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Item 2.01 Completion of Acquisition or Disposition of Assets.
This Current Report on Form 8-K/A is being filed as an amendment to the Current Report on Form 8-K dated August 14, 2012 (the “Original Form 8-K”) filed
by Brightcove Inc. (the “Company”) with the Securities and Exchange Commission on August 14, 2012, announcing the completion of the Company’s
acquisition of Zencoder Inc. (“Zencoder”), a Delaware corporation. At that time, the Company stated in such Form 8-K that it intended to file the required
financial statements and pro forma financial information within 71 days from the date that such report was required to be filed. This Current Report on
Form 8-K/A amends and restates Item 9.01 of the Original Form 8-K to present certain financial statements of Zencoder and to present certain unaudited pro
forma financial statements of the Company in connection with the Company’s acquisition of Zencoder, which financial statements and unaudited pro forma
financial statements are filed as exhibits hereto and are incorporated herein by reference. All of the other items in the Original Form 8-K remain the same and
are hereby incorporated by reference into this Current Report on Form 8-K/A.
 
Item 9.01. Financial Statements and Exhibits.
(a) Financial Statements of Business Acquired.

The audited financial statements of Zencoder as of December 31, 2011 and 2010 are filed as Exhibit 99.1 to this Current Report on Form 8-K/A.

The unaudited condensed financial statements of Zencoder, including the condensed balance sheets as of June 30, 2012 and December 31, 2011 and the
unaudited condensed statements of operations and cash flows of Zencoder for the six months ended June 30, 2012 and 2011, and the notes related thereto, are
filed as Exhibit 99.2 to this Current Report on Form 8-K/A.

(b) Pro Forma Financial Information.

The unaudited pro forma condensed combined financial statements of the Company as of and for the six months ended June 30, 2012 and for the year ended
December 31, 2011 giving effect to the acquisition of Zencoder, are filed as Exhibit 99.3 to this Current Report on Form 8-K/A.

(d) Exhibits
 
Exhibit

No.   Description

    2.1*

  

Agreement and Plan of Merger, dated as of July 26, 2012, by and among Brightcove Inc., Zebra Acquisition Corporation, Zencoder Inc. and the
Securityholders’ Representative named therein (incorporated by reference to Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed
with the Commission on July 26, 2012).

  23.1   Consent of Independent Auditors

  99.1   Zencoder Inc. Audited Financial Statements for the Years Ended December 31, 2011 and 2010

  99.2   Zencoder Inc. Unaudited Condensed Financial Statements for the Six Months Ended June 30, 2012 and 2011

  99.3
  

Unaudited Pro Forma Condensed Combined Financial Statements of Brightcove Inc. as of and for the Six Months Ended June 30, 2012 and the
Year Ended December 31, 2011

 
* Previously Filed
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

Date: October 19, 2012
 

Brightcove Inc.

By:  /s/ Christopher Menard
 Christopher Menard
 Chief Financial Officer
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Exhibit 23.1

Consent of Independent Auditors

We consent to the incorporation by reference in the Registration Statement (Form S-8 No. 333-179966) pertaining to the Amended and Restated 2004 Stock
Option and Incentive Plan of Brightcove Inc. and the Brightcove Inc. 2012 Stock Incentive Plan, and the Registration Statement (Form S-8 No. 333-183315)
pertaining to the Brightcove Inc. 2012 RSU Inducement Plan of our report dated September 6, 2012, with respect to the financial statements of Zencoder Inc.
included in this Current Report on Form 8K/A (Amendment No. 1) of Brightcove Inc.

/s/ Ernst & Young LLP                    
Boston, Massachusetts
October 16, 2012



Exhibit 99.1

Zencoder Inc.

Financial Statements

Year Ended December 31, 2011 and
the Period From January 8, 2010 (Inception) through December 31, 2010
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Report of Independent Auditors

The Board of Directors and Stockholders of
Zencoder Inc.

We have audited the accompanying balance sheets of Zencoder Inc. (the Company) as of December 31, 2011 and 2010, and the related statements of
operations, stockholders’ equity (deficit), and cash flows for the year ended December 31, 2011 and the period from January 8, 2010 through December 31,
2010. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company’s internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Zencoder Inc. at December 31, 2011
and 2010, and the results of its operations and its cash flows for the year ended December 31, 2011 and the period from January 8, 2010 through
December 31, 2010, in conformity with U.S. generally accepted accounting principles.

The accompanying financial statements have been prepared assuming that Zencoder Inc. will continue as a going concern. As more fully described in Note 1,
the Company has incurred recurring operating losses and has limited working capital. These conditions raise substantial doubt about the Company’s ability
to continue as a going concern. These financial statements do not include any adjustments to reflect the possible future effects on the recoverability and
classification of assets or the amounts and classification of liabilities that may result from the outcome of this uncertainty.

/s/ Ernst & Young LLP                    
Boston, Massachusetts
September 6, 2012
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Zencoder Inc.

Balance Sheets
 
   December 31  
   2011   2010  
Assets    
Current assets:    

Cash   $ 722,450   $ 305,367  
Restricted cash    70,000    —    
Accounts receivable    9,658    45,000  
Prepaid expenses and other current assets    86,052    11,766  

Total current assets    888,160    362,133  

Property and equipment, net    50,203    12,794  
Total assets   $ 938,363   $ 374,927  

Liabilities and stockholders’ equity (deficit)    
Current liabilities:    

Accounts payable   $ 92,369   $ 1,852  
Accrued expenses    131,561    64,959  
Deferred revenue    24,219    20,660  

Total current liabilities    248,149    87,471  

Convertible notes payable    —      616,267  
Embedded derivative liability    —      60,500  
Deferred revenue, net of current portion    —      3,000  
Other liabilities    —      16,590  
Total liabilities    248,149    783,828  

Commitments and contingencies (Note 4)    

Stockholders’ equity (deficit):    
Convertible preferred stock, $0.00001 par value, 5,500,000 shares authorized at December 31, 2011; 5,316,430

shares issued and outstanding at December 31, 2011 (liquidation value of $2,598,671 as of December 31, 2011)    2,472,321    —    
Common stock, $0.00001 par value; 25,500,000 shares authorized at December 31, 2011; 14,943,477 and

13,815,518 shares issued and outstanding at December 31, 2011 and 2010, respectively    149    138  
Additional paid in capital    144,785    33,544  
Accumulated deficit    (1,927,041)   (442,583) 

Total stockholders’ equity (deficit)    690,214    (408,901) 
Total liabilities and stockholders’ equity (deficit)   $ 938,363   $ 374,927  

See accompanying notes.
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Zencoder Inc.

Statements of Operations
 

   

Year Ended
December 31

2011   

Period From
January 8, 2010

(Inception)
through

December 31
2010  

Revenue:    
Subscription and support revenue   $ 667,177   $ 86,696  
Professional services and other revenue    40,691    254,720  

Total revenue    707,868    341,416  

Cost of revenue:    
Cost of subscription and support revenue    387,102    58,888  
Cost of professional services and other revenue    13,422    52,029  

Total cost of revenue    400,524    110,917  
Gross profit    307,344    230,499  

Operating expenses:    
Research and development    791,006    321,799  
Sales and marketing    528,257    122,594  
General and administrative    521,692    179,507  

Total operating expenses    1,840,955    623,900  

Loss from operations    (1,533,611)   (393,401) 

Other income (expense):    
Interest income (expense), net    49,466    (48,883) 
Other expense, net    (313)   (299) 

Total other income (expense), net    49,153    (49,182) 
Net loss   $(1,484,458)  $ (442,583) 

See accompanying notes.
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Zencoder Inc.

Statements of Stockholders’ Equity (Deficit)
 

   
Convertible

Preferred Stock    Common Stock   
Additional

Paid-In   Accumulated     
   Shares    Amount    Shares   Par Value  Capital   Deficit   Total  
Inception, January 8, 2010    —      $ —       —     $ —     $ —     $ —     $ —    
Exchange of membership interests for shares of

common stock upon incorporation and net
contribution of assets and liabilities from
stockholders    —       —       5,415,518    54    4,194    —      4,248  

Issuance of common stock    —       —       1,200,000    12    16,530    —      16,542  
Issuance of restricted common stock    —       —       7,200,000    72    (13,680)   —      (13,608) 
Vesting of restricted common stock    —       —       —      —      5,345    —      5,345  
Stock-based compensation expense    —       —       —      —      21,155    —      21,155  
Net loss    —       —       —      —      —      (442,583)   (442,583) 
Balance, December 31, 2010    —       —       13,815,518    138    33,544    (442,583)   (408,901) 
Expiration of convertible security    —       —       —      —      3,458    —      3,458  
Issuance of convertible preferred stock, net of

issuance costs of $14,118    3,917,794     1,900,797     —      —      —      —      1,900,797  
Issuance of common stock and convertible preferred

stock upon conversion of convertible notes    1,398,636     571,524     2,227,959    22    93,104    —      664,650  
Recognition of beneficial conversion feature related

to paid-in-kind interest on convertible notes    —       —       —      —      3,647    —      3,647  
Repurchase of unvested restricted common stock    —       —       (1,100,000)   (11)   11    —      —    
Vesting of restricted common stock    —       —       —      —      (3,266)   —      (3,266) 
Stock-based compensation expense    —       —       —      —      14,287    —      14,287  
Net loss    —       —       —      —      —      (1,484,458)   (1,484,458) 
Balance, December 31, 2011    5,316,430    $2,472,321     14,943,477   $ 149   $144,785   $(1,927,041)  $ 690,214  

See accompanying notes.
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Zencoder Inc.

Statements of Cash Flows
 

   

Year Ended
December 31

2011   

Period from
January 8, 2010

(Inception)
through

December 31
2010  

Operating activities    
Net loss   $(1,484,458)  $ (442,583) 
Adjustments to reconcile net loss to net cash used in operating activities:    

Depreciation    12,520    3,587  
Stock-based compensation    14,287    21,155  
Loss on disposal of equipment    2,654    330  
Non-cash interest expense    14,488    25,294  
Change in fair value of embedded derivative    (60,500)   24,900  
Changes in assets and liabilities:    

Accounts receivable    35,342    (45,000) 
Prepaid expenses and other current assets    (74,876)   (11,176) 
Accounts payable    90,517    1,852  
Accrued expenses    65,415    56,696  
Deferred revenue    559    23,660  

Net cash used in operating activities    (1,384,052)   (341,285) 

Investing activities    
Purchases of property and equipment    (56,404)   (9,804) 
Proceeds from sale of property and equipment    3,821    800  
Increase in restricted cash    (70,000)   —    
Net cash used in investing activities    (122,583)   (9,004) 

Financing activities    
Proceeds from issuance of common stock and convertible security    —      20,000  
Payments of liabilities assumed from stockholders    —      (3,459) 
Proceeds from issuance of convertible notes, net of issuance costs    25,000    639,115  
Proceeds from issuance of convertible preferred stock, net of issuance of costs    1,900,797    —    
Payments to repurchase restricted common stock    (2,079)   —    
Net cash provided by financing activities    1,923,718    655,656  

Net increase in cash    417,083    305,367  
Cash at beginning of year    305,367    —    
Cash at end of year   $ 722,450   $ 305,367  
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Zencoder Inc.

Statements of Cash Flows (continued)
 

   

Year Ended
December 31

2011   

Period from
January 8, 2010

(Inception)
through

December 31
2010  

Supplemental disclosure of non-cash financing and investing activities    
Exchange of membership interests for shares of common stock upon incorporation   $ —     $ 54  
Contribution of property and equipment from stockholders    —      7,707  
Vesting of restricted stock, net of restrictions    (3,266)   5,345  
Expiration of convertible security    3,458    —    
Issuance of common stock and convertible preferred stock upon conversion of convertible notes    664,650    —    

  $ 664,842   $ 13,106  

See accompanying notes.
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1. Organization and Operations
Zencoder Inc. (the Company) is a provider of cloud-based audio and video encoding services that enable content providers to quickly deploy video to
Internet-connected devices. The Company is headquartered in San Francisco, California.

The Company was initially formed in Minnesota in 2008 as a limited liability company named Zencoder LLC. On January 8, 2010, the Company
reorganized as a C corporation under Delaware law whereby each membership unit of Zencoder LLC was exchanged for one share of common stock of
Zencoder Inc. Zencoder LLC incurred an insignificant level of business activity and did not hold significant assets or liabilities. As such, these financial
statements do not reflect any transactions that occurred prior to the reorganization of the Company on January 8, 2010 (Inception). At or around the time of
the reorganization, certain assets and liabilities were transferred from Zencoder LLC to the Company and certain additional assets and liabilities were
contributed by stockholders, including cash, accounts receivable, property and equipment and accounts payable. These assets and liabilities were recorded
by the Company at their net carrying amounts at the date of contribution, with the net amount of $4,248 recorded as additional paid in capital in the
accompanying financial statements.

The accompanying financial statements have been prepared on the basis that the Company will continue as a going concern. The Company has experienced
recurring losses from operations since inception and will be required to obtain additional funding or alternative means of financial support, or both, prior to
January 1, 2013, in order to continue as a going concern. As shown in the accompanying financial statements, the Company incurred net losses of $1,484,458
and $442,583 for the year ended December 31, 2011 and the period from January 8, 2010 (Inception) through December 31, 2010, respectively, and has an
accumulated deficit of $1,927,041 as of December 31, 2011. Additionally, the Company incurred negative cash flows from operations of $1,384,052 and
$341,285 for the year ended December 31, 2011 and the period from January 8, 2010 (Inception) through December 31, 2010, respectively.

These factors raise substantial doubt about the Company’s ability to continue as a going concern. The financial statements do not include any adjustments to
reflect the possible future effects on the recoverability and classification of assets or the amounts and classification of liabilities or any other adjustments that
might be necessary should the Company be unable to continue as a going concern.

On August 14, 2012, the Company was acquired by Brightcove Inc. See Note 11.

2. Summary of Significant Accounting Policies
The accompanying financial statements reflect the application of certain significant accounting policies as described below and elsewhere in these notes to
the financial statements.

