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

FORM 10-Q

(Mark One)

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended September 30, 2015 
or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from                    to                    
Commission File Number: 001-34358 

SOLARWINDS, INC.
(Exact name of registrant as specified in its charter)

Delaware 73-1559348
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

7171 Southwest Parkway
Building 400
Austin, Texas 78735
(512) 682.9300
(Address and telephone number of principal executive offices) 
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    ý  Yes    ¨  No
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    ý  Yes    ¨  No
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
Large accelerated filerý Accelerated filer ¨
Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    ¨  Yes    ý  No
On November 3, 2015, 71,765,135 shares of common stock, par value $0.001 per share, were outstanding.
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Safe Harbor Cautionary Statement
This quarterly report on Form 10-Q contains forward-looking statements within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), and the Private Securities Litigation Reform Act of
1995. Such statements may be signified by terms such as “believes,” “continues,” “expects,” “intends,” “may,” “could,” “should,”
“will,” “would” or similar expressions and the negatives of those terms. In this report, forward-looking statements include
statements regarding our financial projections, future financial performance and plans and objectives for future
operations including, without limitation, the following:
•expectations regarding our proposed acquisition by Thoma Bravo and Silver Lake Partners;

•expectations regarding our plans and strategies to grow our business and expand our market presence, includinginternationally;

•expectations regarding our financial condition and results of operations, including revenue, revenue growth, operatingexpenses, operating income, non-GAAP operating margin, cash flows and effective income tax rate;
•expectations regarding our international earnings and investment of those earnings in international operations;
•expectations concerning the integration of our acquisitions and opportunities resulting from our acquisitions;
•expectations concerning future acquisitions;

•our market opportunities and our ability to take advantage of such market opportunities, the demand for ITmanagement products in various markets and factors contributing to such demand;
•our sales and marketing efforts and our expectations about the results of those efforts;
•expectations regarding investment plans and our expectations about the results of those efforts;
•expectations regarding our capital expenditures;
•our research and development plans;
•our equity compensation plans and practices; and

•our beliefs regarding the sufficiency of our cash and cash equivalents, cash flows from operating activities andborrowing capacity.

Forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause our
actual results, performance or achievements to be materially and adversely different from any future results,
performance or achievements expressed or implied by the forward-looking statements. Factors that could cause or
contribute to such differences include, but are not limited to, the following: (a) risks related to our proposed
acquisition by Thoma Bravo and Silver Lake Partners, (b) the inability to generate significant volumes of sales leads
from Internet search engines, marketing campaigns and traffic to our websites; (c) the inability to expand our sales
operations effectively; (d) the inability to increase sales to existing customers and to attract new customers; (e) the
presence or absence of occasional large customer orders, including in particular those placed by the U.S. federal
government; (f) the ability to successfully identify, complete, and integrate acquisitions; (g) the possibility that general
economic conditions or uncertainty cause information technology spending to be reduced or purchasing decisions to
be delayed; (h) the timing and success of new product introductions and product upgrades by SolarWinds or its
competitors; (i) the possibility that our operating income could fluctuate and may decline as a percentage of revenue
as we make further expenditures to expand our operations in order to support additional growth in our business; (j)
potential foreign exchange gains and losses related to expenses and sales denominated in currencies other than the
functional currency of an associated entity; and (k) such other risks and uncertainties described more fully under Risk
Factors and Management’s Discussion and Analysis of Financial Condition and Results of Operations in our annual
report on Form 10-K for the year ended December 31, 2014 and our quarterly reports on Form 10-Q, including Item
1A of Part II of this quarterly report on Form 10-Q, and other documents we file with the Securities and Exchange
Commission. Given these risks and uncertainties, you should not place undue reliance on these forward-looking
statements. Also, forward-looking statements represent our management’s beliefs and assumptions only as of the date
of this quarterly report on Form 10-Q. Except as required by law, we assume no obligation to update these
forward-looking statements publicly, or to update the reasons actual results could differ materially and adversely from
those anticipated in these forward-looking statements, even if new information becomes available in the future.
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PART I: FINANCIAL INFORMATION
Item 1. Financial Statements
SolarWinds, Inc.
Condensed Consolidated Balance Sheets
(In thousands, except share and per share information)
(Unaudited)

September
30, 2015

December
31, 2014

Assets
Current assets:
Cash and cash equivalents $172,591 $237,942
Short-term investments 20,945 12,384
Accounts receivable, net of allowances of $513 and $1,088 as of September 30, 2015 and
December 31, 2014, respectively 54,268 50,791

Income tax receivable 260 128
Deferred taxes 9,415 8,350
Prepaid and other current assets 8,483 6,492
Total current assets 265,962 316,087
Property and equipment, net 34,009 23,614
Long-term investments 5,643 17,423
Deferred taxes 2,163 830
Goodwill 432,409 363,585
Intangible assets, net 77,500 93,046
Other assets, net 10,071 10,447
Total assets $827,757 $825,032
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable $6,450 $6,829
Accrued liabilities and other 24,427 35,276
Income taxes payable 4,598 2,351
Current portion of deferred revenue 177,727 154,799
Current debt obligation 90,000 —
Total current liabilities 303,202 199,255
Long-term liabilities:
Deferred revenue, net of current portion 10,806 8,609
Non-current deferred taxes 3,710 5,319
Other long-term liabilities 26,224 22,990
Total liabilities 343,942 236,173
Commitments and contingencies (Note 8)
Stockholders’ equity:
Common stock, $0.001 par value: 123,000,000 shares authorized and 71,744,028 and
75,911,349 shares issued and outstanding as of September 30, 2015 and December 31,
2014, respectively

72 76

Additional paid-in capital 117,260 279,584
Accumulated other comprehensive loss (23,339 ) (13,299 )
Accumulated earnings 389,822 322,498
Total stockholders’ equity 483,815 588,859
Total liabilities and stockholders’ equity $827,757 $825,032
The accompanying notes are an integral part of these condensed consolidated financial statements.
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SolarWinds, Inc.
Condensed Consolidated Statements of Income
(In thousands, except per share information)
(Unaudited)

Three months ended
September 30,

Nine months ended
September 30,

2015 2014 2015 2014
Revenue:
License $45,283 $42,756 $126,236 $116,743
Maintenance and other 71,526 61,844 202,811 174,800
Subscription 14,816 8,262 38,446 18,732
Total revenue 131,625 112,862 367,493 310,275
Cost of license revenue 4,367 4,100 12,953 12,321
Cost of maintenance and other revenue 4,748 3,965 13,015 11,296
Cost of subscription revenue 5,382 3,513 14,529 8,887
Gross profit 117,128 101,284 326,996 277,771
Operating expenses:
Sales and marketing 44,532 37,538 131,117 106,772
Research and development 17,454 13,761 48,957 41,784
General and administrative 18,618 18,274 58,355 57,466
Total operating expenses 80,604 69,573 238,429 206,022
Operating income 36,524 31,711 88,567 71,749
Other income (expense):
Interest income 96 85 313 246
Interest expense (279 ) (142 ) (470 ) (577 )
Other income, net 538 238 2,991 446
Total other income 355 181 2,834 115
Income before income taxes 36,879 31,892 91,401 71,864
Income tax expense 9,866 7,771 24,077 16,718
Net income $27,013 $24,121 $67,324 $55,146
Net income per share:
Basic earnings per share $0.37 $0.32 $0.89 $0.73
Diluted earnings per share $0.36 $0.32 $0.88 $0.72
Weighted average shares used to compute net income per
share:
Shares used in computation of basic earnings per share 73,808 75,508 75,496 75,375
Shares used in computation of diluted earnings per share 74,476 76,463 76,354 76,321
The accompanying notes are an integral part of these condensed consolidated financial statements.
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SolarWinds, Inc.
Condensed Consolidated Statements of Comprehensive Income
(In thousands)
(Unaudited)

Three months ended
September 30,

Nine months ended
September 30,

2015 2014 2015 2014
Net income $27,013 $24,121 $67,324 $55,146
Other comprehensive income (loss):
Foreign currency translation adjustment 1,657 (9,514 ) (10,065 ) (10,488 )
Unrealized gains (losses) on investments, net of income tax
expense (benefit) of $7 and $(10) for the three months ended
September 30, 2015 and 2014, respectively, and $13 and $(7)
for the nine months ended September 30, 2015 and 2014,
respectively

13 (19 ) 25 (14 )

Other comprehensive income (loss) 1,670 (9,533 ) (10,040 ) (10,502 )
Comprehensive income $28,683 $14,588 $57,284 $44,644
The accompanying notes are an integral part of these condensed consolidated financial statements.
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SolarWinds, Inc.
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Nine months ended
September 30,
2015 2014

Cash flows from operating activities
Net income $67,324 $55,146
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 30,230 27,140
Provision for doubtful accounts 806 439
Stock-based compensation expense 37,351 27,429
Deferred taxes 1,153 (6,387 )
Excess tax benefit from stock-based compensation (3,915 ) (5,309 )
Premium on investments (156 ) (90 )
Other non-cash expenses 872 1,025
Changes in operating assets and liabilities, net of assets acquired and liabilities assumed in
business combinations:
Accounts receivable (5,869 ) (3,059 )
Income taxes receivable (146 ) 3,884
Prepaid and other assets (1,814 ) (1,906 )
Accounts payable (1,267 ) 48
Accrued liabilities and other (11,696 ) 14,271
Income taxes payable 6,354 6,252
Deferred revenue 28,308 22,939
Other long-term liabilities 2,762 6,022
Net cash provided by operating activities 150,297 147,844
Cash flows from investing activities
Purchases of investments (5,745 ) (3,001 )
Maturities of investments 8,650 13,488
Purchases of property and equipment (13,122 ) (16,840 )
Purchases of intangible assets (208 ) (199 )
Acquisition of businesses, net of cash acquired (90,015 ) (63,700 )
Net cash used in investing activities (100,440 ) (70,252 )
Cash flows from financing activities
Repurchase of common stock (210,178 ) (13,223 )
Exercise of stock options 6,812 6,049
Excess tax benefit from stock-based compensation 3,915 5,309
Proceeds from credit agreement 100,000 —
Repayments of borrowings from credit agreement (10,000 ) (40,000 )
Net cash used in financing activities (109,451 ) (41,865 )
Effect of exchange rate changes on cash and cash equivalents (5,757 ) (6,497 )
Net increase (decrease) in cash and cash equivalents (65,351 ) 29,230
Cash and cash equivalents
Beginning of period 237,942 165,973
End of period $172,591 $195,203
Supplemental disclosure of cash flow information
Cash paid for interest $288 $521
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Cash paid for income taxes $16,218 $12,763
Non-cash investing transactions
Purchases of property and equipment included in accounts payable and accrued liabilities $2,351 $—
The accompanying notes are an integral part of these condensed consolidated financial statements.
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SolarWinds, Inc.
Notes to Condensed Consolidated Financial Statements (Unaudited)
1. Summary of Significant Accounting Policies
Organization and Nature of Operations
SolarWinds, Inc., a Delaware corporation, and its subsidiaries (“we,” “us” or “our”) design, develop, market, sell and support
enterprise-class information technology, or IT, infrastructure management software to IT and DevOps professionals in
organizations of all sizes to manage on-premise, hybrid cloud and public cloud environments. Our product offerings
range from individual software tools to more comprehensive software products that solve problems encountered every
day by IT and DevOps professionals and help them to efficiently and effectively manage their network, systems,
application and website infrastructures.
Basis of Presentation
We prepared our interim condensed consolidated financial statements in conformity with United States of America
generally accepted accounting principles, or GAAP, and the reporting regulations of the Securities and Exchange
Commission, or the SEC. They do not include all of the information and footnotes required by GAAP for complete
financial statements. The accompanying condensed consolidated financial statements include our accounts and the
accounts of our wholly owned subsidiaries. We have eliminated all intercompany balances and transactions.
We have made estimates and judgments affecting the amounts reported in our condensed consolidated financial
statements and the accompanying notes. The actual results that we experience may differ materially from our
estimates. The accounting estimates that require our most significant, difficult and subjective judgments include:
•the valuation of goodwill, intangibles, long-lived assets and contingent consideration, including accrued earnouts;
•revenue recognition;
•stock-based compensation;
•income taxes; and
•loss contingencies.
The interim financial information is unaudited, but reflects all normal adjustments that are, in our opinion, necessary
to provide a fair statement of results for the interim periods presented. This interim information should be read in
conjunction with the audited consolidated financial statements in our Annual Report on Form 10-K for the year ended
December 31, 2014.
Certain reclassifications have been made to prior periods' financial statements to conform to the current period
presentation. These reclassifications did not result in any change in previously reported net income, total assets or
shareholders' equity.
Recent Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board, or FASB, and the International Accounting Standards
Board, or IASB, issued a converged standard to provide updated guidance on recognizing revenue from contracts with
customers. The new guidance replaces the existing revenue recognition guidance under GAAP. The new guidance
includes a five-step process for companies to recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for
those goods or services. In addition, the standard enhances the disclosure requirements regarding revenue and
specifies the accounting for some costs to obtain or fulfill a contract with a customer. In August 2015, FASB issued an
amendment to the updated accounting guidance to defer the effective date by one year. The updated accounting
guidance, as amended, is effective for interim and annual periods beginning after December 15, 2017. Early adoption
is permitted only as of interim and annual periods beginning after December 15, 2016. The standard permits the use of
either the retrospective or cumulative effect transition method. We expect to adopt the updated guidance in the first
quarter of fiscal year 2018. We are still evaluating transition methods and the impact of the new revenue recognition
guidance on our consolidated financial statements.
Fair Value Measurements
We apply the authoritative guidance on fair value measurements for financial assets and liabilities that are measured at
fair value on a recurring basis and non-financial assets and liabilities, such as goodwill, intangible assets and property,
plant and equipment, that are measured at fair value on a non-recurring basis.
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The guidance establishes a three-tiered fair value hierarchy that prioritizes inputs to valuation techniques used in fair
value calculations. The three levels of inputs are defined as follows:
Level 1: Unadjusted quoted prices for identical assets or liabilities in active markets accessible by us.
Level 2: Inputs that are observable in the marketplace other than those inputs classified as Level 1.
Level 3: Inputs that are unobservable in the marketplace and significant to the valuation.
We determine the fair value of our available-for-sale securities based on inputs obtained from multiple pricing
vendors, who may use quoted prices in active markets for identical assets (Level 1 inputs) or inputs other than quoted
prices that are observable either directly or indirectly (Level 2 inputs) in determining fair value. However, we classify
all of our available-for-sale securities as being valued using Level 2 inputs. The valuation techniques used to
determine the fair value of our financial instruments having Level 2 inputs are derived from unadjusted, non-binding
market consensus prices that are corroborated by observable market data, quoted market prices for similar
instruments, or pricing models. Our procedures include controls to ensure that appropriate fair values are recorded by
a review of the valuation methods and assumptions.
See Note 4 for a summary of our financial instruments accounted for at fair value on a recurring basis. The carrying
amounts reported in our condensed consolidated balance sheets for cash, accounts receivable, accounts payable and
other accrued expenses approximate fair value due to relatively short periods to maturity.
Accumulated Other Comprehensive Income (Loss)
Changes in accumulated other comprehensive income (loss) by component for the nine months ended September 30,
2015 are summarized below:

