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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

Ix] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended September 30, 2015

OR

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission File Number: 001-37461

ALARM.COM HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Delaware 26-4247032

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)
8150 Leesburg Pike, Vienna, VA 22182

(Address of principal executive offices) (zip code)

Tel: (877) 389-4033
(Registrant's telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). p Yes “ No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
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Accelerated Filer [ Non-accelerated Filer x Smaller Reporting Company

Large Accelerated Filer [ ] 1 ]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes [X] No

As of October 30, 2015, there were 45,574,172 outstanding shares of the registrant's common stock, par value of
$0.01 per share.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited)

ALARM.COM HOLDINGS, INC.

Condensed Consolidated Statements of Operations

(in thousands, except share and per share data)

(unaudited)
Three Months Ended September
30,
2015 2014
Revenue:
SaaS and license revenue $36,158 $28,473
Hardware and other revenue 17,849 14,359
Total revenue 54,007 42,832
Cost of revenue: (1
Cost of SaaS and license revenue 6,764 6,002
Cost of hardware and other revenue 13,205 11,546
Total cost of revenue 19,969 17,548
Operating expenses:
Sales and marketing 8,425 8,107
General and administrative 9,932 6,746
Research and development 9,836 6,094
Amortization and depreciation 1,504 1,058
Total operating expenses 29,697 22,005
Operating income 4,341 3,279
Interest expense (44 (40
Other (expense) / income, net (7 (80
Income before income taxes 4,290 3,159
Provision for income taxes 1,061 492
Net income 3,229 2,667
Dividends paid to participating securities — —
Income allocated to participating securities (50 ) (2,549
Net income / (loss) attributable to common $3.179 $118
stockholders
Per share information attributable to common
stockholders:
Net income / (loss) per share:
Basic $0.07 $0.05
Diluted $0.07 $0.03
Weighted average common shares outstanding:
Basic 44,922,410 2,429,445
Diluted 46,832,014 4,345,685
Cash dividends declared per share $— $—

(1)Exclusive of amortization and depreciation shown below.
See accompanying notes to the condensed consolidated financial statements.

2

Nine Months Ended September

30,
2015

$102,247
49,720
151,967

19,094
38,171
57,265

24,405
25,516
26,667
4,370
80,958
13,744
(128
(62
13,554
4,775
8,779
(18,987

) I

$(10,208

$(0.60
$(0.60

16,910,090
16,910,090
$0.36

2014

$80,652
41,109
121,761

16,679
32,893
49,572

19,873
19,175
16,468
2,714
58,230
13,959

) (153

) (70
13,736
4,720
9,016

) —
(8,651

) $365

) $0.17
) $0.10

2,211,263
3,792,228
$—

)



Edgar Filing: Alarm.com Holdings, Inc. - Form 10-Q




Edgar Filing: Alarm.com Holdings, Inc. - Form 10-Q
Table of Contents
ALARM.COM HOLDINGS, INC.

Condensed Consolidated Statements of Comprehensive Income
(in thousands)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014
Net income $3,229 $2,667 $8,779 $9,016
Other comprehensive income, net of tax:
Change in unrealized gains on marketable securities =~ — 33 — 64
Comprehensive income $3,229 $2,700 $8,779 $9,080

See accompanying notes to the condensed consolidated financial statements.

3
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ALARM.COM HOLDINGS, INC.

Condensed Consolidated Balance Sheets
(in thousands, except share and per share data)

(unaudited)

September 30,

2015
Assets
Current assets:
Cash and cash equivalents $126,601
Accounts receivable, net 21,746
Inventory 9,625
Deferred tax assets 3,809
Other current assets 4,535
Total current assets 166,316
Property and equipment, net 12,040
Intangible assets, net 6,879
Goodwill 24,723
Deferred tax assets 6,715
Other assets 6,452
Total Assets $223,125
Liabilities, redeemable convertible preferred stock and stockholders’ equity /
(deficit)
Current liabilities:
Accounts payable, accrued expenses and other current liabilities $24,226
Accrued compensation 6,905
Deferred revenue 2,372
Total current liabilities 33,503
Deferred revenue 9,631
Long-term debt 6,700
Other liabilities 7,487
Total Liabilities 57,321

