
 
 

 
 

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
 

FORM 8-K/A
 

CURRENT REPORT

Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported): November 24, 2020
 

ShotSpotter, Inc.
(Exact name of Registrant as Specified in Its Charter)

 
 

Delaware 001-38107 47-0949915
(State or Other Jurisdiction

of Incorporation) (Commission File Number)
(IRS Employer

Identification No.)
   

7979 Gateway Blvd., Suite 210
Newark, California

 
94560

(Address of Principal Executive Offices)
 

(Zip Code)

Registrant’s Telephone Number, Including Area Code: (510) 794-3100

Not Applicable
(Former Name or Former Address, if Changed Since Last Report)

 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following provisions (see
General Instructions A.2. below):

☐ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

☐ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

☐ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

☐ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Securities registered pursuant to Section 12(b) of the Act:

 
Title of each class Trading Symbol(s) Name of each exchange on which registered

Common stock, par value $0.005 per share SSTI The Nasdaq Capital Market

Indicate by check mark whether the registrant is an emerging growth company as defined in Rule 405 of the Securities Act of 1933 (§ 230.405 of this chapter) or Rule 12b-2 of
the Securities Exchange Act of 1934 (§ 240.12b-2 of this chapter).

Emerging growth company ☒

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial
accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☒

 

 

 

 



 
 
Item 2.01. Completion of Acquisition or Disposition of Assets.

Amendment

This Form 8-K/A is filed as an amendment (the “Amendment”) to the Current Report on Form 8-K filed by ShotSpotter, Inc. (“ShotSpotter”) on November 24, 2020
(the “Current Report”) disclosing that ShotSpotter had completed its previously announced acquisition of LEEDS, LLC, a New Jersey limited liability company (“LEEDS”),
pursuant to the terms of a Membership Interest Purchase Agreement, dated as of November 4, 2020, by and among ShotSpotter, LEEDS, and Jorge Abrantes and Daniel Leston.

The Amendment is being filed solely for the purpose of including the historical audited and unaudited financial statements of LEEDS and the pro forma combined
financial information required by Items 9.01(a) and 9.01(b) of Form 8-K that were excluded from initially-filed report in reliance on the instructions to such items.

Item 9.01 Financial Statements and Exhibits.

 (a) Financial statements of businesses acquired. The audited financial statements of LEEDS as of and for the year ended December 31, 2019 are filed herewith as
Exhibit 99.1.

 (b) Financial statements of businesses acquired. The unaudited financial statements of LEEDS as of and for the period ended September 30, 2019 are filed herewith as
Exhibit 99.2.

 (c) Pro forma financial information. The unaudited pro forma combined financial information of ShotSpotter and LEEDS as of and for the period ended September
30, 2020 and for the year ended December 31, 2019 are filed herewith as Exhibit 99.3.

 (d) Exhibits

 
Exhibit
Number  Description

   

23.1  Consent of Baker Tilly US, LLP

99.1  Audited financial statements of LEEDS as of and for the year ended December 31, 2019

99.2  Unaudited financial statements of LEEDS as of and for the period ended September 30, 2020

99.3  Unaudited pro forma combined financial information of ShotSpotter and LEEDS as of and for the period ended September 30, 2020 and for the year ended
December 31, 2019

104  Cover Page Interactive Data File (the cover page XBRL tags are embedded within the inline XBRL document)
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
  ShotSpotter, Inc.
    
Date:  February 5, 2021  By: /s/ Ralph A. Clark
   Ralph A. Clark
   President and Chief Executive Officer
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Exhibit 23.1

CONSENT OF INDEPENDENT AUDITORS
 

We consent to the incorporation by reference in the Registration Statements on Forms S‑8 (File Nos. 333‑237217, 333‑226053 and 333‑218712) and Form S‑3
(File No. 333‑226052) of ShotSpotter, Inc. of our report dated February 4, 2021, relating to the financial statements of the LEEDS, LLC, as of and for the year
ended December 31, 2019 appearing in Form 8‑K/A of ShotSpotter, Inc.
 

/s/ Baker Tilly US, LLP
Minneapolis, Minnesota

February 5, 2021
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of ShotSpotter, Inc.

We have audited the accompanying financial statements of LEEDS, LLC which comprise the balance sheet as of December 31, 2019, and the related statement of operations,
members' equity and cash flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally accepted in the United States
of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors' Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditors'
judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of LEEDS, LLC as of December 31, 2019 and the results of
its operations and its cash flows for the year then ended in accordance with accounting principles generally accepted in the United States of America.

 
 
 
/s/ Baker Tilly US, LLP (formerly known as Baker Tilly Virchow Krause, LLP)
Minneapolis, Minnesota
February 4, 2021
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LEEDS, LLC

Balance Sheet
(In thousands)

 
 

  
December 31, 2019

 
Assets     
Current assets     

Cash and cash equivalents $                         4,314
Accounts receivable   739
Prepaid expenses   77

Total current assets   5,130
Property and equipment, net   250
Operating lease right-of-use asset   342
Deposit   45

Total assets $ 5,767
Liabilities and Members' Equity    
Current liabilities    

Accounts payable $                              28
Deferred revenue                             713
Accrued expenses and other current liabilities                              740

Total current liabilities                           1,481
Other liabilities                              342

Total liabilities                           1,823
Commitments and contingencies (note 9)   
Members' equity                          3,944

Total liabilities and members' equity  $                         5,767
 
 
 
 

 
 

See accompanying notes to financial statements.
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LEEDS, LLC

  Statement of Operations
(In thousands)

 
 

 
 

 

Year ended
December 31, 2019

 
Revenues $                 10,504
Cost of revenues                    4,554

Gross profit                     5,950
Operating expenses    
Sales and marketing                     2,952
Research and development                     1,115
General and administrative                        291

Total operating expenses                     4,358
Operating income                     1,592

Other income (expense), net    
Interest income (expense), net                          (4)

Total other income (expense), net                          (4)
Net income $                   1,588

 
 
 
 

 
 

See accompanying notes to financial statements.
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LEEDS, LLC

Statement of Members’ Equity

(In thousands)

 
 

  
Members’ Equity

Balance at December 31, 2018 $               3,562
    Distributions               (1,206)
    Net income                1,588
Balance at December 31, 2019 $               3,944

 
 
 
 
 
 

See accompanying notes to financial statements.
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LEEDS, LLC

  Statement of Cash Flows
(In thousands)

 
 

 

Year ended
December 31, 2019

 
Cash flows from operating activities:   
Net income $                1,588

Adjustments to reconcile net income to net cash provided by
operating activities:   

Depreciation and amortization                     109
Changes in operating assets and liabilities:    

Accounts receivable                   485
Prepaid expenses and other assets                       1
Accounts payable                     22
Deferred revenue                   312
Accrued expenses and other current liabilities                   120

Net cash provided by operating activities               2,637
Cash flows from investing activities:    

Purchase of property and equipment                  (22)
Net cash used in investing activities                  (22)

Cash flows from financing activities    
Distributions to members             (1,206)
Payments on finance lease liabilities                (101)

Net cash used in financing activities             (1,307)
Increase in cash and cash equivalents               1,308
Cash and cash equivalents at beginning of year               3,006
Cash and cash equivalents at end of year $              4,314
Supplemental cash flow disclosures:   

Cash paid for interest $ 8
Supplemental disclosure of non-cash activities:   

Recognition of finance lease right-of-use asset and finance lease liability upon lease commencement $ 85
 
 
 
 
 
 
 

See accompanying notes to financial statements.
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LEEDS, LLC
Notes to Financial Statements

 

Note 1. Organization and Description of Business

LEEDS, LLC (the “Company”) is a leading provider of investigative software and professional services for law enforcement agencies. The company’s on-premise and
cloud-based products provide enhanced analytical and collaboration tools to help detectives connect the dots and share information quickly while reporting tools give insight to
supervisors on the status of each case.