(in thousands)

Unrealized Gain
(Loss) on
Available-for-Sale
Investments, net
of tax

Foreign
Currency
Translation
Adjustments

Accumulated
Other
Comprehensive
Loss

Balance at December 31, 2014 $ (45 ) $(13,254 ) $(13,299 )
Other comprehensive gain (loss) before reclassification 25 (10,065 ) (10,040 )
Amount reclassified from accumulated other comprehensive
income (loss) — — —

Net current period other comprehensive income (loss) 25 (10,065 ) (10,040 )
Balance at September 30, 2015 $ (20 ) $(23,319 ) $(23,339 )
2. Acquisitions
Librato Acquisition
In January 2015, we acquired Librato, Inc., or Librato, a cloud-based infrastructure monitoring company, for
approximately $40.0 million in cash, including $0.1 million of cash acquired. The acquisition represents another step
in our efforts to extend and connect performance management capabilities from on-premise IT infrastructure to
cloud-based application environments. The acquisition was financed with available cash and we incurred $0.7 million
in acquisition related costs, which are included in general and administrative expense for the nine months ended
September 30, 2015.
The consideration paid was allocated to the assets acquired and liabilities assumed based on their estimated fair values
and resulted in the recognition of approximately $30.9 million of goodwill, $4.0 million of intangible assets and $5.2
million of deferred tax assets. The weighted average amortization period for the intangible assets is 5.0 years.
Goodwill for this acquisition is not deductible for tax purposes.
Papertrail Acquisition
In April 2015, we acquired Papertrail Inc., or Papertrail, a cloud-based log management company, for approximately
$41.1 million in cash, including $0.1 million of cash acquired. By acquiring Papertrail, we extended our ability to help
IT professionals, DevOps professionals and developers quickly and easily monitor log data in order to troubleshoot
application performance across cloud-based and on-premise infrastructure environments. The acquisition was financed
with available cash and we incurred $0.6 million in acquisition related costs, which are included in general and
administrative expense for the nine months ended September 30, 2015.
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The consideration paid was allocated to the assets acquired and liabilities assumed based on their estimated fair values
and resulted in the recognition of approximately $36.9 million of goodwill and $4.1 million of intangible assets. The
weighted average amortization period for the intangible assets is 4.3 years. Goodwill for this acquisition is deductible
for tax purposes.
The following table summarizes the fair value of the acquired identifiable intangible assets and weighted average
useful lives for our Librato and Papertrail acquisitions:

Fair Value
Weighted
Average
Useful Life

(in thousands) (in years)
Developed product technologies $ 5,390 5
Customer relationships 2,640 4
Non-competition covenant 109 3
Total identifiable intangible assets $ 8,139
For the nine months ended September 30, 2015, the revenue and net loss included in our condensed consolidated
financial statements from the effective date of the above acquisitions are $3.6 million and $5.8 million, respectively.
We recognize revenue on the acquired products in accordance with our revenue recognition policy, as described in
Note 1 in our Annual Report on Form 10-K for the fiscal year ended December 31, 2014. Pro forma information for
the acquisitions has not been provided because the impact of the historical results of operations of the acquired
businesses on our revenue, net income and earnings per share is not material.
The following table reflects the changes in goodwill for the nine months ended September 30, 2015:
(in thousands)
Balance at December 31, 2014 $363,585
Acquisitions 74,732
Foreign currency translation and other adjustments (5,908 )
Balance at September 30, 2015 $432,409
Goodwill and indefinite-lived intangibles are assessed at the consolidated level for impairment in the fourth quarter of
each year or more frequently if events or changes in circumstances indicate that impairment may exist. We evaluate
long-lived assets, including identifiable definite-lived intangibles and other assets, for impairment whenever events or
changes in circumstances indicate that the carrying amount of the assets may not be recoverable. As of September 30,
2015, there were no indicators of impairment identified as a result of our review of events and circumstances related to
our goodwill, indefinite-lived intangible assets or long-lived assets.
3. Investments
Our cash and cash equivalents as of September 30, 2015 and December 31, 2014 consisted of bank deposit accounts
and money market funds. The following table summarizes our cash and cash equivalents:

September
30,

December
31,

(in thousands) 2015 2014
Bank deposit accounts $168,781 $169,387
Money market funds 3,810 68,555
Total cash and cash equivalents $172,591 $237,942

10
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Our short-term and long-term investments as of September 30, 2015 and December 31, 2014 consisted of
available-for-sale securities, such as corporate bonds. The following table summarizes our short-term and long-term
available-for-sale securities as of September 30, 2015 and December 31, 2014:

September 30, 2015 December 31, 2014

(in thousands) Cost
Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair
Value Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair
Value

Short-term investments:
Available-for-sale
securities:
Corporate bonds $20,961 $2 $(18 ) $20,945 $12,382 $5 $(3 ) $12,384
Total short-term
investments $20,961 $2 $(18 ) $20,945 $12,382 $5 $(3 ) $12,384

Long-term investments:
Available-for-sale
securities:
Corporate bonds $5,658 $— $(15 ) $5,643 $17,494 $— $(71 ) $17,423
Total long-term
investments $5,658 $— $(15 ) $5,643 $17,494 $— $(71 ) $17,423

The following table summarizes the fair value of our available-for-sale securities with unrealized losses aggregated by
type of investment instrument and length of time those securities have been in a continuous unrealized loss position:

Less Than 12 Months 12 Months or Greater Total

(in thousands) Fair
Value

Gross
Unrealized
Losses

Fair
Value

Gross
Unrealized
Losses

Fair
Value

Gross
Unrealized
Losses

As of September 30, 2015
Corporate bonds $19,400 $(34 ) $— $— $19,400 $(34 )

$19,400 $(34 ) $— $— $19,400 $(34 )

Less Than 12 Months 12 Months or Greater Total

(in thousands) Fair
Value

Gross
Unrealized
Losses

Fair
Value

Gross
Unrealized
Losses

Fair
Value

Gross
Unrealized
Losses

As of December 31, 2014
Corporate bonds $22,021 $(75 ) $— $— $22,021 $(75 )

$22,021 $(75 ) $— $— $22,021 $(75 )
The following table summarizes the contractual underlying maturities of our available-for-sale securities as of
September 30, 2015:
(in thousands) Cost Fair Value
Due in one year or less $20,961 $20,945
Due after one year through five years 5,658 5,643

$26,619 $26,588
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4. Fair Value Measurements
The following table summarizes the fair value of our financial assets that were measured on a recurring basis as of
September 30, 2015 and December 31, 2014. We did not have any financial liabilities as of September 30, 2015 or
December 31, 2014.

Fair Value Measurements at
September 30, 2015 Using

Fair Value Measurements at
December 31, 2014 Using

(in thousands)

Quoted
Prices in
Active
Markets
for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Total

Quoted
Prices in
Active
Markets
for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Total

Assets:
Cash equivalents:
Money market
funds $3,810 $— $— $3,810 $68,555 $— $— $68,555

Total cash
equivalents 3,810 — — 3,810 68,555 — — 68,555

Short-term
investments:
Corporate bonds — 20,945 — 20,945 — 12,384 — 12,384
Total short-term
investments — 20,945 — 20,945 — 12,384 — 12,384

Long-term
investments:
Corporate bonds — 5,643 — 5,643 — 17,423 — 17,423
Total long-term
investments — 5,643 — 5,643 — 17,423 — 17,423

Total assets $3,810 $ 26,588 $— $30,398 $68,555 $ 29,807 $— $98,362
There have been no transfers between fair value measurement levels during the nine months ended September 30,
2015.
5. Credit Agreement
On October 4, 2013, we entered into a Credit Agreement with a syndicated group of lenders, Wells Fargo Bank,
National Association, as administrative agent for the lenders, and Wells Fargo Securities, LLC (the “Credit Agreement”)
that provides for an unsecured $125.0 million five-year revolving credit facility that is comprised of revolving loans
and swingline loans. The credit facility includes a $30.0 million letter of credit sub-facility and a $15.0 million
swingline sub-facility available on same-day notice. Available borrowings under the credit facility are reduced by the
amount of any outstanding borrowings on the sub-facilities. We may also, subject to certain requirements, request an
increase in the facility up to an additional $75.0 million for a maximum aggregate commitment of $200.0 million. The
proceeds from the facility may be used for general corporate purposes, including, without limitation, to finance
acquisitions.
Loans under the Credit Agreement will bear interest at either (i) the one-, three-, or six-month per annum London
Interbank Offered Rate ("LIBOR") multiplied by the statutory reserve adjustment, plus a margin, based on our
consolidated total leverage ratio, ranging from 1.25% and 2.00% or (ii) the base rate, which is defined as the highest
of (a) the agent's prime rate, (b) the federal funds rate plus 0.50% or (c) LIBOR for a period of one month plus 1.00%
plus a margin, based on our consolidated total leverage ratio, ranging from 0.25% to 1.00%. Commitment fees are
payable quarterly in arrears at rates between 0.20% and 0.35% per year, also based on our consolidated total leverage
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ratio. Subject to certain conditions stated in the Credit Agreement, we may borrow, prepay and re-borrow amounts
under the revolving credit facility at any time during the term of the Credit Agreement.
Pursuant to the Guaranty Agreement, dated as of October 4, 2013, by SolarWinds Worldwide, LLC, or SolarWinds
Worldwide, in favor of and for the benefit of the lenders, our obligations under the Credit Agreement are guaranteed
by SolarWinds Worldwide, our principal domestic operating subsidiary, and our future domestic subsidiaries, subject
to certain exceptions.
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The Credit Agreement contains customary affirmative and negative covenants, including covenants that limit or
restrict our ability to, among other things, incur indebtedness, grant liens, make investments, merge or consolidate,
dispose of assets, pay dividends or make distributions, make acquisitions and enter into certain transactions with
affiliates, in each case subject to customary exceptions for a credit facility of this size and type. We are also required
to maintain compliance with a consolidated total leverage ratio and a consolidated interest coverage ratio.
In August 2015, we borrowed $100.0 million at an interest rate of approximately 1.4% under a revolving loan under
the Credit Agreement to finance a portion of our share repurchase program and for general corporate purposes. In
September 2015, we repaid $10.0 million of the outstanding borrowings. As of September 30, 2015, $90.0 million of
the borrowings remained outstanding under the facility and we were in compliance with all covenants associated with
the Credit Agreement.
6. Earnings Per Share
We computed basic earnings per share using the weighted average number of our common shares outstanding during
the reporting period. We adjusted diluted earnings per share for the after-tax impact of incremental shares that would
be available for issuance upon the assumed exercise of stock options and vesting of restricted stock units using the
treasury stock method.
A reconciliation of the number of shares in the calculation of basic and diluted earnings per share follows:

Three months ended
September 30,

Nine months ended
September 30,

2015 2014 2015 2014
(in thousands)
Basic earnings per share
Numerator:
Net income $27,013 $24,121 $67,324 $55,146
Denominator:
Weighted average common shares outstanding used in
computing basic earnings per share 73,808 75,508 75,496 75,375

Diluted earnings per share
Numerator:
Net income $27,013 $24,121 $67,324 $55,146
Denominator:
Weighted average common shares outstanding used in
computing basic earnings per share 73,808 75,508 75,496 75,375

Add options and restricted stock units to purchase common
stock 668 955 858 946

Weighted average common shares outstanding used in
computing diluted earnings per share 74,476 76,463 76,354 76,321

Dilution from assumed exercises of stock options and vesting of restricted stock units is dependent upon several
factors, including the market price of our common stock. The following stock-based incentive awards were
outstanding but were not included in the computation of diluted earnings per share because the average market price
of the underlying stock did not exceed the sum of the exercise price, unrecognized compensation expense and the
excess tax benefit and thus the results would have been antidilutive:

Three months ended
September 30,

Nine months ended
September 30,

(in thousands) 2015 2014 2015 2014
Antidilutive shares 2,411 1,804 1,965 2,022
The calculation of diluted earnings per share requires us to make certain assumptions related to the use of proceeds
that would be received upon the assumed exercise of stock options and vesting of restricted stock units. These
assumed proceeds include the excess tax benefit that we receive upon assumed exercises of stock options and vesting
of restricted stock units.

