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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

FORM 10-Q

legl;:RTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
For the quarterly period ended September 30, 2018

?;RANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
Fg?;ﬁe transition period from to

Commission File Number: 001-36766

New Relic, Inc.
(Exact name of registrant as specified in its charter)

Delaware 26-2017431

(State or other jurisdiction of (L.R.S. Employer

incorporation or organization) Identification No.)

188 Spear Street, Suite 1200

San Francisco, California 94105

(Address of principal executive offices, including zip code)

(650) 777-7600

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes y No ~
Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). Yes y No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer

Non-accelerated filer Smaller reporting company

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. ~
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes© Noy

As of October 26, 2018, there were 56,958,020 shares of the registrant’s common stock, par value $0.001 per share,
outstanding.
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Unless the context requires otherwise, references in this Quarterly Report on Form 10-Q to “New Relic,” “we,” “Company,”
“us,” and “our” refer to New Relic, Inc. and its subsidiaries. “New Relic,” the New Relic logo, and other trademarks or
service marks of New Relic that may appear in this Quarterly Report on Form 10-Q are the property of the Company.

This Quarterly Report on Form 10-Q contains additional trade names, trademarks, and service marks of other

companies. The Company does not intend its use or display of other companies’ trade names, trademarks, or service

marks to imply a relationship with, or endorsement or sponsorship of the Company by, these other companies, and all

such third-party trade names, trademarks, and service marks are the property of their respective owners.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the federal securities

laws, which statements involve substantial risks and uncertainties. Forward-looking statements generally relate to

future events or our future financial or operating performance. In some cases, you can identify forward-looking

statements because they contain words such as “may,” “will,” “should,” “would,” “shall,” “might,” “expects,” “plans,” “anticif
“could,” “intends,” “target,” “projects,” “contemplates,” “believes,” “estimates,” “predicts,” “potential,” or “continue” or the n
these words or other similar terms or expressions that concern our expectations, strategy, plans, or intentions.

Forward-looking statements contained in this Quarterly Report on Form 10-Q include, but are not limited to,

statements about:

LT3 EEINT3

LN LT3 29 ¢ EEINT3 LT3

our future financial performance, including our revenue, cost of revenue, gross profit, gross margin, operating
expenses, ability to generate positive cash flow, and ability to achieve and maintain GAAP (as defined below) and
non-GAAP profitability;

ase and limitations of non-GAAP financial measures;

the sufficiency of our cash and cash equivalents to meet our working capital, capital expenditures, and liquidity needs;
our ability to attract and retain customers to use our products, to optimize the pricing for our products, to expand our
sales to our customers, and to convince our existing customers to renew subscriptions;

the evolution of technologies affecting our products and markets;

our ability to innovate and provide a superior user experience and our intentions and strategy with respect thereto;
our ability to successfully penetrate enterprise markets;

our ability to successfully expand in our existing markets and into new markets, including international markets;

the attraction and retention of key personnel;

our ability to effectively manage our growth and future expenses;

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

worldwide economic conditions and their impact on spending; and

our ability to comply with modified or new laws and regulations applying to our business, including privacy and data
security regulations.

We caution you that the foregoing list does not contain all of the forward-looking statements made in this Quarterly
Report on Form 10-Q.

You should not rely upon forward-looking statements as predictions of future events. We have based the
forward-looking statements contained in this Quarterly Report on Form 10-Q primarily on our current expectations
and projections about future events and trends that we believe may affect our business, financial condition, operating
results, and prospects. The outcome of the events described in these forward-looking statements is subject to risks,
uncertainties, and other factors described in the sections titled “Risk Factors” and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and elsewhere in this Quarterly Report on Form 10-Q.
Moreover, we operate in a very competitive and rapidly changing environment. New risks and uncertainties emerge
from time to time, and it is not possible for us to predict all risks and uncertainties that could have an impact on the
forward-looking statements contained in this Quarterly Report on Form 10-Q. We cannot assure you that the results,
events, and circumstances reflected in the forward-looking statements will be achieved or occur, and actual results,
events, or circumstances could differ materially from those described in the forward-looking statements.

