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Note Regarding Forward-Looking Statements
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E
of the Securities Exchange Act of 1934, as amended, or the Exchange Act, about us and our industry that involve substantial risks and uncertainties. All statements other than statements of historical facts
contained in this report, including statements regarding our future results of operations and financial condition, business strategy and plans and objectives of management for future operations, are
forward-looking statements. In some cases, forward-looking statements may be identified by words such as “anticipate,” “believe,” “continue,” “could,” “design,” “estimate,” “expect,” “intend,” “may,”
“plan,” “potentially,” “predict,” “project,” “should,” “will” or the negative of these terms or other similar expressions.
Forward-looking statements are based on management’s beliefs and assumptions and on information currently available. These forward-looking statements are subject to a number of known and
unknown risks, uncertainties and assumptions, including risks described in the section titled “Risk Factors” and elsewhere in this Form 10-Q, regarding, among other things:
•

our financial performance, including our revenue, cost of revenue, operating expenses and our ability to attain and sustain profitability;

•

our ability to attract and retain users and increase hours streamed;

•

our ability to attract and retain advertisers;

•

our ability to attract and retain additional TV brands and service operators to deploy our technology;

•

our ability to acquire rights to distribute popular content on our platform on favorable terms, or at all, including the renewals of our existing agreements with content publishers;

•

changes in consumer viewing habits or the growth of TV streaming;

•

the growth of our relevant markets, including the growth in advertising spend on TV streaming platforms, and our ability to successfully grow our business in those markets;

•

our ability to adapt to changing market conditions and technological developments, including developing integrations with our platform partners;

•

our ability to develop and launch new streaming products and provide ancillary services and support;

•

our ability to compete effectively with existing competitors and new market entrants;

•

our ability to successfully manage domestic and international expansion;

•

our ability to attract and retain qualified employees and key personnel;

•

security breaches and system failures;

•

our ability to maintain, protect and enhance our intellectual property; and

•

our ability to comply with laws and regulations that currently apply or may become applicable to our business both in the United States and internationally, including compliance with
the EU General Data Protection Regulation.

We caution you that the foregoing list may not contain all of the forward-looking statements made in this Quarterly Report on Form 10-Q.
Other sections of this report may include additional factors that could harm our business and financial performance. Moreover, we operate in a very competitive and rapidly changing
environment. New risk factors emerge from time to time, and it is not possible for our management to predict all risk factors nor can we assess the impact of all factors on our business or the extent to
which any factor, or combination of factors, may cause actual results to differ from those contained in, or implied by, any forward-looking statements.
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You should not rely upon forward-looking statements as predictions of future events. We cannot assure you that the events and circumstances reflected in the forward-looking statements will be
achieved or occur. Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, levels of activity, performance or
achievements. Except as required by law, we undertake no obligation to update publicly any forward-looking statements for any reason after the date of this report or to conform these statements to actual
results or to changes in our expectations. You should read this Quarterly Report on Form 10-Q and the documents that we reference in this Quarterly Report on Form 10-Q and have filed as exhibits to
this report with the understanding that our actual future results, levels of activity, performance and achievements may be materially different from what we expect. We qualify all of our forward-looking
statements by these cautionary statements.
Investors and others should note that we may announce material business and financial information to our investors using our investor relations website (ir.roku.com/investor-relations), SEC
filings, webcasts, press releases, and conference calls. We use these mediums, including our website, to communicate with investors and the general public about our company, our products, and other
issues. It is possible that the information that we make available may be deemed to be material information. We therefore encourage investors and others interested in our company to review the
information that we make available on our website.
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PART I—FINANCIAL INFORMATION
Item 1. Financial Statements.
ROKU, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)
(unaudited)
As of
September 30,
2018

Assets
Current Assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net of allowances
Inventories
Prepaid expenses and other current assets
Deferred cost of revenue, current portion
Total current assets
Property and equipment, net
Deferred cost of revenue, non-current portion
Intangible assets, net
Goodwill
Other non-current assets
Total Assets

$

$

Liabilities and Stockholders’ Equity
Current Liabilities:
Accounts payable and accrued liabilities
Deferred revenue, current portion
Total current liabilities
Deferred revenue, non-current portion
Other long-term liabilities
Total Liabilities
Commitments and contingencies (Note 9)
Stockholders’ Equity:
Preferred stock, $0.0001 par value
Common stock, $0.0001 par value
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Total stockholders’ equity
Total Liabilities and Stockholders’ Equity

$

$

See accompanying notes to condensed consolidated financial statements.
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December 31,
2017

137,670
42,057
133,895
68,803
13,867
1,504
397,796
23,260
—
1,615
1,382
4,305
428,358

$

147,255
38,543
185,798
13,376
7,308
206,482

$

—
11
482,546
(7)
(260,674)
221,876
428,358

$

$

177,250
—
120,553
32,740
11,367
3,007
344,917
14,736
5,403
2,030
1,382
3,429
371,897

128,757
34,501
163,258
48,511
7,849
219,618

—
10
435,607
—
(283,338)
152,279
371,897

ROKU, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
(unaudited)
Three Months Ended
September 30,
September 30,
2018
2017

Net Revenue:
Platform
Player
Total net revenue (Note 12)
Cost of Revenue:
Platform
Player
Total cost of revenue
Gross Profit:
Platform
Player
Total gross profit
Operating Expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from Operations
Other Income (Expense), Net:
Interest expense
Change in fair value of preferred stock warrant
liability
Other income, net
Total other income (expense), net
Loss Before Income Taxes
Income tax expense (benefit)
Net Loss Attributable to Common Stockholders
Net loss per share attributable to
common stockholders—basic and diluted

$

100,050
73,331
173,381

$

Nine Months Ended
September 30,
September 30,
2018
2017

57,528
67,254
124,782

$

265,468
201,299
466,767

$

139,919
184,583
324,502

29,504
64,884
94,388

12,962
61,925
74,887

78,498
168,412
246,910

33,083
165,047
198,130

70,546
8,447
78,993

44,566
5,329
49,895

186,970
32,887
219,857

106,836
19,536
126,372

45,370
25,603
19,769
90,742
(11,749)

28,532
16,216
13,039
57,787
(7,892)

119,692
68,180
50,768
238,640
(18,783)

76,650
44,938
33,894
155,482
(29,110)

(112)

(815)

(220)

(1,286)

$

—
2,162
2,050
(9,699)
(172)
(9,527)

$

(37,682)
212
(38,285)
(46,177)
58
(46,235)

$

—
2,971
2,751
(16,032)
(397)
(15,635)

$

(40,333)
423
(41,196)
(70,306)
144
(70,450)

$

(0.09)

$

(8.79)

$

(0.15)

$

(14.09)

Weighted-average shares used in computing net
loss per share attributable to
common stockholders—basic and diluted

106,884

5,260

See accompanying notes to condensed consolidated financial statements.
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103,035

4,999

ROKU, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)
(unaudited)
Three Months Ended
September 30,
September 30,
2018
2017

Net Loss Attributable to Common Stockholders
Other comprehensive loss, net of tax:
Unrealized loss on short-term investments, net of tax
Other comprehensive loss, net of tax:
Comprehensive Net Loss

$

(9,527)

$

(7)
(7)
(9,534)

$

(46,235)

$

—
—
(46,235)

See accompanying notes to condensed consolidated financial statements.
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Nine Months Ended
September 30,
September 30,
2018
2017

$

(15,635)

$

(7)
(7)
(15,642)

$

(70,450)

$

—
—
(70,450)

ROKU, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(in thousands)
(unaudited)
Additional
Paid-in
Capital

Common Stock
Shares
Balance—December 31, 2017
Vesting of early exercised stock options
Issuance of common stock pursuant to equity
incentive plans, net of taxes
Issuance of common stock pursuant to exercise
of common stock warrants, net
Stock-based compensation expense
Adoption of ASU 2016-16 (Note 2)
Adoption of ASU 2014-09 (Note 12)
Unrealized loss on short-term investments
Net loss
Balance—September 30, 2018

Amount
99,157
—

$

10
—

$

Treasury
Stock
436,278
213

$

(671 )
—

Accumulated Other
Comprehensive Loss
$
—

Total
Stockholders’
Equity

Accumulated
Deficit
$

(283,338 )
—

$

152,279
213

9,501

1

25,558

(69 )

—

—

25,490

141
—
—
—
—
—
108,799

—
—
—
—
—
—
11

—
21,237
—
—
—
—
483,286

—
—
—
—
—
—
(740 )

—
—
—
—
(7 )
—
(7 )

—

—
21,237
(40 )
38,339
(7 )
(15,635 )
221,876

$

$

$

See accompanying notes to condensed consolidated financial statements.
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$

$

(40 )
38,339
—
(15,635 )
(260,674 )

$

ROKU, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)
Nine Months Ended
September 30,
2018

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash (used in) provided by operating
activities:
Depreciation and amortization
Stock-based compensation expense
Provision for doubtful accounts
Change in fair value of preferred stock warrant liability
Noncash interest expense
Loss from exit of facilities
Loss on disposals of property and equipment
Amortization of premiums on short-term investments
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other current assets
Deferred cost of revenue
Other noncurrent assets
Accounts payable and accrued liabilities
Other long-term liabilities
Deferred revenue
Net cash (used in) provided by operating activities
Cash flows from investing activities:
Purchase of property and equipment
Purchase of business, net of cash acquired
Purchases of short-term investments
Sales/maturities of short-term investments
Restricted cash
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from borrowings, net
Repayments of borrowings
Holdback payment for a prior business acquisition
Proceeds from equity issued under incentive plans, net of repurchases
Net cash provided by financing activities
Net (Decrease) Increase in Cash
Cash and cash equivalents—Beginning of period
Cash and cash equivalents—End of period

$

$

Supplemental disclosures of cash flow information:
Cash paid for interest
Cash paid for income taxes
Supplemental disclosures of noncash investing and financing
activities:
Unpaid portion of property and equipment purchases

September 30,
2017

(15,635)

$

(70,450)

5,824
21,237
755
—
216
450
8
(164)

3,883
7,517
17
40,333
668
232
54
—

(1,369)
(36,171)
1,357
1,945
(1,098)
16,943
(541)
(3,054)
(9,297)

(5,537)
8,118
(2,867)
(972)
(5,870)
35,068
4,410
16,588
31,192

(13,363)
—
(44,900)
3,000
—
(55,263)

(6,671)
(2,959)
—
—
31
(9,599)

—
—
(500)
25,480
24,980
(39,580)
177,250
137,670

24,691
(15,000)
—
1,072
10,763
32,356
34,562
66,918

$

$

455

$

583

$

404

$

162

$

1,828

$

836

Unpaid initial public offering cost

$

—

$

2,992

Issuance of convertible preferred stock warrants in connection
with debt

$

—

$

2,032

See accompanying notes to condensed consolidated financial statements.
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ROKU, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. THE COMPANY
Organization and Description of Business
Roku, Inc. (the “Company” or “Roku”), was formed in October 2002 as Roku LLC under the laws of the State of Delaware. On February 1, 2008, Roku LLC was converted into Roku, Inc., a
Delaware corporation. The Company’s TV streaming platform allows users to easily discover and access a wide variety of movies and TV episodes, as well as live sports, music, news and more. The
Company operates in two reportable segments and generates revenue through the sale of streaming players, advertising, subscription and transaction revenue sharing, as well as through licensing
arrangements with TV brands and cable, satellite, and telecommunication service operators (“service operators”).
Initial Public Offering
On October 2, 2017, the Company completed its initial public offering (“IPO”) of Class A common stock, in which it sold 10.4 million shares, including 1.4 million shares pursuant to the
underwriters’ over-allotment option. The shares were sold at an IPO price of $14.00 per share for net proceeds of $134.8 million, after deducting underwriting discounts and commissions of $10.1
million. Upon the closing of the Company’s IPO, all outstanding shares of its convertible preferred stock automatically converted into 80.8 million shares of Class B common stock and all outstanding
convertible preferred stock warrants automatically converted to Class B common stock warrants on a one-for-one basis. The Company has two classes of authorized common stock – Class A common
stock and Class B common stock. Class A common stock entitles holders to one vote per share, and Class B common stock entitles holders to 10 votes per share.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation
The condensed consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the United States of America (“U.S. GAAP”) and applicable
rules and regulations of the Securities and Exchange Commission (the “SEC”) regarding interim financial reporting. Certain information and note disclosures normally included in the financial statements
prepared in accordance with U.S. GAAP have been condensed or omitted pursuant to such rules and regulations. These condensed consolidated financial statements should be read in conjunction with the
consolidated financial statements contained in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017, filed with the SEC on March 1, 2018.
The condensed consolidated balance sheet as of December 31, 2017 has been derived from the audited consolidated financial statements as of that date but does not include all of the information
and footnotes included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017. The interim financial information is unaudited, but reflects all normal recurring
adjustments that are, in the opinion of management, necessary to fairly present the information set forth herein. The results of operations for the three and nine months ended September 30, 2018 are not
necessarily indicative of the operating results to be expected for the full year or any future periods.
There have been no material changes in the Company’s significant accounting policies other than Accounting Standards Update (“ASU”) 2016-16, Income taxes: Intra-Entity Transfers of Assets
Other Than Inventory (Topic 740) described below and the adoption of ASU 2014-09, Revenue from Contracts with Customers (Topic 606) described below and in Note 12, as compared to the significant
accounting policies described in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017.
Use of Judgements and Estimates
The preparation of the Company’s condensed consolidated financial statements in accordance with U.S. GAAP requires management to make certain estimates, judgements, and assumptions
that affect the reported amounts of assets and liabilities and related disclosures at the date of the financial statements, as well as the reported amounts of revenue and expenses during the periods
presented. Adoption of ASU 2014-09, Revenue from Contracts with Customers (Topic 606), added new areas of judgements and estimates such as determination of performance obligations, variable
consideration and standalone selling price. Other significant items subject to estimates include revenue recognition for multiple element arrangements, determination of revenue reporting as net versus
gross, sales return reserves, customer incentive programs, inventory valuation, the valuation of deferred income tax assets, the recognition and disclosure of contingent liabilities, stock-based
compensation and determination of fair value of assets and liabilities. The Company bases its estimates on historical experience and on various other assumptions that the Company believes to be
reasonable under the circumstances. Actual results may differ from the Company’s estimates.
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Principles of Consolidation
The condensed consolidated financial statements have been prepared in accordance with U.S. GAAP and includes the accounts of the Company and its wholly-owned subsidiaries. All
intercompany transactions and balances have been eliminated in consolidation.
Comprehensive Loss
Comprehensive loss includes unrealized losses on the Company’s short-term investments for the three and nine months ended September 30, 2018. The Company had no short-term investments
during the three and nine months ended September 30, 2017. As a result, comprehensive loss was equal to the net loss for the three and nine months ended September 30, 2017.
Concentrations
Customers accounting for 10% or more of the Company’s net revenue were as follows:
Three Months Ended
September 30,
September 30,
2018
2017

Customer A
Customer B
Customer C
Customer E

*
10%
16%
*

Nine Months Ended
September 30,
September 30,
2018
2017

10%
*
18%
11%

*
*
16%
*

*
*
19%
11%

Customers accounting for 10% or more of the Company’s accounts receivable were as follows:
As of
September 30,
2018

Customer C
Customer D
*

December 31,
2017

10%
13%

*
16%

Less than 10%

Short-Term Investments
The Company considers investments in instruments purchased with an original maturity of 90 days or less to be cash equivalents. Investments in instruments with original maturities that are
greater than 90 days but less than one year are short-term investments. The Company’s short-term investments consist of corporate bonds, commercial paper and U.S. Government agency securities.
These investments are held in the custody of a major financial institution. As of September 30, 2018, the short-term investments were classified as available-for-sale and were recorded in the condensed
consolidated balance sheet at fair value with net unrealized gains or losses reported as a separate component of accumulated other comprehensive income (loss), net of tax.
The Company recognizes an impairment charge if a decline in the fair value of its investments is considered to be other-than-temporary. The Company has determined that gross unrealized
losses on short-term investments at September 30, 2018 were temporary in nature because each investment meets the Company’s credit quality requirements and the Company has the ability and intent to
hold these investments until they recover their unrealized losses.
Content Licensing Fees
The Company licenses content for viewing on The Roku Channel. The licensing arrangements can be for a fixed fee and/or advertising revenue share with specific windows of content
availability. The Company capitalizes the content fees and records a corresponding liability at the gross amount of the liability when the license period begins, the cost of the content is known and the
content is accepted and available for streaming. The Company amortizes licensed content assets into “Cost of Revenue, Platform” over the contractual window of availability.
As of September 30, 2018, content related expenses that met these requirements were not material.
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Adoption of New Accounting Standards
On January 1, 2018, the Company adopted guidance in ASU 2014-09, Revenue from Contracts with Customers (Topic 606), (“new revenue standard”) using the modified retrospective method.
The Company applied the new revenue standard to all contracts that were not completed as of January 1, 2018. The Company recognized the cumulative effect of initially applying the new revenue
standard as an adjustment to the opening balance of retained earnings. Comparative information for prior periods has not been restated and continues to be reported under the accounting standards in
effect for those periods. Refer to Note 12 for the detail on the impact of adoption.
On January 1, 2018, the Company adopted guidance in ASU 2016-16, Income taxes: Intra-Entity Transfers of Assets Other Than Inventory (Topic 740), using the modified retrospective method.
The new guidance allows a reporting entity to recognize the tax expense from the sale of the asset in the seller’s tax jurisdiction when the transfer occurs, even though the pre-tax effects of that transaction
are eliminated in consolidation. The adoption of this guidance resulted in a decrease in prepaid expense and other current assets and an increase to the accumulated deficit in amounts that were not
material.
Recently Issued Accounting Pronouncements Not Yet Adopted
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), related to new accounting and reporting guidelines for leasing arrangements. The guidance requires recognition of rightto-use lease assets and lease liabilities for all leases (with the exception of short-term leases) on the balance sheet of lessees. The guidance is effective for financial statements issued for fiscal years
beginning after December 15, 2018, with early adoption permitted. The Company will adopt this guidance on January 1, 2019 using the modified retrospective approach. The Company is continuing to
evaluate the impact of this adoption including the use of practical expedients provided in the guidance. The Company believes that the increase in assets and liabilities for all of its existing leases upon
adoption will be material.
In January 2017, the FASB issued ASU 2017-04, Intangibles—Goodwill and Other (Topic 350), Simplifying the Test for Goodwill Impairment, which eliminates Step 2 from the goodwill
impairment test which measures a goodwill impairment loss by comparing the implied fair value of a reporting unit’s goodwill with the carrying amount of that goodwill. Under this guidance, an entity
should perform its annual or interim goodwill impairment test by comparing the fair value of the reporting unit with its carrying amount, and should recognize an impairment loss for the amount by which
the carrying amount exceeds the reporting unit’s fair value, with the loss not exceeding the total amount of goodwill allocated to that reporting unit. The guidance is effective for financial statements
issued for fiscal years beginning after December 15, 2019, with early adoption permitted. The guidance should be applied prospectively. The Company does not believe the adoption of ASU 2018-15 will
have a material impact on the consolidated financial statements.
In August 2018, the FASB issued ASU 2018-15, Intangibles—Goodwill and Other—Internal-Use Software (Topic 350), Customer’s Accounting for Implementation Costs Incurred in a Cloud
Computing Arrangement That Is a Service Contract, which requires hosting arrangements that are service contracts to follow the guidance for internal-use software to determine which implementation
costs can be capitalized. The guidance is effective either prospectively or retrospectively for fiscal years beginning after December 15, 2019, and interim periods within those fiscal years, with early
adoption permitted. The Company is evaluating the impact of this new guidance on the consolidated financial statements and the related disclosures.
In August 2018, the FASB issued ASU 2018-13, Fair Value Measurements (Topic 820), Disclosure Framework—Changes to the Disclosure Requirements for Fair Value Measurement. This
standard removes, modifies, and adds certain disclosure requirements for fair value measurements. This pronouncement is effective for fiscal years, and for interim periods within those fiscal years,
beginning after December 15, 2019, with early adoption permitted. The Company is currently in the process of evaluating the effects of the new guidance but does not expect the impact from this
standard to be material.
3. BUSINESS COMBINATIONS
On September 6, 2017, the Company acquired all of the outstanding shares of a privately held technology company located in Denmark to enhance the Company’s product offerings, for an
aggregate purchase price of $3.5 million. The Company paid $3.0 million of the aggregate purchase price at the time of acquisition and $0.5 million during the three months ended September 30, 2018. In
addition, the Company issued 0.1 million shares of its Class B common stock to two of the founders as part of a continuing services arrangement. The shares are subject to a right of repurchase which
lapses over a three year period at varying prices per share.
The purchase price allocation includes $1.4 million of goodwill and $2.2 million of identifiable intangible assets, which primarily consist of developed technology, with an expected useful life of
approximately four years. Goodwill represents the excess of the purchase price over the fair value of the assets acquired less liabilities assumed, and is not expected to be deductible for income tax
purposes. The goodwill is primarily attributable to the acquired workforce and expected operating synergies.
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4. BALANCE SHEET COMPONENTS
Accounts Receivable, Net of allowances—Accounts receivable, net of allowances, consisted of the following (in thousands):
September 30,
2018

Gross accounts receivable
Allowance for sales returns
Allowance for sales incentives
Other allowances
Total allowances
Total Accounts Receivable—net of allowances

$

$

146,156
(4,221)
(7,271)
(769)
(12,261)
133,895

December 31,
2017

$

$

138,292
(6,907)
(10,442)
(390)
(17,739)
120,553

Allowance for Sales Returns—Allowance for sales returns consisted of the following activities (in thousands):
September 30,
2018

Beginning balance
Charged to revenue
Utilization of sales return reserve
Ending balance

$

$

(6,907)
(10,239)
12,925
(4,221)

December 31,
2017

$

$

(6,916)
(19,089)
19,098
(6,907)

Allowance for Sales Incentives—Allowance for sales incentives consisted of the following activities (in thousands):
September 30,
2018

Beginning balance
Charged to revenue
Utilization of sales incentive reserve
Ending balance

$

$

(10,442)
(24,017)
27,188
(7,271)

December 31,
2017

$

$

(8,503)
(44,264)
42,325
(10,442)

Property and Equipment, Net—Property and equipment, net consisted of the following (in thousands):
September 30,
2018

Computers and equipment
Leasehold improvements
Website and internal-use software
Office equipment and furniture
Total property and equipment
Accumulated depreciation and amortization
Property and Equipment, net

$

$

14,870
16,615
6,745
3,099
41,329
(18,069)
23,260

December 31,
2017

$

$

11,631
8,437
5,461
1,987
27,516
(12,780)
14,736

Depreciation and amortization expense for the three months ended September 30, 2018 and 2017 was $2.1 million and $1.3 million, respectively. Depreciation and amortization expense for the
nine months ended September 30, 2018 and 2017 was $5.4 million and $3.9 million, respectively.
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Accounts Payable and Accrued Liabilities—Accounts payable and accrued liabilities consisted of the following (in thousands):
September 30,
2018

Accounts payable
Accrued royalty expense
Accrued inventory
Accrued payroll and related expenses
Accrued cost of revenue
Accrued payments to content publishers
Taxes and related liabilities
Customer prepayments
Other accrued expenses
Total Accounts Payable and Accrued Liabilities

$

December 31,
2017

55,298
6,182
22,857
7,195
15,628
28,815
1,135
2,951
7,194
147,255

$

$

56,413
17,165
2,382
8,699
12,210
24,037
1,463
545
5,843
128,757

$

Deferred Revenue—Deferred revenue consisted of the following (in thousands):
September 30,
2018

Platform, current
Player, current
Total deferred revenue, current
Platform, non-current
Player, non-current
Total deferred revenue, non-current
Total Deferred Revenue (See Note 12)

$

December 31,
2017

23,681
14,862
38,543
8,300
5,076
13,376
51,919

$

$

19,022
15,479
34,501
42,674
5,837
48,511
83,012

$

5. SHORT-TERM INVESTMENTS
The following is a summary of the Company’s short-term investments (in thousands):
September 30, 2018
Gross Unrealized Gains
Gross Unrealized Loss

Amortized Cost

Corporate bonds and commercial paper
U.S. government securities
Total Short-Term Investments

$
$

37,095
4,969
42,064

$
$

—
—
—

$

(5)
(2)
(7)

$

Fair Value

$
$

Tax amounts related to unrealized losses are not material for all periods presented.
The following table summarizes the maturities of the Company’s short-term investments by contractual maturity (in thousands):
September 30, 2018
Amortized Cost

Less than 1 year
Due in 1-3 years
Total Short-Term Investments

$
$

The Company did not have any short-term investments at December 31, 2017.
6. FAIR VALUE
The Company’s financial assets measured at fair value are as follows (in thousands):
10

42,064
—
42,064

Fair Value

$
$

42,057
—
42,057

37,090
4,967
42,057

September 30, 2018
Fair Value

Assets:
Cash and cash equivalents:
Cash
Money market funds
Short-term investments:
Corporate bonds and commercial paper
U.S. government securities
Total assets measured and recorded at fair value