Edgar Filing: SolarWinds, Inc. - Form 10-Q

19



13

Edgar Filing: SolarWinds, Inc. - Form 10-Q

20



Table of Contents

In July 2015, we announced that our Board of Directors approved a share repurchase program, authorizing us to
purchase up to $200.0 million of our outstanding common stock in the open market. Our share repurchase program
was completed in August 2015. Purchases under our share repurchase program were made in the open market in
accordance with Rule 10b-18 of the Exchange Act and were funded using a combination of our cash on hand, cash
generated from operations and borrowings under our Credit Agreement. During the three months ended September 30,
2015, we repurchased 5.0 million shares of our common stock for an aggregate purchase price of $200.1 million,
including fees and commissions. Shares were retired upon repurchase.
7. Income Taxes
For the three months ended September 30, 2015 and 2014, we recorded income tax expense of $9.9 million and $7.8
million, respectively, resulting in an effective tax rate of 26.8% and 24.4%, respectively. For the nine months ended
September 30, 2015 and 2014, we recorded income tax expense of $24.1 million and $16.7 million, respectively,
resulting in an effective tax rate of 26.3% and 23.3%, respectively. The increase in the effective tax rate for the three
and nine months ended September 30, 2015 compared to the same periods in 2014 were generally due to an increase
in permanent items that are non-deductible for tax purposes.
We recognize interest and penalties related to unrecognized tax benefits in the provision for income taxes. As of
September 30, 2015, we included accrued interest and penalties related to unrecognized tax benefits of approximately
$1.2 million in our condensed consolidated balance sheet.
We file U.S., state and foreign income tax returns in jurisdictions with varying statutes of limitations. The 2011
through 2014 tax years generally remain open and subject to examination by federal tax authorities. The 2010 through
2014 tax years generally remain open and subject to examination by the state tax authorities and foreign tax
authorities. During the first quarter of 2015, we were notified that the U.S. Internal Revenue Service, or IRS, would
examine tax years 2011 and 2012. The audit by the Indian Tax Authority for the 2012 tax year closed in the first
quarter of 2015 with no adjustments. We are also under audit by the Indian Tax Authority for the 2013 and 2014 tax
years and by the Canadian Revenue Agency for the 2013 tax year. We are not currently under audit in any other taxing
jurisdictions.
On July 27, 2015, in Altera Corp. v. Commissioner, the U.S. Tax Court issued an opinion related to the treatment of
stock-based compensation expense in an intercompany cost-sharing arrangement. A final decision has yet to be issued
by the U.S. Tax Court. At this time, the U.S. Department of the Treasury has not withdrawn the requirement to
include stock-based compensation from its regulations. Due to the uncertainty surrounding the status of the current
regulations, questions related to the scope of potential tax benefits, and the risk of the U.S. Tax Court’s decision being
overturned upon appeal, we have not recorded any tax benefit as of September 30, 2015. We will continue to monitor
ongoing developments and potential impacts to our consolidated financial statements.
8. Commitments and Contingencies
Leases
In April 2015, we signed an amendment to the lease of our corporate headquarters in Austin, Texas, which extends the
lease term of our existing space for an additional year, amends the base rent payable and expands the leased building
space to approximately 348,000 square feet beginning in 2017. The amendment increases our expected lease payments
by approximately $2.5 million for the year ending December 31, 2017, $3.3 million for the year ending December 31,
2018, $3.4 million for the year ending December 31, 2019 and $37.4 million for the years ending thereafter through
the expiration of the lease in March 2028.
Legal Proceedings
From time to time, we have been and may be involved in various legal proceedings arising in our ordinary course of
business. In the opinion of management, there was not at least a reasonable possibility we may have incurred a
material loss, or a material loss in excess of a recorded accrual, with respect to loss contingencies. However, the
outcome of litigation is inherently uncertain. Therefore, although management considers the likelihood of such an
outcome to be remote, if one or more of these legal matters were resolved against us in the same reporting period for
amounts in excess of management's expectations, our condensed consolidated financial statements could be materially
adversely affected.
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9. Subsidiary Guarantor
In November 2013, we filed an automatic shelf registration statement with the SEC, which enables us to offer and sell
from time to time and in one or more offerings, an unspecified amount of common stock, preferred stock, depositary
shares, debt securities, warrants, purchase contracts, purchase units or any combination thereof and is intended to give
us flexibility to take advantage of financing opportunities as needed or deemed desirable in light of prevailing market
conditions. Debt securities sold by us may be fully and unconditionally guaranteed on an unsecured basis by
SolarWinds Worldwide, LLC, or SolarWinds Worldwide, our principal operating subsidiary. The guarantee is subject
to release under certain customary circumstances. The indenture governing any debt securities that may be issued by
SolarWinds, Inc. provides that the guarantees may be automatically and unconditionally released only upon the
following circumstances: 1) the guarantor is sold or sells all of its assets in compliance with the terms of the indenture;
and 2) the requirements under the terms of the indenture for defeasance or covenant defeasance or satisfaction and
discharge have been satisfied. SolarWinds, Inc. has no independent assets or operations, and any other direct
subsidiaries of SolarWinds, Inc. other than SolarWinds Worldwide are minor. The guarantee by SolarWinds
Worldwide of any debt securities to be offered pursuant to the automatic shelf registration statement from time to time
will be full and unconditional. There are no restrictions on the ability of SolarWinds, Inc. to obtain funds from
SolarWinds Worldwide through dividends, loans or advances other than certain restrictions on intercompany
indebtedness as set forth in the Credit Agreement.
10. Subsequent Events
Acquisitions
In October 2015, we completed two acquisitions for approximately $29.8 million in cash. The transactions will be
accounted for using the acquisition method of accounting. Accordingly, the results of operations since the respective
acquisition dates will be included in our condensed consolidated financial statements for the fourth quarter of 2015.
We are in the process of gathering information to allocate the purchase price to the assets acquired and liabilities
assumed. All of the assets acquired and liabilities assumed in the transaction will be recognized at their acquisition
date fair values.
Merger Agreement
On October 21, 2015, we entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Project Aurora
Holdings, LLC (“Parent”), and Project Aurora Merger Corp., a wholly owned subsidiary of Parent (“Merger Subsidiary”),
providing for the merger of Merger Subsidiary with and into the Company (the “Merger”), with the Company surviving
the Merger as a wholly owned subsidiary of Parent. Parent and Merger Subsidiary were formed by affiliates of private
equity investment firms Thoma Bravo (“Thoma Bravo”) and Silver Lake Partners (“Silver Lake”).
Subject to certain exceptions, at the effective time of the Merger (the “Effective Time”), (i) each share of our common
stock issued and outstanding as of immediately prior to the Effective Time will be canceled and cease to exist and
automatically converted into the right to receive cash in an amount equal to $60.10, without interest (the “Per Share
Price”), (ii) outstanding options, whether vested or unvested, will be canceled and converted into the right to receive
the Per Share Price less the applicable exercise price per share and applicable withholding taxes and (iii) restricted
stock units (“RSUs”), other than those RSUs granted under our 2015 Performance Incentive Plan (“2015 Plan”) and to
certain of our management team members, will vest in full and be converted into the right to receive the Per Share
Price less applicable withholding taxes. RSUs issued under our 2015 Plan will be cancelled and converted into the
right to receive the Per Share Price less applicable withholding taxes shortly after those RSUs would have vested, if
they had not been cancelled immediately prior to the Effective Time, based on the underlying RSU vesting schedule
and subject to continued employment of the holders of those RSUs. The vesting of the RSUs held by certain of our
officers (excluding those RSUs issued under the 2015 Plan) will accelerate by 50% immediately prior to the Effective
Time, and these vested RSUs will be cancelled and converted at the Effective Time into the right to receive the Per
Share Price less applicable withholding taxes. The remaining unvested RSUs held by such officers (excluding those
RSUs issued under the 2015 Plan) will be cancelled and converted into the right to receive the Per Share Price less
applicable withholding taxes shortly after those RSUs would have vested, if they had not been cancelled immediately
prior to the Effective Time, based on the underlying RSU vesting schedule.
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Consummation of the Merger is subject to customary closing conditions, including, without limitation, the absence of
certain legal impediments, the expiration or termination of the required waiting periods under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended, the receipt of foreign antitrust clearance and approval by our
stockholders.
The Merger Agreement contains certain termination rights for us and Parent. Upon termination of the Merger
Agreement under specified circumstances, we will be required to pay Parent a termination fee of $159.0 million. Upon
termination of the Merger Agreement under other specified circumstances, Parent will be required to pay us a
termination fee of $318.0 million.
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Item 2: Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the condensed consolidated financial statements and related notes thereto included elsewhere in this
quarterly report on Form 10-Q. In addition to historical condensed consolidated financial information, the following
discussion contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual results could
differ materially and adversely from those anticipated in the forward-looking statements. Please see the section
entitled “Safe Harbor Cautionary Statement” above and the risk factors discussed in Part II, Item IA of this quarterly
report on Form 10-Q and in our Annual Report on Form 10-K for the fiscal year ended December 31, 2014 for a
discussion of the uncertainties, risks and assumptions associated with these statements.
Overview
We design, develop, market, sell and support enterprise-class information technology, or IT, infrastructure
management software to IT and DevOps professionals in organizations of all sizes to manage on-premise, hybrid
cloud and public cloud environments. Our product offerings range from individual software tools to more
comprehensive software products that solve problems encountered every day by IT and DevOps professionals and
help them to efficiently and effectively manage their network, systems, application and website infrastructures. We are
committed to offering products that are easy to find, easy to buy, easy to use and easy to maintain, while providing the
power to address any IT management problem at any scale. Our customers include small- and mid-size businesses,
large enterprises, managed service providers, or MSPs, and local, state and national government entities.
Key Financial Highlights
Key financial highlights for the first three quarters of 2015 include the following:

•Total revenue was $367.5 million for the first three quarters of 2015 compared to $310.3 million for the first threequarters of 2014, representing an increase of 18.4%;

•Combined maintenance and subscription revenue for the first three quarters of 2015 was $241.3 million compared to$193.5 million for the first three quarters of 2014, representing 24.7% year-over-year growth in recurring revenue;

•Operating income was $88.6 million and operating margin was 24.1% for the first three quarters of 2015 compared tooperating income of $71.7 million and operating margin of 23.1% for the first three quarters of 2014;

•
Non-GAAP operating income was $157.4 million and non-GAAP operating margin was 42.8% for the first three
quarters of 2015 compared to non-GAAP operating income of $134.5 million and non-GAAP operating margin of
43.3% for the first three quarters of 2014;

•Net income was $67.3 million for the first three quarters of 2015 compared to $55.1 million for the first three quartersof 2014, representing an increase of 22.1%;

•Net income was $0.88 per share on a fully diluted basis for the first three quarters of 2015 compared to $0.72 pershare on a fully diluted basis for the first three quarters of 2014, representing an increase of 22.2%; and

•Cash flow from operating activities was $150.3 million for the first three quarters of 2015 compared to $147.8 millionfor the first three quarters of 2014, representing an increase of 1.7%.
In the first three quarters of 2015, we continued to invest in areas that we believe are an important foundation for the
long term growth of our business. For example:

•
We invested in our marketing programs, teams and systems, in an effort to increase the awareness of SolarWinds and
our products and with the intent to better capture demand, and specifically to accomplish those goals more
consistently for our different products and in our different geographies;

•
We invested in our sales function to expand our sales efforts focused on our existing customer base, in an effort to
better convert the demand that we capture through our marketing activities and to expand our sales team focused on
the MSP market;

•We invested in product development in an effort to provide new technology and features that enhance the ability of
our products to easily solve the problems our customers face on a daily basis; and

•We invested in the expansion of our facilities, general and administrative resources and IT infrastructure to support
the
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growth of our operations.
We are committed to our business model and have continued to focus on ways to leverage and refine our model. We
believe our business model can be used to serve customers managing the performance of on-premise, hybrid cloud
and public cloud environments. We believe we can expand our market opportunity while applying the key
differentiating elements of our business model and continuing to provide powerful and scalable, easy-to-use and
affordable software. Our strategic focus in 2015 is centered around the following initiatives:
•Creating the ability to “manage all things IT;”

•Improving the competitive position of our products by investing in new product features and infrastructure to manageperformance of technology in on-premise, hybrid cloud and public cloud environments;
•Developing or acquiring products that will expand our presence in our current markets or new markets;

•Expanding our web presence, brand awareness and improving our communication with prospects and our currentcustomer base both domestically and internationally;
•Accelerating the rate at which we sell additional products to our existing install base;

•
Increasing our presence in several key geographic markets, including Asia-Pacific, Latin America, Europe, Middle
East and Africa, through demand generation activity, marketing awareness, localized marketing material and new
relationships with distributors and resellers;
•Expanding our international operations company-wide to drive our competitive advantage; and

