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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2009
OR
0 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: 001-34391
LOGMEIN, INC.
(Exact name of registrant as specified in its charter)
Delaware 20-1515952
(State or other jurisdiction of incorporation or (I.R.S. Employer
organization) Identification No.)
500 Unicorn Park Drive
Woburn, Massachusetts 01801
(Address of principal executive offices) (Zip Code)

781-638-9050
(Registrant s telephone number, including area code)
(Former name, former address and former fiscal year, if changed since last report)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p
No o
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). Yeso Noo
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. (Check one):

Large accelerated Accelerated Non-accelerated filer p Smaller reporting
filer o filer o (Do not check if a smaller reporting company o
company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o Nop
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As of October 26, 2009, there were 22,203,101 shares of the registrant s Common Stock, par value $.01 per share,
outstanding.
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Part 1. Financial Information
Item 1. Financial Statements
LogMeln, Inc.

Condensed Consolidated Balance Sheets

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable (net of allowance for doubtful accounts of
approximately $69,000 and $88,000 as of December 31, 2008 and
September 30, 2009, respectively)

Prepaid expenses and other current assets (including $149,578 and $49,584

of non-trade receivable due from related party at December 31, 2008 and
September 30, 2009, respectively)

Total current assets
Property and equipment, net
Restricted cash

Acquired intangibles, net
Goodwill

Deferred offering costs
Other assets

Total assets

LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS

(DEFICIT)

Current liabilities:

Accounts payable

Accrued liabilities

Deferred revenue, current portion

Total current liabilities
Deferred revenue, net of current portion
Other long-term liabilities

Total liabilities

Commitments and contingencies (Note 10)

Redeemable convertible preferred stock, par value $0.01 per share;
30,901,343 and 5,000,000 shares authorized at December 31, 2008 and
September 30, 2009;

Series A designated, issued, and outstanding 17,010,413 and O at
December 31, 2008 and September 30, 2009

Table of Contents

December 31,

$

$

$

2008

22,912,981

4,700,616

1,665,305

29,278,902
4,000,497
592,038
1,493,850
615,299
1,412,009
22,359

37,414,954

1,504,448
5,197,843
25,257,316

31,959,607
3,101,095
130,358

35,191,060

12,500,967
11,628,984

September 30,

$

$

$

2009

121,007,148

4,430,369

2,123,999

127,561,516
5,066,888
602,472
936,649
615,299

32,035

134,814,859

EQUITY

1,971,715
6,577,119
29,804,637

38,353,471
2,159,114
490,726

41,003,311
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Series B designated 11,668,707 and O shares; issued and outstanding
11,668,703 and O shares at December 31, 2008 and September 30, 2009
Series B-1 - designated, issued, and outstanding 2,222,223 and O shares at
December 31, 2008 and September 30, 2009

Total redeemable convertible preferred stock

Stockholders equity (deficit):

Common stock, $0.01 par value 20,022,752 and 75,000,000 shares
authorized as of December 31, 2008 and September 30, 2009, respectively;
3,980,278 and 22,203,101 shares outstanding as of December 31, 2008 and
September 30, 2009, respectively

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income

Total stockholders equity (deficit)

Total liabilities, redeemable convertible preferred stock and stockholders
equity (deficit)

10,713,318

34,843,269

39,803
311,048

(32,980,213)
9,987

(32,619,375)

$ 37,414,954

See notes to condensed consolidated financial statements.

1

222,031
120,096,026
(26,657,084)

150,575

93,811,548

$ 134,814,859
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LogMeln, Inc.
Condensed Consolidated Statements of Operations
Three Months Ended Nine Months Ended
September 30, September 30,
2008 2009 2008 2009
Revenue (including $1,518,000,
$1,485,000, $1,518,000 and $4,521,000
fom a related party during the three and
nine months ended September 30, 2008
and 2009, respectively) $ 14,385,860 $ 18,970,752 $ 35,727,057 $ 54,174,989
Cost of revenue 1,575,787 1,909,976 4,292,382 5,507,722
Gross profit 12,810,073 17,060,776 31,434,675 48,667,267
Operating expenses
Research and development 3,281,107 3,578,728 8,987,026 9,487,212
Sales and marketing 7,865,278 9,059,326 23,406,449 26,378,524
General and administrative 1,579,634 2,344,130 4,848,403 5,786,568
Legal settlements 600,000
Amortization of acquired intangibles 81,929 81,929 245,786 245,787
Total operating expenses 12,807,948 15,064,113 38,087,664 41,898,091
Income (loss) from operations 2,125 1,996,663 (6,652,989) 6,769,176
Interest income 68,908 42311 259,790 68,351
Interest expense (7,477) (294) (57,946) (1,480)
Other expense (19,634) (140,979) (104,462) (300,897)
Income (loss) before income taxes 43,922 1,897,701 (6,555,607) 6,535,150
Provision for income taxes (34,455) (47,846) (89,007) (212,021)
Net income (loss) 9,467 1,849,855 (6,644,614) 6,323,129
Accretion of redeemable convertible
preferred stock (587,057) (49,084) (1,761,172) (1,311,225)
Net income (loss) attributable to
common stockholders $ (577,590) $ 1,800,771 $ (8,405,786) $ 5,011,904
Net income (loss) attributable to
common stockholders per share:
Basic $ (0.15) $ 0.08 $ (2.15) $ 0.28
Diluted $ (0.15) $ 0.07 $ (2.15) $ 0.27
Weighted average shares outstanding:
Basic 3,934,043 21,372,510 3,918,617 9,857,792
Diluted 3,934,043 23,472,881 3,918,617 11,675,094
Table of Contents 7
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See notes to condensed consolidated financial statements.
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LogMeln, Inc.

Condensed Consolidated Statements of Cash Flows

Cash flows from operating activities
Net income (loss)

Adjustments to reconcile net income (loss) to net cash
provided by operating activities
Depreciation and amortization

Provision for bad debts

Deferred income tax expense
Stock-based compensation

Loss on disposal of equipment

Discount on note payable

Changes in assets and liabilities:
Accounts receivable

Prepaid expenses and other current assets
Other assets

Accounts payable

Accrued liabilities

Deferred revenue

Other long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities
Purchases of property and equipment
Increase in restricted cash and deposits

Net cash used in investing activities

Cash flows from financing activities

Proceeds from issuance of common stock in connection with initial public
offering, net of issuance costs of $1,273,000

Payments of issuance costs for proposed initial public offering of common
stock

Proceeds from issuance of common stock

Payments on note payable

Net cash (used in) provided by financing activities

Effect of exchange rate changes on cash and cash equivalents and restricted
cash

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period

Table of Contents

2008

$ (6,644,614)

1,693,021
54,000
12,539

2,020,282

57,679

(1,481,371)
(783,658)
(18,311)
(854,155)
1,277,872
10,616,528
81,726

6,031,538
(2,629,423)
(403,018)

(3,032,441)

(808,373)
53,375
(1,250,000)

(2,004,998)

174

994,273
18,676,421

$

Nine Months Ended September

2009

6,323,129

2,278,525
85,000
12,390

2,115,522

1,006

185,247
(458,694)
(9,676)
478,625
1,474,079
3,605,340
347,978
16,438,471
(2,927,539)
(2,724)

(2,930,263)

84,286,993

166,088

84,453,081

132,878

98,094,167
22,912,981
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Cash and cash equivalents, end of period $ 19,670,694

Supplemental disclosure of cash flow information
Cash paid for interest $ 202,710
Noncash investing and financing activities
Purchases of property and equipment included in accounts payable and
accrued liabilities $ 524,799
Accretion of reedemable convertible preferred stock $ 1,761,172
Deferred stock offering costs $ 213,934
Conversion of redeemable preferred stock to common stock
See notes to condensed consolidated financial statements.
3

$ 121,007,148

$ 1,766
$ 80,265
$ 1,311,226
$ 110,751

36,154,494
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LogMeln, Inc.
Notes to Condensed Consolidated Financial Statements
1. Nature of the Business

LogMeln, Inc. (the Company ) develops and markets a suite of remote access and support solutions that provide
instant, secure connections between internet enabled devices. The Company s product line includes Gravit}M,
LogMeln Free®, LogMeln Pro2®, LogMeIn® Central™, LogMeln Rescue®, LogMeIn® Rescue+Mobile ™, LogMeln
Backup®, LogMeln® Ignition™, LogMelIn Hamachi®, and Remotely Anywhere®. The Company is based in Woburn,
Massachusetts with wholly-owned subsidiaries in Budapest, Hungary, Amsterdam, The Netherlands, and Sydney,
Australia.