$

129,513
8,157
37,090
4,967
179,727

$

Level 1

$

$

129,513
8,157
—
—
137,670

Level 2

$

$

Level 3

—
—
37,090
4,967
42,057

$

$

—
—
—
—
—

The Company did not have any cash equivalents or short-term investments at December 31, 2017.
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in the principal market (or most advantageous market, in the absence of a principal market)
for the asset or liability in an orderly transaction between market participants at the measurement date. Further, the Company maximizes the use of observable inputs and minimize the use of
unobservable inputs in measuring fair value, and to utilize a three-level fair value hierarchy that prioritizes the inputs used to measure fair value. The three levels of inputs used to measure fair value are
as follows:
Level 1—Quoted prices in active markets for identical assets or liabilities.
Financial assets and liabilities measured using Level 1 inputs include cash equivalents, accounts receivable, prepaid expenses, accounts payable and accrued liabilities.
The Company considers all highly liquid investments purchased with an original or remaining maturity of less than three months at the date of purchase to be cash equivalents. The Company
measured money market funds of $8.2 million as cash equivalents as of September 30, 2018 using Level 1 inputs. The Company did not have any cash equivalents as of December 31, 2017.
Level 2—Observable inputs other than quoted prices included within Level 1, including quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar assets
or liabilities in markets that are not active; and inputs other than quoted prices that are observable or are derived principally from, or corroborated by, observable market data by correlation or other
means.
The Company measured its short-term investments using Level 2 inputs.
Level 3—Unobservable inputs that are supported by little or no market activity, are significant to the fair value of the assets or liabilities, and reflect the Company’s own assumptions about the
assumptions market participants would use in pricing the asset or liability developed based on the best information available in the circumstances.
The Company does not use Level 3 inputs to measure any assets or liabilities as of September 30, 2018 and December 31, 2017. During the nine months ended September 30, 2017, Level 3
instruments consisted of the Company’s preferred stock warrant liability in which the fair value was measured upon issuance and at each reporting date. Pursuant to the IPO, all preferred stock warrants
were converted into Class B common stock warrants, which did not require further re-measurements as they were deemed permanent equity.
For the three and nine months ended September 30, 2017, the inputs that were used to determine the estimated fair value of the convertible preferred stock warrant liability as of the
September 30, 2017 valuation date included remaining contractual term of the warrants, the risk-free interest rate, the volatility of comparable public companies over the remaining term, and the fair
value of underlying shares. The significant unobservable inputs used in the fair value measurement of the convertible preferred stock warrant liability were the fair value of the underlying stock at the
valuation date for periods prior to the IPO and the estimated term of the warrants.
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The following table represents the activity of the fair value of Level 3 instruments (in thousands):
Three Months Ended
September 30, 2017

Convertible preferred stock warrant
liability — beginning balance
Fair value of new warrants issued
Change in fair value of preferred stock warrant liability
Convertible preferred stock warrant
liability — ending balance

Nine Months Ended
September 30, 2017

$

14,673
—
37,682

$

9,990
2,032
40,333

$

52,355

$

52,355

7. DEBT
The Company did not have any outstanding debt as of September 30, 2018 or December 31, 2017.
Line of credit
The Company first entered into a loan and security agreement (the “LSA”) with Silicon Valley Bank (“Bank’) in July 2011. The LSA was amended and restated in subsequent periods. The
amended and restated loan and security agreement (the “Restated 2014 LSA”) entered into in November 2014 provides advances under a revolving line of credit up to $30.0 million and provides for
letters of credit to be issued up to $5.0 million.
In June 2017, the Company entered into a second amendment to the Restated 2014 LSA. Advances under the second amendment carry a floating per annum interest rate equal to, at the
Company’s option, (1) the prime rate or (2) LIBOR plus 2.75%, or the prime rate plus 1% depending on certain ratios. The amendment further changed the financial covenant to maintain a current ratio
(calculated as current assets, divided by current liabilities less deferred revenue) greater than or equal to 1.25. The revolving line of credit terminates on June 30, 2019 at which time all outstanding
advances becomes due and payable. As of September 30, 2018 and December 31, 2017, the Company was in compliance with all of the covenants in the amended Restated 2014 LSA.
On July 18, 2018, the Company entered into a third amendment to the Restated 2014 LSA. The amendment increased the amount by which the Company can utilize its line of credit to support
the issuances of letters of credits from $5.0 million to $30.0 million.
The Company did not have any borrowings outstanding on the revolving line of credit as of September 30, 2018 and December 31, 2017. The Company had $23.0 million and $1.5 million
outstanding in letters of credit as of September 30, 2018 and December 31, 2017, respectively. The interest rate on the line of credit was 5.01% and 4.31% as of September 30, 2018 and December 31,
2017, respectively.
Term loan
In June 2017, the Company entered into a subordinated loan agreement (“2017 Agreement”) with the Bank. The 2017 Agreement provided for a term loan borrowing of $40.0 million, with a
minimum of $25.0 million to be initially drawn at the close of the agreement with the remaining amount available for a 24 month period, to be drawn in no less than $5.0 million increments. Advances
under the term loan incur a facility fee equal to 1% of the drawn borrowings, in addition to interest payments at an interest rate equal to, at the Company’s option, (1) the prime rate plus 3.5% or (2)
LIBOR plus 6.5%, subject to a 1% LIBOR floor. Additionally, the borrowings incur payment in kind interest fees equal to 2.5%, accruing to the unpaid borrowings balance, compounded monthly.
Payment in kind interest may be settled in cash, at the Company’s election, during the term or at maturity. The Company is also obligated to pay final payment fees ranging from 1% to 4% depending on
the timing of the payment. On October 31, 2017 the Company repaid the entire amount outstanding, and subsequently terminated the 2017 Agreement.
In connection with the 2017 Agreement the Company issued 0.4 million warrants to purchase shares of Series H convertible preferred stock, with an exercise price of $9.17340. The warrants are
exercisable up to ten years from the date of issuance. Upon repayment of the amounts borrowed and the subsequent termination of the 2017 Agreement, the Company cancelled 0.1 million warrants that
were contingent on future borrowings. The warrant holders exercised 0.1 million warrants during the year ended December 31, 2017 and the remaining 0.2 million warrants during the three months ended
March 31, 2018. There were no outstanding warrants as of September 30, 2018.
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8. STOCKHOLDERS’ EQUITY
Preferred Stock
The Company had outstanding convertible preferred stock before its IPO. Upon closing of the Company’s IPO, all outstanding shares of its convertible preferred stock automatically converted
into 80.8 million shares of Class B common stock on a one-to-one basis.
On October 2, 2017, the Company filed an Amended and Restated Certificate of Incorporation authorizing the Company to issue 10.0 million shares of undesignated preferred stock with rights
and preferences determined by the Company’s Board of Directors (the “Board”) at the time of issuance of such shares. As of September 30, 2018 and December 31, 2017, there were no shares of
preferred stock issued and outstanding.
Common Stock
The Company’s Amended and Restated Certificate of Incorporation filed on October 2, 2017, established two classes of authorized common stock, Class A common stock and Class B common
stock. All shares of common stock outstanding immediately prior to the IPO, including shares of common stock issued upon the conversion of the convertible preferred stock, were converted into an
equivalent number of shares of Class B common stock.
Holders of Class A common stock are entitled to one vote for each share of Class A common stock held on all matters submitted to a vote of stockholders and holders of Class B common stock
are entitled to ten votes for each share of Class B common stock held on all matters submitted to a vote of stockholders. Except with respect to voting, the rights of the holders of Class A and Class B
common stock are identical. Common stock options held prior to the IPO can be exercised into Class B or Class A common stock at the option of the holder. Warrants to purchase common stock held
prior to the IPO were exercised into Class B common stock. There is no active market for shares of Class B common stock. Prior to sale or transfer, shares of Class B common stock are convertible into
shares of Class A common stock. All stock options and restricted stock units granted after the IPO are exercised or vested into shares of Class A common stock.
The Company has reserved the following shares of common stock for future issuances (in thousands):
September 30, 2018

Common stock awards granted under equity
incentive plans
Common stock awards available for grant under
equity incentive plan
Total reserved shares of common stock

20,575
13,350
33,925

Equity Incentive Plans
The 2008 Equity Incentive Plan (the “2008 Plan”) became effective in February 2008. The 2008 Plan allowed for the grant of incentive stock options to employees and for the grant of nonstatutory stock options and restricted stock awards to employees, directors and consultants. Subject to certain limitations, options granted under the 2008 Plan were granted at a price per share equivalent
to the fair market value on the date of grant and generally vest over four years and have a term of 10 years.
Commensurate with the Company’s IPO, the Company’s Board of Directors adopted the 2017 Equity Incentive Plan (the “2017 Plan”) which became effective in September 2017. No further
equity awards can be granted under the 2008 Plan. The 2017 Plan provides for the grant of incentive stock options to employees and for the grant of non-statutory stock options, stock appreciation rights,
restricted stock awards, restricted stock unit awards, performance stock awards, performance cash awards, and other forms of equity compensation to employees, directors and consultants. Options and
restricted stock units under the 2017 Plan generally vest over four years and have a term of 10 years.
Stock-Based Compensation
The Company measures the cost of awards granted under equity incentive plans based on the grant date fair value of the award. The Company uses the straight-line method for expense
recognition. The Company recognizes forfeitures as they occur.
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The following table shows total stock-based compensation expense three and nine months ended September 30, 2018 and 2017 (in thousands):
Three Months Ended
September 30,
September 30,
2018
2017

Cost of platform revenue
Cost of player revenue
Research and development
Sales and marketing
General and administrative
Total stock-based compensation

$

$

29
136
5,561
3,277
2,496
11,499

$

Nine Months Ended
September 30,
September 30,
2018
2017

18
25
1,197
808
876
2,924

$

$

67
247
10,658
5,673
4,592
21,237

58
99
3,078
2,099
2,183
7,517

$

Stock Options
The summary of the Company’s stock option activity is as follows (in thousands, except price per share data):
Weighted
Average
Remaining
Contractual
Life (Years)

Weighted
Average
Exercise
Price

Number of
Shares

Balance, December 31, 2017 - outstanding
Granted
Exercised
Forfeited and expired
Balance, September 30, 2018 - outstanding

26,336
1,040
(9,466)
(582)
17,328

$

Options exercisable at September 30, 2018

8,812

Weighted
Average
Grant Date
Fair Value
Per Share

$

4.59
52.32
2.83
6.58
8.34

6.4
—
—
—
7.0

$

4.31

5.6

$

Aggregate
Intrinsic
Value

—
22.96
—
—
—

$

1,120,880

—

$

605,599

The intrinsic value for options exercised during the three months ended September 30, 2018 and 2017, was $206.2 million and $1.3 million, respectively, and during the nine months ended
September 30, 2018 and 2017 was $403.2 million and $1.5 million, respectively. Intrinsic value represents the difference between the fair values of the Company’s common stock and the exercise prices
on the date of grant. As of September 30, 2018, the Company had $43.4 million of unrecognized stock compensation expense related to unvested stock options that is expected to be recognized over a
weighted-average period of approximately 2.3 years.
The fair value of options granted under the equity incentive plans is estimated on the grant date using the Black-Scholes option-valuation model. The assumptions used in the Black-Scholes
model are as follows:
Three Months Ended
September 30,
September 30,
2018
2017

Dividend rate
Expected term (in years)
Risk-free interest rate
Expected volatility

—
5.8 - 6.8
2.76 - 2.81%
38 - 40%
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—
5.3 - 6.5
1.84 - 2.03%
39 - 43%

Nine Months Ended
September 30,
September 30,
2018
2017

—
5.3 - 6.8
2.32 - 2.88%
38 - 40%

—
5.3 - 6.5
1.84 - 2.25%
39 - 44%

Restricted Stock Units
Pursuant to the 2017 Plan, the Company issues restricted stock units to employees. The fair value of restricted stock units is based on the Company’s stock price on the date of grant. The
summary of the Company’s restricted stock unit activity is as follows (in thousands, except price per share data):
Weighted Average
Grant Date Fair
Value Per Share

Number of
Shares

Balance, December 31, 2017 - outstanding
Awarded
Released
Forfeited
Balance, September 30, 2018 - outstanding

272
3,106
(54)
(77)
3,247

$

43.55
48.32
36.48
42.19
48.27

$

The unrecognized compensation cost related to restricted stock units as of September 30, 2018 was $148.3 million, which the Company expects to recognize over 3.4 years. The intrinsic value of
restricted stock units vested during the three and nine months ended September 30, 2018 was $2.9 and $3.2 million, respectively, representing the fair value of the Company’s common stock underlying
the restricted stock units at vesting dates.
Warrants
On September 30, 2018, the Company had no outstanding warrants. As of December 31, 2017, the Company had outstanding warrants to purchase 0.2 million shares of Class B common stock.
Convertible preferred stock warrants issued and outstanding at the time of the Company’s IPO were automatically converted into Class B common stock warrants at the time of the Company’s
IPO. Prior to the IPO the fair value of these convertible preferred stock warrants was recorded as a liability and remeasured at the end of each balance sheet date using the Black-Scholes option pricing
model. The changes in the fair value during the year were recognized in the condensed consolidated statements of operations.
The assumptions used to value the preferred stock warrants outstanding during the three and nine months ended September 30, 2017 as follows:
Three and Nine Months Ended
September 30, 2017

Dividend rate
Expected term (in years)
Risk-free interest rate
Expected volatility

—
3.0 - 9.7
1.5 - 2.3%
43.5 - 50.7%

Accumulated Other Comprehensive Loss
During the three and nine months ended September 30, 2018, the Company recorded a net unrealized loss on short-term investments of $7,000 in accumulated other comprehensive loss. Income
taxes on the unrealized loss are not material as of September 30, 2018. The Company did not have investments during 2017 and did not have an accumulated comprehensive loss as of December 31,
2017.
9. COMMITMENTS AND CONTINGENCIES
Office Space
The Company has operating lease agreements for office space to support research and development and sales and marketing activities located in the United States, the United Kingdom (U.K.),
Denmark, and China, with various expiration dates up to November 2030. Rent expense for the three months ended September 30, 2018 and 2017 was $2.4 million and $1.7 million, respectively and for
the nine months ended September 30, 2018 and 2017 was $7.1 million and $4.8 million, respectively.
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Manufacturing Purchase Commitments
The Company has contracts with vendors for the manufacture of inventory and related items in the normal course of business. As of September 30, 2018, the Company had $111.0 million
purchase commitments for inventory and related items.
The Company records a liability for noncancelable purchase commitments in excess of its future demand forecasts. The Company recorded $0.2 million and $0.6 million for these purchase
commitments in “Accrued liabilities” as of September 30, 2018 and December 31, 2017, respectively.
Content Licensing
The Company licenses certain content for users to access through The Roku Channel. The Company records an obligation for licensing of content when it enters into an agreement to obtain
future titles and the cost of the content is known. Certain agreements include the obligation to license rights for unknown future titles, the ultimate quantity and/or fees for which are not yet determinable
as of the reporting date. As of September 30, 2018, the amounts recorded in “Accrued liabilities” for license purchase commitments were not material. As of September 30, 2018, the Company did not
have any remaining obligations that are not reflected on the financial statements as they do not yet meet the criteria for asset recognition.
Letters of Credit
As of September 30, 2018 and December 31, 2017, the Company had irrevocable letters of credit outstanding in the amount of $23.0 million and $1.5 million, respectively, related to facilities
leases. The letters of credit have various expiration dates through 2019.
Contingencies
The Company accrues for loss contingencies, including liabilities for intellectual property licensing, when it believes such losses are probable and reasonably estimable. During the three months
ended June 30, 2018, the Company changed its estimate of certain liabilities previously recorded for intellectual property licensing and released $8.9 million as a result of its assessment that the likelihood
of payment is now remote. The reversal of $8.9 million is recorded within cost of player revenue in the nine months ended September 30, 2018, in the condensed consolidated statements of operations.
The Company is currently involved in, and may in the future be involved in, legal proceedings, claims, and investigations in the ordinary course of business, including claims for infringing
patents, copyrights or other intellectual property rights related to its platform and products, or the content distributed through its platform by the Company or third-party channel developers. Although the
results of these proceedings, claims, and investigations cannot be predicted with certainty, the Company does not believe that the final outcome of any matters that it is currently involved in are
reasonably likely to have a material adverse effect on its business, financial condition, or results of operations.
Indemnification
Many of the Company’s agreements include provisions for indemnifying content publishers, licensees, distributors, retailers, contract manufacturers and suppliers in the event that the
Company’s products or services or the Company’s technologies incorporated therein, infringe on a third party’s intellectual property rights. It is not possible to determine the maximum potential amount
under these indemnification obligations due to the limited history of prior indemnification claims and the unique facts and circumstances involved in each agreement. To date, the Company has not
incurred any material costs as a result of such obligations and has not accrued any liabilities related to such obligations in the consolidated financial statements.
Player Warranties
Upon issuance of a standard player warranty, the Company recognizes a liability for the obligation it assumes under the warranty. The accrued warranty reserve was $1.0 million and $0.2 million
as of September 30, 2018 and December 31, 2017.
10. INCOME TAXES
The Company is subject to income tax in the U.S. as well as other tax jurisdictions in which it conducts business. Earnings from non-U.S. activities are subject to local country income tax. The
Company does not provide for federal income taxes on the undistributed earnings of its foreign subsidiaries. The Company has not yet made a determination of indefinite reinvestment assertion in light of
the Tax Act. The Company expects to reach a final determination by the end of 2018.
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The Company recorded immaterial income tax benefits and expenses during the three and nine months ended September 30, 2018 and 2017 related to foreign income taxes and state minimum
taxes. Based on the available objective evidence during the nine months ended September 30, 2018, the Company believes it is more likely than not that the tax benefits of the U.S. losses incurred may
not be realized. Accordingly, the Company recorded a full valuation allowance against the tax benefits of the U.S. losses incurred. The primary difference between the effective tax rate and the statutory
tax rate relates to the valuation allowance on the Company’s U.S. losses.
Effective January 1, 2018, the Company adopted the new revenue standard which results in a change to deferred revenues. The change in deferred revenues impacts the deferred tax asset arising
out of deferring revenues for GAAP compared to those for tax. The deferred tax asset is equally offset by the full valuation allowance.
The Tax Cuts and Job Act (TCJA) of 2017, enacted on December 22, 2017, contains significant changes to U.S. tax law, including lowering the U.S. corporate income tax rate to 21% and
implementing a territorial tax system.
TCJA creates a new requirement that global intangible low-taxed income (GILTI) earned by controlled foreign corporations (CFCs) must be included currently in the gross income of the CFCs’
U.S. shareholder. Under U.S. GAAP, the Company is allowed to make an accounting policy choice of either (i) treating taxes due on future U.S. inclusions in taxable income related to GILTI as a
current-period expense when incurred (the “period cost method”) or (ii) factoring such amounts into a company’s measurement of its deferred taxes (the “deferred method”). The Company’s selection of
an accounting policy with respect to the new GILTI tax rules will depend, in part, on analyzing its global income to determine whether we expect to have future U.S. inclusions in taxable income related
to GILTI and, if so, what the impact is expected to be. The Company has included GILTI in the annual effective tax rate calculation, however, it has not made a policy decision regarding whether to
record deferred taxes on GILTI.
11. RELATED-PARTY TRANSACTIONS
The Company has agreements with one of the Company’s strategic investors. The Company recorded revenues of $1.3 million and $0.2 million for the three months ended September 30, 2018
and 2017, respectively, and $2.9 million and $0.2 million for the nine months ended September 30, 2018 and 2017, respectively, related to this investor. The Company had accounts receivable balance of
$1.8 million and $0.5 million as of September 30, 2018 and December 31, 2017, respectively, related to sales to this investor. The Company incurred expenses of $0.2 million and $0.3 million with this
investor for the three and nine months ended September 30, 2018. There were insignificant expenses for three and nine months ended September 30, 2017. The Company had a payable of $0.4 million
payable to this investor as of September 30, 2018.
In May 2018, a member of the executive staff for one of the Company’s business partners joined the Company’s Board of Directors. The Company recorded revenues of $0.6 million and $3.9
million for the three and nine months ended September 30, 2018 with this business partner. The Company had an accounts receivable balance of $1.5 million with this business partner as of
September 30, 2018.
12. REVENUE
On January 1, 2018, the Company adopted ASU 2014-09, Revenue from Contracts with Customers (Topic 606), (the “new revenue standard”) using the modified retrospective method. The
Company applied the new revenue standard to all contracts that were not completed as of January 1, 2018. The Company recognized the cumulative effect of initially applying the new revenue standard
as an adjustment to the opening balance of retained earnings. The comparative information has not been restated and continues to be reported under the accounting standards in effect for those prior
periods.
Application of practical expedients and exemptions
The Company reflected the aggregate effect of all modifications that occurred prior to the date of adoption.
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The Company expensed commissions related to advertising and player sales when incurred because the amortization period is less than one year. Sales commissions are included in “Sales and
marketing” expenses in the condensed consolidated statements of operations.
Impact on beginning balances
The cumulative effect of the changes made to the consolidated January 1, 2018 balance sheet for the adoption of the new revenue standard were as follows (in thousands):
As of
December 31,
2017

Balance Sheet line items impacted

Assets:
Accounts receivables, net
Inventories
Prepaid expenses and other current assets
Deferred cost of revenue, current portion
Deferred cost of revenue, non-current portion
Other non-current assets
Liabilities:
Accounts payable and accrued liabilities
Deferred revenue, current portion
Deferred revenue, non-current portion
Equity:
Accumulated deficit

$

120,553
32,740
11,367
3,007
5,403
3,429

Adjustment on
adoption of new
revenue standard

$

12,728
(108)
4,113
(1,076)
(3,885)
(222)

As of
January 1,
2018

$

133,281
32,632
15,480
1,931
1,518
3,207

128,757
34,501
48,511

1,250
8,449
(36,488)

130,007
42,950
12,023

(283,338)

38,339

(244,999)

Revenue recognition
The Company enters into contracts that may include various combinations of products and services, which are generally capable of being distinct and are accounted for as separate performance
obligations.
Revenue is recognized when control of promised products or services is transferred to customers, in an amount that reflects the consideration the Company expects to be entitled to in exchange
for those products or services. This is achieved by applying the following five-step approach:
•
•
•
•
•

Identification of the contract, or contracts, with a customer
Identification of the performance obligations in the contract
Determination of the transaction price
Allocation of the transaction price to the performance obligations in the contract
Recognition of revenue when, or as, performance obligations are satisfied.

Shipping charges billed to customers are included in revenue and the related shipping costs are included in cost of revenue. Revenue is recorded net of taxes collected or accrued. Sales taxes are
recorded as current liabilities until remitted to the relevant government authority.
The Company does not have any capitalized costs associated with contract acquisition because most direct contract acquisition costs relate to contracts that are recognized over a period of one
year or less.
Arrangements with multiple performance obligations
The Company’s contracts may contain multiple distinct performance obligations. The computed transaction price of each contract is allocated to each performance obligation based on a relative
stand-alone selling price (“SSP”). For performance obligations routinely sold separately, the SSP is determined by evaluating such stand-alone sales. For those performance obligations that are not
routinely sold separately, the Company determines SSP based on a market assessment approach, or on an expected cost-plus margin approach.
Nature of products and services
Platform segment:
The Company’s platform segment generates revenue from advertising sales, subscription and transaction revenue shares, the sale of branded channel buttons on remote controls and licensing
arrangements with TV brands and service operators.
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The Company’s advertising revenue is mostly generated through video and display advertising delivered through advertising impressions. The Company enters into advertising arrangements
directly with the advertiser or with their agency which purchases advertising on their behalf. Advertising is typically sold on a cost-per-thousand basis as evidenced by an Insertion Order (“IO”) that
specifies the terms of the arrangement including the type of ad product, pricing, insertion dates, and the number of impressions over a stated period. Revenue is recognized as the number of impressions
are delivered. IOs may include multiple performance obligations as they contain distinct advertising products or services. For such arrangements, the Company allocates revenue to each performance
obligation based on their relative SSPs. In addition, advertising revenue is also recognized from distinct performance obligations included in distribution arrangements with content publishers.
The Company earns revenue shares from content publishers based on user subscriptions activated or billed through the Company’s platform and from purchases or rental of publishers’ media.
The Company’s revenue share is generally equal to a fixed percentage of the price charged by the content publisher or a contractual flat fee.
The Company sells branded channel buttons on player and TV remote controls that provide one-touch access to a publishers’ content. The Company typically receives a fixed fee per button for
each player or TV unit sold over a defined distribution period.
The Company licenses its technology and proprietary operating system to TV brands and service operators. Arrangements with TV brands commonly include a license to the Company’s
technology and proprietary operating system over a specified term including updates and upgrades. Licensing revenues from TV brands are generated on a flat fee basis or from per unit licensing fees.
Arrangements may also include marketing development funds paid to TV brands. Marketing development funds are reflected as a reduction to the estimated transaction price.
Arrangements with service operators generally include performance obligations comprised of a license to the technology and proprietary operating system, unspecified upgrades or
enhancements, hosting of a branded channel store, and engineering and support services. The Company has determined that the license for the technology and the operating system is one performance
obligation. Licensing fees from service operators are mostly generated from unit activations or flat fees and from ongoing maintenance.
Nature of performance obligations

Revenue recognition

Digital advertising

Digital advertising is comprised of performance obligations that are recognized either at a point in time or over time depending
on the nature of the advertising product.

Content distribution services

The revenue share from the content publishers included in the estimated transaction price is based on the expected value for
which a significant reversal of revenue is not expected to occur. The estimate of the variable consideration is based on the
assessment of historical, current, and forecasted performance of the publishers’ content applications. Revenue is recognized on a
time elapsed basis, by day, over the contractual distribution term.

Branded channel buttons

The button fees included in the estimated transaction price are based on the expected value for which a significant reversal of
revenue is not expected to occur. The estimate of the variable consideration is based on the Company’s assessment of historical,
current, and forecasted player and Roku TV volumes. Revenue is recognized on a time elapsed basis, by day, over the distribution
term.

License of technology and operating system

The revenue for licensing of technology and operating system is recognized at a point in time, when the control has transferred to
the customer, which usually occurs when the Company makes the IP available to the customer.

Unspecified upgrades to the IP

The revenue allocated to unspecified upgrades is recognized on a time elapsed basis, by day, over the service period.

Hosting services

Hosting fees are recognized on a time elapsed basis, by day, over the service period.