•Driving high renewal rates from our maintenance and subscription customers by continuing to deliver ongoing valueto our customer base.
Pending Merger
On October 21, 2015, we entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Project Aurora
Holdings, LLC (“Parent”), and Project Aurora Merger Corp., a wholly owned subsidiary of Parent (“Merger Subsidiary”),
providing for the merger of Merger Subsidiary with and into the Company (the “Merger”), with the Company surviving
the Merger as a wholly owned subsidiary of Parent. Parent and Merger Subsidiary were formed by affiliates of private
equity investment firms Thoma Bravo (“Thoma Bravo”) and Silver Lake Partners (“Silver Lake”).
Subject to certain exceptions, at the effective time of the Merger (the “Effective Time”), (i) each share of our common
stock issued and outstanding as of immediately prior to the Effective Time will be canceled and cease to exist and
automatically converted into the right to receive cash in an amount equal to $60.10, without interest (the “Per Share
Price”), (ii) outstanding options, whether vested or unvested, will be canceled and converted into the right to receive
the Per Share Price less the applicable exercise price per share and applicable withholding taxes and (iii) restricted
stock units (“RSUs”), other than those RSUs granted under our 2015 Performance Incentive Plan (“2015 Plan”) and to
certain of our management team members, will vest in full and be converted into the right to receive the Per Share
Price less applicable withholding taxes. RSUs issued under our 2015 Plan will be cancelled and converted into the
right to receive the Per Share Price less applicable withholding taxes shortly after those RSUs would have vested, if
they had not been cancelled immediately prior to the Effective Time, based on the underlying RSU vesting schedule
and subject to continued employment of the holders of those RSUs. The vesting of the RSUs held by certain of our
officers (excluding those RSUs issued under the 2015 Plan) will accelerate by 50% immediately prior to the Effective
Time, and these vested RSUs will be cancelled and converted at the Effective Time into the right to receive the Per
Share Price less applicable withholding taxes. The remaining unvested RSUs held by such officers (excluding those
RSUs issued under the 2015 Plan) will be cancelled and converted into the right to receive the Per Share Price less
applicable withholding taxes shortly after those RSUs would have vested, if they had not been cancelled immediately
prior to the Effective Time, based on the underlying RSU vesting schedule.
Parent and Merger Subsidiary have secured committed financing, consisting of, as of October 21, 2015, a combination
of equity to be provided by investment funds affiliated with Thoma Bravo and Silver Lake, and debt financing from
Goldman Sachs Bank USA, the aggregate proceeds of which will be sufficient for Parent and Merger Subsidiary to
pay the aggregate merger consideration and all related fees and expenses. Parent and Merger Subsidiary have
committed to use their reasonable best efforts to obtain the debt financing on the terms and conditions described in the
debt commitment letter entered into as of October 21, 2015. The transaction is not subject to a financing condition.
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Consummation of the Merger is subject to customary closing conditions, including, without limitation, the absence of
certain legal impediments, the expiration or termination of the required waiting periods under the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended, the receipt of foreign antitrust clearance and approval by our
stockholders.
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We have made customary representations and warranties in the Merger Agreement and have agreed to customary
covenants regarding the operation of our business prior to the Effective Time. We are also subject to customary
restrictions on our ability to solicit alternative acquisition proposals from third parties and to provide non-public
information to, and participate in discussions and engage in negotiations with, third parties regarding alternative
acquisition proposals, with customary exceptions for superior proposals.
The Merger Agreement contains certain termination rights for us and Parent. Upon termination of the Merger
Agreement under specified circumstances, we will be required to pay Parent a termination fee. If the Merger
Agreement is terminated in connection with us entering into an alternate acquisition agreement with respect to a
superior proposal or due to our board changing its recommendation, including the failure to act, in support of the
Merger, the termination fee payable by us to Parent will be of $159.0 million. This termination fee will also be
payable if: (i) the Merger Agreement is terminated because our stockholders did not vote to adopt the Merger
Agreement at the stockholders meeting called to adopt the Merger Agreement, (ii) prior to such vote on the Merger
Agreement, an offer or proposal to acquire at least 50% of our stock or assets that was not publicly announced or
known at the time the Merger Agreement is signed is publicly announced or becomes known and is not withdrawn,
and (iii) within one year of the termination of the Merger Agreement we consummate an acquisition transaction to
acquire at least 50% of our stock or assets or enter into an agreement for such a transaction, which we subsequently
consummate. In addition, we will be required to reimburse Parent for up to $5.0 million of its expenses associated
with the transaction under circumstances in which we would not be obligated to pay Parent a termination fee if the
Merger Agreement is terminated either because the Company’s stockholders do not vote to adopt the Merger
Agreement, or if we breach our representations, warranties or covenants in a manner that would cause the related
closing conditions to not be met. We will also be required to reimburse Parent for up to $5.0 million of expenses
associated with the transaction if the Merger Agreement is terminated because we breach our representations,
warranties or covenants in a manner that would cause the related closing conditions to not be met and an offer or
proposal to acquire at least 15% of our stock or assets is made to the Company or is publicly announced after the date
of the Merger Agreement and is not withdrawn, provided that at the time of termination Parent and Merger Subsidiary
were not in material breach of their representations, warranties, covenants or agreements under the Merger
Agreement.
Upon termination of the Merger Agreement under other specified circumstances, Parent will be required to pay us a
termination fee of $318.0 million. The termination fee by Parent will become payable if the Merger Agreement is
terminated because Parent fails to consummate the Merger after certain conditions are met, if Parent breaches its
representations, warranties or covenants in a manner that would cause the related closing conditions to not be met, or
if either party terminates because of the termination date described below, and at the time of such termination, we
were otherwise entitled to terminate the Merger Agreement for either of the first two reasons above.
In addition to the foregoing termination rights, and subject to certain limitations, (i) we or Parent may terminate the
Merger Agreement if the Merger is not consummated by April 18, 2016 and (ii) we and Parent may mutually agree to
terminate the Merger Agreement.
Each of Thoma Bravo and Silver Lake has provided us with a limited guaranty in favor of us (the
“Limited Guarantees”). The Limited Guarantees guarantee the payment of the termination fee payable by Parent and
certain indemnification and reimbursement obligations that may be owed by Parent to us pursuant to the Merger
Agreement. The Merger Agreement also generally provides that either party may specifically enforce the other party’s
obligations under the Merger Agreement, provided that we may only cause Parent to close the transaction if certain
conditions are satisfied, including the funding or availability of the debt financing.
The Merger Agreement contains representations and warranties by each of Parent, Merger Subsidiary and us. These
representations and warranties were made solely for the benefit of the parties to the Merger Agreement and: 

•should not be treated as categorical statements of fact, but rather as a way of allocating the risk to one of the parties ifthose statements prove to be inaccurate;

•may have been qualified in the Merger Agreement by disclosures that were made to the other party in connection withthe negotiation of the Merger Agreement;
•may apply contractual standards of “materiality” that are different from “materiality” under applicable securities laws; and
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•were made only as of the date of the Merger Agreement or such other date or dates as may be specified in the MergerAgreement.
The foregoing description of the Merger Agreement and the transactions contemplated thereby does not purport to be
complete and is subject to, and qualified in its entirety by, the full text of such agreement attached as an exhibit to our
Current Report on Form 8-K/A filed with the SEC on October 27, 2015.
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Acquisitions
We have made multiple acquisitions of businesses as part of our growth strategy and expect to continue to pursue
acquisitions that will enable us to enter new markets, or new segments of our existing markets, by bringing new
product offerings to market more quickly than we can develop them internally.
In January 2015, we acquired Librato, Inc., or Librato, a cloud-based infrastructure monitoring company, for
approximately $40.0 million in cash. Librato enables full-stack performance monitoring of infrastructure and
applications in public cloud environments or in a company's own data centers. The acquisition of Librato represents
another step in our efforts to extend and connect performance management capabilities from on-premise IT
infrastructure to cloud-based application environments.
In April 2015, we acquired Papertrail Inc., or Papertrail, a cloud-based log management company, for approximately
$41.1 million in cash. By acquiring Papertrail, we extended our ability to help IT professionals, DevOps professionals
and developers quickly and easily monitor log data in order to troubleshoot application performance across
cloud-based and on-premise infrastructure environments.
In October 2015, we completed two acquisitions for approximately $29.8 million in cash.
We account for our acquisitions using the acquisition method of accounting. Accordingly, the financial results of our
acquisitions are included in our condensed consolidated financial results since the applicable acquisition dates. See
Note 2, Acquisitions, and Note 10, Subsequent Events, in the Notes to the Condensed Consolidated Financial
Statements in Item 1 of Part I of this Quarterly Report on Form 10-Q, for further discussion.
Key Business Metrics
We review a number of key business metrics to help us monitor the performance of our business model and to identify
trends affecting our business. The measures that we believe are the primary indicators of our quarterly and annual
performance are as follows:
Revenue Growth
Revenue growth includes the growth in our license, maintenance and subscription revenue, which are critical to our
long-term success. We have employed a differentiated business model for marketing and selling high volumes of
enterprise-class software, which is focused on revenue growth at high operating margins. We have built a financial
and operational model that focuses on the long-term value of our customer relationships. After the initial new license
or subscription purchase, our goal is to create opportunities for sales of additional products, license or subscription
upgrades and renewal purchases from the customer. This is an important component of our financial model and future
revenue growth. This model is based on the premise that we will be able to deliver ongoing value to our customers
and maintain a long-term financial relationship with the users of our IT management products. Our recurring revenue,
which consists of maintenance and subscription revenue, is reflective of the relationship we have built with our
customers. We regularly review our total revenue growth to measure the success of our investments and strategic
business decisions. Our revenue growth percentages were 18.4% and 30.2% for the first three quarters of 2015 and
2014, respectively.
Non-GAAP Operating Income and Non-GAAP Operating Margin
Our management uses non-GAAP operating income and non-GAAP operating margin as key measures of our
performance. Because our non-GAAP operating income excludes certain items such as amortization of intangible
assets, stock-based compensation and related employer-paid payroll taxes, certain acquisition related adjustments and
restructuring charges that may not be indicative of our core business, we believe that this measure provides us with
additional useful information to measure and understand our performance, particularly with respect to changes in
performance from period to period. We use non-GAAP operating income and non-GAAP operating margin in the
preparation of our budgets and to measure and monitor our performance. Non-GAAP operating income and
non-GAAP operating margin is not determined in accordance with GAAP and is not a substitute for, or superior to,
financial measures determined in accordance with GAAP. Our GAAP operating margins were 24.1% and 23.1% for
the first three quarters of 2015 and 2014, respectively. Our non-GAAP operating margins were 42.8% and 43.3% for
the first three quarters of 2015 and 2014, respectively.
For further discussion regarding non-GAAP financial measures including non-GAAP operating income and
non-GAAP operating margin, see “Non-GAAP Financial Measures” below.
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Opportunities, Trends and Uncertainties
Businesses, governments and other organizations are increasingly relying on networks, systems, and applications to
execute their operations, facilitate their internal and external communications and transact business with their
customers and
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partners. The size of these networks, the number of applications and servers, and the complexity of physical and
virtual server environments are increasing as organizations place more reliance on them. Business initiatives to
capture, store and analyze an increasing amount of organizational data are creating new IT management
challenges. Furthermore, the adoption of cloud computing technologies, which is shifting a growing number of critical
workloads off premises, is also creating new IT management complexities and placing increasing importance on
technology performance as compute resources become more distributed. The development and evolution of cloud
computing technologies is also allowing a growing number of small and mid-size organizations to rely upon MSPs for
their IT management needs, whereby the MSP becomes responsible for managing the performance of the technology
infrastructure of that organization. 
In order to address these challenges, we offer a cohesive portfolio of powerful, yet easy-to-use and affordably priced
IT management products spanning network, system, application and cloud performance management across
on-premise, hybrid cloud and public cloud environments. We believe that IT-related trends and the limitations of
existing offerings present a significant market opportunity for our products. We expect our revenue to continue to
grow as we capitalize on these limitations and other market opportunities through development of new products and
acquisitions. Our ability to grow revenue will depend on a number of factors and assumptions, many of which are
outside of our control. Further, any revenue growth and operating synergies from acquired products and businesses
depends on our ability to successfully integrate those products and businesses and may be lower than expected if we
are unable to do so in the future.
We believe there is a substantial opportunity for additional sales of our software in the Europe, Middle East and
Africa, or EMEA, region, the Asia-Pacific region, and the Latin American region. We intend to increase our sales,
marketing and support operations in these regions. However, we believe there is significant uncertainty regarding the
economic conditions in certain of these geographic regions. While we believe that any difficult economic conditions
may adversely affect the sales of our products, this could also offer us an opportunity to market and sell our products
to mid-size businesses and enterprise customers at compelling prices compared to the prices of some competing
products.
In the third quarter of 2015, we recognized 24.7% of our revenue from sales by our international subsidiaries, which
includes all subsidiaries outside of North America. We have experienced and may continue to experience fluctuations
in foreign exchange rates for some of the international currencies in which we sell our products. The relative strength
of the U.S. dollar against most foreign currencies has resulted in reduced revenues for our international subsidiaries
upon the translation of foreign currency denominated revenue transactions. If further weakening of these international
currencies occurs, we expect revenues in future periods may be adversely affected.
We expect the U.S. federal government will continue to represent a significant market opportunity, as we believe the
ease of deployment, and the power and scalability of our products give us a competitive advantage to sell to various
agencies and departments of the U.S. federal government. However, we have experienced, and expect to continue to
experience, inconsistency in the buying pattern of the U.S. federal government for larger transactions with our
products. Many of our larger transactions, both new licenses and maintenance renewals, with the U.S. federal
government are dependent on specific projects that are largely dependent on systems integrators, distributors and
resellers whose purchases from us have been difficult to predict.
Key Components of Our Results of Operations
Sources of Revenue
Our revenue is primarily comprised of license, maintenance and subscription revenue.
License, Maintenance and Other Revenue. We primarily license our software under perpetual licenses, which
ordinarily include one year of maintenance as part of the initial purchase price of the product. License revenue reflects
the revenue recognized from sales of new perpetual licenses and upgrades of license size to our software. We have
experienced annual growth in license revenue. Maintenance revenue is an important source of our future revenue.
Customers can renew, and generally have renewed, their maintenance agreements at our standard list maintenance
renewal pricing for their software products. Current customers with maintenance agreements are entitled to receive
unspecified upgrades or enhancements when and if they become available. We have experienced strong annual growth
in maintenance and other revenue. Because our maintenance base has continued to grow each year due to new license
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sales, high customer retention and acquisitions, we expect maintenance revenue to continue to increase in absolute
dollars in future periods.
Subscription Revenue. Subscription revenue includes fees received from our MSP customers for time-based
arrangements and fees from subscriptions to our cloud SaaS products. Our cloud products include Pingdom, Librato
and Papertrail. We currently sell our subscription products separately from our perpetual license offerings.
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Cost of Revenue
Cost of revenue primarily consists of amortization of acquired developed product technologies, personnel costs related
to providing technical support services and royalty fees and server and hosting fees. Personnel costs include salaries,
bonuses and stock-based compensation and related employer-paid payroll taxes for technical support personnel, as
well as an allocation of overhead costs, such as facilities and technology costs, including related depreciation,
employee benefit costs, insurance and other corporate costs. We allocate stock-based compensation expense and
related employer-paid payroll taxes to personnel costs based on the expense category in which the option or restricted
stock unit holder works. We allocate overhead to each expense category based on worldwide headcount in that
category. Royalty fees are primarily related to original equipment manufacturer, or OEM, arrangements in our MSP
business.
The amortization of developed product technologies can vary significantly each period based on the size and timing of
our acquisitions. We expect our cost of revenue to increase in absolute dollars and to fluctuate as a percentage of
revenue as we acquire additional companies or cloud technologies that require additional hosting and server costs and
as we increase our headcount to support new customers and product offerings.
Operating Expenses
We classify our operating expenses into three categories: sales and marketing, research and development, and general
and administrative.
Our operating expenses primarily consist of personnel costs, marketing program costs and legal, accounting,
consulting and other professional service fees. We include restructuring charges related to severance and relocation in
the employee's respective department.
Our operating expenses increased in absolute dollars and decreased as a percentage of revenue in the first three
quarters of 2015 compared to the first three quarters of 2014, as we have continued to add employees, build
infrastructure and expand programs through acquisitions and organic growth across all departments in order to support
our growth. We continued to invest in product development and marketing and sales for initiatives we believe are
important to our long-term goals. These investments focused on the marketing and sales of our existing products and
on the expansion of our product portfolio to solve additional problems for our customers. The number of full-time
employees as of September 30, 2015 was 1,848, as compared to 1,589 as of September 30, 2014.
We expect our operating expenses to continue to increase in absolute dollars as we make long-term investments in our
business both domestically and internationally. Our operating expenses in future periods also may increase in absolute
dollars and fluctuate as a percentage of revenue as a result of professional fees associated with the pending Merger,
any future acquisitions and any further decisions to increase our investment in our business. In addition, we intend to
continue to grant equity awards to our current executives and employees and those who join us in the future through
acquisitions or otherwise, which will result in additional stock-based compensation expense.
Sales and Marketing. Sales and marketing expenses primarily consist of personnel costs for our sales, marketing and
business development employees and executives, commissions earned by our sales personnel, the cost of marketing
programs such as paid search, other online advertising, search engine optimization, trade shows, website maintenance
and design and the cost of business development programs. We expect to continue to hire sales personnel in the
United States and in our international sales offices to drive new license and subscription sales growth at a rate
consistent with our business growth. We also expect to continue to invest in our websites, online user community site,
brand awareness initiatives and marketing programs to drive new customer adoption and support our new product
launches.
Research and Development. Research and development expenses primarily consist of personnel costs for our product
development employees and executives and, to a lesser extent, contractor fees. We have devoted our development
efforts primarily to increasing the functionality and enhancing the ease-of-use of our software products and to
expanding our product line. Our research and development employee headcount has increased through the continued
expansion of our research and development center in the Czech Republic and through acquisitions. We expect to
continue to invest in our research and development activities by hiring engineers in our international locations as well
as in the United States.
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General and Administrative. General and administrative expenses primarily consist of personnel costs for our
executive, finance, legal, human resources and other administrative personnel, the amortization of acquired intangible
assets, general restructuring charges and acquisition related costs. Legal, accounting and other professional service
fees, along with general corporate expenses are also recorded in general and administrative expenses. Restructuring
charges include the expenses related to the closing of certain offices such as severance, relocation and the estimated
costs of exiting and terminating facility lease commitments. Acquisition related costs include due diligence and
deferred compensation expenses related to our acquisitions. We expect to incur higher administrative costs in future
periods as our business continues to grow both organically and through acquisitions.
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Other Income (Expense)
Other income (expense) primarily consists of interest income, interest expense, transactional foreign exchange gains
(losses), foreign exchange contracts gains (losses) and grant income from the Czech Republic related to the expansion
of our facilities.
Income Tax Expense
Income tax expense primarily consists of corporate income taxes related to profits resulting from the sale of our
software offerings by our six entities that sell our software, three in the United States, one in Canada, one in Ireland
and one in Sweden. The rate of taxation on income earned by our U.S. entities is higher than the rate of taxation on
income earned by our Canadian, Irish and Swedish entities. If our international income, as a percentage of total
income, increases as we expect, then our effective income tax rate should correspondingly decline. However, our
effective tax rate may be affected by many other factors, such as changes in tax laws, regulations or rates, new
interpretations of existing laws or regulations, the impact of accounting for stock-based compensation, the impact of
accounting for business combinations, the impact of accounting for uncertain tax positions, changes in our
international structure, shifts in the amount of taxable income earned in the United States, as compared with other
regions in the world, and changes in overall levels of income before tax.
We benefited from the tax credit incentives under the U.S. research and experimentation credit extended to taxpayers
engaged in qualified research and experimental activities while carrying on a trade or business. The tax credit expired
on December 31, 2014, and if not renewed under similar terms as in prior years, the result could have a material
impact on our financial results.
Comparison of the Three Months Ended September 30, 2015 and 2014 
The following table sets forth our condensed consolidated statements of income data for the periods indicated:

Three months ended September 30,

2015 % of
Revenue 2014 % of

Revenue Change

(in thousands) (in thousands) (in thousands)
Revenue:
License $45,283 34.4  % $ 42,756 37.9  % $ 2,527
Maintenance and other 71,526 54.3 61,844 54.8 9,682
Subscription 14,816 11.3 8,262 7.3 6,554
Total revenue 131,625 100.0 112,862 100.0 18,763
Cost of revenue 14,497 11.0 11,578 10.3 2,919
Gross profit 117,128 89.0 101,284 89.7 15,844
Operating expenses:
Sales and marketing 44,532 33.8 37,538 33.3 6,994
Research and development 17,454 13.3 13,761 12.2 3,693
General and administrative 18,618 14.1 18,274 16.2 344
Total operating expenses 80,604 61.2 69,573 61.6 11,031
Operating income 36,524 27.7 31,711 28.1 4,813
Other income (expense):
Interest income 96 0.1 85 0.1 11
Interest expense (279 ) (0.2 ) (142 ) (0.1 ) (137 )
Other income, net 538 0.4 238 0.2 300
Total other income 355 0.3 181 0.2 174
Income before income taxes 36,879 28.0 31,892 28.3 4,987
Income tax expense 9,866 7.5 7,771 6.9 2,095
Net income $27,013 20.5  % $ 24,121 21.4  % $ 2,892
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Revenue
Revenue increased $18.8 million, or 16.6%, in the quarter ended September 30, 2015 compared to the quarter ended
September 30, 2014. Total revenue by product group was $73.1 million and $66.4 million for network management,
$40.5 million and $34.8 million for systems and application management and $18.0 million and $11.6 million for our
MSP and cloud products for the quarters ended September 30, 2015 and 2014, respectively.
Revenue from our international subsidiaries was 24.7% and 25.9% of total revenue in the third quarter of 2015 and
2014, respectively. Revenue from our international subsidiaries decreased as a percentage of revenue in the third
quarter of 2015 as compared to the third quarter of 2014 primarily due to the strengthening of the U.S. dollar against
international currencies, which resulted in reduced revenues upon translation. Other than the United States, no single
country accounted for 10% or more of our total revenue during these periods. 
License, Maintenance and Other Revenue
License revenue increased $2.5 million, or 5.9%, in the quarter ended September 30, 2015, due to increased sales of
our network and systems management products, partially offset by the effect of the weakening of most foreign
currencies relative to the U.S. dollar.
While our commercial core product transaction volume decreased 7.4% in the third quarter of 2015 as compared to the
third quarter of 2014, the commercial core average transaction size for new license sales increased to approximately
$8,700 in the third quarter of 2015 from approximately $7,900 in the third quarter of 2014. We calculate our average
transaction size and product transaction volume growth using commercial core transactions only, which exclude any
transactions that consist solely of our transactional products, our MSP products and our cloud products.
Maintenance and other revenue increased $9.7 million, or 15.7%, due to a growing maintenance renewal customer
base and an increase in new license sales, which drives new maintenance revenue, partially offset by the effect of the
weakening of most foreign currencies relative to the U.S. dollar. We have maintained high customer retention and
have continued to increase our renewal base each quarter.
Subscription Revenue
Subscription revenue increased $6.6 million, or 79.3%, primarily due to the growth of subscription sales of our MSP
products and the addition of our cloud products combined with high customer retention. These increases were partially
offset by the effect of the weakening of most foreign currencies relative to the U.S. dollar.
Cost of Revenue
Cost of revenue increased $2.9 million, or 25.2%, in the quarter ended September 30, 2015 compared to the quarter
ended September 30, 2014.
Cost of License, Maintenance and Other Revenue. Cost of license revenue increased by $0.3 million in the third
quarter of 2015 compared to the third quarter of 2014, primarily due to the amortization of acquired developed
product technologies. Cost of maintenance revenue also increased $0.8 million, primarily due to increased personnel
costs, which includes an increase in stock-based compensation expense of $0.1 million.
Cost of Subscription Revenue. Cost of subscription revenue increased by $1.9 million in the third quarter of 2015
compared to the third quarter of 2014. The increase was primarily due to a $0.9 million increase in royalty, hosting
and server fees related to our subscription products, a $0.6 million increase in amortization of acquired developed
product technologies and a $0.4 million increase in personnel costs, which includes a $0.1 million increase in
stock-based compensation expense.
Operating Expenses
Sales and Marketing. Sales and marketing expenses increased $7.0 million, or 18.6%, in the quarter ended
September 30, 2015 compared to the quarter ended September 30, 2014. Marketing program costs increased
$3.7 million due to the increased investment in demand generation and brand awareness in an effort to improve and
better capture the demand for our products. Our sales and marketing personnel costs increased $2.8 million, which
includes an increase of $1.2 million in stock-based compensation expense, primarily due to the increase in headcount
on our sales and maintenance renewal teams, and, to a lesser extent, our marketing teams. Our sales expense, which
includes maintenance renewals, remained consistent as a percentage of revenue in the third quarter of 2015 as
compared to the same period in 2014.
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Research and Development. Research and development expenses increased $3.7 million, or 26.8%, in the quarter
ended September 30, 2015 compared to the quarter ended September 30, 2014 due to the addition of product
development personnel in order to add new technology, features and functions to our portfolio of products. We
increased our research and development headcount through both organic growth and acquisitions. Due to this growth,
our personnel costs increased $4.1 million,

23

Edgar Filing: SolarWinds, Inc. - Form 10-Q

39



Table of Contents

including a $1.8 million increase in stock-based compensation expense. This increase was offset by a decrease in
contract services of $0.5 million in the third quarter of 2015 as compared to the third quarter of 2014.
General and Administrative. General and administrative expenses increased $0.3 million, or 1.9%, in the quarter
ended September 30, 2015 compared to the quarter ended September 30, 2014. This increase is primarily due to a $2.6
million increase in personnel costs, which includes an increase in stock-based compensation expense of $0.8 million.
This increase was offset by a $2.4 million decrease in acquisition related costs, primarily related to deferred
compensation expense.
Income Tax Expense
Our income tax expense increased by $2.1 million in the quarter ended September 30, 2015 as compared to the same
period in 2014. Our effective tax rate increased from 24.4% in the quarter ended September 30, 2014 to 26.8% in the
quarter ended September 30, 2015, generally due to an increase in permanent items that are non-deductible for tax
purposes.
Comparison of the Nine Months Ended September 30, 2015 and 2014 
The following table sets forth our condensed consolidated statements of income data for the periods indicated:

Nine months ended September 30,

2015 % of
Revenue 2014 % of

Revenue Change

(in thousands) (in thousands) (in thousands)
Revenue:
License $126,236 34.4  % $ 116,743 37.6  % $ 9,493
Maintenance and other 202,811 55.2 174,800 56.3 28,011
Subscription 38,446 10.5 18,732 6.0 19,714
Total revenue 367,493 100.0 310,275 100.0 57,218
Cost of revenue 40,497 11.0 32,504 10.5 7,993
Gross profit 326,996 89.0 277,771 89.5 49,225
Operating expenses:
Sales and marketing 131,117 35.7 106,772 34.4 24,345
Research and development 48,957 13.3 41,784 13.5 7,173
General and administrative 58,355 15.9 57,466 18.5 889
Total operating expenses 238,429 64.9 206,022 66.4 32,407
Operating income 88,567 24.1 71,749 23.1 16,818
Other income (expense):
Interest income 313 0.1 246 0.1 67
Interest expense (470 ) (0.1 ) (577 ) (0.2 ) 107
Other income, net 2,991 0.8 446 0.1 2,545
Total other income 2,834 0.8 115 — 2,719
Income before income taxes 91,401 24.9 71,864 23.2 19,537
Income tax expense 24,077 6.6 16,718 5.4 7,359
Net income $67,324 18.3  % $ 55,146 17.8  % $ 12,178
Revenue
Revenue increased $57.2 million, or 18.4%, in the nine months ended September 30, 2015 compared to the nine
months ended September 30, 2014. Total revenue by product group was $206.6 million and $184.9 million for
network management, $112.6 million and $96.3 million for systems and application management and $48.3 million
and $29.1 million for our MSP and cloud products for the nine months ended September 30, 2015 and 2014,
respectively.
Revenue from our international subsidiaries was 25.6% and 27.1% of total revenue in the first three quarters of 2015
and 2014, respectively. Revenue from our international subsidiaries decreased as a percentage of revenue in the first
three quarters of 2015 as compared to the first three quarters of 2014 primarily due to the strengthening of the U.S.
dollar against international
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currencies, which resulted in reduced revenues upon translation. Other than the United States, no single country
accounted for 10% or more of our total revenue during these periods. 
License, Maintenance and Other Revenue
License revenue increased $9.5 million, or 8.1%, in the nine months ended September 30, 2015 compared to the nine
months ended September 30, 2014, primarily due to increased sales of our network management products, partially
offset by the effect of the weakening of most foreign currencies relative to the U.S. dollar.
Our commercial core product transaction volume grew 1.6% in the first three quarters of 2015 compared to the first
three quarters of 2014. In the first three quarters of 2015, the commercial core average transaction size for new license
sales was approximately $8,300 as compared to approximately $7,900 in the first three quarters of 2014. We calculate
our average transaction size and product transaction volume growth using commercial core transactions only, which
exclude any transactions that consist solely of our transactional products, our MSP products and our cloud products.
Maintenance and other revenue increased $28.0 million, or 16.0%, in the nine months ended September 30, 2015
compared to the nine months ended September 30, 2014, due to a growing maintenance renewal customer base and an
increase in new license sales, which drives new maintenance revenue, partially offset by the effect of the weakening of
most foreign currencies relative to the U.S. dollar. We have maintained high customer retention and have continued to
increase our renewal base each quarter.
Subscription Revenue
Subscription revenue increased $19.7 million, or 105.2%, primarily due to the growth in sales of subscriptions of our
MSP products and the addition of our cloud products combined with high customer retention. These increases were
partially offset by the effect of the weakening of most foreign currencies relative to the U.S. dollar.
Cost of Revenue
Cost of revenue increased $8.0 million, or 24.6%, in the nine months ended September 30, 2015 compared to the nine
months ended September 30, 2014.
Cost of License, Maintenance and Other Revenue. Cost of license revenue increased by $0.6 million in the first three
quarters of 2015 compared to the first three quarters of 2014, primarily due to the amortization of acquired developed
product technologies. Cost of maintenance revenue increased $1.7 million primarily due to increased personnel costs,
which includes an increase in stock-based compensation expense of $0.3 million.
Cost of Subscription Revenue. Cost of subscription revenue increased by $5.6 million in the first three quarters of
2015 compared to the first three quarters of 2014. The increase was primarily due to a $2.5 million increase in royalty,
hosting and server fees related to our subscription products, a $2.0 million increase in amortization of our acquired
developed product technologies and a $1.1 million increase in personnel costs, which includes a $0.2 million increase
in stock-based compensation expense.
Operating Expenses
Sales and Marketing. Sales and marketing expenses increased $24.3 million, or 22.8%, in the nine months ended
September 30, 2015 compared to the nine months ended September 30, 2014. Marketing program costs increased
$11.9 million due to the increased investment in demand generation and brand awareness in an effort to improve and
better capture the demand for our products. Our sales and marketing personnel costs increased $10.8 million, which
includes an increase of $2.9 million in stock-based compensation expense, primarily due to the increase in headcount
on our sales and maintenance renewal teams, and to a lesser extent, our marketing teams. Our sales expense, which
includes maintenance renewals, remained consistent as a percentage of revenue in the first three quarters of 2015 as
compared to the same period in 2014.
Research and Development. Research and development expenses increased $7.2 million, or 17.2%, in the nine months
ended September 30, 2015 compared to the nine months ended September 30, 2014, primarily due to the addition of
product development personnel in order to add new technology, features and functions to our portfolio of products.
We increased our research and development headcount through both organic growth and acquisitions. Due to this
growth, our personnel costs increased $9.2 million, including a $3.6 million increase in stock-based compensation
expense, offset by a $2.2 million decrease in contract services in the first three quarters of 2015 as compared to the
first three quarters of 2014.
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General and Administrative. General and administrative expenses increased $0.9 million, or 1.5%, in the nine months
ended September 30, 2015 compared to the nine months ended September 30, 2014. This increase was primarily due
to a $5.8 million increase in personnel costs, which includes an increase in stock-based compensation expense of
$3.0 million and a $1.3 million increase in acquisition related costs, primarily related to deferred compensation
expense. In addition, other

25

Edgar Filing: SolarWinds, Inc. - Form 10-Q

43



Table of Contents

expenses, including professional fees and travel costs, increased $0.9 million. These increases were offset by a
$7.3 million decrease in lease abandonment charges that were recorded in the second quarter of 2014.
Income Tax Expense
Our income tax expense increased by $7.4 million in the nine months ended September 30, 2015 as compared to the
same period in 2014. Our effective tax rate increased from 23.3% in the nine months ended September 30, 2014 to
26.3% in the nine months ended September 30, 2015, generally due to an increase in permanent items that are
non-deductible for tax purposes.
Non-GAAP Financial Measures
In addition to disclosing financial measures prepared in accordance with GAAP, this Form 10-Q includes the
following financial measures which are non-GAAP financial measures under SEC rules: (i) non-GAAP operating
income and non-GAAP operating margin; (ii) non-GAAP net income; and (iii) non-GAAP diluted earnings per share.
Each of these financial measures excludes the impact of certain items and therefore has not been calculated in
accordance with GAAP. In this report, these non-GAAP financial measures typically exclude stock-based
compensation expense and related employer-paid payroll taxes; amortization of intangible assets; acquisition related
adjustments, including contingent consideration fair value adjustments; and restructuring charges. Each of these
non-GAAP adjustments is described in more detail below. In addition to these adjustments, management may include
or exclude additional items from these or similar non-GAAP financial measures in future periods to the extent that
management believes such items may not be indicative of our core business. A reconciliation of each of these
non-GAAP financial measures to its most comparable GAAP financial measure is also included below.
We believe that these non-GAAP financial measures provide meaningful supplemental information regarding our
operating results because they exclude certain amounts that our management and board of directors do not consider
part of core operating results when assessing our operational performance, allocating resources, preparing annual
budgets and determining employee incentive compensation. Accordingly, these non-GAAP financial measures may
provide insight to investors into the motivation and decision-making of management in operating the business. In
addition, by comparing our non-GAAP financial measures in different historical periods, our investors can evaluate
our operating results without the additional variations of certain items that may not be indicative of our core
operations, including stock-based compensation expense, which is a non-cash expense that we believe is not a key
measure of our operations.
While we believe that these non-GAAP financial measures provide useful supplemental information, there are
limitations associated with the use of these non-GAAP financial measures. These non-GAAP financial measures are
not prepared in accordance with GAAP, do not reflect a comprehensive system of accounting and may not be
comparable to similarly titled measures of other companies due to potential differences in their financing and
accounting methods, the book value of their assets, their capital structures, the method by which their assets were
acquired and the manner in which they define non-GAAP measures. Items such as the amortization of intangible
assets, stock-based compensation expense and related employer-paid payroll taxes, acquisition related adjustments
and restructuring charges, as well as the related tax impacts of these items can have a material impact on operating and
net income. As a result, these non-GAAP financial measures have limitations and should not be considered in
isolation from, or as a substitute for, their most comparable GAAP measures. We compensate for these limitations by
using these non-GAAP financial measures as supplements to GAAP financial measures and by reconciling the
non-GAAP financial measures to their most comparable GAAP financial measure. Investors are encouraged to review
the reconciliations of these non-GAAP financial measures to their most comparable GAAP financial measures below.
For a detailed explanation of the adjustments made to comparable GAAP financial measures, the reasons why
management uses these measures and the usefulness of these measures, see footnotes (1)—(6) below.
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Non-GAAP Operating Income and Non-GAAP Operating Margin
Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except percentages) 2015 2014 2015 2014
GAAP operating income $36,524 $31,711 $88,567 $71,749
Amortization of intangible assets (1) 8,479 7,981 25,099 23,127
Stock-based compensation expense and related
employer-paid payroll taxes (2) 12,803 8,770 38,827 28,171

Acquisition related adjustments (3) 77 2,510 5,233 3,905
Restructuring charges (4) — 25 (327 ) 7,506
Non-GAAP operating income $57,883 $50,997 $157,399 $134,458
GAAP operating margin 27.7 % 28.1 % 24.1 % 23.1 %
Non-GAAP operating margin 44.0 % 45.2 % 42.8 % 43.3 %
Non-GAAP operating income increased for the three and nine months ended September 30, 2015 as compared to the
same periods in 2014 primarily due to year-over-year increases in the sales of our products offset by the additional
investment in our sales and marketing teams.
Stock-based compensation expense and related employer-paid payroll taxes increased in the third quarter and the first
three quarters of 2015 as compared to the same periods in 2014, primarily due to increased share-based incentive
awards issued to employees and, to a lesser extent, the awards to employees added through organic growth and
acquisitions. Our acquisition related adjustments decreased in the three months ended September 30, 2015 and
increased in the nine months ended September 30, 2015, primarily due to deferred compensation expense recognized
in the respective periods related to acquisitions. Our restructuring charges in the first three quarters of 2014 primarily
related to a lease abandonment charge related to our former corporate headquarters.
Non-GAAP Net Income and Non-GAAP Diluted Earnings Per Share

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except per share information) 2015 2014 2015 2014
GAAP net income $27,013 $24,121 $67,324 $55,146
Amortization of intangible assets (1) 8,479 7,981 25,099 23,127
Stock-based compensation expense and related
employer-paid payroll taxes (2) 12,803 8,770 38,827 28,171

Acquisition related adjustments (3) 77 2,510 5,233 3,905
Restructuring charges (4) — 25 (327 ) 7,506
Tax benefits associated with above adjustments (5) (5,902 ) (4,843 ) (17,426 ) (16,674 )
Non-GAAP net income $42,470 $38,564 $118,730 $101,181
Weighted average number of shares used in computing
diluted earnings per share 74,476 76,463 76,354 76,321

GAAP diluted earnings per share $0.36 $0.32 $0.88 $0.72
Non-GAAP diluted earnings per share (6) $0.57 $0.50 $1.55 $1.33
Non-GAAP net income for the three and nine months ended September 30, 2015 increased as compared to the same
periods in 2014, primarily due to the increases in non-GAAP operating income discussed above and the income tax
effects associated with the non-GAAP adjustments.
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Non-GAAP Footnotes:

(1)

Amortization of Intangible Assets. We provide non-GAAP information that excludes expenses for the amortization
of intangible assets that primarily relate to purchased intangible assets associated with our acquisitions. We believe
that eliminating this expense from our non-GAAP measures is useful to investors, because the amortization of
intangible assets can be inconsistent in amount and frequency and is significantly impacted by the timing and
magnitude of our acquisition transactions, which also vary in frequency from period to period. Accordingly, we
analyze the performance of our operations in each period without regard to such expenses.

(2)

Stock-Based Compensation Expense and Related Employer-Paid Payroll Taxes. We provide non-GAAP
information that excludes expenses for stock-based compensation and related employer-paid payroll taxes. We
believe the exclusion of these items allows for financial results that are more indicative of our continuing
operations. We believe that the exclusion of stock-based compensation expense provides for a better comparison of
our operating results to prior periods and to our peer companies as the calculations of stock-based compensation
vary from period to period and company to company due to different valuation methodologies, subjective
assumptions and the variety of award types. Employer-paid payroll taxes on stock-based compensation is
dependent on our stock price and the timing of the taxable events related to the equity awards, over which our
management has little control, and does not correlate to the core operation of our business. Because of these unique
characteristics of stock-based compensation and the related employer-paid payroll taxes, management excludes
these expenses when analyzing the organization’s business performance.

(3)

Acquisition Related Adjustments. We exclude certain expense items resulting from acquisitions including the
following, when applicable: (i) amortization of purchased intangible assets associated with our acquisitions (see
Note 1 for further discussion); (ii) legal, accounting and advisory fees to the extent associated with acquisitions;
(iii) changes in fair value of contingent consideration; (iv) costs related to due diligence and integrating the
acquired businesses; (v) deferred compensation expense related to acquisitions; and (vi) restructuring costs,
including adjustments related to changes in estimates, related to acquisitions. We consider these adjustments, to
some extent, to be unpredictable and dependent on a significant number of factors that are outside of our control.
Furthermore, acquisitions result in operating expenses that would not otherwise have been incurred by us in the
normal course of our organic business operations, with respect to each acquisition. We believe that providing
non-GAAP information for acquisition related expense items in addition to the corresponding GAAP information
allows the users of our financial statements to better review and understand the historical and current results of our
continuing operations, and also facilitates comparisons to our historical results and results of less acquisitive peer
companies, both with and without such adjustments.

