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PART I
 

Unless otherwise indicated or the context otherwise requires, references in this Annual Report on Form 10-K to “InnerWorkings, Inc.,”
“InnerWorkings,” the "Company” “we,” “us” or “our” are to InnerWorkings, Inc., a Delaware corporation and its subsidiaries.

 
Forward-Looking Statements 

 
Certain statements in this Annual Report on Form 10-K are “forward-looking statements” within the meaning of Section 27A of the Securities Act of

1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). These statements
involve a number of risks, uncertainties and other factors that could cause our actual results, performance or achievements to be materially different from
any future results, performance or achievements expressed or implied by these forward-looking statements. Factors which could materially affect such
forward-looking statements can be found in Part I, Item 1A entitled “Risk Factors” and Part II, Item 7 entitled “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this Annual Report on Form 10-K. Investors are urged to consider these factors carefully in evaluating
the forward-looking statements and are cautioned not to place undue reliance on such forward-looking statements. The forward-looking statements made
herein are only made as of the date hereof. Except as expressly required by federal securities laws, we undertake no obligation to publicly update such
forward-looking statements to reflect subsequent events or changed circumstances.

Item 1. Business
 

Our Company 

We are a leading global marketing execution firm for some of the world's most marketing intensive companies, including those listed in the Fortune
1000. As a comprehensive outsourced global solution, we leverage proprietary technology, an extensive supplier network and deep domain expertise to
streamline the creation, production and distribution of marketing and promotional materials, signage and displays, retail experiences, events and
promotions and product packaging across every major market worldwide. The items we source generally are procured through the marketing supply chain
and we refer to these items collectively as marketing materials. Through our network of more than 12,000 global suppliers, we offer a full range of
fulfillment and logistics services that allow us to procure marketing materials of virtually any kind. The breadth of our product offerings and services and
the depth of our supplier network enable us to fulfill the marketing materials procurement needs of our clients.

Our proprietary software applications and databases create a fully-integrated solution that stores, analyzes and tracks the production capabilities of
our supplier network, as well as detailed pricing data. As a result, we believe we have one of the largest independent repositories of supplier capabilities
and pricing data for suppliers of marketing materials around the world. Our technology and databases of product and supplier information are designed to
capitalize on excess manufacturing capacity and other inefficiencies in the traditional marketing materials supply chain to obtain favorable pricing while
delivering high-quality products and services for our clients.

 
We use our supplier capability and pricing data to match orders with suppliers that are optimally suited to meet the client's needs at a highly

competitive price. By leveraging our technology and data, our clients are able to reduce overhead costs, redeploy internal resources and obtain favorable
pricing and service terms. In addition, our ability to track individual transactions and provide customized reports detailing procurement activity on an
enterprise-wide basis provides our clients with greater visibility and control of their marketing materials expenditures.

 
We generate revenue by procuring marketing materials from our suppliers and selling those products to our clients. We procure products for clients

across a wide range of industries, such as retail, financial services, hospitality, consumer packaged goods, non-profits, healthcare, pharmaceuticals, food
and beverage, broadcasting and cable, and transportation.

 
We were formed in 2001, commenced operations in 2002, and converted from a limited liability company to a Delaware corporation in 2006. Our

corporate headquarters are located in Chicago, Illinois. For the year ended December 31, 2019, our annual revenue was $1.2 billion, and we operated in 58
global office locations.

We organize our operations into three segments based on geographic regions: North America, EMEA, and LATAM. The North America segment
includes operations in the United States and Canada; the EMEA segment includes operations in the United Kingdom, continental Europe, the Middle East,
Africa, and Asia; and the LATAM segment includes operations in Mexico, Central America,
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and South America. We believe the opportunity exists to expand our business into new geographic markets. Our objective is to continue to increase our
sales in the major markets in the United States and internationally.

Industry Overview
 

Our business of providing marketing execution solutions primarily includes the procurement of marketing materials, branded merchandise, product
packaging and retail displays. Procurement of marketing materials is often dispersed across several areas of a business, including sales, marketing,
communications and finance. The traditional process of procuring, designing and producing an order often requires extensive collaboration by
manufacturers, designers, agencies, brokers, fulfillment and other middlemen, which is highly inefficient for the customer, who typically pays a mark-up at
each intermediate stage of the supply chain. Consolidating marketing activities across the organization represents an opportunity to reduce total expenditure
and decrease the number of vendors in the marketing supply chain.

 
To become more competitive, many large corporations seek to focus on their core competencies and outsource non-core business functions, which

typically include marketing execution. We seek to capitalize on the trends impacting the marketing supply chain and the movement towards outsourcing of
non-core business functions by leveraging our proprietary technology, deep domain expertise, extensive supplier network and purchasing power.
 
Our Solution 

 
Utilizing our proprietary technology and data, we provide our clients a global solution to procure and deliver marketing materials at favorable prices.

Our network of more than 12,000 global suppliers offers a wide variety of products and a full range of print, fulfillment and logistics services.
 

Our procurement software and database seeks to capitalize on excess manufacturing capacity and other inefficiencies in the traditional supply chain
for marketing materials. We believe that the most competitive prices we obtain from our suppliers are offered by the suppliers with the most unused
capacity. We utilize our technology to:

 
• greatly increase the number of suppliers that we can access on behalf of our clients or that our clients can access efficiently;
• obtain favorable pricing and deliver high quality products and services for our clients; and
• aggregate our purchasing power.

Our proprietary technology and data streamline the procurement process for our clients by eliminating inefficiencies within the traditional marketing
supply chain and expediting production. However, our technology cannot manage all of the variables associated with procuring marketing materials, which
often involves extensive collaboration among numerous parties. Effective management of the procurement process requires dedicated and experienced
personnel working closely with both clients and suppliers. Our account executives and production managers perform that critical function.

 
Account executives act as the primary sales staff to our clients. Production managers manage the entire procurement process for our clients to ensure

timely and accurate delivery of the finished product. For each order we receive, a production manager uses our technology to gather specifications, solicit
bids from the optimal suppliers, establish pricing with the client, manage production and coordinate the purchase and delivery of the finished product.

 
Each client is assigned an account executive and one or more production managers, who develop relationships with client personnel responsible for

authorizing and making purchases. Our largest clients often are assigned multiple production managers. In certain cases, our production managers function
on-site at the client's offices. Whether on-site or off-site, a production manager functions as a virtual employee of the client. As of December 31, 2019, we
had approximately 600 production managers and account executives, including over 200 working on-site at our clients' offices.

Our Proprietary Technology
 

Our proprietary technology is a fully-integrated solution that stores equipment profiles for our supplier network and price data for orders we quote
and execute. Our technology allows us to match orders with the suppliers in our network that are optimally suited to produce an order at a highly
competitive price. Our technology also allows us to efficiently manage the critical aspects of the procurement process, including gathering order
specifications, identifying suppliers, establishing pricing, managing production and coordinating purchase and delivery of the finished product. 
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Our database stores the production capabilities of our supplier network, as well as price and quote data for bids we receive and transactions we
execute. As a result, we maintain one of the largest independent repositories of equipment profiles and price data for suppliers of marketing materials. Our
production managers use this data to discover excess manufacturing capacity, select optimal suppliers, negotiate favorable pricing and efficiently procure
high-quality products and services for our clients. We rate our suppliers based on product quality, customer service and overall satisfaction. This data is
stored in our database and used by our production managers during the supplier selection process.

 
We believe our proprietary technology allows us to procure marketing materials more efficiently than traditional manual or semi-automated systems

used by many manufacturers in the marketplace. Our technology includes the following features:
 
• Customized order management. Our solution automatically generates customized data entry screens based on product type and guides the

production manager to enter the required job specifications. For example, if a production manager selects “envelope” in the product field, the
screen will automatically prompt the production manager to specify the size, paper type, window size and placement and display style.

• Cost management. Our solution reconciles supplier invoices to executed orders to ensure the supplier adhered to the pricing and other terms
contained in the order. In addition, it includes checks and balances that allow us to monitor important financial indicators relating to an order,
such as projected gross margin and significant job alterations.

• Standardized reporting. Our solution generates transaction reports that contain quote, supplier capability, price and customer service
information regarding the orders the client has completed with us. These reports can be customized, sorted and searched based on a specified
time period or the type of product, price or supplier. In addition, the reports give our clients insight into their spend for each individual job
and on an enterprise-wide basis, which allows the client to track the amounts it spends on job components such as paper, production and
logistics.

• Task-tracking.  Our solution creates a work order checklist that sends e-mail reminders to our production managers regarding the time
elapsed between certain milestones and the completion of specified deliverables. These automated notifications enable our production
managers to focus on more critical aspects of the process and eliminate delays.

• Historical price baseline.  Some of our larger clients provide us with pricing data for orders they completed before they began to use our
solution. For these clients, our solution automatically compares our current price for a job to the price obtained by the client for a comparable
historical job, which enables us to demonstrate on an ongoing basis the cost savings we provide.

We have created customized e-commerce stores on our client and third party platforms to order pre-selected products, such as personalized
stationery, marketing brochures and promotional products. Automated order processes can send requests to our vendors for fulfillment or printing of
variable print on demand products.

 
Our Clients

 
We procure marketing materials for corporate clients across a wide range of industries, such as retail, financial services, hospitality, consumer

packaged goods, non-profits, healthcare, food and beverage, broadcasting and cable and transportation. Our clients also include manufacturers that
outsource jobs to us because they do not have the requisite capabilities or capacity to complete an order. Our services are provided under long-term
contracts, purchase orders, or other contractual arrangements, and the scope and terms of these contracts vary by client. For the years ended December 31,
2019, 2018, and 2017, our largest customer accounted for 5%, 5%, and 5% of our revenue, respectively. Revenue from our top ten clients accounted for
26%, 27%, and 28% of our revenue in 2019, 2018, and 2017, respectively.
 
Our Products and Services

 
We offer a full range of solutions to support the marketing execution needs of our clients. Our outsourced print management solution encompasses

the design, sourcing and delivery of printed marketing materials such as direct mail, in-store signage and marketing collateral. We provide a similar
outsourced solution for the design, sourcing and delivery of other categories in the marketing supply chain, such as branded merchandise and product
packaging. We also assist clients with the management of events and promotions spending and related procurement needs. Our retail environments solution
involves the design, sourcing and installation of point of sale displays, permanent retail fixtures and overall store design. We also offer on-site outsourced
creative studio services and digital marketing services, including retail digital display solutions.

 
We offer comprehensive fulfillment and logistics services, such as kitting and assembly, inventory management and pre-sorting postage. These

services are often essential to the completion of the finished product. For example, we assemble multi-level direct mailings, insurance benefits packages
and coupons and promotional incentives that are included with credit card and bank statements. We also provide creative services, including copywriting,
graphics and website design, identity work and marketing
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collateral development and pre-media services, such as image and print-ready page processing and proofing capabilities. Our e-commerce and online
collaboration technology empowers our clients with branded self-service e-commerce websites that prompt quick and easy online ordering, fulfillment,
tracking and reporting.

We agree to provide our clients with products that conform to the industry standard of a “commercially reasonable quality” and our suppliers in turn
agree to provide us with products of the same quality. The contracts we execute with our clients typically include customary provisions that limit the
amount of our liability for product defects. To date, we have not experienced significant claims or liabilities relating to defective products.

 
Our Supplier Network

 
Our global network of more than 12,000 suppliers includes graphic designers, paper mills and merchants, digital imaging companies, specialty

binders, finishing and engraving firms, fulfillment and distribution centers and manufacturers of displays and promotional items.
 
These suppliers have been selected from among thousands of potential suppliers worldwide on the basis of price, quality, delivery and customer

service. We direct requests for quotations to potential suppliers based on historical pricing data, quality control rankings, and geographic proximity to a
client or other criteria specified by our clients. In 2019, our top ten suppliers accounted for approximately 22% of our cost of goods sold in the aggregate
and no supplier accounted for more than 5% of our cost of goods sold.

 
We have established a quality control program that is designed to ensure that we deliver high-quality products and services to our clients through the

suppliers in our network.
 

Sales and Marketing
 

Our sales and account executives sell our marketing execution solutions to corporate clients. Our client engagement professionals support the sales
and account executives with project execution and account management. As of December 31, 2019, we had approximately 350 sales executives, account
executives, and client engagement professionals. Our agreements with our sales and account executives require them to market and sell our solutions on an
exclusive basis and contain non-compete and non-solicitation provisions that apply during and for a specified period after the term of their service.

 
We expect to continue our growth by recruiting and retaining highly qualified account executives and providing them with the tools to be successful

in the marketplace. There are a large number of experienced sales representatives globally, and we believe that we will be able to identify additional
qualified account executives from this pool of individuals. We also expect to augment our sales force through selective acquisitions of other businesses that
offer marketing execution services, including brokers that employ experienced sales personnel with established client relationships.

  
We believe that we offer account executives an attractive opportunity because they can utilize our vast supplier network, proprietary pricing data and

customized order management solution to sell virtually any type of marketing materials at a highly competitive price. In addition, the diverse production
and service capabilities of the suppliers in our network provide our account executives the opportunity to deliver a more complete product and service
offering to our clients. We believe we can better attract and retain experienced account executives than our competitors because of the breadth of products
offered by our supplier network.

 
To date, we have been successful in attracting and retaining qualified account executives. The on-boarding process consists of training with our sales

management, as well as access to a variety of sales and educational resources that are available on our intranet.
 

Competition
 

Our marketing execution solutions compete with in-house procurement departments in large marketing intensive companies, creative agencies that
purchase marketing materials on behalf of their clients in connection with the agencies’ marketing campaign and brand strategy services and companies in
several manufacturing industries, including design, graphics art, digital imaging and fulfillment and logistics. As a result, we compete on some level with
virtually every company that is involved in printing, from graphic designers to pre-press firms and fulfillment companies.

 
Our competitors include manufacturers that employ traditional methods of marketing and selling their printed materials. The manufacturers with

which we compete generally own and operate their own manufacturing equipment and typically serve clients only within the specific product categories
that their equipment produces.
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We also compete with manufacturing management firms and brokers. These competitors generally do not own or operate printing equipment and

typically work with a limited number of suppliers and have minimal financial investment in the quality of the products produced for their clients. Our
industry experience indicates that several of these competitors offer print procurement services or enterprise software applications for the print industry.

 
The principal elements of competition in marketing materials procurement are price, product quality, customer service, technology and reliability.

Although we believe our business delivers products and services on competitive terms, our business and the marketing execution industry are relatively
new and are evolving rapidly.

  
Intellectual Property

 
We rely primarily on a combination of copyright, patent, trademark and trade secret laws to protect our intellectual property rights. We also protect

our proprietary technology through confidentiality and non-disclosure agreements with our employees and independent contractors.
 
Our IT infrastructure provides a high level of security for our proprietary database. The storage system for our proprietary data is designed to ensure

that power and hardware failures do not result in the loss of critical data. The proprietary data is protected from unauthorized access through a combination
of physical and logical security measures, including firewalls, antivirus software, intrusion detection software, password encryption and physical security,
with access limited to authorized personnel. In addition to our security infrastructure, our system data is backed up and stored in a redundant facility on a
daily basis to prevent the loss of our proprietary data due to catastrophic failures or natural disasters. We test our overall IT recovery ability, co-location
facility, and our back-up processes annually to verify that we can recover our business critical systems in a timely fashion.

 
Employees

 
As of December 31, 2019, we had approximately 2,100 employees in over 20 countries. We consider our employee relations to be strong.

 
Available Information

 
We make available, free of charge through our website, www.inwk.com, our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and

Current Reports on Form 8-K, including exhibits and any amendments to those reports, filed with or furnished to the Securities and Exchange Commission
("SEC"). We make these reports available through our website as soon as reasonably practicable after our electronic filing of such materials with or the
furnishing of them to, the SEC. The information contained on our website is not a part of this Annual Report on Form 10-K and shall not be deemed
incorporated by reference into this Annual Report on Form 10-K or any other public filing made by us to the SEC. The SEC maintains an internet site that
contains reports, proxy and information statements and other information regarding issuers that file electronically with the SEC at www.sec.gov.
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Item 1A. Risk Factors
 

Set forth below are certain risk factors that could harm our business, results of operations and financial condition. You should carefully read the
following risk factors, together with the financial statements, related notes and other information contained in this Annual Report on Form 10-K. Our
business, financial condition and operating results may suffer if any of the following risks are realized. If any of these risks or uncertainties occur, the
trading price of our common stock could decline and you might lose all or part of your investment. There may be additional risks of which we are not
presently aware or that we currently believe are immaterial that could have an adverse impact on our business. This Annual Report on Form 10-K contains
forward-looking statements that contain risks and uncertainties. Please refer to the discussion of “forward-looking statements” on page four of this Annual
Report on Form 10-K in connection with your consideration of the risk factors and other important factors that may affect future results described below.

 
Risks Related to Our Business

A significant or prolonged economic downturn or a decline in the demand for marketing materials, could adversely affect our revenue and results of
operations.

Our results of operations are affected directly by the level of business activity of our clients, which in turn is affected by the level of economic
activity and cyclicality in the industries and markets that they serve. Certain of our products are sold to industries, including the advertising, retail,
consumer products, housing, financial and pharmaceutical industries, that experience significant fluctuations in demand based on general economic
conditions, cyclicality and other factors beyond our control. Economic uncertainty or an economic downturn could result in a reduction of the marketing
budgets of our clients or a decrease in the volume of marketing materials that our clients order from us. Reduced demand from one of these industries or
markets could negatively affect our revenue, operating income and profitability.

Our results could be negatively impacted by a global or regional epidemic or similar event.

We operate in approximately 50 countries, including China, Italy, Spain, France and Germany. In aggregate, revenue from outside of the United
States represented 30% of our company’s total revenue for the year ended December 31, 2019. For some of the products and services we sell, including
branded merchandise, retail displays and luxury packaging, we have historically sourced many of our goods from manufacturers and other suppliers in
China.  As a result, an epidemic or similar event in any location where we, our suppliers, or our clients operate, could result in serious harm to our business
and operating results if it depresses demand for marketing materials or results in major disruptions or delays in our supply chain.  Following the early 2020
outbreak of COVID-19 coronavirus, many of our suppliers in China temporarily halted manufacturing, and have only recently restarted production. The
recent spread of COVID-19 in the United States, our largest market, has also raised concerns about a possible recession, and created substantial uncertainty
about the expectations for marketing spend in the near term.  In addition, for some products and services we sell, including retail displays and warehouse
and logistics services, our ability to complete orders and earn revenues depends in part on the physical performance of services by our personnel at a
specific location, such as a client retail location or one of our warehouses. Due to temporary travel restrictions imposed by various countries in Europe and
elsewhere, including the Czech Republic where our retail displays business is based, we may face delays in our ability to complete retail display
installations for some clients. Moreover, we have historically relied on in-person selling efforts by our sales executives to secure long-term client contracts. 
In the short-term, precautionary measures taken by many companies around the world to limit in-person workplace contact in order to reduce the potential
for employee exposure to COVID-19 could extend the time required to secure new client contracts. If our business is materially affected by the recent
outbreak of the COVID-19 coronavirus, or by similar widespread outbreaks of contagious disease in the future, it could have a material adverse impact on
our operating results or financial condition.

 
Competition could substantially impair our business and our operating results. 

We compete with companies in the manufacturing of marketing related products, including printed materials, in-store displays, packaging materials,
graphics art and digital imaging and fulfillment and logistics. Competition in these industries is intense. Our primary competitors are manufacturers that
employ traditional methods of marketing and selling their marketing materials. Some of these manufacturers have larger client bases and significantly more
resources than we do. Buyers may prefer to utilize the traditional services offered by the manufacturers with whom we compete. Alternatively, some of
these manufacturers may elect to offer outsourced print procurement services or enterprise software applications and their well-established client
relationships, industry knowledge, brand recognition, financial and marketing capabilities, technical resources and pricing flexibility may provide them
with a competitive advantage over us.
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We also compete with a number of management firms and brokers. Several of these competitors offer outsourced procurement services or enterprise
software applications for the marketing industry. These competitors or new competitors that enter the market may also offer procurement services similar to
and competitive with, or superior to, our current or proposed offerings and may achieve greater market acceptance. In addition, a software solution and
database similar to our proprietary technology could be created over time by a competitor with sufficient financial resources and comparable industry
experience. If our competitors are successful in selling and providing comparable services, we could lose clients and our market share could decline.

Our competitors may also establish cooperative relationships to increase their ability to address client needs. Increased competition may lead to
revenue reductions, reduced gross margins or a loss of market share, any one of which could harm our business and our operating results.

 
If our services do not achieve widespread commercial acceptance, our business will suffer.

Most companies currently coordinate the procurement and management of their marketing materials with their own employees using a combination
of telephone, e-mail, their own technology platforms and the Internet. Growth in the demand for our services depends on the adoption of our outsourcing
model for marketing related procurement services. We may not be able to persuade prospective clients to change their traditional procurement processes.
Our business could suffer if our services are not accepted or are not perceived by the marketplace to be effective or valuable.

 
If our suppliers do not meet our needs or expectations or those of our clients, our business would suffer.

The success of our business depends to a large extent on our relationships with our clients and our reputation for high quality marketing materials
and marketing execution services. We do not own manufacturing equipment. Instead, we rely on third-party suppliers to deliver the products and services
that we provide to our clients. If our suppliers do not meet our needs or expectations or those of our clients, our professional reputation may be damaged,
our business would be harmed and we could be subject to legal liability.

A significant portion of our revenue is derived from a relatively limited number of large clients and any loss or decrease in sales to these clients could
harm our results of operations.

A significant portion of our revenue is derived from a relatively limited number of large clients. Revenue from our top ten clients accounted for
26%, 27%, and 28% of our revenue during the years ended December 31, 2019, 2018, and 2017, respectively. Our largest client accounted for 5%, 5%, and
5% of our revenue in 2019, 2018, and 2017, respectively. We cannot guarantee that we will maintain or improve our relationships with these clients or that
we will continue to provide services to these clients at historical levels. In the future, there may be a loss or reduction in business from one or more of our
large clients. The loss or significant reduction of business from our major clients would adversely affect our results of operations.

Additionally, in general, we take full title and risk of loss for the products we procure from our suppliers. Our obligation to pay our suppliers is not
contingent upon receipt of payment from our clients. If any of our key clients fails to pay for our services, our profitability would be negatively impacted.

 
We may face difficulties operating profitably in countries in which we have limited operating experience.

Aggregate revenue from outside of the United States represented 30%, 32%, and 31% of total revenue for the years ended December 31, 2019, 2018,
and 2017, respectively. We expect our global footprint to continue evolving, which may involve expanding into countries other than those in which we
currently operate or increasing our operations in countries where we currently have limited operations and resources. Our business outside of the United
States is subject to various risks, including:

 
• changes in economic and political conditions;
• changes in and compliance with international and domestic laws and regulations, including anti-corruption laws such as the U.S. Foreign

Corrupt Practices Act and the U.K. Anti-Bribery Act and data privacy laws such as the European Union General Data Protection Regulation;
• wars, civil unrest, acts of terrorism and other conflicts;
• natural disasters, pandemics and health crises (such as the recent coronavirus outbreak);
• compliance with and changes in tariffs, trade restrictions, trade agreements and taxation;
• difficulties in managing or overseeing foreign operations;
• limitations on the repatriation of funds because of foreign exchange controls;
• political and economic corruption;
• less developed and less predictable legal systems than those in the United States; and
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• intellectual property laws of countries which do not protect our intellectual property rights to the same extent as the laws of the United States.

The occurrence or consequences of any of these factors may lead to significant legal or compliance expenses and may restrict our ability to operate
in the affected region or result in the loss of clients in the affected region or other regions, which could adversely affect our revenue, operating income and
profitability.

 
As we expand our business in foreign countries, we will become exposed to increased risk of loss from foreign currency fluctuations and exchange

controls, particularly the strengthening of the U.S. dollar against major currencies, as well as longer accounts receivable payment cycles. We have limited
control over these risks and if we do not correctly anticipate changes in international economic and political conditions, we may not alter our business
practices in time to avoid adverse effects.

Changes in the United Kingdom's economic and other relationships with the European Union could adversely affect us.

On January 31, 2020, the United Kingdom formally withdrew from the European Union. Pursuant to the Withdrawal Agreement Bill, the United
Kingdom will remain in the European Union's free market and customs union until December 31, 2020. On January 1, 2021, the United Kingdom will
withdraw from the free market and customs union, and trade between the European Union and the United Kingdom will be subject to border controls.
During the transition, the parties will negotiate a free trade agreement to manage future trade in goods and services. However, it is possible that an
agreement will not be reached within the transition period, and there remains significant uncertainty about the terms of the future trade relationship between
the European Union and the United Kingdom. We conduct a portion of our business in both the United Kingdom and the European Union. In 2019, we
generated 8.2% of our revenue in the United Kingdom and 8.7% in other countries within the European Union. Our supply chain depends on the free flow
of goods in those regions. The ongoing uncertainty and likely re-imposition of border controls and customs duties on trade between the United Kingdom
and European Union nations could negatively impact our competitive position, supplier and customer relationships and financial performance. The ultimate
effects of the United Kingdom's withdrawal from the European Union on us will depend on the specific terms of any agreement the United Kingdom and
the European Union reach to provide access to each other’s respective markets.

Changes in U.S. administrative policy, including changes to existing trade agreements and any resulting changes in international relations, could
adversely affect our financial performance and supply chain economics.

As a result of changes to U.S. administrative policy, among other possible changes, there may be (i) changes to existing trade agreements; (ii) greater
restrictions on free trade generally; and (iii) significant increases in tariffs on goods imported into the United States, particularly those manufactured in
China, Mexico and Canada. China is currently a leading global source of promotional marketing products, such as branded merchandise and barware, sold
in the United States, and Canada supplies a substantial percentage of the pulp and paper used by the U.S. printing industry. In January 2020, the United
States signed the "Phase 1" trade agreement with China, effective in February 2020, which created a temporary tariff truce with China. The United States,
Mexico and Canada signed the United States-Mexico-Canada Agreement ("USMCA"), the successor agreement to the North American Free Trade
Agreement ("NAFTA"). The USMCA has been ratified by Mexico and the United States, but Canada has not yet done so.

It remains unclear what the U.S. administration or foreign governments, including China, will or will not do with respect to tariffs, NAFTA,
USMCA or other international trade agreements and policies. A trade war, other governmental action related to tariffs or international trade agreements,
changes in U.S. social, political, regulatory and economic conditions or in laws and policies governing foreign trade, manufacturing, development and
investment in the territories and countries where we currently do business or any resulting negative sentiments towards the United States could adversely
affect our supply chain economics, consolidated revenue, earnings and cash flow.
 
We are subject to taxation related risks in multiple jurisdictions.

We are a U.S.-based multinational company subject to tax in multiple U.S. and foreign tax jurisdictions. Significant judgment is required in
determining our global provision for income taxes, deferred tax assets or liabilities and in evaluating our tax positions on a worldwide basis. While we
believe our tax positions are consistent with the tax laws in the jurisdictions in which we conduct our business, it is possible that these positions may be
overturned by jurisdictional tax authorities, which may have a significant impact on our global provision for income taxes. Tax laws are dynamic and
subject to change as new laws are passed and new interpretations of the law are issued or applied. We are also subject to ongoing tax audits. These audits
can involve complex issues, which may require an extended period of time to resolve and can be highly subjective. Tax authorities may disagree with
certain tax reporting positions taken by us and, as a result, assess additional taxes against us. We regularly assess the likely outcomes of these audits in
order to determine the appropriateness of our tax provision.
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In addition, governmental tax authorities are increasingly scrutinizing the tax positions of companies. Many countries in the European Union, as well
as a number of other countries and organizations such as the Organization for Economic Cooperation and Development, are actively considering changes to
existing tax laws that, if enacted, could increase our tax obligations in countries where we do business. The impact of tax reform in the U.S. or other
foreign tax law changes could result in an overall tax rate increase to our business.

If we are unable to retain and expand the number of our sales executives or if a significant number of our sales executives leave InnerWorkings, our
revenue could be negatively impacted.

Our ability to expand our business will depend largely on our ability to attract and retain sales executives with the skills and experience needed to
develop new client relationships. We rely on our core team of approximately 10 enterprise sales executives to win business from new, large clients.
Competition for qualified sales executives can be challenging and we may be unable to hire such individuals. In addition, we must properly incentivize our
sales executives to obtain new clients and promote the renewal and expansion of existing client relationships. Any difficulties we experience in hiring or
retaining sales executives could have a negative impact on our ability to expand our client base, increase our revenue and continue our growth.

 
Most of our clients may terminate their relationships with us on short notice with no or limited penalties.

Many of our clients use our services on an order-by-order basis rather than under long-term contracts. These clients have no obligation to continue
using our services and may stop purchasing from us at any time. We have entered into long-term contracts and contract renewals with many of our clients,
which are generally for three to five-year initial terms. Most of these contracts, however, permit the clients to terminate our engagements upon prior notice,
typically ranging from 90 days to 12 months with limited or no penalties.

 
The volume and type of services we provide our clients may vary from year to year and could be reduced if a client were to change its outsourcing or

procurement strategy. If a significant number of our clients elect to terminate or not to renew their engagements with us or if the volume of their orders
decreases, our business, operating results and financial condition could suffer.

 
We may not be able to develop or implement new systems, procedures and controls that are required to support the continued growth in our operations.

Our business continues to grow in size and complexity, and continued growth could place a significant strain on our ability to: 
• recruit, motivate and retain qualified account executives, production managers and management personnel;
• preserve our culture, values and entrepreneurial environment;
• develop and improve our internal administrative infrastructure and execution standards; and
• maintain high levels of client satisfaction.

To manage our growth, we must implement and maintain proper operational and financial controls and systems. Further, we will need to manage our
relationships with various clients and suppliers. We cannot give any assurance that we will be able to develop and implement, on a timely basis, the
systems, procedures and controls required to support the growth in our operations or effectively manage our relationships with various clients and
suppliers. If we are unable to manage our growth, our business, operating results and financial condition could be adversely affected.  

 
Our business and stock price may be adversely affected if our internal controls over financial reporting are not effective.

Section 404 of the Sarbanes-Oxley Act of 2002 requires companies to conduct a comprehensive annual evaluation of their internal control over
financial reporting. To comply with this statute, each year we are required to document and test our internal control over financial reporting; our
management is required to assess and issue a report concerning our internal control over financial reporting; and our independent registered public
accounting firm is required to report on the effectiveness of our internal control over financial reporting. 

In our Annual Report on Form 10-K for the fiscal year ended December 31, 2018, we reported that management identified material weaknesses in
our internal controls over financial reporting as of December 31, 2018, which were remediated in 2019. See “Item 9A. Controls and Procedures.” 

We cannot assure that we will not discover other material weaknesses in the future. The existence of one or more material weaknesses could result in
errors to our financial statements and substantial costs and resources may be required to correct and remediate internal control deficiencies and to defend
litigation. If we cannot produce reliable financial reports, investors could lose
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confidence in our reported financial information, the market price of our common stock could decline significantly, we may be unable to obtain additional
financing to operate and expand our business and our business and financial results could deteriorate.

The global integration of our technology platform may result in business interruptions.

We are currently implementing a common technology platform across our global operations. The implementation of and such changes to our
technology platform and related software carry risks such as cost overruns, project delays and business interruptions and delays. If we experience a material
business interruption as a result of this process, it could have a material adverse effect on our business, financial position and results of operations.

 
Security and privacy breaches may damage client relations and inhibit our growth.

The secure and uninterrupted operation of our information technology systems is critical to our business. Despite the security measures that we have
implemented, including those measures related to cybersecurity, our systems, as well as those of our customers, suppliers and other service providers could
be breached or damaged by computer viruses, malware, phishing attacks, denial-of-service attacks, natural or man-made incidents or disasters, or
unauthorized physical or electronic access. These types of incidents have become more prevalent and pervasive across industries, including in our industry,
and are expected to continue in the future. A breach could result in business disruption, theft of our intellectual property, trade secrets or customer
information and unauthorized access to personal information, such as email or mailing addresses of our clients’ customers or employees. Although
cybersecurity and the continued development and enhancement of our controls, processes and practices designed to protect our information technology
systems from attack, damage or unauthorized access are a high priority for us, our activities and investment may not be deployed quickly enough or
successfully protect our systems against all vulnerabilities, including technologies developed to bypass our security measures. In addition, outside parties
may attempt to fraudulently induce employees or customers to disclose access credentials or other sensitive information in order to gain access to our
secure systems and networks. There are no assurances that our actions and investments to improve the maturity of our systems, processes and risk
management framework or remediate vulnerabilities will be sufficient or completed quickly enough to prevent or limit the impact of any cyber intrusion.
Moreover, because the techniques used to gain access to or sabotage systems often are not recognized until launched against a target, we may be unable to
anticipate the methods necessary to defend against these types of attacks and we cannot predict the extent, frequency or impact these problems may have on
us. To the extent that our business is interrupted or data is lost, destroyed or inappropriately used or disclosed, such disruptions could adversely affect our
competitive position, relationships with our customers, financial condition, operating results and cash flows and/or subject us to regulatory actions,
including those contemplated by data privacy laws and regulations like the European Union General Data Protection Regulation and California Consumer
Privacy Act, or litigation. In addition, we may be required to incur significant costs to protect against the damage caused by these disruptions or security
breaches in the future.

