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Part I.

FINANCIAL INFORMATION

Item 1.

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
Demand Media, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(In thousands)
(Unaudited)
September 30,
2014

Assets
Current assets
Cash and cash equivalents
Accounts receivable, net
Prepaid expenses and other current assets
Deferred registration costs
Total current assets
Deferred registration costs, less current portion
Property and equipment, net
Intangible assets, net
Goodwill
Other assets
Total assets
Liabilities and Stockholders' Equity
Current liabilities
Accounts payable
Accrued expenses and other current liabilities
Deferred tax liabilities
Current portion of long-term debt
Deferred revenue
Total current liabilities
Deferred revenue, less current portion
Other liabilities
Long-term debt
Commitments and contingencies (Note 9)
Stockholders’ equity
Common stock, $0.0001 par value. Authorized 100,000 shares; 20,370 issued and 19,568 shares outstanding at September
30, 2014 and 18,944 issued and 18,142 shares outstanding at December 31, 2013
Additional paid-in capital
Accumulated other comprehensive income (loss)
Treasury stock at cost, 802 at September 30, 2014 and December 31, 2013, respectively
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

$

$

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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December 31,
2013

113,231
17,663
9,673
140,567
24,335
53,353
10,397
5,953
234,605

$

1,776
24,969
3,750
3,768
34,263
254
2,386
70,000

$

2
492,514
(151 )
(30,767 )
(333,896 )
127,702
234,605

$

$

153,511
33,301
7,826
66,273
260,911
12,514
42,193
88,766
347,382
25,322
777,088

12,814
34,679
22,415
15,000
84,955
169,863
16,929
13,041
81,250

11
611,028
502
(30,767 )
(84,769 )
496,005
777,088

Demand Media, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(In thousands, except per share amounts)
(Unaudited)
Three months ended September 30,
2014
2013

Revenue:
Service revenue
Product revenue
Total revenue
Operating expenses:
Service costs (exclusive of amortization of intangible assets shown separately below)
Product costs
Sales and marketing
Product development
General and administrative
Goodwill impairment charge
Amortization of intangible assets
Total operating expenses
Loss from operations
Interest expense, net
Other income (expense), net
Loss from continuing operations before income taxes
Income tax (expense) benefit
Net loss from continuing operations
Net income (loss) from discontinued operations
Net loss

$

$

Earnings per share - basic and diluted
Net loss from continuing operations
Net income (loss) from discontinued operations
Net loss

$
$

Weighted average number of shares - basic and diluted

33,712
7,603
41,315
11,256
5,506
4,699
7,050
12,464
232,270
7,388
280,633
(239,318 )
(627 )
782
(239,163 )
16,631
(222,532 )
(1,306 )
(223,838 )

(11.62 )
(0.07 )
(11.69 )
19,151

$

$

$
$

45,102
5,643
50,745
12,310
3,713
8,065
8,645
14,232
—
8,736
55,701
(4,956 )
(656 )
102
(5,510 )
(1,016 )
(6,526 )
(3,914 )
(10,440 )

(0.36 )
(0.22 )
(0.58 )
17,955

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Nine months ended September 30,
2014
2013

$

$

$
$

108,373
21,075
129,448
33,198
15,507
15,422
21,221
36,868
232,270
25,203
379,689
(250,241 )
(2,331 )
736
(251,836 )
13,917
(237,919 )
(11,208 )
(249,127 )

(12.90 )
(0.60 )
(13.50 )
18,450

$

$

$
$

152,536
5,643
158,179
38,728
3,713
29,156
25,170
40,217
—
24,631
161,615
(3,436 )
(969 )
6
(4,399 )
(1,803 )
(6,202 )
(2,451 )
(8,653 )

(0.35 )
(0.14 )
(0.49 )
17,583

Demand Media, Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensive Income (Loss)
(In thousands)
(Unaudited)
Three months ended September 30,
2014
2013

Net loss
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment
Realized gain on marketable securities available-for-sale, net of tax expense of $344
Other comprehensive income (loss), net of tax:
Comprehensive income (loss)

$

(223,838 )

$

(41 )
—
(41 )
(223,879 )

$

(10,440 )

$

(7 )
—
(7 )
(10,447 )

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Nine months ended September 30,
2014
2013

$

(249,127 )

$ (8,653 )

$

(91 )
(562 )
(653 )
(249,780 )

(63 )
—
(63 )
$ (8,716 )

Demand Media, Inc. and Subsidiaries
Condensed Consolidated Statements of Stockholders’ Equity
(In thousands)
(Unaudited)
Additional
paid-in
capital
amount

Common stock
Shares
Amount

Balance at December 31, 2013
Issuance of stock under employee stock awards and other,
net
Stock-based compensation expense
Issuance of common stock for acquisitions
Spin-off of Rightside Group, Ltd.
Reverse split
Realized gain on marketable securities
Foreign currency translation adjustment
Net loss
Balance at September 30, 2014

18,142
376
—
1,050
—
—
—
—
—
19,568

$

11

$

—
—
—
—
(9 )
—
—
—
2

$

611,028

$

342
14,042
10,258
(143,165 )
9
—
—
—
492,514

Treasury
stock

$

(30,767 )

$

—
—
—
—
—
—
—
—
(30,767 )

Accumulated
other
comprehensive
income
(loss)

$

502

$

—
—
—
—
—
(562 )
(91 )
—
(151 )

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Total
stockholders’
equity

Accumulated
deficit

$

(84,769 )

$

—
—
—
—
—
—
—
(249,127 )
(333,896 )

$

496,005

$

342
14,042
10,258
(143,165 )
—
(562 )
(91 )
(249,127 )
127,702

Demand Media, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)
Nine months ended September 30,
2014
2013
Cash flows from operating activities

Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization
Deferred income taxes
Stock-based compensation
Goodwill impairment charge
Gain on disposal of businesses
Gain on other assets, net
Other
Change in operating assets and liabilities, net of effect of acquisition:
Accounts receivable, net
Prepaid expenses and other current assets
Deferred registration costs
Deposits with registries
Other long-term assets
Accounts payable
Accrued expenses and other liabilities
Deferred revenue
Net cash provided by operating activities
Cash flows from investing activities
Purchases of property and equipment
Purchases of intangible assets
Payments for gTLD applications
Proceeds from gTLD withdrawals, net
Cash received from disposal of business, net of cash disposed
Cash paid for acquisitions, net of cash acquired
Restricted deposits
Other
Net cash used in investing activities
Cash flows from financing activities
Long-term debt (repayments) borrowings, net
Proceeds from exercises of stock options and contributions to ESPP
Repurchases of common stock
Debt issuance costs
Net taxes paid on RSUs and options exercised
Cash paid for acquisition holdback
Cash distribution related to spin-off
Other
Net cash (used in) provided by financing activities
Effect of foreign currency on cash and cash equivalents
Change in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

$

$

Supplemental disclosure of cash flows
Net non-cash assets assets ditributed as part of spin-off
$
Stock issued for acquisitions
$
Note receivable related to disposal of a business
$
The accompanying notes are an integral part of these condensed consolidated financial statements.
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(249,127 )

$

(8,653 )

43,356
(13,625 )
15,364
232,270
(795 )
(5,745 )
(1,638 )

46,059
2,799
21,629
—
—
(2,566 )
(450 )

4,033
(1,650 )
(8,876 )
(259 )
(557 )
(5,153 )
(472 )
12,296
19,422

9,264
(816 )
(8,444 )
(401 )
(532 )
3,214
(3,527 )
8,852
66,428

(7,597 )
(5,406 )
(12,460 )
6,105
13,696
(2,240 )
(1,700 )
996
(8,606 )

(22,760 )
(13,263 )
(405 )
2,876
—
(73,229 )
—
471
(106,310 )

(22,500 )
343
—
—
(2,236 )
(1,942 )
(24,145 )
(529 )
(51,009 )
(87 )
(40,280 )
153,511
113,231

$

50,000
4,493
(4,835 )
(1,936 )
(3,741 )
—
—
(440 )
43,541
(63 )
3,596
102,933
106,529

119,020
10,258
4,751

$
$
$

—
16,281
—

Demand Media, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(Unaudited)

1. Company Background and Overview
Demand Media, Inc. (“Demand Media”), together with its consolidated subsidiaries (the “Company,” “our,” “we,” or “us”) is a Delaware corporation headquartered in Santa
Monica, California. We are a diversified media and technology company that connects individual content creators and artists to sizable consumer audiences across several large and
growing lifestyle categories. Our business is comprised of two service offerings, Content & Media and Marketplaces.
On August 1, 2014, we completed the separation of Rightside Group, Ltd. (“Rightside”) from Demand Media, Inc., resulting in two independent, publicly traded companies:
a pure-play Internet-based media and technology company and a pure-play domain name services company (hereinafter referred to as the “Separation”). Following the Separation,
Rightside operates the domain name services business, while we continue to own and operate our Content & Media and Marketplaces businesses. The Separation was structured as a
pro rata tax-free dividend involving the distribution of all outstanding shares of Rightside common stock to holders of Demand Media common stock as of the record date (the
“Distribution”). Immediately following the Distribution, we completed a 1-for-5 reverse stock split with respect to all of our outstanding shares of common stock, which is reflected
retrospectively throughout the condensed consolidated financial statements. The financial results of Rightside are presented as discontinued operations in our condensed consolidated
statements of operations for all periods presented. Unless it is disclosed, all financial results represent continuing operations.
Content & Media
Our Content & Media service offering includes a leading online content creation studio that publishes content to our owned and operated online properties as well
as to online properties operated by our customers . Through our innovative content creation platform, DemandStudios.com, a large community of qualified freelance
professionals utilizes propriety technology and automated workflow processes to identify topics and create high-quality content in text, video, photography and designed visual
formats. This content is published to our leading owned and operated online properties across several key categories, including eHow.com, a how-to reference destination, and
Livestrong.com, a health and healthy living destination. We also own and operate Cracked.com, a humor website offering original and engaging comedy-driven text articles, videos
and blogs created by our in-house editorial staff, comedians and website enthusiasts. Our content creation studio also provides and publishes content for third-party brands, publishers
and advertisers as part of our Content Solutions service.
Marketplaces
Through our Marketplaces service offering, we operate leading artist marketplaces where a large community of artists market and sell original artwork and original designs
printed on a wide variety of products. Society6.com, which we acquired in June 2013, provides artists with an online commerce platform to feature and sell their original designs on
art prints, phone cases, t-shirts and other products. SaatchiArt.com, which we acquired in August 2014, is an online art gallery that provides a global community of artists a curated
environment in which to exhibit and sell their work, consisting of a wide selection of paintings, drawings, sculpture and photography.
2. Basis of Presentation and Summary of Significant Accounting Policies
A summary of the significant accounting policies consistently applied in the preparation of the accompanying condensed consolidated financial statements follows.
Basis of Presentation
The accompanying interim condensed consolidated balance sheet as of September 30, 2014, the condensed consolidated statements of operations and condensed consolidated
statements of comprehensive income (loss) for the three and nine month periods ended September 30, 2014 and 2013, the condensed consolidated statements of cash flows for the
nine month periods ended September 30, 2014 and 2013 and the condensed consolidated statement of stockholders’ equity for the nine month period ended September 30, 2014 are
unaudited.
In the opinion of management, the unaudited interim condensed consolidated financial statements have been prepared on the same basis as the audited consolidated financial
statements and include all adjustments, which include only normal recurring
6

adjustments, necessary for the fair statement of our statement of financial position as of September 30, 2014 and our results of operations for the three and nine month periods ended
September 30, 2014 and 2013 and our cash flows for the nine month periods ended September 30, 2014 and 2013. The results for the nine month period ended September 30, 2014
are not necessarily indicative of the results expected for the full year. The consolidated balance sheet as of December 31, 2013 has been derived from our audited financial statements
included in our Annual Report on Form 10-K for the year ended December 31, 2013.
The interim unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States
(“GAAP”), for interim financial information and with the instructions to the U.S. Securities and Exchange Commission (“SEC”) Form 10-Q and Article 10 of Regulation S-X. They
do not include all of the information and footnotes required by GAAP for complete financial statements. Therefore, these condensed consolidated financial statements should be read
in conjunction with our audited consolidated financial statements and notes thereto, included in our Annual Report on Form 10-K for the year ended December 31, 2013 filed with
the SEC.
In 2014, we began separately reporting product revenue and product costs. As a result of our acquisition of Society6 in June 2013, these amounts are now more significant to
us and, accordingly, are shown as separate captions under revenue and operating expenses, respectively, on the condensed consolidated statement of operations. Amounts in 2013
have been reclassified to conform to the 2014 presentation.
Our common stock share information and related per share amounts included in the condensed consolidated financial statements have been adjusted retroactively for all
periods presented to reflect the 1-for-5 reverse stock split of our common stock that was effected on August 1, 2014.
The financial results of Rightside are presented as discontinued operations in our condensed consolidated statements of operations for the three and nine months ended
September 30, 2014 and 2013. For additional information relating to our previous domain name services business, please refer to our Annual Report on Form 10-K for the year ended
December 31, 2013.
Principles of Consolidation
The consolidated financial statements include the accounts of Demand Media and its wholly owned subsidiaries. Acquisitions are included in our consolidated financial
statements from the date of the acquisition. Our purchase accounting resulted in all assets and liabilities of acquired businesses being recorded at their estimated fair values on the
acquisition dates. All significant intercompany transactions and balances have been eliminated in consolidation.
Use of Estimates
The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenue and expenses during the
reporting period. Significant items subject to such estimates and assumptions include revenue, allowance for doubtful accounts, investments in equity interests, fair value of issued
and acquired stock warrants, the assigned value of acquired assets and assumed liabilities in business combinations, useful lives and impairment of property and equipment,
intangible assets, goodwill and other assets, the fair value of equity-based compensation awards, and deferred income tax assets and liabilities. Actual results could differ materially
from those estimates. On an ongoing basis, we evaluate our estimates compared to historical experience and trends, which form the basis for making judgments about the carrying
value of our assets and liabilities.
Investments in Equity
Investments in affiliates over which we have the ability to exert significant influence, but do not control and are not the primary beneficiary of, are accounted for using the
equity method of accounting. Any investments in affiliates over which we have no ability to exert significant influence are accounted for using the cost method of accounting. Our
proportional shares of affiliate earnings or losses accounted for under the equity method of accounting are included in other income (expense), net in our consolidated statements of
operations. Investments in affiliated companies are not material individually or in the aggregate to our financial position, results of operations or cash flows for any period presented.
We account for investments in companies that we do not control or account for under the equity method of accounting either at fair value or using the cost method of
accounting, as applicable. Investments in equity securities are carried at fair value if the fair value of the security is readily determinable. Equity investments carried at fair value are
classified as marketable securities available-for-sale. Realized gains and losses for marketable securities available-for-sale are included in other income (expense), net in our
consolidated statements of operations. Unrealized gains and losses, net of taxes, on marketable securities available-for-sale are included in our consolidated financial statements as a
component of other comprehensive income (loss) and accumulated other comprehensive income (loss) (“AOCI”), until realized.
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Investments in companies that we do not control or account for under the equity method, and for which we do not have readily determinable fair values, are accounted for
under the cost method. Cost method investments are originally recorded at cost. In determining whether other-than-temporary impairment exists for equity securities, management
considers: (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer and (3) our intent and
ability to retain our investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.
The cost of marketable securities sold is based upon the specific accounting method used. Any realized gains or losses on the sale of equity investments are reflected as a
component of interest income or expense. For the year ended December 31, 2013, unrealized gains on marketable securities available-for-sale was $0.9 million. During the first
quarter of 2014, we sold all of these marketable securities, resulting in a reclassification from other comprehensive income of $0.9 million of unrealized gains on marketable
securities, which is currently recorded in discontinued operations. The sale of our marketable securities resulted in total realized gains of $1.4 million related to the sale of our
marketable securities, which are included in other income (expense), net.
We classify marketable securities as current or non-current based upon whether such assets are reasonably expected to be realized in cash or sold or consumed during the
normal operating cycle of the business.
Revenue Recognition
We recognize revenue when four basic criteria are met: persuasive evidence of a sales arrangement exists; performance of services has occurred; the sales price is fixed or
determinable; and collectability is reasonably assured. We consider persuasive evidence of a sales arrangement to be the receipt of a signed contract. Collectability is assessed based
on a number of factors, including transaction history and the credit worthiness of a customer. If it is determined that collection is not reasonably assured, revenue is not recognized
until collection becomes reasonably assured, which is generally upon receipt of cash. We record cash received in advance of revenue recognition as deferred revenue.
For arrangements with multiple deliverables, we allocate revenue to each deliverable if the delivered item(s) has value to the customer on a standalone basis and, if the
arrangement includes a general right of return relative to the delivered item, delivery or performance of the undelivered item(s) is considered probable and substantially in our
control. The fair value of the selling price for a deliverable is determined using a hierarchy of (1) company-specific objective and reliable evidence, then (2) third-party evidence,
then (3) best estimate of selling price. We allocate any arrangement fee to each of the elements based on their relative selling prices.
Our revenue is principally derived from the following services and products:
Service Revenue
Content & Media
Advertising Revenue . We generate revenue from advertisements displayed alongside our content on our online properties and certain of our customers’ online properties.
Articles, videos and other forms of content generate advertising revenue from a diverse mix of advertising methods including performance-based cost-per-click advertising, in which
an advertiser pays only when a visitor clicks on an advertisement; display advertisements, where revenue is dependent upon the number of advertising impressions delivered; and
sponsored content or advertising links. In determining whether an arrangement exists, we ensure that a binding arrangement is in place, such as a standard insertion order or a fully
executed customer-specific agreement. Obligations pursuant to our advertising revenue arrangements typically include a minimum number of impressions or the satisfaction of other
performance criteria. Revenue from performance-based arrangements is recognized as the related performance criteria are met. We assess whether performance criteria have been
met and whether the fees are fixed or determinable based on a reconciliation of the performance criteria and an analysis of the payment terms associated with the transaction. The
reconciliation of the performance criteria generally includes a comparison of third-party performance data to the contractual performance obligation and to internal or customer
performance data in circumstances where that data is available.
Where we enter into revenue-sharing arrangements with our customers, such as those relating to our advertiser network, and when we are considered the primary obligor, we
report the underlying revenue on a gross basis in our consolidated statements of operations, and record these revenue-sharing payments to our customers in service costs.
Social Media Services. We configure, host, and maintain our platform social media services under private-labeled versions of software for commercial customers. We earn
revenue from our social media services through recurring management support fees, overage fees in excess of standard usage terms, outside consulting fees and initial set-up fees.
Due to the fact that social media services customers have no contractual right to take possession of our private-labeled software, we account for our social media services revenue as
service arrangements. Social media services revenue is recognized when persuasive evidence of an arrangement
8

exists, delivery of the service has occurred and no significant obligations remain, the selling price is fixed or determinable, and collectability is reasonably assured.
Social media service arrangements may contain multiple deliverables, including, but not limited to, single arrangements containing set-up fees, monthly support fees and
overage billings, consulting services and advertising services. To the extent that consulting services have value on a standalone basis, we allocate revenue to each element in the
multiple deliverable arrangements based upon their relative fair values. Fair value is determined based upon the best estimate of the selling price. To date, substantially all consulting
services entered into concurrently with the original social media service arrangements have not been treated as separate deliverables because such services do not have value to the
customer on a standalone basis. In such cases, the arrangement is treated as a single unit of accounting with the arrangement fee recognized over the term of the arrangement on a
straight-line basis. Outside consulting services performed for customers that have value on a standalone basis are recognized as the services are performed. Any set-up fees are
recognized as revenue on a straight-line basis over the greater of the contractual or estimated customer life once monthly recurring services have commenced. We determine the
estimated customer life based on analysis of historical attrition rates, average contractual term and renewal expectations. We review the estimated customer life at least quarterly and
when events or changes in circumstances occur, such as significant customer attrition relative to expected historical or projected future results. Overage billings are recognized when
delivered and at contractual rates in excess of standard usage terms.
Content Sales and Licensing Revenue . We also generate revenue from the sale or license of media content, including the creation and distribution of content for third party
brands and publishers through our Content Solutions service. Revenue from the sale or perpetual license of media content is recognized when the content has been delivered and the
contractual performance obligations have been fulfilled. Revenue from the license of media content is recognized over the period of the license as content is delivered or when other
related performance criteria are fulfilled. In circumstances where we distribute our content on third-party properties and the customer acts as the primary obligor, we recognize
revenue on a net basis.
Marketplaces
Art Commissions Revenue . We generate service revenue from commissions we receive from facilitating the sale of original art by artists to customers through Saatchi Art.
We recognize service revenue arising from the sale of original art net of amounts paid to the artist because we are not the primary obligor in the transaction, we do not have inventory
risk, and we do not establish the prices for the art sold. We also recognize this service revenue net of any sales allowances. Revenue is recognized after the original art has been
delivered and the return period has expired. Payments received in advance of delivery and completion of the return period are included in deferred revenue in the accompanying
condensed consolidated balance sheets. We periodically provide incentive offers to customers to encourage purchases, including percentage discounts off current purchases, free
shipping and other offers. VAT, sales and other taxes are not included in revenue because we are a pass-through conduit for collecting and remitting any such taxes.
Product Revenue
Marketplaces
We recognize product revenue from sales of Society6 products upon delivery, net of estimated returns based on historical experience. We recognize product revenue from the
sale of prints through Saatchi Art when the prints are delivered and the return period has expired. Payments received in advance of delivery and, with respect to the Saatchi Art prints,
prior to completion of the return period are included in deferred revenue in the accompanying condensed consolidated balance sheets. Revenue is recorded at the gross amount due to
the following factors: we are the primary obligor in a transaction, we have inventory and credit risk, and we have latitude in establishing prices and selecting suppliers. Product
revenue is recognized net of sales allowances and return allowances. We periodically provide incentive offers to customers to encourage purchases, including percentage discounts
off current purchases, free shipping and other offers. Value-added taxes (“VAT’), sales and other taxes are not included in revenue, as we are a pass-through conduit for collecting
and remitting any such taxes.
Service Costs
Service costs consist primarily of payments relating to our revenue-sharing arrangements, such as content creator revenue-sharing arrangements; Internet connection and colocation charges and other platform operating expenses, including depreciation of the systems and hardware used to build and operate our content creation and distribution platform;
expenses related to creating, rewriting, or auditing certain content units; and personnel costs relating to in-house editorial, customer service, and information technology.
Product Costs
Product costs consist of outsourced product manufacturing costs, artist royalties and personnel costs.
9

Shipping and Handling
Shipping and handling charged to customers are recorded in service revenue or product revenue. Associated costs are recorded in service costs or product costs.
Deferred Revenue
Deferred revenue consists of amounts received from customers before we have met all four criteria for the recognition of revenue. Deferred revenue includes payments
received from sales of our products on Society6 prior to delivery of such products; payments made for original art and prints sold via Saatchi Art that are collected prior to the
completion of the return period; and amounts received from customers of our social media services in advance of our performance of such services. Deferred revenue for social
media services is recognized as revenue on a systematic basis that is proportionate to the services that have been rendered.
Property and Equipment
Property and equipment are stated at cost less accumulated depreciation. Depreciation is computed using the straight-line method over the estimated useful lives of the assets.
Computer equipment is amortized over two to five years, software is amortized over two to three years, and furniture and fixtures are amortized over seven to ten years. Leasehold
improvements are amortized straight-line over the shorter of the remaining lease term or the estimated useful lives of the improvements ranging from one to ten years. Upon the sale
or retirement of property or equipment, the cost and related accumulated depreciation or amortization is removed from our financial statements with the resulting gain or loss
reflected in our results of operations. Repairs and maintenance costs are expensed as incurred. In the event that property and equipment is no longer in use, we will record a loss on
disposal of the property and equipment, which is computed as the difference between the sales price, if any, and the net remaining value (gross amount of property and equipment
less accumulated depreciation expense) of the related equipment at the date of disposal.
Intangible Assets—Media Content
We capitalize the direct costs incurred to acquire our media content that is determined to embody a probable future economic benefit. Costs are recognized as finite-lived
intangible assets based on their acquisition cost to us. Direct content costs primarily represent amounts paid to unrelated third parties for completed content units, and to a lesser
extent, specifically identifiable internal direct labor costs incurred to enhance the value of specific content units acquired prior to their publication. Internal costs not directly
attributable to the enhancement of an individual content unit acquired are expensed as incurred. All costs incurred to deploy and publish content are expensed as incurred, including
the costs incurred for the ongoing maintenance of our properties on which our content is published.
Capitalized media content is amortized on a straight-line basis over its useful life, which is typically five years, representing our estimate of when the underlying economic
benefits are expected to be realized and based on our estimates of the projected cash flows from advertising revenue expected to be generated by the deployment of such content.
These estimates are based on our plans and projections, comparison of the economic returns generated by our content with content of comparable quality and an analysis of historical
cash flows generated by that content to date. Amortization of media content is included in amortization of intangible assets in the accompanying condensed consolidated statement of
operations and the acquisition costs are included in purchases of intangible assets within cash flows from investing activities in the accompanying condensed consolidated statements
of cash flows.
Google, the largest provider of search engine referrals to the majority of our online properties, regularly deploys changes to their search engine algorithms, some of which
have led us to experience fluctuations in the total number of Google search referrals to our owned and operated online properties and our customers’ online properties. To date, the
overall impact of these changes on our owned and operated websites was negative primarily due to a decline in traffic to eHow.com, our largest website. In response to changes in
search engine algorithms since 2011, we have performed evaluations of our existing content library to identify potential improvements in our content creation and distribution
platform. As a result of these evaluations, we elected to remove certain content units from our content library, resulting in $2.4 million, $2.1 million and $5.9 million of related
accelerated amortization expense in 2013, 2012 and 2011, respectively. We expect to remove additional content over the next year, which may result in significant additional
accelerated amortization in the periods such actions occur.
Intangible Assets—Acquired in Business Combinations
We perform valuations of assets acquired and liabilities assumed on each acquisition accounted for as a business combination and allocate the purchase price of each
acquired business to our respective net tangible and intangible assets. Acquired intangible assets include: trade names, non-compete agreements, owned website names, customer
relationships, technology, media content, and content publisher relationships. We determine the appropriate useful life by performing an analysis of expected cash flows based on
historical experience of the acquired businesses. Intangible assets are amortized over their estimated useful lives using the straight-line method which approximates the pattern in
which the economic benefits are consumed.
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Long-lived Assets
We evaluate the recoverability of our long-lived tangible and intangible assets with finite useful lives for impairment when events or changes in circumstances indicate that
the carrying amount of an asset group may not be recoverable. Such trigger events or changes in circumstances may include: a significant decrease in the market price of a long-lived
asset, a significant adverse change in the extent or manner in which a long-lived asset is being used, a significant adverse change in legal factors or in the business climate, including
those resulting from technology advancements in the industry, the impact of competition or other factors that could affect the value of a long-lived asset, a significant adverse
deterioration in the amount of revenue or cash flows we expect to generate from an asset group, an accumulation of costs significantly in excess of the amount originally expected for
the acquisition or development of a long-lived asset, current or future operating or cash flow losses that demonstrate continuing losses associated with the use of a long-lived asset, or
a current expectation that, more likely than not, a long-lived asset will be sold or otherwise disposed of significantly before the end of its previously estimated useful life. We perform
impairment testing at the asset group level that represents the lowest level for which identifiable cash flows are largely independent of the cash flows of other assets and liabilities. If
events or changes in circumstances indicate that the carrying amount of an asset group may not be recoverable and the expected undiscounted future cash flows attributable to the
asset group are less than the carrying amount of the asset group, an impairment loss equal to the excess of the asset’s carrying value over its fair value is recorded. Fair value is
determined based upon estimated discounted future cash flows. In light of recent revenue declines we have evaluated certain of our long-lived assets for impairment, however,
through September 30, 2014, we have identified no such impairment losses. Assets to be disposed of would be separately presented on the balance sheets and reported at the lower of
their carrying amount or fair value less costs to sell, and would no longer be depreciated or amortized.
Goodwill
Goodwill represents the excess of the cost of an acquired entity over the fair value of the acquired net assets. Goodwill is tested for impairment annually during the fourth
quarter of our fiscal year or when events or circumstances change in a manner that indicates goodwill might be impaired. Events or circumstances that could trigger an impairment
review include, but are not limited to, a significant adverse change in legal factors or in the business climate, an adverse action or assessment by a regulator, unanticipated
competition, a loss of key personnel, significant changes in the manner of our use of the acquired assets or the strategy for our overall business, significant negative industry or
economic trends, a decline in our stock price leading to an extended period when our market capitalization is less than the book value of our net assets or significant
underperformance relative to expected historical or projected future results of operations.
Goodwill is tested for impairment at the reporting unit level, which is one level below or the same as an operating segment. As of September 30, 2014, we determined that
we have two reporting units : (1) our Content & Media business, which includes our Society6 business (which has been managed together with the Content
& Media business since its acquisition and through the current quarter); and (2) our newly acquired Saatchi Art business . When testing goodwill for
impairment, we first perform a qualitative assessment to determine whether it is necessary to perform step one of a two-step goodwill impairment test for each reporting unit. We are
required to perform step one only if we conclude that it is more likely than not that a reporting unit’s fair value is less than the carrying value of its assets. Should this be the case, the
first step of the two-step process is to identify whether a potential impairment exists by comparing the estimated fair values of our reporting units with their respective carrying
values, including goodwill. If the estimated fair value of a reporting unit exceeds the carrying value, goodwill is not considered to be impaired and no additional steps are necessary.
If, however, the fair value of a reporting unit is less than its carrying value, then a second step is performed to measure the amount of the impairment loss, if any. The amount of the
impairment loss is the excess of the carrying amount of the goodwill over its implied fair value. The estimate of implied fair value of goodwill is primarily based on an estimate of
the discounted cash flows expected to result from that reporting unit, but may require valuations of certain internally generated and unrecognized intangible assets such as our
software, technology, patents and trademarks.
We test goodwill for impairment in the fourth quarter of each year unless there are interim indicators that suggest that it is more likely than not that goodwill may be
impaired. Due to unexpected revenue declines in the third quarter of 2014 attributable to lower traffic and monetization yield on certain of our Content & Media websites, we
lowered our future cash flow expectations. As a result of the decline in our cash flow forecast as well as a sustained decline in our market capitalization which remained at a level
below the book value of our net assets for an extended period of time, including as of September 30, 2014, we performed an interim assessment of impairment of the goodwill in our
Content & Media reporting unit in the third quarter of 2014. Due to the complexity and effort required to estimate the fair value of the Content & Media reporting unit in step one of
the impairment test and to estimate the fair value of all assets and liabilities of the Content & Media reporting unit in the second step of the test, the fair value estimates were derived
based on preliminary assumptions and analyses that are subject to change. Based on our preliminary analyses, the implied fair value of goodwill was substantially lower than the
carrying value of goodwill for the Content & Media reporting unit and as a result, we estimated that the implied fair value of the goodwill in the Content & Media reporting unit was
zero. Accordingly, we recorded our best estimate of $232.3 million for the goodwill impairment charge during the third quarter of 2014, which is included in Goodwill impairment
charge in the Consolidated Statements of Operations. The measurement of impairment will be completed in the fourth quarter of 2014 and any adjustment to the preliminary goodwill
impairment charge, if any, would be recognized when we finalize the
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second step of the goodwill impairment test as part of the annual goodwill impairment analysis at that time. In addition, we will continue to perform our annual goodwill impairment
test in the fourth quarter of the year ending December 31, 2014, consistent with our existing accounting policy and we may be required to record additional impairment charges in
future periods.
Stock-Based Compensation
We measure and recognize compensation expense for all stock-based payment awards made to employees, non-employees and directors based on the grant date fair values of
the awards. Our stock-based payment awards are comprised principally of restricted stock units, restricted stock awards and stock options.
For stock-based payment awards issued to employees with service and/or performance based vesting conditions the fair value is estimated using the Black-Scholes-Merton
option pricing model. For premium-priced stock options with service and/or performance-based vesting conditions the fair value is estimated using the Hull-White model. The value
of an award that is ultimately expected to vest is recognized as expense over the requisite service periods in our consolidated statements of operations. We elected to treat stock-based
payment awards, other than performance awards, with graded vesting schedules and time-based service conditions as a single award and recognize stock-based compensation
expense on a straight-line basis (net of estimated forfeitures) over the requisite service period. Stock-based compensation expense is classified in the consolidated statement of
operations based on the department to which the related employee provides service.
We account for stock-based payment awards issued to non-employees in accordance with the guidance for equity-based payments to non-employees. We believe that the fair
value of stock-based payment awards is more reliably measured than the fair value of the services received. Stock option awards to non-employees are accounted for at fair value
using the Black-Scholes-Merton option pricing model. The fair value of the unvested portion of the options granted to non-employees is re-measured each period. The resulting
increase in value, if any, is recognized as expense during the period the related services are rendered.
The Black-Scholes-Merton and Hull-White option pricing models require management to make assumptions and to apply judgment in determining the fair value of our
awards. The most significant assumptions and judgments include the expected volatility, expected term of the award and estimated forfeiture rates.
We estimated the expected volatility of our awards from the historical volatility of selected public companies with comparable characteristics to Demand Media, including
similarity in size, lines of business, market capitalization, revenue and financial leverage. From our inception through December 31, 2008, the weighted average expected life of
options was calculated using the simplified method as prescribed under guidance by the SEC. This decision was based on the lack of relevant historical data due to our limited
experience and the lack of an active market for our common stock. Effective January 1, 2009, we calculated the weighted average expected life of our options based upon our
historical experience of option exercises combined with estimates of the post-vesting holding period. The risk-free interest rate is based on the implied yield currently available on
U.S. Treasury notes with terms approximately equal to the expected life of the option. The expected dividend rate is zero as we currently have no history or expectation of paying
cash dividends on our common stock. The forfeiture rate is established based on applicable historical forfeiture patterns adjusted for any expected changes in future periods.
Under the Demand Media Employee Stock Purchase Plan (“ESPP”), during any offering period, eligible officers and employees can purchase a limited amount of Demand
Media’s common stock at a discount to the market price in accordance with the terms of the plan. We use the Black-Scholes-Merton option pricing model to determine the fair value
of the ESPP awards granted which is recognized straight-line over the total offering period. The most recent offering period ended in November 2013.
Stock Repurchases
Under our stock repurchase plan, shares repurchased by us are accounted for when the transaction is settled. Repurchased shares held for future issuance are classified as
treasury stock. Shares formally or constructively retired are deducted from common stock at par value and from additional paid in capital for the excess over par value. If additional
paid in capital has been exhausted, the excess over par value is deducted from retained earnings. Direct costs incurred to acquire the shares are included in the total cost of the
repurchased shares.
Income Taxes
Deferred income taxes are recognized for differences between financial reporting and tax bases of assets and liabilities at the enacted statutory tax rates in effect for the years
in which the temporary differences are expected to reverse. The effect on deferred taxes of a change in tax rates is recognized in income in the period that includes the enactment
date. We evaluate the realizability of deferred tax assets and recognize a valuation allowance for our deferred tax assets when it is more likely than not that a future benefit on such
deferred tax assets will not be realized.
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We recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained on examination by the taxing authorities,
based on the technical merits of the position. The tax benefits recognized in the consolidated financial statements from such positions are then measured based on the largest benefit
that has a greater than 50% likelihood of being realized upon settlement. We recognize interest and penalties accrued related to unrecognized tax benefits in our income tax (benefit)
provision in the accompanying condensed consolidated statements of operations.
Net Income (Loss) Per Share
Basic net income (loss) per share is computed by dividing the net income (loss) attributable to common stockholders by the weighted average number of common shares
outstanding during the period. Net income (loss) attributable to common stockholders is increased for cumulative preferred stock dividends earned during the period. Diluted net
income (loss) per share is computed by dividing the net income (loss) attributable to common stockholders by the weighted average common shares outstanding plus potentially
dilutive common shares. RSUs and other restricted awards are considered outstanding common shares and included in the computation of basic income (loss) per share as of the date
that all necessary conditions of vesting are satisfied. RSUs, stock options and stock issued pursuant to the ESPP are excluded from the diluted net income (loss) per share calculation
when their impact is antidilutive. We reported a net loss for the three and nine months ended September 30, 2014, and as a result, all potentially dilutive common shares are
considered antidilutive for these periods.
Fair Value of Financial Instruments
We chose not to elect the fair value option for our financial assets and liabilities that had not been previously carried at fair value. Therefore, material financial assets and
liabilities not carried at fair value, such as trade accounts receivable and payables, are reported at their carrying values.
The carrying amounts of our financial instruments, including cash and cash equivalents, accounts receivable, restricted cash, accounts payable, accrued liabilities and
customer deposits approximate fair value because of their short maturities. For our term loans and revolving loan facility, the carrying amounts approximate fair value because they
bear interest at variable rates that approximate fair value. Our investments in marketable securities are recorded at fair value. Certain assets, including equity investments,
investments held at cost, goodwill and intangible assets are also subject to measurement at fair value on a nonrecurring basis, if they are deemed to be impaired as the result of an
impairment review. (Refer to Note 15 for additional information).
Assets Held-For-Sale
We report a business as held-for-sale when management has approved or received approval to sell the business and is committed to a formal plan, the business is available
for immediate sale, the business is being actively marketed, the sale is probable and anticipated to occur during the ensuing year and certain other specified criteria are met. A
business classified as held-for-sale is recorded at the lower of its carrying amount or estimated fair value less cost to sell. If the carrying amount of the business exceeds its estimated
fair value, a loss is recognized. Depreciation is not recorded on long-lived assets of a business classified as held-for-sale. Assets and liabilities related to a business classified as heldfor-sale are segregated in the unaudited condensed consolidated balance sheet and major classes are separately disclosed in the notes to the unaudited condensed consolidated
financial statements commencing in the period in which the business is classified as held-for-sale.
Discontinued Operations
We report the results of operations of a business as discontinued operations if the disposal of a component represents a strategic shift that has (or will have) a major effect
on an entity’s operations and financial results. The results of discontinued operations are reported in net income (loss) from discontinued operations in the unaudited condensed
consolidated statements of operations for current and prior periods commencing in the period in which the business meets the criteria of a discontinued operation, and include any
gain or loss recognized on closing or adjustment of the carrying amount to fair value less cost to sell. The financial results of Rightside are presented as discontinued operations in
our accompanying condensed consolidated statements of operations for the three and nine months ended September 30, 2014 and 2013 (refer to Note 17 for additional information).
Our policy for discontinued operations reflects a revised standard on reporting discontinued operations and disclosures of disposals of components of an entity issued by
the Financial Accounting Standards Board in April 2014, which changed the criteria for reporting a discontinued operation. The revised standard applies prospectively to
new disposals and new held-for-sale classifications of components of an entity that occur after the date of adoption. We elected to early adopt the standard in
the second quarter of 2014. Accordingly, under the guidelines of the revised standard, the operations of our Creativebug and CoveritLive businesses, which

we classified as held-for-sale in the second quarter of 2014, were not reported as discontinued operations because we concluded that they were not
individually significant components of our operations and therefore did not meet the definition of a discontinued operation under the new guidance. We
sold our Creativebug business in July 2014 and received $10.0 million in cash,
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inclusive of $1.0 million held in escrow for one year from the closing date as a holdback amount to cover indemnity c laims, resulting in a gain on sale
of $0.2 million. We also sold our CoveritLive business in July 2014 and received $4.5 million of cash and promissory note with a principal amount of
$5.6 million, resulting in a gain on sale of $0.6 million. Under our prior accounting policy for discontinued operations, the impact of these disposition
transactions would have been to reclassify the following activity in our condensed consolidated statements of operations from continuing operations to
discontinued operations:
September 30, 2014
Three months ended