The Company’s office is in Newark, New Jersey.

Note 2. Basis of Presentation and Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statements have been prepared in accordance with generally accepted accounting principles in the United States of America (“U.S.
GAAP”).
 

Revenue Recognition

The Company generates substantially all of its revenues from the sale of (i) a software license and related maintenance and support services to its proprietary software
technology and (ii) professional software development services to a single customer, through a sales channel intermediary.  The Company has been serving this customer for
more than ten years. The sales channel intermediary contract includes an annual, renewable subscription for software and related maintenance and support services. The contract
also provides for the procurement of professional services, such as for software development and testing for product feature enhancements, by executing supplementary work
orders. The Company evaluates each promise under the contracts with its customer and determines whether they meet the criteria to be recognized as a separate performance
obligation.

Software license and maintenance and support services revenue

The Company recognizes revenue from the license of its software license and related maintenance and support services revenues upon the satisfaction of performance
obligations. The Company determined that the term-based software license should be combined with the maintenance and support services as a single performance obligation.
The nature of the maintenance and support services, inclusive of the Company’s obligation to provide additional, unspecified software functionality over the license term, is
critical to the customer’s ability to derive benefit and value from the license. The maintenance and support services provided allow the customer to be flexible in utilizing the
customized software to respond to the changing regulatory environment. Contractually, the Company provides continuous access to the software, maintenance and support
services, helpdesk and technical support over the contract term, hence a time-elapsed method is used to recognize revenue. Revenues from the software license and maintenance
and support services are recognized ratably over the term of the contract because the Company’s obligation to provide the license and related support services is uniform over the
license term. The Company generally invoices for these services on a monthly basis in arrears.

Professional services revenue

Professional services revenue consists of fees typically associated with the design, development and testing of product feature enhancements requested by the customer.
The customer procures additional development services as needed, and generally based upon annual development plans negotiated by and between the customer and the
Company. Professional services, while adding to the value of the software license, are not required for the software to function.  Additionally, these professional services are
customer options and the Company has no obligation to the customer until a contract is executed.  All, and any part of the output, of the Company’s professional services towards
such product feature enhancements, belong to the customer. Accordingly, the Company satisfies the performance obligations over
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time as the performance of work typically creates or enhances an asset that the customer controls as the asset is created or enhanced. As these work orders each have a fixed
contract fee, the Company recognizes revenue over time proportionally as work is performed, based on cumulative resource costs incurred as a percentage of total forecast costs
for the project. Management uses significant judgement in making these estimates, which affect the timing of revenue recognition, including how much revenue to recognize in
each period, and in estimating the timing of revenue recognition for remaining performance obligations (disclosed in Note 3). The contract price and billing schedule are stated in
each work order and the Company generally invoices in monthly installments upon the commencement of each work order.

Gross versus net presentation

The Company’s single software license and related service agreement was facilitated through a sales channel intermediary. The Company presents as revenue the total
value of the billings to the customer (or gross) and that portion of the billings to the customer retained by the sales channel intermediary as a sales cost which is included in sales
and marketing in the accompanying statement of operations. As the Company has determined that it was the principal in the arrangement.  The Company’s conclusion is based on
its role in controlling the goods and services consumed by the end-customer throughout the license term or development life cycle, combined with its control over the price
charged to the end-user for such goods and services. The fees paid to the sales channel intermediary are expensed as incurred, and the sales channel intermediary is paid the same
rate of commission on any license term renewals or additional professional services that are sold to the customer.
 
Costs to fulfill

Costs to fulfill the contract mainly include personnel costs of project managers, developers and analysts working on the various support tickets and work orders. Such
costs are expensed as incurred as they do not create an asset owned by the Company, and are classified as costs of goods sold in the accompanying statement of operations.

Advertising and Promotion Costs

Advertising and promotion costs are expensed as incurred. Advertising and promotion costs were $0.1 million for the year ended December 31, 2019 and were included
in sales and marketing expense in the statement of operations.

Research and Development Costs

Research and development costs are expensed as incurred and consisted primarily of salaries and benefits, consultant fees, certain facilities costs, and other direct
costs associated with the continued development of the Company’s solutions.

 
Product development costs are expensed as incurred until technological feasibility has been established, which the Company defines as the completion of all

planning, designing, coding and testing activities that are necessary to establish products that meet design specifications including functions, features and technical performance
requirements. The Company has determined that technological feasibility for its software products is reached shortly before they are released for sale. Costs incurred after
technological feasibility is established are not significant, and accordingly the Company expenses all research and development costs when incurred.

Cash and Cash Equivalents

Cash and cash equivalents include all cash and highly liquid investments with an original maturity of three months or less. At December 31, 2019, the Company’s cash
and cash equivalents consisted of cash deposited in financial institutions.

Accounts Receivable

Accounts receivable consist of trade accounts receivables from the sales channel intermediary. Accounts receivable are recorded as the invoiced amount (net of any
commissions). The Company does not require collateral or
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other security, nor does it charge interest for accounts receivable. Invoices are due within 15 days of the intermediary receiving payment from its customer.

The Company periodically evaluates the collectability of its accounts receivable and provides an allowance for potential credit losses based on the Company’s historical
experience. At December 31, 2019, the Company did not have an allowance for potential credit losses as there were no estimated credit losses.

Billings in advance of revenue recognized are recorded as Deferred revenue and revenue recognized ahead of billings are recorded as contract asset within Accounts
receivable and contract asset, if applicable. The Company presents deferred revenue and contract asset on a net basis by customer.

Concentrations of Risk

Credit Risk — Financial instruments that potentially subject the Company to concentration of credit risk consisted primarily cash and cash equivalents and accounts
receivable. The Company maintains its cash deposits at one domestic financial institution. The Company is exposed to credit risk in the event of default by a financial
institution to the extent that cash and cash equivalents are in excess of the amount insured by the Federal Deposit Insurance Corporation. The Company generally places
its cash and cash equivalents with high-credit quality financial institutions. To date, the Company has not experienced any losses on its cash and cash equivalents.

Concentration of Accounts Receivable — At December 31, 2019, one customer accounted for 100% of the Company’s total accounts receivable. Fluctuations in accounts
receivable result from timing of the Company’s performance of services, billings and collection of related payments.  

Concentration of Revenues — For the year ended December 31, 2019, one customer accounted for more than 99% of the Company’s revenues and 100% of the
Company’s deferred revenue.

Property and Equipment, net

Property and equipment, net, is stated at cost, less accumulated depreciation and amortization. The Company depreciates office equipment using the straight-line method
over their estimated useful lives of three years. Property and equipment, net also includes finance lease right-of-use assets for computers, network equipment and office furniture.
Such assets are amortized over the term of the respective lease terms ranging from three to five years. See Note 8, Leases.

Accounting for Impairment of Long-Lived Assets

 The Company annually reviews long-lived assets for impairment or whenever events or changes in circumstances indicate that the carrying amount of an asset may
not be recoverable. Recoverability is measured by comparing the carrying amount of the asset to the future undiscounted net cash flows which the asset is expected to generate. If
such assets are determined to be impaired, the impairment to be recognized is measured as the amount by which the carrying amount of the assets exceeds the future
undiscounted net cash flows arising from the assets. Assets to be disposed of are reported at the lower of their carrying amounts or fair value less cost to sell. During the year
ended December 31, 2019, there was no impairment charge necessary.

