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PART I. FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS (unaudited)
ALARM.COM HOLDINGS, INC.

Condensed Consolidated Statements of Operations
(in thousands, except share and per share data)

(unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2018 2017 2018 2017
Revenue:
SaaS and license revenue $70,968 $58,928 $138,956 $109,154
Hardware and other revenue 33,520 27,060 58,288 51,028
Total revenue 104,488 85,988 197,244 160,182
Cost of revenue(D:
Cost of SaaS and license revenue 11,027 8,500 21,833 16,592
Cost of hardware and other revenue 25,461 21,335 43,032 39,878
Total cost of revenue 36,488 29,835 64,865 56,470
Operating expenses:
Sales and marketing 14,612 11,899 25,434 22,213
General and administrative 18,119 13,450 34,281 28,825
Research and development 21,521 20,062 41,898 34,583
Amortization and depreciation 5,238 4,846 10,263 7,710
Total operating expenses 59,490 50,257 111,876 93,331
Operating income 8,510 5,896 20,503 10,381
Interest expense (751 ) (674 ) (1,423 ) (890 )
Other income, net 420 137 816 374
Income before income taxes 8,179 5,359 19,896 9,865
Benefit from income taxes (2,554 ) 4,506 ) (1,352 ) (3,963 )
Net income 10,733 9,865 21,248 13,828
Income allocated to participating securities (1 ) (5 ) 4 ) (8 )
Net income attributable to common stockholders $10,732 $9,860 $21244 $13,820
Per share information attributable to common stockholders:
Net income per share:
Basic $0.23 $0.21 $0.45 $0.30
Diluted $0.22 $0.20 $0.43 $0.28
Weighted average common shares outstanding:
Basic 47,439,3116,442,327 47,333,435 46,334,499
Diluted 49,497,08819,000,553 49,406,444 48,906,812

(1)Exclusive of amortization and depreciation shown in operating expenses below.

See accompanying notes to the condensed consolidated financial statements.
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ALARM.COM HOLDINGS, INC.
Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)
(unaudited)

Assets

Current assets:

Cash and cash equivalents
Accounts receivable, net
Inventory, net

Other current assets

Total current assets

Property and equipment, net
Intangible assets, net

Goodwill

Deferred tax assets

Other assets

Total assets

Liabilities and stockholders’ equity
Current liabilities:

Accounts payable, accrued expenses and other current liabilities
Accrued compensation

Deferred revenue

Total current liabilities

Deferred revenue

Long-term debt

Other liabilities

Total liabilities

Commitments and contingencies (Note 10)
Stockholders’ equity

Preferred stock, $0.001 par value, 10,000,000 shares authorized; no shares issued and

outstanding as of June 30, 2018 and December 31, 2017.

Common stock, $0.01 par value, 300,000,000 shares authorized; 47,698,797 and 47,215,720
shares issued; and 47,691,722 and 47,202,310 shares outstanding as of June 30, 2018 and

December 31, 2017, respectively.
Additional paid-in capital

Accumulated deficit

Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes to the condensed consolidated financial statements.

3

June 30, December 31,
2018 2017
$105,959 $96,329
52,553 40,634
14,718 14,177
20,681 12,796
193,911 163,936
26,587 23,459
86,669 94,286
63,591 63,591
18,826 18,444
13,212 7,925
$402,796 $ 371,641
$32,130  $29,084
10,056 12,127
3,460 3,292
45,646 44,503
8,511 9,386
69,000 71,000
13,441 13,925
136,598 138,814
477 472
330,028 321,032
(64,307 ) (88,677 )
266,198 232,827
$402,796 $ 371,641
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ALARM.COM HOLDINGS, INC.

Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)

Six Months Ended
June 30,

Cash flows from ), o 2017
operating activities:
Net income $ 21,248 $ 13,828
Adjustments to
reconcile net income
to net cash from
operating activities:
Provision for doubtful 57 20
accounts
Reserve for product 174 1,144
returns
Amortization og 512 574
patents and tooling
AmOI‘tl.Z&.tIOIl and 10,263 7710
depreciation
Amortlzatlon of debt 54 47
issuance costs
Deferred income (1338 ) (2.833
taxes
Undistributed losses . 120
from equity investees
Stock-based 6,213 3,228
compensation
Disposal of property

. 285 —
and equipment
Changes in operating
assets and liabilities
(net of business
acquisitions):
Accounts receivable (12,150 ) (1,998
Inventory (541 ) 579
Other assets (9,492 ) (5,425
Accounts payable,
accrued expenses and 1.110 7.602
other current
liabilities
Deferred revenue (707 ) (495
Other liabilities (484 ) 635
Cash flows from 15.204 24736

operating activities
Cash flows used in
investing activities:

— (154,289
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Business acquisitions,
net of cash acquired
Additions to property
and equipment
Issuances of notes
receivable

Cash flows used in
investing activities
Cash flows from
financing activities:
Proceeds from credit
facility

Repayments of credit
facility

Repurchases of
common stock
Issuances of common
stock from equity 2,558 1,551
based plans

Cash flows from
financing activities
Net increase /
(decrease) in cash and 9,630 (71,718
cash equivalents
Cash and cash
equivalents at
beginning of the
period

Cash and cash
equivalents at end of $ 105,959 $ 68,916
the period

(6,131 ) (5,714
— (4,000

(6,131 ) (164,003

— 67,000
(2,000 ) (1,000

(1 ) 2

557 67,549

96,329 140,634

See accompanying notes to the condensed consolidated financial statements.

4




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

ALARM.COM HOLDINGS, INC.

Notes to the Condensed Consolidated Financial Statements
June 30, 2018 and 2017

(unaudited)

Note 1. Organization

Alarm.com Holdings, Inc. (referred to herein as Alarm.com, the Company, or we) is the leading platform for the
intelligently connected property. We offer a comprehensive suite of cloud-based solutions for the smart residential and
commercial property, including interactive security, video monitoring, intelligent automation and energy management.
Millions of property owners rely on our technology to intelligently secure, monitor and manage their residential and
commercial properties. Our solutions are delivered through an established network of over 7,000 trusted service
provider partners, who are experts at selling, installing and supporting our solutions. We derive revenue from the sale
of our cloud-based Software-as-a-Service, or SaaS, services, license fees, software, hardware, activation fees and other
revenue. Our fiscal year ends on December 31.

Note 2. Basis of Presentation
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include our accounts and those of our
majority-owned and controlled subsidiaries after elimination of intercompany accounts and transactions.

These unaudited condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States, or GAAP, for interim financial information and the applicable rules
and regulations of the Securities and Exchange Commission, or SEC. Accordingly, they do not include all the
information and footnotes required by GAAP for annual financial statements. They should be read together with our
audited consolidated financial statements and related notes thereto for the year ended December 31, 2017 included in
our Annual Report on Form 10-K filed with the SEC on February 28, 2018, or the 2017 Annual Report. The
condensed consolidated balance sheet as of December 31, 2017 was derived from our audited financial statements, but
does not include all disclosures required by GAAP for annual financial statements.

In the opinion of management, these condensed consolidated financial statements include all normal recurring
adjustments necessary for a fair statement of the results of operations, financial position and cash flows. The results of
operations for the three and six months ended June 30, 2018 are not necessarily indicative of the results that can be
expected for our entire fiscal year ending December 31, 2018.

Use of Estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Our estimates, judgments
and assumptions are continually evaluated based on available information and experience. Because of the use of
estimates inherent in the financial reporting process, actual results could differ from those estimates. Estimates are
used when accounting for revenue recognition, allowances for doubtful accounts, allowance for hardware returns,
estimates of obsolete inventory, long-term incentive compensation, stock-based compensation, income taxes, legal
reserves, contingent consideration and goodwill and intangible assets.

Significant Accounting Policies
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Except for as disclosed herein, there have been no other material changes to our significant accounting policies during
the three and six months ended June 30, 2018 from those disclosed in our 2017 Annual Report.

Revenue Recognition

We derive our revenue from three primary sources: the sale of cloud-based SaaS services on our integrated Alarm.com
platform, the sale of licenses and services on the Connect software platform and the sale of hardware products. We
sell our platform and hardware solutions to service provider partners that resell our solutions and hardware to
residential and commercial property owners, who are the service provider partners’ customers. Our subscribers consist
of all of the properties maintained by those residential and commercial property owners to which we are delivering at
least one of our solutions. We also sell our hardware to distributors who resell the hardware to service provider
partners. We enter into contracts with our service provider partners that establish pricing for access to our platform
solutions and for the sale of hardware. These contracts typically have an initial term of one year, with subsequent
renewal terms of one year. Our service provider partners typically enter into contracts with our subscribers, which our
service provider partners have indicated range from three to five years in length.

