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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the

Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, which

statements involve substantial risks and uncertainties. Forward-looking statements generally relate to future events or

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

they contain words such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “could,” “intends,” “target,” “projects,”
“believes,” “estimates,” “predicts,” “potential” or “‘continue” or the negative of these words or other similar terms or expressiol
that concern our expectations, strategy, plans or intentions. Forward-looking statements contained in this Quarterly

Report on Form 10-Q include, but are not limited to, statements about:

99 ¢ 9 ¢ LT3 LR T3

99 ¢ 9 ¢

-our ability to attract and retain users and increase the level of engagement, including ad engagement, of our users;
-our ability to develop or acquire new products and services, improve our existing products and services and increase
the value of our products and services;

-our business strategies, including our plans for growth;

-our ability to attract advertisers to our platform and increase the amount that advertisers spend with us;

-our expectations regarding our user growth rate and the continued usage of our mobile applications;

-our ability to increase our revenue and our revenue growth rate;

our ability to improve user monetization, including of our logged out and syndicated
audiences;

-our future financial performance, including trends in cost per ad engagement, revenue, cost of revenue, operating
expenses and income taxes;

-our expectations regarding outstanding litigation;

-the effects of seasonal trends on our results of operations;

-the sufficiency of our cash and cash equivalents and cash generated from operations to meet our working capital and
capital expenditure requirements;

-our ability to timely and effectively scale and adapt our existing technology and network infrastructure;

-our ability to successfully acquire and integrate companies and assets; and

-our ability to successfully enter new markets and manage our international expansion, including our ability to operate
in those countries.

We caution you that the foregoing list may not contain all of the forward-looking statements made in this Quarterly

Report on Form 10-Q.

You should not rely upon forward-looking statements as predictions of future events. We have based the
forward-looking statements contained in this Quarterly Report on Form 10-Q primarily on our current expectations

and projections about future events and trends that we believe may affect our business, financial condition, operating
results, cash flows or prospects. The outcome of the events described in these forward-looking statements is subject to
risks, uncertainties and other factors described in the section titled “Risk Factors” and elsewhere in this Quarterly Report
on Form 10-Q. Moreover, we operate in a very competitive and rapidly changing environment. New risks and
uncertainties emerge from time to time and it is not possible for us to predict all risks and uncertainties that could have
an impact on the forward-looking statements contained in this Quarterly Report on Form 10-Q. We cannot assure you
that the results, events and circumstances reflected in the forward-looking statements will be achieved or occur, and
actual results, events or circumstances could differ materially from those described in the forward-looking statements.

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

We review a number of metrics, including monthly active users, or MAUs, changes in ad engagements and changes in
cost per ad engagement, to evaluate our business, measure our performance, identify trends affecting our business,
formulate business plans and make strategic decisions. See the section titled “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Key Metrics” for a discussion of how we calculate MAUs.

The numbers of active users presented in this Quarterly Report on Form 10-Q are based on internal company data.
While these numbers are based on what we believe to be reasonable estimates for the applicable period of
measurement, there are inherent challenges in measuring usage and user engagement across our large user base around
the world. For example, there are a number of false or spam accounts in existence on our platform. We have
performed an internal review of a sample of accounts and estimate that false or spam accounts represented less than
5% of our MAUs as of December 31, 2014. In making this determination, we applied significant judgment, so our
estimation of false or spam accounts may not accurately represent the actual number of such accounts, and the actual
number of false or spam accounts could be higher than we have estimated. We are continually seeking to improve our
ability to estimate the total number of spam accounts and eliminate them from the calculation of our active users, and
in the past have made improvements in our spam detection capabilities that have resulted in the suspension of a large
number of accounts. Spam accounts that we have identified are not included in the active user numbers presented in
this Quarterly Report on Form 10-Q. We treat multiple accounts held by a single person or organization as multiple
users for purposes of calculating our active users because we permit people and organizations to have more than one
account. Additionally, some accounts used by organizations are used by many people within the organization. As
such, the calculations of our active users may not accurately reflect the actual number of people or organizations using
our platform.

Our metrics are also affected by applications that automatically contact our servers for regular updates with no
discernable user action involved, and this activity can cause our system to count the users associated with such
applications as active users on the day or days such contact occurs. In the three months ended December 31, 2014,
approximately 8.5% of users used third-party applications that may have automatically contacted our servers for
regular updates without any discernable additional user-initiated action. As such, the calculations of MAUSs presented
in this Quarterly Report on Form 10-Q may be affected as a result of this activity.

In addition, our data regarding user geographic location for purposes of reporting the geographic location of our
MAUESs is based on the IP address associated with the account when a user initially registered the account on Twitter.
The IP address may not always accurately reflect a user’s actual location at the time such user engaged with our
platform.

We regularly review and may adjust our processes for calculating our internal metrics to improve their accuracy. Our
measures of user growth and user engagement may differ from estimates published by third parties or from
similarly-titled metrics of our competitors due to differences in methodology. We present and discuss our total
audience based on both internal metrics and data from Google Analytics, which measures unique visitors to our
properties.
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PART I — FINANCIAL INFORMATION

Item 1. Financial Statements

TWITTER, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)

Assets

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net of allowance for doubtful accounts of $7,864 and $5,507

as of March 31, 2015 and December 31, 2014, respectively
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets
Goodwill
Other assets
Total assets
Liabilities and stockholders' equity
Current liabilities:
Accounts payable
Accrued and other current liabilities
Capital leases, short-term
Total current liabilities
Convertible notes
Capital leases, long-term
Deferred and other long-term tax liabilities, net
Other long-term liabilities
Total liabilities
Commitments and contingencies (Note 12)
Stockholders' equity:
Preferred stock, $0.000005 par value-- 200,000 shares authorized; none issued and
outstanding

March 31,

2015

$1,607,405
1,949,803

415,479
221,404
4,194,091
599,751
99,317
702,699
47,559
$5,643,417

$48,384
239,963
105,948
394,295
1,395,113
99,693
26,077
41,142
1,956,320

Common stock, $0.000005 par value-- 5,000,000 shares authorized; 653,141 and 642,385 3

shares

December
31,
2014

$1,510,724
2,111,154

418,454
215,521
4,255,853
557,019
105,011
622,570
42,629
$5,583,082

$53,241
228,233
112,320
393,794
1,376,020
118,950
24,706
43,209
1,956,679
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issued and outstanding as of March 31, 2015 and December 31, 2014, respectively
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Total stockholders' equity
Total liabilities and stockholders' equity

The accompanying notes are an integral part of these consolidated financial statements.

5,464,938 5,208,870
(42,956 ) (10,024 )
(1,734,888) (1,572,446)
3,687,097 3,626,403
$5,643,417 $5,583,082
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TWITTER, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)

Three Months Ended

March 31,

2015 2014
Revenue $435,939 $250,492
Costs and expenses
Cost of revenue 143,475 85,503
Research and development 189,746 149,391
Sales and marketing 183,557 106,235
General and administrative 65,777 38,734
Total costs and expenses 582,555 379,863
Loss from operations (146,616) (129,371)
Interest expense (24,319 ) (3,102 )
Other income (expense), net 9,125 1,333
Loss before income taxes (161,810) (131,140)
Provision for income taxes 632 1,222
Net loss $(162,442) $(132,362)
Net loss per share attributable to common stockholders:
Basic $(0.25 ) $(0.23 )
Diluted $(0.25 ) $(0.23 )

Weighted-average shares used to compute net loss

per share attributable to common stockholders:
Basic 640,464 570,205
Diluted 640,464 570,205
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The accompanying notes are an integral part of these consolidated financial statements.
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TWITTER, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

(Unaudited)

Net loss

Other comprehensive income (loss):

Unrealized gain (loss) on investments in available-for-sale securities, net of tax
Foreign currency translation adjustment

Net change in accumulated other comprehensive loss

Comprehensive loss

Three Months Ended
March 31,

2015 2014
$(162,442) $(132,362)

570 (31 )
(33,502 ) 58
(32,932 ) 27
$(195,374) $(132,335)

11
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The accompanying notes are an integral part of these consolidated financial statements.
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TWITTER, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Three Months Ended

March 31,

2015 2014
Cash flows from operating activities
Net loss $(162,442 ) $(132,362)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 67,864 39,951
Stock-based compensation expense 182,805 126,369
Amortization of discount on convertible notes 16,638 —
Provision for bad debt 2,792 778
Deferred income tax benefit (1,942 ) 10
Other non-cash adjustments 6,411 ) 2,255
Changes in assets and liabilities, net of assets acquired and liabilities assumed from
acquisitions:
Accounts receivable 4,159 ) 8,861
Prepaid expenses and other assets (2,640 ) (30415 )
Accounts payable (1,714 ) (303 )
Accrued and other liabilities 1,390 27,539
Net cash provided by operating activities 92,181 42,683
Cash flows from investing activities
Purchases of property and equipment (67,735 ) (49,620 )
Purchases of marketable securities (729,793 ) (470,750)
Proceeds from maturities of marketable securities 712,405 477,333
Proceeds from sales of marketable securities 178,631 168,138
Changes in restricted cash (3,362 ) (12,138 )
Business combinations, net of cash acquired (28,927 ) —
Other investing activities (2,000 ) —
Net cash provided by investing activities 59,219 112,963
Cash flows from financing activities
Taxes paid related to net share settlement of equity awards (6,174 ) (15,140 )
Repayments of capital lease obligations (33,546 ) (21,521 )
Proceeds from exercise of stock options 3,749 1,350
Other financing activities — (1,162 )
Net cash used in financing activities (35,971 ) (36,473 )
Net increase in cash and cash equivalents 115,429 119,173
Foreign exchange effect on cash and cash equivalents (18,748 ) 572
Cash and cash equivalents at beginning of period 1,510,724 841,010
Cash and cash equivalents at end of period $1,607,405 $960,755
Supplemental disclosures of non-cash investing and financing activities
Common stock issued in connection with acquisitions $57,679 $—
Equipment purchases under capital leases $4,821 $16,957

14
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Changes in accrued equipment purchases

The accompanying notes are an integral part of these consolidated financial statements.

$12,360

$11,051

15
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TWITTER, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1. Description of Business and Summary of Significant Accounting Policies

Twitter, Inc. (“Twitter” or the “Company’’) was incorporated in Delaware in April 2007, and is headquartered in San
Francisco, California. Twitter offers products and services for users, advertisers, developers and platform and data
partners.

Basis of Presentation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated in consolidation.

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles in the United States of America (“U.S. GAAP”). The unaudited interim consolidated
financial statements have been prepared on the same basis as the audited consolidated financial statements and reflect,
in management’s opinion, all adjustments of a normal, recurring nature that are necessary for the fair statement of the
Company’s financial position, results of operations and cash flows for the interim periods, but are not necessarily
indicative of the results expected for the full fiscal year or any other period. Certain prior period amounts have been
reclassified to conform to the current period presentation.

The accompanying interim consolidated financial statements and these related notes should be read in conjunction
with the consolidated financial statements and related notes included in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2014.

