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Item 2.02. Results of Operations and Financial Condition
 
On November 11, 2021, Outbrain Inc. (the “Company”) issued a press release and hosted an investor call to discuss its financial results for the quarter
ended September 30, 2021. The press release and transcript of our investor call are furnished as Exhibits 99.1 and 99.2 to this report, respectively.
 
Information furnished with Item 2.02, including Exhibits 99.1 and 99.2, shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by reference into
any other filing under the Securities Act of 1933, as amended, or the Exchange Act, except as expressly set forth by specific reference in such a filing.
 
Both in the press release and during the investor call, the Company references non-GAAP financial measures. A reconciliation of these non-GAAP
financial measures to the most directly comparable GAAP financial measures is included in the press release filed as an exhibit hereto.
 
Item 9.01. Financial Statements and Exhibits.
 
(d) Exhibits.
 
Exhibit No.  Description
   
99.1  Press Release, dated November 11, 2021.
   
99.2  Earnings Call Transcript dated November 11, 2021.
   
104  Cover Page Interactive Data File (embedded within the Inline XBRL document)
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EXHIBIT 99.1

Outbrain Announces Third Quarter 2021 Results

Record Revenues - increase of 34% year-over-year to $251 million
Gross profit and Ex-TAC gross profit growth of 44% and 40% year-over-year, respectively

Ex-TAC gross profit and Adjusted EBITDA above guidance; Raises full year outlook

NEW YORK, Nov. 11, 2021 (GLOBE NEWSWIRE) -- Outbrain Inc. (“Outbrain”) (Nasdaq: OB), a leading recommendation
platform for the open web, announced today financial results for the quarter ended September 30, 2021.

“We are happy to report our first full quarter as a public company beating guidance and delivering record topline performance
and strong profitability. The strong growth we are experiencing is a testament to the continued leadership of our platform and
technology, and healthy market conditions,” said David Kostman, Outbrain's Co-CEO.

“We are building products that drive meaningful value for our media partners and advertisers as reflected in our record
performance,” added Yaron Galai, Outbrain’s Co-Founder and Co-CEO. “At the same time, we continue to expand our long-term
investments in data science, innovation and quality, all of which position us well for the future. The focus on our core business is
paying off in our wins of new media partners and renewals of key partners.”

Third Quarter 2021 Key Financial Metrics:

 
Three Months Ended 

September 30,
Nine Months Ended 

September 30,
(in millions USD, % Change
approximate) 2021 2020 % Change 2021 2020 % Change
Revenue $250.8 $186.5 34% $726.0 $521.7 39%
Gross profit 60.3 41.9 44% 172.8 106.6 62%
Net income (loss) (53.9)* 2.5 NM (28.0)* (9.7) (190)%
Net cash provided by operating activities 36.2 5.7 535% 61.1 43.5 40%
Non-GAAP Financial Data       
Ex-TAC gross profit 68.1 48.6 40% 195.4 128.9 52%
Adjusted EBITDA 19.9 12.8 56% 65.0 20.1 224%
Adjusted net income (loss) 6.6 6.2 7% 33.7 (0.8) NM
Free cash flow 30.7 3.4 799% 49.8 35.6 40%

* Net loss includes one-time items of (pretax) (i) $42.0 million of charges related to exchange of senior notes upon IPO and (ii) $16.5 million of
incremental stock-based compensation expense, both of which were triggered and recognized in Q3 2021, as a result of the Company’s IPO.

Third Quarter 2021 Highlights:

Revenue increased 34% year over year to $250.8 million, compared to $186.5 million. Strong net revenue retention on
existing media partners1 drove increased revenues of $52 million or 28%, and approximately $12 million or 7% of
additional growth came from new media partners.

Gross profit increased 44% year over year to $60.3 million, compared to $41.9 million.

Ex-TAC gross profit increased 40% year over year to $68.1 million, compared to $48.6 million.

Net loss of $53.9 million compared to net income of $2.5 million in the prior year. The net loss included $58.5 million of
one-time expenses (pretax): (i) $42.0 million of charges related to the previously disclosed exchange of our senior notes
upon IPO, which was recorded in interest expense, and (ii) $16.5 million of one-time cumulative incremental stock-based
compensation expense for awards with an IPO performance condition, which was recorded in operating expenses.

Adjusted net income of $6.6 million compared to $6.2 million in the prior year.

Adjusted EBITDA increased by 56% to $19.9 million from $12.8 million in the prior year, primarily due to the increase in
Ex-TAC gross profit, partially offset by increased operating expenses as we continue to invest in growth.

Generated $36.2 million of net cash from operating activities and $30.7 million of free cash flow; cash and cash
equivalents were $482.4 million as of September 30, 2021.

During the third quarter of 2021, the Company raised $360 million. The Company completed the sale of $200 million
aggregate principal amount of the private notes. The Company also raised $160 million in gross proceeds from its IPO in
July. Upon completion of the IPO, the private notes were exchanged for $236 million of convertible notes, which is on the
balance sheet as of September 30, 2021.

Fourth Quarter 2021 Guidance



The following forward-looking statements reflect our expectations. For the fourth quarter ending December 31, 2021, we expect:

Ex-TAC gross profit of $74.5 million to $76.5 million
Adjusted EBITDA of $22.5 million to $23.5 million

For the full year ended December 31, 2021, we are increasing guidance to:

Ex-TAC gross profit of $269.9 million to $271.9 million
Adjusted EBITDA of $87.5 million to $88.5 million

The above measures are forward-looking non-GAAP financial measures for which a reconciliation to the most directly
comparable GAAP financial measure is not available without unreasonable efforts. See “Non-GAAP Financial Measures” below.

__________________________________________________________
1 We calculate media partner net revenue retention at the end of each quarter by starting with revenue generated on media
partners’ properties in the same period in the prior year, “Prior Period Retention Revenue.” We then calculate the revenue
generated on these same media partners’ properties in the current period, “Current Period Retention Revenue.” Current Period
Retention Revenue reflects any expansions within the media partner relationships, such as any additional placements or
properties on which we extend our recommendations, as well as contraction or attrition. Our media partner net revenue retention
in a quarter equals the Current Period Retention Revenue divided by the Prior Period Retention Revenue. These amounts exclude
certain revenue adjustments and revenue recognized on a net basis. New media partners are defined as those relationships in
which revenue was not generated in the prior year period, except for limited instances where residual revenue was generated on a
media partner’s properties. In such instances, the residual revenue would be excluded from net revenue retention above.

Conference Call and Webcast Information

Outbrain will host an investor conference call this morning, Thursday, November 11th at 8:30 am ET. Interested parties are
invited to listen to the conference call which can be accessed live by phone by dialing 1-877-407-9208, or for international
callers, 1-201-493-6784. A replay will be available two hours after the call and can be accessed by dialing 1-844-512-2921, or for
international callers, 1-412-317-6671. The passcode for the live call and the replay is 13723791. The replay will be available until
November 25, 2021. Interested investors and other parties may also listen to a simultaneous webcast of the conference call by
logging onto the Investors Relations section of the Company’s website at https://investors.outbrain.com. The online replay will be
available for a limited time shortly following the call.

Non-GAAP Financial Measures

In addition to GAAP performance measures, we use the following supplemental non-GAAP financial measures to evaluate our
business, measure our performance, identify trends and allocate our resources: Ex-TAC gross profit, Adjusted EBITDA, free cash
flow, and adjusted net income. These non-GAAP financial measures are defined and reconciled to the corresponding GAAP
measures. These non-GAAP financial measures are subject to significant limitations, including those we identify below. In
addition, other companies in our industry may define these measures differently, which may reduce their usefulness as
comparative measures. As a result, this information, should be considered as supplemental in nature and is not meant as a
substitute for revenue, gross profit, net income or cash flows from operating activities presented in accordance with U.S. GAAP.

