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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (Unaudited)

ShotSpotter, Inc.

Condensed Consolidated Balance Sheets
(In thousands)

(Unaudited)
 

  December 31,   June 30,  
  2016   2017  

Assets         
Current assets         

Cash and cash equivalents  $ 3,865   $ 35,120  
Accounts receivable   2,410    3,082  
Prepaid expenses and other current assets   567    882  
Restricted cash   30    30  

Total current assets   6,872    39,114  
Property and equipment, net   8,959    10,478  
Intangible assets, net   66    68  
Other assets   220    164  

Total assets  $ 16,117   $ 49,824  
         

Liabilities and Stockholders' (Deficit) Equity         
Current liabilities         

Accounts payable  $ 1,336   $ 1,710  
Deferred revenue, short-term   10,863    13,933  
Accrued expenses and other current liabilities   2,359    2,490  
Notes payable, net of current maturities   667    3,000  

Total current liabilities   15,225    21,133  
Notes payable, net of current maturities and unamortized debt issuance costs   11,012    10,122  
Convertible preferred stock warrant liability   1,875   -  
Deferred revenue, long-term   3,112    3,127  
Other liabilities   24    68  

Total liabilities   31,248    34,450  
         

Commitments and contingencies (Note 12)         
         

Series B-1 convertible preferred stock   22,075    -  
         

Series A-2 convertible preferred stock   20,000    -  
         

Stockholders' (deficit) equity:         
Common stock   8    48  
Additional paid-in capital   30,403    108,829  
Accumulated deficit   (87,615 )   (93,482 )
Accumulated other comprehensive loss   (2 )   (21 )

Total stockholders' (deficit) equity   (57,206 )   15,374  
Total liabilities and stockholders' (deficit) equity  $ 16,117   $ 49,824

 

See accompanying notes to condensed consolidated financial statements.
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ShotSpotter, Inc.

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

(Unaudited)
 

  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2016   2017   2016   2017  

Revenues  $ 3,935   $ 5,836   $ 6,979   $ 10,398  
Cost of revenues   2,434    2,687    4,631    5,362  

Gross profit   1,501    3,149    2,348    5,036  
                 
Operating expenses                 

Sales and marketing   1,335    1,369    2,336    2,477  
Research and development   1,038    928    2,186    1,962  
General and administrative   558    971    1,106    1,901  

Total operating expenses   2,931    3,268    5,628    6,340  
Operating loss   (1,430 )   (119 )   (3,280 )   (1,304 )
Other expense, net                 

Remeasurement of convertible preferred stock warrant
   liability   (551 )   (3,725 )   (551 )  (3,725)  
Interest expense, net   (310 )   (445 )   (611 )  (810)  
Other expense, net   (7 )   (17 )   (15 )   (28 )

   Total expense, net   (868 )   (4,187 )   (1,177 )   (4,563 )
Net loss  $ (2,298 )  $ (4,306 )  $ (4,457 )  $ (5,867 )
Net loss per share, basic and diluted  $ (1.44 )  $ (1.16 )  $ (2.79 )  $ (2.19 )
Weighted average shares used in computing net loss per
   share, basic and diluted   1,601,005    3,724,760    1,596,279    2,678,787
 

See accompanying notes to condensed consolidated financial statements.
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ShotSpotter, Inc.

Condensed Consolidated Statements of Comprehensive Loss
(In thousands)

(Unaudited)
 

  Three Months Ended   Six Months Ended  
  June 30,   June 30,  
  2016   2017   2016   2017  

Net loss  $ (2,298 )  $ (4,306 )  $ (4,457 )  $ (5,867 )
Other comprehensive loss:                 

Change in foreign currency translation adjustment   -    (6 )   -    (19 )
Comprehensive loss  $ (2,298 )  $ (4,312 )  $ (4,457 )  $ (5,886 )
 

See accompanying notes to condensed consolidated financial statements.
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ShotSpotter, Inc.

Condensed Consolidated Statements of Cash Flows
(In thousands)

(Unaudited)
 

  Six Months Ended   Six Months Ended  
  June 30,   June 30,  
  2016   2017  

Cash flows from operating activities:         
Net loss  $ (4,457 )  $ (5,867 )

Adjustments to reconcile net loss to net cash (used in) provided by
   operating activities:         

Depreciation and amortization   1,216    1,408  
Stock-based compensation   34    75  
Amortization of debt issuance costs   64    84  
Remeasurement of convertible preferred stock warrant liability   551    3,725  
Changes in operating assets and liabilities:         

Accounts receivable   (2,417 )   (666 )
Prepaid expenses and other assets   4    (201 )
Accounts payable   469    (307 )
Accrued expenses and other current liabilities   763    (216 )
Deferred revenue   3,122    3,049  

Net cash (used in) provided by operating activities   (651 )   1,084  
Cash flows from investing activities:         

Purchase of property and equipment   (2,149 )   (2,870 )
Investment in intangible and other assets   (19 )   (24 )

Net cash used in investing activities   (2,168 )   (2,894 )
Cash flows from financing activities:         

Proceeds from initial public offering, net of commissions and discounts   —    32,426  
Proceeds from notes payable   —    1,500  
Payment of debt issuance costs   —    (30 )
Payments of offering costs   —    (846 )
Proceeds from exercise of stock options   12    10  

Net cash provided by financing activities   12    33,060  
Increase (decrease) in cash and cash equivalents   (2,807 )   31,250  
Effect of exchange rate on cash and cash equivalents   —    5  
Cash and cash equivalents at beginning of year   4,124    3,865  
Cash and cash equivalents at end of year  $ 1,317   $ 35,120  
Supplemental cash flow disclosures:         

Cash paid for interest  $ 487   $ 721  
Supplemental disclosure of non-cash financing activities:         

Conversion of convertible preferred stock into common stock  $ —   $ 42,075  
Reclassification of convertible preferred stock warrant liability into additional paid-in
capital  $ —   $ 5,711  
Issuance of warrants in connection with the issuance of notes payable to a financial
institution  $ —   $ 111  
Deferred offering costs included in accounts payable and accruals  $ —   $ 986  
        

 
See accompanying notes to condensed consolidated financial statements.
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ShotSpotter, Inc.
Notes to Condensed Consolidated Financial Statements

Note 1. Organization and Description of Business

ShotSpotter, Inc. (the "Company") provides gunshot detection solutions that help law enforcement officials and security personnel
identify, locate and deter gun violence. The Company offers its software solutions on a SaaS-based subscription model to its customers.

The Company's principal executive offices are located in Newark, California. The Company has one subsidiary, ShotSpotter
(Pty) Ltd. formed in South Africa.

Note 2. Initial Public Offering

In June 2017, the Company completed its initial public offering (“IPO”) in which the Company sold 3,220,000 shares of its common
stock at an IPO price of $11.00 per share, which includes the sale of  420,000 shares of common stock upon the full exercise of the
underwriters’ over-allotment option. The Company received net proceeds of $32.4 million, excluding underwriting discounts and
commissions, which was recorded to additional paid-in capital. The Company’s common stock commenced trading on the NASDAQ
Capital Market on June 7, 2017 under the trading symbol “SSTI.”

 • Immediately prior to the IPO, all outstanding Series B-1 convertible preferred stock warrants  were remeasured at fair
value using the Black-Scholes model, resulting in a loss of $3.7 million which was recorded in other expense, net.

 • Upon the closing of the IPO, the entire balance of $5.7 million in convertible preferred stock warrant liability was
reclassified to additional paid-in capital.  All preferred stock warrants were converted into common stock warrants. In
addition, the Company issued to the lead underwriter in the IPO a warrant to purchase up to 84,000 shares of its common
stock. See Note 10, Convertible Preferred Stock Warrants and Common Stock Warrants, for further details regarding the
warrants.

 • Upon the closing of the IPO, all shares of the then-outstanding convertible preferred stock were converted into 4,689,753
shares of common stock. This resulted in a reclassification of $42.1 million to additional paid-in capital.

 • Offering costs incurred by the Company were approximately $1.8 million, excluding underwriting  commissions and
discounts, which was recorded to additional paid-in capital.

Note 3. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally
accepted accounting principles in the United States of America (“U.S. GAAP”) and applicable rules and regulations of the Securities and
Exchange Commission (“SEC”) regarding interim financial reporting. Certain information and note disclosures normally included in the
consolidated financial statements prepared in accordance with U.S. GAAP have been condensed or omitted pursuant to such rules and
regulations. Therefore, these condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes included in the final prospectus filed with the SEC pursuant to Rule 424(b)(4) under the Securities Act of 1933, on
June 8, 2017 (the “Prospectus”).

The condensed consolidated balance sheet as of December 31, 2016, included herein, was derived from the audited financial
statements as of that date, but does not include all disclosures including certain notes required by U.S. GAAP on an annual reporting basis.

In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all normal
recurring adjustments necessary to present fairly the financial position, results of operations, comprehensive loss and cash flows for the
interim periods, but are not necessarily indicative of the results of operations to be anticipated for the full year 2017 or any future period.
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June 2017 Amended and Restated Certificate of Incorporation
 

Prior to the IPO, the Company’s Board of Directors (the “Board”) and stockholders approved an amendment (the “Charter
Amendment”) to the Pre-IPO Certificate and an amended and restated certificate of incorporation (“Post-IPO Certificate”) that became
effective on June 12, 2017. The Charter Amendment increased the number of authorized shares of common stock from 8,600,000 to
500,000,000. Under the Post-IPO Certificate, the Company is authorized to issue two classes of stock to be designated Common Stock and
Preferred Stock. See Note 8, Capital Stock, for further details regarding these classes of stock.

 
March 2017 Amendment and Restatement of Certificate of Incorporation

On March 27, 2017, the Company's Board and stockholders approved an amendment and restatement of the Company’s then-
existing certificate of incorporation (the “Pre-IPO Certificate”) to provide, among other changes, that each share of Series A-2 convertible
preferred stock would automatically convert into 0.715548 shares of common stock upon the consummation of an initial public offering of
the Company’s capital stock. All share and per share data related to balance sheet and net loss information in the accompanying condensed
consolidated financial statements and their related notes have been retroactively adjusted to give effect to the application of this conversion
feature when presenting the Series A-2 convertible preferred stock on an as-converted basis.

The Pre-IPO Certificate also provided for (1) an increase in the total number of authorized shares to 14,550,000 and (2) an increase
in the number of authorized shares of common stock to 8,600,000, in each case to accommodate the new conversion feature for the
outstanding shares of Series A-2 convertible preferred stock.

Reverse Stock Split and Amendment to Certificate of Incorporation
 
In December 2016, the Board and stockholders approved an amendment and restatement of the Company's then amended and

restated certificate of incorporation to effect a one-for-17 reverse stock split of the outstanding shares of the Company's capital stock, such
that each 17 shares of capital stock issued and outstanding, automatically and without any action on the part of the respective holders
thereof, combined into one share of the same class and series of capital stock.

 
All share and per share data in the accompanying condensed consolidated financial statements and their related notes for all periods

presented have been retroactively adjusted to give effect to the reverse stock split.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, and reported amounts of revenues and expenses during
the reporting period. On an ongoing basis, management evaluates its significant estimates including the valuation of accounts receivable,
the lives of tangible and intangible assets, stock-based compensation expense, preferred stock warrant liabilities, and accounting for income
taxes. Management bases its estimates on historical experience and on various other market-specific and relevant assumptions it believes to
be reasonable under the circumstances. Actual results could differ from those estimates and such differences could be material to the
Company's financial position and results of operations.

Significant Accounting Policies

Except for the changes described below, there have been no changes in the Company’s significant accounting policies for the three
and six months ended June 30, 2017 as compared to the significant accounting policies described in the Prospectus.

Concentrations of Risk

Concentration of Accounts Receivable –At December 31, 2016, three customers accounted for 27%, 16% and 11% of the Company's
accounts receivable. Fluctuations in accounts receivable result from timing of the
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Company's execution of contracts and collection of related payments. At June 30, 2017, two customers accounted for 15% and 23%
of the Company's accounts receivable.

Concentration of Revenues –For the  three months ended June 30, 2016, two customers accounted for 13% and 15% of the Company's
total revenues. For the six months ended June 30, 2016, two customers each accounted for 12% of the Company’s total revenues. One
customer accounted for 17% of the Company's total revenues for each of the three and six months ended June 30, 2017.

Accounting Pronouncements Recently Adopted

In March 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, which requires all
excess tax benefits and tax deficiencies associated with share-based payments to be recognized as income tax expense or income tax
benefit, respectively, rather than as additional paid-in capital. The amendments also increase the amount an employer can withhold in order
to cover income taxes on awards, allow companies to recognize forfeitures of awards as they occur and require companies to present excess
tax benefits from stock-based compensation as an operating activity in the statement of cash flows rather than as a financing activity. The
method of adoption varies with the different aspects of the ASU. The Company adopted this as of January 1, 2017. The adoption of this
ASU did not have any impact on the Company's condensed consolidated financial statements.

Recent Accounting Pronouncements Not Yet Effective

In May 2014, the FASB issued ASC Topic 606, Revenue from Contracts with Customers. This standard outlines a single
comprehensive model for entities to use in accounting for revenue arising from contracts with customers that reflects the consideration to
which the entity expects to be entitled in exchange for those goods and services. The standard will replace most existing revenue
recognition guidance under U.S. GAAP. Topic 606 is effective for the Company as of January 1, 2018, and permits the use of either a
retrospective or cumulative effect transition method.

The Company's preliminary assessment is that there are no material changes in the timing and amount of the recognition of revenue
for our service arrangements. This preliminary assessment is based on analysis that the subscription and setup services included in the
contractual arrangements are not distinct in the context of the subscription contract as they are considered highly interrelated and represent
a single combined performance obligation that should be recognized ratably over time. The actual revenue recognition treatment required
under the new standard for these arrangements may be dependent on contract-specific terms which could vary in some instances. While the
Company continues to assess all potential impacts of the new standard, the Company believes the most significant impact relates to the
capitalization of sales commissions. Under the new standard, costs incremental to obtaining a contract with a customer, such as sales
commissions, are capitalized as assets and amortized. The Company believes it is following an appropriate timeline for adoption of the new
standard.

In January 2016 the FASB issued ASU 2016-01, Recognition and Measurement of Financial Assets and Financial Liabilities, which
provides targeted improvements to the recognition, measurement, presentation and disclosure of financial assets and financial liabilities.
Specific accounting areas addressed include equity investments and financial liabilities reported under the fair value option and valuation
allowance assessment resulting from unrealized losses on available-for-sale securities. The ASU also changes certain presentation and
disclosure requirements for financial instruments. The ASU is to be applied by means of a cumulative effect adjustment to the balance
sheet as of the beginning of the fiscal year of adoption. This ASU is effective for the Company as of January 1, 2018. Early adoption, with
certain exceptions, is not permitted. The Company is currently evaluating the effect this ASU will have on its consolidated financial
statements.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which requires lessees to recognize right-of-use assets and
corresponding liabilities for all leases with an initial term in excess of twelve months. The ASU is to be adopted using a modified
retrospective approach, including a number of practical expedients, that requires leases to be measured and recognized under the new
guidance at the beginning of the earliest period presented. This ASU is effective for the Company as of January 1, 2019. Early adoption is
permitted. The Company is currently evaluating the effect this ASU will have on its consolidated financial statements.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and
Cash Payments, addressing eight specific cash flow issues in an effort to reduce diversity in practice.
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The ASU is effective for the Company as of January 1, 2018. Early adoption is permitted. The Company is currently evaluating the effect
this ASU will have on its consolidated financial statements.

In October 2016, the FASB issued ASU 2016-16, Inter-Entity Transfers of Assets Other Than Inventory. The guidance requires
entities to recognize the income tax impact of an inter-entity sale or transfer of an asset other than inventory when the sale or transfer
occurs, rather than when the asset has been sold to an outside party. The guidance will require a modified retrospective application with a
cumulative catch-up adjustment to opening retained earnings. The ASU is effective for the Company as of January 1, 2018. Early adoption
is permitted. The Company does not expect adoption of this ASU to have any impact on its consolidated financial statements.

In November 2016, the FASB issued ASU 2016-18, Restricted Cash, which requires that a statement of cash flows explain the
change during the period in the total of cash, cash equivalents and amounts generally described as restricted cash or restricted cash
equivalents. Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash and cash
equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. This ASU is
effective for the Company as of January 1, 2018. Early adoption is permitted, including adoption in an interim period as of the beginning of
an annual reporting period for which interim or annual financial statements have not been issued or made available for issuance. The
Company does not expect adoption of this ASU to have any impact on its consolidated financial statements.

In May 2017, the FASB issued ASU 2017-09, Scope of Modification Accounting, which amends the scope of modification
accounting for share-based payment arrangements, provides guidance on the types of changes to the terms or conditions of share-based
payment awards to which an entity would be required to apply modification accounting under ASC 718, Compensation – Stock
Compensation. This ASU is effective for the Company as of January 1, 2018. The Company is currently evaluating the effect this ASU will
have on its consolidated financial statements.

In July 2017, the FASB issued ASU 2017-11, Earnings Per Share (Topic 260), Distinguishing Liabilities from Equity (Topic 480),
Derivatives and Hedging (Topic 815). The amendments in Part I of this ASU change the classification analysis of certain equity-linked
financial instruments (or embedded features) with down round features. When determining whether certain financial instruments should be
classified as liabilities or equity instruments should be classified as liabilities or equity instruments, a down round feature no longer
precludes equity classification when assessing whether the instrument is indexed to an entity’s own stock. The amendments also clarify
existing disclosure requirements for equity-classified instruments. The amendments in Part I of this ASU are effective for the Company as
of January 1, 2019.  The amendments in Part II of this ASU replace the indefinite deferral of certain guidance in Topic 480 with a scope
exception. The amendments in Part II of this ASU do not require any transition guidance. The Company is currently evaluating the effect
this ASU will have on its consolidated financial statements.

Note 4. Fair Value Measurements

Prior to the IPO, the Company's convertible preferred stock warrant liability was measured on a recurring basis and was classified
within Level III of the fair value hierarchy because some of the inputs used in its measurement were neither directly or indirectly
observable. The valuation methodology and underlying assumptions in the fair value determination are discussed in Note 3, Summary of
Significant Accounting Policies, and Note 11, Convertible Preferred Stock Warrants, to the consolidated financial statements included in
the Prospectus.  

Immediately prior to the IPO, the convertible preferred stock warrant liability was remeasured to fair value, resulting in a loss of
$3.7 million which was recorded in other expense, net. Upon the closing of the IPO, the entire balance of $5.7 million in convertible
preferred stock warrant liability was reclassified to additional paid-in capital.
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There were no transfers into or out of Level III during the three and six months ended June 30, 2017. The changes in the fair value
of the convertible preferred stock warrant liability are summarized below (in thousands)
 

  

Fair Value
Measurements at
Reporting Date

Using Level III Inputs  
Fair value at December 31, 2016  $ 1,875  
Issuance of convertible preferred stock warrants   111  
Change in fair value recorded in other expense, net   3,725  
Reclassification of unexercised warrant into
   additional paid-in capital upon the IPO   (5,711 )
Fair value at June 30, 2017  $ —

 

Note 5. Intangible Assets, net

Intangible assets, net, consisted of the following (in thousands):
 

  December 31, 2016  

  Gross   
Accumulated
Amortization   Net  

Patents  $ 873   $ (807 ) $ 66
 

  June 30, 2017  

  Gross   
Accumulated
Amortization   Net  

             
Patents  $ 897   $ (829 ) $ 68

 
Amortization expense was $8,000 and $11,000 for the three months ended June 30, 2016 and 2017, respectively, and $17,000 and

$22,000 for the six months ended June 30, 2016 and 2017, respectively.
 
Note 6. Details of Certain Condensed Consolidated Balance Sheet Accounts
 

Prepaid expenses and other current assets (in thousands):
 

  December 31,   June 30,  
  2016   2017  
         

Prepaid software and licenses  $ 286   $ 220  
Prepaid insurance   25    447  
Other prepaid expenses   171    127  
Other   85    88  

  $ 567   $ 882
 

Accrued expenses and other current liabilities (in thousands):
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  December 31,   June 30,  
  2016   2017  
         

Payroll liabilities  $ 1,146   $ 947  
Accrued employee paid time off   372    453  
Accrued commissions   51    40  
Accrued interest   123    132  
Royalties payable   225    83  
Accrued offering costs   -    305  
Other   442    530  
  $ 2,359   $ 2,490

 

Note 7. Financing Arrangements

Notes Payable

2015 Term Note 

At December 31, 2016 and June 30, 2017, outstanding borrowings under the 2015 Term Note were $11.7 million and $13.1 million,
respectively, net of unamortized debt issuance costs.

Borrowings under the 2015 Term Note bear interest at the greater of: (i) the average prime rate in effect during each month or (ii) the
average three-month LIBOR rate during such month, plus 2.5% per annum, plus 7.5% with a minimum rate of 11%, with interest only
payments through October 2017, followed by 36 equal monthly installments of principal and interest through October 2020, the maturity
date. The weighted average interest rate during the three and six months ended June 30, 2016 was 11.00% for both periods. The weighted
average interest rate during the three and six months ended June 30, 2017 was 11.42% and 11.50%, respectively.

For the three and six months ended June 30, 2016, the Company recognized interest expense of $0.2 million and $0.5 million,
respectively, based on the outstanding balance during the respective periods. For the three and six months ended June 30, 2017, the
Company recognized interest expense of $0.4 million and $0.7 million, respectively, based on the outstanding balance during the
respective periods.

During the three and six months ended June 30, 2016, amortization of debt issuance costs was $32,000 and $64,000, respectively.
During the three and six months ended June 30, 2017, amortization of debt issuance costs was $50,000 and $84,000, respectively.

Borrowings under the 2015 Term Note are secured by substantially all of the assets of the Company. Additionally, the terms of the
2015 Term Note contain certain financial covenants and various negative covenants.

In March 2017, the Company amended the 2015 Term Note. In connection with the amendment of the 2015 Term Note, the
Company issued a warrant to purchase 76,704 shares of Series B-1 preferred stock at an exercise price of $5.8667 per share;  however, the
terms of the warrant provided that upon the completion of a public offering in which the Company raises at least $25.0 million in net
proceeds, the number of shares underlying the warrant would be reduced to 61,363 shares. Consistent with these terms, upon the closing of
the IPO, the number of shares underlying this warrant was reduced to 61,363 shares, and the warrant became exercisable for common
stock.

For further details regarding the 2015 Term Note, refer to Note 7, Financing Arrangements, to the notes to the consolidated financial
statements included in the Prospectus.

Notes payable consisted of the following (in thousands):
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  December 31,   June 30,  
  2016   2017  
      (unaudited)  

Notes payable  $ 12,000   $ 13,500  
Unamortized debt issuance costs   (321 )  (378 )
Current maturities of term note   (667 )  (3,000 )
Total notes payable, net of current maturities  $ 11,012   $ 10,122

 

Note 8. Capital Stock

Convertible Preferred Stock

Immediately prior to the IPO, the Company had the following outstanding convertible preferred stock:

 

  
Shares

Authorized   

Shares
Issued and

Outstanding   

Aggregate
Liquidation
Preference

(in thousands)  
Series B-1   4,773,000    3,848,023   $ 22,075  
Series A-2   1,177,000    1,176,423    20,000  
          $ 42,075

 
Upon the closing of the IPO, all shares of convertible preferred stock then outstanding were automatically converted into an

aggregate of 4,689,753 shares of common stock, resulting in the reclassification of the related redeemable convertible preferred stock into
$25,000 of common stock and $42.1 million into additional paid-in capital.  

 
As of June 30, 2017, there were no shares of convertible preferred stock outstanding.

Common Stock

All of the shares offered and sold by the Company in the IPO were common stock. The Company is authorized to issue 500,000,000
shares of common stock, with a par value of $0.005 and each outstanding share of common stock is entitled to one vote, as provided in the
Post-IPO Certificate.

At December 31, 2016 there were 1,616,996 shares of common stock issued and outstanding. At June 30, 2017, there were
9,593,192 shares of common stock issued and outstanding.

Preferred Stock

The Company is authorized to issue 20,000,000 shares of preferred stock, with a par value of $0.005, as provided in the Post-IPO
Certificate. As of June 30, 2017, there were no shares of preferred stock issued and outstanding.

Note 9. Net Loss per Share

The following table summarizes the computation of basic and diluted net loss per share (in thousands, except share and per share
data):
 

  Three Months Ended June 30,   Six Months Ended June 30,  
  2016   2017   2016   2017  

Numerator:                 
Net loss  $ (2,298 )  $ (4,306 )  $ (4,457 )  $ (5,867 )
Denominator:                 
Weighted-average shares outstanding, basic and
   diluted   1,601,005    3,724,760    1,596,279    2,678,787  
Net loss per share  $ (1.44 )  $ (1.16 )  $ (2.79 )  $ (2.19 )
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The following potentially dilutive shares outstanding at the end of the periods presented were excluded in the calculation of diluted
net loss per share as the effect would have been anti-dilutive:
 

  Three Months Ended June 30,   Six Months Ended June 30,  
  2016   2017   2016   2017  

Options to purchase common stock   1,064,831    1,303,336    1,064,831    1,303,336  
Warrants to purchase Series B-1 convertible
   preferred stock   680,027    714,596    680,027    714,596  
Series B-1 convertible preferred stock (as-converted)   3,848,023    -    3,848,023    -  
Series A-2 convertible preferred stock (as-converted)   841,730    -    841,730    -  

Total   6,434,611    2,017,932    6,434,611    2,017,932
 

Note 10. Convertible Preferred Stock Warrants and Common Stock Warrants

Immediately prior to the Company’s IPO, all outstanding Series B-1 convertible preferred stock warrants were remeasured to their
fair value, using the Black-Scholes model. Refer to Note 3, Summary of Significant Accounting Policies, to the notes to the consolidated
financial statement included in the Prospectus for a description of the valuation method. The final remeasurement of the convertible
preferred stock warrant liability resulted in a $3.7 million loss which was recorded to other expense, net.