Our hardware includes cellular radio modules that enable access to our cloud-based platforms, as well as video
cameras, image sensors and other peripherals. Our service provider partners may purchase our hardware in
anticipation of installing the hardware in a residential or commercial property when they create a new subscriber
account, or for use in existing subscriber
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ALARM.COM HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2018 and 2017

properties. The purchase of hardware occurs in a transaction that is separate and typically in advance of the purchase
of our platform services. The performance obligation is satisfied when the hardware is received by our service
provider partner or distributor. Service provider partners transact with us to purchase our platform solutions and resell
our solutions to a new subscriber, or to upgrade or downgrade the solutions of an existing subscriber, at which time
the subscriber’s access to our platform solutions is enabled and the delivery of the services commences. Our
performance obligation related to providing our platform solutions is satisfied on a daily basis as the subscriber uses
the platform services. The purchase of platform solutions and the purchase of hardware are separate transactions as
revenue is recognized when control of the promised goods or services are transferred to our customers, in an amount
that reflects the consideration that we expect to receive in exchange for those goods or services. We generate all of our
revenue from contracts with customers.

SaaS and license revenue associated with our contracts is invoiced and revenue is recognized at an amount that
corresponds directly with the value of the performance completed to date. Additionally, the consideration received
from hardware sales corresponds directly with the stand-alone selling price of the hardware. As a result, we have
elected to use the practical expedient related to the amount of transaction price allocated to the unsatisfied
performance obligations and therefore, we have not disclosed the total remaining revenue expected to be recognized
on all contracts or the expected period over which the remaining revenue would be recognized for the current period
or any period presented before January 1, 2018.

To determine the transaction price, we analyze all of the performance obligations included in the contract. We
consider the terms of the contract and our customary business practices, which typically do not include financing
components or non-cash consideration. We have variable consideration in the form of retrospective volume discounts,
rebate incentives, restocking fees and assurance-type warranties. The significant inputs related to variable
consideration include the volume and amount of products and services sold historically and expected to be sold in the
future, the availability and performance of our services and the historical and expected number of returns. Depending
on the type of variable consideration and its predictability, we may apply an “expected value” approach or a “most likely
amount” approach. We estimate the variable consideration at the onset of a contract and include the variable
consideration within the transaction price if it is probable that a significant reversal of the variable consideration
would not occur in the future. When determining whether the amount of variable consideration included in the
transaction price should be constrained, we look at the history of hardware purchased and subscribers added by our
service provider partners to estimate the likelihood of those service provider partners obtaining the retrospective
volume discounts and rebates. At times, our contracts include consideration payable to a customer in the form of fixed
discounts or rebates. We record the consideration payable to a customer as a reduction to the transaction price
resulting in a reduction to revenue over the service period.

If we enter into contracts that contain multiple promised services, we evaluate which of the promised services
represent separate performance obligations based on whether or not the promised services are distinct and whether or
not the services are separable from other promises in the contract. If these criteria are met, then we allocate the
transaction price to the performance obligations using the relative stand-alone selling price method at contract
inception.

In determining the relative estimated selling prices, we consider market conditions, entity-specific factors and
information about the customer or class of customer. Any discount within the contract is allocated proportionately to
all of the separate performance obligations in the contract unless the terms of discount relate specifically to the entity’s
efforts to satisfy some but not all of the performance obligations.

10
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For our standard service provider agreements, we have used a portfolio approach for purposes of revenue recognition,
as each agreement has similar characteristics and we do not expect the effects of applying this approach would have a
material impact on our financial statements as compared to assessing each agreement individually.

SaaS and License Revenue

We generate the majority of our SaaS and license revenue primarily from monthly fees charged to our service provider
partners sold on a per subscriber basis for access to our cloud-based intelligently connected property platform and
related solutions. Our fees per subscriber vary based upon the service plan and features utilized.

