Notes to Condensed Consolidated Financial Statements.
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3. INVESTMENTS
Investments in Marketable Securities
The Company’s investments in available-for-sale marketable securities are made pursuant to its investment policy,
which has established guidelines relative to the diversification of the Company’s investments and their maturities, with
the principal objective of capital preservation and maintaining liquidity that is sufficient to meet cash flow
requirements.
 The following is a summary of investments in marketable securities, including cash equivalents, as of June 30, 2016
(in thousands):

June 30, 2016
Amortized
Cost
Basis

Unrealized
Gains

Unrealized
Losses

Fair
Value

Money market funds $75,498 $ — $ — $75,498
Corporate bonds 44,947 35 (7 ) 44,975
Agency bonds 50,029 13 — 50,042
U.S. treasury securities 73,734 122 — 73,856
Commercial paper 14,752 — — 14,752

$258,960 $ 170 $ (7 ) $259,123
The following is a summary of investments in marketable securities, including cash equivalents, as of December 31,
2015 (in thousands):

December 31, 2015
Amortized
Cost
Basis

Unrealized
Gains

Unrealized
Losses

Fair
Value

Money market funds $61,986 $ — $ — $61,986
Corporate bonds 56,205 3 (99 ) 56,109
Agency bonds 85,572 — (111 ) 85,461
U.S. treasury securities 58,004 2 (98 ) 57,908

$261,767 $ 5 $ (308 ) $261,464
As of June 30, 2016, the Company’s investment in corporate bonds, agency bonds, U.S. treasury securities and
commercial paper had a weighted-average maturity date of approximately seven months. Unrealized gains and losses
on investments were not significant, and the Company does not believe the unrealized losses represent
other-than-temporary impairments as of June 30, 2016 and December 31, 2015. No marketable securities held have
been in a continuous unrealized loss position for more than 12 months as of June 30, 2016 and December 31, 2015.
Strategic Investments
The following is a summary of the Company’s strategic investments in equity securities of privately-held companies as
of June 30, 2016 (in thousands):

June
30,
2016

April 2016 investment $112
December 2015 investment 350
July 2015 investment 250
May 2015 investment 500
September 2014 investment 360

$1,572
The Company accounted for each of these investments using the cost method of accounting, as the Company does not
have significant influence or a controlling financial interest over these entities. These investments are subject to
periodic impairment reviews and are considered to be impaired when a decline in fair value is judged to be
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In June 2014, the Company invested $0.5 million in a debt security of a privately-held company. The Company
accounted for this debt security as an available-for-sale security at fair value, which was determined to have no value
as of June 30, 2016.
4. INTANGIBLE ASSETS
The Company has finite-lived intangible assets which are amortized over the estimated useful lives on a straight-line
basis. The following table presents the gross carrying amount and accumulated amortization of finite-lived intangible
assets as of June 30, 2016 and December 31, 2015 (in thousands):

June 30, 2016 December 31, 2015
Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Developed technology $29,984 $ (18,347 ) $11,637 $29,984 $ (13,732 ) $16,252
Customer relationships 2,400 (2,400 ) — 2,400 (2,242 ) 158
Software license rights 1,654 (1,424 ) 230 1,654 (1,351 ) 303
Total $34,038 $ (22,171 ) $11,867 $34,038 $ (17,325 ) $16,713
Total amortization expense from finite-lived intangible assets was $2.2 million and $4.8 million for the three and six
months ended June 30, 2016, respectively, and $2.6 million and $5.3 million for the three and six months ended
June 30, 2015, respectively. Amortization expense of $2.2 million and $4.7 million for the three and six months ended
June 30, 2016, respectively, and $2.5 million and $5.0 million for the three and six months ended June 30, 2015,
respectively, related to developed technology and software license rights was recorded in cost of revenue and the
remainder was recorded in “Amortization of certain acquired intangible assets” in the accompanying Condensed
Consolidated Statements of Operations.
The following table presents the Company’s estimate of remaining amortization expense, which will be recorded in
cost of revenue, for each of the succeeding fiscal years ending December 31 for finite-lived intangible assets that
existed at June 30, 2016 (in thousands):

Remainder of 2016 $4,436
2017 7,431
Total $11,867
The Company evaluates the recoverability of its long-lived assets with finite useful lives, including intangible assets,
for impairment whenever events or changes in circumstances indicate that the carrying amounts may not be
recoverable. Based on the assessment of various factors in connection with the preparation of the Company’s financial
statements for the quarter ended June 30, 2016, the Company does not believe there were any negative qualitative
factors impacting the recoverability of the carrying values. There were no impairment charges related to identifiable
intangible assets in the six months ended June 30, 2016 and the year ended December 31, 2015.
5. FAIR VALUE OF FINANCIAL INSTRUMENTS
Fair value represents the exchange price that would be received for an asset or paid to transfer a liability (an exit price)
in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. Valuation techniques used to measure fair value must maximize the use of
observable inputs and minimize the use of unobservable inputs. Observable inputs are based on market data obtained
from independent sources. The fair value hierarchy is based on the following three levels of inputs, of which the first
two are considered observable and the last one is considered unobservable:

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

•Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, eitherdirectly or indirectly.
•Level 3 – Unobservable inputs.
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Assets and liabilities measured at fair value on a recurring basis included the following as of June 30, 2016 and
December 31, 2015 (in thousands):