Upon the closing of the IPO, the entire balance of $5.7 million in convertible preferred stock warrant liability was reclassified to
additional paid-in capital. All convertible preferred stock warrants were converted into common stock warrants.  In addition, the Company
issued to the lead underwriter in the IPO a warrant to purchase up to 84,000 shares of its common stock.

In June 2017, the June 2012 warrant and a portion of the August 2012 warrant were converted into 15,136 shares and 39,771 shares
of common stock, respectively, in a cashless exercise,

At June 30, 2017, the Company had the following common stock warrants issued and outstanding (in thousands, except share and
per share data):
 

Warrant Class  Shares   
Issuance

Date  
Price

per Share   
Expiration

Date
Common stock warrant   167,428   July 2012  $ 5.8667   July 2019
Common stock warrant   60,575   August 2012  $ 5.8667   August 2019
Common stock warrant   10,517   November 2012  $ 5.8667   November 2022
Common stock warrant   156,851   February 2014  $ 0.1700   February 2021
Common stock warrant   173,862   September 2015 $ 5.8667   September 2025
Common stock warrant (1)   61,363   March 2017  $ 5.8667   September 2025
Common stock warrant (2)   84,000   June 2017  $ 13.2000   June 2020
   714,596         

 
 
 
(1) This warrant was issued in connection with the amended 2015 Term Note. The number of shares underlying the warrant issued in

March 2017 was originally 76,704 and, pursuant to its terms, was reduced to 61,363 shares upon the closing of the Company’s
IPO. See Note 7, Financing Arrangements, for further details regarding this warrant.  

 
(2) This warrant was issued to the Company’s lead underwriter in connection with the IPO.    
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Note 11. Equity Incentive Plans

2017 Equity Incentive Plan

In May 2017, the Board and the Company’s stockholders approved the 2017 Equity Incentive Plan (the “2017 Plan”), which became
effective in connection with the IPO. The 2017 Plan provides for the issuance of stock options, restricted stock units and other awards to
employees, directors and consultants of the Company. A total of 2,413,659 shares of the Company’s common stock were initially reserved
for issuance under the 2017 Plan, which is the sum of (1) 900,000 shares, (2) the number of shares reserved for issuance under the 2005
Plan at the time the 2017 Plan became effective and (3) shares subject to stock options or other stock awards under the 2005 Plan that
would have otherwise been returned to the 2005 Plan (up to a maximum of 1,314,752 shares). The number of shares of common stock
reserved for issuance under the 2017 Plan will automatically increase on January 1 of each year, beginning on January 1, 2018 by the lesser
of (1) 5% of the number of shares of the Company’s capital stock outstanding on December 31 of the preceding calendar year or (2) such
number of shares as determined by the Board. As a result of the adoption of the 2017 Plan, no further grants may be made under the 2005
Plan.

 
2005 Plan

In February 2005, the Company adopted the 2005 Stock Plan, as amended in January 2010 and November 2012 (the "2005 Plan").
Under the 2005 Plan provisions, the Company was authorized to grant incentive stock options, non-qualified stock options, stock
appreciation rights, restricted stock units, and shares of restricted stock. For further details regarding the 2005 Plan, refer to Note 12, Equity
Incentive Plan, to the notes to the consolidated financial statements included in the Prospectus.

Following the effectiveness of the 2017 Plan in connection with the IPO, no further grants will be made under the 2005 Plan.  

A summary of activities under the 2005 Plan and 2017 Plan during the six months ended June 30, 2017 is as follows:
 

  

Options
Available
for Grant   

Number
of Shares

Outstanding   

Weighted
Average
Exercise

Price  
Outstanding at December 31, 2016   390,164    1,130,141   $ 0.86  

Authorized   900,000   ─   ─  
Granted   (202,083 )  202,083   $ 3.06  
Exercised   -    (11,536 ) $ 0.80  
Canceled   17,352    (17,352 ) $ 1.11  

Outstanding at June 30, 2017   1,105,433    1,303,336   $ 1.20
 

2017 Employee Stock Purchase Plan

In May 2017, the Board and the Company’s stockholders adopted the 2017 Employee Stock Purchase Plan (“2017 ESPP”), which
became effective in connection with the Company’s IPO. The 2017 ESPP allows eligible employees to purchase shares of the Company’s
common stock in an offering at a discount of the then-current trading price, up to the lesser of (1) 85% of the fair market value of the
common stock on the first day of the IPO or (2) 85% of the fair market value of the common stock on the purchase date. The 2017 ESPP
permits the maximum discounted purchase price permitted under U.S. tax rules, including a “lookback.”

The 2017 ESPP initial offering period runs for approximately 24 months in length, and contains four 6-month purchase periods. An
employee’s purchase rights terminate immediately upon termination of employment or other withdrawal from the 2017 ESPP. No
participant will have the right to purchase shares of common stock in an amount that has a fair market value of more than $25,000
determined as of the first day of the applicable purchase period, for each calendar year.
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There are 200,000 shares of common stock reserved for issuance under the 2017 ESPP. In addition, the 2017 ESPP contains a
provision which provides for an automatic annual share increase on January 1 of each year, in an amount equal to the lesser of (1) 2% of the
total number of shares of common stock outstanding on December 31st of the preceding calendar year, (2) 150,000 shares or (3) such
number of shares as determined by the Board.

The Company accounts for employee stock purchases made under its 2017 ESPP using the estimate grant date fair value of
accounting in accordance with ASC 718, Stock Compensation. The Company values ESPP shares using the Black-Scholes model.

There were no shares issued under the 2017 ESPP during the three and six months ended June 30, 2017.

Total stock-based compensation expense associated with the 2005 Plan, 2017 Plan and 2017 ESPP is recorded in the condensed
consolidated statements of operations and was allocated as follows (in thousands):
 

  Three Months Ended June 30,   Six Months Ended June 30,  
  2016   2017   2016   2017  

Cost of revenue  $ 3   $ 9   $ 6   $ 10  
Sales and marketing   1    15    3    20  
Research and development   5    9    9    16  
General and administrative   8    19    16    29  

Total  $ 17    52   $ 34    75
 

Note 12. Commitments and Contingencies

Operating Lease

The Company leases its principal executive offices in Newark, California, under a non-cancelable operating lease which expires in
2021. The Company recognizes rent expense on a straight-line basis over the expected lease term. The difference between cash payments
required and rent expense is recorded as deferred rent. Rent expense for the Company's facilities was $0.1 million for each of the three and
six months ended June 30, 2016.  Rent expense for the Company’s facilities was $0.1 million and $0.2 million for the three and six months
ended June 30, 2017, respectively.  

The following is a schedule of future minimum lease payments under the non-cancelable operating lease at June 30, 2017 (in
thousands):
 

2017 (remainder of year)  $ 140  
2018   336  
2019   346  
2020   357  
2021   305  

Total  $ 1,484
 

Contingencies

In the normal course of business, the Company may receive inquiries or become involved in legal disputes regarding various
litigation matters. In the opinion of management, any potential liabilities resulting from such claims would not have a material adverse
effect on the Company's financial position or results of operations.

 

 

15



ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations together with our condensed
consolidated financial statements and accompanying notes included in this Quarterly Report on Form 10-Q and the financial statements
and accompanying notes and other financial information in the Management’s Discussion and Analysis of Financial Condition and Results
of Operations included in the final prospectus filed with the Securities and Exchange Commission (“SEC”) pursuant to Rule 424(b)(4)
under the Securities Act of 1933, as amended, on June 8, 2017 (the “Prospectus”). This Quarterly Report on Form 10-Q contains
“forward-looking statements” within the meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of
1934, as amended, or the Exchange Act. These statements are often identified by the use of words such as “anticipate,” “believe,”
“continue,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “will,” “would” or the negative or plural of these words
or similar expressions or variations. Such forward-looking statements are subject to a number of risks, uncertainties, assumptions and
other factors that could cause actual results and the timing of certain events to differ materially from future results expressed or implied by
the forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those identified
herein, and those discussed in the section titled “Risk Factors”, set forth in Part II, Item 1A of this Quarterly Report on Form 10-Q and in
our other SEC filings. You should not rely upon forward-looking statements as predictions of future events. Furthermore, such forward-
looking statements speak only as of the date of this report. Except as required by law, we undertake no obligation to update any forward-
looking statements to reflect events or circumstances after the date of such statements.

Overview

We are the leader in gunshot detection solutions that help law enforcement officials and security personnel deter and prevent gun
violence. We offer our software solutions on a SaaS-based subscription model to customers around the world with current customers
located in the United States, Puerto Rico, the U.S. Virgin Islands and South Africa. Our public safety solution, ShotSpotter Flex, is
deployed in urban, high-crime areas to help deter gun violence by accurately detecting and locating gunshots and sending near real-time
alerts to law enforcement. Our security solutions, SST SecureCampus and ShotSpotter SiteSecure, are designed to help law enforcement
and security personnel serving universities, corporate campuses and key infrastructure or transportation centers mitigate risk and enhance
security by notifying authorities and first responders of an active-shooter event almost immediately.

Our solutions consist of our highly-specialized, cloud-based software integrated with proprietary, internet-enabled sensors and
communication networks. The speed and accuracy of our solutions enable rapid response by law enforcement and security personnel,
increase the chances of apprehending the shooter, aid in evidentiary collection and can serve as an overall deterrent. When a potential
gunfire incident is detected by our sensors, our software precisely locates where the incident occurred. An alert containing critical
information about the incident is transmitted directly to law enforcement or security personnel through any computer and to iPhone® or
Android mobile devices.

We generate annual subscription revenues from the deployment of our public safety solution on a per-square-mile basis. As of June
30, 2017, we had 75 public safety customers with coverage areas of approximately 480 square miles in 90 cities and municipalities across
the United States, including four of the ten largest cities. As of June 30, 2017, we had six security customers covering seven higher-
education campuses, of which five had their solutions fully deployed.

We enter into subscription agreements on a term basis that typically range from one to five years in duration, with the majority
having a contract term of one year. Substantially all of our sales are to governmental agencies and universities which often undertake a
prolonged contract evaluation process that affects the size or the timing of our sales contracts and may likewise increase our customer
acquisition costs. For a discussion of the risks associated with our sales cycle, see risks entitled "Our sales cycle can be unpredictable, time-
consuming and costly, and our inability to successfully complete sales could harm our business" and "Because we generally recognize our
subscription revenues ratably over the term of our contract with a customer, fluctuations in sales will not be fully reflected in our operating
results until future periods" in  Item 1A, Risk Factors, included in this Quarterly Report on Form 10-Q.

We rely on a limited number of suppliers and contract manufacturers to produce components of our solutions. We have no long-
term contracts with these manufacturers and purchase from them on a purchase-order basis. Although we use a limited number of suppliers
and contract manufacturers, we believe that we could find alternate suppliers or
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manufacturers if circumstances required us to do so, in part because a significant portion of the components required by our solution s is
available off the shelf. For a discussion of the risks associated with our limited number of suppliers, see risk entitled "We rely on a limited
number of suppliers and contract manufacturers, and our proprietary ShotSpotter sensors are manufactured by a single contract
manufacturer" in Item 1A, Risk Factors, included in this Quarterly Report on Form 10-Q.

We generated revenues of $3.9 million and $5.8 million for the three months ended June 30, 2016 and 2017, respectively, a year-
over-year increase of 48%. Revenues from our ShotSpotter Flex public safety solution during the three months ended June 30, 2016 and
2017 represented approximately 99% and 96%, respectively, of total revenues. Two of our largest customers, City of New York and Puerto
Rico Housing Administration, accounted for 13% and 15%, respectively, of our total revenues for the three months ended June 30, 2016.
One customer, City of New York, accounted for 17% of our total revenues for the three months ended June 30, 2017. All of our revenues
for the three months ended June 30, 2016 were derived from customers within the United States (including Puerto Rico and the U.S. Virgin
Islands). A substantial majority of our revenues for the three months ended June 30, 2017 was derived from customers within the United
States (including Puerto Rico and the U.S. Virgin Islands), and a small portion was derived from our customer in South Africa.

We generated revenues of $7.0 million and $10.4 million for the six months ended June 30, 2016 and 2017, respectively, a year-
over-year increase of  49%. Revenues from our ShotSpotter Flex public safety solution during the six months ended June 30, 2016 and
2017 represented approximately 99% and 96%, respectively, of total revenues. Two of our largest customers, City of New York and Puerto
Rico Housing Administration, each accounted for 12% of our total revenues for the six months ended June 30, 2016. One customer, City of
New York, accounted for 17% of our total revenues for the six months ended June 30, 2017. All of our revenues for the six months ended
June 30, 2016 were derived from customers within the United States (including Puerto Rico and the U.S. Virgin Islands). A substantial
majority of our revenues for the six months ended June 30, 2017 was derived from customers within the United States (including Puerto
Rico and the U.S. Virgin Islands), and a small portion was derived from our customer in South Africa.

While we intend to continue to devote resources to increase sales of our SST SecureCampus and ShotSpotter SiteSecure Solutions,
we expect that revenues from our ShotSpotter Flex solution will continue to comprise a majority of our revenues going forward.

We have not yet achieved profitability and had net losses of $4.3 million and $5.9 million for the three and six months ended June
30, 2017, respectively. Our accumulated deficit was $87.6 million and $93.5 million as of December 31, 2016 and June 30, 2017,
respectively.

During the three and six months ending June 30, 2017, we went “live” on 44 and 74 new square miles of coverage, respectively.
This increase in coverage in both periods was achieved through a combination of new customers and expansions with existing customers.

We have focused on rapidly growing our business and believe that its future growth is dependent on many factors, including our
ability to increase our customer base, expand the coverage of our solutions among our existing customers, increase sales of our security
solutions, and expand our international presence. Our future growth will primarily depend on the market acceptance for gunshot detection
solutions. Challenges we face in this regard include our target customers not having access to adequate funding sources, the fact that
contracting with government entities can be complex, expensive, time-consuming and the fact that our typical sales cycle is often very long
and can be costly. To combat these challenges, we intend to continue to maintain our position as a market leader, invest in research and
development, increase awareness of our solutions, and hire additional sales representatives to drive sales. In addition, we believe that
entering into strategic partnerships with other service providers to cities and municipalities offers another potential avenue for expansion,
particularly for our ShotSpotter Flex solution.

We will also focus on expanding our business by increasing sales of our security solutions. By developing additional solutions
through SST SecureCampus and ShotSpotter SiteSecure, we believe that our potential for growth has increased and that we are still in the
early stages of penetrating the market for our security solutions. Our ability to penetrate these new markets will depend on the quality of
our solutions and their perceived value as a risk management tool, as well as our ability to design our solutions to meet the demands of
these customers. If these security solution markets do not develop as we expect, our revenues may not grow at the rate we expect.
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With respect to international sales, we believe that we have the potential to expand our coverage within South Africa and to pursue
opportunities in Europe, South America and other regions of the world. By adding additional sales resources in strategic locations, we
believe we will be better positioned to reach these markets. However, we recognize that we have limited international operational
experience and currently operate only in three regions outside of the continental United States: Puerto Rico, the U.S. Virgin Islands and
South Africa. Operating successfully in international markets will require significant resources and management attention and will subject
us to additional regulatory, economic and political risks. Moreover, we anticipate that different political and regulatory considerations that
vary across different jurisdictions could extend what is already a lengthy sales cycle.

Given the importance of these strategies and challenges we face, we expect to continue to incur losses in the near term and, if we are
unable to achieve our growth objectives, we may not be able to achieve profitability.

Key Quarterly Business Metric
 
We focus on one key quarterly metric in order to measure our operational performance and inform strategic decisions. The key

business metric presented below is calculated on a quarterly basis using internal data and may be calculated in a manner different than
similar metrics used by other companies.

Net New “Go-Live” Square Miles Added

 
  Three Months Ended  Three Months Ended  Six Months Ended  Six Months Ended
  June 30,  June 30,  June 30,  June 30,
  2016  2017  2016  2017
Net new "go-live" square miles added  35  44  61  74

Net new “go-live” square miles represent the square miles covered by deployments that were approved by customers during the
quarter, both from initial and expanded customer deployments, net of square miles that ceased to be “live” during the quarter. New square
miles include deployed square miles that may have been sold, or booked, in prior quarters.

Components of Results of Operations

Presentation of Financial Statements

Our consolidated financial statements include the accounts of our wholly-owned South African subsidiary, ShotSpotter (Pty) Ltd.
All intercompany balances and transactions have been eliminated in consolidation.

Revenues

We derive substantially all of our revenues from subscription services. We recognize subscription fees ratably, on a straight-line
basis, over the term of the subscription, which for new customers is typically initially one to five years in length. Customer contracts
include one-time set-up fees for the set-up of our sensors in the customer’s coverage areas, training and third-party integration licenses.
These set-up fees are recognized ratably, on a straight-line basis, over the estimated customer life of five years.

We generally invoice customers for 50% of the total contract value when the contract is fully executed and for the remaining 50%
when the subscription service is operational and ready to go live – that is, when the customer has acknowledged the completion of all the
deliverables in the signed customer acceptance form. All fees billed in advance of services being delivered are recorded as deferred
revenue. For our public safety solution, our pricing model is based on a per-square-mile basis. For our security solutions, our pricing model
is on a customized-site basis. As a result of our process for invoicing contracts and renewals upon execution, our cash flow from operations
and accounts receivable can fluctuate due to timing of contract execution and timing of deployment.
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We generally invoice subscription service renewals for 100% of the total contract value when th e renewal contract is executed.
Renewal fees are recognized ratably over the term of the renewal, which is typically one year. While most of our customers elect to renew
their agreements, in some cases, they may not be able to obtain the proper approvals or funding to complete the renewal prior to expiration.
For these customers, we stop recognizing subscription revenues at the end of the current contract term, even though we may continue to
provide services for a period of time until the renewal process is completed. Once the renewal is complete, we then recognize subscription
revenues for the period between the expiration of the term of the agreement and the completion of the renewal process in the month in
which the renewal is executed.

Cost of Revenues

Cost of revenues primarily includes depreciation expense associated with capitalized customer acoustic sensor networks,
communication expenses, costs related to hosting our service application, costs related to operating our Incident Review Center or IRC,
providing remote and on-site customer support and maintenance and forensic services, certain personnel and related costs of operations,
stock-based compensation and allocated overhead, which includes IT, facility and equipment depreciation costs.

In the near term, we expect our cost of revenues to increase in absolute dollars to the extent our installed base increases, but decrease
as a percentage of revenues because certain of our costs of revenues are fixed and do not need to increase commensurate with increases in
revenues. In addition, depreciation expense associated with deployed equipment is recognized only over the first five years of a customer
contract.

Operating Expenses

Operating expenses consist of sales and marketing, research and development, and general and administrative expenses. Salaries,
bonuses, stock-based compensation expense and other personnel costs are the most significant components of each of these expense
categories. We include stock-based compensation expense incurred in connection with the grant of stock options to the applicable operating
expense category based on the equity award recipient’s functional area.

We are focused on executing on our growth strategy. As a result, in the near term we expect our total operating expenses to increase
in absolute dollars as we incur additional expenses due to growth and as a result of operating as a public company. Although our operating
expenses will fluctuate, we expect that over time, they will generally decrease as a percentage of revenues.

Sales and Marketing

Sales and marketing expenses primarily consist of personnel-related costs attributable to our sales and marketing personnel,
commissions earned by our sales personnel, marketing expenses for trade shows, conferences and conventions, consulting fees, travel and
facility-related costs and allocated overhead.

In the near term, we expect our sales and marketing expenses to increase in absolute dollars primarily due to planned growth in our
sales and marketing organization. This growth will include adding sales and marketing personnel and expanding our marketing activities to
continue to generate additional leads. Sales and marketing expense may fluctuate from quarter to quarter based on the timing of
commission expense, marketing campaigns and tradeshows.

Research and Development

Research and development expenses primarily consist of personnel-related costs attributable to our research and development
personnel, consulting fees and allocated overhead. We have devoted our product development efforts primarily to develop new lower-cost
sensor hardware, develop new features including a mobile application, improve functionality of our solutions and adapt to new technologies
or changes to existing technologies.

In the near term, we expect our research and development expenses to increase in absolute dollars as we increase our research and
development headcount to further strengthen our software and invest in the development of our service.
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General and Administrative

General and administrative expenses primarily consist of personnel-related costs attributable to our executive, finance, and
administrative personnel, legal, accounting and other professional services fees, other corporate expenses and allocated overhead. We have
recently incurred additional expenses in expanding our operations and for our IPO, and will continue to incur additional expenses as a
public company, including increased personnel, legal, insurance and accounting expenses, and the additional costs of achieving and
maintaining compliance with Section 404 of the Sarbanes-Oxley Act and other regulations.

In the near term, we expect our general and administrative expenses to increase significantly in absolute dollars as we grow our
business, support our operations as a public company and increase our headcount.

Other Expense, Net

Other expense, net, consists primarily of interest expense on our outstanding debt, and losses from the remeasurement of our
convertible preferred stock warrant liability. The convertible preferred stock warrant liability was reclassified into additional paid-in capital
upon our IPO and will no longer be remeasured at each balance sheet date.

Results of Operations

Comparison of Three Months Ended June 30, 2016 and 2017

The following table sets forth our selected consolidated statements of operations data for the three months ended June 30, 2016 and
2017 (in thousands):

  Three Months Ended June 30,          
      As a % of       As a % of   Change  
  2016   Revenues   2017   Revenues   $   %  

Revenues  $ 3,935    100 %  $ 5,836    100 %  $ 1,901    48 %
Cost of revenues   2,434    62 %   2,687    46 %   253    10 %
Gross profit   1,501    38 %   3,149    54 %   1,648    110 %
Operating expenses:                         

Sales and marketing   1,335    34 %   1,369    23 %   34    3 %
Research and development   1,038    26 %   928    16 %   (110 )   (11 )%
General and administrative   558    14 %   971    17 %   413    74 %

Total operating expenses   2,931    74 %   3,268    56 %   337    12 %
Loss from operations   (1,430 )   (36 %)  (119 )   (2 %)  1,311    (92 %)
Other expense, net   (868 )   (22 %)  (4,187 )   (72 %)  (3,319 )   382 %
Net loss  $ (2,298 )   (58 %) $ (4,306 )   (74 %) $ (2,008 )   87 %

 

Revenues

The increase of $1.9 million was attributable to $1.4 million from expansions of existing customer coverage areas, $0.2 million from
our South Africa subsidiary, and $0.3 million in non-recurring engineering revenue associated with the development of a custom product
for one customer.

Cost of Revenues

The increase of $0.3 million was due primarily to a $0.2 million increase in depreciation and telecommunications expenses
associated with expansions in existing customer coverage areas.  

Gross margin percentage increased 16 percentage points as certain costs of revenues are fixed and did not increase commensurate
with the increase in subscription revenues.

20



Operating Expenses

Sales and Marketing Expense

Sales and marketing expense was relatively flat for the three months ended June 30, 2016 and 2017 period primarily due to
increased personnel expenses associated with our expanding sales, marketing and customer success efforts, offset by a large commission
paid in the prior year period.

Research and Development Expense

The decrease of $0.1 million was due primarily to decreased consulting expenses related to the development of new variants of our
sensors that were incurred in the prior year period.

General and Administrative Expense

The increase of $0.4 million was due primarily to a $0.3 million increase in salaries, benefits and bonuses resulting from an increase
in headcount, including the addition of our chief financial officer.

Other Expense, Net

The increase of $3.3 million was attributable primarily to the final remeasurement of the preferred stock warrant liability
immediately prior to our IPO which resulted in a $3.7 million charge and also reflects higher interest expense from an additional $2.0
million in outstanding borrowings. See Note 3, Summary of Significant Accounting Policies, and Note 10, Convertible Preferred Stock
Warrants and Common Stock Warrants, included in this Quarterly Report on Form 10-Q, for details regarding the final remeasurement of
the preferred stock warrant liability.

Comparison of Six Months Ended June 30, 2016 and 2017

The following table sets forth our consolidated statements of operations data for the six months ended June 30, 2016 and 2017 (in
thousands):
 

  Six Months Ended June 30,          
      As a % of       As a % of   Change  
  2016   Revenues   2017   Revenues   $   %  

Revenues  $ 6,979    100 %  $ 10,398    100 %  $ 3,419    49 %
Cost of revenues   4,631    66 %   5,362    52 %   731    16 %
Gross profit   2,348    34 %   5,036    48 %   2,688    114 %
Operating expenses:                         

Sales and marketing   2,336    33 %   2,477    24 %   141    6 %
Research and development   2,186    31 %   1,962    19 %   (224 )   (10 )%
General and administrative   1,106    16 %   1,901    18 %   795    72 %

Total operating expenses   5,628    81 %   6,340    61 %   712    13 %
Loss from operations   (3,280 )   (47 %)  (1,304 )   (13 %)  1,976    (60 %)
Other expense, net   (1,177 )   (17 %)  (4,563 )   (44 %)  (3,386 )   288 %
Net loss  $ (4,457 )   (64 %) $ (5,867 )   (56 %) $ (1,410 )   32 %

 

Revenues

The increase of $3.4 million in revenues was attributable to $3.1 million from new customers and expansions of existing customer
coverage areas, and $0.3 million in non-recurring engineering revenue associated with the development of a custom product for one
customer.

Cost of Revenues

The increase of $0.7 million in cost of revenues was due primarily to a $0.4 million increase in in personnel-related expenses
primarily from higher bonus accruals and an increase in our operations headcount, a $0.2 million increase in depreciation expense for
property and equipment related to customer installations, and a $0.1 million
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increase in operating costs, which includes costs incurred in providing remote and on-site customer support and maintenance services, and
telecommunications expenses.

Gross margin percentage increased 14 percentage points as certain costs of revenues are fixed and did not increase commensurate
with the increase in subscription revenues.