Use of Estimates and Uncertainties
The preparation of financial statements in conformity with generally accepted accounting principles in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, and the disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts expensed during the reporting period. Actual results could differ from those estimates.
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Significant estimates relied upon in preparing these financial statements include revenue recognition and revenue reserves, expensing and capitalization of
research and development costs for internal-use software, the determination of the fair value of derivative instruments, the determination of the fair value of
stock awards issued, stock-based compensation expense and the recoverability of the Company’s net deferred tax assets and related valuation allowance.

Although the Company regularly assesses these estimates, actual results could differ materially from these estimates. Changes in estimates are recorded in the
period in which they become known. The Company bases its estimates on historical experience and various other assumptions that it believes to be
reasonable under the circumstances. Actual results may differ from management’s estimates if these results differ from historical experience or other
assumptions do not turn out to be substantially accurate, even if such assumptions are reasonable when made.

The Company is subject to a number of risks and uncertainties common to companies in similar industries and stages of development including, but not
limited to, rapid technological changes, competition from substitute products and services from larger companies, customer concentration, protection of
proprietary rights, patent litigation, and dependence on key individuals.

Subsequent Events Considerations
The Company considers events or transactions that occur after the balance sheet date but prior to the issuance of the financial statements to provide
additional evidence relative to certain estimates or to identify matters that require additional disclosure. Subsequent events have been evaluated through
September 6, 2012, the date these financial statements are considered issued, and the financial statements reflect those material items that arose after the
balance sheet date but prior to this date that would be considered recognized subsequent events. There were no material recognized subsequent events
recorded in the December 31, 2011 financial statements.

Cash
Cash consists of cash on deposit with banks. The Company had no investments as of December 31, 2011 or 2010.

Restricted Cash
As of December 31, 2011, the Company had restricted cash in the amount of $70,000 related to the contractual provisions of the Company’s corporate credit
card. The restricted cash is held in an interest-bearing certificate of deposit that was opened in July 2011 with an initial maturity of six months. The certificate
renews automatically for successive three-month periods, with the next maturity date occurring in July 2012. The Company had no restricted cash as of
December 31, 2010.

Derivative Instruments
The Company issued certain convertible notes in 2010 which contained various embedded derivative instruments. In particular, the convertible notes
contained a put option in which potential payments would be made to investors in the event of a sale of the Company prior to the closing of a qualified
equity financing. This embedded put option is not considered clearly and closely related to the debt host and results in an embedded derivative that must be
bifurcated and accounted for separately from the debt host. Accordingly, the Company has recorded these potential payments as a derivative financial
liability.
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Derivative financial liabilities are initially recorded at fair value, with gains and losses arising for changes in fair value recognized in the statement of
operations at each period end while such instruments are outstanding. The liability is being valued using a probability weighted expected return model. The
derivative financial liability was derecognized upon conversion of the convertible notes in 2011. See Note 5 for further discussion of the convertible notes
and the embedded derivative liability.

Revenue Recognition
The Company primarily derives revenue from the sale of its cloud-based video and audio encoding service (encoding services), which converts videos into
formats that are compatible with web playback, mobile phones, or other devices customers need to support. In limited situations, the Company has also
derived revenue from additional support provided in connection with the encoding services. The Company has also derived professional services revenues
from consulting arrangements, including general software development and web hosting management consulting services.

The Company recognizes revenues when all of the following conditions are satisfied: (1) there is persuasive evidence of an arrangement; (2) the service has
been provided to the customer; (3) the collection of fees is reasonably assured and (4) the amount of fees to be paid by the customer is fixed or determinable.

The Company’s encoding services are provided to customers via subscription arrangements, which provide the customer with the right to access the
Company’s software in order to submit videos and receive the encoded output files. Customers do not have the right to take possession of the Company’s
software during the subscription arrangement. Accordingly, the Company recognizes revenue in accordance with Accounting Standards Codification (ASC)
605, Revenue Recognition.

The Company’s subscription arrangements are generally on a month-to-month basis, but can have a term of up to one year or longer. The subscription
arrangements generally provide the customer with a fixed monthly level of encoding services, and provide the rate at which the customer must pay for actual
usage above the fixed monthly level. With limited exceptions, the Company has not historically assessed whether collectability was reasonably assured at
the outset of the arrangement. Accordingly, in such cases the Company has concluded that there is insufficient basis to assess whether collection is
reasonably assured and recognizes the related subscription and support revenue when cash is collected. However, for certain larger, more established
customers who generally enter into agreements with terms of one year or longer, the Company has concluded that collectability is reasonably assured at the
outset of the arrangement and recognizes the monthly subscription fees and related support as revenue in the month of the usage.

The Company’s professional services arrangements are billed on a time and materials basis pursuant to consulting agreements. With limited exceptions, the
Company has not historically assessed whether collectability was reasonably assured at the outset of the professional services arrangements. Accordingly, in
such cases the Company has typically concluded that there is insufficient basis to assess whether collection is reasonably assured and revenue recognition
commences upon the later of when the service has been provided or when all revenue recognition criteria have been met, which in certain cases results in
revenue recognition upon cash collection.

Deferred revenue primarily consists of outstanding customer credits, customer deposits and prepayments.
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Revenue is presented net of any taxes collected from customers, as applicable.

The majority of the Company’s customer arrangements are single element arrangements. However, the Company has entered into certain multiple-element
arrangements, which included subscription arrangements and expanded service level or premium support agreements. Since each of these elements represent
services that are provided to the customer throughout the related contract period, each of the elements is being recognized on a ratable basis over the term of
the arrangement.

Cost of Revenue
Cost of revenue primarily consists of costs related to supporting and hosting the Company’s product offerings, credit card processing fees and delivering
professional services. These costs include third-party service provider hosting costs, allocated overhead and depreciation expense, and salaries, benefits and
stock-based compensation expense related to the Company’s personnel providing professional services.

Allowance for Doubtful Accounts
Accounts receivable are recorded at the invoiced amount. The Company generally does not require collateral for accounts receivable. While the Company
recognizes revenue for most customers upon cash receipt, in certain cases the Company recognizes revenue prior to cash receipt and records an allowance for
doubtful accounts to offset gross trade accounts receivable whenever a credit loss is deemed probable. The allowance for doubtful accounts was zero as of
December 31, 2011 and 2010.

Disclosure of Fair Value of Financial Instruments
The carrying amounts of the Company’s financial instruments, which include cash, accounts receivable, accounts payable, accrued expenses, derivative
liabilities and convertible debt, approximated their fair values at December 31, 2011 and 2010, due to the short-term nature of these instruments, and for the
convertible debt, the interest rate the Company believes it could obtain for borrowings with similar terms. See discussion elsewhere in Note 2 for discussion
on the determination of the fair value of the Company’s derivative liabilities.

The Company has evaluated the estimated fair value of financial instruments using available market information and management’s estimates. The use of
different market assumptions and/or estimation methodologies could have a significant effect on the estimated fair value amounts. See Note 3 for further
discussion.

Off-Balance Sheet Risk and Concentration of Credit Risk
The Company has no significant off-balance sheet risk, such as foreign exchange contracts, option contracts or other foreign hedging arrangements. Financial
instruments that potentially expose the Company to concentrations of credit risk consist primarily of cash and trade accounts receivable. The Company
maintains its cash principally with accredited financial institutions of high credit standing. Although the Company deposits its cash with multiple financial
institutions, its deposits, at times, may exceed federally insured limits. The Company has not historically experienced any significant bad debt losses related
to receivables from individual customers or groups of customers and management does not believe that there is significant credit risk in the Company’s
accounts receivable as of December 31, 2011.
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For the year ended December 31, 2011, no individual customer accounted for more than 10% of total revenue. For the period from January 8, 2010
(Inception) through December 31, 2010, two customers accounted for approximately 45% and 11%, respectively, of total revenue.

As of December 31, 2011, three customers accounted for approximately 54%, 25% and 21%, respectively, of accounts receivable. As of December 31, 2010,
one customer accounted for 100% of accounts receivable.

Concentration of Other Risks
The Company is dependent on certain hosting providers who operate servers which the Company uses to deliver its services. The disruption of these hosting
providers could have a material adverse effect on the Company’s business, financial position and results of operations.

Software Development Costs
Costs incurred to develop software applications used in the Company’s encoding services consist of (a) certain external direct costs of materials and services
incurred in developing or obtaining internal-use computer software, and (b) payroll and payroll-related costs for employees who are directly associated with
and who devote time to, the project. The Company follows the guidance of ASC 350-40, Internal Use Software, in accounting for its software development
costs. The costs incurred in the preliminary stages of development are expensed as incurred. Once an application has reached the development stage, internal
and external costs, if direct and incremental, are capitalized until the application is substantially complete and ready for its intended use. Because the
Company believes the majority of its development efforts are either in the preliminary stage of development or in the operation stage (post-implementation),
no costs have been capitalized to date. These costs are included in the accompanying statements of operations as research and development expense.

Property and Equipment
Property and equipment are recorded at cost and depreciated over their estimated useful lives using the straight-line method. Upon retirement or sale, the cost
of assets disposed of, and the related accumulated depreciation, are removed from the accounts and any resulting gain or loss is included in the determination
of net income or loss in the period of retirement or sale.

Property and equipment consists of the following:
 

   Estimated
Useful Life
(in Years)

  December 31,  

     2011   2010  

Computer equipment   3   $ 32,310   $13,445  
Furniture and fixtures   5    14,288    2,498  
Software   3    17,717    —    

     64,315    15,943  
Less accumulated depreciation      (14,112)   (3,149) 

    $ 50,203   $12,794  
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Depreciation expense for the year ended December 31, 2011 and for the period from January 8, 2010 (Inception) through December 31, 2010 was $12,520
and $3,587, respectively. Losses on disposal of equipment were $2,654 and $330 for the year ended December 31, 2011 and for the period from January 8,
2010 (Inception) through December 31, 2010, respectively.

Expenditures for maintenance and repairs are charged to expense as incurred. Major improvements are capitalized as additions to property and equipment,
though no such improvements were made during the year ended December 31, 2011 or during the period from January 8, 2010 (Inception) through
December 31, 2010.

The Company reviews its property and equipment whenever events or changes in circumstances indicate that the carrying value of certain assets might not be
recoverable. In these instances, the Company recognizes an impairment loss when it is probable that the estimated cash flows are less than the carrying value
of the asset. For the year ended December 31, 2011 and for the period from January 8, 2010 (Inception) to December 31, 2010, the Company recorded no
impairment losses.

Income Taxes
The Company accounts for income taxes in accordance with the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized based on temporary differences between the financial reporting and income tax bases of assets and liabilities using statutory rates. In addition,
this method requires a valuation allowance against net deferred tax assets if, based upon the available evidence, it is more likely than not that some or all of
the deferred tax assets will not be realized.

The Company accounts for uncertain tax positions recognized in the financial statements by prescribing a more-likely-than-not threshold for financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. The Company has no recorded liabilities for uncertain
tax positions as of December 31, 2011 or 2010.

Stock-Based Compensation
At December 31, 2011, the Company had one stock-based compensation plan, the 2010 Stock Plan (the 2010 Plan), which is more fully described in Note 6.

For awards issued under the 2010 Plan and standalone restricted stock purchase agreements, the fair value of each award is estimated on the date of grant. For
restricted stock awards issued pursuant to standalone restricted stock purchase agreements, the fair value of each award was estimated based on the estimated
fair value of the Company’s common stock. The Company recognizes compensation expense for stock option awards issued under the 2010 Plan on a
straight-line basis over the requisite service period of the award. The Company recognized compensation expense and an associated accrued expense for
restricted stock awards issued pursuant to standalone restricted stock purchase agreements upon issuance based on the aggregate grant date fair value due to
previous instances of the Company repurchasing unvested shares of restricted stock upon termination and the associated non-substantive service condition.
As the awards of restricted stock vest, the Company reclassifies the accrued expense to additional paid-in capital.

Given the absence of an active market for the Company’s common stock, the Board of Directors (the Board) were required to estimate the fair value of the
Company’s common stock at the time of each award. The Board considered numerous objective and subjective factors in determining the value of the
Company’s common stock at each grant date, including the following: (1) the per-share price of issuances of the Company’s preferred stock, which the
Company sold to outside investors in arm’s-length
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transactions, and the rights, preferences, and privileges of the Company’s preferred stock and common stock; (2) valuations performed by an independent
valuation specialist; (3) the Company’s stage of development and revenue growth; (4) the fact that the awards involved illiquid securities in a private
company and (5) the likelihood of achieving a liquidity event for the shares of common stock underlying the awards, such as an initial public offering or sale
of the Company, given prevailing market conditions. The Company believes this to have been a reasonable methodology based on certain arm’s-length
transactions involving the Company’s preferred stock, supportive of the results produced by this valuation methodology. As the Company’s common stock is
not actively traded, the determination of fair value involves assumptions, judgments and estimates. If different assumptions were made, stock-based
compensation expense and net loss could have been significantly different.

The fair value of each option grant issued under the 2010 Plan was estimated using the Black-Scholes-Merton option-pricing model. As there was no public
market for its common stock, the Company determined the volatility for options granted based on an analysis of reported data for a peer group of companies.
The expected volatility of options granted has been estimated based on an average of the historical volatility measures of this peer group of companies. The
expected life of options has been estimated utilizing the “simplified method.” The simplified method is based on the average of the vesting tranches and the
contractual life of each grant. The risk-free interest rate is based on a treasury instrument whose term is consistent with the expected life of the stock options.
The Company has not paid, and does not anticipate paying, cash dividends on its common stock; therefore, the expected dividend yield is assumed to be
zero.

The weighted-average assumptions utilized to estimate the fair value of options granted are presented in the following table:
 

   

Year Ended
December 31

2011   

Period from
January 8, 2010

through
December 31

2010  

Risk-free interest rate    1.35%   2.71% 
Expected volatility    58%   60% 
Expected life (in years)    6.25    6.25  
Expected dividend yield    —      —    

The weighted-average fair value of options granted was $0.03 per share during both the year ended December 31, 2011 and for the period from January 8,
2010 (Inception) through December 31, 2010.