Under the terms of our contractual arrangements with our service provider partners, we bill a monthly fee to our
service provider partners in advance of the month of service, with the exception of the initial partial month of service,
which is paid in arrears. Due to the limited period of time between receipt of payment and delivery of service, we have
not accounted for these advance payments as significant financing components. We typically transfer the promised
SaaS services to our customers over time, which is evidenced by the fact that the customers receive and consume the
benefits provided by our performance of the services as such services are rendered. As a result, we recognize revenue
from SaaS services on a monthly basis as we satisfy our performance obligations. We have demonstrated that we can
sell our SaaS offering on a stand-alone basis, as it can be sold separately from hardware and activation services. As
there is neither a minimum required initial service term nor a stated renewal term in our contractual arrangements, we
recognize revenue over the period of service, which is monthly. Our service provider partners typically incur and pay
the same monthly fee per subscriber account for the entire period a subscriber account is active.

6
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ALARM.COM HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2018 and 2017

We offer multiple service level packages for our platform solutions including a range of solutions and a range of a la

carte add-ons for additional features. The fee paid by our service provider partners each month for the delivery of our
solutions is based on the combination of packages and add-ons enabled for each subscriber. We utilize tiered pricing

plans where our service provider partners may receive prospective pricing discounts driven by volume.

We also generate SaaS and license revenue from the fees paid to us when we license our intellectual property to third
parties for use of our patents. We bill a monthly fee to third parties based on the number of customers that were active
during the prior month. We apply the usage-based royalty exception to recognize license revenue because the sole or
predominant item to which the royalty relates is the license of intellectual property. Under the usage-based royalty
exception, we recognize revenue on a monthly basis over the period of service. In addition, in certain markets our
EnergyHub subsidiary sells its demand response service for an annual service fee, with pricing based on the number of
subscribers or amount of aggregate electricity demand made available for a utility’s or market’s control.

Software License Revenue

Our SaaS and license revenue also includes our software license revenue from monthly fees charged to service
providers sold on a per subscriber basis for access to our Connect software platform. The Connect software for
interactive security, automation and related solutions is typically deployed and operated by the service provider in its
own network operations center. Our agreements for the Connect platform solution typically include software and
services, such as post-contract customer support, or PCS. Software sales that include multiple elements are typically
allocated to the various elements using the relative stand-alone selling price method. We apply the usage-based
royalty exception to recognize license revenue associated with software hosted by our customers because the
predominant item to which the royalty relates is the license of intellectual property. Under the usage-based royalty
exception, we recognize revenue on a monthly basis over the period during which the services are expected to be
performed. Under the terms of our contractual arrangements with our service provider partners, we are entitled to
payment of a monthly fee that is billed per subscriber for the month of service. Our software license revenue during
the three and six months ended June 30, 2018 was $10.2 million and $20.1 million, respectively, as compared to $8.5
million and $10.8 million for the same periods in the prior year.

Hardware and Other Revenue

We generate hardware and other revenue primarily from the sale of video cameras and cellular radio modules that
provide access to our cloud-based platforms and, to a lesser extent, the sale of other devices, including image sensors
and peripherals. We primarily transfer hardware to our customers upon delivery to the customer, which corresponds
with the time at which the customer obtains legal title to the hardware. As a result, we recognize hardware and other
revenue as we satisfy our performance obligations, which occurs when the hardware is received by our service
provider partner or distributor, net of a reserve for estimated returns. There are a few contracts in which we provide
shipping and handling services to the customer after control of the hardware transfers to the customer. In these
instances, we have elected to account for shipping and handling costs as activities performed to fulfill the promise to
transfer hardware to the customer and not as a separate promised service.

Amounts due from the sale of hardware are payable in accordance with the terms of our agreements with our service
provider partners or distributors, and are not contingent on resale to end-users, or to service provider partners in the
case of sales of hardware to distributors. Payment for our hardware is typically due within 30 days from shipment,
with the exception of certain hardware finance arrangements, which are paid over a 36-month period. Our terms for

12
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hardware sales sold directly to either service provider partners or distributors typically allow for the return of
hardware up to one year past the date of sale. Our distributors sell directly to our service provider partners under terms
between the two parties.