Operating Expenses

Sales and Marketing Expense

The increase of $0.1 million was attributable to an increase in personnel-related expenses resulting from an increase in headcount
and an increase in sales commissions during the first quarter of 2017.

Research and Development Expense

The decrease of $0.2 million in research and development expense was due to reduced consulting expenses related to prototype
development of our next-generation sensors. In 2017, our research and development efforts have moved past the prototype development
stage, thereby resulting in lower expenses during the period.

General and Administrative Expense

The increase of $0.8 million was due primarily to a $0.3 million increase in personnel-related expenses due to an increase in
headcount, including the addition of our chief financial officer, $0.2 million in higher bonus accruals, and $0.2 million in higher
professional fees, primarily in audit fees.

Other Expense, Net

The increase of $3.4 million in other expense, net, was attributable primarily to the final remeasurement of the preferred stock
warrant liability upon our IPO which resulted in the recognition of a $3.7 million loss and, to a lesser extent, to increased interest expense
from an additional $2.0 million in outstanding borrowings. See Note 3, Summary of Significant Accounting Policies, and Note 10,
Convertible Preferred Stock Warrants and Common Stock Warrants, included in this Quarterly Report on Form 10-Q for details regarding
the final remeasurement of the preferred stock warrant liability.

Liquidity and Capital Resources

Sources of Funds

Our operations have been financed primarily through net proceeds from the sale of equity, debt financing arrangements and cash
from operating activities. Our principal source of liquidity is cash and cash equivalents totaling $35.1 million as of June 30, 2017 which
includes the net proceeds from our IPO.

In June 2017, we completed our IPO of our common stock. We received net proceeds of $32.4 million after deducting underwriting
warrant, discounts and commissions.

We believe our existing cash and cash equivalent balances and cash flow from operations will be sufficient to meet our working
capital and capital expenditure requirements for at least the next 12 months. Our future capital requirements may vary materially from
those currently planned and will depend on many factors, including our rate of revenue growth, the timing and extent of spending on sales
and marketing, the expansion of sales and marketing activities, the timing of new product introductions, market acceptance of our products
and overall economic conditions. To the extent that current and anticipated future sources of liquidity are insufficient to fund our future
business activities and requirements, we may be required to seek additional capital or debt financing. Raising additional capital would
result in additional dilution to our stockholders. The incurrence of debt financing would result in debt service obligations and the
instruments governing such debt could provide for operating and financing covenants that would restrict our operations.
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Use of Funds

Our historical uses of cash have primarily consisted of cash used for operating activities, such as expansion of our sales and
marketing operations, research and development activities and other working capital needs, and cash used in investing activities, such as
property and equipment expenditures to install infrastructure in customer cities in order to deliver our solutions.

We intend to use $13.6 million of the net proceeds from our IPO to repay our outstanding indebtedness of $13.5 million and early
termination fees of $0.1 million during the quarter ending September 30, 2017.

Credit Facility

We are party to a Loan and Security Agreement with Orix Growth Capital, LLC, or the Orix Loan Agreement, which we use for
general working capital purposes. The Orix Loan Agreement allows us to borrow up to $15.0 million under a term note, or the 2015 Term
Note. Borrowings under the Orix Loan Agreement are secured by substantially all of the assets of the company and mature in October
2020.

At June 30, 2017, outstanding borrowings under the 2015 Term Note were $13.1 million, net of unamortized debt issuance costs.
The remaining $1.5 million under the 2015 Term Note will be available for borrowing upon the achievement of certain revenue metrics.
For further details regarding the revenue metrics, refer to Note 7, Financing Arrangements, to the notes to the consolidated financial
statements included in the Prospectus.

We are subject to certain financial and various negative covenants under the terms of the 2015 Term Note. For further details
regarding the 2015 Term Note, refer to Note 7, Financing Arrangements, to the notes to the consolidated financial statements included in
the Prospectus.

We intend to repay our outstanding balance of $13.5 million under the 2015 Term Note, including $0.1 million in early termination
fees, during the quarter ending September 30, 2017. The timing of this repayment in the third quarter of 2017 rather than immediately upon
completion of our IPO is intended to reduce prepayment penalties that would have otherwise been payable by us.  

 
Cash Flows

Comparison of the Six Months Ended June 30 2016 and 2017

The following table presents a summary of our cash flows for the six months ended June 30, 2016 and 2017:
 

  Six Months Ended  
  June 30,  
  2016   2017  
  (in thousands)  

Net cash provided by (used in):         
Cash (used in) provided by operating activities  $ (651 ) $ 1,084  
Cash used in investing activities   (2,168 )  (2,894 )
Cash provided by financing activities   12    33,060  
Net change in cash and cash equivalents  $ (2,807 ) $ 31,250

Operating Activities

For standard customer deployments, we typically achieve cash-flow breakeven, on a direct variable cost-basis, in less than a year
from the date of execution of the contract. Our net loss and cash flows provided by operating activities are significantly influenced by our
increase in headcount to support our growth, sales and marketing expenses, and our ability to bill and collect in a timely manner. During the
six months ended June 30, 2016, our net loss was significantly greater than our use of cash for operating activities due to the inclusion of
non-cash expenses and charges.

 
Operating activities used $0.7 million in the six months ended June 30, 2016, primarily from our net loss of $4.5 million, partially

offset by net cash inflow from changes in operating assets and liabilities aggregating $1.9 million and non-cash items aggregating $1.9
million. The change in operating assets and liabilities reflected an increase of $3.1
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million in deferred revenue as a result of new customer contracts and contract renewals, $0.8 million increase in accrued expenses and other
liabilities due primarily to an increase in bonus and commission accruals and $0.5 million increase in accounts payable due to timing of
payments to our vendors, partially offset by an increase of $2.4 million in accounts receivable due to increase in billings from customers
renewing their contracts during the period. Non-cash items reflected $1.2 million for depreciation and amortization of tangible and
intangible assets, and $0.6 million from the remeasurement of the convertible preferred stock warrant liability.

 
Operating activities provided $1.1 million in the six months ended June 30, 2017, primarily from non-cash items aggregating $5.3

million and net cash inflow from changes in operating assets and liabilities aggregating $1.7 million, partially offset by our net loss of $5.9
million. Non-cash items reflected $3.7 million from the remeasurement of the convertible preferred stock warrant liability and $1.4 million
for depreciation and amortization of tangible and intangible assets. The change in operating assets and liabilities reflected an increase of
$3.0 million in deferred revenue as a result of new customer contracts and renewals, which was partially offset by an increase of $0.7
million in accounts receivable due to an increase in billings from customers renewing their contracts during the period, a decrease of $0.3
million in accounts payable due to timing of payments to our vendors, and an increase of $0.2 million in prepaid expenses and other assets,
primarily for prepaid insurance.

Investing Activities

Our investing activities consist primarily of capital expenditures to install our solutions in customer coverage areas, purchases of
property and equipment, and investment in intangible assets.

Investing activities used $2.2 million in the six months ended June 30, 2016, primarily for property and equipment expenditures to
install our solutions in customer coverage areas.

Investing activities used $2.9 million in the six months ended June 30, 2017, primarily for property and equipment expenditures to
install our solutions in customer coverage areas.

Financing Activities

Cash generated by financing activities includes net proceeds from our IPO, payments of initial public offering costs, borrowings
under our term loan, payment of debt issuance costs, and proceeds from the exercise of stock options.  

Cash from financing activities, comprised of proceeds from the exercise of stock option, was insignificant for the six months ended
June 30, 2016.

Financing activities provided $33.1 million in the six months ended June 30, 2017, primarily from $32.4 million in net proceeds
from our IPO, and $1.5 million in borrowing under our 2015 Term Note (see Note 7, Financing Arrangements, for details regarding the
2015 Term Note), which was partly offset by $0.8 million in payments for initial public offering costs.  

Contractual Obligations and Commitments

There were no material changes during the six months ended June 30, 2017 to the contractual obligations and commitments
disclosed in the Management’s Discussion and Analysis of Financial Condition and Results of Operations section of the Prospectus. See
Note 12, Commitments and Contingencies, to the notes to the condensed consolidated financial statements included in Part I, Item 1 of this
Quarterly Report on Form 10-Q for additional information regarding commitments.

Off-Balance Sheet Arrangements

At June 30, 2017, we did not have any relationships with unconsolidated organizations or financial partnerships, such as structured
finance or special purpose entities, that would have been established for the purpose of facilitating off-balance sheet arrangements. We do
not engage in off-balance sheet financing arrangements. In addition, we do not engage in trading activities involving non-exchange traded
contracts.
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Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with generally accepted accounting principles, or
GAAP. The preparation of our condensed consolidated financial statements requires us to make estimates, assumptions and judgments that
affect the reported amounts of revenue, assets, liabilities, costs and expenses. We base our estimates and assumptions on historical
experience and other factors that we believe to be reasonable under the circumstances. We evaluate our estimates and assumptions on an
ongoing basis. Our actual results may differ from these estimates.

There have been no significant or material changes in our critical accounting policies during the three and six months ended June 30,
2017, as compared to those disclosed in “Management’s Discussion and Analysis of Financial Condition and Results of Operations –
Critical Accounting Policies and Use of Estimates” in the Prospectus.

Recently Adopted Accounting Pronouncements

See Note 3, Summary of Significant Accounting Policies, to the notes to our condensed consolidated financial statements included in
this Quarterly Report on Form 10-Q for a summary of recently adopted accounting pronouncements

Recently Issued Accounting Pronouncements

See Note 3, Summary of Significant Accounting Policies, to the notes to our condensed consolidated financial statements included in
this Quarterly Report on Form 10-Q for a summary of recently issued accounting pronouncements.

Item 3. Qualitative and Quantitative Disclosures about Market Risk
 

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and
rates. Our market risk exposure is primarily the result of fluctuations in interest rates and foreign exchange rates as well as, to a lesser
extent, inflation.

There were no material changes in our market risk during the six months ended June 30,  2017, compared to the market risk
disclosed in the Management’s Discussion and Analysis of Financial Condition and Results of Operations, set forth in Qualitative and
Quantitative Disclosures about Market Risk, of the Prospectus.
 

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management has evaluated, under the supervision and with the participation of our Chief Executive Officer and Chief Financial
Officer, the effectiveness of our disclosure controls and procedures (as defined in Rules 13-a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended, or the Exchange Act) as of the end of the period covered by this report. Based on this evaluation, our
Chief Executive Officer and Chief Financial Officer have concluded that as of June 30, 2017, our disclosure controls and procedures were
effective to provide reasonable assurance that the information we are required to file or submit under the Exchange Act is recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is
accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, to allow timely
decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f)) during the period
covered by this Quarterly Report on Form 10-Q that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

Inherent Limitations on Effectiveness of Controls
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Our management, including our principal executive officer and principal financial officer, does not expect that our disclosure
controls and procedures or our internal control over financial reporting will prevent or detect all errors and all fraud. A control system, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are
met. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control
issues and instances of fraud, if any, within the Company have been detected. The design of any system of controls also is based in part
upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its
stated goals under all potential future conditions. Over time, controls may become inadequate because of changes in conditions, or the
degree of compliance with the policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system,
misstatements due to error or fraud may occur and not be detected.

PART II

Item 1. Legal Proceedings
 
We are not currently subject to any legal proceedings that could, individually or in the aggregate, reasonably be expected to have a

material adverse effect on the results of our operations or financial position.

 
Item 1A. RISK FACTORS

Investing in our common stock involves a high degree of risk. You should consider carefully the risks and uncertainties described
below, together with all of the other information in this prospectus, including our consolidated financial statements and related notes,
before deciding whether to purchase shares of our common stock. If any of the following risks is realized, our business, operating results,
financial condition and prospects could be materially and adversely affected. In that event, the price of our common stock could decline,
and you could lose part or all of your investment.

Risks Related to Our Business and Industry

Our success depends on maintaining and increasing our sales, which depends on factors we cannot control, including the availability of
funding to our customers.

To date, substantially all of our revenues have been derived from contracts with local governments and their agencies, in particular
the police departments of major cities in the United States. To a lesser extent, we also generate revenues from federal agencies, foreign
governments and higher education institutions. We believe that the success and growth of our business will continue to depend on our
ability to add new police departments and other government agencies as customers of our public safety solution and new universities,
corporate campuses and key infrastructure and transportation centers as customers of our security solutions. Many of our target customers
have restricted budgets, such that we are forced to compete with programs or solutions that offer an alternative use of the same funds. A
number of factors could cause potential customers to delay or refrain from purchasing our solutions or prevent expansion of their use of our
solutions, including:

 • decreases or changes in available funding, including budgetary allocations, government grants and other government
funding programs;

 • potential delays or changes in appropriations or other funding authorization processes;

 • changes in fiscal or contracting policies; and

 • changes in elected or appointed officials.

The occurrence of any of the foregoing would impede our ability to maintain or increase the amount of revenues derived from these
customers, which could have a material adverse effect on our business, operating results and financial condition.

Contracting with government entities can be complex, expensive and time-consuming.

The procurement process for government entities is in many ways more challenging than contracting in the private sector. We must
comply with laws and regulations relating to the formation, administration, performance and pricing of
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contracts with government entities, including U.S. federal, state and local governmental bodies. These laws and regulations may impose
added costs on our business or prolong or complicate our sales efforts, and failure to comply with these laws and regulations or other
applicable requirements could lead to claims for damages from our customers, penalties, termination of contracts and other adverse
consequences. Any such damages, penalties, disruptions or limitations in our ability to do business with government entities could have a
material adverse effect on our business, operating results and financial condition.

Government entities often require highly specialized contract terms that may differ from our standard arrangements. For example, if
the federal government provides grants to certain state and local governments for our solutions, and such governments do not continue to
receive these grants, then these customers have the ability to terminate their contracts with us without penalty. Government entities often
impose compliance requirements that are complicated, require preferential pricing or “most favored nation” terms and conditions, or are
otherwise time-consuming and expensive to satisfy. Compliance with these special standards or satisfaction of such requirements could
complicate our efforts to obtain business or increase the cost of doing so. Even if we do meet these special standards or requirements, the
increased costs associated with providing our solutions to government customers could harm our margins. Additionally, even once we have
secured a government contract, the renewal process can be lengthy and as time-consuming as the initial sale, and we may be providing our
service for months past the contract expiration date without certainty if the renewal agreement will be signed or not.

Changes in the underlying regulatory conditions, political landscape or required procurement procedures that affect these types of
customers could be introduced prior to the completion of our sales cycle, making it more difficult or costly to finalize a contract with a new
customer or expand or renew an existing customer relationship. For example, customers may require a competitive bidding process with
extended response deadlines, review or appeal periods, or customer attention may be diverted to other government matters, postponing the
consideration of the purchase of our products. Such delays could harm our ability to provide our solutions efficiently and to grow or
maintain our customer base.

If we are unable to maintain and expand coverage of our existing public safety customer accounts and further penetrate the public
safety market, our revenues may not grow.

Our ability to increase revenues will depend in large part on our existing public safety solution customers renewing their annual
subscriptions and expanding their mileage coverage. Most of our ShotSpotter Flex customers begin using our solution in a limited coverage
area. Our experience has been, and we expect will continue to be, that after the initial implementation of our solutions, almost all of our
new customers renew their annual subscriptions, and many also choose to expand their coverage area. If our existing customers do not
renew their subscriptions, our revenues may decrease. Furthermore, if our existing customers do not choose to expand their coverage areas,
our revenues will not grow as we anticipate.

Our ability to further penetrate the market for our public safety solution depends on several factors, including: maintaining a high
level of customer satisfaction and a strong reputation among law enforcement; increasing the awareness of our ShotSpotter Flex solution
and its benefits; the effectiveness of our marketing programs; the availability of funding to our customers; and the costs of our ShotSpotter
solution. Some potential public safety customers may be reluctant or unwilling to use our solution for a number of reasons, including
concerns about additional costs, unwillingness to expose or lack of concern regarding the extent of gun violence in their community,
uncertainty regarding the reliability and security of cloud-based offerings or lack of awareness of the benefits of our public safety solution.
If we are unsuccessful in expanding the coverage of ShotSpotter Flex by existing customers or adding new ShotSpotter Flex customers, our
revenues and growth prospects would suffer.

If we are unable to sell our solutions into new markets, our revenues may not grow.

Part of our growth strategy depends on our ability to increase sales of our security solutions and add new customers for our public
safety solution in markets outside of the United States. Any new market into which we attempt to sell our solutions may not be receptive.
Our ability to penetrate new markets depends on the quality of our solutions, the continued acceptance of our public safety solution by law
enforcement, the perceived value of our security solutions as a risk management tool and our ability to design our solutions to meet the
demands of our customers and users. If the markets for our solutions do not develop as we expect, our revenues may not grow.
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Our ability to successfully face these challenges depends on several factors, including increasing the awareness of our sol utions and
their benefits; the effectiveness of our marketing programs; the costs of our solutions; our ability to attract, retain and effectively train sales
and marketing personnel; and our ability to develop relationships with communication carriers and other partners. If we are unsuccessful in
developing and marketing our solutions into new markets, new markets for our solutions might not develop or might develop more slowly
than we expect, either of which would harm our revenues and growth prospects.

Our sales cycle can be lengthy, time-consuming and costly, and our inability to successfully complete sales could harm our business.

Our sales process involves educating prospective customers and existing customers about the use, technical capabilities and benefits
of our solutions. Prospective customers, especially government agencies, often undertake a prolonged evaluation process that may last up to
nine months or more and that typically involves comparing the benefits of our solutions to alternative uses of funds. We may spend
substantial time, effort and money on our sales and marketing efforts without any assurance that our efforts will produce any sales.

Additionally, events affecting our customers' budgets or missions may occur during the sales cycle that could negatively impact the
size or timing of a purchase after we have invested substantial time, effort and resources into a potential sale, contributing to more
unpredictability in the growth of our business. If we are unable to succeed in closing sales with new and existing customers, our business,
operating results and financial condition will be harmed.

Changes in the availability of federal funding to support local law enforcement efforts could impact our business.

Many of our customers rely to some extent on funds from the U.S. federal government in order to purchase and pay for our solutions.
Any reduction in federal funding for local law enforcement efforts could result in our customers having less access to funds required to
continue, renew, expand or pay for our solutions. For example, changes in policies with respect to “sanctuary cities” may result in a
reduction in federal funds available to our current or potential customers. If federal funding is reduced or eliminated and our customers
cannot find alternative sources of funding to purchase our solutions, our business will be harmed.

If our business does not grow as we expect, or if we fail to manage our growth effectively, our operating results and business prospects
would suffer.

Our ability to successfully grow our business depends on a number of factors including our ability to:

 • accelerate our acquisition of new customers;

 • further sell expansions of coverage areas to our existing customers;

 • expand our international footprint;

 • expand into new vertical markets, such as our security solutions;

 • increase awareness of the benefits that our solutions offer; and

 • maintain our competitive and technology leadership position.

As usage of our solutions grows, we will need to continue to make investments to develop and implement new or updated solutions,
technologies, security features and cloud-based infrastructure operations. In addition, we will need to appropriately scale our internal
business systems and our services organization, including the suppliers of our detection equipment and customer support services, to serve
our growing customer base. Any failure of, or delay in, these efforts could impair the performance of our solutions and reduce customer
satisfaction.

Further, our growth could increase quickly and place a strain on our managerial, operational, financial and other resources, and our
future operating results depend to a large extent on our ability to successfully manage our anticipated expansion and growth. To manage our
growth successfully, we will need to continue to invest in sales and marketing, research and development, and general and administrative
functions and other areas. We are likely to recognize the costs associated with these investments earlier than receiving some of the
anticipated benefits, and the return on these
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investments may be lower, or may develop more slowly, than we expect, which could adversely affect our operating results.

If we are unable to manage our growth effectively, we may not be able to take advantage of market opportunities or develop new
solutions or upgrades to our existing solutions, satisfy customer requirements, maintain the quality and security of our solutions or execute
on our business plan, any of which could have a material adverse effect on our business, operating results and financial condition.

Our business is dependent upon our ability to deploy and deliver our solutions, and the failure to meet our customers' expectations could
harm our reputation, which may have a material adverse effect on our business, operating results and financial condition.

Promoting and demonstrating the utility of our solutions as useful, reliable and important tools for law enforcement and security
personnel is critical to the success of our business. Our ability to secure customer renewals and enter into new customer contracts is
dependent on our reputation and our ability to deliver our solutions effectively. We believe that our reputation among police departments
using ShotSpotter Flex is particularly important to our success. Our ability to meet customer expectations will depend on a wide range of
factors, including:

 • our ability to continue to offer high-quality, innovative and accurate gunshot detection services;

 • our ability to maintain continuous monitoring during high-activity periods such as New Year’s Day, the Fourth of July and
Cinco de Mayo;

 • our ability to maintain high customer satisfaction;

 • the perceived value and quality of our solutions;

 • differences in opinion regarding the calculations and metrics that measure the success of our solutions;

 • our ability to successfully communicate the unique value proposition of our solutions;

 • our ability to provide high-quality customer support;

 • any misuse or perceived misuse of our solutions;

 • interruptions, delays or attacks on our platform; and

 • litigation- or regulation-related developments.

Furthermore, negative publicity, whether or not justified, relating to events or activities attributed to us, our solutions, our
employees, our partners or others associated with any of these parties, may tarnish our reputation. Damage to our reputation may reduce
demand for our solutions and would likely have a material adverse effect on our business, operating results and financial condition.
Moreover, any attempts to rebuild our reputation may be costly and time-consuming, and such efforts may not ultimately be successful.

Real or perceived false positive gunshot alerts or failure or perceived failure to generate alerts for actual gunfire could adversely affect
our customers and their operations, damage our brand and reputation and adversely affect our growth prospects and results of
operations.

A false positive alert, in which a non-gunfire incident is reported as gunfire, could result in an unnecessary rapid deployment of
police officers and first responders, which may raise unnecessary fear among the occupants of a community or facility, and may be deemed
a waste of police and first responder resources. A failure to alert law enforcement or security personnel of actual gunfire could result in a
less rapid response by police officers and first responders, increasing the probability of injury or loss of life. Both false positive alerts and
the failure to generate alerts of actual gunfire may result in customer dissatisfaction, potential loss of confidence in our solutions, and
potential liabilities to customers or other third parties, any of which could harm our reputation and adversely impact our business and
operating results. Additionally, the perception of a false positive alert or of a failure to generate an alert, even where our customers
understand that our solutions were utilized correctly, could lead to negative publicity or harm the public perception of our solutions, which
could harm our reputation and adversely impact our business and operating results.
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Economic uncertainties or downturns, or political changes, cou ld limit the availability of funds available to our customers and potential
customers, which could materially adversely affect our business.

Current or future economic uncertainties or downturns could adversely affect our business and operating results. Negative
conditions in the general economy both in the United States and abroad, including conditions resulting from changes in gross domestic
product growth, financial and credit market fluctuations, political deadlock, natural catastrophes, warfare and terrorist attacks on the United
States, Europe, the Asia Pacific region or elsewhere, could cause a decrease in funds available to our customers and potential customers
and negatively affect the rate of growth of our business.

These economic conditions may make it extremely difficult for our customers and us to forecast and plan future budgetary decisions
or business activities accurately, and they could cause our customers to reevaluate their decisions to purchase our solutions, which could
delay and lengthen our sales cycles or result in cancellations of planned purchases. Furthermore, during challenging economic times or as a
result of political changes, our customers may tighten their budgets and face constraints in gaining timely access to sufficient funding or
other credit, which could result in an impairment of their ability to make timely payments to us. In turn, we may be required to increase our
allowance for doubtful accounts, which would adversely affect our financial results.

We cannot predict the timing, strength or duration of any economic slowdown, instability or recovery, generally or within any
particular industry, or the impact of political changes. If the economic conditions of the general economy or industries in which we operate
worsen from present levels, or if recent political changes result in less funding being available to purchase our solutions, our business,
operating results, financial condition and cash flows could be adversely affected.

We have not been profitable historically and may not achieve or maintain profitability in the future.

We have posted a net loss in each year since inception, including net losses of $2.3 million and $4.3 million during the three months
ended  June 30, 2016 and 2017, respectively, and $4.5 million and $5.9 million during the six months ended June 30, 2016 and 2017,
respectively. As of  June 30, 2017, we had an accumulated deficit of $93.5 million. While we have experienced stronger revenue growth in
recent periods, we are not certain whether or when we will obtain a high enough volume of sales of our solutions to sustain or increase our
growth or achieve or maintain profitability in the future. We also expect our costs to increase in future periods, which could negatively
affect our future operating results if our revenues do not increase. In particular, we expect to continue to expend substantial financial and
other resources on:

 • sales and marketing, including a significant expansion of our sales organization, both domestically and internationally;

 • research and development related to our solutions, including investments in our engineering and technical teams;

 • continued international expansion of our business; and

 • general and administrative expenses, including legal and accounting expenses preparing for and related to being a public
company.

These investments may not result in increased revenues or growth in our business. If we are unable to increase our revenues at a rate
sufficient to offset the expected increase in our costs, our business, operating results and financial position may be harmed, and we may not
be able to achieve or maintain profitability over the long term. Additionally, we may encounter unforeseen operating expenses, difficulties,
complications, delays and other unknown factors that may result in losses in future periods. If our revenue growth does not meet our
expectations in future periods, our financial performance may be harmed, and we may not achieve or maintain profitability in the future.

We may require additional capital to fund our business and support our growth, and our inability to generate and obtain such capital on
acceptable terms, or at all, could harm our business, operating results, financial condition and prospects.