Commitments and contingencies (Note 11)
Redeemable convertible preferred stock
Series B redeemable convertible preferred stock, $0.001 par value, 0 and 1,809,685
shares authorized; 0 and 1,809,685 shares issued and outstanding as of September
30, 2015 and December 31, 2014, liquidation preference of $0 and $191,132 as of T
September 30, 2015 and December 31, 2014.
Series B-1 redeemable convertible preferred stock, $0.001 par value, 0 and
1,669,680 shares authorized; 0 and 82,934 shares issued and outstanding as of
September 30, 2015 and December 31, 2014, liquidation preference of $0 and
$8,759 as of September 30, 2015 and December 31, 2014.
Series A redeemable convertible preferred stock, $0.001 par value, 0 and 3,511,725
shares authorized; 0 and 1,998,257 shares issued and outstanding as of September
30, 2015 and December 31, 2014, liquidation preference of $0 and $24,309 as of
September 30, 2015 and December 31, 2014.
Stockholders’ equity / (deficit)
Preferred stock, $0.001 par value, 10,000,000 and O shares authorized; O shares
issued and outstanding as of September 30, 2015 and December 31, 2014.
454

December 31,
2014

$42,572
17,259
6,852
3,242
1,919
71,844
8,130
5,092
21,374
5,121
9,371
$120,932

$15,233
5,816
1,699
22,748
9,202
6,700
1,670
40,320

136,523

6,265

59,668
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Common stock, $0.01 par value, 300,000,000 and 100,000,000 shares authorized;
45,568,625 and 2,823,816 shares issued; and 45,443,547 and 2,614,444 shares
outstanding as of September 30, 2015 and December 31, 2014.

Additional paid-in capital 296,444
Treasury stock (35,523 shares at cost of $1.20 per share) 42
Accumulated other comprehensive income —
Accumulated deficit (131,052
Total Stockholders’ Equity / (Deficit) 165,804

Total Liabilities, Redeemable Convertible Preferred Stock and Stockholders’

Equity,
/ (Deficit) $223,125

See accompanying notes to the condensed consolidated financial statements.
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7,168
) (42

) (128,996
(121,844

$120,932
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ALARM.COM HOLDINGS, INC.

Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)

Nine Months Ended

September 30,
Cash flows from operating activities: 2015 2014
Net income $8,779 $9,016
Adjustments to reconcile net income to net cash from operating activities:
Provision for doubtful accounts 420 909
Reserve for product returns 1,148 1,453
Amortization on patents 258 151
Amortization and depreciation 4,370 2,714
Amortization of debt issuance costs 81 43
Deferred income taxes (2,160 ) (1,055
Change in fair value of contingent liability 180 —
Unrealized gain on derivative instrument — (155
Undistributed losses from equity investees 285 450
Stock-based compensation 2,198 2,365
Other, net (49 ) (196
Changes in operating assets and liabilities (net of business acquisition):
Accounts receivable (6,043 ) (4,436
Inventory (2,724 ) (4,799
Other assets (1,904 ) (1,971
Accounts payable, accrued expenses and other current liabilities 10,458 845
Deferred revenue 1,095 894
Other liabilities 4,784 260
Cash flows from operating activities 21,176 6,488
Cash flows used in investing activities:
Business acquisition, net of cash acquired (5,849 ) —
Additions to property and equipment (6,520 ) (6,150
Investment in cost method investee (54 ) —
Sale of cost method investee — 5
Issuances of notes receivable (317 ) (687
Purchases of licenses to patents (1,000 ) —
Cash flows used in investing activities (13,740 ) (6,832
Cash flows from / (used in) financing activities
Proceeds from issuance of common stock from initial public offering, net of 97.976 o
underwriting discount and commission ’
Proceeds from issuance of debt, net of debt issuance costs — 6,376
Repayments of term loan — (7,500
Dividends paid to common stockholders (1,013 ) —
Dividends paid to employees for unvested shares (57 ) —
Dividends paid to redeemable convertible preferred stockholders (18,930 ) —
Payments of offering costs (2,632 ) (2,100
Repurchases of common stock (1 ) (3
Proceeds from early exercise of stock-based awards 124 1,533
Issuances of common stock from equity based plans 300 530

Tax windfall benefit from stock-based awards 826 1,009
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Cash flows from / (used in) financing activities 76,593
Net increase / (decrease) in cash and cash equivalents 84,029
Cash and cash equivalents at beginning of the period 42,572
Cash and cash equivalents at end of the period $126,601

See accompanying notes to the condensed consolidated financial statements.
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(155
(499
33,583
$33,084

)
)
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ALARM.COM HOLDINGS, INC.