Nine months ended
(in thousands)

Service revenue
Service costs
Sales and marketing
Product development
General and administrative
Amortization of intangible assets
Loss before income taxes
Income tax benefit
Net income (loss)

$

$

261
176
60
80
65
62
(182 )
238
56

$

1,842
1,038
559
1,432
889
890
(2,966 )
202
(2,764 )

$

Recent Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2014-09, Revenue from Contracts with Customers ,
which will supersede nearly all existing revenue recognition guidance under U.S. GAAP. The core principle of the guidance is that an entity should recognize revenue when it
transfers promised goods or services to customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for those goods or services.
Further, the guidance requires improved disclosures to help users of financial statements better understand the nature, amount, timing and uncertainty of revenue that is recognized.
The new guidance is effective for reporting periods beginning after December 15, 2016. Entities have the option of using either a full retrospective or cumulative effect approach to
adopt ASU No. 2014-09. We are currently evaluating the new guidance and have not determined the impact this standard may have on our consolidated financial statements or the
method of adoption.
3. Property and Equipment
Property and equipment consisted of the following (in thousands):
September 30,
2014

Computers and other related equipment
Purchased and internally developed software
Furniture and fixtures
Leasehold improvements

$

Less accumulated depreciation
Property and equipment, net

$
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28,295
48,553
3,000
7,591
87,439
(63,104 )
24,335

December 31,
2013

$

$

43,010
65,632
3,868
9,075
121,585
(79,392 )
42,193

As a result of shortening our estimated useful lives for certain assets, we recorded accelerated depreciation expense of approximately $0.2 million and $0.1 million for the
three months ended September 30, 2014 and 2013, respectively, and $1.1 million and $0.6 million for the nine months ended September 30, 2014 and 2013, respectively.
Total depreciation expense for the periods shown is classified as follows (in thousands):
Three months ended September 30,
2014
2013

Service costs
Sales and marketing
Product development
General and administrative
Discontinued operations
Total depreciation

$

1,559 $
37
135
1,112
559
3,402 $

$

Nine months ended September 30,
2014
2013

2,226 $
65
150
1,089
1,576
5,106 $

5,123 $
115
382
3,628
4,662
13,910 $

7,381
217
497
2,714
4,526
15,335

4. Intangible Assets
Intangible assets consisted of the following (in thousands):
September 30, 2014
Gross carrying amount

Owned website names
Customer relationships
Artist relationships
Media content
Technology
Non-compete agreements
Trade names
Content publisher relationships

$

$

3,409
8,607
12,482
142,008
28,041
253
10,371
2,092
207,263

$

$

$

$

22,370
32,462
9,867
143,756
37,832
1,159
15,742
2,092
265,280

(3,320 )
(8,607 )
(4,013 )
(108,216 )
(22,265 )
(127 )
(5,297 )
(2,065 )
(153,910 )

December 31, 2013
Accumulated
amortization

Gross carrying
amount

Owned website names
Customer relationships
Artist relationships
Media content
Technology
Non-compete agreements
Trade names
Content publisher relationships

Net carrying
amount

Accumulated amortization

$

$

(14,684 )
(26,026 )
(1,507 )
(95,687 )
(30,165 )
(294 )
(6,444 )
(1,707 )
(176,514 )

$

$

89
8,469
33,792
5,776
126
5,074
27
53,353

Net carrying amount

$

$

7,686
6,436
8,360
48,069
7,667
865
9,298
385
88,766

Identifiable finite-lived intangible assets are amortized on a straight-line basis over their estimated useful lives commencing on the date that the asset is available for its
intended use.
The table below includes accelerated amortization charges that were immaterial for the three months ended September 30, 2014 and $0.1 million for the three months ended
September 30, 2013, and $1.6 million and $0.5 million, for the nine months ended September 30, 2014 and 2013, respectively, as a result of our removal of certain content units from
our library.
15

Total amortization expense for the periods shown is classified as shown below (in thousands):
Three months ended September 30,
2014
2013

Service costs
Sales and marketing
Product development
General and administrative
Discontinued operations
Total amortization

$

5,419
841
989
138
645
8,032

$

$

$

Nine months ended September 30,
2014
2013

6,572
791
1,175
199
1,877
10,614

$

17,489
3,828
3,184
701
4,244
29,446

$

$

$

19,774
1,078
3,310
470
6,092
30,724

5. Other Assets
Other assets consisted of the following (in thousands):
September 30,
2014

gTLD deposits
Long-term portion of promissory note
Other
Other assets

$

$

December 31,
2013

4,402
1,551
5,953

$

$

21,252
4,070
25,322

During July of 2014 we sold our CoveritLive business and received a promissory note with a principal amount of $5.6 million and an estimated fair value of $4.8 million
at September 30, 2014, of which the long-term portion was recorded in other long-term assets.
Other assets at December 31, 2013 includes $0.9 million of restricted cash comprising a collateralized letter of credit relating to applications we made under a program
designed to expand the total number of domain name suffixes, or gTLDs, approved by the Internet Corporation for Assigned Names and Numbers
(“ICANN”) prior to the Separation. Following the Separation, we no longer have any obligations relating to applications under such program or such letter of credit.
6. Other Balance Sheet Items
Accrued expenses and other current liabilities consisted of the following (in thousands):
September 30,
2014

Accrued payroll and related items
Acquisition holdback
Domain owners' royalties payable
Commission payable
Customer deposits
Other
Accrued expenses and other liabilities

$

$

December 31,
2013

5,125
8,888
1,030
9,926
24,969

$

$

9,301
1,193
2,808
7,666
13,711
34,679

7. Goodwill
The following table presents the changes in our goodwill balance since December 31, 2013 (in thousands):
Balance at December 31, 2013
Reduction due to Distribution
Goodwill impairment charge
Acquisitions
Dispositions
Balance at September 30, 2014

$

$
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347,382
(103,042 )
(232,270 )
10,397
(12,070 )
10,397

The reduction in goodwill due to dispositions resulted from the sales of our Creativebug and CoveritLive businesses in July 2014.
In August 2014, we completed the Separation of Rightside and the Distribution, and we no longer record goodwill related to Rightside on our balance sheet (refer to Note 17
for additional information).
In August 2014, we completed the acquisition of Saatchi Art. We recorded $10.4 million of goodwill in connection with such acquisition (refer to Note 18 for additional
information).
We test goodwill for impairment in the fourth quarter of each year unless there are interim indicators that suggest that it is more likely than not that goodwill may be
impaired. For the reasons described in Note 2 above, we performed an interim assessment of impairment of the goodwill in our Content & Media reporting unit in the third
quarter of 2014. In performing the impairment assessment, based on our preliminary analyses, we determined that the implied fair value of goodwill was

substantially lower than the carrying value of goodwill for the Content & Media reporting unit and as a result, we estimated that the implied fair value
of the goodwill in the Content & Media reporting unit was zero. Accordingly, we recorded our best estimate of $232.3 million for the goodwill impairment
charge in the third quarter of 2014 (refer to Note 2 for additional information). The measurement of impairment will be completed in the fourth quarter of 2014 and
any adjustment to the preliminary goodwill impairment charge, if any, would be recognized when we finalize the second step of the goodwill
impairment test as part of the annual goodwill impairment analysis at that time .
8. Debt
We entered into a credit agreement, dated August 29, 2013, with Silicon Valley Bank, as administrative agent, and the lenders and other agents party thereto (the “Credit
Agreement”). The Credit Agreement provides for a $100.0 million senior secured term loan facility (the “Term Loan Facility”) and a $125.0 million senior secured revolving loan
facility (the “Revolving Loan Facility”), each maturing on August 29, 2018. The Credit Agreement replaced our pre-existing revolving credit facility that we entered into in August
2011 , and a portion of the proceeds from the Term Loan Facility were used to repay the $20.0 million outstanding principal balance of, and all accrued
but unpaid interest and other amounts due under, the 2011 revolving credit facility .
The Term Loan Facility provides for term loans of up to $100.0 million (the “Term Loans”) and was fully drawn as of December 31, 2013. The Revolving Loan Facility
provides for borrowings up to $125.0 million, with the right (subject to certain conditions and at the discretion of the lenders) to increase the Revolving Loan Facility by up to $25.0
million in the aggregate. The Revolving Loan Facility also includes sublimits of up to (i) $25.0 million to be available for the issuance of letters of credit and (ii) $10.0 million to be
available for swingline loans. The term Loans must be repaid in installments of $3.75 million that commenced on December 31, 2013, and continue quarterly thereafter, and repaid
Term Loans cannot be re-borrowed. In June 2014, we made an advance payment of $15 million on the Term Loans covering the next four quarterly repayments. At September 30,
2014, $73.8 million was outstanding under the Term Loan Facility. The weighted average variable interest rate of the Term Loans at September 30, 2014 was 2.35%.
Our obligations under the Credit Agreement are guaranteed by our material direct and indirect domestic subsidiaries, subject to certain exceptions. Our obligations under the
Credit Agreement and the guarantees are secured by a lien on substantially all of our tangible and intangible property and substantially all of the tangible and intangible property of
our domestic subsidiaries that are guarantors, and by a pledge of all of the equity interests of our material direct and indirect domestic subsidiaries and 66% of each class of capital
stock of any material first-tier foreign subsidiaries, subject to limited exceptions.
The Credit Agreement contains customary events of default and affirmative and negative covenants, including certain financial maintenance covenants requiring compliance
with a maximum consolidated leverage ratio and a minimum fixed charge coverage ratio, as well as other restrictions typical for a financing of this type that, among other things,
restrict our ability to incur additional debt, pay dividends and make distributions, make certain investments and acquisitions, repurchase our capital stock and prepay certain
indebtedness, create liens, enter into agreements with affiliates, modify the nature of our business, enter into sale-leaseback transactions, transfer and sell material assets and merge or
consolidate. Non-compliance with one or more of the covenants and restrictions could result in the full or partial principal balance outstanding under the Credit Agreement becoming
immediately due and payable and termination of the commitments available under the Revolving Loan Facility. As of September 30, 2014, we were in compliance with all covenants
under the Credit Agreement.
Under the Credit Agreement, loans bear interest, at our option, at an annual rate based on LIBOR or a base rate. Loans based on LIBOR bear interest at a rate between
LIBOR plus 2.00% and LIBOR plus 3.00%, depending on our consolidated leverage ratio. Loans based on the base rate bear interest at the base rate plus an applicable margin of
1.00% or 2.00%, depending on our consolidated leverage ratio. We are required to pay a commitment fee between 0.20% and 0.40% per annum, depending on our consolidated
leverage ratio, on the undrawn portion available under the Revolving Loan Facility and the Term Loan Facility.
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As of September 30, 2014, no principal balance was outstanding and approximately $123.6 million was available for borrowing under the Revolving Loan Facility, after
deducting the face amount of outstanding standby letters of credit of approximately $1.4 million.
In connection with entering into the Credit Agreement, we incurred debt issuance costs of $1.9 million. Debt issuance costs are capitalized and amortized into interest
expense over the term of the underlying debt. During the three months and nine months ended September 30, 2014 we amortized $0.1 million and $0.4 million, respectively, of
deferred debt issuance costs.
9. Commitments and Contingencies
Leases
We conduct our operations utilizing leased office facilities in various locations and lease certain equipment under non-cancelable operating and capital leases. Our leases
expire between December 2015 and February 2020.
Letters of Credit
We issue letters of credit under our Revolving Loan Facility, and as of September 30, 2014, the total letters of credit outstanding under this facility was $1.4 million.
Litigation
From time to time we are a party to various legal matters incidental to the conduct of our business. Certain of our outstanding legal matters include speculative claims for
indeterminate amounts of damages. We record a liability when we believe that it is probable that a loss has been incurred and the amount can be reasonably estimated. Based on our
current knowledge, we do not believe that there is a reasonable possibility that the final outcome of the pending or threatened legal proceedings to which we are a party, either
individually or in the aggregate, will have a material adverse effect on our future financial results. However, the outcome of such legal matters is subject to significant uncertainties.
Taxes
From time to time, various federal, state and other jurisdictional tax authorities undertake review of us and our filings. In evaluating the exposure associated with various tax
filing positions, we accrue charges for possible exposures. The Company’s 2012 federal income tax return is currently under IRS audit. We believe any adjustments that may ultimately
be required as a result of any of these reviews will not be material to our consolidated financial statements.
Indemnification
In the normal course of business, we have provided certain indemnities, commitments and guarantees under which we may be required to make payments in relation to
certain transactions. These indemnities include intellectual property indemnities to our customers, indemnities to our directors and officers to the maximum extent permitted under
the laws of the State of Delaware and indemnification related to our lease agreements. In addition, our advertiser and distribution partner agreements contain certain indemnification
provisions which are generally consistent with those prevalent in our industry. We have not incurred significant obligations under indemnification provisions historically and do not
expect to incur significant obligations in the future. Accordingly, we have not recorded any liability for these indemnities, commitments and guarantees in the accompanying
condensed consolidated balance sheets.
10. Income Taxes
Our effective tax rate differs from the statutory rate primarily as a result of state taxes, foreign taxes, nondeductible stock option expenses and changes in our valuation
allowance.
During the nine months ended September 30, 2014, we recorded an income tax benefit for continuing operations of $13.9 million compared to an income tax expense of $1.8
million during the same period in 2013, representing a decrease of $15.7 million. The decrease was primarily due to the impairment of goodwill which allowed for the reversal of the
deferred tax liability related to the tax amortization of goodwill. During the nine months ended September 30, 2014, we recorded an income tax expense for discontinued operations
of $0.5 million compared to $1.3 million during the same period in 2013, representing a decrease of $0.8 million. The decrease was primarily due to less tax goodwill amortization as
a result of the Separation on August 1, 2014.
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We reduce our deferred tax assets resulting from future tax benefits by a valuation allowance if, based on the weight of the available evidence it is more likely than not that
some portion or all of these deferred taxes will not be realized. The timing of the reversal of deferred tax liabilities associated with tax deductible goodwill is not certain and thus not
available to assure the realization of deferred tax assets. Due to the limitation associated with deferred tax liabilities from tax deductible goodwill, we have deferred tax assets in
excess of deferred tax liabilities before application of a valuation allowance for the periods presented. As we have insufficient history of generating book income, the ultimate future
realization of these excess deferred tax assets is not more likely than not and thus subject to a valuation allowance. Accordingly, we have established a full valuation allowance
against our deferred tax assets.
We are subject to the accounting guidance for uncertain income tax positions. We believe that our income tax positions and deductions will be sustained on audit and do not
anticipate any adjustments will result in a material adverse effect on our financial condition, results of operations, or cash flow. We acquired a $0.1 million uncertain tax position as a
result of a business acquisition during 2011.
Our policy for recording interest and penalties associated with audits and uncertain tax positions is to record such items as a component of income tax expense, and amounts
recognized to date are insignificant. No uncertain income tax positions were recorded during the nine months ended September 30, 2014 or 2013 other than the acquired uncertain tax
position, and we do not expect our uncertain tax position to change materially during the next twelve months. We file a U.S. federal and many state tax returns as well as tax returns
in multiple foreign jurisdictions. All tax years since our incorporation remain subject to examination by the IRS and various state authorities. The IRS is currently conducting an
examination of the Company’s 2012 tax return.
11. Employee Benefit Plan
We have a defined contribution plan under Section 401(k) of the Code (the “401(k) Plan”) covering all full-time employees who meet certain eligibility requirements.
Eligible employees may defer up to 90% of their pre-tax eligible compensation, up to the annual maximum allowed by the IRS. Effective January 1, 2013, we began matching a
portion of the employee contributions under the 401(k) Plan up to a defined maximum. During the nine months ended September 30, 2014, we incurred approximately $1.4 million in
employer contributions under the 401(k) Plan, and we expect to incur approximately $0.5 million for the remainder of the current fiscal year.
12. Stock-based Compensation Plans and Awards
Stock-based Compensation Expense
Stock-based compensation expense related to all employee and non-employee stock-based awards recognized in the condensed consolidated statements of operations was as
follows (in thousands):
Three months ended September 30,
2014
2013

Service costs
Sales and marketing
Product development
General and administrative
Discontinued operations
Total stock-based compensation included in net loss

$

451
178
832
2,921
351
4,733

$

$

$

Nine months ended September 30,
2014
2013

642
764
1,237
3,549
1,294
7,486

$

$

1,147
511
2,367
8,390
2,949
15,364

$

$

In connection with the Separation and subsequent 1-for-5 reverse stock split, all of our outstanding equity-based compensation awards were adjusted as follows.
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1,796
3,283
3,077
9,829
3,644
21,629

Stock Options . Immediately prior to the Separation, each stock option that had an exercise price greater than 120% of the trading price of our common stock on the New
York Stock Exchange on July 31, 2014, was adjusted by reducing the per share exercise price and making a corresponding reduction in the number of shares of common stock
subject to the stock option, so that the value of the such stock option was approximately equal before and after such adjustment. Immediately prior to the Separation (but following
the adjustment), each stock option that was vested, or was unvested and held by an individual who was employed or engaged by us following the Separation, was split into a Demand
Media stock option and a Rightside stock option with a combined value that approximately equaled the value of the Demand Media stock option immediately prior to the Separation.
Each unvested Demand Media stock option held by an individual who was employed or engaged by Rightside or its affiliates following the Separation was converted solely into a
Rightside stock option with a value approximately equal to the value of the underlying Demand Media stock option immediately prior to the Separation. In addition, our board of
directors accelerated all unvested stock options outstanding immediately prior to the Separation.
Restricted Stock Units . Immediately prior to the Separation, each restricted stock unit (“RSU”) award that was held by an individual who was employed or engaged by us or
our affiliates following the Separation and was granted prior to March 1, 2014, was split into a Demand Media RSU award and a Rightside RSU award with a combined value that
approximately equaled the value of the underlying Demand Media RSU award immediately prior to the Separation. Each RSU award that was held by an individual who was
employed or engaged by us or our affiliates following the Separation and was granted on or after March 1, 2014, was adjusted to cover a number of Demand Media shares such that
the pre-Separation value of the Demand Media RSU award was approximately preserved. Each RSU award held by an individual who was employed or engaged by Rightside or its
affiliates following the Separation was converted into a Rightside RSU award covering a number of Rightside shares such that the pre-distribution value of the pre-Separation value
of the Demand Media RSU award was approximately preserved.
Award Activity
Stock Options
Stock option activity is as follows (in thousands):
Number of options outstanding

Outstanding at December 31, 2013
Spin related activity
Options granted
Options exercised
Options forfeited or cancelled
Outstanding at September 30, 2014

921
(204 )
1,372
(34 )
(369 )
1,686

Restricted Stock
Restricted stock unit activity is as follows (in thousands):
Shares

Unvested at December 31, 2013
Spin related activity
Granted
Vested
Forfeited
Unvested at September 30, 2014

1,091
(201 )
993
(470 )
(348 )
1,065

13. Stockholders’ Equity
Reverse Stock Split
On August 1, 2014, we completed the Separation of Rightside from Demand Media, Inc. The Separation was structured as a pro rata tax-free dividend involving the
distribution of all outstanding shares of Rightside common stock to holders of Demand Media common stock as of the record date (the “Distribution”). Immediately following the
Distribution, we enacted a 1-for-5 reverse stock split with respect to all of our outstanding shares of common stock, which is reflected retrospectively throughout the condensed
consolidated financial statements.
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Stock Repurchases
Under our February 8, 2012 stock repurchase plan, as amended, we are authorized to repurchase up to $50.0 million of our common stock from time to time. Since April
2013, we have not repurchased any shares of common stock. Approximately $19.2 million remains available under the repurchase plan at September 30, 2014. The timing and actual
number of shares repurchased will depend on various factors including price, corporate and regulatory requirements, debt covenant requirements, alternative investment opportunities
and other market conditions.
Shares repurchased by us are accounted for when the transaction is settled. As of September 30, 2014, there were no unsettled share repurchases. The par value of shares
repurchased and retired is deducted from common stock and any excess over par value is deducted from additional paid in capital. Direct costs incurred to repurchase the shares are
included in the total cost of the shares.
Other
Each share of common stock has the right to one vote per share.
14. Business Segments
We operate in one operating segment. Our chief operating decision maker (the “CODM”) manages our operations on a consolidated basis for purposes of evaluating financial
performance and allocating resources. The CODM reviews separate revenue information for our individual businesses, however, all other financial information is reviewed by the
CODM on a consolidated basis. All of our principal operations and decision-making functions are located in the United States. Revenue generated outside of the United States was
approximately 10% for the three and nine months ended September 30, 2014, and was not material for the three and nine months ended September 30, 2013.
Revenue derived from our Content & Media and Marketplaces service offerings is as follows (in thousands):
Three months ended September 30,
2014
2013

Content & Media
Marketplaces
Total revenue

$
$

33,566
7,749
41,315

$
$

Nine months ended September 30,
2014
2013

45,113
5,632
50,745

$
$

108,353
21,095
129,448

$
$

152,277
5,902
158,179

15. Fair Value
Fair value represents the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the
asset or liability in an orderly transaction between market participants on the measurement date. We measure our financial assets and liabilities in three levels, based on the markets
in which the assets and liabilities are traded and the reliability of the assumptions used to determine fair value.


Level 1—valuations for assets and liabilities traded in active exchange markets, or interest in open-end mutual funds that allow a company to sell its ownership
interest back at net asset value on a daily basis. Valuations are obtained from readily available pricing sources for market transactions involving identical assets,
liabilities or funds.



Level 2—valuations for assets and liabilities traded in less active dealer or broker markets, such as quoted prices for similar assets or liabilities or quoted prices in
markets that are not active. Level 2 includes U.S. Treasury, U.S. government and agency debt securities, and certain corporate obligations. Valuations are usually
obtained from third-party pricing services for identical or comparable assets or liabilities.



Level 3—valuations for assets and liabilities that are derived from other valuation methodologies, such as option pricing models, discounted cash flow models and
similar techniques, and not based on market exchange, dealer, or broker traded transactions. Level 3 valuations incorporate certain assumptions and projections in
determining the fair value assigned to such assets or liabilities.

In determining fair value, we utilize valuation techniques that maximize the use of observable inputs and minimize the use of unobservable inputs to the extent possible and
consider counterparty credit risk in our assessment of fair value.
For financial assets that utilize Level 1 and Level 2 inputs, we utilize both direct and indirect observable price quotes, including quoted market prices (Level 1 inputs) or
inputs that are derived principally from or corroborated by observable market data (Level 2
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inputs). For financial assets that utilize Level 3 inputs, we derived the fair value based on company assumptions and information obtained from brokers based on the indicated market
values.
We chose not to elect the fair value option for our financial assets and liabilities that had not been previously carried at fair value. Therefore, material financial assets and
liabilities not carried at fair value, such as trade accounts receivable and payables, are reported at their carrying values.
The carrying amounts of our financial instruments, which include cash and cash equivalents, accounts receivable, receivables from domain name registries, registry deposits,
restricted cash, accounts payable, accrued liabilities and customer deposits, approximate fair value because of their short maturities. The carrying amount for amounts outstanding
under our Term Loans or Revolving Loan Facility approximates fair value because the loans bear interest at variable rates which approximate fair value. Our investments in
marketable securities are recorded at fair value.
Certain assets, including equity investments, investments held at cost, goodwill and intangible assets are also subject to measurement at fair value on a nonrecurring basis, if
they are deemed to be impaired as the result of an impairment review. Due to unexpected revenue declines in the third quarter of 2014 attributable to lower traffic
and monetization yield on certain of our Content & Media websites, we lowered our future cash flow expectations. As a result of the decline in our cash flow forecast
as well as a sustained decline in our market capitalization, which remained at a level below the book value of our net assets for an extended period of time,
including as of September 30, 2014, we performed an interim assessment of impairment of the goodwill in our Content & Media reporting unit in the third quarter of 2014.

Due to the complexity and the effort required to estimate the fair value of the Content & Media reporting unit in step one of the impairment test and to
estimate the fair value of all assets and liabilities of the Content & Media reporting unit in the second step of the test, the fair value estimates were
derived based on preliminary assumptions and analyses that are subject to change. Based on our preliminary analyses, the implied fair value of
goodwill was substantially lower than the carrying value of goodwill for the Content & Media reporting unit and as a result, we estimated that the
implied fair value of the goodwill in the Content & Media reporting unit was zero. Accordingly, we recorded our best estimate of $232.3 million for the
goodwill impairment charge during the third quarter of 2014, which is included in Goodwill impairment charge in the Consolidated Statements of
Operations. The measurement of impairment will be completed in the fourth quarter of 2014 and any adjustment to the preliminary goodwill
impairment charge, if any, would be recognized when we finalize the second step of the goodwill impairment test as part of the annual goodwill
impairment analysis at that time . These estimated fair value measurements were calculated using unobservable inputs, primarily using the income and market approach,
specifically the discounted cash flow method and market comparables, which are classified as Level 3 within the fair value hierarchy. The amount and timing of future cash flows
within those analyses was based on our most recent future cash flow expectations, long-term strategic plans and other estimates including the amount and timing of future expected
cash flows, terminal value growth rate and the appropriate market-participant risk-adjusted discount rates.
Financial assets and liabilities measured at fair value on a recurring basis were as follows (in thousands):
Balance at September 30, 2014
Level 2
Level 3

Level 1

Assets:
Promissory note
Liabilities:
Debt

$
$

—
—

$
$

—
—

$
$

4,840
4,840

$
$

4,840
4,840

$
$

—
—

$
$

73,750
73,750

$
$

—
—

$
$

73,750
73,750

Balance at December 31, 2013
Level 2
Level 3

Level 1

Assets:
Cash equivalents (1)
Marketable securities

$

Liabilities:
Debt

(1)

$

$

4,034
902
4,936

$

$

—
—
—

$
$

—
—

$
$

96,250
96,250

Total

$

$

—
—
—

$

4,034
902
4,936

$
$

—
—

$
$

96,250
96,250

Comprises money market funds which are included in Cash and cash equivalents in the accompanying condensed consolidated balance sheet.
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Total

16. Net Income (Loss) Per Share
The following table sets forth the computation of basic and diluted net income (loss) per share of common stock (in thousands, except per share data):
Three months ended September 30,
2014
2013

Net loss from continuing operations
Net income (loss) from discontinued operations
Net loss

$
$

(222,532 )
(1,306 )
(223,838 )

Weighted average common shares outstanding
Weighted average unissued shares
Weighted average unvested restricted stock awards
Weighted average common shares outstanding—basic and diluted

$

(6,526 )
(3,914 )
(10,440 )

$

19,151
—
—
19,151

Earnings per share—basic and diluted
Net loss from continuing operations
Net income (loss) from discontinued operations
Net loss

$

(11.62 )
(0.07 )
(11.69 )

$

Nine months ended September 30,
2014
2013

$

(237,919 )
(11,208 )
(249,127 )

$

17,971
—
(16 )
17,955

$

(0.36 )
(0.22 )
(0.58 )

$

$

(6,202 )
(2,451 )
(8,653 )

$

18,454
—
(4 )
18,450

$

(12.90 )
(0.60 )
(13.50 )

$

17,612
—
(29 )
17,583

$

(0.35 )
(0.14 )
(0.49 )

$

For the three and nine months ended September 30, 2014 we excluded 0.1 million and 0.3 million shares, respectively, from the calculation of diluted weighted average
common shares outstanding, as their inclusion would have been antidilutive. For the three and nine months ended September 30, 2013 we excluded 0.1 million shares and 0.2
million, respectively, from the calculation of diluted weighted average common shares outstanding, as their inclusion would have been antidilutive.
17. Discontinued Operations
On August 1, 2014, we completed the Separation of Rightside from Demand Media, Inc. As a result of the Separation, the financial results of Rightside are presented as
discontinued operations in our consolidated statements of operations for the three and nine months ended September 30, 2014 and 2013. Following the Separation, the following
activity in our statement of operations was reclassified from continuing operations to discontinued operations:

Three months ended September 30,
2014

Nine months ended September 30,

2013

2014

2013

(in thousands)

Service revenue

$

16,336

$

45,506

$

107,721

$

Loss before income taxes
Income tax benefit (expense)
Net loss

$

(2,905 )
1,599
(1,306 )

$

(3,479 )
(435 )
(3,914 )

$

(10,747 )
(461 )
(11,208 )

$

$
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$

$

$

139,758
(1,190 )
(1,261 )
(2,451 )

18. Business Acquisition
On August 8, 2014, we acquired Saatchi Online, Inc., a Delaware corporation (“Saatchi Online”) , pursuant to an Agreement and Plan of Merger whereby
Saatchi Online became a wholly owned subsidiary of Demand Media (the “Merger”) . After giving effect to working capital adjustments as of the
closing date, t he purchase price consisted of approximately $4.8 million in cash and 1,049,959 shares of our common stock, valued at approximately $10.3 million based on
Demand Media’s stock price on the closing date of the Merger . A portion of the cash purchase price equal to $1.7 million was placed into escrow and can be applied by
us towards satisfaction of post-closing indemnification obligations of the former stockholders of Saatchi Online and/or post-closing adjustments to the purchase price. Any
remaining portion of the escrow amount that is not subject to then-pending claims will be paid to the former stockholders of Saatchi Online on the one-year anniversary of the closing
of the Merger.
Purchase Price Allocation
We have accounted for the Merger using the acquisition method of accounting. Under the acquisition method of accounting, the total preliminary purchase price was
allocated to Saatchi Online’s net tangible and intangible assets acquired and liabilities assumed based on their estimated fair values as of August 8, 2014, the closing date of the
Merger. The excess of purchase consideration over the net tangible and intangible assets is recorded as goodwill. Management’s preliminary valuation of the fair value of tangible
and intangible assets acquired and liabilities assumed are based on estimates and assumptions and are subject to change pending finalization of the valuations.
The acquisition is included in our condensed consolidated financial statements as of the closing date of the Merger. Operating income was not material for the three months
ended September 30, 2014.
The following table summarizes the allocation of the purchase price for Saatchi Online, which is preliminary and subject to revision based on the final application of the
escrowed amounts for post-closing indemnification obligations and/or post-closing adjustments to the purchase price (in thousands):

Goodwill
Technology
Artist relationships
License agreement
Other assets and liabilities assumed
Total

$

10,397
2,598
2,615
312
(870 )
15,052

$

Developed technology, and the license agreement have useful lives of 5 years, and the artist relationship has a useful life of 10 years. Goodwill, which is comprised of the excess of
the purchase consideration over the fair value of the identifiable net assets acquired, is primarily derived from assembled workforce and our ability to generate synergies with its
services. The Saatchi online goodwill is not deductible for tax purposes.
Unaudited Pro Forma Financial Information
The following unaudited supplemental pro forma financial information gives effect to the Saatchi Art Merger, as well as the Creativebug in the first quarter of 2013 and
Society6 acquisitions in the second quarter of 2013, as if they had been completed as of January 1, 2013 (in thousands):
Three months ended September 30,
2014

Revenue
Net loss

$
$

Nine months ended September 30,
2013

41,594
(225,154 )

$
$

2014

51,564
(11,169 )

$
$

2013

131,710
(254,758 )

$
$

170,768
(12,489 )

The unaudited pro forma financial information is based on estimates and assumptions, which the Company believes are reasonable and has been prepared for
illustrative purposes only. The unaudited pro forma financial information is not necessarily indicative of the results of operations that would have
actually occurred if the Merger and acquisition had been completed as of the dates indicated, nor is it indicative of the future operating results of the
combined company. The unaudited pro forma financial information does not reflect future nonrecurring charges resulting from the Merger or costs that
may be incurred related to the planned integration of Saatchi Online or Society6 into Demand Media, nor does it reflect the potential realization of cost
savings from operating synergies. In addition, the pro forma financial information does not reflect actions that may be undertaken by management after
the Merger and acquisition.
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Item 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

As used herein, “Demand Media,” the “Company,” “our,” “we,” or “us” and similar terms include Demand Media, Inc. and its subsidiaries, unless the context indicates
otherwise. “Demand Media” and other trademarks of ours appearing in this report are our property. This report contains additional trade names and trademarks of other
companies. We do not intend our use or display of other companies’ trade names or trademarks to imply an endorsement or sponsorship of us by such companies, or any relationship
with any of these companies.
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 appearing elsewhere in this Quarterly Report on Form 10-Q and our 2013 Annual Report on Form 10-K.
Forward Looking Statements
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 . All
statements other than statements of historical facts contained in this Quarterly Report on Form 10-Q, including statements regarding our future results of operations and financial
position, business strategy and plans and our objectives for future operations, are forward-looking statements. The words “believe,” “may,” “will,” “estimate,” “continue,”
“anticipate,” “intend,” “expect,” “predict,” “plan” and similar expressions are intended to identify forward-looking statements. You should not rely upon forward-looking
statements as guarantees of future performance. We have based these forward-looking statements largely on our estimates of our financial results and our current
expectations and projections about future events and financial trends that we believe may affect our financial condition, results of operations, business strategy, short-term and longterm business operations and objectives, and financial needs. These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those
described in the section entitled “Risk Factors” in Part II. Item 1A of this Quarterly Report on Form 10-Q. Moreover, we operate in a very competitive and rapidly changing
environment. New risks emerge from time to time. It is not possible for our management to predict all risks, 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 materially from those contained in any forward-looking statements we may make. In light of these
risks, uncertainties and assumptions, the forward-looking events and circumstances discussed in this Quarterly Report on Form 10-Q may not occur and actual results could differ
materially and adversely from those anticipated or implied in the forward-looking statements. We undertake no obligation to revise or update any forward-looking statements for any
reason after the date of this Quarterly Report on Form 10-Q, except as required by law.
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 with the Securities and
Exchange Commission (the “SEC”) with the understanding that our actual future results, levels of activity, performance and events and circumstances may be materially different
from what we expect.
Overview
We are a diversified media and technology company that connects individual content creators and artists to sizable consumer audiences across several large and growing
lifestyle categories. Our business is comprised of two service offerings: Content & Media and Marketplaces.
Content & Media
Our Content & Media service offering includes a leading online content creation studio that publishes content to our owned and operated online properties as well
as to online properties operated by our customers . Through our innovative content creation platform, DemandStudios.com, a large community of qualified freelance
professionals utilizes propriety technology and automated workflow processes to identify topics and create high-quality content in text, video, photography and designed visual
formats. This content is published to our leading owned and operated online properties across several key categories, including eHow.com, a how-to reference destination, and
Livestrong.com, a health and healthy living destination. We also own and operate Cracked.com, a humor site offering original and engaging comedy-driven text articles, videos and
blogs created by our in-house editorial staff, comedians and website enthusiasts. Our content creation studio also provides and publishes content for third-party brands, publishers and
advertisers as part of our Content Solutions service.
Our Content & Media service offering derives the majority of its revenue from the sale of advertising on our owned and operated online properties. Our advertising revenue
is principally dependent on the number of visits and ad unit rates. Since 2011, the number of visits to our properties, particularly eHow.com, has substantially declined due to lower
search engine referrals resulting from ongoing changes to search engine algorithms by Google as well as Yahoo! and Bing. We believe that there are opportunities to increase the
number of visits, both from search engine referrals and direct visits by users, by improving the user experience and
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engagement on our online properties. Such improvements include redesigning our websites; refining our content library through select removals, rewrites and additions; reducing the
number of advertisements per page; and developing a greater variety of content formats, particularly formats better suited for mobile devices. These changes will likely negatively
impact revenue and significantly increase our operating expenses in the near term. However, we believe that by providing consumers with an improved user and content experience
we will be able to increase the number of visits and revenue in a sustained fashion over the long-term.
Marketplaces
Through our Marketplaces service offering, we operate leading artist marketplaces where a large community of artists market and sell original artwork and original designs
printed on a wide variety of products. Society6.com, which we acquired in June 2013, provides artists with an online commerce platform to feature and sell their original designs on
art prints, phone cases, t-shirts and other products. SaatchiArt.com, which we acquired in August 2014, is an online art gallery that provides a global community of artists a curated
environment in which to exhibit and sell their work, consisting of a wide selection of paintings, drawings, sculpture and photography.
Our Marketplaces service offering generates revenue from the sale of products and services through our online artist marketplaces. On Society6.com, revenue is generated
from the sale of print-on-demand products. SaatchiArt.com primarily generates revenue through commissions on the final sale price of original works of art. Our marketplaces are
principally dependent on the number of transactions and average revenue per transaction generated by the sale of products and services through our online marketplaces. We believe
there are opportunities to increase the number of transactions as well as average revenue per transaction by attracting new visitors to our online marketplaces via diverse online and
offline marketing, improving conversion of visitors to purchasing customers, introducing new products, and offering product bundling and other promotions.
On August 1, 2014, we completed the separation of Rightside Group, Ltd. (“Rightside”) from Demand Media, Inc., resulting in two independent, publicly traded companies:
a pure-play Internet-based media and technology company and a pure-play domain name services company (hereinafter referred to as the “Separation”). Following the Separation,
Rightside operates the domain name services business, while we continue to own and operate our Content & Media and Marketplaces businesses. The Separation was structured as a
pro rata tax-free dividend involving the distribution of all outstanding shares of Rightside common stock to holders of Demand Media common stock as of the record date (the
“Distribution”). Immediately following the Distribution, we completed a 1-for-5 reverse stock split of our outstanding and treasury shares of common stock. The financial results of
Rightside are presented as discontinued operations in our condensed consolidated statements of operations for the three and nine months ended September 30, 2014 and 2013. Unless
it is disclosed, all financial results represent continuing operations.
Our financial results for the nine months ended September 30, 2014 include a $232.3 million non-cash, pretax impairment charge on the carrying value of our goodwill that
we recorded during the third quarter of 2014 as a result of a combination of factors described below under “—Critical Accounting Policies and Estimates—Goodwill.” This

amount represents our current best estimate of the goodwill impairment charge. Any adjustment to the preliminary goodwill impairment charge, if any,
would be recognized when we finalize the second step of the goodwill impairment test as part of the annual goodwill impairment analysis during the
fourth quarter of 2014. We may be required to incur additional impairment charges on our intangible assets and goodwill in the future, which would negatively impact our
results, particularly in the period any such charge is taken.
For the nine months ended September 30, 2014 and 2013, we reported revenue of $129.4 million and $158.2 million, respectively. For the nine months ended September 30,
2014 and 2013, Content & Media revenue accounted for 84% and 96% of our total revenue, respectively, and Marketplaces revenue accounted for 16% and 4% of our total revenue,
respectively.
Key Business Metrics
We regularly review a number of business metrics, including the following key metrics, to evaluate our business, measure the performance of our business model, identify
trends impacting our business, determine resource allocations, formulate financial projections and make strategic business decisions. Measures which we believe are the primary
indicators of our performance are as follows:
Content & Media Metrics
•

visits: We define visits as the total number of times users access our content across (a) one of our owned and operated online properties and/or (b) one of our
customers’ online properties, to the extent that the visited customer web pages are hosted by our content services, in each case, with breaks of access of at least 30
minutes constituting a unique visit.

