
Investor Letter
Second Quarter Fiscal Year 2021
November 5, 2020



22Q FY21

In the second quarter we announced the release of a reimagined New Relic 
One platform, marking the most important quarter for New Relic since our 
founding 12 years ago. With this new approach, we are asking our customers 
and prospects to think differently about Observability, from what they should 
expect in terms of visibility across the software stack in a unified experience, 
to eliminating price as a barrier to adoption. We are confident in our strategy 
and we will continue, with feedback and guidance from our customers, to 
refine our tactics through the remainder of FY21. As a company we are well 
aware of our current market position, but we are even more aware of our 
potential. There are no quick fixes, and as a business, we are investing in the 
long term success of the business.   

Revenue was $166.1 million in the second quarter compared to  
revenue of $145.8 million in the second quarter of the prior year, 
representing growth of 14%. Revenue was above the guidance of 
between $163 million–$164 million that we provided in our earnings 
press release for the first quarter of FY21.

In the second quarter, GAAP loss from operations was ($42.9)  
million and non-GAAP loss from operations1 was ($5.3) million.  
Non-GAAP income from operations was below the guidance of  
between ($3) million–$0 primarily due to significant growth in  
data ingest during our free entitlement offer, and opportunistic 
investments in our transition to the public cloud. The majority of this 
spend is reflected in the sequential decreases in our gross margins. 

Business Update
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1Refer to the accompanying financial tables for further details and a reconciliation of the non-GAAP measures presented to the most directly comparable GAAP measures.
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ARR was $648.6 million at the end of the second quarter compared 
to ARR of $590.7 million in the second quarter of the prior year,  
representing growth of 10%. ARR was in line with the guidance of  
between $648 million–$652 million that we provided in our earnings 
press release for the first quarter of FY21. We believe growth in ARR 
was impacted by our decision to offer our existing customers on legacy 
pricing unlimited full use of our product through the end of 2020. 
The conscious decision to drive awareness and adoption with a “try it 
before you buy it” program had the expected effect of slowing down 
sales cycles, a trade-off we were willing to make. The incremental 
growth we are seeing in data ingest and users gives us conviction 
that this is a good investment.

Dollar-based net retention rate was 98% in the second quarter com-
pared to 112% in the second quarter of the prior year, and 100% in 
the first quarter of FY21. Incremental ARR from our installed base is 
understated in the near term due to our promotional entitlements. 
And while there are many drivers of churn that are within our control 
and improving, we continue to see a meaningful impact from the 
COVID-19 pandemic on our ability to renew contracts with customers  
in our installed base that are in economically sensitive sectors including  
travel, transportation and hospitality.  

Remaining performance obligations as of the end of the second 
quarter were $602.3 million compared to $465.1 million in the year 
ago quarter and $634.7 million in the prior quarter. This is consistent 
with historical seasonality.  
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New Relic’s goal is to help engineers responsible for building, deploying and 
operating software do their jobs faster, more easily and more efficiently.  
To say that a lot has changed since our founding would be a profound  
understatement, but what hasn’t changed is our core mission: to instrument, 
measure and improve the internet to help our customers create more  
perfect software, experiences and businesses.

When we first announced New Relic One last year, we began a journey to reimagine what we 
offer customers from the ground up, starting with the user experience and extending to how 
customers do business with us. A major component of our strategy is a renewed commitment to 
developers at a grassroots level by providing a robust free tier to encourage usage and adoption, 
as well as furthering our support of key open source projects like Prometheus and OpenTelemetry. 

In the second quarter, we announced the launch of a reimagined New Relic One with the following  
design principles:

A single source of truth for all operational data (Metrics, Events, Logs, and Traces)

Comprehensive visibility across the software stack in one unified experience

AI and Machine learning-driven capabilities to detect anomalies and extract insights 
in real time and at petabyte scale

Extensibility so customer and third-party developers can build applications and  
connectors to add functionality, creating an ecosystem of developers and partners

Dear New Relic  
Stockholders,
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To help our customers get the best value from our offerings, we also changed our pricing model 
because we believe that other vendors in the observability space create a financial disincentive 
for teams to instrument all of their applications and infrastructure, fundamentally undermining 
the desire for holistic visibility that drives teams to consider these solutions in the first place.  