The forward-looking statements made in this Quarterly Report on Form 10-Q relate only to events as of the date on
which the statements are made. We undertake no obligation to update any forward-looking statements made in this
Quarterly Report on Form 10-Q to reflect events or circumstances after the date of this Quarterly Report on Form
10-Q or to reflect new information or the occurrence of unanticipated events, except as required by law. We may not
actually achieve the plans, intentions, or expectations disclosed in our forward-looking statements and you should not
place undue reliance on our forward-looking statements. Our forward-looking statements do not reflect the potential
impact of any future acquisitions, mergers, dispositions, joint ventures, or investments we may make.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

NEW RELIC, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)
§8f)tember March 31,
2018 2018
Assets
Current assets:
Cash and cash equivalents $196,797 $132,479
Short-term investments 534,311 115,441
Accounts receivable, net of allowance for doubtful accounts of $1,551 and $1,728, respectively 76,019 99,488
Prepaid expenses and other current assets 18,049 15,591
Deferred contract acquisition costs 23,409 —
Total current assets 848,585 362,999
Property and equipment, net 62,738 53,899
Restricted cash 8,203 8,202
Goodwill 11,828 11,828
Intangible assets, net 918 1,312
Deferred contract acquisition costs, non-current 22,731 —
Other assets 4,525 5,086
Total assets $959,528 $443,326
Liabilities, redeemable non-controlling interest and stockholders’ equity
Current liabilities:
Accounts payable $10,618 $2,985
Accrued compensation and benefits 20,323 17,414
Other current liabilities 9,823 8,619
Deferred revenue 181,764 189,633
Total current liabilities 222,528 218,651
Convertible senior notes, net 395,824 —
Deferred rent, non-current 10,291 8,147
Deferred revenue, non-current 8,917 649
Other liabilities, non-current 722 775
Total liabilities 638,282 228,222
Commitments and contingencies (Note 8)
Redeemable non-controlling interest 3,399 —
Stockholders’ equity:
Common stock, $0.001 par value; 100,000 shares authorized at September 30, 2018 and
March 31, 2018; 57,199 shares and 56,213 shares issued at September 30, 2018 and March 31, 57 56
2018, respectively; and 56,939 shares and 55,953 shares outstanding at September 30, 2018 and
March 31, 2018, respectively
Treasury stock - at cost (260 shares) (263 ) (263 )
Additional paid-in capital 597,248 521,119
Accumulated other comprehensive loss (573 ) (324 )
Accumulated deficit (278,622 ) (305,484 )
Total stockholders’ equity 317,847 215,104
Total liabilities, redeemable non-controlling interest and stockholders’ equity $959,528 $443,326
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See notes to condensed consolidated financial statements.
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NEW RELIC, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Six Months Ended
Three Months Ended September 30, September 30,
2018 2017 2018 2017
Revenue $114,896 $84,685 $223,117 $164,783
Cost of

[ ]
18,447 15,694 o . . .
revenue one or more derivative transactions relating to the economic

terms of the notes.

The internal funding rate used in the determination of the initial estimated value generally represents a discount from
the credit spreads for our conventional fixed-rate debt. The value of these derivative transactions are derived from our
internal pricing models. These models are based on factors such as the traded market prices of comparable derivative
instruments and on other inputs, which include volatility, dividend rates, interest rates and other factors. As a result,
the estimated initial value of the notes on the pricing date will be determined based on market conditions at that time.

P-9




Edgar Filing: NEW RELIC, INC. - Form 10-Q

The Underlying Asset

We have derived the following information from publicly available documents. We have not independently verified
the accuracy or completeness of the following information. We are not affiliated with the Underlying Asset and the
Underlying Asset will have no obligations with respect to the notes. This pricing supplement relates only to the notes
and does not relate to the shares of the Underlying Asset or any securities included in the Underlying Index. Neither
we nor any of our affiliates participates in the preparation of the publicly available documents described below.
Neither we nor any of our affiliates has made any due diligence inquiry with respect to the Underlying Asset in
connection with the offering of the notes. There can be no assurance that all events occurring prior to the date of this
pricing supplement, including events that would affect the accuracy or completeness of the publicly available
documents described below and that would affect the trading price of the shares of the Underlying Asset, have been or
will be publicly disclosed. Subsequent disclosure of any events or the disclosure of or failure to disclose material
future events concerning the Underlying Asset could affect the price of the shares of the Underlying Asset on the
valuation date, and therefore could affect the payment at maturity.

