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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
REALNETWORKS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

September 30,
2015

December 31,
2014

ASSETS
Current assets:
Cash and cash equivalents $61,831 $103,253
Short-term investments 50,412 58,453
Trade accounts receivable, net of allowances 20,534 15,257
Deferred costs, current portion 324 702
Deferred tax assets, net, current portion 640 652
Prepaid expenses and other current assets 5,953 8,980
Total current assets 139,694 187,297
Equipment, software, and leasehold improvements, at cost:
Equipment and software 69,437 74,100
Leasehold improvements 3,592 3,590
Total equipment, software, and leasehold improvements, at cost 73,029 77,690
Less accumulated depreciation and amortization 62,353 61,442
Net equipment, software, and leasehold improvements 10,676 16,248
Restricted cash equivalents and investments 3,000 3,000
Investment in and advances to Rhapsody — 10,000
Available for sale securities 1,756 2,676
Other assets 2,520 2,299
Deferred costs, non-current portion 145 316
Deferred tax assets, net, non-current portion 1,959 999
Other intangible assets, net 2,813 10,109
Goodwill 13,101 17,355
Total assets $175,664 $250,299

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable $15,853 $18,653
Accrued and other current liabilities 23,890 25,286
Deferred tax liabilities, net, current portion 1,602 1,628
Deferred revenue, current portion 3,638 5,301
Total current liabilities 44,983 50,868
Deferred revenue, non-current portion 98 235
Deferred rent 637 1,215
Deferred tax liabilities, net, non-current portion 156 702
Other long-term liabilities 2,228 81
Total liabilities 48,102 53,101
Commitments and contingencies
Shareholders’ equity:
Preferred stock, $0.001 par value, no shares issued and outstanding:
Series A: authorized 200 shares — —
Undesignated series: authorized 59,800 shares — —
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Common stock, $0.001 par value authorized 250,000 shares; issued and
outstanding 36,251 shares in 2015 and 36,099 shares in 2014 36 36

Additional paid-in capital 625,576 617,756
Accumulated other comprehensive loss (59,274 ) (55,252 )
Retained deficit (438,776 ) (365,342 )
Total shareholders’ equity 127,562 197,198
Total liabilities and shareholders’ equity $175,664 $250,299
See accompanying notes to unaudited condensed consolidated financial statements.
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REALNETWORKS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)
(In thousands, except per share data)

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Net revenue (A) $30,823 $34,157 $95,374 $120,706
Cost of revenue (B) 18,090 18,928 54,469 58,500
Extinguishment of liability — — — (10,580 )
Gross profit 12,733 15,229 40,905 72,786
Operating expenses:
Research and development 10,501 12,784 34,681 40,110
Sales and marketing 11,938 13,283 38,822 51,022
General and administrative 7,021 7,723 21,312 25,617
Restructuring and other charges 3,114 2,048 5,563 3,805
Lease exit and related charges 2,121 154 2,208 703
Total operating expenses 34,695 35,992 102,586 121,257
Operating income (loss) (21,962 ) (20,763 ) (61,681 ) (48,471 )
Other income (expenses):
Interest income, net 147 80 597 396
Gain (loss) on investments, net (615 ) — (222 ) 2,371
Equity in net loss of Rhapsody (735 ) (1,530 ) (13,831 ) (4,170 )
Other income (expense), net 297 325 628 153
Total other income (expenses), net (906 ) (1,125 ) (12,828 ) (1,250 )
Income (loss) before income taxes (22,868 ) (21,888 ) (74,509 ) (49,721 )
Income tax expense (benefit) (1,684 ) 290 (1,075 ) 1,256
Net income (loss) $(21,184 ) $(22,178 ) $(73,434 ) $(50,977 )

Basic net income (loss) per share $(0.59 ) $(0.62 ) $(2.03 ) $(1.42 )
Diluted net income (loss) per share $(0.59 ) $(0.62 ) $(2.03 ) $(1.42 )
Shares used to compute basic net income (loss) per share 36,191 36,003 36,134 35,912
Shares used to compute diluted net income (loss) per share 36,191 36,003 36,134 35,912

Comprehensive income (loss):
Unrealized investment holding gains (losses), net of
reclassification adjustments $(596 ) $(323 ) $(881 ) $(3,936 )

Foreign currency translation adjustments, net of reclassification
adjustments (1,144 ) (2,338 ) (3,141 ) (2,147 )

Total other comprehensive income (loss) (1,740 ) (2,661 ) (4,022 ) (6,083 )
Net income (loss) (21,184 ) (22,178 ) (73,434 ) (50,977 )
Comprehensive income (loss) $(22,924 ) $(24,839 ) $(77,456 ) $(57,060 )

(A) Components of net revenue:
License fees $7,049 $5,925 $21,259 $21,168
Service revenue 23,774 28,232 74,115 99,538

$30,823 $34,157 $95,374 $120,706
(B) Components of cost of revenue:
License fees $1,877 $2,044 $5,048 $6,426
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Service revenue 16,213 16,884 49,421 52,074
$18,090 $18,928 $54,469 $58,500

See accompanying notes to unaudited condensed consolidated financial statements.