The Company is also providing fourth quarter and full year 2021 guidance on a non-GAAP basis. These forward-looking non-
GAAP financial measures are calculated based on internal forecasts that omit certain amounts that would be included in GAAP
financial measures. The Company has not provided quantitative reconciliations of these forward-looking non-GAAP financial
measures to the most directly comparable GAAP financial measures because it is unable, without unreasonable effort, to predict
with reasonable certainty the occurrence or amount of all excluded items that may arise during the forward-looking period, which
can be dependent on future events that may not be reliably predicted. Such excluded items could be material to the reported
results individually or in the aggregate.

Ex-TAC Gross Profit

Ex-TAC gross profit is a non-GAAP financial measure. Gross profit is the most comparable GAAP measure. In calculating Ex-
TAC gross profit, we add back other cost of revenue to gross profit. Ex-TAC gross profit may fluctuate in the future due to
various factors, including, but not limited to, seasonality and changes in the number of media partners and advertisers, advertiser
demand or user engagements.

We present Ex-TAC gross profit, Adjusted EBITDA, and Adjusted EBITDA as a percentage of Ex-TAC gross profit because they
are key profitability measures used by our management and board of directors to understand and evaluate our operating
performance and trends, develop short-and long-term operational plans and make strategic decisions regarding the allocation of
capital. Accordingly, we believe that these measures provide information to investors and the market in understanding and
evaluating our operating results in the same manner as our management and board of directors. There are limitations on the use of
Ex-TAC gross profit in that traffic acquisition cost is a significant component of our total cost of revenue but not the only
component and, by definition, Ex-TAC gross profit presented for any period will be higher than gross profit for that period. A
potential limitation of this non-GAAP financial measure is that other companies, including companies in our industry, which
have a similar business, may define ex-TAC gross profit differently, which may make comparisons difficult. As a result, this



information, should be considered as supplemental in nature and is not meant as a substitute for revenue or gross profit presented
in accordance with U.S. GAAP.

Adjusted EBITDA

We define Adjusted EBITDA as net income (loss) before charges related to exchange of senior notes upon IPO; interest expense;
interest income and other income (expense), net; provision for income taxes; depreciation and amortization; stock-based
compensation, and other income or expenses that we do not consider indicative of our core operating performance, including but
not limited to, prior year merger and acquisition costs, certain IPO related costs, regulatory matter costs and a prior year tax
contingency. We present Adjusted EBITDA as a supplemental performance measure because we believe it facilitates operating
performance comparisons from period to period.

We believe that Adjusted EBITDA provides useful information to investors and others in understanding and evaluating our
operating results in the same manner as our management and board of directors. However, Adjusted EBITDA is a non-GAAP
financial measure and how we calculate Adjusted EBITDA is not necessarily comparable to non-GAAP information of other
companies. Adjusted EBITDA should be considered as a supplemental measure and should not be considered in isolation or as a
substitute or any measures of our financial performance that are calculated and reported in accordance with GAAP.

Adjusted Net Income

Adjusted net income (loss) is a non-GAAP financial measure, which is defined as net (loss) income excluding items that we do
not consider indicative of our core operating performance, including but not limited to, charges related to the exchange of senior
notes upon IPO, the cumulative incremental stock-based compensation expense impact for awards with an IPO performance
condition, prior year merger and acquisition costs, certain IPO related costs, regulatory matter costs and a prior year tax
contingency. We present adjusted net income (loss) as a supplemental performance measure because we believe it facilitates
performance comparisons from period to period. However, adjusted net income (loss) should not be considered in isolation or as
a substitute for net income (loss) reported in accordance with GAAP.

Free Cash Flow

Free cash flow is defined as cash flow from operating activities less capital expenditures and capitalized software development
costs. Free cash flow is a supplementary measure used by our management and board of directors to evaluate our ability to
generate cash and we believe it allows for a more complete analysis of our available cash flows.

Forward-Looking Statements

This press release contains forward-looking statements within the meaning of the federal securities laws, which statements
involve substantial risks and uncertainties. Forward-looking statements generally relate to possible or assumed future results of
our business, financial condition, results of operations, liquidity, plans and objectives. You can generally identify forward-looking
statements because they contain words such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “could,” “intends,”
“guidance,” “outlook,” “target,” “projects,” “contemplates,” “believes,” “estimates,” “predicts,” “potential” or “continue” or the
negative of these terms or other similar expressions that concern our expectations, strategy, plans or intentions. We have based
these forward-looking statements largely on our current expectations and projections regarding future events and trends that we
believe may affect our business, financial condition and results of operations. The outcome of the events described in these
forward-looking statements is subject to risks, uncertainties and other factors, including but not limited to: overall advertising
demand and traffic generated by our media partners; factors that affect advertising spending, such as economic downturns and
unexpected events; any failure of our recommendation engine to accurately predict user engagement, any deterioration in the
quality of our recommendations or failure to present interesting content to users or other factors which may cause us to
experience a decline in user engagement or loss of media partners; limits on our ability to collect, use and disclose data to deliver
advertisements; the effects of the ongoing and evolving COVID-19 pandemic, including the resulting global economic
uncertainty, and measures taken in response to the pandemic; our ability to continue to innovate, and adoption by our advertisers
and media partners of our expanding solutions; our ability to meet demands on our infrastructure and resources due to future
growth or otherwise; our ability to extend our reach into evolving digital media platforms; our ability to maintain and scale our
technology platform; our ability to grow our business and manage growth effectively; the success of our sales and marketing
investments, which may require significant investments and may involve long sales cycles; the risk that our research and
development efforts may not meet the demands of a rapidly evolving technology market; the loss of one or more of our large
media partners, and our ability to expand our advertiser and media partner relationships; our ability to compete effectively against
current and future competitors; failures or loss of the hardware, software and infrastructure on which we rely, or security
breaches; our ability to maintain our profitability despite quarterly fluctuations in our results, whether due to seasonality, large
cyclical events, or other causes; political and regulatory risks in the various markets in which we operate; the challenges of
compliance with differing and changing regulatory requirements; and the risks described in the section entitled “Risk Factors”
and elsewhere in the Quarterly Report on Form 10-Q filed for the quarter ended June 30, 2021 and in subsequent reports filed
with the SEC. Accordingly, you should not rely upon forward-looking statements as predictions of future events. We cannot
assure you that the results, events and circumstances reflected in the forward-looking statements will be achieved or occur, and
actual results, events or circumstances could differ materially from those projected in the forward-looking statements. We
undertake no obligation to update any forward-looking statement to reflect events or circumstances after the date on which the
statement is made or to reflect the occurrence of unanticipated events. We do not assume any obligation to update any forward-
looking statements, whether as a result of new information, future events or otherwise, except as required by law.



About Outbrain

Outbrain (Nasdaq: OB) is a leading recommendation platform for the open web. Our technology enables 10 billion daily
recommendations to consumers across more than 7,000 online properties and connects advertisers to these audiences to grow
their business. Founded in 2006, Outbrain is headquartered in New York with offices in 18 cities worldwide.