The selection of the Underlying Asset is not a recommendation to buy or sell the shares of the Underlying Asset.
Neither we nor any of our affiliates make any representation to you as to the performance of the shares of the
Underlying Asset. Information provided to or filed with the SEC under the Securities Exchange Act of 1934 and the
Investment Company Act of 1940 relating to the Underlying Asset may be obtained through the SEC’s website at
http://www.sec.gov.

iShares consists of numerous separate investment portfolios (the “iShares Funds”), including the Underlying Asset. The
Underlying Asset seeks investment results that correspond generally to the price and yield performance, before fees

and expenses, of the Underlying Index. The Underlying Asset typically earns income from dividends from securities
held by the Underlying Asset. These amounts, net of expenses and taxes (if applicable), are passed along to the
Underlying Asset’s shareholders as “ordinary income.” In addition, the Underlying Asset realizes capital gains or losses
whenever it sells securities. Net long-term capital gains are distributed to its shareholders as “capital gain distributions.”
However, because the notes are linked only to the share price of the Underlying Asset, you will not be entitled to
receive income, dividend, or capital gain distributions from the Underlying Asset or any equivalent payments.

“iShares®” and “BlackRock®” are registered trademarks of BlackRock®. The notes are not sponsored, endorsed, sold, or
promoted by BlackRock®, or by any of the iShares® Funds. Neither BlackRock® nor the iShares® Funds make any
representations or warranties to the owners of the notes or any member of the public regarding the advisability of
investing in the notes. Neither BlackRock® nor the iShares® Funds shall have any obligation or liability in

connection with the registration, operation, marketing, trading, or sale of the notes or in connection with our use of
information about the Underlying Asset or any of the iShares® Funds.

iShares® MSCI EAFE ETF

The iShares® MSCI EAFE ETF is intended to provide investment results that correspond generally to the price and
yield performance, before fees and expenses, of the MSCI EAFE Index. The Underlying Asset trades on NYSE Arca
under the ticker symbol “EFA.”

The MSCI EAFE Index

We have derived all information contained in this pricing supplement regarding the MSCI EAFE Index, including,
without limitation, its make-up, method of calculation and changes in its components, from publicly available
information. The information reflects the policies of, and is subject to change by MSCI. MSCI has no obligation to
continue to publish, and may discontinue publication of, the MSCI EAFE Index.

10
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The MSCI EAFE Index is intended to measure equity market performance in developed market countries, excluding
the U.S. and Canada. The MSCI EAFE Index is a free float-adjusted market capitalization equity index with a base
date of December 31, 1969 and an initial value of 100. The MSCI EAFE Index is calculated daily in U.S. dollars and
published in real time every 60 seconds during market trading hours. The MSCI EAFE Index currently consists of the
following 21 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France, Germany,
Hong Kong, Ireland, Israel, Italy, Japan, The Netherlands, New Zealand, Norway, Portugal, Singapore, Spain,
Sweden, Switzerland, and the United Kingdom.

The MSCI EAFE Index is part of the MSCI Regional Equity Indices series and is an MSCI Global Investable Market
Index, which is a family within the MSCI International Equity Indices.

General - MSCI Global Investable Market Indices

MSCI provides global equity indices intended to measure equity performance in international markets and the MSCI
International Equity Indices are designed to serve as global equity performance benchmarks. In constructing these
indices, MSCI applies its index construction and maintenance methodology across developed, emerging, and frontier
markets.

MSCI enhanced the methodology used in its MSCI International Equity Indices. The MSCI Standard and MSCI Small
Cap Indices, along with the other MSCI equity indices based on them, transitioned to the global investable market
indices methodology described below. The transition was completed at the end of May 2008. The Enhanced MSCI
Standard Indices are composed of the MSCI Large Cap and Mid Cap Indices. The MSCI Global Small Cap Index
transitioned to the MSCI Small Cap Index resulting from the Global Investable Market Indices methodology and
contains no overlap with constituents of the transitioned MSCI Standard Indices. Together, the relevant MSCI Large
Cap, Mid Cap, and Small Cap Indices will make up the MSCI investable market index for each country, composite,
sector, and style index that MSCI offers.