We intend to continue to make substantial investments to fund our business and support our growth. In addition, we may require
additional funds to respond to business challenges, including the need to develop new features or

30



enhance our solutions, improve our operating infrastructure or acquire or develop complementary businesses and technologies. As a result,
in addition to the revenues we generate from our business and the proceeds from our IPO, we may need to engage in additional equity or
debt financings to provide the funds required for these and other business endeavors. If we raise additional funds through future issuances
of equity or convertible debt securities, our existing stockholders could suffer significant dilution, and any new equity securities we issue
could have rights, preferences and privileges superior to those of holders of our common stock. Any debt financing that we may secure in
the future could involve restrictive covenants relating to our capital raising activities and other financial and operational matters, which
may make it more difficult for us to obtain additional capital and to pursue business opportunities, including potential acquisitions. We may
not be able to obtain such additional financing on terms favorable to us, if at all. If we are unable to obtain adequate financing or financing
on terms satisfactory to us when we require it, our ability to continue to support our business growth and to respond to business challenges
could be significantly impaired, and our business may be adversely affected. In addition, our inability to generate or obtain the financial
resources needed may require us to delay, scale back, or eliminate some or all of our operations, which may have a material adverse effect
on our business, operating results, financial condition and prospects.

New competitors may enter the market for our public safety solution.

If cities and other government entities increase their efforts to reduce gun violence or our solutions gain visibility in the market,
companies could decide to enter into the public safety solution market and thereby increase the competition we face. In addition to other
gunshot detection products, we also compete with other technologies and solutions targeting our public safety customers' resources for law
enforcement and crime prevention. Because there are several possible uses for these limited budgetary resources, if we are not able to
compete successfully for these limited resources, our business may not grow as we expect, which could adversely impact our revenues and
operating results.

The competitive landscape for our security solutions is evolving.

The market for security solutions for university campuses, corporate campuses and transportation and key infrastructure centers
includes a number of available options, such as video surveillance and increased human security presence, in addition to indoor gunshot
detection companies with which we compete. Because there are several possible uses of funds for campus security needs, we may face
increased challenges in demonstrating or distinguishing the benefits of SST SecureCampus and ShotSpotter SiteSecure, our security
solutions. If we are unable to demonstrate the benefits of our security solutions, our business may not grow as we expect.

Failure to effectively develop and expand our sales and marketing capabilities could harm our ability to increase our customer base and
achieve broader market acceptance of our solutions.

To increase total customers and customer coverage areas and to achieve broader market acceptance of our solutions, we will need to
expand our sales and marketing organization and increase our business development resources, including the vertical and geographic
distribution of our sales force and our teams of account executives focused on new accounts and responsible for renewal and growth of
existing accounts.

Our business requires that our sales personnel have particular expertise and experience in working with law enforcement agencies,
other government organizations and higher education institutions. We may not achieve revenue growth from expanding our sales force if
we are unable to hire, develop and retain talented sales personnel with appropriate experience, if our new sales personnel are unable to
achieve desired productivity levels in a reasonable period of time or if our sales and marketing programs are not effective.

The nature of our business exposes us to inherent liability risks.

Our solutions, including ShotSpotter Flex, SST SecureCampus and ShotSpotter SiteSecure, are designed to communicate real-time
alerts of gunfire incidents to police officers and first responders. Due to the nature of such applications, we are potentially exposed to
greater risks of liability for employee acts or omissions or system failures than may be inherent in other businesses. Although substantially
all of our customer agreements contain provisions limiting our liability to our customers, we cannot be certain that these limitations will be
enforced or that the costs of any litigation related to actual or alleged omissions or failures would not have a material adverse effect on us
even if we prevail. Further, certain of our insurance policies and the laws of some states may limit or prohibit insurance coverage for
punitive or certain other types of damages or liability arising from gross negligence, and we cannot assure you that we are adequately
insured against the risks that we face.
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The nature of our business may result in undesirable press coverage or other negative publicity.

Our solutions are used to assist law enforcement and first responders in the event that gunfire is detected. Even when our solutions
work as intended, the incidents detected by our solutions could lead to injury, loss of life and other negative outcomes, and such events are
likely to receive negative publicity. If we fail to detect an incident, or if we detect an incident, such as a terrorist attack or active-shooter
event, but the response time of law enforcement or first responders is not sufficiently quick to prevent injury, loss of life, property damage
or other adverse outcomes, we may receive negative media attention.

In addition, our solutions require that our customers monitor alerts and respond timely to notifications of gunshots. If our customers
do not fully utilize our systems, we may be subject to criticism and unflattering media coverage regarding the effectiveness of our solutions
and the cost of our solutions to our customers. Such negative publicity could have an adverse impact on new sales or renewals or
expansions of coverage areas by existing customers, which would adversely impact our financial results and future prospects.

Interruptions or performance problems associated with our technology and infrastructure may adversely affect our business and results
of operations.

We may in the future experience performance issues due to a variety of factors, including infrastructure changes, human or software
errors, website or third-party hosting disruptions or capacity constraints due to a number of potential causes including technical failures,
natural disasters or security attacks. If our security is compromised, our platform is unavailable or our users are unable to receive our alerts
or otherwise communicate with our IRC, within a reasonable amount of time or at all, our business could be negatively affected. In some
instances, we may not be able to identify the cause or causes of these performance problems within an acceptable period of time.

Our IRC is located in a single facility. Although the functions of our IRC can be performed remotely, any interruption or delay in
service from our IRC, such as from a communications or power outage, could limit our ability deliver our solutions. In addition, it may
become increasingly difficult to maintain and improve the performance of our solutions, especially during peak usage times as the capacity
of our IRC operations reaches its limits. If there is an interruption or delay in service from our IRC and a gunshot is detected but not
reviewed in the allotted time, our software will send an alert directly to our customers. These automatic notifications, without the benefit of
review by our IRC, may be more likely to result in customers receiving a false positive alert, which could cause our customers to divert
resources unnecessarily. As a result, we could experience a decline in customer satisfaction with our solutions and our reputation and
growth prospects could be harmed.

We expect to continue to make significant investments to maintain and improve the performance of our solutions. To the extent that
we do not effectively address capacity constraints, upgrade our systems as needed and continually develop our technology to accommodate
actual and anticipated changes in technology, our business, operating results and financial condition may be adversely affected.

Real or perceived errors, failures or bugs in our software could adversely affect our operating results and growth prospects.

Because our software is complex, undetected errors, failures or bugs may occur. Our software is often installed and used with
different operating systems, system management software, and equipment and networking configurations, which may cause errors or
failures of our software or other aspects of the computing environment into which it is deployed. In addition, deployment of our software
into computing environments may expose undetected errors, compatibility issues, failures or bugs in our software. Despite our testing,
errors, failures or bugs may not be found in our software until it is released to our customers. Moreover, our customers could incorrectly
implement or inadvertently misuse our software, which could result in customer dissatisfaction and adversely impact the perceived utility
of our products as well as our brand. Any of these real or perceived errors, compatibility issues, failures or bugs in our software could
result in negative publicity, reputational harm, loss of or delay in market acceptance of our software, loss of competitive position or claims
by customers for losses sustained by them. In any such event, we may be required, or may choose, for customer relations or other reasons,
to expend additional resources in order to correct the problem. Alleviating any of these problems could require significant expenditures of
our capital and other resources and could cause interruptions or delays in the use of our solutions, which could cause us to lose existing or
potential customers and could adversely affect our operating results and growth prospects.
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Interruptions or delays in service from our third-party providers could impair our ability to make our solutions available to our
customers, resulting in customer dissatisfaction, damage to our reputation, loss of customers, limited growth and reduction in revenue.

We currently use third-party data center hosting facilities to host certain components of our solutions. Our operations depend, in
part, on our third-party providers' abilities to protect these facilities against damage or interruption from natural disasters, power or
communications failures, cyber incidents, criminal acts and similar events. In the event that any of our third-party facility arrangements is
terminated, or if there is a lapse of service or damage to a facility, we could experience service interruptions in our solutions as well as
delays and additional expenses in arranging new facilities and services. Any changes in third-party service levels at our data centers or any
errors, defects, disruptions, cyber incidents or other performance problems with our solutions could harm our reputation.

Any damage to, or failure of, the systems of our third-party providers could result in interruptions to our solutions. Despite
precautions taken at our data centers, the occurrence of spikes in usage volume, natural disasters, cyber incidents, acts of terrorism,
vandalism or sabotage, closure of a facility without adequate notice or other unanticipated problems could result in lengthy interruptions in
the availability of our services. Problems faced by our third-party data center locations, with the network providers with whom they
contract, or with the systems by which our communications providers allocate capacity among their customers, including us, could
adversely affect the experience of our customers. Interruptions in our services might cause us to issue refunds to customers and subject us
to potential liability.

Further, our insurance policies may not adequately compensate us for any losses that we may incur in the event of damage or
interruption, and therefore the occurrence of any of the foregoing could subject us to liability, cause us to issue credits to customers or
cause customers not to renew their subscriptions for our applications, any of which could materially adversely affect our business.

If our security measures or those of our customers or third-party providers are compromised, or if unauthorized access to the data of
our customers is otherwise obtained, our solutions may be perceived as not being secure, our customers may be harmed and may curtail
or cease their use of our solutions, our reputation may be damaged and we may incur significant liabilities.

Our operations involve the storage and transmission of gunfire incident data, including date, time, address and GPS coordinates,
occurring in our customer's coverage area. Security incidents, whether as a result of third-party action, employee or customer error,
technology impairment or failure, malfeasance or criminal activity, could result in unauthorized access to, or loss or unauthorized
disclosure of, this gunfire incident data, which could result in litigation, indemnity obligations and other possible liabilities, as well as
negative publicity, which could damage our reputation, impair our sales and harm our customers and our business. Cyber incidents and
malicious internet-based activity continue to increase generally, and providers of cloud-based services have been targeted. If third parties
with whom we work, such as vendors or developers, violate applicable laws or our security policies, such violations may also put our
gunfire incident data at risk and could in turn have an adverse effect on our business. In addition, such a violation could expose the
locations of our sensors, including those sensors for which we obtained third-party consents that include confidentiality obligations. We
may be unable to anticipate or prevent techniques used to obtain unauthorized access or to sabotage systems because such techniques
change frequently and often are not detected until after an incident has occurred. As we increase our customer base and our brand becomes
more widely known and recognized, third parties may increasingly seek to compromise our security controls or gain unauthorized access to
customer data or other sensitive information. Further, because of the nature of the services that we provide to our customers, we may be a
unique target for attacks.

While we maintain general liability insurance coverage and coverage for errors or omissions, we cannot assure you that such
coverage would be adequate or would otherwise protect us from liabilities or damages with respect to claims alleging compromise or loss
of data, or that such coverage will continue to be available on acceptable terms or at all.
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We rely on the cooperation of customers and third parties to permit us to install our ShotSpotter sensors on their facilities, and failure
to obtain these rights could increase our costs or limit the effectiveness of our ShotSpotter Flex solution.

Our ShotSpotter Flex solution requires us to deploy ShotSpotter sensors in our customer coverage areas, which typically entails the
installation of approximately 15 to 20 sensors per square mile. The ShotSpotter sensors are mounted on city facilities and third-party
buildings, and occasionally on city or utility-owned light poles, and installing the sensors requires the consent of the property owners,
which can be time-consuming to obtain and can delay deployment. Generally, we do not pay a site license fee in order to install our sensors,
and our contractual agreements with these facility owners provide them the right to revoke permission to use their facility with notice of
generally 60 days.

To the extent that required consents delay our ability to deploy our solutions or facility owners do not grant permission to use their
facilities, revoke previously granted permissions, or require us to pay a site license fee in order to install our sensors, our business may be
harmed. If we were required to pay a site license fee in order to install sensors, our deployment expenses would increase, which would
impact our gross margins. If we cannot obtain a sufficient number of sensor mounting locations that are appropriately dispersed in a
coverage area, the effectiveness of our ShotSpotter Flex solution would be limited, we may need to reduce the coverage area of the
solution, or we may not be able to meet our service level requirements, any of which could result in customer dissatisfaction or have a
material adverse impact on our reputation, our business and our financial results.

If we fail to offer high-quality customer support, our business and reputation may suffer.

We offer customer support 24 hours a day, seven days a week, as well as training on best practices, forensic expertise and expert
witness services. Providing these services requires that our personnel have specific experience, knowledge and expertise, making it more
difficult for us to hire qualified personnel and to scale up our support operations. The importance of high-quality customer support will
increase as we expand our business and pursue new customers. We may be unable to respond quickly enough to accommodate short-term
increases in customer demand for support services or scale our services if our business grows. Increased customer demand for these
services, without corresponding revenue, could increase our costs and harm our operating results. If we do not help our customers use
applications within our solutions and provide effective ongoing support, our ability to sell additional applications to, or to retain, existing
customers may suffer and our reputation with existing or potential customers may be harmed.

We rely on wireless carriers to provide access to wireless networks through which our acoustic sensors communicate with our cloud
network and with which we provide our notification services to customers, and any interruption of such access would impair our
business.

We rely on wireless carriers, mainly AT&T and Verizon, to provide access to wireless networks for machine-to-machine data
transmissions, which are an integral part of our services. Our wireless carriers may suspend wireless service to expand, maintain or
improve their networks. Any suspension or other interruption of services would adversely affect our ability to provide our services to our
customers and may adversely affect our reputation. In addition, the terms of our agreements with these wireless carriers provide that either
party can cancel or terminate the agreement for convenience with 90 days' notice. If one of our wireless carriers were to terminate its
agreement with us, we would need to source a different wireless carrier and/or modify our equipment during the notice period in order to
minimize disruption in the performance of our solutions. Price increases or termination by our wireless carriers or changes to existing
contract terms could have a material adverse effect on our business, operating results and financial condition.

Our reliance on wireless carriers will require updates to our technology, and making such updates could result in disruptions in our
service or increase our costs of operations.

The majority of our installed ShotSpotter sensors use third-generation, or 3G, cellular communications and we will continue to
deploy 3G enabled sensors in 2017. Certain wireless carriers have advised us that they will discontinue their 3G services in the future and
our ShotSpotter sensors will not be able to transmit on these networks. We will have to upgrade the sensors that use 3G cellular
communications at no additional cost to our customers prior to the discontinuation of 3G services, the timing of which is uncertain. These
sensor replacements will require significant capital expenditures and may also divert management's attention and other important resources
away from our customer service and sales efforts for new customers. We are currently developing a ShotSpotter sensor that will use fourth-
generation (4G) Long-Term Evolution (LTE) wireless technology. In the future, we may not be able to successfully
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implement new technologies or adapt existing technologies to changing market demands. If we are unable to adapt timely to changing
technologies, market conditions or customer preferences, our business, operating results and financial condition could be materially and
adversely affected.

We rely on a limited number of suppliers and contract manufacturers, and our proprietary ShotSpotter sensors are manufactured by a
single contract manufacturer.

We rely on a limited number of suppliers and contract manufacturers. In particular, we use a single manufacturer, with which we
have no long-term contract and from which we purchase on a purchase-order basis, to produce our proprietary ShotSpotter sensors. Our
reliance on a sole contract manufacturer increases our risks since we do not currently have any alternative or replacement manufacturers,
and we do not maintain a high volume of inventory. In the event of an interruption from a contract manufacturer, we may not be able to
develop alternate or secondary sources without incurring material additional costs and substantial delays. Furthermore, these risks could
materially and adversely affect our business if our contract manufacturer is impacted by a natural disaster or other interruption at a
particular location because each of our contract manufacturers produces our products from a single location. Although our contract
manufacturer has alternative manufacturing locations, transferring manufacturing to another location may result in significant delays in the
availability of our sensors.

Many of the key components used to manufacture our proprietary ShotSpotter sensors also come from limited or sole sources of
supply. Our contract manufacturer generally purchases these components on our behalf, and we do not have any long-term arrangements
with our suppliers. We are therefore subject to the risk of shortages and long lead times in the supply of these components and the risk that
suppliers discontinue or modify components used in our products. In addition, the lead times associated with certain components are
lengthy and preclude rapid changes in quantities and delivery schedules. Developing alternate sources of supply for these components may
be time-consuming, difficult, and costly, and we or our suppliers may not be able to source these components on terms that are acceptable
to us, or at all, which may undermine our ability to fill our orders in a timely manner.

If we experience significantly increased demand, or if we need to replace an existing supplier or contract manufacturer, we may be
unable to supplement or replace such supply or contract manufacturing on terms that are acceptable to us, which may undermine our ability
to deliver our products to customers in a timely manner. For example, for our ShotSpotter sensors, it may take a significant amount of time
to identify a contract manufacturer that has the capability and resources to build the sensors to our specifications. Identifying suitable
suppliers and contract manufacturers is an extensive process that requires us to become satisfied with their quality control, technical
capabilities, responsiveness and service, financial stability, regulatory compliance, and labor and other ethical practices. Accordingly, the
loss of any key supplier or contract manufacturer could adversely impact our business, operating results and financial condition.

Our solutions use third-party software and services that may be difficult to replace or cause errors or failures of our solutions that could
lead to a loss of customers or harm to our reputation and our operating results.

We license third-party software and depend on services from various third parties for use in our solutions. In the future, such
software or services may not be available to us on commercially reasonable terms, or at all. Any loss of the right to use any of the software
or services could result in decreased functionality of our solutions until equivalent technology is either developed by us or, if available from
another provider, is identified, obtained and integrated, which could harm our business. In addition, any errors or defects in or failures of
the third-party software or services could result in errors or defects in our solutions or cause our solutions to fail, which could harm our
business and be costly to correct. Many of these providers attempt to impose limitations on their liability for such errors, defects or failures,
and if enforceable, we may have additional liability to our customers or third-party providers that could harm our reputation and increase
our operating costs.

We will need to maintain our relationships with third-party software and service providers, and obtain from such providers software
and services that do not contain any errors or defects. Any failure to do so could adversely impact our ability to deliver effective products to
our customers and could harm our operating results.
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If we do not or cannot maintain the compatibility of our platform with applications that our customers use, our business could suffer.

Some of our customers choose to integrate our solutions with certain other systems used by our customers, such as real-time crime
center platforms or computer-aided dispatch systems. The functionality and popularity of our solutions depend, in part, on our ability to
integrate our solutions these systems. Providers of these systems may change the features of their technologies, restrict our access to their
applications or alter the terms governing use of their applications in an adverse manner. Such changes could functionally limit or terminate
our ability to use these technologies in conjunction with our solutions, which could negatively impact our customer service and harm our
business. If we fail to integrate our solutions with applications that our customers use, we may not be able to offer the functionality that our
customers need, and our customers may not renew their agreements, which would negatively impact our ability to generate revenues and
adversely impact our business.

Concerns regarding privacy and government-sponsored surveillance may deter customers from purchasing our solutions.

Private citizens have become increasingly sensitive to real or perceived government or third-party surveillance and may wrongly
believe that our outdoor sensors, as acoustic devices installed in urban areas or public facilities, such as universities, allow customers to
listen to private conversations and monitor private citizen activity. Our sensors are not designed for “live listening” and are triggered only
on loud impulsive sounds that may likely be gunfire. However, perceived privacy concerns may result in negative media coverage and
efforts by private citizens to persuade municipalities, educational institutions or other potential customers not to purchase our solutions for
their communities, campuses or facilities. If customers choose not to purchase our solutions due to privacy concerns, then the market for
our solutions may develop more slowly than we expect, or it may not achieve the growth potential we expect, any of which would
adversely affect our business and financial results.

Our future quarterly results of operations may fluctuate significantly due to a wide range of factors, which makes our future results
difficult to predict.

Our revenues and results of operations could vary significantly from quarter to quarter as a result of various factors, many of which
are outside of our control, including:

 • the expansion of our customer base;

 • the renewal of subscription agreements with, and expansion of coverage areas by, existing customers;

 • the size, timing and terms of our sales to both existing and new customers;

 • the introduction of products or services that may compete with us for the limited funds available to our customers, and
changes in the cost of such products or services;

 • changes in our customers' and potential customers' budgets;

 • our ability to control costs, including our operating expenses;

 • our ability to hire, train and maintain our direct sales force;

 • the timing of satisfying revenue recognition criteria in connection with initial deployment and renewals;

 • fluctuations in our effective tax rate; and

 • general economic and political conditions, both domestically and internationally.

Any one of these or other factors discussed elsewhere in this prospectus may result in fluctuations in our revenues and operating
results, meaning that quarter-to-quarter comparisons of our revenues, results of operations and cash flows may not necessarily be indicative
of our future performance.

Because of the fluctuations described above, our ability to forecast revenues is limited and we may not be able to accurately predict
our future revenues or results of operations. In addition, we base our current and future expense levels on our operating plans and sales
forecasts, and our operating expenses are expected to be relatively fixed in the short term. Accordingly, we may not be able to reduce our
costs sufficiently to compensate for an unexpected shortfall in revenues, and even a small shortfall in revenues could disproportionately and
adversely affect our financial results for
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that quarter. The variability and unpredictability of these and other factors could result in our failing to meet or exceed financial
expectations for a given period.

Because we generally recognize our subscription revenues ratably over the term of our contract with a customer, fluctuations in sales
will not be fully reflected in our operating results until future periods.

Our revenues are primarily generated from subscriptions to our solutions. With the exception of a small number of legacy
customers, our customers do not have the right to take possession of our equipment or software platform. Revenues from subscriptions to
our software platform is recognized ratably over the subscription period beginning on the date that the subscription is made available to the
customer, which we refer to as the “go-live” date. Revenues from additional fees such as set-up and training is recognized ratably over the
estimated customer life beginning on the go-live date. Our agreements with our customers typically range from one to five years. As a
result, much of the revenues that we report in each quarter are attributable to agreements entered into during previous quarters.
Consequently, a decline in sales, customer renewals or market acceptance of our solutions in any one quarter would not necessarily be fully
reflected in the revenues in that quarter, and would negatively affect our revenues and profitability in future quarters. This ratable revenue
recognition also makes it difficult for us to rapidly increase our revenues through additional sales in any period, as revenues from new
customers generally are recognized over the applicable agreement term. Our subscription-based approach may result in uneven recognition
of revenue.

We recognize revenues over the term of a subscription agreement. Once we enter into a contract with a customer, there is a delay
until we begin recognizing revenues while we survey the coverage areas, obtain any required consents for installation, and install and
calibrate our sensors, which together can take up to several months or more. We begin recognizing revenues from a sale only when all of
these steps are complete and the solution is live.

While most of our customers elect to renew their subscription agreements following the expiration of a term, in some cases, they
may not be able to obtain the proper approvals or funding to complete the renewal prior to such expiration. For these customers, we stop
recognizing subscription revenues at the end of the current term, even though we may continue to provide services for a period of time
while the renewal process is completed. Once the renewal is complete, we then recognize subscription revenues for the period between the
expiration of the term of the agreement and the completion of the renewal process.

The variation in the timeline for deploying our solutions and completing renewals may result in fluctuations in our revenue, which
could cause our results to differ from projections. Additionally, while we generally invoice for 50% of the contract cost upon a customer's
go-live date, our cash flows may be volatile and will not match our revenue recognition.

We are in the process of expanding our international operations, which exposes us to significant risks.

We currently operate in a single location outside the United States. We are in the process of expanding our international operations
to increase our revenues from customers outside of the United States as part of our growth strategy. Operating in international markets
requires significant resources and management attention and will subject us to regulatory, economic and political risks in addition to those
we already face in the United States. In addition, we will need to invest time and resources in understanding the regulatory framework and
political environments of our potential customers overseas in order to focus our sales efforts. Because such regulatory and political
considerations are likely to vary across jurisdictions, this effort will require additional time and attention from our sales team and could lead
to a sales cycle that is longer than our typical process for sales in the United States. We also may need to hire additional employees and
otherwise invest in our international operations in order to reach new customers. Because of our limited experience with international
operations as well as developing and managing sales in international markets, our international expansion efforts may not be successful.

In addition, we face and will continue to face risks in doing business internationally that could adversely affect our business,
including:

 • the potential impact of currency exchange fluctuations;

 • the difficulty of staffing and managing international operations and the increased operations, travel, shipping and
compliance costs associated with having customers in numerous international locations;
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 • potentially greater difficulty collecting accounts receivable and longer payment cycles;

 • the availability of coverage by wireless carriers in international markets;

 • higher or more variable costs associated with wireless carriers and other service providers;

 • the need to offer customer support in various languages;

 • challenges in understanding and complying with local laws, regulations and customs in foreign jurisdictions;

 • export controls and economic sanctions administered by the Department of Commerce Bureau of Industry and Security and
the Treasury Department's Office of Foreign Assets Control;

 • compliance with various anti-bribery and anti-corruption laws such as the Foreign Corrupt Practices Act and United
Kingdom Bribery Act of 2010;

 • tariffs and other non-tariff barriers, such as quotas and local content rules;

 • more limited protection for our intellectual property in some countries;

 • adverse or uncertain tax consequences as a result of international operations;

 • currency control regulations, which might restrict or prohibit our conversion of other currencies into U.S. dollars;

 • restrictions on the transfer of funds;

 • deterioration of political relations between the United States and other countries; and

 • political or social unrest or economic instability in a specific country or region in which we operate, which could have an
adverse impact on our operations in that location.

Also, we expect that due to costs related to our international expansion efforts and the increased cost of doing business
internationally, we will incur higher costs to secure sales to international customers than the comparable costs for domestic customers. As a
result, our financial results may fluctuate as we expand our operations and customer base worldwide.

Our failure to manage any of these risks successfully could harm our international operations, and adversely affect our business,
operating results and financial condition.

We are dependent on the continued services and performance of our senior management and other key personnel, the loss of any of
whom could adversely affect our business.

Our future success depends in large part on the continued contributions of our senior management and other key personnel. In
particular, the leadership of key management personnel is critical to the successful management of our company, the development of our
products, and our strategic direction. We also depend on the contributions of key technical personnel, some of whom are nearing retirement
age and in the process of transferring relevant knowledge and expertise to other employees.

We do not maintain “key person” insurance for any member of our senior management team or any of our other key employees. Our
senior management and key personnel are all employed on an at-will basis, which means that they could terminate their employment with
us at any time, for any reason and without notice. The loss of any of our key management personnel could significantly delay or prevent the
achievement of our development and strategic objectives and adversely affect our business.

If we are unable to attract, integrate and retain additional qualified personnel, including top technical talent, our business could be
adversely affected.