•

RPV: We define RPV as Content & Media revenue per one thousand page visits.
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Marketplaces Metrics


number of transactions: We define transactions as the total number of successfully completed transactions during the applicable period.



average revenue per transaction: We calculate average revenue per transaction by dividing Marketplaces revenue for a period by the number of transactions in that
period.

The following table sets forth additional performance highlights of key business metrics for the periods presented:
Three months ended September 30,
2014
2013

Content & Media Metrics (1) :
Visits (in thousands)
RPV
Marketplaces Metrics (1) :
Number of Transactions
Average Revenue per Transaction
(1)

$

1,051,912
31.91

$

879,271
51.31

$

143,024
54.18

$

103,861
54.23

% Change
2014 to 2013

Nine months ended September 30,
2014
2013

20 %
(38 %) $
38 %
0%

$

3,053,303
35.49

$

3,141,091
48.48

408,248
51.67

$

135,456
43.57

% Change
2014 to 2013

(3 %)
(27 %)
201 %
19 %

For a discussion of these period-to-period changes in the number of visits, RPV, number of transactions and average revenue per transaction and how they impacted our
financial results, see “Results of Operations” below.
Basis of Presentation

Revenue
Our revenue is derived from sales of advertising and from products and services sold through our online marketplaces and other offerings.
Service Revenue
Content & Media
We generate Content & Media service revenue primarily from advertisements displayed alongside our content on our online properties and certain of our customers’ online
properties. Articles, videos and other forms of content generate advertising revenue from a diverse mix of advertising methods including performance-based cost-per-click
advertising, in which an advertiser pays only when a visitor clicks on an advertisement; display advertisements, where revenue is dependent upon the number of advertising
impressions delivered; and sponsored content or advertising links. Where we enter into revenue-sharing arrangements with our customers, such as those relating to our advertiser
network, and when we are considered the primary obligor, we report the underlying revenue on a gross basis in our condensed consolidated statements of operations, and record these
revenue-sharing payments to our customers in service costs.
We also generate Content & Media service revenue through our social media services from recurring management support fees, overage fees in excess of standard usage
terms, outside consulting fees and initial set-up fees, as well as from the sale or license of media content, including the creation and distribution of content for third-party
brands and publishers through our Content Solutions service . In circumstances where we distribute our content on third-party properties and the customer acts as the
primary obligor we recognize revenue on a net basis.
Marketplaces
We generate service revenue from commissions we receive from facilitating the sale of original art by artists to customers through Saatchi Art. We recognize service revenue
arising from the sale of original art net of amounts paid to the artist because we are not the primary obligor in the transaction, we do not have inventory risk, and we do not establish
the prices for the art sold. We also recognize this service revenue net of any sales allowances. Revenue is recognized after the original art has been delivered and the return period has
expired. Payments received in advance of delivery and completion of the return period are included in deferred revenue in the accompanying condensed consolidated balance sheets.
We periodically provide incentive offers to customers to encourage purchases, including percentage discounts off current purchases, free shipping and other offers. Value-added
taxes
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(“VAT”), sales and other taxes are not included in revenue because we are a pass-through conduit for collecting and remitting any such taxes.
Product Revenue
Marketplaces
We recognize product revenue from sales of Society6 products upon delivery, net of estimated returns based on historical experience. We recognize product revenue from the
sale of prints through Saatchi Art when the prints are delivered and the return period has expired. Payments received in advance of delivery and, with respect to the Saatchi Art prints,
prior to completion of the return period are included in deferred revenue in the accompanying condensed consolidated balance sheets. Revenue is recorded at the gross amount due to
the following factors: we are the primary obligor in a transaction, we have inventory and credit risk, and we have latitude in establishing prices and selecting suppliers. Product
revenue is recognized net of sales allowances and return allowances. We periodically provide incentive offers to customers to encourage purchases, including percentage discounts
off current purchases, free shipping and other offers. VAT, sales and other taxes are not included in revenue, as we are a pass-through conduit for collecting and remitting any such
taxes. Substantially all of our product revenue is currently generated through Society6.
Service Costs
Service costs consist of payments relating to our revenue-sharing arrangements, such as content creator revenue-sharing arrangements; Internet connection and co-location
charges and other platform operating expenses, including depreciation of the systems and hardware used to build and operate our content creation and distribution platform; expenses
related to creating, rewriting, or auditing certain content units; and personnel costs related to in-house editorial, customer service and information technology. In the near term, we
expect significant increases in costs associated with our investment in new business initiatives that we believe will support future growth, including refining, auditing and
consolidating our content library.
Product Costs
Product costs consist of outsourced product manufacturing costs, artist royalties, and personnel costs. In the near term, we expect our product costs to increase as our product
revenue continues to grow.
Shipping and Handling
Shipping and handling charged to customers are recorded in service revenue or product revenue. Associated costs are recorded in service costs or product costs.
Sales and Marketing
Sales and marketing expenses consist primarily of sales and marketing personnel costs, sales support, public relations, advertising, marketing and general promotional
expenditures. Fluctuations in our sales and marketing expenses are generally the result of our efforts to drive growth in our product and service offerings. We currently anticipate that
our sales and marketing expenses will slightly increase in the near term as a percentage of revenue as we grow our marketing activities to support our Content Solutions and
Marketplaces offerings.
Product Development
Product development expenses consist primarily of expenses incurred in our software engineering, product development and web design activities and related personnel
costs. Fluctuations in our product development expenses are generally the result of hiring personnel to support and develop our platform, including the costs to further develop our
content algorithms, our online properties including our owned and operated websites and related applications, and future product and service offerings. We currently anticipate that
our product development expenses will slightly increase in the near term as a percentage of revenue as we continue to invest in product development personnel to support the growth
of our business.
General and Administrative
General and administrative expenses consist primarily of personnel costs from our executive, legal, finance, human resources, information technology organizations and
facilities related expenditures, as well as third-party professional fees, insurance and bad debt expenses. Professional fees are largely comprised of outside legal, audit and
information technology consulting. During the nine months ended September 30, 2014 and 2013, our allowance for doubtful accounts and bad debt expense were not significant and
we
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expect that this trend will continue in the near term. We currently anticipate that general and administrative expenses will remain relatively flat in the near term as a percentage of
revenue.
Amortization of Intangible Assets
We capitalize certain costs allocated to the purchase price of certain identifiable intangible assets acquired in connection with business combinations and to develop content
that our algorithms indicate have a probable economic benefit. We amortize these costs on a straight-line basis over the related expected useful lives of these assets. We determine
the appropriate useful life of intangible assets by performing an analysis of expected cash flows based on our historical experience of intangible assets of similar quality and value.
We expect amortization expense related to business combinations to fluctuate in the near term because of the increase in identifiable intangible assets acquired in the Saatchi Art
acquisition in August 2014 and the Society6 acquisition in June 2013, offset by a decrease in intangible assets as a result of recent dispositions. In response to changes that Google
has made to their search engine algorithms since 2011, we have elected to remove certain content units from our content library, resulting in $2.4 million, $2.1 million and $5.9
million of related accelerated amortization expense in 2013, 2012 and 2011, respectively. We expect to remove additional content starting in the fourth quarter of 2014, which will
result in significant additional accelerated amortization related to capitalized media content in the periods such actions occur. Amortization as a percentage of revenue will depend
upon a variety of factors, such as the amounts and mix of our investments in content and identifiable intangible assets acquired in business combinations.
Goodwill
We test goodwill for impairment in the fourth quarter of each year unless there are interim indicators that suggest that it is more likely than not that goodwill may be
impaired. For the reasons described below under “—Critical Accounting Policies and Estimates—Goodwill,” we performed an interim assessment of impairment of the goodwill in
our Content & Media reporting unit in the third quarter of 2014. Due to the complexity and effort required to estimate the fair value of the Content & Media

reporting unit in step one of the impairment test and to estimate the fair value of all assets and liabilities of the Content & Media reporting unit in the
second step of the test, the fair value estimates were derived based on preliminary assumptions and analyses that are subject to change. Based on our
preliminary analyses, the implied fair value of goodwill was substantially lower than the carrying value of goodwill for the Content & Media reporting
unit and as a result, we estimated that the implied fair value of the goodwill in the Content & Media reporting unit was zero. Accordingly, we recorded
our best estimate of $232.3 million for the goodwill impairment charge during the third quarter of 2014. The measurement of impairment will be
completed in the fourth quarter of 2014 and any adjustment to the preliminary goodwill impairment charge, if any, would be recognized when we
finalize the second step of the goodwill impairment test as part of the annual goodwill impairment analysis at that time.
Stock-based Compensation
Included in other expenses are expenses associated with stock-based compensation, which are allocated and included in service costs, sales and marketing, product
development and general and administrative expenses. Stock-based compensation expense is largely comprised of costs associated with stock options, restricted stock units and
restricted stock granted to employees, directors and non-employees, and expenses relating to our Employee Stock Purchase Plan. We record the fair value of these equity-based
awards and expenses at their cost ratably over related vesting periods.
Interest Income (Expense), Net
Interest expense principally consists of interest on outstanding debt and amortization of debt issuance costs associated with our term loans and revolving loan facility. As of
September 30, 2014, a $73.8 million principal balance was outstanding under the term loans. Interest expense has been higher in 2014 than in prior years due to higher borrowings
outstanding. We expect interest expense to decrease slightly in 2015 as we amortize the principal outstanding on our term loans. Interest income consists of interest earned on cash
balances and short-term investments. We typically invest our available cash balances in money market funds and short-term United States Treasury obligations.
Other Income (Expense), Net
Other income (expense), net consists primarily of transaction gains and losses on foreign currency-denominated assets and liabilities and changes in the value of certain long
term investments. We expect our transaction gains and losses will vary depending upon movements in underlying currency exchange rates.
Provision for Income Taxes
Since our inception, we have been subject to income taxes principally in the United States, and certain other countries where we have legal presence, including the United
Kingdom, the Netherlands and Argentina. As we expand our operations outside the United States, we may become subject to taxation based on the foreign statutory rates and our
effective tax rate could fluctuate accordingly.
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Income taxes are computed using the asset and liability method, under which deferred tax assets and liabilities are determined based on the difference between the financial
statement and tax bases of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount expected to be realized.
We currently believe that based on the available information, it is more likely than not that our deferred tax assets will not be realized, and accordingly we have taken a full
valuation allowance against all of our United States federal and certain state and foreign deferred tax assets. Federal and state laws impose substantial restrictions on the utilization of
net operating loss and tax credit carry-forwards in the event of an “ownership change,” as defined in Section 382 of the Code. Currently, we do not expect the utilization of our net
operating loss and tax credit carry-forwards in the near term to be materially affected as no significant limitations are expected to be placed on these carry-forwards as a result of our
previous ownership changes.
Critical Accounting Policies and Estimates
Our condensed consolidated financial statements are prepared in accordance with generally accepted accounting principles (“GAAP”) in the United States. The preparation
of our condensed consolidated 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 believe that the assumptions and estimates associated with our revenue recognition, accounts receivable and allowance for doubtful accounts, goodwill, capitalization and
useful lives associated with our intangible assets, including content and internal software and website development costs, income taxes, stock-based compensation and the
recoverability of long-lived assets have the greatest potential impact on our consolidated financial statements. Therefore, we consider these to be our critical accounting policies and
estimates and have discussed these in our 2013 Annual Report on Form 10-K. There have been no material changes to our critical accounting policies and estimates since the date of
our 2013 Annual Report on Form 10-K. The following discussion includes any specific activity related to these accounting policies and estimates for the nine months ended
September 30, 2014, as well as any additional accounting policies and estimates that had a significant impact on our consolidated financial statements for the nine months ended
September 30, 2014.
Goodwill
Goodwill represents the excess of the cost of an acquired entity over the fair value of the acquired net assets. Goodwill is tested for impairment annually during the fourth
quarter of our fiscal year or when events or circumstances change in a manner that indicates goodwill might be impaired. Events or circumstances that could trigger an impairment
review include, but are not limited to, a significant adverse change in legal factors or in the business climate, an adverse action or assessment by a regulator, unanticipated
competition, a loss of key personnel, significant changes in the manner of our use of the acquired assets or the strategy for our overall business, significant negative industry or
economic trends, a decline in our stock price leading to an extended period when our market capitalization is less than the book value of our net assets or significant
underperformance relative to expected historical or projected future results of operations.
Goodwill is tested for impairment at the reporting unit level, which is one level below or the same as an operating segment. As of September 30, 2014, we determined that
we have two reporting units : (1) our Content & Media business, which includes our Society6 business (which has been managed together with the Content
& Media business since its acquisition and through the current quarter); and (2) our newly acquired Saatchi Art business . When testing goodwill for
impairment, we first perform a qualitative assessment to determine whether it is necessary to perform step one of a two-step goodwill impairment test for each reporting unit. We are
required to perform step one only if we conclude that it is more likely than not that a reporting unit’s fair value is less than the carrying value of its assets. Should this be the case, the
first step of the two-step process is to identify whether a potential impairment exists by comparing the estimated fair values of our reporting units with their respective carrying
values, including goodwill. If the estimated fair value of a reporting unit exceeds the carrying value, goodwill is not considered to be impaired and no additional steps are necessary.
If, however, the fair value of a reporting unit is less than its carrying value, then a second step is performed to measure the amount of the impairment loss, if any. The amount of the
impairment loss is the excess of the carrying amount of the goodwill over its implied fair value. The estimate of implied fair value of goodwill is primarily based on an estimate of
the discounted cash flows expected to result from that reporting unit, but may require valuations of certain internally generated and unrecognized intangible assets such as our
software, technology, patents and trademarks.
We test goodwill for impairment in the fourth quarter of each year unless there are interim indicators that suggest that it is more likely than not that goodwill may be
impaired. Due to unexpected revenue declines in the third quarter of 2014 attributable to lower traffic and monetization yield on certain of our Content & Media websites, we
lowered our future cash flow expectations. As a result of the decline in our cash flow forecast as well as a sustained decline in our market capitalization which remained at a level
below the book value of our net assets for an extended period of time, including as of September 30, 2014, we performed an interim assessment
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of impairment of the goodwill in our Content & Media reporting unit in the third quarter of 2014. Due to the complexity and effort required to estimate the fair value of the Content
& Media reporting unit in step one of the impairment test and to estimate the fair value of all assets and liabilities of the Content & Media reporting unit in the second step of the test,
the fair value estimates were derived based on preliminary assumptions and analyses that are subject to change. Based on our preliminary analyses, the implied fair value of goodwill
was substantially lower than the carrying value of goodwill for the Content & Media reporting unit and as a result, we estimated that the implied fair value of the goodwill in the
Content & Media reporting unit was zero. Accordingly, we recorded our best estimate of $232.3 million for the goodwill impairment charge during the third quarter of 2014, which is
included in Goodwill impairment charge in the Consolidated Statements of Operations. The measurement of impairment will be completed in the fourth quarter of 2014 and any
adjustment to the preliminary goodwill impairment charge, if any, would be recognized when we finalize the second step of the goodwill impairment test as part of the annual
goodwill impairment analysis at that time. In addition, we will continue to perform our annual goodwill impairment test in the fourth quarter of the year ending December 31, 2014,
consistent with our existing accounting policy and we may be required to record additional impairment charges in future periods.
Discontinued Operations
We report the results of operations of a business as discontinued operations if the disposal of a component represents a strategic shift that has (or will have) a major effect on
an entity’s operations and financial results. The results of discontinued operations are reported in discontinued operations in the condensed unaudited consolidated statements of
operations for current and prior periods commencing in the period in which the business meets the criteria of a discontinued operation, and include any gain or loss recognized on
closing or adjustment of the carrying amount to fair value less cost to sell.
On August 1, 2014, we completed the Separation of Rightside from Demand Media, resulting in two independent, publicly traded companies: a pure-play Internet-based
media and technology company and a pure-play domain name services company. Following the Separation, Rightside operates the domain name services business, while we continue
to own and operate our Content & Media and Marketplaces businesses. The financial results of Rightside are presented as discontinued operations in our condensed consolidated
statements of operations for the three and nine months ended September 30, 2014 and 2013.
Three months ended September 30,
2014

Nine months ended September 30,

2013

2014

2013

(in thousands)

Service revenue

$

16,336

$

45,506

$

107,721

$

Loss before income taxes
Income tax benefit (expense)
Net loss

$

(2,905 )
1,599
(1,306 )

$

(3,479 )
(435 )
(3,914 )

$

(10,747 )
(461 )
(11,208 )

$

$
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$

$

$

139,758
(1,190 )
(1,261 )
(2,451 )

Results of Operations
The following tables set forth our results of operations for the periods presented. The period-to-period comparison of financial results is not necessarily indicative of future
results.
Three months ended September 30,
2014

Nine months ended September 30,

2013

2014

2013

(In thousands)

Revenue:
Service revenue
Product revenue
Total revenue
Operating expenses:
Service costs (exclusive of amortization of intangible assets shown separately below)
Product costs
Sales and marketing
Product development
General and administrative
Goodwill impairment charge
Amortization of intangible assets
Total operating expenses
Loss from operations
Interest expense, net
Other income (expense), net
Loss from continuing operations before income taxes
Income tax (expense) benefit
Net loss from continuing operations
Net loss from discontinued operations
Net loss

$

$

33,712
7,603
41,315
11,256
5,506
4,699
7,050
12,464
232,270
7,388
280,633
(239,318 )
(627 )
782
(239,163 )
16,631
(222,532 )
(1,306 )
(223,838 )

$

$

45,102
5,643
50,745
12,310
3,713
8,065
8,645
14,232
—
8,736
55,701
(4,956 )
(656 )
102
(5,510 )
(1,016 )
(6,526 )
(3,914 )
(10,440 )

$

$

108,373
21,075
129,448
33,198
15,507
15,422
21,221
36,868
232,270
25,203
379,689
(250,241 )
(2,331 )
736
(251,836 )
13,917
(237,919 )
(11,208 )
(249,127 )

$

$

152,536
5,643
158,179
38,728
3,713
29,156
25,170
40,217
—
24,631
161,615
(3,436 )
(969 )
6
(4,399 )
(1,803 )
(6,202 )
(2,451 )
(8,653 )

(1) Depreciation

expense included in the above line items:
Service costs
Sales and marketing
Product development
General and administrative
Discontinued operations
Total depreciation

$

$

1,559
37
135
1,112
559
3,402

$

451
178
832
2,921
351
4,733

$

$

2,226
65
150
1,089
1,576
5,106

$

642
764
1,237
3,549
1,294
7,486

$

$

5,123
115
382
3,628
4,662
13,910

$

1,147
511
2,367
8,390
2,949
15,364

$

$

7,381
217
497
2,714
4,526
15,335

(2) Stock-based

compensation included in the above line items:
Service costs
Sales and marketing
Product development
General and administrative
Discontinued operations
Total stock-based compensation

$

$
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$

$

$

1,796
3,283
3,077
9,829
3,644
21,629

As a percentage of revenue:
Three months ended September 30,
2014

Revenue:
Service revenue
Product revenue
Total revenue
Operating expenses:
Service costs (exclusive of amortization of intangible assets shown separately below)
Product costs
Sales and marketing
Product development
General and administrative
Goodwill impairment charge
Amortization of intangible assets
Total operating expenses
Loss from operations
Interest expense, net
Other income (expense), net
Loss from continuing operations before income taxes
Income tax (expense) benefit
Net loss from continuing operations
Net loss from discontinued operations
Net loss

Nine months ended September 30,

2013

2014

2013

81.6 %
18.4 %
100.0 %

88.9 %
11.1 %
100.0 %

83.7 %
16.3 %
100.0 %

96.4 %
3.6 %
100.0 %

27.2 %
13.3 %
11.4 %
17.1 %
30.2 %
562.1 %
17.9 %
679.3 %
(579.3 )%
(1.5 )%
1.9 %
(578.9 )%
40.3 %
(538.6 )%
(3.2 )%
(541.8 )%

24.3 %
7.3 %
15.9 %
17.0 %
28.0 %
0.0 %
17.3 %
109.8 %
(9.8 )%
(1.3 )%
0.2 %
(10.9 )%
(2.0 )%
(12.9 )%
(7.7 )%
(20.6 )%

25.6 %
12.0 %
11.9 %
16.4 %
28.5 %
179.4 %
19.4 %
293.3 %
(193.3 )%
(1.9 )%
0.6 %
(194.5 )%
10.8 %
(183.8 )%
(8.7 )%
(192.5 )%

24.5 %
2.3 %
18.4 %
15.9 %
25.4 %
0.0 %
15.7 %
102.2 %
(2.2 )%
(0.6 )%
0.0 %
(2.8 )%
(1.1 )%
(4.0 )%
(1.5 )%
(5.5 )%

Revenue
Revenue by service offering was as follows (in thousands):
Three months ended September 30,
2014

Content & Media
Marketplaces
Total revenue

$
$

33,566
7,749
41,315

2013

$

45,113
5,632
50,745

$

% Change
2014 to 2013

(26 )% $
38 %
(19 )% $

Nine months ended September 30,
2014

108,353
21,095
129,448

2013

$
$

152,277
5,902
158,179

% Change
2014 to 2013

(29 )%
257 %
(18 )%

Content & Media Revenue
Content & Media revenue decreased by $11.5 million, a 26% decline to $33.6 million for the three months ended September 30, 2014, as compared to $45.1 million for the
same period in 2013. Visits increased by 20%, to 1,052 million visits in the three months ended September 30, 2014 from 879 million visits in the three months ended September 30,
2013 primarily due to mobile visit growth across all of our online properties and desktop visit growth from our international properties, Livestrong.com and content solution partner
properties, partially offset by declines in desktop visits from eHow.com and Cracked.com. RPV decreased by 38%, to $31.91 in the three months ended September 30, 2014 from
$51.31 in the three months ended September 30, 2013, primarily due to lower ad monetization yields, some of which resulted from our strategic reduction in higher yielding direct
sold display advertising, as well as a mix shift to lower monetizing visits from mobile and international users.
Content & Media revenue decreased by $43.9 million, a 29% decline to $108.4 million for the nine months ended September 30, 2014, as compared to $152.3 million for the
same period in 2013. Visits declined 3%, to 3,053 million visits in the nine months ended September 30, 2014 from 3,141 million visits in the nine months ended September 30, 2013
primarily due to declines in desktop visit growth from eHow.com and Livestrong.com resulting from reductions in search engine referral traffic, partially offset by overall visit
growth from our international properties and mobile visit growth on Cracked.com. RPV decreased by 27%, to $35.49 in the nine months ended September 30, 2014 from $48.48 in
the nine months ended September 30, 2013, primarily due to lower ad monetization yields, some of which resulted from our strategic reduction in higher yielding direct sold display
advertising, as well as a mix shift to lower monetizing visits from mobile and international users.
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Marketplaces Revenue
Marketplaces revenue increased by $2.1 million, a 38% increase to $7.7 million for the three months ended September 30, 2014, as compared to $5.6 million for the same
period in 2013. The number of transactions increased 38% to 143,024 in the three months ended September 30, 2014 from 103,861 from the prior year period, driven by new product
introductions and increased conversion of visits to purchases on Society6. Average revenue per transaction was $54.18 for the three months ended September 30, 2014, relatively flat
as compared to $54.23 in the prior year period.
Marketplaces revenue increased by $15.2 million to $21.1 million for the nine months ended September 30, 2014, as compared to $5.9 million for the same period in 2013.
The number of transactions increased to 408,248 in the nine months ended September 30, 2014 from 135,456 from the prior year period, driven primarily by the acquisition of
Society6 in June 2013, as well as new product introductions and increased conversion of visits to purchases on Society6. Average revenue per transaction was $51.67 for the nine
months ended September 30, 2014, an increase of 19% as compared to $43.57 in the prior year period, primarily due to the introduction of higher price point products on Society6.
Pro forma for the acquisitions of Society6 and Saatchi Art as if they had been acquired as of January 1, 2013, Marketplaces revenue increased by $5.3 million, a 29% increase to
$23.5 million for the nine months ended September 30, 2014, as compared to $18.2 million for the same period in 2013.
Costs and Expenses
Operating costs and expenses were as follows (in thousands):
Three months ended September
30,
2014

Service costs (exclusive of amortization of intangible assets)
Product costs
Sales and marketing
Product development
General and administrative
Goodwill impairment charge
Amortization of intangible assets

$

11,256
5,506
4,699
7,050
12,464
232,270
7,388

2013

$

12,310
3,713
8,065
8,645
14,232
8,736

% Change
2014 to 2013

(9 )% $
48 %
(42 )%
(18 )%
(12 )%
N/A
(15 )%

Nine months ended September
30,
2014

33,198
15,507
15,422
21,221
36,868
232,270
25,203

2013

$

38,728
3,713
29,156
25,170
40,217
24,631

% Change
2014 to 2013

(14 )%
N/A
(47 )%
(16 )%
(8 )%
N/A
2%

Service Costs
Service costs for the three months ended September 30, 2014 decreased by approximately $1.1 million, or 9%, to $11.3 million compared to $12.3 million in the same period
in 2013. The decrease was primarily due to a $0.7 million decrease in ad serving costs, a $0.7 million decrease in depreciation expense, a decrease of $0.4 million in new content
expense, and a $0.1 million decrease in revenue payouts associated with the sunset of the IndieClick network, partially offset by a $0.9 million increase in content renovation costs.
Service costs for the nine months ended September 30, 2014 decreased by approximately $5.5 million, or 14%, to $33.2 million compared to $38.7 million in the same
period in 2013. The decrease was primarily due to a $2.3 million decrease in depreciation expense, a $1.7 million decrease in revenue payouts associated with the sunset of the
IndieClick network, a $1.4 million decrease in ad serving and other revenue-related costs, a $1.2 million decrease in new content expense, and a $0.8 million decrease in personnel
costs, partially offset by a $1.7 million increase in content renovation costs and an increase of $0.3 million related to information technology and other costs.
Product Costs
Product costs for the three months ended September 30, 2014 were $5.5 million, as compared to product costs for the three months ended September 30, 2013 of $3.7
million, primarily due to increased costs related to the higher volume of products sold on Society6. Product costs for the nine months ended September 30, 2014 were $15.5 million,
as compared to product costs for the nine months ended September 30, 2013 of $3.7 million. This increase primarily reflected the acquisition of Society6 in June 2013.
Sales and Marketing
Sales and marketing expenses decreased 42%, or $3.4 million, to $4.7 million for the three months ended September 30, 2014 from $8.1 million for the same period in 2013.
The decrease in expense was driven by a $2.8 million decrease in personnel and related
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costs, primarily due to our strategic shift away from direct advertising sales, as well as a $0.5 million decrease related to a reduction in marketing and branding activities.
Sales and marketing expenses decreased 47%, or $13.7 million, to $15.4 million for the nine months ended September 30, 2014 from $29.2 million for the same period in
2013. The decrease in expense was driven by a $10.1 million decrease in personnel and related costs, primarily due to our strategic shift away from direct advertising sales, as well as
a $3.7 million decrease related to a reduction in marketing and branding activities.
Product Development
Product development expenses decreased 18%, or $1.6 million, to $7.1 million during the three months ended September 30, 2014 compared to $8.6 million in the same
period in 2013, primarily as a result of a decrease of $1.6 million in personnel and related costs, net of internal costs capitalized as internal software development.
Product development expenses decreased 16%, or $3.9 million, to $21.2 million during the nine months ended September 30, 2014 compared to $25.2 million in the same
period in 2013, primarily as a result of a decrease of $3.7 million in personnel and related costs, net of internal costs capitalized as internal software development, as well as a $0.1
million decrease in depreciation expense.
General and Administrative
General and administrative expenses decreased by $1.8 million, or 12%, to $12.5 million during the three months ended September 30, 2014 compared to $14.2 million in
the same period in 2013. The decrease was primarily due to a decrease of $0.9 million in legal fees, a decrease of $0.7 million in personnel and related costs, and a decrease of $0.6
million on facilities and related costs, partially offset by an increase of $0.5 million in acquisition-related costs.
General and administrative expenses decreased by $3.4 million, or 8%, to $36.9 million during the nine months ended September 30, 2014 compared to $40.2 million in the
same period in 2013. The decrease was primarily due to a decrease of $2.1 million in corporate facilities and related costs, a decrease of $1.5 million in personnel and related costs, a
decrease of $0.4 million in legal costs, and lower consulting costs of $0.2 million, partially offset by higher depreciation expense of $0.9 million resulting from leasehold
improvements to our headquarters made during the prior year.
Amortization of Intangible Assets
Amortization expense for the three months ended September 30, 2014 decreased by $1.3 million, or 15%, to $7.4 million compared to $8.7 million in the same period in 2013.
The decrease is primarily due to the removal of content in the fourth quarter of 2013, as well as lower amortization related to intangibles disposed of in connection with our sales of
Creativebug and CoveritLive in the third quarter of 2014.
Amortization expense for the nine months ended September 30, 2014 increased by $0.6 million, or 2%, to $25.2 million compared to $24.6 million in the same period in 2013.
The increase is primarily due to additional amortization expense from intangible assets acquired from the Society6 acquisition in 2013, partially offset by lower amortization due to our
removal of content in the fourth quarter of 2013.
Goodwill Impairment Charge
During the three and nine months ended September 30, 2014, we recorded a pretax impairment charge of $232.3 million on the carrying value of our goodwill based on the
results of an interim assessment of impairment of the goodwill in our Content & Media reporting unit. The amount of this charge represents our current best estimate and is subject to
finalization. The measurement of impairment will be completed in the fourth quarter of 2014 and any adjustment to the preliminary goodwill impairment

charge, if any, would be recognized when we finalize the second step of the goodwill impairment test as part of the annual goodwill impairment
analysis at that time. We did not record any impairment charges during the corresponding 2013 periods. See “—Critical Accounting Policies and Estimates—Goodwill” for
additional details.
Interest Income (Expense), Net
Interest expense, net for the three months ended September 30, 2014 remained relatively flat compared to the same period in 2013. Interest expense, net for the nine months
ended September 30, 2014 increased by $1.4 million compared to the same period in 2013 primarily due to the increased balance outstanding under the new credit facility that was
entered into in August 2013.
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Other Income (Expense), Net
Other income (expense), net for the three and nine months ended September 30, 2014 increased $0.7 million compared to the same period in 2013, due to a $0.7 million gain
on sale from dispositions during the 2014 period.
Income Tax Benefit (Expense)
During the three months ended September 30, 2014, we recorded an income tax benefit of $16.6 million compared to an income tax expense of $1.0 million during the same
period in 2013, representing a decrease of $17.6 million. The decrease was primarily due to the goodwill impairment charge recorded in the third quarter of 2014, which allowed for
the reversal of the deferred tax liability related to the tax amortization of goodwill.
During the nine months ended September 30, 2014, we recorded an income tax benefit of $13.9 million compared to an income tax expense of $1.8 million during the same
period in 2013, representing a decrease of $15.7 million. The decrease was primarily due to the goodwill impairment charge recorded in the third quarter of 2014, which allowed for
the reversal of the deferred tax liability related to the tax amortization of goodwill.
Non-GAAP Financial Measures
To provide investors and others with additional information regarding our financial results, we have disclosed in the table below adjusted earnings before interest, taxes,
depreciation and amortization expense, or Adjusted EBITDA. We have provided a reconciliation of this non-GAAP financial measure to net income, the most directly comparable
GAAP financial measure. Our Adjusted EBITDA financial measure differs from GAAP net income in that it excludes net income (loss) from discontinued operations, as well as
certain expenses such as income tax expense (benefit), interest and other income (expense), net, depreciation and amortization, stock-based compensation, impairment charges, and
any acquisition and realignment costs. Acquisition and realignment costs include such items, when applicable, as (a) legal, accounting and other professional fees directly attributable
to acquisition or corporate realignment activities, and (b) employee severance and other payments attributable to acquisition or corporate realignment activities. Adjusted EBITDA is
frequently used by securities analysts, investors and others as a common financial measure of our operating performance.
Adjusted EBITDA is one of the primary measures used by our management and board of directors to understand and evaluate our financial performance and operating
trends, including period-to-period comparisons, to prepare and approve our annual budget and to develop short and long-term operational plans. We also frequently use Adjusted
EBITDA in our discussions with investors, commercial bankers and other users of our financial statements.
Management believes Adjusted EBITDA reflects our ongoing business in a manner that allows for meaningful period-to-period comparisons and analysis of trends. In particular,
the exclusion of certain expenses in calculating Adjusted EBITDA can provide a useful measure for period-to-period comparisons of our business’ underlying recurring revenue and
operating costs which is focused more closely on the current costs necessary to utilize previously acquired long-lived assets. In addition, we believe that it can be useful to exclude certain
non-cash charges because the amount of such expenses is the result of long-term investment decisions in previous periods rather than day-to-day operating decisions. For example, due to
the long-lived nature of our media content, revenue generated from our content assets in a given period bears little relationship to the amount of our investment in content in that same
period. Accordingly, we believe that content acquisition costs represent a discretionary long-term capital investment decision undertaken by management at a point in time. This
investment decision is clearly distinguishable from other ongoing business activities, and its discretionary nature and long-term impact differentiate it from specific period transactions,
decisions regarding day-to-day operations, and activities that would have immediate performance consequences if materially changed, deferred or terminated.
Accordingly, we believe that Adjusted EBITDA provides useful information to investors and others in understanding and evaluating our consolidated revenue and operating
results in the same manner as our management and in comparing financial results across accounting periods and to those of our peer companies. However, the use of non-GAAP
financial measures has certain limitations because they do not reflect all items of income and expense that affect our operations. We compensate for these limitations by reconciling
non-GAAP financial measures to the most comparable GAAP financial measures. Non-GAAP financial measures should be considered in addition to, not as a substitute for,
measures prepared in accordance with GAAP. Further, our non-GAAP measures may differ from the non-GAAP information used by other companies, including peer companies,
and therefore comparability may be limited. We encourage investors and others to review our financial information in its entirety and not rely on a single financial measure.
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The following table presents a reconciliation of Adjusted EBITDA for each of the periods presented (in thousands):
Three months ended September 30,
2014
2013

Adjusted EBITDA Reconciliation
Net loss
Less: Net (income) loss from discontinued operations, net of taxes
Net loss from continuing operations
Add (deduct):
Income tax expense (benefit)
Interest and other (income) expense, net
Depreciation and amortization (1)
Stock-based compensation (2)
Goodwill impairment charge
Acquisition and realignment costs (3)
Adjusted EBITDA
(1)
(2)
(3)