June 30, 2016 December 31, 2015
Fair ValueLevel 1 Level 2 Level 3 Fair ValueLevel 1 Level 2 Level 3

Cash equivalents $75,498 $75,498 $— $ —$61,986 $61,986 $— $ —
Corporate bonds 44,975 — 44,975 — 56,109 — 56,109 —
Agency bonds 50,042 — 50,042 — 85,461 — 85,461 —
U.S. treasury securities 73,856 — 73,856 — 57,908 — 57,908 —
Commercial paper 14,752 — 14,752 — — — — —
Strategic investments — — — — 150 — — 150

$259,123 $75,498 $183,625 $ —$261,614 $61,986 $199,478 $ 150
At June 30, 2016 and December 31, 2015, cash equivalents of $75.5 million and $62.0 million, respectively, consisted
of money market funds with original maturity dates of three months or less backed by U.S. Treasury bills.
As of June 30, 2016, corporate bonds, agency bonds, U.S. treasury securities and commercial paper were classified
within Level 2 of the fair value hierarchy. The bonds were valued using information obtained from pricing services,
which obtained quoted market prices from a variety of industry data providers, security master files from large
financial institutions, and other third-party sources. The Company performed supplemental analysis to validate
information obtained from its pricing services. As of June 30, 2016, no adjustments were made to such pricing
information.
Strategic Investments
The Company’s investments in privately-held companies are shown in the accompanying Condensed Consolidated
Balance Sheets in Long-term investments and accompanying Condensed Consolidated Statements of Cash Flows in
Purchases of investments. The strategic investments classified as debt securities are considered Level 3 in the fair
value hierarchy as they have been valued using significant unobservable inputs or data from various valuation
approaches and is measured each reporting period at fair value.
The following table presents a reconciliation of the investment in debt securities measured at fair value using
significant unobservable inputs (Level 3) as of June 30, 2016 (in thousands):
Balance as of December 31, 2015 $150
Change in value (150 )
Balance as of June 30, 2016 $—
Senior Convertible Notes
The Company’s senior convertible notes are shown in the accompanying Condensed Consolidated Balance Sheets at
their original issuance value, net of unamortized discount and debt issuance costs, and are not re-measured to fair
value each period. The approximate fair value of the Company’s convertible notes as of June 30, 2016 was $259.8
million. The fair value of the convertible notes was estimated on the basis of quoted market prices, which, due to
limited trading activity, are considered Level 2 in the fair value hierarchy.

6. DEBT
Senior Convertible Notes
In 2013, the Company issued senior convertible notes (the “Notes”) raising gross proceeds of $253.0 million.
The Notes are governed by an Indenture, dated June 17, 2013 (the “Indenture”), between the Company and U.S. Bank
National Association, as trustee. The Notes mature on July 1, 2018, unless earlier repurchased or converted, and bear
interest at a rate of 1.50% per year payable semi-annually in arrears on January 1 and July 1 of each year,
commencing January 1, 2014.
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The Notes are convertible at an initial conversion rate of 18.5046 shares of the Company’s common stock
per $1,000 principal amount of the Notes, which represents an initial conversion price of approximately $54.04 per
share, subject to adjustment for anti-dilutive issuances, voluntary increases in the conversion rate and make-whole
adjustments upon a fundamental change. A fundamental change includes a change in control, delisting of the
Company’s common stock and a liquidation of the Company. Upon conversion, the Company will deliver cash for the
principal amount, and the Company has the right to settle any amounts in excess of the principal in cash or shares.
Prior to April 1, 2018, the Notes are only convertible upon satisfaction of certain conditions as follows:

•

during any calendar quarter after September 30, 2013, if the last reported sale price of common stock for at least
20 trading days (whether or not consecutive) during a period of 30 consecutive trading days ending on the last trading
day of the immediately preceding calendar quarter is greater than or equal to 130% of the conversion price on each
applicable trading day;

•

during the five business day period after any five consecutive trading day period in which the trading price
per $1,000 principal amount of the Notes for each trading day of that five consecutive trading day period was less
than 98% of the product of the last reported sale price of common stock and the conversion rate on each such trading
day; or
•upon the occurrence of specified corporate events as defined in the Indenture.

Holders of the Notes may convert their Notes at any time on or after April 1, 2018, until the close of business on the
second scheduled trading day immediately preceding the maturity date.
The holders of the Notes may require the Company to repurchase all or a portion of their Notes at a cash repurchase
price equal to 100% of the principal amount of the Notes being repurchased, plus accrued and unpaid interest, upon a
fundamental change and events of default, including non-payment of interest or principal and other obligations under
the Indenture.
In accounting for the Notes at issuance, the Company separated the Notes into debt and equity components pursuant to
the accounting standards for convertible debt instruments that may be fully or partially settled in cash upon
conversion. The fair value of the debt component was estimated using an interest rate for nonconvertible debt, with
terms similar to the Notes, excluding the conversion feature. The carrying amount of the liability component was
calculated by measuring the fair value of a similar liability that does not have an associated convertible feature. The
excess of the principal amount of the Notes over the fair value of the debt component was recorded as a debt discount
and a corresponding increase in additional paid-in capital. The debt discount is accreted to interest expense over the
term of the Notes using the interest method. The amount recorded to additional paid-in capital is not to be remeasured
as long as it continues to meet the conditions for equity classification. Upon issuance of the $253.0 million of Notes,
the Company recorded $214.3 million to debt and $38.7 million to additional paid-in capital for the debt discount.
The Company incurred transaction costs of approximately $7.3 million related to the issuance of the Notes. In
accounting for these costs, the Company allocated the costs to the debt and equity components in proportion to the
allocation of proceeds from the issuance of the Notes to such components. Transaction costs allocated to the debt
component of $6.2 million are deferred and amortized to interest expense over the term of the Notes. The transaction
costs allocated to the equity component of $1.1 million were recorded to additional paid-in capital.
The net carrying amount of the liability component of the Notes as of June 30, 2016 consists of the following (in
thousands):
Principal amount $253,000
Unamortized debt discount (16,532 )
Net carrying amount before unamortized debt issuance costs 236,468
Unamortized debt issuance costs (2,654 )
Net carrying amount $233,814
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The effective interest rate of the liability component of the Notes is 5.4%. This interest rate was based on the interest
rates of similar liabilities at the time of issuance that did not have associated convertible features.
The following table presents the interest expense recognized related to the Notes for the three and six months
ended June 30, 2016 and 2015 (in thousands):