2. Summary of Significant Accounting Polices

Principles of Consolidation The accompanying condensed consolidated financial statements include the results of
operations of the Company and its wholly-owned subsidiaries. All intercompany transactions and balances have been
eliminated in consolidation. The Company has prepared the accompanying consolidated financial statements in
conformity with accounting principles generally accepted in the United States of America ( GAAP ).

Unaudited Interim Financial Statements The accompanying condensed consolidated financial statements and the
related interim information contained within the notes to the consolidated financial statements are unaudited and have
been prepared in accordance with GAAP and applicable rules and regulations of the Securities and Exchange
Commission for interim financial information. Accordingly, they do not include all of the information and notes
required by GAAP for complete financial statements. The accompanying unaudited financial statements should be
read along with the Company s audited financial statements included in the final prospectus dated June 30, 2009, filed
with the Securities and Exchange Commission on July 1, 2009. The unaudited interim condensed consolidated
financial statements have been prepared on the same basis as the audited consolidated financial statements and in the
opinion of management, reflect all adjustments, consisting of normal and recurring adjustments, necessary for the fair
presentation of the Company s financial position, results of operations and cash flows for the interim periods
presented. The results for the interim periods presented are not necessarily indicative of future results. The Company
considers events or transactions that occur after the balance sheet date but before the financial statements are issued to
provide additional evidence relative to certain estimates or to identify matters that require additional disclosure.
Subsequent events have been evaluated through October 29, 2009, the date of issuance of these financial statements.

Use of Estimates The preparation of condensed consolidated financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. By their nature, estimates are subject to an inherent degree of
uncertainty. Actual results could differ from those estimates.

Stock Split  On June 25, 2009, the Company effected a 1-for-2.5 reverse stock split of its common stock. All
common shares and per common share information referenced throughout the condensed consolidated financial
statements have been retroactively adjusted to reflect the reverse stock split.

Deferred Offering Costs The Company filed its initial Form S-1 with the Securities and Exchange Commission on
January 11, 2008 and closed its initial public offering of common stock ( IPO ) on July 7, 2009. The costs directly
associated with the Company s IPO were deferred as incurred, and upon the close of its IPO on July 7, 2009, the costs
were recorded as a reduction of the proceeds received in arriving at the amount to be recorded in stockholders equity
in July 20009.

Revenue Recognition The Company derives revenue primarily from subscription fees related to its LogMeln
premium services and from the licensing of its RemotelyAnywhere software and related maintenance.

Revenue from the Company s LogMeln premium services is recognized on a daily basis over the subscription term
as the services are delivered, provided that there is persuasive evidence of an arrangement, the fee is fixed or

4
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determinable and collectability is deemed probable. Subscription periods range from monthly to four years, but are
generally one year in duration. The Company s software cannot be run on another entity s hardware nor do customers
have the right to take possession of the software and use it on another entity s hardware.

The Company recognizes revenue from the bundled delivery of its RemotelyAnywhere software product and
related maintenance ratably, on a daily basis, over the term of the maintenance contract, generally one year, when
there is persuasive evidence of an arrangement, the product has been provided to the customer, the collection of the
fee is probable, and the amount of fees to be paid by the customer is fixed or determinable. The Company currently
does not have vendor-specific objective evidence for the fair value of its maintenance arrangements and therefore the
license and maintenance are bundled together. The Company recognizes revenue from the sale of its Ignition for
iPhone product which is sold as a perpetual license and is recognized when there is persuasive evidence of an
arrangement, the product has been provided to the customer, the collection of the fee is probable, and the amount of
fees to be paid by the customer is fixed or determinable.

The Company s multi-element arrangements typically include multiple deliverables by the Company such as
subscription and professional services, including development services. Agreements with multiple element
deliverables are analyzed to determine if fair value exists for each element on a stand-alone basis. If the fair value of
each deliverable is determinable then revenue is recognized separately when or as the services are delivered, or if
applicable, when milestones associated with the deliverable are achieved and accepted by the customer. If the fair
value of any of the undelivered performance obligations cannot be determined, the arrangement is accounted for as a
single element and the Company recognizes revenue on a straight-line basis over the period in which the Company
expects to complete its performance obligations under the agreement.

Concentrations of Credit Risk and Significant Customers 'The Company s principal credit risk relates to its cash,
cash equivalents, restricted cash, and accounts receivable. Cash, cash equivalents, and restricted cash are deposited
primarily with financial institutions that management believes to be of high-credit quality. To manage accounts
receivable credit risk, the Company regularly evaluates the creditworthiness of its customers and maintains allowances
for potential credit losses. To date, losses resulting from uncollected receivables have not exceeded management s
expectations.

As of December 31, 2008 and September 30, 2009, there were no customers that represented 10% or more of
accounts receivable. For the three months ended September 30, 2008, one customer accounted for 11% of revenue,
and during the three months ended September 30, 2009 and the nine months ended September 30, 2008 and 2009, no
customers accounted for more than 10% of revenue.

Software Development Costs The Company has determined that technological feasibility of its software products
and the software component of its solutions to be marketed to external users is reached shortly before their
introduction to the marketplace. As a result, development costs incurred after the establishment of technological
feasibility and before their release to the marketplace have not been material, and such costs have been expensed as
incurred. In addition, costs incurred during the application development stage for software programs to be used solely
to meet the Company s internal needs have not been material.

Foreign Currency Translation The functional currency of operations outside the United States of America is
deemed to be the currency of the local country. Accordingly, the assets and liabilities of the Company s foreign
subsidiaries are translated into United States dollars using the period-end exchange rate, and income and expense
items are translated using the average exchange rate during the period. Cumulative translation adjustments are
reflected as a separate component of stockholders deficit. Foreign currency transaction gains and losses are charged to
operations. The Company had foreign currency losses of $19,634 and $140,979 for the three months ended
September 30, 2008 and 2009, respectively and $104,462 and $300,897 for the nine months ended September 30,
2008 and 2009, respectively.

Stock-Based Compensation  Stock-based compensation is measured based upon the grant date fair value and
recognized as an expense in the financial statements over the vesting period of the award. The Company uses the
Black-Scholes option pricing model to estimate the grant date fair value of stock grants.

5

Table of Contents 12



Edgar Filing: LogMeln, Inc. - Form 10-Q

Table of Contents

Income Taxes Deferred income taxes are provided for the tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax
purposes, and operating loss carryforwards and credits using enacted tax rates expected to be in effect in the years in
which the differences are expected to reverse. Valuation allowances are recorded to reduce the net deferred tax assets
to amounts the Company believes are more likely than not to be realized. The Company provides reserves for
potential payments of tax to various tax authorities related to uncertain tax positions and other issues. Reserves are
based on a determination of whether and how much of a tax benefit taken by the Company in its tax filings or
positions is more likely than not to be realized following resolution of any potential contingencies present related to
the tax benefit. Potential interest and penalties associated with such uncertain tax positions are recorded as a
component of income tax expense. Through September 30, 2009, the Company has not identified any material
uncertain tax positions for which reserves would be required.

Comprehensive Income (Loss) Comprehensive income (loss) is the change in stockholders equity (deficit) during a
period relating to transactions and other events and circumstances from non-owner sources and currently consists of
net income (loss) and foreign currency translation adjustments. Comprehensive income (loss) from operations was
calculated as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2009 2008 2009
Net income (loss) $ 9,467 $ 1,849,855 $ (6,644,614) $ 6,323,129
Cumulative translation adjustments (97,126) 98,557 12,333 140,588
Comprehensive income (loss) $ (87,659) $ 1,948,412 $ (6,632,281) $ 6,463,717

Segment Data  Operating segments are identified as components of an enterprise about which separate discrete
financial information is available for evaluation by the chief operating decision-maker, or decision making group, in
making decisions regarding resource allocation and assessing performance. The Company, which uses consolidated
financial information in determining how to allocate resources and assess performance, has determined that it operates
in one segment. The Company does not disclose geographic information for revenue and long lived assets as it is
impractical to calculate revenue by geography and aggregate long lived assets located outside the United States do not
exceed 10% of total assets.

