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EXPLANATORY NOTE

 
On November 26, 2018, Marchex, Inc. (“Marchex”) filed a Current Report on Form 8-K (the “November 8-K”) with the Securities and Exchange Commission

(the “SEC”) to report its acquisition of SITA Laboratories, Inc. (d/b/a CallCap), a Kansas corporation (“CallCap”), pursuant to a Share Purchase Agreement dated
November 20, 2018, by and among Marchex and CallCap.      

 
At that time, Marchex stated in the November 8-K that it intended to file the financial statements and pro forma financial information required by parts (a) and

(b) of Item 9.01 of Form 8-K not later than seventy-one (71) calendar days after the date that the November 8-K was required to be filed with the SEC. Marchex
hereby amends the November 8-K in order to include the required financial statements and pro forma financial information.

 
Item 9.01 Financial Statements and Exhibits.
 

(a) Financial Statements of Businesses Acquired.
 

The audited financial statements of CallCap as of December 31, 2016 and 2017 and for the years then ended are attached hereto as Exhibit 99.2.
The unaudited condensed financial statements of CallCap as of September 30, 2018 and for the nine months ended September 30, 2017 and 2018
are attached hereto as Exhibit 99.3.

 
(b) Pro Forma Financial Information.

 
The unaudited pro forma condensed combined financial statements of CallCap and of Marchex as of September 30, 2018 and for the nine

months ended September 30, 2018 and for the year ended December 31, 2017 are attached hereto as Exhibit 99.4.

(d) Exhibits.
 

Exhibit 
Number Description
 
23.1 Consent of Grant Thornton, LLP.
99.2 The audited financial statements of CallCap as of December 31, 2016 and 2017 and for the years then ended.
99.3 The unaudited condensed financial statements of CallCap as of September 30, 2018 and for the nine months ended September 30, 2017 and

2018.
99.4 The unaudited pro forma condensed combined financial statements of CallCap and of Marchex as of September 30, 2018 and for the nine

months ended September 30, 2018 and for the year ended December 31, 2017.

 



 
SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, Marchex has duly caused this Current Report to be signed on its behalf by the
undersigned hereunto duly authorized.
 
   
 MARCHEX, INC.
  

Date: February 5, 2019 By: /s/ MICHAEL A. ARENDS
 Name: Michael A. Arends
 

Title:
Chief Financial Officer

(Principal Financial and Accounting Officer)
 

 



 
 
 
 

Exhibit 23.1

CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS.
We have issued our report dated May 23, 2018 with respect to the financial statements of SITA Laboratories, Inc. d/b/a Callcap which are included in this
Current Report on Form 8-K/A of Marchex, Inc.  We consent to the incorporation by reference of said report in the Registration Statements of Marchex, Inc.
on Forms S-8 (File Nos. 333-223898, 333-216935, 333-210367, 333-202868, 333-194509, 333-194508, 333-187469, 333-116867, 333-123753, 333-132957,
333-141797, 333-149790, 333-158394, 333-165536, 333-172967, 333-180212, and 333-181327).
 
/s/ GRANT THORNTON LLP
Kansas City, Missouri
February 5, 2019
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SITA LABORATORIES, INC.

Financial Statements

December 31, 2016 (Audited) and December 31, 2017 (Audited)

(With Independent Auditors’ Report Thereon)
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
 
Stockholders
SITA Laboratories, Inc.
 
We have audited the accompanying financial statements of SITA Laboratories, Inc. d/b/a Callcap (a Delaware corporation), which
comprise the balance sheets as of December 31, 2017 and 2016, and the related statements of earnings, changes in stockholders’
equity (deficit), and cash flows for the years then ended, and the related notes to the financial statements.
Management’s responsibility for the financial statements 
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting
principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
 
Auditor’s responsibility 
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant
to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of SITA
Laboratories, Inc. as of December 31, 2017 and 2016, and the results of its
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operations and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.
/s/ GRANT THORNTON LLP
Wichita, Kansas
May 23, 2018
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FINANCIAL STATEMENTS

SITA LABORATORIES, INC.

Balance Sheets

(Audited)

 
 

 
  As of December 31,  

  2016   2017  
Assets         

Current assets:         
Cash  $ 136,325  $ 197,391 
Accounts receivable, net   137,067   265,690 
Unbilled accounts receivable   671,991   655,075 
Prepaid expenses and other   13,875   13,435 

Total current assets   959,258   1,131,591 
Property and equipment, net   131,298   100,658 

Total assets  $ 1,090,556  $ 1,232,249 
Liabilities and Stockholders' Equity         

Current liabilities:         
Accounts payable and accrued expenses  $ 228,455  $ 212,142 
Deferred revenue   8,154   6,959 
Line of credit   —   100,000 
Current maturities of capital lease obligations   29,592   11,289 

Total current liabilities   266,201   330,390 
Long-term liabilities:         

Capital lease obligations, net of current maturities   15,196   3,907 
Note payable to stockholder   813,386   813,386 

Total liabilities   1,094,783   1,147,683 
Stockholders' equity (deficit):         

Common stock - Class A, no par value; 10,000,000 shares authorized, 1,476,100 issued and
outstanding at December 31, 2016 and 2017   —   — 
Common stock - Class B, no par value; 10,000,000 shares authorized, 459,053 issued and
outstanding at December 31, 2016 and 2017   1,612,000   1,612,000 
Additional paid-in capital   68,746   68,746 
Note receivable from officer   (1,612,000)   (1,612,000)
Accumulated earnings (deficit)   (72,973)   15,820 

Total stockholders' equity (deficit)   (4,227)   84,566 
Total liabilities and stockholders' equity (deficit):  $ 1,090,556  $ 1,232,249

 

The accompanying notes are an integral part of these statements.
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SITA LABORATORIES, INC.

Statements of Earnings

(Audited)

 
  Years ended December 31,  
  2016   2017  
         
Net sales  $ 8,168,907  $ 8,542,182 
Cost of sales   1,613,633   2,041,240 
Gross profit   6,555,274   6,500,942 
Selling, general and administrative expenses   3,518,386   3,696,521 
Earnings from operations   3,036,888   2,804,421 
Interest income, net   23,652   17,815 
Net earnings  $ 3,060,540  $ 2,822,236

 

The accompanying notes are an integral part of these statements.
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SITA LABORATORIES, INC.