Condensed Consolidated Statements of Cash Flows - Continued
(in thousands)

(unaudited)

Supplemental disclosure of noncash investing and financing activities:
Conversion of redeemable convertible preferred stock to common stock

Cash not yet paid for business acquisitions

Contingent liability from business acquisition

Cash not yet paid for capital expenditures

Reclassification of deferred offering costs to additional paid-in-capital

Deferred offering costs in accounts payable, accrued expenses and other current
liabilities

See accompanying notes to the condensed consolidated financial statements.

6

Nine Months Ended
September 30,

2015 2014
$202,456 $—
$617 $—
$880 $—
$232 $—
$5,024 $—
$— $342

11
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ALARM.COM HOLDINGS, INC.
Condensed Consolidated Statements of Equity
(in thousands)
(unaudited)
Preferred Common Stock  Additional Accumulated Total
Stock Treasury Accumulated Other ,
Stockholders

Paid-In- Stock  Deficit Comprehensiv;
SharesAmountShares Amount Capital Incmlljle ﬁ)eficit) Equity

Balance, January 1, $— 2614 $26  $7,168  $42 ) $(128996 ) $ — $ (121,844 )

2015

Issuance of common
stock from initial
public offering, net
of issuance costs
Conversion of
redeemable
convertible S — 35,018 350 202,106 — — — 202,456
preferred stock to

common stock

Common stock

issued in connection

with equity based

plans

Vesting of common

stock subject to — — 97 1 342 — — — 343
repurchase

Stock-based

compensation R — — — 2,198 — — — 2,198
expense

Tax benefit from

stock-based awards, — — — — 665 — — — 665

net

Modification of

employee

stock-based award —  — 75 ) ( ) (45 ) — — — (46 )
and repurchase of

common stock

Dividends paid to

common —_ — — — (673 ) — (340 ) — (1,013 )
stockholders
Dividends paid to
employees with
unvested common
stock

Dividends paid to
redeemable
convertible —_ — — — 8,454 ) — (10,476 ) — (18,930 )
preferred

stockholders

— 7,525 75 92,878 — — — 92,953

— 265 3 297 — — — 300

- — (38 ) — (19 ) — (57 )

12
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Net income —  — — — — — 8,779 —

Balance,
September 30, 2015 $— 45,444 $454 $296,444 $(42 ) $(131,052 ) $ —

See accompanying notes to the condensed consolidated financial statements.

7

8,779
$ 165,804

13
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ALARM.COM HOLDINGS, INC.

Notes to the Condensed Consolidated Financial Statements

September 30, 2015 and 2014

(unaudited)

Note 1. Organization

Alarm.com Holdings, Inc. (referred herein as “Alarm.com”, the “Company”, or “we”) is a cloud-based software platform
solution for the connected home. Our multi-tenant software-as-a-service (“SaaS”) platform allows home and business
owners to intelligently secure and manage their properties and remotely interact with a broad array of connected
devices through a single, intuitive interface. Our solution is delivered through an established network of thousands of
authorized and licensed service providers. Our four primary solutions are interactive security, intelligent automation,
video monitoring and energy management, which can be used individually or integrated into a single user interface.
We derive revenue from the sale of our software-as-a-service over our integrated platform, hardware, activation fees
and other revenue. Our fiscal year ends on December 31st.

Initial Public Offering

Our registration statement on Form S-1 relating to our IPO was declared effective by the Securities and Exchange
Commission (the "SEC") on June 25, 2015. On July 1, 2015, we closed our initial public offering ("[PO") of
7,000,000 shares of common stock at an offering price of $14.00 per share, resulting in gross proceeds of $98.0
million. In addition, on July 8, 2015, we closed the underwriters' exercise of their over-allotment option to purchase
up to an additional 525,000 shares of our common stock from us and up to an additional 525,000 shares from the
selling stockholders, we issued and sold an additional 525,000 additional shares of our common stock and certain
selling stockholders affiliated with ABS Capital Partners sold 525,000 shares of our common stock, resulting in
additional gross proceeds to us of $7.4 million. We did not receive any proceeds from the sale of shares by the selling
stockholders. In total we issued 7,525,000 shares of common stock and raised $105.4 million in gross proceeds, or
$93.0 million in net proceeds after deducting underwriting discounts and commissions of $7.4 million and offering
costs of $5.0 million. Upon completion of the IPO, on July 1, 2015, all outstanding shares of convertible preferred
stock converted into an aggregate of 35,017,884 shares of common stock.