Net Income (Loss) Attributable to Common Stockholders Per Share The Company uses the two-class method to
compute net income per share because the Company had previously issued securities, other than common stock, that
contractually entitled the holders to participate in dividends and earnings of the company. The two class method
requires earnings available to common shareholders for the period, after an allocation of earnings to participating
securities, to be allocated between common and participating securities based upon their respective rights to receive
distributed and undistributed earnings. The Company s convertible preferred stock was a participating security as it
shared in any dividends paid to common stockholders. Such participating securities were automatically converted to
common stock upon the Company s IPO in July 2009. Basic net income (loss) attributable to common stockholders per
share is computed after allocation of earnings to the convertible preferred stock (losses are not allocated) by using the
weighted average number common shares outstanding for the period.

For periods in which the Company has reported net losses, diluted net loss per common share is the same as basic
net loss per common share, since the Company s preferred stock does not participate in losses. Diluted net income per
common share for the three and nine months ended September 30, 2008 is the same as basic net income per common
share as the effect of the participating convertible securities is antidilutive.

The following potential common shares were excluded from the computation of diluted net income (loss) per share
attributable to common stockholders because they had an antidilutive impact:

Table of Contents 13



Edgar Filing: LogMeln, Inc. - Form 10-Q
6

Table of Contents

14



Edgar Filing: LogMeln, Inc. - Form 10-Q

Table of Contents

Three Months Ended September

30,
2008 2009
Options to purchase common shares 3,248,500 1,034,373
Conversion of redeemable convertible
preferred stock 12,360,523 12,360,523
Total options and conversion of
convertible preferred stock 15,609,023 13,394,896

Basic and diluted net income (loss) per share was calculated as follows:

Basic and diluted net loss per share

Numerator

Net income (loss)

Accretion of redeemable convertible preferred stock

Net income allocated to redeemable convertible preferred stock

Net loss, as adjusted
Denominator

Weighted average common shares outstanding

Basic and diluted net loss per share

Basic net income per share

Numerator

Net income

Accretion of redeemable convertible preferred stock

Net income allocated to redeemable convertible preferred stock

Net income, as adjusted

Denominator
Weighted average common shares outstanding, basic

Basic net income per share

Table of Contents

2008
3,248,500

12,360,523
15,609,023
Three Months
Ended

September 30,
2008

9,471
(587,057)

$ (577,586)

3,934,043

$ (0.15)

Three Months
Ended

September 30,
2009

1,849,855
(49,084)
(51,167)

$ 1,749,604

21,372,510

$ 0.08

Nine Months Ended September

30,
2009
1,034,373
12,360,523
13,394,896
Nine Months
Ended

September 30,
2008

(6,644,614)
(1,761,172)

$ (8,405,786)

3,918,617

$ (2.15)

Nine Months
Ended

September 30,
2009

6,323,129
(1,311,225)
(2,466,543)

$ 2,545,361

9,202,277

$ 0.28
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Diluted net income per share

Numerator

Net income available to common shareholders

Accretion of dilutive redeemable convertible preferred stock

Net income, as adjusted
Denominator
Weighted average common shares outstanding

Add: Options to purchase common shares

Weighted average common shares outstanding, diluted

Diluted net income per share

Three Months
Ended

September 30,
2009

1,800,771
34,000

$ 1,834,771
22,511,824
2,100,371

24,612,195

$ 0.07

Nine Months
Ended
September 30,
2009

5,011,903
908,278

$ 5,920,181
20,109,294
1,817,302

21,926,596

$ 0.27

Recently Issued Accounting Pronouncements In October 2009, an update was made to Revenue Recognition
Multiple Deliverable Revenue Arrangements. This update removes the objective-and-reliable-evidence-of-fair-value
criterion from the separation criteria used to determine whether an arrangement involving multiple deliverables
contains more than one unit of accounting, replaces references to fair value with selling

7
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price to distinguish from the fair value measurements required under the Fair Value Measurements and Disclosures
guidance, provides a hierarchy that entities must use to estimate the selling price, eliminates the use of the residual
method for allocation, and expands the ongoing disclosure requirements. This update is effective for the Company
beginning January 1, 2011 and can be applied prospectively or retrospectively. Management is currently evaluating
the effect that adoption of this update will have on its consolidated financial statements.

3. Initial Public Offering

On July 7, 2009, the Company closed its IPO of 7,666,667 shares of common stock at an offering price of
$16.00 per share, of which 5,750,000 shares were sold by the Company and 1,916,667 shares were sold by selling
stockholders, resulting in net proceeds to the Company of approximately $83,000,000, after deducting underwriting
discounts and offering costs. Effective with the close of the [PO, the Company s outstanding shares of redeemable
convertible preferred stock were automatically converted into 12,360,523 shares of common stock.

4. Fair Value of Financial Instruments

The carrying value of the Company s financial instruments, including cash equivalents, restricted cash, accounts
receivable, and accounts payable, approximate their fair values due to their short maturities. The Company s financial
assets and liabilities are measured using inputs from the three levels of the fair value hierarchy. A financial asset or
liability s classification within the hierarchy is determined based on the lowest level input that is significant to the fair
value measurement. The three levels are as follows:

Level 1: Unadjusted quoted prices for identical assets or liabilities in active markets accessible by the Company at
the measurement date.

Level 2: Inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for identical
or similar assets and liabilities in markets that are not active, inputs other than quoted prices that are observable for the
asset or liability, and inputs that are derived principally from or corroborated by observable market data by correlation
or other means.

Level 3: Unobservable inputs that reflect the Company s assumptions about the assumptions that market
participants would use in pricing the asset or liability.

The following table summarizes the basis used to measure certain of the Company s financial assets that are carried
at fair value:

Basis of Fair Value Measurement

Quoted Prices
in Active Significant
markets for Other Significant
Balance at Identical Observable Unobservable
December 31, Items Inputs Inputs
2008 (Level 1) (Level 2) (Level 3)
Cash equivalents money market funds $19,322,320 $19,322,320 $ $
Basis of Fair Value Measurement
Quoted Prices
in Active Significant
markets for Other Significant
Balance at Identical Observable Unobservable
September 30, Items Inputs Inputs
2009 (Level 1) (Level 2) (Level 3)
Cash equivalents money market funds $112,934,829 $112,934,829 $ $

8
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5. Intangible Assets
Acquired intangible assets consisted of the following:

December 31, 2008 September 30, 2009
Estimated Gross Gross
Net Net
Useful Carrying Accumulated Carrying Carrying Accumulated Carrying
Life Amount  Amortization Amount Amount  Amortization = Amount

(Unaudited) (Unaudited) (Unaudited)

Identifiable

intangible assets:

Trademark yesars $ 635506 $ 308902 § 326,604 $ 635506 $ 404,228 § 231,278
Customer base yesars 1,003,068 487,564 515,504 1,003,068 638,025 365,043
Software yeirs 298,977 181,656 117,321 298,977 237,714 61,263
Technology yeirs 1,361,900 827,479 534,421 1,361,900 1,082,835 279,065

$3,299,451 $ 1,805,601 $ 1,493,850 $3,299.451 $ 2,362,802 $ 936,649

The Company is amortizing the acquired intangible assets on a straight-line basis over the estimated useful lives
noted above. Amortization expense for intangible assets was $742,934 for the year ended December 31, 2008 and
$557,200 for the nine months ended September 30, 2008 and 2009. Amortization relating to software and technology
is recorded within cost of revenues and the amortization of trademark and the customer base is recorded within
operating expenses. Future estimated amortization expense for intangible assets was as follows at December 31, 2008:

Years Ending December 31

2009 $742,934

2010 $564,238

2011 $ 186,678
6. Accrued Liabilities

Accrued liabilities consisted of the following:

December September
31, 30,
2008 2009
Marketing programs $ 855,038 $ 1,353,460
Payroll and payroll related 2,346,304 3,122,478
Professional fees 214,422 501,559
Other accrued expenses 1,782,079 1,599,622
Total accrued expenses $ 5,197,843 $ 6,577,119

7. Income Taxes
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The Company s tax provision for the three and nine months ended September 30, 2008 and 2009 primarily consists
of alternative minimum taxes and foreign income taxes, as well as a deferred provision related to the book and tax
basis differences of goodwill. The provision for the 2009 periods was substantially offset by a decrease to the
valuation allowance as net loss carryforwards were utilized to offset domestic pretax income for the period. The
benefit for the 2008 periods was substantially offset by an increase in the valuation allowance as net loss

carryforwards were generated.
9
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The Company has significant deferred tax assets related to its net operating loss carryforwards and tax credits and
has provided a valuation allowance for the full amount of its deferred tax assets, as it is not more than likely than not
that any future benefit from deductible temporary differences and net operating loss and tax credit carryforwards will
be realized.