The Company accounts for transactions in which services are received from non-employees in exchange for equity instruments based on the fair value of such
services received, or of the equity instruments issued, whichever is more reliably measured. The Company determines the stock-based compensation expense
related to non-employee option awards using the Black-Scholes-Merton option-pricing model. The Company determines the stock-based compensation
expense related to non-employee restricted stock awards based on the estimated fair value of the Company’s common stock. Additionally, in accordance with
ASC 505-50, Equity-Based Payments to Non-Employees, the Company accounts for awards to non-employees such that the fair value of the awards is
remeasured at each reporting date until the earlier of: (1) the performance commitment date or (2) the date the services required under the arrangement have
been completed.
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The Company recognized stock-based compensation expense as follows:
 

   

Year Ended
December 31

2011    

Period from
January 8, 2010

(Inception)
through

December 31
2010  

Employee awards:     
Stock options   $ 12,183    $ 3,266  
Restricted stock awards    —       11,340  

Non-employee awards:     
Stock options    816     537  
Restricted stock awards    1,288     6,012  

  $ 14,287    $ 21,155  

Stock-based compensation expense was recognized in the accompanying statements of operations as follows:
 

   

Year Ended
December 31

2011    

Period from
January 8, 2010

(Inception)
through

December 31
2010  

Cost of subscription and support revenue   $ 200    $ —    
Research and development    10,793     12,565  
Sales and marketing    2,018     4,411  
General and administrative    1,276     4,179  

  $ 14,287    $ 21,155  

As of December 31, 2011, there was $43,582 of total unrecognized stock-based compensation expense that is expected to be recognized over a weighted-
average service period of approximately 3.1 years. The total unrecognized stock-based compensation expense will be adjusted for future changes in
estimated forfeitures.

Comprehensive Loss
Comprehensive loss is defined as the change in stockholders’ equity of a business enterprise during a period from transactions and other events and
circumstances from non-owner sources. The comprehensive loss for all periods presented does not differ from the reported net loss.
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Advertising Costs
Advertising costs are charged to operations as incurred. The Company incurred advertising costs of $24,267 and $3,643 for the year ended December 31,
2011 and for the period from January 8, 2010 (Inception) through December 31, 2010, respectively.

Recent Accounting Pronouncements
In May 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Updated (ASU) No. 2011-04, Fair Value Measurement (Topic
820)—Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and International Financial Reporting
Standards (IFRSs). The amendments in this update apply to all reporting entities that are required or permitted to measure or disclose the fair value of an
asset, a liability, or an instrument classified in a reporting entity’s shareholders’ equity in the financial statements. ASU No. 2011-04 does not extend the use
of fair value accounting, but provides guidance on how it should be applied where its use is already required or permitted by other standards within U.S.
GAAP or IFRS. ASU No. 2011-04 changes the wording used to describe many requirements in U.S. GAAP for measuring fair value and for disclosing
information about fair value measurements. Additionally, ASU No. 2011-04 clarifies the FASB’s intent about the application of existing fair value
measurements. The amendments in this update are to be applied prospectively. For nonpublic entities, the amendments are effective for annual periods
beginning after December 15, 2011. Nonpublic entities may apply the amendments early, but no earlier than for interim periods beginning after December 15,
2011. The Company does not expect the provisions of ASU No. 2011-04 to have a material effect on its financial position, results of operations or cash flows.

3. Fair Value Measurements
Fair value is an exit price, representing the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants based on the highest and best use of the asset or liability. As such, fair value is a market-based measurement that should be determined based on
assumptions that market participants would use in pricing an asset or liability. The Company uses valuation techniques to measure fair value that maximize
the use of observable inputs and minimize the use of unobservable inputs. These inputs are prioritized as follows:
 

 •  Level 1: Observable inputs, such as quoted prices for identical assets or liabilities in active markets;
 

 •  Level 2: Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly, such as quoted prices for similar
assets or liabilities, or market-corroborated inputs; and

 

 •  Level 3: Unobservable inputs for which there is little or no market data which require the reporting entity to develop its own assumptions about
how market participants would price the assets or liabilities.

The valuation techniques that may be used to measure fair value are as follows:
A. Market approach—Uses prices and other relevant information generated by market transactions involving identical or comparable assets or
liabilities.
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B. Income approach—Uses valuation techniques to convert future amounts to a single present amount based on current market expectations about
those future amounts, including present value techniques, option-pricing models, and excess earnings method.
C. Cost approach—Based on the amount that currently would be required to replace the service capacity of an asset (replacement cost).

The Company has evaluated the estimated fair value of financial instruments using available market information and management’s estimates. The use of
different market assumptions and/or estimation methodologies could have a significant effect on the estimated fair value amounts.

The following tables set forth the Company’s financial instruments carried at fair value using the lowest level of input as of December 31, 2011 and 2010:
 

   December 31, 2011  

   

Quoted Prices in
Active Markets

for Identical
Items

(Level 1)    

Significant
Other

Observable
Inputs

(Level 2)    

Significant
Unobservable

Inputs
(Level 3)    Total  

Assets:         
Restricted cash   $ 70,000    $ —      $ —      $70,000  

Total assets   $ 70,000    $ —      $ —      $70,000  
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   December 31, 2010  

   

Quoted Prices in
Active Markets

for Identical
Items

(Level 1)    

Significant
Other

Observable
Inputs

(Level 2)    

Significant
Unobservable

Inputs
(Level 3)    Total  

Liabilities:         
Embedded put option associated with convertible notes

(Note 5)   $ —      $ —      $ 60,500    $60,500  
Total liabilities   $ —      $ —      $ 60,500    $60,500  

As more fully described in Note 5, the convertible promissory notes were converted into shares of convertible preferred stock and common stock during the
year ended December 31, 2011 and the related embedded put option was derecognized at that time.

The Company measures eligible assets and liabilities at fair value, with changes in value recognized in earnings. Fair value treatment may be elected either
upon initial recognition of an eligible asset or liability or, for an existing asset or liability, if an event triggers a new basis of accounting. The Company did
not elect to remeasure any of its existing financial assets or liabilities, and did not elect the fair value option for any financial assets and liabilities transacted
in the year ended December 31, 2011 or in the period from January 8, 2010 (Inception) through December 31, 2010.

4. Commitments and Contingencies
Operating Lease Commitments
The Company leases its facilities under cancelable and non-cancelable operating leases. These operating leases expire at various dates through May 2012. As
of December 31, 2011, the Company has a future minimum rental commitment under operating leases of $43,731, payable during fiscal year 2012.

Certain of the Company’s operating leases include lease incentives. The Company is recording the related rent expense on a straight-line basis over the term
of the lease. The lease incentives are considered an inseparable part of the lease agreement, and are recognized as a reduction of rent expense on a straight-
line basis over the term of the lease. Based on the accelerated timing of certain lease payments, the straight-line recognition of the lease incentives resulted in
a balance of $4,463 in prepaid expenses and other current assets as of December 31, 2011. Rent expense for the year ended December 31, 2011 and for the
period from January 8, 2010 (Inception) through December 31, 2010 was $78,952 and $29,548, respectively.

The Company does not have any other contractual purchase obligations as of December 31, 2011.

Legal Matters
From time to time, and in the ordinary course of business, the Company may be subject to various claims, charges, and litigation. At December 31, 2011, the
Company did not have any pending claims, charges, or litigation that it expects would have a material adverse effect on its financial position, results of
operations, or cash flows.
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Guarantees and Indemnification Obligations
The Company typically enters into indemnification agreements in the ordinary course of business. Pursuant to these agreements, the Company indemnifies
and agrees to reimburse the indemnified party for losses and costs incurred by the indemnified party, generally the Company’s suppliers or customers, or
suppliers or customers of the indemnified party, in connection with patent, copyright, trade secret, or other intellectual property or personal right
infringement claim by third parties with respect to the Company’s technology, as well as breaches of relevant agreements or claims of gross negligence, strict
liability or willful misconduct. The term of these indemnification agreements is generally perpetual after execution of the agreement. Based on when
customers first subscribe to the Company’s service, the maximum potential amount of future payments the Company could be required to make under certain
of these indemnification agreements is unlimited; however, more recently the Company has typically limited the maximum potential value of such potential
future payments in relation to the value of the contract. Based on historical experience and information known as of December 31, 2011, the Company has
not incurred any costs for the above guarantees and indemnities.

In certain circumstances, the Company warrants that (1) its products and services will perform in all material respects in accordance with its standard
published specification documentation in effect at the time of delivery of the licensed products and services to the customer for the warranty period of the
product or service, (2) the Company will use reasonable efforts to prevent its products and services from introducing viruses or contaminants into the
indemnified party’s computer systems and databases, (3) the Company has not used any open source software that would likely result in claims, (4) the
Company has the legal rights necessary to provide its products and services without infringing on intellectual property rights, or (5) various additional
warranties relating to the type of software or coding used by the Company in its products and services. To date, the Company has not incurred significant
expense under its warranties and, as a result, the Company believes the potential exposure under these agreements is immaterial.

5. Convertible Notes Payable
From April to June 2010, the Company entered into subordinated note purchase agreements with various investors (the “2010 Notes”), whereby the Company
borrowed $665,000. The funds related to $640,000 of the 2010 Notes were received in 2010, while the remaining $25,000 was received in 2011. Proceeds
received by the Company are in consideration for convertible promissory notes issued to the investors. The maturity date is April 30, 2012 and interest
accrues at 3% per annum throughout the term of the 2010 Notes.

The 2010 Notes contained a put option and a contingent conversion feature as follows:

Put Option – In the event of a sale of the Company prior to the closing of a qualified equity financing, as defined, all amounts outstanding under the 2010
Notes will be canceled and the holders of the notes will receive, in cash, an amount equal to two times the principal amount of the notes (“Change in Control
Premium”). The requirement to pay the Change in Control Premium results in a premium to the holders of the 2010 Notes that is not considered clearly and
closely related to the debt host and results in an embedded derivative that must be bifurcated and accounted for separately from the debt host. Accordingly,
upon the issuance of the 2010 Notes, the Company recorded the estimated fair value of this
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put option (embedded derivative) as a liability of $35,600. The estimated fair value of the embedded derivative was determined assuming a probability of
10% that a change of control would occur. This liability was recorded by reducing the carrying value of the 2010 Notes by $35,600, which was accreted to
interest expense through the date of the conversion of the 2010 Notes into common stock and preferred stock in April 2011.

The derivative liability is recorded at fair value with changes in fair value recognized in interest income (expense), net. As of December 31, 2010, the
estimated fair value of the embedded derivative was determined assuming a probability of 15% that a change in control would occur. As a result, the
Company increased the fair value of the embedded derivative liability to $60,500, and recorded interest expense of $24,900. Upon conversion of the 2010
Notes into common stock and preferred stock, the remaining carrying value of the derivative liability of $60,500 was recorded to interest income and the
remaining unamortized debt discount of $18,542 was recorded as a reduction of the equity proceeds.

Contingent Conversion Upon a Qualified Financing – Effective upon closing a qualified equity financing, as defined, the 2010 Notes will automatically be
converted into either (A) in the event the pre-money valuation of the Company in the qualified preferred stock financing does not exceed the target
valuation, as defined, that number of shares of preferred stock equal to the quotient obtained by dividing (i) the outstanding principal amount of the 2010
Notes plus, at the election of the Company, all accrued interest under the 2010 Notes by (ii) 80% of the per-share price at which the preferred stock is sold to
cash investors or (B) in the event the pre-money valuation exceeds the target valuation, both (1) that number of shares of preferred stock equal to the quotient
obtained by dividing (i) the outstanding principal amount of the 2010 Notes plus, at the election of the Company, all accrued interest under the Notes by
(ii) the per-share price at which the preferred stock is sold to cash investors and (2) that number of shares of common stock necessary so that the average
purchase price per share of such common stock and the preferred stock issued upon conversion of the 2010 Notes is equal to the target valuation share price,
as defined.

In April 2011, the carrying value of the 2010 Notes and $18,653 of accrued interest were converted into shares of preferred stock and common stock at the
time of the convertible preferred stock issuance (see Note 6). In comparison to the fair market value of the preferred stock and common stock issued to settle
the accrued paid-in-kind interest, the effective conversion rate represented a beneficial conversion feature. Thus, the Company recorded a discount on the
2010 Notes of $3,647 with a corresponding increase to additional paid in capital, that was immediately amortized to interest expense upon conversion of the
2010 Notes in April 2011.

6. Stockholders’ Equity (Deficit)
As of December 31, 2011, the authorized capital stock of the Company was 25,500,000 shares of common stock, $0.00001 par value per share, and 5,500,000
shares of preferred stock, $0.00001 par value per share.

On January 8, 2010, in connection with the formation of the Corporation, the existing members of Zencoder LLC exchanged all of the outstanding
membership units of Zencoder LLC on a one-for-one basis for 5,415,518 shares of the Company’s common stock.

Convertible Preferred Stock
The Company has authorized and designated 5,500,000 shares of convertible preferred stock (the “Preferred Stock”). From April to August 2011, the
Company issued 5,316,430 shares of Preferred Stock at an issuance price of $0.4888 per share, for gross proceeds of $2,598,568, including the conversion of
2010 Notes, representing $683,653 of principal and accrued interest, net of issuance costs of $14,118.
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The Preferred Stock has the following rights and privileges:
Voting – The holders of the Preferred Stock shall be entitled to the number of votes equal to the number of shares of common stock into which such
shares of Preferred Stock could be converted.
Conversion – Each share of Preferred Stock, is convertible at the option of the holder into one share of common stock, subject to certain adjustments
for dilution, if any, resulting from future stock issuances, including for any subsequent issuance of common stock at a price per share less than that paid
by the holders of the Preferred Stock. The outstanding shares of Preferred Stock automatically convert into common stock upon the occurrence of (i) an
underwritten public offering of the Company’s common stock in which aggregate cash proceeds are not less than $30,000,000, or (ii) the election of
the holders of a majority of the then outstanding shares of Preferred Stock.
Dividends – The holders of the Preferred Stock in preference to the holders of common stock, are entitled to receive, if and when declared by the Board
of Directors, dividends at the rate of $0.039104 per share per annum. Such dividends shall not be cumulative. No such dividends have been declared to
date. In addition, the holders of the Preferred Stock are entitled to receive a dividend equal to any dividend paid on common stock, when and if
declared by the board, on the basis of the number of common shares into which a share of Preferred Stock may be convertible.
Liquidation – In the event of any liquidation, dissolution, winding-up or sale or merger of the Company, whether voluntarily or involuntarily, each
holder of Preferred Stock is entitled to receive, in preference to the holders of common stock, a per-share amount equal to the original issue price of
$0.4888 (as adjusted, as defined), plus all declared but unpaid dividends.