Statements of Changes in Stockholders’ Equity (Deficit)

(Audited)

 

For the years ended December 31, 2016 and 2017

 
  Class A   Class B                  
  Common Stock   Common Stock                  

  
Number of

shares   Amount   
Number
of shares   Amount   

Additional
paid-on
capital   

Note
receivable

from officer   

Accumulated
earnings
(deficit)   Total  

Balance at January 1, 2016   1,476,100   —   459,053  $ 1,612,000  $ 68,746  $ (1,612,000)  $ (48,908)  $ 19,838 
Distributions to stockholders   —   —   —   —   —   —   (3,084,605)   (3,084,605)
Net earnings   —   —   —   —   —   —   3,060,540   3,060,540 
Balance at December 31, 2016   1,476,100   —   459,053  $ 1,612,000  $ 68,746  $ (1,612,000)  $ (72,973)  $ (4,227)
Distributions to stockholders   —   —   —   —   —   —   (2,733,443)   (2,733,443)
Net earnings   —   —   —   —   —   —   2,822,236   2,822,236 
Balance at December 31, 2017   1,476,100   —   459,053  $ 1,612,000  $ 68,746  $ (1,612,000)  $ 15,820  $ 84,566

 

The accompanying notes are an integral part of these statements.
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SITA LABORATORIES, INC.

Statements of Cash Flows

(Audited)

 
  Years ended December 31,  
  2016   2017  
         
Cash flows from operating activities         

Net earnings  $ 3,060,540  $ 2,822,236 
Adjustments to reconcile net earnings to net cash provided by operating activities         

Depreciation and amortization   43,018   45,571 
Change in operating assets and liabilities         

Accounts receivable, net   (19,236)   (128,623)
Unbilled accounts receivable   (94,998)   16,916 
Prepaid expenses and other   (194)   440 
Accounts payable and accrued expenses   27,818   (16,313)
Deferred revenue   1,075   (1,195)
Payable to stockholder   (141,478)   — 

Net cash provided by operating activities   2,876,545   2,739,032 
Cash flows from investing activities         

Purchases of property and equipment   (16,228)   (14,931)
Net cash used in investing activities   (16,228)   (14,931)

Cash flows from financing activities         
Line of credit advances   —   112,000 
Line of credit repayments   (60,000)   (12,000)
Borrowings from stockholder   250,000   - 
Repayments of capital leases   (36,494)   (29,592)
Distributions to stockholders   (3,084,605)   (2,733,443)

Net cash used in financing activities   (2,931,099)   (2,663,035)
Net increase (decrease) in cash   (70,782)   61,066 

Cash at beginning of period   207,107   136,325 
Cash at end of period  $ 136,325  $ 197,391 
Supplemental disclosure of cash flow information         

Cash paid for interest  $ 1,305  $ 635 
Noncash investing and financing activities         

Equipment acquired under capital lease  $ 17,725  $ —
 

The accompanying notes are an integral part of these statements.
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SITA LABORATORIES, INC.

Notes to Financial Statements

(Audited)

 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

 
A summary of the significant accounting policies consistently applied in the preparation of the accompanying financial statements follows.
 

 1. Organization, basis of presentation and nature of business
 

SITA Laboratories, Inc. (the “Company”) was founded in 2001 and provides telephone call tracking and monitoring technologies for call centers. The
Company provides products and services for businesses of all sizes that depend on consumer phone calls to drive sales. The Company is an industry-
leader in sales opportunity identification, qualification, and reporting. Services include call-tracking, call recording, call measurement, online training,
web to ring (Webmatch®), PCI security, and other business analytics. All of the Company’s products improve marketing and sales effectiveness while
providing brand protection. Customers realize improved return on advertising investment, increased profitability and enhanced customer service. The
Company provides innovative solutions and services that improve organizational performance. The Company also owns and operates the brand
Telecapture®, a leading provider of self-service call measurement services in North America.
 
The accompanying financial statements have been prepared in conformity with accounting principles generally accepted in the United States of America
(“GAAP”).  

 
 2. Revenue recognition
 

Revenue consists of payments from customers for pay-for-call tracking, recording and measurement services associated with consumer phone calls
typically in a call center environment and for the use of the Company’s call analytics technology.
 
The Company recognizes revenue, net of discounts and rebates, upon completion of its performance obligation, provided that:  (i) persuasive evidence of
an arrangement exists, (ii) the fee arrangement is fixed and determinable and (iii) collectability is reasonably assumed. Payments from customers received
in advance for services are recorded as deferred revenue.

 
 3. Cash
 

The Company maintains cash balances at financial institutions, which from time to time may exceed federally insured limits. The Company has not
experienced any losses in such accounts and believes it is not exposed to any significant credit risk on cash.

 
 4. Accounts receivable
 

Accounts receivable represents amounts due from customers, net of discounts. Credit is granted in the normal course of business, generally without
collateral or any other security, to support amounts due. Accounts outstanding longer than their contractual payment terms are considered past due. The
Company determines its allowance for doubtful accounts by considering a number of factors, including the length of time accounts receivable are past
due, the Company’s previous loss history, the customer’s current ability to pay its obligations to the Company, and the condition of the general economy
and the industry as a whole. The Company writes off accounts receivable when they become uncollectible, and payments subsequently received on such
receivables are credited to bad debt expense. There was no allowance for doubtful accounts at December 31, 2017 and 2016.
 
Unbilled accounts receivable represents recorded revenue that has not yet been billed to customers. The Company typically invoices its customers in the
first week of the month for the previous month’s services provided.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

 
 5. Property and equipment
 

Property and equipment, including assets recorded under capital leases, are recorded at cost less accumulated depreciation and amortization. Depreciation
is calculated on a straight-line basis over the estimated life of the related assets, ranging from three to seven years. Leasehold improvements are
amortized over the shorter of the lease term or the asset’s estimated useful life. Repair and maintenance expenditures are charged to expense as incurred.
Costs of major repairs and maintenance expenditures that extend useful lives of property and equipment are capitalized.

 
 6. Impairment of long-lived assets
 

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate the carrying amount of an asset may not be
recoverable. Recoverability of assets is measured by a comparison of the carrying amount of an asset to estimated future undiscounted net cash flows
expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured as the amount by which
the carrying amount of the assets exceeds the fair value of the assets.
 