Use of Estimates

The preparation of the Company’s consolidated financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and
expenses, as well as related disclosure of contingent assets and liabilities. The Company bases its estimates on past
experience and other assumptions that the Company believes are reasonable under the circumstances, and the
Company evaluates these estimates on an ongoing basis. Actual results could differ materially from the Company’s
estimates. To the extent that there are material differences between these estimates and actual results, the Company’s
financial condition or operating results will be affected.

Recent Accounting Pronouncements

In May 2014, the FASB issued a new accounting standard update on revenue recognition from contracts with
customers. The new guidance will replace all current U.S. GAAP guidance on this topic and eliminate all
industry-specific guidance. According to the new guidance, revenue is recognized when promised goods or services
are transferred to customers in an amount that reflects the consideration for which the Company expects to be entitled
in exchange for those goods or services. This guidance will be effective for the Company beginning January 1, 2017
and can be applied either retrospectively to each period presented or as a cumulative-effect adjustment as of the date
of adoption. Early adoption is not permitted. The Company has not yet selected a transition method and is evaluating
the impact of adopting this new accounting standard update on the financial statements and related disclosures.

16
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In June 2014, the FASB issued a new accounting standard update on stock-based compensation when the terms of an
award provide that a performance target could be achieved after the requisite service period. The new guidance
requires that a performance target that affects vesting, and that could be achieved after the requisite service period, be
treated as a performance condition. As such, the performance target should not be reflected in estimating the
grant-date fair value of the award. This update further clarifies that compensation cost should be recognized in the
period in which it becomes probable that the performance target will be achieved and should represent the
compensation cost attributable to the periods for which the requisite service has already been rendered. This guidance
will be effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2015 and
can be applied either prospectively or retrospectively to all awards outstanding as of the beginning of the earliest
annual period presented as an adjustment to opening retained earnings. Early adoption is permitted. Adoption of this
new accounting standard update is expected to have no impact to the Company’s financial statements.

9
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In February 2015, the Financial Accounting Standards Board (“FASB”) issued a new accounting standard update on
consolidation analysis. The new guidance amends the current consolidation guidance with respect to the analysis that
a reporting entity must perform to determine whether it should consolidate certain types of legal entities. This
guidance will be effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2015. Early adoption is permitted, but the guidance must be applied as of the beginning of the fiscal year containing
the adoption date. Adoption of this new accounting standard update is not expected to have a material impact on the
Company’s financial statements.

In April 2015, the FASB issued a new accounting standard update on the presentation of debt issuance costs. The new
guidance requires the debt issuance costs related to a recognized debt liability be presented in the balance sheet as a
direct deduction from the carrying amount of that debt liability. This guidance will be effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2015. Early adoption is permitted. Adoption of
this new accounting standard update is not expected to have a material impact on the Company’s financial statements.

Note 2. Cash, Cash Equivalents and Short-term Investments

Cash, cash equivalents and short-term investments consist of the following (in thousands):

December

March 31, 31,

2015 2014
Cash and cash equivalents:
Cash $198,102  $147,848
Money market funds 810,516 882,443
U.S. government and agency securities including treasury bills 279,529 271,418
Corporate notes, certificates of deposit and commercial paper 319,258 209,015
Total cash and cash equivalents $1,607,405 $1,510,724

Short-term investments:

U.S. government and agency securities including treasury bills  $927,087  $1,009,541
Corporate notes, certificates of deposit and commercial paper 1,022,716 1,101,613
Total short-term investments $1,949,803 $2,111,154

The following tables summarize unrealized gains and losses related to available-for-sale securities classified as
short-term investments on the Company’s consolidated balance sheets (in thousands):

March 31, 2015

Gross Gross Gross Aggregated
Amortized Unrealized Unrealized Estimated
Costs Gains Losses Fair Value
U.S. Government and agency securities including
treasury bills $927,170 $ 22 $ (105 ) $927,087
Corporate notes, certificates of deposit and 1,023,007 44 (335 ) 1,022,716

18
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commercial paper
Total available-for-sale securities classified as

short-term investments

U.S. Government and agency securities including

treasury bills
Corporate notes, certificates of deposit and

commercial paper
Total available-for-sale securities classified as

short-term investments

$1,950,177 $

66

December 31, 2014
Gross Gross

Amortized Unrealized

Costs Gains

$1,009,827 $

1,102,275

$2,112,102 $

8

4

12

$ (440 ) $1,949,803

Gross Aggregated
Unrealized Estimated
Losses Fair Value

$ (294 ) $1,009,541

(666 ) 1,101,613

$ 960 ) $2,111,154
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There were no securities in a continuous loss position for 12 months or longer as of March 31, 2015 and December 31,
2014.

Investments are reviewed periodically to identify possible other-than-temporary impairments. No impairment loss has
been recorded on the securities included in the tables above as the Company believes that the decrease in fair value of
these securities is temporary and expects to recover up to (or beyond) the initial cost of investment for these securities.

Note 3. Fair Value Measurements

The Company measures its cash equivalents, short-term investments and derivative financial instruments at fair value.
The Company classifies its cash equivalents, short-term investments and derivative financial instruments within

Level 1 or Level 2 because the Company values these investments using quoted market prices or alternative pricing
sources and models utilizing market observable inputs. The fair value of the Company’s Level 1 financial assets is
based on quoted market prices of the identical underlying security. The fair value of the Company’s Level 2 financial
assets is based on inputs that are directly or indirectly observable in the market, including the readily-available pricing
sources for the identical underlying security that may not be actively traded.

The following tables set forth the fair value of the Company’s financial assets and liabilities measured at fair value on a
recurring basis as of March 31, 2015 and December 31, 2014 based on the three-tier fair value hierarchy (in
thousands):

March 31, 2015
Level 1 Level 2 Level Total

3
Assets
Cash equivalents:
Money market funds $810,516 $— $ — $810,516
Treasury bills 146,542 — — 146,542
U.S. government securities — 104,387 — 104,387
Agency securities — 28,600 — 28,600
Corporate notes — 2,549 — 2,549
Commercial paper — 303,709 — 303,709
Certificates of deposit — 13,000 — 13,000
Short-term investments:
Treasury bills 146,543 — — 146,543
U.S. government securities — 657,390 — 657,390
Agency securities — 123,154 — 123,154
Corporate notes — 525,212 — 525,212
Commercial paper — 262,353 — 262,353
Certificates of deposit — 235,151 — 235,151
Other current assets:
Foreign currency forward contracts — 439 — 439
Liabilities
Other current liabilities:
Foreign currency forward contracts — (98 ) — (98 )
Total $1,103,601 $2,255.846 $ — $3,359,447

11
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December 31, 2014

Level

Level 1 Level 2 3 Total
Assets
Cash equivalents:
Money market funds $882,443 $— $ — $882,443
Treasury bills 73,525 — — 73,525
U.S. government securities — 157,895 — 157,895
Agency securities — 39,998 — 39,998
Corporate notes — 13,684 — 13,684
Commercial paper — 185,321 — 185,321
Certificates of deposit — 10,010 — 10,010
Short-term investments:
Treasury bills 167,575 — — 167,575
U.S. government securities — 746,128 — 746,128
Agency securities — 95,838 — 95,838
Corporate notes — 551,604 — 551,604
Commercial paper — 300,589 — 300,589
Certificates of deposit — 249,420 — 249,420
Total $1,123,543 $2,350,487 $ — $3,474,030

In 2014, the Company issued $935.0 million principal amount of 0.25% convertible senior notes due in 2019 (the

“2019 Notes”) and $954.0 million principal amount of 1.00% convertible senior notes due in 2021 (the “2021 Notes” and
together with the 2019 Notes, the “Notes”) in a private placement to qualified institutional buyers pursuant to Rule144A
under the Securities Act of 1933, as amended. Refer to Note 8 — Convertible Senior Notes for further details on the
Notes. The estimated fair value of the 2019 Notes and 2021 Notes based on a market approach as of March 31, 2015

was approximately $920.5 million and $937.8 million respectively, which represents a Level 2 valuation. The

estimated fair value was determined based on the quoted closing price of the Notes in an over-the-counter market on
March 31, 2015.

Derivative Financial Instruments

The Company enters into foreign currency forward contracts with financial institutions to reduce the risk that its
earnings may be adversely affected by the impact of exchange rate fluctuations on monetary assets or liabilities
denominated in currencies other than the functional currency of a subsidiary. These contracts do not subject the
Company to material balance sheet risk due to exchange rate movements because gains and losses on these derivatives
are intended to offset gains and losses on the hedged foreign currency denominated assets and liabilities. These
foreign currency forward contracts are not designated as hedging instruments.

The Company recognizes these derivative instruments as either assets or liabilities in the consolidated balance sheets
at fair value based on a Level 2 valuation. The Company records changes in the fair value (i.e., gains or losses) of the
derivatives as other income (expense), net in the consolidated statements of operations. The notional principal of
foreign currency forward contracts outstanding was equivalent to $128.5 million at March 31, 2015. There were no
outstanding foreign currency forward contracts as of December 31, 2014.
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The fair values of outstanding derivative instruments for the periods presented on a gross basis are as follows (in
thousands):

March December
31, 31,
Balance Sheet Location 2015 2014
Assets
Foreign currency forward contracts not designated as hedging Other current assets $439 —
instruments
Liabilities
Foreign currency forward contracts not designated as hedging Other current liabilities 98 —
instruments
Total $341 §  —
12
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The realized gains and losses on the foreign currency forward contracts were not significant in the three months ended
March 31, 2015. The Company did not have any derivative financial instruments in the three months ended March 31,
2014.

Note 4. Property and Equipment, Net

The following table presents the detail of property and equipment, net for the periods presented (in thousands):

December

March 31, 31,

2015 2014
Property and equipment, net
Equipment $611,086 $584,561
Furniture and leasehold improvements 147,831 131,851
Capitalized software 112,535 82,052
Construction in progress 115,656 89,806
Total 987,108 888,270
Less: Accumulated depreciation and

amortization (387,357) (331,251)

Property and equipment, net $599,751 $557,019

Note 5. Goodwill and Intangible Assets

The following table presents the goodwill activities for the periods presented (in thousands):

Goodwill

Balance as of December 31, 2014 $622.570
2015 acquisitions 80,471
Foreign currency translation adjustment (342 )
Balance as of March 31, 2015 $702,699

For each of the period presented, gross goodwill balance equaled the net balance since no impairment charges have
been recorded.