Common Stock
Shares of common stock have the following rights and privileges:

Voting – The holder of each share of common stock is entitled to one vote per share held. The holders of common stock shall be entitled to elect both
members of the Board of Directors.
Dividends – Common stockholders are entitled to receive dividends, if and when declared by the Board of Directors, subject to the rights of holders of
all classes of stock outstanding having priority rights as to dividends.

Convertible Security
On February 2, 2010, in exchange for a $20,000 investment by Y Combinator Fund I, LP (“Y Combinator”), the Company issued (i) 1,200,000 shares of its
common stock pursuant to a Common Stock Purchase Agreement and (ii) a convertible security with a face amount of $17,732. In June 2012, the Company
repurchased 240,000 shares of common stock from Y Combinator pursuant to an amendment to the Common Stock Purchase Agreement.

The convertible security provided contingent conversion rights at the time of a qualified equity financing, as defined. Upon conversion, the holder would
receive the number of preferred shares equal to the
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quotient obtained by dividing (a) the face amount by (b) the price per share of preferred shares sold as part of the qualified equity financing. In the event the
convertible security is not converted in connection with a qualified equity financing, the convertible security shall expire and shall no longer be convertible
upon the earlier to occur of (i) February 2, 2011, (ii) any change in control or (iii) an initial public offering, as defined. The conditional obligation to settle
the convertible security by issuing a variable number of preferred shares with a monetary value at inception that would vary inversely with the Company’s
stock price results in liability treatment for the convertible security. Accordingly, the Company recorded the estimated fair value of the convertible security
on the date of issuance of $3,458 as a long-term liability. The estimated fair value of the convertible security at issuance was determined assuming a
probability of 30% that a qualified equity financing would occur prior to its expiration. The remaining $16,542 of Y Combinator’s investment was allocated
to common stock and additional paid-in capital.

The convertible security expired on February 2, 2011 and upon expiration, the $3,458 carrying value was reclassified to additional paid-in capital.

Common Stock Reserved for Future Issuance
The Company’s reserved shares of common stock for future issuance as of December 31, 2011, are as follows:
 

   Shares  

Common stock options outstanding    1,968,000  
Shares available for future issuance under the 2010 Plan    1,682,372  
Preferred Stock outstanding    5,316,430  
Total shares of authorized common stock reserved for future issuance    8,966,802  

Stock Option and Incentive Plan
The Company’s 2010 Plan provides for the issuance of incentive and non-qualified stock options and restricted stock to employees and consultants.
Incentive stock options may only be granted to employees. The Board determines the period over which stock options become exercisable and the
repurchase option period for restricted stock. The contractual term of options is ten years. Initially, there were 2,424,482 shares reserved for issuance under
the 2010 Plan. In April 2011, the Company amended the 2010 Plan to increase the number of shares reserved for issuance to 3,650,372 shares. The number of
options available for future grant under the 2010 Plan was 1,682,372 at December 31, 2011.
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The following table summarizes the stock option award activity under the 2010 Plan during the year ended December 31, 2011:
 

   Shares   

Weighted-
Average
Exercise

Price    

Weighted-
Average

Remaining
Contractual

Term
(In Years)    

Aggregate
Intrinsic
Value  

Outstanding at December 31, 2010    1,244,000   $ 0.05      
Granted    744,000    0.06      
Exercised    —      —        $ —    
Forfeited    (20,000)   0.05      

Outstanding at December 31, 2011    1,968,000   $ 0.05     9.14    $12,240  
Exercisable at December 31, 2011    460,829   $ 0.05     8.77    $ 4,608  
Vested and expected to vest at December 31, 2011    1,968,000   $ 0.05     9.14    $12,240  

 
(1) This represents the number of vested options as of December 31, 2011 plus the number of unvested options expected to vest as of December 31, 2011,

based on the unvested options outstanding at December 31, 2011 and adjusted for the estimated forfeiture rate.
(2) The aggregate intrinsic value was calculated based on the positive difference between the estimated fair value of the Company’s common stock on

December 31, 2011 or the date of exercise, as appropriate, and the exercise price of the underlying options.

No restricted stock awards have been issued under the 2010 Plan through December 31, 2011.

Restricted Stock
On January 12, 2010, the Company issued 7,200,000 shares of restricted common stock to the employee co-founders and certain non-employee consultants.
The shares of restricted common stock were issued pursuant to standalone restricted stock purchase agreements that are independent of the 2010 Plan. The
shares of restricted common stock carried a purchase price equivalent to the grant-date fair value of $0.00189 per share, but no cash proceeds were received
by the Company in exchange for the shares issued. Instead, the restricted shares were issued solely in exchange for future services to be provided by the
recipients. Accordingly, compensation cost was measured based on the fair value of the underlying common stock.

Under the terms of the restricted stock purchase agreements, the Company has a repurchase option whereby it has the right to repurchase any unvested shares
upon termination at a price per share equal to the lesser of: (i) the fair market value of the Company’s common stock on the date of repurchase and (ii) the
original purchase price. The shares of restricted common stock issued to the Company’s co-founders originally vested ratably over a period of 24 months. The
shares of restricted common stock issued to the non-employee consultants vested based on a predefined number of shares on an hourly basis as services were
provided.

The Company recognized compensation expense and an associated accrued expense for restricted stock awards issued pursuant to standalone restricted stock
purchase agreements upon issuance based on the aggregate grant date fair value due to previous instances of the Company repurchasing unvested shares of
restricted stock upon termination and the associated non-substantive service condition. As the awards of restricted stock vest, the Company reclassifies the
accrued expense to additional paid-in capital. As of December 31, 2011 and 2010, the balance of the associated accrued expense was $9,450 and $8,263,
respectively. The Company reclassified ($3,266) and $5,345 from accrued expenses to additional paid-in capital during the year ended December 31, 2011
and for the period from January 8, 2010 (Inception) through December 31, 2010, respectively, as a result of the vesting of restricted stock awards, net of
additional restrictions placed on previously vested shares. Despite the fact that the Company did not receive cash proceeds upon issuance, the Company
made payments totaling $2,079 during the year ended
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December 31, 2011 for the repurchase of unvested shares of restricted stock. The Company did not repurchase any shares of restricted stock during the period
from January 8, 2010 (Inception) through December 31, 2010.

On April 14, 2011, the Company amended the restricted stock purchase agreements for the co-founders to reset and recast the vesting term such that the
underlying shares would be released from the repurchase option on a ratable basis over a period of 48 months, starting on May 1, 2011. As a result of the
vesting modification, 3,750,000 restricted common shares issued to the co-founders that had previously vested under the original vesting provisions were
placed under restriction. There was no impact to stock-based compensation expense as a result of the modification because the Company had recognized the
aggregate grant date fair value upon issuance and the modification was considered a Type 1 modification under ASC 718. On September 13, 2011, the
Company accelerated the vesting for one of the awards to a non-employee consultant whereby the repurchase option was released for 22,172 previously
unvested shares upon termination. As a result, the incremental fair value of the accelerated shares as of the modification date totaling $1,288 was recognized
as compensation expense on the date of modification.

The Company did not grant any shares of restricted common stock during the year ended December 31, 2011. The following table summarizes the restricted
stock activity during the year ended December 31, 2011:
 

   
Number of

Shares   

Weighted-Average

Grant-Date 
Fair Value  

Unvested at December 31, 2010    4,372,172   $ 0.00189  
Granted    —      —    
Vested    (2,022,172)   0.00189  
Repurchased    (1,100,000)   0.00189  
Other    3,750,000    0.00189  

Unvested at December 31, 2011    5,000,000    0.00189  

The aggregate fair value of restricted stock awards that vested during the year ended December 31, 2011 and the period from January 8, 2010 (Inception)
through December 31, 2010, based on the estimated fair value of the underlying common stock on the date of vesting, was $107,580 and $93,281,
respectively.

7. Related-Party Transactions
Immediate family members of the chief executive officer and co-founder of the Company invested $100,000 in the 2010 Notes, which, along with accrued
interest, converted into 210,063 shares of Preferred Stock and 337,556 shares of common stock in April 2011 (see Note 5). The same family members also
invested $600,000 in 2011 to purchase an additional 1,227,496 shares of Preferred Stock (see Note 6).

Additionally, in November 2011, the Company granted an employee an advance of $10,000. The outstanding balance of $9,000 as of December 31, 2011 is
included in prepaid expenses and other current assets.
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8. Income Taxes
For both the period from January 8, 2010 (Inception) through December 31, 2010 and the year ended December 31, 2011, the Company did not record any
income tax expense.

The components of the deferred income tax assets and liabilities consisted of the following:
 

   December 31  
   2011   2010  
Deferred tax assets:    

Net operating loss carryforwards   $ 670,491   $ 135,944  
Tax credit carryforwards    40,057    3,852  
Cash to accrual adjustment    60,706    18,652  
Other temporary differences    539    9,617  
Total deferred tax assets    771,793    168,065  

Deferred tax liabilities:    
Fixed assets    (2,644)   (2,657) 

Total deferred tax liabilities    (2,644)   (2,657) 
Net deferred tax assets    769,149    165,408  
Valuation allowance    (769,149)   (165,408) 

  $ —     $ —    

The Company’s management has evaluated the positive and negative evidence bearing upon the realizability of its net deferred tax assets. Management has
determined that it is more likely than not that the Company will not recognize the benefits of federal and state net deferred tax assets and, as a result, has
provided a valuation allowance for the full amount of the net deferred tax assets. The increase in valuation allowance from 2010 to 2011 is principally a
result of the 2011 loss from operations.

At December 31, 2011, the Company had federal and state net operating loss carryforwards of approximately $1,694,400 and $1,620,989, respectively, which
are available to offset future taxable income. The federal and state net operating losses begin to expire in 2030 and 2025, respectively. The Company had
federal and state research and development tax credit carryforwards of $32,313 and $11,733, which expire at various dates through 2030 and 2025,
respectively.

Utilization of the net operating loss and research and development credit carryforwards may be subject to a substantial annual limitation under Section 382
of the Internal Revenue Code of 1986 due to ownership change limitations that have occurred previously, or that could occur in the future. These ownership
changes may limit the amount of net operating loss and research and development credit carryforwards that can be utilized annually to offset future taxable
income and tax, respectively.

Interest and penalty charges, if any, related to uncertain tax positions would be classified as income tax expense in the accompanying statements of
operations. At December 31, 2011 and 2011, the Company had no accrued interest or penalties related to uncertain tax positions. Since the Company is in a
loss carryforward position, the Company is generally subject to examination by the U.S. federal, state and local income tax authorities for all tax years in
which a loss carryforward is available.
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9. Supplementary Balance Sheet Information
Prepaid expenses and other current assets consist of the following:
 

   December 31  
   2011    2010  

Prepaid expenses   $66,358    $11,176  
Other current assets    19,694     590  
Total   $86,052    $11,766  

Accrued expenses consist of the following:
 

   December 31  
   2011    2010  

Accrued payroll and related benefits   $ 92,250    $36,969  
Stock-based compensation liability    9,450     8,263  
Accrued professional fees and outside contractors    12,539     4,120  
Accrued web hosting    4,549     10,515  
Accrued license fees    609     2,910  
Accrued other expenses    12,164     2,182  
Total   $131,561    $64,959  

10. Simple IRA Savings Plan
The Company maintains a defined contribution savings plan covering all eligible employees under Section 408(p) of the Internal Revenue Code. The
Company matches employee contributions to the plan up to 3% of eligible employees’ salaries. Company contributions are charged to expense in the month
they are incurred. During the year ended December 31, 2011 and the period from January 8, 2010 (Inception) through December 31, 2010, the Company
contributed $23,866 and $12,198, respectively, to the plan.

11. Subsequent Events
Subordinated Convertible Notes
In May and June 2012, the Company issued $450,000 of unsecured Subordinated Convertible Notes to certain existing stockholders, pursuant to note
purchase agreements (the “Note Purchase Agreements”). The principal amount and all interest is due on dates ranging from November 25, 2013 to
December 7, 2013. The Subordinated Convertible Notes bear interest at a rate of 3%, compounded annually. The Company has the right to prepay the
Subordinated Convertible Notes without penalty.

The Subordinated Convertible Notes are subject to automatic conversion into equity securities issued in the Company’s next equity financing (the “Next
Equity Securities”) issued and sold at the close of the Company’s next equity financing yielding gross proceeds of at least $5,000,000 (the “Next Equity
Financing”). In the event of the Next Equity Financing, the outstanding principal and accrued interest will automatically convert into an amount of
unregistered shares of equity securities, equal to the outstanding principal and accrued interest at such closing date divided by the applicable conversion
price (the
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“Conversion Price”). The Conversion Price is determined as (i) 90% of the price per share of the majority of the Next Equity Securities if Next Equity
Financing is consummated within 180 days following the date of issuance of the Note Purchase Agreements; or (ii) 80% of the price per share of the majority
of the Next Equity Securities if Next Equity Financing is more than 180 days following the date of issuance of the Note Purchase Agreements.