The Company files income tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions.
The Company s income tax returns since inception are open to examination by federal, state, and foreign tax
authorities. The Company has no amount recorded for any unrecognized tax benefits, and its policy is to record
estimated interest and penalty related to the underpayment of income taxes or unrecognized tax benefits as a
component of its income tax provision. During the three and nine months ended September 30, 2008 and 2009, the
Company did not recognize any interest or penalties in its statements of operations, and there are no accruals for
interest or penalties at December 31, 2008 or September 30, 2009.

8. Stockholders Equity (Deficit)

On June 9, 2009, the Company s Board of Directors approved a Restated Certificate of Incorporation to be effective
upon the closing of the IPO. This Restated Certificate of Incorporation, among other things, increased the Company s
authorized common shares to 75,000,000 on July 7, 2009.

9. Stock Option Plans

On June 9, 2009, the Company s Board of Directors approved the 2009 Stock Incentive Plan (the 2009 Plan ) which
became effective upon the closing of the IPO. A total of 800,000 shares of common stock, subject to increase on an
annual basis, are reserved for future issuance under the 2009 Plan. Shares of common stock reserved for issuance
under the 2007 Stock Incentive Plan that remained available for issuance at the time of effectiveness of the 2009 Plan
and any shares of common stock subject to awards under the 2007 Plan that expire, terminate, or are otherwise
forfeited, canceled, or repurchased by the Company were added to the number of shares available under the 2009
Plan. The 2009 Plan is administered by the Board of Directors and Compensation Committee, which have the
authority to designate participants and determine the number and type of awards to be granted, the time at which
awards are exercisable, the method of payment and any other terms or conditions of the awards. Options generally
vest over a four-year period and expire ten years from the date of grant. Certain options provide for accelerated
vesting if there is a change in control. There were 842,332 shares available for grant under the 2009 Plan as of
September 30, 2009.

The Company uses the Black-Scholes option-pricing model to estimate the grant date fair value of stock option
grants. The Company estimates the expected volatility of its common stock at the date of grant based on the historical
volatility of comparable public companies over the option s expected term given the Company s limited trading history.
The Company estimates expected term based on historical exercise activity and giving consideration to the contractual
term of the options, vesting schedules, employee turnover, and expectation of employee exercise behavior. The
assumed dividend yield is based upon the Company s expectation of not paying dividends in the foreseeable future.
The risk-free rate for periods within the estimated life of the option is based on the U.S. Treasury yield curve in effect
at the time of grant. Historical employee turnover data is used to estimate pre-vesting option forfeiture rates. The
compensation expense is amortized on a straight-line basis over the requisite service period of the options, which is
generally four years.

10
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The Company used the following assumptions to apply the Black-Scholes option-pricing model:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2009 2008 2009
Expected dividend yield 0.00% 0.00% 0.00% 0.00%
Risk-free interest rate 3.33% 2.71% 2.90% - 3.33% 1.88% - 2.71%
Expected term (in years) 5.54 -6.25 6.25 5.54-6.25 6.25
Volatility 75% 75% 75% - 80% 75%
The following table summarizes stock option activity, including performance-based options:
Weighted
Average
Weighted Remaining
Number Average Contractual Aggregate
of Shares Exercise Term Intrinsic
Options Price (Years) Value

Outstanding, December 31, 2008 3,209,650 4.18 7.6 $24,426,411
Granted 93,200 12.65

Exercised (112,300) 1.48 1,542,860
Forfeited (63,250) 10.43

Outstanding, September 30, 2009 3,127,300 4.39 7.0 43,557,339
Exercisable at December 31, 2008 1,682,900 2.48 6.9 15,637,519
Exercisable at September 30, 2009 2,128,850 2.78 6.5 33,065,161

The aggregate intrinsic value was calculated based on the positive differences between the estimated fair value of
the Company s common stock on December 31, 2008, of $11.78, and $18.31 per share on September 30, 2009, or at
time of exercise, and the exercise price of the options.

The weighted average grant date fair value of stock options issued or modified was $7.73 per share for the year
ended December 31, 2008, and $8.54 for the nine months ended September 30, 2009.

The Company recognized stock based compensation expense within the accompanying consolidated statements of
operations as summarized in the following table:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2009 2008 2009
Cost of revenue $ 15,236 $ 8,580 $ 44,683 $ 37,745
Research and development 102,304 251,333 301,203 427,192
Selling and marketing 251,865 220,780 700,889 678,751
General and administrative 302,378 420,446 973,507 971,834

$671,783 $901,139 $2,020,282 $2,115,522
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As of December 31, 2008 and September 30, 2009, there was approximately $6,436,000 and $4,432,000 of total
unrecognized share-based compensation cost, net of estimated forfeitures, related to unvested stock option grants
which are expected to be recognized over a weighted average period of 1.5 and 2.3 years. The total unrecognized
share-based compensation cost will be adjusted for future changes in estimated forfeitures.

Of the total stock options issued subject to the Plans, certain stock options have performance-based vesting. These
performance-based options granted during 2004 and 2007 were generally granted at-the-money, contingently vest over
a period of two to four years depending upon the nature of the performance goal, and have a contractual life of ten
years.

The Company granted 180,000 performance options in 2007, which vested upon the closing of the IPO. The
Company recorded compensation expense of $338,000 in July 2009 related to these performance options.

The performance-based options are summarized below:

Weighted
Average
Weighted Remaining
Number Average Contractual Aggregate
of
Shares Exercise Term Intrinsic
Options Price (Years) Value
Outstanding, December 31, 2008 718,000 1.25 6.5 $ 7,556,950
Granted
Exercised (17,000) 1.25 150,110
Forfeited
Outstanding, September 30, 2009 701,000 1.25 5.8 11,959,060
Exercisable at December 31, 2008 493,000 1.25 6.0 5,188,825
Exercisable at September 30, 2009 701,000 1.25 5.8 11,959,060

The aggregate intrinsic value was calculated based on the positive differences between the estimated fair value of
the Company s common stock on December 31, 2008, of $11.78 per share, and $18.31 per share on September 30,
2009, and the exercise price of the options.

10. Commitments and Contingencies

Operating Leases The Company has operating lease agreements for offices in Massachusetts, Hungary, The
Netherlands and Australia that expire in 2009 through 2014. The lease agreement for the Massachusetts office requires
a security deposit of $125,000 in the form of a letter of credit which is collateralized by a certificate of deposit in the
same amount. The 2009 lease agreement for one of the Company s Hungarian offices requires a security deposit,
which totaled approximately $245,000 (45,359,642 HUF) at September 30, 2009. The certificate of deposit and the
security deposit are classified as restricted cash. The Massachusetts, The Netherlands, and new Budapest, Hungary
leases contain termination options which allow the Company to terminate the leases pursuant to certain lease
provisions.

Rent expense under these leases was approximately $338,000, $516,000, $965,000 and $1,226,000 for the three
and nine months ended September 30, 2008 and 2009, respectively. The Company records rent expense on a
straight-line basis for leases with scheduled escalation clauses or free rent periods.
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The Company also enters into hosting services agreements with third-party data centers and internet service
providers that are subject to annual renewal. Hosting fees incurred under these arrangements aggregated
approximately $383,000, $439,000, $1,004,000 and $1,156,000 for the three and nine months ended September 30,
2008 and 2009, respectively.
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Litigation During 2007 and through May 22, 2008, the Company settled three patent infringement lawsuits for an
aggregate amount of $2,825,000. In each settlement, the plaintiff dismissed the action with prejudice, and all parties
provided mutual releases from claims arising from or related to the patent or patents at issue. The Company recorded
$0 and $600,000 related to one of these lawsuits for the three and nine months ended September 30, 2008.

On June 2, 2009, PB&J Software, LLC ( PB&J ), filed a complaint that named the Company and four other
companies as defendants in a lawsuit in the U.S. District Court for the District of Minnesota. The Company received
service of the complaint on July 20, 2009. The complaint alleges that the Company has infringed U.S. Patent
No. 7,310,736, which allegedly is owned by PB&J and has alleged claims directed to a particular application or
system for transferring or storing back-up copies of files from one computer to a second computer. The complaint
seeks damages in an unspecified amount and injunctive relief. The Company believes that it has meritorious defenses
to the claim and intends to defend the lawsuit vigorously.