Our future success depends in part on our ability to identify, attract, integrate and retain highly skilled technical, managerial, sales
and other personnel. We face intense competition for qualified individuals from numerous other companies, including other software and
technology companies, many of whom have greater financial and other
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resources than we do. Some of these characteristics may be more appealing to high-quality candidates than those we have to offer. In
addition, new hires often require significant training and, in many cases, take significant time before they achieve full productivity. We
may incur significant costs to attract and retain qualified personnel, including significant expenditures related to salaries and benefits and
compensation expenses related to equity awards, and we may lose new employees to our competitors or other companies before we realize
the benefit of our investment in recruiting and training them. Moreover, new employees may not be or become as productive as we expect,
as we may face challenges in adequately or appropriately integrating them into our workforce and culture. If we are unable to attract,
integrate and retain suitably qualified individuals who are capable of meeting our growing technical, operational and managerial
requirements, on a timely basis or at all, our business will be adversely affected.

Volatility or lack of positive performance in our stock price may also affect our ability to attract and retain our key employees. Many
of our senior management personnel and other key employees have become, or will soon become, vested in a substantial amount of stock or
stock options. Employees may be more likely to leave us if the shares they own or the shares underlying their vested options have
significantly appreciated in value relative to the original purchase prices of the shares or the exercise prices of the options, or, conversely, if
the exercise prices of the options that they hold are significantly above the market price of our common stock. If we are unable to
appropriately incentivize and retain our employees through equity compensation, or if we need to increase our compensation expenses in
order to appropriately incentivize and retain our employees, our business, operating results and financial condition would be adversely
affected.

We may be subject to additional obligations to collect and remit certain taxes, and we may be subject to tax liability for past activities,
which could harm our business.

State, local and foreign jurisdictions have differing rules and regulations governing sales, use, value added and other taxes, and these
rules and regulations are subject to varying interpretations that may change over time, particularly with respect to software-as-a-service
products like our solutions. Further, these jurisdictions' rules regarding tax nexus are complex and vary significantly. If one or more
jurisdictions were to assert that we have failed to collect taxes for sales of our solutions, we could face the possibility of tax assessments
and audits. A successful assertion that we should be collecting additional sales, use, value added or other taxes in those jurisdictions where
we have not historically done so and do not accrue for such taxes could result in substantial tax liabilities and related penalties for past sales
or otherwise harm our business and operating results.

Our ability to use our net operating losses to offset future taxable income may be subject to certain limitations.

As of December 31, 2016, we had federal and state net operating loss carryforwards, or NOLs, of $75.7 million and $54.5 million,
respectively, due to prior period losses, which expire in various years beginning in 2017 if not utilized. In general, under Section 382 of the
Internal Revenue Code of 1986, as amended, or the Code, a corporation that undergoes an “ownership change” is subject to limitations on
its ability to utilize its NOLs to offset future taxable income. Future changes in our stock ownership, some of which are outside of our
control, could result in an ownership change. There is also a risk that due to regulatory changes, such as suspensions on the use of NOLs, or
other unforeseen reasons, our existing NOLs could expire or otherwise be unavailable to offset future income tax liabilities. Additionally,
state NOLs generated in one state cannot be used to offset income generated in another state. For these reasons, we may not be able to
realize a tax benefit from the use of our NOLs, whether or not we attain profitability.

We may be subject to litigation for a variety of claims, which could adversely affect our results of operations, harm our reputation or
otherwise negatively impact our business.

We may be subject to litigation for a variety of claims arising from our normal business activities. These may include claims, suits,
and proceedings involving labor and employment, wage and hour, commercial and other matters. The outcome of any litigation, regardless
of its merits, is inherently uncertain. Any claims and lawsuits, and the disposition of such claims and lawsuits, could be time-consuming
and expensive to resolve, divert management attention and resources, and lead to attempts on the part of other parties to pursue similar
claims. Any adverse determination related to litigation could adversely affect our results of operations, harm our reputation or otherwise
negatively impact our business. In addition, depending on the nature and timing of any such dispute, a resolution of a legal matter could
materially affect our future operating results, our cash flows or both.
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Natural or man-made disasters and other similar events may significantly disrupt our business, and negatively impact our operating
results and financial condition.

Any of our facilities may be harmed or rendered inoperable by natural or man-made disasters, including earthquakes, tornadoes,
hurricanes, wildfires, floods, nuclear disasters, acts of terrorism or other criminal activities, infectious disease outbreaks, and power
outages, which may render it difficult or impossible for us to operate our business for some period of time. For example, our IRC and a
data center that hosts some of our customer services are located in the San Francisco Bay Area, a region known for seismic activity. Our
facilities would likely be costly to repair or replace, and any such efforts would likely require substantial time. Any disruptions in our
operations could negatively impact our business and operating results, and harm our reputation. In addition, we may not carry business
insurance or may not carry sufficient business insurance to compensate for losses that may occur. Any such losses or damages could have a
material adverse effect on our business, operating results and financial condition. In addition, the facilities of significant vendors, including
the manufacturer of our proprietary acoustic sensor, may be harmed or rendered inoperable by such natural or man-made disasters, which
may cause disruptions, difficulties or material adverse effects on our business.

Changes in financial accounting standards may cause adverse and unexpected revenue fluctuations and impact our reported results of
operations.

A change in accounting standards or practices could harm our operating results and may even affect our reporting of transactions
completed before the change is effective. New accounting pronouncements and varying interpretations of accounting pronouncements have
occurred and may occur in the future. Changes to existing rules or the questioning of current practices may harm our operating results or
the way we conduct our business.

Proposed legislation that would ease restrictions on the purchase of suppressors could impact our business.

Legislation known as the Hearing Protection Act, or the HPA, was recently introduced in the U.S. Congress. If adopted, the HPA
would ease restrictions on the sale of suppressors designed to reduce the noise related to gunshots and ultimately could lead to increased
use of gun suppressors in urban gun crime. While we believe that our technology would capture gunshots fired with a suppressor in some
cases, widespread use of suppressors could impact the effectiveness of our solutions or require us to make potentially costly modifications
to our technology, either of which could have an adverse impact on our business.

Risks Related to Our Intellectual Property

Failure to protect our intellectual property rights could adversely affect our business.

Our success depends, in part, on our ability to protect proprietary methods and technologies that we develop or license under patent
and other intellectual property laws of the United States, so that we can prevent others from using our inventions and proprietary
information. If we fail to protect our intellectual property rights adequately, our competitors might gain access to our technology and our
business might be adversely affected. However, defending our intellectual property rights might entail significant expenses. Any of our
patent rights, copyrights, trademarks or other intellectual property rights may be challenged by others, weakened or invalidated through
administrative process or litigation.

As of  June 30, 2017, we had 30 U.S. patents directed to our technologies, as well as one granted patent in Israel. We have patent
applications pending for examination in the United States, Europe, Mexico and Brazil, but we cannot guarantee that these patent
applications will be granted. We also license three other U.S. patents from one or more third parties. The patents that we own or those that
we license from others (including those that may be issued in the future) may not provide us with any competitive advantages or may be
challenged by third parties.

Additionally, the process of obtaining patent protection is expensive and time-consuming, and we may not be able to prosecute all
necessary or desirable patent applications at a reasonable cost or in a timely manner. Even if issued, there can be no assurance that these
patents will adequately protect our intellectual property, as the legal standards relating to the validity, enforceability and scope of protection
of patent and other intellectual property rights are uncertain.
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Any patents that are issued may subsequently be invalidated or otherwise limited, allowing other companies to develop offerings
that compete with ours, which could adversely affect our competitive business position, business prospects and financial condition. In
addition, issuance of a patent does not guarantee that we have a right to practice the patented invention. Patent applications in the United
States are typically not published until 18 months after their earliest priority date or, in some cases, not at all, and publications of
discoveries in industry-related literature lag behind actual discoveries. We cannot be certain that third parties do not have blocking patents
that could be used to prevent us from marketing or practicing our software or technology.

Effective patent, trademark, copyright and trade secret protection may not be available to us in every country in which our software
is available. The laws of some foreign countries may not be as protective of intellectual property rights as those in the United States (in
particular, some foreign jurisdictions do not permit patent protection for software), and mechanisms for enforcement of intellectual property
rights may be inadequate. Additional uncertainty may result from changes to intellectual property legislation enacted in the United States,
including the recent America Invents Act, or to the laws of other countries and from interpretations of the intellectual property laws of the
United States and other countries by applicable courts and agencies. Accordingly, despite our efforts, we may be unable to prevent third
parties from infringing upon or misappropriating our intellectual property.

We rely in part on trade secrets, proprietary know-how and other confidential information to maintain our competitive position.
Although we endeavor to enter into non-disclosure agreements with our employees, licensees and others who may have access to this
information, we cannot assure you that these agreements or other steps we have taken will prevent unauthorized use, disclosure or reverse
engineering of our technology. Moreover, third parties may independently develop technologies or products that compete with ours, and we
may be unable to prevent this competition.

We might be required to spend significant resources to monitor and protect our intellectual property rights. We may initiate claims or
litigation against third parties for infringement of our proprietary rights or to establish the validity of our proprietary rights. Litigation also
puts our patents at risk of being invalidated or interpreted narrowly and our patent applications at risk of not issuing. Additionally, we may
provoke third parties to assert counterclaims against us. We may not prevail in any lawsuits that we initiate, and the damages or other
remedies awarded, if any, may not be commercially viable. Any litigation, whether or not resolved in our favor, could result in significant
expense to us and divert the efforts of our technical and management personnel, which may adversely affect our business, operating results,
financial condition and cash flows.

We may be subject to intellectual property rights claims by third parties, which are extremely costly to defend, could require us to pay
significant damages and could limit our ability to use certain technologies.

Companies in the software and technology industries, including some of our current and potential competitors, own large numbers of
patents, copyrights, trademarks and trade secrets and frequently enter into litigation based on allegations of infringement or other violations
of intellectual property rights. In addition, many of these companies have the capability to dedicate substantially greater resources to
enforce their intellectual property rights and to defend claims that may be brought against them. The litigation may involve patent holding
companies or other adverse patent owners that have no relevant product revenues and against which our patents may therefore provide little
or no deterrence. We may have previously received, and may in the future receive, notices that claim we have misappropriated, misused, or
infringed other parties’ intellectual property rights, and, to the extent we gain greater market visibility, we face a higher risk of being the
subject of intellectual property infringement claims.

There may be third-party intellectual property rights, including issued or pending patents that cover significant aspects of our
technologies or business methods. Any intellectual property claims, with or without merit, could be very time-consuming, could be
expensive to settle or litigate and could divert our management's attention and other resources. These claims could also subject us to
significant liability for damages, potentially including treble damages if we are found to have willfully infringed patents or copyrights.
These claims could also result in our having to stop using technology found to be in violation of a third party's rights. We might be required
to seek a license for the intellectual property, which may not be available on reasonable terms or at all. Even if a license were available, we
could be required to pay significant royalties, which would increase our operating expenses. As a result, we may be required to develop
alternative non-infringing technology, which could require significant effort and expense. If we cannot license or develop technology for
any infringing aspect of our business, we would be forced to limit or stop sales of our software and may be unable to compete effectively.
Any of these results would adversely affect our business, operating results, financial condition and cash flows.
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If we are unable to protect our intellectual property, or if we infringe on the intellectual property rights of others, our business may be
harmed.

Our success depends in part on intellectual property rights to the services that we develop. We rely on a combination of contractual
and intellectual property rights, including non-disclosure agreements, patents, trade secrets, copyrights and trademarks, to establish and
protect our intellectual property rights in our names, services, innovations, methodologies and related technologies. If we lose intellectual
property protection or the ability to secure intellectual property protection on any of our names, confidential information or technology, this
could harm our business. Our intellectual property rights may not prevent competitors from independently developing services and
methodologies similar to ours, and the steps we take might be inadequate to deter infringement or misappropriation of our intellectual
property by competitors, former employees or other third parties, any of which could harm our business. We have registered patents and
pending patent applications directed to our technology. We have registered trademarks in the United States that have various expiration
dates unless renewed through customary processes. Our registered patents and/or trademark registrations may be unenforceable or
ineffective in protecting our intellectual property. Most of our patents and pending patent applications have been filed only in the United
States and are therefore not enforceable in countries outside of the United States. Our trademarks may be unenforceable in countries
outside of the United States, which may adversely affect our ability to build our brand outside of the United States.

Although we are not presently aware that our conduct of our business infringes on the intellectual property rights of others, third
parties may nevertheless assert infringement claims against us in the future. We may be required to modify our products, services, internal
systems or technologies, or obtain a license to permit our continued use of those rights. We may be unable to do so in a timely manner, or
upon reasonable terms and conditions, which could harm our business. In addition, future litigation over these matters could result in
substantial costs and resource diversion. Adverse determinations in any litigation or proceedings of this type could subject us to significant
liabilities to third parties and could prevent us from using some of our services, internal systems or technologies.

Our use of open source software could subject us to possible litigation.

A portion of our technologies incorporates open source software, and we expect to continue to incorporate open source software into
our platform in the future. Few of the licenses applicable to open source software have been interpreted by courts, and their application to
the open source software integrated into our proprietary technology platform may be uncertain. If we fail to comply with these licenses,
then pursuant to the terms of these licenses, we may be subject to certain requirements, including requirements that we make available the
source code for our software that incorporates the open source software. We cannot assure you that we have not incorporated open source
software in our software in a manner that is inconsistent with the terms of the applicable licenses or our current policies and procedures. If
an author or other third party that distributes such open source software were to allege that we had not complied with the conditions of one
or more of these licenses, we could incur significant legal expenses defending against such allegations. Litigation could be costly for us to
defend, have a negative effect on our operating results and financial condition or require us to devote additional research and development
resources to change our technology platform.

Risks Related to the Ownership of Our Common Stock

Our stock price may be volatile or may decline regardless of our operating performance, resulting in substantial losses for investors.

The market price of our common stock may be highly volatile and may fluctuate substantially as a result of a variety of factors,
some of which are related in complex ways. Since shares of our common stock were sold in our initial public offering, or IPO, in June 2017
at a price of $11 per share, our stock price has ranged from an intraday low of $9.33 to an intraday high of $15.36 through August 4, 2017.

The market price of our common stock may fluctuate significantly in response to numerous factors, many of which are beyond our
control, including the factors listed below and other factors described in this “Risk Factors” section:

 • actual or anticipated fluctuations in our operating results;

 • the financial projections we may provide to the public, any changes in these projections or our failure to meet these
projections;
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 • failure of securities analysts to initiate or maintain coverage of our company, changes in financial estimates by any
securities analysts who follow our company, or our failure to meet these estimates or the expectations of investors;

 • ratings changes by any securities analysts who follow our company;

 • changes in the availability of federal funding to support local law enforcement efforts, or local budgets;

 • announcements by us of significant technical innovations, acquisitions, strategic partnerships, joint ventures or capital
commitments;

 • changes in operating performance and stock market valuations of other software companies generally;

 • price and volume fluctuations in the overall stock market, including as a result of trends in the economy as a whole;

 • changes in our board of directors or management;

 • sales of large blocks of our common stock, including sales by our executive officers, directors and significant stockholders;

 • lawsuits threatened or filed against us;

 • short sales, hedging and other derivative transactions involving our capital stock;

 • general economic conditions in the United States and abroad; and

 • other events or factors, including those resulting from war, incidents of terrorism or responses to these events.

In addition, stock markets have experienced extreme price and volume fluctuations that have affected and continue to affect the
market prices of equity securities of many software companies. Stock prices of many software companies have fluctuated in a manner
unrelated or disproportionate to the operating performance of those companies. In the past, stockholders have instituted securities action
litigation following periods of market volatility. If we were to become involved in securities litigation, it could subject us to substantial
costs, divert resources and the attention of management from our business and adversely affect our business, operating results, financial
condition and cash flows.

Substantial future sales of shares of our common stock could cause the market price of our common stock to decline.

As of July 31, 2017, 9,604,957 shares of our common stock were outstanding. Sales of a substantial number of shares of our
common stock in the public market, or the perception that these sales might occur, could depress the market price of our common stock and
could impair our ability to raise capital through the sale of additional equity securities. Of our issued and outstanding shares of our common
stock, all of the shares sold in our IPO are freely transferrable without restrictions or further registration under the Securities Act, except for
any shares acquired by our affiliates, as defined in Rule 144 under the Securities Act. Approximately 6.3 million shares outstanding are
restricted as a result of securities laws, lock-up agreements or other contractual restrictions that restrict transfers for 180 days after the date
of our IPO.

Additionally, approximately 5.0 million shares of our common stock as of July 31, 2017 will, after the expiration of the lock-up
periods specified above, have the right, subject to various conditions and limitations, to include their shares of our common stock in
registration statements relating to our securities. If the offer and sale of these shares are registered, they will be freely tradable without
restriction under the Securities Act. Shares of common stock sold under such registration statements can be freely sold in the public market.
In the event such registration rights are exercised and a large number of shares of common stock are sold in the public market, such sales
could reduce the trading price of our common stock.

We filed registration statements on Form S-8 under the Securities Act to register the total number of shares of our common stock
that may be issued under our equity incentive plans. In addition, in the future we may issue common stock or other securities if we need to
raise additional capital. The number of new shares of our common stock issued in connection with raising additional capital could
constitute a material portion of the then outstanding shares of our common stock.
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If securities or industry analysts do not publish research or reports about our business, or publish negative reports about our business,
our share price and trading volume could decline.

The trading market for our common stock will depend in part on the research and reports that securities or industry analysts publish
about us or our business, our market and our competitors. We do not have any control over these analysts. If one or more of the analysts
who cover us downgrade our shares of common stock or change their opinion of our shares of common stock, our share price would likely
decline. If one or more of these analysts cease coverage of our company or fail to regularly publish reports on us, we could lose visibility in
the financial markets, which could cause our share price or trading volume to decline.

We may invest or spend the proceeds of our IPO offering in ways with which you may not agree or in ways that may not yield a return.

We intend to use $13.6 million of the net proceeds from our IPO during the quarter ending September 30, 2017 for the repayment of
all of our outstanding indebtedness, including early termination fees. We currently intend to use the remaining net proceeds for working
capital and general corporate purposes, including sales and marketing activities, general and administrative matters and capital expenditures.
In addition, we may use a portion of the net proceeds from our IPO for the acquisition of, or strategic investment in, technologies, solutions
or businesses that complement our business, although we have no present commitments or agreements to enter into any such acquisition or
investment. Our management will have considerable discretion in the application of these remaining net proceeds, and you will not have
the opportunity, to assess whether the proceeds are being used appropriately. Such proceeds may be used for purposes that do not increase
the value of our business, which could cause the price of our common stock to decline.

We are an “emerging growth company” and we cannot be certain if the reduced disclosure requirements applicable to emerging growth
companies will make our common stock less attractive to investors.

We are an “emerging growth company,” as defined in the JOBS Act, and we intend to take advantage of certain exemptions from
various reporting requirements that are applicable to other public companies that are not “emerging growth companies” including, but not
limited to, not being required to comply with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act, reduced
disclosure obligations regarding executive compensation in our periodic reports and proxy statements, and exemptions from the
requirements of holding a nonbinding advisory vote on executive compensation and stockholder approval of any golden parachute
payments not previously approved. We will remain an “emerging growth company” for up to five years, although we will cease to be an
“emerging growth company” upon the earliest of (i) the last day of the fiscal year following the fifth anniversary of our IPO, (ii) the last
day of the first fiscal year in which our annual gross revenues are $1.07 billion or more, (iii) the date on which we have, during the previous
rolling three-year period, issued more than $1 billion in non-convertible debt securities or (iv) the date on which we are deemed to be a
“large accelerated filer” as defined in the Securities Exchange Act of 1934, or the Exchange Act. We cannot predict if investors will find
our common stock less attractive or our company less comparable to certain other public companies because we will rely on these
exemptions. If some investors find our common stock less attractive as a result, there may be a less active trading market for our common
stock and our stock price may be more volatile.

We will incur substantial increased costs as a result of being a public company.

As a public company, we will incur significant levels of legal, accounting and other expenses that we did not incur as a private
company. We will be subject to the reporting requirements of the Exchange Act, the Sarbanes-Oxley Act, the Dodd-Frank Act, the listing
requirements of the NASDAQ Capital Market and other applicable securities rules and regulations. Compliance with these rules and
regulations will increase our legal and financial compliance costs, make some activities more difficult, time-consuming or costly and
increase demand on our systems and resources. The Exchange Act requires, among other things, that we file annual, quarterly and current
reports with respect to our business and operating results. The Sarbanes-Oxley Act requires, among other things, that we maintain effective
disclosure controls and procedures and internal control over financial reporting. In order to maintain and, if required, improve our
disclosure controls and procedures and internal control over financial reporting to meet this standard, significant resources and management
oversight may be required. As a result, management's attention may be diverted from other business concerns, which could adversely affect
our business and operating results. Although we have already hired additional corporate employees to comply with these requirements, we
may need to hire more corporate employees in the future or engage outside consultants, which would increase our costs and expenses.
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In addition, changing laws, regulations and standards relating to corporate governance and public disclosure are creating uncertainty
for public companies, increasing legal and financial compliance costs and making some activities more time-consuming. These laws,
regulations and standards are subject to varying interpretations, in many cases due to their lack of specificity, and, as a result, their
application in practice may evolve over time as new guidance is provided by regulatory and governing bodies. This could result in
continuing uncertainty regarding compliance matters and higher costs necessitated by ongoing revisions to disclosure and governance
practices. We intend to invest resources to comply with evolving laws, regulations and standards, and this investment may result in
increased general and administrative expenses and a diversion of management's time and attention from revenue-generating activities to
compliance activities. If our efforts to comply with new laws, regulations and standards differ from the activities intended by regulatory or
governing bodies due to ambiguities related to their application and practice, regulatory authorities may initiate legal proceedings against us
and our business may be adversely affected.

We also expect that being a public company and these new rules and regulations will make it more expensive for us to obtain
director and officer liability insurance, and we may be required to accept reduced coverage or incur substantially higher costs to obtain
coverage. These factors could also make it more difficult for us to attract and retain qualified members of our board of directors,
particularly to serve on our audit committee and compensation committee, and qualified executive officers.

As a result of disclosure of information in this prospectus and in the filings that we will be required to make as a public company,
our business, operating results and financial condition will become more visible, which may result in threatened or actual litigation,
including by competitors and other third parties. If any such claims are successful, our business, operating results and financial condition
could be adversely affected, and even if the claims do not result in litigation or are resolved in our favor, these claims, and the time and
resources necessary to resolve them, could divert the resources of our management and adversely affect our business, operating results and
financial condition.

We do not intend to pay dividends for the foreseeable future.

We have never declared or paid any cash dividends on our common stock and do not intend to pay any cash dividends in the
foreseeable future. We anticipate that we will retain all of our future earnings for use in the development of our business and for general
corporate purposes. Any determination to pay dividends in the future will be at the discretion of our board of directors. Accordingly,
investors must rely on sales of their common stock after price appreciation, which may never occur, as the only way to realize any future
gains on their investments.

Our executive officers, directors and principal stockholders own a significant percentage of our stock and may be able to exert
significant control over matters subject to stockholder approval.

Our directors, executive officers and holders of more than 5% of our common stock, certain of which are represented on our board
of directors, together with their affiliates, beneficially own approximately 48% of the voting power of our outstanding capital stock. As a
result, these stockholders are able to determine the outcome of matters submitted to our stockholders for approval. This ownership could
affect the value of your shares of common stock by, for example, these stockholders electing to delay, defer or prevent a change in
corporate control, merger, consolidation, takeover or other business combination. This concentration of ownership may also adversely
affect the market price of our common stock.

Anti-takeover provisions in our charter documents and under Delaware law could make an acquisition of our company more difficult,
limit attempts by our stockholders to replace or remove our current management and limit the market price of our common stock.

Provisions in our certificate of incorporation and bylaws may have the effect of delaying or preventing a change of control or
changes in our management. Our amended and restated certificate of incorporation and bylaws include provisions that:

 • establish a classified board of directors so that not all members of our board of directors are elected at one time;

 • permit the board of directors to establish the number of directors and fill any vacancies and newly-created directorships;
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 • provide that directors may only be removed for cause;

 • require super-majority voting to amend some provisions in our certificate of incorporation and bylaws;

 • authorize the issuance of “blank check” preferred stock that our board of directors could use to implement a stockholder
rights plan;

 • eliminate the ability of our stockholders to call special meetings of stockholders;

 • prohibit stockholder action by written consent, which requires all stockholder actions to be taken at a meeting of our
stockholders;

 • provide that the board of directors is expressly authorized to make, alter or repeal our bylaws; and

 • establish advance notice requirements for nominations for election to our board of directors or for proposing matters that
can be acted upon by stockholders at annual stockholder meetings.

In addition, we are governed by the provisions of Section 203 of the Delaware General Corporation Law, which generally prohibits
stockholders owning 15% or more of our outstanding voting stock from merging or otherwise combining with us for a period of three years
following the date on which the stockholder became a 15% stockholder without the consent of our board of directors. These provisions
may frustrate or prevent any attempts by our stockholders to replace or remove our current management by making it more difficult for
stockholders to replace members of our board of directors, which is responsible for appointing the members of our management, and
otherwise discourage management takeover attempts.

Our amended and restated certificate of incorporation designates the Court of Chancery of the State of Delaware as the exclusive forum
for certain litigation that may be initiated by our stockholders, which could limit our stockholders' ability to obtain a favorable judicial
forum for disputes with us.