P-10
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Constructing the MSCI Global Investable Market Indices. MSCI undertakes an index construction process, which
involves:

o defining the equity universe;
. determining the market investable equity universe for each market;
. determining market capitalization size segments for each market;
. applying index continuity rules for the MSCI Standard Index;
o creating style segments within each size segment within each market; and
o classifying securities under the Global Industry Classification Standard (the “GICS”).

Defining the Equity Universe. The equity universe is defined by:

e [dentifying Eligible Equity Securities: the equity universe initially looks at securities listed in any of the countries in
the MSCI Global Index Series, which will be classified as either Developed Markets (“DM”) or Emerging Markets
(“EM”). All listed equity securities, or listed securities that exhibit characteristics of equity securities, except mutual
funds, exchange traded funds, equity derivatives, limited partnerships, and most investment trusts, are eligible for
inclusion in the equity universe. Real Estate Investment Trusts (“REITs”) in some countries and certain income trusts
in Canada are also eligible for inclusion.

¢ Classifying Eligible Securities into the Appropriate Country: each company and its securities (i.e., share classes) are
classified in only one country.

Determining the Market Investable Equity Universes. A market investable equity universe for a market is derived by
applying investability screens to individual companies and securities in the equity universe that are classified in that
market. A market is equivalent to a single country, except in DM Europe, where all DM countries in Europe are
aggregated into a single market for index construction purposes. Subsequently, individual DM Europe country indices
within the MSCI Europe Index are derived from the constituents of the MSCI Europe Index under the global
investable market indices methodology.

The investability screens used to determine the investable equity universe in each market are as follows:

e Equity Universe Minimum Size Requirement: this investability screen is applied at the company level. In order to
be included in a market investable equity universe, a company must have the required minimum full market
capitalization.

e Equity Universe Minimum Free Float—Adjusted Market Capitalization Requirement: this investability screen is
applied at the individual security level. To be eligible for inclusion in a market investable equity universe, a security
must have a free float—adjusted market capitalization equal to or higher than 50% of the equity universe minimum
size requirement.

*DM and EM Minimum Liquidity Requirement: this investability screen is applied at the individual security level.
To be eligible for inclusion in a market investable equity universe, a security must have adequate liquidity. The
twelve-month and three-month Annual Traded Value Ratio (“ATVR”), a measure that screens out extreme daily
trading volumes and takes into account the free float-adjusted market capitalization size of securities, together with

12
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the three-month frequency of trading are used to measure liquidity. In the calculation of the ATVR, the trading
volumes in depository receipts associated with that security, such as ADRs or GDRs, are also considered. A
minimum liquidity level of 20% of three- and twelve-month ATVR and 90% of three-month frequency of trading
over the last four consecutive quarters are required for inclusion of a security in a market investable equity universe
of a DM, and a minimum liquidity level of 15% of three- and twelve-month ATVR and 80% of three-month
frequency of trading over the last four consecutive quarters are required for inclusion of a security in a market
investable equity universe of an EM.

¢ Global Minimum Foreign Inclusion Factor Requirement: this investability screen is applied at the individual
security level. To be eligible for inclusion in a market investable equity universe, a security’s Foreign Inclusion
Factor (“FIF”) must reach a certain threshold. The FIF of a security is defined as the proportion of shares outstanding
that is available for purchase in the public equity markets by international investors. This proportion accounts for
the available free float of and/or the foreign ownership limits applicable to a specific security (or company). In
general, a security must have an FIF equal to or larger than 0.15 to be eligible for inclusion in a market investable
equity universe.

e Minimum Length of Trading Requirement: this investability screen is applied at the individual security level. For an
initial public offering (“IPO”) to be eligible for inclusion in a market investable equity universe, the new issue must
have started trading at least four months before the implementation of the initial construction of the index or at least
three months before the implementation of a semi—annual index review (as described below). This requirement is
applicable to small new issues in all markets. Large IPOs are not subject to the minimum length of trading
requirement and may be included in a market investable equity universe and the Standard Index outside of a
Quarterly or Semi—Annual Index Review.