When determining the amount of consideration we expect to be entitled to for the sale of our hardware, we estimate
the variable consideration associated with customer returns. We record a reserve against revenue for hardware returns
based on historical returns, which was 2% of hardware and other revenue for each of the twelve months ended

June 30, 2018 and 2017. We evaluate our hardware reserve on a quarterly basis or if there is an indication of
significant changes in return experience. Historically, our returns of hardware have not significantly differed from our
estimated reserve. In general, we provide assurance-type warranties related to the intended functionality of the
products and services provided. These warranties were not identified as separate performance obligations.

Hardware and other revenue also includes activation fees charged to service provider partners for activation of a new
subscriber account on our platforms, as well as fees paid by service provider partners for our marketing services. Our
service provider partners use services on our platforms, such as support tools and applications, to assist in the
installation of our solutions in subscriber properties. This installation marks the beginning of the service period on our
platforms and, on occasion, we earn activation revenue for fees charged for this service. The activation fee is
non-refundable, separately negotiated and specified in our contractual arrangements with our service provider partners
and is charged to the service provider partner for each subscriber activated on our platforms. The decision whether to
charge an activation fee is based in part on the expected number of subscribers to be added by our service provider
partners and as a result, many of our largest service provider

7
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ALARM.COM HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2018 and 2017

partners do not pay an activation fee. Activation fees are not offered on a stand-alone basis separate from our SaaS
offering and are billed and received at the beginning of the arrangement. We record activation fees initially as deferred
revenue and we recognize these fees ratably over the expected term of the subscribers’ account which we estimate

is ten years based on our annual attrition rate. The portion of these activation fees included in current and long-term
deferred revenue as of our balance sheet date represents the amounts that will be recognized ratably as revenue over
the following twelve months, or longer as appropriate, until the ten-year expected term is complete. The balance of
deferred revenue for activation fees was $9.9 million and $10.5 million as of June 30, 2018 and December 31, 2017,
respectively, which combines current and long-term balances.

Cost of Revenue

Our cost of SaaS and license revenue primarily includes the amounts paid to wireless network providers and, to a
lesser extent, the costs of running our network operation centers which are expensed as incurred, as well as royalty
costs in connection with technology licensed from third-party providers. Our cost of SaaS and license revenue also
includes our cost of software license revenue, which primarily includes the payroll and payroll-related costs of the
department dedicated to providing service exclusively to those service providers that host the Connect platform. Our
cost of software license revenue during the three and six months ended June 30, 2018 was $0.4 million and $0.9
million, respectively, as compared to $0.3 million and $0.4 million for the same periods in the prior year. Our cost of
hardware and other revenue primarily includes cost of raw materials and amounts paid to our third-party manufacturer
for production and fulfillment of our cellular radio modules and image sensors, and procurement costs for our video
cameras, which we purchase from an original equipment manufacturer, and other devices. Our cost of hardware and
other revenue also includes royalty costs in connection with technology licensed from third-party providers.

We record the cost of SaaS and license revenue as expenses are incurred, which corresponds to the delivery period of
our services to our subscribers. We record the cost of hardware and other revenue when the hardware and other
services are delivered to the service provider partner, which occurs when legal title transfers to the service provider
partner. Our cost of revenue excludes amortization and depreciation.

Contract Asset and Contract Liability Balances

At contract inception, we assess the goods and services promised in our contracts with customers and identify a
performance obligation for each distinct promise to transfer a good or service, or bundle of goods or services. To
identify the performance obligations, we consider all of the goods or services promised in the contract, whether
explicitly stated or implied based on customary business practices. We record a contract asset when we satisfy a
performance obligation by transferring a promised good or service. Contract assets can be conditional or
unconditional depending on whether another performance obligation must be satisfied before payment can be
received. We receive payments from our service provider partners based on the billing schedule established in our
contracts. All of the accounts receivable presented in the balance sheet represent unconditional rights to consideration.
We do not have any assets from contracts containing conditional rights and we do not have any assets from satisfied
performance obligations that have not been invoiced. Our contract assets consist of capitalized commission costs,
which are discussed below in the “Costs to Obtain or Fulfill a Contract” section of Note 2.