We are also dependent on security measures that some of our third-party customers, suppliers and other service providers take to protect their own
systems and infrastructures. Some of these third parties store or have access to certain of our sensitive data, as well as confidential information about their
own operations, and as such are subject to their own cybersecurity threats.

Any security breach of any of these third-parties’ systems could result in unauthorized access to our information technology systems, cause us to be
non-compliant with applicable laws or regulations, subject us to legal claims or proceedings, disrupt our operations, damage our reputation, and cause a
loss of confidence in our products and services, any of which could adversely affect our financial performance.

 
A decrease in levels of excess capacity in the commercial print industry could have an adverse impact on our business.

We believe that for the past several years the U.S. commercial print industry has experienced significant levels of excess capacity. Our business
seeks to capitalize on imbalances between supply and demand in the print industry by obtaining favorable pricing terms from suppliers in our network with
excess capacity. Reduced excess capacity in the print industry generally and in our supplier network specifically, could have an adverse impact on our
ability to execute our business strategy and on our business results and growth prospects.

 
Our inability to protect our intellectual property rights may impair our competitive position.

If we fail to protect our intellectual property rights adequately, our competitors could replicate our proprietary technology and processes and offer
similar services, which would harm our competitive position. We rely primarily on a combination of copyright, patent, trademark and trade secret laws and
confidentiality and nondisclosure agreements to protect our proprietary technology. We cannot be certain that the steps we have taken to protect our
intellectual property rights will be adequate or that third parties will not infringe or misappropriate our rights or imitate or duplicate our services and
methodologies. We may need to litigate to enforce our
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intellectual property rights or determine the validity and scope of the rights of others. Any such litigation could be time-consuming and costly.
 

If we are unable to maintain our proprietary technology, demand for our services and therefore our revenue could decrease.

We rely heavily on our proprietary technology to procure marketing materials for our clients. To keep pace with changing technologies and client
demands, we must correctly interpret and address market trends and enhance the features and functionality of our technology in response to these trends,
which may lead to significant research and development costs. We may be unable to accurately determine the needs of buyers or the trends in the marketing
industry or to design and implement the appropriate features and functionality of our technology in a timely and cost-effective manner, which could result
in decreased demand for our services and a corresponding decrease in our revenue.

 
In addition, we must protect our systems against physical damage from fire, earthquakes, power loss, telecommunications failures, computer viruses,

hacker attacks, physical break-ins and similar events. Any software or hardware damage or failure that causes interruption or an increase in response time
of our proprietary technology could reduce client satisfaction and decrease usage of our services.

 
If the key members of our management team do not remain with us in the future, our business, operating results and financial condition could be
adversely affected.

Our future success will depend to a significant extent on the continued services of our current executive team, including Rich Stoddart our Chief
Executive Officer, Don Pearson, our Chief Financial Officer, Oren Azar, our General Counsel, Renae Chorzempa, our Chief Human Resources Officer,
Adan Pope, our Chief Technology Officer, and Ron Provenzano, our Head of Operations Excellence. The loss of the services of these individuals could
adversely affect our business, operating results and financial condition and could divert other senior management time in searching for their replacements.

Our business is subject to seasonal sales fluctuations, which could result in volatility or have an adverse effect on the market price of our common
stock.

Our business is subject to some degree of sales seasonality. Historically, the percentage of our annual revenue earned during the third and fourth
fiscal quarters has been higher due, in part, to a greater number of orders for marketing materials in anticipation of the year-end holiday season. If our
business continues to experience seasonality, we may incur significant additional expenses during our third and fourth quarters, including additional
staffing expenses. Consequently, if we were to experience lower than expected revenue during any future third or fourth quarter, whether from a general
decline in economic conditions or other factors beyond our control, our expenses may not be offset, which would have a disproportionate impact on our
operating results and financial condition for that year. Such fluctuations in our operating results could result in volatility or have an adverse effect on the
market price of our common stock.

Price fluctuations in raw materials costs could adversely affect the margins on our orders.

Our business relies on a constant supply of various raw materials, including paper and ink. Prices within the print industry are directly affected by
the cost of paper, which is purchased in a price sensitive market that has historically exhibited price and demand cyclicality. Prices are also affected by the
cost of ink. Our profit margin and profitability are largely a function of the rates that our suppliers charge us compared to the rates that we charge our
clients. If our suppliers increase the price of our orders and we are not able to find suitable or alternative suppliers, our profit margin may decline.

 
Our ability to obtain financing or raise capital in the future may be limited and our failure to raise capital when needed could prevent us from growing.

We may in the future be required to raise capital through public or private financing or other arrangements. Such financing may not be available on
acceptable terms, or at all, and our failure to raise capital when needed could harm our business. Furthermore, additional equity financing may dilute the
interests of our common stockholders, and debt financing, if available, may involve restrictive covenants that could further restrict our business activities or
our ability to execute our strategic objectives and could reduce our profitability.
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If LIBOR ceases to exist after 2021, it may result in higher interest rates, which could result in higher interest expense.

The interest rates under our Credit Agreements are calculated using the London Inter-bank Offered Rate (“LIBOR”). In July 2017, the Financial
Conduct Authority (the authority that regulates LIBOR) announced that it intends to stop compelling banks to submit rates for the calculation of LIBOR
after 2021. These reforms may cause LIBOR to perform differently than it has in the past, and LIBOR may ultimately cease to exist after 2021. Alternative
benchmark rates may replace LIBOR and could affect our debt payments. At this time, it is not possible to predict the effect of any changes to LIBOR, any
phase out of LIBOR or any establishment of alternative benchmark rates. Any new benchmark rate will likely not replicate LIBOR exactly, which could
impact our Credit Agreements. There is uncertainty about how applicable law and the courts will address the replacement of LIBOR with alternative rates
on contracts that do not include alternative rate fallback provisions. If LIBOR ceases to exist after 2021, it may result in higher interest rates. In addition,
any changes to benchmark rates may have an uncertain impact on our cost of funds and our access to the capital markets, which could impact our results of
operations and cash flows.

We may not be able to successfully implement initiatives, including our restructuring activities, that reduce our cost structure while driving returns for
clients and stockholders.

Achieving our long-term profitability goals depends significantly on our ability to control or reduce our operating costs. If we are not able to identify
and implement initiatives that control or reduce costs and increase operating efficiency, or if the cost savings initiatives we have implemented to date do not
generate expected cost savings, our financial results could be adversely impacted. Our efforts to control or reduce costs may include restructuring activities
involving workforce reductions, lease and contract terminations and other cost reduction initiatives. Some of the operational improvements we may make
to reduce our cost structure are expected to involve significant change management and will require careful management to avoid disrupting client and
employee relationships. If we do not successfully manage our current restructuring activities, or any other restructuring activities that we may undertake in
the future, expected efficiencies and benefits may be delayed or not realized, and our operations and business could be disrupted.

 
Risks Related to Ownership of Our Common Stock

 
The trading price of our common stock has been and may continue to be volatile.

The trading prices of many small and mid-cap companies are highly volatile. Since our initial public offering in August 2006 through December 31,
2019, the closing sale price of our common stock as reported by the Nasdaq Global Market has ranged from a low of $1.92 on March 2, 2009 to a high of
$18.69 on October 9, 2007.

 
Certain factors may continue to cause the market price of our common stock to fluctuate, including:

 
• fluctuations in our quarterly financial results or the quarterly financial results of companies perceived to be similar to us;
• changes in market valuations of similar companies;
• changes in economic and political conditions in the United States or abroad;
• success of competitive products or services;
• changes in our capital structure, such as future issuances of debt or equity securities;
• announcements by us, our competitors, our clients or our suppliers of significant products or services, contracts, acquisitions or strategic

alliances;
• regulatory developments in the United States or foreign countries;
• litigation involving our company, our general industry or both;
• additions or departures of key personnel;
• investors’ general perception of us; and
• changes in general industry and market conditions.

In addition, if the stock market experiences a loss of investor confidence, then the trading price of our common stock could decline for reasons
unrelated to our business, financial condition or results of operations. If any of the foregoing occurs, it could cause our stock price to fall and may expose
us to class action lawsuits that could be costly to defend and a distraction to management. As a result, you could lose all or part of your investment.
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Our quarterly results are difficult to predict and may vary from quarter to quarter, which may result in our failure to meet the expectations of investors
and increased volatility of our stock price.

The continued use of our services by our clients depends, in part, on the business activity of our clients and our ability to meet their cost saving
needs, as well as their own changing business conditions. The time between our payment to the supplier and our receipt of payment from our clients varies
with each job and client. In addition, a significant percentage of our revenue is subject to the discretion of our clients, who determine the timing of specific
orders and may also stop using our services at any time, subject, in the case of most of our clients, to advance notice requirements. Therefore, the number,
size and profitability of jobs may vary significantly from quarter to quarter. As a result, our quarterly operating results are difficult to predict and may fall
below the expectations of current or potential investors in some future quarters, which could lead to significant variations in the market price of our stock.
The factors that are likely to cause these variations include:

• the demand for our marketing execution solutions;
• the use of outsourced enterprise solutions;
• clients’ business decisions regarding the quantities of marketing materials they purchase;
• the number, timing and profitability of our jobs, unanticipated contract terminations and job postponements;
• new product introductions and enhancements by our competitors;
• changes in our pricing policies;
• our ability to manage costs, including personnel costs; and
• costs related to possible acquisitions of other businesses.

We do not currently intend to pay dividends, which may limit the return on your investment.
 

We have not declared or paid any cash dividends on our common stock. We currently intend to retain all available funds and any future earnings for
use in the operation and expansion of our business and do not anticipate paying any cash dividends in the foreseeable future.

 
If our board of directors authorizes the issuance of preferred stock, holders of our common stock could be diluted and harmed.

 
Our board of directors has the authority to issue up to 5,000,000 shares of preferred stock in one or more series and to establish the preferred stock’s

voting powers, preferences and other rights and qualifications without any further vote or action by the stockholders. The issuance of preferred stock could
adversely affect the voting power and dividend liquidation rights of the holders of common stock. In addition, the issuance of preferred stock could have
the effect of making it more difficult for a third party to acquire or discouraging a third party from acquiring, a majority of our outstanding voting stock or
otherwise adversely affect the market price of our common stock. It is possible that we may need to raise capital through the sale of preferred stock in the
future.
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Item 1B. Unresolved Staff Comments
 

None.  

Item 2. Properties
 

Properties

The table below provides a brief description of our significant properties by segment as of December 31, 2019:

Location  Segment  Use
Chicago, IL (USA)  Other (Shared Services)  Principal executive office
Portland, OR (USA)  North America  Office
New York City, NY (USA)  North America  Office
Plano, TX (USA)  North America  Office
Grand Rapids, MI (USA)  North America  Office
Detroit, MI (USA)  North America  Office
Prague, Czech Republic  EMEA  Office
West Yorkshire, United Kingdom  EMEA  Office
Paris, France  EMEA  Office
Moscow, Russia  EMEA  Office
Tokyo, Japan  EMEA  Office
Tsim Sha Tsui, Hong Kong  EMEA  Office
Seoul, South Korea  EMEA  Office
New South Wales, Australia  EMEA  Office
Dubai, United Arab Emirates  EMEA  Office
Barcelona, Spain  LATAM  Office
Lima, Peru  LATAM  Office
Mexico City, Mexico  LATAM  Office
Bogota, Colombia  LATAM  Office
Sao Paulo, Brazil  LATAM  Office
Buenos Aires, Argentina  LATAM  Office
Blue Ash, OH (USA)  North America  Warehouse
Greenville, WI (USA)  North America  Warehouse
Irvine, CA (USA)  North America  Warehouse
Trooper, PA (USA)  North America  Warehouse
Somers, WI (USA)  North America  Warehouse
Portland, OR (USA)  North America  Warehouse
Kildare, Ireland  EMEA  Office/Warehouse
Prague, Czech Republic  EMEA  Warehouse
Solihull, United Kingdom  EMEA  Office/Warehouse
Shanghai, China  EMEA  Warehouse
Mexico City, Mexico  LATAM  Warehouse

Our principal executive offices are located in Chicago, Illinois. We have 21 other office and warehouse locations in the United States and 36 office
locations in 20 other countries around the world, including Chile, Brazil, Peru, Mexico, Argentina, the United
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Kingdom, Spain, France, Czech Republic, Ireland, Russia, Dubai, China, Hong Kong, Japan, Australia and various other countries. The locations are
principally used for sales, operations, finance, administration and warehousing. We believe that our facilities are generally suitable to meet our needs for
the foreseeable future; however, we will continue to seek additional space as needed to satisfy our growth. All of the properties where we conduct our
business are leased. The terms of the leases vary and have expiration dates through June 30, 2031.

Item 3. Legal Proceedings

We are party to various legal proceedings incidental to our business. Certain claims, suits and complaints arising in the ordinary course of business
have been filed or are pending against us. Based on facts now known, we believe all such matters are adequately provided for, covered by insurance, are
without merit, and/or involve such amounts that would not materially adversely affect our consolidated results of operations, cash flows or financial
position.

For information on our non-ordinary course legal proceedings, see Note 11, Commitments and Contingencies, to the Consolidated Financial
Statements included in this Annual Report on Form 10-K.

Item 4. Mine Safety Disclosures
 

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

Market Information

Our common stock is listed and traded on the Nasdaq Global Select Market under the symbol "INWK."

Holders
 

As of March 13, 2020, there were 17 holders of record of our common stock, which does not include stockholders who held their shares through
brokers or other nominees in "street name." The holders of our common stock are entitled to one vote per share.

   
Dividends

 
We currently do not pay any dividends on our common stock and intend to retain all available funds and any future earnings for use in the operation

and expansion of our business. Any determination in the future to pay dividends will depend upon our financial condition, capital requirements, operating
results and other factors deemed relevant by our board of directors, including any contractual or statutory restrictions on our ability to pay dividends.

 
Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities
 

Refer to Note 15, Share Repurchase Program, for discussion related to the Company's share repurchase program.

The following table provides information relating to our purchase of shares of our common stock in the fourth quarter of 2019 (in thousands, except
per share amounts): 

Period
Number of Shares

Purchased(1)  
Average Price
Paid Per Share  

Total Number of Shares
Purchased as Part of Publicly

Announced Plans or
Programs  

Maximum Number of Shares
that May Yet Be Purchased

Under the Plans or Programs(2)

10/1/19-10/31/19 —  $ —  —  —
11/1/19-11/30/19 2  4.45  —  —
12/1/19-12/31/19 —  —  —  —

Total 2  $ 4.45  —  —
(1) Represents shares delivered to us by employees to satisfy the mandatory tax withholding requirement upon vesting of restricted stock.
(2) As noted above and within Note 15, Share Repurchase Program, the program purchase period lapsed on May 31, 2019, and shares are no longer available for purchase
under the plan.
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Stock Performance Graph 

The information contained in the following chart is not considered to be “soliciting material,” or “filed,” or incorporated by reference in any past or
future filing by the Company under the Securities Act or Exchange Act unless and only to the extent that, the Company specifically incorporates it by
reference.

 
The following graph assumes $100 was invested on December 31, 2014 in the common stock of the Company and each of the following indices and

assumes reinvestment of any dividends. The stock price performance on the graph below is not necessarily indicative of future stock price performance.

  
Dec 31,

2014  
Dec 31,

2015  
Dec 31,

2016  
Dec 31,

2017  
Dec 31,

2018  
Dec 31,

2019
INWK  $ 100.00  $ 96.28  $ 126.44  $ 128.75  $ 48.01  $ 70.73
NASDAQ Market Index  $ 100.00  $ 105.73  $ 113.66  $ 145.76  $ 140.10  $ 189.45
Dow Jones Business Support Services Index  $ 100.00  $ 109.64  $ 123.62  $ 154.78  $ 145.32  $ 208.87
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Item 6. Selected Financial Data
 

The following table presents selected consolidated financial and other data as of and for the periods indicated. The following information should be
read in conjunction with the consolidated financial statements and the accompanying notes and "Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations" included in our Annual Report on Form 10-K. We have revised the prior period consolidated financial
statements for the years ended December 31, 2018 and 2017 to reflect immaterial errors identified and described within Note 2, Summary of Significant
Accounting Policies and summarized within Note 21, Revision of Prior Period Financial Statements.

 Year ended December 31,

 2019  2018  2017  2016  2015

 (in thousands, except per share amounts)

Consolidated Statements of Operations Data:          

Revenue $ 1,157,834  $ 1,121,106  $ 1,138,370  $ 1,094,402  $ 1,028,892

Cost of goods sold $ 895,825  $ 867,293  $ 862,862  $ 831,838  $ 788,862

Gross profit $ 262,009  $ 253,813  $ 275,508  $ 262,564  $ 240,030

Income (loss) from operations $ 11,042  $ (68,183)  $ 33,546  $ 19,022  $ (13,213)

Net (loss) income $ (10,075)  $ (76,683)  $ 15,869  $ 3,949  $ (32,389)

          

Per Share Data:          
Net (loss) income per share of common stock:          

Basic $ (0.19)  $ (1.47)  $ 0.29  $ 0.07  $ (0.61)

Diluted $ (0.19)  $ (1.47)  $ 0.29  $ 0.07  $ (0.61)

          

Consolidated Balance Sheet Data:          
Cash and cash equivalents $ 42,711  $ 26,770  $ 30,562  $ 30,924  $ 30,755

Working capital(1) $ 93,610  $ 106,339  $ 133,242  $ 101,739  $ 77,357

Total assets $ 629,283  $ 621,729  $ 650,035  $ 593,987  $ 601,251

Revolving credit facility(2) $ 60,679  $ 142,736  $ 128,398  $ 107,468  $ 99,258

Term loan(2) $ 96,742  $ —  $ —  $ —  $ —

Total stockholders’ equity $ 178,252  $ 180,955  $ 282,923  $ 262,161  $ 252,432
(1) Working capital represents accounts receivable, unbilled revenue, other receivables, inventories, prepaid expenses and other current assets, offset by accounts payable,
accrued expenses, deferred revenue and other current liabilities.
(2) On July 16, 2019, the Company refinanced its debt, which is further discussed in Note 9, Revolving Credit Facilities and in Note 10, Long-Term Debt. The new debt
structure provides long-term capital with improved flexibility to support the Company’s growth plans. The Company intends to use excess cash from operations to pay off
debt and support working capital needs.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
 

The following discussion should be read in conjunction with the consolidated financial statements and accompanying notes, which appear elsewhere
in this Annual Report on Form 10-K. It contains forward-looking statements that involve risks and uncertainties. Our actual results could differ materially
from those anticipated in these forward-looking statements as a result of various factors, including those discussed below and elsewhere in this Annual
Report on Form 10-K, particularly in Part I, Item 1A. “Risk Factors.”

Overview

We are a leading global marketing execution firm for some of the world's most marketing intensive companies, including those listed in the Fortune
1000. As a comprehensive outsourced global solution, we leverage proprietary technology, an extensive supplier network and deep domain expertise to
streamline the creation, production and distribution of marketing and promotional materials, signage and displays, retail experiences, events and
promotions and product packaging across every major market worldwide. Refer to Part I, Item 1. Business of this Annual Report on Form 10-K for further
discussion of our business including our product and service offerings, proprietary technology and business strategy.

On August 1, 2019, the Company acquired Madden Communications’ ("Madden") marketing execution business. The transaction included certain
assets, contracts for customers in the beer, wine, and spirits sector, as well as logistics and creative solutions; however, the acquisition was considered
immaterial for the Company's financial statements.

In addition, the Company completed a refinancing of its debt in a new long-term structure that provides us the liquidity and flexibility we need to
execute our strategic and financial plans.

Outlook

Our objective is to continue to increase our sales in the United States and internationally by adding new clients and increasing our sales to existing
clients through additional marketing execution services or geographic markets. In addition, we believe the opportunity exists to expand our business
through acquisition and entry into new geographic markets. Operationally, we are integrating our product and service offerings, re-evaluating our
geographic footprint, and creating synergies across various business units.

 
Revenue

Our revenue consists of the prices paid to us by our clients for marketing materials. These prices, in turn, reflect the amounts charged to us by our
suppliers, other direct costs, plus our gross profit. Our gross profit margin may be fixed by contract or may depend on prices negotiated on a job-by-job
basis. Once the client accepts our pricing terms, the selling price is established, and we arrange shipment of the product. The product is shipped directly
from our supplier or from our warehouse to a destination specified by our client. The client is invoiced upon shipment or receipt, depending on contract
terms, for the product as well as shipping and handling.

We agree to provide our clients with marketing materials that conform to the industry standard of a “commercially reasonable quality,” and our
suppliers in turn agree to provide us with products of the same quality. In addition, the quotes we execute with our clients include customary industry terms
and conditions that limit the amount of our liability for product defects. Product defects have not had a material adverse effect on our results of operations
to date.

 
Operating Expenses and Income (Loss) from Operations

 
Our selling, general and administrative expenses consist of commissions paid to our account executives, compensation costs for our management

team and production managers as well as compensation costs for our finance and support employees. In addition, selling, general and administrative
expenses include public company expenses, facilities fees, travel and entertainment expenses, corporate systems fees, and legal and accounting fees.

 
We accrue for commissions when we recognize the related revenue and gross profit. Some of our account executives receive a monthly draw to

provide them with a more consistent income stream. The cash paid to our account executives in advance of commissions earned is reflected as a prepaid
expense on our balance sheet. As our account executives earn commissions, a portion of their commission payment is withheld and offset against their
prepaid commission balance, if any. Our prepaid commission
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balance, net of accrued earned commissions not yet paid, decreased $0.1 million from a net accrued commissions amount of $(5.6) million as
of December 31, 2018 to $(5.5) million as of December 31, 2019.

 
Our provision for bad debt expense is determined by evaluating specific accounts receivable and contract asset balances based on historical

collection trends, the age of outstanding receivables, and the creditworthiness of our customers. Our bad debt expense was approximately $1.1 million, $3.6
million, and $0.5 million in 2019, 2018, and 2017, respectively.

 
Our income (loss) from operations for the years ended December 31, 2019, 2018, and 2017 was $11.0 million, $(68.2) million, and $33.5 million,

respectively.

Critical Accounting Policies

Our audited Consolidated Financial Statements have been prepared in accordance with U.S. generally accepted accounting principles ("GAAP"),
The preparation of these consolidated financial statements requires us to make estimates and judgments that affect the reported amounts of assets and
liabilities and related disclosure of contingent assets and liabilities, revenue and expenses at the date of the consolidated financial statements. Generally, we
base our estimates on historical experience and on various other assumptions in accordance with GAAP that we believe to be reasonable under the
circumstances. Actual results may differ materially from these estimates under different assumptions or conditions and such differences could be material
to our financial position and results of operations.

For additional detail regarding our critical accounting policies, see Note 2, Summary of Significant Accounting Policies to the Consolidated Financial
Statements.

Revenue Recognition

The Company accounts for revenue in accordance with the Financial Accounting Standards Board ("FASB") Accounting Standards Codification
("ASC") Topic 606, Revenue from Contracts with Customers, and applies the following five steps: (i) identify the contract(s) with a customer; (ii) identify
the performance obligations in the contract; (iii) determine the transaction price; (iv) allocate the transaction price to the performance obligations in the
contract; and (v) recognize revenue when (or as) we satisfy a performance obligation. We only apply the five-step model to contracts when it is probable
that the entity will collect the consideration it is entitled to in exchange for the goods it transfers to the customer. At contract inception, once the contract is
determined to be within the scope of ASC 606, we assess the goods promised within each contract and determine those that are performance obligations,
and assess whether each promised good or service is distinct. We then recognize as revenue the amount of the transaction price that is allocated to the
respective performance obligation when (or as) the performance obligation is satisfied.

Revenue is generally reported on a gross basis as we typically control the goods or services before transferring to the customer. Under these
arrangements, we are primarily responsible for the fulfillment, including the acceptability, of the marketing materials and other products or services. In
addition, we have reasonable discretion in establishing the price, and in some transactions, we also have inventory risk and are involved in the
determination of the nature or characteristics of the marketing materials and products. In some arrangements, we are not primarily responsible for fulfilling
the goods or services. In arrangements of this nature, we do not control the goods or services before they are transferred to the customer and such revenue
is reported on a net basis.

For a detailed discussion of our Revenue Recognition policy, see Note 2, Summary of Significant Accounting Policies and Note 4, Revenue
Recognition to the Consolidated Financial Statements.

Accounts Receivable and Allowance for Doubtful Accounts

The carrying amount of accounts receivable is reduced by an allowance that reflects management’s best estimate of the amounts that will not be
collected. Management reviews all accounts receivable balances and based on an assessment of current creditworthiness, estimates the portion, if any, of
the balance that will not be collected. These estimates of balances that will not be collected are based on historical write offs and recoveries of accounts
receivable. The estimates of recovery can change based on actual experience and therefore can affect the level of reserves we place on existing accounts
receivable. Fully reserved receivables are reviewed on a monthly basis and uncollectible accounts are written off when all reasonable collection efforts
have been exhausted. We believe our reserve level is appropriate considering the quality of the portfolio as of December 31, 2019. While credit losses have
historically been within expectations and the provisions established, we cannot guarantee that our credit loss experience will continue to be consistent with
historical experience.
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Cost of Goods Sold and Gross Profit
 

Our cost of goods sold consists of the price at which we purchase products from our suppliers, facility costs, and personnel costs for creative design
services and warehousing. We procure product for our own account and generally take full title and risk of loss upon shipment. Cost of goods sold was re-
evaluated during the current period due to the Madden acquisition, which resulted in warehousing becoming a more prominent strategic initiative in the
Company's operational structure. Costs relating to warehousing and certain other services dedicated to specific clients are now classified as cost of goods
sold, whereas similar costs incurred historically were included in selling, general and administrative expenses and were immaterial in prior periods.

Our gross profit is determined by the selling prices of the product and shipping charges less the cost of the product, direct personnel, warehousing,
and shipping and handling costs. Our gross profit for the years ended December 31, 2019, 2018, and 2017 was $262.0 million, $253.8 million, and $275.5
million, respectively.

Goodwill

The fair value estimates used in the goodwill impairment analysis require significant judgment. The fair value estimates are based on assumptions
management believes to be reasonable, but that are inherently uncertain, including estimates of future revenue and operating margins and assumptions
about the overall economic climate and the competitive environment for the business. The fair value determination of the North America reporting unit, the
only reporting unit with goodwill remaining, primarily relies on management judgments around timing of generating revenue from recent new customer
wins as well as timing of benefits expected to be received from the significant restructuring actions currently underway, see Note 7, Restructuring Activities
and Charges to the Consolidated Financial Statements. If assumptions surrounding either of these factors change, then a future impairment charge may
occur.

Goodwill represents the excess of purchase price over the fair value of net assets acquired in an acquisition. Goodwill is not amortized, but is
evaluated for impairment on an annual basis, in the fourth quarter, or more frequently if events or changes in circumstances indicate that the reporting unit’s
goodwill is less than it's carrying amount. Based on the results of our annual goodwill impairment test performed on our measurement date of October 1,
2019, we determined that no goodwill impairment charges were required for the North America reporting unit as the segment's fair value exceeded its
carrying amount and is not at risk of failing step one. As of December 31, 2019, there were no events or circumstances which would more likely than not
reduce the fair value of our reportable segment below its carrying amount. Refer to Note 5, Goodwill to the Consolidated Financial Statements for further
discussion.

During 2018, the Company performed interim impairment assessments of goodwill, determining the enterprise value for its North America, EMEA
and LATAM reporting units that considered both the discounted cash flow and guideline public company methods. The Company further compared the
enterprise value of each reporting unit to its respective carrying value. The enterprise value for all reporting units were less than their respective carrying
values resulting in the Company recognizing $18.4 million, $20.8 million and $7.1 million goodwill impairment charges, respectively.

Other Intangible Assets

The Company amortizes its intangible assets with finite lives over their respective estimated useful lives and reviews for impairment on an annual
basis, or more frequently if events or changes in circumstances indicate that they may be impaired. The Company’s intangible assets consist of customer
lists, non-competition agreements, trade names and patents. The Company’s customer lists, which have an estimated weighted-average useful life of
approximately fourteen years, are being amortized using the economic life method. The Company’s non-competition agreements, trade names and patents
are being amortized on the straight-line basis over their estimated weighted-average useful lives of approximately four years, thirteen years, and nine years,
respectively.
Estimates of fair value are primarily determined using quoted market prices or discounted cash flows. These approaches use significant estimates and
assumptions including projected future cash flows, discount rates reflecting the market rate of return, projected growth rates and determination and
evaluation of appropriate market comparables. Based on the results of qualitative assessments of all reporting units, the Company concluded that no
impairment existed at December 31, 2019. 

During 2018, the Company recognized a $13.8 million non-cash, intangible asset impairment charge related to certain customer lists. Of the total
charge, $0.6 million related to the LATAM segment and $13.2 million related to the EMEA segment, and are included in the accumulated amortization
balance.
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Income Taxes
 

We operate in numerous states and countries through our various subsidiaries and must allocate our income, expenses and earnings under the various
laws and regulations of each of these taxing jurisdictions. Accordingly, our provision for income taxes represents our total estimate of the liability that we
have incurred in doing business each year in all of our locations. Deferred income tax balances reflect the effects of temporary differences between the
carrying amounts of assets and liabilities and their tax bases and are stated at enacted tax rates expected to be in effect when taxes are actually paid or
recovered. In determining whether we need to record a valuation allowance against our deferred tax assets, management must make a number of estimates,
assumptions and judgments. We establish a valuation allowance to reduce deferred tax assets to the amount we believe is more likely than not to be
realized. The determination to record or release valuation allowances requires significant judgment.

Leases

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). This pronouncement requires lessees to recognize a liability for lease
obligations, which represents the discounted obligation to make future lease payments, and a corresponding right-of-use asset on the balance sheet. The
Company adopted ASU 2016-02, along with related clarifications and improvements, as of January 1, 2019, using the modified retrospective approach,
which allows the Company to apply ASC 840, Leases, in the comparative periods presented in the year of adoption. The cumulative effect of adoption was
recorded as an adjustment to the opening balance of retained earnings in the period of adoption.

 
The Company elected to use the package of practical expedients, which permitted the Company to not reassess: (i) whether a contract is or contains

a lease, (ii) lease classification, and (iii) initial direct costs resulting from the lease. The Company has not elected the hindsight practical expedient, which
permits the use of hindsight when determining lease term and impairment of operating lease assets. The Company elected to apply the short-term lease
exception, which allows the Company to keep leases with terms of 12 months or less off the balance sheet. The Company also elected to combine lease and
non-lease components as a single component for the Company's entire population of lease assets.

Lease costs for operating and financial leases are recorded within selling, general and administrative expenses. During the current year, a portion of
warehousing costs was deemed eligible to be classified into cost of goods sold as they receive inventory, store bulk goods, and assemble materials to bring
products to a salable condition.

Warrants, Embedded Derivatives and Fair Value

In accordance with ASC 820, Fair Value Measurements and Disclosures, the Company applies fair value accounting for all financial assets and
liabilities and non-financial assets and liabilities that are recognized or disclosed at fair value in the financial statements on a recurring basis.

The Company accounts for warrants issued in conjunction with its long-term debt and certain embedded derivatives in its revolving credit facility
and long-term debt in accordance with the guidance contained in ASC Topic 815, Derivatives and Hedging. Warrants that are not deemed to be indexed to
the Company’s own stock are classified as liabilities at their fair values at the time of issuance. Embedded derivatives that are not deemed to be clearly and
closely related to the host debt contract are bifurcated and recorded separately as a discount on the related debt facility. These liabilities were subject to re-
measurement at each balance sheet date, and any change in fair value is recognized in the Company's statement of operations. The fair values of the
warrants and derivative liabilities are estimated using a Black-Scholes model and other valuation techniques. Further, the Company also discloses the fair
value of its revolving credit facility and long-term debt facility using current market rates, see Note 13, Fair Value Measurement to the Consolidated
Financial Statements.