Media Contact
press@outbrain.com

Investor Relations Contact
IR@outbrain.com
(332) 205-8999

OUTBRAIN INC.
Condensed Consolidated Statements of Operations

(In thousands)

  
Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2021  2020  2021  2020
  (Unaudited)
Revenue  $ 250,784   $ 186,510   $ 725,961   $ 521,704  

Cost of revenue:         
Traffic acquisition costs   182,669    137,866    530,606    392,812  
Other cost of revenue   7,846    6,771    22,555    22,292  

Total cost of revenue   190,515    144,637    553,161    415,104  
Gross profit   60,269    41,873    172,800    106,600  
Operating expenses:         

Research and development*   10,659    6,867    27,561    20,752  
Sales and marketing*   26,047    17,476    67,101    55,587  
General and administrative*   29,979    13,909    52,619    35,858  

Total operating expenses*   66,685    38,252    147,281    112,197  
(Loss) income from operations   (6,416 )   3,621    25,519    (5,597 )
Other (expense) income, net:         

Charges related to exchange of senior notes upon
IPO   (42,049 )   —   (42,049 )   — 
Interest expense   (1,656 )   (196 )   (2,015 )   (627 )
Interest income and other income (expense), net   1,218    (878 )   (1,978 )   (322 )

Total other (expense) income, net   (42,487 )   (1,074 )   (46,042 )   (949 )
(Loss) income before provision for income taxes   (48,903 )   2,547    (20,523 )   (6,546 )
Provision for income taxes   5,003    6    7,436    3,106  
Net (loss) income  $ (53,906 )  $ 2,541   $ (27,959 )  $ (9,652 )
         
Weighted average shares outstanding:         

Basic   47,859,056    16,846,853    27,645,471    16,747,054  
Diluted   47,859,056    19,460,110    27,645,471    16,747,054  

         
Net (loss) income per common share:         

Basic   ($1.13 )   $0.06    ($1.01 )   ($0.58 )
Diluted   ($1.13 )   $0.05    ($1.01 )   ($0.58 )

* The three months and nine months ended September 30, 2021 included approximately $16.5 million of expense triggered by our IPO as it relates to
incremental stock based compensation costs recognized for awards with an IPO performance condition. These amounts are included under operating
expenses within research and development ($1.2 million), sales and marketing ($4.2 million) and general and administrative ($11.1 million).

OUTBRAIN INC.
Condensed Consolidated Balance Sheets

(In thousands, except for number of shares and par value)

  
September 30,

2021  
December 31,

2020



  (Unaudited)
ASSETS     
CURRENT ASSETS:     

Cash and cash equivalents  $ 482,447   $ 93,641  
Accounts receivable, net of allowances  161,325   165,449  
Prepaid expenses and other current assets  27,734   18,326  

Total current assets  671,506   277,416  
Property, equipment and capitalized software, net  24,782   24,756  
Intangible assets, net  6,704   9,812  
Goodwill  32,881   32,881  
Other assets  11,471   11,621  

TOTAL ASSETS  $ 747,344   $ 356,486  
LIABILITIES, CONVERTIBLE PREFERRED STOCK AND
STOCKHOLDERS’ EQUITY (DEFICIT)     
CURRENT LIABILITIES:     

Accounts payable  $ 139,208   $ 118,491  
Accrued compensation and benefits  22,081   23,000  
Accrued and other current liabilities  104,066   109,747  
Deferred revenue  5,462   5,512  

Total current liabilities  270,817   256,750  
Long-term debt  236,000   — 
Other liabilities  15,963   17,105  

TOTAL LIABILITIES  $ 522,780   $ 273,855  
     
Convertible preferred stock, par value of $0.001 per share — 100,000,000 shares
authorized and no shares outstanding as of September 30, 2021, and 27,766,563
shares authorized and 27,652,449 of Series A, B, C, D, E, F, G and H outstanding
as of December 31, 2020.  —  162,444  
STOCKHOLDERS’ EQUITY (DEFICIT):     
Common stock, par value of $0.001 per share — 1,000,000,000 shares authorized
and 55,467,215 shares outstanding as of September 30, 2021, and 65,183,785
shares authorized and 17,158,802 shares issued and outstanding as of
December 31, 2020.  55   17  

Additional paid-in capital  426,030   92,705  
Accumulated other comprehensive loss  (5,317 )  (4,290 )
Accumulated deficit  (196,204 )  (168,245 )

TOTAL STOCKHOLDERS’ EQUITY (DEFICIT)  224,564   (79,813 )
TOTAL LIABILITIES, CONVERTIBLE PREFERRED STOCK AND
STOCKHOLDERS’ EQUITY (DEFICIT)  $ 747,344   $ 356,486  

OUTBRAIN INC.
Condensed Consolidated Statements of Cash Flows

(In thousands)

  
Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2021  2020  2021  2020
  (Unaudited)
CASH FLOWS FROM OPERATING
ACTIVITIES:         
Net (loss) income  $ (53,906 )  $ 2,541   $ (27,959 )  $ (9,652 )
Adjustments to reconcile net (loss) income to net
cash provided by operating activities:         

Charges related to exchange of senior notes upon
IPO  42,049   —  42,049   — 
Depreciation and amortization of property and
equipment  1,783   1,692   5,068   5,094  
Amortization of capitalized software
development costs  2,149   1,928   6,241   5,555  
Amortization of intangible assets  869   1,003   2,687   3,404  
Stock-based compensation  18,448   874   21,396   2,732  



Provision for doubtful accounts  805   197   2,190   1,325  
Deferred income taxes  (316 )  (197 )  (918 )  (418 )
Other  (1,213 )  87   2,002   (2,517 )

Changes in operating assets and liabilities:         
Accounts receivable  4,454   (18,773 )  602   18,600  
Prepaid expenses and other current assets  (5,821 )  (794 )  (10,386 )  (1,735 )
Other assets  274   10   (191 )  (1,484 )
Accounts payable  8,850   16,933   21,230   15,116  
Accrued and other current liabilities  17,487   (58 )  (3,714 )  5,835  
Deferred revenue  38   (50 )  31   887  
Other  266   329   749   783  

Net cash provided by operating activities  36,216   5,722   61,077   43,525  
         
CASH FLOWS FROM INVESTING
ACTIVITIES:         

Purchases of property and equipment  (3,209 )  (93 )  (3,885 )  (1,268 )
Capitalized software development costs  (2,345 )  (2,218 )  (7,434 )  (6,686 )
Proceeds from sale of assets  —  —  —  1,117  
Other  (10 )  (1 )  (41 )  (31 )

Net cash used in investing activities  (5,564 )  (2,312 )  (11,360 )  (6,868 )
         
CASH FLOWS FROM FINANCING
ACTIVITIES:         

Proceeds from IPO issuance of common stock,
net of underwriting costs  148,800   —  148,800   — 
Payment of initial public offering transaction
costs  (3,695 )  —  (3,695 )  — 
Proceeds from issuance of debt  200,000   —  200,000   — 
Payment of deferred financing costs  (5,573 )  —  (6,067 )  — 
Proceeds from borrowings on revolving credit
facility  —  —  —  10,000  
Principal repayments under revolving credit
facility  —  (10,000 )  —  (10,000 )
Proceeds from exercise of stock options and
warrants  2,785   37   4,327   442  
Principal payments on capital obligation
arrangements  (1,049 )  (1,083 )  (3,322 )  (3,689 )

Net cash provided by (used in) financing
activities  341,268   (11,046 )  340,043   (3,247 )

         
Effect of exchange rate changes  (817 )  2,180   (978 )  868  

         
Net increase (decrease) in cash, cash equivalents
and restricted cash  $ 371,103   $ (5,456 )  $ 388,782   $ 34,278  
Cash, cash equivalents and restricted cash —
Beginning  111,746   89,716   94,067   49,982  
Cash, cash equivalents and restricted cash —
Ending  $ 482,849   $ 84,260   $ 482,849   $ 84,260  

OUTBRAIN INC.
Non-GAAP Reconciliations

(In thousands)

The following table presents the reconciliation of Gross profit to Ex-TAC Gross Profit, for the periods presented:

 
Three Months Ended

September 30,  
Nine Months Ended

September 30,
 2021  2020  2021  2020

Revenue  $ 250,784   $ 186,510   $ 725,961   $ 521,704  
Traffic acquisition costs  (182,669 )  (137,866 )  (530,606 )  (392,812 )
Other cost of revenue  (7,846 )  (6,771 )  (22,555 )  (22,292 )



Gross profit  60,269   41,873   172,800   106,600  
Other cost of revenue  7,846   6,771   22,555   22,292  

Ex-TAC Gross Profit  $ 68,115   $ 48,644   $ 195,355   $ 128,892  

The following table presents the reconciliation of net (loss) income to Adjusted EBITDA, for the periods presented:

 
Three Months Ended

September 30,  
Nine Months Ended

September 30,
 2021  2020  2021  2020

Net (loss) income  $ (53,906 )  $ 2,541   $ (27,959 )  $ (9,652 )
Charges related to exchange of senior notes upon
IPO  42,049    —   42,049   — 
Interest expense and other income (expense), net  438    1,074   3,993   949  
Provision for income taxes  5,003    6   7,436   3,106  
Depreciation and amortization  4,801    4,623   13,996   14,053  
Stock-based compensation  18,448    874   21,396   2,732  
Regulatory matter costs  2,663    —   3,810   — 
Merger and acquisition, IPO costs(1)  361    3,643   300   11,192  
Tax contingency(2)  —   —   —  (2,297 )

Adjusted EBITDA  $ 19,857   $ 12,761   $ 65,021   $ 20,083  

Adjusted EBITDA as % of Ex-TAC Gross Profit   29.2%   26.2%   33.3%   15.6%

The following table presents the reconciliation of net (loss) income to adjusted net income (loss), for the periods presented:

 
Three Months Ended 

September 30,  
Nine Months Ended

September 30,
 2021  2020  2021  2020

Net (loss) income  $ (53,906 )  $ 2,541   $ (27,959 )  $ (9,652 )
Adjustments:         

Charges related to exchange of senior notes upon
IPO  42,049   —  42,049   — 
Stock-based compensation (3)  16,468   —  16,468   — 
Regulatory matter costs  2,663   —  3,810   — 
Merger and acquisition, IPO costs (1)  361   3,643   300   11,192  
Tax contingency (2)  —  —  —  (2,297 )

Total adjustments, before tax  61,541   3,643   62,627   8,895  
Income tax effect  (1,014 )  (3 )  (1,010 )  (51 )

Total adjustments, after tax  60,527   3,640   61,617   8,844  
Adjusted net income (loss)  $ 6,621   $ 6,181   $ 33,658   $ (808 )

(1) Primarily includes transaction-related costs in connection with our acquisition of Ligatus GmbH (“Ligatus”)™ in April 2019, costs related to our
terminated merger with Taboola.com Ltd. (“Taboola”), and costs related to our initial public offering.
(2) Reflects a reversal of a tax contingency recorded within operating expenses in 2019 and a corresponding charge to income tax expense in 2020, net of
foreign exchange impact.
(3) Reflects the one-time cumulative incremental stock-based compensation expense impact for awards with an IPO performance condition.

The following table presents the reconciliation of net cash provided by operating activities to free cash flow, for the periods
presented:

  
Three Months Ended

September 30,  
Nine Months Ended

September 30,
  2021  2020  2021  2020
Net cash provided by operating activities  $ 36,216   $ 5,722   $ 61,077   $ 43,525  
Purchases of property and equipment  (3,209 )  (93 )  (3,885 )  (1,268 )
Capitalized software development costs  (2,345 )  (2,218 )  (7,434 )  (6,686 )
Free cash flow  $ 30,662   $ 3,411   $ 49,758   $ 35,571  
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Presentation
 
Operator
 
Good morning, and welcome to Outbrain Third Quarter 2021 Earnings Conference Call. Today's call is being recorded, and we have allocated an hour for
prepared remarks and Q&A.
 
At this time, I'd like to turn the conference over to Jason Kiviat. Please go ahead.
 
Jason Kiviat - Sr. Director, FP&A and Investor Relations, Outbrain Inc.
 
Good morning, and thank you for joining us on today's conference call to discuss Outbrain's third quarter 2021 results. Joining me on the call today we
have Outbrain's Co-Founder and Co-CEO, Yaron Galai; Co-CEO, David Kostman; and CFO, Elise Garofalo.
 
During this conference call, management will make forward-looking statements based on current expectations and assumptions, these statements are
subject to risks and uncertainties and they cause actual results to differ materially from our forward-looking statements. These risk factors are discussed in
detail in our Form 10-Q for the quarter ended June 30, 2021 filed with the Securities and Exchange Commission as updated in our subsequent reports filed
with the commission.
 
Forward-looking statements speak only as of the calls original days, and we do not undertake any duty to update any such statement. Today's presentation
also includes references to non-GAAP financial measures. If you refer to the information contained in the company's third quarter earnings release for
definitional information and reconciliations of non-GAAP measures for the comparable GAAP financial measures. Our earnings release can be found on
our IR website, investors.outbrain.com under news and events.
 

 



 
With that, let me turn the call over to Yaron.
 
Yaron Galai - Co-Founder, Co-Chief Executive Officer, Outbrain Inc.
 
Thanks, Jason. We're very excited with our Q3 results, which exceeded the high end of our guidance on the key metrics. We achieved this while staying
very focused on our core business. David and Elise will cover our results in more detail shortly.
 
Over the past quarter, we had the opportunity to meet with the large number of investors. Based on the feedback and questions we got in those meetings, I
want to talk today about three themes that came up from several investors. First, Outbrain's place in the broader AdTech Ecosystem; second, quality of
recommendations; and third, the impact of privacy changes like those in iOS14.
 
Kicking off with the first topic, where does Outbrain sit in the AdTech Ecosystem? We view ourselves as an operating system of sorts for publishers and
other media owners that currently monetize through ads. How is an operating system different from most of AdTech? Here are a few ways to think about it.
 
First, AdTech occupies leading placements on the page. In contrast, Outbrain typically powers the entirety of the media owner's team on all of their pages,
videos, and apps. Second, AdTech typically bids for each ad placement and only serves the ad if they win that particular bid. In contrast, the Outbrain has
typically chosen as the exclusive fee partner for two to three years at a time. Our top 20 partners have been using us for seven years on average, giving us
strong predictability and visibility.
 
Third, AdTech's sole value to the media owner is in the payment they make for each ad they serve. In contrast, Outbrain delivers significant value to the
media owner on top of the ad monetization. For example, about half of the links we serve on publishers are what's called organic links, pointing to other
stories and other videos within the same publisher. Those do not currently generate any direct revenue for us, but they do generate significant value for our
partners, which is a big reason of why Outbrain is so sticky with them.
 
An even better example is the products called audience campaigns. This product, which is part of our operating system for media owners, allows them to
use their feed real estate for driving their company's diverse business goals. For example, they can use audience campaign to drive more user subscriptions
or to hit their commitments to brands for sponsored content viewership.
 
To summarize, while we generate our revenues like Facebook and Google via ad monetization the characteristics of our business are very different for most
of AdTech. We powered the entirety of the media owner's feed, we do it for multiple years not leaving impressions, and we deliver to our partners
significantly more value than just the ad themselves. Our focus has always been on how we can deliver at the most added value to media owners with
products like audience campaigns that's an area we plan to focus on even more in this future.
 

 



 
The second topic, I want to talk about is quality. A few months ago, we announced our most significant algorithmic effort in recent years with the new
algorithm called QualityRating. As the name applies, this algorithm change is focused on quality of the ads and recommendations. There are two main
reasons we're investing in this new algorithm.
 