Professional services

Professional services revenue is recognized as services are provided or accepted.
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Player segment:
The Company sells the majority of its players through retail distribution channels, including brick and mortar and online retailers, and through the Company’s website. The Company’s player
revenue includes allowances for returns and sales incentives in the estimated transaction price. These estimates are based on historical experience and anticipated performance.
The Company’s player revenue includes two performance obligations:
•
•

hardware, which includes embedded software, and
unspecified upgrades or enhancements on a when-and-if available basis.

The Company has determined that its hardware and embedded software be considered as one performance obligation because the customer cannot benefit from the hardware or the embedded
software either on its own or together with other resources that are readily available to the customer.
Nature of performance obligations

Revenue recognition

Players

Revenue recognition occurs at a point in time when control has transferred to the customer, which is based on the contractual
terms.

Unspecified upgrades to the software embedded in the hardware

The Company initially records the allocated value of the unspecified upgrades as deferred revenue and recognizes it into player
revenue ratably on a time elapsed basis, by day, over the estimated economic life of the associated players.

Revenue disaggregation
The Company’s disaggregated revenues are represented by the two reportable segments discussed in Note 14. The disaggregation is based on the evaluations that are regularly performed by the
chief operating decision maker (“CODM”) for purposes of allocating resources and evaluating financial performance. The Company’s CODM is its Chief Executive Officer.
Transaction price allocated to future performance obligations
As of September 30, 2018, the Company had $64.0 million of estimated future revenue related to outstanding performance obligations. The Company expects to recognize approximately 68% of
this future revenue over the next twelve months and the remainder thereafter through 2024. This estimated future revenue excludes contracts with original durations of one year or less, amounts in
accordance with ASC 606-10-55-18 and variable consideration amounts attributable to royalties.
Contract balances
Contract balances include accounts receivable, contract assets and contract liabilities or deferred revenues. Accounts receivable are recorded at the amount invoiced, net of an allowance for
doubtful accounts, with payment terms ranging from 30 to 90 days. Contract assets are created when the timing of revenue recognition differ from the timing of invoicing to a customer. Contract assets
primarily relate to the Company’s conditional right to consideration for work completed but not billed. Contract assets are transferred to accounts receivable when the rights become unconditional. The
Company’s contract assets are current in nature and are included in “Prepaid expenses and other current assets”.
Contract liabilities are recorded as deferred revenue and primarily relate to the advance consideration received from customers. Revenue is recognized when the performance obligation is
completed and delivered or transfer of control occurs.
The table below reflects the contract balances of the Company (in thousands):
As of
September 30, 2018

Accounts receivable, net
Contract assets, current portion
Deferred revenue, current portion
Deferred revenue, non-current portion

$
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133,895
3,042
38,543
13,376

As of adoption
January 1, 2018

$

133,281
4,113
42,950
12,023

Revenue recognized during the three and nine months ended September 30, 2018, from amounts included in deferred revenue at January 1, 2018 was approximately $5.3 million and $34.9
million, respectively. For the nine months ended September 30, 2018, approximately $12.4 million related to the delivery of intellectual property that occurred during the quarter ended March 31, 2018.
This delivery also resulted in an increase to contract assets of approximately $2.8 million as of September 30, 2018.
Impact of adoption for the three and nine months ended September 30, 2018
The impact of adoption of the new revenue standard on January 1, 2018, on the condensed consolidated balance sheet and statements of operations is reflected in the table below (in thousands):

Impact on balance sheet line items

As of September 30, 2018
Balances without
adoption of the new
revenue standard

As Reported

Assets:
Accounts receivable, net
Inventories
Prepaid expenses and other current assets
Deferred cost of revenue, current portion
Deferred cost of revenue, non-current portion
Liabilities:
Accounts payable and accrued liabilities
Deferred revenue, current portion
Deferred revenue, non-current portion
Equity:
Accumulated Deficit

$

133,895
68,803
13,867
1,504
—

$

115,423
68,803
11,003
3,963
5,309

Impact on statements of operations line items

Net Revenue:
Platform
Player
Total net revenue
Cost of Revenue:
Platform
Player
Total cost of revenue
Gross Profit:
Platform
Player
Total gross profit
Operating Expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from Operations
Net loss

As Reported

$

$

100,050
73,331
173,381

$

95,056
74,286
169,342

18,472
—
2,864
(2,459)
(5,309)

145,255
34,159
47,160

2,000
4,384
(33,784)

(260,674)

(301,642)

40,968

Nine Months Ended September 30, 2018
Balances without
adoption of the
Impact of
new revenue
adoption
As Reported
standard
Higher / (Lower)

Impact of adoption
Higher / (Lower)

$

$

147,255
38,543
13,376

Three Months Ended September 30, 2018
Balances without
adoption of the new
revenue standard

Impact of adoption
Higher / (Lower)

4,994
(955)
4,039

$

265,468
201,299
466,767

$

253,345
201,021
454,366

$

12,123
278
12,401

29,504
64,884
94,388

26,110
65,454
91,564

3,394
(570)
2,824

78,498
168,412
246,910

69,020
168,118
237,138

9,478
294
9,772

70,546
8,447
78,993

68,946
8,832
77,778

1,600
(385)
1,215

186,970
32,887
219,857

184,325
32,903
217,228

2,645
(16)
2,629

45,370
25,603
19,769
90,742
(11,749)
(9,527)

45,370
25,603
19,769
90,742
(12,964)
(10,742)

—
—
—
—
1,215
1,215

119,692
68,180
50,768
238,640
(18,783)
(15,635)

119,692
68,180
50,768
238,640
(21,412)
(18,264)

—
—
—
—
2,629
2,629

$
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$

$

$

$

13. NET LOSS PER SHARE
Basic and diluted net loss per share of common stock allocable to common stockholders is calculated by dividing the net loss allocable to common stockholders by the weighted-average number
of shares of common stock outstanding during the period, less shares subject to repurchase, and excludes any dilutive effects of employee stock-based awards and warrants. Because the Company has
reported a net loss for all periods presented, diluted net loss per common share is the same as the basic net loss per share for all periods presented.
The Company calculates its basic and diluted net loss per share allocable to common stockholders in conformity with the two-class method required for companies with participating securities.
In computing diluted net loss allocable to common stockholders, undistributed earnings are re-allocated to reflect the potential impact of dilutive securities. The Company’s basic net loss per share
allocable to common stockholders is calculated by dividing the net loss allocable to common stockholders by the weighted-average number of shares of common stock outstanding for the period. For
purposes of the calculation of diluted loss per share allocable to common stockholders, unvested shares of common stock issued upon the early exercise of stock options, options to purchase common
stock, common stock warrants and securities like convertible preferred stock and convertible preferred stock warrants that were issued and outstanding before the Company’s IPO, are considered common
stock equivalents but have been excluded from the calculation of diluted net loss per share allocable to common stockholders as their effect is antidilutive.
The Company considers all series of its convertible preferred stock that were outstanding before the Company’s IPO, to be participating securities as they were entitled to receive noncumulative
dividends prior and in preference to any dividends on shares of common stock. Due to the Company’s net losses, there is no impact on the loss per share calculation in applying the two-class method
since the participating securities have no legal obligation to share in any losses.
The following table presents the calculation of basic and diluted net loss per share (in thousands, except per share data):
Three Months Ended
September 30,
September 30,
2018
2017

Numerator:
Net loss allocable to common stockholders

$

(9,527)

Denominator:
Weighted-average shares used in computing
net loss per share, basic and diluted
Net loss per share, basic and diluted

$

106,884
$

(0.09)

(46,235)

Nine Months Ended
September 30,
September 30,
2018
2017

$

5,260
$

(8.79)

(15,635)

$

(70,450)

$

(14.09)

103,035
$

(0.15)

4,999

The potential common shares that would be excluded from the calculation of diluted net loss per share because of their anti-dilutive effect are as follows (in thousands):
Three Months Ended
September 30,
September 30,
2018
2017

Equity awards to purchase common stock
Unvested shares of common stock issued upon early
exercise of stock options and business acquisition
Warrants to purchase convertible preferred stock
Convertible preferred stock
Total

Nine Months Ended
September 30,
September 30,
2018
2017

20,575

27,326

20,575

27,326

83

52
2,226
80,844
110,448

83

52
2,226
80,844
110,448

—

—
20,658

—

—
20,658

14. SEGMENT INFORMATION
The Company is organized into two reportable segments as follows:
Platform—Consists primarily of fees received from advertisers and content publishers, and from licensing the Company’s technology and proprietary operating system with TV brands and
service operators. Platform revenue primarily includes fees earned from the sale of digital advertising and revenue share from new or recurring user subscriptions activated through the Company’s
platform and revenue share from user purchases of content publishers’ media through its platform. The Company also earns revenue from the sale of branded channel buttons on remote controls.
Player—Consists primarily of net sales of streaming media players and accessories through retailers and distributors, as well as directly to customers through the Company’s website.
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Customers accounting for 10% or more of the segment revenues were as follows:
Three Months Ended
September 30,
September 30,
2018
2017

Platform segment revenue
Customer E
Player segment revenue
Customer A
Customer B
Customer C
*

Nine Months Ended
September 30,
September 30,
2018
2017

*

14%

*

13%

17%
16%
34%

19%
*
32%

15%
15%
36%

15%
10%
32%

Less than 10% of segment revenues

Substantially all of the Company’s assets were held in the United States and were attributable to the operations in the United States as of September 30, 2018 and December 31, 2017. Revenue in
international markets was less than 10% for all periods presented.
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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 our condensed consolidated financial statements and related notes included
elsewhere in this Quarterly Report on Form 10-Q and with our audited consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2017, filed on
March 1, 2018, with the Securities and Exchange Commission (“SEC”).
Overview
Roku pioneered streaming to the TV and we are capitalizing on this large economic opportunity as a leading TV streaming platform for users, content publishers and advertisers. Roku connects
users to the streaming content they love, enables content publishers to build and monetize large audiences, and provides advertisers with unique capabilities to engage consumers. As of September 30,
2018, we had 23.8 million active accounts, an increase of 43% from the prior year. In the three and nine months ended September 30, 2018, our users streamed 6.2 billion hours and 16.7 billion hours,
respectively, an increase of 63% and 59% over hours streamed in the three and nine months ended September 30, 2017, respectively.
Our business model is to grow gross profit by increasing the number of active accounts and growing average revenue per user (“ARPU”), which we believe represents the inherent value of our
business model. We grow new accounts through three primary channels: we sell streaming players, we partner with TV brands through our Roku TV licensing program, and we have licensing
relationships with service operators.
We generate platform revenue from advertising, content distribution, billing and licensing activities on our platform and player revenue from the sale of streaming players. We generated
revenues of $173.4 million and $466.8 million during the three and nine months ended September 30, 2018, respectively, up by 39% and 44% respectively, as compared to the three and nine months
ended September 30, 2017. During the three and nine months ended September 30, 2018, we generated gross profit of $79.0 million and $219.9 million, which is up 58% and 74%, respectively, from the
three and nine months ended September 30, 2017. During the nine months ended September 30, 2018, our cost of player revenue was lower by $8.9 million due to the release of accruals of IP licensing
obligations that we believe will now not materialize. Excluding this benefit, the gross profit was up 67% for the nine months ended September 30, 2018 as compared to the nine months ended
September 30, 2017.
We continue to manage the average selling prices (“ASP”) of our streaming players to expand our active accounts. As a result, player revenues and gross profits may not increase as rapidly as
they have historically or at all. We expect that tradeoffs from player gross profit to grow active accounts will result in increased monetization and platform gross profits.
Advertising
Our advertising products are designed to enable advertisers to serve relevant ads to our users and measure their return on investment. We collect a variety of information on the Roku streaming
platform, including user registration data, as well as anonymized information like audience engagement with channels on our platform, use of features like search and interactions with advertisements.
With Roku TVs, we give customers the ability to opt-in to use automatic content recognition (ACR) and other technology to collect information about what users watch via antennae and devices
connected to Roku TVs, and we collect data about the use of the Roku TV’s home screen and antenna programming guide.
We gather this information and then create user segments, develop look-a-like audience and predictive models, and activate segments for use in a variety of business operations including
recommendations for users and analytics for content publishers and advertisers. Our platform also provides a mechanism to match and ingest third party data sets from our advertisers and data vendors
who may have demographic or other attributes that would enhance our analytics, products or advertising efforts.
Our advertising products enable advertisers to serve relevant ads to our users and measure return on investment. Our primary advertising products include:
•

Video ads. Our ad-supported content publishers use video ads to monetize our audiences and we also use video ads to monetize our platform. Video ads are sold as 15-second or 30second spots inserted before a program starts or during a program break, within channels on the Roku platform where we have access to video inventory. We secure video ad insertion
rights from content publishers is via our distribution deals with those publishers. In addition, many publishers will authorize Roku to fill their own unsold inventory. Except for a
minority of video ads that are passed unmodified in a traditional linear broadcast, all video ads are selected and delivered to a user in real-time, as the user is engaging on our platform.
Digital advertisers have raised concerns about brand safety, viewability and fraud after certain issues arose between various video ad networks and major online video distributors. OTT
is an attractive alternative. On the Roku platform, our video ads play full screen, are not skippable in most channels and are delivered into a curated channel list.
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•
•

•
•

Interactive video ads. We offer advertisers the ability to make their TV advertising interactive with customized clickable overlays that invite viewers to engage more intimately with
brands, by watching additional videos, obtaining offer details, getting a coupon code via text message or finding the nearest retailer to buy a product.
Audience development promotions. We utilize a variety of ad placements, particularly native display ads, on the Roku home screen and screen saver, to promote content publishers and
their services to our users. We help them to drive channel downloads and traffic to their channels, and to drive subscriptions or movie and TV show consumption. Given our strategic
role as a user’s TV streaming home screen, we are increasingly able to predict a user’s likelihood of taking action in response to an ad we serve. We also sell branded channel buttons on
player and TV remote controls. The branded buttons are reserved for content publishers who want to reduce friction and drive incremental usage by allowing users to launch straight
into the channel.
Brand sponsorships. We support a variety of promotional opportunities for advertisers, such as sponsored themes to take over our home screen and content sponsorships to give users
the opportunity to experience a free movie or show (e.g. “Family movie night brought to you by…”). We also sell branding opportunities for content rows in The Roku Channel.
Audience Marketplace. Through our Audience Marketplace program, we provide advertising buyers and sellers with the means to more effectively target audiences on the Roku
platform in the U.S. Publishers leverage our first-party data and proprietary ad technology to sell targeted audiences on the Roku platform to advertisers.

Roku TVs
Roku TVs integrate our Roku Operating System, or Roku OS, and leverage our smart TV hardware reference design. Roku TVs are manufactured and sold by our TV brand licensees including
current brands such as Element, Hisense, Hitachi, JVC, RCA, Philips, Sanyo, Sharp, TCL and Magnavox. They are available in sizes ranging from 24” to 75” at leading retailers in the United States and
Canada.
Streaming Players
We offer a line of streaming players for sale under the Roku brand in the United States, Canada, the United Kingdom, France, the Republic of Ireland and several Latin American countries, that
allow users to access our TV streaming platform. All players run on the Roku OS, and stream content via built-in Ethernet or Wi-Fi capability, depending on the model. In September 2018, we expanded
our streaming player line-up by introducing Roku Premiere players that offer brilliant picture quality in HD, 4K Ultra HD or 4K HDR. Our current product line for the U.S. market includes several
models at a range of manufacturers’ suggested retail prices to meet the needs of different users with prices starting at $29.99.
Key Performance Metrics
We use the following key performance metrics to evaluate our business, measure our performance, develop financial forecasts and make strategic decisions. Our key performance metrics are
gross profit, active accounts, hours streamed, and ARPU.
Gross Profit
We measure the performance of our business using gross profit, and we are focused on increasing gross profit. The majority of our gross profit is generated from platform revenue. We believe
gross profit is the primary metric to measure the performance of our business, because we have two revenue segments with different margin profiles, and we aim to maximize our high margin platform
revenue from our active accounts as they stream content on our platform.
Active Accounts
We define active accounts as the number of distinct user accounts that have streamed content on our platform within the last 30 days of the period. Users that streamed content from The Roku
Channel only on non-Roku platforms are not included in this metric. The number of active accounts also does not correspond to the number of unique individuals who actively utilize our platform, or the
number of devices associated with an account. For example, a single account may be used by more than one individual, such as a family, and one account may use multiple devices. We believe that the
number of active accounts is a relevant measure to gauge the size of our user base and the opportunity to increase our platform revenue and gross profit.
Hours Streamed
We define hours streamed as the aggregate amount of time our streaming devices stream content on our platform in a given period. Streaming hours on non-Roku platforms are not included in
this metric. We report hours streamed on a calendar basis. We believe the number of streaming hours on our platform is an effective measure of user engagement and that the growth in the number
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of hours of content streamed across our platform reflects our success in addressing the growing user demand for TV streaming. Additionally, we believe increasing user engagement on our streaming
platform increases our gross profit because we earn platform revenue from advertising as well as from revenue shares from subscription and transactional video on-demand. However, our revenues from
content providers are not tied to the hours streamed on their streaming channels, and the number of hours streamed does not correlate to revenue earned from such content providers or ARPU on a periodby-period basis. Moreover, streaming hours on our platform are measured whenever a Roku player or a Roku TV is streaming content, whether a viewer is actively watching or not. For example, if a
Roku player is connected to a TV, and the viewer turns off the TV, steps away or falls asleep and does not stop or pause the player then the particular streaming channel may auto-play subsequent content
for a period of time determined by the streaming channel. We believe that this also occurs across a wide variety of non-Roku streaming devices and other set-top boxes.
Average Revenue per User
We calculate ARPU, as our platform revenue during the preceding four quarters divided by the average of the number of active accounts at the end of that period and the end of the prior four
quarters. We measure progress in our platform business using ARPU because it helps us understand the rate at which we are monetizing our active account base. Our average revenue per user was $17.34
for the twelve months ended September 30, 2018 as compared to $12.67 for the twelve months ended September 30, 2017 representing a 37% growth.
Components of Results of Operations
Platform Revenue
We generate platform revenue from advertising sales, subscription and transaction revenue share, sales of branded channel buttons on remote controls and licensing arrangements with TV brands
and service operators. We generate most of our platform revenue in the United States. Our first-party video ad inventory includes native display ads on our home screen and screen saver, as well as ad
inventory made available to us through our content publisher agreements. To satisfy existing demand, we can sell video advertising that we purchase from content publishers to supplement our first-party
video ad inventory, and to a lesser extent, third-party video advertising on a revenue share basis from content publishers in our Roku Direct Publisher program. Revenue generated from non-Roku
platforms is included in platform revenue.
Player Revenue
We generate player revenue from the sale of streaming players through consumer retail distribution channels, including major brick and mortar retailers, such as Best Buy and Walmart, and
online retailers, primarily Amazon.com. In our international markets, we sell our players through wholesale distributors which, in turn, sell to retailers. We currently distribute our players in Canada, the
United Kingdom, France, the Republic of Ireland and several Latin American countries. We generate most of our player revenue in the United States.
Cost of Revenue
Cost of Platform Revenue
Cost of platform revenue consists of advertising inventory acquisition costs, payment processing fees, third-party cloud service fees, content licensing cost and allocated personnel-related costs,
including salaries, benefits and stock-based compensation for Roku personnel that support platform services, including advertising and billing operations, customer service, and teams supporting our TV
brands and service operator licensees. We anticipate that cost of platform revenue will increase in absolute dollars.
Cost of Player Revenue
Cost of player revenue is comprised of player manufacturing costs payable to our third-party contract manufacturers, technology licenses or royalty fees, inbound and outbound freight, duty and
logistics costs, third-party packaging and assembly costs, warranty costs, provision for excess or obsolete inventory, allocated overhead costs related to facilities and customer support, and salary, benefit
and stock-based compensation costs for operations personnel.
Operating and Other Expenses
Research and Development
Research and development expenses consist primarily of personnel-related costs, including employee salaries, benefits and stock-based compensation for our engineers and other employees
engaged in the development of our products including new technologies and features and functionality. In addition, research and development expenses include allocated facilities and overhead
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costs. We believe continued investment is important to attaining our strategic objectives and expect research and development expenses to increase in absolute dollars for the foreseeable future.
Sales and Marketing
Sales and marketing expenses consist primarily of personnel-related costs, including salaries, benefits, commissions and stock-based compensation expense for our employees engaged in sales
and sales support, data science and analytics, business development, product management, marketing, communications, and partner and customer support functions. Sales and marketing expenses also
include costs for marketing and public relations, channel merchandising, including point of purchase and in-store displays, trade shows and other events, professional services, and allocated facilities and
other overhead. We expect our sales and marketing expenses to increase as we continue to grow our business.
General and Administrative
General and administrative expenses consist primarily of personnel-related costs, including salaries, benefits and stock-based compensation for our executive, finance, legal, information
technology, human resources and other administrative personnel. We expect our general and administrative expenses to increase due to the anticipated growth of our business and related infrastructure,
compliance with global laws and regulations, as well as accounting, legal, insurance, investor relations and other costs associated with being a public company.
Other Income (Expense), Net
Our other income (expense), net, for the three and nine months ended September 30, 2018, consists of interest income on short-term investments and foreign currency re-measurement and
transaction gains and losses. The other income (expense), net, for the three and nine months ended September 30, 2017 consisted of changes in the fair value of our convertible preferred stock warrant
liability, interest expense on our debt, and foreign currency re-measurement and transaction gains and losses. Prior to our IPO, the underlying shares of our convertible preferred stock warrants were
contingently redeemable and we accounted for these warrants as a liability at fair value and re-measured the fair value at each balance sheet date. Pursuant to our IPO, the convertible preferred stock
warrant liability was reclassified to stockholders’ equity and re-measurement was no longer required.
Income Tax Expense
Our income tax expense consists primarily of income taxes in certain foreign jurisdictions where we conduct business and state minimum income taxes in the United States. We have a valuation
allowance for deferred tax assets, including net operating loss carryforwards and tax credits related primarily to research and development. We expect to maintain this valuation allowance for the
foreseeable future.
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Results of Operations
The following table sets forth our results of operations as a percentage of net revenue. As discussed in Note 12, we adopted the new revenue standard effective January 1, 2018 using the
modified retrospective method. We recognized the cumulative effect of adopting the new revenue standard as an adjustment to the opening balance of retained earnings. The comparative information has
not been restated and continues to be reported under the accounting standards in effect for those prior periods.
Three Months Ended
September 30,
2018

Net Revenue:
Platform
Player
Total net revenue
Cost of Revenue:
Platform
Player
Total cost of revenue
Gross Profit:
Platform
Player
Total gross profit
Operating Expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
Loss from Operations
Other Income (Expense), Net:
Interest expense
Change in fair value of preferred stock
warrant liability
Other income (expense), net
Total other income (expense), net
Loss before income taxes
Income tax expense (benefit)
Net loss attributable to common stockholders

Nine Months Ended
September 30,
2017

September 30,
2018

September 30,
2017

58%
42%
100%

46%
54%
100%

57%
43%
100%

43%
57%
100%

17%
37%
54%

10%
50%
60%

17%
36%
53%

10%
51%
61%

41%
5%
46%

36%
4%
40%

40%
7%
47%

33%
6%
39%

26%
15%
11%
52%
(6)%

23%
13%
10%
46%
(6)%

26%
15%
11%
52%
(5)%

24%
14%
11%
49%
(10)%

—%

(1)%

—%

—%

—%
1%
1%
(5)%
—%
(5)%

(30)%
—%
(31)%
(37)%
—%
(37)%

—%
1%
1%
(4)%
—%
(4)%

(12)%
—%
(12)%
(22)%
—%
(22)%

Comparison of Three and Nine Months Ended September 30, 2018 and September 30, 2017
Net Revenue
Three Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

Nine Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

(in thousands, except percentages)

Platform
Player
Total Net Revenue

$
$

100,050
73,331
173,381

$
$

57,528
67,254
124,782

$

42,522
6,077
48,599

$

74% $
9%
39% $

265,468
201,299
466,767

$
$

139,919
184,583
324,502

$
$

125,549
16,716
142,265

90%
9%
44%

Platform
Platform revenue increased by $42.5 million, or 74%, during the three months ended September 30, 2018 compared to the three months ended September 30, 2017 and is inclusive of $5.0
million recognized as a result of the adoption of the new revenue standard. The increase includes $40.1 million from higher advertising, subscription and transaction revenue share and an increase in the
number of paid subscriptions driven by the continued expansion of our platform segment and of our advertising sales operations and monetization efforts.
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Platform revenue increased by $125.5 million, or 90%, during the nine months ended September 30, 2018 compared to the nine months ended September 30, 2017 and is inclusive of $12.1
million recognized as a result of the adoption of the new revenue standard. The increase includes $106.2 million from higher advertising, subscription and transaction revenue share and an increase in the
number of paid subscriptions. The revenues from licensing arrangements with service operators and TV brands increased by $19.6 million mainly driven by the delivery of intellectual property to a
licensing partner during the first quarter of 2018.
Player
Player revenue increased by $6.1 million, or 9%, for the three months ended September 30, 2018 as compared to three months ended September 30, 2017. During the three months ended
September 30, 2018, there was an increase of 15% in the volume of players sold as compared to the three months ended September 30, 2017 and a 5% decrease in the average selling price of the players.
Most of the increase in the volume of players sold came from the sale of our lower priced players which contributed to a lower average selling price per unit thereby slightly offsetting the increase in
volume.
Player revenue increased by $16.7 million, or 9%, for the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017. The increase in player revenue was
a result of an increase in the volume of players sold mitigated by a reduction in the average selling price of the players during the nine months ended September 30, 2018 as compared to the
corresponding period in the prior year. An increase of 13% in the volume of players sold, consisting mainly of our lower priced players, resulted in a 4% decrease in the average selling price of the
players.
Cost of Revenue
Three Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