Deferred Financing Fees and Debt Discounts

The Company accounts for debt issuance costs, warrants, and embedded derivative features as a discount on its long-term debt (the "original issue
discount" or "OID"). Embedded derivative features related to the Company's revolving credit facility are also treated as a discount on the long-term portion
of the revolving credit facility. The OID on long-term debt is amortized using the effective interest rate method and is recognized in interest expense. The
discount on the revolving credit facility is amortized using the straight line method and is recognized in interest expense. Deferred financing fees related to
the Company's revolving credit facility are included in other assets and amortized using the straight line method over the term of the revolving credit
facility.
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Results of Operations
 
The following table sets forth items derived from our audited consolidated statements of operations for the years ended December 31, 2019, 2018

and 2017 (in thousands):

 Year ended December 31,
 2019  2018  2017
Revenue $ 1,157,834 100.0 %  $ 1,121,106 100.0 %  $ 1,138,370 100.0 %
Cost of goods sold 895,825 77.4 %  867,293 77.4 %  862,862 75.8 %
Gross profit 262,009 22.6 %  253,813 22.6 %  275,508 24.2 %
Operating expenses:         

Selling, general and administrative expenses 222,721 19.2 %  238,537 21.3 %  227,895 20.0 %
Depreciation and amortization 12,328 1.1 %  12,988 1.2 %  13,390 1.2 %
Change in fair value of contingent consideration — — %  — — %  677 0.1 %
Goodwill impairment — — %  46,319 4.1 %  — — %
Intangible and other asset impairments — — %  18,121 1.6 %  — — %
Restructuring charges 15,918 1.4 %  6,031 0.5 %  — — %

Income (loss) from operations 11,042 1.0 %  (68,183) (6.1)%  33,546 2.9 %
Other income (expense):         

Interest income 366 — %  218 — %  97 — %
Interest expense (14,097) (1.2)%  (7,749) (0.7)%  (4,729) (0.4)%
Other, net (3,686) (0.3)%  (1,616) (0.1)%  (1,788) (0.2)%

Total other expense (17,417) (1.5)%  (9,147) (0.8)%  (6,420) (0.6)%
(Loss) income before income taxes (6,375) (0.6)%  (77,330) (6.9)%  27,126 2.4 %
Provision (benefit) for income tax 3,700 0.3 %  (647) (0.1)%  11,257 1.0 %

Net (loss) income $ (10,075) (0.9)%  $ (76,683) (6.8)%  $ 15,869 1.4 %

Comparison of years ended December 31, 2019, 2018, and 2017
 

Revenue
 

Our revenue by segment for each of the years presented was as follows (in thousands):

 Year ended December 31,
 2019  % of Total  2018  % of Total  2017  % of Total
North America $ 826,355  71.3%  $ 777,202  69.3%  $ 780,520  68.6%
EMEA 250,719  21.7%  260,729  23.3%  265,669  23.3%
LATAM 80,760  7.0%  83,175  7.4%  92,181  8.1%

Revenue from third parties $ 1,157,834  100.0%  $ 1,121,106  100.0%  $ 1,138,370  100.0%
 

2019 compared to 2018. Revenue increased by $36.7 million, or 3.3%, in the year ended December 31, 2019 over the corresponding period in 2018.
 
Bill and Hold Arrangements
As a result of the material weaknesses previously disclosed, insufficient evidence existed to support the recognition of revenue in arrangements

containing bill and hold provisions, and as such, the Company deferred the related revenue until product shipped from the Company’s warehouse. In
connection with the remediation of those material weaknesses, the Company is now able to support earlier revenue recognition for bill and hold
arrangements resulting in $15.0 million of incremental revenue, $3.1 million of incremental gross margin and $2.8 million of incremental EBITDA in the
fourth quarter of 2019.

North America 
North America revenue increased by $49.2 million, or 6.3%, in the year ended December 31, 2019 over the corresponding period in 2018. The

increase was primarily due to an increase in revenue from bill and hold arrangements resulting in $12.1 million of revenue, along with new business
generated and continued growth from existing enterprise clients.
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EMEA 
EMEA revenue decreased by $10.0 million, or 3.8%, in the year ended December 31, 2019 over the corresponding period in 2018. The decrease was

driven by $22.7 million primarily related to foreign currency impacts and declines or delays in marketing spend by certain clients, partially offset by $9.6
million in new business and $3.0 million of revenue for bill and hold arrangements.

 
LATAM
LATAM revenue decreased by $2.4 million, or 2.9%, in the year ended December 31, 2019 over the corresponding period in 2018. The decrease was

driven primarily by a $4.8 million decline in marketing spend by certain clients and foreign currency impacts, offset by $2.4 million in new business.

2018 compared to 2017. Our revenue decreased by $17.3 million, or 1.5%, in the year ended December 31, 2018 over the corresponding period in
2017.

 
North America 
North America revenue decreased by $3.3 million, or 0.4%, in the year ended December 31, 2018 over the corresponding period in 2017. This

decrease primarily relates to declines in revenue from certain of the Company's transactional and small customers, partially offset by growth from new and
existing enterprise clients.

 
EMEA 
EMEA revenue decreased by $4.9 million, or 1.9%, in the year ended December 31, 2018 over the corresponding period in 2017. This decrease was

driven by a reduction in revenue from one large client, partially offset by organic growth from new accounts added during the last 12 to 18 months.
 
LATAM
LATAM revenue decreased by $9.0 million, or 9.8%, in the year ended December 31, 2018 over the corresponding period in 2017. This decrease

was driven primarily by a decline in marketing spend by a few existing customers as well as foreign currency impacts.

Cost of goods sold
 

2019 compared to 2018. Our cost of goods sold increased by $28.5 million, or 3.3%, in the year ended December 31, 2019 over the corresponding
period in 2018. The increase is a result of increased revenue along with incremental costs related to bill and hold arrangements. Our cost of goods sold as a
percentage of revenue was 77.4% in 2019 and 77.4% in 2018. 

2018 compared to 2017. Our cost of goods sold increased by $4.4 million, or 0.5%, in the year ended December 31, 2018 over the corresponding
period in 2017. Our cost of goods sold as a percentage of revenue was 77.4% in 2018 and 75.8% in 2017. 

 
Gross Profit
 
2019 compared to 2018. Our gross profit increased by $8.2 million, or 3.2%, in the year ended December 31, 2019 over the corresponding period in

2018. This increase was primarily driven by operating efficiencies obtained in North America along with incremental revenue on certain bill and hold
arrangements. Our gross profit as a percentage of revenue, which we refer to as gross margin, was 22.6% in 2019 and 22.6% in 2018.

2018 compared to 2017. Our gross profit decreased by $(21.7) million, or (7.9)%, in the year ended December 31, 2018 over the corresponding
period in 2017. This decrease was primarily driven by client mix of revenue in 2018 compared to 2017 as well as short-term operational challenges in
certain accounts in North America. Our gross profit as a percentage of revenue was 22.6% in 2018 and 24.2% in 2017.

 
Selling, general and administrative expenses

2019 compared to 2018. Selling, general and administrative expenses decreased by $15.8 million, or 6.6%, in the year ended December 31, 2019
over the corresponding period in 2018. As a percentage of revenue, selling, general and administrative expenses decreased from 21.3% in 2018 to 19.2% in
2019. The decrease in selling, general and administrative expenses was driven by a decrease in salaries and benefits due to the restructuring plan and other
cost reduction initiatives, partially offset by an increase in bonus expense, higher legal fees and additional sales tax results from a sales tax audit.
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2018 compared to 2017. Selling, general and administrative expenses increased by $10.6 million, or 4.7%, in the year ended December 31, 2018
over the corresponding period in 2017. As a percentage of revenue, selling, general and administrative expenses increased from 20.0% in 2017 to 21.3% in
2018. The increase in selling, general and administrative expenses was primarily due to increased headcount to support the business and increased bad debt
expense.

 
Depreciation and amortization

 
2019 compared to 2018. Depreciation and amortization expense decreased by $0.7 million, or 5.1%, in the year ended December 31, 2019 over the

corresponding period in 2018. As a percentage of revenue, depreciation and amortization expense was 1.1% in 2019 and 1.2% in 2018. The decrease in
depreciation and amortization was due to lower amortization resulting from impairment charges to intangible assets in 2018.

2018 compared to 2017. Depreciation and amortization expense decreased by $0.4 million, or 3.0%, in the year ended December 31, 2018 over the
corresponding period in 2017. As a percentage of revenue, depreciation and amortization expense was 1.2% in 2017 and 1.2% in 2018. The decrease in
depreciation and amortization was primarily driven by lower capital expenditures during 2018 and 2017.

Change in fair value of contingent consideration
    

2018 compared to 2017. Expense from the change in fair value of contingent consideration decreased by $0.7 million from $0.7 million in 2017 to
$0.0 million in 2018. The change in the fair value of the contingent liability was driven by the final adjustment of the DB Studios liability during the first
quarter of 2017 and the final adjustment of the EYELEVEL liability during the second and third quarters of 2017.

Goodwill impairment charges

As discussed in Note 5, Goodwill to the Consolidated Financial Statements, the Company recognized $46.3 million in goodwill impairment charges
in 2018. No tax benefit was recognized on such charges, and the charges had no impact on our cash flows or compliance with debt covenants. No
impairment charge was recognized in 2019 or 2017.

Intangible and other asset impairment charges

As discussed in Note 6, Other Intangible Assets and Note 8, Property and Equipment to the Consolidated Financial Statements, the Company
recognized a $13.8 million intangible asset impairment charge related to certain customer lists, a $3.0 million long-lived asset impairment charge related to
a legacy ERP system in EMEA, and a $1.3 million contract asset impairment charge related to costs to fulfill a contract that were deemed to be non-
recoverable in North America in 2018. No impairment charge was recognized in 2019 or 2017.

Restructuring charges
 
For the years ended December 31, 2019 and 2018, we recognized $15.9 million and $6.0 million, respectively, in restructuring charges related to the

2018 restructuring plan. As noted in Note 7, Restructuring Activities and Charges to the Consolidated Financial Statements, the 2018 restructuring plan
was approved in August 2018. As a result, the increase is primarily due to having a full year of restructuring costs in 2019 versus a partial year in 2018.
The Company did not record any restructuring charges in 2017.

Income (loss) from operations

2019 compared to 2018. Income from operations increased by $79.2 million in the year ended December 31, 2019 over the corresponding period in
2018. This increase was primarily attributable to impairment charges recognized in 2018, lower amortization resulting from the impairment, higher gross
profit, incremental revenue on certain bill and hold arrangements, and cost reduction efforts within the North America segment.

2018 compared to 2017. Income from operations decreased by $101.7 million in the year ended December 31, 2018 over the corresponding period in
2017. This decrease was primarily attributable to goodwill, intangibles and other asset impairments, decreased gross profit, increased sales, general and
administrative expenses and restructuring charges discussed above.
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 Other income and expense
 

2019 compared to 2018. Other expense increased by $8.3 million in the year ended December 31, 2019 over the corresponding period in 2018. This
increase was primarily attributable to a $6.3 million increase in interest expense.

2018 compared to 2017. Other expense increased by $2.7 million in the year ended December 31, 2018 over the corresponding period in 2017. This
increase was primarily attributable to a $3.0 million increase in interest expense.

 
Provision (benefit) for income taxes  
 
Our effective income tax rate differs from the U.S. federal statutory rate each year due to certain operations that are subject to tax incentives, state

and local taxes, valuation allowances, discrete tax events and foreign taxes that are different than the U.S. federal statutory rate.

2019 compared to 2018. Provision for income taxes increased by $4.3 million from a tax benefit of $0.6 million in 2018 to tax expense of $3.7
million in 2019. Our effective income tax rate was (58.0)% and 0.8% in 2019 and 2018, respectively.

2018 compared to 2017. Provision for income taxes decreased by $11.9 million from tax expense of $11.3 million in 2017 to a tax benefit of $0.6
million in 2018. Our effective income tax rate was 0.8% and 41.5% in 2018 and 2017, respectively.

The effective tax rate for 2018 was affected by the goodwill and intangible and other asset impairment charges. For the year ended December 31,
2018, $64.4 million was recognized as a non-cash expense for which the Company was not allowed an income tax deduction, resulting in a reduction to the
effective tax rate benefit being recorded on the pretax loss for the period.

On December 22, 2017, the U.S. government enacted comprehensive Federal tax legislation commonly referred to as the Tax Cuts and Jobs Act of
2017 (the “Act”). The Act makes changes to the corporate tax rate, business-related deductions and taxation of foreign earnings, among others, that will
generally be effective for taxable years beginning after December 31, 2017.

Certain impacts of the new legislation would have generally required accounting to be completed and incorporated into the 2017 year-end financial
statements, however, in response to the complexities of this new legislation, the SEC issued guidance to provide companies with relief. The SEC provided
up to a one-year window for companies to finalize the accounting for the impacts of this new legislation. We finalized our accounting for the new
provisions during the fourth quarter of 2018. The 2018 impact from finalizing the accounting for the new provisions was a net tax benefit of $0.9 million.

The Company operates under a grant of income tax exemption in Puerto Rico that became effective for certain operations occurring during the
period ending December 31, 2017, and should remain in effect for 20 years as long as specific requirements are satisfied. The impact of this income tax
exemption grant decreased foreign taxes by $2.9 million and $2.0 million for 2019 and 2018, respectively. The benefit of the tax exemption on diluted
earnings per share was $0.05 and $0.04.

Adjusted EBITDA

Our Adjusted EBITDA by segment for each of the years presented is shown in the table below. Refer to Note 19, Business Segments to the
Consolidated Financial Statements for a reconciliation of Adjusted EBITDA to net (loss) income.

 Year ended December 31,
 2019  % of Total  2018  % of Total  2017  % of Total
(dollars in thousands)            
North America $ 85,662  174.6 %  $ 61,250  224.2 %  $ 73,790  128.4 %
EMEA 12,051  24.6 %  6,355  23.3 %  15,293  26.6 %
LATAM 1,943  4.0 %  3,082  11.3 %  4,278  7.4 %
Other(1) (50,611)  (103.2)%  (43,372)  (158.8)%  (35,867)  (62.4)%

Adjusted EBITDA $ 49,045  100.0 %  $ 27,315  100.0 %  $ 57,494  100.0 %
(1) “Other” consists of intersegment eliminations, shared service activities and corporate expenses which are not allocated to the operating segments as management does not

consider them in evaluating segment performance.

2019 compared to 2018. Adjusted EBITDA increased by $21.7 million, or 79.6%, in the year ended December 31, 2019 over the corresponding
period in 2018.

29



North America
North America Adjusted EBITDA increased by $24.4 million, or 39.9%, in the year ended December 31, 2019 over the corresponding period in

2018 due to higher revenue and incremental revenue on certain bill and hold arrangements, and a decrease in selling, general and administrative expenses
resulting from lower salaries and benefits due to ongoing restructuring activities and decreased bad debt expense.

EMEA
EMEA Adjusted EBITDA increased by $5.7 million, or 89.6%, in the year ended December 31, 2019 over the corresponding period in 2018 due to

customer mix, incremental revenue on certain bill and hold arrangements, and reduced expenses related to restructuring efforts.

LATAM
LATAM Adjusted EBITDA decreased by $1.1 million, or 37.0%, in the year ended December 31, 2019 over the corresponding period in 2018 due to

a decline in marketing spend by a few existing customers.

Other
Other Adjusted EBITDA decreased by $7.2 million, or 16.7%, in the year ended December 31, 2019 over the corresponding period in 2018 due to

increased headcount to support the business and increased expenses related to temporary finance professional staff necessary to build out the finance
organization and support the Company's remediation and transformation efforts.

2018 compared to 2017. Adjusted EBITDA decreased by $30.2 million, or 52.5%, in the year ended December 31, 2018 over the corresponding
period in 2017.

North America
North America Adjusted EBITDA decreased by $12.5 million, or 17.0%, in the year ended December 31, 2018 over the corresponding period in

2017 due to decreased revenue and gross profit, mainly from transactional and small customers.

EMEA
EMEA Adjusted EBITDA decreased by $8.9 million, or 58.4%, in the year ended December 31, 2018 over the corresponding period in 2017 due to

the decline in revenue and gross profit from one large client.

LATAM
LATAM Adjusted EBITDA decreased by $1.2 million, or 28.0%, in the year ended December 31, 2018 over the corresponding period in 2017 due to

a decline in marketing spend by a few existing customers.

Other
Other Adjusted EBITDA decreased by $7.5 million, or 20.9%, in the year ended December 31, 2018 over the corresponding period in 2017

primarily due to increased headcount to support the business.

Adjusted Diluted Earnings (Loss) Per Share
 
Adjusted diluted earnings (loss) per share, which represents net (loss) income, with the addition of exclusive items that are non-recurring to our

operating business, divided by the weighted average shares outstanding plus share equivalents that would arise from the exercise of stock options and
restricted stock and other contingently issuable shares, is considered a non-GAAP financial measure under SEC regulations. Diluted earnings (loss) per
share is the most directly comparable financial measure calculated in accordance with GAAP. We present this measure as supplemental information to help
our investors better understand trends in our business over time. Our management team uses adjusted diluted earnings per share to evaluate the
performance of our business. Adjusted diluted earnings (loss) per share is not equivalent to any measure of performance required to be reported under
GAAP, nor should this data be considered an indicator of our overall financial performance and liquidity. Moreover, the adjusted diluted earnings (loss) per
share definition we use may not be comparable to similarly titled measures reported by other companies. 
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Our adjusted diluted earnings (loss) per share for each of the years presented was as follows (in thousands, except per share amounts):

 Year Ended December 31,
 2019  2018  2017
Net (loss) income $ (10,075)  $ (76,683)  $ 15,869
Restructuring charges 15,918  6,031  —
Executive search fees 80  235  454
Professional fees related to control remediation 1,130  2,430  —
Sales and use tax audit 25  113  203
Other professional fees(1) 2,241  507  —
Fair value of warrants and derivatives 2,057  —  —
Foreign exchange loss(2) 773  —  —
Goodwill impairment —  46,319  —
Intangible and other asset impairments —  18,121  —
Senior leadership transition and other employee-related costs —  1,410  —
Obsolete retail inventory —  950  —
Professional fees related to ASC 606 implementation —  1,092  829
Business development realignment —  —  1,287
Change in fair value of contingent consideration —  —  677
Czech exit from exchange rate commitment —  —  432
Czech currency impact on procurement margin —  —  860
Accelerated depreciation of internal use software —  —  397
Income tax effects of adjustments (4,852)  (6,280)  (1,390)

Adjusted net income (loss) $ 7,297  $ (5,755)  $ 19,618

      

GAAP Weighted-average shares outstanding – diluted 53,293  52,230  54,944
Effect of dilutive securities:      

Employee stock options and restricted common shares 486  —  —

Adjusted weighted-average shares outstanding – diluted 53,779  52,230  54,944

Adjusted diluted earnings (loss) per share $ 0.14  $ (0.11)  $ 0.36
(1) Other professional fees relate to temporary finance professionals necessary to build out the Company's finance organization during transformation efforts and professional
fees related to the adoption of ASC 842, Leases.
(2) Foreign exchange losses that represent a one-time loss during the third quarter of 2019. As a result of the successful completion of the Company's refinanced debt
structure on July 16, 2019, the Company experienced increased foreign currency exposure due to the change in structure of the prior debt facility as compared to the
refinanced debt facilities. The increased foreign currency exposure during the third quarter of 2019 was due to the remeasurement of intercompany loan balances designated
as temporary. During the fourth quarter of 2019, the Company converted certain intercompany loan balances to permanent.

Impact of Inflation
 

In the second quarter of 2018, the Argentinian economy was classified as highly inflationary under GAAP due to multiple years of increasing
inflation, the devaluation of the Argentine peso ("ARS") and increasing borrowing rates. Effective July 1, 2018, the Company's Argentinian subsidiary is
being accounted for under highly inflationary accounting rules, which principally means all transactions are recorded in U.S. dollars. The application of
highly inflationary accounting did not have a material impact on our operations for the years ended December 31, 2019, 2018 and 2017.
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Liquidity and Capital Resources

The following table presents cash flows for the years ended December 31, 2019, 2018 and 2017 (in thousands):

 Year Ended December 31,
 2019  2018  2017
Net cash provided by operating activities 22,470  23,058  11,698
Net cash used in investing activities (14,099)  (11,141)  (12,483)
Net cash provided by (used in) financing activities 8,977  (13,736)  (525)

At December 31, 2019, we had $42.7 million of cash and cash equivalents compared to $26.8 million at the end of 2018.
 
Operating Activities. Cash provided by operating activities primarily consists of net (loss) income adjusted for certain non-cash items, including

depreciation and amortization and share based compensation and the effect of changes in working capital and other activities.

Cash provided by operating activities in 2019 was $22.5 million and primarily consisted of $23.1 million of non-cash items and $9.4 million
provided by working capital, offset by $10.1 million of a net loss during the year. The working capital changes consisted of an increase in accounts
receivable of $12.3 million, increase in prepaid expenses and other assets of $6.5 million, increase in accrued expenses and other liabilities of $22.8
million, partially offset by a decrease in accounts payable of $15.6 million, and a decrease in inventories of $21.0 million.

Cash provided by operating activities in 2018 was $23.1 million and primarily consisted of $82.4 million of non-cash items and $17.3 million
provided by working capital, offset by $76.7 million of a net loss during the year. The working capital changes consisted of a decrease in accounts
receivable of $4.5 million, a decrease in prepaid expenses and other assets of $2.1 million, an increase in accounts payable of $21.6 million, and an increase
in accrued expenses and other liabilities of $5.2 million, partially offset by an increase in inventories of $16.0 million.

Cash provided by operating activities in 2017 was $11.7 million and primarily consisted of $25.6 million of non-cash items and $15.9 million of net
income during the year, offset by $29.8 million used to fund working capital. The working capital changes consisted of an increase in accounts receivable
of $41.9 million, an increase in prepaid expenses and other assets of $13.9 million, an increase in inventories of $4.2 million, partially offset by an increase
in accounts payable of $18.1 million, and an increase in accrued expenses and other liabilities of $12.1 million.

Investing Activities. In 2019, cash used in investing activities of $14.1 million was attributable to $13.4 million of capital expenditures, which was
driven by software development, and $0.7 million in payments made related to the Madden acquisition.

In 2018, cash used in investing activities of $11.1 million was attributable to capital expenditures, primarily consisting of software development.

In 2017, cash used in investing activities of $12.5 million was attributable to capital expenditures, primarily consisting of software development.

Financing Activities. In 2019, cash provided by financing activities of $9.0 million was primarily attributable to proceeds from our term loan of
$100.0 million, net borrowings under our new revolving credit facility of $60.6 million, partially offset by $142.6 million of net repayments under our prior
revolving credit facility, the payment of debt issuance costs of $5.5 million and payments on our term loan of $2.5 million.

In 2018, cash used in financing activities of $13.7 million was primarily attributable to $25.7 million to acquire treasury stock, partially offset by
$14.5 million of net borrowings under our prior revolving credit facility.

In 2017, cash used in financing activities of $0.5 million was primarily attributable to $11.0 million of payments of contingent consideration and
$10.9 million to acquire treasury stock, partially offset by $20.7 million of net borrowings under our prior revolving credit facility.
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Share Repurchase Program

As noted in Note 15, Share Repurchase Program to the Consolidated Financial Statements, the Company's share repurchase program lapsed during
2019 and shares are no longer available for purchase under the plan.

During the year ended December 31, 2019, the Company did not repurchase any shares of its common stock under the share repurchase program.
During the year ended December 31, 2018, the Company repurchased 2,667,732 shares of its common stock for $25.6 million in the aggregate at an
average cost of $9.60. During the year ended December 31, 2017, the Company repurchased 1,121,928 shares of our common stock for $11.0 million in the
aggregate at an average cost of $9.78 per share under this program. Shares repurchased under the program were recorded at acquisition cost, including
related expenses.

Revolving Credit Facilities and Long-Term Debt

On July 16, 2019, the Company refinanced its debt, which is further discussed in Note 9, Revolving Credit Facilities to the Consolidated Financial
Statements, and in Note 10, Long-Term Debt to the Consolidated Financial Statements. The new debt structure provides long-term capital with improved
flexibility to support the Company’s growth plans. The Company intends to use excess cash from operations to pay off debt and support working capital
needs.

The ABL Credit Agreement contains a minimum fixed charge coverage ratio financial covenant that must be maintained when excess availability
falls below a specified amount. The Term Loan Credit Agreement includes a minimum fixed charge coverage ratio financial covenant, a maximum total
leverage ratio financial covenant, a minimum liquidity financial covenant and a maximum capital expenditures covenant, each of which must be maintained
for the periods described in the Term Loan Credit Agreement. The Company was in compliance with all debt covenants in the Credit Agreements as
of December 31, 2019.

In addition, we will continue to utilize cash, in part, to invest in our innovative technology platform, fund acquisitions of or make strategic
investments in complementary businesses and expand our sales force. Although we can provide no assurances, we believe that our available cash and cash
equivalents and the funds available under our new debt structure will be sufficient to meet our working capital and operating expenditure requirements for
the next 12 months. We may find it necessary to obtain additional equity or debt financing in the future. 

We earn a portion of our operating income outside the United States, which is deemed to be permanently reinvested in foreign jurisdictions. We do
not currently foresee a need to repatriate funds; however, should we require more capital in the United States than is generated by our operations locally or
through debt or equity issuances, we could elect to repatriate funds held in foreign jurisdictions. Included in our cash and cash equivalents are amounts held
by foreign subsidiaries. We had $39.9 million and $23.7 million foreign cash and cash equivalents as of December 31, 2019 and 2018, respectively, which
are generally denominated in the local currency where the funds are held.

Contractual Obligations
 

The following table summarizes our contractual obligations as of December 31, 2019 (in thousands):

 Payments due by period

 Total  Less than 1 year  1-3 years  3-5 years  
More than 5

years
Operating lease obligations(1) $ 69,717  $ 11,477  $ 22,773  $ 14,506  $ 20,961
Revolving Credit Facility(2) 60,679  593  —  60,086  —
Term Loan Credit Facility(3) 97,500  7,500  30,000  60,000  —
Interest payments on debt(4) 43,034  11,456  27,496  4,082  —

Total $ 270,930  $ 31,026  $ 80,269  $ 138,674  $ 20,961
(1) We have entered into various non-cancelable operating lease agreements within North America, EMEA and LATAM.
(2) Reflects principal for the Revolving Credit Facility. Amounts currently drawn on the Credit Facility are reflected in the "Less than 1 year" column consistent with the
current classification on the consolidated balance sheets. Refer to Note 9, Revolving Credit Facilities to the Consolidated Financial Statements for additional information
regarding our debt.
(3) Reflects scheduled principal payments due under the Term Loan Facility Agreement. Refer to Note 10, Long-Term Debt to the Consolidated Financial Statements for
additional information regarding our debt.
(4) Includes scheduled interest payments on the term loan that were calculated based on rates in effect at December 31, 2019. Due to the uncertainty of the estimated balance
of the revolving credit facility balances and interest due, future interest has not been included.
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Off-Balance Sheet Arrangements
 

During the year ended December 31, 2019 and 2018, we did not have any off-balance sheet arrangements as defined in Item 303(a)(4)(ii) of
Regulation S-K.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
 

Commodity Risk
 

We are dependent upon the availability of paper and paper prices represent a substantial portion of the cost of our products. The supply and price of
paper depend on a variety of factors over which we have no control, including environmental and conservation regulations, natural disasters and weather.
We believe a 10% increase in the price of paper would not have a significant effect on our consolidated statements of operations or cash flows, as these
costs are generally passed through to our clients.

 
Interest Rate Risk

 
We have exposure to changes in interest rates on our term loan and revolving credit facility. Interest is payable at the adjusted LIBOR rate or the

alternate base rate. Assuming our $105.0 million revolving credit facility was fully drawn along with our $97.5 million term loan, a 1.0% increase in the
interest rate would increase our annual interest expense by $2.03 million.

 
Our interest income is sensitive to changes in the general level of U.S. interest rates, in particular because all of our investments are in cash

equivalents and marketable securities. The average duration of our investments as of December 31, 2019, was less than one year. Due to the short-term
nature of our investments, we believe that there is no material risk exposure.

Foreign Currency Risk
 

We transact business in various foreign currencies other than the U.S. dollar, principally the euro, British pound sterling, Czech koruna, Peruvian
nuevo sol, Colombian peso, Brazilian real, Mexican peso and Chilean peso, which exposes us to foreign currency risk. For the year ended December 31,
2019, we derived approximately 30% of our revenue from international customers. Revenue and related expenses generated from our international
operations are denominated in the functional currencies of the corresponding country. The functional currency of our subsidiaries that either operate or
support these markets is generally the same as the corresponding local currency. The results of operations of and certain of our intercompany balances
associated with, our international operations are exposed to foreign exchange rate fluctuations. Changes in exchange rates could negatively affect our
revenue and other operating results as expressed in U.S. dollars. We may record significant gains or losses on the remeasurement of intercompany balances.
At this time, we do not intend to, but may in the future, enter into derivatives or other financial instruments in an attempt to hedge our foreign currency
exchange risk. It is difficult to predict the impact hedging activities would have on our results of operations.
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Report of Independent Registered Public Accounting Firm
 

To the Stockholders and the Board of Directors of InnerWorkings Inc.

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of InnerWorkings Inc. and subsidiaries (the Company) as of December 31, 2019 and 2018,
the related consolidated statements of operations, comprehensive income (loss), stockholders’ equity and cash flows for each of the three years in the
period ended December 31, 2019, and the related notes (collectively referred to as the "consolidated financial statements"). In our opinion, the consolidated
financial statements present fairly, in all material respects, the financial position of the Company at December 31, 2019 and 2018, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2019, in conformity with U.S. generally accepted accounting
principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the Company's
internal control over financial reporting as of December 31, 2019, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (2013 framework), and our report dated March 17, 2020 expressed an unqualified
opinion thereon.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the Company's financial
statements based on our audits. We are a public accounting firm registered with the PCAOB and are required to be independent with respect to the
Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the
PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement, whether due to error or fraud. Our audits included performing
procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud, and performing procedures that respond to
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits
also included evaluating the accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the
financial statements. We believe that our audits provide a reasonable basis for our opinion.

/s/ Ernst & Young LLP

We have served as the Company's auditor since 2005.