The Company is from time to time subject to various other legal proceedings and claims, either asserted or
unasserted, which arise in the ordinary course of business. While the outcome of these other claims cannot be
predicted with certainty, management does not believe that the outcome of any of these other legal matters will have a
material adverse effect on the Company s consolidated financial statements.

11. Related Party Transactions

In December 2007, the Company entered into a strategic agreement with Intel Corporation to jointly develop a
service that delivers connectivity to computers built with Intel components. Under the terms of the multi-year
agreement, the Company is adapting its service delivery platform, Gravity, to work with specific technology delivered
with Intel hardware and software products. The agreement provides that Intel will market and sell the service to its
customers. Intel pays the Company a minimum license and service fee on a quarterly basis during the multi-year term
of the agreement. The Company began recognizing revenue associated with the Intel service and marketing agreement
upon receipt of acceptance in the quarter ended September 30, 2008. In addition, the Company and Intel will share
revenue generated by the use of the service by third parties to the extent it exceeds the minimum payments. In
conjunction with this agreement, Intel Capital purchased 2,222,223 shares of the Company s Series B-1 redeemable
convertible preferred stock for $10,000,004, which were converted into 888,889 shares of common stock in
connection with the closing of the IPO on July 7, 2009.

In June 2009, the Company entered into a license, royalty and referral agreement with Intel Americas, Inc.,
pursuant to which the Company will pay Intel specified royalties with respect to subscriptions to its products that
incorporate the Intel technology covered by the service and marketing agreement with Intel Corporation. In addition,
in the event Intel refers customers to the Company under this agreement, the Company will pay Intel specified fees.

At December 31, 2008 and September 30, 2009, Intel owed the Company approximately $150,000 and $50,000,
respectively, recorded as a non-trade receivable relating to this agreement. The Company recognized $1,518,000,
$1,485,000, $1,518,000 and $4,521,000 of net revenue relating to these agreements for the three and nine months
ended September 30, 2008 and 2009, respectively. As of December 31, 2008, the Company had recorded $3,214,000
related to this agreement as deferred revenue of which $2,143,000 was classified as long term deferred revenue. As of
September 30, 2009, the Company has recorded $2,410,000 related to this agreement as deferred revenue, of which
$1,339.000 is classified as long-term deferred revenue. The Company recorded operating expense relating to referral
fees of approximately $16,000 relating to this agreement during the three month and nine months ended
September 30, 2009. Approximately $16,000 relating to the referral fees and $8,000 relating to license fees are
payable to Intel as of September 30, 2009.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes thereto included
elsewhere in this Quarterly Report on Form 10-Q and the audited consolidated financial statements and notes thereto
and management s discussion and analysis of financial condition and results of operations for the year ended
December 31, 2008 included in our final prospectus dated June 30, 2009 and filed with the Securities and Exchange
Commission, or SEC. This Quarterly Report on Form 10-Q contains forward-looking statements within the
meaning of Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act. These statements
are often identified by the use of words such as may, will,  expect, believe, anticipate, intend,

could, estimate, or continue, and similar expressions or variations. Such forward-looking statements are
subject to risks, uncertainties and other factors that could cause actual results and the timing of certain events to
differ materially from future results expressed or implied by such forward-looking statements. Factors that could
cause or contribute to such differences include, but are not limited to, those discussed in the section titled Risk
Factors, set forth in Part Il, Item 1A of this Quarterly Report on Form 10-Q and elsewhere in this Report. The
forward-looking statements in this Quarterly Report on Form 10-Q represent our views as of the date of this
Quarterly Report on Form 10-Q. We anticipate that subsequent events and developments will cause our views to
change. However, while we may elect to update these forward-looking statements at some point in the future, we have
no current intention of doing so except to the extent required by applicable law. You should, therefore, not rely on
these forward-looking statements as representing our views as of any date subsequent to the date of this Quarterly
Report on Form 10-Q.
Overview

LogMeln provides on-demand, remote-connectivity solutions to small and medium businesses, or SMBs, IT
service providers and consumers. Businesses and IT service providers use our solutions to deliver end-user support
and to remotely access and manage computers and other Internet-enabled devices more effectively and efficiently.
Consumers and mobile workers use our solutions to access computer resources remotely, thereby facilitating their
mobility and increasing their productivity. Our solutions, which are deployed on-demand and accessible through a
web browser, are secure, scalable and easy for our customers to try, purchase and use.

We offer two free services and nine premium services. Sales of our premium services are generated through
word-of-mouth referrals, web-based advertising, expiring free trials that we convert to paid subscriptions and direct
marketing to new and existing customers.

We derive our revenue principally from subscription fees from SMBs, IT service providers and consumers. The
majority of our customers subscribe to our services on an annual basis. Our revenue is driven primarily by the number
and type of our premium services for which our paying customers subscribe. For the nine months ended
September 30, 2009, we generated revenues of $54.2 million, compared to $35.7 million for the nine months ended
September 30, 2008, an increase of approximately 52%. In fiscal 2008, we generated revenues of $51.7 million.

In addition to selling our services to end-users, we entered into a service and marketing agreement with Intel
Corporation in December 2007 pursuant to which we are adapting our service delivery platform, Gravity, to work with
specific technology delivered with Intel hardware and software products. The agreement provides that Intel will
market and sell the services to its customers. Intel pays us a minimum license and service fee on a quarterly basis
during the term of the agreement, and we share with Intel revenue generated by the use of the services by third parties
to the extent it exceeds the minimum payments. We began recognizing revenue associated with the Intel service and
marketing agreement in the quarter ended September 30, 2008. During the nine months ended September 30, 2009, we
recognized $4.5 million in revenue from this agreement.

Through September 30, 2009, we have primarily funded our operations through the sale of redeemable convertible
preferred stock which resulted in proceeds of approximately $27.8 million, cash flows from operations and to a lesser
extent approximately $83.0 million of net proceeds received in connection with our initial public offering of common
stock, or our IPO. We incurred net losses of $6.7 million for 2006, $9.1 million for 2007 and $5.4 million for 2008
and earned net income of $6.3 million for the nine months ended September 30, 2009. We expect to continue making
significant future expenditures to develop and expand our business.
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Certain Trends and Uncertainties
The following represents a summary of certain trends and uncertainties, which could have a significant impact on
our financial condition and results of operations. This summary is not intended to be a complete list of potential trends
and uncertainties that could impact our business in the long or short term. The summary, however, should be
considered along with the factors identified in the section titled Risk Factors set forth in Part II, Item 1A of this
Quarterly Report on Form 10-Q and elsewhere in this report.
We continue to closely monitor current adverse economic conditions, particularly as they impact SMBs, IT
service providers and consumers. We are unable to predict the likely duration and severity of the current
adverse economic conditions in the U.S. and other countries, but the longer the duration the greater risks we
face in operating our business.

We believe that competition will continue to increase. Increased competition could result from existing
competitors or new competitors that enter the market because of the potential opportunity. We will continue to
closely monitor competitive activity and respond accordingly. Increased competition could have an adverse
effect on our financial condition and results of operations.

We believe that as we continue to grow revenue at expected rates, our cost of revenue and operating expenses,
including sales and marketing, research and development and general and administrative expenses will increase
in absolute dollar amounts. For a description of the general trends we anticipate in various expense categories,
see Cost of Revenue and Operating Expenses below.

Sources of Revenue

We derive our revenue principally from subscription fees from SMBs, IT service providers and consumers. Our
revenue is driven primarily by the number and type of our premium services for which our paying customers
subscribe and is not concentrated within one customer or group of customers. The majority of our customers subscribe
to our services on an annual basis and pay in advance, typically with a credit card, for their subscription. A smaller
percentage of our customers subscribe to our services on a monthly basis through either month-to-month
commitments or annual commitments that are then paid monthly with a credit card. We initially record a subscription
fee as deferred revenue and then recognize it ratably, on a daily basis, over the life of the subscription period.
Typically, a subscription automatically renews at the end of a subscription period unless the customer specifically
terminates it prior to the end of the period.