 7. Stock-based compensation
 
The Company measures all share-based payments to employees, including grants of stock options, based on the grant date fair value of the awards and
recognizes these amounts in the statements of earnings over the vesting or service period, as applicable, of the stock award. There was no stock-based
compensation in 2017 and 2016.
 

 8. Advertising costs
 

Advertising costs are expensed as incurred. Advertising expense incurred was $44,595 and $23,435 in 2017 and 2016, respectively.
 
 9. Income taxes
 

Income taxes on earnings of the Company are payable personally by the stockholders pursuant to an election under Subchapter S of the Internal Revenue
Code and similar state provisions. Accordingly, no additional provision has been made in the financial statements for federal and state income taxes.
 
The Company recognizes the tax benefits from an uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from such a
position are measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlement. The
Company records interest and penalties on tax assessments as interest expense and operating expense. The Company does not have unrecognized tax
benefits or interest and penalties recorded within the financial statements as of December 31, 2017 and 2016.

 
 10. Use of estimates
 

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

 
 11. Recently issued accounting pronouncements
 

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (ASU) No. 2014-09, Revenue from Contracts
with Customers. The standard will eliminate the transaction and industry specific revenue recognition guidance under current “U.S. GAAP” and replace it
with a principle-based approach for determining revenue recognition. The updated standard permits the use of either a full retrospective or retrospective
with cumulative effect transition method. In July 2015, the FASB approved a one-year deferral of the effective date. For nonpublic entities, the updated
standard is effective for annual reporting periods beginning after December 15, 2018, and interim periods within annual periods beginning after
December 15, 2019.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

 
Early adoption is permitted for private entities. The Company is evaluating the impact of this updated standard on the financial statements.
 
In February 2016, the FASB issued its new lease accounting guidance in ASU No. 2016-02, Leases. Under the new guidance, lessees will be required to
recognize the following for all leases (with the exception of short-term leases) at the commencement date: (i) a lease liability, which is a lessee’s
obligation to make lease payment arising from a lease, measured on a discounted basis; and (ii) a right-of-use asset, which is an asset that represents the
lessee’s right to use, or control the use of, a specified asset for the lease term. Under the new guidance, lessor accounting is largely unchanged and lessees
will no longer be provided with a source of off-balance sheet financing. This ASU is effective for nonpublic entities beginning on January 1, 2020. Early
adoption is permitted. Lessees (for capital and operating leases) and lessors (for sales-type, direct financing, and operating leases) must apply a modified
retrospective transition approach for leases existing at, or entered into after, the beginning of the earliest comparative period presented in the financial
statements. The modified retrospective approach would not require any transition accounting for leases that expired before the earliest comparative period
presented. Lessees and lessors may not apply a full retrospective transition approach. The Company is currently evaluating the impact of this updated
standard on the financial statements.
 
In August of 2016, the FASB issued ASU No. 2016-15, Classification of Certain Cash Receipts and Cash Payments which addresses eight cash flow
issues with the intent to reduce the diversity of current practice. The issues discussed are as follows:
 

1) Debt prepayment or debt extinguishment costs  
2) Settlement of debt instruments
3) Payment of a contingent consideration liability  
4) Cash proceeds from the settlement of insurance claims  
5) Cash proceeds from the settlement of corporate-owned life insurance policies  
6) Distributions received from equity method investees
7) Cash inflows related to beneficial interests in the securitization of financial assets
8) Cash receipts and payments with characteristics of more than one class of cash flows
 

The ASU is effective for nonpublic entities for fiscal years beginning after December 15, 2018 with early adoption permissible. The Company is
currently evaluating the effect of this new ASU on its results of operations, financial condition, and cash flows.  

 
 12. Subsequent events

 
The Company has evaluated subsequent events and transactions through May 23, 2018, which represents the date as of which the financial statements
were available to be issued. The Company is not aware of any subsequent events that would require recognition or disclosure in the financial statements.

 
 
NOTE B - PROPERTY AND EQUIPMENT
 

Property and equipment, net consist of the following at December 31:
  2016   2017  

Computer Equipment  $ 321,545  $ 334,201 
Software   16,942   16,942 
Furniture & Fixtures   35,662   37,937 
Leasehold Improvements   5,689   5,689 
Other   15,832   15,832 
  $ 395,670  $ 410,601 
Less: Accumulated depreciation and amortization   (264,372)   (309,943)
Property and equipment, net  $ 131,298  $ 100,658

 

 
Depreciation and amortization expense totaled $45,571 and $43,018 and is included in selling, general and administrative expenses for the years ended
December 31, 2017 and 2016, respectively.
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NOTE C - LINE OF CREDIT
 

In August 2016, the Company entered into a $100,000 credit facility with an original maturity of September 1, 2017. In 2017, the Company amended the
credit facility to extend the maturity date to September 1, 2018. The note under the credit facility is due on demand and bears interest at the prime rate
plus margin (5.25% and 5% at December 31, 2017 and 2016, respectively). The note is collateralized by substantially all assets of the Company and is
personally guaranteed by the Company’s majority stockholder. The Company had balances of $100,000 and $0 outstanding on the line of credit as of
December 31, 2017 and 2016, respectively.
 
The loan agreement, as amended, contains certain covenants as described in the agreement including financial covenants for debt service coverage ratios,
debt to EBIDA ratios, net worth and to maintain financial statements presented on a GAAP basis of accounting with audited yearly financial statements
due as soon as practicable but in any event by June 30. The Company was in compliance with these covenants at December 31, 2017.
 

 
NOTE D - NOTES PAYABLE TO STOCKHOLDERS

 
The Company had notes payable to stockholders of $813,386 at December 31, 2017 and 2016. During 2016, one of the stockholders acquired the shares
of another stockholder (see Note F) and provided the Company with a note payable for $250,000 which was added to the existing note payable balance.
The stockholder also personally paid off the note the Company owed another stockholder in full and in return the Company added this balance to the now
majority stockholder note payable. An amendment with the majority stockholder was entered into in August 2016 which allows the note to accrue interest
at a rate of 1.2% per annum and requires interest-only payments beginning August 2017 until the maturity date of August 2025, at which time the balance
is due in full. The Company had interest expense of $9,761 and $3,254 on the notes payable at December 31, 2017 and 2016, respectively.

 
 
NOTE E - CAPITAL LEASES
 

The Company leases certain computer equipment under capital leases. The leased computer equipment is presented as property and equipment on the
balance sheets and is included in Note B.