Nine Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

(in thousands, except percentages)

Cost of revenue:
Platform
Player
Total Cost of Revenue
Gross profit:
Platform
Player
Total Gross Profit

$
$
$
$

29,504
64,884
94,388

$

70,546
8,447
78,993

$

$

$

12,962
61,925
74,887

$

44,566
5,329
49,895

$

$

$

16,542
2,959
19,501

128% $
5%
26% $

78,498
168,412
246,910

$

25,980
3,118
29,098

58% $
59%
58% $

186,970
32,887
219,857

$

$

$

33,083
165,047
198,130

$

106,836
19,536
126,372

$

$

$

45,415
3,365
48,780

137%
2%
25%

80,134
13,351
93,485

75%
68%
74%

Platform
Cost of platform revenue increased by $16.5 million, or 128%, during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017. This increase is a
result of higher advertising inventory acquisition costs, ad serving costs, content licensing fees and credit card processing fees totaling $14.1 million and a $2.2 million increase in allocated overhead
primarily in advertising operations and our operating system licensing costs support driven by the growth of our platform business.
Cost of platform revenue increased by $45.4 million, or 137%, during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017. Advertising
inventory acquisition costs, ad serving costs, and credit card processing fees increased by $37.6 million and allocated overhead increased by $7.1 million during this period. The increase is due to the
growth of our platform business which attracts additional advertisements and monetization opportunities.
Gross profit on platform revenue increased by $26.0 million, or 58% during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017, primarily
driven by strong growth in advertising demand. The increase includes $1.6 million recognized as a result of the adoption of the new revenue standard.
Gross profit on platform revenue increased by $80.1 million, or 75% during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017, primarily
driven by strong growth in our platform business. The increase includes $2.6 million recognized as a result of the adoption of the new revenue standard.
Player
Cost of player revenue increased by $3.0 million, or 5%, during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017. The increase in cost of
player revenue was primarily the result of approximately $5.9 million
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in increased manufacturing and related costs to support the increased volume of players sold, offset by a reduction in freight costs of $2.4 million in the three months ended September 30, 2018. The
reduction in freight costs was due to lower expedite fees.
Cost of player revenue increased by $3.4 million, or 2%, during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017. The increase in cost of
player revenue was primarily the result of approximately $16.2 million in increased manufacturing and related costs to support the increased volume of players sold, offset by the release of accruals
related to IP licensing obligations that did not materialize and management now believes will not materialize in the amount of approximately $8.9 million and a reduction in freight costs of $2.2 million.
Gross profit on player sales increased by $3.1 million, or 59% during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017 primarily due to
reduced freight costs.
Gross profit on player sales increased by $13.4 million, or 68% during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017 primarily due to
the release of accruals related to unrealized IP licensing obligations during the second quarter of 2018 and reduced freight costs.
Operating Expenses
Three Months Ended
September 30,
September 30,
2018
2017

Change $

Nine Months Ended
September 30,
September 30,
2018
2017

Change %

Change $

Change %

(in thousands, except percentages)

Research and development
Sales and marketing
General and administrative
Total Operating Expenses

$

$

45,370
25,603
19,769
90,742

$

$

28,532
16,216
13,039
57,787

$

$

16,838
9,387
6,730
32,955

59%
58%
52%
57%

$

$

119,692
68,180
50,768
238,640

$

$

76,650
44,938
33,894
155,482

$

$

43,042
23,242
16,874
83,158

56%
52%
50%
53%

Research and Development
Research and development expenses increased by $16.8 million, or 59%, during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017. The
increase was primarily due to higher personnel-related costs of $14.2 million as a result of increased engineering headcount, higher facilities costs of $0.7 million and higher platform and product
development costs of $1.9 million that includes expenses such as consulting and outside services, travel and equipment offset by allocation of overheads to player and platform costs.
Research and development expenses increased by $43.0 million, or 56%, during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017. The
increase was primarily due to higher personnel-related costs of $34.6 million as a result of increased engineering headcount, higher facilities costs of $3.0 million and higher platform and product
development costs of $5.4 million that includes expenses such as consulting and outside services, travel and equipment, each offset by allocation of overheads.
Sales and Marketing
Sales and marketing expenses increased by $9.4 million, or 58%, during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017. The increase
was primarily due to higher personnel-related costs of $8.5 million related to increased headcount and an increase in other expenses of $0.9 million that includes facilities costs, marketing costs,
consulting services and travel.
Sales and marketing expenses increased by $23.2 million, or 52%, during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017. The increase
was primarily due to higher personnel-related costs of $19.7 million related to increased headcount, higher facilities costs of $2.1 million and increases in other expenses of $1.4 million that includes
expenses such as marketing costs, consulting services and travel.
General and Administrative
General and administrative expenses increased by $6.7 million, or 52%, during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017. The
increase was primarily due to higher personnel-related costs of $4.7 million as a result of increased headcount in general and administrative functions and an increase in consulting and professional
service fees of $2.0 million related to increased accounting and legal services.
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General and administrative expenses increased by $16.9 million, or 50%, during the nine months ended September 30, 2018 as compared to the nine months ended September 30, 2017. The
increase was primarily due to higher personnel-related costs of $9.7 million as a result of increased headcount in general and administrative functions and an increase in consulting and professional
service fees of $6.5 million related to increased accounting and legal services.
Other Income (Expense), Net
Three Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

Nine Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

(in thousands, except percentages)

Interest expense
Change in fair value of
convertible preferred stock
warrants
Other income (expense), net
Total Other Income (Expense), Net

$

$

(112)

—
2,162
2,050

$

(815)

$

(37,682)
212
(38,285)

$

703

(86)% $

$

37,682
1,950
40,335

(100)%
920%
(105)% $

(220)

—
2,971
2,751

$

(1,286)

$

(40,333)
423
(41,196)

$

1,066

(83)%

$

40,333
2,548
43,947

(100)%
602%
(107)%

Other income (expense), net, during the three months ended September 30, 2018, increased by $40.3 million as compared to the three months ended September 30, 2017. The change was
primarily due to a charge of $37.7 million that was recorded in the three months ended September 30, 2017 related to the change in the fair value of warrants to purchase convertible preferred stock. No
such charge was required during the three months ended September 30, 2018 as warrants to purchase convertible preferred stock were converted into warrants to purchase common stock upon our IPO.
Other income, net, increased by $2.0 million during the three months ended September 30, 2018 as compared to the three months ended September 30, 2017 due to an increase in interest income from
short-term investments and a one-time cancellation and restocking fee of $1.4 million from a customer. Interest expense for the three months ended September 30, 2017 was higher by $0.7 million due to
outstanding debt during that period. No such debt was outstanding in 2018.
Other income (expense), net, during the nine months ended September 30, 2018, increased by $43.9 million as compared to the nine months ended September 30, 2017. The change was
primarily due to a charge of $40.3 million that was recorded in the nine months ended September 30, 2017 related to the change in fair value of warrants to purchase convertible preferred stock. No such
charge was required during the nine months ended September 30, 2018. Other income, net, increased by $2.5 million during the nine months ended September 30, 2018 as compared to the nine months
ended September 30, 2017 due to an increase in interest income on short-term investments and a one-time cancellation and restocking fee of $1.4 million from a customer. Interest expense for the nine
months ended September 30, 2017 was higher by $1.1 million due to outstanding debt during that period. No such debt was outstanding in 2018.
Income Tax Expense
Three Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

Nine Months Ended
September 30,
September 30,
2018
2017

Change $

Change %

(in thousands, except percentages)

Income Tax Expense

$

(172)

$

58

$

(230)

(397)% $

(397)

$

144

$

(541)

(376)%

Income tax expense is comprised of foreign income taxes and state minimum income taxes in the United States.
Liquidity and Capital Resources
As of September 30, 2018, we had cash, cash equivalents and short-term investments of $179.7 million. In October 2017, as a result of our IPO, we received cash proceeds of $134.8 million net
of underwriting discounts and commissions but before deducting other offering expenses. Our primary source of liquidity is cash generated through operating and financing activities. Our primary uses of
cash include operating costs such as personnel-related expenses and capital spending. Our future capital requirements may vary materially from those currently planned and will depend on many factors
including our growth rate and the continuing market acceptance of our advertising platform, operating system and technology and players along with the timing and effort related to the
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introduction of new platform features, players, hiring of experienced personnel, the expansion of sales and marketing activities, as well as overall economic conditions. We recently entered into lease
agreements for a corporate headquarters, and we will start to incur material expenses in future years. We may also contemplate and engage in additional merger and acquisition activity that could
materially impact our liquidity and capital resource position. However, we believe that our existing cash balance together with amounts available under our credit facility will be sufficient to fund our
working capital and meet our anticipated cash needs for the foreseeable future.
As of September 30, 2018, approximately 2.1% of our cash was held outside the United States. These amounts were primarily held in Europe and are utilized to fund our foreign operations. The
amount of unremitted earnings related to our foreign subsidiaries is not material.
Silicon Valley Bank Loan and Security Agreements
We first entered into a loan and security agreement (the “LSA”) with Silicon Valley Bank (“Bank’) in July 2011. The LSA was amended and restated in subsequent periods. The amended and
restated loan and security agreement (the “Restated 2014 LSA”) entered into in November 2014 provides advances under a revolving line of credit up to $30.0 million and provides for letters of credit to
be issued up to $5.0 million.
In June 2017, we entered into a second amendment to the Restated 2014 LSA. Advances under the second amendment carry a floating per annum interest rate equal to, at our option, (1) the
prime rate or (2) LIBOR plus 2.75%, or the prime rate plus 1% depending on certain ratios. This amendment further changed the financial covenant to maintain a current ratio (calculated as current
assets, divided by current liabilities less deferred revenue) greater than or equal to 1.25. The revolving line of credit terminates on June 30, 2019 at which time the principal amount of all outstanding
advances becomes due and payable.
On July 18, 2018, the Company entered into a third amendment to the Restated 2014 LSA. The amendment increased the amount by which we can utilize its line of credit to support the
issuances of letters of credits from $5.0 million to $30.0 million.
As of September 30, 2018 and December 31, 2017, there were no outstanding borrowings under the revolving line of credit and letters of credit were outstanding in the amount of $23.0 million
and $1.5 million, respectively. As of September 30, 2018 and December 31, 2017, we were in compliance with all of the covenants in the amended Restated 2014 LSA. The rate of interest on the line of
credit was 5.01% and 4.31%, respectively as of September 30, 2018 and December 31, 2017.
In June 2017, we entered into a subordinated loan agreement (“2017 Agreement”) with the Bank. The 2017 Agreement provides for a term loan borrowing of $40.0 million with a minimum of
$25.0 million to be initially drawn at the close of the agreement and the remaining amount available for a 24 month period, to be drawn in no less than $5.0 million increments. Advances under the term
loan incur a facility fee equal to 1% of the drawn borrowings, in addition to interest payments at an interest rate equal to, at our option, (1) the prime rate plus 3.5% or (2) LIBOR plus 6.5%, subject to a
1% LIBOR floor. Additionally, the borrowings incur payment in kind interest fees equal to 2.5%, accruing to the unpaid borrowings balance, compounded monthly. Payment in kind interest may be
settled in cash, at our election, during the term or at maturity. We are also obligated to pay final payment fees ranging from 1% to 4% depending on the timing of the payment. The 2017 Agreement
terminates on October 9, 2020. On October 31, 2017, we repaid the entire amount outstanding, and subsequently terminated the 2017 Agreement.
In connection with the 2017 Agreement we issued warrants to purchase 0.4 million shares of Series H convertible preferred stock, with an exercise price of $9.17340. The warrants are
exercisable up to ten years from the date of issuance. Upon the repayment of the amounts borrowed and the subsequent termination of the 2017 Agreement, we cancelled warrants to purchase 0.1 million
shares of Class B common stock that were contingent on future borrowings. The remaining warrants were exercised during the year ended December 31, 2017 and during the three months ended March
31, 2018. There were no warrants outstanding as of September 30, 2018.
Cash Flows
The following table summarizes our cash flows for the periods presented (in thousands):
Nine Months Ended
September 30,
2018

Consolidated Statements of Cash Flows Data:
Cash flows provided by (used in) operating activities
Cash flows used in investing activities
Cash flows provided by financing activities

$

Operating Activities
32

(9,297)
(55,263)
24,980

September 30,
2017

$

31,192
(9,599)
10,763

Our operating activities used cash of $9.3 million for the nine months ended September 30, 2018. Our net loss of $15.6 million for the nine months ended September 30, 2018 was adjusted by
non-cash charges of $28.3 million comprising mainly of $5.8 million of depreciation and amortization, $21.2 million of stock-based compensation, $0.5 million relating to loss incurred on exiting
facilities and $0.8 million of provision related to doubtful accounts. The changes in our operating assets and liabilities used cash of $22.0 million comprising of outflows of $36.2 million from increasing
inventory levels from its low point at the end of 2017 holiday season, $1.4 million from increase in accounts receivable and $3.1 million from decrease in deferred revenue. These outflows were offset by
cash inflows from of $16.9 million from increase in accounts payable and accrued liabilities and $1.9 million from decrease in deferred cost of revenue.
Our operating activities provided cash of $31.2 million for the nine months ended September 30, 2017. Our net loss of $70.5 million for the nine months ended September 30, 2017 was adjusted by
non-cash charges of $52.7 million comprising mainly of $3.9 million of depreciation and amortization, $7.5 million of stock-based compensation, $40.3 million change in the fair value of warrants to purchase
convertible preferred stock, $0.7 million for non-cash interest expenses relating to the debt and a $0.2 million loss from the exit of facilities. The changes in our operating assets and liabilities provided cash of
$48.9 million comprising of inflows of $35.1 million from increase in accounts payable and accrued liabilities, $16.6 million from increase in deferred revenues, $8.1 million from decrease in inventories and
$4.4 million from increase in other long-term liabilities. These inflows were offset by outflows of $5.5 million from increase in accounts receivable, $5.9 million of increase in other non-current assets, $2.9
million from increase in prepaid and other current assets and $1.0 million from increase in deferred cost of revenue.
Investing Activities
Our investing activities for the nine months ended September 30, 2018 included cash outflow of $13.4 million spent on purchase of property and equipment, expenditure on leasehold
improvements related to expanding our facilities and other capital investments and $44.9 million spent on the purchase of short-term investments, partially offset by $3.0 million received from the
sales/maturities of short-term investments.
Our investing activities for the nine months ended September 30, 2017 included cash outflow of $9.6 million, which consisted of purchases of property and equipment and expenditures on
leasehold improvements totaling $6.7 million and the acquisition of a technology company for $3.0 million.
Financing Activities
Our financing activities provided cash of $25.0 million for the nine months ended September 30, 2018. The cash was received mainly from the exercise of employee stock options amounting to
$25.5 million following the expiry of the lock-up period in March 2018, partially offset by a payment of $0.5 million in connection with a previous business acquisition.
Our financing activities provided cash of $10.8 million for the nine months ended September 30, 2017. We received net cash proceeds of $24.7 million from the subordinated term loan
agreement with Silicon Valley Bank and $1.1 million from exercise of stock options. This was offset by a repayment of the $15.0 million outstanding balance on the line of credit.
Off-Balance Sheet Arrangements
During the periods presented, we did not have any off-balance sheet arrangements, as defined by applicable SEC rules and regulations.
Contractual Obligations
Our future minimum payments under our non-cancelable contractual obligations were as follows as of September 30, 2018 (in thousands):

Less Than
1 Year

Total

Purchase commitments (1)
Operating lease obligations (2)
Other obligations (3)
Total
(1)
(2)

$

$

111,008
302,595
3,250
416,853

$

$

111,008
3,365
3,250
117,623

Payments Due by Period
1–3
Years

$

$

Represents commitments to purchase finished goods from our contract manufacturer and other inventory related items.
Represents future minimum lease payments under non-cancelable operating leases.
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—
32,902
—
32,902

3–5
Years

$

$

—
51,928
—
51,928

More Than
5 Years

$

$

—
214,400
—
214,400

(3)

Represents commitments included in other non-cancelable arrangements like ad buys and other platform services.

Consistent with industry practices, we acquire product through a combination of purchase orders, supplier contracts, and open orders based on projected demand information. We currently rely
on one outsourced supplier to manufacture, assemble and test our players. This outsourcing supplier acquires components and builds product based on projected demand forecasts. If there are unexpected
changes to anticipated demand for our products or in the sales mix of our products, some of the firm, non-cancelable, and unconditional purchase commitments may result in our being committed to
purchase excess inventory.
The contractual commitment amounts in the table above are associated with agreements that are enforceable and legally binding. Obligations under contracts that we can cancel without a
significant penalty are not included in the table above.
Critical Accounting Policies and Estimates
Our financial statements are prepared in accordance with generally accepted accounting principles in the United States. The preparation of these financial statements requires us to make
estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, expenses and related disclosures. We evaluate our estimates and assumptions on an ongoing basis. Our estimates
are based on historical experience and various other assumptions that we believe to be reasonable under the circumstances. Our actual results could differ from these estimates.
We added accounting policies for short-term investments and the adoption of new revenue standard to our critical accounting policies and estimates as compared to the critical accounting
policies and estimates described in our Annual Report on Form 10-K for the fiscal year ended December 31, 2017. See Note 12 of Part I, Item 1 of this Quarterly Report on Form 10-Q for the critical
accounting policies resulting from our adoption of the new revenue standard.
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Interest Rate Fluctuation Risk
Our exposure to interest rate risk primarily relates to the interest income generated by cash, cash equivalents and short-term investments held at Silicon Valley Bank. The primary objective of
our investment activities is to preserve principal while maximizing income without significantly increasing risk. We do not believe that an increase or decrease in interest rates of 100 basis points would
have a material effect on our operating results or financial condition.
Foreign Currency Exchange Rate Risk
During the nine months ended September 30, 2018, there were no material changes to our foreign currency exchange rate risk disclosures as set forth under the heading “Item 7A – Quantitative
and Qualitative Disclosures About Market Risk,” in Part II of our Annual Report on Form 10-K for the year ended December 31, 2017.
Item 4. Controls and Procedures.
Evaluation of disclosure controls and procedures.
Our management, with the participation of our President and Chief Executive Officer, our principal executive officer, and our Chief Financial Officer, our principal financial officer, has
evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act) as of the end of the period covered by
this Quarterly Report on Form 10-Q. Based on this evaluation, our President and Chief Executive Officer and our Chief Financial Officer have concluded that, as of the end of the period covered by this
quarterly report, our disclosure controls and procedures were, in design and operation, effective at a reasonable assurance level.
Our management, including our President and Chief Executive Officer and Chief Financial Officer, does not expect that our disclosure controls and procedures or our internal controls will
prevent all errors and all fraud. Any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objective and management
necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
Changes in internal control over financial reporting.
Except for the changes in the internal controls relating to the adoption of the new revenue standard, there were no changes in our internal control over financial reporting during the quarter ended
September 30, 2018 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings
We are currently involved in, and may in the future be involved in, legal proceedings, claims, and investigations in the ordinary course of our business, including claims for infringing patents,
copyrights or other intellectual property rights related to our platform and products, or the content distributed through our platform by us or third-party channel developers. Although the results of these
proceedings, claims, and investigations cannot be predicted with certainty, we do not believe that the final outcome of any matters that we are currently involved in are reasonably likely to have a material
adverse effect on our business, financial condition, or results of operations. Regardless of final outcomes, however, any such proceedings, claims, and investigations may nonetheless impose a significant
burden on management and employees and may come with expensive attorney fees or unfavorable preliminary and interim rulings.
Item 1A. Risk Factors
Our business involves significant risks, some of which are described below. You should carefully consider the risks and uncertainties described below, together with all the other information in
this Quarterly Report on Form 10-Q, including “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the consolidated financial statements and the related
notes. If any of the following risks actually occurs, our business, reputation, financial condition, results of operations, revenue, and future prospects could be seriously harmed. Unless otherwise
indicated, references to our business being seriously harmed in these risk factors will include harm to our business, reputation, financial condition, results of operations, revenue, and future prospects. In
that event, the market price of our Class A common stock could decline, and you could lose part or all of your investment. The risks facing our business have not changed substantively from those
discussed in our Annual Report on Form 10-K, filed with the Securities and Exchange Commission on March 1, 2018, except for those risks marked with an asterisk (*).
Risks Related to Our Business and Industry
We have incurred operating losses in the past, expect to incur operating losses in the future and may never achieve or maintain profitability.*
We began operations in 2002 and we have experienced net losses and negative cash flows from operations in each year since inception. As of September 30, 2018, we had an accumulated
deficit of $260.7 million and for the nine months ended September 30, 2018, we experienced a net loss of $15.6 million. We expect our operating expenses to increase in the future as we expand our
operations. If our revenue and gross profit do not grow at a greater rate than our operating expenses, we will not be able to achieve and maintain profitability. We expect to incur significant losses in the
future for a number of reasons, including without limitation the other risks and uncertainties described herein. Additionally, we may encounter unforeseen operating or legal expenses, difficulties,
complications, delays and other factors that may result in losses in future periods. If our expenses exceed our revenue, we may never achieve or maintain profitability and our business may be harmed.
TV streaming is highly competitive and many companies, including large technology companies, content owners and aggregators, TV brands and service operators, are actively focusing
on this industry. If we fail to differentiate ourselves and compete successfully with these companies, it will be difficult for us to attract users and our business will be harmed.*
TV streaming is increasingly competitive and global. Our success depends in part on attracting and retaining users on, and effective monetization of, our TV streaming platform. To attract and
retain users, we need to be able to respond efficiently to changes in consumer tastes and preferences and continue to increase the type and number of content offerings. Effective monetization requires us
to continue to update the features and functionality of our streaming platform for users, content publishers and advertisers. We must also effectively support the most popular sources of streaming content,
such as Netflix, Amazon Prime Video, Hulu and YouTube and respond rapidly to actual and anticipated market trends in the U.S. TV streaming industry.
Companies such as Amazon.com, Inc., Apple Inc. and Google Inc. offer TV streaming products that compete with our streaming players and Roku TV. In addition, Google licenses its operating
system software for integration into smart TVs and service provider set top boxes and Amazon licenses its operating system software for integration into smart TVs. These companies have the financial
resources to subsidize the cost of their streaming devices in order to promote their other products and services making it harder for us to acquire new users and increase hours streamed. These companies
could also implement standards or technology that are not compatible with our products or that provide a better streaming experience on competitive products. These companies also promote their brands
through traditional forms of advertising, such as TV commercials, as well as internet advertising or website product placement, and have greater resources than us to devote to such efforts.
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In addition, many TV brands, such as LG, Samsung Electronics Co., Ltd. and VIZIO, Inc., offer their own TV streaming solutions within their TVs. Other devices, such as Microsoft’s Xbox
and Sony’s PlayStation game consoles and many DVD and Blu-ray players, also incorporate TV streaming functionality. Similarly, some service operators, such as Comcast and Altice, offer TV
streaming applications as part of their cable service plans and can leverage their existing consumer bases, installation networks, broadband delivery networks and name recognition to gain traction in the
TV streaming market. If users of TV streaming content prefer these alternative products to Roku streaming players and Roku TVs, we may not able to achieve our expected growth in player revenue or
gross profit.
In July 2018, we also announced our new Roku TV Wireless Speaker product line, designed specifically for use with Roku TVs and we may face additional competition from speaker and other
peripheral manufacturers. If our wireless speaker products do not operate as designed, do not achieve marketplace acceptance, or do not enhance or produce the benefits to the Roku TV viewing
experience as we intend, our users’ overall viewing experience may be diminished and this may impact the overall demand for Roku TVs or other Roku products.
We expect competition in TV streaming from the large technology companies and service operators described above, as well as new and growing companies, to increase in the future. This
increased competition could result in pricing pressure, lower revenue and gross profit or the failure of our players, Roku TV and our platform to gain or maintain broad market acceptance. To remain
competitive and maintain our position as a leading TV streaming provider we need to continuously invest in product development, marketing, service and support and device distribution infrastructure. In
addition, evolving TV standards such as 4K, HDR and unknown future developments may require further investments in the development of our players, Roku TV and our platform. We may not have
sufficient resources to continue to make the investments needed to maintain our competitive position. In addition, most of our competitors have longer operating histories, greater name recognition, larger
customer bases and significantly greater financial, technical, sales, marketing and other resources than us, which provide them with advantages in developing, marketing or servicing new products and
offerings. As a result, they may be able to respond more quickly to market demand, devote greater resources to the development, promotion and sales of their products or the distribution of their content,
and influence market acceptance of their products better than we can. These competitors may also be able to adapt more quickly to new or emerging technologies or standards and may be able to deliver
products and services at a lower cost. Increased competition could reduce our market share, revenue and operating margins, increase our operating costs, harm our competitive position and otherwise
harm our business.
We also compete for video viewing hours with mobile platforms (phones and tablets), and users may prefer to view streaming content on such devices. Increased use of mobile platforms for
video streaming could adversely impact the growth of our streaming hours, harm our competitive position and otherwise harm our business.
We may not be successful in our efforts to further monetize our streaming platform, which may harm our business.*
In addition to generating player revenue, our business model depends on our ability to generate platform revenue from content publishers and advertisers. We generate platform revenue from
advertising campaigns and on a transactional basis from new subscription purchases and content transactions that occur on our platform. As such, we are seeking to expand our user base and increase the
number of hours that are streamed across our platform in an effort to create additional platform revenue opportunities. The total number of hours streamed, however, does not correlate with platform
revenue on a period-by-period basis, because we do not monetize every hour streamed on our platform. As our user base grows and as we increase the amount of content offered and streamed across our
platform, we must effectively monetize our expanding user base and streaming activity. Moreover, streaming hours on our platform are measured whenever a Roku player or a Roku TV is streaming
content, whether a viewer is actively watching or not. For example, if a Roku player is connected to a TV, and the viewer turns off the TV, steps away or falls asleep and does not stop or pause the player
then the particular streaming channel may auto-play subsequent content for a period of time determined by the streaming channel. We believe that this also occurs across a wide variety of non-Roku
streaming devices and other set-top boxes.
Our ability to deliver more relevant advertisements to our users and to increase our platform’s value to advertisers depends on the collection of user engagement data, which may be restricted or
prevented by a number of factors. Users may decide to opt out or restrict our ability to collect personal viewing data or to provide them with more relevant advertisements. Content publishers may also
refuse to allow us to collect data regarding user engagement or refuse to implement mechanisms we request to ensure compliance with our legal obligations or technical requirements. For example, we
are not able to fully utilize program level viewing data from many of our most popular channels to improve the relevancy of advertisements provided to our users. Other channels available on our
platform, such as Amazon Prime Video, Hulu and YouTube, are focused on increasing user engagement and time spent within their channel by allowing them to purchase additional content and streaming
services within their channels. In addition, we do not currently monetize content provided on non-certified channels on our platform. If our users spend most of their time within particular channels where
we have limited or no ability to place advertisements or leverage user information, or users opt out from our ability to collect
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data for use in providing more relevant advertisements, then we may not be able to achieve our expected growth in platform revenue or gross profit. If we are unable to further monetize our platform, our
business may be harmed.
To date, the majority of the hours streamed on our platform have consisted of subscription video on demand content; however, in order to materially increase the monetization of our platform
through the sale of advertising-supported video, we will need our users to stream significantly more ad-supported content. Our efforts to monetize our platform through ad-supported content is still
developing, and may not grow as we expect. Accordingly, there can be no assurance that we will be successful in monetizing our platform through the sale of advertising-supported video.
We depend on a small number of content publishers for a majority of our streaming hours, and if we fail to maintain these relationships, our business could be harmed, even though the
revenues received, directly or indirectly, from streaming on certain of these channels has not been significant to our overall revenue.*
Historically, a small number of content publishers have accounted for a significant portion of the content streamed across our platform and the terms and conditions of our relationships with
content publishers vary. In the nine months ended September 30, 2018, and September 30, 2017, Netflix accounts for approximately one-third of all hours streamed in each period. However, although
Netflix is the largest provider of content across our platform, revenue generated from Netflix was not material to our overall revenue during the period, and we do not expect revenue from Netflix to be
material to our overall operating results for the foreseeable future. In addition, our agreements with content publishers generally have a term of one to three years and can be terminated before the end of
the term by the content publisher under certain circumstances, such as if we materially breach the agreement, become insolvent, enter bankruptcy, commit fraud or fail to adhere to the content publishers’
security requirements. Further, we do not receive material revenue from YouTube, the most viewed ad-supported channel by hours streamed on our platform for the nine months ended September 30,
2018. If we fail to maintain our relationships with the content publishers on terms favorable to us, or at all, or if these content publishers face problems in delivering their content across our platform, we
may lose channel partners or users and our business may be harmed.
We operate in an evolving industry, which makes it difficult to evaluate our business and prospects. If TV streaming develops more slowly than we expect, our operating results and growth
prospects could be harmed. In addition, our future growth depends on the growth of TV streaming advertising.
TV streaming is a relatively new and rapidly evolving industry, making our business and prospects difficult to evaluate. The growth and profitability of this industry and the level of demand
and market acceptance for our products and TV platform are subject to a high degree of uncertainty. We believe that the continued growth of streaming as an entertainment alternative will depend on the
availability and growth of cost-effective broadband internet access, the quality of broadband content delivery, the quality and reliability of new devices and technology, the cost for users relative to other
sources of content, as well as the quality and breadth of content that is delivered across streaming platforms. These technologies, products and content offerings continue to emerge and evolve. Users,
content publishers or advertisers may find TV streaming platforms to be less attractive than traditional TV, which would harm our business. In addition, many advertisers continue to devote a substantial
portion of their advertising budgets to traditional advertising, such as TV, radio and print. The future growth of our business depends on the growth of TV streaming advertising, and on advertisers
increasing spend on such advertising. We cannot be certain that they will do so. If advertisers do not perceive meaningful benefits of TV streaming advertising, then this market may develop more slowly
than we expect, which could adversely impact our operating results and our ability to grow our business.
If we are unable to maintain an adequate supply of quality video ad inventory on our platform, our business may be harmed.
We may fail to attract content publishers that generate sufficient quantity or quality of ad-supported content hours on our platform and continue to grow supply of quality video ad inventory.
Our business model depends on our ability to grow video ad inventory on our platform and sell it to advertisers. We grow ad inventory by adding and retaining content publishers on our platform with adsupported channels that we can monetize. In addition, we do not have access to all video ad inventory on our platform, and we may not secure access in the future. The amount, quality and cost of ad
inventory available to us can change at any time. If we are unable to grow and maintain a sufficient supply of quality video advertising inventory at reasonable costs to keep up with demand, our business
may be harmed.
We operate in a highly competitive industry and we compete for advertising revenue with other internet streaming platforms and services, as well as traditional media, such as radio, broadcast,
cable and satellite TV and satellite and internet radio. These competitors offer content and other advertising mediums that may be more attractive to advertisers than our TV streaming platform. These
competitors are often very large and have more advertising experience and financial resources than we do, which may adversely affect our ability to compete for advertisers and may result in lower
revenue and gross profit from advertising. If we are unable to
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increase our advertising revenue by, among other things, continuing to improve our platform’s data capabilities to further optimize and measure advertisers’ campaigns, increase our advertising inventory
and expand our advertising sales team and programmatic capabilities, our business and our growth prospects may be harmed. We may not be able to compete effectively or adapt to any such changes or
trends, which would harm our ability to grow our advertising revenue and harm our business.
Our players and Roku TVs must operate with various offerings, technologies and systems from our content publishers that we do not control. If Roku devices do not operate effectively
with those offerings, technologies and systems, our business may be harmed.
Our Roku OS is designed for performance using relatively low-cost hardware, which enables us to drive user growth with our players and Roku TVs offered at a low cost to consumers.
However, our hardware must be interoperable with all channels and other offerings, technologies and systems from our content publishers, including virtual multi-channel video programming distributors
such as Sling TV. We have no control over these offerings, technologies and systems beyond our channel certification requirements, and if our players do not provide our users with a high-quality
experience on those offerings on a cost-effective basis or if changes are made to those offerings that are not compatible with our players, we may be unable to increase user growth and content hours
streamed, we may be required to increase our hardware costs and our business will be harmed. We plan to continue to introduce new products regularly and we have experienced that it takes time to
optimize such products to function well with these offerings, technologies and systems. In addition, many of our largest content publishers have the right to test and certify our new products before we
can publish their channels on new products. These certification processes can be time consuming and introduce third party dependencies into our product release cycles. If content publishers do not
certify new products on a timely basis, or require us to make changes in order to obtain certifications, our product release plans may be adversely impacted. To continue to grow our active accounts and
user engagement, we will need to prioritize development of our products to work better with new offerings, technologies and systems. If we are unable to maintain consistent operability of Roku devices
that is on parity with or better than other platforms, our business could be harmed. In addition, any future changes to offerings, technologies and systems from our content publishers such as virtual
service operators may impact the accessibility, speed, functionality, and other performance aspects of our products, which issues are likely to occur in the future from time to time. We may not
successfully develop products that operate effectively with these offerings, technologies or systems. If it becomes more difficult for our users to access and use these offerings, technologies or systems,
our business could be harmed.
Changes in consumer viewing habits could harm our business.
The manner in which consumers access streaming content is changing rapidly. As the technological infrastructure for internet access continues to improve and evolve, consumers will be
presented with more opportunities to access video, music and games on-demand with interactive capabilities. Time spent on mobile devices is growing rapidly, in particular by young adults streaming
video content, including popular streaming channels like Netflix and YouTube, as well as content from cable or satellite providers available live or on-demand on mobile devices. In addition, personal
computers, smart TVs, DVD players, Blu-ray players, gaming consoles and cable set top boxes allow users to access streaming entertainment content. If other streaming or technology providers are able
to respond and take advantage of changes in consumer viewing habits and technologies better than us, our business could be harmed.
New entrants may enter the TV streaming market with unique service offerings or approaches to providing video. In addition, our competitors may enter into business combinations or alliances
that strengthen their competitive positions. If new technologies render the TV streaming market obsolete or we are unable to successfully compete with current and new competitors and technologies, our
business will be harmed, and we may not be able to increase or maintain our market share and revenue.
If we fail to obtain or maintain popular content, we may fail to retain existing users and attract new users.
We have invested a significant amount of time to cultivate relationships with our content publishers; however, such relationships may not continue to grow or yield further financial results. We
must continuously maintain existing relationships and identify and establish new relationships with content publishers to provide popular content. In order to remain competitive, we must consistently
meet user demand for popular streaming channels and content; particularly as we launch new players or enter new markets, including international markets. If we are not successful in helping our content
publishers launch and maintain streaming channels that attract and retain a significant number of users on our platform or if we are not able to do so in a cost-effective manner, our business will be
harmed. Our ability to successfully help content publishers maintain and expand their channel offerings on a cost-effective basis largely depends on our ability to:
•