First, we believe that our three constituencies, media owners, advertisers and users will all benefit from the improved quality of the recommendations in the
feed. Specifically, brand advertisers have been indicating that they would increase their spend on Outbrain powered feeds as the quality of recommendation
improves.
 
Second, we view this as a potential driver of yield growth by expanding the reach of users who engage with Outbrain recommendations. Historically, our
algorithms have been very tuned from maximizing user engagement and they did so by giving the most consideration to actual engagements or clicks,
while hardly giving any algorithmic attention to those silent audiences who don't tend to -- on recommendations, but those silent audiences are roughly
95% of those exposed to Outbrain recommendation. And it's a huge yield opportunity for us to be able to better address even a small percent of those.
 
We're currently working with two major U.S. publishers on the launch of the first days of QualityRating. This is the ground work for soliciting quality
signals from about a third of their desktop users. When we announced QualityRating, we said that we will gradually roll this out well into next year in order
to allow media owners and advertisers to adjust to the changes and ensure their expected ROI from Outbrain is not negatively impacted during the
transition, like they sometimes experience when Google or Facebook made algorithmic changes. We will obviously keep updating on this area in future
calls.
 
Another topic relating to quality is the placement of the feed. There's this common myth what you hear often about, ads above the fold being of naturally
high quality and therefore more desirable, while ads at the bottom of page are viewed as less desirable. The reason we chose to focus in our early days so
intensely on the end of the article placement is that it's actually in our view among the best real estate from a user engagement point of view.
 
At the top of the page, we have found that most users ignore all the ads. Outbrain is primarily a CPC or Cost-Per-Click based company, and just like
Google Search on most of our ads we only earn money when the user finds it interesting enough to click and engage with the ad. Cost-Per-Click is the
model that typically delivers the best return on ad spent for advertisers. When said, expanding into new placements on the page is an exciting incremental
growth opportunity that we are pursuing as it is valuable to deepen our relationships with publishers and have a diverse inventory for different advertiser
needs. David will talk more about this.
 
In the long run, we believe it's more likely for high engagement partners like Outbrain to expand to other placements like mid-article, than it is for low or
no engagement companies to expand into content recommendations.
 

 



 
The third and final topic, I'll cover is that could be deaffrication and [indiscernible] in the iOS ecosystem. Now, we've all seen the massive hit the
companies like SNAP and Facebook have taken in their mobile ad revenues due to the changes made by Apple. What's important to understand is that
those companies that were hardest hit for those whose monetization have been primarily within the native iOS ad environment.
 
We believe that Outbrain is very well positioned for these changes, while two-thirds of our business is mobile, only about 4% of our revenue is generated
within iOS native app environments. In addition, we've always relied on our contextual targeting capabilities in the first-party data that we have from
powering the feeds on so many premium publishers.
 
Both contextual and first-party data are proving to be very effective. Companies like Facebook rely heavily on PII, Personally Identifiable Information to
profile users and then retarget those users with ads across different apps. Outbrain has no PII and has never had any. And therefore, our contextual and
other technologies that do not rely on things like IBFA have been able to nicely compensate on yields for whatever impact it may have had.
 
As our industry is a very dynamic one to constantly pose new opportunities for us, I will keep updating you on topics such as privacy, quality in other areas
where we see exciting opportunities.
 
And with that, I'd like to hand things over to David who will cover our Q3 results.
 
David Kostman - Co-Chief Executive Officer, Outbrain Inc.
 
Thank you, Yaron. As you can see, we experience very strong growth in Q3. Exceeding the high end of our guidance range on both Ex-TAC gross profit
and adjusted EBITDA. Revenue grew 34% year-over-year to $251 million. Ex-TAC gross profit increased 40% year-over-year to $68million, and we
continued to demonstrate strong operating leverage delivering adjusted EBITDA of $20 million. Our superior growth rate over the last 12 months and in
Q3, which is entirely organic is a clear testament of our market leadership.
 
I'll provide some color on our Q3 results by touching on several of the key technology and business drivers. Let's start with the media owner side. As a
reminder, we grow by renewing and expanding our business with existing partners and by adding new partners. We had a great quarter on these two fronts.
 
Our net revenue retention of 128% in the quarter continue the trend we have experienced over the last 12 months and demonstrate the superior
monetization we deliver to our existing partner. In Q3, our top five media owner partners, which includes one non-inclusive partner, experienced actually
meaningfully higher growth than our company, which delivered 34% total growth.
 
The focus on our core business is paying off in our wins of new media partners and renewals of key partners. We added over a 100 new digital properties in
Q3. Some examples of premium media groups win from competition on Grupo Abril in Brazil, Pijper Media in The Netherlands, [indiscernible] in Austria,
and the Spun in the U.S.
 

 



 
We also had a very strong renewal cycle of existing publishers, including renewal of multi-year agreements with key partners such as Altice in Europe and
Wise Media in the U.S. One of the key factors for both retention and new business wins is the continued growth in yield. A key driver for that is our smart
logic technology. As a reminder, this is our dynamic optimization technology that takes our feed to the next level. Historically, recommendation feeds had a
significant component of manual business decisions such as the decision when and where to serve video, what percent of ad and organic content to serve to
each user, et cetera.
 
Outbrain's smart logic is a breakthrough, which evolve those manual business decisions into AI driven dynamic decisions. For example, in a pre-smart
logic feed and manual business decision to serve 30% videos would mean that 100% of the users will see 30% of videos. With smart logic technology, we
dynamically optimize for showing more videos to those users who like video most, while minimizing it for those who are unlikely to engage with it. Smart
logic has many more dynamic optimization elements and we believe we'll continue to support our leadership in the market.
 
We have also been gaining greater shows inventory with our partners with growth in mid-artic replacement. We are leveraging our media partner strategic
relationships to secure incremental inventory, either to exclusive arrangement or to programmatic bidding. Some of our partners which like touch
placement include Group 9 in Australia, Funke in Germany, IDG, and many other. These placements are more desirable for video brand awareness and
other types of advertising. We've seen a bad company revenue growth rates on mid-artic replacement, so this still represents only few percent of our
revenue mix.
 
Lastly, on the media owner side, we're also seeing the [indiscernible] effort around small and medium publishers increasing focus on servicing the larger
partners in the local region, while ensuring the media partners transferred to the hub received adequate attention towards revenue optimization. We more
than doubled the average RPM from these partners once they move to the hub.
 
Moving on to the demand of advertiser side, where our focus is on scaling advertisers by continuously improving our AI based return on expense solution
and adding workflow automations to drive campaign efficiency. Here are two examples. First, for Conversion Bid Strategy or CBS, we saw continued
customer adoption. As a reminder, CBS is the machine learning based conversion optimization engine we first introduced to market a couple of years ago
and continues to evolve. It drives higher growth for our advertisers and has made a real difference for them, including brands and e-commerce buyers
driving higher performance, more efficient running of campaign, resulting in increased budgets for us.
 
Second, we launched an AI based product, which allows advertisers to optimize specifically towards the engagement goals. By connecting the first-party
data such as Google Analytics to our platforms, this solution allows advertisers to optimize towards goals such as time on side, number of pages, bounce
rate, and other leveraging the marketers own first-party data.
 

 



 
We also continue to see success with advertisers to expanding our formats and placement. As an example, video increased to approximately 9% of our
revenue in Q3 growing faster than other formats. We expect to continue to invest in our video offering such as our key product and see it as an area of
strategic growth.
 
I want to highlight that in the last 12 months, 53 out of the Top 100 of the Forbes List of the World's Most Valuable Brands spend directly with us on our
platform. We believe and also getting feedback from our media owner partner that we provide a higher quality experience on the property, due to the fact
that we focus on premium brand and direct relationships with advertisers, especially on the e-commerce side.
 