Leases

At inception of a contract, the Company evaluates whether an arrangement meets the definition of a lease. A contract contains a lease if there is an identified asset
and the Company has the right to control the asset. The Company classifies a lease as a financing when ownership transfers at the end of the lease term, an option to purchase the
asset is reasonably certain to be exercised, the lease term covers a major part of the assets remaining economic life, the present value of the lease payments exceeds the fair value
of the asset, or the nature of the asset does not have alternative use at the end of the lease term.  Operating leases are recorded as right-of-use (“ROU”) assets with corresponding
current and noncurrent operating lease liabilities on the balance sheet. Financing leases are included within property and equipment with corresponding current and noncurrent
financing lease liabilities on the balance sheet.
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ROU assets represent the Company’s right to use an underlying asset for the duration of the lease term and lease liabilities represent its obligation to make lease
payments arising from the lease. Recognition on the commencement date is based on the present value of lease payments over the lease term using an incremental borrowing rate.
Leases with a term of 12 months or less at the commencement date are not recognized on the balance sheet and are expensed as incurred.
 

The Company accounts for modifications to a lease as a separate contract when the contract grants an additional right of use and lease payments increase
commensurate with the standalone price for the additional right of use.

Fair Value Measurements

The Company uses a three-level hierarchy for fair value measurements based on the nature of inputs used in the valuation of an asset or liability as of the
measurement date. The three-level hierarchy prioritizes, within the measurement of fair value, the use of market-based information over entity-specific information. Fair value
focuses on an exit price and is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. The inputs or methodology used for valuing financial instruments are not necessarily an indication of the risks associated with investing in those financial
instruments. The three-level hierarchy for fair value measurements is defined as follows:

Level I — Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets.

Level II — Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and inputs that are observable for the asset
or liability, either directly or indirectly, for substantially the full term of the financial instrument.

Level III — Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

An asset’s or a liability’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value measurement.

All cash equivalents are considered Level 1 measurements for the period presented. The Company does not have any financial instruments classified as Level 2 or
any other classified as Level 3 and there were no movements between these categories during the year ended December 31, 2019. The Company believes that the carrying
amounts of all remaining financial instruments approximate their fair value due to their relatively short maturities.

Income Taxes

The Company is classified as a partnership for federal and state income tax purposes. Each member's allocable share of the Company's taxable income or loss is taxed
on the member's income tax returns. No provision or liability for federal or state income taxes has been included in the financial statements. The Company is subject to U.S.
federal, state and local income tax examinations by the tax authorities. State franchise tax assessed at the company level is charged to the Company’s operations as incurred.

The Company is not currently under examination by any taxing jurisdiction. The IRS may assess the Company for the cost of a tax liability resulting from an IRS
examination adjustment. The collection of income tax from the Company, however, is an administrative convenience on the part of the government to collect the underpayment
of income taxes from the members attributable to prior periods. Accordingly, the federal income taxes on Company income are attributable to the members and not reported as an
entity level liability of the Company. In the event of any future tax assessments paid by the Company under the IRS partnership audit regime, such amounts and any related
penalties and interest shall be reported as a distribution from the Company to the members for financial statement purposes.
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 Note 3.  Revenue Related Disclosures

    Changes in deferred revenue     were as follows (in thousands):

   
 

Year ended       December 31, 2019
Balance at the beginning of the year   $              401
New billings               8,397
Revenue recognized during the year from balance at the beginning of the year                (401)
Revenue recognized during the year from new billings           (7,684)
Balance at the end of the year   $              713

At December 31, 2019, the Company had estimated remaining performance obligations for contractually committed revenues of $11.3 million and $6.3 million that will
be recognized during the year ended December 31, 2020 and 2021, respectively. The timing of revenue recognition includes estimates of costs and progress on the work orders
for professional services. Contractually committed revenue includes deferred revenue as of December 31, 2019 and amounts under contract that will be invoiced after December
31, 2019.  

For the year ended December 31, 2019, the Company recognized $6.7 million from a term software license and related maintenance and support services revenue and
$3.8 million of professional services revenue. The contract with the single customer commenced in November 2016 and continues through October 31, 2021. Provisions of the
contract expire at various times, including the ability of the intermediary to cancel the contract with 30 days’ notice.

 

Note 4. Property and equipment, net

Property and equipment, net were as follows (in thousands):
 

   December 31, 2019
Office equipment   $                                                    79
Finance lease right-of-use assets                                                      363
Accumulated depreciation and amortization                                                   (192)
    Total property and equipment, net   $                                                  250

 

Depreciation and amortization expense for the year ended December 31, 2019 was $0.1 million.
 

Note 5. Details of Certain Balance Sheet Accounts

Security deposit: The Company had a security deposit of $45,000 related to the Newark, New Jersey office lease.

Accrued expenses and other current liabilities were as follows (in thousands):
   December 31, 2019

Personnel-related accruals   $                                                   181
Accrued 401(k)                                                       170
Operating lease liability - short term                                                       121
Finance lease liabilities - short term                                                         92
Other                                                     176

Total accrued expenses   $                                                   740
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Note 6. Members’ Equity

The Company is a limited liability company with two individual members, each having equal membership interests in the Company. The Company records distributions
in the financial statements when declared or paid.

 

Note 7. Benefit Plan

The Company sponsors a 401(k) plan to provide defined contribution retirement benefits for all eligible employees. Participants may contribute a portion of their
compensation to the plan, subject to the limitations under the Internal Revenue Code. The Company makes Safe Harbor contributions to the plan in the amount of 3% of
participants’ compensation and these contributions vest immediately.  The Company also makes profit-sharing contributions, which are subject to additional vesting criteria. The
Company recorded $0.2 million of expense related to Safe Harbor and profit-sharing contributions during the year ended December 31, 2019.

Note 8. Leases

Operating leases

The Company leases its office in Newark, New Jersey, under a non-cancelable operating lease which expires in July 2022. This lease does not have significant rent
escalation holidays, concessions, leasehold improvement incentives, or other build-out clauses. Further, the lease does not contain contingent rent provisions or renewal options.
This lease includes both lease (e.g., fixed monthly rent payments) and non-lease components (e.g., common-area or other maintenance costs) which are accounted for as a single
lease component as the Company has elected the practical expedient to group lease and non-lease components for all leases. In measuring the lease liability upon initial
recognition, the Company used a discount rate of 5% which reflects the Company’s incremental borrowing rate for a similar asset and similar term as of the date of initial
recognition. The operating lease cost recognized for the year ended December 31, 2019 was $0.1 million.

Finance leases

The Company leases some of its computers, network equipment and office furniture under leases ranging from three to five years in term. The leases do not have
payment escalation holidays, concessions or incentives. The office furniture and network equipment leases do come with options to purchase the assets at the end of the lease for
$1. The computer leases have an option to purchase the asset at fair value at the end of the lease. The leases all have fixed monthly rent payments and no other components. In
measuring the lease liabilities upon initial recognition, the Company used a discount rate of 5% which reflects the Company’s incremental borrowing rate for a similar asset and
similar term as of the date of initial recognition. In September 2019, the Company entered into another similar lease for computers and added another $85,000 in right-of-use
assets and a corresponding $85,000 in lease liabilities using a discount rate of 4% reflecting the Company’s incremental borrowing rate for a similar asset and similar term as of
the lease commencement date. The total finance lease cost recognized for the year ended December 31, 2019 was $79,000.