The following table presents the detail of intangible assets for the periods presented (in thousands):
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Gross Net
Carrying Accumulated Carrying
Value Amortization Value

March 31, 2015:
Patents and developed technologies  $110,152 $ (31,365 ) $78,787
Publisher and advertiser relationships 32,000 (12,223 ) 19,777

Assembled workforce 1,960 (1,522 ) 438
Other intangible assets 1,100 (785 ) 315
Total $145212 $ (45,895 ) $99,317

December 31, 2014:
Patents and developed technologies ~ $105,052 $ (23,165 ) $81,887
Publisher and advertiser relationships 32,000 (9,831 ) 22,169

Assembled workforce 1,960 (1,457 ) 503
Other intangible assets 1,100 (648 ) 452
Total $140,112 $ (35,101 ) $105,011

Amortization expense associated with intangible assets for the three months ended March 31, 2015 and 2014 was
$10.8 million and $6.2 million, respectively.
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Estimated future amortization expense as of March 31, 2015 is as follows (in thousands):

Remainder of 2015 $29,201

2016 26,811
2017 11,624
2018 9,832
2019 5,430
Thereafter 16,419
Total $99,317

Note 6. Accrued and other current liabilities

The following table presents the detail of accrued and other current liabilities for the periods presented (in thousands):

March December

31, 31,

2015 2014
Accrued compensation $80,517 $68,000
Accrued fixed assets and maintenance 24,809 13,459
Accrued publisher payments 24,597 27,996
Accrued sales and marketing expenses 10,924 25,264
Accrued other 99,116 93,514
Total $239,963 $228,233

Note 7. Acquisitions

During the three months ended March 31, 2015, the Company acquired two companies, which were accounted for as
business combinations. The total purchase price of $86.6 million (paid in shares of the Company’s common stock
having a total fair value of $57.7 million and cash of $28.9 million) for these acquisitions was allocated as follows:
$5.1 million to developed technologies, $2.8 million to net tangible assets acquired based on their estimated fair value
on the acquisition date, $1.8 million to deferred tax liability, and the excess $80.5 million of the purchase price over
the fair value of net assets acquired to goodwill. Goodwill resulting from these acquisitions is not expected to be
deductible for U.S. income tax purposes. Developed technologies will be amortized on a straight-line basis over their
estimated useful lives of 12 months.

In connection with both of the acquisitions completed during the three months ended March 31, 2015, the Company
also agreed to issue shares of the Company’s common stock with a total fair value up to $38.2 million, which is to be
paid to certain employees of the acquired entities contingent upon their continued employment with the Company.
The Company will recognize compensation expense related to the equity consideration over the requisite service
periods of up to 48 months from the respective acquisition dates on a straight-line basis. In addition, the Company will
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recognize approximately $3.0 million of stock-based compensation expense in relation to assumed stock options over
the remaining requisite service periods of up to 45 months from the respective acquisition dates on a straight-line
basis, excluding the fair value of the assumed stock options that was allocated and recorded as part of the purchase
price for the portion of the service period completed prior to the closing of the applicable acquisition.

The results of operations for each of these acquisitions have been included in the Company’s consolidated statements
of operations since the date of acquisition. Pro forma revenue and results of operations for these acquisitions have not
been presented because they do not have a material impact on the consolidated revenue and results of operations of the
Company, either individually or in aggregate.
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Note 8. Convertible Senior Notes

In September 2014, the Company issued $900.0 million principal amount of 2019 Notes and $900.0 million principal
amount of 2021 Notes in a private placement to qualified institutional buyers pursuant to Rule144A under the
Securities Act of 1933, as amended. In October 2014, pursuant to the exercise of the overallotment option by the

initial purchasers, the Company issued an additional $35.0 million principal amount of 2019 Notes and $54.0 million
principal amount of 2021 Notes. The total net proceeds from this offering were approximately $1.86 billion, after
deducting $28.3 million of initial purchasers’ discount and $0.5 million debt issuance costs in connection with the 2019
Notes and the 2021 Notes.

The interest rates are fixed at 0.25% and 1.00% per annum and are payable semi-annually in arrears on March 15 and
September 15 of each year, commencing on March 15, 2015. For the three months ended March 31, 2015, the
Company recognized $1.3 million of interest expense related to the amortization of initial purchasers’ discount and
debt issuance costs, and $3.0 million of accrued coupon interest expense.

Each $1,000 of principal of these notes will initially be convertible into 12.8793 shares of the Company’s common
stock, which is equivalent to an initial conversion price of approximately $77.64 per share, subject to adjustment upon
the occurrence of specified events. Holders of these notes may convert their notes at their option at any time until
close of business on the second scheduled trading day immediately preceding the relevant maturity date which is
March 15, 2019 for the 2019 Notes and March 15, 2021 for the 2021 Notes. Further, holders of each of these notes
may convert their notes at their option prior to the respective dates above, only under the following circumstances:

1)during any calendar quarter commencing after the calendar quarter ending on December 31, 2014 (and only during
such calendar quarter), if the last reported sale price of Twitter’s common stock for at least 20 trading days (whether
or not consecutive) during a period of 30 consecutive trading days ending on the last trading day of the immediately
preceding calendar quarter is greater than or equal to 130% of the conversion price for the relevant series of notes
on each applicable trading day;
2)during the five business day period after any five consecutive trading day period (the “measurement period”) in which
the trading price (as defined in the related Indenture) per $1,000 principal amount of 2019 notes or 2021 notes, as
applicable, for each trading day of the measurement period was less than 98% of the product of the last reported
sale price of Twitter’s common stock and the conversion rate for the notes of the relevant series on each such trading
day; or
3)upon the occurrence of certain specified corporate events.
Upon conversion of the 2019 Notes and 2021 Notes, the Company will pay or deliver, as the case may be, cash, shares
of its common stock or a combination of cash and shares of its common stock, at the Company’s election. If the
Company satisfies its conversion obligation solely in cash or through payment and delivery, as the case may be, of a
combination of cash and shares of its common stock, the amount of cash and shares of common stock, if any, due
upon conversion will be based on a daily conversion value (as described herein) calculated on a proportionate basis for
each trading day in a 30 trading day observation period.

If a fundamental change (as defined in the relevant indenture governing the applicable series of Notes) occurs prior to
the maturity date, holders of the 2019 Notes and 2021 Notes may require the Company to repurchase all or a portion
of their notes for cash at a repurchase price equal to 100% of the principal amount of the notes, plus any accrued and
unpaid interest to, but excluding, the repurchase date. In addition, if specific corporate events occur prior to the
applicable maturity date, the Company will be required to increase the conversion rate for holders who elect to convert
their notes in certain circumstances.

In accordance with accounting guidance on embedded conversion features, the Company valued and bifurcated the
conversion option associated with the 2019 Notes and 2021 Notes from the respective host debt instrument, which is
referred to as debt discount, and initially recorded the conversion option of $222.8 million for the 2019 Notes and
$283.3 million for the 2021 Notes in stockholders’ equity. The resulting debt discounts on the 2019 Notes and 2021
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Notes are being amortized to interest expense at an effective interest rate of 5.75% and 6.25%, respectively, over the
contractual terms of the notes. The Company allocated $0.1 million of debt issuance costs to the equity component,
and the remaining debt issuance costs of $0.4 million are being amortized to interest expense.

For the three months ended March 31, 2015, the Company recognized $17.9 million of interest expense related to the
amortization of the debt discount. As of March 31, 2015, the net carrying value, net of the initial purchasers’ discount

and debt discount, of 2019 Notes and 2021 Notes was $720.3 million and $674.8 million, respectively.
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The Notes consisted of the following (in thousands):

March 31, 2015 December 31, 2014
2019 2021 2019 2021
Notes Notes Notes Notes
Principal amounts:
Principal $935,000 $954,000 $935,000 $954,000
Unamortized initial purchasers' discount and debt discount ) (214,685) (279,202) (225,104) (287,876)
Net carrying amount $720,315 $674,798 $709,896 $666,124
Carrying amount of the equity component 2 $222.826 $283,283 $222.826 $283,283

() Included in the consolidated balance sheets within convertible notes and amortized over the remaining lives of the
Notes.

@1Included in the consolidated balance sheets within additional paid-in capital.

As of March 31, 2015, the remaining life of the 2019 Notes and 2021 Notes is approximately 53 months and

77 months, respectively.

Concurrently with the offering of these notes in September and October 2014, the Company entered into convertible
note hedge transactions with certain bank counterparties whereby the Company has the option to purchase initially
(subject to adjustment for certain specified events) a total of approximately 24.3 million shares of its common stock at
a price of approximately $77.64 per share. The total cost of the convertible note hedge transactions was

$407.2 million. In addition, the Company sold warrants to certain bank counterparties whereby the holders of the
warrants have the option to purchase initially (subject to adjustment for certain specified events) a total of
approximately 24.3 million shares of the Company’s common stock at a price of $105.28. The Company received
$289.3 million in cash proceeds from the sale of these warrants.

Taken together, the purchase of the convertible note hedges and the sale of warrants are intended to offset any actual
dilution from the conversion of these notes and to effectively increase the overall conversion price from $77.64 to
$105.28 per share. As these transactions meet certain accounting criteria, the convertible note hedges and warrants are
recorded in stockholders’ equity and are not accounted for as derivatives. The net cost incurred in connection with the
convertible note hedge and warrant transactions was recorded as a reduction to additional paid-in capital in the
consolidated balance sheet.

Note 9. Net Loss per Share

Basic net loss per share is computed by dividing total net loss attributable to common stockholders by the
weighted-average common shares outstanding. The weighted-average common shares outstanding is adjusted for
shares subject to repurchase such as unvested restricted stock granted to employees in connection with acquisitions,
contingently returnable shares and escrowed shares supporting indemnification obligations that are issued in
connection with acquisitions and unvested stock options exercised.
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Diluted net loss per share is computed by dividing the net loss attributable to common stockholders by the
weighted-average number of common shares outstanding including potential dilutive common stock instruments. In
the three months ended March 31, 2015 and 2014, the Company’s potential common stock instruments such as stock
options, Restricted Stock Units (“RSUs”), shares to be purchased under the 2013 Employee Stock Purchase Plan
(“ESPP”), shares subject to repurchases, conversion feature of the Notes and the warrants were not included in the
computation of diluted loss per share as the effect of including these shares in the calculation would have been
anti-dilutive.
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The following table presents the calculation of basic and diluted net loss per share for periods presented (in thousands,
except per share data).

Three Months Ended
March 31,
2015 2014

Net loss $(162,442) $(132,362)
Basic shares:

Weighted-average common shares outstanding 648,950 579,128
Weighted-average restricted stock

subject to repurchase (8,486 ) (8,923 )
Weighted-average shares used to compute

basic net loss per share 640,464 570,205
Diluted shares:

Weighted-average shares used to compute

diluted net loss per share 640,464 570,205
Net loss per share attributable to common

stockholders:
Basic $0.25 ) $0.23 )
Diluted $0.25 ) $0.23 )

The following number of potential shares of the Company’s common stock at the end of each period were excluded
from the calculation of diluted net loss per share attributable to common stockholders because their effect would have
been anti-dilutive for the periods presented (in thousands):

Three Months

Ended March 31,

2015 2014
RSUs 61,425 83,232
Warrants 24,329 117
Stock options 18,069 39,796

Shares subject to repurchase 8,516 7,898
Employee stock purchase plan 1,224 1,868

Since the Company expects to settle the principal amount of the outstanding Notes in cash, the Company uses the
treasury stock method for calculating any potential dilutive effect of the conversion spread on diluted net income per
share, if applicable. The conversion spread of 24.3 million shares will have a dilutive impact on diluted net income per
share of common stock when the average market price of the Company’s common stock for a given period exceeds the
conversion price of $77.64 per share for the Notes.
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If the average market price of the Company’s common stock exceeds the exercise price of the warrants, $105.28, the
warrants will have a dilutive effect on the earnings per share assuming that the Company is profitable. Since the
average market price of the Company’s common stock is below $105.28, the warrants are anti-dilutive.
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Note 10. Stockholders’ Equity

Restricted Common Stock

The Company has granted restricted common stock to certain continuing employees in connection with the
acquisitions. Vesting of this stock is dependent on the respective employee’s continued employment at the Company
during the requisite service period, which is generally two to four years from the issuance date, and the Company has
the right to repurchase the unvested shares upon termination of employment. The fair value of the restricted common
stock issued to employees is recorded as compensation expense on a straight-line basis over the requisite service
period.