In summary, we're excited about the product and technology investments we are making, and the growth opportunities ahead of us. We're encouraged by
positive secular market trend. We continue to see a shift of advertising dollars to digital and to the Open Web following consumers increasing queues of
digital channel.
 
We expect this to lead to more advertisers, higher budgets, and also higher pricing. For media owners outside of the walled garden, they continue to focus
on being the authentic providers of news and information, and are focusing on leveraging their first-party to offer better targeting for advertisers in an
environment that is less impacted by IDFA continues to adjust for cookie less world.
 
We plan to continue to be focused on our core value proposition and we expect all this trends to continue to provide us with strong tailwind. I'll now hand it
over to our CFO, Elise.
 
Elise Garofalo - Chief Financial Officer, Outbrain Inc.
 
Thanks, David. We delivered another quarter of strong financial performance, beating both our Ex-TAC gross profit and EBITDA guidance in Q3. In
addition to the top line growth, the strength of operating leverage in our model is evident with a very healthy adjusted EBITDA margin at 29% of Ex-TAC
gross profit, even as we grow investment in our people and products to drive innovation.
 
Revenue grew 34% or $64 million to approximately $251 million year-over-year. Continued strengthen in net revenue retention of our existing supply base,
which as a reminder is equivalent to a same-store sales metric grew revenues approximately $52 million or 28% as we continue to drive value and
expansion for our media partners.
 
Consistent with prior periods, higher yields on our platform drove this growth. To put our net revenue retention in context, last quarter we touched upon the
multiple growth levers of our business and how they interconnect through technologies, supplies, and demands a compound platform growth.
 

 



 
The examples David gave today like smart logic, driving engagement, CBS driving advertiser growth and the growth of video overall are great
demonstrations of how we leverage our massive distribution asset to grow revenue and yields for our partner and ourselves.
 
Now, in addition to retention, we also grew by approximately $12 million or seven points as compared to Q3 2020 from the addition of new supply in the
quarter. Approximately half of this was driven by growth of new media environments and S&P.
 
Across revenue in total, we saw continued strength in mobile, which represented approximately 70% of total revenues in the third quarter, and
geographically, we continue to see strength globally. As a reminder, approximately 60% of our revenues are outside the U.S.
 
On Ex-TAC gross profit, which is the revenue we keep after paying traffic acquisition costs to our media partners, we increased $19 million or 40% year-
over-year to $68 million. Ex-TAC gross profit outpaced revenue growth due to favorable revenue mix in the quarter.
 
Moving to operating expenses, we saw an increase of $28 million to approximately $67 million in the third quarter, approximately $16.5 million or more
than half of the $28 million increase is non-recurring and was triggered by our IPOs as it relates to incremental stock based compensation expense for
awards with an IPO performance condition.
 
Excluding this one-time impact, operating expenses increased approximately $12 million, primarily from higher personnel related costs, reflecting
continued investment in our global team, adding over 100 people particularly in the R&D and sales organizations, as well as higher incentive comp in the
period.
 
In addition this year, we have higher costs associated with becoming public and are seeing higher marketing T&E and facility expenses as activity
gradually comes back to more normal operations versus the post-COVID lows of 2020.
 
Adjusted EBITDA, our key measure of profitability increased 56% year-over-year to approximately $20 million this quarter, as the yield improvements
we've delivered on our platforms benefited the bottom line even with our continued investment in the business. And just a final comment on the P&L, in
addition to the IPO triggered stock based comp, we also had one-time charges of $42 million, related to the exchange of our senior notes upon IPO in July.
 
Moving to liquidity to recap Q3, we had $482 million of cash and cash equivalents on the balance sheet and $236 million of convertible debt at September
30. We raised significant capital in the third quarter, $200 million was raised from the sale of our public convertible notes for the Baupost Group, and our
IPO raised $160 million of gross proceeds.
 
Aside from capital market activity, we generated substantial free cash flow in the period of over $30 million. Free cash flow, which we defined as cash
provided from operating activity, less CapEx, and cap software was driven by EBITDA strength and positive working capital.
 

 



 
Also on liquidity, as disclosed in plans we announced our amended revolver. With the pending maturity of our existing facility, we amended and extended
to a new upside facility of $75 million with SVB. Nothing is currently drawn on that facility.
 
Last, turning to our guidance, our new raised full-year 2021 guidance is as follows: Ex-TAC gross profit up $269.9 million to $271.9 million or
approximately 39% growth year-over-year at the midpoint and adjusted EBITDA of $87.5 million to $88.5 million or approximately 114% growth year-
over-year at the midpoint, more than doubling last year and representing a very healthy 32% to 33% EBITDA to Ex-TAC margins.
 
For the fourth quarter, we expect Ex-TAC gross profit of $74.5 million to $76.5 million or approximately 15% growth year-over-year at the midpoint, and
an adjusted EBITDA of $22.5 million to $23.5 million or approximately 9% growth year-over-year at the midpoint.
 
That concludes our prepared remarks. I'd like to turn it back to the operator to open the line for Q&A.
 
Operator
 
Thank you. At this time, we will be conducting a question-and-answer session. [Operator Instructions] Our first question comes from the line of Shweta
Khajuria with Evercore ISI. Please proceed with your question.
 
Q: Okay. Thank you. Let me try two, please. Yaron, can you please, so you talked about IDFA, you did not see, the company did not see meaningful impact
or headwinds from IDFA. Could you please remind us of cookie depreciation that maybe a big topic next year as we approach 2023 and how should we
think about potential in that? Have you tried an environment where you don't use cookies and are you seeing any meaningful impact? And then the second
question is on verticals, would you please talk about what you saw across advertising verticals for retail, travel, auto any particular areas of strength or
weakness? Thank you.
 
Yaron Galai - Co-Founder, Co-Chief Executive Officer, Outbrain Inc.
 
Thanks, Shweta. So, Yaron here. I'll take the first question and maybe David will take the second one. In regards to IDFA, you asked if there is any
environment where we tried, where we experimented without third-party cookies and there are for couple of years, there have been no third-party cookies
allowed on Firefox and on Safari. And the results we're seeing now are after two years of third-party cookies not being available on those places.
 
IDFA is a very similar mechanism to third-party cookie. So, we think we're in a very good position from two different angles. So, the first one is contextual.
Just to remind myself and a team of Outbrainers who have pioneered the space of contextual targeting about 20 years ago, and it's a core of what we've
been doing at Outbrain since the first day.
 
So we're seeing really the strength of contextual capabilities in our results this quarter. And second is the vast amount of first-party data that we have.
Again, we power the entirety of feed for the media owners and publishers that we partner with. That gives us a tremendous insight into all the engagement,
the user engagements, both on ads, but also on the organic recommendations.
 

 



 
All that drives first-party data for us, which again is immune to some of the changes with the cookies that we're talking about. The last point, I'll just
mention, I did mention it in the prepared remarks. We are a major, mostly mobile company. So, about two-thirds of our business is mobile, but where the
IDFA and HT changes are most significant and we saw that from other companies reporting is in the native iOS app environments.
 
And those are about 4% of our business, so it's not really as meaningful as Mobile Web, Android, and other places, but again contextual and first-party data
are key strengths for us. David?
 
David Kostman - Co-Chief Executive Officer, Outbrain Inc.
 
Hey, Shweta. Thanks, Yaron. I'll address the show of the vertical. So, of course, I would say that the overall demand continues to be very strong. I mean,
the shift to digital and to measurable outcomes, we continue to see that in the strong tailwind.
 
We particularly, we have a wide variety of advertiser types. We work with enterprise brands, agencies and developers direct-to-consumer brands publishers.
So, we are following the global supply chain issues. And as an example, we've seen some automotive budgets temporarily tightening in Q3 and Q4.
 