Supplemental information related to the leases as of December 31, 2019 is as follows (in thousands):

 
   Operating lease  Finance leases

Assets         
Right-of-use assets, net   $ 342 $ 218

Liabilities           
Lease liabilities (short-term) 
(presented within Accrued expenses and other current liabilities)   $ 121 $ 92
Lease liabilities (long-term) (presented within Other liabilities)                                                     227                                                   115

Total lease liabilities   $                                                 348 $                                                 207
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Cash paid during the year ended December 31, 2019 for amounts included in the measurement of lease liabilities were as follows (in thousands):  
Operating

lease
 Finance

leases
Presented within Cash flows from operating activities   $  152 $ -
Payments on principal, presented within Cash flows from financing activities  $ - $ 101
Interest paid on finance leases  $ - $ 8

 

Maturities of the lease liabilities as of December 31, 2019 were as follows (in thousands):
 

 
  Operating Lease Payments  Finance Lease Payments  Total Lease Payments

2020 $ 145 $ 94 $ 239
2021  148  90  238
2022  75  48  123
Total lease payments, undiscounted $ 368 $ 232 $ 600
Less: imputed interest  (20)  (25)  (45)
Total lease payments, discounted $ 348 $ 207 $ 555

 

Note 9. Commitments and Contingencies

Contingencies

The Company may become subject to legal proceedings, as well as demands and claims that arise in the normal course of business. Such claims, even if not meritorious,
could result in the expenditure of significant financial and management resources. The Company makes a provision for a liability relating to legal matters when it is both probable
that a liability has been incurred and the amount of the loss can be reasonably estimated. These provisions are reviewed and adjusted to include the impacts of negotiations,
estimated settlements, legal rulings, advice of legal counsel, and other information and events pertaining to a particular matter.

An unfavorable outcome on any litigation matters could require payment of substantial damages, or, in connection with any intellectual property infringement claims or
could prevent the Company from selling certain of our products. As a result, a settlement of, or an unfavorable outcome on, any of the matters referenced above or other litigation
matters could have a material adverse effect on the Company’s business, operating results, financial condition and cash flows.

Note 10. Subsequent Events

In April 2020, the Company applied for and received a Payroll Protection Plan loan (“PPP Loan”) through the Small Business Administration of the United States of
America (“SBA”). Amounts received under the PPP Loan were $0.6 million, have a two-year maturity date, accrued interest at 1.00% after six-months and may be forgiven in
part or in full. In December 2020, the Company received notification from the SBA that the PPP Loan has been forgiven in full.

On November 24, 2020, 100% of the membership interests of the Company were acquired by ShotSpotter, Inc., a company which provides precision-policing solutions
for law enforcement to help deter gun violence and make cities, campuses and facilities safer. As part of the acquisition, ShotSpotter, Inc. became the sole member, the balance
on all finance leases that existed as of the acquisition date were paid off, and the 401(k) plan was terminated.

Management evaluated subsequent events through February 4, 2021, which is the date these financial statements were issued.
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LEEDS, LLC

Balance Sheet
(In thousands)

(Unaudited)
 
 
 

  September 30, 2020
Assets     
Current assets     

Cash and cash equivalents $                            5,671
Accounts receivable and contract asset                              1,922
Prepaid expenses                                   23

Total current assets                              7,616
Property and equipment, net                                 177
Operating lease right-of-use asset                                 247
Deposit                                   45

Total assets $                            8,085
Liabilities and Members' Equity    
Current liabilities    

Accrued expenses and other current liabilities $                                731
Total current liabilities                                 731

Other liabilities                                 166
Total liabilities                                 897

Commitments and contingencies (note 9)   
Members' equity                              7,188

Total liabilities and members' equity $                            8,085
 
 
 
 

 
See accompanying notes to financial statements.
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LEEDS, LLC

  Statement of Operations
(In thousands)

(Unaudited)
 
 

 
 

  
For the nine months ended

September 30, 2020
Revenues $                     11,134
Cost of revenues                        3,032

Gross profit                         8,102
Operating expenses    
Sales and marketing                         2,840
Research and development                            744
General and administrative                            222

Total operating expenses                         3,806
Operating income                         4,296
Other income (expense), net    
Interest income (expense), net                              (5)

Total other income (expense), net                              (5)
Net income $                       4,291

 
 
 

 
 
 
 

See accompanying notes to financial statements.
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LEEDS, LLC

Statement of Members’ Equity
(In thousands)

(Unaudited)
 

 
 
 
 
 

  
For the nine months ended

September 30, 2020
Balance at December 31, 2019 $               3,944
    Distributions              (1,047)
    Net Income                4,291
Balance at September 30, 2020 $               7,188

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

See accompanying notes to financial statements.
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LEEDS, LLC

  Statement of Cash Flows
(In thousands)

(Unaudited)
 
 

 
For the nine months ended September 30, 2020

 
Cash flows from operating activities:   
Net income $                4,291

Adjustments to reconcile net income to net cash provided by
operating activities:   

Depreciation and amortization                     79
PPP loan forgiveness  (551)
Changes in operating assets and liabilities   
  Accounts receivable   (1,000)

  Prepaid expenses and other assets   53

  Accounts payable   (28)
  Deferred revenue   (895)
  Accrued expenses and other current liabilities   534
Net cash provided by operating activities  2,483

Cash flows from investing activities:    
Purchase of property and equipment  (6)

Net cash used in investing activities  (6)
Cash flows from financing activities:    

Distributions to members  (1,047)
Payments on finance lease liabilities  (73)
Net cash used in financing activities  (1,120)

Increase in cash and cash equivalents  1,357
Cash and cash equivalents at beginning of year  4,314
Cash and cash equivalents at end of year $ 5,671
Supplemental cash flow disclosures:   
Cash paid for interest $ 5

 
 

 
 
 
 
 
 
 

See accompanying notes to financial statements.
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LEEDS, LLC
Notes to Financial Statements

 

Note 1. Organization and Description of Business

LEEDS, LLC (the “Company”) is a leading provider of investigative software and professional services for law enforcement agencies. The company’s on-premise and
cloud-based products provide enhanced analytical and collaboration tools to help detectives connect the dots and share information quickly while reporting tools give insight to
supervisors on the status of each case.

The Company’s office is in Newark, New Jersey.

Note 2. Basis of Presentation and Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statements have been prepared in accordance with generally accepted accounting principles in the United States of America (“U.S.
GAAP”).

In the opinion of management, the accompanying financial statements reflect all normal recurring adjustments necessary to present fairly the financial position, results
of operations, members’ equity and cash flows for the period ended September 30, 2020, but are not necessarily indicative of the results of operations or cash flows to be
anticipated for the full year 2020 or any future period. The Company has evaluated subsequent events occurring after the date of the financial statements for events requiring
recording or disclosure in the financial statements.
 

Revenue Recognition

The Company generates substantially all of its revenues from the sale of (i) a software license and related maintenance and support services to its proprietary software
technology and (ii) professional software development services to a single customer, through a sales channel intermediary.  The Company has been serving this customer for
more than ten years. The sales channel intermediary contract includes an annual, renewable subscription for software and related maintenance and support services. The
contract also provides for the procurement of professional services, such as for software development and testing for product feature enhancements, by executing supplementary
work orders. The Company evaluates each promise under the contracts with its customer and determines whether they meet the criteria to be recognized as a separate
performance obligation.