New Relic One is a new approach, one predicated on a connected, real-time view of the entirety 
of an organization’s operational data from one central data store.

Embracing Software Engineers
A driving force behind New Relic One was recommitting to the development community and high-
lighting the developer experience at the heart of everything we do by open sourcing our agents, 
embracing Prometheus and Grafana, and giving away the most generous free product in the  
Observability space. Coupled with a pricing model that doesn’t tax success, we have demonstrated 
our commitment to helping developers achieve their goals. We are giving developers unique and 
compelling reasons to come to, or in some cases, come back to New Relic. 

We believe we have the right product in market with the right pricing to accelerate demand and 
continue to grow the market for observability by helping more software developers execute on 
our mission: to instrument, measure and improve the internet to help our customers create 
more perfect software, experiences and businesses.

Three SKUs Simplify the Purchasing Process

Observability 
Platform

Full-Stack Observability
Analyze and troubleshoot problems easily 
across your entire software stack

Applied Intelligence
Automatically detect anomalies, 
correlate issues, and reduce alert noise

Telemetry Data Platform
Ingest, visualize, and alert on all of 
your telemetry data in one place
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Telemetry Data Platform (TDP) offers users one place to collect, explore, and alert on all metrics, 
events, logs, and traces from any source in an open and unified telemetry database. 

Out-of-the-box integrations with open source tools including Prometheus and Grafana eliminate 
the cost and complexity of managing additional data stores. At the heart of the TDP is New Relic 
Database (NRDB), our powerful telemetry database offering median query response times in 50 
milliseconds, with 99% of response times in under two seconds. 

Pricing:

Basic users get platform access to ingest, query, and dashboard telemetry data at $0 per user

Free up to 100 GB/month

$0.25 per GB ingested beyond free limit

New Relic
Telemetry Data Platform
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Full-Stack Observability (FSO) lets users easily visualize and troubleshoot their entire software 
stack in one connected experience built atop the TDP, providing the correlation, workflow and 
visualizations necessary for understanding system health in context—from logs, infrastructure, 
applications, and end-user experience data. 

Pricing:

Standard Pro Enterprise

One full-access user free (stan-
dard plan only):

$149 $99 per additional user/
month includes:

• APM, Infrastructure  
Monitoring, Digital  
Experience Monitoring, Logs, 
Serverless Monitoring, and 
more

• Up to 5 standard users

• Unlimited free basic users

• Community support

• Standard retention

• 10K Synthetics checks/month

Everything in Standard plus:

• SAML-based authentication

• Multiple accounts

• Technical support tickets and 
chat with SLA

• Virtual onboarding training

• New Relic Edge

• Product SLA

• Extended retention options

• Volume discounts

• 1M Synthetics checks/month

Everything in Standard and  
Pro plus:

• Automated User  
Management

• Technical support tickets, 
chat, phone, and Slack with 
enterprise SLA

• Designated technical  
account manager

• Required for FedRAMP

• 10M Synthetics checks/
month
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Applied Intelligence (AI) helps users detect, understand, and resolve incidents faster with powerful 
data science and machine learning techniques. Applied Intelligence automatically detects and  
explains anomalies before they become incidents, reduces alert fatigue by correlating related 
alerts, and diagnoses problems by enriching incidents with context, so users can get to the root 
cause of incidents faster.  

Pricing:

Proactive Detection: First 100 million app transactions per month free, $0.25 per million app  
transactions beyond

Incident Intelligence: First 1,000 incident events per month free, $0.50 per incident event beyond
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The Launch of New Relic One
We relaunched New Relic One on July 30, and moved to the new pricing model in mid-August. As 
a company, we are so grateful to the many New Relic teams that stepped up to do some of their 
best work even as the COVID-19 pandemic was creating unique challenges all around them. Given 
the significant changes we made to the product and the pricing model, we expected customers to 
provide us feedback quickly and honestly, and we were not disappointed. 