effectively market new streaming channels and enhancements to our existing streaming channels;

•

minimize launch delays of new and updated streaming channels; and

•

minimize platform downtime and other technical difficulties.
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If we fail to help our content publishers maintain and expand their channel offerings our business may be harmed.
If the advertisements on our platform are not relevant or not engaging to our users, our growth in active accounts and hours streamed may be adversely impacted.
We have made, and are continuing to make, investments to enable advertisers to deliver relevant advertising content to users on our platform. Existing and prospective Roku advertisers may not
be successful in serving ads that lead to and maintain user engagement. Those ads may seem irrelevant, repetitive or overly targeted and intrusive. We are continuously seeking to balance the objectives of
our users and advertisers with our desire to provide an optimal user experience, but we may not be successful in achieving a balance that continues to attract and retain users and advertisers. If we do not
introduce relevant advertisements or such advertisements are overly intrusive and impede the use of our TV streaming platform, our users may stop using our platform which will harm our business.
The Roku Channel may not continue to attract a large number of users and/or generate significant advertising revenues.*
We operate “The Roku Channel,” an ad-supported streaming channel on the Roku platform that gives our users free access to a collection of films, television series and other content. The Roku
Channel was a top five channel on our platform based on the number of active accounts that accessed the channel at least once in the period ended September 30, 2018. We do not receive subscriptions or
other fees from users that access content on The Roku Channel. We have incurred, and will continue to incur, costs and expenses in connection with the launch, development, expansion and operation of
The Roku Channel, which we monetize through advertising. If our users do not continue to stream the free, ad-supported content we make available on The Roku Channel, we will not have the
opportunity to monetize The Roku Channel through advertising. In order to attract users to The Roku Channel and drive streaming of ad-supported video on The Roku Channel, we must secure rights to
stream content that is appealing to our users and advertisers. In part, we do this by directly licensing certain content from content owners, such as television and movie studios. The agreements that we
enter into with these content owners have varying terms and provide us with rights to make specific content available through The Roku Channel during certain periods of time. Upon expiration of these
agreements, we are required to re-negotiate and renew these agreements with the content owners, or enter into new agreements with other content owners, in order to obtain rights to distribute additional
titles or to extend the duration of the rights previously granted. If for any period of time, we are unable to enter into content license agreements on acceptable terms to access content that enables us to
attract and retain users of The Roku Channel, usage of The Roku Channel may decline, and our business may be harmed. Furthermore, if the advertisements on The Roku Channel are not relevant to our
users or such advertisements are overly intrusive and impede our users’ enjoyment of the content we make available, our users may not stream content and view advertisements on The Roku Channel, and
The Roku Channel may not generate sufficient advertising revenues to be cost effective for us to operate. In addition, we recently began distributing The Roku Channel on platforms other than our own
streaming platform, and there can be no assurance that we will be successful in attracting a large number of users and/or generating significant advertising revenues through the distribution of The Roku
Channel on such other streaming platforms.
Our growth will depend in part upon our ability to develop relationships with TV brands and, to a lesser extent, service operators.*
We developed, and intend to continue to develop, relationships with TV brands and service operators in both the United States and international markets. Our licensing arrangements are
complex and time-consuming to negotiate and complete. Our current and potential partners include TV brands, cable and satellite companies and telecommunication providers. Under these license
arrangements, we generally have limited control over the amount and timing of resources these entities dedicate to the relationship. If our TV brand or service operator partners fail to meet their forecasts
for distributing licensed devices, our business may be harmed.
We license our Roku OS to certain TV brands to manufacture co-branded smart TVs, or Roku TVs. The primary economic benefits that we derive from these license arrangements have been
and will likely continue to be indirect, primarily from growing our active accounts and increasing hours streamed. We have not received, nor do we expect to receive significant license revenue from these
arrangements in the near term, but we expect to incur expenses in connection with these commercial agreements. If these arrangements do not result in increased users and hours streamed, our business
may be harmed. The loss of a relationship with a TV brand or service operator could harm our results of operations, damage our reputation, increase pricing and promotional pressures from other partners
and distribution channels or increase our marketing costs. If we are not successful in maintaining existing and creating new relationships with any of these third parties, or if we encounter technological,
content licensing or other impediments to our development of these relationships, our ability to grow our business could be adversely impacted.
If our users sign up for offerings and services outside of our platform or though other channels on our platform, our business may be harmed.
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We earn revenue by acquiring subscribers for certain of our content publishers activated on or through our platform. If users do not use our platform for these purchases or subscriptions for any
reason, and instead pay for services directly with content publishers or by other means that we do not receive attribution for, our business may be harmed. In addition, certain channels available on our
platform allow users to purchase additional streaming services from within their channels. The revenues we earn from these transactions are generally not equivalent to the revenues we earn from
activations on or through our platform that we receive full attribution credit for. Accordingly, if users activate their subscriptions for content or services through other channels on our platform, our
business may be harmed.
If we were to lose the services of our Chief Executive Officer or other members of our senior management team, we may not be able to execute our business strategy.
Our success depends in a large part upon the continued service of key members of our senior management team. In particular, our founder, President and Chief Executive Officer, Anthony
Wood, is critical to our overall management, as well as the continued development of our devices and the Roku platform, our culture and our strategic direction. All of our executive officers are at will
employees, and we do not maintain any key person life insurance policies. The loss of any member of our senior management team could harm our business.
If we are unable to attract and retain highly qualified employees, we may not be able to continue to grow our business.
Our ability to compete and grow depends in large part on the efforts and talents of our employees. Our employees, particularly engineers and other product developers, are in high demand, and
we devote significant resources to identifying, hiring, training, successfully integrating and retaining these employees. As competition with other companies increases, we may incur significant expenses
in attracting and retaining high quality engineers and other employees. The loss of employees or the inability to hire additional skilled employees as necessary to support the rapid growth of our business
and the scale of our operations could result in significant disruptions to our business, and the integration of replacement personnel could be time-consuming and expensive and cause additional
disruptions to our business.
We believe a critical component to our success and our ability to retain our best people is our culture. As we continue to grow and develop a public company infrastructure, we may find it
difficult to maintain our entrepreneurial, execution-focused culture. In addition, many of our employees, may be able to receive significant proceeds from sales of our equity in the public markets, which
may reduce their motivation to continue to work for us. Moreover, the equity ownership of many of our employees could create disparities in wealth among our employees, which may harm our culture
and relations among employees and our business.
Most of our agreements with content publishers are not long term. Any disruption in the renewal of such agreements may result in the removal of certain content from our platform and
may harm our active account growth and engagement.
We enter into agreements with all our content publishers, which have varying expiration dates; typically over one to three years. Upon expiration of these agreements, we are required to renegotiate and renew these agreements in order to continue providing offerings from these content publishers on our platform. We may not be able to reach a satisfactory agreement before our existing
agreements have expired. If we are unable to renew such agreements on a timely basis, we may be required to temporarily or permanently remove certain content from our platform. The loss of such
content from our platform for any period of time may harm our business.
If our content publishers do not continue to develop channels for our platform and participate in new features that we may introduce from time to time, our business may be harmed.
As our platform and products evolve, we will continue to introduce new features, which may or may not be attractive to our content publishers or meet their requirements. For example, some
content publishers have elected not to participate in our cross-channel search feature, our integrated advertising framework, known as RAF, or have imposed limits on our data gathering for usage within
their channels. In addition, our platform utilizes our proprietary Brightscript scripting language in order to allow our content publishers to develop and create channels on our platform. If we introduce
new features or utilize a new scripting language in the future, such a change may not comply with our content publishers' certification requirements. In addition, our content publishers may find other
languages, such as HTML5, more attractive to develop for and shift their resources to developing their channels on other platforms. If content publishers do not find our platform simple and attractive to
develop channels for, do not value and participate in all of the features and functionality that our platform offers, or determine that our software developer kit or new features of our platform do not meet
their certification requirements, our business may be harmed.
Our quarterly operating results may be volatile and are difficult to predict, and our stock price may decline if we fail to meet the expectations of securities analysts or investors.
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Our revenue, gross profit and other operating results could vary significantly from quarter-to-quarter and year-to-year and may fail to match our past performance due to a variety of factors,
including many factors that are outside of our control. Factors that may contribute to the variability of our operating results and cause the market price of our Class A common stock to fluctuate include:
•

the entrance of new competitors or competitive products in our market, whether by established or new companies;

•
•

our ability to retain and grow our active account base and increase engagement among new and existing users;
our ability to maintain effective pricing practices, in response to the competitive markets in which we operate or other macroeconomic factors, such as inflation or increased product
taxes;

•

our revenue mix, which drives gross profit;

•

seasonal or other shifts in advertising revenue or player sales;

•

the timing of the launch of new or updated products, streaming channels or features;

•

the addition or loss of popular content;

•

the ability of retailers to anticipate consumer demand;

•

an increase in the manufacturing or component costs of our players or the manufacturing or component costs of our TV brand licensees for Roku TVs; and

•

an increase in costs associated with protecting our intellectual property, defending against third-party intellectual property infringement allegations or procuring rights to third-party
intellectual property.

Our gross profit margins vary across our devices and platform offerings. Player revenue has a lower gross margin compared to platform revenue derived through our arrangements with
advertising, content distribution, billing and licensing activities. Gross margins on our players vary across player models and can change over time as a result of product transitions, pricing and
configuration changes, component costs, player returns and other cost fluctuations. In addition, our gross margin and operating margin percentages, as well as overall profitability, may be adversely
impacted as a result of a shift in device, geographic or sales channel mix, component cost increases, price competition, or the introduction of new players, including those that have higher cost structures
with flat or reduced pricing. We have in the past and may in the future strategically reduce our player gross margin in an effort to increase our active accounts and grow our gross profit. As a result, our
player revenue may not increase as rapidly as it has historically, or at all, and, unless we are able to adequately increase our platform revenue and grow our active accounts, we may be unable to grow
gross profit and our business will be harmed. If a reduction in gross margin does not result in an increase in our active accounts and gross profit, our financial results may suffer and our business may be
harmed.
Our revenue and gross profit are subject to seasonality and if our sales during the holiday season fall below our expectations, our business may be harmed.
Seasonal consumer shopping patterns significantly affect our business. Specifically, our revenue and gross profit are traditionally strongest in the fourth quarter of each fiscal year and represent
a high percentage of the total net revenue for such fiscal year due to higher consumer purchases and increased advertising during holiday periods. Furthermore, a significant percentage of our player sales
through retailers in the fourth quarter are pursuant to committed sales agreements with retailers for which we recognize significant discounts in the average selling prices in the third quarter in an effort to
grow our active accounts, which will reduce our player gross margin.
Given the seasonal nature of our player sales, accurate forecasting is critical to our operations. We anticipate that this seasonal impact on revenue and gross profit is likely to continue and any
shortfall in expected fourth quarter revenue, due to macroeconomic conditions, a decline in the effectiveness of our promotional activities, actions by our competitors or disruptions in our supply or
distribution chain, or for any other reason, would cause our full year results of operations to suffer significantly. For example, delays or disruptions at U.S. ports of entry could adversely affect our or our
licensees’ ability to timely deliver players and co-branded Roku TVs to retailers during the holiday season. A substantial portion of our expenses are personnel related and include salaries, stock-based
compensation and benefits that are not seasonal in nature. Accordingly, in the event of a revenue shortfall, we would be unable to mitigate the negative impact on margins, at least in the short term, and
our business would be harmed.
We and our TV brand partners depend on our retail sales channels to effectively market and sell our players and Roku TVs, and if we or our partners fail to maintain and expand effective
retail sales channels we could experience lower player or Roku TV sales.*
To continue to acquire new active accounts, we must maintain and expand our retail sales channels. The majority of our players and Roku TVs are sold through traditional brick and mortar
retailers, such as Best Buy, Target and Walmart, including their online sales platforms, and online retailers such as Amazon.com. To a lesser extent, we sell players directly through our website and
internationally through distributors. For nine months ended September 30, 2018 and September 30, 2017, Amazon.com, Best Buy and Walmart in total accounted for 66% and 57%, respectively, of our
player revenue and are expected to each account for more than 10%
41

of our player revenue in fiscal 2018. These three retailers collectively accounted for 61% of our player revenue for the years ended December 31, 2017 and 2016. These retailers and our international
distributors also sell products offered by our competitors. We have no minimum purchase commitments or long-term contracts with any of these retailers or distributors. If one or several retailers or
distributors were to discontinue selling our players or Roku TVs, or choose not to prominently display those devices in their stores or on their websites, the volume of Roku devices sold could decrease,
which would harm our business. For example, in April 2018, Amazon.com and Best Buy announced a partnership whereby two Best Buy controlled smart TV brands will exclusively utilize
Amazon.com’s operating system, and such TVs will be sold by Best Buy and Amazon.com. Although this arrangement is not expected to limit our TV brand partners’ ability to sell on either
Amazon.com or at Best Buy, if our existing TV brands choose to work with other operating system developers, this may impact our Roku TV program and our ability to continue to grow active accounts.
Traditional retailers have limited shelf and end cap space in their stores and limited promotional budgets, and online retailers have limited prime website product placement space. Competition is intense
for these resources, and a competitor with more extensive product lines and stronger brand identity, such as Apple or Google, possesses greater bargaining power with retailers. In addition, one of our
online retailers, Amazon.com, sells its own competitive TV streaming products and is able to market and promote these products more prominently on its website, and could refuse to offer our devices.
Any reduction in our ability to place and promote our devices, or increased competition for available shelf or website placement, would require us to increase our marketing expenditures simply to
maintain our product visibility, which may harm our business. In particular, the availability of product placement during peak retail periods, such as the holiday season, is critical to our revenue growth,
and if we are unable to effectively sell our devices during these periods, our business would be harmed.
If our efforts to build a strong brand and maintain customer satisfaction and loyalty are not successful, we may not be able to attract or retain users, and our business may be harmed.
Building and maintaining a strong brand is important to attract and retain users, as potential users have a number of TV streaming choices. Successfully building a brand is a time consuming
and comprehensive endeavor, and can be positively and negatively impacted by any number of factors. Some of these factors, such as the quality or pricing of our players or our customer service, are
within our control. Other factors, such as the quality and reliability of Roku TVs and the quality of the content that our content publishers provide, may be out of our control, yet users may nonetheless
attribute those factors to us. Our competitors may be able to achieve and maintain brand awareness and market share more quickly and effectively than we can. Many of our competitors are larger
companies and promote their brands through traditional forms of advertising, such as print media and TV commercials, and have substantial resources to devote to such efforts. Our competitors may also
have greater resources to utilize internet advertising or website product placement more effectively than we can. If we are unable to execute on building a strong brand, it may be difficult to differentiate
our business and platform from our competitors in the marketplace, therefore our ability to attract and retain users may be adversely affected and our business may be harmed.
Our streaming platform allows our customers to choose from thousands of channels, representing a variety of content from a wide range of content publishers. Our customers can choose and
control which channels they download and watch, and they can use parental control settings to prevent channels from being downloaded to our devices. While we have policies that prohibit the
publication of content that is unlawful, incites illegal activities or violates third-party rights, among other things, we may distribute channels that include controversial content. Controversies related to the
content included on certain of the channels that we distribute could result in negative publicity, cause harm to our reputation and brand or subject us to claims, and may harm our business.
We must successfully manage streaming device and other product introductions and transitions in order to remain competitive.
We must continually develop new and improved streaming devices and other products that meet changing consumer demands. Moreover, the introduction of a new streaming device or other
product is a complex task, involving significant expenditures in research and development, promotion and sales channel development. For example, in July 2018, we announced our new Roku TV
Wireless Speaker, designed specifically for use with Roku TVs. Whether users will broadly adopt new products is not certain. Our future success will depend on our ability to develop new and
competitively priced streaming devices and other products and add new desirable content and features to our platform. Moreover, we must introduce new streaming devices and other products in a timely
and cost-effective manner, and we must secure production orders for those products from our contract manufacturers. The development of new products is a highly complex process, and while our
research and development efforts are aimed at solving increasingly complex problems, we do not expect that all of our projects will be successful. The successful development and introduction of new
products depends on a number of factors, including the following:
•

the accuracy of our forecasts for market requirements beyond near term visibility;

•

our ability to anticipate and react to new technologies and evolving consumer trends;

•

our development, licensing or acquisition of new technologies;

•

our timely completion of new designs and development;

•

the ability of our contract manufacturer to cost-effectively manufacture our new products;
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•

the availability of materials and key components used in manufacturing; and

•

our ability to attract and retain world-class research and development personnel.