Chicago, Illinois
March 17, 2020
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InnerWorkings, Inc. and subsidiaries 
Consolidated Statements of Operations 

(In thousands, except per share data)

 Year Ended December 31,
 2019  2018  2017
Revenue $ 1,157,834  $ 1,121,106  $ 1,138,370
Cost of goods sold 895,825  867,293  862,862
Gross profit 262,009  253,813  275,508
Operating expenses:      

Selling, general and administrative expenses 222,721  238,537  227,895
Depreciation and amortization 12,328  12,988  13,390
Change in fair value of contingent consideration —  —  677
Goodwill impairment —  46,319  —
Intangible and other asset impairments —  18,121  —
Restructuring charges 15,918  6,031  —

Income (loss) from operations 11,042  (68,183)  33,546
Other income (expense):      

Interest income 366  218  97
Interest expense (14,097)  (7,749)  (4,729)
Other, net (3,686)  (1,616)  (1,788)

Total other expense (17,417)  (9,147)  (6,420)
(Loss) income before income taxes (6,375)  (77,330)  27,126
Provision (benefit) for income tax 3,700  (647)  11,257

Net (loss) income $ (10,075)  $ (76,683)  $ 15,869

      

Net (loss) earnings per share:      
Basic (loss) earnings per share $ (0.19)  $ (1.47)  $ 0.29
Diluted (loss) earnings per share $ (0.19)  $ (1.47)  $ 0.29

      

Weighted average shares outstanding:      
Basic 53,293  52,230  53,851
Diluted 53,293  52,230  54,944

 
The accompanying notes form an integral part of the consolidated financial statements.
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InnerWorkings, Inc. and subsidiaries
Consolidated Statements of Comprehensive (Loss) Income

(In thousands) 

 Year Ended December 31,
 2019  2018  2017
Net (loss) income $ (10,075)  $ (76,683)  $ 15,869
Other comprehensive income (loss), before tax:      

Foreign currency translation adjustments 1,859  (5,236)  1,732
Other comprehensive income (loss), before tax 1,859  (5,236)  1,732
Provision (benefit) for income tax related to components of other comprehensive
(loss) income (3)  (154)  12
Other comprehensive income (loss), net of tax 1,862  (5,082)  1,720

Comprehensive (loss) income $ (8,213)  $ (81,765)  $ 17,589
 

The accompanying notes form an integral part of the consolidated financial statements.
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InnerWorkings, Inc. and subsidiaries 
Consolidated Balance Sheets 

(In thousands, except per share data)

 December 31,
 2019  2018
Assets    
Current assets:    

Cash and cash equivalents $ 42,711  $ 26,770
Accounts receivable, net of allowance for doubtful accounts of $3,830 and $4,880, respectively 202,406  193,186
Unbilled revenue 48,396  46,252
Other receivables 28,194  23,727
Inventories 34,977  55,715
Prepaid expenses 10,680  16,256
Other current assets 7,301  10,733

Total current assets 374,665  372,639
Property and equipment, net 37,224  82,933
Intangibles and other assets:    

Goodwill 152,210  152,158
Intangible assets, net 7,714  9,828
Right of use assets, net 51,159  —
Deferred income taxes 2,182  1,195
Other non-current assets 4,129  2,976

Total intangibles and other assets 217,394  166,157

Total assets $ 629,283  $ 621,729

Liabilities and stockholders' equity    
Current liabilities:    

Accounts payable $ 142,136  $ 158,028
Accrued expenses 50,975  35,698
Deferred revenue 9,568  17,614
Revolving credit facility - current 593  142,736
Term loan - current 7,500  —
Other current liabilities 35,665  28,190

Total current liabilities 246,437  382,266
Lease liabilities 46,075  —
Revolving credit facility - non-current 60,086  —
Term loan - non-current 89,242  —
Deferred income taxes 8,053  7,605
Other long-term liabilities 1,138  50,903
Total liabilities 451,031  440,774
Commitments and contingencies  
Stockholders' equity:    

Common stock, par value $0.0001 per share, 200,000 and 200,000 shares authorized, 64,820 and 64,495 shares
issued, 52,133 and 51,807 shares outstanding, respectively 6  6
Additional paid-in capital 245,311  239,960
Treasury stock at cost, 12,688 and 12,688 shares, respectively (81,471)  (81,471)
Accumulated other comprehensive loss (22,449)  (24,311)
Retained earnings 36,855  46,771

Total stockholders' equity 178,252  180,955

Total liabilities and stockholders' equity $ 629,283  $ 621,729
 The accompanying notes form an integral part of the consolidated financial statements.
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InnerWorkings, Inc. and subsidiaries 
Consolidated Statements of Stockholders' Equity

(In thousands)

 Common Stock  Additional
Paid-in-
Capital

 Treasury Stock  
Accumulated

Other
Comprehensive

Loss

 
Retained
Earnings

 

Total Shares  Amount   Shares  Amount    
Balance at December 31, 2016 63,391  $ 6  $ 224,480  9,303  $ (49,458)  $ (20,949)  $ 108,082  $ 262,161

Net income             15,869  15,869

Total other comprehensive income, net of tax           1,720    1,720
Issuance of common stock upon exercise of stock
awards 648  —  1,421          1,421
Issuance of treasury shares as consideration for
acquisition 36  —  385  (405)  4,561    (269)  4,677

Acquisition of treasury shares       1,122  (10,976)      (10,976)

Stock based compensation expense     6,820          6,820
Cumulative effect of change related to adoption of
ASU 2016-09     2,093        198  2,291

Cumulative effect of pre-2017 revision adjustments             (1,060)  (1,060)

Balance at December 31, 2017 64,075  6  235,199  10,020  (55,873)  (19,229)  122,820  282,923

Net loss             (76,683)  (76,683)

Total other comprehensive loss, net of tax           (5,082)    (5,082)
Issuance of common stock upon exercise of stock
awards 420  —  (541)          (541)

Acquisition of treasury shares       2,668  (25,598)      (25,598)

Stock based compensation expense     5,302          5,302
Cumulative effect of change related to adoption of
ASC 606             482  482
Cumulative effect of change related to adoption of
ASU 2016-16             152  152

Balance at December 31, 2018 64,495  6  239,960  12,688  (81,471)  (24,311)  46,771  180,955

Net loss             (10,075)  (10,075)

Total other comprehensive income, net of tax           1,862    1,862
Issuance of common stock upon exercise of stock
awards 325  —  (182)          (182)

Stock based compensation expense     5,533          5,533
Cumulative effect of change related to adoption of
ASC 842             159  159

Balance at December 31, 2019 64,820  $ 6  $ 245,311  12,688  $ (81,471)  $ (22,449)  $ 36,855  $ 178,252

The accompanying notes form an integral part of the consolidated financial statements.
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InnerWorkings, Inc. and subsidiaries 
Consolidated Statements of Cash Flows

(In thousands)

 Year Ended December 31,

 2019  2018  2017

Cash flows from operating activities:      

Net (loss) income $ (10,075)  $ (76,683)  $ 15,869

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

Depreciation and amortization 12,328  12,988  13,390

Stock-based compensation expense 6,281  5,302  6,820

Deferred income taxes (879)  (4,604)  4,073

Change in fair value of contingent consideration liability —  —  677

Goodwill impairment —  46,319  —

Intangible and other asset impairments —  18,121  —

Bad debt provision 1,068  3,601  454

Contract implementation cost amortization 300  433  —

Change in fair value of warrant 2,233  —  —

Change in fair value of embedded derivative (176)  —  —

Unrealized foreign exchange loss 834  —  —

Other operating activities, net 1,150  255  210

Changes in assets and liabilities:      
Accounts receivable and unbilled revenue (12,254)  4,470  (41,871)

Inventories 20,980  (16,039)  (4,245)

Prepaid expenses and other assets (6,529)  2,120  (13,882)

Accounts payable (15,634)  21,585  18,096

Accrued expenses and other liabilities 22,843  5,190  12,107

Net cash provided by operating activities 22,470  23,058  11,698

Cash flows from investing activities:      

Purchases of property and equipment (13,378)  (11,263)  (12,483)

Payments for acquisitions, net of cash acquired (721)  —  —

Proceeds from sale of property and equipment —  122  —

Net cash used in investing activities (14,099)  (11,141)  (12,483)

Cash flows from financing activities:      

Net borrowings (repayments) from prior revolving credit facility (142,583)  14,539  (867)

Net borrowings from new revolving credit facility 60,563  —  —

Net short-term secured (repayments) borrowings (833)  (1,525)  20,709

Proceeds from term loan 100,000  —  —

Payments on term loan (2,500)  —  —

Repurchases of common stock —  (25,689)  (10,885)

Payments of contingent consideration —  —  (10,989)

Payment of debt issuance costs (5,488)  (545)  —

Proceeds from exercise of stock options 63  545  2,663

Other financing activities, net (245)  (1,061)  (1,156)

Net cash provided by (used in) financing activities 8,977  (13,736)  (525)

Effect of exchange rate changes on cash and cash equivalents (1,407)  (1,973)  948

Increase (decrease) in cash and cash equivalents 15,941  (3,792)  (362)

Cash and cash equivalents, beginning of period 26,770  30,562  30,924

Cash and cash equivalents, end of period $ 42,711  $ 26,770  $ 30,562

Supplemental disclosure of cash flow information:      

Interest paid $ 14,355  $ 7,149  $ 4,072

Income taxes paid $ 3,040  $ 5,810  $ 9,838

Supplemental non-cash investing and financing activities:      
Buildings - Build to Suit Leases $ —  $ 48,428  $ —

Repurchases of common stock $ —  $ —  $ 91

Shares issued as payment of contingent consideration $ —  $ —  $ 4,678
The accompanying notes form an integral part of the consolidated financial statements.
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InnerWorkings, Inc. and subsidiaries
 Notes to the Consolidated Financial Statements

1. Description of the Business
 

InnerWorkings, Inc. (together with its subsidiaries, “the Company”) was incorporated in the state of Delaware on January 3, 2006. The Company is a
leading global marketing execution firm for the world's most marketing intensive companies, including those companies in the Fortune 1000, across a wide
range of industries. As a comprehensive outsourced enterprise solution, the Company leverages proprietary technology, an extensive supplier network, and
deep domain expertise to streamline the creation, production, and distribution of marketing and promotional materials, signage and displays, retail
experiences, events and promotions, and packaging across every major market worldwide. The items the Company sources are generally procured through
the marketing supply chain and are referred to collectively as marketing materials. The Company’s technology and database of information is designed to
capitalize on excess manufacturing capacity and other inefficiencies in the traditional marketing and print supply chain to obtain favorable pricing and to
deliver high-quality products and services.

2. Summary of Significant Accounting Policies

Basis of Presentation and Consolidation
 

The consolidated financial statements include the accounts of InnerWorkings, Inc. and its subsidiaries. All significant intercompany accounts and
transactions have been eliminated in consolidation.

Preparation of Financial Statements and Use of Estimates
 

The preparation of the consolidated financial statements is in conformity with generally accepted accounting principles in the United States
("GAAP"). GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities as of the date of the financial statements and the reported amounts of revenue and expenses during the reporting periods. On
an ongoing basis, the Company evaluates its estimates, including those related to product returns, allowance for doubtful accounts, inventories and
inventory valuation, valuation and impairments of goodwill and long-lived assets, income taxes, accrued bonus, contingencies, stock-based compensation
and litigation costs. The Company bases its estimates on historical experience and on other assumptions that its management believes are reasonable under
the circumstances. These estimates form the basis for making judgments about the carrying value of assets and liabilities when those values are not readily
apparent from other sources. Actual results can differ from those estimates.

Revision of Prior Period Financial Statements

In connection with the preparation of the consolidated financial statements, the Company identified errors within our North America and EMEA
segments in the quarterly and annual periods of 2019, 2018 and 2017. During 2019, the Company enhanced its internal controls in connection with its
ongoing remediation efforts related to the material weakness. As a result of the enhanced internal controls, certain adjustments were identified related to
prior periods. The remaining adjustments related to a proposed sales and use tax liability from the State of Illinois, which impacted prior years. The
Company considered the errors identified in accordance with the SEC's Staff Accounting Bulletin ("SAB") No. 99 ("Materiality") and SAB 108
("Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements") and determined the impact
was immaterial to the previously issued consolidated financial statements, however, correcting the cumulative error in the current period would be
significant. As such, the Company has revised the previously reported financial information included herein. Refer to Note 21, Revision of Prior Period
Financial Statements for a summary of revisions made. Further, we will correct previously reported financial information impacted by the aforementioned
errors in future filings.

Foreign Currency Translation
 

The Company determines the functional currency for its parent company and each of its subsidiaries by reviewing the currencies in which their
respective operating activities occur. Assets and liabilities of these operations are translated into U.S. currency at the rates of exchange at the balance sheet
date. Income and expense items are translated at average monthly rates of exchange. The resulting translation adjustments are included in accumulated
other comprehensive income (loss), a separate component of stockholders’ equity. Transaction gains and losses arising from activities in other than the
applicable functional currency are calculated using average exchange rates for the applicable period and reported in net income as a non-operating item in
each period. Non-monetary balance sheet items denominated in a currency other than the applicable functional currency are translated using the historical
rate.
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The net realized gains (losses) on foreign currency transactions were $(2.4) million, $(1.1) million and $(1.4) million for the years ended
December 31, 2019, 2018 and 2017, respectively.

Highly Inflationary Accounting

During 2018, the Argentinian economy was reclassified as highly inflationary under GAAP due to multiple years of increasing inflation, resulting in
the remeasurement of our Argentinian operations into U.S. dollars.  The application of highly inflationary accounting did not have a material impact on the
Company’s consolidated financial statements for the years ended December 31, 2019 and 2018.

Fair Value Measurements

ASC 820, Fair Value Measurement includes a fair value hierarchy that is intended to increase consistency and comparability in fair value
measurements and related disclosures. The fair value hierarchy is based on observable or unobservable inputs to valuation techniques that are used to
measure fair value. Observable inputs reflect assumptions market participants would use in pricing an asset or liability based on market data obtained from
independent sources while unobservable inputs reflect a reporting entity’s pricing based upon its own market assumptions.

 
The fair value hierarchy consists of the following three levels:

 
• Level 1: Inputs are quoted prices in active markets for identical assets or liabilities.
• Level 2: Inputs are quoted prices for similar assets or liabilities in an active market, quoted prices for identical or similar assets or liabilities in

markets that are not active and inputs other than quoted prices that are observable and market-corroborated inputs, which are derived principally
from or corroborated by observable market data.

• Level 3: Inputs that are derived from valuation techniques in which one or more significant inputs or value drivers are unobservable.

The fair value of revolving credit facilities and long-term debt facilities are determined using current market yields.

Fair value accounting requires bifurcation of embedded derivative instruments such as interest rate reset features in debt instruments, and
measurement of their fair value for accounting purposes. In determining the appropriate fair value for embedded derivatives, the Company uses a 'with and
without' valuation model. Additionally, fair value accounting requires liability-classified awards, such as warrant liabilities, to be measured at fair value for
accounting purposes. The fair value of freestanding derivative instruments, such as warrant liabilities, are valued using the Black-Scholes-Merton option
pricing model.

Once determined, derivative liabilities and warrant liabilities are adjusted to reflect fair value at each reporting period end, with any increase or
decrease in the fair value being recorded within other expense as an adjustment to fair value of derivatives.

Deferred Financing Fees and Debt Discounts

Deferred financing fees represent third-party debt issuance costs associated with the related debt facility. Deferred financing fees and related
derivative and warrant features associated with the Company’s long-term debt agreement are treated as a discount on the long-term debt and amortized
using the effective interest rate method. Derivative features associated with the Company’s revolving credit agreement are treated as a discount on the
revolving credit facility and amortized using the straight-line method. Deferred financing fees related to the Company's revolving credit facility are
capitalized and reflected as deferred financing costs within other non-current assets and are amortized over the term of the revolving credit facility. Debt
discounts on the Company’s revolving credit facility and long-term debt are reflected as a direct deduction from the carrying amount of the long-term
portion of the related debt liability.

Revenue Recognition
    

In accordance with the Financial Accounting Standards Board ("FASB") Accounting Standards Codification ("ASC") Topic 606, Revenue from
Contracts with Customers, the Company generally reports revenue on a gross basis because the Company typically controls the goods or services before
transferring to the customer. Under these arrangements, the Company is primarily responsible for the fulfillment, including the acceptability, of the
marketing materials and other products or services. In addition, the Company has reasonable discretion in establishing the price, and in some transactions,
the Company also has inventory risk and is involved in the determination of the nature or characteristics of the marketing materials and products. In some
arrangements, the Company is not primarily responsible for fulfilling the goods or services. In arrangements of this nature, the Company does not
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control the goods or services before they are transferred to the customer and such revenue is reported on a net basis. The Company records taxes collected
from customers and remitted to governmental authorities on a net basis.

The Company primarily generates revenue from the procurement of marketing materials for customers. Service revenue including creative, design,
installation, warehousing and other services has not been material to the Company’s overall revenue to date. Products and services may be sold separately
or in bundled packages. For bundled packages, the Company accounts for individual products and services separately if they are distinct - that is, if a
product or service is separately identifiable from other items in the bundled package and if a customer can benefit from it on its own or with other resources
that are readily available to the customer.

The Company includes any fixed charges per its contracts as part of the total transaction price. The transaction price is allocated between separate
products and services in a bundle based on their standalone selling prices. The standalone selling prices are generally determined based on the prices at
which the Company separately sells the products and services.

Revenue is measured based on consideration specified in a contract with a customer. Contracts may include variable consideration (for example,
customer incentives such as rebates), and to the extent that variable consideration is not constrained, the Company includes the expected amount within the
total transaction price and updates its assumptions over the duration of the contract. The constraint will generally not result in a reduction in the estimated
transaction price.

The Company’s performance obligations related to the procurement of marketing materials are typically satisfied upon shipment or delivery of its
products to customers, at which time the Company recognizes revenue. Payment is typically due from the customer at this time or shortly thereafter.
Shipping and handling costs after control over a product has transferred to a customer are expensed as incurred and are included in cost of goods sold in the
consolidated statements of operations. Unbilled revenue represents shipments or deliveries that have been made to customers for which the related account
receivable has not yet been invoiced. The Company does not have material future performance obligations that extend beyond one year.

Some service revenue, including stand-alone creative and other services, may be recognized over time but the difference between recognizing that
revenue over time versus at a point in time when the service is completed and accepted by the customer is not material to the Company’s overall revenue to
date.

 
Cost of Goods Sold

Cost of goods sold includes product costs and warehousing costs. Product costs consist of costs to procure inventory for customers, creative design
costs to customize products for customers, and shipping and handling costs. Shipping and handling include both internal and third-party fulfillment and
shipping costs. Warehousing costs consist of rent and overhead costs related to assembling and storing products in warehouse facilities. Certain creative
design costs and warehousing costs consist of personnel costs for employees within production and distribution of branded products.

Cash and Cash Equivalents
  

The Company considers all highly liquid investments purchased with a maturity of three months or less to be cash equivalents.
 

Accounts Receivable

Accounts receivable are uncollateralized customer obligations due under normal trade terms. Payment terms with customers are generally 30 to 90
days from the invoice date. Accounts receivable are stated at the amount billed to the customer, less an estimate for potential bad debts. Interest is not
generally accrued on outstanding balances.

 
The carrying amount of accounts receivable is reduced by an allowance that reflects management’s best estimate of the amounts that will not be

collected. The Company estimates the collectability of its accounts receivable based on a combination of factors including, but not limited to, customer
credit ratings and historical experience. In circumstances where the Company is aware of a specific customer’s inability to meet its financial obligations to
the Company (e.g., bankruptcy filings or substantial downgrading of credit ratings), the Company provides allowances for bad debts against amounts due to
reduce the net recognized receivable to the amount it reasonably believes will be collected. Aged receivables are reviewed on a regular basis and
uncollectible accounts are written off when all reasonable collection efforts have been exhausted.
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Activity related to our allowance for doubtful accounts for the years ended December 31, is as follows (in thousands):

 2019  2018  2017
Balance at beginning of period $ 4,880  $ 3,534  $ 2,622
Charged to expense 1,068  3,601  454
Uncollectible accounts written off, net of recoveries (2,118)  (2,255)  457

Balance at end of period $ 3,830  $ 4,880  $ 3,534

Unbilled Revenue and Accrued Accounts Payable

Unbilled revenue and accrued accounts payable include estimated shipments or deliveries that have been made to customers for which the related
accounts receivable and accounts payable have not yet been recorded. The Company estimates these amounts using assumptions such as projected margin
and shipping probabilities and results in impacts to revenue, unbilled revenue, accrued accounts payable, and costs of goods sold.

Other Receivables

Other receivables include product receivables for consumer packaged goods clients, where the Company's procurement of products on behalf of the
customer is considered to be a pass-through activity.

Inventories

Inventories are stated at the lower of cost or net realizable value. Cost is determined by the first-in, first-out method. Net realizable value is based
upon an estimated average selling price reduced by estimated costs of disposal. Inventories primarily consist of purchased finished goods. Finished goods
inventory includes consigned inventory held on behalf of customers as well as inventory held at third-party fulfillment centers and subcontractors.

The inventory reserve balance was $1.8 million, $5.0 million and $4.3 million as of December 31, 2019, 2018 and 2017, respectively.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation. Depreciation is computed using the straight-line method over the estimated
useful lives of the respective assets. The estimated useful lives, by asset class, are as follows:

Computer equipment 3 years
Software, including internal-use software 1 to 5 years
Office equipment 5 years
Furniture and fixtures 7 years

 
Leasehold improvements are depreciated using the straight-line method over the shorter of their estimated useful lives or the terms of the related

leases.

The Company reviews long-lived assets, including amortizable intangible assets, for realizability on an ongoing basis. Changes in depreciation,
generally accelerated depreciation, are determined and recorded when estimates of the remaining useful lives or residual values of long-term assets change.
The Company also reviews for impairment when conditions exist that indicate the carrying amount of the asset group may not be fully recoverable. In those
circumstances, the Company performs undiscounted operating cash flow analyses to determine if an impairment exists. When testing for asset impairment,
the Company groups assets and liabilities at the lowest level for which cash flows are separately identifiable. Any impairment loss is calculated as the
excess of the asset’s carrying value over its estimated fair value. Fair value is estimated based on the discounted cash flows for the asset group over the
remaining useful life or based on the expected cash proceeds for the asset less costs of disposal.
 
Internal-Use Software

In accordance with ASC 350-40, Intangibles—Goodwill and Other, Internal-Use Software, certain costs incurred in the planning and evaluation
stage of internal-use computer software are expensed as incurred. Certain costs incurred during the application development stage are capitalized and
included in property and equipment. Capitalized internal-use software costs are
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depreciated over the expected economic useful life of three to six years using the straight-line method. Capitalized internal-use software asset depreciation
expense for the years ended December 31, 2019, 2018 and 2017 was $6.6 million, $6.1 million and $5.4 million, respectively, and is included in total
depreciation expense. At December 31, 2019 and 2018, the net book value of internal-use software was $25.3 million and $25.4 million, respectively.

Goodwill
 

Goodwill represents the excess of purchase price and related costs over the value assigned to the net tangible and identifiable intangible assets of
businesses acquired. In accordance with ASC 350, Intangibles—Goodwill and Other, goodwill is not amortized, but instead is tested for impairment
annually or more frequently if circumstances indicate a possible impairment may exist. Absent any interim indicators of impairment, the Company tests for
goodwill impairment as of the first day of its fourth fiscal quarter of each year.

 
Under ASC 350, an entity is permitted to first assess qualitative factors to determine whether it is more likely than not that the fair value of a

reporting unit is less than its carrying amount. If the quantitative test is required due to the determination the fair value of a reporting unit is more likely
than not less than its carrying amount, the fair value for each reporting unit is compared to its book value including goodwill. In the case that the fair value
is less than the book value of the goodwill, the difference is recognized as an impairment.

The fair value estimates used in the goodwill impairment analysis require significant judgment. The fair value estimates are based on assumptions
management believes to be reasonable, but that are inherently uncertain, including estimates of future revenue and operating margins and assumptions
about the overall economic climate and the competitive environment for the business. The fair value determination of the North America reporting unit
primarily relies on management judgments around timing of generating revenue from recent new customer wins as well as timing of benefits expected to be
received from the significant restructuring actions currently underway (see Note 7, Restructuring Activities and Charges). If assumptions surrounding
either of these factors change, then a future impairment charge may occur. At the date of the most recent step one test, if the fair value of a reporting unit
exceeds the carrying value by less than 30 percent, the Company will include enhanced goodwill disclosures.

The goodwill impairment charge recorded to the North America reporting unit in 2018, as discussed in Note 5, Goodwill, to the Consolidated
Financial Statements, represents a partial impairment of the North America segment goodwill, resulting in “at risk” goodwill under ASC 350 as of
December 31, 2018.

The Company performed its annual goodwill impairment analysis as of October 1, 2019, its measurement date, and concluded there was no
impairment of its North America reporting unit. Further, the Company noted the fair value of the reporting unit exceeded the carrying value by more than
30 percent. The Company considered indicators for impairment at December 31, 2019 and did not identify any that triggered additional impairment testing
and analysis.

Other Intangible Assets

In accordance with ASC 350, the Company amortizes its intangible assets with finite lives over their respective estimated useful lives and reviews
for impairment on an annual basis, or more frequently if events or changes in circumstances indicate that they may be impaired. Impairment indicators
could include significant under-performance relative to the historical or projected future operating results, significant changes in the manner of use of
assets, significant negative industry or economic trends or significant changes in the Company’s market capitalization relative to net book value. Any
changes in key assumptions used by the Company, including those set forth above, could result in an impairment charge and such a charge could have a
material adverse effect on the Company’s consolidated results of operations. The Company’s intangible assets consist of customer lists, non-competition
agreements, trade names and patents. The Company’s customer lists, which have an estimated weighted-average useful life of approximately 14 years, are
being amortized using the economic life method. The Company’s non-competition agreements, trade names and patents are being amortized on the straight-
line basis over their estimated weighted-average useful lives of approximately 4 years, 13 years and 9 years, respectively.
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Leases

The Company leases office space, warehouses, automobiles, and equipment. The Company determines whether a contract is or contains a lease at
the inception of the contract. A contract will be deemed to be or contain a lease if the contract conveys the right to control and direct the use of identified
office space, warehouse or equipment for a period of time in exchange for consideration. The Company generally must also have the right to obtain
substantially all the economic benefits from the use of the office space, warehouse and equipment. The leases are recorded as right-of-use ("ROU") assets
and lease liabilities for leases with terms greater than 12 months. The Company’s leases generally have terms of 1-10 years, with certain leases including
renewal options to extend the leases for additional periods at the Company’s discretion. Generally, the lease term is the minimum of the noncancelable
period of the lease, as the Company is not reasonably certain to exercise renewal options.

Operating lease expense is recognized on a straight-line basis over the lease term, while variable lease payments are expensed as incurred. Tenant
allowances used to fund leasehold improvements are recognized when earned and reduce the right-of-use asset related to the lease. These are amortized
through the right-of-use asset as reductions of expense over the lease term.

Operating lease assets and liabilities are recognized at the lease commencement date. Operating lease liabilities represent the present value of lease
payments not yet paid. Operating lease assets represent the right to use an underlying asset and are based upon the operating lease liabilities adjusted for
prepayments or accrued lease payments, initial direct costs, lease incentives, and impairment of operating lease assets. To determine the present value of
lease payments not yet paid, the Company estimates incremental secured borrowing rates corresponding to the maturities of the leases. The Company
estimates this rate based on prevailing financial market conditions as rates are not implicitly stated in most leases. The Company’s lease agreements do not
contain any material residual value guarantees or material restrictive covenants. Leased assets are presented net of accumulated amortization. Variable lease
payment amounts that cannot be determined at the commencement of the lease, such as increases in lease payments based on changes in index rates or
usage, are not included in the ROU assets or liabilities; instead, these are expensed as incurred and recorded as variable lease expense.

Income Taxes
 

The Company accounts for income taxes in accordance with ASC 740, Income Taxes, under which deferred tax assets and liabilities are recognized
based upon anticipated future tax consequences attributable to differences between financial statement carrying values of assets and liabilities and their
respective tax bases. A valuation allowance is established to reduce the carrying value of deferred tax assets if it is considered more likely than not that
such assets will not be realized. Any change in the valuation allowance would be charged to income in the period such determination was made.

 
The Company recognizes the tax benefit from an uncertain tax position only if it is “more likely than not” 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
positions are then measured based on the largest benefit that has a greater than 50% likelihood of being realized upon settlement.

 
The Company’s policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a component of income tax expense. There

was nominal interest and penalties related to unrecognized tax benefits for the years ended December 31, 2019, 2018 and 2017.
 
Based on the Company’s evaluation, it was concluded that there are no significant uncertain tax positions requiring recognition in its financial

statements. Examinations by tax authorities have been completed through 2014 in the Czech Republic, United Kingdom, and United States, and through
2015 in France.

On December 22, 2017, the U.S. government enacted comprehensive Federal tax legislation commonly referred to as the Tax Cuts and Jobs Act of
2017 (the “Act”). The Act makes changes to the corporate tax rate, business-related deductions and taxation of foreign earnings, among others, that will
generally be effective for taxable years beginning after December 31, 2017.

The Act requires a U.S. shareholder of a foreign corporation to include global intangible low-taxed (“GILTI”) in taxable income. The accounting
policy of the Company is to record any tax on GILTI in the provision for income taxes in the year it is incurred.
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Advertising
 

Costs of advertising, which are expensed as incurred by the Company, were $0.6 million, $1.4 million and $1.2 million for the years ended
December 31, 2019, 2018 and 2017, respectively, and are included in selling, general and administrative expenses in the consolidated statement of
operations.

Comprehensive (Loss) Income
 

Accumulated comprehensive loss consists solely of foreign currency translation adjustments.
 

Stock-Based Compensation

The Company accounts for stock-based compensation awards in accordance with ASC 718, Compensation-Stock Compensation. Compensation
expense is measured by determining the fair value of each award using the Black-Scholes option valuation model for stock options and stock appreciation
rights ("SARs") and the closing share price on the grant date for restricted shares and restricted share units. The fair value is then recognized over the
requisite service period of the awards, which is generally the vesting period, on a straight-line basis for the entire award. As the SARs are liability
classified, the fair value is remeasured at the end of each month and the expense is adjusted accordingly.

Compensation expense for PSUs is measured by determining the fair value of the award using the closing share price on the grant date and is
recognized ratably from the grant date to the vesting date for the number of awards expected to vest. The amount of compensation expense recognized for
PSUs is dependent upon a quarterly assessment of the likelihood of achieving the performance conditions and is subject to adjustment based on
management's assessment of the Company's performance relative to the target number of shares performance criteria.

The option valuation model used in determining the fair value of the stock options and SARs requires assumptions, which impact the assumed fair
value, including the expected life of the stock option, the risk-free interest rate, expected volatility of the stock over the expected life and the expected
dividend yield. The Company uses historical data to determine these assumptions and if these assumptions change significantly for future grants, share-
based compensation expense will fluctuate in future years. 

The Company accounts for forfeitures as they occur. Stock-based compensation expense is included in selling, general and administrative expenses
in the consolidated statement of operations. Refer to Note 16, Stock-Based Compensation Plan, for further information regarding stock-based
compensation.

Recent Accounting Pronouncements

Recently Adopted Accounting Standards

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). This pronouncement requires lessees to recognize a liability for lease
obligations, which represents the discounted obligation to make future lease payments, and a corresponding right-of-use asset on the balance sheet. The
Company adopted ASU 2016-02, along with related clarifications and improvements, as of January 1, 2019, using the modified retrospective approach,
which allows the Company to apply ASC 840, Leases, in the comparative periods presented in the year of adoption. The cumulative effect of adoption was
recorded as an adjustment to the opening balance of retained earnings in the period of adoption. The Company elected to use the package of practical
expedients, which permitted the Company to not reassess: (i) whether a contract is or contains a lease, (ii) lease classification, and (iii) initial direct costs
resulting from the lease. The Company has not elected the hindsight practical expedient, which permits the use of hindsight when determining lease term
and impairment of operating lease assets. The Company elected to apply the short-term lease exception, which allows the Company to keep leases with
terms of 12 months or less off the balance sheet. The Company also elected to combine lease and non-lease components as a single component for the
Company's entire population of lease assets. Refer to Note 3, Leases, for further discussion of the new guidance impact.

 
In the first quarter of 2019, the FASB issued ASU No. 2018-02, Reclassification of Certain Tax Effects from Accumulated Other Comprehensive

Income, which amends ASC 220, Income Statement - Reporting Comprehensive Income. This ASU allows a reclassification from accumulated OCI to
retained earnings for stranded tax effects resulting from tax reform. This update is effective for fiscal years beginning after December 15, 2018, including
interim periods therein, and early adoption is permitted. An election was not made to reclassify the income tax effects of the Tax Cuts and Jobs Act (“Tax
Reform Act”) from accumulated other comprehensive income to retained earnings. The adoption of this ASU did not have a material impact on the
Company's consolidated financial statements.
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Recently Issued Accounting Pronouncements Not Yet Adopted

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments, which requires entities to measure the impairment of certain financial instruments, including trade receivables, based on expected losses rather
than incurred losses. ASU 2016-13 requires using a modified retrospective transition method. The guidance introduces a new credit reserving methodology
known as the Current Expected Credit Loss ("CECL") methodology, which will alter the estimation process, inputs, and assumptions used in estimating
credit losses. For the financial assets that are under the scope of this standard, entities will be required to use a new forward-looking “expected loss” model
that estimates the loss over the lifetime of the asset based on historical experience, current conditions, and reasonable and supportable forecasts. This will
result in earlier recognition of allowance for doubtful accounts and will replace the Company’s “incurred loss” model that delayed the full amount of credit
loss until the loss is probable of occurring. In addition, the standard requires entities to evaluate financial instruments by recording allowance for doubtful
accounts by pooling of instruments based on similar risk characteristics, rather than a specific identification approach. The effective date is for fiscal years
beginning after December 15, 2019, with early adoption permitted for financial statement periods beginning after December 15, 2018.

The Company is adopting ASU 2016-13 effective January 1, 2020 and anticipates that it will mainly impact accounts receivable and unbilled
revenue. The Company has analyzed its historical credit loss experience and considered current conditions and reasonable forecasts in developing the
expected credit loss rates. The Company applied the CECL methodology to the applicable outstanding balances at December 31, 2019. Based on this
calculation, the Company expects to record an adjustment of approximately $1.0 million to $2.0 million on January 1, 2020 to retained earnings as a
cumulative-effect adjustment under the modified retrospective transition method.