4

Edgar Filing: REALNETWORKS INC - Form 10-Q

6



REALNETWORKS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Nine Months Ended
September 30,
2015 2014

Cash flows from operating activities:
Net income (loss) $(73,434 ) $(50,977 )
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:
Depreciation and amortization 7,952 8,876
Stock-based compensation 3,761 4,158
Equity in net loss of Rhapsody 13,831 4,170
Accrued loss (gain) on excess office facilities 2,208 480
Deferred income taxes, net (1,531 ) (64 )
Loss (gain) on investments, net 222 (2,371 )
Realized translation gain (264 ) (48 )
Extinguishment of liability — (10,580 )
Fair value of warrants, net of mark to market adjustments (1,078 ) —
Net change in certain operating assets and liabilities:
Trade accounts receivable (6,279 ) 6,553
Prepaid expenses and other assets 3,851 1,353
Accounts payable (1,628 ) (1,606 )
Accrued and other liabilities (3,580 ) (5,586 )
Net cash provided by (used in) operating activities (55,969 ) (45,642 )
Cash flows from investing activities:
Purchases of equipment, software, and leasehold improvements (1,110 ) (2,054 )
Proceeds from sale of available for sale securities 459 2,754
Purchases of short-term investments (52,475 ) (63,574 )
Proceeds from sales and maturities of short-term investments 60,516 74,546
Acquisitions, net of cash acquired (161 ) (733 )
Advance to Rhapsody (5,000 ) —
Repayment from Rhapsody 5,000 —
Proceeds from the sale of Slingo and social casino business 10,000 —
Other — (467 )
Net cash provided by (used in) investing activities 17,229 10,472
Cash flows from financing activities:
Proceeds from issuance of common stock (stock options and stock purchase plan) 297 641
Tax payments from shares withheld upon vesting of restricted stock (69 ) (403 )
Payment of contingent consideration — (696 )
Net cash provided by (used in) financing activities 228 (458 )
Effect of exchange rate changes on cash and cash equivalents (2,910 ) (1,534 )
Net increase (decrease) in cash and cash equivalents (41,422 ) (37,162 )
Cash and cash equivalents, beginning of period 103,253 151,235
Cash and cash equivalents, end of period $61,831 $114,073

Supplemental disclosure of cash flow information:
Cash received from income tax refunds $1,035 $292
Cash paid for income taxes $1,136 $1,457
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Non-cash investing activities:
Increase (decrease) in accrued purchases of equipment, software, and leasehold
improvements $(124 ) $(371 )

Acquisition of intangible assets $312 $—
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See accompanying notes to unaudited condensed consolidated financial statements.
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REALNETWORKS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Quarters and Nine Months Ended September 30, 2015 and 2014 
Note 1 Description of Business and Summary of Significant Accounting Policies
Description of Business. RealNetworks, Inc. and subsidiaries is a leading global provider of network-delivered digital
media applications and services that make it easy to manage, play and share digital media. The Company also
develops and markets software products and services that enable the creation, distribution and consumption of digital
media, including audio and video.
Inherent in our business are various risks and uncertainties, including a limited history of certain of our product and
service offerings. RealNetworks' success will depend on the acceptance of our technology, products and services and
the ability to generate related revenue.
In this Quarterly Report on Form 10-Q (10-Q or Report), RealNetworks, Inc. and Subsidiaries is referred to as
“RealNetworks”, the “Company”, “we”, “us”, or “our”. "RealPlayer" and other trademarks of ours appearing in this report are
our property.
Basis of Presentation. The unaudited condensed consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiaries. Intercompany balances and transactions have been eliminated in
consolidation.
The unaudited condensed consolidated financial statements reflect all adjustments, consisting only of normal,
recurring adjustments that, in the opinion of management, are necessary for a fair presentation of the results of
operations for the periods presented. Operating results for the quarter and nine months ended September 30, 2015 are
not necessarily indicative of the results that may be expected for any subsequent period or for the year ending
December 31, 2015. Certain information and disclosures normally included in financial statements prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP) have been
condensed or omitted pursuant to the rules and regulations of the Securities and Exchange Commission (SEC).
These unaudited condensed consolidated financial statements should be read in conjunction with the audited
consolidated financial statements and related notes included in our Annual Report on Form 10-K for the year ended
December 31, 2014 (the 10-K).
Use of Estimates. The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.
Note 2 Recent Accounting Pronouncements
In August 2014, the Financial Accounting Standards Board (FASB) issued a new standard, "Disclosure of
Uncertainties About an Entity's Ability to Continue as a Going Concern". This standard provides guidance around
management's responsibility to evaluate whether there is substantial doubt about an entity's ability to continue as a
going concern and to provide related footnote disclosures in certain circumstances. The new guidance is effective for
all annual and interim periods ending after December 15, 2016. We are currently evaluating the impact, if any, the
adoption of this standard will have on our consolidated financial statements.
In May 2014, the FASB issued new revenue recognition guidance. The guidance will require an entity to recognize
the amount of revenue to which it expects to be entitled for the transfer of promised goods or services to customers.
The new guidance will replace most existing revenue recognition guidance in U.S. GAAP when it becomes effective.
The new guidance is effective for us on January 1, 2018; with early adoption permitted beginning January 1, 2017.
The guidance permits the use of either the retrospective or cumulative effect transition method. We are evaluating the
effect that the guidance will have on our consolidated financial statements and related disclosures. We have not yet
selected a transition method nor determined the effect of the standard on our ongoing financial reporting.     
There have been no other recent accounting pronouncements or changes in accounting pronouncements to be
implemented that are of significance or potential significance to RealNetworks.
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Note 3 Sale of Slingo and Social Casino Business