Our overall takeaway from having New Relic One in market for three months is that we are on 
target strategically with the product and the pricing model, and now we have to execute on 
iterative improvements and enhancements to meet and surpass our customers’ expectations. 
Our customers have shared their perspectives with our product teams, and clear roadmaps have 
been built based on their feedback. Our sales teams have been working with customers and  
prospects to familiarize them with our new pricing models and capabilities, and we’ve been 
flexible when we’ve needed to be to ensure we were prioritizing our customers’ needs ahead of 
our own short term results. We are learning quickly from the market reaction to New Relic One 
and will continue to adapt in the second half of our fiscal year as we strive to achieve our internal 
sales and product goals.
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Progress Against Our Sales Goals in the Second Quarter FY21
We continue to execute against the 3/3/4/4 framework we laid out for investors last fall. The 
first “3” is three quarters to diagnose our situation and recommend a go-forward strategy, which 
ended at the end of the first quarter with the reimagined New Relic One. The second “3” is three 
quarters to execute and refine the tactics supporting the strategy, and that is where we are now 
and where we will be through the end of this fiscal year. The two “4”s are the two years post 
strategy creation and tactics refinement where we will strive to return to market growth rates on 
a path to $1.0 billion in revenue.

AWS Agreement  In the second quarter, we 
signed a broad-based partnership with Amazon 
Web Services. The agreement provides AWS 
customers considering an observability solution 
a seamless purchasing experience with New Relic 
One, enables AWS customers to use New Relic 
One to easily monitor the performance of their 
applications in AWS, and allows them to pay for 
their New Relic One usage through the AWS Marketplace. We offer best-in-class support for a 
myriad of AWS services, from Amazon EKS and AWS Lambda through AWS Kinesis and Amazon 
Cloudwatch, so that customers can easily get their AWS data into New Relic One. Additionally, we 
have mutually committed to joint go-to-market activities designed to help customers accelerate 
their cloud journey.

Product Led Growth  Over the past six months, we have focused on making it easier for  
engineers to start using New Relic One and derive value in minutes. We have made significant 
investments in our first use experience including streamlining the sign-up to deploy flow, creating 
in-product assistance, and implementing self-serve billing to ensure that any engineer that wants 
to use New Relic can be completely self-sufficient. 
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Before we rolled out our 100GB/ month free tier, we were signing up approximately 550 customers  
per quarter at the $2K level, which is the approximate value of the free tier. Since the launch of 
Product Led Growth and the free tier, equivalent sign-ups are up over 10x.    

ARR  ARR was in line with our guidance, but still well below what we believe we are capable of. 
New Relic One is a different way of doing business for New Relic and a departure from the way 
our sales force has historically sold Observability. In order to make the transition easier for our 
installed base, we are offering our existing customers free entitlements to use as much New 
Relic One as they’d like, through the end of the calendar year. While this was a popular program 
as evidenced by the growth data and users we saw using the product in excess of their current 
agreements, it effectively slowed cycles and had a dampening impact on ARR in the quarter and 
we expect to see similar effects in 3Q.

With new sales and marketing leadership in place, we continue to train and motivate our go-to-
market organization on a new sales motion that leverages our unique approach to observability 
and pricing. With the majority of our sales opportunities coming up in the back half of our fiscal 
year, we are confident in our ability to return to sequential growth in ARR. 

Lost ARR  Churn continues to be an issue for New Relic, and was particularly frustrating in the 
second quarter as the confluence of one-time events and economic factors had an outsized impact  
on customer retention. We believe that approximately $8 million worth of churn in the quarter 
was explicitly due to some customers in the travel, transportation and hospitality sectors who 
continue to struggle in the current economic environment. Isolating for external economic factors,  
dollar churn was flattish sequentially and our newer programs designed to reduce normal churn 
are still in their early days, but are already bearing fruit. On an absolute basis, we expect churn 
to improve in the third quarter. Structurally, one of the design principles of New Relic One with  
regards to both the product and pricing is to minimize churn by encouraging use and discouraging  
pricing penalties and surprise bills for consumption in excess of initial expectations.  