Software license and maintenance and support services revenue

The Company recognizes revenue from the license of its software license and related maintenance and support services revenues upon the satisfaction of performance
obligations. The Company determined that the term-based software license should be combined with the maintenance and support services as a single performance obligation.
The nature of the maintenance and support services, inclusive of the Company’s obligation to provide additional, unspecified software functionality over the license term, is
critical to the customer’s ability to derive benefit and value from the license. The maintenance and support services provided allow the customer to be flexible in utilizing the
customized software to respond to the changing regulatory environment. Contractually, the Company provides continuous access to the software, maintenance and support
services, helpdesk and technical support over the contract term, hence a time-elapsed method is used to recognize revenue. Revenues from the software license and maintenance
and support services are recognized ratably over the term of the contract because the Company’s obligation to provide the license and related support services is uniform over
the license term. The Company generally invoices for these services on a monthly basis in arrears.
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Professional services revenue

Professional services revenue consists of fees typically associated with the design, development and testing of product feature enhancements requested by the customer.
The customer procures additional development services as needed, and generally based upon annual development plans negotiated by and between the customer and the
Company. Professional services do not result in significant customization of the maintenance and support services and are considered distinct services. All, and any part of the
output, of the Company’s professional services towards such product feature enhancements, belong to the customer. Accordingly, the Company satisfies the performance
obligations over time as the performance of work typically creates or enhances an asset that the customer controls as the asset is created or enhanced. As these work orders each
have a fixed contract fee, the Company recognizes revenue over time proportionally as work is performed, based on cumulative resource costs incurred as a percentage of total
forecast costs for the project. Management uses significant judgement in making these estimates, which affect the timing of revenue recognition, including how much revenue to
recognize in each period, and in estimating the timing of revenue recognition for remaining performance obligations (disclosed in Note 3). The contract price and billing
schedule are stated in each work order and the Company generally invoices in monthly installments upon the commencement of each work order.
 

Gross versus net presentation

The Company’s single software license and related service agreement was facilitated through a sales channel intermediary. The Company presents as revenue the total
value of the billings to the customer (or gross) and that portion of the billings to the customer retained by the sales channel intermediary as a sales cost which is included in sales
and marketing in the accompanying statement of operations. As the Company has determined that it was the principal in the arrangement.  The Company’s conclusion is based
on its role in controlling the goods and services consumed by the end-customer throughout the license term or development life cycle, combined with its control over the price
charged to the end-user for such goods and services. The fees paid to the sales channel intermediary are expensed as incurred, and the sales channel intermediary is paid the
same rate of commission on any license term renewals or additional professional services that are sold to the customer.
 
Costs to fulfill

Costs to fulfill the contract mainly include personnel costs of project managers, developers and analysts working on the various support tickets and work orders. Such
costs are expensed as incurred as they do not create an asset owned by the Company, and are classified as costs of goods sold in the accompanying statement of operations.

Advertising and Promotion Costs

Advertising and promotion costs are expensed as incurred. Advertising and promotion costs were $0.1 million for the period ended September 30, 2020 and were
included in sales and marketing expense in the statement of operations.

Research and Development Costs

Research and development costs are expensed as incurred and consisted primarily of salaries and benefits, consultant fees, certain facilities costs, and other direct
costs associated with the continued development of the Company’s solutions.

 
 Product development costs are expensed as incurred until technological feasibility has been established, which the Company defines as the completion of all

planning, designing, coding and testing activities that are necessary to establish products that meet design specifications including functions, features and technical performance
requirements. The Company has determined that technological feasibility for its software products is reached shortly before they are released for sale. Costs incurred after
technological feasibility is established are not significant, and accordingly the Company expenses all research and development costs when incurred.

6
 



Cash and Cash Equivalents

Cash and cash equivalents include all cash and highly liquid investments with an original maturity of three months or less.

At September 30, 2020, the Company’s cash and cash equivalents consisted of cash deposited in financial institutions.

Accounts Receivable and Contract Asset

Accounts receivable consist of trade accounts receivables from the sales channel intermediary. Accounts receivable are recorded as the invoiced amount (net of any
commissions). The Company does not require collateral or other security, nor does it charge interest for accounts receivable. Invoices are due within 15 days of the intermediary
receiving payment from its customer.

The Company periodically evaluates the collectability of its accounts receivable and provides an allowance for potential credit losses based on the Company’s
historical experience. At September 30, 2020, the Company did not have an allowance for potential credit losses as there were no estimated credit losses.

Billings in advance of revenue recognized are recorded as Deferred revenue and revenue recognized ahead of billings are recorded as contract asset within Accounts
receivable and contract asset. The Company presents deferred revenue and accounts receivable and contract asset on a net basis by customer.

Concentrations of Risk

Credit Risk — Financial instruments that potentially subject the Company to concentration of credit risk consisted primarily cash and cash equivalents and accounts
receivable. The Company maintains its cash deposits at one domestic financial institution. The Company is exposed to credit risk in the event of default by a financial
institution to the extent that cash and cash equivalents are in excess of the amount insured by the Federal Deposit Insurance Corporation. The Company generally places
its cash and cash equivalents with high-credit quality financial institutions. To date, the Company has not experienced any losses on its cash and cash equivalents.

Concentration of Accounts Receivable — At September 30, 2020, one customer accounted for 100% of the Company’s total accounts receivable and contract asset.
Fluctuations in accounts receivable and contract asset result from timing of the Company’s performance of services, billings and collection of related payments.  

Concentration of Revenues — For the period ended September 30, 2020, one customer accounted for more than 99% of the Company’s revenues.

Property and Equipment, net

Property and equipment, net, is stated at cost, less accumulated depreciation and amortization. The Company depreciates office equipment using the straight-line
method over their estimated useful lives of three years. Property and equipment, net also includes finance lease right-of-use assets for computers, network equipment and office
furniture. Such assets are amortized over the term of the respective lease terms ranging from three to five years. See Note 8, Leases.

Accounting for Impairment of Long-Lived Assets

 The Company annually reviews long-lived assets for impairment or whenever events or changes in circumstances indicate that the carrying amount of an asset may
not be recoverable. Recoverability is measured by comparing the carrying amount of the asset to the future undiscounted net cash flows which the asset is expected to generate.
If such assets are determined to be impaired, the impairment to be recognized is measured as the amount by which the carrying amount of the assets exceeds the future
undiscounted net cash flows arising from the assets. Assets to be disposed of are reported at the lower of their carrying amounts or fair value less cost to sell. During the period
ended September 30, 2020, there was no impairment charge necessary.
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Leases

At inception of a contract, the Company evaluates whether an arrangement meets the definition of a lease. A contract contains a lease if there is an identified asset
and the Company has the right to control the asset. The Company classifies a lease as a financing when ownership transfers at the end of the lease term, an option to purchase
the asset is reasonably certain to be exercised, the lease term covers a major part of the assets remaining economic life, the present value of the lease payments exceeds the fair
value of the asset, or the nature of the asset does not have alternative use at the end of the lease term.  Operating leases are recorded as right-of-use (“ROU”) assets with
corresponding current and noncurrent operating lease liabilities on the balance sheet. Financing leases are included within property and equipment with corresponding current
and noncurrent financing lease liabilities on the balance sheet.
 

ROU assets represent the Company’s right to use an underlying asset for the duration of the lease term and lease liabilities represent its obligation to make lease
payments arising from the lease. Recognition on the commencement date is based on the present value of lease payments over the lease term using an incremental borrowing
rate. Leases with a term of 12 months or less at the commencement date are not recognized on the balance sheet and are expensed as incurred.
 

The Company accounts for modifications to a lease as a separate contract when the contract grants an additional right of use and lease payments increase
commensurate with the standalone price for the additional right of use.

Fair Value Measurements

The Company uses a three-level hierarchy for fair value measurements based on the nature of inputs used in the valuation of an asset or liability as of the
measurement date. The three-level hierarchy prioritizes, within the measurement of fair value, the use of market-based information over entity-specific information. Fair value
focuses on an exit price and is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. The inputs or methodology used for valuing financial instruments are not necessarily an indication of the risks associated with investing in those
financial instruments. The three-level hierarchy for fair value measurements is defined as follows:

Level I — Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets.