In August 2018, the FASB issued ASU No. 2018-13, Disclosure Framework - Changes to the Disclosure Requirements for Fair Value Measurement,
which amends ASC 820, Fair Value Measurement. This ASU modifies the disclosure requirements for fair value measurements by removing, modifying, or
adding certain disclosures. The effective date is the first quarter of fiscal year 2020, with early adoption permitted for the removed disclosures and delayed
adoption until fiscal year 2020 permitted for the new disclosures. The removed and modified disclosures will be adopted on a retrospective basis and the
new disclosures will be adopted on a prospective basis. The Company does not expect the adoption of ASU 2018-13 to have a material impact on its
consolidated financial statements.

In December 2019, the FASB issued ASU No. 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes, as part of its
simplification initiative to reduce the cost and complexity in accounting for income taxes. ASU 2019-12 removes certain exceptions related to the approach
for intra-period tax allocation, the methodology for calculating income taxes in an interim period and the recognition of deferred tax liabilities for outside
basis differences. ASU 2019-12 also amends other aspects of the guidance to help simplify and promote consistent application of GAAP. The guidance is
effective for interim and annual periods beginning after December 15, 2020, with early adoption permitted. The Company is currently in the process of
evaluating the impact of adoption of this ASU on its consolidated financial statements.

3. Leases
 
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). This pronouncement requires lessees to recognize a liability for lease

obligations, which represents the discounted obligation to make future lease payments, and a corresponding right-of-use asset on the balance sheet. The
Company adopted the ASU, along with related clarifications and improvements, as of January 1, 2019, using the modified retrospective approach. The
cumulative effect of adoption was recorded as an adjustment to the opening balance of retained earnings in the period of adoption.

Adoption of the new standard resulted in the recording of net lease assets and lease liabilities of approximately $39.4 million and $41.5 million,
respectively, as of January 1, 2019. The $2.1 million difference in the lease liabilities and net lease assets represents the net ASC 840 lease liabilities at the
effective date that were netted against the initial right-of-use-asset, which included: straight-line rent, prepaid rent, and lease incentives. The $0.2 million
transition adjustment to retained earnings was comprised of $1.0 million of build-to-suit assets and build-to-suit financing obligations that were
derecognized and recorded as operating leases in transition and $0.5 million of initial impairment to right-of-use-assets, which were partially offset by the
related deferred tax effect of $0.3 million.

Adoption of ASU 2016-02 did not materially impact the Company's consolidated net earnings or cash flows and did not have a notable impact on the
Company's liquidity or debt-covenant compliance under the Company's current agreements.
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Supplemental balance sheet information related to leases was as follows (in thousands):

  December 31, 2019
Operating leases:   

Right of use assets  $ 50,668
Finance leases:   

Right of use assets, cost  815
Less: Accumulated amortization  (324)

Right of use assets, net  491

Total right of use assets, net  $ 51,159

   

Lease liabilities:   
Current:   

Operating  $ 9,107
Finance  176

Non-current:   
Operating  45,728
Finance  347

Total lease liabilities  $ 55,358

The components of lease cost were as follows (in thousands):

  December 31, 2019
Operating lease cost  $ 10,725
Variable lease cost  1,645
Short-term lease cost  1,871
Finance lease cost:   

Amortization of right of use assets  91
Interest on lease liabilities  25

Total finance lease cost  116
Less: Sublease income  (268)

Total lease cost  $ 14,089

Average lease terms and discount rates were as follows:

  December 31, 2019
Weighted-average remaining lease term (years)   

Operating leases  6.79
Finance leases  2.98

Weighted-average discount rate   
Operating leases  6.61%
Finance leases  7.27%

50



InnerWorkings, Inc. and subsidiaries
 Notes to the Consolidated Financial Statements

Supplemental cash flow information related to leases was as follows (in thousands):

  December 31, 2019
Cash paid for amounts included in the measurement of lease liabilities:   

Operating cash flows from operating leases  $ 8,649
Operating cash flows from finance leases  129

Total  $ 8,778

The aggregate future lease payments for operating and finance leases as of December 31, 2019 are as follows (in thousands):

  Operating  Finance
2020  $ 11,477  $ 204
2021  12,222  204
2022  10,551  133
2023  7,975  29
2024  6,531  9
Thereafter  20,961  —
Total lease payments  69,717  579
Less: Interest  (14,882)  (56)

Present value of lease liabilities  $ 54,835  $ 523

The aggregate future lease payments for operating and capital leases as of December 31, 2018 were as follows (in thousands):

  Operating
2019  $ 6,383
2020  5,017
2021  4,422
2022  3,245
2023  2,068
Thereafter  1,966

Total lease payments  $ 23,101

4. Revenue Recognition

Costs to Fulfill Customer Contracts and Contract Liabilities

The Company capitalizes certain setup costs related to new customers as fulfillment costs. Capitalized contract costs are amortized over the expected
period of benefit using the straight-line method which is generally three years.

Contract liabilities are referred to as deferred revenue in the consolidated financial statements. We record deferred revenue when cash payments are
received in advance of satisfying our performance obligations, and we recognize revenue as these obligations are satisfied.

For the years ended December 31, 2019 and 2018, the amount of amortization was $0.3 million and $0.4 million, respectively. There was no
impairment loss in relation to the capitalized costs for the year ended December 31, 2019. For the year ended December 31, 2018, there was a $1.3 million
impairment loss in relation to setup costs capitalized in the North America reportable segment. The impairment was calculated as the difference between
the carrying amount of the asset and the recoverable amount.
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The following table is a summary of the Company's costs to fulfill and contract liabilities (in thousands):

 December 31, 2019  December 31, 2018
Costs to fulfill $ 1,238  $ 1,152
Contract liabilities 9,568  17,614
Cash received 36,662  11,387
Revenue recognized 44,708  11,850

Costs to Obtain a Customer Contract

The Company incurs certain incremental costs to obtain a contract that the Company expects to recover. The Company applies a practical expedient
and recognizes the incremental costs of obtaining contracts as an expense when incurred if the amortization period of the assets that the Company
otherwise would have recognized is one year or less. These costs would primarily relate to commissions paid to our account executives and are included in
selling, general and administrative expenses.

No incremental costs to obtain a contract incurred by the Company during the year ended December 31, 2019 and 2018 were required to be
capitalized.

Transaction Price Allocated to Remaining Performance Obligations

ASC 606 requires that the Company disclose the aggregate amount of transaction price that is allocated to performance obligations that have not yet
been satisfied as of December 31, 2019. The Company does not have material future performance obligations that extend beyond one year. Accordingly,
the Company has applied the optional exemption for contracts that have an original expected duration of one year or less. The nature of the remaining
performance obligations as well as the nature of the variability and how it will be resolved is described within Note 2, Summary of Significant Accounting
Policies.

5. Goodwill
 

The following is a summary of the goodwill balance for each reportable segment as of December 31 (in thousands): 

 North America  EMEA  LATAM  Total
Balance as of December 31, 2017 $ 170,685  $ 21,815  $ 7,447  $ 199,946

Goodwill impairment (18,432)  (20,778)  (7,109)  (46,319)
Foreign exchange impact (95)  (1,037)  (338)  (1,469)

Balance as of December 31, 2018 152,158  —  —  152,158
Foreign exchange impact 52  —  —  52

Balance as of December 31, 2019 $ 152,210  $ —  $ —  $ 152,210

2018 Goodwill Impairment Charges

During the third quarter of 2018, the Company changed its segments and re-evaluated its reporting units. This change required an interim
impairment assessment of goodwill. The Company determined an enterprise value for its North America, EMEA and LATAM reporting units that
considered both discounted cash flow and guideline public company methods. The Company further compared the enterprise value of each reporting unit to
its respective carrying value. The enterprise value for North America exceeded its carrying value indicating there was no impairment. The enterprise values
for the EMEA and LATAM reporting units were less than their respective carrying values thus resulting in the Company recognizing $20.8
million and $7.1 million non-cash goodwill impairment charges, respectively.

As of December 31, 2018, the Company performed an interim impairment assessment due to a triggering event caused by a sustained decrease in the
Company's stock price. The Company determined an enterprise value for its North America reporting unit that considered both the discounted cash flow
and guideline public company methods. The Company further compared the enterprise value of the reporting unit to its carrying value. The enterprise value
for the North America reporting unit was less than its carrying value and resulted in a non-cash goodwill impairment charge of $18.4 million. No tax
benefit was recognized on such charge, and this charge had no impact on the Company's cash flows or compliance with debt covenants.
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Prior to the aforementioned 2018 activity, the Company recorded gross and accumulated impairment losses of $75.4 million as a result of prior
period goodwill impairment tests.

6. Other Intangible Assets

The following is a summary of the Company’s intangible assets as of December 31 (in thousands, except weighted average life):

 2019  2018  
Weighted

Average Life in Years
Customer lists $ 73,678  $ 73,792  13.6
Non-competition agreements 959  950  4.1
Trade names 2,510  2,510  13.3
Patents 57  57  9.0
 77,204  77,309   
Less accumulated amortization and impairment:      

Customer lists (66,382)  (64,528)   
Non-competition agreements (959)  (950)   
Trade names (2,098)  (1,956)   
Patents (51)  (47)   

Total accumulated amortization and impairment (69,490)  (67,481)   

Intangible assets, net $ 7,714  $ 9,828   

Amortization expense related to these intangible assets was $2.2 million, $3.6 million, and $5.0 million for the years ended December 31, 2019,
2018, and 2017, respectively.

As of December 31, 2019, estimated amortization expense for the next five years and thereafter is as follows (in thousands):

2020 $ 2,024
2021 1,784
2022 1,408
2023 962
2024 745
Thereafter 791

 $ 7,714

In the third quarter of 2018, the Company changed its reporting units as part of a segment change, which required an interim impairment assessment.
The Company's intangible and long-lived assets associated with the reporting units assessed were also reviewed for impairment. It was determined that the
fair value of intangible assets in EMEA and LATAM was less than the recorded book value of certain customer lists. As a result, the Company recognized
a $13.8 million non-cash intangible asset impairment charge related to certain customer lists, which is included in the accumulated amortization and
impairment balance above. Of the total charge, $0.6 million related to the LATAM reportable segment, and $13.2 million related to the EMEA reportable
segment.

7. Restructuring Activities and Charges 

2018 Restructuring Plan

On August 10, 2018, the Company approved a plan to reduce the Company's cost structure while driving value for its clients and stockholders. The
plan was adopted as a result of the Company's determination that its selling, general and administrative costs were disproportionately high in relation to its
revenue and gross profit. At the time of adoption, the plan was expected to be completed by the end of 2019 and the Company expected to incur pre-tax
cash restructuring charges of $20.0 million to $25.0 million and pre-tax non-cash restructuring charges of $0.4 million. Where required by law, the
Company will consult with each of the affected
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country’s local Works Councils prior to implementing the plan. On February 21, 2019, the Board of Directors approved a two-year extension to the
restructuring plan through the end of 2021.

On February 24, 2020, subsequent to the balance sheet date but prior to the issuance of the financial statements, the Company approved an increase
in the size of the 2018 Restructuring Plan. From adoption through completion of the plan, the Company expects to incur pre-tax cash restructuring charges
of $35.0 million to $45.0 million and pre-tax non-cash restructuring charges of $0.5 million. Cash charges are expected to include $9.0 million to $12.0
million for employee severance and related benefits, $8.0 million to $10.0 million for consulting fees and lease and contract terminations, and $18.0 million
to $23.0 million for compensation realignment and other retention.

The following table summarizes the accrued restructuring activities for this plan (in thousands):

  
Employee Severance
and Related Benefits  

Lease and Contract
Termination Costs  

Compensation
Realignment and
Other Retention  Other  Total

Balance at December 31, 2017  $ —  $ —  $ —  $ —  $ —
Charges  3,257  512  —  2,262  6,031
Cash payments  (2,594)  (226)  —  (1,557)  (4,377)
Non-cash settlements/adjustments(1)  (305)  —  —  —  (305)
Balance at December 31, 2018  358  286  —  705  1,349
Charges  5,073  920  5,208  4,717  15,918
Prepayments(2)  —  —  199  —  199
Cash payments  (4,763)  (1,016)  (1,771)  (5,164)  (12,714)
Non-cash settlements/adjustments(1)  (2)  (167)  —  —  (169)

Balance at December 31, 2019  $ 666  $ 23  $ 3,636  $ 258  $ 4,583
(1) Non-cash settlements and adjustments consist of (1) ASC 842 transition adjustments for a historical lease termination liability under ASC 840 and (2) foreign currency
impacts.
(2) For compensation realignment and other retention amounts, expense is recognized over a mandatory future service period, whereby payments occur at certain intervals
throughout the mandatory future service period. Prepayments reflected in this line item represent payments that have occurred as of December 31, 2019.

The Company recorded the following restructuring costs by segment (in thousands):

  Year Ended December 31,
  2019  2018
North America  $ 8,466  $ 882
LATAM  515  368
EMEA  1,735  2,496
Other  5,202  2,285

Total  $ 15,918  $ 6,031

From adoption through December 31, 2019, the Company recognized $21.9 million in total restructuring charges pursuant to the 2018 Restructuring
Plan.

2015 Restructuring Plan

On December 14, 2015, the Company approved a global realignment plan that allowed the Company to more efficiently meet client needs across its
international platform. Through improved integration of global resources, the plan created back office and other efficiencies and allowed for the elimination
of approximately 100 positions. In connection with these actions, the Company incurred total pre-tax cash restructuring charges of $6.7 million, the
majority of which were recognized during 2016. These cash charges included approximately $5.6 million for employee severance and related benefits and
$1.1 million for lease and contract
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terminations and other associated costs. The charges were all incurred by the end of 2016 with the final payouts of the charges expected to occur in early
2020.

The following table summarizes the accrued restructuring activities for this plan for the year ended December 31, 2019 (in thousands), all of which
relate to EMEA:

  
Employee Severance
and Related Benefits  

Lease and Contract
Termination Costs  Other  Total

Balance as of December 31, 2018  $ 486  $ —  $ —  $ 486
Cash payments  (364)  —  —  (364)

Balance as of December 31, 2019  $ 122  $ —  $ —  $ 122

8. Property and Equipment 

Property and equipment at December 31, 2019 and 2018, respectively, consisted of the following (in thousands):  

 2019  2018
Computer equipment $ 14,249  $ 12,258
Software, including internal-use software 89,072  82,426
Office equipment and furniture 7,288  7,315
Buildings 1,666  49,169
Leasehold improvements 6,776  4,394
Total Property and Equipment, Gross 119,051  155,562

Less: Accumulated depreciation (81,827)  (72,629)

Property and Equipment, Net $ 37,224  $ 82,933

 
Depreciation expense was $10.1 million, $9.4 million, and $8.4 million for the years ended December 31, 2019, 2018, and 2017, respectively.

Long-Lived Asset Impairment

In the third quarter of 2018, the Company changed its reporting units as part of a segment change, which required an interim impairment assessment.
The intangible and long-lived assets associated with the reporting units assessed were also reviewed for impairment. As the fair value of capitalized costs
related to a legacy ERP system in the EMEA reporting unit was determined to be less than the recorded book value of such assets, the Company recorded a
$3.0 million impairment charge.

During the fourth quarter of 2017, the Company ceased use of one of its internal-use software platforms and recorded $0.4 million of expense within
depreciation and amortization.

Buildings

Under ASC 840, Leases, the Company was deemed the accounting owner of facilities in Portland, Oregon, and Prague, Czech Republic, during
construction, and upon completion of construction, determined that facilities did not qualify for sale-leaseback accounting treatment. Buildings of $48.5
million and corresponding financing obligations of $47.0 million were classified within Property and equipment, net and Long-term liabilities, respectively,
as of December 31, 2018. These amounts were derecognized upon adoption of ASC 842, Leases, and are recorded as operating leases within right of use
assets and lease liabilities as of December 31, 2019.
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9. Revolving Credit Facilities

Credit Agreement

The Company entered into a Credit Agreement, dated as of August 2, 2010, subsequently amended most recently as of March 15, 2019, among the
Company, the lenders party thereto and Bank of America, N.A., as Administrative Agent (the “Prior Credit Agreement”). The Company refinanced its debt
on July 16, 2019. At July 15, 2019, immediately preceding the refinancing, the Prior Credit Agreement included a revolving commitment amount of $175.0
million and $160.0 million in the aggregate through September 25, 2019 and September 25, 2020, respectively (the “Prior Credit Facility”). The Prior
Credit Agreement also provided the Company the right to increase the aggregate commitment amount by an additional $50.0 million. Outstanding
borrowings under the Prior Credit Facility were guaranteed by the Company’s material domestic subsidiaries, as defined in the Prior Credit Agreement. The
Company’s obligations under the Prior Credit Agreement and such domestic subsidiaries’ guaranty obligations were secured by substantially all of their
respective assets. The ranges of applicable rates charged for interest on outstanding loans and letters of credit were 50-225 basis point spread for loans
based on the base rate and 150-325 basis point spread for letter of credit fees and loans based on the Eurodollar rate.

The most recent amendment (i) modified the definition of the term “Consolidated EBITDA” as used in the covenant calculations, (ii) increased the
maximum leverage ratio to which the Company is subject for the trailing twelve month periods ended December 31, 2018 and March 31, 2019 and (iii)
decreased the minimum interest coverage ratio to which the Company is subject for the trailing twelve month periods ended December 31, 2018 and March
31, 2019. All ratios for fiscal periods thereafter remained unchanged.

The terms of the Prior Credit Agreement included various covenants, including covenants that required the Company to maintain a maximum
leverage ratio and a minimum interest coverage ratio. The most recent amendment to the Prior Credit Agreement modified the maximum leverage ratio
from 3.50 to 1.00 to 4.50 to 1.00 for the trailing twelve months ended December 31, 2018, and from 3.00 to 1.00 to 4.75 to 1.00 for the trailing twelve
months ended March 31, 2019. The maximum leverage ratio is 3.00 to 1.00 for the trailing twelve months ended June 30, 2019 and each period thereafter.
The most recent amendment to the Prior Credit Agreement also modified the minimum interest coverage ratio from 5.00 to 1.00 to 4.00 to 1.00 for the
trailing twelve months ended December 31, 2018 and from 5.00 to 1.00 to 3.50 to 1.00 for the trailing twelve months ended March 31, 2019. The minimum
interest coverage ratio is 5.00 to 1.00 for the trailing twelve months ended June 30, 2019 and each period thereafter. The Company was in violation of the
debt covenants under the Prior Credit Agreement as of June 30, 2019; however, the Company successfully completed refinancing of its debt on July 16,
2019, which is further discussed below.

ABL Credit Agreement

On July 16, 2019, the Company and certain of its direct and indirect subsidiaries entered into a loan and security agreement (the “ABL Credit
Agreement”) with Bank of America, N.A., as administrative agent, lender, issuing bank and collateral agent, and JPMorgan Chase Bank, N.A. and PNC
Bank, National Association, as lenders (the “ABL Credit Facility”). The Company used the initial proceeds from the ABL Credit Facility (in combination
with the initial proceeds from the Term Loan Credit Facility discussed in Note 10, Long-Term Debt) to repay in full the Prior Credit Facility, along with
fees and transaction expenses incurred in connection with the closing of the ABL Credit Facility and for working capital purposes.

Some, but not all, lenders from the Prior Credit Agreement continued as lenders in the ABL Credit Agreement. Unamortized deferred financing fees
associated with non-continuing lenders of $0.1 million were written off as a result of the refinancing.

The ABL Credit Facility consists of a $105 million asset-based revolving line of credit, of which up to (i) $15 million may be used for UK Revolver
Loans (as defined in the ABL Credit Agreement), (ii) $10.5 million may be used for Swingline Loans (as defined in the ABL Credit Agreement), and (iii)
$10 million may be used for letters of credit. The ABL Credit Agreement provides that the revolving line of credit may be increased by up to an additional
$20 million following satisfaction of certain conditions. The ABL Credit Facility matures on July 16, 2024. Advances under the ABL Credit Facility bear
interest at either: (a) LIBOR (as defined in the ABL Credit Agreement), plus an applicable margin ranging from 2.00% to 2.50% for US LIBOR Loans and
UK LIBOR Loans (each as defined in the ABL Credit Agreement); (b) the US Base Rate (as defined in the ABL Credit Agreement), plus an applicable
margin ranging from 1.00% to 1.50% for US Base Rate Loans (as defined in the ABL Credit Agreement); or (c) the UK Base Rate (as defined in the ABL
Credit Agreement), plus an applicable margin ranging from 2.00% to 2.50% for UK Base Rate Loans (as defined in the ABL Credit Agreement).

The Company’s obligations under the ABL Credit Agreement are guaranteed by certain of its subsidiaries pursuant to a guaranty included in the
ABL Credit Agreement. As security for the Company’s and its subsidiaries’ obligations under the ABL
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Credit Agreement, each of the Company and the subsidiaries party thereto have granted: (i) a first priority lien on the Company’s and such subsidiaries’
accounts receivable, chattel paper (to the extent evidencing accounts receivable), inventory, deposit accounts, general intangibles related to the foregoing
and proceeds related thereto; and (ii) a second-priority lien on substantially all its other tangible and intangible personal property, including the capital
stock of certain of the Company’s direct and indirect subsidiaries. The priority of the liens is described in an intercreditor agreement between Bank of
America, N.A. as ABL Agent and TCW Asset Management Company LLC as Term Agent (the “Intercreditor Agreement”).

The ABL Credit Agreement contains a minimum fixed charge coverage ratio financial covenant that must be maintained when excess availability
falls below a specified amount. In addition, the ABL Credit Agreement contains negative covenants limiting, among other things, additional indebtedness,
transactions with affiliates, additional liens, sales of assets, dividends, investments and advances, prepayments of debt, mergers and acquisitions, and other
matters customarily restricted in such agreements. The ABL Credit Agreement also contains customary events of default, including payment defaults,
breaches of representations and warranties, covenant defaults, events of bankruptcy and insolvency, failure of any guaranty or security document
supporting the ABL Credit Agreement to be in full force and effect, and a change of control of the Company’s business. The usage and total commitment of
these Loans shall not exceed the respective borrowing base set forth in the ABL Credit Agreement.

Within the ABL Credit Agreement, there is a cash dominion requirement for the United States ("US") and United Kingdom ("UK"). In the United
States, Bank of America, N.A. (the agent) shall only exercise cash dominion and apply all customer collections of the US borrowers to US obligations
when a Trigger Period exists, as defined in the ABL Credit Agreement. In the United Kingdom, all customer collections of the UK borrowers will be
applied on a daily basis to any outstanding UK obligations and any credit balance will be transferred back to an account of the UK borrowers. The
customer collections of the UK borrowers are only applied against the UK obligations. As a result of the cash dominion, the amount outstanding under the
ABL Credit Agreement for UK borrowers has been classified as a current obligation. The amount outstanding under the ABL Credit Agreement for US
borrowers has been classified as a long-term obligation, as no Trigger Period has yet occurred nor is considered probable. The amounts outstanding under
the ABL Credit Agreement as of December 31, 2019 for the UK borrowers and the US borrowers are $0.6 million and $60.1 million, respectively.

At the time of the Company’s debt refinancing, there was $0.3 million of unamortized debt issuance fees associated with lenders under both the Prior
Credit Agreement and the ABL Credit Agreement. Additionally, the Company incurred $1.7 million of deferred financing fees related to the financing
transaction described above. The aforementioned deferred financing fees are presented as an asset and amortized on a straight-line basis over the term of
the ABL Credit Agreement. Amortization of deferred financing fees is recorded in interest expense and was approximately $0.2 million.

The Company has determined that the interest rate reset features embedded in the ABL Credit Agreement constitute an embedded derivative
(collectively, the “ABL Embedded Derivative”) which has been bifurcated from the ABL Credit Facility and recorded as a derivative liability at fair value,
with a corresponding discount recorded to the associated debt. The Company recorded approximately $0.1 million in interest expense for the amortization
of the ABL Embedded Derivative discount through December 31, 2019.

The following schedule shows the change in fair value of the ABL Embedded Derivative at December 31, 2019 (in thousands):

December 31, 2018 $ —
Issuance of associated debt (July 16, 2019) 599
Change in fair value (102)

December 31, 2019 $ 497

The change in fair value is recorded within other expense on the Company’s consolidated statements of comprehensive (loss) income. Refer to Note
13, Fair Value Measurement, for further discussion.
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The Company’s ABL Credit Facility at December 31, 2019 is summarized as follows (in thousands):

ABL Credit Facility outstanding $ 60,727
Less: Current portion of ABL Credit Facility for UK Borrowings (593)
Long-term portion of ABL Credit Facility 60,134
Less: ABL Embedded Derivative Discount(1) (545)
ABL Embedded Derivative Liability(2) 497

Total Revolving credit facility - non-current $ 60,086

(1) Original value of embedded derivative at July 16, 2019, less amortization.
(2) Value of embedded derivative as of December 31, 2019.

At December 31, 2019, the Company had $1.7 million of letters of credit outstanding which have not been drawn upon.

On February 22, 2016, the Company entered into a revolving credit facility (the “China Revolving Credit Facility”) with Bank of America N.A. to
support ongoing working capital needs of the Company's operations in China. The China Revolving Credit Facility includes a revolving commitment
amount of $5 million whereby maturity dates vary based on each individual drawdown. On July 16, 2019, the Company modified the China Revolving
Credit Facility to decrease the total revolving commitment amount from $5 million to $1 million. All other terms of the China Revolving Credit Facility
remained unchanged. Outstanding borrowings under the China Revolving Credit Facility are guaranteed by the Company’s assets. Borrowings and
repayments are made in renminbi, the official Chinese currency. The applicable interest rate is 110% of the People’s Bank of China’s base rate. The terms
of the China Revolving Credit Facility include limitations on use of funds for working capital purposes as well as customary representations and warranties
made by the Company. At December 31, 2019, the Company had $0.5 million of unused availability under the China Revolving Credit Facility.
 
10. Long-Term Debt

On July 16, 2019, the Company and certain of its direct and indirect subsidiaries entered into a loan and security agreement (the “Term Loan Credit
Agreement”) with TCW Asset Management Company LLC, as administrative agent and collateral agent, and the financial institutions party thereto as
lenders (the “Term Loan Credit Facility”).

The Term Loan Credit Facility consists of a $100.0 million term loan facility. The Term Loan Credit Facility matures on July 16, 2024. Principal on
the Term Loan Credit Facility is due in quarterly installments, commencing on September 30, 2019, in an amount equal to $1.3 million per quarter during
the first year of the Term Loan Credit Facility and $2.5 million each quarter thereafter. The loans under the Term Loan Credit Facility bear interest at either:
(a) the LIBOR Rate (as defined in the Term Loan Credit Agreement), plus an applicable margin ranging from 6.25% to 10.75%; or (b) the Prime Rate (as
defined in the Term Loan Credit Agreement), plus an applicable margin ranging from 5.25% to 9.75%.

The Company’s obligations under the Term Loan Credit Agreement are guaranteed by certain of its subsidiaries pursuant to a guaranty included in
the Term Loan Credit Agreement. As security for the Company’s and its subsidiaries’ obligations under the Term Loan Credit Agreement, each of the
Company and the subsidiaries party thereto have granted: (i) a first priority lien on substantially all its tangible and intangible personal property (other than
the assets described in the following clause (ii)), including the capital stock of certain of the Company’s direct and indirect subsidiaries, and (ii) a second
priority lien on its accounts receivable, chattel paper (to the extent evidencing accounts receivable), inventory, deposit accounts, general intangibles related
to the foregoing and proceeds related thereto. The priority of the liens is described in the Intercreditor Agreement.

The Term Loan Credit Agreement contains a minimum fixed charge coverage ratio financial covenant, a maximum total leverage ratio financial
covenant, a minimum liquidity financial covenant and a maximum capital expenditures covenant, each of which must be maintained for the periods
described in the Term Loan Credit Agreement. In addition, the Term Loan Credit Agreement contains negative covenants limiting, among other things,
additional indebtedness, transactions with affiliates, additional liens, sales of assets, dividends, investments and advances, prepayments of debt, mergers
and acquisitions, and other matters customarily restricted in such agreements. The Term Loan Credit Agreement also contains customary events of default,
including payment defaults, breaches of representations and warranties, covenant defaults, events of bankruptcy and insolvency, failure of any guaranty or
security document supporting the Term Loan Credit Agreement to be in full force and effect, and a change of control of the Company’s business. The
principal outstanding as of December 31, 2019 is $97.5 million.

The Company has determined the interest rate reset features embedded in the Term Loan Credit Agreement constitute an embedded derivative
(collectively, the “Term Loan Embedded Derivative”) which has been bifurcated from Term Loan Credit Facility
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and recorded as a derivative liability at fair value, with a corresponding discount recorded to the associated debt. The Company recorded immaterial
interest expense for the amortization of the Term Loan Embedded Derivative discount through December 31, 2019.

The following schedule shows the change in fair value of the Term Loan Embedded Derivative at December 31, 2019 (in thousands):

December 31, 2018 $ —
Issuance of associated debt (July 16, 2019) 481
Change in fair value (74)

December 31, 2019 $ 407

The change in fair value is recorded within other expense on the Company’s consolidated statements of operations. Refer to Note 13, Fair Value
Measurement, for further discussion.

In connection with the closing of the Term Loan Credit Agreement, the Company issued a Warrant (as defined below) to Macquarie US Trading
LLC, an affiliate of TCW Asset Management Company LLC, to purchase fully paid and non-assessable shares of common stock of the Company. The
Warrant is initially exercisable for an aggregate of 1,335,337 shares of the Company’s common stock with a per share exercise price of $0.01 (the “Initial
Warrant”). The Initial Warrant is exercisable on or after (A) the date which is 10 days after the earlier of (x) the date that the Company delivers its financial
statements for the fiscal quarter ending March 31, 2020 to the administrative agent and (y) May 15, 2020 (the “First Quarter Reporting Period End Date”)
through (B) July 16, 2024.

In addition, if either (x) the Total Leverage Ratio (as defined in the Term Loan Credit Agreement) as of March 31, 2020 for the four (4) consecutive
fiscal quarter period then ended is greater than 4.25 to 1.00 or (y) the Company fails to deliver financial statements to the administrative agent as required
by the Term Loan Credit Agreement for the fiscal quarter ending March 31, 2020, then from the First Quarter Reporting Period End Date through July 16,
2024, the Warrant shall also be exercisable for an additional 2.49% of the Company’s common stock calculated on a fully-diluted basis (the “Additional
Warrant” or “Contingent Warrant” and together with the Initial Warrant, the “Warrant”).

The Warrant may be exercised on a cashless basis, and the number of shares for which the Warrant are exercisable and the associated exercise price
are subject to certain proportional adjustments as set forth in the Warrant. In addition, the holder of the Warrant is entitled to certain piggyback registration
rights.

In the event that the Total Leverage Ratio is less than 4.00 to 1.00 at any time between April 1, 2020 and March 31, 2021 (the “Buyback Period”)
based on financial statements delivered to agent pursuant to the terms of the Term Loan Credit Agreement, and calculated on a pro forma basis factoring in
the repurchase described in the Warrant, then on any day during the Buyback Period, the Company shall be permitted, upon 5 business days prior written
notice given to Holder, to repurchase either (x) any portion of the Warrant not yet exercised and/or (y) any shares of common stock received from the
Company pursuant to prior exercise of the Warrant, in each case at the Applicable Buyback Price (as defined in the Warrant) by paying cash to the Holder
(“Buyback Option”).

The Initial Warrant was recorded as a liability at fair value and will be treated as a discount on the associated debt. The following schedule shows the
change in fair value of the Initial Warrant at December 31, 2019 (in thousands):

December 31, 2018 $ —
Issuance of initial warrant (July 16, 2019) 4,304
Change in fair value 2,233

December 31, 2019 $ 6,537

The change in fair value is recorded within other expense on the Company’s consolidated statements of comprehensive loss (income). The fair value
associated with the Contingent Warrant is considered de minimis at December 31, 2019.

The Term Loan Credit Facility is presented net of the related original issue discount (“OID”), which was $8.5 million on the issuance date of
July 16, 2019. Accretion of OID is included in interest expense. The Company incurred $3.7 million of deferred financing fees related to the Term Loan
Credit Agreement that has been recorded as a debt discount. The combined debt discount from the Initial Warrant liability, the Term Loan Embedded
Derivative liability, and the debt issuance fees is being amortized into
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interest expense over the term of the Term Loan Credit Facility using the effective interest method. The Company recorded interest expense for the
amortization of the Initial Warrant liability and Term Loan Embedded Derivative liability debt discounts of $0.4 million for the year ended December 31,
2019 and recorded an additional $0.3 million of interest expense for the amortization of the debt issuance fees for the year ended December 31, 2019.