If any of these or other factors becomes problematic, we may not be able to develop and introduce new devices in a timely or cost-effective manner, and our business may be harmed.
We do not have manufacturing capabilities and primarily depend upon a few contract manufacturers, and our operations could be disrupted if we encounter problems with the contract
manufacturers.
We do not have any internal manufacturing capabilities and primarily rely upon one contract manufacturer, Foxconn Industrial Internet Co. Ltd., or Foxconn, to build our players. We similarly
rely on one contract manufacturer, Tonly Electronics Holdings Ltd., or Tonly, to manufacture our wireless speakers. Our contract manufacturers may be vulnerable to capacity constraints and reduced
component availability, and our control over delivery schedules, manufacturing yields and costs, particularly when components are in short supply or when we introduce a new player or other product or
feature, is limited. In addition, we have limited control over Foxconn’s or Tonly’s quality systems and controls, and therefore must rely on them to manufacture our players and other products to our
quality and performance standards and specifications. Delays, component shortages and other manufacturing and supply problems could impair the retail distribution of our players and other products and
ultimately our brand. Furthermore, any adverse change in our contract manufacturers’ financial or business condition could disrupt our ability to supply players to our retailers and distributors.
Our contracts with our contract manufacturers generally do not obligate them to supply our players or other products in any specific quantity or at any specific price. In the event our contracts
manufacturers are unable to fulfill our production requirements in a timely manner or decide to terminate their relationship with us, our order fulfillment may be delayed, and we would have to identify,
select and qualify acceptable alternative contract manufacturers. Alternative contract manufacturers may not be available to us when needed or may not be in a position to satisfy our production
requirements at commercially reasonable prices or to our quality and performance standards. Any significant interruption in manufacturing at one of our contract manufacturers would require us to reduce
our supply of players or other products to our retailers and distributors, which in turn would reduce our revenue. In addition, the Foxconn and Tonly facilities are located in the People’s Republic of China
and may be subject to political, economic, social and legal uncertainties that may harm our relationships with these parties. We believe that the international location of these facilities increases supply
risk, including the risk of supply interruptions. Furthermore, any manufacturing issues affecting the quality of our products, including Roku TVs, wireless speakers or players, could harm our business.
If either of our contract manufacturers fail for any reason to continue manufacturing our players or other products in required volumes and at high quality levels, or at all, we would have to
identify, select and qualify acceptable alternative contract manufacturers. Alternative contract manufacturers may not be available to us when needed, or may not be in a position to satisfy our production
requirements at commercially reasonable prices or to our quality and performance standards. Any significant interruption in manufacturing at a contract manufacturer could require us to reduce our
supply of players or other products to our retailers and distributors, which in turn would reduce our revenue and user growth.
Changes in general economic conditions, geopolitical conditions, U.S. trade policies and other factors beyond our control may adversely impact our business and operating results.*
Our businesses are subject to risks generally associated with doing business abroad, such as foreign governmental regulation in the countries in which our manufacturing sources are located.
Our operations and performance depend significantly on global, regional and U.S. economic and geopolitical conditions. During, and following, the U.S. presidential election in 2016, there has been
discussion and dialogue regarding potential significant changes to U.S. trade policies, legislation, treaties and tariffs, including the North American Free Trade Agreement (“NAFTA 1.0”). On September
30, the U.S., Mexico, and Canada reached a preliminary U.S.-Mexico-Canada Agreement (“USMCA”) which would replace NAFTA 1.0. The USMCA maintains duty-free access for most products and
leaves most key provisions of the NAFTA 1.0 agreement intact, but still requires approval by the U.S. Congress, Mexico’s Congress of the Union, and Canada’s Parliament before it enters into force. In
addition, the USMCA is still undergoing a “legal scrub”, and, if past U.S. free trade agreements are any indication, could undergo changes that lead to further modifications of certain USMCA provisions.
Furthermore, the current administration has threatened tougher trade terms with China and other countries, leading to the imposition of substantially higher U.S. Section 301 tariffs on $250 billion of
imports from China so far and higher Chinese tariffs on a large amount of U.S. exports to China. In addition, the administration has threatened to impose Section 301 tariffs on an additional $267 billion
of imports from China. At this time, it is unknown whether and to what extent new USMCA legislation will be passed into law, pending how long U.S. tariffs on Chinese goods will remain in effect or
whether additional tariffs imposed, or new regulatory proposals will be adopted, international trade agreements will be negotiated or re-negotiated, or the effect that any such action would have, either
positively or negatively, on our industry or our business. If any new legislation and/or regulations are implemented, or if existing trade agreements are renegotiated or terminated, or if tariffs are imposed
on foreign-sourced or U.S. goods, it may be inefficient and expensive for us to alter our business operations in order to adapt to or comply with
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such changes. Such operational changes could have a material adverse effect on our business, financial condition, results of operations or cash flows.
Also, various countries, in addition to the United States, regulate the import and export of certain technology, including import and export licensing requirements, and have enacted laws that
could limit our ability to distribute our products or could limit our commercial and/or strategic partners ability to implement our products in those countries. Changes in our products or future changes in
export and import regulations may create delays in the introduction of our products in international markets, prevent our commercial and/or strategic partners with international operations from deploying
our products globally or, in some cases, prevent the export or import of our products to certain countries, governments, or persons altogether. Any change in export or import regulations, economic
sanctions or related legislation, increased export and import controls stemming governmental policies, or change in the countries, governments, persons or technologies targeted by such regulations, could
result in decreased use of our products by, or in our decreased ability to export or sell our products to, existing or new customers in international markets. Any decreased use of our products or limitation
on our ability to export or sell our products would harm our business.
If we fail to accurately forecast our manufacturing requirements and manage our inventory with our contract manufacturers, we could incur additional costs, experience manufacturing
delays and lose revenue.
We bear supply risk under our contract manufacturing arrangements with Foxconn and Tonly. Lead times for the materials and components that our contract manufacturers orders on our behalf
through different component suppliers vary significantly and depend on numerous factors, including the specific supplier, contract terms and market demand for a component at a given time. Lead times
for certain key materials and components incorporated into our players are currently lengthy, requiring our contract manufacturer to order materials and components several months in advance. If we
overestimate our production requirements, our contract manufacturer may purchase excess components and build excess inventory. If our contract manufacturer, at our request, purchase excess
components that are unique to our players or build excess players, we could be required to pay for these excess components or players. In the past, we have agreed to reimburse our contract manufacturer
for purchased components that were not used as a result of our decision to discontinue players or the use of particular components. If we incur costs to cover excess supply commitments, this would harm
our business.
Conversely, if we underestimate our player or other product requirements, our contract manufacturers may have inadequate component inventory, which could interrupt the manufacturing of
our players or other products and result in delays or cancellation of orders from retailers and distributors. In addition, from time to time we have experienced unanticipated increases in demand that
resulted in the need to ship players via air freight, which is more expensive than ocean freight, and adversely affected our player gross margin during such periods of high demand, for example, during
end-of-year holidays. If we fail to accurately forecast our manufacturing requirements, our business may be harmed.
Our players incorporate key components from sole source suppliers and if our contract manufacturer is unable to source these components on a timely basis, due to fabrication capacity
issues or other material supply constraints, we will not be able to deliver our players to our retailers and distributors.
We depend on sole source suppliers for key components in our players. Our players utilize specific system on chip, or SoC, Wi-Fi silicon products and Wi-Fi front-end modules from various
manufacturers, depending on the player, for which we do not have a second source. Although this approach allows us to maximize player performance on lower cost hardware, reduce engineering
qualification costs and develop stronger relationships with our strategic suppliers, this also creates supply chain risk. These sole source suppliers could be constrained by fabrication capacity issues or
material supply issues, stop producing such components, cease operations or be acquired by, or enter into exclusive arrangements with, our competitors or other companies. Any such interruption or delay
may force us to seek similar components from alternative sources, which may not be available. Switching from a sole source supplier would require that we redesign our players to accommodate new
components, and would require us to re-qualify our players with regulatory bodies, such as the Federal Communications Commission, or FCC, which would be costly and time-consuming.
Our reliance on sole source suppliers involves a number of additional risks, including risks related to:
•

supplier capacity constraints;

•

price increases;

•

timely delivery;

•

component quality; and

•

delays in, or the inability to execute on, a supplier roadmap for components and technologies.

Any interruption in the supply of sole source components for our players could adversely affect our ability to meet scheduled player deliveries to our retailers and distributors, result in lost sales
and higher expenses and harm our business.
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If we have difficulty managing our growth in operating expenses, our business could be harmed.*
We have experienced significant growth in research and development, sales and marketing, support services and operations in recent years and expect to continue to expand these activities. Our
historical growth has placed, and expected future growth will continue to place, significant demands on our management, as well as our financial and operational resources, to:
•

manage a larger organization;

•

hire more employees, including engineers with relevant skills and experience;

•

expand our manufacturing and distribution capacity;

•

increase our sales and marketing efforts;

•

broaden our customer support capabilities;

•

support a larger number of TV brand and service operators;

•

implement appropriate operational and financial systems;

•

expand internationally; and

•

maintain effective financial disclosure controls and procedures.

In addition, due to the continued growth in our headcount, we have recently entered into lease agreements for a new corporate headquarters, and we will start to incur material expenses in
future years.
If we fail to manage our growth effectively, we may not be able to execute our business strategies and our business will be harmed.
We may be unable to successfully expand our international operations, including our recent expansion into Latin America. In addition, our international expansion plans, if implemented,
will subject us to a variety of risks that may harm our business.*
We currently generate the vast majority of our revenue in the United States and have limited experience marketing, selling and supporting our players and monetizing our platform outside the
United States. In addition, we have limited experience managing the administrative aspects of a global organization. We currently sell our players in Canada, the United Kingdom, the Republic of Ireland,
France and several Latin American countries. While we intend to continue to explore opportunities to expand our business in international markets in which we see compelling opportunities to build
relationships with users, advertisers and retail distributors, TV brands and service operators, we may not be able to create or maintain international market demand for our players and TV streaming
platform. In addition, as we expand our operations internationally, our support organization will face additional challenges, including those associated with delivering support, training and documentation
in languages other than English. We may also be subject to new statutory restrictions and risks. For example, and as more fully described below, we have been subject to the EU General Data Protection
Regulation (“GDPR”) since earlier this year. The GDPR includes detailed requirements related to the collection, storage and use of data related to people resident in the EU. We made changes to our data
protection compliance program to prepare for the GDPR and will continue to monitor the implementation and evolution of global data protection regulations. In addition, there may be no foreign
equivalents to the Digital Millennium Copyright Act to shield us from liability in connection with infringing materials that content publishers may make available on our platform. In addition, we may be
required in international jurisdictions to offer longer warranty periods than we currently offer in the United States. If we invest substantial time and resources to expand our international operations and
are unable to do so successfully and in a timely manner, our business and financial condition may be harmed.
In the course of expanding our international operations and operating overseas, we will be subject to a variety of risks, including:
•

differing regulatory requirements, including country-specific privacy and consumer protection laws and regulations, tax laws,
trade laws, labor regulations, tariffs, export quotas, custom duties or other trade restrictions;

•

the slower adoption and acceptance of streaming products in other countries;

•

competition with existing local traditional pay TV services and products;

•

greater difficulty supporting and localizing our players and platform;

•

our ability to deliver or provide access to popular streaming channels to users in certain international markets;

•

different or unique competitive pressures as a result of, among other things, the presence of local consumer
electronics companies and the greater availability of free content on over-the-air channels in certain countries;

•

challenges inherent in efficiently managing an increased number of employees over large geographic distances,
including the need to implement appropriate systems, policies, compensation and benefits and compliance programs;

•

differing legal and court systems, including limited or unfavorable intellectual property protection;

•

risk of change in international political or economic conditions;