Level II — Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and inputs that are observable for the
asset or liability, either directly or indirectly, for substantially the full term of the financial instrument.

Level III — Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

An asset’s or a liability’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value measurement.

 All cash equivalents are considered Level 1 measurements for the period presented.  The Company does not have any financial instruments classified as Level 2 or
any other classified as Level 3 and there were no movements between these categories during the period ended September 30, 2020. The Company believes that the carrying
amounts of all remaining financial instruments approximate their fair value due to their relatively short maturities.

Income Taxes

The Company is classified as a partnership for federal and state income tax purposes. Each member's allocable share of the Company's taxable income or loss is
taxed on the member's income tax returns. No provision or liability for federal or state income taxes has been included in the financial statements. The Company is subject to
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U.S. federal, state and local income tax examinations by the tax authorities. State franchise tax assessed at the company level is charged to the Company’s operations as
incurred.

The Company is not currently under examination by any taxing jurisdiction. The IRS may assess the Company for the cost of a tax liability resulting from an IRS
examination adjustment. The collection of income tax from the Company, however, is an administrative convenience on the part of the government to collect the underpayment
of income taxes from the members attributable to prior periods. Accordingly, the federal income taxes on Company income are attributable to the members and not reported as
an entity level liability of the Company. In the event of any future tax assessments paid by the Company under the IRS partnership audit regime, such amounts and any related
penalties and interest shall be reported as a distribution from the Company to the members for financial statement purposes.

Payroll Protection Plan loan

In April 2020, the Company applied for and received a forgivable Payroll Protection Plan loan (“PPP Loan”) through the Small Business Administration of the
United States of America (“SBA”). Amounts received under the PPP Loan were $0.6 million, were repayable over two-years from the date of borrowing, accrued interest at
1.00% after six-months and were forgivable in part or in full. The loan and accrued interest are forgivable for borrowers who use the loan proceeds for eligible expenses during
a twenty-four week period following the borrower’s receipt of the loan and maintain payroll and employee headcount. The Company has used the full proceeds of the loan for
eligible expenses within the required period. All loan payments were deferred for six months if not forgiven under the provisions of the Coronavirus Aid, Relief, and Economic
Security Act (the “CARES Act”). The Company has elected to account for the loan as a grant and records the income associated with the grant as the expenses are incurred. The
Company determined that forgiveness of the loan under the CARES Act was reasonably assured and recorded the full amount of the proceeds as an offset to the related payroll
expenses in the statement of operations for the nine months ended September 30, 2020. The proceeds from the PPP Loan are reflected as an operating activity in the statement
of cash flows.

In December 2020, the Company received notification from the SBA that the PPP Loan has been forgiven in full.

 Note 3.  Revenue Related Disclosures

    Changes in deferred revenue/(contract asset)     were as follows (in thousands):

   
 

Nine months ended September 30, 2020
Balance at the beginning of the period   $               713
New billings               7,671
Revenue recognized during the period from balance at the beginning of the period                (713)
Revenue recognized during the period from new billings           (7,853)
Balance at the end of the period   $            (182)

At September 30, 2020, the Company had estimated remaining performance obligations for contractually committed revenues of $3.5 million and $8.5 million that
will be recognized during the remainder of the year ended December 31, 2020 and during the year 2021, respectively. The timing of revenue recognition includes estimates of
costs and progress on the work orders for professional services. Contractually committed revenue includes deferred revenue as of September 30, 2020 and amounts under
contract that will be invoiced after September 30, 2020.  

For the period ended September 30, 2020, the Company recognized $5.0 million from a term software license and related maintenance and support services revenue
and $6.1 million of professional services revenue. The Company’s contract with the single customer commenced in November 2016 and continues through October 31, 2021.
Provisions of the contract expire at various times, including the ability of the intermediary to cancel the contract with 30 days’ notice.
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Note 4. Property and equipment, net

Property and equipment, net were as follows (in thousands):
 

   September 30, 2020
Office equipment   $                                         85
Finance lease right-of-use assets                                           363
Accumulated depreciation and amortization                                        (271)
    Total property and equipment, net   $                                       177

Depreciation and amortization expense for the period ended September 30, 2020 was $79,000.

Note 5. Details of Certain Balance Sheet Accounts

Security deposit: The Company had a security deposit of $45,000 related to the Newark, New Jersey office lease.

Accrued expenses and other current liabilities were as follows (in thousands):
   September 30, 2020

Personnel-related accruals   $                                       267
Accrued 401(k)                                           109
Operating lease liability - short term                                           127
Finance lease liabilities - short term                                             90
Other                                         138

Total accrued expenses   $                                       731

Note 6. Members’ Equity

  The Company is a limited liability company with two individual members, each having equal membership interests in the Company. The Company records
distributions in the financial statements when declared or paid.
 
 
Note 7. Benefit Plan

The Company sponsors a 401(k) plan to provide defined contribution retirement benefits for all eligible employees. Participants may contribute a portion of their
compensation to the plan, subject to the limitations under the Internal Revenue Code. The Company makes Safe Harbor contributions to the plan in the amount of 3% of
participants’ compensation and these contributions vest immediately. The Company also makes profit-sharing contributions, which are subject to additional vesting criteria. The
Company recorded $0.1 million of expense related to Safe Harbor and profit-sharing contributions during the period ended September 30, 2020.
 
Note 8. Leases

Operating leases

The Company leases its office in Newark, New Jersey, under a non-cancelable operating lease which expires in July 2022. This lease does not have significant rent
escalation holidays, concessions, leasehold improvement incentives, or other build-out clauses. Further, the lease does not contain contingent rent provisions or renewal options.
This lease includes both lease (e.g., fixed monthly rent payments) and non-lease components (e.g., common-area or other maintenance costs) which are accounted for as a single
lease component as the Company has elected the practical expedient to group lease and non-lease components for all leases. In measuring the lease liability upon initial
recognition, the Company used a discount rate of 5% which reflects the Company’s incremental borrowing rate for a similar asset and similar term as of the date of initial
recognition. The operating lease cost recognized for the period ended September 30, 2020 was $0.1 million.

10
 



Finance leases

The Company leases some of its computers, network equipment and office furniture under leases ranging from three to five years in term. The leases do not have
payment escalation holidays, concessions or incentives. The office furniture and network equipment leases do come with options to purchase the assets at the end of the lease for
$1. The computer leases have an option to purchase the asset at fair value at the end of the lease. The leases all have fixed monthly rent payments and no other components. In
measuring the lease liabilities upon initial recognition, the Company used a discount rate of 4 to 5% which reflects the Company’s incremental borrowing rate for a similar asset
and similar term as of the date of initial recognition. The total finance lease cost recognized for the period ended September 30, 2020 was $62,000.

Supplemental information related to the leases as of September 30, 2020 is as follows (in thousands):

 
   Operating lease  Finance leases

Assets         
Right-of-use assets, net   $            247 $ 155

Liabilities           
Lease liabilities (short-term) 
(presented within Accrued expenses and other current liabilities)   $                127 $ 90
Lease liabilities (long-term) (presented within Other liabilities)     122   44

Total lease liabilities   $       249 $ 134

 

Cash paid during the period ended September 30, 2020 for amounts included in the measurement of lease liabilities were as follows (in thousands):

 
   Operating lease  Finance leases

Presented within Cash flows from operating activities   $  108 $ -
Payments on principal, presented within Cash flows from financing activities  $ - $ 73
Interest paid on finance leases  $ - $ 5

 

 

Maturities of the lease liabilities as of September 30, 2020 were as follows (in thousands):

 
  Operating Lease Payments  Finance Lease Payments  Total Lease Payments

Remainder of 2020 $             37 $             22 $             59
2021            148              90            238
2022              75              48            123
Total lease payments, undiscounted $           260 $           160 $           420
Less: imputed interest             (11)             (26)             (37)
Total lease payments, discounted $           249 $           134 $           383
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Note 9. Commitments and Contingencies

Contingencies

The Company may become subject to legal proceedings, as well as demands and claims that arise in the normal course of business. Such claims, even if not
meritorious, could result in the expenditure of significant financial and management resources. The Company makes a provision for a liability relating to legal matters when it is
both probable that a liability has been incurred and the amount of the loss can be reasonably estimated. These provisions are reviewed and adjusted to include the impacts of
negotiations, estimated settlements, legal rulings, advice of legal counsel, and other information and events pertaining to a particular matter.