Three Months
Ended

Six Months
Ended

June 30, June 30,
2016 2015 2016 2015

Contractual interest expense at 1.5% per annum $949 $949 $1,898 $1,898
Amortization of debt issuance costs 314 299 624 594
Accretion of debt discount 1,954 1,860 3,885 3,698
Total $3,217 $3,108 $6,407 $6,190
The net proceeds from the Notes were approximately $246.0 million after payment of the initial purchasers’ offering
expenses. The Company used approximately $49.5 million of the net proceeds of the Notes offering to pay the cost of
the Note Hedges described below, which was partially offset by $23.2 million of the proceeds from the Company’s
sale of the Warrants also described below.
Note Hedges
Concurrent with the issuance of the Notes, the Company entered into note hedges (the “Note Hedges”) with certain bank
counterparties, with respect to its common stock. The Company paid $49.5 million for the Note Hedges. The Note
Hedges cover approximately 4.7 million shares of the Company’s common stock at a strike price of $54.04 per share,
and are exercisable by the Company upon conversion of the Notes. The Note Hedges will expire upon the maturity of
the Notes. The Note Hedges are intended to reduce the potential economic dilution upon conversion of the Notes in
the event that the fair value per share of the Company’s common stock at the time of exercise is greater than the
conversion price of the Notes.
Warrants
Separately and concurrently with the entry by the Company into the Note Hedges, the Company entered into warrant
transactions, whereby it sold warrants to the same bank counterparties as the Note Hedges to acquire up to 4.7
million shares of the Company’s common stock at a strike price of $80.06 per share (the “Warrants”), subject to
anti-dilution adjustments. The Company received proceeds of $23.2 million from the sale of the Warrants. The
Warrants expire at various dates during 2018 and 2019. If the fair value per share of the Company’s common stock
exceeds the strike price of the Warrants, the Warrants will reduce diluted earnings per share to the extent that the
calculation does not have an anti-dilutive effect.
The amounts paid and received for the Note Hedges and the Warrants have been recorded in additional paid-in capital.
The fair value of the Note Hedges and the Warrants are not remeasured through earnings each reporting period.
7. STOCK-BASED AWARDS
Stock Options
The following table summarizes the Company’s stock option activity for the six months ended June 30, 2016 (in
thousands, except per share and term information):

Shares

Weighted-
Average
Exercise
Price

Weighted-
Average
Remaining
Contractual
Term

Aggregate
Intrinsic
Value

Outstanding, December 31, 2015 7,264 $ 30.75 7.1 $ 63,328
Granted 101 38.67
Exercised (633 ) 16.40
Forfeited (166 ) 43.25
Outstanding, June 30, 2016 6,566 $ 31.93 6.7 $ 64,153
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Shares

Weighted-
Average
Exercise
Price

Weighted-
Average
Remaining
Contractual
Term

Aggregate
Intrinsic
Value

Exercisable at June 30, 2016 4,727 $ 28.21 6.2 $ 61,485
Vested and expected to vest at June 30, 2016 6,502 31.84 6.7 64,042
Unrecognized compensation expense relating to stock options was $31.9 million at June 30, 2016, which is expected
to be recognized over a weighted-average period of 1.8 years. The aggregate grant date fair value of stock options
granted during the six months ended June 30, 2016 was $1.8 million.