In addition, upon the closing of the IPO, our Certificate of Incorporation was amended and restated to authorize
10,000,000 shares of undesignated preferred stock and 300,000,000 shares of common stock.

Dividend

On June 12, 2015, our board of directors declared a cash dividend on our common and preferred stock in the
amount of (1) $0.36368 per share of common stock and Series A preferred stock and (2) $0.72736 per share of Series
B preferred stock and Series B-1 preferred stock or $20.0 million in the aggregate. We paid the dividends on June 26,
2015 to our stockholders of record as of June 12, 2015.

Note 2. Basis of Presentation

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include the accounts and our results of
operations and our majority owned and controlled subsidiaries. All intercompany balances and transactions have been
eliminated in the accompanying unaudited condensed consolidated financial statements.

These unaudited condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States (“GAAP”) for interim financial information and the applicable rules
and regulations of the Securities and Exchange Commission ("SEC"). Accordingly, they do not include all the
information and footnotes required by GAAP for annual financial statements. They should be read together with our
audited consolidated financial statements and related notes for the year ended December 31, 2014 appearing in our
final prospectus for our IPO dated June 25, 2015 and filed with the SEC, pursuant to Rule 424(b) under the Securities
Act of 1933, as amended on June 26, 2015. The condensed balance sheet data as of December 31, 2014 was derived

14
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from our audited financial statements, but does not include all disclosures required by GAAP.

In the opinion of management, these condensed consolidated financial statements include all normal recurring
adjustments necessary for a fair presentation of the results of operations, financial position and cash flows. The results
of operations for the three and nine months ended September 30, 2015 are not necessarily indicative of the results that
can be expected for the entire fiscal year ending December 31, 2015.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets

15
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and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Our estimates, judgments and assumptions are continually evaluated based on available information
and experience. Because of the use of estimates inherent in the financial reporting process, actual results could differ
from those estimates. Estimates are used when accounting for revenue recognition, allowances for doubtful accounts
receivable, allowance for hardware returns, estimates of obsolete inventory, long-term incentive compensation,
stock-based compensation, income taxes, legal reserves, contingent consideration and goodwill and intangible assets.
Recent Accounting Pronouncements

Adopted

On April 10, 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update
("ASU") 2014-08, “Reporting Discontinued Operations and Disclosures of Disposals of Components of an Entity,”
which amends the definition of a discontinued operation in ASC 205-20 and requires entities to provide additional
disclosures about discontinued operations as well as disposal transactions that do not meet the discontinued operations
criteria. The guidance narrowed the definition of discontinued operations for disposal of a component or group of
components that represents a strategic shift that has or will have a major impact on an entity’s operations or financial
results. The guidance also expands the scope to include equity method investments and businesses that, upon initial
acquisition, qualify as held for sale. The expanded disclosure requirements include statement of financial position and
statement of cash flows disclosures for all comparative periods. The ASU 2014-08 is effective prospectively for all
disposals (or classifications as held for sale) in periods beginning on or after December 15, 2014 with early adoption
permitted. We adopted this pronouncement in the first quarter of 2015, and it did not have a material impact on our
financial statements.

On August 18, 2015, the FASB issued ASU 2015-15, “Interest- Imputation of Interest (Subtopic 835-30): Presentation
and Subsequent Measurement of Debt Issuance Costs Associated with Line-of-Credit Arrangements - Amendments to
SEC Paragraphs Pursuant to Staff Announcement at June 18, 2015, EITF Meeting,” which clarifies the application of
ASU 2015-03 related to presentation and subsequent measurement of debt issuance costs related to line-of-credit
arrangements to allow for an entity to defer and present debt issuance costs as an asset and subsequently amortize the
deferred debt issuance costs ratably over the line-of-credit arrangement, regardless of whether there are any
outstanding borrowings. ASU 2015-03, “Simplifying the Presentation of Debt Issuance Costs,” otherwise requires debt
issuance costs to be presented in the balance sheet as a direct deduction from the carrying value of the associated debt
liability, consistent with the presentation of a debt discount. We adopted these pronouncements in the third quarter of
2015. The adoption did not have an impact on our financial statements. We continue to present the debt issuance costs
associated with our revolving credit facility as an asset that is amortized ratably over the term of the agreement.