The changes in our contract assets are as follows (in thousands):

Three  Six
Months Months

14
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Ended Ended
June June

30, 30,

2018 2018
Beginning of period balance $2,953 $—
Commission costs capitalized in period 412 3,855
Amortization of capitalized commission costs (486 ) (976 )
End of period balance $2,879 $2,879

Contract liabilities include payments received in advance of performance under the contract, and are realized with the
associated revenue recognized under the contract. All of the deferred revenue presented in the balance sheet represents
contract liabilities resulting from advance cash receipts from customers or amounts billed in advance to customers
from the sale of services. Changes in deferred revenue are due to our performance under the contract as well as to cash
received from new contracts for which services have not been provided.

15
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ALARM.COM HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements (Unaudited) — (Continued)
June 30, 2018 and 2017

The changes in our contract liabilities are as follows (in thousands):

Three Months Six Months Ended

Ended June 30

June 30, ’

2018 2017 2018 2017
Beginning of period balance $12,133 $12,983 $12,678 $12,625
Revenue deferred in period 891 1,025 1,481 2,315
Revenue recognized from amounts included in contract liabilities (1,053 ) (1,307 ) (2,188 ) (2,239 )
End of period balance $11,971 $12,701 $11,971 $12,701

The revenue recognized from amounts included in contract liabilities primarily relates to payments of activation fees
as well as prepayment contracts with customers.

Costs to Obtain or Fulfill a Contract

We recognize an asset related to the costs incurred to obtain a contract only if we expect to recover those costs and we
would not have incurred those costs if the contract had not been obtained. We recognize an asset from the costs
incurred to fulfill a contract if the costs (i) are specifically identifiable to a contract, (ii) enhance resources that will be
used in satisfying performance obligations in future and (iii) are expected to be recovered. Based on the policy above,
we capitalize a portion of our commission costs as an incremental cost of obtaining a contract. When calculating the
incremental cost of obtaining a contract, we exclude any commission costs related to metrics that could be satisfied
without obtaining a contract, including training-related metrics. We amortize our commission costs over a period of
three years, which is consistent with the period over which the products and services related to the commission are
transferred to the customer. The three-year period was determined based on our review of historical enhancements and
upgrades to our products and services. We applied the portfolio approach to account for the amortization of contract
costs as each contract has similar characteristics.

The current portion of capitalized commission costs is included in other current assets within our condensed
consolidated balance sheets. The non-current portion of capitalized commission costs is reflected in other assets
within our condensed consolidated balance sheets. We amortized capitalized commission costs of $0.5 million and
$1.0 million during the three and six months ended June 30, 2018, respectively. There were no amortized commission
costs during the three and six months ended June 30, 2017.

We review the capitalized costs for impairment at least annually. Impairment exists if the carrying amount of the asset
recognized from contract costs exceeds the remaining amount of consideration we expect to receive in exchange for
providing the goods and services to which such asset relates, less the costs that relate directly to providing those good
and services and that have not been recognized as an expense. We did not record an impairment loss on our
capitalized commission costs or any other contract assets during the three and six months ended June 30, 2018 and
2017.

Recent Accounting Pronouncements
Adopted
Revenue from Contracts with Customers (Topic 606):
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In May 2014, the Financing Accounting Standards Board, or FASB, and International Accounting Standards Board
jointly issued Accounting Standards Update, or ASU, 2014-09, "Revenue from Contracts with Customers (Topic
606)," a new revenue recognition standard that provides a framework for addressing revenue issues, improves the
comparability of revenue recognition practices across industries, provides useful information to users of financial
statements through improved disclosure requirements and simplifies the presentation of financial statements. From
March to December 2016, amendments to Topic 606 were issued to clarify numerous accounting topics, including, but
not limited to: (i) the implementation guidance on principal versus agent considerations, (ii) the identification

of performance obligations, (iii) the licensing implementation guidance, (iv) the objective of the collectability
criterion, (v) the application of the variable consideration guidance and modified retrospective transition method, (vi)
the way in which impairment testing is performed and (vii) the disclosure requirements for revenue recognized from
performance obligations. This guidance permits the use of either a full retrospective method or a modified
retrospective method. This guidance was effective beginning January 1, 2018.