Restricted Stock Units
The Company granted restricted stock units covering 0.7 million shares of its common stock during the six months
ended June 30, 2016. At June 30, 2016, there were 2.7 million shares of the Company’s common stock issuable upon
the vesting of outstanding restricted stock units. Unrecognized compensation expense related to shares of the
Company’s common stock subject to unvested restricted stock units was $73.5 million at June 30, 2016, which is
expected to be recognized as expense over the weighted-average period of 2.9 years.
Performance-Based Restricted Stock Units
In July 2014, the Compensation Committee of the Company’s Board of Directors (the “Compensation Committee”)
approved the issuance of performance-based restricted stock units to an executive officer of the Company. The
number of shares of the Company’s common stock issuable upon the vesting of this performance-based restricted stock
award is based upon (a) the performance of the Company’s stock price relative to a certain independent market index
and (b) the recipient continuing to provide service through the end of the three year term of the award. Achievement
of the maximum performance level would result in the issuance of 60,900 shares. The Company used a Monte Carlo
simulation to estimate the fair value of this award which factors in the probability of the award vesting. The grant date
fair value of the award was $1.8 million, which will be recognized ratably over the three year term of the award.
In December 2014, the Compensation Committee approved the issuance of performance-based restricted stock units to
certain executives of the Company. The number of shares of the Company’s common stock issuable upon the vesting
of these performance-based restricted stock unit awards is based upon (a) the performance of the Company’s stock
price relative to a certain independent market index, (b) the achievement of the Company’s revenue guidance for each
of fiscal year 2015 and 2016 and (c) the recipient continuing to provide services to the Company through the end of
the three year term of the award. The Company finalizes its revenue guidance in February of each year, thus a grant
date was established in February of 2015 and February of 2016 for each of the two tranches of the award related to
that year’s revenue guidance. Each tranche is treated as a separate grant and recognized from the date the revenue
guidance is determined over the remaining portion of the original three year term of the award. Achievement of the
maximum performance level would result in the issuance of an aggregate of 1,070,000 shares.
The Company used a Monte Carlo simulation to estimate the fair value each tranche of the awards for which a grant
date has been established. The valuation factors in the probability of achieving the performance of the Company’s
stock price relative to the market index. The aggregate grant date fair value of the first half of the above awards was
$9.9 million, which was subsequently decreased to $5.0 million based on the Company’s performance in relation to the
revenue guidance for fiscal year 2015. The decrease in value was a result of the maximum level of shares decreasing
from an aggregate of 1,070,000 shares to an aggregate of 802,500 shares, representing a decrease from 535,000 shares
to 267,500 shares for the first half of the awards and the maximum level achievable of 535,000 shares remaining for
the second half of the awards. During the six months ended June 30, 2016, the Company determined that the
aggregate grant date fair value of the second half of the awards was $3.6 million, which will be evaluated each
reporting period to determine the Company’s performance in relation to the revenue guidance for fiscal year 2016.
Additionally, during the six months ended June 30, 2016, an aggregate of 30,000 shares were forfeited as a result of
the retirement of an executive officer of the Company.
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The Company recognized compensation expense related to these performance-based awards of $0.6 million and $1.5
million for the three and six months ended June 30, 2016, respectively. Unrecognized compensation expense related to
unvested performance-based restricted stock units was $4.6 million at June 30, 2016, based on the probable
performance target at that date, which is expected to be recognized as expense over the weighted-average period of 1.4
years.
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Employee Stock Purchase Plan
Under the Company’s 2010 Employee Stock Purchase Plan (“ESPP”), eligible employees are granted the right to
purchase shares at the lower of 85% of the fair market value of the stock at the time of grant or 85% of the fair market
value at the time of exercise. The right to purchase shares is granted twice yearly for six month offering periods in
June and December and exercisable on or about the succeeding December and June, respectively, on each year.
Stock-Based Compensation
Stock-based compensation expense related to stock options, restricted stock units, the ESPP and performance-based
restricted stock units is included in the following line items in the accompanying Condensed Consolidated Statement
of Operations for the three and six months ended June 30, 2016 and 2015 (in thousands): 

Three Months
Ended

Six Months
Ended

June 30, June 30,
2016 2015 2016 2015

Cost of revenue $1,170 $845 $2,262 $1,663
Sales and marketing expense 6,266 5,500 12,445 10,197
Research and development expense 1,846 1,344 3,633 2,512
General and administrative expense 3,726 2,095 7,664 4,129
Total $13,008 $9,784 $26,004 $18,501