Transition to the new pricing 
model  While it is still very early,  
we have been pleased with the 
market’s initial response to our new 
Annual Pool of Funds (APoF) contract  
model, which is a fundamental 
transition from a subscription to a 
consumption model. New Relic One 
went live on July 30, but the APoF 
contract model wasn’t available until 
mid-August. Given the magnitude of 
the pricing change, many customers 
simply didn’t have enough time to 
evaluate their deployments and  
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recalibrate their thinking to get their arms around the implications of paying for users versus 
hosts before their current contracts expired. These customers were allowed to renew on legacy 
pricing. Virtually all of our new customers bought on the APoF model once it became available 
in mid August, and for existing customers that renewed on the new model, we experienced an 
average uptick of about 15% in ARR. The majority of customers that renewed on the old model 
spent <$25K in ARR, and the majority of customers that spent >$100K in ARR renewed on the 
APoF model. 

The Annual Pool of Funds contract model asks customers to estimate the amount of data they will  
ingest into the TDP monthly, and the number of users they expect to use FSO monthly. Access 
to the TDP, exclusive of FSO, is free. We then take those expectations and come up with an  
annual pool of funds that gets burned down over the course of the year, based on consumption.  
Customers have visibility on how they are consuming relative to their contract. The ARR associated  
with the APoF is a minimum commitment, and the customer is charged for any usage in excess 
of the APoF after the entire commitment has been expended. It is still our expectation that the 
FSO/TDP mix will be about 70/30, but the model is too new to report on that metric reliably. 

In Summary
We have strong conviction that New Relic One is the right strategy for our customers and for our 
business and we are committed to making it a success. The feedback we have received from our 
customers and partners has been positive and constructive, and we are working hard to refine 
our tactics to make sure the world’s 20 million+ professional software engineers understand and 
believe we are working for them. We are motivated and energized to get New Relic back on top.  

Thank you for your continued interest in New Relic,
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All financial comparisons are on a year-over-year basis unless otherwise noted. Financial statement  
tables can be found at the end of this letter.

Second Quarter Results 

Second Quarter Fiscal Year 2021 Financial Highlights
• Revenue of $166.1 million, compared to $145.8 million for the second quarter of fiscal 2020.

• GAAP gross margin of 73%.

• Non-GAAP gross margin of 75%.

• GAAP loss from operations was $(42.9) million, compared to $(16.9) million for the second 
quarter of fiscal 2020.

• Non-GAAP loss from operations was $(5.3) million, compared to $11.2 million for the second 
quarter of fiscal 2020.

• GAAP net loss attributable to New Relic per basic share was $(0.79), compared to $(0.32)  
per basic share for the second quarter of fiscal 2020.

• Non-GAAP net loss attributable to New Relic per diluted share was $(0.07), compared to  
net income of $0.24 per diluted share for the second quarter of fiscal 2020.

• Cash provided by operating activities was $12.9 million and free cash flow was $5.3 million 
for the second quarter of fiscal 2021.

• Cash, cash equivalents and short-term investments were $840 million at the end of the  
second quarter of fiscal 2021, compared with $829 million at the end of the first quarter  
of fiscal 2021.

• Remaining performance obligations were $602.3 million at the end of the second quarter of 
fiscal 2021, compared with $634.7 million at the end of the first quarter of fiscal 2021.

Financial Discussion
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Key Operating Metrics*

Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20

1Q20 2Q20 3Q20 4Q20 1Q21 2Q21

ARR (in millions) $569.2 $590.7 $607.9 $642.4 $648.4 $648.6

Dollar-based net  
expansion rate

109% 112% 109% 116% 100% 98%

% ARR from Paid  
Business Accounts >$100K

70% 71% 72% 75% 76% 77%

Paid Business Accounts 
>$100K

881 908 927 995 1,025 1,039

*In the fourth quarter of fiscal 2020, we adjusted the way we define ARR to include partner revenue and revenue from support subscriptions.  This change results in immaterial dif-
ferences in the presentation of some numbers in the chart above compared to our disclosures in historical filings.  Please refer to our Annual Report on Form 10-K for the fiscal year 
ended March 31, 2020 for our definition of ARR and the differences between these disclosures.