 
The following is a summary of assets held under capital leases at December 31:

  2016   2017  
Computer Equipment  $ 82,291  $ 82,291 
Less: Accumulated depreciation and amortization   (27,473)   (43,843)
  $ 54,818  $ 38,448

 

 
Depreciation expense of $16,370 and $22,179 is included in selling, general and administrative expenses for the years ended December 31, 2017 and
2016, respectively.
 
Future minimum lease payments under capital leases and the aggregate present value of the net minimum lease payments at December 31, 2017 are as
follows:
 

Year ending December 31, 2018 $ 12,029 
Year ending December 31, 2019  4,168 
Total minimum lease payments  16,197 
Less amount representing interest  (1,001)
Present value of minimum lease payments  15,196 
Less current maturities  (11,289)
Long-term capital lease obligations $ 3,907
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NOTE F - STOCKHOLDERS’ EQUITY
 

The authorized capital stock of the Company consists of:
 

 • 10,000,000 shares, no par value, of Class A common stock of which 1,476,100 were issued and outstanding at December 31, 2017 and 2016.
 • 10,000,000 shares, no par value, of Class B nonvoting common stock of which 459,053 were issued and outstanding at December 31, 2017 and

2016.
 

In case of a specific event (as defined), the Company has the right, but not the obligation to repurchase all of the Class B stock at a purchase price equal
to the fair value as determined by the governing board.
 
Except with respect to voting rights, the Class A and Class B shares have identical rights. In the event of the Company’s liquidation or dissolution, the
common stockholders are entitled to share ratably in all assets remaining after payment of all debts and other liabilities. The common stockholders have
no preemptive, subscription, redemption or conversion rights.
 
In January 2013, the Company issued 100,000 shares of Class B common stock to an officer for a unit price of $16.12 per share. The stock immediately
vested on the date of the grant. The acquisition of the shares was financed with a promissory note for $1,612,000, refer to Note I. The shares are pledged
as collateral until settlement of the promissory note with full payment of principal and interest.
 
In August 2016, one of the stockholders purchased all shares consisting of 738,050 voting Class A shares and 179,526 non-voting Class B shares from
the other stockholder’s estate for total consideration of $11,000,000. Upon purchase of the shares, the stockholder owns 100% of the outstanding Class A
shares and became the majority stockholder. The stockholder financed a portion of the transaction via a personal loan for which the Company serves as a
guarantor. See Note J for further discussion of the guarantee.
 
Effective January 1, 2017, two stockholders entered into a stock purchase agreement in which the majority stockholder sold 267,679 shares of Class B
stock to another stockholder for total consideration of $2,800,000. Total outstanding shares of the Company did not change as a result of this transaction.  

 
 
NOTE G - OPERATING LEASES

 
The Company leased its office facilities under operating lease agreements that have all expired as of December 31, 2017. These office facilities are now
leased under a month-to-month arrangement with the lessor.
 
During 2017, the Company terminated one of the operating lease agreements and was assessed an early termination fee of $38,400 payable over 16
months. The termination fee is included in selling, general and administrative expenses in the statements of earnings and the remaining payable of
$16,800 at December 31, 2017 is included in accounts payable and accrued expenses.
 
The Company recognizes rent expense under such agreements on a straight-line basis over the lease term with any lease incentive amortized as a
reduction of rent expense over the lease term.
 
Rent expense incurred by the Company was approximately $170,000 for the years ended December 31, 2017 and 2016.

 
 
NOTE H - MAJOR CUSTOMERS

 
Accounts receivable from two customers represented 19% and 13% of accounts receivable and unbilled accounts receivable for the year ended December
31, 2017. The net sales from the two customers represented 18% and 4% of net sales for the year ended December 31, 2017.

 
Accounts receivable from one customer represented 21% of accounts receivable and unbilled accounts receivable for the year ended December 31, 2016.
The net sales from the one customer represented 13% of net sales for the year ended December 31, 2016.
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NOTE I - RELATED PARTY TRANSACTIONS

 
Management fees
In 2009 the Company entered into management services agreements with the two Class A stockholders. The Company incurred management fees
expenses of approximately $110,000 and $250,000 during the years ended December 31, 2017 and 2016, respectively, and is included in selling, general
and administrative expenses in the statements of earnings.
 
Note receivable from officer
In January 2013 an officer signed a promissory note totaling $1,612,000 in connection with the issuance of 100,000 shares of Class B common stock. The
note bears interest at a fixed rate of 1.75% and matures in January 2022. The interest is payable monthly and the note is payable in full at the maturity
date. The officer can prepay any amount before the maturity date without penalty. The note is secured by the 100,000 shares of Class B common stock
and is recorded within equity. Interest income recognized on the note receivable was $28,210 for the years ended December 31, 2017 and 2016.
 
Notes payable
The Company has notes payable to the majority stockholder, refer to Note D.

 
Payable to stockholder
The Company owed a stockholder approximately $48,000 in management fees and $93,000 in distributions at December 31, 2015. This amount was
presented as payable to stockholder within the balance sheets and was represented by held checks at December 31, 2015. These amounts were fully paid
during 2016.

 
 
NOTE J - COMMITMENTS
 

On August 30, 2016, the majority stockholder entered into a loan agreement with a bank for $6,700,000 in which the Company is guarantor. The loan was
utilized to purchase the outstanding shares from the estate of the other stockholder. The loan, as amended, has a maturity date of December 1, 2025 with
monthly principal and interest payments of $76,515. The outstanding balance of the loan was $5,750,257 and $6,505,925 as of December 31, 2017 and
2016, respectively.
 
The Company is liable for the full unpaid balance at any time in which the loan enters default. An event of default includes the failure to make scheduled
payments or the failure to meet covenants. The loan includes covenants requiring the Company to maintain their primary deposit and operating accounts
with the bank, maintain a net worth greater than or equal to $0, measured at December 31 annually and to maintain financial statements presented on a
GAAP basis of accounting with audited yearly financial statements due as soon as practicable but in any event by June 30. The majority stockholder is
required to maintain a debt service coverage ratio of 1.3 to 1.0 which is dependent on the Company’s earnings before interest, depreciation and
amortization and is measured annually. The secured collateral pledged by the Company includes all business assets, along with all telephone numbers
now owned or hereinafter acquired by the Company.
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SITA LABORATORIES, INC.

Unaudited Condensed Financial Statements
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SITA LABORATORIES, INC.