8. INCOME TAXES
The Company’s income tax provision was approximately $0.1 million and $0.7 million with an effective income tax
rate of (0.8)% and (1.9)% for the three and six months ended June 30, 2016, respectively. The Company’s effective tax
rate differs from the statutory rate primarily due to the change in the valuation allowance on the Company’s deferred
tax assets and foreign income taxes.
The income tax provision is related to foreign and certain state income taxes. Given the Company’s historical losses, it
has not recorded a provision, except for state minimum taxes and withholding taxes, for United States, United
Kingdom, New Zealand, Hong Kong and Brazil income taxes as the Company has recorded a full valuation allowance
against the net deferred tax assets for each of these countries and does not anticipate recording an income tax benefit
related to these deferred tax assets. The Company will reassess the realization of deferred tax assets each reporting
period and will be able to reduce the valuation allowance to the extent that the financial results of these operations
improve and it becomes more likely than not that the deferred tax assets are realizable.
The Company is subject to U.S. federal income tax, state income tax and various foreign income taxes. The Company
is subject to examination for the 2012 through 2015 tax years for its U.S. federal income tax returns. State income tax
returns are subject to examination for the 2011 through 2015 tax years. The Company is subject to examination by
various foreign jurisdictions for years after 2007. The Company does not reasonably expect significant changes to its
uncertain tax positions within the next twelve months.
9. COMMITMENTS AND CONTINGENCIES
Guarantees and Indemnifications
The Company has made guarantees and indemnities under which it may be required to make payments to a guaranteed
or indemnified party in relation to certain transactions, including revenue transactions in the ordinary course of
business. The Company is obligated to indemnify its directors and officers to the maximum extent permitted under the
laws of the State of Delaware. However, the Company has a directors and officers insurance policy that may reduce its
exposure in certain circumstances and may enable it to recover a portion of future amounts that may be payable, if
any. The duration of the guarantees and indemnities varies and, in many cases, is indefinite but subject to statutes of
limitations. To date, the Company has made no payments related to these guarantees and indemnities. The Company
estimates the fair value of its indemnification obligations as insignificant based on this history and the Company’s
insurance coverage and therefore has not recorded any liability for these guarantees and indemnities in the
accompanying condensed consolidated balance sheets.
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Lease Commitments
During the six months ended June 30, 2016, the Company entered into various operating lease agreements with
obligations of approximately $0.4 million for 2016 and $0.5 million for 2017.
Other Commitments
In February 2016, the Company amended an agreement with one of its third-party service providers, whereby the
Company committed to provide certain dollar amounts of professional service projects related to implementation and
other services for clients of the Company. The amendment increased the contractual commitment amount by $0.5
million in each of 2016 and 2017.
Litigation
The Company is subject to various legal proceedings and claims that arise in the ordinary course of business. If the
Company determines that it is probable that a loss has been incurred and the amount is reasonably estimable, the
Company will record a liability. The Company has determined that it does not have a potential liability related to any
legal proceedings or claims that would individually or in the aggregate materially adversely affect its financial
condition or operating results.
10. RELATED PARTY TRANSACTIONS
         In 2010, the Cornerstone OnDemand Foundation (the “Foundation”), was formed to empower communities in the
United States and internationally by increasing the impact of the non-profit sector through the utilization of talent
management technology including the Company’s Enterprise and Mid-Market solution. The Company’s Chief
Executive Officer is on the Board of Directors of the Foundation. The Company does not direct the Foundation’s
activities, and accordingly, the Company does not consolidate the Foundation’s statement of activities with its financial
results. During the three months ended June 30, 2016 and 2015, the Company provided at no charge certain resources
to the Foundation, with approximate values of $0.8 million and $0.7 million, respectively, and for the six months
ended June 30, 2016 and 2015 values of $1.7 million and $1.3 million, respectively.
During June 2010, an executive officer of an accounting software company joined the Company’s Board of Directors.
During the three months ended June 30, 2016 and 2015, the Company recorded $0.2 million and $0.1 million,
respectively, and for the six months ended June 30, 2016 and 2015 recorded $0.4 million and $0.3 million,
respectively, in expenses related to the use of the accounting software from the company whose executive officer
served on the Company’s Board of Directors during those years.
11. SUBSEQUENT EVENTS
The Compensation Committee granted performance-based restricted stock units during July 2016. Achievement of the
probable target level would result in the issuance of 166,600 shares of the Company’s common stock upon the vesting
of the restricted stock units and achievement of the maximum target would result in the issuance of 499,800 shares of
the Company’s common stock upon the vesting of the restricted stock units. The performance-based restricted stock
units will vest fully at the end of three years.
During July and August 2016, the Compensation Committee also granted restricted stock units covering an aggregate
of 821,480 shares of the Company’s common stock which generally vest annually over four years.
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ITEM 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements are any
statements that look to future events and consist of, among other things, statements regarding our business strategies;
anticipated future operating results and operating expenses; our ability to attract new clients to enter into subscriptions
for our solutions; our ability to service those clients effectively and induce them to renew and upgrade their
deployments of our solutions; our ability to expand our sales organization to address effectively the new industries,
geographies and types of organizations we intend to target; our ability to accurately forecast revenue and appropriately
plan our expenses; market acceptance of enhancements to our solutions; alternate ways of addressing learning and
talent management needs or new technologies generally by us and our competitors; continued acceptance of SaaS as
an effective method for delivering learning and talent management solutions and other business management
applications; the attraction and retention of qualified employees and key personnel; our ability to protect and defend
our intellectual property; costs associated with defending intellectual property infringement and other claims; events
in the markets for our solutions and alternatives to our solutions, as well as in the United States and global markets
generally; future regulatory, judicial and legislative changes in our industry; and changes in the competitive
environment in our industry and the markets in which we operate. In addition, forward-looking statements also consist
of statements involving trend analyses and statements including such words as “may,” “believe,” “could,” “anticipate,” “would,”
“might,” “plan,” “expect,” and similar expressions or the negative of such terms or other comparable terminology. These
forward-looking statements speak only as of the date of this Quarterly Report on Form 10-Q and are subject to
business and economic risks. As such, our actual results could differ materially from those set forth in the
forward-looking statements as a result of the factors set forth below in Part II, Item 1A, “Risk Factors,” and in our other
reports filed with the Securities and Exchange Commission. We assume no obligation to update the forward-looking
statements to reflect events that occur or circumstances that exist after the date on which they were made.
The following discussion should be read in conjunction with our unaudited condensed consolidated financial
statements and notes thereto appearing elsewhere in this Quarterly Report on Form 10-Q.
Overview
Cornerstone OnDemand is one of the world’s largest cloud computing companies with 2,730 clients across
approximately 26.3 million users in 191 countries and 42 different languages. We help organizations around the globe
recruit, retain and develop their employees using talent management solutions delivered as Software-as-a-Service, or