Outlook

Third Quarter Fiscal 2021 Outlook
• Revenue between $163 million and $165 million, representing year-over-year growth  

of approximately 7%.

• Non-GAAP loss from operations of between $(9) million and $(11) million.

• Non-GAAP loss attributable to New Relic per diluted share between $(0.13) and $(0.17).

• ARR between $661 million and $663 million, representing year-over-year growth of  
approximately 9%, compared to $608 million as of December 31, 2019.
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Forward-Looking Statements

This investor letter contains “forward-looking” statements, as that term is defined under the federal securities 
laws. Any statement that refers to expectations, projections, targets or other characterizations of future events, 
including financial projections and future market conditions, is a forward-looking statement. Statements included 
in this investor letter that are forward-looking statements include but are not limited to statements regarding the 
value proposition behind the reimagined New Relic One platform, the potential competitive advantage gained 
by the a robust free tier, expectations that the reimagined New Relic One platform and simplified pricing model 
will accelerate demand, help New Relic return to sequential growth in ARR, and increase New Relic’s presence 
and standing in the observability market and developer community, and any expected increase in customer 
usage or adoption as a result of these changes. These forward-looking statements are based on our assumptions, 
expectations and beliefs as of the date of this investor letter and are subject to substantial risks, uncertainties, 
assumptions, and changes in circumstances that may cause our actual results, performance, or achievements to 
differ materially from those expressed or implied in any forward-looking statement. We assume no obligation and 
do not intend to update these forward-looking statements, except as required by law. For more information about 
factors that could affect New Relic’s financial and other results and the forward-looking statements in this investor 
letter, please refer to our November 5, 2020 press release, as well as the risks described in our filings with the 
Securities and Exchange Commission (“SEC”), including our Annual Report on Form 10-K and subsequent Quarterly 
Reports on Form 10-Q, particularly in the sections titled “Risk Factors” and “Management’s Discussion and Analysis 
of Financial Condition and Results of Operations.” 

Non-GAAP Financial Measures

This investor letter also contains certain non-GAAP financial measures as defined by SEC rules. These non-GAAP 
financial measures are in addition to, and not a substitute for or superior to, measures of financial performance 
prepared in accordance with GAAP. There are a number of limitations related to the use of these non-GAAP 
financial measures versus their nearest GAAP equivalents. For example, other companies may calculate non-GAAP 
financial measures differently or may use other measures to evaluate their performance, all of which could reduce 
the usefulness of our non-GAAP financial measures as tools for comparison. Please refer to our November 5, 2020 
press release for additional information as to why we believe these non-GAAP financial measures are useful to 
investors and others in assessing our operating performance. As required by Regulation G, we have provided 
a reconciliation of those measures to their most directly comparable GAAP measures, which is available in the 
appendix to this investor letter. However, we have not reconciled our expectations as to non-GAAP operating 
income (loss), non-GAAP earnings per share, non-GAAP gross margin, non-GAAP operating margin, non-GAAP 
expenses as a percentage of revenue, or free cash flow in future periods to their most directly comparable GAAP 
measure because certain items, namely stock-based compensation expense, lawsuit litigation cost and other 
expense, employer payroll taxes on equity incentive plans and gain or loss from lease modification, are out of our 
control or cannot be reasonably predicted. Accordingly, reconciliation is not available without unreasonable effort, 
although it is important to note that these factors could be material to our results computed in accordance with GAAP. 

Operating Metrics

New Relic’s monthly recurring revenue represents the revenue that New Relic would contractually expect to receive 
from those customers over the following month, including partner revenue or revenue from support subscriptions, 
without any increase or reduction in any of their subscriptions. 