Unaudited Condensed Balance Sheets

 

 

  

Unaudited
December 31,

2017   

Unaudited
September 30,

2018  
Assets         

Current assets:         
Cash  $ 197,391  $ 146,654 
Accounts receivable, net   265,690   131,266 
Unbilled accounts receivable   655,075   752,622 
Prepaid expenses and other   13,435   60,054 

Total current assets   1,131,591   1,090,596 
Property and equipment, net   100,658   99,666 

Total assets  $ 1,232,249  $ 1,190,262 
Liabilities and Stockholders' Equity         

Current liabilities:         
Accounts payable and accrued expenses  $ 212,142   396,533 
Deferred revenue   6,959   2,494 
Line of credit   100,000   — 
Current maturities of capital lease obligations   11,289   5,384 

Total current liabilities   330,390   404,411 
Long-term liabilities:         

Capital lease obligations, net of current maturities   3,907   — 
Note payable to stockholder   813,386   813,386 

Total liabilities   1,147,683   1,217,797 
Stockholders' equity (deficit):         

Common stock - Class A, no par value; 10,000,000 shares authorized,
   1,476,100 issued and outstanding at December 31, 2017 and
   September 30, 2018   —   — 
Common stock - Class B, no par value; 10,000,000 shares authorized,
   459,053 issued and outstanding at December 31, 2017 and
   September 30, 2018   1,612,000   1,612,000 
Additional paid-in capital   68,746   68,746 
Note receivable from officer   (1,612,000)   (1,612,000)
Accumulated earnings (deficit)   15,820   (96,281)

Total stockholders' equity (deficit)   84,566   (27,535)
Total liabilities and stockholders' equity (deficit):  $ 1,232,249  $ 1,190,262

 

See accompanying notes to condensed financial statements.
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SITA LABORATORIES, INC.

Unaudited Condensed Statement of Earnings

 

 

  

Unaudited Nine
Months Ended

September 30, 2017   

Unaudited Nine
Months Ended

September 30, 2018  
Net sales  $ 6,517,421  $ 6,836,499 
Cost of sales   1,547,361   1,580,056 

Gross profit   4,970,060   5,256,443 
Selling, general and administrative expenses   2,822,853   3,036,857 

Earnings from operations   2,147,207   2,219,586 
Interest income, net   13,837   13,602 

Net earnings  $ 2,161,044  $ 2,233,188
 

See accompanying notes to condensed financial statements.
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SITA LABORATORIES, INC.

Unaudited Condensed Statement of Cash Flows

 

 

  

Unaudited Nine
Months Ended
September 30,

2017   

Unaudited Nine
Months Ended
September 30,

2018  
Cash flows from operating activities         

Net earnings  $ 2,161,044  $ 2,233,188 
Adjustments to reconcile net earnings to net cash provided by operating activities         

Depreciation and amortization   34,119   34,232 
Change in operating assets and liabilities         

Accounts receivable, net   69,415   134,424 
Unbilled accounts receivable   (176,418)   (97,547)
Prepaid expenses and other   (4,123)   (46,619)
Accounts payable and accrued expenses   122,761   184,391 
Deferred revenue   (6,404)   (4,465)

Net cash provided by operating activities   2,200,394   2,437,604 
Cash flows from investing activities         

Purchases of property and equipment   (10,891)   (33,238)
Net cash used in investing activities   (10,891)   (33,238)

Cash flows from financing activities         
Line of credit advances   12,000   — 
Line of credit repayments   (8,000)   (100,000)
Repayments of capital leases   (22,735)   (9,812)
Distributions to stockholders   (2,109,300)   (2,345,291)

Net cash used in financing activities   (2,128,035)   (2,455,103)
Net increase (decrease) in cash   61,468   (50,737)

Cash at beginning of period   136,325   197,391 
Cash at end of period  $ 197,793  $ 146,654 
Supplemental disclosure of cash flow information         
Cash paid for interest  $ —  $ 235

 

 

See accompanying notes to condensed financial statements.
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SITA LABORATORIES, INC.

Notes to Condensed Financial Statements

September 30, 2017 (Unaudited) and 2018 (Unaudited)

 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

 
A summary of the significant accounting policies consistently applied in the preparation of the accompanying financial statements follows.
 

 1. Organization, basis of presentation and nature of business
 

SITA Laboratories, Inc. (the “Company”) was founded in 2001 and provides telephone call tracking and monitoring technologies for call centers. The
Company provides products and services for businesses of all sizes that depend on consumer phone calls to drive sales. The Company is an industry-
leader in sales opportunity identification, qualification, and reporting. Services include call-tracking, call recording, call measurement, online training,
web to ring (Webmatch®), PCI security, and other business analytics. All of the Company’s products improve marketing and sales effectiveness while
providing brand protection. Customers realize improved return on advertising investment, increased profitability and enhanced customer service. The
Company provides innovative solutions and services that improve organizational performance. The Company also owns and operates the brand
Telecapture®, a leading provider of self-service call measurement services in North America.
 
The accompanying unaudited financial statements have been prepared in conformity with accounting principles generally accepted in the United States of
America (“GAAP”) for interim financial information. Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for annual financial statements. In the opinion of management, all adjustments (consisting only of normal recurring
adjustments) considered necessary for a fair presentation have been included. Operating results for the nine months ended September 30, 2018 are not
necessarily indicative of the results that may be expected for the year ending December 31, 2018 or for any other period. The balance sheet at December
31, 2017 has been derived from the audited financial statements at that date, but does not include all of the information and notes required by accounting
principles generally accepted in the United States of America for complete financial statements. These condensed financial statements and notes should
be read in conjunction with the Company’s audited financial statements and accompanying notes included in the Current Report on Form 8-K/A for the
year ended December 31, 2017, and filed with the SEC.

 
 2. Income taxes
 

Income taxes on earnings of the Company are payable personally by the stockholders pursuant to an election under Subchapter S of the Internal Revenue
Code and similar state provisions. Accordingly, no additional provision has been made in the financial statements for federal and state income taxes.
 
The Company recognizes the tax benefits from an uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from such a
position are measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlement. The
Company records interest and penalties on tax assessments as interest expense and operating expense. The Company does not have unrecognized tax
benefits or interest and penalties recorded within the financial statements as of September 30, 2017 and 2018.