(4)

Restructuring Charges. We provide non-GAAP information that excludes restructuring charges such as severance,
relocation and benefits and the estimated costs of exiting and terminating facility lease commitments, including
accelerated depreciation on leasehold improvements and fixed assets, as they relate to our corporate restructuring
and exit activities. These restructuring charges are inconsistent in amount and are significantly impacted by the
timing and nature of these events. Therefore, although we may incur these types of expenses in the future, we
believe that eliminating these charges for purposes of calculating the non-GAAP financial measures facilitates a
more meaningful evaluation of our current operating performance and comparisons to our past operating
performance.

(5)

Income Tax Effect of Non-GAAP Exclusions. We believe providing financial information with and without the
income tax effect of excluding items related to our non-GAAP financial measures provide our management and
users of the financial statements with better clarity regarding the ongoing performance and future liquidity of our
business.

(6)
Non-GAAP Diluted Earnings Per Share Item. We provide non-GAAP diluted earnings per share. The non-GAAP
diluted earnings per share amount was calculated based on our non-GAAP net income and the shares used in the
computation of GAAP diluted earnings per share.

Liquidity and Capital Resources
Cash and cash equivalents and short-term and long-term investments were $199.2 million as of September 30, 2015.
Our international subsidiaries held approximately $131.0 million of cash and cash equivalents, of which 82.1% was
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held in Euros as of September 30, 2015. If we were to repatriate any cash and cash equivalents held by our
international subsidiaries to our domestic operations, we would incur a U.S. federal income tax liability that is not
currently accrued in our condensed consolidated financial statements.
Our available cash and cash equivalents are primarily held in bank deposits and money market funds at September 30,
2015. Our short-term and long-term investments, classified as available-for-sale securities, consist of corporate bonds
held in investment accounts in the United States.
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Our emphasis is primarily on safety of principal while secondarily maximizing yield on those funds. The balances
held in our demand deposit accounts in the United States may exceed the Federal Deposit Insurance Corporation, or
FDIC, insurance limits. While we monitor the balances in our accounts and adjust the balances as appropriate, these
balances could be impacted by adverse conditions in the financial markets or by failure of the underlying depository
institutions or guarantors. We strive to maintain our cash deposits, money market funds and investments with multiple
financial institutions of reputable credit quality and, therefore, bear minimal credit risk. We actively monitor the third
party depository institutions that hold our cash, cash equivalents and investments. To date, we have experienced no
loss or lack of access to our invested cash, cash equivalents, and investments; however, we can provide no assurances
that access to our funds will not be impacted by future adverse conditions.
Summarized cash flow information is as follows:

Nine Months Ended
September 30,

(in thousands) 2015 2014
Net cash provided by operating activities $150,297 $147,844
Net cash used in investing activities (100,440 ) (70,252 )
Net cash used in financing activities (109,451 ) (41,865 )
Effect of exchange rate changes (5,757 ) (6,497 )
Net increase (decrease) in cash and cash equivalents (65,351 ) 29,230
Operating Activities
The increase of $2.5 million in cash provided by operating activities for the nine months ended September 30, 2015
compared to the nine months ended September 30, 2014 is primarily related to an increase in net income and
adjustments to net income for non-cash expenses, such as stock-based compensation and deferred taxes, offset by cash
outflows for changes in operating assets and liabilities primarily related to a decrease in accrued liabilities and other.
The change in cash flows relating to operating activities resulted from changes in operating assets and liabilities and is
primarily driven by the sales of our software and maintenance renewals. The significant changes in operating assets
and liabilities include the following:

•

Deferred revenue increased to $188.5 million at September 30, 2015 as compared to $163.4 million at December 31,
2014, resulting in an increase in operating liabilities and reflecting a cash inflow of $28.3 million for the nine months
ended September 30, 2015. The cash inflow resulting from the change in deferred revenue differs from the change
in the deferred revenue from the condensed consolidated balance sheets because the cash flow excludes the impact of
changes in foreign currency exchange rates used to translate the balances from our foreign subsidiaries' functional
currency into U.S. dollars and deferred revenue from acquisitions. Deferred revenue primarily consists of billings and
payments received in advance of revenue recognition from maintenance fees.

•

Accrued liabilities and other decreased to $24.4 million at September 30, 2015 as compared to $35.3 million at
December 31, 2014, resulting in a decrease in operating liabilities and reflecting a cash outflow of $11.7 million for
the nine months ended September 30, 2015. This decrease in accrued liabilities and resulting cash outflow was
primarily a result of a decrease in accrued annual bonuses, along with a decrease in deferred compensation accrued
related to acquisitions and payment of the lease termination settlement in the second quarter of 2015 related to our
former corporate headquarters.

•
Changes in our income tax receivable and payable balances are also significant components of our cash flows from
operating activities. Net cash provided by operating activities was reduced by income tax payments of $16.2 million
 in the nine months ended September 30, 2015 and $12.8 million in the nine months ended September 30, 2014 .
•Accounts receivable increased to $54.3 million at September 30, 2015 as compared to $50.8 million at December 31,
2014, resulting in an increase in operating assets and reflecting a cash outflow of $5.9 million for the nine months
ended September 30, 2015. Our accounts receivable balance fluctuates from period to period depending on the timing
of our sales, cash collections and changes to our allowance for doubtful accounts, which affects our cash flow from
operating activities. We have historically had insignificant write-offs related to bad debts. The allowance for doubtful
accounts was $0.5 million and $0.7 million at September 30, 2015 and 2014, respectively. We use days sales
outstanding, or DSO, calculated on a quarterly basis, as a measurement of the quality and status of our receivables.
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We define DSO as (a) accounts receivable divided by (b) total revenue for the most recent quarter, multiplied by
(c) the number of days in the quarter. Our DSO was 37.9 days and 38.9 days at September 30, 2015 and 2014,
respectively.
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Investing Activities
Net cash used in investing activities for the nine months ended September 30, 2015 was primarily related to $90.0
million of cash used for acquisitions (refer to Note 2, Acquisitions, in the Notes to the Condensed Consolidated
Financial Statements in Item 1 of Part I, for additional details) and $13.1 million of cash used to purchase property
and equipment, offset by $8.7 million of proceeds from maturities of investments. The purchases of property and
equipment primarily related to leasehold improvements and purchases of equipment and furniture related to the
expansion of our offices in North America. We received $3.4 million in tenant improvement allowances related to the
purchase of leasehold improvements during the first three quarters of 2015.
Net cash used in investing activities for the nine months ended September 30, 2014 was primarily related to $63.7
million of cash used for the acquisition of Pingdom and $16.8 million of cash used to purchase property and
equipment, offset by $13.5 million in proceeds from maturities of investments. The purchases of property and
equipment primarily related to leasehold improvements and other additions to our new corporate headquarters. We
received $7.1 million in tenant improvement allowances related to the purchase of leasehold improvements during the
first three quarters of 2014.
We expect our capital expenditures to be approximately $3 to $4 million for the remaining three months of 2015 and
approximately $14 to $18 million in fiscal year 2016, primarily related to purchases of leasehold improvements,
equipment, software and furniture in our domestic and international office locations to support their continued growth.
Financing Activities
Net cash used in financing activities for the nine months ended September 30, 2015 was primarily related to
repurchases of common stock of $210.2 million and the repayment of borrowings under our Credit Agreement of
$10.0 million, offset by $100.0 million of proceeds received from borrowings under our Credit Agreement.
The stock repurchases were related to 5.0 million shares of our common stock repurchased under our share repurchase
program announced in July 2015 for an aggregate purchase price including fees and commissions of $200.1 million
and $10.1 million for shares withheld and retired to satisfy tax withholding requirements related to the settlement of
restricted stock units during the period. 
In July 2015, we announced that our Board of Directors had approved a share repurchase program, authorizing us to
purchase up to $200.0 million of our outstanding common stock in the open market. Our share repurchase program
was completed in August 2015. Purchases under our share repurchase program were made in the open market in
accordance with Rule 10b-18 of the Exchange Act and were funded using a combination of our cash on hand, cash
generated from operations and borrowings under our Credit Agreement. Shares were retired upon repurchase.
In August 2015, we borrowed $100.0 million at an interest rate of approximately 1.4% under a revolving loan under
the Credit Agreement that was used to finance a portion of our share repurchase program and for general corporate
purposes. In September 2015, we repaid $10.0 million of the outstanding borrowings. See Note 5, Credit Agreement,
in the Notes to Condensed Consolidated Financial Statements, for additional information regarding our Credit
Agreement.
Net cash used in financing activities for the nine months ended September 30, 2014 was primarily related to the
repayment of borrowings under our Credit Agreement of $40.0 million and repurchases of common stock of $13.2
million. These repurchases were related to 0.2 million shares of our common stock repurchased under our share
repurchase program announced in July 2013 for an aggregate purchase price of $7.5 million and $5.7 million of shares
withheld and retired for tax withholding requirements on restricted stock units. The cash outflows were offset by $6.0
million of proceeds from the exercise of employee stock options and the excess tax benefit related to stock option
exercises of $5.3 million, which is a reduction in cash payments related to income taxes.
Anticipated Cash Flows
We believe that our existing cash and cash equivalents, our cash flows from operating activities and our borrowing
capacity under our Credit Agreement will be sufficient to fund our operations and our commitments for capital
expenditures for at least the next 12 months.
Our Credit Agreement, which we entered into on October 4, 2013 with a syndicated group of lenders, provides for an
unsecured $125.0 million five-year revolving credit facility that is comprised of revolving loans and swingline loans
and, subject to certain requirements, may be increased up to an additional $75.0 million for a maximum aggregate
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commitment of $200.0 million. As of September 30, 2015, $90.0 million of the borrowings remained outstanding
under the facility and we were in compliance with all covenants associated with the Credit Agreement. See Note 5,
Credit Agreement, in the Notes to Condensed Consolidated Financial Statements, for additional information regarding
our Credit Agreement.
Although we are not currently a party to any material definitive agreement regarding our potential investments in, or
acquisitions of, complementary businesses, applications or technologies, we may enter into these types of
arrangements, which
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could reduce our cash and cash equivalents, require us to seek additional equity or debt financing or repatriate cash
generated by our international operations that would cause us to incur a U.S. federal income tax liability. Additional
funds from financing arrangements may not be available on terms favorable to us or at all.
Our future capital requirements will depend on many factors, including our rate of revenue growth, the expansion of
our sales and marketing activities, the timing and extent of spending to support product development efforts and
expansion into new territories, the timing of any acquisitions to expand our business, the timing of expansions to our
office facilities, the timing of introductions of new software products and enhancements to existing software products,
and the continuing market acceptance of our software offerings. We expect to continue to pursue acquisitions that will
enable us to enter new markets or new segments of our existing markets by bringing new product offerings to market
more quickly than we can develop them.
In November 2013, we filed an automatic shelf registration statement with the SEC, which enables us to offer and sell
from time to time, in one or more offerings, an unspecified amount of common stock, preferred stock, depositary
shares, debt securities, warrants, purchase contracts, purchase units or any combination thereof and is intended to give
us flexibility to take advantage of financing opportunities as needed or deemed desirable in light of market conditions.
Debt securities sold by us may be fully and unconditionally guaranteed on an unsecured basis by SolarWinds
Worldwide, LLC, our principal operating subsidiary. The specific terms of any offerings of securities under the
automatic shelf registration statement will be provided in one or more supplements to the prospectus to be filed by us
in connection with any future offering.
Contractual Obligations and Commitments
As of September 30, 2015, with the exception of our operating leases, there have been no material changes in our
contractual obligations and commitments that were disclosed in our Annual Report on Form 10-K for the fiscal year
ended December 31, 2014.
In April 2015, we signed an amendment to the lease of our corporate headquarters in Austin, Texas to lease additional
office space beginning in 2017. The amendment increases our expected lease payments by approximately $2.5 million
for the year ending December 31, 2017, $3.3 million for the year ending December 31, 2018, $3.4 million for the year
ending December 31, 2019 and $37.4 million for the years ending thereafter through the expiration of the lease in
March 2028. See Note 8, Commitment and Contingencies, in the Notes to the Condensed Consolidated Financial
Statements in Item 1 of Part I of this Quarterly Report on Form 10-Q, for further discussion.
Critical Accounting Policies and Estimates
Our condensed consolidated financial statements are prepared in conformity with United States of America generally
accepted accounting principles, or GAAP, and require our management to make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenue, costs and expenses and related disclosures. We base our estimates
on historical experience and on various other assumptions that we believe to be reasonable under the circumstances. In
many instances, we could reasonably use different accounting estimates, and in some instances, changes in the
accounting estimates are reasonably likely to occur from period to period. Accordingly, actual results could differ
significantly from the estimates made by our management. To the extent that there are differences between our
estimates and actual results, our future financial statement presentation, financial condition, results of operations and
cash flows will be affected, perhaps materially.
In many cases, the accounting treatment of a particular transaction is specifically dictated by GAAP and does not
require management’s judgment in its application, while in other cases, management’s judgment is required in selecting
among available alternative accounting standards that allow different accounting treatment for similar transactions.
We believe that these accounting policies requiring significant management judgment and estimates are critical to
understanding our historical and future performance, as these policies relate to the more significant areas of our
financial results. These critical accounting policies are:
•Valuation of goodwill, intangibles, long-lived assets and contingent consideration, including accrued earnouts;
•Revenue recognition;
•Stock-based compensation;
•Income taxes; and
•Loss contingencies.
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Annual Report on Form 10-K for the fiscal year ended December 31, 2014 filed with the Securities and Exchange
Commission on February 23, 2015 under the heading “Management’s Discussion and Analysis of Financial Condition
and Results of
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Operations—Critical Accounting Policies and Estimates.” There have been no material changes to our critical accounting
policies and estimates since that time.
Recent Accounting Pronouncements
See Note 1, Summary of Significant Accounting Polices, in the Notes to Condensed Consolidated Financial
Statements in Item 1 of Part I of this Quarterly Report on Form 10-Q, for a full description of recent accounting
pronouncements, which is incorporated herein by reference.
Off-Balance Sheet Arrangements
During the first three quarters of 2015, 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 or other contractually narrow or limited purposes.
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Item 3: Quantitative and Qualitative Disclosures About Market Risk
We are exposed to certain financial market risks, including the following:
Interest Rate Risk
We had cash and cash equivalents of $172.6 million and $237.9 million at September 30, 2015 and December 31,
2014, respectively. We also had total short-term and long-term investments classified as available-for-sale securities
of $26.6 million and $29.8 million at September 30, 2015 and December 31, 2014, respectively. Our cash and cash
equivalents consist primarily of bank deposits and money market funds, and our available-for-sale securities consist of
corporate bonds held in investment accounts in the United States. We hold cash, cash equivalents and
available-for-sale securities for working capital purposes. Our investments are made for capital preservation purposes,
and we do not enter into investments for trading or speculative purposes.
We do not have material exposure to market risk with respect to our cash and cash equivalents, as these consist
primarily of highly liquid investments purchased with original maturities of three months or less at September 30,
2015. Our portfolio of available-for-sale securities classified as investments is subject to market risk due to changes in
interest rates. Changes in interest rates could impact our future investment income, or we may suffer losses in
principal if we are forced to sell securities that decline in market value due to changes in interest rates. However,
because we classify our investment securities as “available for sale,” no gains or losses are recognized due to changes in
interest rates unless such securities are sold prior to maturity or declines in fair value are determined to be
other-than-temporary.
We have interest rate risk relating to the associated interest expense under our Credit Agreement, which has the option
to be indexed to Wells Fargo Bank’s prime rate, the federal funds rate or LIBOR. However, due to the short-term
nature and notional amount of our variable rate obligations, a hypothetical increase of 100 basis points on an annual
basis would not have a material impact on our interest expense or cash flows. See Note 5, Credit Agreement, in the
Notes to Condensed Consolidated Financial Statements for additional information regarding our Credit Agreement.
Foreign Currency Risk
As a global company, we face exposure to adverse movements in foreign currency exchange rates. Our revenue from
our international subsidiaries was approximately 25.6% of our total revenue for the nine months ended September 30,
2015. The foreign currencies that we invoice and on which we collect are primarily the Euro, British Pound Sterling
and Australian Dollar. Expenses incurred by our international subsidiaries are, generally, denominated in the local
currency of the subsidiary. Our condensed consolidated statements of income are translated into U.S. dollars at the
average exchange rates in each applicable period. To the extent the U.S. dollar strengthens against foreign currencies,
the translation of these foreign currency denominated transactions results in reduced revenues, operating expenses and
net income for our international operations. Similarly, our revenues, operating expenses and net income will increase
for our international operations if the U.S. dollar weakens against foreign currencies.
We utilize purchased foreign currency forward contracts to minimize our foreign exchange exposure on certain
foreign balance sheet positions denominated in currencies other than the Euro. We do not enter into any derivative
financial instruments for trading or speculative purposes. Our objective in managing our exposure to foreign currency
exchange rate fluctuations is to reduce the impact of adverse fluctuations in such exchange rates on our earnings and
cash flow. The notional amounts and currencies underlying our foreign currency forward contracts will fluctuate
period to period as they are principally dependent on the balances of the balance sheet positions that are denominated
in currencies other than the Euro held by our global entities. There can be no assurance that our foreign currency
hedging activities will substantially offset the impact of fluctuation in currency exchange rates on our results of
operations and functional positions. As of September 30, 2015, we did not have any forward contracts outstanding and
while we do not have a formal policy to settle all derivatives prior to the end of each quarter, our current practice is to
do so. The effect of derivative instruments on our condensed consolidated statements of income was insignificant for
the first three quarters of 2015.
We are exposed to credit-related losses in the event of non-performance by counterparties to derivative financial
instruments, but we do not expect any counterparties to fail to meet their obligations given their high credit ratings. In
addition, we diversify this risk across several counterparties and actively monitor their ratings.
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We are also exposed to foreign exchange rate fluctuations as we translate or remeasure the financial statements of our
foreign subsidiaries into U.S. dollars in consolidation. If there is a change in foreign currency exchange rates, the
conversion of the foreign subsidiaries’ financial statements into U.S dollars will lead to remeasurement gains and
losses recorded in income, or translation gains or losses that are recorded as a component of accumulated other
comprehensive income (loss).
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Item 4: Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our Chief Executive Officer, our Chief Financial Officer and Chief
Accounting Officer, evaluated the effectiveness of our disclosure controls and procedures as of September 30, 2015.
The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act,
means controls and other procedures of a company that are designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the SEC’s rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the company’s management, including its principal executive and principal
financial officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that
any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship
of possible controls and procedures. Based on the evaluation of our disclosure controls and procedures as of
September 30, 2015, our Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer concluded
that, as of such date, our disclosure controls and procedures were effective at a reasonable assurance level.
Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting that occurred during the quarter ended
September 30, 2015 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings
From time to time, we have been and may be involved in various legal proceedings and claims arising in our ordinary
course of business. At this time, neither we nor any of our subsidiaries is a party to, and none of our respective
property is the subject of, any material legal proceeding. However, the outcome of legal proceedings and claims
brought against us are subject to significant uncertainty. Therefore, if one or more of these legal matters were resolved
against us in the same reporting period for amounts in excess of management’s expectations, our consolidated financial
statements for a particular period could be materially adversely affected. See the risk factor “Litigation exposure related
to our pending and any future litigation could adversely affect our results of operations, profitability and cash flows” in
Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2014 under the heading “Risk
Factors.”
Item 1A. Risk Factors
If the Merger contemplated by the Merger Agreement does not occur, it could have a material adverse effect on our
business, results of operations, financial condition and stock price.