Upon a change of control event (“Change of Control”), which is defined in the Note Purchase Agreements as a sale, merger, consolidation or other capital
reorganization or business combination of the Company with or into another entity, or the consummation of transaction(s) whereby the “beneficial owners”
of the Company directly or indirectly own all of the Company’s then-outstanding voting securities, the creditors, at the option of at least a majority of the
creditors, will convert into either (x) cash equal to (i) 1.1 times the principal then outstanding plus any accrued and unpaid interest thereon if such change of
control occurs within 180 days following the date of issuance of the Note Purchase Agreements; or (ii) 1.2 times the principal then outstanding plus any
accrued and unpaid interest thereon if such change of control occurs more than 180 days following the date of issuance of the Note Purchase Agreements, or
(y) common stock of the Company at a price per share that is (i) 90% of the price per share of the majority of the Next Equity Securities if Next Equity
Financing is consummated within 180 days following the date of issuance of the Note Purchase Agreements; or (ii) 80% of the price per share of the majority
of the Next Equity Securities if Next Equity Financing is more than 180 days following the date of issuance of the Note Purchase Agreements.

Merger Agreement
On August 14, 2012 (the Closing Date), pursuant to an Agreement and Plan of Merger (the Merger Agreement) by and among the Company and Brightcove
Inc., Zebra Acquisition Corporation, a Delaware corporation (MergerCo), and James Lindenbaum as Securityholders’ Representative, Brightcove Inc.
completed its previously announced acquisition of all of the issued and outstanding shares of capital stock of the Company, and MergerCo merged with and
into the Company, with the Company remaining as the surviving entity and a wholly-owned subsidiary of Brightcove Inc. At the closing, Brightcove Inc.
paid approximately $30.0 million in cash. Pursuant to the Merger Agreement, $4.6 million of the purchase price was placed into an escrow fund to settle
certain claims for indemnification for breaches or inaccuracies in the Company’s representations and warranties, covenants, agreements, and losses
attributable to certain taxes, and payments due to the Company for certain adjustments to the calculation of the working capital of the Company as of the
close of business on the day immediately prior to the Closing Date.

The Merger and Merger Agreement were approved by the Board of Directors of Brightcove Inc., the Board of Directors and sole stockholder of MergerCo and
the Board of the Company. The Merger Agreement contains customary representations, warranties, and covenants by each of the parties.
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Exhibit 99.2

Zencoder Inc.

Unaudited Condensed Financial Statements

For the Six Month Periods Ended June 30, 2012 and 2011
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Zencoder Inc.

Condensed Balance Sheets
(unaudited)

 

   
June 30,

2012   
December 31,

2011  
Assets    
Current assets:    

Cash   $ 426,664   $ 722,450  
Restricted cash    70,000    70,000  
Accounts receivable    41,012    9,658  
Prepaid expenses and other current assets    42,684    86,052  

Total current assets    580,360    888,160  
Property and equipment, net    86,462    50,203  
Total assets   $ 666,822   $ 938,363  

Liabilities and stockholders’ (deficit) equity    
Current liabilities:    

Accounts payable   $ 142,115   $ 92,369  
Accrued expenses    169,226    131,561  
Deferred revenue    16,437    24,219  

Total current liabilities    327,778    248,149  
Convertible notes payable    419,750   
Embedded derivative liability    38,400    —    
Other liabilities    73,221    —    
Total liabilities    859,149    248,149  

Contingencies (Note 13)    

Stockholders’ (deficit) equity:    
Convertible preferred stock, $0.00001 par value, 5,500,000 shares authorized; 5,367,576 and 5,316,430 shares

issued and outstanding at June 30, 2012 and December 31, 2011, respectively (liquidation value of
$2,623,671 and $2,598,671 as of June 30, 2012 and December 31, 2011, respectively)    2,497,321    2,472,321  

Common stock, $0.00001 par value; 25,500,000 shares authorized; 14,943,477 shares issued and outstanding    149    149  
Additional paid in capital    232,401    144,785  
Accumulated deficit    (2,922,198)   (1,927,041) 

Total stockholders’ (deficit) equity    (192,327)   690,214  
Total liabilities and stockholders’ (deficit) equity   $ 666,822   $ 938,363  

See accompanying notes to Unaudited Condensed Financial Statements.
 

1



Zencoder Inc.

Condensed Statements of Operations
(unaudited)

 
   Six Months Ended June 30,  
   2012   2011  

Revenue:    
Subscription and support revenue   $ 948,759   $ 226,798  
Professional services and other revenue    14,948    30,851  

Total revenue    963,707    257,649  

Cost of revenue:    
Cost of subscription and support revenue    493,420    114,811  
Cost of professional services and other revenue    5,032    9,283  

Total cost of revenue    498,452    124,094  
Gross profit    465,255    133,555  

Operating expenses:    
Research and development    626,449    301,857  
Sales and marketing    402,566    216,211  
General and administrative    421,262    232,303  

Total operating expenses    1,450,277    750,371  

Loss from operations    (985,022)   (616,816) 

Other income (expense):    
Interest (expense) income, net    (9,595)   47,889  
Other (expense) income, net    (540)   1,026  

Total other (expense) income, net    (10,135)   48,915  
Net loss   $ (995,157)  $(567,901) 

See accompanying notes to Unaudited Condensed Financial Statements.
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Zencoder Inc.

Condensed Statements of Cash Flows
(unaudited)

 
   Six Months Ended June 30,  
   2012   2011  

Operating activities    
Net loss   $(995,157)  $ (567,901) 
Adjustments to reconcile net loss to net cash used in operating activities:    

Depreciation    12,360    3,429  
Stock-based compensation    86,199    6,994  
Gain on disposal of equipment    (161)   (264) 
Non-cash interest expense    2,750    14,488  
Change in fair value of embedded derivative    5,400    (60,500) 
Changes in assets and liabilities:    

Accounts receivable    (31,354)   41,171  
Prepaid expenses and other current assets    43,368    (12,907) 
Accounts payable    49,746    96,356  
Accrued expenses and other liabilities    112,303    64,842  
Deferred revenue    (7,782)   (1,344) 

Net cash used in operating activities    (722,328)   (415,636) 

Investing activities    
Purchases of property and equipment    (49,458)   (19,962) 
Proceeds from sale of property and equipment    1,000    2,130  
Net cash used in investing activities    (48,458)   (17,832) 

Financing activities    
Proceeds from issuance of convertible notes, net of issuance costs    450,000    25,000  
Proceeds from issuance of convertible preferred stock, net of issuance of costs    25,000    1,829,287  
Net cash provided by financing activities    475,000    1,854,287  

Net increase in cash    (295,786)   1,420,819  
Cash at beginning of year    722,450    305,367  
Cash at end of year   $ 426,664   $1,726,186  
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Zencoder Inc.

Condensed Statements of Cash Flows (continued)
(unaudited)

 
   Six Months Ended June 30,  
   2012    2011  

Supplemental disclosure of non-cash financing and investing activities     
Vesting of restricted stock, net of restrictions    1,417     (4,725) 
Expiration of convertible security    —       3,458  
Issuance of common stock and convertible preferred stock upon conversion of convertible notes    —       664,628  

  $ 1,417    $ 663,361  

See accompanying notes to Unaudited Condensed Financial Statements.
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1. Business Description and Basis of Presentation
Business Description
Zencoder Inc. (the Company) is a provider of cloud-based audio and video encoding services that enable content providers to quickly deploy video to
Internet-connected devices. The Company is headquartered in San Francisco, California.

The Company was initially formed in Minnesota in 2008 as a limited liability company named Zencoder LLC. On January 8, 2010, the Company
reorganized as a C corporation under Delaware law whereby each membership unit of Zencoder LLC was exchanged for one share of common stock of
Zencoder Inc. Zencoder LLC incurred an insignificant level of business activity and did not hold significant assets or liabilities.

On August 14, 2012, the Company was acquired by Brightcove Inc. See Note 3.

Basis of Presentation
The accompanying condensed financial statements are unaudited. These financial statements and notes should be read in conjunction with the audited
financial statements and related notes contained in Exhibit 99.1.

The accompanying interim condensed financial statements are unaudited and have been prepared in accordance with accounting principles generally
accepted in the United States for interim periods. Accordingly, certain information and footnote disclosures normally included in financial statements
prepared in accordance with generally accepted accounting principles in the United States have been condensed or omitted pursuant to such rules. In the
opinion of management, the unaudited condensed financial statements and notes have been prepared on the same basis as the audited financial statements for
the year ended December 31, 2011 and include all adjustments, consisting of normal recurring adjustments, necessary for a fair presentation of the
Company’s financial position at June 30, 2012 and statements of operations and cash flows for the six months ended June 30, 2012 and 2011. These interim
periods are not necessarily indicative of the results to be expected for any other interim period or the full year. The accompanying condensed financial
statements reflect the application of certain significant accounting policies as described below and elsewhere in these notes to the condensed financial
statements. As of June 30, 2012, the Company’s significant accounting policies and estimates, which are detailed in the Company’s audited financial
statements for the year ended December 31, 2011, have not changed.

The accompanying financial statements have been prepared on the basis that the Company will continue as a going concern. The Company has experienced
recurring losses from operations since inception and will be required to obtain additional funding or alternative means of financial support, or both, prior to
January 1, 2013, in order to continue as a going concern. As shown in the accompanying financial statements, the Company incurred net losses of $995,157
and $567,901 for the six month periods ended June 30, 2012 and 2011, respectively, and has an accumulated deficit of $2,922,198 as of June 30, 2012.
Additionally, the Company incurred negative cash flows from operations of $722,328 and $415,636 for the six month periods ended June 30, 2012 and
2011, respectively.
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These factors raise substantial doubt about the Company’s ability to continue as a going concern. The financial statements do not include any adjustments to
reflect the possible future effects on the recoverability and classification of assets or the amounts and classification of liabilities or any other adjustments that
might be necessary should the Company be unable to continue as a going concern.

2. Use of Estimates and Uncertainties
The preparation of financial statements in conformity with generally accepted accounting principles in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, and the disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts expensed during the reporting period. Actual results could differ from those estimates.

Significant estimates relied upon in preparing these financial statements include revenue recognition and revenue reserves, expensing and capitalization of
research and development costs for internal-use software, the determination of the fair value of derivative instruments, the determination of the fair value of
stock awards issued, stock-based compensation expense and the recoverability of the Company’s net deferred tax assets and related valuation allowance.

Although the Company regularly assesses these estimates, actual results could differ materially from these estimates. Changes in estimates are recorded in the
period in which they become known. The Company bases its estimates on historical experience and various other assumptions that it believes to be
reasonable under the circumstances. Actual results may differ from management’s estimates if these results differ from historical experience or other
assumptions do not turn out to be substantially accurate, even if such assumptions are reasonable when made.

3. Subsequent Events Considerations
The Company considers events or transactions that occur after the balance sheet date but prior to the issuance of the financial statements to provide
additional evidence relative to certain estimates or to identify matters that require additional disclosure. There were no material recognized subsequent
events recorded in the unaudited condensed financial statements as of and for the six months ended June 30, 2012.

On August 14, 2012 (the Closing Date), pursuant to an Agreement and Plan of Merger (the Merger Agreement) by and among the Company and Brightcove
Inc., Zebra Acquisition Corporation, a Delaware corporation (MergerCo), and James Lindenbaum as Securityholders’ Representative, Brightcove Inc.
completed its previously announced acquisition of all of the issued and outstanding shares of capital stock of the Company, and MergerCo merged with and
into the Company, with the Company remaining as the surviving entity and a wholly-owned subsidiary of Brightcove Inc. At the closing, Brightcove Inc.
paid approximately $30.0 million in cash. Pursuant to the Merger Agreement, $4.6 million of the purchase price was placed into an escrow fund to settle
certain claims for indemnification for breaches or inaccuracies in the Company’s representations and warranties, covenants, agreements, and losses
attributable to certain taxes, and payments due to the Company for certain adjustments to the calculation of the working capital of the Company as of the
close of business on the day immediately prior to the Closing Date.
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The Merger and Merger Agreement were approved by the Board of Directors of Brightcove Inc., the Board of Directors and sole stockholder of MergerCo and
the Board of Directors of the Company. The Merger Agreement contains customary representations, warranties, and covenants by each of the parties.

4. Revenue Recognition
The Company primarily derives revenue from the sale of its cloud-based video and audio encoding service (encoding services), which converts videos into
formats that are compatible with web playback, mobile phones, or other devices customers need to support. In limited situations, the Company has also
derived revenue from additional support provided in connection with the encoding services. The Company has also derived professional services revenues
from consulting arrangements, including general software development and web hosting management consulting services.

The Company recognizes revenues when all of the following conditions are satisfied: (1) there is persuasive evidence of an arrangement; (2) the service has
been provided to the customer; (3) the collection of fees is reasonably assured and (4) the amount of fees to be paid by the customer is fixed or determinable.

The Company’s encoding services are provided to customers via subscription arrangements, which provide the customer with the right to access the
Company’s software in order to submit videos and receive the encoded output files. Customers do not have the right to take possession of the Company’s
software during the subscription arrangement. Accordingly, the Company recognizes revenue in accordance with Accounting Standards Codification (ASC)
605, Revenue Recognition.

The Company’s subscription arrangements are generally on a month-to-month basis, but can have a term of up to one year or longer. The subscription
arrangements generally provide the customer with a fixed monthly level of encoding services, and provide the rate at which the customer must pay for actual
usage above the fixed monthly level. With limited exceptions, the Company has not historically assessed whether collectability was reasonably assured at
the outset of the arrangement. Accordingly, in such cases the Company has concluded that there is insufficient basis to assess whether collection is
reasonably assured and recognizes the related subscription and support revenue when cash is collected. However, for certain larger, more established
customers who generally enter into agreements with terms of one year or longer, the Company has concluded that collectability is reasonably assured at the
outset of the arrangement and recognizes the monthly subscription fees and related support as revenue in the month of the usage.

The Company’s professional services arrangements are billed on a time and materials basis pursuant to consulting agreements. With limited exceptions, the
Company has not historically assessed whether collectability was reasonably assured at the outset of the professional services arrangements. Accordingly, in
such cases the Company has typically concluded that there is insufficient basis to assess whether collection is reasonably assured and revenue recognition
commences upon the later of when the service has been provided or when all revenue recognition criteria have been met, which in certain cases results in
revenue recognition upon cash collection.
 

7



Deferred revenue primarily consists of outstanding customer credits, customer deposits and prepayments.

Revenue is presented net of any taxes collected from customers, as applicable.