 
 3. Use of estimates
 

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.
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NOTE B – PROPERTY AND EQUIPMENT

 
Property and equipment, net consist of the following at December 31, 2017 and September 30, 2018:

 

  

At
December 31,

2017   

At
September 30,

2018  
Computer Equipment  $ 334,201  $ 341,864 
Software   16,942   42,518 
Furniture & Fixtures   37,937   37,937 
Leasehold Improvements   5,689   5,689 
Other   15,832   15,832 
  $ 410,601  $ 443,840 
Less: Accumulated depreciation and amortization   (309,943)   (344,174)
Property and equipment, net  $ 100,658  $ 99,666

 

 
Depreciation and amortization expense totaled $34,119 and $34,232 and is included in selling, general and administrative expenses for the nine months
ended September 30, 2017 and 2018, respectively.

 
 
NOTE C - LINE OF CREDIT
 

In August 2016, the Company entered into a $100,000 credit facility with an original maturity of September 1, 2017. In 2017, the Company amended the
credit facility to extend the maturity date to September 1, 2018. The note under the credit facility is due on demand and bears interest at the prime rate
plus margin. The note is collateralized by substantially all assets of the Company and is personally guaranteed by the Company’s majority stockholder.
The Company did not have an outstanding balance on the line of credit as of September 30, 2018.  
 

 
NOTE D - STOCKHOLDERS’ EQUITY
 

The authorized capital stock of the Company consists of:
 

 • 10,000,000 shares, no par value, of Class A common stock of which 1,476,100 were issued and outstanding at December 31, 2017 and
September 30, 2018.

 • 10,000,000 shares, no par value, of Class B nonvoting common stock of which 459,053 were issued and outstanding at December 31, 2017 and
September 30, 2018.

 
In case of a specific event (as defined), the Company has the right, but not the obligation to repurchase all of the Class B stock at a purchase price equal
to the fair value as determined by the governing board.
 
Except with respect to voting rights, the Class A and Class B shares have identical rights. In the event of the Company’s liquidation or dissolution, the
common stockholders are entitled to share ratably in all assets remaining after payment of all debts and other liabilities. The common stockholders have
no preemptive, subscription, redemption or conversion rights.
 
Effective January 1, 2017, two stockholders entered into a stock purchase agreement in which the majority stockholder sold 267,679 shares of Class B
stock to another stockholder for total consideration of $2,800,000. Total outstanding shares of the Company did not change as a result of this transaction.  

 
 
NOTE E - OPERATING LEASES

 
The Company leased its office facilities under operating lease agreements that have all expired as of December 31, 2017. These office facilities are now
leased under a month-to-month arrangement with the lessor.
 
During 2017, the Company terminated one of the operating lease agreements and was assessed an early termination fee of $38,400 payable over 16
months.
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The Company recognizes rent expense under such agreements on a straight-line basis over the lease term with any lease incentive amortized as a
reduction of rent expense over the lease term. Rent expense incurred by the Company was approximately $141,694 and $91,294 for the nine months
ended September 30, 2017 and 2018, respectively.

 
 
NOTE F - MAJOR CUSTOMERS

 
Accounts receivable from one customer represented 13% and 15% of accounts receivable and unbilled accounts receivable for the year ended December
31, 2017 and the nine months ended September 30, 2018, respectively. The net sales from this customer represented 18% and 19% of net sales for the
nine months ended September 30, 2017 and 2018, respectively. Accounts receivable from one other customer represented 19% and less than 10% of
accounts receivable and unbilled accounts receivable for the year ended December 31, 2017 and the nine months ended September 30, 2018, respectively.
 
 

NOTE G - RELATED PARTY TRANSACTIONS
 
Management fees
In 2009 the Company entered into management services agreements with the two Class A stockholders. The Company incurred management fees
expenses of approximately $22,000 and $270,000 during the nine months ended September 30, 2017 and 2018, respectively, and is included in selling,
general and administrative expenses in the statements of earnings.
 
Note receivable from officer
In January 2013 an officer signed a promissory note totaling $1,612,000 in connection with the issuance of 100,000 shares of Class B common stock. The
note bears interest at a fixed rate of 1.75% and matures in January 2022. The interest is payable monthly and the note is payable in full at the maturity
date. The officer can prepay any amount before the maturity date without penalty. The note is secured by the 100,000 shares of Class B common stock
and is recorded within equity. Interest income recognized on the note receivable was $21,157 for the nine months ended September 30, 2017 and 2018.
 
Notes payable
The Company had notes payable to stockholders of $813,386 at September 30, 2018. The note accrues interest at a rate of 1.2% per annum and requires
interest-only payments beginning August 2017 until the maturity date of August 2025, at which time the balance is due in full. The Company had interest
expense of $7,321 for both the nine-months ended September 30, 2018 and 2017.
 

 
NOTE H - COMMITMENTS

On August 30, 2016, the majority stockholder entered into a loan agreement with a bank for $6,700,000 in which the Company is guarantor. The loan was
utilized to purchase the outstanding shares from the estate of the other stockholder. The loan, as amended, has a maturity date of December 1, 2025 with
monthly principal and interest payments of $76,515. The outstanding balance of the loan was $5,750,257 and $5,320,982 at December 31, 2017 and
September 30, 2018, respectively.
 
The Company is liable for the full unpaid balance at any time in which the loan enters default. An event of default includes the failure to make scheduled
payments or the failure to meet covenants. The loan includes covenants requiring the Company to maintain their primary deposit and operating accounts
with the bank, maintain a net worth greater than or equal to $0, measured at December 31 annually and to maintain financial statements presented on a
GAAP basis of accounting with audited yearly financial statements due as soon as practicable but in any event by June 30. The majority stockholder is
required to maintain a debt service coverage ratio of 1.3 to 1.0 which is dependent on the Company’s earnings before interest, depreciation and
amortization and is measured annually. The secured collateral pledged by the Company includes all business assets, along with all telephone numbers
now owned or hereinafter acquired by the Company.

 

NOTE I – SUBSEQUENT EVENT

On November 20, 2018, Marchex, Inc. acquired 100% of the Company’s stock. The consideration to the Company’s stockholders consisted of:  
 
 - Approximately $25 million in cash; and
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 - $10 million in value of shares of Machex’s Class B common stock (“Common Stock”), calculated based on a 10 day trailing average of

Marchex’s Common Stock daily closing price on Nasdaq prior to the closing with 25% of such shares of Common Stock to be issued on the
first, second, third and fourth annual anniversary of the closing, respectively.
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Exhibit 99.4
 

 
MARCHEX, INC.