The Company’s Term Loan Credit Facility at December 31, 2019 is summarized as follows (in thousands):

Term Loan Credit Facility outstanding $ 97,500
Less: Current portion of Term Loan Credit Facility (7,500)
Long-term portion of Term Loan Credit Facility 90,000
Less: Original Issue Discount(1) (7,702)
Term Loan Embedded Derivative Liability(2) 407
Initial Warrant Liability(2) 6,537

Total Term Loan - Non-current $ 89,242

(1) Original value of OID attributable to debt issuance costs, warrant liability and embedded derivatives at July 16, 2019,
less amortization.
(2) Value of warrant liability and embedded derivatives as of December 31, 2019.

Remediation of Going Concern

Following the successful refinancing of its debt described above and in Note 9, Revolving Credit Facilities, management completed an updated
evaluation of the Company’s ability to continue as a going concern and has concluded the factors that raised substantial doubts about the Company’s ability
to continue as a going concern that existed as of December 31, 2018 have successfully been alleviated.

11. Commitments and Contingencies

Secured Borrowing Arrangements
 

During 2019, certain international subsidiaries were party to short-term secured borrowing arrangements which allowed the Company to borrow
against the value of a pool of current accounts receivable. The Company retained possession of the accounts receivable which were pledged as collateral.
The pledged amounts were immaterial to the consolidated accounts receivable balance while the arrangement was in place. The secured borrowing
arrangement ended in the second quarter of 2019.

 
Legal Contingencies

 
In October 2013, the Company removed the former owner of Productions Graphics from his role as President of Productions Graphics, the

Company’s French subsidiary. He had been in that role since the Company’s 2011 acquisition of Productions Graphics, a European business then
principally owned by him. In December 2013, the former owner of Productions Graphics initiated a wrongful termination claim in the Commercial Court
of Paris seeking approximately €0.7 million (approximately $1.0 million) in fees and damages. The Company disputes the allegations of the former owner
of Productions Graphics and intends to vigorously defend these matters. In February 2014, based on a review the Company initiated into certain
transactions associated with the former owner of Productions Graphics, the Company concluded that he had engaged in fraud by inflating the results of the
Productions Graphics business in order to induce the Company to pay him €7.1 million in contingent consideration pursuant to the acquisition agreement.
In light of those findings, in February 2014 the Company filed a criminal complaint in France seeking to redress the harm caused by his conduct and this
proceeding is currently pending. In addition, in September 2015 the Company initiated a civil claim in the Paris Commercial Court against the former
owner of Productions Graphics, seeking civil damages to redress these same harms. In addition to these pending matters, there may be other potential
disputes between the Company and the former owner of Productions Graphics relating to the acquisition agreement. The Company had paid €5.8 million
(approximately $8.0 million) in fixed consideration and €7.1 million (approximately $9.4 million) in contingent consideration to the former owner of
Productions Graphics; the remaining maximum contingent consideration under the acquisition agreement was €34.5 million (approximately $37.6 million
at the time) and the Company has determined that none of this amount was earned and payable.

In January 2014, a former finance employee of Productions Graphics initiated wrongful termination and overtime claims in the Labor Court of
Boulogne-Billancourt and he currently seeks damages of approximately €0.6 million (approximately $0.7 million). The Company disputes these allegations
and intends to vigorously defend these matters. In addition, the Company’s criminal complaint
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in France, described above, seeks to redress harm caused by this former employee in light of his participation in the fraudulent transactions described
above. The labor claim has been stayed in deference to the Company’s related criminal complaint.

12. Income Taxes

The Company accounts for income taxes in accordance with ASC 740, Income Taxes ("ASC 740"), under which deferred tax assets and liabilities are
recognized based upon anticipated future tax consequences attributable to differences between financial statement carrying values of assets and liabilities
and their respective tax bases.

 
The provision for income taxes consisted of the following components for the years ended December 31, 2019, 2018 and 2017 (in thousands):

 Year Ended December 31,
 2019  2018  2017
Current income tax expense (benefit):      

Federal $ 795  $ (781)  $ 3,037
State (13)  180  53
Foreign 3,797  4,558  4,094

Total current income tax expense 4,579  3,957  7,184
Deferred income tax expense (benefit):      

Federal (565)  (3,385)  1,984
State 840  (90)  1,556
Foreign (1,154)  (1,129)  533

Total deferred income tax expense (879)  (4,604)  4,073

Provision (benefit) for income taxes $ 3,700  $ (647)  $ 11,257

The provision for income taxes for the years ended December 31, 2019, 2018 and 2017 differs from the amount computed by applying the U.S.
federal income tax rate of 21% to pretax income (loss) because of the effect of the following items (in thousands):  

 Year Ended December 31,
 2019  2018  2017
Tax (benefit) provision at U.S. federal income tax rate $ (1,342)  $ (16,239)  $ 9,506
State income taxes, net of federal income tax effect (775)  (307)  883
Federal, state and international deferred tax rate change 1,222  1,135  (4,907)
Transition tax —  (924)  5,323
Effect of non-US operations (1,859)  (2,424)  (2,228)
Nontaxable contingent liability fair value changes and goodwill impairment —  11,254  237
Research and development credit (202)  (40)  (38)
Change in valuation allowances (98)  3,973  2,103
Prior year provision to return adjustment (57)  942  (581)
Write-off of deferred taxes and tax receivables 1,961  431  70
Nondeductible expense and other 904  428  889
Tax reform global intangible low-taxed income 3,178  1,124  —
Tax reform BEAT 768  —  —

Provision (benefit) for income taxes $ 3,700  $ (647)  $ 11,257
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of the Company's tax assets and liabilities
for financial reporting purposes and the amounts used for income tax return reporting purposes. At December 31, 2019 and 2018, the Company’s deferred
tax assets and liabilities consisted of the following (in thousands):

 December 31,
 2019  2018
Deferred tax assets:    

Inventory reserve $ 271  $ 992
Other reserves and allowances 7,870  3,470
Income tax basis in excess of financial statement basis in intangible assets 509  1,085
Deductible stock-based compensation 2,829  3,257
ASC 842 lease liability 8,989  —
Net operating loss carryforward 17,100  19,409
Tax credit carryforwards 402  500

Deferred tax assets 37,970  28,713
Valuation allowance (13,809)  (13,946)

Net deferred tax assets $ 24,161  $ 14,767

Deferred tax liabilities:    
Prepaid & other expenses $ (184)  $ (284)
Fixed assets (3,735)  (4,826)
Intangible assets (17,762)  (16,067)
ASC 842 right of use asset (8,351)  —

Deferred tax liabilities $ (30,032)  $ (21,177)

Net deferred tax liability $ (5,871)  $ (6,410)

The realizability of deferred income tax assets is based on a more likely than not threshold. If it is determined that it is more likely than not that
deferred income tax assets will not be realized, a valuation allowance must be established against the deferred income tax assets. Realization of deferred tax
assets is dependent primarily on the generation of future taxable income. In considering the need for a valuation allowance, the Company considers
historical taxable income along with other positive and negative evidence in assessing the realizability of its deferred tax assets. The Company’s accounting
policy is to consider deferred tax liabilities related to indefinite-lived intangible assets as a source of future taxable income when assessing the realizability
of its indefinite-lived deferred tax assets.

 
For the years ended December 31, 2019 and 2018, the Company recorded a reduction of valuation allowances of $0.1 million and additional

valuation allowances of $3.2 million, respectively. The Company believes that it is more likely than not that the benefit from certain state net operating loss
carryforwards will not be realized. In recognition of this risk, the Company has provided a valuation allowance of $1.7 million on the deferred tax assets
related to these state net operating carryforwards for the year ended December 31, 2019. In addition, the Company recorded a decrease in valuation
allowances of $1.8 million primarily related to the revaluation of French net operating losses from 28% to 25% based on law changes enacted during 2019.

 
As of December 31, 2019, the Company has gross federal and state net operating loss (“NOLs”) carryforwards of $10.8 million and $1.8 million,

respectively. Of the $10.8 million federal NOL carryforwards, $10.4 million have an indefinite carryover to offset eighty percent of taxable income in a
future period based on new legislation. The Internal Revenue Code imposes an annual limitation on the utilization of net operating loss carryforwards
related to acquired corporations based on a statutory rate of return (usually the “applicable federal funds rate” as defined in the Internal Revenue Code) and
the value of the corporation at the time of a “change in ownership” as defined by Section 382. The Company’s total federal NOL as of December 31, 2019
includes $0.4 million of NOLs from acquired corporations. These acquired NOLs have an annual limitation under Section 382 of the Internal Revenue
Code of $0.2 million and begin to expire in 2023. The $1.8 million state NOL carryforwards begin to expire in 2024.

 
As of December 31, 2019, the Company had tax effected NOLs in Chile, China, Czech Republic, France, Germany, Italy, Japan, and Mexico of $0.6

million, $0.6 million, $0.5 million, $7.3 million, $1.5 million, $0.3 million, $0.5 million, and $0.1 million, respectively, which have an indefinite carryover
period.

62



InnerWorkings, Inc. and subsidiaries
 Notes to the Consolidated Financial Statements

A reserve for an uncertain tax position was recorded during prior years as a result of certain intercompany charges and expenses and as a result of a
sale of intellectual property between the Company's subsidiaries. The following table summarizes the Company's uncertain tax positions (in thousands):

 December 31,
 2019  2018  2017
Beginning balance $ 522  $ 499  $ 517
Additions (subtractions) based on tax positions related to the current year —  —  (35)
Additions (subtractions) based on tax positions related to the prior year (257)  —  —
Interest and penalties 14  23  17
Statute of limitations lapses —  —  —

Ending balance $ 279  $ 522  $ 499

  
The Company reversed $0.3 million of its uncertain tax positions during the year ended December 31, 2019. The gross unrecognized tax benefit had

a 3.8% impact on the effective tax rate as of December 31, 2019. As of December 31, 2019, we had $0.3 million of gross unrecognized tax benefits of
which $0.3 million, if recognized, would affect our effective tax rate.

The Company's intention is to indefinitely reinvest all undistributed earnings of its foreign subsidiaries in accordance with ASC 740. Deferred
income taxes were not calculated on undistributed earnings (deficit) of foreign subsidiaries. The potential unrecorded deferred tax liability is impracticable
to calculate for purposes of the financial statements.

 
The Company's income (loss) before taxes for its foreign operations was $14.9 million, $(31.6) million and $14.4 million for the years ended

December 31, 2019, 2018 and 2017, respectively. The Company’s unremitted earnings permanently reinvested was $46.7 million as of December 31, 2019.
  
The Company operates under a grant of income tax exemption in Puerto Rico, that became effective for certain operations occurring during the

period ending December 31, 2018 and should remain in effect for 20 years as long as specific requirements are satisfied. The impact of this income tax
exemption grant decreased foreign taxes by $2.9 million and $2.0 million for 2019 and 2018, respectively. The benefit of the tax exemption on diluted
earnings per share was $0.05 and $0.04 per share for 2019 and 2018, respectively.

13. Fair Value Measurement
     

The Company estimates the fair value of the ABL Credit Facility and Term Loan Credit Facility, as defined in Note 9, Revolving Credit Facilities,
and Note 10, Long-Term Debt, respectively, using current market yields. These current market yields are considered Level 2 inputs.

The fair value of the Company’s warrant liabilities recorded in the Company’s financial statements is determined using the Black-Scholes-Merton
option pricing model and the quoted price of the Company’s common stock in an active market, volatility and expected life, is a Level 3 measurement.
Volatility is based on the actual market activity of the Company’s stock. The expected life is based on the remaining contractual term of the warrants, and
the risk-free interest rate is based on the implied yield available on U.S. Treasury Securities with a maturity equivalent to the warrants’ expected life.
 

The table below sets forth the assumptions used within the Black-Scholes-Merton option pricing model to value the Company’s warrant liabilities:

Stock price $ 5.51
Exercise price $ 0.01
Time until expiration (years) 4.54
Expected volatility 53.0%
Risk-free interest rate 1.67%
Expected dividend yield —%
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The fair value of the Company’s embedded derivative liabilities recorded in the Company’s financial statements is determined using a probability-
weighted discounted cash flow approach utilizing inputs outlined in Note 9, Revolving Credit Facilities and Note 10, Long-Term Debt. There were no
transfers between levels for the years ended December 31, 2019 or 2018.

The table below sets forth the total fair value of the ABL Credit Facility, ABL Embedded Derivative, Term Loan Credit Facility, Term Loan
Embedded Derivative, and Warrant as of December 31, 2019 (in thousands):

  December 31, 2019

  

Significant Other
Observable Inputs 

(Level 2)  

Significant
Unobservable Inputs 

(Level 3)  Total Fair Value
ABL Credit Facility  $ 129,027  $ —  $ 129,027
ABL Embedded Derivative  —  497  497
Term Loan Credit Facility  91,980  —  91,980
Warrant  —  6,537  6,537
Term Loan Embedded Derivative  —  407  407

Total  $ 221,007  $ 7,441  $ 228,448

14. (Loss) Earnings Per Share
 

Basic (loss) earnings per common share is calculated by dividing net (loss) income by the weighted average number of common shares outstanding
for the period. Warrants issued in connection with the Company's long-term debt were issued at a nominal exercise price and are considered outstanding at
the date of issuance. Diluted (loss) earnings per share is calculated by dividing net (loss) income by the weighted average shares outstanding assuming
dilution. Dilutive common shares outstanding is computed using the treasury stock method and reflects the additional shares that would be outstanding if
dilutive stock options were exercised and restricted stock and restricted stock units were settled for common shares during the period. In addition, dilutive
shares would include any shares issuable related to PSUs for which the performance conditions have been met as of the end of the period.

For the year ended December 31, 2017, 1.1 million options and restricted common shares were excluded from the calculation as these options and
restricted common shares were anti-dilutive. There was no anti-dilutive impact for the years ended December 31, 2019 and 2018 as result of a net loss
incurred in each period. The warrants related to the long-term debt are classified and recorded as a liability at fair value with subsequent changes in fair
value recognized in earnings. Refer to Note 10, Long-Term Debt, for additional information.  For diluted EPS, fair value adjustments related to the warrants
are adjusted out of earnings; however, as a result of the net loss incurred during the period, the adjustment is considered anti-dilutive and the loss for the
period is not adjusted for the period ended December 31, 2019.

 
The computation of basic and diluted (loss) earnings per common share for the years ended December 31, 2019, 2018 and 2017, is as follows (in

thousands, except per share amounts):

 Year Ended December 31,
 2019  2018  2017
Net (loss) income $ (10,075)  $ (76,683)  $ 15,869
      

Shares used in computing per share amounts:      
Weighted average shares outstanding 51,958  52,230  53,851

Issuance of warrants 1,335  —  —
Weighted average shares outstanding - basic 53,293  52,230  53,851

Employee stock options and restricted common shares —  —  1,093

Weighted average shares outstanding - diluted 53,293  52,230  54,944

      

Basic (loss) earnings per share $ (0.19)  $ (1.47)  $ 0.29
Diluted (loss) earnings per share $ (0.19)  $ (1.47)  $ 0.29
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15. Share Repurchase Program
 

On February 12, 2015, the Company announced that its Board of Directors approved a share repurchase program authorizing the repurchase of up to
an aggregate of $20.0 million of its common stock through open market and privately negotiated transactions over a two-year period. On November 2,
2016, the Board of Directors approved a two-year extension to the share repurchase program through February 28, 2019. On May 4, 2017, the Board of
Directors authorized an increase in its authorized share repurchase program of up to an additional $30.0 million of the Company's common stock through
open market and privately negotiated transactions over a two-year period ended May 31, 2019. As of December 31, 2019, the program purchase period had
lapsed and shares are no longer available for purchase under this plan.

During the year ended December 31, 2019, the Company did not repurchase any shares of its common stock under this program. During the year
ended December 31, 2018, the Company repurchased 2,667,732 shares of its common stock for $25.6 million in the aggregate at an average cost of $9.60.
Shares repurchased under this program are recorded at acquisition cost, including related expenses.

16. Stock-Based Compensation Plan
 

In 2006, the Company adopted the 2006 Stock Incentive Plan (the "Plan"). Upon adoption, all previously existing plans were merged into the Plan
and ceased to separately exist. The Plan was amended and restated effective June 2016 resulting in an increase in the maximum number of shares of
common stock that may be issued under the Plan by 2,900,000, from 7,850,000 to 10,750,000. The Plan was further amended and restated effective
September 6, 2018 resulting in an increase in the maximum number of shares of common stock that may be issued under the Plan by 1,035,000, from
10,750,000 to 11,785,000. The Company’s policy is to issue shares resulting from the exercise of stock options, issuance of performance stock units and
conversion of restricted stock units as new shares.

The Company recorded share-based stock compensation expense of $6.3 million, $5.3 million and $6.8 million for the years ended December 31,
2019, 2018 and 2017, respectively. The related income tax benefit recognized for the years ended December 31, 2019, 2018 and 2017 was $1.6 million,
$1.4 million and $1.7 million, respectively.

Stock Options

Eligible employees receive non-qualified stock options as a portion of their total compensation. The options vest over various time periods
depending upon the grant, but generally vest ratably over a four year service period. Vested options may be exercised and converted to one share of the
Company’s common stock in exchange for the exercise price which is generally equal to the closing share price on the grant date. The Company’s stock
options have a maximum term of 10 years from the date of grant. The stock-based compensation expense related to stock options for the years ended
December 31, 2019, 2018 and 2017 was $1.1 million, $2.5 million, and $2.9 million, respectively.

 
A summary of stock option activity for the year ended December 31, 2019 is as follows (in thousands, except per share and contractual life

amounts):

 
Outstanding

Options  

Weighted-
Average 

Exercise Price  
Aggregate

Intrinsic Value  

Weighted-Average
Remaining Contractual Life

(years)
Outstanding at December 31, 2018 4,111  $ 8.53  $ 37   

Granted —  —  —   
Exercised (27)  2.36  68   
Forfeited/Expired (1,923)  8.55  5   

Outstanding at December 31, 2019 2,161  $ 8.59  $ 2  5.87

Vested and exercisable at December 31, 2019 1,385  $ 8.56  $ 2  4.56

  
The total intrinsic value of stock options exercised during the years ended December 31, 2019, 2018 and 2017 was $0.1 million, $1.0 million and

$1.3 million, respectively. The weighted-average grant-date fair value of stock options granted during the years ended December 31, 2018 and 2017 was
$3.37 and $4.42, respectively. No options were granted in 2019.
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The aggregate intrinsic value of options outstanding and exercisable represents the total pre-tax intrinsic value (the difference between the
Company’s closing stock price on the last trading day of each fiscal year and the exercise price, multiplied by the number of in-the-money options) that
would have been received by the option holders had all option holders exercised their options in 2019, 2018 and 2017, respectively. These amounts change
based on the fair market value of the Company’s stock which was $5.51, $3.74 and $10.03 on the last business day of the years ended December 31, 2019,
2018 and 2017, respectively.

The following assumptions were utilized in the Black-Scholes valuation model for options granted:

 2019(1)  2018  2017
Dividend yield —  —  —
Risk-free interest rate —  2.76%-3.15%  1.98%-2.34%
Expected life —  6.4 years  6.5 years
Volatility —  35.0%-36.2%  36.0%-38.0%

(1) No options were granted in 2019.

No dividend yield is used as the Company does not currently, nor historically, pay dividends. The risk-free interest rate is based on actual U.S.
Treasury zero-coupon rates for bonds commensurate with the expected term. Expected term is estimated based on historical experience related to similar
awards, giving consideration to the contractual terms of the stock-based awards, vesting schedules and expectations of future employee behavior. The
Company believes that its historical experience provides the best estimate of future expected life. The expected volatility assumption is based on the
historical volatility of the Company’s common stock over a period commensurate with the expected term.

 
There was $2.2 million of unrecognized compensation costs related to the stock options granted under the Plan as of December 31, 2019. This cost is

expected to be recognized over a weighted average period of 2.3 years.

Stock Appreciation Rights

During the year ended December 31, 2019, the Company granted SARs to the Company's executive officers and certain other employees. Each SAR
represents the right to receive in cash the excess of the fair market value over the grant price on the exercise date. The SARs vest over various time periods
depending upon the grant, but generally vest ratably over 4 years. The Company’s SARs have a maximum term of 10 years from the date of grant. The
stock-based compensation expense related to the SARs for the year ended December 31, 2019 was $0.8 million.

A summary of SAR activity for the year ended December 31, 2019 is as follows (in thousands, except per share and contractual life amounts):

 
Outstanding

SARs  

Weighted-
Average 

Exercise Price  
Aggregate

Intrinsic Value  

Weighted-Average
Remaining Contractual Life

(years)
Outstanding at December 31, 2018 —  $ —  $ —   

Granted 1,449  3.64  2,716   
Exercised —  —  —   
Forfeited/Expired —  —  —   

Outstanding at December 31, 2019 1,449  $ 3.64  $ 2,716  9.4

Vested and exercisable at December 31, 2019 —  $ —  $ —   

The weighted-average grant-date fair value of SARs granted during the year ended December 31, 2019 was $2.60. No SARs were granted in 2018 or
2017. No SARs vested or were exercised during the years ended December 31, 2019, 2018 or 2017.

66



InnerWorkings, Inc. and subsidiaries
 Notes to the Consolidated Financial Statements

The following weighted average assumptions were utilized in the Black-Scholes valuation model to estimate the fair value of the SARs as of
December 31, 2019:

 2019
Dividend yield —
Risk-free interest rate 1.69%
Expected life 6.3 years
Volatility 46.7%

No dividend yield is used as the Company does not currently, nor historically, pay dividends. The risk-free interest rate is based on actual U.S.
Treasury zero-coupon rates for bonds commensurate with the expected term. Given the limited historic exercise behavior, the Company considered the
historical exercise behavior of a peer group of stock option awards, given the similarity between the two types of awards. The expected volatility
assumption is based on the historical volatility of the Company’s common stock over a period commensurate with the expected term.

There was $4.0 million of unrecognized compensation costs related to the SARs granted under the Plan as of December 31, 2019. This cost is
expected to be recognized over a weighted average period of 3.1 years.

 
Restricted Common Shares

Eligible employees receive restricted common shares as a portion of their total compensation. The restricted common shares vest over various time
periods depending upon the grant, but generally vest from one to four years. The stock-based compensation expense related to restricted common shares for
the years ended December 31, 2019, 2018 and 2017 was $0.8 million, $2.5 million and $3.5 million, respectively.

 
A summary of restricted share activity for the year ended December 31, 2019 is as follows (in thousands, except per share amounts):

 

Outstanding 
Restricted

Common Shares  

Weighted-Average
Grant-Date
Fair Value

Nonvested Restricted Common shares at December 31, 2018 447  $ 9.13
Granted —  —
Vested and transferred to unrestricted common stock (158)  8.67
Forfeited (122)  9.07

Nonvested Restricted Common shares at December 31, 2019 167  $ 9.61

The weighted-average grant-date fair value of restricted common shares granted during the years ended December 31, 2018 and 2017 was $9.37 and
$11.00, respectively. The total fair value of restricted common shares vested during the years ended December 31, 2019, 2018 and 2017 was $0.6 million,
$3.0 million and $4.4 million, respectively.

 
There were $1.0 million of total unrecognized compensation costs related to the restricted common shares as of December 31, 2019. This cost is

expected to be recognized over a weighted average period of 1.7 years.

Restricted Share Units

Eligible employees receive restricted share units as a portion of their total compensation. The restricted share units vest over various time periods
depending upon the grant, but generally vest from one to four years and convert to common stock at the conclusion of the vesting period. The stock-based
compensation expense related to restricted share units for the years ended December 31, 2019 and 2018 was $3.1 million and $0.7 million, respectively.
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A summary of restricted share unit activity for the year ended December 31, 2019 is as follows (in thousands, except per share amounts):

 
Outstanding Restricted

Share Units  
Weighted-Average

Grant-Date Fair Value
Nonvested Restricted Share Units at December 31, 2018 552  $ 7.74

Granted 1,893  3.62
Vested and transferred to unrestricted share units (204)  7.76
Forfeited (109)  5.64

Nonvested Restricted Share Units at December 31, 2019 2,132  $ 4.16

The weighted-average grant-date fair value of restricted share units granted during the year ended December 31, 2018 was $7.74. No restricted share
units were granted in 2017. The total fair value of restricted share units vested during the years ended December 31, 2019 and 2018 was $0.8 million and
$0.1 million, respectively. No restricted share units vested during 2017.

There was $6.7 million of total unrecognized compensation costs related to restricted share units as of December 31, 2019. This cost is expected to
be recognized over a weighted average period of 2.6 years.

Performance-Based Restricted Stock Units

During the years ended December 31, 2019, 2018 and 2017, the Company granted performance share units ("PSUs") to the Company's executive
officers and certain other employees. The performance-based restricted stock unit awards are subject to vesting based on performance-based and service-
based conditions. At the end of the three-year service period, based on the cumulative adjusted earnings per share and the return on invested capital
achieved by the Company, the PSUs will vest in a percentage of the target number of shares between 0% and 200%, depending on the extent the
performance condition is achieved. Each of the units granted represent the right to receive one share of the Company’s common stock at a specified future
date. The stock-based compensation expense (benefit) related to PSUs for the years ended December 31, 2019, 2018 and 2017 was $0.5 million, $(0.4)
million and $0.4 million, respectively.

A summary of performance share unit activity for the year ended December 31, 2019 is as follows (in thousands, except per share amounts):

 
Outstanding 

Performance Share Units  

Weighted-
Average Grant-
Date Fair Value

Nonvested Performance Share Units at December 31, 2018 293  $ 8.72
Granted 594  3.39
Vested —  —
Forfeited (86)  10.41

Nonvested Performance Share Units at December 31, 2019 801  $ 4.58

The weighted-average grant-date fair value of performance share units granted during the years ended December 31, 2018 and 2017 was $7.36 and
$11.10, respectively. No performance share units vested during the years ended December 31, 2019, 2018 and 2017.

There was $1.5 million of total unrecognized compensation costs related to performance-based restricted stock units as of December 31, 2019. This
cost is expected to be recognized over a weighted average period of 2.2 years.
 
17. Benefit Plans

The Company adopted a 401(k) savings plan effective February 1, 2005, covering all of the Company’s employees upon completion of 30 days of
service. Employees may contribute a percentage of eligible compensation on both a before-tax basis and after-tax basis. The Company has the right to
make discretionary contributions to the plan. For the years ended December 31, 2019,
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2018 and 2017, total costs incurred from the Company’s contributions to the 401(k) plan were $1.3 million, $0.0 million, and $1.0 million, respectively.
  

18. Related Party Transactions
 
Agreements and Services with Related Parties
 

The Company provides print procurement services to Arthur J. Gallagher & Company. J. Patrick Gallagher, Jr. is the Chairman, President and Chief
Executive Officer of Arthur J. Gallagher & Company and has a direct ownership interest in Arthur J. Gallagher & Company. J. Patrick Gallagher, Jr. was a
member of our Board of Directors until November 1, 2019, when he retired from our Board. Effective November 1, 2019, he is no longer a member of the
Board of Directors. The total amount billed for print procurement services during the years ended December 31, 2019, 2018 and 2017 was $1.8 million,
$1.6 million and $1.9 million, respectively. Additionally, Arthur J. Gallagher & Company provides insurance brokerage and risk management services to
the Company. As consideration for these services, Arthur J. Gallagher & Company billed the Company $0.3 million, $0.1 million and $0.1 million for the
years ended December 31, 2019, 2018 and 2017, respectively. The amounts receivable from Arthur J. Gallagher & Company were $0.2 million and $0.3
million as of December 31, 2019 and 2018, respectively.

In the fourth quarter of 2017, the Company began providing marketing execution services to Enova International, Inc. David Fisher, a member of the
Company’s Board of Directors, is the Chairman and Chief Executive Officer of Enova International, Inc. and has a direct ownership interest in Enova
International, Inc. The total amount billed for such procurement services during the years ended December 31, 2019, 2018 and 2017 was $16.1 million,
$10.1 million and $0.1 million respectively. The amounts receivable from Enova, Inc. were $4.6 million and $2.0 million as of December 31, 2019 and
2018, respectively.
 
19. Business Segments

Segment information is prepared on the same basis that our Chief Executive Officer, who is our chief operating decision maker (“CODM”), manages
the segments, evaluates financial results, and makes key operating decisions. The Company is organized and managed by the CODM as three operating
segments: North America, EMEA, and LATAM. The North America segment includes operations in the United States and Canada; the EMEA segment
includes operations in the United Kingdom, continental Europe, the Middle East, Africa, and Asia; and the LATAM segment includes operations in
Mexico, Central America, and South America. Other consists of intersegment eliminations, shared service activities, and corporate expenses which are not
allocated to the operating segments as management does not consider them in evaluating segment performance.

 
Management evaluates the performance of its operating segments based on revenue and Adjusted EBITDA. The accounting policies of each of the

operating segments are the same as those described in the summary of significant accounting policies in Note 2, Summary of Significant Accounting
Policies, and the product offerings within each reportable segment are consistent as outlined in Note 1, Description of the Business. Management does not
evaluate the performance of its operating segments using asset measures. The identifiable assets by segment disclosed in this note are those assets
specifically identifiable within each segment and include cash, accounts receivable, inventory, goodwill and intangible assets. Shared service assets are
primarily comprised of short-term investments, capitalized internal-use software and net property and equipment for the corporate headquarters. 

The Company reports on a segment basis rather than by geography as the North America segment encompasses the Company’s country of domicile
(United States) and Canada, of which revenue is principally generated within the United States. North America comprised 71.3% and 69.3% of the
Company’s revenue for the years ended December 31, 2019 and 2018, respectively. Canadian operations were determined to be immaterial given the
revenue generated from such operations as a percentage of total North America revenue was less than 2% for the year ended December 31, 2019 and 2018,
as well as Canadian operations being substantially interconnected and integrated with U.S. operations. Accordingly, the Company deemed it unnecessary to
break out revenue geographically thus leading to the disclosure of revenue at the segment level. Additionally, the Company does not disaggregate revenue
by product and service revenue as service revenue has not been material to the Company's overall revenue to date.
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The table below presents financial information for the Company's reportable segments and Other for the fiscal years noted (in thousands): 

 North America  EMEA  LATAM  Other  Total
Fiscal 2019:          
Revenue from third parties $ 826,355  $ 250,719  $ 80,760  $ —  $ 1,157,834
Revenue from other segments 4,463  9,302  22  (13,787)  —

Total revenue $ 830,818  $ 260,021  $ 80,782  $ (13,787)  $ 1,157,834
Adjusted EBITDA $ 85,662  $ 12,051  $ 1,943  $ (50,611)  $ 49,045
Capital expenditures $ 10,525  $ 2,815  $ 38  $ —  $ 13,378

Fiscal 2018:          
Revenue from third parties $ 777,202  $ 260,729  $ 83,175  $ —  $ 1,121,106
Revenue from other segments 3,200  9,500  217  (12,917)  —

Total revenue $ 780,402  $ 270,229  $ 83,392  $ (12,917)  $ 1,121,106
Adjusted EBITDA $ 61,250  $ 6,355  $ 3,082  $ (43,372)  $ 27,315
Capital expenditures $ 8,649  $ 2,609  $ 5  $ —  $ 11,263

Fiscal 2017:          
Revenue from third parties $ 780,520  $ 265,669  $ 92,181  $ —  $ 1,138,370
Revenue from other segments 5,469  13,444  1,693  (20,606)  —

Total revenue $ 785,989  $ 279,113  $ 93,874  $ (20,606)  $ 1,138,370
Adjusted EBITDA $ 73,790  $ 15,293  $ 4,278  $ (35,867)  $ 57,494
Capital expenditures $ 8,610  $ 3,873  $ —  $ —  $ 12,483
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The table below reconciles Adjusted EBITDA to Net (loss) income in the Company's consolidated statement of operations (in thousands):

 Year Ended December 31,
 2019  2018  2017
Adjusted EBITDA $ 49,045  $ 27,315  $ 57,494
Depreciation and amortization (12,328)  (12,988)  (13,390)
Stock-based compensation - equity classified awards (5,533)  (5,302)  (6,820)
Stock-based compensation - SARs market-to-market (748)  —  —
Restructuring charges (15,918)  (6,031)  —
Executive search fees (80)  (235)  (454)
Professional fees related to control remediation (1,130)  (2,430)  —
Sales and use tax audit (25)  (113)  (203)
Other professional fees (2,241)  (507)  —
Goodwill impairment —  (46,319)  —
Intangible and long-lived asset impairment —  (18,121)  —
Senior leadership transition and other employee-related costs —  (1,410)  —
Obsolete retail inventory —  (950)  —
Professional fees related to ASC 606 implementation —  (1,092)  (829)
Business development realignment —  —  (715)
Change in fair value of contingent consideration —  —  (677)
Czech currency impact on procurement margin —  —  (860)

Income (loss) from operations 11,042  (68,183)  33,546
Interest income 366  218  97
Interest expense (14,097)  (7,749)  (4,729)
Other, net (3,686)  (1,616)  (1,788)

(Loss) income before income taxes (6,375)  (77,330)  27,126
Provision (benefit) for income tax (3,700)  647  (11,257)

Net (loss) income $ (10,075)  $ (76,683)  $ 15,869

The table below presents total assets for the Company's reportable segments and Other (in thousands):

 As of December 31,
 2019  2018
North America $ 424,775  $ 398,432
EMEA 140,013  160,228
LATAM 46,822  43,031
Other 17,673  20,038

    Total assets $ 629,283  $ 621,729
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The long-lived assets in the table below consist of net property and equipment (in thousands):

 As of December 31,
 2019  2018
North America $ 2,713  $ 11,078
EMEA 12,675  51,131
LATAM 463  598
Other 21,373  20,126

Total long-lived assets $ 37,224  $ 82,933

Refer to Note 8, Property and Equipment for additional discussion over the change in long-lived assets from 2019 to 2018.