The activities for the restricted common stock issued to employees for the three months ended March 31, 2015 are
summarized as follows (in thousands, except per share data):

Weighted-Average
Number
of Grant-Date Fair
Shares  Value Per Share
Unvested restricted common stock at December 31, 2014 4955 $§ 25.62

Granted 874 $ 43.72
Vested 492 )$ 21.15
Unvested restricted common stock at March 31, 2015 5,337 $ 28.99

As of March 31, 2015, the total compensation cost related to unvested restricted common stock not yet recognized
was $112.7 million. This amount is expected to be recognized over a weighted-average period of 2.6 years.

Equity Incentive Plans

The Company’s 2013 Equity Incentive Plan became effective upon the completion of the Company’s initial public
offering and serves as the successor to the 2007 Equity Incentive Plan. Initially, 68.3 million shares were reserved
under the 2013 Equity Plan and any shares subject to options or other similar awards granted under the 2007 Equity
Incentive Plan that expire, are forfeited, are repurchased by the Company or otherwise terminate unexercised will
become available under the 2013 Equity Incentive Plan. The number of shares of the Company’s common stock
available for issuance under the 2013 Equity Incentive Plan were and will be increased on the first day of each fiscal
year beginning with the 2014 fiscal year, in an amount equal to the least of (i) 60,000,000 shares, (ii) 5% of the
outstanding shares on the last day of the immediately preceding fiscal year or (iii) such number of shares determined
by the Company’s Board of Directors. No additional shares will be issued under the 2007 Equity Incentive Plan.

Options granted under the Company’s Equity Incentive Plans generally expire 10 years after the grant date and the
Company issues new shares to satisfy stock option exercises. RSUs are agreements to issue shares of the Company’s
stock at the time the award vests. Options and RSUs issued to participants under the Equity Incentive Plans generally
vest ratably over four years contingent upon employment or services on the vesting date. The Company is increasingly
granting awards that begin vesting several quarters after the grant date. In addition, employees generally sell a portion
of the shares that they receive upon vesting of RSUs in order to satisfy any tax withholding requirements.

Employee Stock Purchase Plan
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The number of shares available for sale under the ESPP were and will be increased on the first day of each fiscal year
beginning with the 2014 fiscal year, in an amount equal to the least of (i) 11.3 million shares; (ii) 1% of the
outstanding shares of the Company’s common stock as of the last day of the immediately preceding fiscal year; or (iii)
such other amount as determined by the Company’s Board of Directors.

As of March 31, 2015, the total compensation costs related to the current ESPP plans not yet recognized were
$10.6 million. This amount is expected to be recognized over a weighted-average period of 0.5 years.
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Stock Option Activity

The number of stock options outstanding was 18.1 million and 20.4 million as of March 31, 2015 and December 31,
2014, respectively. The reduction in outstanding options during the three months ended March 31, 2015 was mainly
due to exercises of stock options. The total intrinsic value of stock options exercised during the three months ended

March 31, 2015 and 2014 was $101.2 million and $133.9 million, respectively.

As of March 31, 2015, the total compensation costs related to stock options not yet recognized was $31.0 million. This
amount is expected to be recognized over a weighted-average period of 2.2 years.

RSU Activity

The following table summarizes the activity related to the Company’s RSUs for the three months ended March 31,
2015. For purposes of this table, vested RSUs represent the shares for which the service condition had been fulfilled as
of each respective date (in thousands, except per share data):

RSUs Outstanding
Weighted-
Average
Grant-
Date Fair
Value

Shares  Per Share

Unvested and outstanding at December 31, 2014 64,135 $ 29.08

Granted 6,166 $ 47.68
Vested (6,238) $ 27.22
Canceled (2,638) $ 27.03
Unvested and outstanding at March 31, 2015 61,425 $ 31.23

The fair value as of the respective vesting dates of RSUs that vested during the three months ended March 31, 2015
and 2014 was $256.3 million and $956.4 million, respectively.

As of March 31, 2015, the total compensation cost related to unvested RSUs not yet recognized was $1.34 billion.
This amount is expected to be recognized over a weighted-average period of 2.9 years.

Stock-Based Compensation Expense

Stock-based compensation expense is allocated based on the cost center to which the award holder belongs. Total
stock-based compensation expense by function is as follows (in thousands):

Three Months Ended

March 31,

2015 2014
Cost of revenue $12.886 $9.831
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Research and development 103,036 78,318

Sales and marketing 42,658 27,801
General and administrative 24,225 10,419
Total $182,805 $126,369

The Company capitalized $16.5 million and $6.7 million of stock-based compensation expense associated with the
cost for developing software for internal use in the three months ended March 31, 2015 and 2014, respectively.
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Note 11. Income Taxes

The Company is subject to taxation in the United States and various state and foreign jurisdictions. Earnings from
non-US activities are subject to local country income tax. The material jurisdictions in which the Company is subject
to potential examination by taxing authorities include the United States, California and Ireland. The Company is
currently under a Federal income tax examination by the Internal Revenue Service (IRS) for tax years 2011 and 2012
and under examination in California for tax years 2010 and 2011. The Company believes that adequate amounts have
been reserved in these jurisdictions. The Company does not provide for federal income taxes on the undistributed
earnings of its foreign subsidiaries as such earnings are to be reinvested indefinitely outside the U.S. The Company
computes its quarterly income tax provision by using a forecasted annual effective tax rate and adjusts for any discrete
items arising during the quarter.

The Company recorded an income tax provision of $0.6 million and $1.2 million for the three months ended

March 31, 2015 and 2014, respectively. The income tax provision decreased in the three months ended March 31,
2015 compared to the same period last year, primarily due to the deferred income tax benefits arising from
acquisitions, partially offset by increased foreign income tax expenses. As of March 31, 2015, based on the available
objective evidence, management believes it is more likely than not that the tax benefits of the U.S. losses incurred
during the three months ended March 31, 2015 will not be realized by the end of the 2015 fiscal year. Accordingly,
the Company did not record the tax benefits of the U.S. losses incurred during the first quarter ended March 31, 2015.
The primary difference between the effective tax rate and the federal statutory tax rate relates to the valuation
allowances on the Company’s net operating losses and foreign tax rate differences.

During the three months ended March 31, 2015, the amount of gross unrecognized tax benefits increased by

$23.6 million. As of March 31, 2015, the Company has $206.1 million of unrecognized tax benefits which, if
recognized, will not affect the annual effective tax rate as these unrecognized tax benefits would increase deferred tax
assets which would be subject to a full valuation allowance.

Note 12. Commitments and Contingencies
Credit Facility

The Company entered into a revolving credit agreement with certain lenders in 2013, which provided for a

$1.0 billion revolving unsecured credit facility maturing on October 22, 2018. Loans under the credit facility bear
interest, at the Company’s option, at (i) a base rate based on the highest of the prime rate, the federal funds rate plus
0.50% and an adjusted LIBOR rate for a one-month interest period plus 1.00%, in each case plus a margin ranging
from 0.00% to 0.75% or (ii) an adjusted LIBOR rate plus a margin ranging from 1.00% to 1.75%. This margin is
determined based on the total leverage ratio for the preceding four fiscal quarter period. The Company is obligated to
pay other customary fees for a credit facility of this size and type, including an upfront fee and an unused commitment
fee. Obligations under the credit facility are guaranteed by one of the Company’s wholly-owned subsidiaries. In
addition, the credit facility contains restrictions on payments including cash payments of dividends.

The revolving credit agreement was amended in September 2014 to increase the amount of indebtedness that the
Company may incur and increase the amount of restricted payments that the Company may make. This amendment to
the revolving credit agreement also provides that if the Company’s total leverage ratio exceeds 2.5:1.0 and if the
amount outstanding under the credit facility exceeds $500.0 million, or 50% of the amount that may be borrowed
under the credit facility, the credit facility will become secured by substantially all of the Company’s and certain of its
subsidiaries’ assets, subject to limited exceptions. As of March 31, 2015, no amounts had been drawn under the credit
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facility.
Leases

The Company has entered into various non-cancelable operating lease agreements for certain offices and data center
facilities with contractual lease periods expiring between 2015 and 2026. Under the terms of certain leases, the
Company is committed to pay for certain taxes, insurance, maintenance and management expenses. Certain of these
arrangements have free rent periods or escalating rent payment provisions, and the Company recognizes rent expense
under such arrangements on a straight-line basis.

20

39



Edgar Filing: TWITTER, INC. - Form 10-Q

Legal Proceedings

The Company is currently involved in, and will likely in the future be involved in, legal proceedings, claims and
investigations in the normal course of business. Legal fees and other costs associated with such actions are expensed
as incurred. The Company assesses, in conjunction with its legal counsel, the need to record a liability for litigation
and contingencies. Litigation accruals are recorded when and if it is determined that a loss related matter is both
probable and reasonably estimable. Material loss contingencies that are reasonably possible of occurrence, if any, are
subject to disclosure. As of March 31, 2015 and December 31, 2014, there was no litigation or contingency with at
least a reasonable possibility of a material loss. No material losses have been recorded during three months ended
March 31, 2015 and 2014 with respect to litigation or loss contingencies.

Indemnification

In the ordinary course of business, the Company often includes standard indemnification provisions in its
arrangements with its customers, partners, suppliers and vendors. Pursuant to these provisions, the Company may be
obligated to indemnify such parties for losses or claims suffered or incurred in connection with its service, breach of
representations or covenants, intellectual property infringement or other claims made against such parties. These
provisions may limit the time within which an indemnification claim can be made. It is not possible to determine the
maximum potential amount under these indemnification obligations due to the limited history of prior indemnification
claims and the unique facts and circumstances involved in each particular agreement. The Company has never
incurred significant expense defending its licensees against third party claims, nor has it ever incurred significant
expense under its standard service warranties or arrangements with its customers, partners, suppliers and vendors.
Accordingly, the Company had no liabilities recorded for these provisions as of March 31, 2015 and December 31,
2014.

Note 13. Operations by Geographic Area
Revenue

Revenue by geography is based on the billing addresses of the customers. The following table sets forth revenue by
services and revenue by geographic area (in thousands):

Three Months Ended

March 31,

2015 2014

(in thousands)
Advertising services $388,211 $226,051
Data licensing and other 47,728 24,441

Total revenue $435,939 $250,492
Three Months Ended
March 31,
2015 2014
Revenue:
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United States $288,928 $180,039
International 147,011 70,453
Total revenue $435,939 $250,492

No individual country from the international markets contributed in excess of 10% of the total revenue for the three
months ended March 31, 2015 and 2014.