$

(223,838 )
1,306
(222,532 )
(16,631 )
(155 )
10,230
4,382
232,270
570
8,134

$

$

$

Nine months ended September 30,
2014
2013

(10,440 )
3,914
(6,526 )
1,016
554
12,267
6,192
78
13,581

$

$

(249,127 )
11,208
(237,919 )
(13,917 )
1,595
34,450
12,415
232,270
1,891
30,785

$

$

(8,653 )
2,451
(6,202 )
1,803
963
35,441
17,985
529
50,519

Represents depreciation expense of our long-lived tangible assets and amortization expense of our finite-lived intangible assets, including amortization expense related to our
investment in media content assets, included in our GAAP results of operations.
Represents the fair value of stock-based awards and certain warrants to purchase our stock included in our GAAP results of operations.
Acquisition and realignment costs include such items, when applicable, as (a) legal, accounting and other professional fees directly attributable to acquisition or corporate
realignment activities, and (b) employee severance and other payments attributable to acquisition or corporate realignment activities.
Liquidity and Capital Resources
As of September 30, 2014, our principal sources of liquidity were our cash and cash equivalents in the amount of $113.2 million and our $125.0 million revolving loan

facility.
Historically, we have principally financed our operations from the issuance of stock, net cash provided by our operating activities and borrowings under our credit facility.
Our cash flows from operating activities are significantly affected by our cash-based investments in operations, including working capital, and corporate infrastructure to support our
ability to generate revenue and conduct operations through cost of services, product development, sales and marketing and general and administrative activities. Cash used in
investing activities has historically been, and is expected to continue to be, impacted significantly by our ongoing investments in our platform, company infrastructure and
equipment.
Since our inception, we have also used significant cash to make strategic acquisitions to further diversify our businesses, including the acquisitions of Society6 in June 2013
and Saatchi Art in August 2014. On August 8, 2014, we completed the acquisition of Saatchi Art for total consideration, a fter giving effect to working capital adjustments
as of the closing date, of approximately $4.8 million in cash and 1,049,959 shares of our common stock, in addition to certain liabilities that we assumed in the merger.
In July 2014, we sold our Creativebug and CoveritLive businesses for an aggregate of $14.5 million in cash and a promissory note with a principal amount of $5.6 million. We may
make further acquisitions and dispositions in the future.
On August 1, 2014, we completed the Separation of our business into two independent, publicly traded companies. In connection with the completion of the Separation, we
capitalized Rightside Group, Ltd. with approximately $25 million in cash. Following completion of the Separation, we are a smaller, less diversified company focused on our Content
& Media and Marketplaces businesses. This narrower business focus may leave us more vulnerable to changing market conditions. The diminished diversification of revenue, costs,
and cash flows could also cause our results of operation, cash flows, working capital and financing requirements to be subject to increased volatility.
We announced a $25.0 million stock repurchase plan on August 19, 2011, which was increased on February 8, 2012 to $50.0 million. Under the plan, we are authorized to
repurchase up to $50.0 million of our common stock from time to time in open market purchases or in negotiated transactions. Since April 2013, we have not repurchased any shares
of common stock. Approximately $19.2 million remains available under the stock repurchase plan at September 30, 2014. The timing and actual number of shares repurchased will
depend on various factors including price, corporate and regulatory requirements, debt covenant requirements, alternative investment opportunities and other market conditions.
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We entered into a credit agreement , dated August 29, 2013, with Silicon Valley Bank, as administrative agent, and the lenders and other agents party
thereto (the “Credit Agreement”). The Credit Agreement provides for a $100.0 million senior secured term loan facility (the “Term Loan Facility”) and a $125.0 million senior
secured revolving loan facility (the “Revolving Loan Facility”), each maturing on August 29, 2018. The Credit Agreement replaced our pre-existing revolving credit facility that we
entered into in August 2011 , and a portion of the proceeds from the Term Loan Facility were used to repay the $20.0 million outstanding principal balance
of, and all accrued but unpaid interest and other amounts due under, the 2011 revolving credit facility .
The Revolving Loan Facility provides for borrowings up to $125.0 million, with the right (subject to certain conditions and at the discretion of the lenders) to increase the
Revolving Loan Facility by up to $25.0 million in the aggregate. The Revolving Loan Facility also includes sublimits of up to (i) $25.0 million to be available for the issuance of
letters of credit and (ii) $10.0 million to be available for swingline loans. The Term Loan Facility provides for term loans of up to $100.0 million (the “Term Loans”) and was fully
drawn as of December 31, 2013. The Term Loans must be repaid in installments of $3.75 million that commenced on December 31, 2013, and continue quarterly thereafter, and
repaid Term Loans cannot be re-borrowed. In June 2014, we made an advance payment of $15 million on the Term Loans covering the next four quarterly repayments. At September
30, 2014, $73.8 million was outstanding under the Term Loan Facility, no principal balance was outstanding under the Revolving Loan Facility and approximately $123.6 million
was available for borrowing under the Revolving Loan Facility, after deducting the face amount of outstanding standby letters of credit of approximately $1.4 million.
Under the Credit Agreement, loans bear interest, at our option, at an annual rate based on LIBOR or a base rate. Loans based on LIBOR bear interest at a rate between
LIBOR plus 2.00% and LIBOR plus 3.00%, depending on our consolidated leverage ratio. Loans based on the base rate bear interest at the base rate plus an applicable margin of
1.00% or 2.00%, depending on our consolidated leverage ratio. We are required to pay a commitment fee between 0.20% and 0.40% per annum, depending on our consolidated
leverage ratio, on the undrawn portion available under the Revolving Loan Facility. The weighted average variable interest rate of the outstanding loans at September 30, 2014 was
2.35%.
Our obligations under the Credit Agreement are guaranteed by our material direct and indirect domestic subsidiaries, subject to certain exceptions. Our obligations under the
Credit Agreement and the guarantees are secured by a lien on substantially all of our tangible and intangible property and substantially all of the tangible and intangible property of
our domestic subsidiaries that are guarantors, and by a pledge of all of the equity interests of our material direct and indirect domestic subsidiaries and 66% of each class of capital
stock of any material first-tier foreign subsidiaries, subject to limited exceptions.
The Credit Agreement contains customary events of default and affirmative and negative covenants, including certain financial maintenance covenants requiring compliance
with a maximum consolidated leverage ratio and a minimum fixed charge coverage ratio, as well as other restrictions typical for a financing of this type that, among other things,
restrict our ability to incur additional debt, pay dividends and make distributions, make certain investments and acquisitions, repurchase our capital stock and prepay certain
indebtedness, create liens, enter into agreements with affiliates, modify the nature of our business, enter into sale-leaseback transactions, transfer and sell material assets and merge or
consolidate. Non-compliance with one or more of the covenants and restrictions could result in the full or partial principal balance outstanding under the Credit Agreement becoming
immediately due and payable and termination of the outstanding commitments available under the Revolving Loan Facility. As of September 30, 2014, we were in

compliance with the covenants under the Credit Agreement.
In the future, we may utilize commercial financings, bonds, debentures, lines of credit and loans with a syndicate of commercial banks or other bank syndicates for general
corporate purposes, including acquisitions and investing in our business and technologies.
We expect that our existing cash and cash equivalents, Revolving Loan Facility and our cash flows from operating activities will be sufficient to fund our operations for at
least the next 12 months. However, we may need to raise additional funds through the issuance of equity, equity-related or debt securities or through additional credit facilities to
fund our operations, invest in new business opportunities and make potential acquisitions. We currently have an effective shelf registration statement on file with the SEC which we
may use to offer and sell debt or equity securities with an aggregate offering price not to exceed $100.0 million. Certain restrictions under the tax matters agreement entered into in
connection with the Separation may limit our ability to issue equity securities for a two-year period following the Separation if such issuances would cause the Separation to fail to
qualify as a tax-free reorganization for U.S. tax purposes.
The following table sets forth our major sources and (uses) of cash for each period as set forth below (in thousands):
Nine months ended September 30,
2014

Net cash provided by operating activities
Net cash used in investing activities
Net cash (used in) provided by financing activities

$
$
$
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2013

19,422 $ 66,428
(8,606 ) $ (106,310 )
(51,009 ) $ 43,541

Cash Flow from Operating Activities
Nine months ended September 30, 2014
Net cash inflows from our operating activities for the nine months ended September 30, 2014 was $19.4 million. Our net loss during the period was $249.1 million, which
included a preliminary $232.3 million non-cash, pretax impairment charge in the third quarter of 2014 and non-cash charges of $45.1 million for depreciation, amortization, stockbased compensation and deferred taxes, partially offset by $8.2 million from non-cash gains from other assets, net, disposals and other. The remainder of the change in our net cash
flow from operating activities was from changes in our working capital, primarily driven by a $16.7 million decrease in cash resulting from changes in deferred registrations costs,
prepaid and other assets, other long-term assets and accounts payable and accrued expenses, as well as a $16.3 million increase in cash from changes in deferred revenue and
accounts receivable. The increases in our deferred revenue and deferred registry costs were primarily due to growth in the registrar services offered during the period, while the
change in our accounts receivable, accounts payable and accrued expenses was primarily due to the timing of payments and collections.
Nine months ended September 30, 2013
Net cash inflows from our operating activities for the nine months ended September 30, 2013 was $66.4 million. Our net loss during the period was $8.7 million, which
included non-cash charges of $70.5 million for depreciation, amortization, stock-based compensation and deferred taxes. The remainder of our sources of net cash flow from
operating activities was from changes in our working capital, driven by a $21.3 million increase resulting from changes in accounts payable, deferred revenue and accounts
receivable, partially offset by changes in deferred registrations costs, accrued expenses, other long term assets and other current liabilities, totaling $13.1 million. The increases in our
deferred revenue and deferred registry costs were primarily due to growth in the registrar services offered during the period, while the decrease in our accounts receivable was
primarily due to timing of collections.
Cash Flow from Investing Activities
Nine months ended September 30, 2014 and 2013
Net cash used in investing activities was $8.6 million and $106.3 million during the nine months ended September 30, 2014 and 2013, respectively. Cash used in investing
activities during the nine months ended September 30, 2014 and 2013 included investments in our intangible assets of $5.4 million and $13.3 million, respectively, and investments
in our property and equipment, which included internally developed software, of $7.6 million and $22.8 million, respectively. The decrease in intangible assets was primarily due to
decreased content production. The decrease in property and equipment was primarily due to the build-out of our corporate headquarters in 2013, as well as lower capital expenditures
relating to our registry infrastructure. We made additional gTLD investments of $12.5 million and $0.4 million and received cash proceeds of $6.1 million and $2.9 million from the
withdrawals of our interest in certain gTLD applications during the nine months ended September 30, 2014 and 2013, respectively. Net cash outflows from business acquisitions
were $2.2 million and $73.2 million during the nine months ended September 30, 2014 and 2013, respectively.
Net cash inflows from the sales of businesses were $13.7 million during the nine months ended September 30, 2014.
Cash Flow from Financing Activities
Nine months ended September 30, 2014 and 2013
Net cash used in financing activities was $51.0 million and net cash provided by financing activities was $43.5 million during the nine months ended September 30, 2014 and
2013, respectively. Cash used in financing activities during the nine months ended September 30, 2014, was primarily driven by repayments on our credit facility of $22.5 million,
holdback payments of $1.9 million for prior year acquisitions and payments of withholding tax on net settlement of certain employee stock-based awards of $2.2 million. In August
2014, we capitalized Rightside with $24.1 million in connection with the Separation.
During the nine months ended September 30, 2013, cash provided by financing activities was primarily due to borrowings of $50.0 million from our credit facility, partially
offset by debt issuance costs of $1.9 million. Cash used in other financing activities were from repurchases of common stock of $4.8 million and payments of withholding tax on net
settlement of certain employee stock-based awards of $3.7 million, partially offset from the proceeds from the exercise of stock options and contributions to our ESPP of $4.5 million
during the nine months ended September 30, 2013.
From time to time, we expect to receive cash from the exercise of employee stock options in our common stock. Proceeds from the exercise of employee stock options will
vary from period-to-period based upon, among other factors, fluctuations in the market value of our common stock relative to the exercise price of such stock options.
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Off Balance Sheet Arrangements
As of September 30, 2014, we did not have any off balance sheet arrangements.
Capital Expenditures
For the nine months ended September 30, 2014 and 2013, we used $7.6 million and $22.8 million, respectively, in cash to fund capital expenditures to create internally
developed software, purchase property and equipment and build out our registry infrastructure during the 2013 period. The decrease is primarily due to lower capital expenditures for
property and equipment due to the build-out of our corporate headquarters in the prior year period and lower capital expenditures relating to our registry infrastructure. We currently
anticipate making capital expenditures of between $1.0 million and $3.0 million during the remainder of the year ending December 31, 2014.
Item 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risks in the ordinary course of our business. These risks primarily include interest rate, foreign currency exchange, inflation, and concentration of
credit risk. To reduce and manage these risks, we assess the financial condition of our large advertising network providers, large direct advertisers and their agencies, and large
customers when we enter into or amend agreements with them and limit credit risk by collecting in advance when possible and setting and adjusting credit limits where we deem
appropriate. In addition, our recent investment strategy has been to invest in high credit quality financial instruments, which are highly liquid, are readily convertible into cash and
mature within three months from the date of purchase.
Foreign Currency Exchange Risk
While relatively small, we have operations and generate revenue from sources outside the United States. We have foreign currency exchange risks related to our revenue
being denominated in currencies other than the U.S. dollar, principally in the Euro and British Pound Sterling and a relatively smaller percentage of our expenses being denominated
in such currencies. We do not believe movements in the foreign currencies in which we transact will significantly affect future net earnings or losses. Foreign currency exchange risk
can be quantified by estimating the change in cash flows resulting from a hypothetical 10% adverse change in foreign exchange rates. We believe such a change would not currently
have a material impact on our results of operations. However, as our international operations grow, our risks associated with fluctuation in currency rates will become greater, and we
intend to continue to assess our approach to managing this risk.
Inflation Risk
We do not believe that inflation has had a material effect on our business, financial condition or results of operations. If our costs were to become subject to significant
inflationary pressures, we may not be able to fully offset such higher costs through price increases. Our inability or failure to do so could harm our business, financial condition and
results of operations.
Concentrations of Credit Risk
As of September 30, 2014, our cash and cash equivalents were maintained primarily with three major U.S. financial institutions and three foreign banks. We also maintained
cash balances with two Internet payment processor. Deposits with these institutions at times exceed the federally insured limits, which potentially subject us to concentration of credit
risk. Historically, we have not experienced any losses related to these balances and believe that there is minimal risk of expected future losses. However, there can be no assurance
that there will not be losses on these deposits.
Components of our consolidated accounts receivable balance comprising more than 10% were as follows:
September 30, 2014

Google, Inc.

40%
40

December 31, 2013

27%

Item 4.

CONTROLS AND PROCEDURES

Disclosure Controls and Procedures
The Company maintains disclosure controls and procedures designed to ensure that information required to be disclosed by the Company in reports that it files or submits
under the Exchange Act, is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms. In accordance with Rule 13a-15(b) of the
Exchange Act, as of the end of the period covered by this Quarterly Report on Form 10-Q, an evaluation was carried out under the supervision and with the participation of the
Company’s management, including its Chief Executive Officer and Chief Financial Officer, of the effectiveness of its disclosure controls and procedures. Based on that evaluation,
the Company’s Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures, as of the end of the period covered by this
Quarterly Report on Form 10-Q, were effective to provide reasonable assurance that information required to be disclosed by the Company in reports that it files or submits under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and is accumulated and communicated to the
Company’s management, including the Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.
Changes in Internal Control over Financial Reporting
There has been no change in the Company’s internal control over financial reporting during the Company’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II
OTHER INFORMATION
Item 1.

LEGAL PROCEEDINGS

From time to time we are a party to various legal matters incidental to the conduct of our business. Certain of our outstanding legal matters include speculative claims for
indeterminate amounts of damages. We record a liability when we believe that it is probable that a loss has been incurred and the amount can be reasonably estimated. Based on our
current knowledge, we do not believe that there is a reasonable possibility that the final outcome of the pending or threatened legal proceedings to which we are a party, either
individually or in the aggregate, will have a material adverse effect on our future financial results. However, the outcome of such legal matters is subject to significant uncertainties.
Item 1A.

RISK FACTORS

In addition to the other information set forth in this Quarterly Report on Form 10-Q, you should consider carefully the risks and uncertainties described below, which could
materially adversely affect our business, financial condition and results of operations.
Risks Relating to the Separation of Rightside
Our operational and financial profile changed in connection with the Separation and we are now a smaller, less diversified company.
On August 1, 2014, we completed the Separation of Rightside from Demand Media. The Separation was structured as a pro rata tax-free dividend involving the distribution
of all of the outstanding shares of Rightside common stock to holders of Demand Media common stock as of the record date (the “Distribution”). Following the Separation, we are a
smaller, less diversified company focused on our Content & Media and Marketplaces businesses. This narrower business focus may leave us more vulnerable to changing market
conditions, which could materially and adversely affect our business, financial condition and results of operation. The diminished diversification of revenue, costs, and cash flows
could also cause our results of operation, cash flows, working capital and financing requirements to be subject to increased volatility. In addition, we may be unable to achieve some
or all of the strategic and financial benefits that we expected would result from the Separation of the Company and Rightside, or such benefits may be delayed, which could
materially and adversely affect our business, financial condition and results of operations.
Following the Separation, we and Rightside will continue to be dependent on each other for certain support services for each respective business and may have indemnification
obligations to each other with respect to such arrangements.
We entered into various agreements with Rightside in connection with the Separation, including a transition services agreement (the “Transition Services Agreement”), a
separation and distribution agreement, a tax matters agreement (the “Tax Matters Agreement”), an intellectual property assignment and license agreement, and an employee matters
agreement. These agreements will govern our relationship with Rightside subsequent to the Separation. If we are required to indemnify Rightside for certain liabilities and related
losses arising in connection with any of these agreements or if Rightside is required to indemnify us for certain liabilities and related losses arising in connection with any of these
agreements and does not fulfill its obligations to us, we may be subject to substantial liabilities, which could have a material adverse effect on our financial position.
Additionally, although Rightside will be contractually obligated to provide us with certain services during the term of the Transition Services Agreement, we cannot assure
you that these services will be performed as efficiently or proficiently as they were performed prior to the Separation. When Rightside ceases to provide services pursuant to the
Transition Services Agreement, our costs of procuring those services from third parties may increase. In addition, we may not be able to replace these services in a timely manner or
enter into appropriate third-party agreements on terms and conditions comparable to those under the Transition Services Agreement. To the extent that we require additional support
from Rightside not addressed in the Transition Services Agreement, we would need to negotiate the terms of receiving such support in future agreements.
If there is a determination that the Separation is taxable for U.S. federal income tax purposes, then we and our stockholders that are subject to U.S. federal income tax could
incur significant U.S. federal income tax liabilities.
We received a private letter ruling from the Internal Revenue Service (“IRS”), together with an opinion of Latham & Watkins LLP, tax counsel to us (the “Tax Opinion”),
substantially to the effect that, among other things, the Separation qualifies as a tax-free transaction for U.S. federal income tax purposes under Sections 355 and 368(a)(1)(D) of the
Internal Revenue Code of 1986, as amended (the “Code”). The private letter ruling and Tax Opinion relied on certain facts, assumptions, representations and
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undertakings from us and Rightside regarding the past and future conduct of the companies’ respective businesses and other matters. The private letter ruling did not address all the
requirements for determining whether the Separation would qualify for tax-free treatment, and the Tax Opinion, which addressed all such requirements but relied on the private letter
ruling as to matters covered by the ruling, is not binding on the IRS or the courts. Notwithstanding the private letter ruling and the Tax Opinion, the IRS could determine on audit that
the Separation should be treated as taxable if it determines that any of these facts, assumptions, representations or undertakings is not correct or have been violated or if it disagrees
with the conclusions in the Tax Opinion that are not covered by the private letter ruling, or for other reasons, including as a result of certain significant changes in the stock
ownership of us or Rightside after the Separation.
If the Separation ultimately is determined to be taxable, we would be subject to tax as if we had sold the Rightside common stock in a taxable sale for its fair market value,
and our stockholders would be subject to tax as if they had received a taxable distribution equal to the fair market value of Rightside’s common stock that was distributed to them.
Under the Tax Matters Agreement, we may be required to indemnify Rightside against all or a portion of the taxes incurred by Rightside in the event the Separation were to fail to
qualify for tax-free treatment under the Code. If we are required to pay any tax liabilities in connection with the Separation pursuant to the Tax Matters Agreement or pursuant to
applicable tax law, the amounts may be significant.
We have agreed to various restrictions to preserve the non-recognition treatment of the Separation, which may reduce our strategic and operating flexibility.
To preserve the tax-free treatment to us of the Separation, under the Tax Matters Agreement that we entered into with Rightside, we may not take any action that would
jeopardize the favorable tax treatment of the Separation. The restrictions under the Tax Matters Agreement may limit our ability to pursue certain strategic transactions or engage in
other transactions that might increase the value of our business for the two-year period following the Separation. For example, we might determine to continue to operate certain of
our business operations for the foreseeable future even if a sale or discontinuance of such business might have otherwise been advantageous. Moreover, in light of the requirements
of Section 355(e) of the Code, we might determine to forgo certain transactions, including share repurchases, stock issuances, certain asset dispositions or other strategic transactions
for some period of time following the Separation. In addition, our indemnity obligation under the Tax Matters Agreement might discourage, delay or prevent a change of control
transaction for some period of time following the Separation.
Risks Relating to our Business
We are dependent upon certain arrangements with Google for a significant portion of our revenue. A termination of, or a loss of revenue generated from, our agreements with
Google would have a material adverse effect on our business, financial condition and results of operations.
We have an extensive relationship with Google and a significant portion of our revenue is derived from advertising provided by Google. For the nine months ended
September 30, 2014 and the years ended December 31, 2013 and 2012, after giving effect to the Separation, we derived approximately 52%, 56% and 60%, respectively, of our total
revenue from our arrangements with Google. Google provides cost-per-click advertisements and cost-per-impression advertisements to our owned and operated online properties and
we receive a portion of the revenue generated by such advertisements. We also utilize Google’s DoubleClick Ad Exchange, an auction marketplace that allows us to sell display
advertising space on our owned and operated online properties and our customers’ online properties. Our services agreement with Google, which governs our various advertising
relationships with them, currently expires in October 2016. In addition, we use Google’s DoubleClick ad serving technology to deliver advertisements to our and our customers’
online properties. Google has the right to terminate these agreements prior to their expiration upon the occurrence of certain events, including if Google reasonably believes that our
use of its services violates the rights of third parties, and other breaches of contractual provisions, a number of which are broadly defined. If our agreements with Google are
terminated, or we are unable to enter into new agreements with Google on terms and conditions favorable to us prior to the expiration of the current agreements, we may not be able
to enter into agreements with alternative third-party advertisement providers or for alternative ad serving platforms on acceptable terms or on a timely basis or both.
Furthermore, our advertising agreement with Google may not continue to generate the same level of revenue that we have received from such arrangements during past
periods for a variety of reasons, including a reduction in the amounts Google is able to charge advertisers and the possibility that our online properties do not generate sufficient
traffic to realize our maximum revenue share percentage with Google. Our ability to generate online advertising revenue from Google also depends, in part, on its assessment of the
quality and performance characteristics of Internet traffic resulting from online advertisements placed on our owned and operated online properties and on our customers’ online
properties, as determined solely by Google. Google may at any time change the factors used in its determination of what constitutes valid queries, impressions, conversions or clicks.
In addition, Google may at any time change the nature of, or suspend, the services that it provides to online advertisers and the catalog of advertisers from which online
advertisements are sourced, or modify its policies with respect to how advertisements may be displayed on a webpage. These types of
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changes or suspensions would adversely impact our ability to generate revenue from our advertising agreement with Google. Any termination of or change in the services that
Google provides to us, or a loss of revenue generated by our advertising agreement with Google, would have a material adverse effect on our business, financial condition and results
of operations.
We generate the majority of our revenue from advertising. A reduction in online advertising spend, a loss of advertisers or lower advertising yields could seriously harm our
business, financial condition and results of operations.
We rely on third-party advertising providers, such as Google, to provide advertisements to our owned and operated online properties and our customers’ online properties.
For the nine months ended September 30, 2014 and the years ended December 31, 2013 and 2012, after giving effect to the Separation, we generated 74%, 83% and 83%,
respectively, of our revenue from advertising, and we expect to continue deriving the majority of our revenue from advertising. One component of our platform that we use to
generate advertiser interest is our system of monetization tools, which is designed to match content with advertisements in a manner that optimizes revenue yield and end-user
experience. Advertising providers and advertisers will stop placing advertisements on our owned and operated online properties or our customers’ online properties if their
investments do not generate sales leads, and ultimately customers, or if we do not deliver their advertisements in an appropriate and effective manner. The failure of our yieldoptimized monetization technology to effectively match advertisements with our content in a manner that results in increased revenue for advertisers would have an adverse impact
on our ability to maintain or increase our revenue from advertising. If any of our advertisers or advertising providers, and in particular Google, decides not to continue advertising on,
or providing advertisements to, our owned and operated online properties or our customers’ online properties, or modifies its advertising policies in a manner that could negatively
impact yield, we could experience a rapid decline in our revenue over a relatively short period of time.
We have recently shifted our advertising strategy to focus on programmatic offerings that utilize advertising network exchanges rather than a direct sales force. This shift
requires us to actively manage the sale of our owned and operated inventory on an advertising exchange. An inability to successfully implement and manage this process could have
a material adverse effect on our business, financial condition and results of operations.
Additionally, brands and advertisers are increasingly focusing a portion of their online advertising budgets on social media outlets such as Facebook, Twitter and Pinterest. If
this trend continues and we are unable to offer competitive or similarly valued advertising opportunities, our revenue from advertising could be adversely impacted. We also believe
that advertising spending on the Internet, as in traditional media, fluctuates significantly as a result of a variety of factors, many of which are outside of our control. These factors
include variations in expenditures by advertisers due to budgetary constraints; the cyclical and discretionary nature of advertising spending; general economic conditions, as well as
economic conditions specific to the Internet and media industry; and the occurrence of extraordinary events, such as natural disasters, international or domestic terrorist attacks or
armed conflict. An inability to maintain or increase our advertising revenue could have a material adverse effect on our business, financial condition and results of operations.
Changes in our Content & Media business model and increased expenditures for certain aspects of this business, including planned improvements to certain of our online
properties, will negatively impact our operating margins in the near-term and may not lead to increased visits and revenue in the long-term.
We intend to incur significant expenses to improve the user experience and engagement on certain of our owned and operated online properties by redesigning our websites;
refining and consolidating our existing content library; reducing the number of advertisements per page; and developing a greater variety of content formats, particularly formats
better suited for mobile devices. Such expenses do not directly generate related revenue and could lead to reduced revenue, and these changes will negatively impact our operating
margins in the near-term. These changes also may not result in increased visits to, or increased revenue generated by, our owned and operated online properties in the long-term. In
addition, we are likely to record a significant amount of accelerated amortization expense in connection with removing content from our library during the fourth quarter of 2014 and
fiscal 2015. As a result of previous evaluations of our content library that we have performed since 2011, we elected to remove certain articles, videos and slideshows from our
library, resulting in related accelerated amortization expense of $2.4 million, $2.1 million and $5.9 million for the years ended December 31, 2013, 2012 and 2011, respectively.
In addition, we plan to continue to expand our investment in our Content Solutions offering, which helps publishers and brands broaden their reach online by providing them
with topically relevant custom content, spanning across text, video, photography and designed visuals, to publish on their online properties or for use in other distribution outlets. If
our existing and prospective Content Solutions customers do not perceive our content to be driving performance for their business, we may not be able to expand our relationship
with our current customers or identify and attract new customers, and we may not generate sufficient revenue through this service offering to justify our current investment in this
business.
44

If we are unable to successfully implement our new online marketplace initiatives, or if the revenue generated from these initiatives is less than the costs of such initiatives, our
business, financial condition and results of operations could be adversely affected.
We operate leading artist marketplaces where a large community of artists can market and sell their original artwork and their designs on art prints and other products.
Society6, which we acquired in June 2013, provides artists with an online commerce platform to feature and sell their original designs on art prints, phone cases, t-shirts and other
products. Saatchi Art, which we acquired in August 2014, is an online art gallery that connects a global community of artists to customers all over the world in order to exhibit and
sell their original works of art. We have limited experience in implementing, marketing, managing and growing these revenue streams.
The success of our marketplace initiatives is dependent upon a number of factors, including:
•

demand for these products, market acceptance of our products and our ability to attract new customers;

•

increased brand awareness and the reputation of the online marketplaces;

•

our ability to maintain the artist communities on Society6 and Saatchi Art so that the artists continue to contribute and maintain their original artwork and designs on
these marketplaces;

•

our ability to cost-effectively develop, introduce and market new products on a timely basis to address changing consumption trends, consumer preferences and new
technologies;

•

the success and competitiveness of new entrants into this highly competitive industry;

•

competitive pricing pressures, including potential discounts offered to attract customers and reduced or free shipping;

•

maintaining significant strategic relationships with our suppliers and ensuring the quality of their products and the timeliness of our production cycle;

•

disruptions in the supply-chain, production and fulfillment operations associated with the products sold through our online marketplaces;

•

shipping disruptions or delays with the products sold through our online marketplaces;

•

the return rate for products sold through our online marketplaces;

•

the overall growth rate of e-commerce and online marketplaces;

•

overall changes in consumer spending on discretionary purchases; and

•

legal claims, including copyright and trademark infringement claims, associated with content that is included in the products sold through our online marketplaces, as
well as product liability claims, both of which may expose us to greater litigation cost in the future as compared to historical levels.

If we are unable to successfully implement our new online marketplace initiatives, or if the revenue generated from these initiatives is less than the costs of such initiatives,
our business, financial condition and results of operations could be adversely affected.
If we are unable to attract and retain visitors to our online properties or customers for our artist marketplaces, our business, financial condition and results of operations would
be adversely affected.
In order for our business to grow, we must attract new visitors to our online properties and new customers for our artist marketplaces, and we must retain our existing visitors
and customers. Our success in attracting traffic to our owned and operated online properties and to our customers’ online properties and converting these visitors into repeat users
depends, in part, upon our continued ability to identify, create and distribute high-quality content and connect consumers with the formats and types of content that meets their
specific interests and enables them to interact with supporting communities. We may not be able to identify and create the desired variety and types of content in a cost-effective
manner or meet rapidly changing consumer demand in a timely manner, if
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at all. Additionally, while our freelance professionals are each screened through our qualification process, we cannot guarantee that they will create content of sufficient quality to
attract users to our online properties.
Additionally, while we use proprietary technology and algorithms designed to predict consumer demand and return on investment to create and distribute our content costeffectively, the ultimate returns on our investment in content creation are difficult to predict and may not be sustained in future periods at the same level as in past periods.
Furthermore, our proprietary technology and algorithms are dependent on analyzing existing Internet search traffic data, and our analysis may be impaired by changes in Internet
traffic or search engines’ methodologies, which we do not control. Another method we employ to attract and acquire new, and retain existing, visitors is search engine optimization
(“SEO”), which involves developing content to rank well in search engine results. Our ability to successfully manage SEO efforts across our owned and operated online properties
and our customers’ online properties is dependent on our timely and effective modification of SEO practices implemented in response to periodic changes in search engine
algorithms and methodologies and changes in search query trends. Historically, we have been unable to generate a significant amount of traffic to our online properties outside of our
SEO efforts. If we do not successfully manage and modify our SEO efforts, we could experience substantial declines in traffic to the online properties that publish our content, which
would result in lower conversion rates and less repeat business. Even if we succeed in driving traffic to our and our customers’ online properties, we may not be able to effectively
monetize this traffic or otherwise retain visitors, which could result in lower advertising revenue from our owned and operated online properties and decreases in the number of
customers publishing our content to their online properties. Any failure to identify, create and distribute high-quality content or to effectively monetize traffic to our online properties
would adversely affect our business, financial condition and results of operations.
In order to grow our online marketplaces, we must expand our customer base, which will require us to appeal to customers who have historically used other means of
commerce to purchase similar products or who may already use our competitors’ offerings. We may incur significant expenses related to customer acquisition and the net sales from
new customers may not ultimately exceed the cost of acquiring these customers. Our ability to attract new customers to our marketplaces also depends, in part, on our ability to
establish and maintain relationships with the various channels used by our current and prospective customers, including social media sites, search engines, and other online services,
in order to drive traffic to our online properties. If we are unable to develop or maintain these relationships, our ability to attract new customers would suffer. Additionally, we
believe that many of the new customers for our marketplaces originate from word-of-mouth and other non-paid referrals from existing customers. If we fail to deliver an enjoyable
shopping experience or if our customers do not perceive the products sold through our marketplaces to be of high value and quality, we may experience difficulties retaining our
existing customers. This could also negatively impact our ability to attract new customers through referrals and require us to incur significantly higher marketing expenses in order to
attract new customers. If the number of transactions generated by our current customer base declines, or we are unable to attract new customers to our marketplaces, we may
experience lower customer growth than expected and our business, financial condition and results of operations could be materially and adversely affected.
If Internet search engines continue to modify their methodologies, traffic to our owned and operated online properties and to our customers’ online properties could decline
significantly.
We depend on various Internet search engines, such as Google, Bing and Yahoo!, to direct a significant amount of traffic to our owned and operated online properties and
our customers’ online properties. For the nine months ended September 30, 2014 and the year ended December 31, 2013, based on our internal data, a majority of the traffic directed
to eHow.com and Livestrong.com came directly from these Internet search engines and that more than half of the traffic from search engines came from Google. Changes in the
methodologies or algorithms used by Google or other search engines to display results could cause our owned and operated online properties or our customers’ online properties to
receive less favorable placements or be removed from the search results. Internet search engines could decide that content on our owned and operated online properties or our
customers’ online properties, including content that is created by our freelance professionals, is unacceptable or violates their corporate policies. Internet search engines, including
Google, could also view changes made to our owned and operated online properties or our customers’ online properties unfavorably, leading to lower search result rankings and a
decrease in search referral traffic.
Google regularly deploys changes to its search engine algorithms. Since 2011, we have experienced fluctuations in the total number of Google search referrals to our owned
and operated online properties, including eHow.com and Livestrong.com, and to our customers’ online properties. During 2013, we experienced several negative changes in Google
referrals to our owned and operated online properties that, in the aggregate, were larger in magnitude than those that we previously experienced, and we have and may continue to
experience negative changes in Google referrals to our owned and operated online properties. These changes have resulted, and may continue to result, in substantial declines in
traffic directed to our owned and operated online properties. Other search engines have also made, and may continue to make, similar changes that negatively impact the volume of
referral traffic to our owned and operated online properties. Any future or ongoing changes that impact search referral traffic to our owned and operated online properties or our
customers’ online properties may result in material fluctuations in our financial performance.
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The recent changes to Google’s search engine algorithms and any future changes that may be made by Google or any other search engines that negatively impact the volume
of referral traffic could further impact our business. Any reduction in the number of users directed to our owned and operated online properties or our customers’ online properties
would likely negatively affect our ability to earn revenue. If traffic to our owned and operated online properties or our customers’ online properties declines, we may be unable to
cost-effectively replace lost traffic, which would adversely affect our business, financial condition and results of operations.
We face significant competition, which we expect will continue to intensify, and we may not be able to maintain or improve our competitive position or market share.
We operate in highly competitive and still developing markets. The industries in which we compete are characterized by rapid technological change,
various business models and frequent disruption of incumbents by innovative entrants. There can be no assurance that we will be able to compete successfully
against current or future competitors and a failure to increase, or the loss of, market share, would likely seriously harm our business, financial condition and results of operations.
Content & Media
We face intense competition for our content and media service offerings from a wide range of competitors. We compete for advertisers and customers on the basis of a
number of factors including return on marketing expenditures, price of our offerings and the ability to deliver large amounts, or precise types, of customer traffic. Our current
principal competitors include:
•

Online Marketing and Media Companies . We compete with other Internet marketing and media companies, such as AOL, IAC and various startup companies as well
as leading online media companies such as Yahoo!, for online marketing budgets. Most of these competitors compete with us across several areas of consumer
interest, such as do-it-yourself, health and fitness, home and garden, arts and crafts, beauty and fashion, golf, outdoors and humor.

•

Social Media Outlets . We compete with social media outlets such as Facebook, Twitter and Pinterest, where brands and advertisers are focusing a significant portion
of their online advertising spend in order to connect with their customers.

•

Specialized and Enthusiast Online Properties . We compete with companies that provide specialized consumer information online, particularly in the do-it-yourself,
health and fitness, home and garden, arts and crafts, beauty and fashion, golf, outdoors and humor categories, as well as enthusiast online properties in specific
categories, including message boards, blogs and other enthusiast websites maintained by individuals and other Internet companies.

•

Integrated Social Media Applications . We compete with software technology competitors, such as Bazaarvoice and PowerReviews, in the integrated social media
space where we offer our social media applications.

•

Distributed Content Creation Platforms . We compete with companies that employ a content creation model with aspects similar to our platform, such as NewsCred
and Contently, including for the creation of content for third-parties.