In addition to our subscription fees, to a lesser extent, we also generate revenue from the license and annual
maintenance fees from the licensing of our RemotelyAnywhere product. We license Remotely Anywhere to our
customers on a perpetual basis. Because we do not have vendor specific objective evidence of fair value, or VSOE, for
our maintenance arrangements, we record the initial license and maintenance fee as deferred revenue and recognize
the fees as revenue ratably, on a daily basis, over the initial maintenance period. We also initially record maintenance
fees for subsequent maintenance periods as deferred revenue and recognize revenue ratably, on a daily basis, over the
maintenance period. We also generate revenue from the license of our Ignition for iPhone product which is sold as a
perpetual license and is recognized as delivered. Revenue from RemotelyAnywhere and Ignition for iPhone
represented less than 5% of our revenue for the interim periods covered by this report.

Employees

We have increased our number of full-time employees to 334 at September 30, 2009 as compared to 287 at
December 31, 2008 and 262 at September 30, 2008.

Cost of Revenue and Operating Expenses

We allocate certain overhead expenses, such as rent and utilities, to expense categories based on the headcount in
our office space occupied by personnel in that expense category as a percentage of our total headcount or office
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space. As a result, an overhead allocation associated with these costs is reflected in the cost of revenue and each
operating expense category.

Cost of Revenue. Cost of revenue consists primarily of costs associated with our data center operations and
customer support centers, including wages and benefits for personnel, telecommunication and hosting fees for our
services, equipment maintenance, maintenance and license fees for software licenses and depreciation. Additionally,
amortization expense associated with the software and technology acquired as part of our acquisition of substantially
all the assets of Applied Networking, Inc. is included in cost of revenue. The expenses related to hosting our services
and supporting our free and premium customers is related to the number of customers who subscribe to our services
and the complexity and redundancy of our services and hosting infrastructure. We expect these expenses to increase in
absolute dollars as we continue to increase our number of customers over time but, in total, to remain relatively
constant as a percentage of revenue.

Research and Development. Research and development expenses consist primarily of wages and benefits for
development personnel, consulting fees associated with outsourced development projects, facilities rent and
depreciation associated with assets used in development. We have focused our research and development efforts on
both improving ease of use and functionality of our existing services, as well as developing new offerings. The
majority of our research and development employees are located in our development centers in Hungary. Therefore, a
majority of research and development expense is subject to fluctuations in foreign exchange rates. We expect that
research and development expenses will increase in absolute dollars as we continue to enhance and expand our
services, but decrease as a percentage of revenue.

Sales and Marketing. Sales and marketing expenses consist primarily of online search and advertising costs, wages,
commissions and benefits for sales and marketing personnel, offline marketing costs such as media advertising and
trade shows, and credit card processing fees. Online search and advertising costs consist primarily of pay-per-click
payments to search engines and other online advertising media such as banner ads. Offline marketing costs include
radio and print advertisements as well as the costs to create and produce these advertisements, and tradeshows,
including the costs of space at trade shows and costs to design and construct trade show booths. Advertising costs are
expensed as incurred. In order to continue to grow our business and awareness of our services, we expect that we will
continue to commit resources to our sales and marketing efforts. We expect that sales and marketing expenses will
increase in absolute dollars, but decrease as a percentage of revenue over time as our revenue increases.

General and Administrative. General and administrative expenses consist primarily of wages and benefits for
management, human resources, internal I'T support, finance and accounting personnel, professional fees, insurance and
other corporate expenses. We expect that general and administrative expenses will increase as we continue to add
personnel and enhance our internal information systems in connection with the growth of our business. In addition, we
anticipate that we will incur additional personnel expenses, professional service fees, including auditing, legal and
insurance costs, related to operating as a public company. We expect that our general and administrative expenses will
increase in both absolute dollars and as a percentage of revenue.

Critical Accounting Policies

Our financial statements are prepared in accordance with accounting principles generally accepted in the United
States of America. The preparation of our financial statements and related disclosures requires us to make estimates,
assumptions and judgments that affect the reported amount of assets, liabilities, revenue, costs and expenses, and
related disclosures. We base our estimates and assumptions on historical experience and other factors that we believe
to be reasonable under the circumstances. We evaluate our estimates and assumptions on an ongoing basis. Our actual
results may differ from these estimates under different assumptions and conditions. Our most critical accounting
policies are listed below:

Revenue recognition;

Income taxes;

Software development costs;
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Stock-based compensation.

During the three and nine months ended September 30, 2009, there were no significant changes in our critical
accounting policies or estimates. See Notes 2 and 8 to our condensed consolidated financial statements included
elsewhere in this Quarterly Report on Form 10-Q and in our prospectus filed on June 30, 2009 for additional
information about these critical accounting policies, as well as a description of our other significant accounting
policies.

Results of Consolidated Operations
The following table sets forth selected consolidated statements of operations data for each of the periods:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2009 2008 2009
(In thousands)
Revenue $ 14,386 $18,971 $ 35727 $ 54,175
Cost of revenue 1,576 1,910 4,292 5,508
Gross profit 12,810 17,061 31,435 48,667
Operating expenses:
Research and development 3,281 3,579 8,987 9,487
Sales and marketing 7,865 9,059 23,407 26,378
General and administrative 1,580 2,344 4,848 5,787
Legal settlements 600
Amortization of acquired intangibles 82 82 246 246
Total operating expenses 12,808 15,064 38,088 41,898
Income (loss) from operations 2 1,997 (6,653) 6,769
Interest and other (income) expense, net 42 99) 97 (234)
Income (loss) before provision for income taxes 44 1,898 (6,556) 6,535
Provision for income taxes 35 (48) (89) (212)
Net income (loss) $ 9 $ 1,850 $ (6,645 $ 6,323
17
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The following table sets forth selected consolidated statements of operations data for each of the periods indicated
as a percentage of total revenue

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2009 2008 2009
(In thousands)

Revenue 100% 100% 100% 100%
Cost of revenue 11 10 12 10
Gross profit 89 90 88 90
Operating expenses:
Research and development 23 19 25 18
Sales and marketing 55 48 66 49
General and administrative 11 12 14 11
Legal settlements 2
Amortization of acquired intangibles 1
Total operating expenses 89 79 107 77
Income (loss) from operations 11 (19) 12
Interest and other (income) expense, net (1) (1)
Income (loss) before provision for income taxes 10 (18) 12
Provision for income taxes (1)
Net income (loss) % 10% (19% 12%

Three Months Ended September 30, 2009 and 2008

Revenue. Revenue for the three months ended September 30, 2009 was $19.0 million, an increase of $4.6 million,
or 32%, over revenue of $14.4 million for the three months ended September 30, 2008, primarily due to revenue
generated from new customers. The remaining increase in revenue was due to incremental subscription revenue from
our existing customers.

Cost of Revenue. Cost of revenue for the three months ended September 30, 2009 was $1.9 million, an increase of
$0.3 million, or 21%, over cost of revenue of $1.6 million for the three months ended September 30, 2008. As a
percentage of revenue, cost of revenue was 10% for the three months ended September 30, 2009 versus 11% for the
three months ended September 30, 2008. The decrease in cost of revenue as a percentage of revenue was primarily the
result of more efficient utilization of our data center and customer support organizations. The increase in absolute
dollars resulted primarily from an increase in both the number of customers using our premium services and the total
number of devices that connected to our services, including devices owned by free users, which resulted in increased
hosting and customer support costs. The increase in data center costs was due to the expansion of our data center
facilities as we added capacity to our hosting infrastructure. Additionally, $0.1 million of the increase in cost of
revenue was due to the increased costs in our customer support organization we incurred, primarily as a result of
hiring new employees to support our customer growth.

Research and Development Expenses. Research and development expenses for the three months ended
September 30, 2009 were $3.6 million, an increase of $0.3 million, or 9%, over research and development expenses of
$3.3 million for the three months ended September 30, 2008. The increase was primarily due to a $0.1 million
increase in personnel-related costs, including salary and other compensation related costs, as we increased the number
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of research and development personnel to 141 at September 30, 2009 from 112 at September 30, 2008. The increase
was also due to a $0.1 million increase in consultant costs and a $0.1 million increase in rent-related costs.

Sales and Marketing Expenses. Sales and marketing expenses for the three months ended September 30, 2009 were
$9.1 million, an increase of $1.2 million, or 15%, over sales and marketing expenses of $7.9 million for the three
months ended September 30, 2008. The increase was primarily due to a $0.7 million increase in personnel related and
recruiting costs from additional employees hired to support our growth in sales and expand our
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marketing efforts. The total number of sales and marketing personnel increased to 115 at September 30, 2009 from 89
at September 30, 2008. The increase was also due to $0.2 million increase in marketing programs costs, a $0.1 million
increase in travel-related costs and a $0.1 million increase in telephone costs.