On January 1, 2018, we adopted Topic 606 by applying the modified retrospective transition method to all of our
contracts. Comparative information has not been restated and continues to be reported under the accounting standards
in effect for the periods presented. The adoption of Topic 606 did not have a material impact on our revenue
recognition policies, however, as a result of adopting the new standard, we changed our treatment of commissions
paid to employees, which we previously

9
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expensed as incurred. Under the new standard, we capitalize a portion of our commission costs as an incremental cost
of obtaining a contract and amortize our commission costs over a period of three years, which is consistent with the
period over which the products and services related to the commission are transferred to the customer. Based on the
results of our evaluation, the adoption of Topic 606 did not have a material impact on our condensed consolidated
financial statements for the three and six months ended June 30, 2018. Additionally, the cumulative effect to the
opening balance sheet on January 1, 2018 from the adoption of Topic 606 was not material.

Other Accounting Standards:

On May 10, 2017, the FASB issued ASU 2017-09, "Compensation - Stock Compensation (Topic 718) - Scope of
Modification Accounting," which amends the scope of modification accounting for share-based payment
arrangements. The update provides guidance on the types of changes to the terms or conditions of share-based
payment awards to which an entity would be required to apply modification accounting under Accounting Standards
Codification, or ASC, Topic 718. Specifically, an entity would not apply modification accounting if the fair value,
vesting conditions and classification of the awards are the same immediately before and after the modification. The
amendment is effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal
years, with early adoption permitted. We adopted ASU 2017-09 during the first quarter of 2018 and the adoption of
this ASU did not have a material impact on our financial statements and related disclosures.

On January 5, 2017, the FASB issued ASU 2017-01, "Business Combinations (Topic 805) - Clarifying the Definition
of a Business," which provides guidance to assist entities in evaluating when a set of transferred assets and activities is
a business. To be considered a business, an acquisition would have to include an input and a substantive process that
together significantly contribute to the ability to create outputs. The amendment is effective for fiscal years beginning
after December 15, 2017, and interim periods within those fiscal years, with early adoption permitted. We adopted
ASU 2017-01 during the first quarter of 2018 and the adoption of this ASU did not have a material impact on our
financial statements and related disclosures.

In January 2016, the FASB issued ASU 2016-01, "Recognition and Measurement of Financial Assets and Financial
Liabilities (Topic 825-10)" and in February 2018, the FASB issued ASU 2018-03, "Technical Corrections and
Improvements to Financial Instruments - Overall (Subtopic 825-10)." These ASUs require entities to carry all
investments in equity securities at fair value and recognize any changes in fair value in net income. Under these
standards, equity investments that do not have readily determinable fair values are measured at cost minus
impairment, if any, plus or minus changes resulting from observable price changes in orderly transactions for an
identical or a similar investment of the same issuer. The guidance in ASU 2016-01 is effective for fiscal years
beginning after December 15, 2017, including interim periods within those fiscal years. The guidance in ASU 2018-03
is effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years beginning
after June 15, 2018. We adopted ASU 2016-01 and ASU 2018-03 in 2018 and the adoption of these ASUs did not
have a material impact on our financial statements and related disclosures.

Not Yet Adopted

On June 16, 2016, the FASB issued ASU 2016-13, "Financial Instruments - Credit Losses (Topic 326)," which
provides guidance designed to provide financial statement users with more information about the expected credit
losses on financial instruments and other commitments to extend credit held by a reporting entity at each reporting
date. When determining such expected credit losses, the guidance requires companies to apply a methodology that
reflects expected credit losses and requires consideration of a broader range of reasonable and supportable information
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to inform credit loss estimates. The amendment is effective on a modified retrospective basis for fiscal years
beginning after December 15, 2019, and interim periods within those fiscal years. Early adoption is permitted for
fiscal years and interim periods beginning after December 15, 2018. We are currently assessing the impact this
pronouncement may have on our trade receivables and notes receivables.

On February 25, 2016, the FASB issued ASU 2016-02, “Leases (Topic 842)” or Topic 842, which requires lessees to
recognize operating and financing lease liabilities and corresponding right-of-use assets on the balance sheet. The
update also requires improved disclosures to help users of financial statements better understand the amount, timing
and uncertainty of cash flows arising from leases. The amendments in this update are effective for fiscal years
beginning after December 15, 2018, and interim periods within those fiscal years, with early adoption permitted. We
plan to adopt Topic 842 effective January 1, 2019. The update must be adopted using a modified retrospective
approach. In July 2018, the FASB amended the update to allow entities to apply the transition requirements of Topic
842 at the adoption date rather than at the beginning of the earliest comparative period presented. We plan to use this
optional transition method, which will require us to record the effect of initially applying Topic 842 as a
cumulative-effect adjustment to retained earnings on January 1, 2019.