Long-Lived Assets

The following table sets forth long-lived assets by geographic area (in thousands):

March December

31, 31,

2015 2014
Property and equipment, net:
United States $565,742 $523,810
International 34,009 33,209

Total property and equipment, net $599,751 $557,019
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Note 14. Subsequent Events

On April 28, 2015, the Company entered into a definitive agreement to acquire TellApart, Inc., a privately-held
marketing technology company providing retailers and e-commerce advertisers with unique cross-device retargeting
capabilities through dynamic product ads and email marketing. Under the terms of the agreement, the Company will
acquire all of the outstanding equity of Tell Apart, Inc., for approximately 12.6 million shares of its common stock
assuming the closing price of the Company's common stock on the closing date is the same as on April 28, 2015. The
transaction is expected to close on or around June 1, 2015.
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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 consolidated financial statements and related notes thereto included in Item 1 “Financial
Statements” in this Quarterly Report on Form 10-Q. This discussion contains forward-looking statements that involve
risks and uncertainties. Our actual results could differ materially from those discussed below. Factors that could cause
or contribute to such differences include, but are not limited to, those identified below and those discussed in the
section titled “Risk Factors” included elsewhere in this Quarterly Report on Form 10-Q.

Overview

The mission we serve as Twitter, Inc. is to give everyone the power to create and share ideas and information instantly
without barriers. We offer products and services for users, advertisers, developers and platform and data partners. Our
goal is to reach the largest daily audience in the world through our information sharing and distribution platform
products. We believe that our audience is not limited to our users on the Twitter platform, but rather extends to a
larger global audience, including users who are not logged in to Twitter and our syndication and SDK audiences.

We have already achieved significant global scale, and we continue to grow. As of the three months ended March 31,
2015, we have approximately 302 million MAUs spanning nearly every country. We believe the current total audience
that views content on our platform, including logged in and logged out users but not including syndicated content, is
two to three times the number of our MAUs. Our users include millions of people from around the world, as well as
influential individuals and organizations.

Our revenue for the three months ended March 31, 2015 was $435.9 million, which represents a 74% increase
compared to the same period last year. We generate the substantial majority of our revenue from the sale of
advertising services, with the balance coming from data licensing arrangements and our mobile advertising exchange
services. Mobile has become the primary driver of our business and we have been able to generate significant revenue
through our mobile applications. In the three months ended March 31, 2015, 89% of our advertising revenue was
generated from mobile devices.
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Key Metrics

We review a number of metrics, including the following key metrics, to evaluate our business, measure our
performance, identify trends affecting our business, formulate business plans and make strategic decisions:

Monthly Active Users (MAUs). We define MAUs as Twitter users who logged in or were otherwise authenticated and
accessed Twitter through our website, mobile website, desktop or mobile applications, SMS or registered third-party
applications or websites in the 30-day period ending on the date of measurement. Average MAUs for a period
represent the average of the MAUs at the end of each month during the period. MAUs are a measure of the size of our
active user base. In the three months ended March 31, 2015, we had 302 million average MAUs, which represents an
increase of 18% from the three months ended March 31, 2014. The growth in average MAUs was driven primarily by
organic growth and growth initiatives. In the three months ended March 31, 2015, we had 65 million average MAUs
in the United States and 236 million average MAUs in the rest of the world, which represent increases of 15% and
19%, respectively, from the three months ended March 31, 2014. For additional information on how we calculate the
number of MAUSs and factors that can affect this metric, see the section titled “Note Regarding Key Metrics.”
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Given our prioritization of growth in emerging markets, we are delivering a more complete product experience to
SMS Fast Followers, which are users who sign-up and access Twitter solely via SMS, and will be including SMS Fast
Followers as part of our total MAU count going forward. MAUs including SMS Fast Followers would have been

258 million, 274 million, 287 million, 292 million, and 308 million average MAUs in the three month periods ending
March 31, 2014, June 30, 2014, September 30, 2014, December 31, 2014, and March 31, 2015, respectively. MAUs
including SMS Fast Followers in the United States would have been 57 million, 60 million, 64 million, 64 million,
and 66 million average MAUs in the three months ending periods ending March 31, 2014, June 30, 2014,

September 30, 2014, December 31, 2014, and March 31, 2015, respectively. MAUs including SMS Fast Followers in
the rest of the world would have been 201 million, 214 million, 224 million, 229 million, and 242 million average
MAUESs in the three months ending periods ending March 31, 2014, June 30, 2014, September 30, 2014, December 31,
2014, and March 31, 2015, respectively.

Changes in Ad Engagements and Cost Per Ad Engagement. We define an ad engagement as a user interaction with
one of our pay-for-performance Promoted Products. Ad engagements can include expanding, retweeting, favoriting or
replying to a Promoted Tweet, playing an embedded video, downloading a promoted mobile application or opting in
to further communications from an advertiser in a Promoted Tweet, or following the account that tweets a Promoted
Tweet. We believe changes in ad engagements are one way to measure user engagement with our Promoted
Products. We believe changes in cost per ad engagement are one way to measure demand.

In the three months ended March 31, 2015, ad engagements increased 32% from the three months ended March 31,
2014. The increase was driven by higher advertiser demand in the first quarter of 2015 compared to the first quarter of
2014. The year-over-year decline in the growth rate of ad engagements in the first quarter of 2015 compared to the
year-over-year growth rate in the fourth quarter of 2014 was primarily attributable to the introduction of
objective-based products, which allows advertisers to pay only for a certain type of engagement with our Promoted
Products, such as website clicks or conversions, mobile application installs or engagements or obtaining new
followers, and resulted in our counting fewer interactions with our Promoted Products as ad engagements. In the three
months ended March 31, 2015, average cost per ad engagement increased 30% from the three months ended

March 31, 2014. The increase in cost per ad engagement was primarily driven by a mix shift to higher priced and
higher performing ad units as well as an increase in same format cost per ad engagement.

25

45



Edgar Filing: TWITTER, INC. - Form 10-Q
Non-GAAP Financial Measures

To supplement our consolidated financial statements presented in accordance with generally accepted accounting
principles in the United States, or GAAP, we consider certain financial measures that are not prepared in accordance
with GAAP, including Adjusted EBITDA and non-GAAP net income (loss). These non-GAAP financial measures are
not based on any standardized methodology prescribed by GAAP and are not necessarily comparable to
similarly-titled measures presented by other companies.

Adjusted EBITDA

We define Adjusted EBITDA as net loss adjusted to exclude stock-based compensation expense, depreciation and
amortization expense, interest and other expenses and provision (benefit) for income taxes.

The following table presents a reconciliation of net loss to Adjusted EBITDA for each of the periods indicated:

Three Months Ended

March 31,

2015 2014

(In thousands)
Reconciliation of Net Loss to Adjusted

EBITDA

Net loss $(162,442) $(132,362)
Stock-based compensation expense 182,805 126,369
Depreciation and amortization expense 67,864 39,951
Interest and other expense, net 15,194 1,769
Provision for income taxes 632 1,222
Adjusted EBITDA $104,053 $36,949

Non-GAAP Net Income (Loss)
We define non-GAAP net income (loss) as net loss adjusted to exclude stock-based compensation expense,
amortization of acquired intangible assets, non-cash interest expense related to our convertible notes and income tax

effects related to acquisitions.

The following table presents a reconciliation of net loss to non-GAAP net income for each of the periods indicated:

Three Months Ended
March 31,
2015 2014

(In thousands)
Reconciliation of Net Loss to Non-GAAP Net

Income
Net loss $(162,442) $(132,362)
Stock-based compensation expense 182,805 126,369
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Amortization of acquired intangible assets 10,795 6,176
Non-cash interest expense related to convertible notes 16,638 —
Income tax effects related to acquisitions (1,288 ) —
Non-GAAP net income $46,508 $183

We use the non-GAAP financial measures of Adjusted EBITDA and non-GAAP net income (loss) in evaluating our
operating results and for financial and operational decision-making purposes. We believe that Adjusted EBITDA and
non-GAAP net income (loss) help identify underlying trends in our business that could otherwise be masked by the
effect of the expenses that we exclude in Adjusted EBITDA and non-GAAP net income (loss). We believe that
Adjusted EBITDA and non-GAAP net income (loss) provide useful information about our operating results, enhance
the overall understanding of our past performance and future prospects and allow for greater transparency with respect
to key metrics used by our management in its financial and operational decision-making.
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These non-GAAP financial measures should not be considered in isolation from, or as a substitute for, financial
information prepared in accordance with GAAP. There are a number of limitations related to the use of these
non-GAAP financial measures rather than net loss, which is the nearest GAAP equivalent of these financial measures.
Some of these limitations are:

-These non-GAAP financial measures exclude certain recurring, non-cash charges such as stock-based compensation
expense, amortization of acquired intangible assets and non-cash interest expense related to convertible notes;
-Stock-based compensation expense has been, and will continue to be for the foreseeable future, a significant
recurring expense in our business and an important part of our compensation strategy;

-Adjusted EBITDA does not reflect tax payments that reduce cash available to us;

-Adjusted EBITDA excludes depreciation and amortization expense and although these are non-cash charges, the
property and equipment being depreciated and amortized may have to be replaced in the future; and

-The expenses that we exclude in our calculation of these non-GAAP financial measures may differ from the
expenses, if any, that our peer companies may exclude from similarly-titled non-GAAP measures when they report
their results of operations.

Results of Operations

The following tables set forth our consolidated statement of operations data for each of the periods presented:

Three Months Ended

March 31,

2015 2014

(in thousands)
Revenue
Advertising services $388,211 $226,051
Data licensing and other 47,728 24,441
Total Revenue 435,939 250,492
Costs and expenses (1)
Cost of revenue 143,475 85,503
Research and development 189,746 149,391
Sales and marketing 183,557 106,235

General and administrative 65,777 38,734
Total costs and expenses 582,555 379,863

Loss from operations (146,616) (129,371)
Interest expense (24,319 ) (3,102 )
Other income (expense), net 9,125 1,333
Loss before income taxes (161,810) (131,140)
Provision for income taxes 632 1,222
Net loss $(162,442) $(132,362)

() Costs and expenses include stock-based compensation expense as follows (in thousands):

Three Months Ended

March 31,

2015 2014
Cost of revenue $12.886 $9.831
Research and development 103,036 78,318
Sales and marketing 42,658 27,801
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General and administrative 24,225 10,419
Total $182,805 $126,369
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The following table sets forth our consolidated statement of operations data for each of the periods presented as a
percentage of revenue:

Three

Months

Ended March

31,

2015 2014
Revenue
Advertising services 89 % 90 %
Data licensing and other 11 10
Total Revenue 100 100
Costs and expenses
Cost of revenue 33 34
Research and development 44 60
Sales and marketing 42 42
General and administrative 15 15
Total costs and expenses 134 152
Loss from operations (34) 52)
Interest expense 6 ) (1)
Other income (expense), net 2 1
Loss before income taxes 37) (52)
Provision for income taxes 0 0
Net loss 37)% (53 )%

Revenue

We generate the substantial majority of our revenue from the sale of advertising services. We also generate revenue by
licensing our data to third parties and providing mobile advertising exchange services.