General and Administrative Expenses. General and administrative expenses for the three months ended
September 30, 2009 were $2.3 million, an increase of $0.8 million, or 48%, over general and administrative expenses
of $1.6 million for the three months ended September 30, 2008. The increase was primarily due to a $0.3 million
increase in personnel-related costs as we increased the number of general and administrative employees to support our
overall growth. The increase was also due to a $0.2 million increase in legal costs and a $0.1 million increase in
corporate insurance costs.

Amortization of Acquired Intangibles. Amortization of acquired intangibles for the three months ended
September 30, 2009 and 2008 was $0.1 million and related to the value of intangible assets acquired in our July 2006
acquisition of Applied Networking, Inc.

Interest and Other (Income) Expense, Net. Interest and other (income) expense, net for the three months ended
September 30, 2009 was an expense of $99,000, compared to income of $42,000, for the three months ended
September 30, 2008. The change was mainly due to an a decrease in interest income and an increase in foreign
exchange losses offset by a decrease in interest expense associated with a note payable related to our acquisition of
Applied Networking, Inc.

Income Taxes. During the three months ended September 30, 2009 and 2008, we recorded a deferred tax provision
of $4,000 related to the different book and tax treatment for goodwill and a provision for alternative minimum taxes,
foreign and state income taxes totaling $44,000 and $30,000, respectively. We recorded a federal income tax
provision for the three months ended September 30, 2009 and a Federal income tax benefit for the three months ended
September 30, 2008 which were offset by the change in the valuation allowance. We have also provided a full
valuation allowance for our net deferred tax assets as we believe it is not more likely than not that any future benefits
from these deferred tax assets would be realized.

Net Income (Loss). We recognized net income of $1.8 million for the three months ended September 30, 2009
compared to net income of $9,500 for the three months ended September 30, 2008. The increase in net income was
associated with the increase in revenues offset by an increase in operating expenses.

Nine Months Ended September 30, 2009 and 2008

Revenue. Revenue for the nine months ended September 30, 2009 was $54.2 million, an increase of $18.4 million,
or 52%, over revenue of $35.7 million for the nine months ended September 30, 2008, primarily due to increased
revenue from new customers (including $3.0 million of incremental revenue from Intel). The remaining increase in
revenue was due to incremental subscription revenue from our existing customers.

Cost of Revenue. Cost of revenue for the nine months ended September 30, 2009 was $5.5 million, an increase of
$1.2 million, or 28%, over cost of revenue of $4.3 million for the nine months ended September 30, 2008. As a
percentage of revenue, cost of revenue was 10% for the nine months ended September 30, 2009 versus 12% for the
nine months ended September 30, 2008. The decrease in cost of revenue as a percentage of revenue was primarily the
result of more efficient utilization of our data center and customer support organizations. The increase in absolute
dollars primarily resulted from an increase in both the number of customers using our premium services and the total
number of devices that connected to our services, including devices owned by free users, which resulted in increased
hosting and customer support costs. Of the increase in cost of revenue, $0.7 million resulted from increased data
center costs associated with the hosting of our services. The increase in data center costs was due to the expansion of
our data center facilities as we added capacity to our hosting infrastructure. Additionally, $0.5 million of the increase
in cost of revenue was due to the increased costs in our customer support organization we incurred, primarily as a
result of hiring new employees to support our customer growth.

Research and Development Expenses. Research and development expenses for the nine months ended
September 30, 2009 were $9.5 million, an increase of $0.5 million, or 6%, over research and development expenses of
$9.0 million for the nine months ended September 30, 2008. The increase was primarily due to a $0.1 million
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increase in personnel-related costs, including salary and other compensation related costs, as we increased the number
of research and development personnel to 141 at September 30, 2009 from 112 at September 30, 2008. The increase
was also due to a $0.1 million increase in consultant costs, a $0.1 million increase in rent costs and a $0.1 million
increase in telephone costs.

Sales and Marketing Expenses. Sales and marketing expenses for the nine months ended September 30, 2009 were
$26.4 million, an increase of $2.9 million, or 13%, over sales and marketing expenses of $23.4 million for the nine
months ended September 30, 2008. The increase was primarily due to a $2.0 million increase in personnel related and
recruiting costs from additional employees hired to support our growth in sales and expand our marketing efforts. The
total number of sales and marketing personnel increased to 115 at September 30, 2009 from 89 at September 30, 2008.
The increase was also due to a $0.2 million increase in consultant costs, a $0.2 million increase in travel related costs
and a $0.2 million increase in telephone costs.

General and Administrative Expenses. General and administrative expenses for the nine months ended
September 30, 2009 were $5.8 million, an increase of $0.9 million, or 19%, over general and administrative expenses
of $4.8 million for the nine months ended September 30, 2008. The increase was primarily due to a $0.6 million
increase in personnel related costs as we increased the number of general and administrative employees to support our
overall growth. The increase was also due to a $0.2 million increase in legal costs and a $0.1 million increase in
corporate insurance costs.

Legal Settlement Expenses. Legal settlement expenses for the nine months ended September 30, 2009 were zero, a
decrease of $0.6 million, or 100%, over legal settlement expenses of $0.6 million for the nine months ended
September 30, 2008. In May 2008, we settled a lawsuit which began in 2007 related to an alleged patent infringement.

Amortization of Acquired Intangibles. Amortization of acquired intangibles for the nine months ended
September 30, 2009 and 2008 was $0.2 million and related to the value of intangible assets acquired in our July 2006
acquisition of Applied Networking, Inc.

Interest and Other (Income) Expense, Net. Interest and other (income) expense, net for the nine months ended
September 30, 2009 was an expense of $234,000, compared to income of $97,000, for the nine months ended
September 30, 2008. The change was mainly due to a decrease in interest income and an increase in foreign exchange
losses offset by a decrease in interest expense associated with a note payable related to our acquisition of Applied
Networking, Inc.

Income Taxes. During the nine months ended September 30, 2009 and 2008, we recorded a deferred tax provision
of approximately $12,000 related to the different book and tax treatment for goodwill and a provision for alternative
minimum taxes, foreign and state income taxes totaling $200,000 and $77,000, respectively. We recorded a federal
income tax provision for the nine months ended September 30, 2009 and a Federal income tax benefit for the nine
months ended September 30, 2008 which were offset by the change in the valuation allowance. We have provided a
full valuation allowance for our net deferred tax assets as we believe it is not more likely than not that any future
benefits from these deferred tax assets would be realized.

Net Income (Loss). We recognized a net income of $6.3 million for the nine months ended September 30, 2009
compared to a net loss of $6.6 million for the nine months ended September 30, 2008. The increase in net income
arose principally from revenues offset by an increase in operating expenses.
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Liquidity and Capital Resources
The following table sets forth the major sources and uses of cash for each of the periods set forth below:

Nine Months Ended September

30,
2008 2009
(In thousands)
Net cash provided by operations $ 6,032 $ 16,438
Net cash used in investing activities (3,033) (2,930)
Net cash (used in) provided by financing activities (2,005) 84,453
Effect of exchange rate changes 133
Net increase in cash $ 994 $ 98,094

Since our inception and through September 30, 2009, we have financed our operations primarily through the sale
of redeemable convertible preferred stock, cash flows from operations and to a lesser extent proceeds received in
connection with our IPO. At September 30, 2009, our principal source of liquidity was cash and cash equivalents
totaling $121.0 million.

Cash Flows From Operating Activities

Net cash inflows from operating activities during the nine months ended September 30, 2009 were mainly due to
$6.3 million of net income for the period, non-cash operating expenses, including $2.3 million for depreciation and
amortization and $2.1 million for stock compensation, as well as a $2.0 million increase in current liabilities, a
$3.6 million increase in deferred revenue associated with the increase in subscription sales orders and customer
growth, a $0.3 million increase in other long-term liabilities and a $0.2 million decrease in accounts receivable. These
were offset by a $0.5 million increase in prepaid expenses and other current assets.

Net cash inflows from operating activities during the nine months ended September 30, 2008 resulted from a
$10.6 million increase in deferred revenue associated with the increase in subscription sales orders and customer
growth as well as an increase in current liabilities. These increases and increases in non-cash operating expenses,
including $1.7 million for depreciation and amortization and $2.0 million for stock compensation, offset a
$6.6 million operating loss for the period, a $1.5 million increase in accounts receivable and a $0.8 million increase in
prepaid expenses and other current assets.