Not yet adopted

On September 25, 2015, the FASB issued ASU 2015-16, “Business Combinations (Topic 805): Simplifying the
Accounting for Measurement-Period Adjustments,” which requires entities to apply the guidance prospectively to
adjustments to provisional amounts that occur after the effective date. Under current guidance, the acquirer
retrospectively adjusts provisional amounts recognized as of the acquisition date with a corresponding adjustment to
goodwill. Adjustments are required when new information is obtained about facts and circumstances that existed as of
the acquisition date that, if known, would have affected the measurement of the amounts initially recognized or would
have resulted in the recognition of additional assets or liabilities. The amendments in ASU 2015-16 eliminate the
requirement to retrospectively account for those adjustments. The amendment is effective for annual periods,
including periods within those annual periods beginning after December 15, 2015 with early adoption permitted. We
are required to adopt this pronouncement prospectively in the first quarter of 2016, and we do not anticipate that
adoption of the pronouncement will have a material impact on our financial statements.

On August 12, 2015, the FASB issued ASU 2015-14, "Revenue from Contracts with Customers (Topic 606): Deferral
of the Effective Date," which defers the effective date for all entities for one year of ASU 2014-09, “Revenue from
Contracts with Customers (Topic 606),” issued on May 28, 2014. ASU 2014-09 affects any entity that either enters into
contracts with customers to transfer goods or services or enters into contracts for the transfer of nonfinancial assets
unless those contracts are within the scope of other standards. The guidance supersedes the revenue recognition
guidance in Topic 605, “Revenue Recognition,” and most industry-specific guidance throughout the Industry Topics of

16
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the FASB Accounting Standards Codification. The guidance also supersedes some cost guidance included in Subtopic
605-35, “Revenue Recognition - Contract-Type and Production-Type Contracts." ASU 2014-9, as amended, is effective
for annual periods, and interim periods within those years, beginning after December 31, 2017. An entity is required
to apply the amendments using one of the following two methods: (1) retrospectively to each prior period presented
with three possible expedients: (a) for completed contracts that begin and end in the same reporting period no
restatement is required; (b) for completed contract with variable consideration an entity may use the transaction price
at completion rather than restating estimated variable consideration amounts in comparable reporting periods; and

(c) for comparable reporting periods before date of initial application reduced disclosure requirements related to
transaction price; (2) retrospectively with the cumulative effect of initially applying the amendment recognized at the
date of initial application with additional disclosures for the differences of the prior guidance to the reporting periods
compared to the new guidance and an explanation of the reasons for significant changes. We are required to adopt
ASU 2014-09 in the first quarter of 2018, and we are currently assessing the impact of this pronouncement on our
financial statements.

9
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On July 22, 2015, the FASB issued ASU 2015-11, “Simplifying the Measurement of Inventory,” which requires entities
to measure most inventory "at the lower of cost and net realizable value," thereby simplifying the current guidance
under which an entity must measure inventory at the lower of cost or market (market in this context is defined as one
of three different measures). The guidance does not apply to inventories that are measured by using either the last-in,
first-out method or the retail inventory method. Under current guidance, an entity subsequently measures inventory at
the lower of cost or market, with market defined as replacement cost provided that it is not above the ceiling (net
realizable value) or below the floor (net realizable value less an approximately normal profit margin) which is
unnecessarily complex. The amendment does not change other guidance on measuring inventory. The amendment is
effective for annual periods, including periods within those annual periods beginning after December 15, 2016 with
early adoption permitted. We are required to adopt this pronouncement prospectively in the first quarter of 2017, and
we are currently assessing the impact of this pronouncement on our financial statements.

On April 15, 2015, the FASB issued ASU 2015-05, “Intangibles - Goodwill and Other - Internal- Use Software
(Subtopic 350-40): Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement,” which clarifies the
accounting for fees paid by a customer in a cloud computing arrangement by providing guidance as to whether an
arrangement includes the sale or license of software. The amendment requires a customer to determine whether a
cloud computing arrangement contains a software license. If the arrangement contains a software license, the customer
would account for the fees related to the software license element in a manner consistent with how the acquisition of
other software licenses is accounted for under ASC 350-40; if the arrangement does not contain a software license, the
customer would account for the arrangement as a service contract. The guidance will not change GAAP for a
customer’s accounting for service contracts. The amendment is effective for annual periods, including periods within
those annual periods beginning after December 31, 2015 with early adoption permitted. We can elect to adopt the
amendments either prospectively to all arrangements entered into or materially modified after the effective date or
retrospectively. We are required to adopt this pronouncement in the first quarter of 2016, and we are currently
assessing the impact of this pronouncement on our financial statements.