Advertising Services

We generate substantially all of our advertising revenue by selling our Promoted Products. Currently, our Promoted
Products consist of the following:

-Promoted Tweets. Promoted Tweets, which are labeled as “promoted,” appear within a user’s timeline or search results
just like an ordinary Tweet regardless of device, whether it be desktop or mobile. Using our proprietary algorithms
and understanding of the interests of each user, we can deliver Promoted Tweets that are intended to be relevant to a
particular user. We enable our advertisers to target an audience based on our users’ Interest Graphs. Our Promoted
Tweets are pay-for-performance advertising that is priced through an auction. We recognize advertising revenue
when a user engages with a Promoted Tweet.

-Promoted Accounts. Promoted Accounts, which are labeled as “promoted,” appear in the same format and place as
accounts suggested by our Who to Follow recommendation engine, or in some cases, in Tweets in a user’s timeline.
Promoted Accounts provide a way for our advertisers to grow a community of users who are interested in their
business, products or services. Our Promoted Accounts are pay-for-performance advertising that is priced through an
auction. We recognize advertising revenue when a user follows a Promoted Account.

-Promoted Trends. Promoted Trends, which are labeled as “promoted,” appear at the top of the list of trending topics for
an entire day in a particular country or on a global basis. When a user clicks on a Promoted Trend, search results for
that trend are shown in a timeline and a Promoted Tweet created by the advertiser is displayed to the user at the top of

50



Edgar Filing: TWITTER, INC. - Form 10-Q

those search results. We sell our Promoted Trends on a fixed-fee-per-day basis. We feature one Promoted Trend per
day per geography, and recognize advertising revenue from a Promoted Trend when it is displayed on our platform.
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Data Licensing and Other

We generate data licensing and other revenue by (i) offering “Gnip”-branded products and data licenses that allow our
data partners to access, search and analyze historical and real-time data on our platform, which data consists of public
Tweets and their content, and (ii) providing mobile advertising exchange services. Our data partners generally
purchase licenses to access all or a portion of our data for a fixed period. We recognize data licensing revenue as the
licensed data is made available to our data partners. In addition, we operate a mobile ad exchange and receive service
fees from transactions completed on the exchange. Our mobile ad exchange enables buyers and sellers to purchase and
sell advertising inventory and matches buyers and sellers. We have determined we are not the principal in the
purchase and sale of advertising inventory in transactions between third party buyers and sellers on the exchange.
Therefore we report revenue related to our ad exchange services on a net basis.

Three Months Ended
March 31,
%

2015 2014 Change

(in thousands)
Advertising services $388,211 $226,051 72 %
Data licensing and other 47,728 24,441 95 %
Total revenue $435,939 $250492 74 %

Revenue in the three months ended March 31, 2015 increased by $185.4 million compared to the three months ended
March 31, 2014. On a constant currency basis, revenue in the three months ended March 31, 2015, using the prior
year’s monthly exchange rates for our settlement currencies other than the U.S. dollar, would have increased by
$200.4 million or 80% compared to the three months ended March 31, 2014,

In the three months ended March 31, 2015, advertising revenue increased by 72% compared to the three months ended
March 31, 2014. On a constant currency basis, advertising revenue in the three months ended March 31, 2015, using
the prior year’s monthly exchange rates for our settlement currencies other than the U.S. dollar, would have increased
78% compared to the three months ended March 31, 2014, The increase was primarily attributable to a 32% growth in
the number of ad engagements combined with a 30% increase in average cost per ad engagement in the three months
ended March 31, 2015 compared to the same periods in 2014. Advertising revenue was also driven by growth in our
advertising base and benefited from sales of our Promoted Products on our mobile applications as well as from
increases in international revenue in the three months ended March 31, 2015 as compared to the same period in 2014.

In the three months ended March 31, 2015, data licensing and other revenue increased by 95% compared to the three

months ended March 31, 2014. A majority of the increase was attributable to the increase of data licensing fees which
included additional offering of “Gnip”-branded products that we started offering during the second quarter of 2014.

Cost of Revenue
Cost of revenue consists primarily of data center costs related to our co-located facilities, which include lease and

hosting costs, related support and maintenance costs and energy and bandwidth costs, as well as depreciation of our
servers and networking equipment, and personnel-related costs, including salaries, benefits and stock-based
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compensation, for our operations teams. Cost of revenue also includes other direct costs, amortization of acquired
intangible assets, capitalized labor costs and allocated facilities. Many of the elements of our cost of revenue are
relatively fixed, and cannot be reduced in the near term to offset any decline in our revenue.

Cost of revenue

Cost of revenue as a percentage of revenue
29

Three Months Ended
March 31,
%
2015 2014 Change

(in thousands)
$143,475 $85,503 68 %
33 % 34 %
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In the three months ended March 31, 2015, cost of revenue increased by $58.0 million compared to the three months
ended March 31, 2014. The increase was primarily attributable to a $22.3 million increase in depreciation expense
related to additional server and networking equipment and amortization of acquired intangible assets, a $17.5 million
increase in networking, hosting and data center costs related to our co-located facilities, a $13.3 million increase in
other direct costs, and a $4.9 million increase in personnel-related costs, mainly driven by an increase in average
employee headcount.

We plan to continue increasing the capacity and enhancing the capability and reliability of our infrastructure to
support user growth and increased activity on our platform. We expect that cost of revenue will increase in absolute
dollar amounts for the foreseeable future and vary in the near term from period to period as a percentage of revenue.

Research and Development

Research and development expenses consist primarily of personnel-related costs, including salaries, benefits and
stock-based compensation, for our engineers and other employees engaged in the research and development of our
products and services. In addition, research and development expenses include amortization of acquired intangible
assets, allocated facilities and other supporting overhead costs.

Three Months Ended
March 31,
%
2015 2014 Change
(in thousands)
Research and development $189,746  $149,391 27 %
Research and development as a percentage of revenue 44 % 60 %

In the three months ended March 31, 2015, research and development expenses increased by $40.4 million compared
to the three months ended March 31, 2014. The increase was primarily attributable to a $48.5 million increase in
personnel-related costs, mainly driven by an increase in average employee headcount and recognition of stock-based
compensation expense, and a $6.9 million increase in allocated facilities and other supporting overhead expenses due
to the continued expansion of our real estate footprint and increase in support functions. These increases were offset
by a $15.0 million increase in capitalization of costs associated with developing software for internal use.

We plan to continue to hire employees for our engineering, product management and design teams to support our
research and development efforts. We expect that research and development costs will increase in absolute dollar
amounts for the foreseeable future and vary in the near term from period to period as a percentage of revenue.

Sales and Marketing

Sales and marketing expenses consist primarily of personnel-related costs, including salaries, commissions, benefits
and stock-based compensation for our employees engaged in sales, sales support, business development and media,
marketing, corporate communications and customer service functions. In addition, marketing and sales-related
expenses also include market research, tradeshows, branding, marketing, public relations costs, amortization of
acquired intangible assets, as well as allocated facilities and other supporting overhead costs.
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Three Months Ended
March 31,
%
2015 2014 Change
(in thousands)
Sales and marketing $183,557 $106,235 73 %
Sales and marketing as a percentage of revenue 42 % 42 %

In the three months ended March 31, 2015, sales and marketing expenses increased by $77.3 million compared to the
three months ended March 31, 2014. The increase was primarily attributable to a $36.6 million increase in
personnel-related costs, mainly driven by an increase in average employee headcount, a $29.1 million increase in
marketing and sales-related expenses and a $11.6 million increase in allocated facilities and other supporting overhead
expenses due to the continued expansion of our real estate footprint and increase in support functions.

30

55



Edgar Filing: TWITTER, INC. - Form 10-Q

We plan to continue to invest in sales and marketing to expand internationally, grow our advertiser base and increase
our brand awareness. We expect that sales and marketing expenses will increase in absolute dollar amounts for the
foreseeable future and vary in the near term from period to period as a percentage of revenue.

General and Administrative

General and administrative expenses consist primarily of personnel-related costs, including salaries, benefits and
stock-based compensation, for our executive, finance, legal, information technology, human resources and other
administrative employees. In addition, general and administrative expenses include fees and costs for professional
services, including consulting, third-party legal and accounting services and facilities and other supporting overhead
costs that are not allocated to other departments.

Three Months
Ended March 31,
%
2015 2014 Change
(in thousands)
General and administrative $65,777 $38,734 70 %

General and administrative as a percentage of revenue 15 % 15 %

In the three months ended March 31, 2015, general and administrative expense increased by $27.0 million compared
to the three months ended March 31, 2014. The increase was primarily attributable to a $23.9 million increase in
personnel-related costs, mainly driven by an increase in average employee headcount and recognition of stock-based
compensation expense, an increase of $3.7 million in fees and costs for professional services. These increases were
offset by a $0.6 million decrease in unallocated facilities and other supporting costs.

We plan to continue to expand our business both domestically and internationally, and expect to increase the size of
our general and administrative function to help grow our business. We expect that we will continue to incur general
and administrative expenses as a result of being a public company. We expect that general and administrative
expenses will increase in absolute dollar amounts for the foreseeable future and vary in the near term from period to
period as a percentage of revenue.

Interest Expense

Interest expense consists primarily of interest expense incurred in connection with the Notes and interest expense
related to capital leases.

Three Months
Ended March 31,
%
2015 2014  Change
(in thousands)
Interest expense $24,319 $3,102 684 %
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In the three months ended March 31, 2015, interest expense increased by $21.2 million compared to the three months
ended March 31, 2014. The increase was primarily attributable to the interest expense related to the amortization of
the debt discount and accrued coupon interest expense of the Notes, which were issued in late 2014. Interest expense
in the three months ended March 31 2015, comprised of $21.7 million of total interest expense related to the Notes as
well as the credit facility and $2.6 million related to capital leases of equipment. We expect that interest expense will
increase in absolute dollars until September 2015 because the Notes were issued in the third quarter of 2014 and
therefore we only recorded additional interest expense from the Notes started in late 2014. Historically, we incurred
interest expense primarily from capital leases of equipment.

Other Income (Expense), Net

Other income (expense), net, consists primarily of unrealized foreign exchange gains and losses due to
re-measurement of monetary assets and liabilities denominated in non-functional currencies as well as realized foreign
exchange gains and losses on foreign exchange transactions, and interest income resulting from our short term
investments. We expect our foreign exchange gains and losses will vary depending upon movements in the underlying
exchange rates.
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Three Months
Ended March
31,
%
2015 2014  Change
(in thousands)
Other income (expense), net $9,125 $1,333 585 %

Other income, net, increased by $7.8 million in the three months ended March 31, 2015 compared to the three months
ended March 31, 2014. The increase was attributable to favorable foreign currency exchange impact from our foreign
currency-denominated assets and liabilities. Other income, net in the three months ended March 31, 2015, was
comprised of $8.2 million of foreign currency exchange gains and $0.9 million of interest and other income.