On October 21, 2015, we agreed to merge with a subsidiary of Project Aurora Holdings, LLC, an entity formed by
affiliates of private equity investment firms Silver Lake Partners and Thoma Bravo. Completion of the proposed
Merger is subject to the satisfaction of various conditions, including the receipt of approvals from our stockholders
and from government or regulatory agencies. There is no assurance that all of the various conditions will be satisfied,
or that the Merger will be completed on the proposed terms, within the expected timeframe, or at all.
The proposed Merger gives rise to inherent risks that include:

•if the Merger is not completed, the share price of our common stock will change to the extent that the current marketprice of our stock reflects an assumption that the Merger will be completed;

•
the amount of the cash to be paid under the Merger agreement is fixed and will not be adjusted for changes in our
business, assets, liabilities, prospects, outlook, financial condition or results of operations or in the event of any
change in the market price of, analyst estimates of, or projections relating to, our common stock;

•

legal or regulatory proceedings, including regulatory approvals from various domestic and foreign governmental
entities (including any conditions, limitations or restrictions placed on these approvals) and the risk that one or more
governmental entities may delay or deny approval, or other matters that affect the timing or ability to complete the
transaction as contemplated;
•the ability of Thoma Bravo, Silver Lake and their affiliates to obtain the necessary funds to complete the Merger;

•the possibility of disruption to our business, including increased costs and diversion of management time andresources;

•difficulties maintaining business and operational relationships, including relationships with customers, vendors,suppliers, distributors, resellers and other business partners;
•the inability to attract and retain key personnel pending consummation of the proposed Merger;

•potential stockholder litigation relating to the Merger could prevent or delay the Merger or otherwise negativelyimpact our business and operations;

•the inability to pursue alternative business opportunities or make changes to our business pending the completion ofthe proposed Merger;

•the requirement to pay a termination fee of $159.0 million if we terminate the Merger Agreement under certaincircumstances;

•developments beyond our control including, but not limited to, changes in domestic or global economic conditionsthat may affect the timing or success of the proposed Merger; and

•

the risk that if the proposed Merger is not completed, the market price of our common stock could decline, investor
confidence could decline, stockholder litigation could be brought against us, relationships with customers, suppliers
and other business partners may be adversely impacted, we may be unable to retain key personnel, and profitability
may be adversely impacted due to costs incurred in connection with the proposed Merger.

Edgar Filing: SolarWinds, Inc. - Form 10-Q

58



35

Edgar Filing: SolarWinds, Inc. - Form 10-Q

59



Table of Contents

There have been no other material changes from the risk factors disclosed in our Annual Report on Form 10-K for the
fiscal year ended December 31, 2014.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Issuer Purchases of Equity Securities

Period
Number of
Shares
Purchased

Average
Price Paid
Per Share (1)

Total
Number
of Shares
Purchased
as Part of a
Publicly
Announced
Plan or Program
(2)

Approximate
Dollar
Value of
Shares That
May Yet Be
Purchased
Under the
Plan or Program
(in thousands)
(1), (2)

July 1-31, 2015 1,964,679 $38.95 1,964,679 $123,477
August 1-31, 2015 3,003,691 41.11 3,003,691 —
September 1-30, 2015 — — — —
       Total 4,968,370 $40.25 4,968,370 —
(1)Amounts exclude fees and commissions associated with the share repurchases.

(2)

In July 2015, we announced that our Board of Directors approved a share repurchase program, authorizing us to
purchase up to $200.0 million of our outstanding common stock in the open market. Our share repurchase program
was completed in August 2015. Purchases under our share repurchase program were made in the open market in
accordance with Rule 10b-18 under the Exchange Act. The shares were retired upon repurchase.

Item 5. Other Information
Section 13(r) Disclosure

The following activities are disclosed as required by Section 13(r)(1)(D) of the Exchange Act:

During our routine internal quarterly review of transactions, we discovered that we sold certain perpetual license
software products and maintenance services through a third party reseller in January 2015 to Bank Melli Iran, an
entity designated by the U.S. Treasury Department’s Office of Foreign Assets Control (OFAC) as an entity owned or
controlled by the Government of Iran and blocked pursuant to Executive Order No. 13382. The transaction was
consummated with a third party reseller located in Dubai, United Arab Emirates and we received payment of $29,733
for the sale of the software and maintenance services. At the time of fulfillment, the name and location of the end user
was supplied to us as Bank Melli Iran located in Dubai, United Arab Emirates. Upon further diligence in our internal
quarterly review, we recognized that the customer was blocked and immediately ceased providing all ongoing
maintenance services, including access to receive updated versions of the software and support services. We therefore
have no further obligations to Bank Melli Iran and do not intend to continue providing them with software or services
in the future. We have voluntarily filed appropriate disclosure with OFAC and the U.S. Department of Commerce,
Bureau of Industry and Security.
Item 6. Exhibits
See the Exhibit Index following the signature page to this Quarterly Report on Form 10-Q for a list of exhibits filed or
furnished with this report, which Exhibit Index is incorporated herein by reference.
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SOLARWINDS, INC.
SIGNATURE
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.

SOLARWINDS, INC.

Dated: November 9, 2015 By: /s/ JASON REAM

Jason Ream
Executive Vice President, Finance and Chief Financial
Officer
(on behalf of the Registrant and as principal financial
officer)
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EXHIBIT INDEX

Exhibit
No.

Provided
Herewith

Incorporated by Reference
Exhibit Description Form SEC File No. Exhibit Filing Date

2.1

Agreement and Plan of Merger, dated
as of October 21, 2015, by and among
Project Aurora Holdings, LLC, Project
Aurora Merger Corp., and Registrant

8-K/A 001-34358 2.1 10/27/2015

3.1 Amended and Restated Certificate of
Incorporation of the Registrant S-1/A 333-162661 3.1 11/5/2009

3.2 Amended and Restated Bylaws of the
Registrant 8-K 001-34358 3.1 9/24/2013

3.3 Amendment to the Amended and
Restated Bylaws of Registrant 8-K 001-34358 3.1 10/21/2015

10.1
Form of Option Award Agreement
under 2015 Performance Incentive
Plan #

*

10.2
Form of Restricted Stock Unit Award
Agreement under 2015 Performance
Incentive Plan #

*

31.1

Certification of Chief Executive
Officer pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as
adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

*

31.2

Certification of Chief Financial
Officer pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as
adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

*

31.3

Certification of Chief Accounting
Officer pursuant to Exchange Act
Rules 13a-14(a) and 15d-14(a), as
adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

*

32.1

Certifications of Chief Executive
Officer, Chief Financial Officer and
Chief Accounting Officer pursuant to
18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

**

101.INS XBRL Instance Document *

101.SCH XBRL Taxonomy Extension Schema
Document *

101.CAL XBRL Taxonomy Calculation
Linkbase Document *

101.DEF XBRL Taxonomy Definition Linkbase
Document *

Edgar Filing: SolarWinds, Inc. - Form 10-Q

62



101.LAB XBRL Taxonomy Label Linkbase
Document *

101.PRE XBRL Taxonomy Presentation
Linkbase Document *

# Indicates management contract or compensatory plan or arrangement.
* Filed herewith
** Furnished herewith

38
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