SaaS. Our talent management suite enables organizations to manage the entire employee lifecycle, with a focus on
continuous learning and development, to empower employees to realize their potential and drive success within their
organization.
We work with clients across all geographies, verticals and market segments to address critical talent needs throughout
the entire employee lifecycle. Our Recruiting, Learning and Performance modules help with sourcing, recruiting, and
onboarding new hires; managing training and development requirements; connecting employees with other
individuals in the organization; goal setting and performance reviews; as well as linking compensation to
performance; identifying development plans based on performance gaps; and then utilizing all of that data for mobility
within the organization. Recently, we strengthened these product offerings with a full Analytics suite that enables our
clients to make smarter, more strategic, and more informed decisions around their talent.
Within the Learning module, we also offer Extended Enterprise and Cornerstone for Salesforce to Enterprise and
Mid-Market clients. Extended Enterprise allows clients to train and develop their extended ecosystem of vendors,
distributors, and customers with certification programs, trainings and other content. Cornerstone for Salesforce is a
cloud-based learning solution developed natively on the Salesforce.com platform that allows organizations to
seamlessly access sales enablement and just-in-time training embedded within Salesforce.
In addition to our talent management suite for clients upmarket, we also offer Cornerstone Growth Edition, which is a
cloud-based talent management solution with learning and performance product offerings targeted to organizations
with 250 or fewer employees. We currently do not include the number of clients and users of our Cornerstone for
Salesforce and Cornerstone Growth Edition solutions in our client and user count metrics as we believe the client and
user count metrics for our Enterprise and Mid-Market solution give a better indication of our overall performance.
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We also provide consulting services in implementation of our solutions through configuration, system integration,
business process re-engineering, change management and training services. After the initial purchase of our solution,
we continue to market and sell to our existing clients, who may renew their subscriptions, add additional products,
broaden the deployment of the solution across their organizations and increase usage of the solution over time.
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We generate most of our revenue from the sale of our solutions pursuant to multi-year client agreements. Client
agreements for our Enterprise and Mid-Market solution typically have terms of three years. Our sales processes are
typically competitive, and sales cycles generally vary in duration from two to nine months depending on the size of
the potential client. We generally price our Enterprise and Mid-Market solution based on the number of products
purchased and the permitted number of users with access to each product.
We sell our solutions through our direct sales teams and, to a lesser extent, indirectly through our distributors. We
intend to continue to invest in our direct sales and distribution activities to address our market opportunity.
We generally recognize revenue from subscriptions ratably over the term of the client agreement and revenue from
consulting services as the services are performed. In certain instances, our clients request enhancements to the
underlying features and functionality of our Enterprise and Mid-Market solution, and in these instances, revenue from
subscriptions is recognized over the remaining term of the agreement once the additional features are delivered to the
client. We generally invoice our clients upfront for a portion of the annual subscription fees for multi-year
subscriptions and upfront for consulting services. For amounts not invoiced in advance for multi-year subscriptions or
consulting services, we invoice under various terms over the subscription and service periods. We record amounts
invoiced for annual subscription periods that have not occurred or services that have not been performed as deferred
revenue on our balance sheet. With the growth in the number of clients, our revenue grew to $107.0 million and
$206.3 million for the three and six months ended June 30, 2016, respectively, from $82.6 million and $156.5 million
for the three and six months ended June 30, 2015, respectively.
We have historically experienced seasonality in terms of when we enter into client agreements. We usually sign a
significantly higher percentage of agreements with new clients, as well as renewal agreements with existing clients, in
the fourth quarter of each year. In addition, within a given quarter, we typically sign a large portion of these
agreements during the last month, and often the last two weeks of that quarter. We believe this seasonality is driven by
several factors, most notably the tendency of procurement departments at our enterprise clients to purchase technology
at the end of a quarter or calendar year, possibly in order to use up their available quarterly or annual funding
allocations, or to be able to deploy new talent management capabilities prior to the beginning of a new financial or
performance period. As the terms of most of our client agreements are measured in full year increments, agreements
initially entered into the fourth quarter or last month of any quarter will generally come up for renewal at that same
time in subsequent years. This seasonality is reflected to a much lesser extent, and sometimes is not immediately
apparent, in our revenue, due to the fact that we recognize subscription revenue over the term of the client agreement,
which is generally three years. In addition, this seasonality is reflected in changes in our deferred revenue balance,
which generally is impacted by the timing of when we enter into agreements with new clients, invoice new clients,
invoice existing clients for annual subscription periods and recognize revenue. We expect this seasonality to continue,
which may cause fluctuations in certain of our operating results and financial metrics, and thus limit our ability to
predict future results.
We believe the market for talent management remains large and underpenetrated, providing us with significant growth
opportunities. We expect businesses and other organizations to continue to increase their spending on talent
management solutions in order to maximize the productivity of their employees, manage changing workforce
demographics and ensure compliance with global regulatory requirements. Historically, many of these software
solutions have been human resource applications running on hardware located on organizations’ premises. We have
seen many of these organizations increasingly choose SaaS for their talent management solutions and we anticipate
that trend will continue.
We have focused on growing our business to pursue what we believe is a significant market opportunity, and we plan
to continue to invest in building for growth. As a result, we expect our cost of revenue and operating expenses to
increase in future periods. Sales and marketing expenses are expected to increase, as we continue to expand our direct
sales teams, increase our marketing activities, and grow our international operations. Research and development
expenses are expected to increase as we continue to improve the existing functionality for our solutions. We also
believe that we must invest in maintaining a high degree of client service and support that is critical for our continued
success. We plan to continue our policy of implementing best practices across our organization, expanding our
technical operations and investing in our network infrastructure and service capabilities in order to support continued
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future growth. We also expect to incur additional general and administrative expenses as a result of our growth.
Our quarterly operating results have fluctuated in the past and may continue to fluctuate in the future based on a
number of factors, many of which are beyond our control. In addition to those described in the “Risk Factors” section of
this Quarterly Report on Form 10-Q, such factors include:
•our ability to attract new clients;
•the timing and rate at which we enter into agreements for our solutions with new clients;
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•the timing and duration of our client implementations, which is often outside of our direct control, and our ability toprovide resources for client implementations and consulting projects;
•the extent to which our existing clients renew their subscriptions for our solutions and the timing of those renewals;
•the extent to which our existing clients purchase additional products or add incremental users;