An unfavorable outcome on any litigation matters could require payment of substantial damages, or, in connection with any intellectual property infringement claims or
could prevent the Company from selling certain of our products. As a result, a settlement of, or an unfavorable outcome on, any of the matters referenced above or other
litigation matters could have a material adverse effect on the Company’s business, operating results, financial condition and cash flows.

Note 10. Subsequent Events

In April 2020, the Company applied for and received a Payroll Protection Plan loan (“PPP Loan”) through the Small Business Administration of the United States of
America (“SBA”). Amounts received under the PPP Loan were $0.6 million, have a two-year maturity date, accrued interest at 1.00% after six-months and may be forgiven in
part or in full. In December 2020, the Company received notification from the SBA that the PPP Loan has been forgiven in full.

On November 24, 2020, 100% of the membership interests of the Company were acquired by ShotSpotter, Inc., a company which provides precision-policing
solutions for law enforcement to help deter gun violence and make cities, campuses and facilities safer. As part of the acquisition, ShotSpotter, Inc. became the sole member, the
balance on all finance leases that existed as of the acquisition date were paid off, and the 401(k) plan was terminated.

Management evaluated subsequent events through February 4, 2021, which is the date these financial statements were issued.
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SHOTSPOTTER, INC.

Unaudited Pro Forma Combined Balance Sheet
September 30, 2020

(In thousands)
 

 Historical       

 
 

ShotSpotter, Inc.  
 

LEEDS, LLC  
 

Pro Forma Adjustments 
ShotSpotter, Inc. 

Pro Forma Combined
Assets            
Current assets            

Cash and cash equivalents $ 28,666  $ 5,671  $ (14,628) (a) $ 19,709
Accounts receivable and

contract asset  6,866  1,922   292 (f)  9,080

Prepaid expenses and other
current assets  2,286  23   —   2,309

Total current assets  37,818   7,616   (14,336)   31,098
Property and equipment, net  15,359   177   —   15,536
Operating lease right-of-use
assets  761   247   —   1,008

Goodwill  1,379  —   1,410 (a)  2,789
Intangible assets, net  226   —   14,410 (a)  14,636
Other assets  1,343  45   —   1,388

Total assets $ 56,886  $ 8,085  $ (4,187)  $ 66,455
Liabilities and Stockholders'
Equity            
Current liabilities            

Accounts payable $ 818  $ —  $ —  $ 818
Deferred revenue, short-term  20,388   —   —   20,388
Accrued expenses and other

current liabilities  4,241  731   (686) (a)   

        1,091 (b)  5,377
Total current liabilities  25,447   731   405   26,583

Deferred revenue, long-term  255   —   —   255
Other liabilities  456   166   170 (a)  792

Total liabilities  26,158   897   575   27,630
Commitments and
contingencies            

Stockholders' equity            
Preferred stock  —  —   —   —
Common stock  57  —   —   57
Additional paid-in capital  125,113  —   2,000 (a)  127,113
Retained earnings /

(accumulated deficit)  (94,134)  7,188        (1,091) (b)  (88,037)

Accumulated other
comprehensive loss  (308)  —   —   (308)

Total stockholders' equity  30,728  7,188   909   38,825
Total liabilities and

stockholders' equity $ 56,886 $ 8,085  $ 1,484  $ 66,455

 
See accompanying notes to the unaudited pro forma combined financial statements.
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SHOTSPOTTER, INC.

Unaudited Pro Forma Combined Statement of Operations
For the Nine Months Ended September 30, 2020

(In thousands, except per share amounts)
 
 

                    

 
ShotSpotter, Inc.  

 
LEEDS, LLC   

Pro Forma
Adjustments   

ShotSpotter, Inc.
Pro Forma  

Revenues $  33,085   $  11,134   $  —   $  44,219  
Costs                    

Cost of revenues   13,440     3,032     584  (c)   17,056  
Impairment of property and equipment   161     —     —     161  

Total costs   13,601     3,032     584     17,217  
     Gross profit   19,484     8,102     (584)     27,002  

Operating expenses                    
Sales and marketing   7,237     2,840     721  (d)     
             59  (c)   10,857  
Research and development   4,104     744     77  (c)   4,925  
General and administrative   6,627     222     98  (c)   6,947  
Total operating expenses   17,968     3,806     955     22,729  

Operating income   1,516     4,296     (1,539)     4,274  
Other income (expense), net                    
Interest income, net   101     (5)     —     96  

Other expense, net   (173)     —     —     (173)  
Total other income (expense), net   (72)     (5)     —     (77)  

Income before income taxes   1,444     4,291     (1,539)     4,197  
Provision (benefit) for income taxes   (1)     —     —     (1)  

Net income $  1,445   $  4,291   $  (1,539)   $  4,198  
Net income per share, basic $  0.13             $  0.37  
Net income per share, diluted $  0.12             $  0.36  
Weighted average shares used in computing net
income per share, basic   11,383,860          63,901  (e)   11,447,761  

Weighted average shares used in computing net
income per share, diluted   11,718,770          63,901  (e)   11,782,671  

            
 

 
 

 
See accompanying notes to the unaudited pro forma combined financial statements.
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SHOTSPOTTER, INC.

Unaudited Pro Forma Combined Statement of Operations
For the Year Ended December 31, 2019

(In thousands, except per share amounts)
 

 
 

 ShotSpotter, Inc.  LEEDS, LLC  Pro Forma Adjustments  
ShotSpotter, Inc. 

Pro Forma
Revenues $ 40,752  $ 10,504 $ (626) (f) $ 50,630
Cost of revenues  16,409   4,554  714 (c)  21,677

Gross profit  24,343   5,950  (1,340)   28,953
Operating expenses            

Sales and marketing  9,989   2,952  961 (d)   
        68 (c)   
        (144) (f)  13,826
Research and development  5,344   1,115  103 (c)  6,562
General and administrative  7,415   291   113 (c)   
        1,091 (b)  8,910

Total operating expenses  22,748   4,358  2,192   29,298
Operating income  1,595   1,592  (3,531)   (344)
Other income (expense), net            

Interest income (expense), net  440   (4)  —   436
Other expense, net  (278)   —  —   (278)

Total other income (expense), net  162   (4)  —   158
Income before income taxes  1,757   1,588  (3,531)   (186)

Provision (benefit) for income taxes  (41)   —  —   (41)
Net income $ 1,798  $ 1,588 $ (3,531)  $ (145)
Net income per share, basic $ 0.16        $ (0.01)
Net income per share, diluted $ 0.15        $ (0.01)
Weighted average shares used in computing
net income per share, basic  11,302,780      63,901 (e)  11,366,681
Weighted average shares used in computing
net income per share, diluted  11,846,348      63,901 (e)  11,910,249

 
 
 
 
 

See accompanying notes to the unaudited pro forma combined financial statements.
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SHOTSPOTTER, INC.
Notes to Unaudited Pro Forma Combined Financial Statements

 

Note 1. Basis of Presentation

The unaudited pro forma combined financial statements of ShotSpotter, Inc. (“we,” “us,” “our,” or the “Company”) consist of a combined balance sheet as of September
30, 2020 and combined statements of operations for the nine months ended September 30, 2020 and the year ended December 31, 2019, which reflect the Company’s
acquisition on November 24, 2020 of all of the membership interests in LEEDS, LLC, a New Jersey limited liability company, (“LEEDS”). We refer to this acquisition as the
“Acquisition”.