Pursuant to our amended and restated certificate of incorporation, unless we consent in writing to the selection of an alternative
forum, the Court of Chancery of the State of Delaware will be the sole and exclusive forum for (1) any derivative action or proceeding
brought on our behalf, (2) any action asserting a claim of breach of a fiduciary duty owed by any of our directors, officers or other
employees to us or our stockholders, (3) any action asserting a claim arising pursuant to any provision of the Delaware General Corporation
Law, our amended and restated certificate of incorporation or our amended and restated bylaws or (4) any action asserting a claim governed
by the internal affairs doctrine. Our amended and restated certificate of incorporation further provides that the federal district courts of the
United States of America will be the exclusive forum for resolving any complaint asserting a cause of action arising under the Securities
Act. Our amended and restated certificate of incorporation further provides that any person or entity purchasing or otherwise acquiring any
interest in shares of our common stock is deemed to have notice of and consented to the foregoing provision. The forum selection clause in
our amended and restated certificate of incorporation may limit our stockholders' ability to obtain a favorable judicial forum for disputes
with us.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

(a) Sales of Unregistered Securities

In June 12, 2017, we entered into an underwriting agreement, relating to the public offering of 3,220,000 shares of common stock at
a price to the public of $11.00 per share, less underwriting discounts and commissions. On June 12, 2017, in connection with the
underwriting agreement, we issued a warrant exercisable for 84,000 shares of common stock at an exercise price of $13.20 per share to
Roth Capital Partners, LLC (“Roth Capital Partners”). The warrant is exercisable at $13.20 per share over a term of one year.

In June 2017, we issued 54,907 shares of our common stock to one existing and one new stockholder upon the cashless exercise of
warrants. The issuance of these shares and the issuance of the warrants were made in reliance on the exemption from registration contained
in Section 4(a)(2) of the Securities Act of 1933, as amended (the “Securities Act”) and/or Regulation D promulgated thereunder as private
transactions not involving a public offering of securities. The shares purchased pursuant to the warrant exercises were issued bearing
restrictive legend and may not be resold by the purchasers unless such securities are registered or an exemption from registration is
available. The Company determined, based on representations of the stockholders and Roth Capital Partners, that the stockholder and Roth
Capital Partners were “accredited investors” as defined under Rule 501(a) of the Securities Act.

(b) Use of Proceeds

On June 12, 2017, we closed our initial public offering of 3,220,000 shares of common stock at an offering price of $11.00 per
share, which includes 420,000 shares of common stock sold upon full exercise of the underwriters’ over-allotment option. The Company
received net proceeds of $32.4 million, after deducting underwriting discounts and commissions.  All of the shares issued and sold in our
initial public offering were registered under the Securities Act pursuant to a registration statement on Form S-1 (File No. 333-217603),
which was declared effective by the SEC on June 6, 2017. Roth Capital Partners acted as sole book-running manager of our initial public
offering, Imperial Capital and Northland Capital Markets acted as co-manager and as co-lead manager, respectively.  

No offering expenses were paid directly or indirectly to any of our directors or officers (or their associates) or persons owning ten
percent or more of any class of our equity securities or to any other affiliates. There has been no material change in the planned use of
proceeds from our initial public offering from those disclosed in the final prospectus for our initial public offering dated as of on June 8,
2017 and filed with the SEC pursuant to Rule 424(b)(4).

As of June 30, 2017, $1.0 million of expenses incurred in connection with our initial public offering had not yet been paid.

We intend to use $13.6 million of the net proceeds from our initial public offering to repay our outstanding indebtedness, including
early termination fees of $0.1 million, during the quarter ending September 30, 2017.  The timing of this repayment in the third quarter of
2017 rather than immediately upon the completion of our IPO is intended to reduce prepayment penalties that would have otherwise been
payable by us.

Item 6. Exhibits

A list of exhibits is set forth on the Exhibit Index immediately following the signature page of this Quarterly Report on Form 10-Q, and
is incorporated herein by reference.
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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: August 14, 2017 By:  /s/ Ralph A. Clark
   Ralph A. Clark
   President and Chief Executive Officer
    
Date: August 14, 2017 By:  /s/ Alan R. Stewart
   Alan R. Stewart
   Chief Financial Officer
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Exhibit Index
 
 
 

Exhibit  Exhibit  Incorporated by Reference  Filed
Number  Description  Form  File No.  Exhibit  Filing Date  Herewith

3.1
 

Amended and Restated Certificate of
Incorporation

 8-K  001-38107  3.1  June 13,
2017  

 

3.2
 

Amended and Restated Bylaws  8-K  001-38107  3.2  June 13,
2017  

 

10.1+

 

Form of Warrant to Purchase Shares of
Common Stock issued to Roth Capital Partners,
LLC in June 2017.

        

 

X

10.2+
 

ShotSpotter, Inc. 2017 Equity Incentive Plan.  S-1/A  333-217603  10.3  May 19,
2017  

 

             
10.3+

 
Forms of Option Agreement and Option Grant
Notice under the 2017 Equity Incentive Plan.

 S-1/A  333-217603  10.4  May 19,
2017  

 

10.4+

 

Form of Restricted Stock Unit Grant Notice and
Restricted Stock Unit Restricted Terms and
Conditions under the 2017 Equity Incentive
Plan.

 S-1/A  333-217603  10.5  May 19,
2017

 

 

10.5+
 

ShotSpotter, Inc. 2017 Employee Stock
Purchase Plan

 S-1/A  333-217603  10.6  May 19,
2017  

 

10.6+
 

Form of Restricted Stock Unit Grant Notice for
Directors

        
 

X

31.1*

 

Certification of Principal Executive Officer
Pursuant to Rules 13a-14(a) and 15d-14(a) under
the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

        

 

X

31.2*

 

Certification of Principal Financial Officer
Pursuant to Rules 13a-14(a) and 15d-14(a) under
the Securities Exchange Act of 1934, as
Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

        

 

X

32.1*

 

Certification of Principal Executive Officer
Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

        

 

X

101.INS*  XBRL Instance Document          X
101.SCH*  XBRL Taxonomy Extension Schema Document          X
101.CAL*

 
XBRL Taxonomy Extension Calculation
Linkbase Document

        
 

X

101.DEF*
 

XBRL Taxonomy Extension Definition
Linkbase Document

        
 

X

101.LAB*
 

XBRL Taxonomy Extension Label Linkbase
Document

        
 

X

101.PRE*

 

XBRL Taxonomy Extension Presentation
Linkbase Document

        

 

X

+
 

Indicates management contract of compensatory
plan.
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* Furnished herewith and not deemed to be “filed” for purposes of Section 18 of the Securities   
 Exchange Act of 1934, as amended (the “Exchange Act”), and shall not be deemed to be
 incorporated by reference into any filing under the Securities Act of 1933, as amended, or the
 Exchange Act (whether made before or after the date of the Form 10-Q), irrespective of any
 general incorporation language contained in such filing.
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Exhibit 10.1

 
UNDERWRITER WARRANT

THE SECURITIES REPRESENTED HEREBY HAVE NOT BEEN REGISTERED UNDER THE
SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), AND MAY NOT BE OFFERED,
SOLD OR OTHERWISE TRANSFERRED, ASSIGNED, PLEDGED OR HYPOTHECATED UNLESS AND
UNTIL REGISTERED UNDER THE SECURITIES ACT OR UNLESS THE COMPANY HAS RECEIVED AN
OPINION OF COUNSEL SATISFACTORY TO THE COMPANY AND ITS COUNSEL THAT SUCH
REGISTRATION IS NOT REQUIRED.

THE REGISTERED HOLDER OF THIS WARRANT, BY ITS ACCEPTANCE HEREOF, AGREES THAT IT
WILL NOT SELL, TRANSFER OR ASSIGN THIS WARRANT OR THE SECURITIES UNDERLYING THIS
WARRANT EXCEPT AS HEREIN PROVIDED AND THE REGISTERED HOLDER OF THIS WARRANT
AGREES THAT IT WILL NOT SELL, TRANSFER, ASSIGN, PLEDGE OR HYPOTHECATE THIS
WARRANT OR THE SECURITIES UNDERLYING THIS WARRANT FOR A PERIOD OF ONE HUNDRED
EIGHTY DAYS FOLLOWING THE LATER OF THE EFFECTIVE DATE (AS DEFINED BELOW) OR THE
COMMENCEMENT OF SALES OF THE OFFERING TO WHICH THIS WARRANT RELATES TO
ANYONE OTHER THAN (I) ROTH CAPITAL PARTNERS, LLC OR AN UNDERWRITER OR A
SELECTED DEALER IN CONNECTION WITH THE OFFERING, OR (II) A BONA FIDE OFFICER,
PARTNER OR IDENTIFIED REGISTERED REPRESENTATIVE OF ROTH CAPITAL PARTNERS, LLC
OR OF ANY SUCH UNDERWRITER OR SELECTED DEALER.

PURSUANT TO THE TERMS OF SECTION 1 OF THIS WARRANT, ALL OR A PORTION OF THIS
WARRANT MAY HAVE BEEN EXERCISED, AND THEREFORE THE ACTUAL NUMBER OF
WARRANT SHARES REPRESENTED BY THIS WARRANT MAY BE LESS THAN THE AMOUNT SET
FORTH ON THE FACE HEREOF.

SHOTSPOTTER, INC.
 
 

Warrant To Purchase Common Stock
 
Warrant No.: CW-15
Number of Shares of Common Stock: 84,000
Date of Issuance: June 12, 2017 ( “Issuance Date”)
 

ShotSpotter, Inc., a Delaware corporation (the “Company”), hereby certifies that, for good and
valuable consideration, the receipt and sufficiency of which are hereby acknowledged, Roth Capital Partners, LLC, the
registered holder hereof or its permitted assigns (the “Holder”), is entitled, subject to the terms set forth below, to
purchase from the Company, at the Exercise Price (as defined below) then in effect, upon surrender of this Warrant to
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Purchase Common Stock (including any Warrants to Purchase Com mon Stock issued in exchange, transfer or
replacement hereof, the “Warrant”), at any time or times on or after June 12, 2018 (the “Exercisability Date”), and
at or before 5:00 p.m., New York time, on the Expiration Date (as defined below), up to 84,000 sha res of  Common
Stock (the “Warrant Shares”).  Except as otherwise defined herein, capitalized terms in this Warrant shall have the
meanings set forth in Section 16.  This Warrant is one of the Underwriter Warrants issued pursuant to Section 4(e) of
the Underwriting Agreement, dated as of June 7, 2017, by and between the Company and Roth Capital Partners, LLC
(the “Underwriting Agreement”).  

1. EXERCISE OF WARRANT.
 

(a) Mechanics of Exercise .  Subject to the terms and conditions
hereof, this Warrant may be exercised by the Holder on any day on or after the Exercisability Date, in whole or in part
(but not as to fractional shares), by delivery of a written notice, in the form attached hereto as Exhibit A (the “Exercise
Notice”) of the Holder’s election to exercise this Warrant. No ink-original Exercise Notice shall be required, nor shall
any medallion guarantee (or other type of guarantee or notarization) of any Exercise Notice be required by the
Company. Within two (2) Trading Days of the delivery of such Exercise Notice, if the Holder is not electing a Cashless
Exercise (as defined below) pursuant to Section 1(d) of this Warrant, the Holder shall pay to the Company an amount
equal to the applicable Exercise Price multiplied by the number of Warrant Shares as to which this Warrant is being
exercised (the “Aggregate Exercise Price”) in cash or wire transfer of immediately available funds (a “ Cash
Exercise”).  The Holder shall not be required to surrender this Warrant in order to effect an exercise hereunder;
provided, however, that in the event that this Warrant is exercised in full or for the remaining unexercised portion
hereof, the Holder shall deliver this Warrant to the Company for cancellation within a reasonable time after such
exercise.  On or before the first (1st) Trading Day following the date on which the Company receives the Exercise
Notice (the date upon which the Company receives the Exercise Notice, the “Exercise Date”), the Company shall
transmit by facsimile or e-mail transmission an acknowledgment of confirmation of receipt of the Exercise Notice to
the Holder and the Company’s transfer agent for the Common Stock (the “Transfer Agent ”). The Company shall
deliver any objection to the Exercise Notice on or before the second (2nd) Trading Day following the Exercise
Date.  On or before the second (2nd) Trading Day following the Exercise Date (the “Share Delivery Date”), provided
the Aggregate Exercise Price has been received by the Company prior to such Share Delivery Date, the Company shall,
(x) provided that the Transfer Agent is participating in The Depository Trust Company (“DTC”) Fast Automated
Securities Transfer Program (the “FAST Program”), upon the request of the Holder, credit such aggregate number of
Warrant Shares to which the Holder is entitled pursuant to such exercise to the Holder’s or its designee’s balance
account with DTC through its Deposit/Withdrawal at Custodian System, or (y), if the Transfer Agent is not
participating in the FAST Program, issue and dispatch by overnight courier to the address as specified in the Exercise
Notice, a certificate, registered in the Company’s share register in the name of the Holder or its designee, for the
number of Warrant Shares to which the Holder is entitled pursuant to such exercise.  Upon delivery of the Exercise
Notice and payment of the Aggregate Exercise Price, the Holder shall be deemed for all corporate purposes to have
become the holder of record of the Warrant Shares
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with respect to which this Warrant has been exercised, irrespective of the date  such Warrant Shares are credited to the
Holder’s DTC account or the date of delivery of the certificates evidencing such Warrant Shares, as the case may be.  If
this Warrant is submitted in connection with any exercise pursuant to this Section 1(a) and the number of Warrant
Shares represented by this Warrant submitted for exercise is greater than the number of Warrant Shares being acquired
upon an exercise, then the Company shall as soon as practicable and in no event later than three (3) Trading Days after
any such submission and at its own expense, issue a new Warrant (in accordance with Section 8(d)) representing the
right to purchase the number of Warrant Shares purchasable immediately prior to such exercise under this Warrant, less
the number of Warrant Shares with respect to which this Warrant has been and/or is exercised.  In accordance with
Section 1(i) hereof, no fractional shares of Common Stock shall be issued upon the exercise of this Warrant.  The
Company shall pay any and all taxes and other expenses of the Company (including overnight delivery charges) that
may be payable with respect to the issuance and delivery of Warrant Shares upon exercise of this Warrant; provided,
however, that the Company shall not be required to pay any tax which may be payable in respect of any transfer
involved in the registration of any certificates for Warrant Shares or Warrants in a name other than that of the Holder or
an affiliate thereof.  The Holder shall be responsible for all other tax liability that may arise as a result of holding or
transferring this Warrant or receiving Warrant Shares upon exercise hereof.

(b) Exercise Price.  For purposes of this Warrant, “Exercise
Price” means $13.20, subject to adjustment as provided herein.

 
(c) Company’s Failure to Timely Deliver Securities .  If the

Company shall fail for any reason or for no reason to issue to the Holder on or prior to the applicable Share Delivery
Date a certificate for the number of Warrant Shares to which the Holder is entitled and register such Warrant Shares on
the Company’s share register or to credit the Holder’s balance account with DTC for such number of Warrant Shares to
which the Holder is entitled upon the Holder’s exercise of this Warrant, as the case may be, and if on or after such
Share Delivery Date the Holder purchases, or another Person purchases on the Holder’s behalf or for the Holder’s
account (in an open market transaction or otherwise) shares of Common Stock to deliver in satisfaction of a sale by the
Holder of shares of Common Stock issuable upon such exercise that the Holder anticipated receiving from the
Company (a “Buy-In”), then, in addition to all other remedies available to the Holder, the Company shall, within three
(3) Trading Days after the Holder’s written request and in the Holder’s discretion, either (i) pay cash to the Holder in an
amount equal to the Holder’s total purchase price (including reasonable brokerage commissions and other reasonable
out-of-pocket expenses, if any) for the shares of Common Stock so purchased (the “Buy-In Price”), at which point the
Company’s obligation to issue and deliver such certificate or credit the Holder’s balance account with DTC for the
number of Warrant Shares to which the Holder is entitled upon the Holder’s exercise hereunder, as the case may be
(and to issue such Warrant Shares) shall terminate, or (ii) promptly honor its obligation to issue and deliver to the
Holder a certificate or certificates representing such Warrant Shares or credit the Holder’s balance account with DTC
for the number of Warrant Shares to which the Holder is entitled upon the Holder’s exercise hereunder, as the case may
be, and pay cash to the Holder in an amount equal to the excess (if any) of the Buy-In Price over the product of (A)
such number of
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Warrant Shares multiplied by (B) the VWAP on the date of the event giving rise to the Company’s obligation to deliver
such certificate.  Nothing in this Section 1(c) shall limit the Holder’s right to pursue any other remedies available to it
hereunder, at law or in equity, including without limitation, a decree of specific performance and/or injunctive relief
with respect to the Company’s failure to timely deliver certificates representing Warrant Shares (or to electronically
deliver such Warrant Shares) upon the exercise of this Warrant as required pursuant to the terms hereof.

 
(d) Cashless Exercise.  Notwithstanding anything contained

herein to the contrary (other than Section 1(g) below), if at any time after the Exercisability Date there is no effective
registration statement registering, or no current prospectus available for, the resale of the Warrant Shares by the Holder,
then in lieu of exercising this Warrant by a Cash Exercise pursuant to Section 1(a) above, the Holder may, in its sole
discretion, exercise this Warrant in whole or in part and elect instead to receive upon such exercise the “Net Number”
of Warrant Shares determined according to the following formula (a “Cashless Exercise”):

 
Net Number = (A - B) (X)

      (A)
For purposes of the foregoing formula:

A= the VWAP for the three (3) consecutive Trading Days ending on the date
immediately preceding the Exercise Date.

B= the Exercise Price then in effect at the time of such exercise.

X= the total number of Warrant Shares with respect to which this Warrant is then being
exercised.

(e) [Intentionally Omitted].
 
(f) Disputes.  In the case of a dispute as to the determination of

the Exercise Price or the arithmetic calculation of the Warrant Shares, the Company shall promptly issue to the Holder
the number of Warrant Shares that are not disputed.

 
(g) Beneficial Ownership.  Notwithstanding anything to the

contrary contained in this Warrant, the Company shall not effect the exercise of this Warrant, and the Holder shall not
have the right to exercise this Warrant, to the extent that after giving effect to such exercise, the Holder (together with
any of the Holder’s affiliates and any other Persons acting as a group together with the Holder or any of the Holder’s
affiliates) would beneficially own in excess of 4.99% (the “Maximum Percentage”) of the shares of Common Stock
outstanding immediately after giving effect to such exercise.  For purposes of this paragraph, beneficial ownership and
all determinations and calculations (including, without limitation, with respect to calculations of percentage ownership)
shall be calculated in accordance with Section 13(d) of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”) and the rules and regulations promulgated thereunder.  To the extent that the limitation contained in
this
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Section 1(g) applies, the determination of whether this Warrant is exercisable (in relation to other securities owned by
the Holder together with any of its affiliates) and of which portion of this Warrant is exercisable shall be in the sole
discretion of the Holder, and the submission of an Exercise Notice shall be deemed to be the Holder’s determination of
whether this Warrant is exercisable (in relation to other securities owned by the Holder together with any of its
affiliates) and of which portion of this Warrant is exercisable, in each case subject to the Maximum Percentage, and the
Company shall have no obligation to verify or confirm the accuracy of such determination.  For purposes of this
Warrant, in determining the number of outstanding shares of Common Stock, the Holder may rely on the number of
outstanding shares of Common Stock as reflected in the most recent of (i) the Company’s Annual Report on Form 10-
K, Quarterly Report on Form 10-Q, Current Report on Form 8-K or other public filing with the Securities and
Exchange Commission (the “SEC”), as the case may be, (ii) a more recent public announcement by the Company or
(iii) any other notice by the Company or the Transfer Agent setting forth the number of shares of Common Stock
outstanding.  For any reason at any time, upon the written or oral request of the Holder, the Company shall within two
(2) Business Days confirm orally and in writing to the Holder the number of shares of Common Stock then outstanding,
including, without limitation, by virtue of any prior conversion or exercise of convertible or exercisable securities of the
Company into shares of Common Stock, including pursuant to this Warrant.  By not less than 61 days’ written notice to
the Company, the Holder may from time to time increase or decrease the Maximum Percentage to any other percentage
not in excess of 9.99% specified in such notice; provided that (i) any such increase will not be effective until the sixty-
first (61st) day after such notice is delivered to the Company, and (ii) any such increase or decrease will apply only to
the Holder sending such notice and not to any other Holder.  The provisions of this paragraph shall be construed and
implemented in a manner otherwise than in strict conformity with the terms of this Section 1(g) to correct this paragraph
(or any portion hereof) which may be defective or inconsistent with the intended beneficial ownership limitation herein
contained or to make changes or supplements necessary or desirable to properly give effect to such limitation.

 
(h) Required Reserve.  The Company shall at all times reserve

and keep available out of its authorized shares of Common Stock, solely for the purpose of issuance upon exercise of
the Warrants, 100% of the maximum number of Warrant Shares as shall be issuable upon the exercise thereof (without
regard to any limitations on exercise of the Warrants).  The Company covenants and agrees that, upon exercise of the
Warrants and payment of the Exercise Price therefor, in accordance with the terms hereby, all Warrant Shares issuable
upon such exercise shall be duly and validly issued, fully paid and non-assessable and not subject to preemptive rights
of any shareholder of the Company.

 
(i) Elimination of Fractional Interests . The Company shall not be

required to issue certificates representing fractions of shares of Common Stock upon the exercise of the Warrants, nor
shall it be required to issue scrip or pay cash in lieu of any fractional interests, it being the intent of the parties that all
fractional interests shall be eliminated by rounding any fraction up or down, as the case may be, to the nearest whole
number of shares of Common Stock or other securities, as the case may be.
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2. ADJUSTMENT OF EXERCISE PRICE AND NUMBER OF WARRANT
SHARES.  The Exercise Price and the number of Warrant Shares shall be adjusted from time to time as follows:

 
(a) Voluntary Adjustment by Company .  The Company may at

any time during the term of this Warrant reduce the then current Exercise Price to any amount and for any period of
time deemed appropriate by the Board of Directors.

 
(b) Adjustment upon Payment of Stock Dividends or Subdivision

or Combination of Common Stock.  Without limiting any provision of Section 4, if the Company at any time on or after
the Issuance Date, (i) pays a stock dividend on one or more classes of its then outstanding shares of Common Stock or
otherwise makes a distribution on any class of capital stock that is payable in shares of Common Stock (which, for the
avoidance of doubt, shall not include any shares of Common Stock issued by the Company upon exercise of this
Warrant), (ii) subdivides (by any stock split, stock dividend, recapitalization, reorganization, scheme, arrangement or
otherwise) one or more classes of its then outstanding shares of Common Stock into a larger number of shares or (iii)
combines (by any combination, reverse stock split, stock dividend, recapitalization, reorganization, scheme,
arrangement or otherwise) one or more classes of its then outstanding shares of Common Stock into a smaller number
of shares, then in each such case the Exercise Price shall be multiplied by a fraction of which the numerator shall be
the number of shares of Common Stock outstanding immediately before such event and of which the denominator shall
be the number of shares of Common Stock outstanding immediately after such event. Any adjustment made pursuant to
clause (i) of this paragraph shall become effective immediately after the record date for the determination of
stockholders entitled to receive such dividend or distribution, and any adjustment pursuant to clause (ii) or (iii) of this
paragraph shall become effective immediately after the effective date of such subdivision or combination. If any event
requiring an adjustment under this paragraph occurs during the period that an Exercise Price is calculated hereunder,
then the calculation of such Exercise Price shall be adjusted appropriately to reflect such event.

 
(c) Number of Warrant Shares . Simultaneously with any

adjustment to the Exercise Price pursuant to Section 2(b), the number of Warrant Shares that may be purchased upon
exercise of this Warrant shall be increased or decreased proportionately, so that after such adjustment the Aggregate
Exercise Price payable hereunder for the adjusted number of Warrant Shares shall be the same as the Aggregate
Exercise Price in effect immediately prior to such adjustment (without regard to any limitations on exercise contained
herein).

 
(d) Rights Upon Distribution of Assets .  If the Company, at any

time while this Warrant is outstanding, shall distribute to all holders of Common Stock (and not to the Holders)
evidences of its indebtedness or assets (including cash and cash dividends) or rights or warrants to subscribe for or
purchase any security of the Company (including, without limitation, any distribution of cash, stock or other securities,
property or options by way of a dividend, spin off, reclassification, corporate rearrangement, scheme of arrangement or
other similar transaction), then in each such case the Exercise Price shall be adjusted by multiplying the
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Exercise Price in effect immediately prior to the record date fixed for determination of stockholders entitled to receive
such distribution by a fraction of which the denominator shall be the VWAP determined as o f the record date
mentioned above, and of which the numerator shall be such VWAP on such record date less the then per share fair
market value at such record date of the portion of such assets or evidence of indebtedness so distributed applicable to
one outstanding share of the Common Stock as determined by the Board of Directors in good faith.  In either case the
adjustments shall be described in a statement provided to the Holder of the portion of assets or evidences of
indebtedness so distributed or such subscription rights applicable to one share of Common Stock.  Such adjustment
shall be made whenever any such distribution is made and shall become effective immediately after the record date
mentioned above.

(e) Other Events.  If any event occurs of the type contemplated
by the provisions of this Section 2 but not expressly provided for by such provisions (including, without limitation, the
granting of stock appreciation rights or phantom stock rights), then the Company’s Board of Directors will make an
appropriate adjustment in the Exercise Price and the number of Warrant Shares so as to protect the rights of the Holder;
provided that no such adjustment pursuant to this Section 2(e) will increase the Exercise Price or decrease the number
of Warrant Shares as otherwise determined pursuant to this Section 2.

 
3. [Intentionally Omitted].
 