We plan to use the package of practical expedients for the adoption of Topic 842, which will allow us not to reassess:
(i) whether any expired or existing contracts are or contain leases, (ii) lease classification for any expired or existing
leases and (iii) whether initial direct costs for any existing leases qualify for capitalization under Topic 842.
Additionally, we plan to use the hindsight practical expedient when determining the lease term and assessing
impairment of right-of-use assets. While we are still evaluating the impact the update will have on our consolidated
financial statements, we expect the adoption of Topic 842 will
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result in the recognition of right-of-use assets and lease liabilities within the consolidated balance sheets, which may
be material. Additionally, we do not expect the adoption of Topic 842 to have a material impact on our consolidated
statements of operations.

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

June 30, December 31,

2018 2017
Accounts receivable $56,033 $ 44,554
Allowance for doubtful accounts (1,380 ) (1,449 )
Allowance for product returns (2,100 ) (2,471 )
Accounts receivable, net $52,553 $ 40,634

For each of the three and six months ended June 30, 2018, we recorded a provision for doubtful accounts of less than
$0.1 million. For the three months ended June 30, 2017, we recorded a reduction to the provision for doubtful
accounts of $0.1 million. For the six months ended June 30, 2017, we recorded a provision for doubtful accounts of
less than $0.1 million.

For each of the three and six months ended June 30, 2018, we recorded a reserve for product returns in our hardware
and other revenue of $0.2 million, as compared to $0.6 million and $1.1 million for the same periods in the prior year,
respectively. Historically, we have not experienced write-offs for uncollectible accounts or sales returns that have
differed significantly from our estimates.

Note 4. Inventory, Net
The components of inventory, net are as follows (in thousands):

June 30, December 31,
2018 2017
Raw materials $7,140 $ 7,484
Finished goods 7,578 6,693
Total inventory, net $14,718 $ 14,177

Note 5. Acquisitions
Connect and Piper Business Units from Icontrol Networks, Inc.

On March 8, 2017, in accordance with the asset purchase agreement we entered into with Icontrol Networks, Inc., or
Icontrol, on June 23, 2016, we acquired certain assets and assumed certain liabilities of the Connect line of business
and all of the outstanding equity interests of the two subsidiaries through which Icontrol conducted its Piper line of
business, or the Acquisition. Connect provides an interactive security and home automation platform for service
providers. Piper provides an all-in-one video and home automation hub. We expect the addition of new technology
infrastructure, talent, key relationships and hardware devices to help accelerate our development of intelligent,
data-driven smart residential and commercial property services.
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The cash consideration was $148.5 million, after the estimated working capital adjustment, of which $14.5 million
was deposited in escrow and was released in accordance with the asset purchase agreement upon the finalization of
indemnification obligations of Icontrol stockholders and the final determination of closing working capital. We used
$81.5 million of cash on hand and drew $67.0 million under our senior line of credit with Silicon Valley Bank, or
SVB, and a syndicate of lenders to fund the Acquisition.

The Acquisition also included non-cash consideration. In accordance with the terms of the asset purchase agreement,
we were obligated to assume the Icontrol 2013 Equity Incentive Plan and Icontrol 2003 Stock Plan, or collectively, the
Icontrol Plans, and converted the 2,001,387 unvested employee stock options into 70,406 Alarm.com stock options
using a conversion ratio stated in the agreement to convert the original exercise price and number of options. The fair
value of the unvested stock options on the date of the Acquisition was $1.7 million calculated using a Black-Scholes
model with a volatility and risk-free interest rate over the expected term of the options and the closing price of the
Alarm.com common stock on the date of acquisition. We applied our graded vesting accounting policy to the fair
value of these assumed options and determined $1.4 million of the fair value was attributable to pre-combination
services and was included as a component of total purchase consideration. The
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remaining $0.3 million of the fair value was determined to be attributable to post-combination services and will be
recognized over the remaining service periods of the stock options.

The following table summarizes the assumptions used for estimating the fair value of stock options assumed from the
Connect business unit of Icontrol:

Six Months

Ended

June 30, 2017
V