UNAUDITED PRO FORMA FINANCIAL INFORMATION

 

The following unaudited pro forma condensed combined financial statements give effect to the acquisition of SITA Laboratories, Inc. (d/b/a CallCap)
(“CallCap”) and Marchex, Inc. (“Marchex”).

The following unaudited pro forma condensed combined financial statements are based on the historical consolidated financial statements of Marchex
and CallCap. The unaudited pro forma condensed combined statements of operations for the twelve months ended December 31, 2017 and the nine months
ended September 30, 2018, give effect to the acquisition as if it had been completed on January 1, 2017. The unaudited pro forma condensed combined
balance sheet gives effect to the acquisition as if it had been completed on September 30, 2018.

The historical financial information has been adjusted to give effect to pro forma adjustments that are (1) directly attributable to the acquisition,
(2) factually supportable and (3) for purposes of the pro forma condensed combined statements of operations, expected to have a continuing impact on the
consolidated results of Marchex. The unaudited pro forma condensed combined financial statements do not reflect any operating efficiencies, cost savings or
revenue enhancements that may be achieved by the combined companies. In addition, certain nonrecurring expenses expected to be incurred within the first
twelve months after the acquisition are also not reflected in the pro forma statements.

The pro forma adjustments are based on preliminary information available as of the date of this current report on Form 8-K/A. Assumptions and
estimates underlying the pro forma adjustments are described in the accompanying notes. These preliminary assumptions and estimates are subject to change
as Marchex finalizes the valuations of the assets acquired and liabilities assumed in connection with its acquisition of CallCap.

Marchex will evaluate CallCap’s accounting policies to determine if it may be necessary to harmonize any differences in policies. These unaudited pro
forma condensed combined financial statements do not assume any differences in accounting policies.

These unaudited pro forma condensed combined financial statements are provided for informational purposes only and are not necessarily indicative
of what the actual results of operations and financial position would have been had the acquisition taken place on the dates indicated, nor are they indicative
of the future combined results of operations or financial position of the combined companies.

The unaudited pro forma condensed combined financial statements, including the notes thereto, should be read in conjunction with the historical
consolidated financial statements of: Marchex included in its Annual Report on Form 10-K for the year ended December 31, 2017 and its Quarterly Report on
Form 10-Q for the nine months ended September 30, 2018; and the audited financial statements of CallCap included in this current report on Form 8-K/A as
of and for the year ended December 31, 2017 and the unaudited financial statements of CallCap as of September 30, 2018 and for the nine months ended
September 30, 2017 and 2018.

On November 20, 2018, Marchex acquired CallCap, a call monitoring and analytics company, for consideration of $25 million in cash in connection
with the closing and $10 million in value of shares of Class B common stock (the “Common Stock”) of Marchex calculated based on a 10 day trailing average
of Marchex’s Common Stock daily closing price on Nasdaq prior to the closing with 25% of such shares of Common Stock issued on the first, second, third
and fourth annual anniversary of the closing (the “Share Purchase Agreement”).

The Share Purchase Agreement contains customary representations and warranties and requires the CallCap stockholders to indemnify Marchex for
certain liabilities arising under the Share Purchase Agreement, secured by an escrow and subject to certain limitations and conditions. Marchex has the right to
offset the Future Consideration payable under the Merger Agreement to satisfy the indemnification and other obligations under the Merger Agreement of the
CallCap stockholders. Marchex has also agreed to file a registration statement to register the shares of Common Stock for resale with the Securities and
Exchange Commission within five (5) business days after each issuance.

 
 

 



 
 

MARCHEX, INC.

Unaudited Pro Forma Condensed Combined Balance Sheet

(in thousands)

As of September 30, 2018

 

 
Marchex,

Inc.   CallCap   Pro Forma   Pro Forma  
 (Historical)   (Historical)   Adjustments  Combined  

Assets                
Current assets:                

Cash and cash equivalents $ 78,605  $ 147  $ (24,993) a $ 53,759 
Accounts receivable, net, including unbilled amounts  13,646   883   —   14,529 
Prepaid expenses and other current assets  2,322   60   (7) b  2,375 

Total current assets  94,573   1,090   (25,000)   70,663 
Property and equipment, net  2,797   100   —   2,897 
Other assets, net  919   —   —   919 
Goodwill  —   —   18,956 a  18,956 
Intangible assets from acquisitions, net  —   —   15,128 a  15,128 

Total assets $ 98,289  $ 1,190  $ 9,084  $ 108,563 
Liabilities and Stockholders' Equity                

Current Liabilities:                
Accounts payable $ 5,258  $ 397  $ (140) g $ 5,515 
Accrued expenses and other current liabilities  5,804   —   108 c  5,912 
Deferred revenue and deposits  1,165   2   (2) g  1,165 
Other liabilities  —   5   (5) g  — 

Total current liabilities  12,227   404   (39)   12,592 
Note payable to stockholder      813   (813) b  — 
Other non-current liabilities  1,155   —   —   1,155 

Total liabilities  13,382   1,217   (852)   13,747 
Commitments and contingencies                
Stockholders' equity:                

Class A common stock  53   —   —   53 
Class B common stock  368   1,612   (1,578) a, b  402 
Additional paid-in capital  340,047   69   9,914 a, b  350,030 
Note receivable from officer  —   (1,612)   1,612 b  — 
Accumulated deficit  (255,561)   (96)   (12) b, c  (255,669)

Total stockholders' equity  84,907   (27)   9,936   94,816 
Total liabilities and stockholders' equity $ 98,289  $ 1,190  $ 9,084  $ 108,563

 

 
See notes to unaudited pro forma condensed combined statements.

 

 



 
MARCHEX, INC.