•

restrictions on the repatriation of earnings; and

•

working capital constraints.
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If we experience higher player returns than we expect and are unable to resell such returned players as refurbished players our business could be harmed.
We offer customers who purchase players through our website 30 days to return such players. We also generally honor the return policies of our retail and distribution partners, who typically
allow customers to return players, even with open packaging within certain time periods that may exceed 30 days. We generally resell any returned players as refurbished players. In the event we decide
to permanently reduce the retail prices of our players, we provide price protection to certain distribution partners for the players they hold in inventory at the time of the price drop. To the extent we
experience a greater number of returns than we expect, are unable to resell returned players as refurbished players or are required to provide price protection in amounts greater than we expect, our
business could be harmed.
We are subject to payment-related risks and, if our advertisers or advertising agencies do not pay or dispute their invoices, our business may be harmed.
Many of our contracts with advertising agencies provide that if the advertiser does not pay the agency, the agency is not liable to us, and we must seek payment solely from the advertiser, a type
of arrangement called sequential liability. Contracting with these agencies, which in some cases have or may develop higher-risk credit profiles, may subject us to greater credit risk than if we were to
contract directly with advertisers. This credit risk may vary depending on the nature of an advertising agency’s aggregated advertiser base. We may also be involved in disputes with agencies and their
advertisers over the operation of our platform or the terms of our agreements. If we are unable to collect or make adjustments to bills, we could incur write-offs for bad debt, which could have a material
adverse effect on our results of operations for the periods in which the write-offs occur. In the future, bad debt may exceed reserves for such contingencies and our bad debt exposure may increase over
time. Any increase in write-offs for bad debt could have a materially negative effect on our business, financial condition and operating results. If we are not paid by our advertisers or advertising agencies
on time or at all, our business may be harmed.
Any significant disruption in our computer systems or those of third parties we utilize in our operations could result in a loss or degradation of service on our platform and could harm our
business.
We rely on the expertise of our engineering and software development teams for the performance and operation of our platform and computer systems. Service interruptions, errors in our
software or the unavailability of computer systems used in our operations could diminish the overall attractiveness of our devices and platform to existing and potential users. We utilize computer systems
located either in our facilities or those of third-party server hosting providers and third-party internet-based or cloud computing services. Although we generally enter into service level agreements with
these parties, we exercise no control over their operations, which makes us vulnerable to any errors, interruptions or delays that they may experience. In the future, we may transition additional features of
our services from our managed hosting systems to cloud computing services, which may require significant expenditures and engineering resources. If we are unable to manage a transition effectively, we
may experience operational delays and inefficiencies until the transition is complete. Upon the expiration or termination of any of our agreements with third-party vendors, we may not be able to replace
their services in a timely manner or on terms and conditions, including service levels and cost, that are favorable to us, and a transition from one vendor to another vendor could subject us to operational
delays and inefficiencies until the transition is complete. In addition, fires, floods, earthquakes, power losses, telecommunications failures, break-ins and similar events could damage these systems and
hardware or cause them to fail completely. As we do not maintain entirely redundant systems, a disrupting event could result in prolonged downtime of our operations and could adversely affect our
business. Any disruption in the services provided by these vendors could have adverse impacts on our business reputation, customer relations and operating results.
If any aspect of our computer systems or those of third parties we utilize in our operations fails, it may lead to downtime or slow processing time, either of which may harm the experience of
users. We have experienced, and may in the future experience, service disruptions, outages and other performance problems due to a variety of factors, including infrastructure changes, human or
software errors and capacity constraints. We expect to continue to make significant investments in our technology infrastructure to maintain and improve the user experience and platform performance. To
the extent that we do not effectively address capacity constraints, upgrade our systems as needed and continually develop our technology and network architecture to accommodate increasingly complex
services and functions, increasing numbers of users, and actual and anticipated changes in technology, our business may be harmed.
Significant disruptions of our information technology systems or data security incidents could harm our reputation and our business and subject us to liability.*
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We are increasingly dependent on information technology systems and infrastructure to operate our business. In the ordinary course of our business, we collect, store, process and transmit large
amounts of sensitive corporate and other information, including intellectual property, proprietary business information, user information and other confidential information. It is critical that we do so in a
secure manner to maintain the confidentiality, integrity and availability of such information. We have also outsourced elements of our operations (including elements of our information technology
infrastructure) to third parties, or may have incorporated technology into our platform, that collects, processes, transmits and stores our users’ personal and credit card information, and as a result, we
manage a number of third-party vendors who may or could have access to our computer networks or to confidential information that moves across our platform. In addition, many of those third parties in
turn subcontract or outsource some of their responsibilities to third parties. As a result, our information technology systems, including the functions of third parties that are involved or have access to
those systems, is very large and complex. While all information technology operations are inherently vulnerable to inadvertent or intentional security breaches, incidents, attacks and exposures, the size,
complexity, accessibility and distributed nature of our information technology systems, and the large amounts of sensitive or personal information stored on those systems, make such systems potentially
vulnerable to unintentional or malicious, internal and external attacks on our technology environment. Vulnerabilities can be exploited from inadvertent or intentional actions of our employees, third-party
vendors, business partners, or by malicious third parties. Attacks of this nature are increasing in their frequency, levels of persistence, sophistication and intensity, and are being conducted by
sophisticated and organized groups and individuals with a wide range of motives (including, but not limited to, industrial espionage) and expertise, including organized criminal groups, “hacktivists,”
nation states and others. In addition to the extraction of sensitive or personal information, such attacks could include the deployment of harmful malware, ransomware, denial-of-service attacks, social
engineering and other means to affect service reliability and threaten the confidentiality, integrity and availability of information.
We maintain limited insurance policies to cover losses relating to our systems. Though it is difficult to determine what harm may directly result from any specific interruption or breach, any
failure to maintain performance, reliability, security and availability of our network infrastructure to the satisfaction of our users or regulators may harm our reputation and our ability to retain existing
users and attract new users. Because of our prominence in the TV streaming industry, we believe we may be a particularly attractive target for hackers. Our platform also incorporates licensed software
from third-parties, including open source software, and we may also be vulnerable to attacks that focus on such third-party software. Any attempts by hackers to disrupt our platform, our devices, website,
computer systems or our mobile apps, if successful, could harm our business, subject us to liability, be expensive to remedy and damage our reputation. Efforts to prevent hackers from entering our
computer systems or exploiting vulnerabilities in our devices are expensive to implement and may not be effective in detecting or preventing intrusion or vulnerabilities. Such unauthorized access to
users’ data could damage our reputation and our business and could expose us of the risk to contractual damages, litigation and regulatory fines and penalties that could harm our business. The risk of
harm to our business caused by security incidents may also increase as we expand our product and service offerings and as we enter into new markets
Significant disruptions of our, our third-party vendors’ and/or commercial partners’ information technology systems or other similar data security incidents could adversely affect our business
operations and/or result in the loss, misappropriation, and/or unauthorized access, use or disclosure of, or the prevention of access to, sensitive information, which could harm our business. In addition,
information technology system disruptions, whether from attacks on our technology environment or from computer viruses, natural disasters, terrorism, war and telecommunication and electrical failures,
could result in a material disruption of our product development and our business operations.
There is no way of knowing with certainty whether we have experienced any data security incidents that have not been discovered. While we have no reason to believe this to be the case,
attackers have become very sophisticated in the way they conceal access to systems, and many companies that have been attacked are not aware that they have been attacked. Any event that leads to
unauthorized access, use or disclosure of personal information, including but not limited to personal information regarding our customers, could disrupt our business, harm our reputation, compel us to
comply with applicable federal and/or state breach notification laws and foreign law equivalents, subject us to time consuming, distracting and expensive litigation, regulatory investigation and oversight,
mandatory corrective action, require us to verify the correctness of database contents, or otherwise subject us to liability under laws, regulations and contractual obligations, including those that protect
the privacy and security of personal information. This could result in increased costs to us, and result in significant legal and financial exposure and/or reputational harm. In addition, any failure or
perceived failure by us or our vendors or business partners to comply with our privacy, confidentiality or data security-related legal or other obligations to third parties, or any further security incidents or
other unauthorized access events that result in the unauthorized access, release or transfer of sensitive information, which could include personally identifiable information, may result in governmental
investigations, enforcement actions, regulatory fines, litigation, or public statements against us by advocacy groups or others, and could cause third parties, including current and potential partners, to lose
trust in us or we could be subject to claims by third parties that we have breached our privacy- or confidentiality-related obligations, which could materially and adversely affect our business and
prospects. Moreover, data security incidents and other inappropriate access can be difficult to detect, and any delay in identifying them may lead to increased harm of the type described above. While we
have implemented security measures intended to protect our information technology systems and infrastructure, there can be no assurance that such measures will
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successfully prevent service interruptions or further security incidents. Data protection laws around the world often take a principled, risk-based approach to information security and require “reasonable”,
"appropriate" or “adequate” technical and organizational security measures, meaning that the interpretation and application of those laws are often uncertain and evolving, and there can be no assurance
that our security measures will be deemed adequate or reasonable in all instances. In addition to potential fines, we could be subject to mandatory corrective action due to a data security incident, which
could adversely affect our business operations and result in substantial costs.
Changes in how network operators manage data that travel across their networks could harm our business.
Our business relies upon the ability of consumers to access high-quality streaming content through the internet. As a result, the growth of our business depends on our users’ ability to obtain
low-cost, high-speed access to the internet, which relies in part on the network operators’ continuing willingness to upgrade and maintain their equipment as needed to sustain a robust internet
infrastructure as well as their continued willingness to preserve the open and interconnected nature of the internet. We exercise no control over network operators, which makes us vulnerable to any
errors, interruptions or delays in their operations. Any material disruption in internet services could harm our business.
To the extent that the number of internet users continues to increase, network congestion could adversely affect the reliability of our platform. We may also face increased costs of doing
business if network operators engage in discriminatory practices with respect to streamed video content in an effort to monetize access to their networks by data providers. In the past, ISPs have attempted
to implement usage-based pricing, bandwidth caps and traffic “shaping” or throttling. To the extent network operators were to create tiers of internet access service and either charge us for access to these
tiers or prohibit our content offerings from being available on some or all of these tiers, our quality of service could decline, our operating expenses could increase and our ability to attract and retain
customers could be impaired, each of which would harm our business.
In addition, most network operators that provide consumers with access to the internet also provide these consumers with multichannel video programming. These network operators have an
incentive to use their network infrastructure in a manner adverse to the continued growth and success of other companies seeking to distribute similar video programming. To the extent that network
operators are able to provide preferential treatment to their own data and content, as opposed to ours, our business could be harmed.
We could become subject to litigation regarding intellectual property rights that could be costly, result in the loss of rights important to our devices and platform or otherwise harm our
business.
Some internet, technology and media companies, including some of our competitors, own large numbers of patents, copyrights and trademarks, which they may use to assert claims against us.
Third parties have asserted, and may in the future assert, that we have infringed, misappropriated or otherwise violated their intellectual property rights. As we face increasing competition, the possibility
of intellectual property rights claims against us will grow. Plaintiffs who have no relevant product revenue may not be deterred by our own issued patents and pending patent applications in bringing
intellectual property rights claims against us. The cost of patent litigation or other proceedings, even if resolved in our favor, could be substantial. Some of our competitors may be better able to sustain
the costs of such litigation or proceedings because of their substantially greater financial resources. Patent litigation and other proceedings may also require significant management time and divert
management from our business. Uncertainties resulting from the initiation and continuation of patent litigation or other proceedings could impair our ability to compete in the marketplace. The occurrence
of any of the foregoing could harm our business.
As a result of intellectual property infringement claims, or to avoid potential claims, we may choose or be required to seek licenses from third parties. These licenses may not be available on
commercially reasonable terms, or at all. Even if we are able to obtain a license, the license would likely obligate us to pay license fees or royalties or both, and the rights granted to us might be
nonexclusive, with the potential for our competitors to gain access to the same intellectual property. In addition, the rights that we secure under intellectual property licenses may not include rights to all
of the intellectual property owned or controlled by the licensor, and the scope of the licenses granted to us may not include rights covering all of the products and services provided by us and our
licensees. Furthermore, an adverse outcome of a dispute may require us to pay damages, potentially including treble damages and attorneys’ fees, if we are found to have willfully infringed a party’s
intellectual property; cease making, licensing or using technologies that are alleged to infringe or misappropriate the intellectual property of others; expend additional development resources to redesign
our solutions; enter into potentially unfavorable royalty or license agreements in order to obtain the right to use necessary technologies, content or materials; and to indemnify our partners and other third
parties. In addition, any lawsuits regarding intellectual property rights, regardless of their success, could be expensive to resolve and would divert the time and attention of our management and technical
personnel.
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Under our agreements with many of our content publishers, licensees, distributors, retailers, contract manufacturers and suppliers, we are required to provide indemnification in the event
our technology is alleged to infringe upon the intellectual property rights of third parties.*
In certain of our agreements we indemnify our content publishers, licensees, distributors, retailers, manufacturing partners and suppliers. We could incur significant expenses defending these
partners if they are sued for patent infringement based on allegations related to our technology. In addition, if a partner were to lose a lawsuit and in turn seek indemnification from us, we could be subject
to significant monetary liabilities. In addition, because the devices sold by our licensing partners and TV brands often involve the use of third-party technology, this increases our exposure to litigation in
circumstances where there is a claim of infringement asserted against the player in question, even if the claim does not pertain to our technology.
If we fail to protect or enforce our intellectual property or proprietary rights, our business and operating results could be harmed.
We regard the protection of our patents, trade secrets, copyrights, trademarks, trade dress, domain names and other intellectual property or proprietary rights as critical to our success. We strive
to protect our intellectual property rights by relying on federal, state and common law rights, as well as contractual restrictions. We seek to protect our confidential proprietary information, in part, by
entering into confidentiality agreements and invention assignment agreements with all our employees, consultants, advisors and any third parties who have access to our proprietary know-how,
information or technology. However, we cannot be certain that we have executed such agreements with all parties who may have helped to develop our intellectual property or who had access to our
proprietary information, nor can we be certain that our agreements will not be breached. Any party with whom we have executed such an agreement could potentially breach that agreement and disclose
our proprietary information, including our trade secrets, and we may not be able to obtain adequate remedies for such breaches. We cannot guarantee that our trade secrets and other confidential
proprietary information will not be disclosed or that competitors will not otherwise gain access to our trade secrets or independently develop substantially equivalent information and techniques.
Detecting the disclosure or misappropriation of a trade secret and enforcing a claim that a party illegally disclosed or misappropriated a trade secret is difficult, time-consuming and could result in
substantial costs and the outcome of such a claim is unpredictable. Further, the laws of certain foreign countries do not protect proprietary rights to the same extent or in the same manner as the laws of
the United States. As a result, we may encounter significant problems in protecting and defending our intellectual property or proprietary rights both in the United States and abroad. If we are unable to
prevent the disclosure of our trade secrets to third parties, or if our competitors independently develop any of our trade secrets, we may not be able to establish or maintain a competitive advantage in our
market, which could harm our business.
We have filed and will in the future file patent applications on inventions that we deem to be innovative. There is no guarantee that our patent applications will issue as granted patents, that the
scope of the protection gained will be sufficient or that an issued patent may subsequently be deemed invalid or unenforceable. Patent laws, and scope of coverage afforded by them, have recently been
subject to significant changes, such as the change to “first-to-file” from “first-to-invent” resulting from the Leahy-Smith America Invents Act. This change in the determination of inventorship may result
in inventors and companies having to file patent applications more frequently to preserve rights in their inventions, which may favor larger competitors that have the resources to file more patent
applications. Another change to the patent laws may incentivize third parties to challenge any issued patent in the United States Patent and Trademark Office, or USPTO, as opposed to having to bring
such an action in U.S. federal court. Any invalidation of a patent claim could have a significant impact on our ability to protect the innovations contained within our devices and platform and could harm
our business.
The USPTO and various foreign governmental patent agencies require compliance with a number of procedural, documentary, fee payment and other provisions to maintain patent applications
and issued patents. We may fail to take the necessary actions and to pay the applicable fees to obtain or maintain our patents. Noncompliance with these requirements can result in abandonment or lapse
of a patent or patent application, resulting in partial or complete loss of patent rights in the relevant jurisdiction. In such an event, competitors might be able to use our technologies and enter the market
earlier than would otherwise have been the case.
We pursue the registration of our domain names, trademarks and service marks in the United States and in certain locations outside the United States. We are seeking to protect our trademarks,
patents and domain names in an increasing number of jurisdictions, a process that is expensive and time-consuming and may not be successful or which we may not pursue in every location.
Litigation may be necessary to enforce our intellectual property or proprietary rights, protect our trade secrets or determine the validity and scope of proprietary rights claimed by others. Any
litigation of this nature, regardless of outcome or merit, could result in substantial costs, adverse publicity or diversion of management and technical resources, any of which could adversely affect our
business and operating results. If we fail to maintain, protect and enhance our intellectual property or proprietary rights, our business may be harmed.
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We and our third-party contractors collect, process, transmit and store the personal information of our users, which creates legal obligations and exposes us to potential liability.*
We collect, process, transmit and store information about our users’ device usage patterns, and rely on third-party contractors to collect, process, transmit and store personal information of our
users, including our users’ credit card data. Further, we and third parties use tracking technologies, including cookies, device identifiers and related technologies, to help us manage and track our users’
interactions with our platform, devices, website and partners’ content streaming channels and deliver relevant advertising for ourselves and on behalf of our partners on our devices.
We collect information about the interaction of users with our devices, our advertisements, and our partners’ streaming channels. To deliver relevant advertisements effectively, we must
successfully leverage this data as well as data provided by third parties. Our ability to collect and use such data could be restricted by a number of factors, including consumers having the ability to opt
out from our collection and use of this data for advertising purposes or the ability of our advertisers to use such data to provide more relevant advertisements, restrictions imposed by advertisers, content
publishers and service providers, changes in technology, and new developments in laws, regulations and industry standards. For example, our privacy policy outlines the type of data we collect and
discloses to users how to disable or restrict such data collection and the use of such data in providing more relevant advertisements. Any restrictions on our ability to collect or use data could harm our
ability to grow our revenue, particularly our advertising revenue which depends on engaging the relevant recipients of advertising campaigns.
Various federal, state, and foreign laws and regulations govern the collection, use, retention, sharing and security of the data we receive from and about our users. The regulatory environment
for the collection and use of consumer data by device manufacturers, online service providers, content distributors, advertisers and publishers is very unsettled in the United States and internationally.
Privacy groups and government bodies, including the Federal Trade Commission, state attorneys general, and the European Commission, have increasingly scrutinized privacy issues with respect to
devices that link personal identities or user and device data, with data collected through the internet, and we expect such scrutiny to continue to increase. The United States and foreign governments have
enacted and are considering regulations that could significantly restrict industry participants’ ability to collect, use and share personal information and pseudonymous data, such as by regulating the level
of consumer notice and consent required before a company can place cookies or other tracking technologies. As another example, the California Consumer Privacy Act (“CCPA”) was signed into law on
June 28, 2018 and largely takes effect on January 1, 2020 (and enforcement of some of the provisions will not be immediately active). It applies to entities that do business in California and imposes a
number of additional requirements, such as disclosure obligations associated with the personal information that they collect, sell or disclose, including the purposes for which the personal information will
be used. The Act also grants Californians new rights over their personal information, including for example rights to access personal information, request deletion of the information, and opt out of the
sale of such information. The Act also includes anti-discrimination provisions that limit businesses’ ability to deny services, charge different prices, or offer different qualities of service to consumers who
exercise their rights. The CCPA has substantial penalties for non-compliance. We are continuing to assess the impact of the CCPA on our business. In addition, some countries are considering or have
enacted 'data localization' laws requiring that user data regarding users in their country be maintained in their country. Maintaining local data centers in individual countries could increase our operating
costs significantly. In addition, we expect that, in addition to the business as usual costs of compliance, the evolving regulatory interpretation and enforcement of new laws such as the GDPR and CCPA
will lead to increased operational and compliance costs.; and require us to continually monitor and, where necessary, make changes to our operations, policies, and procedures. Any failure or perceived
failure to comply with privacy-related legal obligations, or any compromise of security of user data, may result in governmental enforcement actions, litigation, contractual indemnity or public statements
against us by consumer advocacy groups or others. In addition to potential liability, these events could harm our business.
We have incurred, and will continue to incur, expenses to comply with privacy and security standards and protocols imposed by law, regulation, industry standards and contractual obligations.
Increased regulation of data collection, use and security practices, including self-regulation and industry standards, changes in existing laws, enactment of new laws, increased enforcement activity, and
changes in interpretation of laws, could increase our cost of compliance and operation, limit our ability to grow our business or otherwise harm our business.
If service operators refuse to authenticate streaming channels on our platform, our users may be restricted from accessing certain content on our platform and our business may be
harmed.
Certain service operators, including pay TV providers, have from time to time refused to grant our users access to streaming content through “TV Everywhere” channels and have made that
content available only on certain devices favored by such service operators, including devices offered by that service operator or its partners. If major service operators do not authenticate popular TV
Everywhere channels on our platform, we may be unable to offer a broad selection of popular streaming channels and consumers may
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not purchase or use our streaming players. If we are unable to continue to provide access to popular streaming channels on our platform, our business may be harmed.
United States or international rules that permit ISPs to limit internet data consumption by users, including unreasonable discrimination in the provision of broadband internet access
services, could harm our business.*
Laws, regulations or court rulings that adversely affect the popularity or growth in use of the internet, including decisions that undermine open and neutrally administered internet access, could
decrease customer demand for our service offerings, may impose additional burdens on us or could cause us to incur additional expenses or alter our business model.
On February 26, 2015, the FCC adopted open internet rules intended to protect the ability of consumers and content producers to send and receive non-harmful, lawful information on the
internet. The FCC’s Open Internet Order prohibited broadband internet access service providers from: (i) blocking access to legal content, applications, services or non-harmful devices; (ii) throttling,
impairing or degrading performance based on content, applications, services or non-harmful devices; and (iii) charging more for favorable delivery of content or favoring self-provisioned content over
third-party content. The Open Internet Order also prohibited broadband internet access service providers from unreasonably interfering with consumers’ ability to select, access and use the lawful content,
applications, services or devices of their choosing as well as edge providers’ ability to make lawful content, applications, services or devices available to consumers. On June 14, 2016, the U.S. Court of
Appeals for the District of Columbia Circuit upheld the Open Internet Order against a challenge by twelve parties. Several parties, including AT&T Inc., the American Cable Association, CenturyLink,
CTIA, the National Cable & Telecommunications Association and the United States Telecom Association, petitioned the United States Supreme Court for certiorari on September 28, 2017. The Supreme
Court has not resolved these petitions as of this date.
In the interim, the FCC proposed and adopted a new order (the Restoring Internet Freedom Order), that repeals most of the rules adopted in the Open Internet Order. The Restoring Internet
Freedom Order reclassified broadband internet access service as a non-common carrier “information service” and repealed rules that had prohibited broadband internet access service providers from: (i)
blocking access to legal content, applications, services or non-harmful devices; (ii) throttling, impairing or degrading performance based on content, applications, services or non-harmful devices; and
(iii) charging more for favorable delivery of content or favoring self-provisioned content over third-party content. The Restoring Internet Freedom Order continued to require internet service providers to
be transparent about their policies and network management practices, and subjected discriminatory practices to case-by-case assessment under antitrust and consumer protection laws. Most portions of
the Restoring Internet Freedom Order went into effect on April 23, 2018 and the remainder went into effect on June 11, 2018. Numerous parties have filed judicial challenges to the Restoring Internet
Freedom Order, and the litigation has been consolidated in the U.S. Court of Appeals for the District of Columbia Circuit. To the extent the courts or the agencies do not uphold or adopt sufficient
safeguards to protect against discriminatory conduct, network operators may seek to extract fees from us or our content publishers to deliver our traffic or otherwise engage in blocking, throttling or other
discriminatory practices, and our business could be harmed.
Several states are considering network neutrality legislation or regulation as well. On September 30, 2018, California Governor Jerry Brown signed open internet legislation into law, effective
January 1, 2019. The California legislation codifies portions of the FCC’s rescinded 2015 Order. The U.S. Department of Justice filed suit on September 30, to block implementation of the California
law, and the broadband service provider trade associations CTIA, the National Cable & Telecommunications Association, the United States Telecom Association and the American Cable Association,
have also sued California to invalidate the state’s net neutrality law on grounds that the law is contrary to the supremacy clause of the United States Constitution, among other claims. Meanwhile, three
additional states (Oregon, Vermont and Washington) have enacted net neutrality legislation, and governors in six states (Hawaii, New Jersey, New York, Montana, Rhode Island and Vermont) have signed
executive orders requiring service providers contracting with state agencies to adhere to network neutrality principles. The regulatory framework for network neutrality thus remains unsettled and is
subject to ongoing legislative and judicial review.
As we expand internationally, government regulation protecting the non-discriminatory provision of internet access may be nascent or non-existent. In those markets where regulatory
safeguards against unreasonable discrimination are nascent or non-existent and where local network operators possess substantial market power, we could experience anti-competitive practices that could
impede our growth, cause us to incur additional expenses or otherwise harm our business. Future regulations or changes in laws and regulations or their existing interpretations or applications could also
hinder our operational flexibility, raise compliance costs and result in additional liabilities for us, which may harm our business.
Broadband internet providers are subject to government regulation and enforcement actions, and changes in current or future laws, regulations or enforcement actions that negatively
impact our distributors or content publishers could harm our business.*
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Upon the effective date of the FCC’s Restoring Internet Freedom Order, the FTC became primarily responsible for regulating broadband privacy and data security in the United States. The
FTC follows an enforcement-focused approach to regulating broadband privacy and security. Future FTC enforcement actions could cause us or our content publishers to alter advertising claims or alter
or eliminate certain features or functionalities of our products or services which may harm our business. At the FCC, many broadband internet providers provide traditional telecommunications services
that are subject to FCC and state rate regulation of intrastate telecommunications services, and are recipients of federal universal service fund payments, which are intended to subsidize
telecommunications services in areas that are expensive to serve. Changes in rate regulations or in universal service funding rules, either at the federal or state level, could affect these broadband internet
providers’ revenue and capital spending plans. In addition, various international regulatory bodies have jurisdiction over non-United States broadband internet providers. The CCPA also applies to
broadband internet providers that do business in California. To the extent these broadband internet providers are adversely affected by laws or regulations regarding their business, products or service
offerings, our business could be harmed.
Our financial results may be adversely affected by changes in accounting principles applicable to us.*
Generally accepted accounting principles in the United States (“U.S. GAAP”) are subject to interpretation by the Financial Accounting Standards Board (FASB), the SEC, and other various
bodies formed to promulgate and interpret appropriate accounting principles. For example, in May 2014, the FASB issued ASU 2014‑09, Revenue from Contracts with Customers (Topic 606), which
supersedes nearly all existing revenue recognition guidance under GAAP. We have adopted the new revenue standard using the modified retrospective method. The new revenue standard may
significantly impact the amount and timing of revenue recognition, such as recognizing revenue from existing contracts in periods other than when we historically reported under previous GAAP. Further,
the new revenue standard could result in changes to the periods when revenue is recognized in the future compared with management’s earlier expectations under previous GAAP. In addition, the new
revenue standard may also change the timing of when expense recognition may occur related to costs to obtain and fulfill customer contracts. While the adoption does not change the cash flows received
from our contracts with customers, it could have a material adverse effect on our financial position or results of operations.
If government regulations or laws relating to the internet, video or other areas of our business change, we may need to alter the manner in which we conduct our business or our business
could be harmed.*
We are subject to general business regulations and laws, as well as regulations and laws specific to the internet and online services, which may include laws and regulations related to data
privacy and security, consumer protection, data localization, law enforcement access to data, encryption, telecommunications, social media, payment processing, taxation, intellectual property,
competition, electronic contracts, internet access, net neutrality, advertising, calling and texting, content restrictions, and accessibility, among others. We cannot guarantee that we have been or will be
fully compliant in every jurisdiction. Litigation and regulatory proceedings are inherently uncertain, and the laws and regulations governing issues such as data privacy and security, payment processing,
taxation, net neutrality, video, telecommunications, and consumer protection related to the internet continue to develop. For example, laws relating to the liability of providers of online services for
activities of their users and other third parties have been tested by a number of claims, including actions based on invasion of privacy and other torts, unfair competition, copyright and trademark
infringement, and other theories based on the nature and content of the materials searched, the advertisements posted, actions taken or not taken by providers in response to user activity or the content
provided by users. Congress has also recently enacted legislation related to liability of providers of online services and may continue to legislate in this area. The recently enacted CCPA also applies to
entities that do business in California and imposes a number of new requirements on internet and online services. Moreover, as internet commerce and advertising continues to evolve, increasing
regulation by federal, state and foreign regulatory authorities becomes more likely.
As we develop new services and devices, and improve our TV streaming platform, we may also be subject to new laws and regulations specific to such technologies. For example, in
developing our Roku TV reference design, we were required to understand, address and comply with an evolving regulatory framework for developing, manufacturing, marketing and selling TVs. If we
fail to adequately address or comply with such regulations regarding the manufacture and sale of TVs, we may be subject to fines or sanctions, and our licensees may be unable to sell Roku TVs at all,
which would harm our business and our ability to grow our user base.
Laws relating to data privacy and security, data localization, law enforcement access to data, encryption, and similar activities continue to proliferate, often with little harmonization between
jurisdictions and little guidance. A number of existing bills are pending in U.S. Congress and other government bodies that contain provisions that would regulate, for example, how companies can use
cookies and other tracking technologies to collect, use and share user information. The CCPA also imposes requirements on certain tracking activity, and we are continuing to assess the impact of the
CCPA on our business. The European Union has already enacted laws requiring advertisers or companies like ours to, for example, obtain informed, and in some cases affirmative or explicit, consent
from users for the placement of cookies or other tracking technologies and the delivery of relevant advertisements. If we or the third
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parties that we work with, such as contract payment processing services, content publishers, vendors or developers violate or are alleged to violate applicable privacy or security laws, industry standards,
our contractual obligations, or our policies, such violations and alleged violations may also put our users’ information at risk and could in turn harm our business and reputation and subject us to potential
liability. Any of these consequences could cause our users, advertisers or publishers to lose trust in us, which could harm our business. Furthermore, any failure on our part to comply with these laws may
subject us to liability and reputational harm.
Our use of data to deliver relevant advertising and other services on our platform places us and our content publishers at risk for claims under various unsettled laws, including the Video
Privacy Protection Act, or VPPA. Some of our content publishers have been engaged in litigation over alleged violations of the VPPA relating to activities on our platform in connection with advertising
provided by unrelated third parties. The Federal Trade Commission has also revised its rules implementing the Children’s Online Privacy Protection Act, or COPPA Rules, broadening the applicability of
the COPPA Rules, including the types of information that are subject to these regulations, and could limit the information that we or our content publishers and advertisers may collect and use through
certain content publishers, the content of advertisements and in relation to certain channel partner content. The CCPA also imposes certain opt in and opt out requirements for certain information about
minors. We and our content publishers and advertisers could be at risk for violation or alleged violation of these and other privacy, advertising, or similar laws.
Our actual or perceived failure to adequately protect personal data and confidential information could harm our business.*
A variety of state, national, foreign, and international laws and regulations apply to the collection, use, retention, protection, disclosure, security, transfer and other processing of personal data.
These privacy and data protection-related laws and regulations are evolving, with new or modified laws and regulations proposed and implemented frequently and existing laws and regulations subject to
new or different interpretations. In addition, each state and the District of Columbia, as well as some foreign nations, have passed laws requiring notification to regulatory authorities and/or to affected
users within a specific timeframe when there has been a security breach involving personal data as well as impose additional obligations for companies. For example, the CCPA was signed into law on
June 28, 2018 and largely takes effect on January 1, 2020 (and enforcement of some of the provisions will not be immediately active). It imposes additional obligations on companies that process certain
information about California residents. Compliance with these laws and regulations can be costly and could delay or impede the development of new products.
As part of our data protection compliance program, we ensure that we have approved data transfer mechanisms in place to provide adequacy for the transfer of personal data from the European
Economic Area to the United States.
We will continue to review our business practices and may find it necessary or desirable to make changes to our personal data handling to cause our transfer and receipt of EEA residents’
personal data to be legitimized under applicable European law. The regulation of data privacy in the EU continues to evolve, and it is not possible to predict the ultimate effect of evolving data protection
regulation and implementation over time. Member states also have some flexibility to supplement the GDPR with their own laws and regulations and may apply stricter requirements for certain data
processing activities.
While we have implemented administrative, physical and electronic security measures to protect against reasonably foreseeable loss, misuse and alteration of personal data and confidential
information (e.g., protected content or intellectual property), cyberattacks on companies have increased in frequency and potential impact in recent years and, if successful against us, may harm our
reputation and business and subject us to potential liability despite reasonable precautions. As discussed above, we cannot be certain that our chosen security measures will be deemed adequate or
reasonable by regulators in all instances.
If we are not able to comply with these laws or regulations or if we become liable under new laws or regulations, we could be directly harmed, and we may be forced to implement new
measures to reduce our exposure to this liability. This may require us to expend substantial resources or to suspend or discontinue certain products or services, which may seriously harm our business. In
addition, the increased attention focused upon liability issues as a result of lawsuits and legislative proposals could seriously harm our business. Any actual or perceived inability to adequately protect our
users’ privacy may render our products or services less desirable and could harm our reputation and business. Any costs incurred as a result of this potential liability could seriously harm our business.
If we are found liable for content that we distribute through our players, our business could be harmed.
As a distributor of content, we face potential liability for negligence, copyright, patent or trademark infringement, public performance royalties or other claims based on the nature and content
of materials that we distribute. The Digital Millennium Copyright Act, or the DMCA, is intended, in part, to limit the liability of eligible service providers for caching, hosting or linking to, user content
that includes materials that infringe copyrights or other rights. We rely on the protections provided by the DMCA in conducting our business. However, the DMCA and similar statutes and doctrines that
we may rely on in the future is subject to uncertain judicial interpretation and regulatory and legislative amendments. Moreover, the DMCA only provides protection primarily in the United States. If the
rules around these statutes and doctrines change, if international jurisdictions refuse to apply similar
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protections or if a court were to disagree with our application of those rules to our business, we could incur liability and our business could be harmed. If we become liable for these types of claims as a
result of the content that is streamed over our platform, then our business may suffer. Litigation to defend these claims could be costly and the expenses and damages arising from any liability could harm
our business. Our insurance may not be adequate to cover these types of claims or any liability that may be imposed on us.
In addition, we may be adversely impacted if copyright holders assert claims, or commence litigation, alleging copyright infringement against the developers of channels that are distributed on
our platform. While our platform policies prohibit streaming content on our platform without distribution rights from the copyright holder, and we maintain processes and systems for the reporting and
removal of infringing content, in certain instances our platform has been misused by unaffiliated third parties to unlawfully distribute copyrighted content. For example, we are involved in litigation in
Mexico that was commenced in May 2017 by a large Mexican pay TV and internet access provider. The Company was not named as a defendant in this case, as the case principally targeted entities that
are alleged to sell unlicensed content to consumers using our platform, among other means. Involvement in these legal proceedings has been complicated and has drawn management time and company
resources. At the commencement of this case, however, a court issued a temporary ban on the importation and sale of Roku devices in Mexico. In October 2018, the ban on sales was lifted by a Federal
Court in Mexico; however, the underlying litigation may continue. Our involvement in this litigation caused us to incur legal expenses and other costs, and has drawn management time company
resources. Our continuing involvement in this litigation, or similar legal matters in the future, could be disruptive to our business. If content partners or distributors in Latin America or in any other
country are influenced by these proceedings and are deterred from working with us to sell players or other products or to maintain their channels or sell advertising on our platform, this could impair our
ability to implement our international expansion plans.
Our involvement in any such legal matters now or in the future, could cause us to incur significant legal expenses and other costs, and be disruptive to our business.
Our devices are highly technical and may contain undetected hardware errors or software bugs, which could manifest themselves in ways that could harm our reputation and our business.
Our devices and those of our licensees are highly technical and have contained and may in the future contain undetected software bugs or hardware errors. These bugs and errors can manifest
themselves in any number of ways in our devices or our platform, including through diminished performance, security vulnerabilities, data quality in logs or interpretation of data, malfunctions or even
permanently disabled devices. Some errors in our devices may only be discovered after a device has been shipped and used by users, and may in some cases only be detected under certain circumstances
or after extended use. We update our software on a regular basis and, despite our quality assurance processes, we could introduce bugs in the process of updating our software. The introduction of a
serious software bug, could result in devices becoming permanently disabled. We offer a limited one year warranty in the United States and any such defects discovered in our players after commercial
release could result in loss of revenue or delay in revenue recognition, loss of customer goodwill and users and increased service costs, any of which could harm our business, operating results and
financial condition. We could also face claims for product or information liability, tort or breach of warranty, or other violations of laws or regulations. In addition, our player contracts with users contain
provisions relating to warranty disclaimers and liability limitations, which may not be upheld. Defending a lawsuit, regardless of its merit, is costly and may divert management’s attention and adversely
affect the market’s perception of Roku and our devices. In addition, if our business liability insurance coverage proves inadequate or future coverage is unavailable on acceptable terms or at all, our
business could be harmed.
Components used in our devices may fail as a result of manufacturing, design or other defects over which we have no control and render our devices permanently inoperable.
We rely on third-party component suppliers to provide certain functionalities needed for the operation and use of our devices. Any errors or defects in such third-party technology could result in
errors in our devices that could harm our business. If these components have a manufacturing, design or other defect, they can cause our devices to fail and render them permanently inoperable. For
example, the typical means by which our users connect their home networks to our devices is by way of a Wi-Fi access point in the home network router. If the Wi-Fi receiver in our device fails, then our
device cannot detect a home network’s Wi-Fi access point, and our device will not be able to display or deliver any content to the TV screen. As a result, we may have to replace these devices at our sole
cost and expense. Should we have a widespread problem of this kind, our reputation in the market could be adversely affected and our replacement of these devices would harm our business.
If we are unable to obtain necessary or desirable third-party technology licenses, our ability to develop new devices or platform enhancements may be impaired.
We utilize commercially available off-the-shelf technology in the development of our devices and platform. As we continue to introduce new features or improvements to our devices and the
Roku platform, we may be required to license additional technologies
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from third parties. These third-party licenses may be unavailable to us on commercially reasonable terms, if at all. If we are unable to obtain necessary third-party licenses, we may be required to obtain
substitute technologies with lower quality or performance standards, or at a greater cost, any of which could harm the competitiveness of our devices, platform and our business.
Our use of open source software could impose limitations on our ability to commercialize our devices and our TV streaming platform.
We incorporate open source software in our TV streaming platform. From time to time, companies that incorporate open source software into their products have faced claims challenging the
ownership of open source software and/or compliance with open source license terms. Therefore, we could be subject to suits by parties claiming ownership of what we believe to be open source software
or noncompliance with open source licensing terms. Although we monitor our use of open source software, the terms of many open source software licenses have not been interpreted by U.S. courts, and
there is a risk that such licenses could be construed in a manner that could impose unanticipated conditions or restrictions on the sale of our devices. In such event, we could be required to make our
proprietary software generally available to third parties, including competitors, at no cost, to seek licenses from third parties in order to continue offering our devices, to re-engineer our devices or to
discontinue the sale of our devices in the event re-engineering cannot be accomplished on a timely basis or at all, any of which could harm our business.
The quality of our customer support is important to our users and licensees, and if we fail to provide adequate levels of customer support we could lose users and licensees, which would
harm our business.
Our users and licensees depend on our customer support organization to resolve any issues relating to devices. A high level of support is critical for the successful marketing and sale of devices.
We currently outsource our customer support operation to a third-party customer support organization. If we do not effectively train, update and manage our third-party customer support organization to
assist our users, and if that support organization does not succeed in helping them quickly resolve issues or provide effective ongoing support, it could adversely affect our ability to sell our devices to
users and harm our reputation with potential new users and our licensees.
We will need to improve our operational and financial systems to support our expected growth, increasingly complex business arrangements, and rules governing revenue and expense
recognition and any inability to do so could adversely affect our billing services and financial reporting.
We have increasingly complex business arrangements with our content publishers and licensees, and the rules that govern revenue and expense recognition in our business are increasingly
complex. To manage the expected growth of our operations and increasing complexity, we will need to improve our operational and financial systems, procedures and controls and continue to increase
systems automation to reduce reliance on manual operations. An inability to do so will negatively affect our billing services and financial reporting. Our current and planned systems, procedures and
controls may not be adequate to support our complex arrangements and the rules governing revenue and expense recognition for our future operations and expected growth. Delays or problems associated
with any improvement or expansion of our operational and financial systems and controls could adversely affect our relationships with our users, content publishers or licensees; cause harm to our
reputation and brand; and could also result in errors in our financial and other reporting.
If we are unable to implement and maintain effective internal control over financial reporting, investors may lose confidence in the accuracy and completeness of our financial reports and
the market price of our Class A common stock may be adversely affected.
We are required to maintain internal control over financial reporting and to report any material weaknesses in such internal control. Section 404 of the Sarbanes-Oxley Act of 2002 requires that
we furnish a report by management on, among other things, the effectiveness of our internal control over financial reporting beginning with the year ending December 31, 2018. This assessment will need
to include disclosure of any material weaknesses identified by our management in our internal control over financial reporting. Our independent registered public accounting firm will not be required to
attest to the effectiveness of our internal control over financial reporting until our first annual report required to be filed with the Securities and Exchange Commission, or SEC, following the later of the
date we are deemed to be an “accelerated filer” or a “large accelerated filer,” each as defined in the Securities Exchange Act of 1934, as amended, or the date we are no longer an “emerging growth
company,” as defined in the JOBS Act. If we have a material weakness in our internal control over financial reporting, we may not detect errors on a timely basis and our financial statements may be
materially misstated. We are in the process of designing and implementing the internal control over financial reporting required to comply with this obligation, which process will be time-consuming,
costly and complicated. If we identify material weaknesses in our internal control over financial reporting, are unable to comply with the requirements of Section 404 in a timely manner, are unable to
assert that our internal control over financial reporting is effective, or if our independent registered public accounting firm is unable to express an opinion as to the effectiveness of our internal control
over financial reporting, investors may
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lose confidence in the accuracy and completeness of our financial reports, and the market price of our Class A common stock could be adversely affected. In addition, we could become subject to
investigations by the stock exchange on which our Class A common stock is listed, the SEC or other regulatory authorities, which could require additional financial and management resources.
We may pursue acquisitions, which involve a number of risks, and if we are unable to address and resolve these risks successfully, such acquisitions could harm our business.
We may in the future acquire businesses, products or technologies to expand our offerings and capabilities, user base and business. We have evaluated, and expect to continue to evaluate, a
wide array of potential strategic transactions; however, we have limited experience completing or integrating acquisitions. Any acquisition could be material to our financial condition and results of
operations and could require us to raise capital in the equity markets or issue additional equity and any anticipated benefits from an acquisition may never materialize. In addition, the process of
integrating acquired businesses, products or technologies may create unforeseen operating difficulties and expenditures. Acquisitions in international markets would involve additional risks, including
those related to integration of operations across different cultures and languages, currency risks and the particular economic, political and regulatory risks associated with specific countries. We may not
be able to address these risks successfully, or at all, without incurring significant costs, delays or other operational problems and if we were unable to address such risks successfully our business could be
harmed.
We have a credit facility that provides our lender with a first-priority lien against substantially all of our assets and contains financial covenants and other restrictions on our actions that
may limit our operational flexibility or otherwise adversely affect our financial condition.*
We entered into an amended and restated loan and security agreement with Silicon Valley Bank in November 2014, which was amended in May 2015, June 2017 and July 2018, providing for a
$30.0 million revolving line of credit. Our loan agreement with Silicon Valley Bank contains a number of restrictive covenants, and the terms may restrict our current and future operations, particularly
our ability to respond to certain changes in our business or industry, or take future actions. Pursuant to this agreement, we granted Silicon Valley Bank a security interest in substantially all of our assets.
See the section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—Silicon Valley Bank Loan and Security Agreement.”
If we fail to comply with the covenants or payments specified in our credit facility, Silicon Valley Bank could declare an event of default, which would give it the right to terminate its
commitment to provide additional loans and declare all borrowings outstanding, together with accrued and unpaid interest and fees, to be immediately due and payable. In addition, Silicon Valley Bank
would have the right to proceed against the assets we provided as collateral pursuant to the credit facility. If the debt under this credit facility was accelerated, we may not have sufficient cash or be able to
sell sufficient assets to repay this debt, which would harm our business and financial condition.
If we fail to comply with the laws and regulations relating to the collection of sales tax and payment of income taxes in the various states in which we do business, we could be exposed to
unexpected costs, expenses, penalties and fees as a result of our noncompliance, which could harm our business.
By engaging in business activities in the United States, we become subject to various state laws and regulations, including requirements to collect sales tax from our sales within those states,
and the payment of income taxes on revenue generated from activities in those states. The laws and regulations governing the collection of sales tax for sales on our website and payment of income taxes
are numerous, complex, and vary from state to state. A successful assertion by one or more states that we were required to collect sales or other taxes or to pay income taxes where we did not could result
in substantial tax liabilities, fees and expenses, including substantial interest and penalty charges, which could harm our business.
New legislation that would change U.S. or foreign taxation of international business activities or other tax-reform policies could seriously harm our business.
Reforming the taxation of international businesses has been a priority for U.S. politicians, and key members of the legislative and executive branches have proposed a wide variety of potential
changes. Certain changes to U.S. tax laws could affect the tax treatment of our foreign earnings, as well as cash and cash equivalent balances we maintain outside the United States. Additionally, any
changes in the U.S. or foreign taxation of such activities may increase our worldwide effective tax rate and the amount of taxes we pay and seriously harm our business.
For example, the Tax Cut and Jobs Act, or TCJA, was enacted on December 22, 2017 and significantly reforms the Internal Revenue Code of 1986. The TCJA, among other things, includes
changes to U.S. federal tax rates, imposes additional limitations on
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the deductibility of interest, has both positive and negative changes to the utilization of future net operating loss carryforwards, allows for the expensing of certain capital expenditures, and puts into effect
the migration from a “worldwide” system of taxation to a territorial system. Our net deferred tax assets and liabilities and valuation allowance will be revalued at the newly enacted U.S. corporate rate.
The impact of this tax reform on us and on holders of our common stock is uncertain and could be adverse and our business could be seriously harmed.
We may require additional capital to meet our financial obligations and support planned business growth, and this capital might not be available on acceptable terms or at all.
We intend to continue to make significant investments to support planned business growth and may require additional funds to respond to business challenges, including the need to develop
new devices and enhance the Roku platform, maintain adequate levels of inventory to support our retail partners’ demand requirements, improve our operating infrastructure or acquire complementary
businesses, personnel and technologies. Accordingly, we may need to engage in equity or debt financings to secure additional funds. If we raise additional funds through future issuances of equity or
convertible debt securities, our then 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 Class A common stock. Any debt financing we secure could involve restrictive covenants relating to our capital raising activities and other financial and operational matters, which may make it
more difficult for us to obtain additional capital and to pursue business opportunities, including potential acquisitions. If we were to violate the restrictive covenants, we could incur penalties, increased
expenses and an acceleration of the payment terms of our outstanding debt, which could in turn harm our business.
We may not be able to obtain additional financing on terms favorable to us, if at all. If we are unable to obtain adequate financing or financing on terms satisfactory to us when we require it, our
ability to continue to support our business growth and to respond to business challenges could be significantly impaired, and our business may be harmed.
Our facilities are located near known earthquake fault zones, and the occurrence of an earthquake or other natural disaster could cause damage to our facilities and computer systems,
which could require us to curtail or cease operations.
Our principal offices and a network operations center are located in the San Francisco Bay Area, an area known for earthquakes, and are thus vulnerable to damage. We are also vulnerable to
damage from other types of disasters, including power loss, fire, floods, communications failures and similar events. If any disaster were to occur, our ability to operate our business at our facilities could
be impaired.
Risks Related to Ownership of Our Class A Common Stock
The dual class structure of our common stock as contained in our amended and restated certificate of incorporation has the effect of concentrating voting control with those stockholders
who held our stock prior to our IPO, including our executive officers, employees and directors and their affiliates, and limiting your ability to influence corporate matters.
Our Class B common stock has 10 votes per share, and our Class A common stock has one vote per share. Our President and Chief Executive Officer, Anthony Wood, holds and controls the
vote of a significant number of shares of our outstanding common stock, and therefore will have significant influence over our management and affairs and over all matters requiring stockholder
approval, including election of directors and significant corporate transactions, such as a merger or other sale of Roku or our assets, for the foreseeable future. If Mr. Wood’s employment with us is
terminated, he will continue to have the same influence over matters requiring stockholder approval.
In addition, the holders of Class B common stock collectively will continue to be able to control all matters submitted to our stockholders for approval even if their stock holdings represent less
than 50% of the outstanding shares of our common stock. Because of the 10-to-1 voting ratio between our Class B and Class A common stock, the holders of our Class B common stock collectively will
continue to control a majority of the combined voting power of our common stock even when the shares of Class B common stock represent as little as 10% of the combined voting power of all
outstanding shares of our Class A and Class B common stock. This concentrated control will limit your ability to influence corporate matters for the foreseeable future, and, as a result, the market price of
our Class A common stock could be adversely affected.
Future transfers by holders of Class B common stock will generally result in those shares converting to Class A common stock, which will have the effect, over time, of increasing the relative
voting power of those holders of Class B common stock who retain their shares in the long term. If, for example, Mr. Wood retains a significant portion of his holdings of Class B common stock for an
extended period of time, he could, in the future, control a majority of the combined voting power of our Class A and Class B common stock. As a board member, Mr. Wood owes a fiduciary duty to our
stockholders and must act in good faith in a manner he reasonably
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believes to be in the best interests of our stockholders. As a stockholder, even a controlling stockholder, Mr. Wood is entitled to vote his shares in his own interests, which may not always be in the
interests of our stockholders generally.
The trading price of our Class A common stock has been, and may continue to be, volatile, and the value of our Class A common stock may decline.*
The market price of our Class A common stock has been, and may continue to be subject to wide fluctuations in response to various factors, including many risk factors listed in this section,
and others. Since shares of our Class A common stock were sold in our initial public offering in September 2017 at a price of $14.00 per share, the reported high and low intraday prices of our Class A
common stock have ranged from $77.57 to $15.75 through October 31, 2018. The market price of our Class A common stock may fluctuate significantly in response to numerous factors, many of which
are beyond our control, including:
•