P-11
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Defining Market Capitalization Size Segments for Each Market. Once a market investable equity universe is defined,
it is segmented into the following size—based indices:

. Investable Market Index (Large + Mid + Small);
. Standard Index (Large + Mid);
o Large Cap Index;
o Mid Cap Index; or
. Small Cap Index.

Creating the size segment indices in each market involves the following steps:

o defining the market coverage target range for each size segment;
o determining the global minimum size range for each size segment;
. determining the market size—segment cutoffs and associated segment number of companies;
. assigning companies to the size segments; and
. applying final size—segment investability requirements.

Index Continuity Rules for the Standard Indices. In order to achieve index continuity, as well as to provide some basic
level of diversification within a market index, and notwithstanding the effect of other index construction rules
described in this section, a minimum number of five constituents will be maintained for a DM Standard Index and a
minimum number of three constituents will be maintained for an EM Standard Index.

Creating Style Indices within Each Size Segment. All securities in the investable equity universe are classified into
value or growth segments using the MSCI Global Value and Growth methodology.

Classifying Securities under the Global Industry Classification Standard. All securities in the global investable equity
universe are assigned to the industry that best describes their business activities. To this end, MSCI has designed, in
conjunction with Standard & Poor’s, the GICS. Under the GICS, each company is assigned to one sub—industry
according to its principal business activity. Therefore, a company can belong to only one industry grouping at each of
the four levels of the GICS.

Index Maintenance

The MSCI Global Investable Market Indices are maintained with the objective of reflecting the evolution of the
underlying equity markets and segments on a timely basis, while seeking to achieve index continuity, continuous
investability of constituents and replicability of the indices, and index stability and low index turnover. In particular,
index maintenance involves:

(i) Semi—Annual Index Reviews (“SAIRs”) in May and November of the Size Segment and Global Value and Growth

Indices which include:

14
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o updating the indices on the basis of a fully refreshed equity universe;
. taking buffer rules into consideration for migration of securities across size and style segments; and
° updating FIFs and Number of Shares (“NOS”).
(i1) Quarterly Index Reviews in February and August of the Size Segment Indices aimed at:
eincluding significant new eligible securities (such as IPOs that were not eligible for earlier inclusion) in the index;

eallowing for significant moves of companies within the Size Segment Indices, using wider buffers than in the SAIR;
and

. reflecting the impact of significant market events on FIFs and updating NOS.

(ii1) Ongoing Event—Related Changes: changes of this type are generally implemented in the indices as they occur.
Significantly large IPOs are included in the indices after the close of the company’s tenth day of trading.

Through this maintenance process, MSCI may make structural changes to the indices by adding or deleting
component country indices. Consequently, the composition of the Underlying Index may change over the term of the
notes.

Neither we nor any of our affiliates, including BMOCM, accepts any responsibility for the calculation, maintenance,
or publication of, or for any error, omission, or disruption in the Underlying Index, or any successor to the index.
MSCI does not guarantee the accuracy or the completeness of the Underlying Index, or any data included in the index.
MSCIT assumes no liability for any errors, omissions, or disruption in the calculation and dissemination of the
Underlying Index. MSCI disclaims all responsibility for any errors or omissions in the calculation and dissemination
of the Underlying Index, or the manner in which the index is applied in determining the amount payable on the notes
at maturity.

P-12
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Historical Performance of the Underlying Asset

The following table sets forth the quarter-end high and low closing prices for the Underlying Asset from the first

quarter of 2011 through November 2, 2015.

The historical prices of the Underlying Asset are provided for informational purposes only. You should not take the

historical prices of the Underlying Asset as an indication of its future performance, which may be better or worse than
the prices set forth below.

2011

2012

2013

2014

2015

Closing Prices of the iShares® MSCI EAFE Index

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

First Quarter

Second Quarter

Third Quarter

Fourth Quarter (through November 2, 2015)

High ($)

61.91
63.87
60.80
55.57

55.80
55.51
55.15
56.88

59.89
63.53
65.05
67.06

67.55
70.67
69.22
64.51

65.99
68.42
65.46
62.06

Low ($)

55.31
57.10
46.66
46.45

49.15
46.55
47.62
51.96

56.90
57.03
57.55
62.71

62.31
66.26
64.12
59.53

58.48
63.49
56.25
57.50
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