Provision (Benefit) for Income Taxes

Provision (benefit) for income taxes consists of federal and state income taxes in the United States and income taxes
in certain foreign jurisdictions, and deferred income taxes and changes in related valuation allowance reflecting the
net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes.

Three Months

Ended March

31,

2015 2014

(in thousands)
Provision for income taxes $632 $1,222

Our provision for income taxes in the three months ended March 31, 2015 decreased by $0.6 million compared to the
three months ended March 31, 2014. The decrease was primarily due to the deferred tax benefits arising from
acquisitions, partially offset by the increase in foreign income tax expenses.

Liquidity and Capital Resources

Three Months Ended
March 31,
2015 2014

(in thousands)
Consolidated Statements of Cash Flows Data:

Net loss $(162,442) $(132,362)
Net cash provided by operating activities 92,181 42,683
Net cash provided by investing activities 59,219 112,963
Net cash used in financing activities (35,971 ) (36473 )
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Our principal sources of liquidity are our cash, cash equivalents, and short-term investments in marketable securities.
Our cash equivalents and marketable securities are invested in short-term interest-bearing obligations, including
government and investment-grade debt securities and money market funds. In 2014, we also received net proceeds of
approximately $1.74 billion from the issuance of the Notes and warrants, after deducting the initial purchasers’
discount, debt issuance costs and convertible note hedge transactions. We expect that we will incur additional cash
interest expense for the term of the Notes.

As of March 31, 2015, we had $3.56 billion of cash, cash equivalents and short-term investments in marketable
securities, of which $230.2 million was held by our foreign subsidiaries. If these funds are needed for our operations
in the U.S., we would be required to accrue and pay U.S. taxes to repatriate certain of these funds. However, our intent
is to permanently reinvest these funds outside of the U.S. and our current plans do not demonstrate a need to repatriate
them to fund our U.S. operations. In addition, we have a revolving unsecured credit facility (described below)
available to borrow up to $1.0 billion. We believe that our existing cash, cash equivalents and short-term investment
balance, and our credit facility, together with cash generated from operations will be sufficient to meet our working
capital and capital expenditure requirements for at least the next 12 months.
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Credit Facility

In October 2013, we entered into a revolving credit agreement with certain lenders which provided for a $1.0 billion
revolving unsecured credit facility maturing on October 22, 2018. Loans under the credit facility bear interest, at our
option, at (i) a base rate based on the highest of the prime rate, the federal funds rate plus 0.50% and an adjusted
LIBOR rate for a one-month interest period plus 1.00%, in each case plus a margin ranging from 0.00% to 0.75% or
(i1) an adjusted LIBOR rate plus a margin ranging from 1.00% to 1.75%. This margin is determined based on our total
leverage ratio for the preceding four fiscal quarter period. We are also obligated to pay other customary fees for a
credit facility of this size and type, including an upfront fee and an unused commitment fee. Our obligations under the
credit facility are guaranteed by one of our wholly-owned subsidiaries. In addition, the credit facility contains
restrictions on payments including cash payment of dividends.

The revolving credit agreement was amended in September 2014 to increase the amount of indebtedness that we may
incur and increase the amount of restricted payments that we may make. This amendment to the revolving credit
agreement also provides that if our total leverage ratio exceeds 2.5:1.0 and if the amount outstanding under the credit
facility exceeds $500.0 million, or 50% of the amount that may be borrowed under the credit facility, the credit
facility will become secured by substantially all of our and certain of our subsidiaries’ assets, subject to limited
exceptions. As of March 31, 2015, no amounts had been drawn under the credit facility.

Operating Activities

Cash provided by operating activities consists of net loss adjusted for certain non-cash items including depreciation

and amortization, stock-based compensation, amortization of discount on our Notes, deferred income taxes, as well as
the effect of changes in working capital and other activities. We expect that cash provided by operating activities will
fluctuate in future periods as a result of a number of factors, including fluctuations in our revenue, increases in

operating expenses and costs related to acquisitions. For additional discussion, see “Part II—Other Information, Item 1A.
Risk Factors.”

Cash provided by operating activities in the three months ended March 31, 2015 was $92.2 million, an increase in
cash inflow of $49.5 million compared to the three months ended March 31, 2014. Cash provided by operating
activities was driven by a net loss of $162.4 million, as adjusted for the exclusion of non-cash expenses totaling
$261.7 million, of which $182.8 million was related to stock-based compensation expense, and the effect of changes
in working capital and other carrying balances that resulted in cash outflow of $7.1 million.

Cash provided by operating activities in the three months ended March 31, 2014 was $42.7 million. Cash provided by
operating activities was driven by a net loss of $132.4 million, as adjusted for the exclusion of non-cash expenses
totaling $169.4 million, of which $126.4 million was related to stock-based compensation expense, and the effect of
changes in working capital and other carrying balances that resulted in cash inflow of $5.7 million.

Investing Activities

Our primary investing activities consist of purchases of property and equipment, particularly purchases of servers and
networking equipment, leasehold improvements for our facilities, purchases and disposal of marketable securities and
acquisitions of businesses and other activities.

Cash provided by investing activities in the three months ended March 31, 2015 was $59.2 million, a decrease in cash
inflow of $53.7 million compared to the three months ended March 31, 2014. The decrease in cash inflow was due to
an increase in the purchases of marketable securities of $259.0 million, an increase in cash used as acquisition
consideration of $28.9 million and an $18.1 million increase in purchases of property and equipment. Such decreases
in cash flow were partially offset by the increase of proceeds from sales and maturities of marketable securities of
$245.6 million and a $6.7 million decrease in expenditures on other activities.
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We anticipate making capital expenditures in 2015 of approximately $500 million to $650 million, a portion of which
we will finance through capital leases, as we continue to expand our co-located data centers and our office facilities.

Financing Activities

Our primary financing activities consist of issuance of securities, capital lease financing and stock option exercises by
employees and other service providers.
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Cash used in financing activities in the three months ended March 31, 2015 was $36.0 million, a slight decrease in
cash outflow of $0.5 million compared to the three months ended March 31, 2014. The decrease in cash outflow was
due to a $12.5 million decrease in tax payments related to net share settlements of equity awards and other activities,
offset by an increase in repayments of capital lease obligations of $12.0 million.

Off Balance Sheet Arrangements
We do not have any off-balance sheet arrangements and did not have any such arrangements as of March 31, 2015.
Contractual Obligations

There were no material changes in our commitments under contractual obligations except for scheduled payments
from the ongoing business, as disclosed in our Annual Report on Form 10-K for the fiscal year ended December 31,
2014.

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in accordance with generally accepted accounting principles in the
United States, or U.S. GAAP. In doing so, we have to make estimates and assumptions that affect our reported
amounts of assets, liabilities, revenue and expenses, as well as related disclosure of contingent assets and liabilities.
To the extent that there are material differences between these estimates and actual results, our financial condition or
operating results would be affected. We base our estimates on past experience and other assumptions that we believe
are reasonable under the circumstances, and we evaluate these estimates on an ongoing basis. We refer to accounting
estimates of this type as critical accounting policies and estimates. Please refer to “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” contained in Part II, Item 7 of our Annual Report on Form
10-K for the fiscal year ended December 31, 2014 for a more complete discussion of our critical accounting policies
and estimates.

There have been no material changes to our critical accounting policies and estimates as compared to the critical
accounting policies and estimates described in our Annual Report on Form 10-K for the fiscal year ended December
31, 2014.

Recent Accounting Pronouncements

For information with respect to recent accounting pronouncements and the impact of these pronouncements on our

consolidated financial statements, see Note 1 — “Description of Business and Summary of Significant Accounting
Policies” in the notes to the consolidated financial statements included in Part I of this Quarterly Report on Form 10-Q.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We have operations both within the United States and internationally, and we are exposed to market risks in the
ordinary course of our business. These risks include primarily interest rate and foreign exchange risks.

Interest Rate Fluctuation Risk

Our investment portfolio mainly consists of short-term interest-bearing obligations, including government and
investment-grade debt securities and money market funds. These securities are classified as available-for-sale and,
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consequently, are recorded on the consolidated balance sheets at fair value with unrealized gains or losses reported as
a separate component of accumulated other comprehensive income (loss), net of tax. Our investment policy and
strategy is focused on the preservation of capital and supporting our liquidity requirements. We do not enter into
investments for trading or speculative purposes.

A rise in interest rates could have a material adverse impact on the fair value of our investment portfolio. Based on our
investment portfolio balance as of March 31, 2015, a hypothetical increase in interest rates of 100 basis points would
result in a decrease of approximately $7.3 million in the fair value of our available-for-sale securities. We currently do
not hedge these interest rate exposures.

In 2014, we issued Notes with aggregate principal amount of $1.89 billion. We carry the Notes at face value less
amortized discount on the consolidated balance sheet. Since the Notes bear interest at fixed rates, we have no financial
statement risk associated with changes in interest rates. However, the fair value of the Notes changes when the market
price of our stock fluctuates or interest rates change.
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Foreign Currency Exchange Risk
Transaction Exposure

We transact business in various foreign currencies and have international revenue, as well as costs denominated in
foreign currencies, primarily the Euro, British Pound and Japanese Yen. This exposes us to the risk of fluctuations in
foreign currency exchange rates. Accordingly, changes in exchange rates, and in particular a strengthening of the U.S.
dollar, would negatively affect our revenue and other operating results as expressed in U.S. dollars.

We have experienced and will continue to experience fluctuations in our net loss as a result of transaction gains or
losses related to revaluing and ultimately settling certain asset and liability balances that are denominated in
currencies other than the functional currency of the entities in which they are recorded. Net realized and unrealized
foreign currency gains were $8.2 million for the three months ended March 31, 2015. Foreign currency gains and
losses were not significant in the three months ended March 31, 2014. We currently utilize foreign currency forward
contracts with financial institutions to reduce the risk that our earnings may be adversely affected by the impact of
exchange rate fluctuations on monetary assets or liabilities denominated in currencies other than the local currency of
a subsidiary. These contracts are not designated as hedging instruments. We may in the future, enter into other
derivative financial instruments, if it is determined that such hedging activities are appropriate to further reduce our
foreign currency exchange risk.

Translation Exposure

We are also exposed to foreign exchange rate fluctuations as we translate the financial statements of our foreign
subsidiaries into U.S. dollars in consolidation. If there is a change in foreign currency exchange rates, the translating
adjustments resulting from the conversion of our foreign subsidiaries’ financial statements into U.S. dollars would
result in a gain or loss recorded as a component of accumulated other comprehensive loss which is part of
stockholders’ equity.