The majority of the Company’s customer arrangements are single element arrangements. However, the Company has entered into certain multiple-element
arrangements, which included subscription arrangements and expanded service level or premium support agreements. Since each of these elements represent
services that are provided to the customer throughout the related contract period, each of the elements is being recognized on a ratable basis over the term of
the arrangement.

5. Concentration of Credit Risk
The Company has no significant off-balance sheet risk, such as foreign exchange contracts, option contracts or other foreign hedging arrangements. Financial
instruments that potentially expose the Company to concentrations of credit risk consist primarily of cash and trade accounts receivable. The Company
maintains its cash principally with accredited financial institutions of high credit standing. Although the Company deposits its cash with multiple financial
institutions, its deposits, at times, may exceed federally insured limits. The Company has not historically experienced any significant bad debt losses related
to receivables from individual customers or groups of customers and management does not believe that there is significant credit risk in the Company’s
accounts receivable as of June 30, 2012.

For the six months ended June 30, 2012, one customer accounted for approximately 16% of total revenue. For the six months ended June 30, 2011, no
individual customer accounted for more than 10% of total revenue.

As of June 30, 2012, two customers accounted for approximately 47% and 33%, respectively, of accounts receivable. As of December 31, 2011, three
customers accounted for approximately 54%, 25% and 21%, respectively, of accounts receivable.

6. Concentration of Other Risks
The Company is dependent on certain hosting providers who operate servers which the Company uses to deliver its services. The disruption of these hosting
providers could have a material adverse effect on the Company’s business, financial position and results of operations.

7. Cash
Cash consists of cash on deposit with banks. The Company had no investments as of June 30, 2012 or December 31, 2011.

8. Software Development Costs
Costs incurred to develop software applications used in the Company’s encoding services consist of (a) certain external direct costs of materials and services
incurred in developing or obtaining internal-use
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computer software, and (b) payroll and payroll-related costs for employees who are directly associated with and who devote time to, the project. The
Company follows the guidance of ASC 350-40, Internal Use Software, in accounting for its software development costs. The costs incurred in the preliminary
stages of development are expensed as incurred. Once an application has reached the development stage, internal and external costs, if direct and
incremental, are capitalized until the application is substantially complete and ready for its intended use. Because the Company believes the majority of its
development efforts are either in the preliminary stage of development or in the operation stage (post-implementation), no costs have been capitalized to
date. These costs are included in the accompanying condensed statements of operations as research and development expense.

9. Comprehensive Loss
Comprehensive loss is defined as the change in stockholders’ equity of a business enterprise during a period from transactions and other events and
circumstances from non-owner sources. The comprehensive loss for all periods presented does not differ from the reported net loss.

10. Fair Value of Financial Instruments
Fair value is an exit price, representing the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants based on the highest and best use of the asset or liability. As such, fair value is a market-based measurement that should be determined based on
assumptions that market participants would use in pricing an asset or liability. The Company uses valuation techniques to measure fair value that maximize
the use of observable inputs and minimize the use of unobservable inputs. These inputs are prioritized as follows:
 

 •  Level 1: Observable inputs, such as quoted prices for identical assets or liabilities in active markets;
 

 •  Level 2: Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly, such as quoted prices for similar
assets or liabilities, or market-corroborated inputs; and

 

 •  Level 3: Unobservable inputs for which there is little or no market data which require the reporting entity to develop its own assumptions about
how market participants would price the assets or liabilities.

The valuation techniques that may be used to measure fair value are as follows:
A. Market approach—Uses prices and other relevant information generated by market transactions involving identical or comparable assets or
liabilities.
B. Income approach—Uses valuation techniques to convert future amounts to a single present amount based on current market expectations about
those future amounts, including present value techniques, option-pricing models, and excess earnings method.
C. Cost approach—Based on the amount that currently would be required to replace the service capacity of an asset (replacement cost).
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The Company has evaluated the estimated fair value of financial instruments using available market information and management’s estimates. The use of
different market assumptions and/or estimation methodologies could have a significant effect on the estimated fair value amounts.

The following tables set forth the Company’s financial instruments carried at fair value using the lowest level of input as of June 30, 2012 and December 31,
2011:
 

   June 30, 2012  

   

Quoted Prices in
Active Markets

for Identical
Items

(Level 1)    

Significant
Other

Observable
Inputs

(Level 2)    

Significant
Unobservable

Inputs
(Level 3)    Total  

Assets:         
Restricted cash   $ 70,000    $ —      $ —      $70,000  

Total assets   $ 70,000    $ —      $ —      $70,000  

Liabilities:         
Embedded put option associated with convertible notes (Note 14)   $ —      $ —      $ 38,400    $38,400  

Total liabilities   $ —      $ —      $ 38,400    $38,400  
 

   December 31, 2011  

   

Quoted Prices in
Active Markets

for Identical
Items

(Level 1)    

Significant
Other

Observable
Inputs

(Level 2)    

Significant
Unobservable

Inputs
(Level 3)    Total  

Assets:         
Restricted cash   $ 70,000    $ —      $ —      $70,000  

Total assets   $ 70,000    $ —      $ —      $70,000  

The following table sets forth a summary of changes in the fair value of the Company’s Level 3 financial assets and liabilities for the six months ended
June 30, 2012:
 

Balance at December 31, 2011   $ —    
Fair value of embedded derivative liability at issuance    33,000  
Change in fair value of embedded derivative liability    5,400  
Balance at June 30, 2012   $38,400  
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11. Stock-based Compensation
At June 30, 2012, the Company had one stock-based compensation plan, the 2010 Stock Plan (the 2010 Plan). The 2010 Plan provides for the issuance of
incentive and non-qualified stock options and restricted stock to employees and consultants up to an aggregate of 3,650,372 shares of the Company’s
common stock.

The fair value of each option grant issued under the 2010 Plan was estimated using the Black-Scholes-Merton option-pricing model that used the
assumptions noted in the following table. As there was no public market for its common stock, the Company determined the volatility for options granted
based on an analysis of reported data for a peer group of companies. The expected volatility of options granted has been estimated based on an average of the
historical volatility measures of this peer group of companies. The expected life of options has been estimated utilizing the “simplified method.” The
simplified method is based on the average of the vesting tranches and the contractual life of each grant. The risk-free interest rate is based on a treasury
instrument whose term is consistent with the expected life of the stock options. The Company has not paid, and does not anticipate paying, cash dividends
on its common stock; therefore, the expected dividend yield is assumed to be zero.

The following table is a summary of the weighted-average assumptions utilized to estimate the fair value of options granted during the six months ended
June 30, 2012. There were no option grants during the six months ended June 30, 2011.
 

   

Six Months
Ended

June 30, 2012 

Risk-free interest rate    1.38% 
Expected volatility    57% 
Expected life (in years)    6.25  
Expected dividend yield    —    
Weighted average fair value of grants   $ 0.03  
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The following table is a summary of the status of the Company’s stock options as of June 30, 2012 and the stock option activity for the 2010 Plan during the
six months ended June 30, 2012:
 

   Shares   

Weighted-
Average
Exercise

Price    

Weighted-
Average

Remaining
Contractual

Term
(In Years)    

Aggregate
Intrinsic
Value  

Outstanding at December 31, 2011    1,968,000   $ 0.05      
Granted    342,315    0.06      
Exercised    —      —        $ —    
Forfeited    (240,000)   0.06      

Outstanding at June 30, 2012    2,070,315   $ 0.05     8.75    $2,654,507  
Exercisable at June 30, 2012    694,306   $ 0.05     8.41    $ 892,318  
Vested and expected to vest at June 30, 2012    2,070,315   $ 0.05     8.75    $2,654,507  

 
(1) This represents the number of vested options as of June 30, 2012 plus the number of unvested options expected to vest as of June 30, 2012, based on

the unvested options outstanding at June 30, 2012 and adjusted for the estimated forfeiture rate.
(2) The aggregate intrinsic value was calculated based on the positive difference between the estimated fair value of the Company’s common stock on

June 30, 2012 or the date of exercise, as appropriate, and the exercise price of the underlying options.

The Company recognized stock-based compensation expense as follows:
 

   Six Months Ended June 30,  
   2012    2011  

Employee awards:     
Stock options   $ 8,113    $ 6,026  

Non-employee awards:     
Stock options    78,086     968  

  $ 86,199    $ 6,994  

Stock-based compensation expense was recognized in the accompanying statements of operations as follows:
 

   Six Months Ended June 30,  
   2012    2011  

Cost of subscription and support revenue   $ 343    $ —    
Research and development    24,329     5,064  
Sales and marketing    4,942     1,243  
General and administrative    56,585     687  

  $ 86,199    $ 6,994  
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As of June 30, 2012, there was $39,970 of total unrecognized stock-based compensation expense that is expected to be recognized over a weighted-average
service period of approximately 3.1 years. The total unrecognized stock-based compensation expense will be adjusted for future changes in estimated
forfeitures.

The following table summarizes the restricted stock activity during the six months ended June 30, 2012:
 

   
Number of

Shares   

Weighted-Average

Grant-Date 
Fair Value  

Unvested at December 31, 2011    5,000,000   $ 0.00189  
Granted    —      —    
Vested    (750,000)   0.00189  
Repurchased    —      —    

Unvested at June 30, 2012    4,250,000    0.00189  

12. Income Taxes
For both the six months ended June 30, 2012 and 2011, the Company did not record any income tax expense.

The Company’s management has evaluated the positive and negative evidence bearing upon the realizability of its net deferred tax assets. As required by the
provisions of ASC 740, Income Taxes, management has determined that it is more likely than not that the Company will not recognize the benefits of federal
and state net deferred tax assets for financial reporting purposes. Accordingly, the deferred tax assets have been fully reserved at June 30, 2012 and
December 31, 2011.

Since the Company is in a loss carryforward position, the Company is generally subject to examination by the U.S. federal, state and local income tax
authorities for all tax years in which a loss carryforward is available. There are currently no federal or state audits in progress.

13. Contingencies
Legal Matters
From time to time, and in the ordinary course of business, the Company may be subject to various claims, charges, and litigation. At June 30, 2012, the
Company did not have any pending claims, charges, or litigation that it expects would have a material adverse effect on its financial position, results of
operations, or cash flows.
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Guarantees and Indemnification Obligations
The Company typically enters into indemnification agreements in the ordinary course of business. Pursuant to these agreements, the Company indemnifies
and agrees to reimburse the indemnified party for losses and costs incurred by the indemnified party, generally the Company’s suppliers or customers, or
suppliers or customers of the indemnified party, in connection with patent, copyright, trade secret, or other intellectual property or personal right
infringement claim by third parties with respect to the Company’s technology, as well as breaches of relevant agreements or claims of gross negligence, strict
liability or willful misconduct. The term of these indemnification agreements is generally perpetual after execution of the agreement. Based on when
customers first subscribe to the Company’s service, the maximum potential amount of future payments the Company could be required to make under certain
of these indemnification agreements is unlimited; however, more recently the Company has typically limited the maximum potential value of such potential
future payments in relation to the value of the contract. Based on historical experience and information known as of June 30, 2012, the Company has not
incurred any costs for the above guarantees and indemnities.

In certain circumstances, the Company warrants that (1) its products and services will perform in all material respects in accordance with its standard
published specification documentation in effect at the time of delivery of the licensed products and services to the customer for the warranty period of the
product or service, (2) the Company will use reasonable efforts to prevent its products and services from introducing viruses or contaminants into the
indemnified party’s computer systems and databases, (3) the Company has not used any open source software that would likely result in claims, (4) the
Company has the legal rights necessary to provide its products and services without infringing on intellectual property rights, or (5) various additional
warranties relating to the type of software or coding used by the Company in its products and services. To date, the Company has not incurred significant
expense under its warranties and, as a result, the Company believes the potential exposure under these agreements is immaterial.

14. Convertible Notes Payable
2010 Convertible Notes
From April to June 2010, the Company entered into subordinated note purchase agreements with various investors (the 2010 Notes), whereby the Company
borrowed $665,000. The funds related to $640,000 of the 2010 Notes were received in 2010, while the remaining $25,000 was received in 2011. Proceeds
received by the Company are in consideration for convertible promissory notes issued to the investors. The maturity date was April 30, 2012 and interest
accrued at 3% per annum throughout the term of the 2010 Notes.

The 2010 Notes contained a put option and a contingent conversion feature as follows:

Put Option – In the event of a sale of the Company prior to the closing of a qualified equity financing, as defined, all amounts outstanding under the 2010
Notes will be canceled and the holders of the notes will receive, in cash, an amount equal to two times the principal amount of the notes (Change in Control
Premium). The requirement to pay the Change in Control Premium results in a premium to the holders of the 2010 Notes that is not considered clearly and
closely related to the debt host and results in an
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embedded derivative that must be bifurcated and accounted for separately from the debt host. Accordingly, upon the issuance of the 2010 Notes, the
Company recorded the estimated fair value of this put option (embedded derivative) as a liability of $35,600. The estimated fair value of the embedded
derivative was determined assuming a probability of 10% that a change of control would occur. This liability was recorded by reducing the carrying value of
the 2010 Notes by $35,600, which was accreted to interest expense through the date of the conversion of the 2010 Notes into common stock and preferred
stock in April 2011.

The derivative liability is recorded at fair value with changes in fair value recognized in interest income (expense), net. As of December 31, 2010, the
estimated fair value of the embedded derivative was determined assuming a probability of 15% that a change in control would occur. As a result, the
Company increased the fair value of the embedded derivative liability to $60,500, and recorded interest expense of $24,900 in the statement of operations for
the year ended December 31, 2010. Upon conversion of the 2010 Notes in April 2011 into common stock and preferred stock, the remaining carrying value of
the derivative liability of $60,500 was recorded to interest income and the remaining unamortized debt discount of $18,542 was recorded as a reduction of
the equity proceeds.