The unaudited pro forma combined financial statements have been derived from and should be read in conjunction with:

• our historical consolidated financial statements and accompanying notes contained in our Annual Report on Form 10-K for the year ended December 31, 2019 and
Quarterly Report on Form 10-Q for the nine months ended September 30, 2020; and

• LEEDS historical audited financial statements and accompanying notes for the year ended December 31, 2019 and interim unaudited financial statements and
accompanying notes as of and for the nine months ended September 30, 2020 which are included as Exhibit 99.1 and Exhibit 99.2 respectively, to our Current Report
on Form 8-K/A to which this pro forma information is attached as Exhibit 99.3.

The unaudited pro forma combined balance sheet has been prepared as if the Acquisition had occurred on September 30, 2020. The unaudited combined statements of
operations for the nine months ended September 30, 2020 and for the year ended December 31, 2019 have been prepared as if the Acquisition had occurred on January 1, 2019.
The transaction accounting adjustments for the acquisition consist of those necessary to account for the acquisition. The LEEDS Acquisition has been accounted for as a
business combination in accordance with Accounting Standards Codification 805, Business Combinations. The assets acquired and liabilities assumed were recognized at fair
value on the acquisition date of November 24, 2020, and the difference between the consideration transferred, excluding acquisition-related costs, and the fair values of the
assets and liabilities was recognized as goodwill. The unaudited pro forma combined financial statements reflect the effects of applying certain preliminary purchase accounting
adjustments to the historical consolidated results of the assets acquired and liabilities assumed based on their estimated fair values as of November 24, 2020. The final purchase
price allocation is subject to the final determination of the fair values of assets acquired and liabilities assumed and, therefore, the final purchase price allocation and the
resulting effect on income from operations may differ from the unaudited pro forma combined statements.

In April 2020, the Company applied for and received a forgivable Payroll Protection Plan loan (“PPP Loan”) through the Small Business Administration of the United
States of America (“SBA”). The Company has elected to account for the loan as a grant and records the income associated with the grant as the expenses are incurred. The
Company recorded the full amount of the $0.6 million proceeds as an offset to the related payroll expenses in the statement of operations for the nine months ended September
30, 2020. In December 2020, the Company received notification from the SBA that the PPP Loan has been forgiven in full.

Note 2. Estimated consideration and preliminary purchase price allocation

On November 24, 2020, the Company completed the Acquisition for a purchase consideration of $21.6 million in cash, subject to working capital adjustments, and $2.0
million in 63,901 shares of ShotSpotter common stock. The purchase consideration also included a contingent earnout payable for up to $5.0 million based on LEEDS’ revenues
generated over a two-year period following the acquisition date. The preliminary fair value of the contingent earnout is $0.2 million, resulting in a total estimated purchase
consideration of $23.8 million. The contingent earnout fair value was determined using the contractual amount payable based on expected future revenues.
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The Company has performed a preliminary valuation analysis of the fair market value of LEEDS’ assets acquired and liabilities assumed. The following table

summarizes the allocation of the preliminary purchase price as of the acquisition date, November 24, 2020 (in thousands):

 
Cash and cash equivalents $                            7,044
Accounts receivable and contract asset                              1,585
Prepaid expenses and other current assets                                   23
Property and equipment, net                                 161
Operating lease right-of-use asset   225
Goodwill   1,410
Customer relationship  14,410
Other asset  45
Deferred revenue   (525)
Accrued expenses and other current liabilities   (457)                          
Other liabilities  (98)

Total estimated consideration $ 23,823                          
 

This preliminary purchase price allocation has been used to prepare pro forma adjustments in the pro forma balance sheet and income statement. The final purchase price
allocation will be determined when the Company has completed the detailed valuations and necessary calculations, which is expected to be completed within the annual
financial statements of ShotSpotter for the year ended December 31, 2020. The final allocation could differ materially from the preliminary allocation used in the pro forma
adjustments. The final allocation may include (1) changes in fair value of deferred revenue, (2) changes in allocations to customer relationship as well as goodwill and (3) other
changes to assets and liabilities.

Note 3. Pro Forma Adjustments and Assumptions

The pro forma adjustments are based upon currently available information and certain estimates and assumptions. The actual effect of the transactions ultimately may
differ from the pro forma adjustments included herein. However, management believes that the assumptions used to prepare the pro forma adjustments provide a reasonable
basis for presenting the significant effects of the transactions as currently contemplated and that the pro forma adjustments are factually supportable, give appropriate effect to
the expected impact of events that are directly attributable to the transactions, and reflect those items expected to have a continuing impact on the Company. The unaudited pro
forma combined financial statements may not be indicative of the results that actually would have occurred if the Company had completed the transactions on the dates
indicated or that could be achieved in the future.

Adjustments to the Unaudited Pro Forma Combined Financial Statements:

(a) Reflects the removal of the historical carrying amount of the LEEDS assets acquired and liabilities assumed as of September 30, 2020 and the recognition of the
preliminary purchase price and the preliminary fair value of the assets acquired and liabilities assumed as of November 24, 2020. The pro forma adjustment for cash
reflects cash paid at closing, net of cash acquired from LEEDS.

(b) Reflects estimated transaction costs incurred or to be incurred related to the Acquisition that are not already reflected in the historical financial statements. These costs
will not affect the Company’s income statement beyond 12 months after the acquisition date.

(c) Reflects the change in employee compensation arrangements including the addition of employee bonus plans and stock-based compensation as a result of the
Acquisition. A total of 10,000 restricted stock units and 77,250 stock options vesting over four years were granted to LEEDS employees. These grants do not have a
material impact on weighted average shares outstanding or earnings per share calculations.
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(d) Reflects the estimated amortization expense of the long-lived intangible asset acquired assumed as acquired on January 1, 2019 based on its fair value over a
preliminary estimated useful life of 15 years.

(e) Represents the increase in the weighted average shares in connection with the issuance of 63,901 common shares as part of the purchase consideration.
(f) The fair value of deferred revenue was determined based on the estimated costs to fulfill the remaining performance obligations plus a normal profit margin. An

adjustment was recorded to reduce deferred revenue to approximately $0.5 million, a reduction of $0.3 million from the carrying value. After the acquisition, this
adjustment will reduce revenue related to the assumed performance obligations as the services are provided in the subsequent period. We used the ratio of the fair value
of deferred revenue to the book value of deferred revenue as of acquisition date to estimate the fair value step-down in deferred revenue as of September 30, 2020 for
our pro forma combined balance sheet as of December 31, 2018 and to estimate the decrease in revenues for our pro forma combined statement of operations for the
year ended December 31, 2019 and the nine months ended September 30, 2020. This resulted in a $0.3 million reduction in deferred revenues as of September 30, 2020
and a $0.5 million reduction in deferred revenues as of December 31, 2018, which resulted in a $0.6 million reduction in revenues and a corresponding $0.1 million
reduction in commissions in the Company’s pro forma combined statement of operations for the year ended December 31, 2019. These adjustments will not affect the
Company’s income statement beyond 12 months after the acquisition date.
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