20. Quarterly Selected Financial Information (Unaudited)

The tables below include quarterly selected financial information for 2019 and 2018 (in thousands, except per share amounts):

 Year Ended December 31, 2019

 
First

Quarter  
Second
Quarter  

Third
Quarter  

Fourth
Quarter

Revenue $ 267,211  $ 283,861  $ 287,688  $ 319,074
Gross profit(1) 62,010  68,398  69,495  62,106
(Loss) income from operations (371)  4,063  3,762  3,588
Net loss $ (2,044)  $ (508)  $ (1,062)  $ (6,461)
Net loss per share:        

Basic and diluted $ (0.04)  $ (0.01)  $ (0.02)  $ (0.12)
(1) During the fourth quarter 2019, the Company reclassified $13.8 million into cost of goods sold, of which $9.4 million of these costs were recorded in SG&A over the first
three quarters of the year.  The reclassification had no impact on the annual 2019 consolidated financial statements and similar amounts in prior years were not material.

 Year Ended December 31, 2018

 
First

Quarter  
Second
Quarter  

Third
Quarter  

Fourth
Quarter

Revenue $ 274,297  $ 281,988  $ 270,844  $ 293,977
Gross profit 65,839  64,941  63,967  59,066
Income (loss) from operations(2) 984  2,377  (43,312)  (28,232)
Net loss $ (1,874)  $ (299)  $ (45,120)  $ (29,390)
Net loss per share:        

Basic and diluted $ (0.03)  $ (0.01)  $ (0.87)  $ (0.57)
(2) In the third quarter of 2018, the Company recognized a $27.9 million goodwill impairment charge, $13.8 million intangible asset impairment charge and $3.0 million
long-lived asset impairment charge. In the fourth quarter of 2018, the Company recognized an additional $18.4 million goodwill impairment charge and a $1.3 million
contract asset impairment charge related to costs to fulfill a contract that were deemed to be non-recoverable in North America. Refer to Note 4, Revenue Recognition, Note
5, Goodwill, Note 6, Other Intangible Assets and Note 8, Property and Equipment for further discussion.

21. Revision of Prior Period Financial Statements

During the period ended December 31, 2019, the Company identified errors that affect the current and prior years. During the current period, the
Company enhanced its internal controls in connection with its ongoing remediation efforts related to the material weakness. As a result of the enhanced
internal controls, certain adjustments were identified related to prior periods. The remaining adjustments related to a proposed sales and use tax liability
from the State of Illinois, which impacted prior years. The Company has evaluated the effects of these corrections on its historical financial statements and
concluded that none of the periods in the previously issued financial statements are materially misstated. Nonetheless, because correcting for the
cumulative effect of the historical errors in the current period would have been material to the current period, the Company has revised its historical
consolidated financial statements for the annual periods ended December 31, 2017 and December 31, 2018 and interim periods ended March 31, 2018,
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June 30, 2018, September 30, 2018, March 31, 2019, June 30, 2019, and September 30, 2019 to reflect the correction of this immaterial error in this Form
10-K.

The following schedules reconcile the amounts as originally reported in the applicable prior period financial statements to the corresponding revised
amounts.

Reconciliation of revised financial statement amounts

Revised consolidated statements of operations amounts (in thousands, except per share data)

 Year Ended December 31, 2018
 As Reported  Adjustments  As Revised

Revenue $ 1,121,551  $ (445)  $ 1,121,106
Cost of goods sold 866,453  840  867,293
Gross profit 255,098  (1,285)  253,813

      

Selling, general and administrative expenses 239,124  (587)  238,537
Loss from operations (67,485)  (698)  (68,183)
Loss before income taxes (76,632)  (698)  (77,330)

Income tax benefit (461)  (186)  (647)
Net loss (76,171)  (512)  (76,683)

Basic loss per share (1.46)  (0.01)  (1.47)
Diluted loss per share (1.46)  (0.01)  (1.47)
Comprehensive loss (81,251)  (514)  (81,765)
Adjusted EBITDA 27,900  (585)  27,315

 Year Ended December 31, 2017
 As Reported  Adjustments  As Revised

Revenue $ 1,138,361  $ 9  $ 1,138,370
Cost of goods sold 862,903  (41)  862,862
Gross profit 275,458  50  275,508

      

Selling, general and administrative expenses 227,253  642  227,895
Income from operations 34,138  (592)  33,546
Income before income taxes 27,718  (592)  27,126

Income tax expense 11,288  (31)  11,257
Net income 16,430  (561)  15,869

Basic earnings per share 0.31  (0.02)  0.29
Diluted earnings per share 0.30  (0.01)  0.29
Comprehensive income 18,150  (561)  17,589
Adjusted EBITDA 57,883  (389)  57,494
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Revised consolidated balance sheet amounts (in thousands)

 As of December 31, 2018
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 193,253  $ (67)  $ 193,186
Unbilled revenue 46,474  (222)  46,252
Inventories 56,001  (286)  55,715
Prepaid expenses 16,982  (726)  16,256
Other current assets 10,379  354  10,733

Total current assets 373,586  (947)  372,639
Total assets 622,676  (947)  621,729

Accounts payable 158,449  (421)  158,028
Accrued expenses 35,474  224  35,698
Other current liabilities 26,231  1,959  28,190

Total current liabilities 380,504  1,762  382,266
Deferred income taxes 8,178  (573)  7,605

Total liabilities 439,585  1,189  440,774
Accumulated other comprehensive loss (24,309)  (2)  (24,311)
Retained earnings 48,905  (2,134)  46,771

Total stockholders' equity 183,091  (2,136)  180,955
Total liabilities and stockholders' equity 622,676  (947)  621,729

 As of December 31, 2017
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 205,386  $ 62  $ 205,448
Other current assets 37,865  335  38,200

Total current assets 383,088  397  383,485
Total assets 649,638  397  650,035

Accounts payable 141,164  (56)  141,108
Accrued expenses 34,391  635  35,026
Other current liabilities 24,078  1,849  25,927

Total current liabilities 217,253  2,428  219,681
Deferred income taxes 12,043  (409)  11,634

Total liabilities 365,093  2,019  367,112
Retained earnings 124,442  (1,622)  122,820

Total stockholders' equity 284,545  (1,622)  282,923
Total liabilities and stockholders' equity 649,638  397  650,035
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Revised consolidated statements of cash flows amounts (in thousands)

 Year Ended December 31, 2018
 As Reported  Adjustments  As Revised
Cash flows from operating activities:      
Net loss $ (76,171)  $ (512)  $ (76,683)

Deferred income taxes (4,441)  (163)  (4,604)
Accounts receivable and unbilled revenue 4,112  358  4,470
Inventories (16,325)  286  (16,039)
Prepaid expenses and other assets 1,432  688  2,120
Accounts payable 21,959  (374)  21,585
Accrued expenses and other liabilities 5,473  (283)  5,190

Net cash provided by operating activities 23,058  —  23,058

 Year Ended December 31, 2017
 As Reported  Adjustments  As Revised
Cash flows from operating activities:      
Net income $ 16,430  $ (561)  $ 15,869

Deferred income taxes 4,072  1  4,073
Accounts receivable and unbilled revenue (41,877)  6  (41,871)
Prepaid expenses and other assets (13,547)  (335)  (13,882)
Accounts payable 18,152  (56)  18,096
Accrued expenses and other liabilities 11,162  945  12,107

Net cash provided by operating activities 11,698  —  11,698

Reconciliation of revised quarterly financial statement amounts (unaudited)

Revised consolidated statements of operations amounts (unaudited) (in thousands, except per share data)

 Three Months Ended March 31, 2019
 As Reported  Adjustments  As Revised

Revenue $ 267,239  $ (28)  $ 267,211
Cost of goods sold 206,043  (842)  205,201
Gross profit 61,196  814  62,010

      

Selling, general and administrative expenses 55,805  25  55,830
Loss from operations (1,160)  789  (371)

Other, net (740)  300  (440)
Total other expense (3,387)  300  (3,087)
Loss before income taxes (4,547)  1,089  (3,458)

Income tax benefit (2,085)  671  (1,414)
Net loss (2,462)  418  (2,044)

Basic loss per share (0.05)  0.01  (0.04)
Diluted loss per share (0.05)  0.01  (0.04)
Comprehensive loss (1,715)  418  (1,297)
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 Three Months Ended June 30, 2019  Six Months Ended June 30, 2019
 As Reported  Adjustments  As Revised  As Reported  Adjustments  As Revised

Revenue $ 284,053  $ (192)  $ 283,861  $ 551,291  $ (219)  $ 551,072
Cost of goods
sold 214,986  477  215,463  421,029  (365)  420,664
Gross profit 69,067  (669)  68,398  130,262  146  130,408

            

Selling, general
and
administrative
expenses 58,661  (1,257)  57,404  114,466  (1,231)  113,235

Income from
operations 3,475  588  4,063  2,315  1,377  3,692

Other, net 279  —  279  (460)  299  (161)
Total other
expense (2,103)  —  (2,103)  (5,490)  299  (5,191)
Income (loss)
before
income taxes 1,372  588  1,960  (3,175)  1,676  (1,499)

Income tax
expense 2,541  (73)  2,468  456  597  1,053

Net loss (1,169)  661  (508)  (3,631)  1,079  (2,552)
Basic loss per
share (0.02)  0.01  (0.01)  (0.07)  0.02  (0.05)
Diluted loss
per share (0.02)  0.01  (0.01)  (0.07)  0.02  (0.05)
Comprehensive
loss (916)  661  (255)  (2,631)  1,079  (1,552)

 Three Months Ended September 30, 2019  Nine Months Ended September 30, 2019
 As Reported  Adjustments  As Revised  As Reported  Adjustments  As Revised

Revenue $ 286,525  $ 1,163  $ 287,688  $ 837,816  $ 944  $ 838,760
Cost of goods
sold 218,356  (163)  218,193  639,385  (528)  638,857
Gross profit 68,169  1,326  69,495  198,431  1,472  199,903

            

Selling, general
and
administrative
expenses 59,938  (187)  59,751  174,404  (1,418)  172,986
Restructuring
and other
charges 3,055  (163)  2,892  10,687  (163)  10,524

Income from
operations 2,086  1,676  3,762  4,401  3,053  7,454

Other, net (1,736)  1  (1,735)  (2,196)  300  (1,896)
Total other
expense (6,075)  1  (6,074)  (11,565)  300  (11,265)
Loss before
income taxes (3,989)  1,677  (2,312)  (7,164)  3,353  (3,811)

Income tax
benefit (1,815)  565  (1,250)  (1,359)  1,162  (197)

Net loss (2,174)  1,112  (1,062)  (5,805)  2,191  (3,614)
Basic loss per
share (0.04)  0.02  (0.02)  (0.11)  0.04  (0.07)
Diluted loss
per share (0.04)  0.02  (0.02)  (0.11)  0.04  (0.07)
Comprehensive
loss (3,910)  1,112  (2,798)  (6,541)  2,191  (4,350)
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 Three Months Ended March 31, 2018
 As Reported  Adjustments  As Revised

Revenue $ 274,539  $ (242)  $ 274,297
Cost of goods sold 208,472  (14)  208,458
Gross profit 66,067  (228)  65,839

      

Selling, general and administrative expenses 61,167  29  61,196
Income from operations 1,241  (257)  984
Loss before income taxes (1,111)  (257)  (1,368)

Income tax expense 573  (67)  506
Net loss (1,684)  (190)  (1,874)

Basic loss per share (0.03)  —  (0.03)
Diluted loss per share (0.03)  —  (0.03)
Comprehensive income 1,680  (190)  1,490

 Three Months Ended June 30, 2018  Six Months Ended June 30, 2018
 As Reported  Adjustments  As Revised  As Reported  Adjustments  As Revised

Revenue $ 281,967  $ 21  $ 281,988  $ 556,506  $ (221)  $ 556,285
Cost of goods
sold 217,096  (49)  217,047  425,568  (63)  425,505
Gross profit 64,871  70  64,941  130,938  (158)  130,780

            

Selling, general
and
administrative
expenses 59,002  48  59,050  120,169  77  120,246

Income from
operations 2,355  22  2,377  3,596  (235)  3,361
Income (loss)
before
income taxes 304  22  326  (807)  (235)  (1,042)

Income tax
expense 603  22  625  1,176  (45)  1,131

Net loss (299)  —  (299)  (1,983)  (190)  (2,173)
Basic loss per
share (0.01)  —  (0.01)  (0.04)  —  (0.04)
Diluted loss
per share (0.01)  —  (0.01)  (0.04)  —  (0.04)
Comprehensive
(loss) income (5,906)  —  (5,906)  (4,226)  (190)  (4,416)

 Three Months Ended September 30, 2018  Nine Months Ended September 30, 2018
 As Reported  Adjustments  As Revised  As Reported  Adjustments  As Revised

Revenue $ 270,850  $ (6)  $ 270,844  $ 827,356  $ (227)  $ 827,129
Cost of goods
sold 206,808  69  206,877  632,376  6  632,382
Gross profit 64,042  (75)  63,967  194,980  (233)  194,747

            

Selling, general
and
administrative
expenses 56,142  25  56,167  176,312  101  176,413

Loss from
operations (43,212)  (100)  (43,312)  (39,617)  (334)  (39,951)
Loss before
income taxes (45,263)  (100)  (45,363)  (46,070)  (334)  (46,404)

Income tax
(benefit)
expense (326)  83  (243)  851  38  889

Net loss (44,937)  (183)  (45,120)  (46,921)  (372)  (47,293)



Basic loss per
share

(0.87)  —  (0.87)  (0.90)  —  (0.90)

Diluted loss
per share (0.87)  —  (0.87)  (0.90)  —  (0.90)
Comprehensive
loss (46,646)  (183)  (46,829)  (50,872)  (372)  (51,244)
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 Three Months Ended December 30, 2018
 As Reported  Adjustments  As Revised

Revenue $ 294,195  $ (218)  $ 293,977
Cost of goods sold 234,077  834  234,911
Gross profit 60,118  (1,052)  59,066

      

Selling, general and administrative expenses 62,812  (688)  62,124
Loss from operations (27,868)  (364)  (28,232)
Loss before income taxes (30,562)  (364)  (30,926)

Income tax benefit (1,312)  (224)  (1,536)
Net loss (29,250)  (140)  (29,390)

Basic loss per share (0.56)  (0.01)  (0.57)
Diluted loss per share (0.56)  (0.01)  (0.57)
Comprehensive loss (30,379)  (140)  (30,519)

Revised consolidated balance sheet amounts (unaudited) (in thousands)

 As of March 31, 2019
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 184,359  $ (82)  $ 184,277
Unbilled revenue 51,166  (226)  50,940
Inventories 46,927  (303)  46,624
Prepaid expenses 14,245  (727)  13,518
Other current assets 36,188  206  36,394

Total current assets 358,736  (1,132)  357,604
Total assets 600,120  (1,132)  598,988

Accounts payable 149,813  (1,281)  148,532
Accrued expenses 31,339  252  31,591
Other current liabilities 31,493  2,202  33,695

Total current liabilities 372,513  1,173  373,686
Deferred income taxes 8,268  (573)  7,695

Total liabilities 417,811  600  418,411
Accumulated other comprehensive loss (23,562)  (37)  (23,599)
Retained earnings 46,602  (1,695)  44,907

Total stockholders' equity 182,309  (1,732)  180,577
Total liabilities and stockholders' equity 600,120  (1,132)  598,988
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 As of June 30, 2019
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 188,687  $ (73)  $ 188,614
Unbilled revenue 60,911  (357)  60,554
Inventories 51,553  (381)  51,172
Prepaid expenses 15,132  (726)  14,406
Other current assets 28,707  208  28,915

Total current assets 378,989  (1,329)  377,660
Total assets 631,596  (1,329)  630,267

Accounts payable 140,492  (901)  139,591
Deferred revenue 21,532  (35)  21,497
Accrued expenses 37,446  342  37,788
Other current liabilities 34,877  899  35,776

Total current liabilities 392,022  305  392,327
Deferred income taxes 8,295  (573)  7,722

Total liabilities 448,927  (268)  448,659
Accumulated other comprehensive loss (23,309)  (28)  (23,337)
Retained earnings 45,433  (1,033)  44,400

Total stockholders' equity 182,669  (1,061)  181,608
Total liabilities and stockholders' equity 631,596  (1,329)  630,267

 As of September 30, 2019
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 190,992  $ 153  $ 191,145
Unbilled revenue 65,584  (214)  65,370
Inventories 64,136  (140)  63,996
Prepaid expenses 13,973  (726)  13,247
Other current assets 13,271  208  13,479

Total current assets 425,761  (719)  425,042
Property and equipment, net 36,714  123  36,837

Total assets 680,067  (596)  679,471
Accounts payable 169,173  (750)  168,423
Deferred revenue 18,526  (162)  18,364
Accrued expenses 44,096  (163)  43,933
Other current liabilities 32,325  1,014  33,339

Total current liabilities 274,955  (61)  274,894
Deferred income taxes 8,257  (573)  7,684

Total liabilities 499,612  (634)  498,978
Accumulated other comprehensive loss (25,045)  (38)  (25,083)
Retained earnings 43,259  76  43,335

Total stockholders' equity 180,455  38  180,493
Total liabilities and stockholders' equity 680,067  (596)  679,471
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 As of March 31, 2018
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 183,012  $ 72  $ 183,084
Unbilled revenue 47,685  (243)  47,442
Other current assets 33,716  393  34,109

Total current assets 366,296  222  366,518
Total assets 633,973  222  634,195

Accounts payable 120,260  (63)  120,197
Accrued expenses 40,081  636  40,717
Other current liabilities 24,073  1,869  25,942

Total current liabilities 215,938  2,442  218,380
Deferred income taxes 12,208  (408)  11,800

Total liabilities 354,319  2,034  356,353
Retained earnings 123,393  (1,812)  121,581

Total stockholders' equity 279,654  (1,812)  277,842
Total liabilities and stockholders' equity 633,973  222  634,195

 As of June 30, 2018
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 185,222  $ 68  $ 185,290
Unbilled revenue 47,906  (228)  47,678
Other current assets 26,296  360  26,656

Total current assets 349,055  200  349,255
Total assets 644,417  200  644,617

Accounts payable 122,452  (116)  122,336
Accrued expenses 34,386  636  35,022
Other current liabilities 22,770  1,902  24,672

Total current liabilities 336,168  2,422  338,590
Deferred income taxes 12,236  (408)  11,828

Total liabilities 386,626  2,014  388,640
Retained earnings 123,094  (1,814)  121,280

Total stockholders' equity 257,791  (1,814)  255,977
Total liabilities and stockholders' equity 644,417  200  644,617
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 As of September 30, 2018
 As Reported  Adjustments  As Revised

Accounts receivable, net of allowance for doubtful accounts $ 188,744  $ (139)  $ 188,605
Unbilled revenue 59,961  (227)  59,734
Other current assets 43,005  318  43,323

Total current assets 397,963  (48)  397,915
Total assets 661,783  (48)  661,735

Accounts payable 161,389  (249)  161,140
Accrued expenses 35,539  636  36,175
Other current liabilities 21,535  1,969  23,504

Total current liabilities 249,167  2,356  251,523
Deferred income taxes 12,143  (408)  11,735

Total liabilities 449,887  1,948  451,835
Retained earnings 78,156  (1,996)  76,160

Total stockholders' equity 211,896  (1,996)  209,900
Total liabilities and stockholders' equity 661,783  (48)  661,735

Consolidated statements of cash flows amounts (unaudited) (in thousands)

 Three Months Ended March 31, 2019
 As Reported  Adjustments  As Revised
Cash flows from operating activities:      
Net loss $ (2,462)  $ 418  $ (2,044)

Accounts receivable and unbilled revenue 3,924  4  3,928
Inventories 9,149  16  9,165
Prepaid expenses and other assets 116  158  274
Accounts payable (8,351)  (856)  (9,207)
Accrued expenses and other liabilities (870)  260  (610)

Net cash provided by operating activities 5,492  —  5,492

 Six Months Ended June 30, 2019
 As Reported  Adjustments  As Revised
Cash flows from operating activities:      
Net loss $ (3,631)  $ 1,079  $ (2,552)

Accounts receivable and unbilled revenue (10,225)  126  (10,099)
Inventories 4,488  94  4,582
Prepaid expenses and other assets (4,318)  155  (4,163)
Accounts payable (17,670)  (476)  (18,146)
Accrued expenses and other liabilities 23,529  (978)  22,551

Net cash provided by operating activities 1,289  —  1,289
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InnerWorkings, Inc. and subsidiaries
 Notes to the Consolidated Financial Statements

 Nine Months Ended September 30, 2019
 As Reported  Adjustments  As Revised
Cash flows from operating activities:      
Net loss $ (5,805)  $ 2,191  $ (3,614)

Accounts receivable and unbilled revenue (21,245)  (243)  (21,488)
Inventory (8,767)  (146)  (8,913)
Prepaid expenses and other assets (29,141)  156  (28,985)
Accounts payable 12,403  (325)  12,078
Accrued expenses and other liabilities 25,378  (1,510)  23,868

Net cash used in operating activities (9,778)  123  (9,655)
      

Cash flows from investing activities:      
Purchases of property and equipment (10,012)  (123)  (10,135)

Net cash used in investing activities (10,402)  (123)  (10,525)

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
 

None.

Item 9A. Controls and Procedures
 

Evaluation of Disclosure Controls and Procedures.

In connection with the filing of our Form 10-K for the year ended December 31, 2019, under the supervision and with the participation of our senior
management, including our chief executive officer and chief financial officer, we conducted an evaluation of the effectiveness of the design and operation
of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, as of the end of December 31, 2019. Based
upon that evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls and procedures were effective as of
December 31, 2019. Management concluded that the consolidated financial statements included in this Annual Report present fairly, in all material
respects, the financial position of the Company at December 31, 2019 in accordance with GAAP and our external auditors have issued an unqualified
opinion on our consolidated financial statements as of and for the year ended December 31, 2019.

Management’s Annual Report on Internal Control Over Financial Reporting

Management of InnerWorkings, Inc. is responsible for establishing and maintaining adequate internal control over financial reporting. Internal
control over financial reporting is defined in Rules 13a-15(f) or 15d-15(f) promulgated under the Securities Exchange Act of 1934 as a process designed by,
or under the supervision of, our principal executive and principal financial officers and effected by our Board of Directors, management and other
personnel, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with U.S. generally accepted accounting principles and includes those policies and procedures that:

• pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
Company;

• provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with GAAP,
and that the receipts and expenditures of the Company are being made only in accordance with appropriate authorization of management and the
board of directors; and

• provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets
that could have a material effect on the financial statements.

All systems of internal control, no matter how well designed, have inherent limitations. Therefore, even those systems deemed to be effective can
provide only reasonable assurance with respect to financial statement preparation and presentation. Because of inherent limitations, our internal control
over financial reporting may not prevent or detect misstatements. Also, projections of any
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evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions or that the degree
of compliance with the policies or procedures may deteriorate. A material weakness is a deficiency, or combination of deficiencies, in internal control over
financial reporting, such that there is a reasonable possibility that a material misstatement of a company’s annual or interim consolidated financial
statements will not be prevented or detected on a timely basis.

Our management assessed the effectiveness of our internal control over financial reporting as of December 31, 2019. The framework used in
carrying out our evaluation was the 2013 Internal Control - Integrated Framework published by the Committee of Sponsoring Organizations ("COSO") of
the Treadway Commission. In evaluating our information technology controls, we also used components of the framework contained in the Control
Objectives for Information and related Technology ("COBIT"), which was developed by the Information Systems Audit and Control Association’s IT
Governance Institute, as a complement to the COSO internal control framework. 

Based on the evaluation under these frameworks, management has concluded that internal control over financial reporting was effective as of
December 31, 2019. The results of management's assessment have been reviewed by our Audit Committee.

Ernst & Young LLP, the independent registered public accounting firm that audited our financial statements included in this Annual Report on Form
10-K, also audited the effectiveness of our internal control over financial reporting, as stated in their report that is included herein.

Remediation of Prior Material Weakness

The material weaknesses over the revenue recognition and the commission expense processes were initially identified during our fiscal year ended
December 31, 2017, and remained at December 31, 2018, were remediated during our fiscal year ended December 31, 2019, and we determined that we
maintained effective controls over our revenue recognition and commission expense processes as of December 31, 2019.

With oversight from the Audit Committee, we took significant steps to remediate our internal control deficiencies in the revenue recognition and
commission expense processes by redesigning our controls. Our efforts consisted of implementing new policies over the operational processes supporting
revenue recognition to ensure revenue was recorded at the appropriate transaction price in the proper period; adding resources to train process owners and
monitor compliance with the Company's policies; and improving related operational processes and enhancing our management review controls in these
areas. The remediation actions included:

Revenue Recognition
• Designing and implementing enhanced controls over contract review, including the approval of contract terms and whether the terms were

appropriately accounted for under ASC 606
• Re-designing our management review controls and enhancing the precision of its controls over the review of unbilled revenue

Commissions Expense
• Designing and implementing controls ensure that the underlying data used within the system that calculates commissions is complete and

accurate and reflects approved compensation arrangements
• Standardizing commission agreements and improving the review and approval process over non-standard commission agreements
• Improving the review process over commissions expense and the related balance sheet accounts
• Evaluating the completeness and accuracy of reports and underlying data that support the commissions process

In addition, the applicable controls in place have operated for a sufficient period of time and management has concluded, through testing, that these
are controls are operating effectively.

Changes in Internal Control Over Financial Reporting

Other than the changes described above, there have been no other changes in our internal control over financial reporting (as such term is defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the three months ended December 31, 2019 that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.
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Report of Independent Registered Public Accounting Firm

To the Stockholders and the Board of Directors of InnerWorkings Inc.

Opinion on Internal Control Over Financial Reporting

We have audited InnerWorkings Inc. and subsidiaries’ internal control over financial reporting as of December 31, 2019, based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework) (the COSO
criteria). In our opinion, InnerWorkings Inc. and subsidiaries (the Company) maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2019, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the consolidated
balance sheets of InnerWorkings Inc. and subsidiaries as of December 31, 2019 and 2018, the related consolidated statements of operations, comprehensive
income (loss), stockholders’ equity and cash flows for each of the three years in the period ended December 31, 2019, and the related notes (collectively
referred to as the “consolidated financial statements”) and our report dated March 17, 2020 expressed an unqualified opinion thereon.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting included in the accompanying Management’s Annual Report on Internal Control Over Financial Reporting. Our
responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit. We are a public accounting firm
registered with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material respects.

Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control
over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

/s/ Ernst & Young LLP

Chicago, Illinois
March 17, 2020
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Item 9B. Other Information

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance
 

Certain information required by this Item 10 relating to our directors and executive officers is incorporated by reference herein to our Proxy
Statement to be filed with the SEC in connection with our 2020 Annual Meeting of Stockholders or an amendment to this report filed under cover of Form
10-K/A not later than 120 days after the end of our fiscal year ended December 31, 2019.

 
We have adopted a code of ethics, which is posted in the Investor Relations section of our website at http://www.inwk.com. We intend to include on

our website any amendments to or waivers from, a provision of the code of ethics that applies to our principal executive officer, principal financial officer
or controller that relates to any element of the code of ethics definition contained in Item 406(b) of SEC Regulation S-K. In addition, our board of directors
has adopted corporate governance guidelines, which are also posted in the Investor Relations section of our website at http://www.inwk.com.

Item 11. Executive Compensation
 

Certain information required by this Item 11 relating to remuneration of directors and executive officers and other transactions involving
management is incorporated by reference herein to our Proxy Statement to be filed with the SEC in connection with our 2020 Annual Meeting of
Stockholders or an amendment to this report filed under cover of Form 10-K/A.

 

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
 

Securities Authorized For Issuance Under Equity Compensation Plans
 

The following table sets forth information as of December 31, 2019 regarding securities authorized for issuance under our equity compensation
plans, consisting of our 2004 Unit Option Plan which was merged with our 2006 Stock Incentive Plan (in thousands, except per share amount). 

Plan Category

Number of Securities to be
Issued Upon Exercise of
Outstanding Options (a)  

Weighted Average
Exercise Price of

Outstanding Options
(b)  

Number of Securities Remaining
Available for Future Issuance
Under Equity Compensation
Plans (Excluding Securities
Reflected in Column (a)) (c)

Equity compensation plans approved by security
holders 2,161  $ 8.59  2,524
Equity compensation plans not approved by security
holders —  —  —

Total 2,161  $ 8.59  2,524

Certain information required by this Item 12 relating to security ownership of certain beneficial owners and management is incorporated by
reference herein from our 2020 Proxy Statement to be filed with the SEC in connection with our 2020 Annual Meeting of Stockholders or an amendment to
this report filed under cover of Form 10-K/A.

Item 13. Certain Relationships and Related Transactions and Director Independence
 

Certain information required by this Item 13 relating to certain relationships and related transactions and director independence is incorporated by
reference herein to our Proxy Statement to be filed with the SEC in connection with our 2020 Annual Meeting of Stockholders or an amendment to this
report filed under cover of Form 10-K/A. 
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Item 14. Principal Accountant Fees and Services
 

Certain information required by this Item 14 regarding principal accountant fees and services is incorporated by reference herein from the section
entitled “Fees Billed for Services Rendered by Principal Registered Public Accounting Firm” in our 2020 Proxy Statement to be filed with the SEC in
connection with our 2020 Annual Meeting of Stockholders or an amendment to this report filed under cover of Form 10-K/A.
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PART IV
 

Item 15. Exhibits and Financial Statement Schedules
 

(a) The following documents are filed as part of this report:

(1)  Financial Statements: Reference is made to the Index to Financial Statements in the section entitled “Financial Statements and
Supplementary Data” in Part II, Item 8 of this Annual Report on Form 10-K.
 

(2) Financial Statement Schedule: All financial statement schedules are omitted because they are not required or because the required
information is given in the consolidated financial statements or notes thereto.
 

(3) Exhibits: Exhibits are as set forth in the section entitled “Exhibit Index” in this Annual Report on Form 10-K. 