But due to our diversity, it has not has any material impact on our financial and we see continued strength in verticals like health, entertainment, finance,
and others.
 
Q: Okay. Thanks, Yaron. Thanks, David.
 
Operator
 
Thank you. Our next question comes from the line of Ross Sandler with Barclays. Please proceed with your question.
 
Q: Hey, guys, morning. Yaron, the comment about brands spending more budget with you guys, if you improve the quality score algorithm was pretty
interesting, can you just elaborate on how that might work and what you're doing before versus what you're going to do in the future? And could that be a
big revenue driver next year? Is that more just a long-term thing? And then, David, the video 9% of revenue in the third quarter under indexes to some of
your peers who have much higher valuations than you guys, is there a way to get more video placements from your publishers or is there something about
news publishers that just maybe have less video inventory than the overall industry, any way to get more into that swim lane? Thanks a lot.
 

 



 
Yaron Galai - Co-Founder, Co-Chief Executive Officer, Outbrain Inc.
 
Thanks, Ross. Yaron, here. So, there are two main reasons where we're focusing the investments on the QualityRating algorithms, both again I think are
interesting yield and growth opportunities for us down the road. So, the first one is, being able to address more of that time and majority of users and all the
algorithmic efforts in recent years for us have been really focused on most engaged users and on the highest engagement signals.
 
So, we take those signals like clicks and engagements with videos and build the algorithms around those. Those are kind of very high fidelity signals from
users. What QualityRating has focused on is, on those 95% or so of users that are not engaging with our brand recommendations and we think there's a
tremendous opportunity to increase the reach and the percent of audience that actually engages with our recommendations and generates yield for us.
 
The second is, I think and these are big industry trends, hope the bigger brands. Our focus more on brand safe environment and the high quality premium
environments and talking to many of them, including the one we work with they're saying, if we can make more of those placements be more appealing for
them on quality and the premium they'll be looking to spend more. And so, QualityRating is really -- we think a big opportunity for us for growth on both
those areas brands and increasing the reach of our engagement with more users.
 
David Kostman - Co-Chief Executive Officer, Outbrain Inc.
 
Hi, Ross, it's David, and so thanks for your questions, great question. So, we are very excited about video generally. Today, it's about 9% to 10% of our
revenues it's been growing very fast for us, faster than our core, but we think there is much more opportunity out there. So, we're continuing to invest in it.
 
So, in the dimension of the current publishers, we believe that sort of the in-article placements and above the full placements are a better suited for that. So,
I mentioned I think in the prepared remarks that many publishers that we're working on whether it's programmatic or to exclusive deals on getting those
placements that are more targeted brand awareness and we're also looking quite aggressively into expanding into potentially other platforms. So, video is a
big area of focus for, and I think we'll see continued growth in video for us both with publishers and looking into other platforms.
 
Operator
 
Thank you. Our next question comes from the line of Andrew Boone with JMP Securities. Please proceed with your question.
 
Q: Hi, guys. Good morning and thanks for taking the questions. I've got two just on, kind of the competitive nature. One on the advertiser side. So as
pricing has been reportedly up across social networks, can you talk about what sort of spillover you're seeing in terms of new advertisers coming into the
platform? And then it's great to see revenue from existing publishers up 28%. I have to think that makes you more competitive within the new publisher
addition side of the business. And so, as you know guys reported, I think 100 ads this quarter, 100 ads last quarter. Do you think momentum is increasing
there, can we see that start to accelerate even further as your product initiatives are driving yield for publishers? Thank you so much.
 

 



 
David Kostman - Co-Chief Executive Officer, Outbrain Inc.
 
Andrew, it's David, and thanks for the question. So, I'll start with the second part. On the publishers side, we are seeing very strong momentum both on the
new wins and current discussions we're having with the publishers and in terms of increasing the yields for our current partners. We've seen the numbers. I
mean, this is a very strong continued net retention rate of 128% is a great number, and it is coming from continuous improvement in technology improving
the yield growing within those publishers, real estate to more placement. And so, I think yes, and we are enjoying a good momentum and again we're going
to obviously be announcing some good partnerships during the quarter, those that are relevant.
 
On the advertisers' side, I mean pricing is on pressure. I mean, we've also experienced higher prices in our network. So, that's also part of the increasing
yield that you see, but I think we do provide a very strong alternative and we see more advertisers that are being -- won't take priced out, but I think have
more available budgets to spend on our platform rather than on some of the world gardens, but also now our platform I think the increased demand is
driving higher prices.
 
Q: Thank you.
 
Operator
 
Our next question comes from the line of Laura Martin with Needham. Please proceed with your question.
 
Q: Hi, guys. Good morning. So, I'm interested in your 2022 outlook sort of on a macro level. In terms of autos and supply chain, do you think that by
second half, we're going to get a step-up in overall advertising in the macro environment interested in your macro outlook? And then secondly, one of the
things that - was talking about on his call, the trader call was that. He things that CTV specifically tilts the balance of power away from walled gardens into
sort of open internet AdTech and I'm sort of interested in that thematic, I know you guys don't do CTV, but thematically do you also agree with that, but do
you think there are things going on in the ecosystem that will benefit, sort of open internet competitors like yourself, compared to walled gardens, which
has taken the lion's share of digital ad growth for the last decade?
 
Elise Garofalo - Chief Financial Officer, Outbrain Inc.
 
Okay. Hi, Laura. Good morning and thanks for joining. I'll take maybe the twenty two context and then hand it back over to partners here for CTV. And as
it relates to ‘22, and you're right, we haven't put anything out in the public domain, but I think broadly speaking, we do believe that the secular shifts we are
seeing are here to stay, advertising recovery remains very strong, and we do believe that our daily -- as our daily routines become more increasingly
normal, there's still more demand strength on the comps.
 

 



 
As David referred to earlier, we see a little bit of what we see a temporary softening in some of those verticals, but we think that's really minor relative to
the increasing budgets both within those softer verticals, but also travel and entertainment and others that we think there's much more on the comp for us.
 
In terms of timing, I think second half next year probably makes more sense than early this year as you continue to see deferrals and delays and what our
new norm becomes, but broadly we see a very strong advertising market and we think again, there's more on to come next year. Yaron, I think you're
muted.
 
Yaron Galai - Co-Founder, Co-Chief Executive Officer, Outbrain Inc.
Yes. That is a good point. Thanks. Hi, Laura. Yaron here. So, I think the broader theme and your second question is around the walled gardens versus the
non-walled gardens, whether it's the open web or CTV environment? And I think the big shift that we're seeing at this point is say, after coming after about
a decade of the walled gardens basically owning the best datasets and being able to use that dataset across different apps, different browsers, different
devices with almost no limitations.
 
I think what we're seeing now is the battle of the walled gardens are the platforms like Apple and Google saying that's coming to an end and we're now
going to start capping that ability to take PII and use it across the apps and different devices. And obviously, advertisers historically, if we look historically,
they've never taken barriers like that and okay, now we'll advertise less.
 
Historically, as we've seen in the past two decades, more and more budgets move to digital and it's just a growing piece of advertising. And so, we do think
that with those limitations coming on the ability to use PII and move it between devices and apps, and we're seeing the biggest pain probably in the
Facebook and Snap areas. We do think that the OpenWeb is going to benefit significantly from this.
 
And the OpenWeb historically has a tremendous amount of context. And first-party data, first-party of data did not have big advantages in the past because
third-party data was so easy to use, but now that value is coming back to the publishers that own a tremendous amount of first-party data and to their
biggest partners that are deeply embedded with those publishers. So, we think those trends in the industry are very positive for the OpenWeb in general and
for in particular.
 