actual or anticipated fluctuations in our financial condition and operating results;

•

changes in projected operational and financial results;

•

loss by us of key content publishers;

•

changes in laws or regulations applicable to our devices or platform;

•

the commencement or conclusion of legal proceedings that involve us;

•

actual or anticipated changes in our growth rate relative to our competitors;

•

announcements of new products or services by us or our competitors;

•

announcements by us or our competitors of significant acquisitions, strategic partnerships, joint ventures or
capital-raising activities or commitments;

•

additions or departures of key personnel;

•

issuance of new or updated research or reports by securities analysts;

•

the use by investors or analysts of third-party data regarding our business that may not reflect our financial
performance;

•

fluctuations in the valuation of companies perceived by investors to be comparable to us;

•

sales of our Class A common stock;

•

share price and volume fluctuations attributable to inconsistent trading volume levels of our shares; and

•

general economic and market conditions.

Furthermore, the stock markets frequently experience extreme price and volume fluctuations that affect the market prices of equity securities of many companies. These fluctuations often have
been unrelated or disproportionate to the operating performance of those companies. These broad market and industry fluctuations, as well as general economic, political and market conditions such as
recessions, elections, interest rate changes or international currency fluctuations, may negatively impact the market price of our Class A common stock. As a result of such fluctuations, you may not
realize any return on your investment in us and may lose some or all of your investment. In the past, companies that have experienced volatility in the market price of their stock have been subject to
securities class action litigation. We may be the target of this type of litigation in the future. Securities litigation against us could result in substantial costs and divert our management’s attention from
other business concerns, which could harm our business.
Future sales and issuances of our capital stock or rights to purchase capital stock could result in additional dilution of the percentage ownership of our stockholders and could cause our
stock price to decline.
We may issue additional securities in the future and from time to time. Future sales and issuances of our capital stock or rights to purchase our capital stock could result in substantial dilution to
our existing stockholders. We may sell Class A common stock, convertible securities and other equity securities in one or more transactions at prices and in a manner as we may determine from time to
time. If we sell any such securities in subsequent transactions, investors may be materially diluted. New investors in such subsequent transactions could gain rights, preferences and privileges senior to
those of holders of our Class A common stock.
Future sales of shares by existing stockholders could cause our stock price to decline.*
If our existing stockholders sell, or indicate an intention to sell, substantial amounts of our Class A common stock in the public market, the trading price of our Class A common stock could
decline. All of our outstanding shares are eligible for sale in the public market, other than shares and options exercisable held by directors, executive officers and other affiliates that are subject to volume
limitations under Rule 144 of the Securities Act. In addition, we have reserved shares for future issuance under our equity incentive plan. Our employees, other service providers, and directors are
subject to our quarterly trading window, which generally opens at the start of the second full trading day after the public dissemination of our annual or quarterly financial results and closes (i) with
respect to the first, second and third quarter of each fiscal year, at the end of the fifteenth day of the last month of the such quarter and (ii) with respect to the fourth quarter of each fiscal year, at the end
of the trading day on the Wednesday before Thanksgiving. These employees, service providers and directors may also sell shares during a closed window periods pursuant to trading plans that comply
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with the requirements of Rule 10b5-1(c)(1) under the Exchange Act. When these shares are issued and subsequently sold, it would be dilutive to existing stockholders and the trading price of our Class
A common stock could decline.
If securities or industry analysts do not publish research or publish unfavorable research about our business, our stock price and trading volume could decline.
A limited number of equity research analysts provide research coverage of our Class A common stock, and we cannot assure you that such equity research analysts will adequately provide
research coverage of our Class A common stock. A lack of adequate research coverage may adversely affect the liquidity and market price of our Class A common stock. To the extent we obtain equity
research analyst coverage, we will not have any control of the analysts or the content and opinions included in their reports. The price of our Class A common stock could decline if one or more equity
research analysts downgrade our stock or issue other unfavorable commentary or research. If one or more equity research analysts cease coverage of our company, or fail to publish reports on us
regularly, demand for our stock could decrease, which in turn could cause our stock price or trading volume to decline.
We incur costs and demands upon management as a result of complying with the laws and regulations affecting public companies in the United States, which may harm our business.
As a public company listed in the United States, we incur significant additional legal, accounting and other expenses. In addition, changing laws, regulations and standards relating to corporate
governance and public disclosure, including regulations implemented by the SEC and the Nasdaq Global Select Market, may increase legal and financial compliance costs and make some activities more
time consuming. These laws, regulations and standards are subject to varying interpretations and, as a result, their application in practice may evolve over time as new guidance is provided by regulatory
and governing bodies. We intend to invest resources to comply with evolving laws, regulations and standards, and this investment may result in increased general and administrative expenses and a
diversion of management’s time and attention from revenue-generating activities to compliance activities. If, notwithstanding our efforts, we fail to comply with new laws, regulations and standards,
regulatory authorities may initiate legal proceedings against us and our business may be harmed.
Failure to comply with these rules might also make it more difficult for us to obtain certain types of insurance, including director and officer liability insurance, and we might be forced to
accept reduced policy limits and coverage or incur substantially higher costs to obtain the same or similar coverage. The impact of these events could also make it more difficult for us to attract and retain
qualified persons to serve on our Board of Directors, on committees of our Board of Directors or as members of senior management.
We are an “emerging growth company,” and we intend to comply only with reduced disclosure requirements applicable to emerging growth companies. As a result, our Class A common
stock could be less attractive to investors.*
We are an “emerging growth company,” as defined in the JOBS Act and, for as long as we continue to be an emerging growth company, we may choose to take advantage of exemptions from
various reporting requirements applicable to other public companies but not to emerging growth companies, including not being required to comply with the auditor attestation requirements of Section
404 of the Sarbanes-Oxley Act of 2002, reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements and exemptions from the requirements of holding a
nonbinding advisory vote on executive compensation and shareholder approval of any golden parachute payments not previously approved. We will remain an emerging growth company until the earlier
of (1) the last day of the fiscal year (a) following the fifth anniversary of the closing of the IPO, (b) in which we have total annual gross revenue of over $1.07 billion or (c) in which we are deemed to be
a large accelerated filer, which means the market value of our common stock held by non-affiliates exceeds $700 million as of the prior June 30th, and (2) the date on which we have issued more than
$1.0 billion in non-convertible debt during the prior three-year period. We cannot predict if investors will find our Class A common stock less attractive if we choose to rely on these exemptions. If some
investors find our Class A common stock less attractive as a result of any choices to reduce future disclosure, there may be a less active trading market for our Class A common stock and our stock price
may be more volatile. Based on the market value of our common stock held by non-affiliates as of June 30, 2018, we will cease to be an emerging growth company as of December 31, 2018 and,
therefore, will no longer be able to take advantage of these various exemptions.
We do not intend to pay dividends in the foreseeable future.
We have never declared or paid any cash dividends on our Class A or Class B common stock and do not intend to pay any cash dividends in the foreseeable future. We anticipate that we will
retain all of our future earnings to grow our business and for general corporate purposes. Moreover, our outstanding loan and security agreements contain prohibitions on the payment of cash dividends on
our capital stock. Any determination to pay dividends in the future will be at the discretion of our Board of Directors. Accordingly,
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investors must rely on sales of their Class A common stock after price appreciation, which may never occur, as the only way to realize any future gains on their investments.
Provisions in our corporate charter documents and under Delaware law may prevent or frustrate attempts by our stockholders to change our management or hinder efforts to acquire a
controlling interest in us, and the market price of our Class A common stock may be lower as a result.
There are provisions in our certificate of incorporation and bylaws that may make it difficult for a third-party to acquire, or attempt to acquire, control of Roku, even if a change in control was
considered favorable by our stockholders.
Our charter documents also contain other provisions that could have an anti-takeover effect, such as:
•

establishing a classified Board of Directors so that not all members of our Board of Directors are elected at one time;

•

permitting the Board of Directors to establish the number of directors and fill any vacancies and newly created
directorships;

•

providing that directors may only be removed for cause;

•

prohibiting cumulative voting for directors;

•

requiring super-majority voting to amend some provisions in our certificate of incorporation and bylaws;

•

authorizing the issuance of “blank check” preferred stock that our Board of Directors could use to implement a
stockholder rights plan;

•

eliminating the ability of stockholders to call special meetings of stockholders;

•

prohibiting stockholder action by written consent, which requires all stockholder actions to be taken at a meeting
of our stockholders; and

•

reflecting our two classes of common stock as described above.

Moreover, because we are incorporated in Delaware, we are governed by the provisions of Section 203 of the Delaware General Corporation Law, which prohibit a person who owns 15% or
more of our outstanding voting stock from merging or combining with us for a period of three years after the date of the transaction in which the person acquired in excess of 15% of our outstanding
voting stock, unless the merger or combination is approved in a prescribed manner. Any provision in our certificate of incorporation or our bylaws or Delaware law that has the effect of delaying or
deterring a change in control could limit the opportunity for our stockholders to receive a premium for their shares of our Class A common stock, and could also affect the price that some investors are
willing to pay for our Class A common stock.
Our amended and restated certificate of incorporation provides that the Court of Chancery of the State of Delaware and the federal district courts of the United States of America will be
the exclusive forums for substantially all disputes between us and our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for disputes with us or our
directors, officers or employees.
Our amended and restated certificate of incorporation provides that the Court of Chancery of the State of Delaware is the exclusive forum for any derivative action or proceeding brought on our
behalf; any action asserting a breach of fiduciary duty; any action asserting a claim against us arising pursuant to the Delaware General Corporation Law, our amended and restated certificate of
incorporation or our bylaws; or any action asserting a claim against us that is governed by the internal affairs doctrine. Our amended and restated certificate of incorporation further provides that the
federal district courts of the United States of America will be the exclusive forum for resolving any complaint asserting a cause of action arising under the Securities Act. These choice of forum
provisions may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes with us or our directors, officers or other employees, which may discourage such
lawsuits against us and our directors, officers and other employees. In December 2017, a plaintiff filed a complaint in the Court of Chancery in Delaware seeking a declaration that these choice of forum
provisions regarding the federal district courts of the United States of Americas is invalid and unenforceable. If a court were to find either choice of forum provision contained in our amended and
restated certificate of incorporation to be inapplicable or unenforceable in an action, we may incur additional costs associated with resolving such action in other jurisdictions, which could harm our
business.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
Sales of Unregistered Securities
None.
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Use of Proceeds from our Initial Public Offering of Class A Common Stock
On September 27, 2017, our registration statement on Form S-1 (No. 333-220318) was declared effective by the SEC for our IPO of Class A common stock. On October 2, 2017, we closed our
IPO, in which we issued and sold 10.4 million shares of our Class A common stock at a public offering price of $14.00 per share, for net proceeds of approximately $130.8 million, after deducting
underwriting discounts and commissions of $10.1 million and offering expenses of approximately $4.0 million paid by the Company. No payments for such expenses were made directly or indirectly to
(i) any of our officers or directors or their associates, (ii) any persons owning 10% or more of any class of our equity securities, or (iii) any of our affiliates. The offer and sale of all of the shares in the
IPO were registered under the Securities Act pursuant to a registration statement on Form S-1 (No. 333-220318), which was declared effective by the SEC on September 27, 2018. Following the sale of
the shares in connection with the closings of the IPO, the offering terminated.
There has been no material change in the planned use of proceeds from our IPO from that described in the Prospectus.
Item 3. Defaults Upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not applicable.
Item 5. Other Information.
None.
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Item 6. Exhibits.
Incorporation by reference
Exhibit
Number

3.1
3.2
4.1
4.2
10.24
10.25
10.26
10.27
31.1*
31.2*
32.1**
32.2**
101.INS*
101.SCH*
101.CAL*
101.DEF*
101.LAB*
101.PRE*
*

Description

Form

SEC File No.

Exhibit

Filing Date

Amended and Restated Certificate of Incorporation of Roku, Inc.
Amended and Restated Bylaws of Roku, Inc.
Reference is made to Exhibits 3.1 through 3.2.
Form of Class A common stock certificate.
Forms of Option Agreement and Option Grant Notice under 2017 Equity Incentive Plan.
Third Amendment to Amended and Restated Loan and Security Agreement, by and between Roku, Inc. and
Silicon Valley Bank, July 18, 2018.
Coleman Highline Office Lease by and between Roku, Inc. and Cap Phase 1, LLC dated August 1, 2018
(1155 Coleman Ave)
Coleman Highline Office Lease by and between Roku, Inc. and Cap Oz 34, LLC dated August 1, 2018
(1173/1167/1161 Coleman Ave)
Certification of Principal Executive Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities
Exchange Act of 1934, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Principal Financial Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities
Exchange Act of 1934, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Principal Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.
Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.
XBRL Instance Document
XBRL Taxonomy Extension Schema Document
XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document
XBRL Taxonomy Extension Presentation Linkbase Document

8-K
S-1

001-38211
333-220318

3.1
3.4

10/03/2017
09/01/2017

S-1/A
10-Q

333-220318
001-38211

4.1
10.24

09/18/2017
8/10/2018

10-Q

001-38211

10.25

8/10/2018

10-Q

001-38211

10.26

8/10/2018

10-Q

001-38211

10.27

8/10/2018

Filed herewith.

** These exhibits are furnished with this Quarterly Report on Form 10-Q and are not deemed filed with the Securities and Exchange Commission and are not incorporated by reference in any filing of
Roku, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the date hereof and irrespective of any general incorporation
language contained in such filings.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.
Roku, Inc.
Date: November 9, 2018

By:

/s/ Anthony Wood
Anthony Wood
President and Chief Executive Officer
(Principal Executive Officer)

Date: November 9, 2018

By:

/s/ Steve Louden
Steve Louden
Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Anthony Wood, certify that:
1)

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

2)

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

3)

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

4)

The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for
the registrant and have:

5)

a)

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

b)

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

c)

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

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

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

b)

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

Date: November 9, 2018

By:

/s/ Anthony Wood
Anthony Wood
President and Chief Executive Officer

Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Steve Louden, certify that:
1)

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

2)

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

3)

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

4)

The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for
the registrant and have:

5)

a)

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

b)

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

c)

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

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

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

b)

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

Date: November 9, 2018

By:

/s/ Steve Louden
Steve Louden
Chief Financial Officer

Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Anthony Wood, do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
The Quarterly Report on Form 10-Q of Roku, Inc. for the quarter ended September 30, 2018, as filed with the Securities and Exchange Commission (the “Report”), fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
The information contained in such Quarterly Report on Form 10-Q fairly presents in all material respects, the financial condition and results of operations of Roku, Inc.

Date: November 9, 2018

By:

/s/ Anthony Wood
Anthony Wood
President and Chief Executive Officer

Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Steve Louden, do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
The Quarterly Report on Form 10-Q of Roku, Inc. for the quarter ended September 30, 2018, as filed with the Securities and Exchange Commission (the “Report”), fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
The information contained in such Quarterly Report on Form 10-Q fairly presents in all material respects, the financial condition and results of operations of Roku, Inc.

Date: November 9, 2018

By:

/s/ Steve Louden
Steve Louden
Chief Financial Officer