Similarly, annual recurring revenue (“ARR”) represents the revenue New Relic would contractually expect to receive 
from those customers over the following 12-month period, including partner revenue or revenue from support 
subscriptions, without any increase or reduction in any of their contractual commitments. The net change New Relic 
reports in ARR reflects any increase in ARR from existing customers and new customers, which is referred to as 

“new ARR,” as well as any reduction in ARR from customers who reduced their spend or terminated their relationship 
with New Relic, which is referred to as “lost ARR.”
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For contracts entered into under the new pricing model announced on July 30, 2020, New Relic only recognizes 
as ARR the committed contractual amount for customers under the Annual Pool of Funds model; therefore, the 
definition of ARR would not include contracts under the Pay as You Go model. Meanwhile, ARR for contracts 
under Annual Pool of Funds is calculated as the original dollar commitment for the annual contract period, plus 
any incremental additional dollar commitments added during the term of the period. ARR is measured without 
reference or adjustments for historic data usage, and therefore excludes assumptions related to overage spend or 
expected or received overages above committed amounts.

New Relic’s dollar-based net expansion rate compares its recurring subscription revenue from customers from 
one period to the next. It is increased when customers increase their use of New Relic’s products or use additional 
products. New Relic’s dollar-based net expansion rate is reduced when customers decrease their use of New Relic’s 
products or use fewer products.
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Condensed Consolidated Statements of Operations
(In thousands, except per share data; unaudited)
 Three Months Ended September 30, Six Months Ended September 30,
 2020 2019 2020 2019

Revenue $ 166,054 $ 145,815 $ 328,639 $ 286,825 
Cost of revenue  45,198  25,149  78,471  48,762 
Gross profit  120,856  120,666  250,168  238,063 
Operating expenses:

Research and development  44,628  34,132  85,472  68,471 
Sales and marketing  89,378  80,157  174,514  157,007 
General and administrative  29,798  23,278  59,232  46,378 

Total operating expenses  163,804  137,567  319,218  271,856 
Loss from operations  (42,948)  (16,901)  (69,050)  (33,793) 
Other income (expense):

Interest income  2,220  4,011  5,001  8,151 
Interest expense  (6,216)  (5,888)  (12,320)  (11,707) 
Other income (expense), net  (604)  315  (999)  3,293 

Loss before income taxes  (47,548)  (18,463)  (77,368)  (34,056) 
Income tax provision  380  660  712  624 
Net loss $ (47,928) $ (19,123) $ (78,080) $ (34,680) 
Net loss attributable to redeemable non-controlling interest  377  509  773  897 
Net loss attributable to New Relic $ (47,551) $ (18,614) $ (77,307) $ (33,783) 
Net loss attributable to New Relic per share, basic and diluted $ (0.79) $ (0.32) $ (1.28) $ (0.58) 
Weighted-average shares used to compute net loss per share, 
basic and diluted  60,545  58,372  60,237  58,161 
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Condensed Consolidated Balance Sheets
(In thousands, except par value; unaudited)

September 30, 2020 March 31, 2020

Assets
Current assets:

Cash and cash equivalents $ 276,843 $ 292,523 
Short-term investments  562,939  512,574 
Accounts receivable, net of allowances of $2,709 and $3,636, respectively  101,381  147,361 
Prepaid expenses and other current assets  14,202  15,979 
Deferred contract acquisition costs  33,319  32,016 

Total current assets  988,684  1,000,453 
Property and equipment, net  98,718  100,294 
Restricted cash  5,642  5,641 
Goodwill  45,112  45,112 
Intangible assets, net  11,139  13,691 
Deferred contract acquisition costs, non-current  28,016  28,141 
Lease right-of-use assets  58,769  57,777 
Other assets, non-current  7,397  7,325 
Total assets $ 1,243,477 $ 1,258,434 
Liabilities, redeemable non-controlling interest and stockholders’ equity
Current liabilities:

Accounts payable $ 26,132 $ 12,565 
Accrued compensation and benefits  24,255  29,054 
Other current liabilities  14,059  13,120 
Deferred revenue  273,610  313,161 
Lease liabilities  5,858  8,682 

Total current liabilities  343,914  376,582 
Convertible senior notes, net  438,054  427,044 
Lease liabilities, non-current  61,226  57,394 
Deferred revenue, non-current  1,988  3,166 
Other liabilities, non-current  10,004  1,940 
Total liabilities  855,186  866,126 
Redeemable non-controlling interest  896  1,669 
Stockholders’ equity:

Common stock, $0.001 par value  61  60 
Treasury stock - at cost (260 shares)  (263)  (263) 
Additional paid-in capital  857,011  780,479 
Accumulated other comprehensive income  2,399  4,869 
Accumulated deficit  (471,813)  (394,506) 

Total stockholders’ equity  387,395  390,639 
Total liabilities, redeemable non-controlling interest, and stockholders’ equity $ 1,243,477 $ 1,258,434 



192Q FY21

Condensed Consolidated Statements of Cash Flows
(In thousands; unaudited)

 Six Months Ended September 30,
 2020 2019

Cash flows from operating activities:
Net loss attributable to New Relic $ (77,307) $ (33,783) 
Net loss attributable to redeemable non-controlling interest $ (773) $ (897) 
Net loss: $ (78,080) $ (34,680) 
Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization  43,404  37,268 
Stock-based compensation expense  66,575  44,546 
Amortization of debt discount and issuance costs  11,010  10,404 
Gain on lease modification  —  (3,006) 
Other  2,354  (1,465) 
Changes in operating assets and liabilities:

Accounts receivable, net  45,980  43,651 
Prepaid expenses and other assets  473  368 
Deferred contract acquisition costs  (19,662)  (18,038) 
Lease right-of-use assets  (1,086)  17,512 
Accounts payable  14,870  3,208 
Accrued compensation and benefits and other liabilities  1,941  275 
Lease liabilities  1,008  (16,157) 
Deferred revenue  (40,729)  (38,382) 

Net cash provided by operating activities  48,058  45,504 
Cash flows from investing activities:
Purchases of property and equipment  (12,641)  (31,570) 
Purchases of short-term investments  (227,347)  (263,321) 
Proceeds from sale and maturity of short-term investments  173,950  247,379 
Capitalized software development costs  (6,843)  (3,053) 
Net cash used in investing activities  (72,881)  (50,565) 
Cash flows from financing activities:
Investment from redeemable non-controlling interest  —  978 
Proceeds from employee stock purchase plan  6,494  5,933 
Proceeds from exercise of employee stock options  2,650  3,054 
Net cash provided by financing activities  9,144  9,965 
Net increase (decrease) in cash, cash equivalents and restricted cash  (15,679)  4,904 
Cash, cash equivalents and restricted cash at beginning of period  298,164  243,161 
Cash, cash equivalents and restricted cash at end of period $ 282,485 $ 248,065 
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Reconciliation from GAAP to Non-GAAP Results 
(In thousands, except per share data; unaudited)

 Three Months Ended September 30, Six Months Ended September 30,
 2020 2019 2020 2019
Reconciliation of gross profit and gross margin:

GAAP gross profit $ 120,856 $ 120,666 $ 250,168 $ 238,063 
Plus: Stock-based compensation expense  1,622  1,300  3,124  2,522 
Plus: Lease exit costs and accelerated depreciation expense  —  73  —  73 
Plus: Amortization of purchased intangibles  1,276  440  2,552  880 
Plus: Amortization of stock-based compensation capitalized in 
software development costs  265  227  504  434 
Plus: Employer payroll tax on employee equity incentive plans  50  49  141  153 

Non-GAAP gross profit $ 124,069 $ 122,755 $ 256,489 $ 242,125 
GAAP gross margin  73 %  83 %  76 %  83 %

Non-GAAP adjustments  2 %  1 %  2 %  1 %
Non-GAAP gross margin  75 %  84 %  78 %  84 %
Reconciliation of operating expenses:
GAAP research and development $ 44,628 $ 34,132 $ 85,472 $ 68,471 

Less: Stock-based compensation expense  (10,450)  (7,434)  (19,254)  (14,462) 
Less: Lease exit costs and accelerated depreciation expense  —  (326)  —  (326) 
Less: Employer payroll tax on employee equity incentive plans  (210)  (153)  (559)  (521) 

Non-GAAP research and development $ 33,968 $ 26,219 $ 65,659 $ 53,162 
GAAP sales and marketing $ 89,378 $ 80,157 $ 174,514 $ 157,007 