4. PURCHASE RIGHTS; FUNDAMENTAL TRANSACTIONS .
 

(a) Purchase Rights. In addition to any
adjustments pursuant to Section 2 above, if at any time the Company grants, issues or sells any Options, Convertible
Securities or rights to purchase stock, warrants, securities or other property pro rata to the record holders of any class of
Common Stock (the “Purchase Rights”), then the Holder will be entitled to acquire, upon the terms applicable to such
Purchase Rights, the aggregate Purchase Rights which the Holder could have acquired if the Holder had held the
number of shares of Common Stock acquirable upon complete exercise of this Warrant (without regard to any
limitations on the exercise of this Warrant, including, without limitation, the Maximum Percentage) immediately before
the date on which a record is taken for the grant, issuance or sale of such Purchase Rights, or, if no such record is
taken, the date as of which the record holders of shares of Common Stock are to be determined for the grant, issue or
sale of such Purchase Rights; provided, however, that to the extent that the Holder’s right to participate in any such
Purchase Right would result in the Holder exceeding the Maximum Percentage, then the Holder shall not be entitled to
participate in such Purchase Right to such extent (and shall not be entitled to beneficial ownership of such shares of
Common Stock as a result of such Purchase Right to such extent) and such Purchase Right to such extent shall be held
in abeyance for the benefit of the Holder until such time or times, if ever, as its right thereto would not result in the
Holder exceeding the Maximum Percentage, at which time or times the Holder shall be granted such right (and any
Purchase Right granted, issued or sold on such initial Purchase Right or on any subsequent Purchase Right held
similarly in abeyance) to the same extent as if there had been no such limitation.  
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(b) Fundamental Transactions.  The Company shall not enter i nto
or be party to a Fundamental Transaction unless the Successor Entity assumes in writing (unless the Company is the
Successor Entity) all of the obligations of the Company under this Warrant in accordance with the provisions of this
Section (4)(b) pursuant to written agreements in form and substance reasonably satisfactory to the Required Holders
and approved by the Required Holders (without unreasonable delay) prior to such Fundamental Transaction, including
agreements to deliver to the Holders in exchange for such Warrants a security of the Successor Entity evidenced by a
written instrument substantially similar in form and substance to this Warrant, including, without limitation, an adjusted
exercise price equal to the value for the shares of Common Stock reflected by the terms of such Fundamental
Transaction, and exercisable for a corresponding number of shares of capital stock equivalent to the shares of Common
Stock acquirable and receivable upon exercise of this Warrant (without regard to any limitations on the exercise of this
Warrant) prior to such Fundamental Transaction. In addition to and not in substitution for any other rights hereunder,
prior to the consummation of any Fundamental Transaction pursuant to which holders of shares of Common Stock are
entitled to receive securities or other assets with respect to or in exchange for shares of Common Stock (a “Corporate
Event”), the Company shall make appropriate provision to insure that the Holder will thereafter have the right to
receive upon an exercise of this Warrant at any time after the consummation of the Corporate Event but prior to the
Expiration Date, in lieu of shares of Common Stock (or other securities, cash, assets or other property) issuable upon
the exercise of this Warrant prior to such Corporate Event, such shares of stock, securities, cash, assets or any other
property whatsoever (including warrants or other purchase or subscription rights) which the Holder would have been
entitled to receive upon the happening of such Corporate Event had this Warrant been exercised immediately prior to
such Corporate Event. Provision made pursuant to the preceding sentence shall be in a form and substance reasonably
satisfactory to the Required Holders.

 
(c) Applicability to Successive Transactions.   The provisions of

this Section 4 shall apply similarly and equally to successive Fundamental Transactions and Corporate Events and shall
be applied without regard to any limitations on the exercise of this Warrant.

5. REGISTRATION RIGHTS.
 

(a) Demand Registration.
 

(i) Grant of Right . Unless a registration statement
covering the  sale of the Warrant Shares by the Holder is in effect and available, the Company, upon written demand (a
“Demand Notice”) of the Required Holders, agrees to register, on one (1) occasion, all or any portion of the Warrant
Shares (collectively, the “Registrable Securities”). On such occasion, the Company will file a registration statement
with the SEC covering the Registrable Securities as soon as practicable after receipt of a Demand Notice and use its
reasonable best efforts to have the registration statement declared effective promptly thereafter, subject to compliance
with review by the SEC. Notwithstanding the foregoing, the Company shall not be required to comply with a Demand
Notice:
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(A) during the period starting with the date
60 days prior to the Company’s good faith estimate of the date of the filing of and ending on a date 180 days following
the effective date of a Company-initiated registration subject to Section 5(b) hereof, provided that the Company is
actively employing in good faith all commercially reasonable efforts to cause such registration statement to become
effective;

 
(B) if the Company shall furnish to the

Holders requesting a registration statement under Section 5(a) a certificate signed by a duly authorized officer of the
Company stating that in the good faith judgment of the Board of Directors, it would be seriously detrimental to the
Company and its stockholders for such registration statement to be effected at such time, in which event the Company
shall have the right to defer such filing for a period of not more than 120 days after receipt of the request from the
Holders, provided that such right shall be exercised by the Company not more than once in any 12-month period, and
provided further that the Company shall not register any securities for the account of itself or any other stockholder
during such 120-day period (other than a registration relating solely to securities sold in connection with a stock plan,
corporate reorganization or transaction, or on any form that does not include substantially the same information as
would be required in a registration statement covering the Registrable Securities);

 
(C) if the Required Holders do not request

that such offering be firmly underwritten by underwriters selected by the Required Holders (which underwriters shall
be reasonably satisfactory to the Company as described in Section 5(c)(v)); or

 
(D) if the Company and the Required

Holders are unable to obtain the commitment of the underwriters described in subsection (C) above.
 

The demand for registration may be made at any time during a period of two (2) years beginning on the Exercisability
Date. The Company covenants and agrees to give written notice of its receipt of any Demand Notice by any Holder(s)
to all other registered Holders of the Registrable Securities within ten (10) days after the date of the receipt of any such
Demand Notice.

(ii) Terms. The Company shall bear all fees and
expenses attendant to the registration of the Registrable Securities pursuant to Section 5(a)(i), but the Holders shall pay
any and all underwriting commissions and the expenses of any legal counsel selected by the Holders to represent them
in connection with the sale of the Registrable Securities. The Company agrees to use its reasonable best efforts to cause
the filing required herein to become effective promptly and to qualify or register the Registrable Securities in such
states as are reasonably requested by the Holder(s); provided, however, that in no event shall the Company be required
to register the Registrable Securities in a state in which such registration would cause: (x) the Company to be obligated
to register or license to do business in such state or submit to general service of process or where it would be subject to
taxation as a foreign corporation in such state, or (y) the principal stockholders of the Company to be obligated to
escrow their shares of capital stock of the Company. The Company shall cause any registration statement filed pursuant
to the demand right granted under Section 5(a)(i) to remain effective for a period of at least twelve (12) consecutive
months after the date that the holders of the Registrable Securities covered by such
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registration statement are first gi ven the opportunity to sell all of such securities. The Holders shall only use the
prospectuses provided by the Company to sell the shares covered by such registration statement, and will immediately
cease to use any prospectus furnished by the Company if the Company advises the Holder that such prospectus may no
longer be used due to a material misstatement or omission. Notwithstanding the provisions of this Section 5(a)(ii), the
Holder shall be entitled to a demand registration under this Section 5(a)(ii) on only one (1) occasion and such demand
registration right shall terminate on the second (2nd) anniversary of the effectiveness of the registration statement in
accordance with FINRA Rule 5110(f)(2)(G)(iv).

 
(iii)  A registration pursuant to this Section 5(a)

shall be deemed to have been made if (A) all Registrable Securities requested to be registered are registered, and (B) it
is closed or withdrawn at the request of the Required Holders for any reason other than as a result of a material adverse
change to the Company.

 
(b) “Piggyback” Registration.
 

(i) Grant of Right . In addition to the demand right of
registration described in Section 5(a) hereof, unless a registration statement covering the sale of the Warrant Shares by
the Holder is in effect and available, the Holder shall have the right, for a period of no more than three (3) years from
the date of effectiveness of the registration statement in accordance with FINRA Rule 5110(f)(2)(G)(v), to include the
Registrable Securities as part of any other registration of securities filed by the Company (other than in connection with
a transaction contemplated by Rule 145(a) promulgated under the Securities Act of 1933, as amended (the “Securities
Act”), or pursuant to Form S-8 or any equivalent form); provided, however, that if, solely in connection with any
primary underwritten public offering for the account of the Company, the managing underwriter(s) thereof shall, in its
reasonable discretion, impose a limitation on the number of shares of Common Stock which may be included in the
registration statement because, in such underwriter(s)’ judgment, marketing or other factors dictate such limitation is
necessary to facilitate public distribution, then the Company shall be obligated to include in such registration statement
only such limited portion of the Registrable Securities with respect to which the Holder requested inclusion hereunder
as the underwriter shall reasonably permit. Any exclusion of Registrable Securities shall be made pro rata among all of
the Company’s stockholders seeking to include securities in the registration statement in proportion to the number of
securities sought to be included by such stockholders; provided, however, that the Company shall not exclude any
Registrable Securities unless the Company has first excluded all outstanding securities, the holders of which are not
entitled to inclusion of such securities in such registration statement or are not entitled to pro rata inclusion with the
Registrable Securities.

 
(ii) Terms. The Company shall bear all fees and

expenses attendant to registering the Registrable Securities pursuant to Section 5(b)(i) hereof, but the Holders shall pay
any and all underwriting commissions and the expenses of any legal counsel selected by the Holders to represent them
in connection with the sale of the Registrable Securities. In the event of such a proposed registration, the Company
shall furnish the then Holders of outstanding
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Registrable Securities with prompt written notice p rior to the proposed date of filing of such registration statement.
Such notice to the Holders shall continue to be given for each registration statement filed by the Company until such
time as all of the Registrable Securities have been sold by the Holder. The holders of the Registrable Securities shall
exercise the “piggyback” rights provided for herein by giving written notice within ten (10) days of the receipt of the
Company’s notice of its intention to file a registration statement. Except as otherwise provided in this Warrant, there
shall be no limit on the number of times the Holder may request registration under this Section 5(b)(ii); provided,
however, that, notwithstanding anything to the contrary herein, such registration rights shall terminate on the second
(2nd) anniversary of the Exercisability Date.

 
(c) General Terms.
 

(i) Indemnification. The Company shall indemnify
each Holder of the Registrable Securities to be sold pursuant to any registration statement hereunder, its partners,
members, officers, directors and stockholders, any underwriter for such Holder and each Person, if any, who controls
such Holder or any underwriter for such Holder within the meaning of Section 15 of the Securities Act or Section 20(a)
of the Exchange Act (each, an “Indemnified Party”), against all loss, claim, damage, expense or liability (including all
reasonable attorneys’ fees and other expenses reasonably incurred in investigating, preparing or defending against any
claim whatsoever) to which any of them may become subject under the Securities Act, the Exchange Act or otherwise,
arising from such registration statement but only to the extent such losses, claims, damages, expenses or liabilities (or
actions in respect thereof) arise out of or are based upon (i) any untrue statement or alleged untrue statement of a
material fact contained in such registration statement, including any preliminary prospectus or final prospectus
contained therein or any amendments or supplements thereto, incident to any such registration, qualification, or
compliance, (ii) the omission or alleged omission to state in such registration statement a material fact required to be
stated therein, or necessary to make the statements therein not misleading or (iii) any violation or alleged violation by
the Company of the Securities Act, the Exchange Act, any state securities laws or any rule or regulation promulgated
under the Securities Act, the Exchange Act or any state securities laws applicable to the Company and relating to action
or inaction by the Company in connection with any such registration, qualification, or compliance, and the Company
will reimburse such Indemnified Party for any legal or other expenses reasonably incurred by it in connection with
investigating or defending any such loss, claim, damage, liability or action as such expenses are incurred; provided,
however, that the indemnity agreement contained in this Subsection 5(c)(i) shall not apply to amounts paid in
settlement of any such loss, claim, damage, liability or action if such settlement is effected without the consent of the
Company (which consent shall not be unreasonably withheld), nor shall the Company be liable in any such case for any
such loss, claim, damage, liability or action to the extent that it arises out of or is based upon a violation or alleged
violation that occurs in reliance upon and in conformity with written information furnished expressly for use in
connection with such registration by any such Indemnified Party; provided further, however, that the foregoing
indemnity agreement with respect to any preliminary prospectus shall not inure to the benefit of any Indemnified Party
from whom the Person
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asserting any such losses, claims, damages or liabilities purchased shares of Common Stock in the offering if a c opy of
the most current prospectus was not sent or given by or on behalf of such Indemnified Party, if required by law to have
been so delivered, at or prior to the written confirmation of the sale of the shares of Common Stock to such Person, and
if the prospectus (as so amended or supplemented) would have cured the defect giving rise to such loss, claim, damage
or liability.  

 
(ii) The Holder(s) of the Registrable Securities to be

sold pursuant to such registration statement, and their successors and assigns, shall severally, and not jointly, indemnify
the Company, against all loss, claim, damage, expense or liability (including all reasonable attorneys’ fees and other
expenses reasonably incurred in investigating, preparing or defending against any claim whatsoever) to which they may
become subject under the Securities Act, the Exchange Act or otherwise, arising from information furnished by or on
behalf of such Holders, or their successors or assigns, in writing, for specific inclusion in such registration statement to
the same extent and with the same effect as the provisions contained in Section 7(b) of the Underwriting Agreement
pursuant to which the underwriters have agreed to indemnify the Company.

 
(iii) Exercise of Warrants . Nothing contained in this

Warrant shall be construed as requiring the Holder(s) to exercise their Warrants prior to or after the initial filing of any
registration statement or the effectiveness thereof.

 
(iv)  Documents Delivered to Holders . Unless a

registration statement covering the exercise of this Warrant and the sale of the Warrant Shares by the Holder is in effect
and available,  the Company shall furnish to each underwriter of any such offering, if any, a signed counterpart,
addressed to such underwriter, of: (i) an opinion of counsel to the Company, dated the effective date of such registration
statement (and, if such registration includes an underwritten public offering, an opinion dated the date of the closing
under any underwriting agreement related thereto), and (ii) if such registration includes an underwritten public offering,
a “cold comfort” letter dated the date of the closing under the underwriting agreement) signed by the independent
registered public accounting firm which has issued a report on the Company’s financial statements included in such
registration statement, in each case covering substantially the same matters with respect to such registration statement
(and the prospectus included therein) and, in the case of such accountants’ letter, with respect to events subsequent to
the date of such financial statements, as are customarily covered in opinions of issuer’s counsel and in accountants’
letters delivered to underwriters in underwritten public offerings of securities.

 
(v)  Underwriting Agreement with Respect to

Registrable Securities. Unless a registration statement covering the sale of the Warrant Shares by the Holder is in effect
and available, the Company shall enter into an underwriting agreement with the managing underwriter(s), if any,
selected by the Required Holders, which managing underwriter shall be reasonably satisfactory to the Company.  Such
underwriting agreement shall be reasonably satisfactory in form and substance to the Company, each Holder and such
managing

-12-

143902474 v6



underwriters, and shall contain such representations, warranties and covenants by the Company and such other terms as
are customarily contained in agreements of that type used by the managing underwriter.  The Holders shall be parties to
any underwriting agreement relating to an underwritten sale of their Registrable Securities. Such Holders shall not be
required to make any representations or warranties to or agreements with the Company or the underwriters except as
they may relate to such Holders, their Warrant Shares and their intended methods of distribution.

 
(vi)  Documents to be

Delivered by Holder(s).   Each of the Holder(s) participating in any of the foregoing offerings shall furnish to the
Company a completed and executed questionnaire provided by the Company requesting information customarily
sought of selling security holders.

 
(vii)  Damages. Should the registration or the

effectiveness thereof required by Sections 5(a) and 5(b) hereof be delayed by the Company or the Company otherwise
fails to comply with such provisions, the Holder(s) shall, in addition to any other legal or other relief available to the
Holder(s), be entitled to seek specific performance or other equitable (including injunctive) relief against the threatened
breach of such provisions or the continuation of any such breach, without the necessity of proving actual damages and
without the necessity of posting bond or other security.

 
6. NONCIRCUMVENTION.  The Company hereby covenants and agrees that the

Company will not, by amendment of its Certificate of Incorporation, Bylaws or through any reorganization, transfer of
assets, consolidation, merger, scheme of arrangement, dissolution, issue or sale of securities, or any other voluntary
action, avoid or seek to avoid the observance or performance of any of the terms of this Warrant, and will at all times in
good faith comply with all the provisions of this Warrant and take all actions as may be required to protect the rights of
the Holder hereunder.  Without limiting the generality of the foregoing, the Company (a) shall not increase the par
value of any shares of Common Stock receivable upon the exercise of this Warrant above the Exercise Price then in
effect, (b) shall take all such actions as may be necessary or appropriate in order that the Company may validly and
legally issue fully paid and nonassessable shares of Common Stock upon the exercise of this Warrant, and (c) shall, in
accordance with Section 1(h) above, so long as any of the Warrants are outstanding, take all action necessary to reserve
and keep available out of its authorized and unissued shares of Common Stock, solely for the purpose of effecting the
exercise of the Warrants, 100% of the number of shares of Common Stock issuable upon exercise of the Warrants then
outstanding (without regard to any limitations on exercise).

 
7. WARRANT HOLDER NOT DEEMED A STOCKHOLDER .  Except as

otherwise specifically provided herein, the Holder, solely in its capacity as a holder of this Warrant, shall not be entitled
to vote or receive dividends or be deemed the holder of share capital of the Company for any purpose, nor shall
anything contained in this Warrant be construed to confer upon the Holder, solely in its capacity as the Holder of this
Warrant, any of the rights of a stockholder of the Company or any right to vote, give or withhold consent to any
corporate action (whether any reorganization, issue of stock, reclassification of stock,
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consolidation, merger, conveyance or otherwise), receive notice of meetings, receive dividends or subscription rights,
or otherwise, prior to the issuance to the Holder of the Warrant Shares which the Holder is then entitled to receive upon
the due exercise of this Warrant.  In addition, nothing contained in this Warrant shall be construed as imposing any
liabilities on the Holder to purchase any securities (upon exercise of this Warrant or otherwise) or as a stockholder of
the Company, whether such liabilities are asserted by the Company or by creditors of the Company.  

 
8. REISSUANCE OF WARRANTS.
 

(a) Transfer of Warrant .  If this Warrant is to be transferred, the
Holder shall surrender this Warrant to the Company and deliver the completed and executed Assignment Form, in the
form attached hereto as Exhibit B, whereupon the Company will forthwith issue and deliver upon the order of the
Holder a new Warrant (in accordance with Section 8(d)), registered as the Holder may request, representing the right to
purchase the number of Warrant Shares being transferred by the Holder and, if less then the total number of Warrant
Shares then underlying this Warrant is being transferred, a new Warrant (in accordance with Section 8(d)) to the Holder
representing the right to purchase the number of Warrant Shares not being transferred.

 
(b) Lost, Stolen or Mutilated Warrant .  Upon receipt by the

Company of evidence reasonably satisfactory to the Company of the loss, theft, destruction or mutilation of this
Warrant (as to which a written certification and the indemnification contemplated below shall suffice as such
evidence), and, in the case of loss, theft or destruction, of any indemnification undertaking by the Holder to the
Company in customary and reasonable form and, in the case of mutilation, upon surrender and cancellation of this
Warrant, the Company shall execute and deliver to the Holder a new Warrant (in accordance with Section 8(d))
representing the right to purchase the Warrant Shares then underlying this Warrant.

 
(c) Exchangeable for Multiple Warrants .  This Warrant is

exchangeable, upon the surrender hereof by the Holder at the principal office of the Company, for a new Warrant or
Warrants (in accordance with Section 8(d)) representing in the aggregate the right to purchase the number of Warrant
Shares then underlying this Warrant, and each such new Warrant will represent the right to purchase such portion of
such Warrant Shares as is designated by the Holder at the time of such surrender; provided, however, that no Warrants
for fractional shares of Common Stock shall be given.

 
(d) Issuance of New Warrants .  Whenever the Company is

required to issue a new Warrant pursuant to the terms of this Warrant, such new Warrant (i) shall be of like tenor with
this Warrant, (ii) shall represent, as indicated on the face of such new Warrant, the right to purchase the Warrant Shares
then underlying this Warrant (or in the case of a new Warrant being issued pursuant to Section 8(a) or Section 8(c), the
Warrant Shares designated by the Holder which, when added to the number of shares of Common Stock underlying the
other new Warrants issued in connection with such issuance, does not exceed the number of Warrant Shares then
underlying this Warrant), (iii) shall have an issuance date, as indicated on the face of
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such new Warrant, which is the same as the Issuance Date, and (iv) shall have the same rights and conditions as this
Warrant.

 
9. NOTICES; CURRENCY; PAYMENTS.
 

(a) Notices.  Whenever notice is required to be given under this
Warrant, unless otherwise provided herein, such notice shall be given in writing, shall be personally served or mailed
(i) if within the domestic United States, by first-class registered or certified domestic mail, or nationally recognized
overnight express courier, postage prepaid, or by facsimile or (ii) if delivered from outside the United States, by
International Federal Express or facsimile, and shall be deemed duly given (A)  if personally served, upon receipt, (B)
if delivered by first-class registered or certified domestic mail, three (3) Business Days after so mailed, (C) if delivered
by nationally recognized overnight carrier, one (1) Business Day after so mailed, (D) if delivered by International
Federal Express, two (2) Business Days after so mailed and (E) if delivered by facsimile, upon electronic confirmation
of receipt.  Any notice given hereunder shall be delivered and addressed as follows:

 
 (i) if to the Company, to:
 ShotSpotter, Inc.
 7979 Gateway Blvd., Suite 210

Newark, CA 94560
Attention: Ralph A. Clark, President and Chief Executive Officer
Fax: (408) 716-3279

 
with a copy to:

Cooley LLP
101 California Street, 5th Floor
San Francisco, CA 94111
Attention:  Jodie M. Bourdet, Esq.
Fax: (415) 693-2222

 
(ii) if to the Holder, at the address of the Holder appearing on the
books of the Company.

 
The Company shall provide Holder with prompt written notice of all actions taken pursuant to this Warrant, including
in reasonable detail a description of such action and the reason therefor. Without limiting the generality of the
foregoing, the Company will give written notice to the Holder (i) immediately upon each adjustment of the Exercise
Price and the number of Warrant Shares, setting forth in reasonable detail, and certifying, the calculation of such
adjustment(s), (ii) at least fifteen (15) days prior to the date on which the Company closes its books or takes a record
(A) with respect to any dividend or distribution upon the shares of Common Stock, (B) with respect to any grants,
issuances or sales of any Options, Convertible Securities or rights to purchase stock, warrants, securities or other
property to holders of shares of Common Stock or (C) for determining rights to vote with respect to any Fundamental
Transaction, dissolution or
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liquidation, provided in each case that such information shall be made known to the public prior to or in conjunction
with such notice being provided to the Holder and (iii) at least ten (10) Trading Days prior to the consummation of any
Fundamental Transaction. To the extent that any notice provided hereunder constitutes, or contains, material, non-
public information regarding the Company or any of its subsidiaries, the Company shall simultaneously file such notice
with the SEC pursuant to a Current Report on Form 8-K.
 

(b) Currency.  All amounts owing under this Warrant that, in
accordance with their terms, are paid in cash shall be paid in United States dollars (“U.S. Dollars”).

 
(c) Payments. Whenever any payment is to be made by the

Company to any Person pursuant to this Warrant, such payment shall be made in lawful money of the United States of
America via wire transfer of U.S. Dollars in immediately available funds in accordance with the Holder’s wire transfer
instructions delivered to the Company on or prior to such payment date or, in the absence of such instructions, by a
certified check drawn on the account of the Company and sent via overnight courier service to such Person at such
address as previously provided to the Company in writing.

 
10. AMENDMENT AND WAIVER .  Except as otherwise provided herein, the

provisions of this Warrant may be amended and the Company may take any action herein prohibited, or omit to
perform any act herein required to be performed by it, only if the Company has obtained the written consent of the
Required Holders.  Any such amendment shall apply to all Warrants and be binding upon all registered holders of such
Warrants.  No waiver shall be effective unless it is in writing and signed by an authorized representative of the waiving
party. No consideration shall be offered or paid to the Holder to amend or consent to a waiver or modification of any
provision of this Warrant unless the same consideration is also offered to all of the holders of the other Warrants.

 
11. GOVERNING LAW; CONSENT TO JURISDICTION; WAIVER OF JURY

TRIAL.  This Warrant shall be governed by, and construed in accordance with, the internal laws of the State of New
York, without giving effect to the choice of law provisions thereof or of any other jurisdiction that would cause the
application of the laws of any jurisdiction other than the State of New York.  The Company and, by accepting this
Warrant, the Holder, each irrevocably submits to the exclusive jurisdiction of the state and federal courts sitting in the
City of New York, Borough of Manhattan, for the purpose of any suit, action, proceeding or judgment relating to or
arising out of this Warrant and the transactions contemplated hereby.  Service of process in connection with any such
suit, action or proceeding may be served on each party hereto anywhere in the world by the same methods as are
specified for the giving of notices under this Warrant.  The Company and, by accepting this Warrant, the Holder, each
irrevocably consents to the jurisdiction of any such court in any such suit, action or proceeding and to the laying of
venue in such court.  The Company and, by accepting this Warrant, the Holder, each irrevocably waives any objection
to the laying of venue of any such suit, action or proceeding brought in such courts and irrevocably waives any claim
that any such suit, action or proceeding brought in any such court has been brought in an inconvenient forum.  EACH
OF THE COMPANY AND, BY ITS
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ACCEPTANCE HEREOF, THE HOLDER HEREBY WAIVES ANY RIGHT TO REQUEST A TRIAL BY
JURY IN ANY LITIGATION WITH RESPECT TO THIS WARRANT AND REPRESENTS THAT COUNSEL
HAS BEEN CONSULTED SPECIFICALLY AS TO THIS WAIVER.

 
12. CONSTRUCTION; HEADINGS.  This Warrant shall be deemed to be jointly

drafted by the Company and the Holder and shall not be construed against any Person as the drafter hereof.  The
headings of this Warrant are for convenience of reference and shall not form part of, or affect the interpretation of, this
Warrant.
 