•the extent to which our clients request enhancements to underlying features and functionality of our solutions and thetiming for us to deliver the enhancements to our clients;
•changes in the mix of our sales between new and existing clients;
•changes in the mix of our sales between subscription and professional consulting services;
•changes to the proportion of our client base that is comprised of enterprise or mid-sized organizations;
•seasonal factors affecting the demand for our solutions;

•our ability to manage growth, including in terms of new clients, additional users, additional headcount and newgeographies;
•our ability to expand our enterprise and mid-market sales teams;
•our ability to maintain stable and consistent quota attainment rates;
•our ability to exploit Big Data to drive increased demand for our products;
•continued strong demand for talent management in the United States and internationally;

•fluctuations in currency exchange rates and changes in the proportion of our revenue and expenses denominated inforeign currencies;
•the timing and success of solutions offered by our competitors;
•changes in our pricing policies and those of our competitors;
•our ability to successfully integrate our operations with those of recently acquired privately-held companies; and

• general economic and market conditions including fluctuations in foreign exchange
rates.

One or more of these factors may cause our operating results to vary widely. As such, we believe that our quarterly
results of operations may vary significantly in the future and that period-to-period comparisons of our operating
results may not be meaningful and should not be relied upon as an indication of future performance.
Metrics
We regularly review a number of metrics, including the following key metrics, to evaluate our business, measure our
performance, identify trends affecting our business, formulate financial projections and make strategic decisions.

•
Revenue. We generally recognize subscription revenue over the contract period, and as a result of our revenue
recognition policy and the seasonality of when we enter into new client agreements, revenue from client agreements
signed in the current period may not be fully reflected in the current period.

•

Billings. Under our revenue recognition policy, we generally recognize subscription revenue from our client
agreements ratably over the terms of those agreements. For this reason, the major portion of our revenue for a period
will be from client agreements signed in prior periods rather than from new business activity during the current
period. In order to assess our business performance with a metric that more fully reflects current period business
activity, we track billings (formerly referred to as “bookings”), which is a non-GAAP financial measure we define as the
sum of revenue and the change in the deferred revenue balance for the period. We include changes in the deferred
revenue balance to calculate billings so it better reflects new business activity in the period as evidenced by
prepayments or billings under our billing policies arising from acquisition of new clients, sales of additional products
to existing clients, the addition of incremental users by existing clients and client renewals. Billings are affected by
our billing terms, and any changes in those billing terms may shift billings between periods. Due to the seasonality of
our sales, billings growth is inconsistent from quarter to quarter throughout a calendar year. Additionally, billings
growth can be impacted by fluctuations in foreign exchange rates. For a reconciliation of billings to revenue, please
see “Results of Operations – Revenue and Metrics.”

•

Number of Clients. We believe that our ability to expand our client base is an indicator of our market penetration and
the growth of our business as we continue to invest in our direct sales teams and distributors. Our client count
includes contracted clients for our Enterprise and Mid-Market solution as of the end of the period and excludes clients
of our Cornerstone for Salesforce and Cornerstone Growth Edition solutions.
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•

Number of Users. Since our clients generally pay fees based on the number of users of our solutions within their
organizations, we believe the total number of users is an indicator of the growth of our business. Our user count
includes active users for our Enterprise and Mid-Market solution and excludes users of our Cornerstone for Salesforce
and Cornerstone Growth Edition solutions.
Key Components of Our Results of Operations
Sources of Revenue and Revenue Recognition
Our solutions are designed to enable organizations to meet the challenges they face in maximizing the productivity of
their human capital. We generate revenue from the following sources:

•

Subscriptions to Our Solutions. Clients pay subscription fees for access to our solutions and support for a specified
period of time, typically three years for our Enterprise and Mid-Market solution. Fees are based on a number of
factors, including the number of products purchased, which may include e-learning content, and the number of users
having access to a solution. We generally recognize revenue from subscriptions ratably over the term of the
agreements.

•

Professional Consulting Services and Other. We offer our clients assistance in implementing our solutions and
optimizing their use. Consulting services include application configuration, system integration, business process
re-engineering, change management and training services. Services are billed either on a time-and-material or a
fixed-fee basis. These services are generally purchased as part of a subscription arrangement and are typically
performed within the first several months of the arrangement. Clients may also purchase consulting services at any
other time. We generally recognize revenue from fixed fee consulting services using the proportional performance
method over the period the services are performed and as time is incurred for time-and-material arrangements.
Our client agreements generally include both a subscription to access our solutions and related professional consulting
services. Our agreements generally do not contain any cancellation or refund provisions other than in the event of our
default.
Cost of Revenue
Cost of revenue consists primarily of costs related to hosting our solutions; personnel and related expenses, including
stock-based compensation, for network infrastructure, IT support, consulting services and on-going client support;
payments to external service providers contracted to perform implementation services; depreciation of data centers;
amortization of capitalized software costs; amortization of developed technology and software license rights; content
and licensing fees; and referral fees. In addition, we allocate a portion of overhead, such as rent, IT costs, depreciation
and amortization and employee benefits costs, to cost of revenue based on headcount. The costs associated with
providing consulting services are significantly higher as a percentage of revenue than the costs associated with
providing access to our solutions due to the labor costs to provide the consulting services.
Operating Expenses
Our operating expenses are as follows:

•

Sales and Marketing. Sales and marketing expenses consist primarily of personnel and related expenses for our sales
and marketing staff, including salaries, benefits, bonuses, stock-based compensation and commissions; costs of
marketing and promotional events, corporate communications, online marketing, product marketing and other
brand-building activities; and allocated overhead.
We intend to continue to invest in sales and marketing strategically to expand our business both domestically and
internationally. We expect sales and marketing expenses as a percentage of revenue to decrease.