Item 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, has evaluated
the effectiveness of our disclosure controls and procedures as of the end of the period covered by this Quarterly
Report on Form 10-Q. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (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 Securities and Exchange Commissions’ 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, or persons performing similar
functions, 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. The design of disclosure controls and procedures and internal control over
financial reporting must reflect the fact that there are resource constraints and that management is required to apply
judgment in evaluating the benefits of possible controls and procedures relative to their costs. Based on such
evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that, as of March 31, 2015, our
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disclosure controls and procedures were effective at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting identified in connection with the evaluation
required by Rule 13a-15(d) and 15d-15(d) of the Exchange Act that occurred during the period covered by this

Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.
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PART II - OTHER INFORMATION

Item 1. LEGAL PROCEEDINGS

We are currently involved in, and may in the future be involved in, legal proceedings, claims, investigations, and
government inquiries arising in the ordinary course of business. These proceedings, in the form of both individual and
class action litigation, have included, but are not limited to matters involving intellectual property, defamation,
privacy, and contractual rights. Legal risk is enhanced in certain jurisdictions outside the United States where our
protection from liability for content published on our platform by third parties may be unclear and where we may be
less protected under local laws than we are in the United States. Future litigation may be necessary, among other
things, to defend ourselves, and our users, by determining the scope, enforceability, and validity of third-party rights
or to establish our rights.

Although the results of the legal proceedings in which we are involved cannot be predicted with certainty, we do not
believe that there is a reasonable possibility that the final outcome of these matters will have a material adverse effect
on our business, financial condition, operating results, or prospects. However, the final results of any proceeding
cannot be predicted with certainty, and until there is final resolution on any such matter that we may be required to
accrue for, we may be exposed to loss in excess of the amount accrued. Regardless of the outcome, litigation can have
an adverse impact on us because of defense and settlement costs, diversion of management resources, and other
factors.

Item 1A. RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and
uncertainties described below, together with all of the other information in this Quarterly Report on Form 10-Q,
including the section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and our consolidated financial statements and related notes, before making a decision to invest in our common stock.
The risks and uncertainties described below may not be the only ones we face. If any of the risks actually occur, our
business, financial condition, operating results, cash flows and prospects could be materially and adversely affected.

In that event, the market price of our common stock could decline, and you could lose part or all of your investment.

Risks Related to Our Business and Our Industry

If we fail to grow our user base, or if user engagement or ad engagement on our platform decline, our revenue,
business and operating results may be harmed.

The size of our user base and our users’ level of engagement are critical to our success. We had 302 million average
MAUESs in the three months ended March 31, 2015, representing a 18% increase from 255 million average MAUSs in
the three months ended March 31, 2014. Our financial performance has been and will continue to be significantly
determined by our success in growing the number of users and increasing their overall level of engagement on our
platform as well as the number of ad engagements. We anticipate that our user growth rate will slow over time as the
size of our user base increases. For example, in general, a higher proportion of Internet users in the United States uses
Twitter than Internet users in other countries and, in the future, we expect our user growth rate in certain international
markets, such as Argentina, Brazil, France, Germany, India and Japan to continue to be higher than our user growth
rate in the United States. To the extent our user growth rate slows, our success will become increasingly dependent on
our ability to increase levels of ad engagement on Twitter. We generate a substantial majority of our revenue based
upon engagement by our users with the ads that we display. If people do not perceive our products and services to be
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useful, reliable and trustworthy, we may not be able to attract users or increase the frequency of their engagement with
our platform and the ads that we display. A number of consumer-oriented websites that achieved early popularity have
since seen their user bases or levels of engagement decline, in some cases precipitously. There is no guarantee that we
will not experience a similar erosion of our user base or engagement levels. A number of factors could potentially
negatively affect user growth and engagement, including if:

-users engage with other products, services or activities as an alternative to ours;

-influential users, such as world leaders, government officials, celebrities, athletes, journalists, sports teams, media
outlets and brands or certain age demographics conclude that an alternative product or service is more relevant;
-we are unable to convince potential new users of the value and usefulness of our products and services;

-there is a decrease in the perceived quality of the content generated by our users;
36
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we fail to introduce new and improved products or services or if we introduce new or improved products or

services that are not favorably received or that negatively affect user engagement;
-technical or other problems prevent us from delivering our products or services in a rapid and reliable manner or
otherwise affect the user experience, including issues with connecting to the Internet;
-users have difficulty installing, updating, or otherwise accessing our products or services on mobile devices as a
result of actions by us or third parties that we rely on to distribute our products and deliver our services;

we are unable to present users with content that is interesting, useful and relevant to
them;
-users believe that their experience is diminished as a result of the decisions we make with respect to the frequency,
relevance and prominence of ads that we display;
there are user concerns related to privacy and communication, safety, security or other
factors;
-we are unable to combat spam or other hostile or inappropriate usage on our platform;
-there are adverse changes in our products or services that are mandated by, or that we elect to make to address,
legislation, regulatory authorities or litigation, including settlements or consent decrees;

-we fail to provide adequate customer service to users; or
-we do not maintain our brand image or our reputation is damaged.
If we are unable to increase our user base, user growth rate or user engagement, or if these metrics decline, our
products and services could be less attractive to potential new users, as well as to advertisers and platform partners,
which would have a material and adverse impact on our business, financial condition and operating results.

If our users do not continue to contribute content or their contributions are not valuable to other users, we may
experience a decline in the number of users accessing our products and services and user engagement, which could
result in the loss of advertisers, platform partners and revenue.

Our success depends on our ability to provide users of our products and services with valuable content, which in turn

depends on the content contributed by our users. We believe that one of our competitive advantages is the quality,
quantity and real-time nature of the content on Twitter, and that access to unique or real-time content is one of the

main reasons users visit Twitter. Our ability to expand into new international markets depends on the availability of

relevant local content in those markets. We seek to foster a broad and engaged user community, and we encourage

world leaders, government officials, celebrities, athletes, journalists, sports teams, media outlets and brands to use our
products and services to express their views to broad audiences. We also encourage media outlets to use our products

and services to distribute their content. If users, including influential users, do not continue to contribute content to

Twitter, and we are unable to provide users with valuable and timely content, our user base and user engagement may
decline. Additionally, if we are not able to address user concerns regarding the safety and security of our products and
services or if we are unable to successfully prevent abusive or other hostile behavior on our platform, the size of our

user base and user engagement may decline. We rely on the sale of advertising services for the substantial majority of

our revenue. If we experience a decline in the number of users, user growth rate, or user engagement, including as a
result of the loss of world leaders, government officials, celebrities, athletes, journalists, sports teams, media outlets

and brands who generate content on Twitter, advertisers may not view our products and services as attractive for their
marketing expenditures, and may reduce their spending with us which would harm our business and operating results.
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We generate the substantial majority of our revenue from advertising. The loss of advertising revenue could harm our
business.

The substantial majority of our revenue is currently generated from third parties advertising on Twitter. We generated
90% and 89% of our revenue from advertising in the fiscal year ended December 31, 2014 and the three months ended
March 31, 2015, respectively. We generate substantially all of our advertising revenue through the sale of our three
Promoted Products: Promoted Tweets, Promoted Accounts and Promoted Trends. As is common in our industry, our
advertisers do not have long-term advertising commitments with us. In addition, many of our advertisers purchase our
advertising services through one of several large advertising agency holding companies. Advertising agencies and
potential new advertisers may view our Promoted Products as experimental and unproven, and we may need to devote
additional time and resources to educate them about our products and services. Advertisers also may choose to reach
users through our free products and services, instead of our Promoted Products. Advertisers will not continue to do
business with us, or they will reduce the prices they are willing to pay to advertise with us, if we do not deliver ads in
an effective manner, or if they do not believe that their investment in advertising with us will generate a competitive
return relative to alternatives, including online, mobile and traditional advertising platforms. Our advertising revenue
could be adversely affected by a number of other factors, including:

-decreases in user engagement with Twitter and with the ads on our platform;

-decreases in the size of our user base or user growth rate;

-if we are unable to demonstrate the value of our Promoted Products to advertisers and advertising agencies or if we
are unable to measure the value of our Promoted Products in a manner which advertisers and advertising agencies
find useful;

-if our Promoted Products are not cost effective or valuable for certain types of advertisers or if we are unable to
develop cost effective or valuable advertising services for different types of advertisers;

-if we are unable to convince advertisers and brands to invest resources in learning to use our products and services
and maintaining a brand presence on Twitter;

-our advertisers’ ability to optimize their campaigns or measure the results of their campaigns;

-product or service changes we may make that change the frequency or relative prominence of ads displayed on
Twitter or that detrimentally impact revenue in the near term with the goal of achieving long term benefits;

-our inability to increase advertiser demand and inventory;

-our inability to increase the relevance of ads shown to users;

-our inability to help advertisers effectively target ads, including as a result of the fact that we do not collect extensive
personal information from our users and that we do not have real-time geographic information for all of our users
particularly for ads served through our in-app mobile ad exchange;

-decreases in the cost per ad engagement;

-failure to effectively monetize our growing international user base, our logged-out audience or our syndicated
audience;

-loss of advertising market share to our competitors;

-the degree to which users access Twitter content through applications that do not contain our ads;

-any arrangements or other partnerships with third parties to share our revenue;

-our new advertising strategies do not gain traction;

-the impact of new technologies that could block or obscure the display of our ads;

-adverse legal developments relating to advertising or measurement tools related to the effectiveness of advertising,
including legislative and regulatory developments, and developments in litigation;

-adverse media reports or other negative publicity involving us or other companies in our industry;

-our inability to create new products and services that sustain or increase the value of our advertising services to both
our advertisers and our users;

-changes to our products or development of new products that decrease users’ ad engagements or limit the types of user
interactions that we count as ad engagements;

-the impact of fraudulent clicks or spam on our Promoted Products and our users;
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-changes in the way our advertising is priced; and

-the impact of macroeconomic conditions and conditions in the advertising industry in general.

The occurrence of any of these or other factors could result in a reduction in demand for our ads, which may reduce
the prices we receive for our ads, either of which would negatively affect our revenue and operating results.

If we are unable to compete effectively for users and advertiser spend, our business and operating results could be
harmed.

Competition for users of our products and services is intense. Although we have developed a new global platform for
public self-expression and conversation in real time, we face strong competition in our business. We compete against
many companies to attract and engage users, including companies which have greater financial resources and
substantially larger user bases, such as Facebook (including Instagram), Google, LinkedIn, Microsoft and Yahoo,
which offer a variety of Internet and mobile device-based products, services and content. For example, Facebook
operates a social networking site with significantly more users than Twitter and has been introducing features similar
to those of Twitter. In addition, Google may use its strong position in one or more markets to gain a competitive
advantage over us in areas in which we operate, including by integrating competing features into products or services
they control. As a result, our competitors may draw users towards their products or services and away from ours. This
could decrease the growth or engagement of our user base, which, in turn, would negatively affect our business. We
also compete against smaller companies, such as Sina Weibo, LINE and Kakao, each of which is based in Asia.

We believe that our ability to compete effectively for users depends upon many factors both within and beyond our
control, including:

-the popularity, usefulness, ease of use, performance and reliability of our products and services compared to those of
our competitors;

-the amount, quality and timeliness of content generated by our users;

-the timing and market acceptance of our products and services;

-the continued adoption of our products and services internationally;

-our ability, and the ability of our competitors, to develop new products and services and enhancements to existing
products and services;

-the frequency and relative prominence of the ads displayed by us or our competitors;

-our ability to establish and maintain relationships with platform partners that integrate with our platform;

-changes mandated by, or that we elect to make to address, legislation, regulatory authorities or litigation, including
settlements and consent decrees, some of which may have a disproportionate effect on us;

-the a