Contingent Conversion Upon a Qualified Financing – Effective upon closing a qualified equity financing, as defined, the 2010 Notes will automatically be
converted into either (A) in the event the pre-money valuation of the Company in the qualified preferred stock financing does not exceed the target
valuation, as defined, that number of shares of preferred stock equal to the quotient obtained by dividing (i) the outstanding principal amount of the 2010
Notes plus, at the election of the Company, all accrued interest under the 2010 Notes by (ii) 80% of the per-share price at which the preferred stock is sold to
cash investors or (B) in the event the pre-money valuation exceeds the target valuation, both (1) that number of shares of preferred stock equal to the quotient
obtained by dividing (i) the outstanding principal amount of the 2010 Notes plus, at the election of the Company, all accrued interest under the Notes by
(ii) the per-share price at which the preferred stock is sold to cash investors and (2) that number of shares of common stock necessary so that the average
purchase price per share of such common stock and the preferred stock issued upon conversion of the 2010 Notes is equal to the target valuation share price,
as defined.

In April 2011, the carrying value of the 2010 Notes and $18,653 of accrued interest were converted into shares of preferred stock and common stock at the
time of the convertible preferred stock issuance. In comparison to the fair market value of the preferred stock and common stock issued to settle the accrued
paid-in-kind interest, the effective conversion rate represented a beneficial conversion feature. Thus, the Company recorded a discount on the 2010 Notes of
$3,647 with a corresponding increase to additional paid in capital that was immediately amortized to interest expense upon conversion of the 2010 Notes in
April 2011.

2012 Convertible Notes
In May and June 2012, the Company issued $450,000 of unsecured subordinated convertible notes (the “2012 Notes”) to certain existing stockholders
pursuant to note purchase agreements. The principal amount and all interest is due on dates ranging from November 25, 2013 to December 7, 2013. The 2012
Notes bear interest at a rate of 3%, compounded annually. The Company has the right to prepay the 2012 Notes without penalty.
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The 2012 Notes contain a put option and a contingent conversion feature as follows:

Put Option – In the event of a sale of the Company prior to the repayment in full of the notes, the 2012 Notes, at the option of at least a majority of the
creditors, will convert into either (x) cash equal to (i) 1.1 times the outstanding principal and any accrued but unpaid interest thereon if such change of
control occurs within 180 days following the date of issuance of the 2012 Notes; or (ii) 1.2 times the outstanding principal and any accrued but unpaid
interest thereon if such change of control occurs more than 180 days following the date of issuance of the 2012 Notes, or (y) common stock of the Company
at a price per share that is (i) 90% of the price per share of the common stock paid as part of the sale of the Company if such sale of the Company occurs
within 180 days following the date of issuance of the 2012 Notes; or (ii) 80% of the price per share of the common stock paid as part of the sale of the
Company if such sale of the Company occurs more than 180 days following the date of issuance of the 2012 Notes (the “2012 Change in Control Premium”).
The requirement to pay the 2012 Change in Control Premium results in a premium to the holders of the 2012 Notes that is not considered clearly and closely
related to the debt host and results in an embedded derivative that must be bifurcated and accounted for separately from the debt host. Accordingly, upon the
issuance of the 2012 Notes, the Company recorded the estimated fair value of this put option (embedded derivative) as a liability of $33,000. The estimated
fair value of the embedded derivative was determined to be $33,000, which was recorded by reducing the carrying value of the 2012 Notes by $33,000. The
amount is being accreted to interest expense over the term of the 2012 Notes.

The derivative liability is recorded at fair value with changes in fair value recognized in interest income (expense), net. As of June 30, 2012, the estimated fair
value of the embedded derivative was determined to be $38,400. As a result, the Company increased the fair value of the embedded derivative liability to
$38,400, and recorded interest expense of $5,400.

Contingent Conversion Upon a Qualified Financing – Effective upon closing a qualified equity financing, as defined, the 2012 Notes will automatically be
converted into a number of shares of equity securities, equal to the outstanding principal and accrued interest at such closing date divided by the applicable
conversion price (the “Conversion Price”). The Conversion Price is determined as (i) 90% of the price per share of the majority of the equity securities issued
in the qualified equity financing if the qualified equity financing is consummated within 180 days following the date of issuance of the 2012 Notes; or
(ii) 80% of the price per share of the majority of the equity securities issued in the qualified equity financing if the qualified equity financing is consummated
more than 180 days following the date of issuance of the 2012 Notes. As this represents a contingent beneficial conversion feature, it will be measured and
recorded upon the resolution of the contingency.

15. Related-Party Transactions
Immediate family members of the chief executive officer and co-founder of the Company invested $100,000 in the 2010 Notes, which, along with accrued
interest, converted into 210,063 shares of Preferred Stock and 337,556 shares of common stock in April 2011. The same family members also invested
$600,000 in 2011 to purchase an additional 1,227,496 shares of Preferred Stock.

Additionally, in November 2011, the Company granted an employee an advance of $10,000. The outstanding balance of $9,000 as of December 31, 2011 is
included in prepaid expenses and other current assets.
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16. Recently Issued Accounting Standards
In May 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Updated (ASU) No. 2011-04, Fair Value Measurement (Topic
820)—Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and International Financial Reporting
Standards (IFRSs). The amendments in this update apply to all reporting entities that are required or permitted to measure or disclose the fair value of an
asset, a liability, or an instrument classified in a reporting entity’s shareholders’ equity in the financial statements. ASU No. 2011-04 does not extend the use
of fair value accounting, but provides guidance on how it should be applied where its use is already required or permitted by other standards within U.S.
GAAP or IFRS. ASU No. 2011-04 changes the wording used to describe many requirements in U.S. GAAP for measuring fair value and for disclosing
information about fair value measurements. Additionally, ASU No. 2011-04 clarifies the FASB’s intent about the application of existing fair value
measurements. The amendments in this update are to be applied prospectively. For nonpublic entities, the amendments are effective for annual periods
beginning after December 15, 2011. Nonpublic entities may apply the amendments early, but no earlier than for interim periods beginning after December 15,
2011. The Company does not expect the provisions of ASU No. 2011-04 to have a material effect on its financial position, results of operations or cash flows.
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Exhibit 99.3

Brightcove Inc.

Unaudited Pro Forma Condensed Combined Financial Statements

The following unaudited pro forma condensed combined financial statements of Brightcove Inc. (the “Company”) and Zencoder Inc. (“Zencoder”) have been
prepared to give effect to the acquisition of Zencoder by the Company pursuant to the merger of Zebra Acquisition Corporation, an indirect subsidiary of the
Company, with and into Zencoder, on August 14, 2012. The unaudited pro forma condensed combined balance sheet as of June 30, 2012, and the unaudited
pro forma condensed combined statements of operations for the six months ended June 30, 2012 and the year ended December 31, 2011 are presented herein
to reflect the acquisition of Zencoder.

The unaudited pro forma condensed combined balance sheet combines the unaudited condensed consolidated balance sheet of the Company as of June 30,
2012 and the unaudited condensed balance sheet of Zencoder as of June 30, 2012 and gives effect to the acquisition as if it had been completed on June 30,
2012, including any adjustments to fair value required. The unaudited pro forma condensed combined statement of operations for the six months ended
June 30, 2012 combines the unaudited historical results of the Company and the unaudited historical results of Zencoder for these periods, and the unaudited
pro forma condensed combined statement of operations for the year ended December 31, 2011 combines the audited historical results of the Company and
the audited historical results of Zencoder for the year then ended. The unaudited pro forma condensed combined statements of operations give effect to the
acquisition as if it had occurred on January 1, 2011.

The historical consolidated financial information of the Company and Zencoder has been adjusted in the unaudited pro forma condensed combined financial
statements to give effect to pro forma events that are (1) directly attributable to the acquisition, (2) factually supportable, and (3) with respect to the
statements of operations, expected to have a continuing impact on the combined results. The unaudited pro forma condensed combined financial statements
presented are based on the assumptions and adjustments described in the accompanying notes. The actual financial position or results of operations reported
by the combined company in periods following the acquisition may differ significantly from those reflected in these unaudited pro forma condensed
combined financial statements for a number of reasons, including but not limited to the impact and benefits of the acquisition, cost savings from operating
efficiencies, synergies and the incremental costs incurred in successfully integrating and operating the Zencoder business. There were no transactions
between the Company and Zencoder during the periods presented in the unaudited pro forma condensed combined financial statements that would need to
be eliminated. The unaudited pro forma condensed combined financial statements presented are based upon available information and assumptions that the
Company believes are reasonable. The unaudited pro forma condensed combined financial statements are based upon the respective historical and pro forma
financial information of the Company and Zencoder, and should be read in conjunction with:
 

•  the accompanying notes to the unaudited pro forma condensed combined financial statements;
 

•  the separate historical audited consolidated financial statements of the Company as of and for the year ended December 31, 2011 included in the
Company’s final prospectus filed with the Securities and Exchange Commission on February 17, 2012 pursuant to Rule 424(b) of the Security Act of
1933, as amended, related to its initial public offering;

 

•  the separate historical unaudited condensed consolidated financial statements of the Company as of and for the six months ended June 30, 2012
included in the Company’s Quarterly Report on Form 10-Q for the six months ended June 30, 2012;

 

•  the separate historical audited financial statements of Zencoder as of and for the year ended December 31, 2011, included in Exhibit 99.1 of this
Current Report on Form 8-K/A; and

 

•  the separate historical unaudited condensed financial statements of Zencoder as of and for the six months ended June 30, 2012, included in Exhibit
99.2 of this Current Report on Form 8-K/A.

These unaudited pro forma condensed combined financial statements are presented for informational purposes only and do not purport to represent what the
financial position or results of operations would actually have been if the acquisition occurred as of the dates indicated or what such financial position or
results will be for any future periods.
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The unaudited pro forma condensed combined financial statements were prepared using the purchase method of accounting, whereby the Company is treated
as the acquiring entity. Accordingly, consideration paid by the Company to complete the acquisition of Zencoder was allocated to Zencoder’s assets and
liabilities based upon their estimated fair values as of the date of completion of the acquisition. The pro forma purchase price adjustments are preliminary,
subject to further adjustments as additional information becomes available along with the completion of the independent purchase price allocation and as
additional analyses are performed and have been made solely for the purpose of providing the unaudited pro forma condensed combined financial
information presented below.

The Company expects to incur additional costs associated with integrating the businesses of the Company and Zencoder. The unaudited pro forma
condensed combined financial statements do not reflect the cost of any integration activities or benefits that may result from synergies that may be derived
from any integration activities.

Based on the Company’s preliminary review of Zencoder’s summary of significant accounting policies disclosed in Zencoders’s financial statements, the
nature and amount of any adjustments to the historical financial statements of Zencoder to conform Zencoder’s accounting policies to those of the
Company’s are not expected to be significant. Further review of Zencoder’s accounting policies and financial statements may result in required revisions to
Zencoder’s policies and classifications to conform to the Company’s.
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Unaudited Pro Forma Condensed Combined Balance Sheet

As of June 30, 2012
 
   Historical           

   
June 30,

2012   
June 30,

2012   Pro Forma   Pro Forma  
   Brightcove   Zencoder   Adjustments   Combined  
Assets      
Current assets:      

Cash and equivalents   $ 44,606,828   $ 426,664   $(27,685,708)(a)  $ 17,347,784  
Short-term investments    8,986,844    —      —      8,986,844  
Restricted cash    —      70,000    —      70,000  
Accounts receivable, net of allowance    17,465,130    41,012    —      17,506,142  
Prepaid expenses and other current assets    3,653,837    42,684    —      3,696,521  

Total current assets    74,712,639    580,360    (27,685,708)   47,607,291  
Long-term investments    5,034,753    —      —      5,034,753  
Property and equipment, net    8,871,019    86,462    —      8,957,481  
Goodwill    2,372,112    —      20,304,057(b)   22,676,169  
Intangible assets    —      —      11,031,000(c)   11,031,000  
Restricted cash, net of current portion    233,000    —      —      233,000  
Other assets    449,223    —      —      449,223  
Total assets   $ 91,672,746   $ 666,822   $ 3,649,349   $ 95,988,917  
Liabilities, redeemable convertible preferred stock and stockholders’

equity (deficit)      
Current liabilities:      

Accounts payable   $ 1,411,366   $ 142,115   $ —     $ 1,553,481  
Accrued expenses    8,779,123    169,226    —      8,948,349  
Deferred revenue    15,967,873    16,437    —      15,984,310  

Total current liabilities    26,158,362    327,778    —      26,486,140  
Convertible notes payable    —      419,750    (419,750)(d)   —    
Embedded derivative liability    —      38,400    (38,400)(d)   —    
Deferred revenue, net of current portion    263,489    —      —      263,489  
Deferred tax liabilities    —      —      4,390,338(i)   4,390,338  
Other liabilities    327,305    73,221    —      400,526  
Total liabilities    26,749,156    859,149    3,932,188    31,540,493  
Contingencies      
Stockholders’ equity (deficit)      

Preferred stock - undesignated    —      —      —      —    
Convertible preferred stock    —      2,497,321    (2,497,321)(e)   —    
Common stock    27,334    149    (149)(e)   27,334  
Additional paid-in-capital    163,225,162    232,401    (232,401)(e)   163,225,162  
Accumulated other comprehensive income    961,805    —      —      961,805  
Accumulated deficit    (100,600,298)   (2,922,198)   2,922,198(e)   (101,075,464) 

     (475,166)(f)  

Total stockholders’ equity (deficit) before non-controlling interest    63,614,003    (192,327)   (282,839)   63,138,837  
Non-controlling interest in consolidated subsidiary    1,309,587    —      —      1,309,587  

Total stockholders’ equity (deficit)    64,923,590    (192,327)   (282,839)   64,448,424  
Total liabilities, redeemable convertible preferred stock and

stockholders’ equity (deficit)   $ 91,672,746   $ 666,822   $ 3,649,349   $ 95,988,917  

See accompanying notes to unaudited pro forma condensed combined financial statements.
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Unaudited Pro Forma Condensed Combined Statement of Operations
For the Six Months Ended June 30, 2012

 
   Historical           

   
June 30, 2012

Brightcove   
June 30, 2012

Zencoder   
Pro Forma

Adjustments   
Pro Forma
Combined  

Revenue:      
Subscription and support revenue   $39,553,959   $ 948,759   $ —     $ 40,502,718  
Professional services and other revenue    2,009,894    14,948    —      2,024,842  