•

Research and Development. Research and development expenses consist primarily of personnel and related expenses
for our research and development staff, including salaries, benefits, bonuses and stock-based compensation; the cost
of certain third-party service providers; and allocated overhead. Research and development costs, other than software
development costs qualifying for capitalization, are expensed as incurred.
We have focused our research and development efforts on continuously improving our solutions. We believe that our
research and development activities are efficient because we benefit from maintaining a single software code base for
each of our solutions. We expect research and development expenses to increase in absolute dollars in the future, as
we scale our research and development department and expand our network infrastructure.
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•

General and Administrative. General and administrative expenses consist primarily of personnel and related expenses
for administrative, legal, finance and human resource staff, including salaries, benefits, bonuses and stock-based
compensation; professional fees; insurance premiums; other corporate expenses; and allocated overhead. We expect
our general and administrative expenses to increase in absolute dollars as we continue to expand our operations.

•Amortization of Certain Acquired Intangible Assets. Amortization of certain acquired intangible assets consists ofamortization of acquisition-related intangibles for customer relationships.
Other Income (Expense)

•

Interest Income. Interest income consists primarily of interest income from investment securities partially offset by
amortization of investment premiums. We expect interest income to vary depending on the level of our investments in
marketable securities, which include corporate bonds, agency bonds, U.S. treasury securities and commercial paper in
the three and six months ended June 30, 2016.

•Interest Expense. Interest expense consists primarily of interest expense from our convertible debt, accretion of debtdiscount and amortization of debt issuance costs.

•

Other, Net. Other, net consists of income and expense associated with fluctuations in foreign currency exchange rates,
fair value adjustments to strategic investments and other non-operating expenses. We expect other income (expense)
to vary depending on the movement in foreign currency exchange rates and the related impact on our foreign
exchange gain (loss).
Income Tax Provision
The income tax provision is related to foreign and certain state income taxes. Given our historical losses, we have not
recorded a provision, except for state minimum taxes and withholding taxes, for United States, United Kingdom, New
Zealand, Hong Kong and Brazil income taxes as we have recorded a full valuation allowance against the net deferred
tax assets for each of these countries. Other foreign subsidiaries and branches provide intercompany services and are
compensated on a cost-plus basis, and therefore, have incurred liabilities for foreign income taxes in their respective
jurisdictions.
Critical Accounting Policies and Estimates
Information with respect to our critical accounting policies that we believe have the most significant effect on our
reported results and require subjective or complex judgments of management are contained in “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” of our Annual Report on Form 10-K filed
with the Securities and Exchange Commission, or SEC, on February 27, 2016.
As of June 30, 2016, there have been no material changes to our critical accounting policies since December 31, 2015.
Recent Accounting Pronouncements
For information regarding recent accounting pronouncements, refer to Note 1 of Notes to Condensed Consolidated
Financial Statements included in this Quarterly Report on Form 10-Q.
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Results of Operations
The following table sets forth our results of operations for each of the periods indicated (in thousands). The
period-to-period comparison of financial results is not necessarily indicative of future results. 

Three Months Ended
June 30,

Six Months Ended
June 30,

2016 2015 2016 2015
Revenue $107,013 $82,563 $206,337 $156,518
Cost of revenue 35,955 27,893 67,605 52,555
Gross profit 71,058 54,670 138,732 103,963
Operating expenses:
Sales and marketing 57,835 51,446 114,536 97,404
Research and development 11,782 9,983 22,797 19,750
General and administrative 16,538 12,260 33,003 23,351
Amortization of certain acquired intangibles — 150 150 300
Total operating expenses 86,155 73,839 170,486 140,805
Loss from operations (15,097 ) (19,169 ) (31,754 ) (36,842 )
Other income (expense):
Interest income 385 202 731 372
Interest expense (3,217 ) (3,114 ) (6,407 ) (6,205 )
Other, net 482 (801 ) 2,275 (3,191 )
Loss before income tax provision (17,447 ) (22,882 ) (35,155 ) (45,866 )
Income tax provision (141 ) (380 ) (676 ) (658 )
Net loss $(17,588 ) $(23,262) $(35,831 ) $(46,524 )
The following table sets forth our revenue and key metrics that we use to evaluate our business, measure our
performance, identify trends affecting our business, formulate financial projections and make strategic decisions:
Metrics 

At or For Three Months Ended
June 30,

At or For Six Months Ended
June 30,

2016 2015 2016 2015
Revenue (in thousands) $ 107,013 $ 82,563 $ 206,337 $ 156,518
Billings (in thousands) $ 106,337 $ 91,291 $ 190,032 $ 154,766
Number of clients 2,730 2,362 2,730 2,362
Number of users (in millions) 26.3 20.5 26.3
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