We may be subject to increased competition in the future if any of these competitors devote increased resources to more directly address the online market for the
professional creation of content. For example, if Google chose to compete more directly with us, we may face the prospect of the loss of business or other adverse financial
consequences given that Google possesses a significantly greater consumer base, financial resources, distribution channels and patent portfolio. In addition, should Google decide to
directly compete with us in areas such as content creation, it may decide for competitive reasons to terminate or not renew our commercial agreements and, in such an event, we may
experience a rapid decline in our revenue from the loss of our source for advertising on our owned and operated online properties and on our customers’ online properties. In
addition, Google’s access to more comprehensive data regarding user search queries through its search algorithms would give it a significant competitive advantage over everyone in
the industry, including us. If this data is used competitively by Google, sold to online publishers or given away for free, our business may face increased competition from
companies, including Google, with substantially greater resources, brand recognition and established market presence.
In addition to Google, many of our current and other potential competitors enjoy substantial competitive advantages, such as greater name recognition, longer operating
histories, substantially greater financial, technical and other resources and, in some cases, the ability to combine their online marketing products with traditional offline media such as
newspapers or magazines. These companies may use these advantages to offer products and services similar to ours at a lower price, develop different products to compete with our
current offerings and respond more quickly and effectively than we can to new or changing opportunities, technologies, standards or customer requirements. For example, both AOL
and Yahoo! may have access to proprietary search data which could be utilized to assist them in their content creation processes. In addition, many of our current and potential
competitors
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have established marketing relationships with and access to larger customer bases. Due to this intense competition, we may be unable to maintain or improve our competitive
position or market share in the content and media business.
Marketplaces
Our artist marketplaces compete with a wide variety of online and brick-and-mortar companies selling original artwork and customized products. Society6 competes with
companies, such as RedBubble, that offer specialty products that are produced and shipped based on a print-on-demand model, whereby user or artist generated art designs are
printed on t-shirts, art prints, mobile accessories and other products. Saatchi Art competes with traditional offline art galleries and other online properties selling original artwork. We
expect competition to continue to intensify as online and offline businesses increasingly are competing with each other and the barriers to entry into online channels can be low.
Businesses can launch online sites or mobile platforms and applications at nominal cost by using commercially-available software or partnering with successful e-commerce
companies.
Our artist marketplaces compete in two-sided markets, and must attract both buyers and sellers to use our platforms. We believe that the principal competitive factors for our
marketplaces include the ability to attract, retain and engage buyers and sellers; the quality and price of the products being offered; the selection of goods and artists we feature on
our online properties; customer service; the convenience and ease of the shopping experience we provide; and our reputation and brand strength.
Many of our current competitors have, and potential competitors may have, longer operating histories, larger customer bases, greater technical capabilities, and significantly
greater financial, marketing and other resources than we have. Some of our competitors may offer or continue to offer faster and/or free shipping, favorable return policies or other
transaction-related services which improve their user experience, but which could be impractical or inefficient for our sellers to match. Some of our competitors may be able to use
the advantages of brick-and-mortar stores or other sorts of physical presence to build their customer bases and drive sales. These factors may allow our competitors to derive greater
net sales and profits from their existing customer base, acquire customers at lower costs, use incentive programs to acquire our customers, or respond more quickly than we can to
new or emerging technologies and changes in consumer habits. These competitors may engage in more extensive research and development efforts, undertake more far-reaching
marketing campaigns and adopt more aggressive pricing policies, which may allow them to build larger customer bases or generate net sales from their customer bases more
effectively than we do. For all of these reasons, we may not be able to compete successfully against the current and potential competitors to our artist marketplaces.
If we do not continue to innovate and provide products and services that are useful to our customers, we may not remain competitive, and our revenue and operating results
could suffer.
Our success depends on our ability to innovate and provide products and services useful to or sought out by our customers. We must continue to invest significant resources
in product development in order to maintain and enhance our existing products and services and introduce new products and services that deliver a sufficient return on investment
and that our customers can easily and effectively use. If we are unable to provide quality products and services, we may lose visitors, advertisers and customers, and our revenue and
operating results would suffer. Our operating results would also suffer if our innovations are not responsive to the needs of our customers and our advertisers, are not appropriately
timed with market opportunities or are not effectively brought to market.
Historically, the success of our content and media service offering has been closely tied to the success of eHow. If eHow’s performance falters, it could have a material adverse
effect on our business, financial condition and results of operations.
For the nine months ended September 30, 2014 and the years ended December 31, 2013 and 2012, after giving effect to the Separation, we generated approximately 46%,
56% and 57%, respectively, of our revenue from eHow. eHow depends primarily on various Internet search engines to direct traffic to the site and we have historically had difficulty
driving increased amounts of traffic to eHow outside of our SEO efforts. For the nine months ended September 30, 2014, we estimate that approximately 40% of eHow’s traffic came
from Google searches. The success of eHow could be adversely impacted by a number of factors, including further changes in search engine algorithms or other methodologies
similar to those previously implemented by Google that negatively impact the volume of referral traffic, some of which negatively impacted search referral traffic to eHow and
caused a reduction in visits to eHow; overall declines in cost-per-click rates seen throughout the industry; our failure to properly manage SEO efforts for eHow; our failure to prevent
internal technical issues that disrupt traffic to eHow; or reduced reliance by Internet users on search engines to locate relevant content. Additionally, as we continue to evaluate and
improve the user experience on eHow, we may make changes, such as refining the content library, reducing the number of advertising units and changing the format of advertising
units, that are designed to improve the consumer experience on eHow, but which could negatively impact revenue. We have also already produced a significant amount of content
that is housed on eHow and it has become difficult for us to continue to identify topics and produce content with the same level of broad consumer appeal as the content we have
produced up to this point. A decline in eHow’s performance could result in a material adverse effect to our business, financial condition and results of operations.
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Poor perception of our brands or business could harm our reputation and adversely affect our business, financial condition and results of operations.
Our Content & Media business is dependent on attracting a large number of visitors to our owned and operated online properties and our customers’ online properties and
providing leads and clicks to our advertisers, which depends in part on our reputation within the industry and with our users. Perception that the quality of our content may not be the
same or better than that of other published Internet content, even if baseless, can damage our reputation. Any damage to our reputation could harm our ability to attract and retain
advertisers, visitors, customers, freelance professionals and artists, which would materially adversely affect our business, financial condition and results of operations. Furthermore,
certain of our owned and operated online properties, such as Livestrong.com and eHow.com, as well as some of the content we produce for our customers’ online properties, are
associated with high-profile experts to enhance brand recognition and credibility. Any adverse news reports, negative publicity or other alienation of all or a segment of our consumer
base relating to these high-profile experts would reflect poorly on our brands and could have a material adverse effect on our business. For example, Livestrong.com is a licensed
trademark from the Livestrong Foundation, which is the charitable foundation created by Lance Armstrong to promote cancer awareness and healthy lifestyles.
We rely primarily on freelance professionals and artists for a majority of our online content. We may not be able to attract or retain sufficient freelance professionals and artists
to generate content on a scale or of a quality sufficient to grow or maintain our business.
We rely primarily on freelance professionals for the content that we distribute through our owned and operated online properties and our customers’ online properties, and on
artists to sell their original artwork on Saatchi Art or upload their unique art designs to Society6. We may not be able to attract or retain sufficient qualified and experienced freelance
professionals and artists to generate content on a scale or of a quality sufficient to grow or maintain our business. For example, our content solutions offering may require the
engagement of producers, contributors, talent, editors and filmmakers with a specialized skill set, and there is no assurance that we will be able to engage such specialists in a costeffective manner or at all. In addition, our online artist marketplaces rely on artists to join our communities and contribute original artwork and designs that they seek to sell or
monetize through the sale of art prints and other print-on-demand products.
Furthermore, as our business evolves, we may not offer the volume of traditional content assignments that we previously offered, and some of our freelance professionals
may seek assignments elsewhere or otherwise stop producing content for us. In addition, our competitors may attempt to attract members of our freelance professional and artist
communities by offering compensation and revenue-sharing arrangements that we are unable to match. In the vast majority of cases we have no written agreements with freelance
professionals which obligate them to create content beyond the specific content that they elect to create at any particular time, and no agreements with artists to obligate them to
continue to contribute or maintain original designs and artwork on Society6 or Saatchi Art. In the event that we are unable to attract or retain qualified freelance professionals, we
could incur substantial costs in procuring suitable replacement content, and if we are unable to attract artists to our online marketplaces, our revenues from sales of artwork and printon-demand products will decrease, either of which could have a negative impact on our business, financial condition and results of operations.
We may not be successful in developing new content offerings, including our content solutions services, or acquiring, investing in or developing new lines of business, which
may limit our future growth and have a negative effect on our business, financial condition and results of operations.
Important potential areas of growth for us are the development of new content offerings, including our content solutions services, and the acquisition, investment or internal
development of new lines of business such as our marketplace initiatives. We have limited experience developing our content solutions services and developing, launching or
growing online marketplaces, and we may not be successful in implementing these new lines of business. New lines of business may also be subject to significant business, economic
and competitive uncertainties and contingencies frequently encountered by new businesses in competitive environments, many of which are beyond our control, including the lack of
market acceptance. If we develop, acquire or invest in new lines of business or new content offerings, we will need to effectively integrate and manage these new businesses and
implement appropriate operational, financial and management systems and controls. We may not be able to achieve the expected benefits from these new lines of business or content
offerings, and we may not recover the funds and resources we have expended on them. If we are unable to successfully acquire, invest in or develop new lines of business or expand
our content offerings, our future growth would be limited which could have a negative effect on our business, financial condition and results of operations.
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The loss of third-party data providers, or the inability to use data in the way we currently do, could significantly diminish the value of our algorithms, which could limit the
effectiveness of our content creation process and have a material adverse effect on our business, financial condition and results of operation.
We collect data regarding consumer search queries from a variety of sources. When a user accesses one of our owned and operated online properties, we may have access to
certain data associated with the source and specific nature of the visit. We also license consumer search query data from third parties. We have created algorithms that utilize this data
to help us determine what content consumers are seeking, if that content is valuable to advertisers and whether we can cost-effectively produce this content. Some of these third-party
consumer search data agreements are for perpetual licenses of a discrete amount of data and do not provide for updates of the data licensed. We may not be able to enter into
agreements with these third parties to license additional data on the same or similar terms, if at all. If we are not able to enter into agreements with these providers, we may not be
able to enter into agreements with alternative third-party consumer search data providers on acceptable terms or on a timely basis or both. Any termination of our relationships with
these consumer search data providers, or any entry into new agreements on terms and conditions less favorable to us, could limit the effectiveness of our content creation process,
which would have a material adverse effect on our business, financial condition and results of operations. In addition, new laws or changes to existing laws in this area may prevent
or restrict our use of this data. In such event, the value of our algorithms and our ability to determine what consumers are seeking could be significantly diminished.
Mobile devices, such as smartphones and tablets, are increasingly being used to access the Internet and our online media offerings may not be as effective when accessed
through these devices. Additionally, mobile advertising yields are lower on average than those for desktop and laptop computers, which could negatively impact our business,
financial condition and results of operation.
Historically, most online media consumption has occurred on a desktop or laptop computer. However, the number of people who access the Internet through mobile devices
such as smartphones and tablets has increased substantially in recent years. If we cannot effectively distribute our content, products and services on these devices, we could
experience a decline in visits and traffic and a corresponding decline in revenue. It is also more difficult to display advertisements on mobile devices without disrupting the consumer
experience. We may make, or be required to make, changes to the layouts and formats of our mobile web optimized sites in order to improve the user experience, which could
negatively impact our monetization efforts on mobile devices. In addition, mobile advertising yields on average are currently lower than those for desktop and laptop computers, in
part due to the limitations involved in using cookies on mobile devices to track and optimize mobile advertising. The continued increase in mobile consumption of our content, which
is now contributing significantly higher visit growth as compared to visit growth from desktop or laptop computers, has resulted in a reduction in our RPVs. As a result of these
factors, the increasing use of mobile devices to access our content could negatively impact our business, financial condition and results of operations.
We depend upon the quality of traffic to our owned and operated online properties and our customers’ online properties to provide value to online advertisers, and any failure in
our quality control could have a material adverse effect on the value of such online properties to our third-party advertisement distribution providers and online advertisers and
thereby adversely affect our revenue.
We depend upon the quality of traffic to our owned and operated online properties and our customers’ online properties to provide value to online advertisers. Low quality
traffic can include clicks associated with non-human processes, including robots, spiders or other software; the mechanical automation of clicking; and other types of invalid clicks or
click fraud. There is a risk that a certain amount of low-quality traffic, or traffic that is deemed to be invalid by online advertisers, will be delivered to online advertisers on our online
properties or our customers’ online properties. As a result, we may be required to credit future amounts owed to us by our advertising partners or repay them for amounts previously
received if such future amounts are insufficient. Furthermore, low-quality or invalid traffic may be detrimental to our relationships with third-party advertisement distribution
providers and online advertisers, and could adversely affect our revenue.
As a creator and a distributor of Internet content, we face potential liability and expenses for legal claims based on the nature and content of the materials that we create or
distribute, or that are accessible via our owned and operated online properties and our customers’ online properties. If we are required to pay damages or expenses in connection
with these legal claims, our business, financial condition and results of operations may be harmed.
As a creator and distributor of original content and third-party provided content, we face potential liability in the United States and abroad based on a variety of theories,
including copyright or trademark infringement, defamation, negligence, unlawful practice of a licensed profession and other legal theories based on the nature, creation or
distribution of this information, and under various laws, including the Lanham Act and the Copyright Act. We may also be exposed to similar liability in connection with content that
we do not create but that is posted to our owned and operated online properties and to our customers’ online properties by users and other third parties through forums, comments,
personas and other social media features. In addition, it is also possible that visitors to our owned and operated online properties or our customers’ online properties could bring
claims against us for losses incurred in reliance upon information provided on such online properties. These claims, regardless of their merit, could divert management time and
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attention away from our business and result in significant costs to investigate and defend. If we become subject to these or similar types of claims and are not successful in our
defense, we may be forced to pay substantial damages. If the content we distribute through our owned and operated online properties or our customers’ online properties violates the
intellectual property rights of others or gives rise to other legal claims against us, we could be subject to substantial liability, which could have a negative impact on our business,
financial condition and results of operations.
Risks Relating to our Company
We have a history of operating losses and may not be able to operate profitably or sustain positive cash flow in future periods.
We were founded in 2006 and, except for the year ended December 31, 2012, when we generated net income, we have had a net loss in every year from inception, including
generating a net loss of $20.2 million for the year ended December 31, 2013. As of September 30, 2014 we had an accumulated deficit of approximately $352.7 million and we may
incur net operating losses in the future. Moreover, our cash flows from operating activities in the future may not be sufficient to fund our desired level of investment and expenditures
in our content creation and distribution platform and online marketplaces, as well as the development and launch of new products and services. Our ability to generate net income in
the future will depend in large part on our ability to generate and sustain substantially increased revenue levels, while continuing to control our expenses. We may incur significant
operating losses in the future for a number of reasons, including those discussed in other risk factors and factors that we cannot foresee, and we may be unable to generate net income
or sufficient positive cash flows.
We may not be able to achieve revenue growth comparable to our historic revenue growth rates.
Our revenue increased rapidly between 2008 and 2012. Our revenue growth for the year ended December 31, 2013 was flat year over year, and we may not be able to return
to the same or similar growth rates in future periods that we experienced in prior periods. You should not rely on the revenue growth of any prior quarterly or annual period as an
indication of our future performance. If our future growth fails to meet investor or analyst expectations, it could have a materially negative effect on our stock price. If our growth
rate continues to decline, our business, financial condition and results of operations would be adversely affected.
A substantial portion of our assets is reflected as intangible assets on our balance sheet, which may be subject to impairment. If our intangible assets or goodwill become
impaired we may be required to record a significant non-cash charge to earnings which would have a material adverse effect on our results of operations.
We carry a substantial amount of intangible assets on our balance sheet, primarily from the creation of our long-lived media content. We also carry goodwill on our balance
sheet from certain acquisitions we have made over the past several years. We assess potential impairments to our intangible assets and goodwill when there is evidence that events or
changes in circumstances indicate that the carrying value of such intangible assets or goodwill may not be recoverable. In the third quarter of 2014, we experienced unexpected
revenue declines attributable to lower traffic and monetization yield on certain of our Content & Media websites that caused us to lower our future cash flow expectations.
Additionally, our market capitalization remained at a level below the book value of our net assets for an extended period of time, including as of September 30, 2014. As a result of
these factors, we performed an interim assessment of impairment of the goodwill in our Content & Media reporting unit in the third quarter of 2014, based on fair value estimates
that were derived from preliminary assumptions and analyses that are subject to change . In performing the impairment assessment, we determined that the implied
fair value of goodwill in the reporting unit was substantially lower than its carrying value and recorded a $232.3 million pretax impairment charge in the third quarter of 2014, which
represents our current best estimate. The measurement of impairment will be completed in the fourth quarter of 2014 and any adjustment to the preliminary

goodwill impairment charge, if any, would be recognized when we finalize the second step of the goodwill impairment test as part of the annual
goodwill impairment analysis at that time. Additional significant and sustained declines in our stock price and market capitalization relative to our book value or our inability
to generate sufficient revenue or cash flows from our long-lived media content or the businesses that we have acquired may result in us having to take additional impairment charges
against certain of our intangible assets or goodwill. If we are required to record additional impairment charges in future periods, it could have a material adverse effect on our results
of operations and financial condition, particularly in the period such charge is taken.
Our operating results may fluctuate on a quarterly and annual basis due to a number of factors, which may make it difficult to predict our future performance.
Our revenue and operating results could fluctuate significantly from quarter-to-quarter and year-to-year due to a variety of factors, many of which are outside of our control.
Our revenue and operating results in the near term will also fluctuate as a result of the Separation, including in connection with the public company costs to be borne by a smaller
public company and the impact of cost allocations between the two companies. Therefore, comparing our operating results on a period-to-period basis may not be
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meaningful. In addition to other risk factors discussed in this section, factors that may contribute to the variability of our quarterly and annual results include:
•

lower than anticipated levels of traffic to our owned and operated online properties and to our customers’ online properties;

•

seasonality of the revenue associated with our online marketplaces, including increased sales activity during the holiday season;

•

spikes in sales of our print-on-demand products due to major social or political events resulting in a short-term demand for products with related content;

•

competitive pricing pressures, including shipping costs and potential discounts offered, associated with the products sold through our online marketplaces;

•

disruptions in the supply-chain, production and fulfillment operations associated with the products sold through our online marketplaces;

•

the amount and timing of operating costs and capital expenditures related to the maintenance and expansion of our services, operations and infrastructure, especially
one-time costs related to the development or acquisition of new products and services;

•

failure of our content to generate sufficient or expected revenue during its estimated useful life to recover its unamortized creation costs, which may result in increased
amortization expenses associated with, among other things, a decrease in the estimated useful life of our content, an impairment charge associated with our existing
content, or expensing future content acquisition costs as incurred;

•

creation of content in the future that may have a shorter estimated useful life as compared to our current portfolio of content, or which we license exclusively to third
parties for periods that are less than the estimated useful life of our existing content, which may result in, among other things, increased content amortization expenses
or the expensing of future content acquisition costs as incurred;

•

changes in Internet advertising purchasing patterns by advertisers, and changes in how we sell advertisements from direct advertising sales to more automated
advertising solutions;

•

timing of and revenue recognition for certain transactions;

•

changes in generally accepted accounting principles;

•

our focus on long-term goals over short-term results; and

•

weakness or uncertainty in general economic or industry conditions.

It is possible that in one or more future quarters, due to any of the factors listed above, a combination of those factors or other reasons, our operating results may be below
our expectations and the expectations of public market analysts and investors, which could have a material adverse impact on the price of shares of our common stock.
We have made and may make additional acquisitions that involve significant execution, integration and operational risks and we may not realize the anticipated benefits of any
such acquisitions.
We evaluate acquisition and expansion opportunities on an ongoing basis and may pursue select acquisitions, such as our acquisitions of Society6 in June 2013 and Saatchi
Art in August 2014. We may continue to make acquisitions of complementary websites, businesses, solutions, technologies or talent in the future to increase the scope of our
business domestically and internationally. The identification of suitable acquisition candidates can be difficult, time-consuming and costly. Potential acquisitions require significant
attention from our management and could result in a diversion of resources from our existing business, which in turn could have an adverse effect on our business and results of
operations. In addition, the expected benefits of acquisitions may not materialize as planned, including achieving certain financial and revenue objectives. Certain acquired
businesses or the transactions entered into as part of business combinations may also carry contingent liabilities that could materially impact our future results of
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operations and financial condition. Furthermore, we may not be able to successfully complete identified acquisitions. If we are unable to identify suitable future acquisition
opportunities, reach agreement with such parties or obtain the financing necessary to make such acquisitions, we could lose market share to competitors who are able to make such
acquisitions. This loss of market share could negatively impact our business, revenue and future growth.
Even if we successfully complete an acquisition, we may not be able to successfully assimilate and integrate the acquired websites, business, assets, technologies, solutions,
personnel or operations, particularly if key personnel of an acquired company decide not to work for us, and we therefore may not achieve the anticipated benefits of such
acquisition. Acquisitions also could harm our reputation or brands generally, as well as our relationships with existing customers. In addition, financing an acquisition may require us
to (i) use substantial portions of our available cash on hand, (ii) incur additional indebtedness, which would increase our costs and impose operational limitations, and/or (iii) issue
equity securities, which would dilute our stockholders’ ownership and could adversely affect the price of our common stock. For example, a fter giving effect to working
capital adjustments as of the closing date, the purchase price for Saatchi Art consisted of approximately $4.8 million in cash and 1,049,959 shares of our
common stock, in addition to certain liabilities that we assumed in the merger. We may also unknowingly inherit liabilities from previous or future acquisitions that arise after the
acquisition and are not adequately covered by indemnities. Additionally, certain stockholders of an acquired company may dissent from or object to an acquisition or otherwise seek
to assert claims related to the transaction. In connection with our recent acquisition of Saatchi Art, certain former common stockholders of Saatchi Art have notified us of their intent
to seek appraisal rights and have alleged certain breaches of fiduciary duties by the former directors of Saatchi Art under Delaware law. If such stockholders pursue such appraisal
rights or breach of fiduciary duty claims, we would be required to expend significant resources in connection with such matters and we may not be able to recover all such amounts
from the escrowed portion of the purchase price set aside to cover post-closing indemnification claims.
We depend on key personnel to operate our business, and if we are unable to retain our current personnel or hire additional personnel, our ability to develop and successfully
market our business could be harmed.
We believe that our future success is highly dependent on the contributions of our executive officers, as well as our ability to attract and retain highly skilled personnel,
including engineers and developers. Since August 2012, several of our executive officers have resigned, including our Chairman and Chief Executive Officer in October 2013.
Effective August 12, 2014, we appointed Sean Moriarty as our new Chief Executive Officer, and Shawn Colo as our President. It is important that we retain other key personnel
following these changes. In addition, qualified individuals that are critical to the success of our current and future business, including engineers and developers, are in high demand,
and we may incur significant costs to attract and retain them. All of our officers and other employees are at-will employees, which means they can terminate their employment
relationship with us at any time, and their knowledge of our business and industry would be extremely difficult to replace. Volatility or under-performance in our stock price may
also affect our ability to attract new employees and retain our existing key employees. Our executive officers and employees may be more inclined to leave us if the perceived value
of equity awards, including restricted stock units, decline. If we lose the services of key personnel, especially during this period of leadership transition, or do not hire or retain other
personnel for key positions, our business and results of operation could be adversely affected. In addition, we do not maintain “key person” life insurance policies for any of our
executive officers.
We may have difficulty scaling and adapting our existing technology and network infrastructure to accommodate increased traffic and technology advances or changing
business requirements, which could lead to the loss of users, advertisers, customers, artists and freelance professionals, and cause us to incur expenses to make architectural
changes.
To be successful, our network infrastructure has to perform well and be reliable. The greater the user traffic and the greater the complexity of our products and services, the
more computing power we will need. In the future, we may spend substantial amounts to purchase or lease data centers and equipment, upgrade our technology and network
infrastructure to handle increased traffic on our owned and operated online properties and roll out new products and services. Any changes could be expensive and complex and
could result in inefficiencies or operational failures. If we do not successfully update our technology and network infrastructure as needed, or if we experience inefficiencies and
operational failures during such updates, the quality of our products and services and our users’ experience could decline. This could damage our reputation and lead us to lose
current and potential users, advertisers, customers, artists and freelance professionals. The costs associated with any adjustments to our technology and network infrastructure could
harm our operating results. Cost increases, loss of traffic or failure to accommodate new technologies or changing business requirements could harm our business, revenue and
financial condition.
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If the security measures for our systems are breached, or if our products or services are subject to attacks that degrade or deny the ability of administrators, developers, users
and customers to maintain or access them, our systems, products and services may be perceived as not being secure. If any such events occur, users, customers, advertisers and
publishers may curtail or stop using our products and services, and we may incur significant legal and financial exposure, all of which could have a negative impact on our
business, financial condition and results of operations.
Some of our systems, products and services involve the storage and transmission of information regarding our users, customers, and our advertising and publishing partners,
and security breaches could expose us to a risk of loss of this information, litigation, and potential liability. Our security measures may be breached due to the actions of outside
parties, employee error, malfeasance, or otherwise, and, as a result, an unauthorized party may obtain access to this information. For example, in 2014 we determined an
unauthorized individual may have gained access to certain customer user name, email and passwords of our eHowNow customers. Additionally, outside parties may attempt to
fraudulently induce employees, users, or customers to disclose sensitive information in order to gain access to our systems and the stored data therein. Any such breach or
unauthorized access could result in significant legal and financial exposure, damage to our reputation, and a loss of confidence in the security of our systems, products and services
that could potentially have an adverse effect on our business, financial condition and results of operations. Because the techniques used to obtain unauthorized access, disable or
degrade service, or sabotage systems change frequently and often are not recognized until launched against a target, we may be unable to anticipate these techniques or to implement
adequate preventative measures. If an actual or perceived breach of our security occurs, the market perception of the effectiveness of our security measures could be harmed and we
could lose users, customers, advertisers or publishers.
If we do not adequately protect our intellectual property rights, our competitive position and business may suffer.
Our intellectual property, consisting of trade secrets, trademarks, copyrights and patents, is, in the aggregate, important to our business. We rely on a combination of trade
secret, trademark, copyright and patent laws in the United States and other jurisdictions together with confidentiality agreements and technical measures to protect our proprietary
rights. We rely more heavily on trade secret protection than patent protection. To protect our trade secrets, we control access to our proprietary systems and technology and enter into
confidentiality and invention assignment agreements with our employees and consultants and confidentiality agreements with other third parties. Effective trade secret, copyright,
trademark and patent protection may not be available in all countries where we currently operate or in which we may operate in the future. In addition, because of the relatively high
cost we would experience in registering all of our copyrights with the United States Copyright Office, we generally do not register the copyrights associated with our content. We
face risks related to our intellectual property including that:
•

our intellectual property rights will not provide competitive advantages to us;

•

our ability to assert our intellectual property rights against potential competitors or to settle current or future disputes may be limited by our agreements with third
parties;

•

our intellectual property rights may not be enforced in jurisdictions where competition is intense or where legal protection is weak;

•

any of the patents, trademarks, copyrights, trade secrets or other intellectual property rights that we presently employ in our business could lapse or be invalidated,
circumvented, challenged or abandoned;

•

competitors will design around our protected systems and technology; or

•

we may lose the ability to assert our intellectual property rights against others.

Policing unauthorized use of our proprietary rights can be difficult and costly. In addition, it may be necessary to enforce or protect our intellectual property rights through
litigation or to defend litigation brought against us, which could result in substantial costs and diversion of resources and management attention and could adversely affect our
business, even if we are successful on the merits.
We rely on technology infrastructure and a failure to update or maintain this technology infrastructure could adversely affect our business.
Significant portions of our content, products and services are dependent on technology infrastructure that was developed over multiple years. Updating and replacing our
technology infrastructure may be challenging to implement and manage, may take time to test and deploy, may cause us to incur substantial costs and may cause us to suffer data loss
or delays or interruptions in service. For example, we have suffered a number of server outages at our data center facilities, which resulted from certain failures that triggered
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data center wide outages and disrupted critical technology and infrastructure service capabilities. These events impacted service to some of our significant media properties, including
eHow, as well as our proprietary online content production studio. As a result of these data center outages, we have developed initiatives to create automatic backup capacity at an
alternate facility for our top revenue-generating services to address similar scenarios in the future. However, there can be no assurance that our efforts to develop sufficient backup
and redundant services will be successful or that we can prevent similar outages in the future. Delays or interruptions in our service may cause our users, advertisers, customers,
artists and freelance professionals to become dissatisfied with our offerings and could adversely affect our business. Failure to update our technology infrastructure as new
technologies become available may also put us in a weaker position relative to a number of our key competitors. Competitors with newer technology infrastructure may have greater
flexibility and be in a position to respond more quickly than us to new opportunities, which may impact our competitive position in certain markets and adversely affect our business.
Some of our software and systems contain open source software, which may pose risks to our proprietary software and solutions.
We use open source software in our software and systems and will use open source software in the future. The licenses applicable to open source software typically require
that the source code subject to the license be made available to the public and that any modifications or derivative works to open source software continue to be licensed under open
source licenses. From time to time, we may face claims from third parties demanding the release or license of the open source software or derivative works that we developed using
such software (which could include our proprietary source code), claiming infringement of their intellectual property rights, or otherwise seeking to enforce the terms of the
applicable open source license. These claims could result in litigation and could require us to purchase a costly license, publicly release the affected portions of our source code, be
limited in the licensing of our technologies or cease offering the implicated solutions unless and until we can re-engineer them to avoid infringement or change the use of the
implicated open source software. In addition to risks related to license requirements, use of certain open source software can lead to greater risks than use of third-party commercial
software, as open source licensors generally do not provide warranties, indemnities or other contractual protections with respect to the software (for example, non-infringement or
functionality). Our use of open source software may also present additional security risks because the source code for open source software is publicly available, which may make it
easier for hackers and other third parties to determine how to breach our sites and systems that rely on open source software. Any of these risks could be difficult to eliminate or
manage, and, if not addressed, could have a material adverse effect on our business, financial condition and results of operation.
The interruption or failure of our information technology and communications systems, or those of third parties that we rely upon, could adversely affect our business, financial
condition and results of operations.
The availability of our products and services depends on the continuing operation of our information technology and communications systems. Any damage to or failure of
our systems, or those of third parties that we rely upon (e.g., co-location providers for data servers, storage devices, and network access) could result in interruptions in our service,
which could reduce our revenue and profits, and damage our brand. Our systems are also vulnerable to damage or interruption from natural disasters, terrorist attacks, power loss,
telecommunications failures, computer viruses or other attempts to harm our systems. We have experienced an increasing number of computer distributed denial of service attacks
which have forced us to shut down certain of our online properties. We have implemented certain defenses against these attacks, but we may continue to be subject to such attacks,
and future denial of service attacks may cause all or portions of our online properties to become unavailable. In addition, some of our data centers are located in areas with a high risk
of major earthquakes. Our data centers are also subject to break-ins, sabotage and intentional acts of vandalism, and to potential disruptions if the operators of these facilities have
financial difficulties. Some of our systems are not fully redundant, and our disaster recovery planning is currently underdeveloped and does not account for all eventualities. The
occurrence of a natural disaster, a decision to close a facility we are using without adequate notice for financial reasons or other unanticipated problems at our data centers could
result in lengthy interruptions in our service.
Furthermore, third-party service providers may experience an interruption in operations or cease operations for any reason. If we are unable to agree on satisfactory terms for
continued data center hosting relationships, we would be forced to enter into a relationship with other service providers or assume hosting responsibilities ourselves. If we are forced
to switch hosting facilities, we may not be successful in finding an alternative service provider on acceptable terms or in hosting the computer servers ourselves. We may also be
limited in our remedies against these providers in the event of a failure of service. We also rely on third-party providers for components of our technology platform, such as hardware
and software providers. A failure or limitation of service or available capacity by any of these third-party providers could adversely affect our business, financial condition and
results of operations.
Changes in regulations or user concerns regarding privacy and protection of user data could diminish the value of our services and cause us to lose customers and revenue.
When a user visits one of our websites or certain pages of our customers’ websites, we use technologies, including “cookies,” to collect information related to the user, such
as the user’s Internet Protocol, or IP, address, demographic information, and history of the
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user’s interactions with content or advertisements previously delivered by us. The information that we collect about our users helps us deliver appropriate content and targeted
advertising to these users. A variety of federal, state and international laws and regulations govern the collection, use, retention, sharing and security of data that we receive from and
about our users. In addition, various federal, state and foreign legislative and regulatory bodies may expand current or enact new laws regarding privacy matters. Recent
developments related to “instant personalization” and similar technologies potentially allow us and other publishers access to even broader and more detailed information about
users. These developments have led to greater scrutiny of industry data collection practices by regulators and privacy advocates. New laws may be enacted, new industry selfregulation may be promulgated, or existing laws may be amended or re-interpreted, in a manner that limits our ability to analyze user data. If our access to user data is limited
through legislation or any industry development, we may be unable to provide effective technologies and services to customers and we may lose customers and revenue.
Certain U.S. and foreign laws and regulations could subject us to claims or otherwise harm our business.
We are subject to a variety of laws and regulations in the U.S. and abroad that may subject us to claims or other remedies. Our failure to comply with applicable laws and
regulations may subject us to additional liabilities, which could adversely affect our business, financial condition and results of operations. Laws and regulations that are particularly
relevant to our business address:
•

freedom of expression;

•

information security and privacy;

•

pricing, fees and taxes;

•

content and the distribution of content, including liability for user reliance on such content;

•

intellectual property rights, including secondary liability for infringement by others;

•

taxation, including VAT; and

•

online advertising and marketing, including email marketing and unsolicited commercial email.

Many applicable laws were adopted prior to the advent of the Internet and do not contemplate or address the unique issues of the Internet. Moreover, the applicability and
scope of the laws that do address the Internet remain uncertain. For example, the laws relating to the liability of providers of online services are evolving. Claims have been either
threatened or filed against us under both U.S. and foreign laws for defamation, copyright infringement, patent infringement, privacy violations, cybersquatting and trademark
infringement. In the future, claims may also be brought against us based on tort law liability and other theories based on our content, products and services or content generated by
our users.
We receive, process and store large amounts of personal data of users on our owned and operated online properties and from our freelance professionals and artists. We post
privacy policies on all of our owned and operated websites that set forth our policies and practices related to the collection, use, sharing, disclosure and protection of personal data.
The storing, sharing, use, disclosure and protection of personal information and user data are subject to federal, state and international privacy laws, the purpose of which is to protect
the privacy of personal information that is collected, processed and transmitted in or from the governing jurisdiction. The existing privacy-related laws and regulations are evolving
and subject to potentially differing interpretations. If requirements regarding the manner in which certain personal information and other user data are processed and stored change
significantly, our business may be adversely affected, impacting our financial condition and results of operations. In addition, we may be exposed to potential liabilities as a result of
differing views on the level of privacy required for consumer and other user data we collect. We may also need to expend significant resources to protect against security breaches,
including encrypting personal information, or remedy breaches after they occur, including notifying each person whose personal data may have been compromised. Any failure, or
perceived failure, by us or various third-party vendors and service providers to comply with applicable privacy policies or with industry standards or laws or regulations could result
in a loss of consumer confidence in us, or result in actions against us by governmental entities or others, all of which could potentially cause us to lose consumers and revenue.
Our business operations in countries outside the United States are subject to a number of U.S. federal laws and regulations, including restrictions imposed by the Foreign
Corrupt Practices Act (“FCPA”), as well as trade sanctions administered by the Office of Foreign Assets Control (“OFAC”) and the U.S. Commerce Department. The FCPA is
intended to prohibit bribery of foreign officials or parties and requires public companies in the United States to keep books and records that accurately and fairly reflect those
companies’ transactions. OFAC and the U.S. Commerce Department administer and enforce economic and trade sanctions based on U.S. foreign policy and national security goals
against targeted foreign states, organizations and individuals.
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VAT, sales and use, and similar tax laws and rates vary greatly by jurisdiction. We do not collect such taxes in every jurisdiction in which we have sales based on our belief
that such taxes are not applicable. Certain jurisdictions in which we do not collect VAT, sales and use, or similar taxes on our sales may assert that such taxes are applicable, which
could result in tax assessments, penalties and interest for prior periods, and a requirement to collect such taxes in the future. Such tax assessments, penalties and interest, or future
requirements may materially and adversely affect our business, financial condition and operating results.
If we fail to comply with applicable laws and regulations, we could be exposed to claims for damages, financial penalties, reputational harm, incarceration of our employees
or restrictions on our operations, which could increase our costs of operations, reduce our profits or cause us to forgo opportunities that would otherwise support our growth.
Changes in state, federal or international taxation laws and regulations may adversely affect our business.
Due to the global nature of the Internet, it is possible that, although our services and the Internet transmissions related to them typically originate in California, Texas,
Nevada, Washington, Argentina and the Netherlands, governments of other states or foreign countries might attempt to regulate our transmissions or levy sales, income or other taxes
relating to our activities. Tax authorities at the international, federal, state and local levels are also currently reviewing the appropriate treatment of companies engaged in Internet
commerce. New or revised international, federal, state or local tax regulations may subject us or our customers to additional sales, income, VAT and other taxes. We cannot predict
the effect of current attempts to impose sales, income, VAT or other taxes on commerce over the Internet. New or revised taxes and, in particular, additional sales taxes or VAT,
would likely increase the cost of doing business online and decrease the attractiveness of advertising and selling goods and services over the Internet. New taxes could also create
significant increases in internal costs necessary to capture data and collect and remit taxes. Any of these events could have an adverse effect on our business and results of operations.
Third parties may sue us for intellectual property infringement or misappropriation or make similar claims which, if successful, could require us to pay significant damages,
incur expenses or curtail our offerings.
We cannot be certain that our internally developed or acquired systems and technologies do not and will not infringe the intellectual property rights of others. In addition, we
license content, software and other intellectual property rights from third parties and may be subject to claims of infringement or misappropriation if such parties do not possess the
necessary intellectual property rights to the products or services they license to us. We have in the past and may in the future be subject to legal proceedings and claims that we have
infringed the patent or other intellectual property rights of a third party. These claims sometimes involve patent holding companies or other patent owners who have no relevant
product revenue and against whom our own patents may provide little or no deterrence. In addition, third parties may in the future assert intellectual property infringement claims
against our customers, which we have agreed in certain circumstances to indemnify and defend against such claims. Any intellectual property-related infringement or
misappropriation claims, whether or not meritorious, could result in costly litigation and could divert management resources and attention. If we are found liable for infringement or
misappropriation, we may be required to enter into licensing agreements, if available on acceptable terms or at all, pay substantial damages or limit or curtail our systems and
technologies. Also, any successful lawsuit against us could subject us to the invalidation of our proprietary rights. Moreover, we may need to redesign some of our systems and
technologies to avoid future infringement liability. Any of the foregoing could prevent us from competing effectively and increase our costs.
Additionally, our Society6 and Saatchi Art digital artist marketplace and online commerce platform allows artists to sell original designs on various types of consumer
products. On occasion, the designs posted to Society6 or Saatchi Art may infringe certain copyrights or trademarks or misappropriate the right of publicity of well-known figures. As
a result, we may be the subject of letters, lawsuits and takedown notices from rights holders, and the Digital Millennium Copyright Act may not provide safe-harbors for all types of
infringing content hosted on these properties. Addressing these types of claims could require us to expend time and resources, which could have an adverse impact on our business
and results of operations.
In addition, we license the names “Saatchi” and “Livestrong.com” pursuant to the terms of intellectual property or licensing agreements with third parties, which may be
terminated by such third parties if we do not comply with certain requirements in the agreements. For example, Charles Saatchi has alleged that we are in breach of our intellectual
property agreement with him. Although we believe that Mr. Saatchi’s claim is without merit, if either of these agreements were terminated, we would experience business disruption
and would have to incur significant resources to rebrand the relevant business, which could have an adverse impact on our business, financial condition and results of operations.
We may not succeed in establishing our businesses internationally, which may limit our future growth.
One potential area of growth for our business is in the international markets. We have launched eHow sites in the United Kingdom and Germany, as well as eHow en
Español and eHow Brasil (Spanish and Portuguese language sites that target both the U.S. and the worldwide Spanish/Portuguese-speaking markets), and we have operations in
Buenos Aires, Argentina to support these
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efforts. We are also exploring launches of our content and media properties in certain other countries and we have been investing in translation capabilities for our technologies.
Operating internationally, where we have limited experience, exposes us to additional risks and operating costs. We cannot be certain that we will be successful in introducing or
marketing our services internationally or that our services will gain market acceptance or that growth in commercial use of the Internet internationally will continue. In addition, the
artwork sold through Saatchi Art is created by a global community of artists and sold to customers around the world. There are risks inherent in conducting business in international
markets, including the need to localize our products and services to foreign customers’ preferences and customs, difficulties in managing operations due to language barriers,
distance, staffing and cultural differences, application of foreign laws and regulations to us, tariffs and other trade barriers, fluctuations in currency exchange rates, establishing
management systems and infrastructures, reduced protection for intellectual property rights in some countries, changes in foreign political and economic conditions, and potentially
adverse tax consequences. If we are unable to expand and market our products and services internationally, it could have a negative effect on our future growth prospects and on our
business, financial condition and results of operations.
A reclassification of our freelance professionals from independent contractors to employees by tax authorities could require us to pay retroactive taxes and penalties and
significantly increase our cost of operations.
We contract with freelance professionals as independent contractors to create the substantial majority of the content for our owned and operated online properties and for our
customers’ online properties. Because we consider our freelance professionals with whom we contract to be independent contractors, as opposed to employees, we do not withhold
federal or state income or other employment related taxes, make federal or state unemployment tax or Federal Insurance Contributions Act payments, or provide workers’ compensation
insurance with respect to such freelance professionals. Our contracts with our independent contractor freelance professionals obligate these freelance professionals to pay these taxes. The
classification of freelance professionals as independent contractors depends on the facts and circumstances of the relationship. In the event of a determination by federal or state taxing
authorities that the freelance professionals engaged as independent contractors are employees, we may be adversely affected and subject to retroactive taxes and penalties. In addition, if it
was determined that our content creators were employees, the costs associated with content creation would increase significantly and our financial results would be adversely affected.
We are subject to risks related to credit card payments we accept. If we fail to be in compliance with applicable credit card rules and regulations, we may incur additional fees,
fines and ultimately the revocation of the right to accept credit card payments, which could have a material adverse effect on our business, financial condition or results of
operations.
Many of our online marketplace customers pay amounts owed to us using a credit card or debit card. For credit and debit card payments, we pay interchange and other fees,
which may increase over time and raise our operating expenses and adversely affect our net income. We are also subject to payment card association operating rules, certification
requirements and rules governing electronic funds transfers, which could change or be reinterpreted to make it difficult or impossible for us to comply. We believe we, or our
payment gateway service provider, are compliant in all material respects with the Payment Card Industry Data Security Standard, which incorporates Visa’s Cardholder Information
Security Program and MasterCard’s Site Data Protection standard. However, there is no guarantee that such compliance will be maintained or that compliance will prevent illegal or
improper use of our payment system. If we fail to comply with these rules or requirements, we could be subject to fines and higher transaction fees and lose our ability to accept
credit and debit card payments from our customers. A failure to adequately control fraudulent credit card transactions would result in significantly higher credit card-related costs and
could have a material adverse effect on our business, financial condition and results of operations.
Our credit facility contains financial covenants and certain restrictive covenants which could limit our ability to operate our business and compete effectively. If these covenants are
breached, the lenders could accelerate any outstanding indebtedness we may have under the facility.
Our credit facility, which includes a revolving and term loan facility with a syndicate of commercial banks, contains financial covenants requiring us to maintain a minimum
consolidated fixed charge coverage ratio and a maximum consolidated leverage ratio. In addition, our credit facility contains covenants restricting our ability to, among other things:
•

incur additional debt or incur or permit to exist certain liens;

•

pay dividends, make other distributions or payments on capital stock or repurchase our common stock;

•

make investments and acquisitions;

•

enter into transactions with affiliates; and
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•

transfer or sell our assets.