Less: Stock-based compensation expense  (14,537)  (10,533)  (27,845)  (19,592) 
Less: Lease exit costs and accelerated depreciation expense  —  (2,240)  —  (2,240) 
Less: Employer payroll tax on employee equity incentive plans  (157)  (123)  (516)  (438) 

Non-GAAP sales and marketing $ 74,684 $ 67,261 $ 146,153 $ 134,737 
GAAP general and administrative $ 29,798 $ 23,278 $ 59,232 $ 46,378 

Less: Stock-based compensation expense  (8,758)  (4,091)  (16,352)  (7,970) 
Less: Lease exit costs and accelerated depreciation expense  —  (1,002)  —  (1,002) 
Less: Lawsuit litigation cost and other expense  (37)  —  (37)  (1,521) 
Less: Employer payroll tax on employee equity incentive plans  (294)  (61)  (443)  (192) 

Non-GAAP general and administrative $ 20,709 $ 18,124 $ 42,400 $ 35,693 
Reconciliation of income (loss) from operations and operating margin:
GAAP loss from operations $ (42,948) $ (16,901) $ (69,050) $ (33,793) 

Plus: Stock-based compensation expense  35,367  23,358  66,575  44,546 
Plus: Lease exit costs and accelerated depreciation expense  —  3,641  —  3,641 
Plus: Amortization of purchased intangibles  1,276  440  2,552  880 
Plus: Amortization of stock-based compensation capitalized in 
software development costs  265  227  504  434 
Plus: Lawsuit litigation cost and other expense  37  —  37  1,521 
Plus: Employer payroll tax on employee equity incentive plans  711  386  1,659  1,304 

Non-GAAP income (loss) from operations $ (5,292) $ 11,151 $ 2,277 $ 18,533 
GAAP operating margin  (26) %  (12) %  (21) %  (12) %

Non-GAAP adjustments  23 %  20 %  22 %  18 %
Non-GAAP operating margin  (3) %  8 %  1 %  6 %
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Reconciliation of net income (loss):
GAAP net loss attributable to New Relic $ (47,551) $ (18,614) $ (77,307) $ (33,783) 

Plus: Stock-based compensation expense  35,367  23,358  66,575  44,546 
Plus: Lease exit costs and accelerated depreciation expense  —  3,641  —  3,641 
Plus: Amortization of purchased intangibles  1,276  440  2,552  880 
Plus: Amortization of stock-based compensation capitalized in 
software development costs  265  227  504  434 
Plus: Lawsuit litigation cost and other expense  37  —  37  1,521 
Plus: Employer payroll tax on employee equity incentive plans  711  386  1,659  1,304 
Plus: Amortization of debt discount and issuance costs  5,544  5,239  11,010  10,404 
Less: Gain on lease modification  —  —  —  (3,006) 

Non-GAAP net income (loss) attributable to New Relic $ (4,351) $ 14,677 $ 5,030 $ 25,941 
Non-GAAP net income (loss) attributable to New Relic per share:

Basic $ (0.07) $ 0.25 $ 0.08 $ 0.45 
Diluted $ (0.07) $ 0.24 $ 0.08 $ 0.43 

Shares used in non-GAAP per share calculations:
Basic  60,545  58,372  60,237  58,161 
Diluted  60,545  60,174  61,567  60,246 
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Reconciliation of GAAP Cash Flows from Operating Activities to Free Cash Flow
(In thousands; unaudited)

 Three Months Ended September 30, Six Months Ended September 30,
 2020 2019 2020 2019

Net cash provided by operating activities $ 12,910 $ 8,988 $ 48,058 $ 45,504 
Capital expenditures  (4,416)  (15,336)  (12,641)  (31,570) 
Capitalized software development costs  (3,175)  (1,670)  (6,843)  (3,053) 

Free cash flow (Non-GAAP) $ 5,319 $ (8,018) $ 28,574 $ 10,881 
Net cash used in investing activities $ (666) $ (5,176) $ (72,881) $ (50,565) 
Net cash provided by financing activities $ 7,720 $ 7,694 $ 9,144 $ 9,965 