13. DISPUTE RESOLUTION.  In the case of a dispute as to the determination of
the Exercise Price or the arithmetic calculation of the Warrant Shares, the Company shall submit the disputed
determinations or arithmetic calculations to the Holder in writing within two (2) Business Days of receipt of the
Exercise Notice giving rise to such dispute.  If the Holder and the Company are unable to agree upon such
determination or calculation of the Exercise Price or the Warrant Shares within three (3) Business Days of such
disputed determination or arithmetic calculation being submitted to the Holder (the “Dispute Resolution Deadline”),
then the Company shall, within two (2) Business Days of the Dispute Resolution Deadline submit in writing (a) the
disputed determination of the Exercise Price to an independent, reputable investment bank selected by the Company
and approved by the Holder, which approval shall not be unreasonably withheld, or (b) the disputed arithmetic
calculation of the Warrant Shares to the Company’s independent, outside accountant.  The Company shall cause the
investment bank or the accountant, as the case may be, to perform the determinations or calculations and notify the
Company and the Holder of the results no later than ten (10) Business Days from the time it receives the disputed
determinations or calculations.  The fees and expenses of such investment bank or accountant shall be borne solely by
the Company, and such investment bank’s or accountant’s determination or calculation, as the case may be, shall be
binding upon all parties absent demonstrable error.

 
14. REMEDIES, OTHER OBLIGATIONS, BREACHES AND INJUNCTIVE

RELIEF.  The remedies provided in this Warrant shall be cumulative and in addition to all other remedies available
under this Warrant, at law or in equity (including a decree of specific performance and/or other injunctive relief), and
nothing herein shall limit the right of the Holder to pursue actual and consequential damages for any failure by the
Company to comply with the terms of this Warrant.  Amounts set forth or provided for herein with respect to payments,
exercises and the like (and the computation thereof) shall be the amounts to be received by the Holder and shall not,
except as expressly provided herein, be subject to any other obligation of the Company (or the performance thereof).
The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Holder
and that the remedy at law for any such breach may be inadequate. The Company therefore agrees that, in the event of
any such breach or threatened breach, the Holder shall be entitled, in addition to all other available remedies, to an
injunction restraining any breach, without the necessity of showing economic loss and without any bond or other
security being required. The Company shall provide all information and documentation to the Holder that is reasonably
requested by the Holder to enable
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the Holder to confirm the Company’s compliance with the terms and conditions of this Warrant (including, without
limitation, compliance with Section 2 hereof).

 
15. TRANSFER.  Subject to applicable laws and the restrictions set forth in this

paragraph, this Warrant may be offered for sale, sold, transferred or assigned without the consent of the Company.  The
Holder agrees that by its acceptance hereof, that such Holder will not: (a) sell, transfer, assign, pledge or hypothecate
this Warrant or the securities issuable hereunder for a period of one hundred eighty (180) days following the later of the
Effective Date or the commencement of sales of the offering to which this Warrant relates (the later of such dates, the
“Transferability Date”) to anyone other than: (i) Roth Capital Partners, LLC (“ Roth”) or an underwriter or a selected
dealer participating in the offering to which this Warrant relates, or (ii) a bona fide officer, partner or identified
registered representative of Roth or of any such underwriter or selected dealer, in each case in accordance with FINRA
Conduct Rule 5110(g)(1), or (b) cause this Warrant or the securities issuable hereunder to be the subject of any
hedging, short sale, derivative, put or call transaction that would result in the effective economic disposition of this
Warrant or the securities issuable hereunder, except as provided for in FINRA Rule 5110(g)(2). On and after the
Transferability Date, transfers to others may be made subject to compliance with or exemptions from applicable
securities laws. In addition, notwithstanding the other terms of this Warrant or any agreement between the Company
and the Holder, the Holder agrees that, as required by FINRA Rule 5110(f)(2)(G): (i) this Warrant may not be exercised
following the Expiration Date, which in no event shall be extended beyond five (5) years; (ii) the Holder shall not have
more than one (1) demand registration right at the Company’s expense; (iii) the Holder shall not have the right to
demand registration of the Warrant Shares for two years following the Exercisability Date (and such period shall not be
extended in any event to a date that is more than five (5) years from the earlier of the Effective Date or the
commencement of sales of the public offering contemplated by the Underwriting Agreement); (iv) the Holder shall not
have the right to piggyback registration with respect to the Warrant Shares for two years following the Exercisability
Date (and such period shall not be extended in any event to a date that is more than seven (7) years from the earlier of
the Effective Date or the commencement of sales of the public offering contemplated by the Underwriting Agreement);
(v) this Warrant may not have anti-dilution terms that allow the Holder and related Persons to receive more shares or to
exercise the Warrant at a lower price than originally agreed upon at the time of the public offering, when the public
shareholders have not been proportionally affected by a stock split, stock dividend or other similar event; and (vi) this
Warrant may not have anti-dilution terms that allow the Holder and related persons to receive or accrue cash dividends
prior to the exercise or conversion of the security.

 
16. CERTAIN DEFINITIONS.  For purposes of this Warrant, the following terms

shall have the following meanings:
 

(a) “Bloomberg” means Bloomberg Financial Markets.
 
(b) “Board of Directors” means the board of directors of the

Company.
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(c) “Business Day” means any day other than Saturday, Sunday
or other day on which commercial banks in The City of New York are authorized or required by law to remain closed.

 
(d) “Common Stock” means (i) the Company’s shares of

common stock, par value $0.005 per share, and (ii) any share capital into which such common stock shall have been
changed or any share capital resulting from a reclassification of such common stock.
 

(e) “Convertible Securities” means any stock or securities (other
than Options) directly or indirectly convertible into or exercisable or exchangeable for shares of Common Stock.
 

(f) “Effective Date” means the date on which the Company’s
Registration Statement on Form S-1 (File No.: 333-217603) was initially declared effective by the SEC.

 
(g) “Eligible Market” means the Principal Market, The New

York Stock Exchange, Inc., The NYSE MKT, The NASDAQ Global Market or The NASDAQ Global Select Market.
 
(h) “Expiration Date” means the third (3rd) anniversary of the

Issuance Date or, if such date falls on a day other than a Trading Day, the next Trading Day.
 
(i) “FINRA” means the Financial Industry Regulatory Authority,

Inc.
 

(j) “Fundamental Transaction” means that the Company shall,
directly or indirectly, in one or more related transactions, (i) consolidate or merge with or into (whether or not the
Company is the surviving corporation) another Person (but excluding a migratory merger effected solely for the
purpose of changing the jurisdiction of incorporation of the Company), or (ii) sell, assign, transfer, convey or otherwise
dispose of all or substantially all of the properties or assets of the Company to another Person, or (iii) allow another
Person to make a purchase, tender or exchange offer that is accepted by the holders of more than the 50% of the
outstanding shares of Common Stock (not including any shares of Common Stock held by the Person or Persons
making or party to, or associated or affiliated with the Persons making or party to, such purchase, tender or exchange
offer), or (iv) consummate a stock purchase agreement or other business combination (including, without limitation, a
reorganization, recapitalization, spin-off or scheme of arrangement) with another Person whereby such other Person
acquires more than 50% of the outstanding shares of Common Stock (not including any shares of Common Stock held
by the other Person or other Persons making or party to, or associated or affiliated with the other Persons making or
party to, such stock purchase agreement or other business combination), (v) reorganize, recapitalize or reclassify its
Common Stock, or (vi) any “person” or “group” (as these terms are used for purposes of Sections 13(d) and 14(d) of
the Exchange Act) is or shall become the “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act),
directly or indirectly, of 50% of the aggregate ordinary voting power represented by issued and outstanding Common
Stock.

-19-

143902474 v6



 
(k)  “Options” means any rights, warrants or options to subscribe

for or purchase shares of Common Stock or Convertible Securities.
 

(l) “Parent Entity” of a Person means an entity that, directly or
indirectly, controls the applicable Person and whose common stock or equivalent equity security is quoted or listed on
an Eligible Market, or, if there is more than one such Person or Parent Entity, the Person or Parent Entity with the
largest public market capitalization as of the date of consummation of the Fundamental Transaction.
 

(m) “Person” means an individual, a limited liability company, a
partnership, a joint venture, a corporation, a trust, an unincorporated organization, any other entity and a government or
any department or agency thereof.

 
(n) “Principal Market” means The NASDAQ Capital Market.

 
(o) “Required Holders” means, as of any date, the holders of at

least a majority of the Warrants outstanding as of such date.
 

(p) “Successor Entity” means the Person (or, if so elected by the
Holder, the Parent Entity) formed by, resulting from or surviving any Fundamental Transaction or the Person (or, if so
elected by the Holder, the Parent Entity) with which such Fundamental Transaction shall have been entered into.

 
(q) “Trading Day” means any day on which the Common Stock

are traded on the Principal Market, or, if the Principal Market is not the principal trading market for the Common
Stock, then on the principal securities exchange or securities market on which the Common Stock are then traded;
provided that “Trading Day” shall not include any day on which the Common Stock is scheduled to trade on such
exchange or market for less than 4.5 hours or any day that the Common Stock is suspended from trading during the
final hour of trading on such exchange or market (or if such exchange or market does not designate in advance the
closing time of trading on such exchange or market, then during the hour ending at 4:00:00 p.m., New York time),
unless such day is otherwise designated as a Trading Day in writing by the Holder.

 
(r) “VWAP” means, for any security as of any date, the dollar

volume-weighted average price for such security on the Principal Market (or, if the Principal Market is not the principal
trading market for such security, then on the principal securities exchange or securities market on which such security
is then traded) during the period beginning at 9:30:01 a.m., New York time (or such other time as the Principal Market
publicly announces is the official open of trading), and ending at 4:00:00 p.m., New York time (or such other time as
the Principal Market publicly announces is the official close of trading), as reported by Bloomberg through its “Volume
at Price” function or, if the foregoing does not apply, the dollar volume-weighted average price of such security in the
over-the-counter market on the electronic bulletin
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board for such security during the period beginning at 9:30:01 a.m., New York time (or such other time as the Principal
Market publicly announces is the official open of trading), and ending at 4:00:00 p.m., New York time (or such other
time as the Principal Market publicly announces is the official close of trading), as reported by Bloomberg, or, if no
dollar volume-weighted average price is reported for such security by Bloomberg for such hours, the average of the
highest closing bid price and the lowest closing ask price of any of the market makers for such security as reported in
the “pink sheets” by OTC Markets Group Inc. (formerly Pink Sheets LLC). If the VWAP cannot be calculated for a
security on a particular date on any of the foregoing bases, the VWAP of such security on such date shall be the fair
market value as mutually determined by the Company and the Holder. If the Company and the Holder are unable to
agree upon the fair market value of such security, then such dispute shall be resolved pursuant to Section 13 with the
term “VWAP” being substituted for the term “Exercise Price.” All such determinations shall be appropriately adjusted
for any stock dividend, stock split, stock combination or other similar transaction during the applicable calculation
period.

 
 

[Signature Page Follows]
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IN WITNESS WHEREOF,  the Company has caused this Warrant to Purchase Common Stock to be duly
executed as of the Issuance Date set out above.
 
 

SHOTSPOTTER, INC.
 
 

B y :  _/s/ Ralph A.
Clark___________________

        Name: Ralph A. Clark
        Title: President and Chief Executive Officer
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EXHIBIT A
 

EXERCISE NOTICE
TO BE EXECUTED BY THE REGISTERED HOLDER TO EXERCISE THIS

WARRANT TO PURCHASE COMMON STOCK
 

SHOTSPOTTER, INC.
The undersigned holder hereby exercises the right to purchase _________________ of the shares of Common

Stock (“Warrant Shares”) of ShotSpotter, Inc., a Delaware corporation (the “Company”), evidenced by the attached
Warrant to Purchase Common Stock (the “Warrant”).  Capitalized terms used herein and not otherwise defined shall
have the respective meanings set forth in the Warrant.
 

1.  Form of Exercise Price .  The Holder intends that payment of the Aggregate Exercise Price shall be made
as:
 

____________a “Cash Exercise” with respect to _________________ Warrant
Shares; and/or

 
____________a “Cashless Exercise” with respect to _______________ Warrant
Shares.

 
2.  Payment of Exercise Price .  In the event that the Holder has elected a Cash Exercise with respect to some

or all of the Warrant Shares to be issued pursuant hereto, the Holder shall pay the Aggregate Exercise Price in the sum
of $___________________ to the Company in accordance with the terms of the Warrant.
 

3 .  Delivery of Warrant Shares .  The Company shall deliver to the Holder __________ Warrant Shares in
accordance with the terms of the Warrant and, after delivery of such Warrant Shares, _____________ Warrant Shares
remain subject to the Warrant.
 
Date: _______________ __, ______
 
 

 
   Name of Registered Holder

 
 

By:
Name:
Title:

{00843946.DOC;8 }A-1
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EXHIBIT B
 

ASSIGNMENT FORM

SHOTSPOTTER, INC.

(To assign the foregoing Warrant, execute this form and supply required information.  Do not use this form to
purchase shares of Common Stock.)

FOR VALUE RECEIVED, the foregoing Warrant and all rights evidenced thereby are hereby assigned to

Name:  
 (Please Print)

Address:  
 (Please Print)

Dated: _______________ __,
______

 

Holder’s Signature:  

Holder’s Address:  

NOTE:  The signature to this Assignment Form must correspond with the name as it appears on the face of the
Warrant, without alteration or enlargement or any change whatever.  Officers of corporations and those acting in a
fiduciary or other representative capacity should file proper evidence of authority to assign the foregoing Warrant.
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Exhibit 10.6

 
ShotSpotter, Inc.

Restricted Stock Unit Grant Notice
(2017 Equity Incentive Plan)

 
ShotSpotter, Inc. (the “Company”), hereby awards to Participant a number of Restricted Stock Units set forth below (the
“Award”). The Award is subject to all of the terms and conditions as set forth in this notice of grant (this “Restricted Stock Unit
Grant Notice”), in the Company’s 2017 Equity Incentive Plan (the “Plan”), and in the Plan and the Restricted Stock Unit
General Terms and Conditions (the “Terms and Conditions”), which are attached hereto and incorporated herein in their
entirety.  Capitalized terms not explicitly defined herein but defined in the Plan or the Terms and Conditions shall have the
meanings set forth in the Plan or the Terms and Conditions.

Participant:
Date of
Grant:
Grant
Number:
Vesting Commencement Date:
Number of Restricted Stock
Units:
 

 
Vesting Schedule: [________]  Notwithstanding the foregoing, vesting shall terminate upon the Participant’s

termination of Continuous Service.  
 
Issuance Schedule: One share of Common Stock will be issued for each Restricted Stock Unit which vests at the time

set forth in Section 4 of the Terms and Conditions.

Additional Terms/Acknowledgements:   Participant acknowledges receipt of, and understands and agrees to, the terms of the
Plan, this Restricted Stock Unit Grant Notice, and the Terms and Conditions.  Participant also acknowledges receipt of the
Prospectus for the Plan.  Participant acknowledges and agrees that this Restricted Stock Unit Grant Notice and the Terms and
Conditions (together, the “Award Agreement”) may not be modified, amended or revised by Participant except in a writing
signed by Participant and a duly authorized officer of the Company.  Participant further acknowledges that in the event of any
conflict between the provisions in the Award Agreement or the Prospectus and the terms of the Plan, the terms of the Plan shall
control.  Participant further acknowledges that the Award Agreement and the Plan sets forth the entire understanding between
Participant and the Company regarding the acquisition of stock in the Company and supersedes all prior oral and written
agreements, promises and/or representations on that subject with the exception of (i) other Awards previously granted to
Participant, (ii) shares of Company stock previously issued to Participant, (iii) any compensation recovery policy that is adopted
by the Company or is otherwise required by applicable law, and (iv) any written employment, severance arrangement or
nonemployee director compensation policy that would provide for vesting acceleration of this Award upon the terms and
conditions set forth therein. By accepting this Award, Participant consents to receive Plan documents by electronic delivery and
to participate in the Plan through an on-line or electronic system established and maintained by the Company or another third
party designated by the Company.

 



 

Shotspotter, Inc. Participant

By:
Signature Signature

T i t l e : Date:

Date:

Attachments: Restricted Stock Unit General Terms and Conditions
2017 Equity Incentive Plan
Prospectus
 

 

 



 
 

Attachment I

ShotSpotter, Inc.
2017 Equity Incentive Plan

 
Restricted Stock Unit General Terms and Conditions

 
As reflected by your Restricted Stock Unit Grant Notice (“ Grant Notice”) ShotSpotter, Inc.  (the “Company”)

has granted you a Restricted Stock Unit Award under its 2017 Equity Incentive Plan (the “ Plan”) for the number of
restricted stock units as indicated in your Grant Notice (the “Award”).  Defined terms not explicitly defined in these
Terms and Conditions but defined in the Grant Notice or the Plan shall have the same definitions as in the Grant Notice
or Plan, as applicable.  

The general terms and conditions applicable to your Award are as follows:

1. Governing Plan Document.   Your Award is subject to all the provisions of the Plan,
including but not limited to the provisions in Section 7 regarding the impact of a Capitalization Adjustment, Dissolution
or Corporate Transaction on your Option, Section 8 regarding securities law compliance, and Section 9 regarding the
tax consequences of your Award.  Your Award is further subject to all interpretations, amendments, rules and
regulations, which may from time to time be promulgated and adopted pursuant to the Plan.  In the event of any
conflict between these Terms and Conditions and the provisions of the Plan, the provisions of the Plan shall control.  

2. Grant of the Award.  This Award represents the right to be issued on a future date one (1)
share of Common Stock for each Restricted Stock Unit that vests on the applicable vesting date(s) as indicated in the
Grant Notice. As of the Date of Grant, the Company will credit to a bookkeeping account maintained by the Company
for your benefit (the “Account”) the number of Restricted Stock Units subject to the Award.  Any additional Restricted
Stock Units that become subject to the Award pursuant to Capitalization Adjustments as set forth in the Plan and
Section 3, if any, shall be subject, in a manner determined by the Board, to the same forfeiture restrictions, restrictions
on transferability, and time and manner of delivery as applicable to the other Stock Units covered by your Award.

3. Dividends.  You shall receive no benefit or adjustment to your Award with respect to any
cash dividend, stock dividend or other distribution that does not result from a Capitalization Adjustment as provided in
the Plan; provided, however, that this sentence shall not apply with respect to any shares of Common Stock that are
delivered to you in connection with your Award after such shares have been delivered to you.

4. Date of Issuance.

(a) The Company will deliver to you a number of shares of the Company’s
Common Stock equal to the number of vested Restricted Stock Units subject to your Award, or if

1.



 
such date is not a business day, such delivery date shall instead fall on the next business day (the “ Original Issuance
Date”).

(b) In addition, if:

(i) the Original Issuance Date does not occur (1) during an
“open window period” applicable to you, as determined by the Company in accordance with the Company’s then-
effective policy on trading in Company securities, or (2) on a date when you are otherwise permitted to sell shares of
Common Stock on an established stock exchange or stock market (including but not limited to under a previously
established written trading plan that meets the requirements of Rule 10b5-1 under the Exchange Act and was entered
into in compliance with the Company's policies (a “10b5-1 Plan”)), and

(ii) Withholding Taxes apply and the Company decides, prior
to the Original Issuance Date, (A) not to satisfy the Withholding Taxes by withholding shares of Common Stock from
the shares otherwise due, on the Original Issuance Date, to you under this Award, and (B) not to permit you to then
effect a sale on the market under a 10b5-1 Plan and (C) not to permit you to pay your Withholding Taxes in cash,

then the shares that would otherwise be issued to you on the Original Issuance Date will not be delivered on
such Original Issuance Date and will instead be delivered on the first business day when you are not prohibited from
selling shares of the Company’s Common Stock in the open public market, but in no event later than December 31 of
the calendar year in which the Original Issuance Date occurs (that is, the last day of your taxable year in which the
Original Issuance Date occurs), or, if and only if  permitted in a manner that complies with Treasury Regulations
Section 1.409A-1(b)(4), no later than the date that is the 15th day of the third calendar month of the applicable year
following the year in which the shares of Common Stock under this Award are no longer subject to a “substantial risk
of forfeiture” within the meaning of Treasury Regulations Section 1.409A-1(d).

(c) The form of delivery ( e.g., a stock certificate or electronic entry evidencing
such shares) shall be determined by the Company.

5. Withholding Taxes.

(a) On each vesting date, and on or before the time you receive a distribution
of the shares of Common Stock in respect of your Restricted Stock Units, and at any other time as reasonably requested
by the Company in accordance with applicable tax laws, you hereby authorize any required withholding from the
Common Stock issuable to you and/or otherwise agree to make adequate provision, including in cash, for any sums
required to satisfy the federal, state, local and foreign tax withholding obligations of the Company or any Affiliate that
arise in connection with your Award (the “ Withholding Taxes”).  Additionally, the Company or any Affiliate may, in
its sole discretion, satisfy all or any portion of the Withholding Taxes obligation relating to your Award by any of the
following means or by a combination of such means (and by accepting this Award you hereby authorize any of the
following methods of satisfying the Withholding Taxes): (i) withholding from any compensation otherwise payable to
you by the Company or an Affiliate; (ii) causing you to tender a cash payment; (iii) permitting or requiring

2.



 
you to enter into a “same day sal e” commitment, if applicable, with a broker-dealer that is a member of the Financial
Industry Regulatory Authority (a “FINRA Dealer”) whereby you irrevocably elect to sell a portion of the shares to be
delivered in connection with your Restricted Stock Units to satisfy the Withholding Taxes and whereby the FINRA
Dealer irrevocably commits to forward the proceeds necessary to satisfy the Withholding Taxes directly to the
Company and/or its Affiliates; or (iv) withholding shares of Common Stock from the shares of Common Stock issued
or otherwise issuable to you in connection with the Award with a Fair Market Value (measured as of the date shares of
Common Stock are issued pursuant to Section 6) equal to the amount of such Withholding Taxes; provided, however,
that the number of such shares of Common Stock so withheld will not exceed the amount necessary to satisfy the
Withholding Taxes using the minimum statutory withholding rates for federal, state, local and foreign tax purposes,
including payroll taxes, that are applicable to supplemental taxable income; and provided, further, that to the extent
necessary to qualify for an exemption from application of Section 16(b) of the Exchange Act, if applicable, such share
withholding procedure will be subject to the express prior approval of the Board or the Company’s Compensation
Committee.  

(b) Unless the Withholding Taxes are satisfied, the Company shall have no
obligation to deliver to you any Common Stock or any other consideration pursuant to this Award.

(c) In the event the Withholding Taxes arise prior to the delivery to you of
Common Stock or it is determined after the delivery of Common Stock to you that the amount of the Withholding
Taxes was greater than the amount withheld by the Company, you agree to indemnify and hold the Company harmless
from any failure by the Company to withhold the proper amount.

6. Section 409A of the Code . This Award is intended to be exempt from the application of
Section 409A of the Code, including but not limited to by reason of complying with the “short-term deferral” rule set
forth in Treasury Regulation Section 1.409A-1(b)(4) and any ambiguities herein shall be interpreted
accordingly.  Notwithstanding the foregoing, if it is determined that the Award fails to satisfy the requirements of the
short-term deferral rule and is otherwise not exempt from, and determined to be deferred compensation subject to
Section 409A of the Code, this Award shall comply with Section 409A to the extent necessary to avoid adverse
personal tax consequences and any ambiguities herein shall be interpreted accordingly.  If it is determined that the
Award is deferred compensation subject to Section 409A and you are a “Specified Employee” (within the meaning set
forth in Section 409A(a)(2)(B)(i) of the Code) as of the date of your “Separation from Service” (within the meaning of
Treasury Regulation Section 1.409A-1(h) and without regard to any alternative definition thereunder), then the issuance
of any shares that would otherwise be made upon the date of your Separation from Service or within the first six (6)
months thereafter will not be made on the originally scheduled date(s) and will instead be issued in a lump sum on the
date that is six (6) months and one day after the date of the Separation from Service, with the balance of the shares
issued thereafter in accordance with the original vesting and issuance schedule set forth above, but if and only if such
delay in the issuance of the shares is necessary to avoid the imposition of adverse taxation on you in respect of the
shares under Section 409A of the Code. Each installment of shares that vests is intended to constitute a “separate
payment” for purposes of Treasury Regulation Section 1.409A-2(b)(2).  

3.
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Attachment II

ShotSpotter, Inc.
2017 Equity Incentive Plan
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Exhibit 31.1

CERTIFICATION

I, Ralph A. Clark, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ShotSpotter, Inc.;

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

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

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

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

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

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

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

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

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

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.
 
August 14, 2017 /s/ Ralph A. Clark

Ralph A. Clark
President and Chief Executive Officer

 



Exhibit 31.2

CERTIFICATION

I, Alan R. Stewart, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ShotSpotter, Inc.;

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

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

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

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

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

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

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

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

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

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

 
August 14, 2017 /s/ Alan R. Stewart
 Alan R. Stewart
 Chief Financial Officer
 



Exhibit 32.1

CERTIFICATION

Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
and Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), Ralph A. Clark, the President, Chief Executive
Officer and Director of ShotSpotter, Inc. (the “Company”) and Alan R. Stewart, Chief Financial Officer of the Company, each hereby
certifies that, to the best of his knowledge:

1. The Company’s Quarterly Report on Form 10-Q for the period ended June30, 2017, to which this Certification is
attached as Exhibit 32.1 ("the Quarterly Report") fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange
Act; and

2. The information contained in the Qu arterly Report on Form 10-Q fairly presents, in all material respects, the financial
condition and results of operations of the Company.

In Witness Whereof, the undersigned have set their hands hereto as of the 14th day of August, 2017.
 

/s/ Ralph A. Clark /s/ Alan R. Stewart
Ralph A. Clark Alan R. Stewart
President and Chief Executive Officer Chief Financial Officer
 

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission
and is not to be incorporated by reference into any filing of ShotSpotter, Inc. under the Securities Act of 1933, as amended, or the Securities
Exchange Act of 1934, as amended (whether made before or after the date of the Form 10-Q), irrespective of any general incorporation
language contained in such filing."
 