On February 18, 2015, the FASB issued ASU 2015-02, “Consolidation (Topic 810): Amendments to the Consolidation
Analysis,” which requires an entity to evaluate whether it should consolidate certain legal entities. All legal entities are
subject to reevaluation under the revised consolidation model. The amendment modifies the evaluation of whether
limited partnerships and similar legal entities are variable interest entities ("VIEs"). The amendment eliminates the
presumption that a general partner should consolidate a limited partnership. The amendment affects the consolidation
analysis of reporting entities that are involved with VIEs particularly those that have fee arrangements and related
party relationships. The amendment also provides a scope exception from consolidation guidance for reporting entities
that comply with the requirements for registered money market funds. We are required to adopt ASU 2015-02 in the
first quarter of 2016, and we do not anticipate that adoption of the pronouncement will have a material effect on our
financial statements.

On August 27, 2014, the FASB issued ASU 2014-15, “Presentation of Financial Statements — Going Concern (Subtopic
205-40),” which requires management to perform interim and annual assessments regarding conditions or events that
raise substantial doubt about a company’s ability to continue as a going concern and to provide related disclosures, if
applicable. We are required to adopt ASU 2014-15 in the first quarter of 2017, with early adoption permitted. We do
not anticipate that the adoption of this standard will have a material effect on our financial statements.

On June 19, 2014, the FASB issued ASU 2014-12, “Compensation - Stock Compensation (Topic 718),” which affects
any entity that grants its employees share-based payments in which the terms of the award stipulate that a performance
target that affects vesting could be achieved after the requisite service period. The amendments require that a
performance target that affects vesting and that could be achieved after the requisite service period be treated as a
performance condition. As such, the performance target should not be reflected in estimating the grant-date fair value
of the award. Compensation cost should be recognized in the period in which it becomes probable that the
performance target will be achieved and should represent the compensation cost attributable to the period(s) for which
the requisite service has already been rendered. If the performance target becomes probable of being achieved before
the end of the requisite service period, the remaining unrecognized compensation cost should be recognized
prospectively over the remaining requisite service period. We are required to adopt ASU 2014-12 in the first quarter

18
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of 2016 and the adoption of this standard is not expected to have a material effect on our financial statements.

Note 3. Accounts Receivable, Net
The components of accounts receivable are as follows (in thousands):

10
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September 30, December 31,

2015 2014
Accounts receivable $25,473 $20,494
Allowance for doubtful accounts (1,783 ) (1,397 )
Allowance for product returns (1,944 ) (1,838 )
Accounts receivable, net $21,746 $17,259

For the three and nine months ended September 30, 2015, we recorded a $0.3 million and a $1.1 million reserve for
product returns in our hardware and other revenue. For the three and nine months ended September 30, 2014, we
recorded a $0.5 million and a $1.5 million reserve for product returns in our hardware and other revenue. For the three
and nine months ended September 30, 2015, we recorded a $0.0 million and a $0.4 million provision for doubtful
accounts receivable. For the three and nine months ended September 30, 2014, we recorded a $0.4 million and a
$0.9 million provision for doubtful accounts receivable. Historically, we have not experienced write-offs for
uncollectible accounts or sales returns that have differed significantly from our estimates.
Note 4. Inventory
The components of inventory are as follows (in thousands):

September 30, December 31,

2015 2014
Raw materials $6,633 $3,371
Finished goods 2,992 3,481
Total inventory $9,625 $6,852

Note 5. Acquisitions

SecurityTrax Acquisition

On March 13, 2015, in accordance with an asset purchase agreement, we completed our purchase of certain assets of
HiValley Technology, Inc., (“SecurityTrax”) that constituted a business. SecurityTrax is a provider of SaaS-based,
customer relationship management software tailored for security system dealers. The consideration included $5.6
million cash paid at closing and $0.4 million of cash not yet pai