Q: Very helpful. Thank you very much.
 
Operator
 
Our next question comes from the line of Brent Thill with Jefferies. Please proceed with your question.
 
Q: Good morning. 60% of the revenue I believe is international, it'd be great kind of hear how that's trending versus the U.S. And also, I think you don't
break out their customer count, but I think last quarter you mentioned 20,000 plus, I was curious if that number was growing, any change in terms of the
total absolute customer ads this quarter?
 

 



 
Elise Garofalo - Chief Financial Officer, Outbrain Inc.
 
Good morning, Brent. Just looking at our international profile that try to reiterate around 60% outside of the U.S., and it continues to outpace the U.S.
growth as it has all year. We see that outside the U.S. there was more pressure last year, so some of that higher outpacing that we saw in half one is to a
lesser degree and half two, but we continue to see international outpacing the U.S.
 
On the advertiser front, I mean, we typically will disclose that on an annual basis, mainly because quarter-to-quarter it can vary, but absolutely fair to say
consistent with what you're seeing in the overall strength of the results that year-over-year our advertiser count has increased.
 
What we are seeing I think as a product of our tools and David mentioned CBS and many of the things we talked about over the many months is on top of
growing the account, we're also deepening the spend or the share of wallet with our partners. So, we see growth on both dimensions.
 
Q: Thank you.
 
Operator
 
Our final question comes from the line of Nick Jones with Citi. Please proceed with your question.
 
Q: Great, Thanks for taking the questions. I guess two -- you mentioned some softening and some verticals, is this kind of tied to supply chain constraints
and certain kind of e-com verticals or broadly? Is that the right way to think about how kind of the softness's in verticals may improve into next year? Then
I have a follow-up.
 
David Kostman - Co-Chief Executive Officer, Outbrain Inc.
 
Nick, maybe I'll take it. It's David. So, we have not experienced in our business the softness we've seen some budget for example in automotive, being
temporarily shifting, but when you look at the overall diversity of our advertiser base and the -- not just the verticals, but also the type of advertisers it has
impacted us. We continue to see strength in other verticals like health, entertainment, travel, financing. So, we've seen no impact on it. I mean, we've seen
numbers shifting, but no impact on the business at all. But generally, the trends of the shift to digital and to measurable outcomes and the variety that we
have really I think we don't see that as impacting that.
 
Q: Great. And then maybe on click-through rate, I know that's kind of a focus is to improve click-through rates, you're talking about what kind of
investments you might be making, kind of do the rest of year into next year to continue to drive that higher, is there still quite a bit of runway to improve
that? Thanks.
 

 



 
Elise Garofalo - Chief Financial Officer, Outbrain Inc.
 
Yaron, I think you're having… Yes. No. You are unmuted, but it sound [Multiple Speakers].
 
Yaron Galai - Co-Founder, Co-Chief Executive Officer, Outbrain Inc.
 
Sorry. Okay. Nick. I need to improve my unmuting skills, but thanks Nick for the question. Yaron here. So, click-through rate is definitely a big area of
investment for us since we started the company. It's basically a user engagement business and being able to drive that over the years is very important for
us.
 
We think there is still tremendous opportunities again about as we said a few times about 95% of the audiences that we already reached they are the
Outbrain recommendations are not currently engaging or clicking on the recommendation. So we think there's tremendous opportunity to grow and engage
a broader audience that's a big reason we're investing in the QualityRating algorithm. Again, that algorithm is -- we think it's going to benefit all users, but
most specifically taking those implicit quality signals from users from both engagers and non-engagers and making the recommendations more relevant
and interesting for those. We think that's a great opportunity.
 
One way to think about the opportunities we have on click-through rate is, when we look at the organic recommendations, about half of the links that we
served are organic recommendations to a publishers own content, and the click-through rates we've been seeing on organic recommendations are generally
about double the ones we're seeing on the paid recommendations.
 
So, no big heroic deeds, we know, we can -- the doubling the click-through rate is something that's already happening within our recommendations.
Obviously, organic and ads are slightly different, but it's, we think those are realms of possibilities and we're definitely investing more technology in
algorithms for that.
 
Q: Great. Thank you.
 
Operator
 
Ladies and gentlemen, we have reached the end of the question-and-answer session. I will now turn the call over to Yaron Galai for closing remarks.
 
Yaron Galai - Co-Founder, Co-Chief Executive Officer, Outbrain Inc.
 
Thank you. We're very excited with the growth that we've had over the past quarter, as you can see in our results, and this is a result of focusing on
execution and on excellence in our core business, which is very exciting for us. We'll keep updating obviously on the things in our dynamic industry and on
changes where we see great opportunities and we hope to see you all in the next quarter. Thanks.
 

 



 
Operator
 
This concludes today's conference, and you may disconnect your lines at this time. Thank you for your participation and have a wonderful day.
 
Forward-Looking Statements
 
This transcript contains forward-looking statements within the meaning of the federal securities laws, which statements involve
substantial risks and uncertainties. Forward-looking statements generally relate to possible or assumed future results of our
business, financial condition, results of operations, liquidity, plans and objectives. You can generally identify forward-looking
statements because they contain words such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “could,” “intends,”
“guidance,” “outlook,” “target,” “projects,” “contemplates,” “believes,” “estimates,” “predicts,” “potential” or “continue” or the
negative of these terms or other similar expressions that concern our expectations, strategy, plans or intentions. We have based
these forward-looking statements largely on our current expectations and projections regarding future events and trends that we
believe may affect our business, financial condition and results of operations. The outcome of the events described in these
forward-looking statements is subject to risks, uncertainties and other factors, including but not limited to: overall advertising
demand and traffic generated by our media partners; factors that affect advertising spending, such as economic downturns and
unexpected events; any failure of our recommendation engine to accurately predict user engagement, any deterioration in the
quality of our recommendations or failure to present interesting content to users or other factors which may cause us to
experience a decline in user engagement or loss of media partners; limits on our ability to collect, use and disclose data to deliver
advertisements; the effects of the ongoing and evolving COVID-19 pandemic, including the resulting global economic
uncertainty, and measures taken in response to the pandemic; our ability to continue to innovate, and adoption by our advertisers
and media partners of our expanding solutions; our ability to meet demands on our infrastructure and resources due to future
growth or otherwise; our ability to extend our reach into evolving digital media platforms; our ability to maintain and scale our
technology platform; our ability to grow our business and manage growth effectively; the success of our sales and marketing
investments, which may require significant investments and may involve long sales cycles; the risk that our research and
development efforts may not meet the demands of a rapidly evolving technology market; the loss of one or more of our large
media partners, and our ability to expand our advertiser and media partner relationships; our ability to compete effectively against
current and future competitors; failures or loss of the hardware, software and infrastructure on which we rely, or security
breaches; our ability to maintain our profitability despite quarterly fluctuations in our results, whether due to seasonality, large
cyclical events, or other causes; political and regulatory risks in the various markets in which we operate; the challenges of
compliance with differing and changing regulatory requirements; and the risks described in the section entitled “Risk Factors”
and elsewhere in the Quarterly Report on Form 10-Q filed for the quarter ended June 30, 2021 and in subsequent reports filed
with the SEC. Accordingly, you should not rely upon forward-looking statements as predictions of future events. We cannot
assure you that the results, events and circumstances reflected in the forward-looking statements will be achieved or occur, and
actual results, events or circumstances could differ materially from those projected in the forward-looking statements. We
undertake no obligation to update any forward-looking statement to reflect events or circumstances after the date on which the
statement is made or to reflect the occurrence of unanticipated events. We do not assume any obligation to update any forward-
looking statements, whether as a result of new information, future events or otherwise, except as required by law.
 
 
 

 