Total revenue    41,563,853    963,707    —      42,527,560  
Cost of revenue:      

Cost of subscription and support revenue    10,427,380    493,420    506,167(g)   11,426,967  
Cost of professional services and other revenue    2,380,673    5,032    —      2,385,705  

Total cost of revenue    12,808,053    498,452    506,167    13,812,672  
Gross profit    28,755,800    465,255    (506,167)   28,714,888  
Operating expenses:      

Research and development    8,740,155    626,449    19,500(g)   9,386,104  
Sales and marketing    18,752,955    402,566    333,440(g)   19,488,961  
General and administrative    7,910,839    421,262    354,378(j)   8,686,479  
Merger-related    479,064    —      (479,064)(h)   —    

Total operating expenses    35,883,013    1,450,277    (228,254)   37,561,544  
Loss from operations    (7,127,213)   (985,022)   (734,421)   (8,846,656) 
Other (expense) income, net    (537,616)   (10,135)   —      (547,751) 
Loss before income taxes and non-controlling interest in consolidated subsidiary    (7,664,829)   (995,157)   (734,421)   (9,394,407) 
Provision for income taxes    57,234    —      —      57,234  
Consolidated net loss    (7,722,063)   (995,157)   (734,421)   (9,451,641) 
Net (income) loss attributable to noncontrolling interest in consolidated subsidiary    (201,283)   —      —      (201,283) 
Net loss attributable to Brightcove Inc.    (7,923,346)   (995,157)   (734,421)   (9,652,924) 
Accretion of dividends on redeemable convertible preferred stock    (732,520)   —      —      (732,520) 
Net loss attributable to common stockholders   $ (8,655,866)  $ (995,157)  $(734,421)  $(10,385,444) 

Net loss per share attributable to common stockholders—basic and diluted   $ (0.40)    $ (0.48) 
Weighted-average number of common shares used in computing net loss per share

attributable to common stockholders—basic and diluted    21,549,537      21,549,537  

See accompanying notes to unaudited pro forma condensed combined financial statements.
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Unaudited Pro Forma Condensed Combined Statement of Operations

For the Year Ended December 31, 2011
 
   Historical           

   

December 31,
2011

Brightcove   
December 31, 2011

Zencoder   
Pro Forma

Adjustments   
Pro Forma
Combined  

Revenue:      
Subscription and support revenue   $ 60,168,495   $ 667,177   $ —     $ 60,835,658  
Professional services and other revenue    3,394,154    40,691    —      3,434,845  

Total revenue    63,562,649    707,868    —      64,270,517  
Cost of revenue:      

Cost of subscription and support revenue    15,477,769    387,102    1,012,333(g)   16,877,204  
Cost of professional services and other revenue    4,744,299    13,422    —      4,757,721  

Total cost of revenue    20,222,068    400,524    1,012,333    21,634,925  
Gross profit    43,340,581    307,344    (1,012,333)   42,635,592  
Operating expenses:      

Research and development    15,266,357    791,006    39,000(g)   16,096,363  
Sales and marketing    31,564,015    528,257    666,881(g)   32,759,153  
General and administrative    12,640,234    521,692    2,182,777(j)   15,344,703  

Total operating expenses    59,470,606    1,840,955    2,888,658    64,200,219  
Loss from operations    (16,130,025)   (1,533,611)   (3,900,991)   (21,564,627) 
Other (expense) income, net    (1,053,577)   49,153    —      (1,004,424) 
Loss before income taxes and non-controlling interest in consolidated

subsidiary    (17,183,602)   (1,484,458)   (3,900,991)   (22,569,051) 
Provision for income taxes    89,673    —      —      89,673  
Consolidated net loss    (17,273,275)   (1,484,458)   (3,900,991)   (22,658,724) 
Net (income) loss attributable to noncontrolling interest in consolidated

subsidiary    (361,581)   —      —      (361,581) 

Net loss attributable to Brightcove Inc.    (17,634,856)   (1,484,458)   (3,900,991)   (23,020,305) 
Accretion of dividends on redeemable convertible preferred stock    (5,638,734)   —      —      (5,638,734) 
Net loss attributable to common stockholders   $(23,273,590)  $ (1,484,458)  $(3,900,991)  $(28,659,039) 

Net loss per share attributable to common stockholders—basic and diluted   $ (4.75)    $ (5.85) 
Weighted-average number of common shares used in computing net loss per

share attributable to common stockholders—basic and diluted    4,900,310      4,900,310  

See accompanying notes to unaudited pro forma condensed combined financial statements.
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Note 1. Basis of Presentation
On August 14, 2012, pursuant to an Agreement and Plan of Merger (the “Merger Agreement”) by and among Brightcove Inc. (the “Company”), Zebra
Acquisition Corporation, a Delaware corporation (“MergerCo”), Zencoder Inc., a Delaware corporation (“Zencoder”), and James Lindenbaum as
Securityholders’ Representative, the Company completed its acquisition of all of the issued and outstanding shares of capital stock of Zencoder, and
MergerCo merged with and into Zencoder, with Zencoder remaining as the surviving entity and a wholly-owned subsidiary of the Company. The purchase
price of Zencoder was approximately $30.0 million and was funded by cash on hand. Of the $30.0 million purchase price, approximately $2.7 million was
withheld by the Company at closing and will be paid to certain Zencoder employees as they perform specific services for the Company. These amounts will
be charged to compensation expense as incurred. Pursuant to the Merger Agreement, $4.6 million of the purchase price was placed into an escrow fund. The
accompanying unaudited pro forma condensed combined financial statements present the pro forma consolidated financial position and results of operations
of the combined company based upon the historical financial statements of the Company and Zencoder, after giving effect to the acquisition of Zencoder and
adjustments described in these footnotes, and are intended to reflect the impact of the acquisition on the Company.

The unaudited pro forma condensed combined balance sheet combines the unaudited condensed consolidated balance sheet of the Company as of June 30,
2012 and the unaudited condensed balance sheet of Zencoder as of June 30, 2012 and gives effect to the acquisition as if it had been completed on June 30,
2012. The unaudited pro forma condensed combined statements of operations for the six months ended June 30, 2012 combines the unaudited historical
results of the Company and the unaudited historical results of Zencoder, and the unaudited pro forma condensed combined statements of operations for the
year ended December 31, 2011 combines the audited historical results of the Company and the audited historical results of Zencoder. The unaudited pro
forma condensed combined statements of operations give effect to the acquisition as if it had occurred on January 1, 2011.

The acquisition was accounted for using the purchase method of accounting in accordance with Accounting Standard Codification 805 - Business
Combinations, and the Company’s cost to acquire Zencoder has been allocated to the assets acquired and liabilities assumed based upon respective
preliminary estimate of fair values as of the date of the merger using assumptions that the Company’s management believes are reasonable given the
information currently available. The process for estimating the fair values of identifiable intangible assets and certain tangible assets requires the use of
significant estimates and assumptions, including estimating future cash flows and developing appropriate discount rates. The excess of the purchase price
over the estimated amounts of net assets of $20,304,057 as of the effective date of the acquisition was allocated to goodwill in accordance with the
accounting guidance. The amounts allocated to acquired assets and assumed liabilities in the unaudited pro forma condensed combined financial statements
are based on management’s preliminary internal valuation estimates. Definitive allocations are being performed and finalized based on certain valuations and
other studies performed by the Company with the services of outside valuation specialists. Accordingly, the purchase price allocation adjustments and
related amortization reflected in the foregoing unaudited pro forma condensed combined financial statements are preliminary, have been made solely for the
purpose of preparing these statements and are subject to revision based on a final determination of fair value.
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Note 2. Purchase Price Allocation
The net purchase price of Zencoder was approximately $27.2 million and was funded by cash on hand.

The total purchase price has been allocated to Zencoder’s tangible assets, identifiable intangible assets and assumed liabilities based on their estimated fair
values as of June 30, 2012. The excess of the purchase price over the tangible assets, identifiable intangible assets and assumed liabilities will be recorded as
goodwill. The Company’s estimates and assumptions in determining the estimated fair values of certain assets and liabilities are preliminary and are subject
to change. The total purchase price was allocated as follows:
 

Tangible assets   $ 666,822  
Liabilities assumed    (400,999) 
Identifiable intangible assets (Note 3c)    11,031,000  
Deferred tax liabilities    (4,390,338) 
Goodwill    20,304,057  
Total estimated purchase price   $27,210,542  

The preliminary fair value of the intangible assets has been estimated using the income approach in which the after-tax cash flows are discounted to present
value. The cash flows are based on estimates used to price the transaction, and the discount rates applied were benchmarked with reference to the implied rate
of return from the transaction model as well as the weighted average cost of capital. Based on the preliminary valuation, the acquired intangible assets are
comprised of existing technology of approximately $6.1 million, representing the video encoding service, customer relationship assets of approximately $4.0
million, trade-names of approximately $368,000 and non-compete contracts of approximately $596,000. There was no in-process research and development
identified.

The existing technology assets relate to currently marketed products. Given the uncertainties inherent with product development and introduction, there can
be no assurance that any of the combined company’s product development efforts will be successful on a timely basis or within budget, if at all. These
preliminary estimates of fair value and estimated useful lives may vary materially from the final acquisition accounting, and the difference could have a
material impact on the accompanying unaudited pro forma condensed combined financial statements. A 10% change in the valuation of definite lived
intangible assets would cause a corresponding $171,821 annual increase or decrease in amortization expense. As the Company completes its fair value
analysis, additional information may be obtained by the Company regarding the specifics of Zencoder’s intangible assets, and additional insight may be
gained that could impact: (i) the estimated total value assigned to intangible assets, (ii) the estimated allocation of value between definite-lived and
indefinite-lived intangible assets and/or (iii) the estimated weighted-average useful life of each category of intangible assets. The estimated intangible asset
values and their useful lives could be impacted by a variety of factors that may become known as the Company completes its final acquisition accounting.

After allocation of the preliminary purchase price to the estimated fair values of acquired assets and liabilities as of June 30, 2012, goodwill is approximately
$20.3 million. The factors contributing to the recognition of the amount of goodwill are based on several strategic and synergistic benefits that are expected
to be realized from the Zencoder acquisition. These benefits include the expectation that the combined company’s complementary products will significantly
broaden the Company’s offering in video encoding and delivery. The combined company will benefit from a broader global presence and with the
Company’s direct sales force and larger channel coverage, the combined company anticipates significant cross-selling opportunities.

Deferred tax liabilities include tax effects of fair value adjustments related to identifiable intangible assets.

Tangible assets acquired and assumed liabilities were valued at their respective carrying amounts recorded by Zencoder, as the Company believes that their
carrying value amounts approximate their fair values at the acquisition date.

The pro forma condensed combined statements of operations do not reflect estimated transaction expenses incurred by the Company of approximately
$475,000, transaction expenses incurred by Zencoder of approximately $200,000 and stock-based compensation expenses of Zencoder as a result of the
acquisition for the acceleration of vesting and settlement of outstanding stock options of approximately $40,000.

Note 3. Pro Forma Adjustments
The following pro forma adjustments are based on preliminary estimates, which may change as additional information is obtained. Note that the following
pro forma adjustments exclude the decrease in interest income that would have resulted based on the estimated decrease in the Company’s cash available for
investment as a result of estimated $27.2 million in cash utilized for the Zencoder acquisition, as the related interest that would have been earned would be
immaterial.
 

 (a) To record the following adjustments to cash:
 

Cash paid for Zencoder equity   $26,760,547  
Cash paid in settlement of Zencoder convertible notes    450,000  
Cash paid for acquisition-related transaction costs (1)    475,166  

Cash used from the Company’s cash and cash equivalents   $27,685,708  
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 (1) Transaction costs incurred after the interim June 30, 2012 balance sheets presented herein, which excludes $479,064 of transaction costs
incurred by the Company prior to the acquisition date.

 

 (b) To record the fair value of goodwill of $20,304,057.
 

 (c) To establish the fair value of identifiable intangible assets resulting from the acquisition:
 

   Fair Value    

Estimated
Useful

Life
(Years)  

Technology   $ 6,074,000     6  
Customer relationships    3,993,000     14  
Trade name    368,000     3  
Non-compete contracts    596,000     2  

Total identifiable intangible assets   $11,031,000    
 

 (d) To eliminate the Zencoder convertible notes payable paid in settlement by the Company in conjunction with the acquisition and the related
embedded derivative liability.

 

 (e) To eliminate the historical convertible preferred stock and stockholders’ deficit accounts of Zencoder.
 

 (f) To record transaction costs of $475,166 incurred by the Company after the interim June 30, 2012 balance sheets presented herein.
 

 (g) To record amortization expense related to the intangible assets acquired to the following line items:
 

   
Six Months Ended

June 30, 2012    
Year Ended

December 31, 2012 

Cost of subscription and support revenue   $ 506,167    $ 1,012,333  
Research and development    19,500     39,000  
Sales and marketing    333,440     666,881  

Amortization of intangible assets expense   $ 859,107    $ 1,718,214  
 

 (h) To eliminate transaction costs of $479,064 incurred by the Company in the six months ended June 30, 2012 in connection with the acquisition
of Zencoder.

 
8



 

(i) To record a deferred tax liability related to the fair value adjustments for identifiable intangible assets due to timing differences based upon
applying a statutory tax rate of 39.8%. The deferred tax liability created for the intangible assets has been reflected as an adjustment to the
unaudited pro forma condensed combined balance sheet. The Company has not yet evaluated the realizability of Zencoder’s deferred tax assets
and, as a result, has not reflected these assets above. Additionally, after consideration of the transaction, the Company may be able to release a
part of its valuation allowance against its deferred tax assets through the recognition of a benefit to income. However, the Company does not
view the effects to its existing valuation allowance to be directly attributable to the acquisition, and thus its impact has been excluded from the
pro forma unaudited condensed combined statements of operations.

 

 
(j) To record expense related to approximately $2.7 million withheld by the Company at closing which will be paid to certain Zencoder employees

as they perform specific services for the Company. As this amount is related to a future service requirement, it is being recorded as compensation
expense.
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