Unaudited Pro Forma Condensed Combined Statement of Operations

(in thousands, except per share amounts)

For the year ended December 31, 2017

 

 
Marchex,

Inc.   CallCap   Pro Forma   Pro Forma  
 (Historical)   (Historical)   Adjustments  Combined  
Revenue $ 90,291  $ 8,542  $ —  $ 98,833 
Expenses:                

Service costs (1)  49,339   2,041   696 d  52,076 
Sales and marketing (1)  15,652   —   784 d  16,436 
Product development  18,094   —   933 d  19,027 
General and administrative (1)  13,567   3,697   (2,413) d  14,851 
Amortization of intangible assets from acquisitions (2)  —   —   4,150 e  4,150 

Total operating expenses  96,652   5,738   4,150   106,540 
Income (loss) from operations  (6,361)   2,804   (4,150)   (7,707)

Interest income and other, net  316   18   (18) h  316 
Income (loss) before provision for income taxes  (6,045)   2,822   (4,168)   (7,391)
Income tax expense  42   —   —   42 
Net income (loss)  (6,087)   2,822   (4,168)   (7,433)
Dividends applicable to participating securities  (355)   —   —   (355)
Net Income (loss) applicable to common
   stockholders  (6,442)   2,822   (4,168)   (7,788)
Basic and diluted net income (loss) per Class A
   share applicable to common stockholders $ (0.16)          $ (0.14)
Basic and diluted net income (loss) per Class B
   share applicable to common stockholders $ (0.15)          $ (0.18)
Dividends per share $ 0.50          $ 0.50 
Shares used to calculate basic net loss per share
   applicable to common stockholders                
Class A  5,056           5,056 
Class B  37,657       3,396   41,053 
Shares used to calculate diluted net loss per share
   applicable to common stockholders                
Class A  5,056           5,056 
Class B  42,713       3,396   46,109 
(1)    Excludes amortization of intangibles                
(2)    Components of amortization of intangible assets                
Service costs $ —  $ —  $ 1,134 e $ 1,134 
Sales and marketing $ —  $ —  $ 1,958 e $ 1,958 
General and administrative $ —  $ —  $ 1,058 e $ 1,058

 

 
See notes to unaudited pro forma condensed combined statements.

 

 



 
MARCHEX, INC.

Unaudited Pro Forma Condensed Combined Statement of Operations

(in thousands, except per share amounts)

For the nine months ended September 30, 2018

 

 
Marchex,

Inc.   CallCap   Pro Forma   Pro Forma  
 (Historical)   (Historical)  Adjustments  Combined  
Revenue $ 62,120  $ 6,836  $ —  $ 68,956 
Expenses:                
Service costs (1)  35,084   1,580   593 d  37,257 
Sales and marketing (1)  10,275   —   712 d  10,987 
Product development  11,382   —   791 d  12,173 
General and administrative (1)  8,083   3,037   (2,096) d  9,024 
Amortization of intangible assets from
   acquisitions (2)  —   —   3,112 e  3,112 
Acquisition related costs  110   —   (40) c  70 
Total operating expenses  64,934   4,617   3,072   72,623 
Income (loss) from operations  (2,814)   2,219   (3,072)   (3,667)
Interest income and other, net  805   14   (14) h  805 
Income (loss) before provision for income taxes  (2,009)   2,233   (3,086)   (2,862)
Income tax expense  32   —   —   32 
Net Income (loss) applicable to common
   stockholders $ (2,041)  $ 2,233  $ (3,086)  $ (2,894)
Basic and diluted net income (loss) per Class A and
   Class B share applicable to common stockholders $ (0.05)          $ (0.06)
Shares used to calculate basic net income (loss) per
   share applicable to applicable to common
   stockholders                
Class A  5,056           5,056 
Class B  37,243       3,396   40,639 
Shares used to calculate diluted net loss per share
   applicable to common stockholders                
Class A  5,056           5,056 
Class B  42,299       3,396   45,695 
(1)    Excludes amortization of intangibles                
(2)    Components of amortization of intangible
   assets                
Service costs $ —  $ —  $ 851 e $ 851 
Sales and marketing $ —  $ —  $ 1,469 e $ 1,469 
General and administrative $ —  $ —  $ 793 e $ 793

 

 
See notes to unaudited pro forma condensed combined statements.

 



 
MARCHEX, INC.

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS
 

Pro Forma Adjustments

(a) The purchase price adjustments reflect total consideration of approximately $35.0 million to acquire CallCap, including cash of approximately
$25.0 million and 3,395,586 shares of Class B common stock valued at approximately $10.0 million, to be issued over the four-year period following the
acquisition date. The issuance of the Class B common stock is not contingent.

The following represents the preliminary estimated fair values of the assets acquired and liabilities assumed as of September 30, 2018 (in thousands):

 
Cash and cash equivalents $ 147 
Accounts receivable, net, including unbilled amounts  883 
Prepaid expenses and other current assets  53 
Fixed assets  100 
Identifiable intangible assets  15,128 
Liabilities assumed  (257)

Net assets acquired  16,054 
Goodwill  18,956 

Total $ 35,010
 

Goodwill represents the excess of the purchase price over the fair value of net assets acquired. The fair value of assets acquired and liabilities assumed
are based upon preliminary estimates. The final amounts recorded may differ materially from the information presented. Any changes to the initial estimates
of the fair value of the acquired assets and assumed liabilities will be recorded as adjustments to those assets and liabilities and the residual amounts will
adjust goodwill.

The unaudited pro forma condensed combined financial information does not give effect to any anticipated synergies, operating efficiencies, tax
savings, or cost savings that may be associated with the business combination.

(b) Represents the elimination of the historical stockholders’ equity account of CallCap and settlement of note payable to officer and note receivable
from stockholder.

(c) Represents estimated non-recurring acquisition related costs such as legal, accounting, valuation, and other professional services and expenses
associated with the acquisition that (1) Marchex has incurred for the nine month period ended September 30, 2018 and have been excluded from the
Unaudited Pro Forma Condensed Combined Statements of Operations, or (2) Marchex expects to incur subsequent to September 30, 2018 and have been
presented in the Unaudited Pro Forma Condensed Combined Balance Sheet.

(d) Represents the reclassification of expenses included as selling, general and administrative in historical CallCap financials into the financial
statement categories of Marchex.

(e) Represents the amortization of identifiable intangible assets associated with the acquisition of CallCap including customer relationships,
tradenames, technologies, and non-compete agreements, which are amortized over their preliminary estimated useful lives ranging from 24 to 60 months. The
amortization amounts are based on the preliminary estimates of fair value.

(f) Due to the historical losses incurred by Marchex, no tax benefit associated with the pro forma adjustments has been assumed.

(g) Represents elimination of certain estimated liabilities not assumed by Marchex.

(h) Represents elimination of intercompany interest expense and income on note receivable from officer and note payable to stockholder.

 