These covenants could adversely affect our ability to finance our future operations or capital needs or to pursue available business opportunities, including acquisitions. If we
want to take certain actions restricted by the covenants and the lenders are unwilling to waive such covenants, we may be forced to amend the credit facility on terms less favorable
than the current terms or enter into new financing arrangements.
Furthermore, if we breach any of the financial or restrictive covenants in our credit facility, it would likely constitute a default under such facility and could result in
acceleration of any outstanding indebtedness. Any such default and related acceleration would require us to repay amounts outstanding under the facility and prevent us from
borrowing additional amounts. We may not be able repay any such amounts due upon acceleration, which would have a material adverse effect on our business. As of September 30,
2014, we had $73.75 million of term loans outstanding under the credit facility. As of September 30, 2014, no principal balance was outstanding and approximately $123.6 million
was available for borrowing under the revolving loan facility, after deducting the face amount of outstanding standby letters of credit of approximately $1.4 million.
Risks Relating to Owning Our Common Stock
The trading price of our common stock is likely to be volatile and an active, liquid and orderly market for our common stock may not be sustained.
An active trading market for our common stock may not be sustained, which could depress the market price of our common stock. The trading price of our common stock
has been, and is likely to be, highly volatile and could be subject to wide fluctuations in response to various factors, some of which are beyond our control. For example, from the
date of our initial public offering in January 2011 through November 6, 2014, our closing stock price, as adjusted for the Distribution and the 1-for-5 reverse stock split, has ranged
from $6.83 to $48.75.
Following the Separation, the price at which our common stock trades may fluctuate significantly while the market is evaluating the two companies with different growth
profiles and operating margins separately. Further, shares of our common stock will represent an investment in a smaller public company and this change may not meet some
stockholders’ investment strategies or requirements, which could cause investors to sell their shares of our common stock. Excessive selling could cause the market price of our
common stock to decrease. Additionally, as a result of the reverse stock split reducing the number of shares of our common stock that are outstanding, we may have a lower average
daily trading volume, which could lead to greater volatility in the trading price of our common stock.
In addition to the factors discussed in this “Risk Factors” section and elsewhere in this report, factors that may cause the trading price of our common stock to be volatile
include:
•

our operating performance and the operating performance of similar companies;

•

the overall performance of the equity markets;

•

the number of shares of our common stock publicly owned and available for trading;

•

any major change in our board of directors or management;

•

publication of research reports about us or our industry or changes in recommendations or withdrawal of research coverage by securities analysts;

•

publication of third-party reports that inaccurately assess the performance of our business or certain operating metrics such as search referral traffic, the ranking of our
content in search engine results or page view trends;

•

large volumes of sales of our shares of common stock by existing stockholders; and

•

general political and economic conditions.

In addition, the stock market in general, and the market for Internet-related companies in particular, has experienced extreme price and volume fluctuations that have often
been unrelated or disproportionate to the operating performance of those companies. Securities class action litigation has often been instituted against companies following periods of
volatility in the overall market and in the market price of a company’s securities. This litigation, if instituted against us, could result in very substantial costs, divert our
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management’s attention and resources and harm our business, financial condition and results of operation. In addition, the recent distress in the financial markets has also resulted in
extreme volatility in security prices.
The large number of shares eligible for public sale or subject to rights requiring us to register them for public sale could depress the market price of our common stock.
The market price of our common stock could decline as a result of sales of a large number of shares of our common stock in the market, and the perception that these sales
could occur may also depress the market price of our common stock. As of November 6, 2014, we had 19,579,408 shares of common stock outstanding (excluding shares held in
treasury).
Certain stockholders owning a majority of our outstanding shares of common stock are party to a stockholders agreement that entitles them to require us to register shares of
our common stock owned by them for public sale in the United States, subject to the restrictions of Rule 144. In addition, certain stockholders, including investors in our preferred
stock that converted into common stock as well as current and former employees, are eligible to resell shares of common stock under Rule 144 and Rule 701 without registering such
shares with the SEC. Sales of our common stock as restrictions end or pursuant to registration rights may make it more difficult for us to sell equity securities in the future at a time
and at a price that we deem appropriate. These sales also could cause our stock price to fall and make it more difficult for shareholders to sell shares of our common stock.
In addition, as of November 6, 2014 we have approximately nine million shares of common stock reserved for future issuance under our equity compensation plans, of which
approximately five million shares are registered under our registration statement on Form S-8 on file with the SEC. Subject to the satisfaction of applicable exercise periods, vesting
requirements and, in certain cases, performance conditions, the shares of registered common stock issued upon exercise of outstanding options, vesting of future awards or pursuant
to purchases under our employee stock purchase plan (the “ESPP”) will be available for immediate resale in the United States in the open market.
We also have previously and may from time to time in the future issue shares of our common stock as consideration for acquisitions and investments. If any such acquisition
or investment is significant, the number of shares that we may issue may in turn be significant. We currently have an effective shelf registration statement on file with the SEC which
we may use to issue debt or equity securities with an aggregate offering price not to exceed $100 million and under which certain selling stockholders may offer and sell up to
2.8 million shares of our common stock.
Our stock repurchase program may be suspended or terminated at any time, which may result in a decrease in the trading price of our common stock.
Our board of directors previously approved a stock repurchase program under which we are authorized to repurchase up to $50.0 million of our common stock, of which
approximately $19.2 million remains available as of September 30, 2014. Such stock repurchases may be limited, suspended, or terminated at any time without prior notice, and we
have not repurchased any shares of our common stock since April 2013. There can be no assurance that we will repurchase additional shares of our common stock under our stock
repurchase program or that any future repurchases will have a positive impact on the trading price of our common stock or earnings per share. Important factors that could cause us to
limit, suspend or terminate our stock repurchase program include, among others, unfavorable market conditions, the trading price of our common stock, the nature of other
investment or strategic opportunities presented to us from time to time, the rate of dilution of our equity compensation programs, the availability of adequate funds, and our ability to
make appropriate, timely, and beneficial decisions as to when, how, and whether to purchase shares under the stock repurchase program. If we limit, suspend or terminate our stock
repurchase program, our stock price may be negatively affected.
As a public company, we are subject to compliance initiatives that require substantial time from our management and result in significantly increased costs.
The Sarbanes-Oxley Act of 2002, the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, and other rules implemented by the SEC and the NYSE,
impose various requirements on public companies, including requirements related to certain corporate governance practices. Compliance with these rules and regulations has resulted
in significantly increased costs for us as a public company than we incurred as a private company, including substantially higher costs to obtain comparable levels of director and
officer liability insurance. Proposed corporate governance laws and regulations under consideration may further increase our compliance costs. If compliance with these various legal
and regulatory requirements diverts our management’s attention from other business concerns, it could have a material adverse effect on our business, financial condition and results
of operations. Additionally, these laws and regulations may make it more difficult for us to attract and retain qualified individuals to serve on our board of directors, on committees of
our board of directors, or as executive officers.
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We are required to make an assessment of the effectiveness of our internal controls over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act of
2002. We are also required to obtain an opinion on the effectiveness of our internal controls over financial reporting from our independent registered public accounting firm.
Section 404 requires us to perform system and process evaluation and testing of our internal controls over financial reporting to allow management and our independent registered
public accounting firm to report on the effectiveness of our internal controls over financial reporting for each fiscal year. Our testing, or the subsequent testing by our independent
registered public accounting firm, may reveal deficiencies in our internal controls over financial reporting that are deemed to be material weaknesses. If we are unable to comply with
the requirements of Section 404, management may not be able to assess whether our internal controls over financial reporting are effective, which may subject us to adverse
regulatory consequences and could result in a negative reaction in the financial markets due to a loss of confidence in the reliability of our financial statements. In addition, if we fail
to maintain effective controls and procedures, we may be unable to provide the required financial information in a timely and reliable manner or otherwise comply with the standards
applicable to us as a public company. Any failure by us to provide the required financial information in a timely reliable manner could materially and adversely impact our financial
condition and the trading price of our securities. In addition, we may incur additional expenses and commitment of management’s time in connection with further assessments of our
compliance with the requirements of Section 404, which could materially increase our operating expenses and adversely impact our results of operations.
If securities or industry analysts publish inaccurate or unfavorable research about our business, our stock price and trading volume could decline.
The trading market for our common stock will depend in part on the research and reports that securities or industry analysts publish about us or our business. If one or more
of the analysts who cover us downgrade our stock or publish inaccurate or unfavorable research about our business, our stock price would likely decline. If one or more of these
analysts ceases to cover us or fails to publish reports on us regularly, demand for our stock could decrease, which might cause our stock price and trading volume to decline.
We do not anticipate paying cash dividends, and accordingly, stockholders must rely on stock appreciation for any return on their investment.
The terms of our credit agreement currently prohibit us from paying cash dividends on our common stock. In addition, we do not anticipate paying cash dividends in the
future. As a result, only appreciation of the price of our common stock, which may never occur, will provide a return to stockholders. Investors seeking cash dividends should not
invest in our common stock.
Certain provisions in our charter documents and Delaware law could discourage takeover attempts and lead to management entrenchment.
Our amended and restated certificate of incorporation and amended and restated bylaws contain provisions that could have the effect of delaying or preventing changes in
control or changes in our management without the consent of our board of directors, including, among other things:
•

a classified board of directors with three-year staggered terms, which may delay the ability of stockholders to change the membership of a majority of our board of
directors;

•

no cumulative voting in the election of directors, which limits the ability of minority stockholders to elect director candidates;

•

the ability of our board of directors to determine to issue shares of preferred stock and to determine the price and other terms of those shares, including preferences
and voting rights, without stockholder approval, which could be used to significantly dilute the ownership of a hostile acquiror;

•

the exclusive right of our board of directors to elect a director to fill a vacancy created by the expansion of our board of directors or the resignation, death or removal
of a director, which prevents stockholders from being able to fill vacancies on our board of directors;

•

a prohibition on stockholder action by written consent, which forces stockholder action to be taken at an annual or special meeting of our stockholders;

•

the requirement that a special meeting of stockholders may be called only by the chairman of our board of directors, the Chief Executive Officer, the president (in
absence of a Chief Executive Officer) or our board of directors, which may
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delay the ability of our stockholders to force consideration of a proposal or to take action, including the removal of directors;
•

the requirement for the affirmative vote of holders of at least 66 2/3% of the voting power of all of the then outstanding shares of the voting stock, voting together as a
single class, to amend the provisions of our amended and restated certificate of incorporation relating to the issuance of preferred stock and management of our
business or our amended and restated bylaws, which may inhibit the ability of an acquiror from amending our certificate of incorporation or bylaws to facilitate a
hostile acquisition;

•

the ability of our board of directors, by majority vote, to amend the bylaws, which may allow our board of directors to take additional actions to prevent a hostile
acquisition and inhibit the ability of an acquiror from amending the bylaws to facilitate a hostile acquisition; and

•

advance notice procedures that stockholders must comply with in order to nominate candidates to our board of directors or to propose matters to be acted upon at a
stockholders’ meeting, which may discourage or deter a potential acquiror from conducting a solicitation of proxies to elect the acquiror’s own slate of directors or
otherwise attempting to obtain control of us.

We are also subject to certain anti-takeover provisions under Delaware law. Under Delaware law, a corporation may not, in general, engage in a business combination with
any holder of 15% or more of its capital stock unless the holder has held the stock for three years or, among other things, our board of directors has approved the transaction.
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Item 2.

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Unregistered Sales of Equity Securities
On August 8, 2014, we issued 1,049,959 shares of Demand Media common stock to certain stockholders of Saatchi Online, Inc. as partial consideration for our acquisition of
Saatchi Online, Inc. These shares were issued in a private placement exempt from the registration requirements of the Securities Act in reliance on the exemptions set forth in
Section 4(a)(2) of the Securities Act and Rule 506 promulgated thereunder. We filed a registration statement on Form S-3 to register the resale of these shares of our common stock,
which was declared effective by the SEC on September 17, 2014 .
Repurchases of our Common Stock
We did not repurchase any of our common stock during the three months ended September 30, 2014.
Item 3.

DEFAULTS UPON SENIOR SECURITIES
None.

Item 4.

MINE SAFETY DISCLOSURES
Not applicable.

Item 5.

OTHER INFORMATION
None.
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Item 6.

EXHIBITS

Exhibit No

Description of Exhibit

2.1

Asset Purchase Agreement, dated as of July 9, 2014, by and among Demand Media, Inc., a Delaware corporation; CB Acquisition, LLC, a Delaware limited liability
company; and Otter Media Holdings, LLC, a Delaware limited liability company (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form
8-K filed with the SEC on July 14, 2014).

2.2

Separation and Distribution Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 2.1
to the Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

2.3

Agreement and Plan of Merger, dated as of August 8, 2014, by and among Demand Media, Inc., Gallery Merger Sub, Inc., a Delaware corporation, Saatchi Online,
Inc. and Shareholder Representative Services LLC, as the stockholder representative (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on
Form 8-K filed with the SEC on August 11, 2014) .

3.1

Amended and Restated Certificate of Incorporation of Demand Media, Inc., as amended effective August 1, 2014 (incorporated by reference to Exhibit 3.1 to the
Company’s Registration Statement on Form S-3 filed with the SEC on August 29, 2014) .

4.1

Form of Demand Media, Inc. Common Stock Certificate .

10.1

Transition Services Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.2

Employee Matters Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.3

Tax Matters Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 10.3 to the
Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.4

Intellectual Property Assignment and License Agreement between Demand Media, Inc. and Rightside Operating Co., dated as of July 30, 2014 (incorporated by
reference to Exhibit 10.4 to the Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.5

†

Employment Agreement, dated as of August 8, 2014, by and between Demand Media, Inc. and Sean Moriarty .

10.6

†

Amended and Restated Employment Agreement, dated as of August 8, 2014, by and between Demand Media, Inc. and Shawn Colo .

31.1

Certification of the Chief Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

31.2

Certification of the Chief Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

32.1

Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2

Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema Document
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Exhibit No

Description of Exhibit

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB

XBRL Taxonomy Extension Label Linkbase Document

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document
† Indicates management contract or compensatory plan, contract or arrangement.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
DEMAND MEDIA, INC.

Date: November 10, 2014
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By:
Name:
Title:

/s/ Sean Moriarty
Sean Moriarty
Chief Executive Officer

By:
Name:
Title:

/s/ Mel Tang
Mel Tang
Chief Financial Officer

Exhibit Index
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company; and Otter Media Holdings, LLC, a Delaware limited liability company (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form 8K filed with the SEC on July 14, 2014).
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Separation and Distribution Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 2.1 to
the Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .
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Agreement and Plan of Merger, dated as of August 8, 2014, by and among Demand Media, Inc., Gallery Merger Sub, Inc., a Delaware corporation, Saatchi Online, Inc.
and Shareholder Representative Services LLC, as the stockholder representative (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form 8K filed with the SEC on August 11, 2014) .

3.1

Amended and Restated Certificate of Incorporation of Demand Media, Inc., as amended effective August 1, 2014 (incorporated by reference to Exhibit 3.1 to the
Company’s Registration Statement on Form S-3 filed with the SEC on August 29, 2014) .

4.1

Form of Demand Media, Inc. Common Stock Certificate .

10.1

Transition Services Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.2

Employee Matters Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.3

Tax Matters Agreement between Demand Media, Inc. and Rightside Group, Ltd., dated as of August 1, 2014 (incorporated by reference to Exhibit 10.3 to the
Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .

10.4

Intellectual Property Assignment and License Agreement between Demand Media, Inc. and Rightside Operating Co., dated as of July 30, 2014 (incorporated by
reference to Exhibit 10.4 to the Company’s Current Report on Form 8-K filed with the SEC on August 7, 2014) .
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†
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Amended and Restated Employment Agreement, dated as of August 8, 2014, by and between Demand Media, Inc. and Shawn Colo .
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31.2

Certification of the Chief Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to
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32.1

Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

32.2
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Exhibit 4.1

The Corporation shall furnish without charge to each stockholder who so requests a statement of the powers, designations, preferences and relative, participating, optional or
other special rights of each class of stock of the Corporation or series thereof and the qualifications, limitations or restrictions of such preferences and/or rights. Such requests shall be
made to the Corporation’s Secretary at the principal office of the Corporation.
The following abbreviations, when used in the inscription on the face of this certificate, shall be construed as though they were written out in full according to applicable
laws or regulations:
TEN COM
TEN ENT
JT TEN
COM PROP

– as tenants in common
– as tenants by the entireties
– as joint tenants with right of
survivorship and not as tenants
in common
– as community property

UNIF GIFT MIN ACT

–

UNIF TRF MIN ACT

–

__________________ Custodian _____________
(Cust)
(Minor)
under Uniform Gifts to Minors
Act _____________________________________
(State)
______________ Custodian (until age _________)
(Cust)
____________________ under Uniform Transfers
(Minor)
to Minors Act _____________________________
(State)

Additional abbreviations may also be used though not in the above list.

FOR VALUE RECEIVED,

hereby sell(s), assign(s) and transfer(s) unto

PLEASE INSERT SOCIAL SECURITY OR OTHER
IDENTIFYING NUMBER OF ASSIGNEE

(PLEASE PRINT OR TYPEWRITE NAME AND ADDRESS, INCLUDING ZIP CODE, OF ASSIGNEE)

shares
of the capital stock represented by within Certificate, and do hereby irrevocably constitute and appoint
attorney-in-fact
to transfer the said stock on the books of the within named Corporation with full power of the substitution in the premises.
Dated

X
X
Signature(s) Guaranteed:

NOTICE:

By
THE SIGNATURE(S) SHOULD BE GUARANTEED BY AN ELIGIBLE GUARANTOR INSTITUTION,
(BANKS, STOCKBROKERS , SAVINGS AND LOAN ASSOCIATIONS AND CREDIT UNIONS WITH
MEMBERSHIP IN AN APPROVED SIGNATURE GUARANTEE MEDALLION PROGRAM), PURSUANT TO
S.E.C. RULE 17Ad-15. GUARANTEES BY A NOTARY PUBLIC ARE NOT ACCEPTABLE. SIGNATURE
GUARANTEES MUST NOT BE DATED.

THE SIGNATURE TO THIS ASSIGNMENT MUST CORRESPOND WITH THE NAME AS WRITTEN
UPON THE FACE OF THE CERTIFICATE IN EVERY PARTICULAR, WITHOUT ALTERATION OR
ENLARGEMENT OR ANY CHANGE WHATSOEVER .

Exhibit 10.5
EMPLOYMENT AGREEMENT
THIS EMPLOYMENT AGREEMENT (this “ Agreement ”), dated as of August 8, 2014, is entered into by and between
Demand Media, Inc., a Delaware corporation (the “ Company ”) and Sean Moriarty (the “ Executive ”).
WHEREAS, concurrently herewith, the Company is entering into that certain Agreement and Plan of Merger (the “ Merger
Agreement ”) by and among the Company, Saatchi Online, Inc. (“ Saatchi ”), Gallery Merger Sub, Inc. (“ Merger Sub ”) and Shareholder
Representative Services LLC, pursuant to which the Company will acquire Saatchi through the merger of Merger Sub with and into Saatchi (the “
Merger ”).
WHEREAS, in connection with the consummation of the Merger, the Company desires to employ the Executive as its Chief
Executive Officer, and to enter into an agreement embodying the terms of such employment, effective as August 12, 2014 (the “ Effective Date ”); and
WHEREAS, the Executive desires to accept such employment with the Company, subject to the terms and conditions of this
Agreement.
NOW, THEREFORE, IT IS HEREBY AGREED AS FOLLOWS:
1.
Employment Period . Subject to the provisions for earlier termination hereinafter provided, the Executive’s
employment hereunder shall be for a term (the “ Employment Period ”) commencing on the Effective Date and ending on the third (3 rd ) anniversary of
the Effective Date (such date, the “ Initial Termination Date ”). If not previously terminated, the Employment Period shall automatically be extended
for one (1) additional year on the Initial Termination Date and on each subsequent anniversary of the Initial Termination Date, unless either party elects
not to so extend the Employment Period by notifying the other party, in writing, of such election at least ninety (90) days prior to the last day of the
then-current Employment Period. The Executive’s employment hereunder is terminable at will by the Company or by the Executive at any time (for
any reason or for no reason), subject to the provisions of Section 4 hereof. This Agreement shall become effective on the Effective Date.
2.

Terms of Employment .

(a)

Position and Duties .

(i)
During the Employment Period, the Executive shall serve as Chief Executive Officer of the Company,
reporting directly to the Company’s Board of Directors (the “ Board ”), and shall perform such duties as are usual and customary for such
position, including without limitation, overseeing all Company operations, with all personnel ultimately reporting to the Executive. In
addition , the Executive shall be appointed as a member of the Board on the date of this Agreement. At the Company’s request, the
Executive shall serve the Company and/or its subsidiaries and controlled
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affiliates in other capacities in addition to the foregoing consistent with the Executive’s role as Chief Executive Officer of the Company. In
the event that the Executive, during the Employment Period, serves in any one or more of such additional capacities, the Executive’s
compensation shall not be increased beyond that specified in Section 2(b) hereof. In addition, in the event the Executive’s service in one or
more of such additional capacities is terminated, the Executive’s compensation, as specified in Section 2(b) hereof, shall not be diminished
or reduced in any manner as a result of such termination, provided that the Executive otherwise remains employed under the terms of this
Agreement.
(ii)
During the Employment Period, and excluding any periods of vacation and sick leave to which the
Executive may be entitled, the Executive agrees to devote the Executive’s full business time and attention to the business and affairs of the
Company. Notwithstanding the foregoing, during the Employment Period, it shall not be a violation of this Agreement for the Executive to
engage in any of the following activities: (A) serve on boards, committees or similar bodies of for-profit entities, charitable or nonprofit
organizations, or engage in charitable activities, provided that the Executive acknowledges and agrees that the Executive shall not (I) serve
on a board, committee or similar body of an entity that competes with any historical, current or planned business or business activities of
the Company, or (II) serve on the board (or similar body) of more than two (2) for-profit entities without the prior approval of the Board,
(B) fulfill limited teaching, speaking and writing engagements and/or (C) investing in and/or holding economic interests in companies in
which the Executive does not take an operating or management role, or an active participation in the management or operation of the
investment, and which investments do not violate the Company’s policies on corporate opportunities as set forth in the Company’s Code of
Business Conduct and Ethics (any such investment and/or holding described in this clause (C) not to exceed a 3% interest in any company,
unless otherwise approved in writing by the Board), in each case, so long as such activities do not, individually or in the aggregate,
materially interfere or conflict with the performance of the Executive’s duties and responsibilities under this Agreement. Without limiting
the provisions of any other agreement between the Executive and the Company (including without limitation the Confidentiality Agreement
(as defined below)), the Executive acknowledges and agrees that during the Employment Period the Executive shall not invest or hold an
economic interest in any entity that competes with any historical, current or planned business or business activities of the Company, other
than investments and holdings not to exceed a 1% interest in publicly traded companies.
(iii)
During the Employment Period, the Executive shall perform the services required by this Agreement at
the Company’s principal offices located in Santa Monica, California (the “ Principal Location ”), except for travel to other locations as may
be necessary to fulfill the Executive’s duties and responsibilities hereunder.
(b)

Compensation, Benefits, Etc .

(i)
Base Salary . During the Employment Period, the Executive shall receive a base salary equal to $400,000
per annum (the “ Base Salary ”). The Base Salary shall be reviewed annually by the Compensation Committee (the “ Compensation
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Committee ”) of the Board and may be increased from time to time by the Compensation Committee in its sole discretion. The Base Salary
shall be paid in installments in accordance with the Company’s applicable payroll practices, as in effect from time to time, but no less often
than monthly. The Base Salary shall not be reduced after any increase in accordance herewith and the term “Base Salary” as utilized in this
Agreement shall refer to Base Salary as so increased.
(ii)
Annual Bonus . In addition to the Base Salary, the Executive shall be eligible to earn, for each fiscal
year of the Company ending during the Employment Period, a discretionary cash performance bonus (an “ Annual Bonus ”) under the
Company’s bonus plan or program applicable to its senior executives. The Executive’s target Annual Bonus opportunity (the “ Target
Bonus ”) shall be set at eighty percent (80%) of the Base Salary actually paid for such year. The actual amount of any Annual Bonus shall
be determined on the basis of the attainment of Company performance metrics applicable to senior executives and/or individual
performance objectives, in each case, as established and approved by the Board or the Compensation Committee (or their designee) in their
sole discretion after consultation with the Executive. In addition, for each fiscal year of the Company ending during the Employment
Period, if the performance metric(s) applicable to the Annual Bonus is or are attained at the “target level” and the full Target Bonus
becomes payable to the Executive, the Executive shall be eligible to earn an additional discretionary cash bonus (the “ Additional Bonus ”
and, together with any Annual Bonuses, the “ Bonuses ”), to be determined by the Compensation Committee in its sole discretion. Payment
of any Bonus(es), to the extent any Bonus(es) become payable, will be contingent upon the Executive’s continued employment through the
applicable payment date, which shall occur on the date on which annual bonuses are paid generally to the Company’s senior executives.
(iii)

Stock Option Awards .

(A)
2014 Stock Options . The Company shall grant to the Executive the following
nonqualified options to purchase the Company’s common stock (each, a “ 2014 Stock Option ” and, together, the “ 2014 Stock Options ”).
(1)
Combined Option . On or within 15 business days following the date of this Agreement, the
Company shall grant to the Executive an option to purchase 234,538 shares of the Company’s common stock at an exercise price per share
equal to the Fair Market Value (as defined in the Company’s 2010 Incentive Award Plan, as amended from time to time (the “ Plan ”)) on
the applicable grant date (the “ Combined Option ”).
(2)
Tranche 1 Option . On or within 15 business days following the date of this Agreement, the
Company shall grant to the Executive an option to purchase 460,325 shares of the Company’s common stock at an exercise price per share
equal to the Fair Market Value on the applicable grant date.
(3)
Tranche 2 Option . On or within 15 business days following the date of this Agreement, the
Company shall grant to the Executive an option to purchase 184,130 shares of the Company’s common stock, at an exercise price per
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share equal to one hundred fifty percent (150%) of the Fair Market Value on the applicable grant date.
(4)
Tranche 3 Option . On or within 15 business days following the date of this Agreement, the
Company shall grant to the Executive an option to purchase 184,130 shares of the Company’s common stock, at an exercise price per share
equal to two hundred percent (200%) of the Fair Market Value on the applicable grant date.
(B)
Vesting; Term . Subject to Sections 4(a)(iv) and 4(c) hereof and the Executive’s continued employment
with the Company through the applicable vesting date, each 2014 Stock Option shall vest and become exercisable with respect to 25% of
the shares underlying such 2014 Stock Option on the first anniversary of the Effective Date and with respect to 1/48 th of the shares
underlying such 2014 Stock Option on each monthly anniversary of the Effective Date thereafter. Subject to Section 10(k) hereof, each
2014 Stock Option shall remain exercisable until the earliest to occur of (I) the 2014 Stock Option’s outside expiration date, (II) in the event
of a termination of employment for any reason other than for Cause (as defined below), death or Disability (as defined below), the three
(3)-month anniversary of the Date of Termination (as defined below), (III) in the event of a termination of employment by reason of the
Executive’s death or Disability, the one (1)-year anniversary of the Date of Termination and (IV) in the event of a termination of
employment for Cause, the start of business on the Date of Termination.
(C)
Other Terms . T he terms and conditions of the 2014 Stock Options shall, in a manner consistent with
this Section 2(b)(iii), be set forth in separate award agreements in a form or forms prescribed by the Company (the “ 2014 Stock Option
Agreements ”), to be entered into by the Company and the Executive, which shall evidence the grant of the 2014 Stock Options. The 2014
Stock Options shall be governed in all respects by the terms and conditions of the Plan and the applicable form stock option agreement.
(iv)
Annual Equity Award Eligibility . In addition to the 2014 Stock Options, beginning on the eighteen
(18)-month anniversary of the Effective Date and with respect to calendar years thereafter during the Employment Period, the Executive
shall be eligible to participate in the Company’s annual equity grant program applicable to its senior executives and to receive discretionary
annual equity awards (each, an “ Annual Equity Award ”). It is the expectation that this will be an annual equity grant with potential
increases at the discretion of the Compensation Committee as the value of the enterprise grows. Any Annual Equity Award(s) granted
hereunder shall (A) be in amounts determined by the Committee in its sole discretion, (B) be granted pursuant to the Plan or an applicable
successor incentive award plan, as determined by the Committee, and (C) be governed by such plan and an applicable award agreement in a
form prescribed by the Company to be entered into by the Company and the Executive, which shall evidence the grant of any Annual
Equity Award.
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(v)
Equity Ownership Incentive . In addition to the 2014 Stock Options and Annual Equity Award
eligibility, if, on or prior to the six (6)-month anniversary of the Effective Date, the Executive notifies the Board in writing of his
acquisition(s), during one or more “open window periods” under the Company’s insider trading compliance program, of shares of the
Company’s common stock with a purchase price ranging from one hundred thousand dollars ($100,000) to two hundred fifty thousand
dollars ($250,000) (the amount specified, the “ Investment Amount ”), then, on or within sixty (60) days after such notification, subject to
approval of the Committee, the Company shall grant to the Executive under the Plan a number of restricted stock units determined by
dividing the aggregate Investment Amount (which, for the avoidance of doubt, shall not exceed $250,000) by the Fair Market Value of the
Shares on the applicable grant date (the “ Match RSUs ”). Subject to (A) the Executive’s continued employment with the Company
through the first (1 st ) anniversary of the Effective Date and (B) the Executive’s holding of such shares through such first (1 st ) anniversary,
the Match RSUs shall vest in full on the first (1 st ) anniversary of the Effective Date (and, except as set forth in Section 4(a)(iv) hereof, all
rights and interests in the Match RSUs shall be forfeited and terminated immediately upon failure to satisfy any of the foregoing
conditions). The terms and conditions of the Match RSUs shall be set forth in a separate award agreement in a form prescribed by the
Company, to be entered into by the Company and the Executive, which shall evidence the grant of the Match RSUs, consistent with the
foregoing.
(vi)
Incentive, Savings and Retirement Plans . During the Employment Period, the Executive shall be
eligible to participate in all other incentive plans, practices, policies and programs, and all savings and retirement plans, practices, policies
and programs, in each case that are available generally to senior executives of the Company.
(vii)
Welfare Benefit Plans . During the Employment Period, the Executive and the Executive’s dependents
shall be eligible to participate in the welfare benefit plans, practices, policies and programs (including, as applicable, medical, dental,
disability, employee life, group life and accidental death insurance plans and programs) maintained by the Company for its senior
executives.
(viii)
Expenses; Legal Fees . During the Employment Period, the Executive shall be entitled to receive
prompt reimbursement for all reasonable business expenses incurred by the Executive in accordance with the policies, practices and
procedures of the Company provided to senior executives of the Company. In addition, the Company shall reimburse the Executive for up
to $15,000 in legal fees and expenses actually incurred by the Executive in connection with the drafting, review and negotiation of this
Agreement on or prior to the Effective Date. Subject to Section 10(d) hereof, the Company shall reimburse such legal fees and expenses in
2014 within thirty (30) days following the Executive’s delivery to the Company of substantiation in accordance with applicable Company
policy evidencing such expenses.
(ix)
Fringe Benefits . During the Employment Period, the Executive shall be eligible to receive such fringe
benefits and perquisites as are generally provided by the Company to its senior executives from time to time, in accordance with the
policies, practices and procedures of the Company, and shall receive such additional
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fringe benefits and perquisites as the Company may, in its discretion, from time-to-time provide. Nothing contained in this Section 2(b)
shall, or shall be construed to, obligate the Company to adopt or maintain any incentive, savings, retirement, welfare, fringe benefit or other
plan(s) or program(s) at any time.
(x)
Vacation . During the Employment Period, the Executive shall not be entitled to a fixed number of paid
vacation, personal or sick days per year, but may take time off in his reasonable discretion.
3.

Termination of Employment .

(a)
Death or Disability . The Executive’s employment shall terminate automatically upon the Executive’s death during
the Employment Period. Either the Company or the Executive may terminate the Executive’s employment in the event of the Executive’s Disability
during the Employment Period. For purposes of this Agreement, “ Disability ” shall mean a disability as determined under the Company’s applicable
long-term disability plan that prevents the Executive from performing the Executive’s duties under this Agreement (even with a reasonable
accommodation by the Company) for a period of six (6) months or more or in any 12-month period, if no such plan applies, as determined in the
reasonable discretion of the Board.
(b)
Cause . The Company may terminate the Executive’s employment during the Employment Period for Cause or
without Cause. For purposes of this Agreement, “ Cause ” shall mean the occurrence of any one or more of the following events:
(i)
the Executive’s unauthorized use or disclosure of confidential information or trade secrets of the
Company or any Subsidiary (as defined in the Plan), in either case, that results in harm to the Company’s reputation or business, or any
other material breach of a written agreement between the Executive and the Company, including without limitation a material breach of this
Agreement or the Confidentiality Agreement (as defined below);
(ii)
the Executive’s indictment for, or the entry of a plea of guilty or nolo contendere by the Executive to, a
felony under the laws of the United States or any state thereof or other foreign jurisdiction or any crime involving material dishonesty or
moral turpitude;
(iii)
the Executive’s willful misconduct or the Executive’s willful or repeated failure or refusal to
substantially perform assigned duties; or
(iv)
any act of fraud, embezzlement, or material misappropriation or material dishonesty committed by the
Executive against the Company or any Subsidiary.
(c)
Termination by the Executive . The Executive’s employment may be terminated by the Executive for any reason,
including with Good Reason or by the Executive without Good Reason. For purposes of this Agreement, “ Good Reason ” shall mean the occurrence
of any one or more of the following events, in any case, without the Executive’s prior written consent, unless the Company fully corrects the
circumstances constituting Good Reason (provided such circumstances are capable of correction) as provided below:
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(i)
any action by the Company that results in a demotion or material diminution of the Executive’s position,
authority, duties or responsibilities (other than any insubstantial action not taken in bad faith and which is promptly remedied by the
Company upon notice by the Executive); provided , that “Good Reason” does not include a change in title, authority, duties and/or
responsibilities that occurs within ninety (90) days following a Change in Control (as defined in the Plan) if (A) the entity surviving such
Change in Control (or, if applicable, its parent company if such entity has a parent company) continues to operate the Company’s principal
businesses as a separate unit, division or subsidiary or combines the Company’s principal businesses with one of its existing units, divisions
or subsidiaries and (B) the Executive’s new title is that of the principal executive officer of such unit, division or subsidiary and the
Executive’s authority, duties and responsibilities are commensurate with such title and are similar in scope (with respect to such unit,
division or subsidiary) to the authority, duties and responsibilities of the Executive prior to the Change in Control;
(ii)
a requirement that the Executive report to work more than twenty (20) miles from the Company’s
Principal Location (not including normal business travel required of the Executive’s position) or, to the extent such requirement would not
constitute a material change in the geographic location at which the Executive must perform services under this Agreement within the
meaning of Section 409A of the Internal Revenue Code of 1986, as amended (the “ Code ”), such higher number of miles from the
Company’s Principal Location as would constitute a material change in the geographic location at which the Executive must perform
services under this Agreement within the meaning of Section 409A of the Code; or
(iii)

a material breach by the Company of its obligations hereunder.