EXHIBIT INDEX

    Incorporated by Reference

Exhibit  Description  Form  Exhibit  Filing Date

3.1  Second Amended and Restated Certificate of Incorporation  S-1  3.1  January 5, 2007

3.2  Second Amended and Restated By-Laws  8-K  3.1  November 1, 2018

4.1  Specimen Common Stock Certificate  DEF 14A    April 18, 2016

4.2
 

Form of Warrant to Purchase Stock of InnerWorkings, Inc., dated as of July 16, 2019
 

8-K
 

4.1
 

July 16, 2019

4.3**  Description of the Company’s securities       

10.1  InnerWorkings, LLC 2004 Unit Option Plan†  DEF 14A    April 18, 2016

10.2
 

InnerWorkings, Inc. 2006 Stock Incentive Plan, as amended and restated effective
September 6, 2018†  

S-8
 

4.1
 

September 12, 2018

10.3  Form of InnerWorkings Restricted Stock Award Agreement†  8-K  10.3  June 5, 2017

10.4  Form of Stock Option Award Agreement†  8-K  10.2  June 5, 2017

10.5  Form of Performance Share Unit Award Agreement†  8-K  10.1  June 5, 2017

10.6  InnerWorkings, Inc. Annual Incentive Plan†  DEF 14A    April 18, 2016

10.7
 

Amended and Restated Employment Agreement between InnerWorkings, Inc. and
Charles Hodgkins, dated December 6, 2017†  

8-K
 

10.1
 

December 7, 2017

10.8
 

Employment Agreement between InnerWorkings, Inc. and Richard Stoddart, dated
January 31, 2018†  

8-K
 

10.1
 

February 5, 2018

10.9
 

Amended and Restated Employment Agreement between InnerWorkings, Inc. and
Ronald Provenzano, dated October 16, 2018†  

8-K
 

10.1
 

October 17, 2018

10.10
 

Employment Agreement between InnerWorkings, Inc. and Oren B. Azar, dated
October 16, 2018†  

8-K
 

10.2
 

October 17, 2018

10.11
 

Employment Agreement between InnerWorkings, Inc. and Donald W. Pearson, dated
December 31, 2018†  

8-K
 

10.1
 

January 4, 2019

10.12
 

Transition Agreement between InnerWorkings, Inc. and Charles Hodgkins, dated
January 3, 2019†  

8-K
 

10.2
 

January 4, 2019

10.13  Form of Indemnification Agreement  DEF 14A    April 18, 2016

10.14

 

Credit Agreement, dated as of August 2, 2010, by and among InnerWorkings, Inc., as
borrower, Bank of America, N.A., as administrative agent, JPMorgan Chase Bank,
N.A., as syndication agent, PNC Bank, National Association, as documentation agent
and the other lenders party thereto  

10-Q

 

10.1

 

August 6, 2010
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http://www.sec.gov/Archives/edgar/data/1350381/000162828018012603/exhibit102oaemploymentagre.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019000114/ex101.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019000114/ex102.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828016014248/def14a-proxy.htm
http://www.sec.gov/Archives/edgar/data/1350381/000114420410041947/v192181_ex10-1.htm


10.15

 

First Amendment to Credit Agreement, dated as of April 20, 2012, by and among
InnerWorkings, Inc., as borrower, Bank of America, N.A., as administrative agent,
JPMorgan Chase Bank, N.A., as syndication agent, PNC Bank, National Association,
as documentation agent and the other lenders party hereto  

8-K

 

10.1

 

April 26, 2012

10.16

 

Second Amendment to Credit Agreement, dated as of November 1, 2013, by and
among InnerWorkings, Inc., as borrower, the lenders party thereto and Bank of
America, N.A., as Administrative Agent  

10-K

 

10.18

 

March 16, 2018

10.17

 

Third Amendment to Credit Agreement, dated as of December 27, 2013, by and among
InnerWorkings, Inc., as borrower, the lenders party thereto and Bank of America, N.A.,
as Administrative Agent  

10-K

 

10.19

 

March 16, 2018

10.18

 

Fourth Amendment to Credit Agreement, dated as of September 25, 2014, by and
among InnerWorkings, Inc., the lenders party thereto and Bank of America, N.A., as
Administrative Agent  

8-K

 

10.1

 

October 1, 2014

10.19

 

Fifth Amendment to Credit Agreement, dates as of February 3, 2017, by and among
InnerWorkings, Inc., the lenders party thereto and Bank of America, N.A., as
Administrative Agent  

10-K

 

10.13

 

March 9, 2017

10.20

 

Sixth Amendment to Credit Agreement, dated as of August 13, 2018, by and among
InnerWorkings, Inc., the lenders party thereto and Bank of America, N.A., as
Administrative Agent  

10-Q

 

10.1

 

August 14, 2018

10.21

 

Seventh Amendment to Credit Agreement, dated as of September 28, 2018, by and
among InnerWorkings, Inc., the lenders party thereto and Bank of America, N.A., as
Administrative Agent  

8-K

 

10.1

 

October 2, 2018

10.22

 

Eighth Amendment to Credit Agreement, dated as of March 15, 2019, by and among
InnerWorkings, Inc., the lenders party thereto and Bank of America, N.A., as
Administrative Agent  

10-K

 

10.28

 

March 19, 2019

10.23

 

Settlement Agreement, dated July 29, 2018, by and among InnerWorkings, Inc., Engine
Capital, L.P., Engine Capital Management, LP, Engine Capital Management GP, LLC,
Engine Jet Capital, L.P., Engine Investments, LLC and Arnaud Ajdler  

8-K

 

10.1

 

July 30, 2018

10.24
 

Form of 2019 Performance Share Unit Award Agreement under the InnerWorkings,
Inc. 2006 Stock Incentive Plan, as amended†  

10-Q
 

10.1
 

August 9, 2019

10.25
 

Form of 2019 Restricted Stock Unit Award Agreement under the InnerWorkings, Inc.
2006 Stock Incentive Plan, as amended†  

10-Q
 

10.2
 

August 9, 2019

10.26
 

Form of 2019 Stock Appreciation Right Agreement under the InnerWorkings, Inc.
2006 Stock Incentive Plan, as amended†  

10-Q
 

10.3
 

August 9, 2019

10.27**
 

Form of 2019 Director Restricted Stock Unit Award Agreement under InnerWorkings,
Inc. 2006 Stock Incentive Plan, as amended†       

10.28

 

Loan and Security Agreement, dated as of July 16, 2019, by and among
InnerWorkings, Inc. and certain direct and indirect subsidiaries of InnerWorkings, Inc.,
Bank of America, N.A., as administrative agent, lender, issuing bank and collateral
agent, and JPMorgan Chase Bank, N.A. and PNC Bank, National Association, as
lenders  

8-K

 

10.1

 

July 16, 2019

10.29

 

Loan and Security Agreement, dated as of July 16, 2019, by and among
InnerWorkings, Inc., certain direct and indirect subsidiaries of InnerWorkings, Inc.,
TCW Asset Management Company LLC, as administrative agent and collateral agent,
and the other lenders party thereto  

8-K

 

10.2

 

July 16, 2019

10.3
 

Cooperation Agreement, dated August 9, 2019, by and among InnerWorkings, Inc. and
Engaged Capital, LLC and certain of its affiliates  

8-K
 

10.1
 

August 9, 2019

21.1**  Subsidiaries of InnerWorkings, Inc.       
         

23.1**  Consent of Ernst & Young LLP.       
         

31.1**
 

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002       

         
31.2**

 
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002       
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http://www.sec.gov/Archives/edgar/data/1350381/000162828018003300/inwk201710-kex1018.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828018003300/inwk201710-kex1019.htm
http://www.sec.gov/Archives/edgar/data/1350381/000114420414059036/v390085_ex10-1.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828017002443/inwk201610-kex1013.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828018011130/inwkq22018ex101.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828018012195/ex101seventhamendmentcredi.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019003137/inwk201810-kex10288thamend.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828018009720/exhibit1017_30x18.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019010578/inwkq22019ex101-psu.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019010578/inwkq22019ex102-rsu.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019010578/inwkq22019ex103-sar.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019008771/inwk-ablloanandsecurityagr.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019008771/inwk-tcwtermloanandsecurit.htm
http://www.sec.gov/Archives/edgar/data/1350381/000162828019010600/inwk8-kex101cooperationagr.htm


32.1**

 

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

         
101.INS*  XBRL Instance Document       

         
101.SCH**  XBRL Taxonomy Extension Schema Document       

         
101.CAL**  XBRL Taxonomy Extension Calculation Linkbase Document       

101.LAB**  XBRL Taxonomy Extension Label Linkbase Document       

101.PRE**  XBRL Taxonomy Extension Presentation Linkbase Document       

101.DEF**  XBRL Taxonomy Extension Definition Linkbase Document       

104*  Cover Page Interactive Data File       

†  Management contract or compensatory plan or arrangement of the Company.

*  
The XBRL Instance Document and Cover Page Interactive Data File do not appear in the Interactive Data File because their XBRL tags are embedded
within the Inline XBRL document.

**  Submitted electronically with the Report.

Item 16. Form 10-K Summary

None.
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

 

 INNERWORKINGS, INC.
   
 By: / S /    RICHARD S. STODDART
  Richard S. Stoddart
 Title: Chief Executive Officer and
  President

 
KNOWN BY ALL PERSONS BY THESE PRESENTS, that the individuals whose signatures appear below hereby constitute and appoint Richard

S. Stoddart and Donald W. Pearson and each of them severally, as his or her true and lawful attorneys-in-fact and agents with full power of substitution and
resubstitution for him or her and in his or her name, place and stead in any and all capacities to sign any and all amendments to this Annual Report on Form
10-K and to file the same, with all exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission, granting
unto said attorneys-in-fact and agents, full power and authority to do or perform each and every act and thing requisite and necessary to be done in
connection therewith, as fully to all intents and purposes as he or she might or could do in person, hereby ratifying and confirming all that said attorneys-in-
fact and agents or any of them or of his substitute or substitutes, may lawfully do to cause to be done by virtue hereof. 

 
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed below by the following persons on

behalf of the registrant and in the capacities and on the dates indicated. 
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Signature  Title  Date

     
/ S /    RICHARD S. STODDART  President, Chief Executive Officer and Director  March 17, 2020

Richard S. Stoddart  (principal executive officer)   

     
/ S /    DONALD PEARSON  Chief Financial Officer (principal financial officer)  March 17, 2020

Donald W. Pearson     
     

/ S /    JOHN BOSSHART  Chief Accounting Officer (principal accounting officer)  March 17, 2020

John Bosshart     

*  Chairman of the Board  March 17, 2020

Jack M. Greenberg     
     

*  Director  March 17, 2020

Charles K. Bobrinskoy     
     
*  Director  March 17, 2020

Lindsay Y. Corby     

*  Director  March 17, 2020

David Fisher     
     
*  Director  March 17, 2020

Adam J. Gutstein     
     
*  Director  March 17, 2020

Julie M. Howard     

*  Director  March 17, 2020

Kirt P. Karros     

*  Director  March 17, 2020

Marc Zenner     

     

*By: /s/ Donald W. Pearson
 Donald W. Pearson, as attorney-in-fact
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Exhibit 4.3

DESCRIPTION OF THE REGISTRANT’S SECURITIES
REGISTERED PURSUANT TO SECTION 12 OF THE

SECURITIES EXCHANGE ACT OF 1934

The following summary of the capital stock of Innerworkings, Inc. does not purport to be complete and is qualified in its entirety by reference to our second
amended and restated certificate of incorporation (as amended, our “charter”), our second amended and restated bylaws (our “bylaws”, and together
with our charter, our “organizational documents”), each of which are incorporated by reference as an exhibit to the Annual Report on Form 10-K of which
this Exhibit is a part, and certain provisions of Delaware law. Unless the context requires otherwise, all references to “we”, “us,” “our” and
“Innerworkings” in this section refer solely to Innerworkings, Inc. and not to our subsidiaries.

General

Under our charter, our authorized capital stock consists of 200,000,000 shares of common stock, $0.0001 par value per share, and 5,000,000 shares of
preferred stock, $0.0001 par value per share. As of March 13, 2020, there were 52,142,896 shares of Innerworkings common stock outstanding and no
shares of Innerworkings preferred stock outstanding. All outstanding shares of Innerworkings common stock are duly authorized, validly issued, fully paid
and non-assessable.

Our common stock is listed on the Nadsaq Global Market under the symbol “INWK.”

Common Stock

Voting Rights. All shares of our common stock have identical rights and privileges. Holders of common stock are entitled to one vote for each share held on
all matters subject to a vote of stockholders, subject to the rights of holders of any outstanding preferred stock. Accordingly, holders of a majority of the
shares of common stock entitled to vote in any election of directors may elect all of the directors standing for election, subject to the rights of holders of
any outstanding preferred stock.

Dividend Rights. Holders of common stock will be entitled to receive ratably any dividends that the board of directors may declare out of funds legally
available therefor, subject to any preferential dividend rights of outstanding preferred stock.

Liquidation Rights. Upon our liquidation, dissolution or winding up, the holders of common stock will be entitled to receive ratably our net assets available
after the payment of all debts and other liabilities and subject to the prior rights of holders of any outstanding preferred stock.

Other. Holders of common stock have no preemptive, subscription, redemption or conversion rights. There are no redemption or sinking fund provisions
applicable to the common stock.

Preferred Stock 

We are authorized to issue 5,000,000 shares of preferred stock, which may be issued from time to time in one or more series upon authorization by the
board of directors. Our board of directors, without further approval of the stockholders, will be authorized to fix the number of shares constituting any
series, as well as the dividend rights and terms, conversion rights and terms, voting rights and terms, redemption rights and terms, liquidation preferences
and any other rights, preferences, privileges and restrictions applicable to each series of preferred stock. The issuance of preferred stock, while providing
flexibility in connection with possible acquisitions and other corporate purposes, could also adversely affect the voting power and dividend and liquidation
rights of the holders of common stock. The issuance of preferred stock could also, under certain circumstances, have the effect of making it more difficult
for a third party to acquire, or discouraging a third party from acquiring, a majority of our outstanding voting stock or otherwise adversely affect the market
price of our common stock. It is not possible to state the actual effect of the issuance of any shares of preferred stock on the rights of holders of common
stock until the board of directors determines the specific rights of that series of preferred stock.

You should refer to the certificate of designations establishing a particular series of preferred stock which will be filed with the Secretary of State of the
State of Delaware and the Securities and Exchange Commission in connection with any offering of preferred stock.

Each prospectus relating to a series of preferred stock may describe material U.S. federal income tax considerations applicable to the purchase, holding and
disposition of such series of preferred stock.

Provisions of the Certificate of Incorporation and Bylaws that May Have an Anti-Takeover Effect

Certain provisions in the charter and the bylaws, as well as Delaware General Corporation Law (the “DGCL”), may have the effect of discouraging
transactions that involve an actual or threatened change in control of Innerworkings. In addition, provisions of the charter, the bylaws and the DGCL may
be deemed to have an anti-takeover effect and may delay, deter or prevent a tender offer or takeover attempt that a stockholder might consider to be in its
best interests.



 

Special Meetings of Stockholders. The chairman of the board, the chief executive officer or the secretary pursuant to a resolution adopted by a majority of
directors then in office may call a special meeting of stockholders at any time and for any purpose, but no stockholder or other person may call any such
special meeting.

No Written Consent of Stockholders. Any action taken by our stockholders must be effected at a duly held meeting of stockholders and may not be effected
by the written consent of such stockholders.

Blank Check Preferred Stock. The charter contains provisions that permit our board of directors to issue, without any further vote or action by the
stockholders, up to 5,000,000 shares of preferred stock in one or more series and, with respect to each such series, to fix the number of shares constituting
the series and the designation of the series, the voting powers, if any, of the shares of the series, and the preferences and relative, participating, optional and
other special rights, if any, and any qualifications, limitations or restrictions, of the shares of such series. Such provisions could have the effect of
discouraging others from making tender offers or takeover attempts.

Advance Notice of Stockholder Action at a Meeting. Stockholders seeking to nominate directors or to bring business before a stockholder meeting must
comply with certain timing requirements and submit certain information to us in advance of such meeting.

Business Combinations. We are subject to the provisions of Section 203 of the DGCL. Subject to certain exceptions, Section 203 prohibits a publicly held
Delaware corporation from engaging in a business combination with an interested stockholder for a period of three years after the person becomes an
interested stockholder, unless the interested stockholder attained such status with the approval of the corporation’s board of directors or the business
combination is approved in a prescribed manner. A business combination includes, among other things, a merger or consolidation involving the corporation
and the interested stockholder and the sale of more than 10% of the corporation’s assets. In general, an interested stockholder is an entity or person
beneficially owning 15% or more of the corporation’s outstanding voting stock and any entity or person affiliated with or controlling or controlled by such
entity or person.

Forum Selection

Our bylaws provide that unless we consent in writing to the selection of an alternative forum, the Court of Chancery or, if the Court of Chancery lacks
jurisdiction, the federal district court for the District of Delaware unless said court lacks subject matter jurisdiction in which case, the Superior Court of the
State of Delaware) shall be the sole and exclusive forum for: (a) any derivative action or proceeding brought on behalf of Innerworkings, (b) any action
asserting a claim of breach of a fiduciary duty owed by any director, officer or other employee of Innerworkings to Innerworkings or Innerworkings’
stockholders, (c) any action asserting a claim arising under any provision of the DGCL, the charter or the bylaws or (d) any action asserting a claim
governed by the internal affairs doctrine, in each case subject to the Court of Chancery of the State of Delaware having personal jurisdiction over the
indispensable parties.

Elimination of Liability in Certain Circumstances

Our charter eliminates the liability of our directors to us or our stockholders for monetary damages resulting from breaches of their fiduciary duties as
directors. Directors remain liable for breaches of their duty of loyalty to us or our stockholders, as well as for acts or omissions not in good faith or that
involve intentional misconduct or a knowing violation of law, and transactions from which a director derives improper personal benefit. Our charter does
not absolve directors of liability for payment of dividends or stock purchases or redemptions by us in violation of Section 174 (or any successor provision)
of the DGCL.

The effect of this provision is to eliminate the personal liability of directors for monetary damages for actions involving a breach of their fiduciary duty of
care, including any such actions involving gross negligence. We do not believe that this provision eliminates the liability of our directors to us or our
stockholders for monetary damages under the federal securities laws. The charter and bylaws also provide indemnification for the benefit of our directors
and officers to the fullest extent permitted by the DGCL as it may be amended from time to time, including most circumstances under which
indemnification otherwise would be discretionary.

Transfer Agent and Registrar  

The transfer agent and registrar for our common stock is The Bank of New York.



Exhibit 10.27

RESTRICTED STOCK UNIT AWARD AGREEMENT

THIS RESTRICTED STOCK UNIT AWARD AGREEMENT (the “Agreement”), is made and entered into effective _________________
(the “Grant Date”), by and between InnerWorkings, Inc., a Delaware corporation (the “Company”), and _________________ (the “Participant”).

RECITALS

WHEREAS, the Company has adopted the InnerWorkings, Inc. 2006 Stock Incentive Plan, as amended (the “Plan”);

WHEREAS, pursuant to the Plan, the Company desires to grant to the Participant the Restricted Stock Units set forth in Section 2(a) below,
subject to certain restrictions set forth in this Agreement, effective as of the Grant Date; and

WHEREAS, the Board of Directors or Compensation Committee of the Board of Directors of the Company (the “Committee”) has duly made all
determinations necessary or appropriate to the grants hereunder.

NOW, THEREFORE, in consideration of the premises and the mutual covenants set forth in this Agreement and for other good and valuable
consideration, the receipt of which is hereby acknowledged, the parties agree as follows:

AGREEMENT

1. Definitions. Any capitalized term used in this Agreement that is not defined in this Agreement will have the same meaning given to it
in the Plan.

2. Grant of Restricted Stock Units; Vesting. Subject to the terms and conditions of the Plan, and the additional terms and conditions set
forth in this Agreement, the Company hereby grants to the Participant an Award of _________________ Restricted Stock Units. Each Restricted Stock
Unit is a notional amount that represents the right to receive one Share, subject to the terms and conditions of the Plan and this Agreement, if and when the
Restricted Stock Unit vests. The shares of Restricted Stock will vest on ________; provided that upon the Participant’s termination of Service for any
reason prior to the vesting date, all unvested Restricted Stock Units shall be cancelled and forfeited.

3. Transferability. The Restricted Stock Units granted hereunder may not be sold, assigned, transferred, exchanged, pledged,
hypothecated or otherwise encumbered.

4. Rights as a Stockholder. Except as otherwise provided in this Section 4, unless and until a Restricted Stock Unit has vested and the
Share underlying it has been distributed to the Participant, the Participant shall not have any rights as a stockholder with respect to any Shares covered by
the Restricted Stock Units. Notwithstanding the foregoing, if the Company declares a cash dividend on its Shares after the Grant Date, then on the payment
date of the dividend, the Participant will be credited with dividend equivalents equal to the amount of cash dividend per Share multiplied by the number of
Restricted Stock Units credited to the Participant through the record date. The dollar amount referred to in the preceding sentence will be credited to an
account (“Account”) established for the Participant for bookkeeping purposes only on the books of the Company. The balance in the Account will be
subject to the same terms regarding vesting and forfeiture as the Participant’s Restricted Stock Units awarded under this Agreement, and will be paid in
cash in a single sum at the time that the Shares associated with the Participant’s Restricted Stock Units are delivered (or forfeited at the time that the
Participant’s Restricted Stock Units are forfeited).

5. Delivery. Once a Restricted Stock Unit vests, the Participant will be entitled to receive a Share in its place. Delivery of the Share to the
Participant will be made as soon as administratively practicable after the date on which the associated Restricted Stock Unit vests in accordance with
Section 2. Shares will be credited to an account established for the benefit of the Participant with the Company’s administrative agent, and the Participant
will have full legal and beneficial ownership of the Shares at that time.

6. Taxes. The Participant agrees to determine and be responsible for all tax consequences to the Participant with respect to the Restricted
Stock Units.

7. Plan. The Participant hereby acknowledges receipt of a copy of the Plan. Notwithstanding any other provision of this Agreement, this
Award is granted pursuant to the Plan, as in effect on the date of the Agreement, and is subject to the terms and conditions of the Plan, as the same may be
amended from time to time; provided, however, that except as otherwise provided



by the Plan, no amendment to either the Plan or this Agreement will deprive the Participant, without the Participant’s consent, of the Award or of the
Participant’s rights under this Agreement. The interpretation and construction by the Committee of the Plan, this Agreement, the Restricted Stock Units,
and such rules and regulations as may be adopted by the Committee for the purpose of administering the Plan, will be final and binding upon the
Participant. In the event that the terms of this Agreement conflict with the terms of the Plan, the Plan shall control.

8. No Guarantee of Continued Service. Nothing in the Plan or in this Agreement shall interfere with or limit in any way the right of the
Company or an Affiliate thereof to terminate the Participant’s Service at any time or confer upon the Participant any right to continued Service.

9. Changes in Company’s Capital or Organizational Structure. The existence of the Restricted Stock Units shall not affect in any way
the right or authority of the Company or its shareholders to make or authorize any or all adjustments, recapitalizations, reorganizations or other changes in
the Company’s capital structure or its business, or any merger or consolidation of the Company, or any issue of preferred Shares ahead of or affecting the
Shares or the rights thereof, or the dissolution or liquidation of the Company, or any sale or transfer of all or any part of its assets or business, or any other
act or proceeding, whether of a similar character or otherwise.

10. Delays. In accordance with the terms of the Plan, the Company shall have the right to suspend or delay any time period prescribed in
this Agreement or in the Plan for any action if the Committee shall determine that the action may constitute a violation of any law or result in any liability
under any law to the Company, an Affiliate or a shareholder in the Company until such time as the action required or permitted will not constitute a
violation of law or result in liability to the Company, an Affiliate or a shareholder of the Company.

11. Governing Law; Construction. This Agreement and the Restricted Stock Units will be governed by, and construed and enforced in
accordance with, the laws of the State of Illinois without regard to conflicts of law principles. The jurisdiction and venue for any disputes arising under, or
any action brought to enforce (or otherwise relating to), this Agreement will be exclusively in the courts in the State of Illinois, Cook County, including the
Federal Courts located therein (should Federal jurisdiction exist). Common nouns and pronouns shall be deemed to refer to the masculine, feminine, neuter,
singular and plural, as the context requires.

12. Entire Agreement. This Agreement, together with the Plan and any other agreements incorporated herein by reference, constitutes the
entire obligation of the parties with respect to the subject matter of this Agreement and supersedes any prior written or oral expressions of intent or
understanding with respect to such subject matter.

13. Amendment. This Agreement may be amended as provided in the Plan.

14. Waiver; Cumulative Rights. The failure or delay of either party to require performance by the other party of any provision of this
Agreement will not affect its right to require performance of such provision unless and until such performance has been waived in writing. Each right under
this Agreement is cumulative and may be exercised in part or in whole from time to time.

15. Counterparts. This Agreement may be signed in two counterparts, each of which will be an original, but both of which will constitute
one and the same instrument.

16. Notices. Any notices required or permitted under this Agreement must be in writing and may be delivered personally or by mail,
postage prepaid, addressed to (a) the Company at InnerWorkings, Inc., 600 West Chicago Avenue, Suite 850, Chicago, IL 60654, Attention: Corporate
Secretary and (b) the Participant at the Participant’s address as shown on the Company’s payroll records, or to such other address as the Participant, by
notice to the Company, may designate in writing from time to time.

17. Headings. The headings in this Agreement are for reference purposes only and will not affect the meaning or interpretation of this
Agreement.

18. Severability. If any provision of this Agreement is for any reason held to be invalid or unenforceable, such invalidity or
unenforceability will not affect any other provision of this Agreement, and this Agreement will be construed as if such invalid or unenforceable provision
were omitted.

19. No Strict Construction. The language used in this Agreement will be deemed to be the language chosen by the parties to express
their mutual intent, and no rule of strict construction will be applied against any party.



20. Remedies. Each of the parties to this Agreement will be entitled to enforce its rights under this Agreement specifically, to recover
damages by reason of any breach of any provision of this Agreement, and to exercise all other rights existing in its favor. The Participant agrees and
acknowledges that money damages will not be an adequate remedy for any breach of the provisions of this Agreement and that the Company will be
entitled to specific performance and injunctive relief in order to enforce or prevent any violations of the provisions of this Agreement.

21. Successors and Assigns. This Agreement will inure to the benefit of and be binding upon each successor and assign of the Company.
All obligations imposed upon the Participant or a representative, and all rights granted to the Company under this Agreement, will be binding upon the
Participant’s or the representative’s heirs, legal representatives and successors.

[signature page follows]



IN WITNESS WHEREOF, the Company and the Participant have executed this Agreement as of the date first written above.

INNERWORKINGS, INC.:  PARTICIPANT:
       

By:    
Name:    
Title:  Name:  
       



Exhibit 21.1
 

Subsidiaries of InnerWorkings, Inc. 

Name of Subsidiary  Place of Formation
United States Subsidiaries   
DB Studios, Inc.  California
E-Corporate Printers, Inc.  Delaware
EYELEVEL, Inc.  Oregon
INWK EMEA, LLC  Delaware
INWK Holdings LLC  Delaware
InnerWorkings Luxembourg IP S.à r.l. LLC  Delaware
Print Systems, Inc.  Michigan
Screened Images, Inc.  New Jersey
Traderunner LLC  Delaware
   
Foreign Subsidiaries   
INWK Costa Rica S.A.  Costa Rica
INWK de El Salvador, S. de R.L. De C.V.  El Salvador
INWK de Guatemala S.A.  Guatemala
Cirqit De Honduras S. de R.L. De C.V.  Honduras
InnerWorkings Servicios, S.A.  Ecuador
Cirqit Servicios de Impresion S.A.  Chile
Innerworkings Servicios Ltda.  Chile
Eyelevel Distribution Services s.r.o.  Czech Republic
EYELEVEL Limited  Hong Kong
EYELEVEL, LLC  Russia
EYELEVEL Design Ltda  Brazil
EYELEVEL Sociedad de Responsibilidad Limitada de Capital Variable  Mexico
EYELEVEL Solutions Pty Ltd  Australia
EYELEVEL Solutions LTD.  United Kingdom
EYELEVEL s.r.o.  Czech Republic
EYELEVEL Xiamen Manufacturing  China
Taizhou Eyelevel Store Fixtures Co., Ltd.  China
Guangzhou InnerWorkings Trading Company Limited  China
Iconomedia Sarl  France
InnerWorkings Andina S.A.S.  Colombia
InnerWorkings IWARG S.A.  Argentina
InnerWorkings Asia Pacific Limited  Hong Kong
InnerWorkings Belgium SPRL/BVBA  Belgium
InnerWorkings Brasil Gerenciamento de Impressoes Ltda.  Brazil
InnerWorkings Canada, Inc.  Canada
InnerWorkings Comercio de Produtos de Marketing Ltda.  Brazil
InnerWorkings Deutschland GmbH  Germany
InnerWorkings Mena DMCC  Dubai
InnerWorkings EMEA Holdings LP  United Kingdom
InnerWorkings Europe Limited  United Kingdom



InnerWorkings France SAS  France
InnerWorkings Hellas M.I.K.E  Greece
InnerWorkings India Private Limited  India
InnerWorkings Instanbul Grafik, Reklam, Iletisim ve Matbaa Hizmetleri Ticaret Limited Sirketi  Turkey
InnerWorkings Iberica S.L.  Spain
InnerWorkings Italia S.R.L.  Italy
InnerWorkings Japan KK  Japan
InnerWorkings Korea Ltd.  South Korea
Innerworkings LATAM SA  Venezuela
InnerWorkings Latin America, S.L.  Spain
InnerWorkings Luxembourg IP S.à r.l.  Luxembourg
InnerWorkings Nederland BV  Netherlands
InnerWorkings (NI) Limited  Northern Ireland
InnerWorkings Peru S.A.C.  Peru
InnerWorkings Polska Spolka z Ograniczona Odpowiedzialnoscia  Poland
InnerWorkings Portugal, Unipessoal LDA  Portugal
InnerWorkings Rus LLC  Russia
InnerWorkings Singapore Private Limited  Singapore
InnerWorkings South Africa (Pty) Ltd.  South Africa
InnerWorkings Trading & Commerce (Shanghai) Co. Ltd.  China
InnerWorkings Turkey Baski Malzemeleri Ticaret Limited Şirketi  Turkey
InnerWorkings Europe Limited (Etrinsic Limited French Branch)  France
InnerWorkings Ukraine LLC  Ukraine
INWK Uruguay S.A.  Uruguay
INWK Mexico S de R.L. De C.V.  Mexico
INWK Panama S.A.  Panama
INWK Puerto Rico Inc.  Puerto Rico
INWK Republica Dominicana S.R.L.  Dominican Republic
InnerWorkings Switzerland GmbH  Switzerland
Merchandise Mania Limited  United Kingdom
PPA (International) Limited  Hong Kong
Professional Packaging Services Limited  United Kingdom
Traderunner Inc.  Puerto Rico
Xiamen Eyelevel Commercial Equipments Co., Ltd.  China
Xpando Media (Ireland) Ltd. d/b/a Innerworkings Ireland  Ireland



Exhibit 23.1
  

Consent of Independent Registered Public Accounting Firm
 

We consent to the incorporation by reference in the Registration Statements (Form S-8 Nos. 333-211883, 333-196759, 333-137173, 333-165363, 333-
175103, 333-183311 and 333-227294) pertaining to the InnerWorkings, Inc. 2006 Stock Incentive Plan, of our reports dated March 17, 2020, with respect
to the consolidated financial statements and schedule of InnerWorkings, Inc. and subsidiaries, and the effectiveness of internal control over financial
reporting of InnerWorkings, Inc. and subsidiaries included in this Annual Report (Form 10-K) for the year ended December 31, 2019.

/s/ Ernst & Young LLP

Chicago, Illinois
March 17, 2020



Exhibit 31.1
 

CERTIFICATION
 

I, Richard S. Stoddart, certify that:
 

1. I have reviewed this Annual Report on Form 10-K of InnerWorkings, Inc.;
 

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

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

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

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

 
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

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

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

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

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

control over financial reporting.
 

By:  / S /    RICHARD S. STODDART  
 Richard S. Stoddart  
 Chief Executive Officer  

 
Date: March 17, 2020

  



Exhibit 31.2
 

CERTIFICATION
 

I, Donald W. Pearson, certify that:
 

1. I have reviewed this Annual Report on Form 10-K of InnerWorkings, Inc.;
 

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

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

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

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

 
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

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

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

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

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

control over financial reporting.
 

By:  / S /    DONALD W. PEARSON  
 Donald W. Pearson  
 Chief Financial Officer  

 
Date: March 17, 2020

 



Exhibit 32.1
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Annual Report of InnerWorkings, Inc. (the “Company”) on Form 10-K for the period ending December 31, 2019, as filed

with the Securities and Exchange Commission on the date hereof (the “Report”), we, Richard S. Stoddart, Chief Executive Officer of the Company, and
Donald W. Pearson, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, to our knowledge, that:

 
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

 
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the

Company.
 

By: / S /    RICHARD S. STODDART  
 Richard S. Stoddart  
 Chief Executive Officer  
   

By: / S /    DONALD W. PEARSON  
 Donald W. Pearson  
 Chief Financial Officer  

 
Date: March 17, 2020

 