Cash Flows From Investing Activities

Net cash used in investing activities during the nine months ended September 30, 2009 and 2008 consisted
primarily of the purchase of equipment. Purchases of equipment resulted from the expansion of our data centers as
well as an increase in the number of our employees in connection with the expansion of our office and related
infrastructure.

Our future capital requirements may vary materially from those currently planned and will depend on many
factors, including, but not limited to, development of new services, market acceptance of our services, the expansion
of our sales, support, development and marketing organizations, the establishment of additional offices in the United
States and worldwide and the expansion of our data center infrastructure necessary to support our growth. Since our
inception, we have experienced increases in our expenditures consistent with the growth in our operations and
personnel, and we anticipate that our expenditures will continue to increase in the future. We also intend to make
investments in computer equipment and systems and infrastructure related to existing and new offices as we move and
expand our facilities, add additional personnel and continue to grow our business. We are not currently party to any
purchase contracts related to future capital expenditures.
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Cash Flows From Financing Activities

Net cash flows provided by financing activities were $84.5 million for the nine months ended September 30, 2009
and were mainly the result of net proceeds received related to our IPO and proceeds received from the issuance of
common stock upon the exercise of stock options.

Net cash flows used in financing activities were $2.0 million for the nine months ended September 30, 2008 and
were mainly associated with the final payment of $1.3 million associated with a note payable related to our acquisition
of Applied Networking, Inc. and the payment of approximately $0.8 million associated with fees related to our IPO
offset by proceeds received from the issuance of common stock upon the exercise of stock options.

On July 7, 2009, we closed our IPO raising net proceeds of approximately $83.0 million after deducting
underwriting discounts and offering costs. While we believe that our current cash and cash equivalents will be
sufficient to meet our working capital and capital expenditure requirements for at least the next twelve months, we
may elect to raise additional capital through the sale of additional equity or debt securities or obtain a credit facility to
develop or enhance our services, to fund expansion, to respond to competitive pressures or to acquire complementary
products, businesses or technologies. If we elect, additional financing may not be available in amounts or on terms
that are favorable to us, if at all. If we raise additional funds through the issuance of equity or convertible debt
securities, our existing stockholders could suffer significant dilution, and any new equity securities we issue could
have rights, preferences and privileges superior to those of holders of our common stock.

During the last three years, inflation and changing prices have not had a material effect on our business and we do
not expect that inflation or changing prices will materially affect our business in the foreseeable future.

Off-Balance Sheet Arrangements

We do not engage in any off-balance sheet financing activities, nor do we have any interest in entities referred to as
variable interest entities.
Contractual Obligations

The following table summarizes our contractual obligations at December 31, 2008 and the effect such obligations
are expected to have on our liquidity and cash flow in future periods.

Payments Due by Period
More
Less Than Than
Total 1 Year 1-3 Years 3-5 Years 5 Years
Operating lease obligations $9,005,000 $ 1,809,000 $4,086,000 $ 3,039,000 $ 71,000
Hosting service agreements $ 547,000 $ 547,000 $ $ $
Total $9,552,000 $2,356,000 $ 4,086,000 $ 3,039,000 $ 71,000

The commitments under our operating leases shown above consist primarily of lease payments for our Woburn,
Massachusetts corporate headquarters, our international sales and marketing offices located in Amsterdam, The
Netherlands, and Sydney, Australia and our research and development offices in Budapest and Szeged, Hungary, and
contractual obligations related to our data centers.

Recent Accounting Pronouncements

In October 2009, an update was made to Revenue Recognition ~Multiple Deliverable Revenue Arrangements.
This update removes the objective-and-reliable-evidence-of-fair-value criterion from the separation criteria used to
determine whether an arrangement involving multiple deliverables contains more than one unit of accounting, replaces
references to fair value with selling price to distinguish from the fair value measurements required under the Fair
Value Measurements and Disclosures guidance, provides a hierarchy that entities must use to estimate the selling
price, eliminates the use of the residual method for allocation, and expands the ongoing
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disclosure requirements. This update is effective beginning January 1, 2011 and can be applied prospectively or
retrospectively. We are currently evaluating the effect that adoption of this update will have on our consolidated
financial statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Foreign Currency Exchange Risk. Our results of operations and cash flows are subject to fluctuations due to
changes in foreign currency exchange rates as a result of the majority of our research and development expenditures
being made from our Hungarian research and development facilities, and in our international sales and marketing
offices in Amsterdam, The Netherlands and Sydney, Australia. In the nine months ended September 30, 2009,
approximately 16%, 13% and 2% of our operating expenses occurred in our operations in Hungary, Amsterdam and
Sydney, respectively. In the nine months ended September 30, 2008, approximately 18% and 10% of our operating
expenses occurred in our operations in Hungary and Amsterdam, respectively. Additionally, a small but increasing
percentage of our sales outside the United States are denominated in local currencies and, thus, also subject to
fluctuations due to changes in foreign currency exchange rates. To date, changes in foreign currency exchange rates
have not had a material impact on our operations, and a future change of 20% or less in foreign currency exchange
rates would not materially affect our operations. At this time we do not, but may in the future, enter into any foreign
currency hedging programs or instruments that would hedge or help offset such foreign currency exchange rate risk.

Interest Rate Sensitivity. Interest income is sensitive to changes in the general level of U.S. interest rates. However,
based on the nature and current level of our cash and cash equivalents, which are primarily invested in deposits and
money market funds, we believe there is no material risk of exposure to changes in the fair value of our cash and cash
equivalents as a result of changes in interest rates.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures. Our management, with the participation of our chief executive
officer and chief financial officer, evaluated the effectiveness of our disclosure controls and procedures as of
September 30, 2009. The term  disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under
the Exchange Act, means controls and other procedures of a company that are designed to ensure that information
required to be disclosed by a company in the reports that it files or submits under the Exchange Act is recorded,
processed, summarized and reported, within the time periods specified in the SEC s rules and forms. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated
and communicated to the company s management, including its principal executive and principal financial officers, as
appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their
objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible
controls and procedures. Based on the evaluation of our disclosure controls and procedures as of September 30, 2009,
our chief executive officer and chief financial officer concluded that, as of such date, our disclosure controls and
procedures were effective at the reasonable assurance level.

Changes in Internal Controls. No changes in our internal control over financial reporting (as defined in Rules
13a-15(f) and 15d-15(f) under the Exchange Act) occurred during the quarter ended September 30, 2009 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION
Item 1. Legal Proceedings

On June 3, 2009, we learned that PB&J Software, LLC, or PB&J, had filed a complaint on June 2, 2009 that named
us and four other companies as defendants in a lawsuit in the U.S. District Court for the District of Minnesota. We
received service of the complaint on July 20, 2009. The complaint alleges that we have infringed U.S. Patent
No. 7,310,736, which allegedly is owned by PB&J and has alleged claims directed to a particular application or
system for transferring or storing back-up copies of files from one computer to a second computer. The complaint
seeks damages in an unspecified amount and injunctive relief. We believe we have meritorious defenses to the claim
and intend to defend the lawsuit vigorously.
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certainty, management does not believe that the outcome of any of these other legal matters will have a material
adverse effect on our consolidated financial statements.

Item 1A. Risk Factors

Our business is subject to numerous risks. We caution you that the following important factors, among others, could
cause our actual results to differ materially from those expressed in forward-looking statements made by us or on our
behalf in filings with the SEC, press releases, communications with investors and oral statements. Any or all of our
forward-looking statements in this Quarterly Report on Form 10-Q and in any other public statements we make may
turn out to be wrong. They can be affected by inaccurate assumptions we might make or by known or unknown risks
and uncertainties. Many factors mentioned in the discussion below will be important in determining future results.
Consequently, no forward-looking statement can be guaranteed. Actual future results may differ materially from those
anticipated in forward-looking statements. We undertake no obligation to update any forward-looking statements,
whether as a result of new information, future events or otherwise. You are advised, however, to consult any further
disclosure we make in our reports filed with the SEC.

RISKS RELATED TO OUR BUSINESS AND INDUSTRY

We have had a history of losses.

We experienced net losses of $6.7 million for 2006, $9.1 million for 2007, and $5.4 million for 2008. In the quarter
ended 