Notwithstanding the foregoing, the Executive will not be deemed to have resigned for Good Reason unless (1) the Executive provides the Company
with written notice setting forth in reasonable detail the facts and circumstances claimed by the Executive to constitute Good Reason within sixty (60)
days after the date of the occurrence of any event that the Executive knows or should reasonably have known to constitute Good Reason , (2) the
Company fails to cure such acts or omissions within thirty (30) days following its receipt of such notice, and (3) the effective date of the Executive’s
termination for Good Reason occurs no later than sixty (60) days after the expiration of the Company’s cure period.
(d)
Notice of Termination . Any termination by the Company for Cause, or by the Executive for Good Reason, shall be
communicated by a Notice of Termination to the other parties hereto given in accordance with Section 10(b) hereof. For purposes of this Agreement, a
“ Notice of Termination ” means a written notice which (i) indicates the specific termination provision in this Agreement relied upon, (ii) to the extent
applicable, sets forth in reasonable detail the facts and circumstances claimed to provide a basis for termination of the Executive’s employment under
the provision so indicated and (iii) if the Date of Termination (as defined below) is other than the date of receipt of such notice, specifies the
termination date (which date shall be not more than sixty (60) days after the giving of such notice). The failure by the Executive or the Company to set
forth in the Notice of Termination any fact or circumstance which contributes to a showing of Good Reason or Cause shall not waive any right of the
Executive or the Company, respectively, hereunder or preclude the Executive or the Company,
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respectively, from asserting such fact or circumstance in enforcing the Executive’s or the Company’s rights hereunder.
(e)
Termination of Offices and Directorships . Upon termination of the Executive’s employment for any reason, unless
otherwise specified in a written agreement between the Executive and the Company, the Executive shall be deemed to have resigned from all offices,
directorships, and other employment positions if any, then held with the Company (including without limitation, from the Board), and shall take all
actions reasonably requested by the Company to effectuate the foregoing.
4.

Obligations of the Company upon Termination .

(a)
Without Cause or For Good Reason . Subject to Sections 4(c) and 4(d) hereof, if the Executive incurs a “separation
from service” from the Company (within the meaning of Section 409A(a)(2)(A)(i) of the Code, and Treasury Regulation Section 1.409A-1(h)) (a “
Separation from Service ”) during the Employment Period (such date, the “ Date of Termination ”) by reason of (1) a termination of the Executive’s
employment by the Company without Cause; or (2) a termination of the Executive’s employment by the Executive for Good Reason (each, a “
Qualifying Termination ”):
(i)
The Executive (or the Executive’s estate or beneficiaries, if applicable) shall be paid, in a single lumpsum payment on the date of the Executive’s termination of employment, the aggregate amount of the Executive’s earned but unpaid Base
Salary through the date of such termination (the “ Accrued Obligations ”), to the extent not previously paid.
(ii)
In addition, subject to Section 4(d) hereof and the Executive’s (or the Executive’s estate’s or
beneficiaries’, if applicable) timely execution and non-revocation of a Release (as defined below), the Executive (or the Executive’s estate
or beneficiaries, if applicable) shall be paid:
(A)
an amount equal to two (2) times the Base Salary in effect on the Date of Termination (disregarding any
reduction in Base Salary that would give rise to the Executive’s right to terminate for Good Reason), payable in substantially equal
installments in accordance with the Company’s normal payroll procedures during the period commencing on the Date of Termination and
ending on the two (2)-year anniversary of the Date of Termination; provided , however , that no payments under this Section 4(a)(ii)(A)
shall be made prior to the first payroll date occurring on or after the thirtieth (30 th ) day following the Date of Termination (such payroll
date, the “ First Payroll Date ”) (with amounts otherwise payable prior to the First Payroll Date paid on the First Payroll Date without
interest thereon) provided , further , that if a Change in Control that constitutes a “change in control event” within the meaning of Section
409A of the Code occurs (1) on or within ninety (90) days after the Date of Termination, any then-unpaid amounts owing under this Section
4(a)(ii)(A) shall be paid in a lump-sum upon such Change in Control (or, if later, on the First Payroll Date), or (2) within one (1) year
before the Date of Termination, the amounts payable under this Section 4(a)(ii)(A) shall be paid in a lump-sum on the First Payroll Date;
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(B)
any unpaid Annual Bonus to which the Executive would have become entitled for any fiscal year of the
Company that ends on or before the Date of Termination had the Executive remained employed through the payment date, payable in a
single lump-sum payment on the date on which annual bonuses are paid to the Company’s senior executives generally for such calendar
year, but in no event later than March 15 th of the calendar year immediately following the calendar year in which the Date of Termination
occurs, with the actual date within such period determined by the Company in its sole discretion;
(C)
a pro-rata portion of the Executive’s Annual Bonus earned in the fiscal year prior to the fiscal year in
which the Date of Termination occurs or, if the Date of Termination occurs in 2014, a pro-rata portion of the Executive’s Target Bonus, in
either case determined by multiplying such amount by a fraction, the numerator of which is the number of days during the fiscal year in
which the Date of Termination occurs that the Executive is employed by the Company and the denominator of which is the total number of
days in such fiscal year (or in the case of 2014, the total number of days from the Effective Date through the end of the 2014 fiscal year)
payable in a single lump sum on the First Payroll Date.
(iii)
In addition, subject to Section 4(d) hereof and conditioned upon the Executive’s timely execution and
non-revocation of a Release, during the period commencing on the Date of Termination and ending on the eighteen (18)-month anniversary
of the Date of Termination or, if earlier, the date on which the Executive becomes eligible for coverage under the group health plan of a
subsequent employer (of which eligibility the Executive hereby agrees to give prompt notice to the Company) (in any case, the “ COBRA
Period ”), subject to the Executive’s valid election to continue healthcare coverage under Section 4980B of the Code and the regulations
thereunder, the Company shall continue to provide the Executive and the Executive’s eligible dependants, at the Company’s sole expense,
with coverage under its group health plans at the same levels to the Executive as would have applied if the Executive’s employment had not
been terminated based on the Executive’s elections in effect on the Date of Termination, provided , that (A) if any plan pursuant to which
such benefits are provided is not, or ceases prior to the expiration of the period of continuation coverage to be, exempt from the application
of Section 409A of the Code under Treasury Regulation Section 1.409A-1(a)(5), or (B) the Company is otherwise unable to continue to
cover the Executive under its group health plans without penalty under applicable law (including without limitation, Section 2716 of the
Public Health Service Act), then, in either case, an amount equal to each remaining Company payment shall thereafter be paid to the
Executive in substantially equal monthly installments over the continuation coverage period (or the remaining portion thereof).
(iv)
In addition, subject to Section 4(c) hereof, and conditioned upon the Executive’s timely execution and
non-revocation of a Release, (A) the Match RSUs shall vest in full on the First Payroll Date and (B) each 2014 Stock Option and each
Annual Equity Award (in each case, if any) outstanding immediately prior to such termination, to the extent then-unvested (each such
award, an “ Unvested Award ”), shall conditionally vest and become exercisable (as applicable) immediately prior to such
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termination with respect to the number of shares underlying each such Unvested Award that would have vested over the one (1)-year period
immediately following the Date of Termination, had the Executive remained employed by the Company during such one (1)-year period
(and the remainder of each Unvested Award shall be forfeited and terminated); provided , that if the Executive fails to timely execute or
revokes the Release, all such conditionally vested awards and the Match RSUs (and any shares received in respect of all such awards) shall
be forfeited upon such failure or revocation (subject to repayment by the Company to the Executive of any amounts (if any) paid by the
Executive with respect to shares underlying such conditionally vested awards). For the avoidance of doubt, in no event shall the Match
RSUs or any Unvested Award expire during any applicable Release consideration and revocation periods, rather, such awards shall remain
outstanding and eligible to vest as provided above, subject to and conditioned upon the Executive’s execution and non-revocation of the
Release and, to the extent that such awards would have vested prior to the effectiveness of the Release, such awards shall instead vest upon
the effectiveness of the Release (or, with respect to the Match RSUs, on the First Payroll Date) and shall be forfeited if the Release does not
timely become effective (but in no event shall any stock option remain exercisable beyond its outside expiration date applicable in the
absence of a termination of employment).
The payments and benefits described in the preceding Sections 4(a)(ii), (iii) and (iv) are referred to herein as the “ Severance .” Notwithstanding the
foregoing, it shall be a condition to the Executive’s (or the Executive’s estate’s or beneficiaries’, if applicable) right to receive the Severance that the
Executive (or the Executive’s estate or beneficiaries, if applicable) execute and deliver to the Company an effective release of claims in substantially
the form attached hereto as Exhibit A (the “ Release ”) within twenty-one (21) days (or, to the extent required by law, forty-five (45) days) following
the Date of Termination and that the Executive (or the Executive’s estate or beneficiaries, if applicable) not revoke such Release during any applicable
revocation period; provided , that in the case of the Executive’s death, the Release shall be considered timely if executed and delivered to the Company
within sixty (60) days following the Executive’s death.
(b)
For Cause, Without Good Reason or Other Terminations . If the Company terminates the Executive’s employment
for Cause, the Executive terminates the Executive’s employment without Good Reason, or the Executive’s employment terminates for any other reason
not enumerated in this Section 4, in any case, during the Employment Period, the Company shall pay to the Executive the Accrued Obligations in cash
within thirty (30) days after the Date of Termination (or by such earlier date as may be required by applicable law).
(c)

Equity Vesting in Connection with a Change in Control .

(i)
If the Executive remains in continued employment with the Company through the consummation of a
Change in Control, each then-unvested 2014 Stock Option shall vest and become exercisable immediately prior to the Change in Control
with respect to 50% of the total number of shares underlying such 2014 Stock Option (or such lesser number of shares subject to such 2014
Stock Option that remains unvested as of immediately prior to such Change in Control).
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(ii)
In addition to any payments or benefits due to the Executive (or the Executive’s estate or beneficiaries ,
if applicable) under Section 4(a) above (if any), subject to and conditioned upon the Executive’s timely execution and non-revocation of a
Release, if the Executive’s employment is terminated by reason of a Qualifying Termination and a Change in Control (A) occurs on or
within ninety (90) days after the Date of Termination or (B) has occurred within one (1) year before the Date of Termination, in either case,
each then-unvested 2014 Stock Option shall conditionally vest in full and, as applicable, become exercisable on the later of the Date of
Termination and the date of such Change in Control (and such vesting shall become unconditional upon the Executive’s execution and nonrevocation of a Release); provided , that if the Executive fails to timely execute or revokes the Release, all such conditionally vested awards
(and any shares received in respect of such awards) shall be forfeited upon such failure or revocation (subject to repayment by the Company
to the Executive of any amounts (if any) paid by the Executive with respect to shares underlying such conditionally vested awards). For the
avoidance of doubt, if a Qualifying Termination occurs prior to a Change in Control, each outstanding, unvested 2014 Stock Option that
would otherwise terminate on the Date of Termination shall remain outstanding and eligible to vest solely upon a Change in Control
occurring within ninety (90) days after the Date of Termination (but shall not otherwise vest following the Date of Termination) and shall
terminate on the ninetieth (90 th ) day following the Date of Termination if a Change in Control has not occurred on or prior to such
ninetieth (90 th ) day (or such earlier outside expiration date applicable to the 2014 Stock Option in the absence of a termination of
employment)).
(d)
Six-Month Delay . Notwithstanding anything to the contrary in this Agreement, no compensation or benefits,
including without limitation any severance payments or benefits payable under Section 4 hereof, shall be paid to the Executive during the six (6)-month
period following the Executive’s Separation from Service if the Company determines that paying such amounts at the time or times indicated in this
Agreement would be a prohibited distribution under Section 409A(a)(2)(B)(i) of the Code. If the payment of any such amounts is delayed as a result of
the previous sentence, then on the first business day following the end of such six (6)-month period ( or such earlier date upon which such amount can
be paid under Section 409A of the Code without resulting in a prohibited distribution, including as a result of the Executive’s death ) , the Company
shall pay the Executive a lump-sum amount equal to the cumulative amount that would have otherwise been payable to the Executive during such
period.
(e)
Exclusive Benefits . Except as expressly provided in this Section 4 and subject to Section 5 hereof, the Executive
shall not be entitled to any additional payments or benefits upon or in connection with the Executive’s termination of employment.
(f)
Mitigation . The Executive shall not be required to mitigate the amount of any payment provided for in this
Agreement by seeking other employment or otherwise, nor shall the amount of any payment provided for in this Agreement be reduced by any
compensation earned by the Executive as the result of employment by another employer after the date of termination of the Executive’s employment
with the Company, or otherwise.
5.
Non-Exclusivity of Rights . Amounts which are vested benefits or which the Executive is otherwise entitled to
receive under any plan, policy, practice or program of, or
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any contract or agreement with, the Company at or subsequent to the Date of Termination shall be payable in accordance with such plan, policy,
practice, program or contract or agreement except as explicitly modified by this Agreement.
6.

Excess Parachute Payments, Limitations on Payments .

(a)
Best Pay Cap . Notwithstanding any other provision of this Agreement, in the event that any payment or benefit
received or to be received by the Executive (including any payment or benefit received in connection with a termination of the Executive’s
employment, whether pursuant to the terms of this Agreement or any other plan, arrangement or agreement) (all such payments and benefits, including
the payments and benefits under Section 4 hereof, being hereinafter referred to as the “ Total Payments ”) would be subject (in whole or part), to excise
tax imposed under Section 4999 of the Code (the “ Excise Tax ”), then, after taking into account any reduction in the Total Payments provided by
reason of Section 280G of the Code in such other plan, arrangement or agreement, the cash severance payments under this Agreement shall first be
reduced, and the noncash severance payments hereunder shall thereafter be reduced, to the extent necessary so that no portion of the Total Payments is
subject to the Excise Tax but only if (i) the net amount of such Total Payments, as so reduced (and after subtracting the net amount of federal, state and
local income taxes on such reduced Total Payments and after taking into account the phase out of itemized deductions and personal exemptions
attributable to such reduced Total Payments) is greater than or equal to (ii) the net amount of such Total Payments without such reduction (but after
subtracting the net amount of federal, state and local income taxes on such Total Payments and the amount of Excise Tax to which the Executive would
be subject in respect of such unreduced Total Payments and after taking into account the phase out of itemized deductions and personal exemptions
attributable to such unreduced Total Payments). The Total Payments shall be reduced in the following order: (A) reduction of any cash severance
payments otherwise payable to the Executive that are exempt from Section 409A of the Code; (B) reduction of any other cash payments or benefits
otherwise payable to the Executive that are exempt from Section 409A of the Code, but excluding any payments attributable to any acceleration of
vesting or payments with respect to any equity award that are exempt from Section 409A of the Code; (C) reduction of any other payments or benefits
otherwise payable to the Executive on a pro-rata basis or such other manner that complies with Section 409A of the Code, but excluding any payments
attributable to any acceleration of vesting and payments with respect to any equity award that are exempt from Section 409A of the Code; and (D)
reduction of any payments attributable to any acceleration of vesting or payments with respect to any equity award that are exempt from Section 409A
of the Code, in each case beginning with payments that would otherwise be made last in time.
(b)
Certain Exclusions . For purposes of determining whether and the extent to which the Total Payments will be subject
to the Excise Tax, (i) no portion of the Total Payments the receipt or enjoyment of which the Executive shall have waived at such time and in such
manner as not to constitute a “payment” within the meaning of Section 280G(b) of the Code shall be taken into account; (ii) no portion of the Total
Payments shall be taken into account which, in the written opinion of an independent, nationally recognized accounting firm (the “ Accounting Firm ”),
does not constitute a “parachute payment” within the meaning of Section 280G(b)(2) of the Code (including by reason of Section 280G(b)(4)(A) of the
Code) and, in calculating the Excise Tax, no portion of such Total Payments shall be taken into account which,
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in the opinion of the Accounting Firm, constitutes reasonable compensation for services actually rendered, within the meaning of Section 280G(b)(4)
(B) of the Code, in excess of the “base amount” (as defined in Section 280G(b)(3) of the Code) allocable to such reasonable compensation; and (iii) the
value of any non cash benefit or any deferred payment or benefit included in the Total Payments shall be determined by the Accounting Firm in
accordance with the principles of Sections 280G(d)(3) and (4) of the Code. The Company shall pay for all fees and costs of the Accounting Firm.
7.
Confidential Information and Non-Solicitation . The Executive hereby acknowledges that the Executive is
concurrently entering into an agreement with the Company containing confidentiality and other protective covenants (the “ Confidentiality Agreement
”) and that the Executive shall be bound by the terms and conditions of the Confidentiality Agreement.
8.
Representations . The Executive hereby represents and warrants to the Company that (a) the Executive is entering
into this Agreement voluntarily and that the performance of the Executive’s obligations hereunder will not violate any agreement between the
Executive and any other person, firm, organization or other entity, and (b) the Executive is not bound by the terms of any agreement with any previous
employer or other party to refrain from competing, directly or indirectly, with the business of such previous employer or other party that would be
violated by the Executive’s entering into this Agreement and/or providing services to the Company pursuant to the terms of this Agreement.
9.

Successors .

(a)
No Assignment . This Agreement is personal to the Executive and, without the prior written consent of the Company,
shall not be assignable by the Executive otherwise than by will or the laws of descent and distribution. This Agreement shall inure to the benefit of and
be enforceable by the Executive’s legal representatives.
(b)

Binding Agreement . This Agreement shall inure to the benefit of and be binding upon the Company and its

successors and assigns.
(c)
Successors . The Company will require any successor (whether direct or indirect, by purchase, merger, consolidation
or otherwise) to all or substantially all of the business and/or assets of the Company to assume and agree to perform this Agreement in the same manner
and to the same extent that the Company would be required to perform it if no such succession had taken place. As used in this Agreement,
“Company” shall mean the Company as hereinbefore defined and any successor to its business and/or assets as aforesaid which assumes and agrees to
perform this Agreement by operation of law, or otherwise.
10.

Miscellaneous .

(a)
Governing Law . This Agreement shall be governed by and construed in accordance with the laws of the State of
California, without reference to principles of conflict of laws. The captions of this Agreement are not part of the provisions hereof and shall have no
force or effect.
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(b)
Notices . All notices and other communications hereunder shall be in writing and shall be given by hand delivery to
the other party or by registered or certified mail, return receipt requested, postage prepaid, addressed as follows:
If to the Executive : at the Executive’s most recent address on the records of the Company, with a copy to:
Venable LLP
2049 Century Park East, Suite 2100
Los Angeles, CA 90067
Attn: Alan J. Epstein
If to the Company :
Demand Media, Inc.
1655 26th Street
Santa Monica, CA 90404
Attn: General Counsel
with a copy to:
Latham & Watkins LLP
355 South Grand Ave.
Los Angeles, CA 90071-1560
Attn: Alex Voxman
or to such other address as either party shall have furnished to the other in writing in accordance herewith. Notice and communications shall be
effective when actually received by the addressee.
(c)
Sarbanes-Oxley Act of 2002 . Notwithstanding anything herein to the contrary, if the Company determines, in its
good faith judgment, that any transfer or deemed transfer of funds hereunder is likely to be construed as a personal loan prohibited by Section 13(k) of
the Securities Exchange Act of 1934, as amended (the “ Exchange Act ”) and the rules and regulations promulgated thereunder, then such transfer or
deemed transfer shall not be made to the extent necessary or appropriate so as not to violate the Exchange Act and the rules and regulations
promulgated thereunder.
(d)

Section 409A of the Code .

(i)
To the extent applicable, this Agreement shall be interpreted in accordance with Section 409A of the
Code and Department of Treasury regulations and other interpretive guidance issued thereunder. Notwithstanding any provision of this Agreement to
the contrary, if the Company determines that any compensation or benefits payable under this Agreement may be subject to Section 409A of the Code
and related Department of Treasury guidance, the Company shall work in good faith with the Executive to adopt such amendments to this Agreement
or adopt other policies and procedures (including amendments, policies and procedures with retroactive effect), or take any other actions, that the
Company determines are
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necessary or appropriate to avoid the imposition of taxes under Section 409A of the Code, including without limitation, actions intended to (A) exempt
the compensation and benefits payable under this Agreement from Section 409A of the Code, and/or (B) comply with the requirements of Section
409A of the Code and related Department of Treasury guidance; provided , however , that this Section 10(d) shall not create an obligation on the part
of the Company to adopt any such amendment, policy or procedure or take any such other action, nor shall the Company have any liability for failing
to do so.
(ii)
Any right to a series of installment payments pursuant to this Agreement is to be treated as a right to a
series of separate payments. To the extent permitted under Section 409A of the Code, any separate payment or benefit under this Agreement or
otherwise shall not be deemed “nonqualified deferred compensation” subject to Section 409A of the Code and Section 4(d) hereof to the extent
provided in the exceptions in Treasury Regulation Section 1.409A-1(b)(4), Section 1.409A-1(b)(9) or any other applicable exception or provision of
Section 409A of the Code.
(iii)
To the extent that any payments or reimbursements provided to the Executive under this Agreement,
including, without limitation, pursuant to Section 2(b)(viii) hereof, are deemed to constitute compensation to the Executive to which Treasury
Regulation Section 1.409A-3(i)(1)(iv) would apply, such amounts shall be paid or reimbursed reasonably promptly, but not later than December 31 of
the year following the year in which the expense was incurred. The amount of any such payments eligible for reimbursement in one year shall not
affect the payments or expenses that are eligible for payment or reimbursement in any other taxable year, and the Executive’s right to such payments or
reimbursement of any such expenses shall not be subject to liquidation or exchange for any other benefit.
(e)
Severability . The invalidity or unenforceability of any provision of this Agreement shall not affect the validity or
enforceability of any other provision of this Agreement.
(f)
Withholding . The Company may withhold from any amounts payable under this Agreement such federal, state,
local or foreign taxes as shall be required to be withheld pursuant to any applicable law or regulation.
(g)
No Waiver . The Executive’s or the Company’s failure to insist upon strict compliance with any provision of this
Agreement or the failure to assert any right the Executive or the Company may have hereunder, including, without limitation, the right of the Executive
to terminate employment for Good Reason pursuant to Section 3(c) hereof, shall not be deemed to be a waiver of such provision or right or any other
provision or right of this Agreement.
(h)
Entire Agreement . This Agreement shall become effective as of the Effective Date. In the event the Merger
Agreement is terminated, this Agreement shall automatically terminate on such date and shall be of no force or effect. As of the Effective Date, this
Agreement, together with the Confidentiality Agreement and the 2014 Stock Option Agreements, constitutes the final, complete and exclusive
agreement between the Executive and the Company with respect to the subject matter hereof and replaces and supersedes any and all other agreements,
offers or promises, whether oral or written, by any member of the Company and its subsidiaries and affiliates, or representative thereof (including,
without limitation, that
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certain employment offer letter by and between Saatchi and the Executive (the “ Saatchi Offer Letter ”). Without limiting the foregoing, the Executive
acknowledges and agrees that the Executive has no right, claim, entitlement or interest in or under any stock option or equity-based incentive plan
maintained by Saatchi, including with respect to the Initial Option, the 50M Option, the 70M Option, the Initial Antidilution Option, the 50M
Antidilution Option and the 70M Antidilution Option, in each case, as described in the Saatchi Offer Letter, and neither Saatchi nor the Company shall
have any obligation or liability with respect thereto.
(i)
signed by the parties hereto.

Amendment . No amendment or other modification of this Agreement shall be effective unless made in writing and

(j)
Counterparts . This Agreement and any agreement referenced herein may be executed simultaneously in two or more
counterparts, each of which shall be deemed an original but which together shall constitute one and the same instrument.
(k)
Going-Private Transaction . Anything contained in this Agreement to the contrary notwithstanding, if (i) a
transaction occurs that results in the Company’s common stock no longer being registered under the Exchange Act, as amended and that would be a
Change in Control pursuant to clause (a) of the Change in Control definition but for the application of the second parenthetical in such clause (a)
(regarding the direct or indirect acquisition of beneficial ownership of the Company’s securities by a “person” that, prior to such transaction, directly or
indirectly controls, is controlled by, or is under common control with, the Company), and (ii) the Executive remains continuously employed until
immediately prior to such transaction, then (A) the Executive shall be entitled to exercise all of the 2014 Stock Options (as and when they vest in
accordance with this Agreement, i.e. without acceleration upon consummation of the aforementioned event, and subject to any forfeiture of shares
subject to the 2014 Stock Options in connection with a termination of employment) until the earliest to occur of (I) the 2014 Stock Option’s outside
expiration date, (II) in the event of a termination of employment for any reason other than for Cause (including without limitation a termination of
employment due to a non-renewal of the Employment Period that is not for Cause), the two (2)-year anniversary of the Date of Termination and (III) in
the event of a termination of employment for Cause, the start of business on the Date of Termination and (B) the Executive shall be entitled to satisfy
payment of the applicable 2014 Stock Option’s exercise price by surrendering shares issuable upon the exercise of such option.
[ SIGNATURE PAGE FOLLOWS ]
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IN WITNESS WHEREOF, the Executive has hereunto set the Executive’s hand and, pursuant to the authorization from the
Board, the Company has caused these presents to be executed in its name on its behalf, all as of the day and year first above written.
DEMAND MEDIA, INC.,
a Delaware corporation

By: /s/ Shawn Colo
Name: Shawn Colo
Title: Chief Executive Officer

“EXECUTIVE”

/s/ Sean Moriarty
Sean Moriarty
Signature Page to Sean Moriarty Employment Agreement

EXHIBIT A
GENERAL RELEASE
For valuable consideration, the receipt and adequacy of which are hereby acknowledged, the undersigned does hereby release
and forever discharge the “ Releasees ” hereunder, consisting of Demand Media, Inc., a Delaware corporation (the “ Company ”) and each of its
partners, subsidiaries, associates, affiliates, successors, heirs, assigns, agents, directors, officers, employees, representatives, lawyers, insurers, and all
persons acting by, through, under or in concert with them, or any of them, of and from any and all manner of action or actions, cause or causes of
action, in law or in equity, suits, debts, liens, contracts, agreements, promises, liability, claims, demands, damages, losses, costs, attorneys’ fees or
expenses, of any nature whatsoever, known or unknown, fixed or contingent (hereinafter called “ Claims ”), which the undersigned now has or may
hereafter have against the Releasees, or any of them, by reason of any matter, cause, or thing whatsoever from the beginning of time to the date hereof.
The Claims released herein include, without limiting the generality of the foregoing, any Claims in any way arising out of, based upon, or related to the
employment or termination of employment of the undersigned by the Releasees, or any of them; any alleged breach of any express or implied contract
of employment; any alleged torts or other alleged legal restrictions on Releasees’ right to terminate the employment of the undersigned; and any
alleged violation of any federal, state or local statute or ordinance including, without limitation, Title VII of the Civil Rights Act of 1964, the Age
Discrimination In Employment Act, the Americans With Disabilities Act, and the California Fair Employment and Housing Act. Notwithstanding the
foregoing, this general release (the “ Release ”) shall not operate to release any rights or claims of the undersigned (i) to payments or benefits under
Section 4(a) and/or Section 4(c) (if applicable) of that certain Employment Agreement, effective as of August 12, 2014, between Demand Media, Inc.
and the undersigned (the “ Employment Agreement ”), whichever is applicable to the payments and benefits provided in exchange for this Release, (ii)
to payments or benefits under any equity award agreement between the undersigned and the Company, (iii) with respect to Section 2(b)(viii) of the
Employment Agreement, (iv) to accrued or vested benefits the undersigned may have, if any, as of the date hereof under any applicable plan, policy,
practice, program, contract or agreement with the Company, (v) to any Claims, including claims for indemnification and/or advancement of expenses,
arising under any indemnification agreement between the undersigned and the Company or under the bylaws, certificate of incorporation of other
similar governing document of the Company, or (vi) to any Claims which cannot be waived by an employee under applicable law.
THE UNDERSIGNED ACKNOWLEDGES THAT THE EXECUTIVE HAS BEEN ADVISED BY LEGAL COUNSEL AND
IS FAMILIAR WITH THE PROVISIONS OF CALIFORNIA CIVIL CODE SECTION 1542, WHICH PROVIDES AS FOLLOWS:
“A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW
OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF KNOWN
BY HIM OR HER MUST HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR.”
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THE UNDERSIGNED, BEING AWARE OF SAID CODE SECTION, HEREBY EXPRESSLY WAIVES ANY RIGHTS THE EXECUTIVE MAY
HAVE THEREUNDER, AS WELL AS UNDER ANY OTHER STATUTES OR COMMON LAW PRINCIPLES OF SIMILAR EFFECT.
[IN ACCORDANCE WITH THE OLDER WORKERS BENEFIT PROTECTION ACT OF 1990, THE UNDERSIGNED IS
HEREBY ADVISED AS FOLLOWS:
(A)
THIS RELEASE;

THE EXECUTIVE HAS THE RIGHT TO CONSULT WITH AN ATTORNEY BEFORE SIGNING

(B)
SIGNING IT; AND

THE EXECUTIVE HAS TWENTY-ONE (21) DAYS TO CONSIDER THIS RELEASE BEFORE

(C)
THE EXECUTIVE HAS SEVEN (7) DAYS AFTER SIGNING THIS RELEASE TO REVOKE THIS
RELEASE, AND THIS RELEASE WILL BECOME EFFECTIVE UPON THE EXPIRATION OF THAT REVOCATION
PERIOD. ] 1
The undersigned represents and warrants that there has been no assignment or other transfer of any interest in any Claim which
the Executive may have against Releasees, or any of them, and the undersigned agrees to indemnify and hold Releasees, and each of them, harmless
from any liability, Claims, demands, damages, costs, expenses and attorneys’ fees incurred by Releasees, or any of them, as the result of any such
assignment or transfer or any rights or Claims under any such assignment or transfer. It is the intention of the parties that this indemnity does not
require payment as a condition precedent to recovery by the Releasees against the undersigned under this indemnity.
The undersigned agrees that if the Executive hereafter commences any suit arising out of, based upon, or relating to any of the
Claims released hereunder or in any manner asserts against Releasees, or any of them, any of the Claims released hereunder, then the undersigned
agrees to pay to Releasees, and each of them, in addition to any other damages caused to Releasees thereby, all attorneys’ fees incurred by Releasees in
defending or otherwise responding to said suit or Claim.
The undersigned further understands and agrees that neither the payment of any sum of money nor the execution of this Release
shall constitute or be construed as an admission of any liability whatsoever by the Releasees, or any of them, who have consistently taken the position
that they have no liability whatsoever to the undersigned.
IN WITNESS WHEREOF, the undersigned has executed this Release this ____ day of ___________, ____.
S ean Moriarty
1 Include if at least 40 years old at time of termination.
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Exhibit 10.6
AMENDED AND RESTATED EMPLOYMENT AGREEMENT
THIS AMENDED AND RESTATED EMPLOYMENT AGREEMENT (this “ Agreement ”), dated as of August 8, 2014, is
entered into by and between Demand Media, Inc., a Delaware corporation (the “ Company ”) and Shawn Colo (the “ Executive ”). This Agreement
amends and restates in its entirety the Original Agreement (as defined below) and the Side Letter (as defined below) and is effective as of the Amended
Effective Date (as defined below).
WHEREAS, the Executive and the Company previously entered into that certain (i) Employment Agreement, dated as of
August 31, 2010 (the “ Original Agreement ”) and effective as of the date of the closing of the Company’s initial public offering of shares of its
common stock and (ii) Interim President and CEO Employment Agreement Side Letter, dated October 14, 2013, as amended October 15, 2013
(collectively, the “ Side Letter ”);
WHEREAS, as of the Amended Effective Date, the Company desires to continue to employ the Executive, as its President, and
to enter into an agreement embodying the terms of such employment;
WHEREAS, as of the Amended Effective Date, each of the Original Agreement and the Side Letter shall terminate and be
superseded by this Agreement; and
WHEREAS, the Executive desires to accept such continuation of employment with the Company, subject to the terms and
conditions of this Agreement.
NOW, THEREFORE, IT IS HEREBY AGREED AS FOLLOWS:
1.
Employment Period . Subject to the provisions for earlier termination hereinafter provided, the Executive’s
employment hereunder shall be for a term (the “ Employment Period ”) commencing on August 12, 2014 (the “ Amended Effective Date ”) and ending
on the third (3 rd ) anniversary of the Amended Effective Date (such date, the “ Initial Termination Date ”). If not previously terminated, the
Employment Period shall automatically be extended for one (1) additional year on the Initial Termination Date and on each subsequent anniversary of
the Initial Termination Date, unless either party elects not to so extend the Employment Period by notifying the other party, in writing, of such election
at least ninety (90) days prior to the last day of the then-current Employment Period. The Executive’s employment hereunder is terminable at will by
the Company or by the Executive at any time (for any reason or for no reason), subject to the provisions of Section 4 hereof. This Agreement shall
become effective on the Amended Effective Date.
2.

Terms of Employment .

(a)

Position and Duties .

(i)
During the Employment Period, the Executive shall serve as the Company’s President, reporting directly
to the Chief Executive Officer, and shall perform such duties as are usual and customary for such position. In addition , the Board shall
appoint the Executive as a member of the Board on or as soon as practicable after the Effective Date . At the Company’s request, the
Executive shall serve the Company and/or

its subsidiaries and affiliates in other capacities in addition to the foregoing consistent with the Executive’s role as President of the
Company. In the event that the Executive, during the Employment Period, serves in any one or more of such additional capacities, the
Executive’s compensation shall not be increased beyond that specified in Section 2(b) hereof. In addition, in the event the Executive’s
service in one or more of such additional capacities is terminated, the Executive’s compensation, as specified in Section 2(b) hereof, shall
not be diminished or reduced in any manner as a result of such termination provided that the Executive otherwise remains employed under
the terms of this Agreement.
(ii)
During the Employment Period, and excluding any periods of vacation and sick leave to which the
Executive may be entitled, the Executive agrees to devote the Executive’s full business time and attention to the business and affairs of the
Company. Notwithstanding the foregoing, during the Employment Period, it shall not be a violation of this Agreement for the Executive to
engage in any of the following activities: (A) serve on boards, committees or similar bodies of charitable or nonprofit organizations, or
engage in charitable activities, (B) fulfill limited teaching, speaking and writing engagements, and/or (C) investing in and/or holding
economic interests in companies in which the Executive does not take an operating or management role, or an active participation in the
management or operation of the investment, and which investments do not violate the Company’s policies on corporate opportunities as set
forth in the Company’s Code of Business Conduct and Ethics (any such investment and/or holding described in this clause (C) not to
exceed a 5% interest in any company, unless otherwise approved in writing by the Board of Directors of the Company (the “ Board
”)). Without limiting the provisions of any other agreement between the Executive and the Company (including without limitation the
Confidentiality Agreement (as defined below)), the Executive acknowledges and agrees that during the Employment Period the Executive
shall not invest or hold an economic interest in any entity that competes with any historical, current or planned business or business
activities of the Company.
(iii)
During the Employment Period, the Executive shall perform the services required by this Agreement at
the Company’s principal offices located in Santa Monica, California (the “ Principal Location ”), except for travel to other locations as may
be necessary to fulfill the Executive’s duties and responsibilities hereunder.
(b)

Compensation, Benefits, Etc .

(i)
Base Salary . During the Employment Period, the Executive shall receive a base salary equal to $375,000
per annum (the “ Base Salary ”). The Base Salary shall be reviewed annually by the Compensation Committee (the “ Compensation
Committee ”) of the Board and may be increased from time to time by the Compensation Committee in its sole discretion. The Base Salary
shall be paid in installments in accordance with the Company’s applicable payroll practices, as in effect from time to time, but no less often
than monthly. The Base Salary shall not be reduced after any increase in accordance herewith and the term “Base Salary” as utilized in this
Agreement shall refer to Base Salary as so increased.
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(ii)
Annual Bonus . In addition to the Base Salary, the Executive shall be eligible to earn, for each fiscal
year of the Company ending during the Employment Period, a discretionary cash performance bonus (an “ Annual Bonus ”) under the
Company’s bonus plan or program applicable to its senior executives. The Executive’s target Annual Bonus opportunity (the “ Target
Bonus ”) shall be set at eighty percent (80%) of the Base Salary actually paid for such year. The actual amount of any Annual Bonus shall
be determined on the basis of the attainment of Company performance metrics applicable to senior executives and/or individual
performance objectives, in each case, as established and approved by the Board or the Compensation Committee (or their designee) in their
sole discretion. Payment of any Annual Bonus(es), to the extent any Annual Bonus(es) become payable, will be contingent upon the
Executive’s continued employment through the applicable payment date, which shall occur on the date on which annual bonuses are paid
generally to the Company’s senior executives.
(iii)

Stock Option .

(A)
Subject to approval by the Compensation Committee, the Company shall grant to the Executive, on or
within 15 business days following the date of this Agreement, a nonqualified option to purchase 208,563 shares of the Company’s common stock (the “
Stock Option ”), at an exercise price per share equal to the Fair Market Value on the applicable grant date, provided that the Executive remains
employed by the Company through the applicable grant date.
(B)
Vesting . Subject to Sections 4(a)(iv) and 4(c) hereof and the Executive’s continued employment with
the Company through the applicable vesting date, the Stock Option shall vest and become exercisable with respect to 25% of the shares underlying the
Stock Option on the first anniversary of the Amended Effective Date and with respect to 1/48 th of the shares underlying the Stock Option on each
monthly anniversary of the Amended Effective Date thereafter.
(C)
Other Terms . T he terms and conditions of the Stock Option shall, in a manner consistent with this
Section 2(b)(iii), be set forth in a separate award agreement in a form prescribed by the Company, to be entered into by the Company and the
Executive, which shall evidence the grant of the Stock Option. The Stock Option shall be governed in all respects by the terms and conditions of the
Plan and the form stock option agreement.
(iv)
Annual Equity Award Eligibility . In addition to the Stock Option, beginning in calendar year 2015 and
with respect to calendar years thereafter during the Employment Period, the Executive shall be eligible to participate in the Company’s
annual equity grant program applicable to its senior executives and to receive discretionary annual equity awards (each, an “ Annual Equity
Award ”). Any Annual Equity Award(s) granted hereunder shall (A) be in amounts determined by the Committee in its sole discretion, (B)
be granted pursuant to the Plan or an applicable successor incentive award plan, as determined by the Committee, and (C) be governed by
such plan and an applicable award agreement in a form prescribed by the Company to be entered into by the Company and the Executive,
which shall evidence the grant of any Annual Equity Award.
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(v)
Incentive, Savings and Retirement Plans . During the Employment Period, the Executive shall be eligible
to participate in all other incentive plans, practices, policies and programs, and all savings and retirement plans, practices, policies and
programs, in each case that are available generally to senior executives of the Company.
(vi)
Welfare Benefit Plans . During the Employment Period, the Executive and the Executive’s dependents
shall be eligible to participate in the welfare benefit plans, practices, policies and programs (including, as applicable, medical, dental,
disability, employee life, group life and accidental death insurance plans and programs) maintained by the Company for its senior
executives.
(vii)
Expenses . During the Employment Period, the Executive shall be entitled to receive prompt
reimbursement for all reasonable business expenses incurred by the Executive in accordance with the policies, practices and procedures of
the Company provided to senior executives of the Company.
(viii)
Fringe Benefits . During the Employment Period, the Executive shall be entitled to such fringe benefits
and perquisites as are provided by the Company to its senior executives from time to time, in accordance with the policies, practices and
procedures of the Company, and shall receive such additional fringe benefits and perquisites as the Company may, in its discretion, from
time-to-time provide. Nothing contained in this Section 2(b) shall, or shall be construed to, obligate the Company to adopt or maintain any
incentive, savings, retirement, welfare, fringe benefit or other plan(s) or program(s) at any time.
(viii)
Vacation . During the Employment Period, the Executive shall not be entitled to a fixed number of
paid vacation, personal or sick days per year. As a salaried employee, the Company expects the Executive to use the Executive’s judgment
to take time off from work for vacation or other personal time in a manner consistent with getting the Executive’s work done in a timely
fashion, providing excellent service to the Company’s customers and partners and avoiding inconveniencing the Executive’s co-workers.
3.

Termination of Employment .

(a)
Death or Disability . The Executive’s employment shall terminate automatically upon the Executive’s death during
the Employment Period. Either the Company or the Executive may terminate the Executive’s employment in the event of the Executive’s Disability
during the Employment Period. For purposes of this Agreement, “ Disability ” shall mean a disability as determined under the Company’s applicable
long-term disability plan that prevents the Executive from performing the Executive’s duties under this Agreement (even with a reasonable
accommodation by the Company) for a period of six (6) months or more or, if no such plan applies, as determined in the reasonable discretion of the
Board.
(b)
Cause . The Company may terminate the Executive’s employment during the Employment Period for Cause or
without Cause. For purposes of this Agreement, “ Cause ” shall have the meaning set forth in the Company’s 2010 Incentive Award Plan (the “ Plan
”), as in effect on the Amended Effective Date; provided , however , that if the Date of Termination (as
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defined below) occurs (i) on or within ninety (90) days before a Change in Control (as defined in the Plan) or (ii) following a Change in Control, then “
Cause ” shall mean the occurrence of any one or more of the following events:
(i)
the Executive’s failure (other than due to Disability) to materially comply with written Company policies
generally applicable to Company officers or employees or any directive of the Board that is reasonably achievable, that is not inconsistent
with the Executive’s position as President or the fulfillment of the Executive’s fiduciary duties and that is not otherwise prohibited by law
or established public policy, subject to the receipt of a Notice of Termination (as defined below) and thirty (30) day cure period after the
Executive’s receipt of the Notice of Termination to the extent such circumstances are curable;
(ii)

the Executive’s engagement in willful misconduct against the Company that is materially injurious to the

Company;
(iii)
the Executive’s engagement in any activity that is a conflict of interest or competitive with the Company
(other than any action not taken in bad faith and which is promptly remedied by the Executive upon notice by the Board or the participation
in any activity described in any of Sections 2(a)(ii)(A)-(D) hereof);
(iv)
the Executive’s engagement in any act of fraud or dishonesty against the Company or any of its
Affiliates or any material breach of federal or state securities or commodities laws or regulations;
(v)

the Executive’s engagement in an act of assault or other act of violence in the workplace; or

(vi)

the Executive’s conviction, guilty plea or plea of nolo contendre for any felony charge.

For purposes of this provision, no act or failure to act, on the part of the Executive, shall be considered “willful” unless it is done, or omitted to be
done, by the Executive in bad faith or without reasonable belief that the Executive’s action or omission was in the best interests of the Company. Any
act, or failure to act, based upon authority given pursuant to a resolution duly adopted by the Board or based upon the advice of counsel for the
Company shall be presumed to be done, or omitted to be done, by the Executive in good faith and in the best interests of the Company.
(c)
Termination by the Executive . The Executive’s employment may be terminated by the Executive for any reason,
including with Good Reason or by the Executive without Good Reason. For purposes of this Agreement, “ Good Reason ” shall mean the occurrence
of any one or more of the following events, in any case, without the Executive’s prior written consent, unless the Company fully corrects the
circumstances constituting Good Reason (provided such circumstances are capable of correction) as provided below:
(i)
any action by the Company that results in a demotion or material diminution of the Executive’s position,
authority, duties or responsibilities (other than
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any insubstantial action not taken in bad faith and which is promptly remedied by the Company upon notice by the Executive); provided
that “Good Reason” does not include a change in title, authority, duties and/or responsibilities that occurs within ninety (90) days following
a Change in Control if (A) the Executive’s new title is that of an executive officer of the entity surviving such Change in Control (or, if
applicable, its parent company, if such entity has a parent company) reporting directly to the Chief Executive Officer of the entity surviving
such Change in Control (or if applicable, its parent company, if such entity has a parent company) and the Executive’s authority, duties and
responsibilities are commensurate with such title or (B) (1) the entity surviving such Change in Control (or, if applicable, its parent
company if such entity has a parent company) continues to operate the Company’s principal businesses as a separate unit, division or
subsidiary or combines the Company’s principal businesses with one of its existing units, divisions or subsidiaries and (2) the Executive’s
new title is that of a senior officer of such unit, division or subsidiary reporting directly to a principal executive officer of such unit, division
or subsidiary (or to an executive officer of the entity surviving the Change in Control or parent company thereof) and (in either case) the
Executive’s authority, duties and responsibilities are commensurate with such title and are similar in scope (with respect to such unit,
division or subsidiary) to the authority, duties and responsibilities of the Executive prior to the Change in Control;
(ii)
a requirement that the Executive report to work more than twenty (20) miles from the Company’s
Principal Location (not including normal business travel required of the Executive’s position) or, to the extent such requirement would not
constitute a material change in the geographic location at which the Executive must perform services under this Agreement within the
meaning of Section 409A of the Internal Revenue Code of 1986, as amended (the “ Code ”), such higher number of miles from the
Company’s Principal Location as would constitute a material change in the geographic location at which the Executive must perform
services under this Agreement within the meaning of Section 409A of the Code;
(iii)

a material reduction in the Executive’s base salary; or

(iv)

a material breach by the Company of its obligations hereunder.

Notwithstanding the foregoing, the Executive will not be deemed to have resigned for Good Reason unless (1) the Executive provides the Company
with written notice setting forth in reasonable detail the facts and circumstances claimed by the Executive to constitute Good Reason within sixty (60)
days after the date of the occurrence of any event that the Executive knows or should reasonably have known to constitute Good Reason , (2) the
Company fails to cure such acts or omissions within thirty (30) days following its receipt of such notice, and (3) the effective date of the Executive’s
termination for Good Reason occurs no later than sixty (60) days after the expiration of the Company’s cure period.
(d)
Notice of Termination . Any termination by the Company for Cause, or by the Executive for Good Reason, shall be
communicated by a Notice of Termination to the other parties hereto given in accordance with Section 10(b) hereof. For purposes of this Agreement, a
“ Notice of Termination ” means a written notice which (i) indicates the specific termination provision in this Agreement relied upon, (ii) to the extent
applicable, sets forth in reasonable
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detail the facts and circumstances claimed to provide a basis for termination of the Executive’s employment under the provision so indicated and (iii) if
the Date of Termination (as defined below) is other than the date of receipt of such notice, specifies the termination date (which date shall be not more
than sixty (60) days after the giving of such notice). The failure by the Executive or the Company to set forth in the Notice of Termination any fact or
circumstance which contributes to a showing of Good Reason or Cause shall not waive any right of the Executive or the Company, respectively,
hereunder or preclude the Executive or the Company, respectively, from asserting such fact or circumstance in enforcing the Executive’s or the
Company’s rights hereunder.
(e)
Termination of Offices and Directorships . Upon termination of the Executive’s employment for any reason, unless
otherwise specified in a written agreement between the Executive and the Company, the Executive shall be deemed to have resigned from all offices,
directorships, and other employment positions if any, then held with the Company, and shall take all actions reasonably requested by the Company to
effectuate the foregoing.
4.

Obligations of the Company upon Termination .

(a)
Without Cause, For Good Reason, Death or Disability . Subject to Section 4(d) hereof, if the Executive incurs a
“separation from service” from the Company (within the meaning of Section 409A(a)(2)(A)(i) of the Code, and Treasury Regulation Section 1.409A-1
(h)) (a “ Separation from Service ”) during the Employment Period (such date, the “ Date of Termination ”) by reason of (1) a termination of the
Executive’s employment by the Company without Cause; (2) a termination of the Executive’s employment by the Executive for Good Reason; or (3) a
termination of the Executive’s employment by reason of the Executive’s death or Disability (each of (1), (2) and (3), a “ Qualifying Termination ”):
(i)
The Executive (or the Executive’s estate or beneficiaries, if applicable) shall be paid, in a single lumpsum payment on the date of the Executive’s termination of employment, the aggregate amount of the Executive’s earned but unpaid Base
Salary and accrued but unpaid vacation pay (if any) through the date of such termination (the “ Accrued Obligations ”), in each case, to the
extent not previously paid.
(ii)
In addition, subject to Section 4(d) hereof and the Executive’s (or the Executive’s estate’s or
beneficiaries’, if applicable) timely execution and non-revocation of a Release (as described below), the Executive (or the Executive’s
estate or beneficiaries, if applicable) shall be paid:
(A)
an amount equal to three-fourths (3/4) (the “ Multiplier ”) times the Base Salary in effect on the Date of
Termination (disregarding any reduction in Base Salary that would give rise to the Executive’s right to terminate for
Good Reason), payable in substantially equal installments (the “ Installments ”) in accordance with the Company’s
normal payroll procedures during the period commencing on the Date of Termination and ending on the nine (9)month anniversary of the Date of Termination; provided , however , that no payments under this Section 4(a)(ii)(A)
shall be made prior to the first payroll date occurring on or after the thirtieth (30 th ) day following the Date of
Termination (such payroll date, the “ First
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Payroll Date ”) (with amounts otherwise payable prior to the First Payroll Date paid on the First Payroll Date
without interest thereon); provided , further , that in no event shall any of the Installments be paid later than March
15 th of the year following that in which the Date of Termination occurs, and any of Installments that would
otherwise be paid after such March 15 th shall instead be paid on such March 15 th ; provided , further , that if a
Change in Control occurs (1) on or within ninety (90) days after the Date of Termination, the Multiplier shall be
increased to one (1) and any then-unpaid amounts owing under this Section 4(a)(ii)(A) shall be paid in a lump-sum
upon such Change in Control (or, if later, on the First Payroll Date), or (2) within one (1) year before the Date of
Termination, the Multiplier shall be increased to one (1) and amounts payable under this Section 4(a)(ii)(A) shall be
paid in a lump-sum on the First Payroll Date;
(B)
any unpaid Annual Bonus to which the Executive would have become entitled for any fiscal year of the
Company that ends on or before the Date of Termination had the Executive remained employed through the
payment date, payable in a single lump-sum payment on the date on which annual bonuses are paid to the
Company’s senior executives generally for such calendar year, but in no event later than March 15 th of the calendar
year immediately following the calendar year in which the Date of Termination occurs, with the actual date within
such period determined by the Company in its sole discretion; and
(C)
payment in an amount not to exceed a pro-rated portion of the Executive’s Target Bonus for the partial
calendar year in which the Date of Termination occurs, determined by reference to actual Company performance
against applicable performance criteria during such calendar year and pro-rated based on the number of days in the
calendar year in which the Date of Termination occurs through the Date of Termination (it being understood that
such amount may be less than the Executive’s pro-rated Target Bonus as a result of Company underperformance of
the applicable performance criteria in such calendar year), payable in a single lump-sum payment on the date on
which annual bonuses are paid to the Company’s senior executives generally for such calendar year, but in no event
later than March 15th of the calendar year immediately following the calendar year in which the Date of
Termination occurs (with the actual date within such period determined by the Company in its sole discretion);
provided , however , that in the event that a Change in Control (1) occurs on or within ninety (90) days after the
Date of Termination or (2) has occurred within one (1) year before the Date of Termination, then the Executive
instead shall be paid an amount equal to the Annual Bonus earned by the Executive for the calendar year
immediately prior to the calendar year in which the Date of Termination occurs, payable (I) with respect to a
Change in Control described in subclause (1), in a lump-sum upon such Change in Control (or, if later, the First
Payroll Date) or (II)
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with respect to a Change in Control described in subclause (2), on the First Payroll Date.
(iii)
In addition, subject to Section 4(d) hereof and conditioned upon the Executive’s timely execution and
non-revocation of a Release, during the period commencing on the Date of Termination and ending on the twelve (12)-month anniversary
of the Date of Termination or, if earlier, the date on which the Executive becomes eligible for coverage under the group health plan of a
subsequent employer (of which eligibility the Executive hereby agrees to give prompt notice to the Company) (in any case, the “ COBRA
Period ”), subject to the Executive’s valid election to continue healthcare coverage under Section 4980B of the Code and the regulations
thereunder, the Company shall continue to provide the Executive and the Executive’s eligible dependants with coverage under its group
health plans at the same levels and the same cost to the Executive as would have applied if the Executive’s employment had not been
terminated based on the Executive’s elections in effect on the Date of Termination, provided , however , that (A) if any plan pursuant to
which such benefits are provided is not, or ceases prior to the expiration of the period of continuation coverage to be, exempt from the
application of Section 409A of the Code under Treasury Regulation Section 1.409A-1(a)(5), or (B) the Company is otherwise unable to
continue to cover the Executive under its group health plans (including without limitation, Section 2716 of the Public Health Service Act),
then, in either case, an amount equal to each remaining Company subsidy shall thereafter be paid to the Executive as currently taxable
compensation in substantially equal monthly installments over the continuation coverage period (or the remaining portion thereof).
(iv)
In addition, subject to Section 4(c) hereof, and conditioned upon the Executive’s timely execution and
non-revocation of a Release, all outstanding equity awards held by the Executive on the Date of Termination, including but not limited to
the Stock Option and each Annual Equity Award, (each such award, an “ Unvested Award ”) shall conditionally vest and become
exercisable (as applicable) immediately prior to such termination with respect to such number of shares underlying each such Unvested
Award that would have vested over the one (1)-year period immediately following the Date of Termination, had the Executive remained
employed by the Company during such one (1)-year period (and the remainder of each Unvested Award shall be forfeited and terminated);
provided , that if the Executive fails to timely execute or revokes the Release, all such conditionally vested awards (and any shares received
in respect of all such awards) shall be forfeited upon such failure or revocation (subject to repayment by the Company to the Executive of
any amounts (if any) paid by the Executive with respect to shares underlying such conditionally vested awards). For the avoidance of doubt:
(A) to the extent that any provision of this Agreement is inconsistent with the terms and conditions of any Unvested Award agreement
between the Executive and the Company, this Agreement shall constitute an amendment thereto, and (B) in no event shall any Unvested
Award expire during any applicable Release consideration and revocation periods, rather, such awards shall remain outstanding and eligible
to vest as provided above, subject to and conditioned upon the Executive’s execution and non-revocation of the Release and, to the extent
that such awards would have vested prior to the effectiveness of the Release, such awards shall instead vest upon the effectiveness of the
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Release and shall be forfeited if the Release does not timely become effective (but in no event shall any stock option remain exercisable
beyond its outside expiration date applicable in the absence of a termination of employment).
The payments and benefits described in the preceding Sections 4(a)(ii), (iii) and (iv) are referred to herein as the “ Severance .” Notwithstanding the
foregoing, it shall be a condition to the Executive’s (or the Executive’s estate’s or beneficiaries’, if applicable) right to receive the Severance that the
Executive (or the Executive’s estate or beneficiaries, if applicable) execute and deliver to the Company an effective release of claims in substantially
the form attached hereto as Exhibit A (the “ Release ”) within twenty-one (21) days (or, to the extent required by law, forty-five (45) days) following
the Date of Termination and that the Executive (or the Executive’s estate or beneficiaries, if applicable) not revoke such Release during any applicable
revocation period; provided , however , that in the case of the Executive’s death, the Release shall be considered timely if executed and delivered to the
Company within sixty (60) days following the Executive’s death.
(b)
For Cause, Without Good Reason or Other Terminations . If the Company terminates the Executive’s employment
for Cause, the Executive terminates the Executive’s employment without Good Reason, or the Executive’s employment terminates for any other reason
not enumerated in this Section 4, in any case, during the Employment Period, the Company shall pay to the Executive the Accrued Obligations in cash
within thirty (30) days after the Date of Termination (or by such earlier date as may be required by applicable law).
(c)
Equity Vesting in Connection with a Change in Control . In addition to any payments or benefits due to the
Executive (or the Executive’s estate or beneficiaries , if applicable) under Section 4(a) above (if any), subject to and conditioned upon the Executive’s
timely execution and non-revocation of a Release, if the Executive’s employment is terminated by reason of a Qualifying Termination and a Change in
Control (A) occurs on or within ninety (90) days after the Date of Termination or (B) has occurred within one (1) year before the Date of Termination,
all outstanding compensatory equity awards (including but not limited to the Stock Option and each Annual Equity Award) that have not yet vested
shall conditionally vest and, as applicable, become exercisable on the later of the Date of Termination and the date of such Change in Control (and such
vesting shall become unconditional upon such execution and non-revocation of a Release); provided , that if the Executive fails to timely execute or
revokes the Release, all such conditionally vested awards (and any shares received in respect of such awards) shall be forfeited upon such failure or
revocation (subject to repayment by the Company to the Executive of any amounts (if any) paid by the Executive with respect to shares underlying
such conditionally vested awards). For the avoidance of doubt, if a Qualifying Termination occurs prior to a Change in Control, all outstanding,
unvested compensatory equity awards (including but not limited to the Stock Option) that would otherwise terminate on the Date of Termination shall
remain outstanding and eligible to vest solely upon a Change in Control occurring within ninety (90) days after the Date of Termination (but shall not
otherwise vest following the Date of Termination) and shall terminate on the ninetieth (90 th ) day following the Date of Termination if a Change in
Control has not occurred on or prior to such ninetieth (90 th ) day (or such earlier outside expiration date applicable to the award (other than due to a
termination of employment)).
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(d)
Six-Month Delay . Notwithstanding anything to the contrary in this Agreement, no compensation or benefits,
including without limitation any severance payments or benefits payable under Section 4 hereof, shall be paid to the Executive during the six (6)-month
period following the Executive’s Separation from Service if the Company determines that paying such amounts at the time or times indicated in this
Agreement would be a prohibited distribution under Section 409A(a)(2)(B)(i) of the Code. If the payment of any such amounts is delayed as a result of
the previous sentence, then on the first business day following the end of such six (6)-month period ( or such earlier date upon which such amount can
be paid under Section 409A of the Code without resulting in a prohibited distribution, including as a result of the Executive’s death ) , the Company
shall pay the Executive a lump-sum amount equal to the cumulative amount that would have otherwise been payable to the Executive during such
period.
(e)
Exclusive Benefits . Except as expressly provided in this Section 4 and subject to Section 5 hereof, the Executive
shall not be entitled to any additional payments or benefits upon or in connection with the Executive’s termination of employment.
(f)
Equity Award Agreements . For the avoidance of doubt, nothing contained in this Agreement is intended to result in
any vesting terms that are less favorable to the Executive than those contained in any applicable equity award agreement and, to the extent that the
vesting terms contained in any such award agreement are more favorable to the Executive than those provided herein, including, without limitation, this
Section 4, the terms of such award agreement shall control.
5.
Non-Exclusivity of Rights . Amounts which are vested benefits or which the Executive is otherwise entitled to
receive under any plan, policy, practice or program of or any contract or agreement with, the Company at or subsequent to the Date of Termination
shall be payable in accordance with such plan, policy, practice, program or contract or agreement except as explicitly modified by this Agreement.
6.

Excess Parachute Payments, Limitations on Payments .

(a)
Best Pay Cap . Notwithstanding any other provision of this Agreement, in the event that any payment or benefit
received or to be received by the Executive (including any payment or benefit received in connection with a termination of the Executive’s
employment, whether pursuant to the terms of this Agreement or any other plan, arrangement or agreement) (all such payments and benefits, including
the payments and benefits under Section 4 hereof, being hereinafter referred to as the “ Total Payments ”) would be subject (in whole or part), to excise
tax imposed under Section 4999 of the Code (the “ Excise Tax ”), then, after taking into account any reduction in the Total Payments provided by
reason of Section 280G of the Code in such other plan, arrangement or agreement, the cash severance payments under this Agreement shall first be
reduced, and the noncash severance payments hereunder shall thereafter be reduced, to the extent necessary so that no portion of the Total Payments is
subject to the Excise Tax but only if (i) the net amount of such Total Payments, as so reduced (and after subtracting the net amount of federal, state and
local income taxes on such reduced Total Payments and after taking into account the phase out of itemized deductions and personal exemptions
attributable to such reduced Total Payments) is greater than or equal to (ii) the net amount of such Total Payments without such reduction (but after
subtracting the net amount of federal, state and local income taxes on such Total Payments and the amount of Excise Tax to which the Executive would
be
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subject in respect of such unreduced Total Payments and after taking into account the phase out of itemized deductions and personal exemptions
attributable to such unreduced Total Payments). The Total Payments shall be reduced in the following order: (A) reduction of any cash severance
payments otherwise payable to the Executive that are exempt from Section 409A of the Code; (B) reduction of any other cash payments or benefits
otherwise payable to the Executive that are exempt from Section 409A of the Code, but excluding any payments attributable to any acceleration of
vesting or payments with respect to any equity award that are exempt from Section 409A of the Code; (C) reduction of any other payments or benefits
otherwise payable to the Executive on a pro-rata basis or such other manner that complies with Section 409A of the Code, but excluding any payments
attributable to any acceleration of vesting and payments with respect to any equity award that are exempt from Section 409A of the Code; and (D)
reduction of any payments attributable to any acceleration of vesting or payments with respect to any equity award that are exempt from Section 409A
of the Code, in each case beginning with payments that would otherwise be made last in time.
(b)
Certain Exclusions . For purposes of determining whether and the extent to which the Total Payments will be subject
to the Excise Tax, (i) no portion of the Total Payments the receipt or enjoyment of which the Executive shall have waived at such time and in such
manner as not to constitute a “payment” within the meaning of Section 280G(b) of the Code shall be taken into account; (ii) no portion of the Total
Payments shall be taken into account which, in the written opinion of an independent, nationally recognized accounting firm (the “ Accounting Firm ”),
does not constitute a “parachute payment” within the meaning of Section 280G(b)(2) of the Code (including by reason of Section 280G(b)(4)(A) of the
Code) and, in calculating the Excise Tax, no portion of such Total Payments shall be taken into account which, in the opinion of the Accounting Firm,
constitutes reasonable compensation for services actually rendered, within the meaning of Section 280G(b)(4)(B) of the Code, in excess of the “base
amount” (as defined in Section 280G(b)(3) of the Code) allocable to such reasonable compensation; and (iii) the value of any non cash benefit or any
deferred payment or benefit included in the Total Payments shall be determined by the Accounting Firm in accordance with the principles of Sections
280G(d)(3) and (4) of the Code.
7.
Confidential Information and Non-Solicitation . The Executive hereby acknowledges that the Executive has
previously entered into an agreement with the Company containing confidentiality and other protective covenants (the “ Confidentiality Agreement ”)
and that the Executive remains bound by the terms and conditions of the Confidentiality Agreement.
8.

Executive Representations and Acknowledgements .

(a)
The Executive hereby represents and warrants to the Company that (i) the Executive is entering into this Agreement
voluntarily and that the performance of the Executive’s obligations hereunder will not violate any agreement between the Executive and any other
person, firm, organization or other entity, and (ii) the Executive is not bound by the terms of any agreement with any previous employer or other
party to refrain from competing, directly or indirectly, with the business of such previous employer or other party that would be violated by the
Executive’s entering into this Agreement and/or providing services to the Company pursuant to the terms of this Agreement.
12

(b)
N otwithstanding anything to the contrary contained herein, the Executive hereby expressly consents to the
amendments to the Original Agreement and the Side Letter contained in this Agreement, including, without limitation, the changes to his position,
reporting duties and compensation, and further agrees that neither such changes nor any action taken by the Company in connection therewith
(including the appointment of a new Chief Executive Officer of the Company) shall constitute (i) a breach of this Agreement, the Original
Agreement, the Side Letter or any other agreement between the Executive and the Company or its affiliates or (ii) a termination of the Executive’s
employment without Cause or for Good Reason.
9.

Successors .

(a)
No Assignment . This Agreement is personal to the Executive and, without the prior written consent of the
Company, shall not be assignable by the Executive otherwise than by will or the laws of descent and distribution. This Agreement shall inure to the
benefit of and be enforceable by the Executive’s legal representatives.
(b)

Binding Agreement . This Agreement shall inure to the benefit of and be binding upon the Company and its

successors and assigns.
(c)
Successors . The Company will require any successor (whether direct or indirect, by purchase, merger, consolidation
or otherwise) to all or substantially all of the business and/or assets of the Company to assume and agree to perform this Agreement in the same manner
and to the same extent that the Company would be required to perform it if no such succession had taken place. As used in this Agreement,
“Company” shall mean the Company as hereinbefore defined and any successor to its business and/or assets as aforesaid which assumes and agrees to
perform this Agreement by operation of law, or otherwise.
10.

Miscellaneous .

(a)
Governing Law . This Agreement shall be governed by and construed in accordance with the laws of the State of
California, without reference to principles of conflict of laws. The captions of this Agreement are not part of the provisions hereof and shall have no
force or effect.
(b)
Notices . All notices and other communications hereunder shall be in writing and shall be given by hand delivery to
the other party or by registered or certified mail, return receipt requested, postage prepaid, addressed as follows:
If to the Executive : at the Executive’s most recent address on the records of the Company.
If to the Company :
Demand Media, Inc.
1655 26th Street
Santa Monica, CA 90404
Attn: General Counsel
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with a copy to:
Latham & Watkins LLP
355 South Grand Ave.
Los Angeles, CA 90071-1560
Attn: Alex Voxman
or to such other address as either party shall have furnished to the other in writing in accordance herewith. Notice and communications shall be
effective when actually received by the addressee.
(c)
Sarbanes-Oxley Act of 2002 . Notwithstanding anything herein to the contrary, if the Company determines, in its
good faith judgment, that any transfer or deemed transfer of funds hereunder is likely to be construed as a personal loan prohibited by Section 13(k) of
the Securities Exchange Act of 1934, as amended (the “ Exchange Act ”) and the rules and regulations promulgated thereunder, then such transfer or
deemed transfer shall not be made to the extent necessary or appropriate so as not to violate the Exchange Act and the rules and regulations
promulgated thereunder.
(d)

Section 409A of the Code .

(i) To the extent applicable, this Agreement shall be interpreted in accordance with Section 409A of the Code and
Department of Treasury regulations and other interpretive guidance issued thereunder. Notwithstanding any provision of this Agreement to the
contrary, if the Company determines that any compensation or benefits payable under this Agreement may be subject to Section 409A of the Code and
related Department of Treasury guidance, the Company shall work in good faith with the Executive to adopt such amendments to this Agreement or
adopt other policies and procedures (including amendments, policies and procedures with retroactive effect), or take any other actions, that the
Company determines are necessary or appropriate to avoid the imposition of taxes under Section 409A of the Code, including without limitation,
actions intended to (A) exempt the compensation and benefits payable under this Agreement from Section 409A of the Code, and/or (B) comply with
the requirements of Section 409A of the Code and related Department of Treasury guidance; provided , however , that this Section 10(d) shall not
create an obligation on the part of the Company to adopt any such amendment, policy or procedure or take any such other action, nor shall the
Company have any liability for failing to do so.
(ii) Any right to a series of installment payments pursuant to this Agreement is to be treated as a right to a series of
separate payments. To the extent permitted under Section 409A of the Code, any separate payment or benefit under this Agreement or otherwise shall
not be deemed “nonqualified deferred compensation” subject to Section 409A of the Code and Section 4(d) hereof to the extent provided in the
exceptions in Treasury Regulation Section 1.409A-1(b)(4), Section 1.409A-1(b)(9) or any other applicable exception or provision of Section 409A of
the Code.
(iii) To the extent that any payments or reimbursements provided to the Executive under this Agreement, including,
without limitation, pursuant to Section 2(b)(vii)
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hereof, are deemed to constitute compensation to the Executive to which Treasury Regulation Section 1.409A-3(i)(1)(iv) would apply, such amounts
shall be paid or reimbursed reasonably promptly, but not later than December 31 of the year following the year in which the expense was incurred. The
amount of any such payments eligible for reimbursement in one year shall not affect the payments or expenses that are eligible for payment or
reimbursement in any other taxable year, and the Executive’s right to such payments or reimbursement of any such expenses shall not be subject to
liquidation or exchange for any other benefit.
(e)
Severability . The invalidity or unenforceability of any provision of this Agreement shall not affect the validity or
enforceability of any other provision of this Agreement.
(f)
Withholding . The Company may withhold from any amounts payable under this Agreement such federal, state,
local or foreign taxes as shall be required to be withheld pursuant to any applicable law or regulation.
(g)
No Waiver . The Executive’s or the Company’s failure to insist upon strict compliance with any provision of this
Agreement or the failure to assert any right the Executive or the Company may have hereunder, including, without limitation, the right of the Executive
to terminate employment for Good Reason pursuant to Section 3(c) hereof, shall not be deemed to be a waiver of such provision or right or any other
provision or right of this Agreement.
(h)
Entire Agreement . As of the Amended Effective Date, this Agreement, together with the Confidentiality Agreement
constitutes the final, complete and exclusive agreement between the Executive and the Company with respect to the subject matter hereof and replaces
and supersedes any and all other agreements, offers or promises, whether oral or written, by any member of the Company and its subsidiaries and
affiliates, or representative thereof. The Executive agrees that each of the Original Agreement and the Side Letter shall be terminated and of no further
force or effect from and after the Amended Effective Date. In the event that the Executive’s employment with the Company is terminated prior to the
Amended Effective Date, this Agreement (including, without limitation, the immediately preceding sentence) shall have no force or effect.
(i)
signed by the parties hereto.

Amendment . No amendment or other modification of this Agreement shall be effective unless made in writing and

(j)
Counterparts . This Agreement and any agreement referenced herein may be executed simultaneously in two or more
counterparts, each of which shall be deemed an original but which together shall constitute one and the same instrument.

[ SIGNATURE PAGE FOLLOWS ]
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IN WITNESS WHEREOF, the Executive has hereunto set the Executive’s hand and, pursuant to the authorization from the
Board, the Company has caused these presents to be executed in its name on its behalf, all as of the day and year first above written.
DEMAND MEDIA, INC.,
a Delaware corporation

By: /s/ Mel Tang
Name: Mel Tang
Title: CFO

“EXECUTIVE”

/s/ Shawn Colo
Shawn Colo
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EXHIBIT A
GENERAL RELEASE
For valuable consideration, the receipt and adequacy of which are hereby acknowledged, the undersigned does hereby release
and forever discharge the “ Releasees ” hereunder, consisting of Demand Media, Inc., a Delaware corporation (the “ Company ”) and each of its
partners, subsidiaries, associates, affiliates, successors, heirs, assigns, agents, directors, officers, employees, representatives, lawyers, insurers, and all
persons acting by, through, under or in concert with them, or any of them, of and from any and all manner of action or actions, cause or causes of
action, in law or in equity, suits, debts, liens, contracts, agreements, promises, liability, claims, demands, damages, losses, costs, attorneys’ fees or
expenses, of any nature whatsoever, known or unknown, fixed or contingent (hereinafter called “ Claims ”), which the undersigned now has or may
hereafter have against the Releasees, or any of them, by reason of any matter, cause, or thing whatsoever from the beginning of time to the date hereof.
The Claims released herein include, without limiting the generality of the foregoing, any Claims in any way arising out of, based upon, or related to the
employment or termination of employment of the undersigned by the Releasees, or any of them; any alleged breach of any express or implied contract
of employment; any alleged torts or other alleged legal restrictions on Releasees’ right to terminate the employment of the undersigned; and any
alleged violation of any federal, state or local statute or ordinance including, without limitation, Title VII of the Civil Rights Act of 1964, the Age
Discrimination In Employment Act, the Americans With Disabilities Act, and the California Fair Employment and Housing Act. Notwithstanding the
foregoing, this general release (the “ Release ”) shall not operate to release any rights or claims of the undersigned (i) to payments or benefits under
Section 4(a) and/or Section 4(c) (if applicable) of that certain Amended and Restated Employment Agreement, effective as of August 12, 2014,
between Demand Media, Inc. and the undersigned (the “ Employment Agreement ”), whichever is applicable to the payments and benefits provided in
exchange for this Release, (ii) to payments or benefits under any equity award agreement between the undersigned and the Company, (iii) with respect
to Section 2(b)(vii) of the Employment Agreement, (iv) to accrued or vested benefits the undersigned may have, if any, as of the date hereof under any
applicable plan, policy, practice, program, contract or agreement with the Company, (v) to any Claims, including claims for indemnification and/or
advancement of expenses, arising under any indemnification agreement between the undersigned and the Company or under the bylaws, certificate of
incorporation of other similar governing document of the Company, or (vi) to any Claims which cannot be waived by an employee under applicable
law.
THE UNDERSIGNED ACKNOWLEDGES THAT THE EXECUTIVE HAS BEEN ADVISED BY LEGAL COUNSEL AND
IS FAMILIAR WITH THE PROVISIONS OF CALIFORNIA CIVIL CODE SECTION 1542, WHICH PROVIDES AS FOLLOWS:
“A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW
OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF KNOWN
BY HIM OR HER MUST HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR.”
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THE UNDERSIGNED, BEING AWARE OF SAID CODE SECTION, HEREBY EXPRESSLY WAIVES ANY RIGHTS THE EXECUTIVE MAY
HAVE THEREUNDER, AS WELL AS UNDER ANY OTHER STATUTES OR COMMON LAW PRINCIPLES OF SIMILAR EFFECT.
IN ACCORDANCE WITH THE OLDER WORKERS BENEFIT PROTECTION ACT OF 1990, THE UNDERSIGNED IS
HEREBY ADVISED AS FOLLOWS:
(A)
THIS RELEASE;

THE EXECUTIVE HAS THE RIGHT TO CONSULT WITH AN ATTORNEY BEFORE SIGNING

(B)
SIGNING IT; AND

THE EXECUTIVE HAS TWENTY-ONE (21) DAYS TO CONSIDER THIS RELEASE BEFORE

(C)
THE EXECUTIVE HAS SEVEN (7) DAYS AFTER SIGNING THIS RELEASE TO REVOKE THIS
RELEASE, AND THIS RELEASE WILL BECOME EFFECTIVE UPON THE EXPIRATION OF THAT REVOCATION
PERIOD.
The undersigned represents and warrants that there has been no assignment or other transfer of any interest in any Claim which
the Executive may have against Releasees, or any of them, and the undersigned agrees to indemnify and hold Releasees, and each of them, harmless
from any liability, Claims, demands, damages, costs, expenses and attorneys’ fees incurred by Releasees, or any of them, as the result of any such
assignment or transfer or any rights or Claims under any such assignment or transfer. It is the intention of the parties that this indemnity does not
require payment as a condition precedent to recovery by the Releasees against the undersigned under this indemnity.
The undersigned agrees that if the Executive hereafter commences any suit arising out of, based upon, or relating to any of the
Claims released hereunder or in any manner asserts against Releasees, or any of them, any of the Claims released hereunder, then the undersigned
agrees to pay to Releasees, and each of them, in addition to any other damages caused to Releasees thereby, all attorneys’ fees incurred by Releasees in
defending or otherwise responding to said suit or Claim.
The undersigned further understands and agrees that neither the payment of any sum of money nor the execution of this Release
shall constitute or be construed as an admission of any liability whatsoever by the Releasees, or any of them, who have consistently taken the position
that they have no liability whatsoever to the undersigned.
IN WITNESS WHEREOF, the undersigned has executed this Release this ____ day of ___________, ____.
Shawn Colo
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Sean Moriarty, certify that:
1.

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

2.

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

3.

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

4.

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

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

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

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

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and
5.

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

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

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

/s/ Sean Moriarty
Sean Moriarty
Chief Executive Officer
(Principal Executive Officer)
Date: November 10 , 2014

Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Mel Tang, certify that:
1.

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

2.

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

3.

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

4.

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

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

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

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

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and
5.

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

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

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

/s/ Mel Tang
Mel Tang
Chief Financial Officer
(Principal Financial Officer)
Date: November 10, 2014

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
In connection with the Quarterly Report on Form 10-Q for the fiscal quarter ended September 30, 2014 of Demand Media, Inc. (the “Company”) as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Sean Moriarty, Chief Executive Officer of the Company, 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:
1.

The Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Sean Moriarty
Sean Moriarty
Chief Executive Officer
(Principal Executive Officer)
Date: November 10, 2014
This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be incorporated by reference into
any filing of Demand Media, 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 of the
Form 10-Q), irrespective of any general incorporation language contained in such filing.

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
In connection with the Quarterly Report on Form 10-Q for the fiscal quarter ended September 30, 2014 of Demand Media, Inc. (the “Company”) as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, Mel Tang, Chief Financial Officer of the Company, 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:
1.

The Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Mel Tang
Mel Tang
Chief Financial Officer
(Principal Financial Officer)
Date: November 10, 2014
This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be incorporated by reference into
any filing of Demand Media, 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 of the
Form 10-Q), irrespective of any general incorporation language contained in such filing.