On July 24, 2015, we entered into an agreement to sell the Slingo and social casino portion of our games business to
Gaming Realms plc for $18.0 million. Of this amount, $10.0 million of the total consideration was paid in cash at
closing and the remaining $8.0 million will be payable either all in cash or a mix of cash and Gaming Realms plc
stock, at our election, on the first and second anniversaries of the closing. The transaction closed on August 10, 2015.

With the transaction, Gaming Realms plc assumed the operations of our Slingo and social casino businesses, including
substantially all of the related assets and liabilities, as well as the stock of Backstage Technologies Incorporated.

The disposed assets and liabilities consisted of intangible assets of $5.7 million, net property, plant and equipment of
$0.3 million, and other net assets of $0.4 million, as well as a deferred tax liability of $1.6 million related to the
indefinite-lived Slingo trade name, which is included as part of the intangible assets disposed of in the sale. Goodwill
totaling $3.6 million was also disposed as part of the transaction based on the relative fair values of the business
disposed of and the portion of the games reporting unit retained.

As this sale does not represent a strategic shift in our business and we do not believe it will have a major impact on
our operations and financial results, it does not meet the criteria for discontinued operations under GAAP.  As such,
we have recorded the related foreign currency gain of $0.5 million in “Other income and expense” on the Statement of
Operations. In addition, we have recognized an income tax benefit of $1.6 million from the reversal of a Slingo
deferred tax liability as described above. Based on several factors, including the timing of the receipt of the remaining
$8.0 million consideration, we have deferred the remaining gain of $8.0 million and will recognize that gain upon
realization.

Note 4 Stock-Based Compensation
Total stock-based compensation expense recognized in our unaudited condensed consolidated statements of
operations and comprehensive income (loss) includes amounts related to stock options, restricted stock units, and
employee stock purchase plans and was as follows (in thousands):

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Total stock-based compensation expense $1,178 $1,148 $3,761 $4,158
The fair value of options granted determined using the Black-Scholes model used the following weighted-average
assumptions:

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Expected dividend yield 0 % 0 % 0 % 0 %
Risk-free interest rate 1.27 % 1.30 % 1.26 % 1.20 %
Expected life (years) 3.8 4.5 4.3 3.9
Volatility 35 % 42 % 37 % 40 %

The total stock-based compensation amounts for 2015 and 2014 disclosed above are recorded in their respective line
items within operating expenses in the unaudited condensed consolidated statements of operations and comprehensive
income (loss). As of September 30, 2015, $11.0 million of total unrecognized compensation cost, net of estimated
forfeitures, related to stock awards. The unrecognized compensation cost is expected to be recognized over a
weighted-average period of approximately 2 years.
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Note 5 Rhapsody Joint Venture
As of September 30, 2015 we owned approximately 43% of the issued and outstanding stock of Rhapsody and
account for our investment using the equity method of accounting.
Rhapsody was initially formed in 2007 as a joint venture between RealNetworks and MTV Networks, a division of
Viacom International Inc. (MTVN), to own and operate a business-to-consumer digital audio music service known as
Rhapsody.
Following certain restructuring transactions effective March 31, 2010, we began accounting for our investment in
Rhapsody using the equity method of accounting. As part of the 2010 restructuring transactions, RealNetworks
contributed $18.0 million in cash, the Rhapsody brand and certain other assets, including content licenses, in exchange
for shares of convertible preferred stock of Rhapsody, carrying a $10.0 million preference upon certain liquidation
events.
We recorded our share of losses of Rhapsody of $0.7 million and $13.8 million for the quarter and nine months ended
September 30, 2015, and $1.5 million and $4.2 million for the quarter and nine months ended September 30, 2014.
Because of the $10.0 million liquidation preference on the preferred stock we hold in Rhapsody, under the equity
method of accounting we did not record any share of Rhapsody losses that would reduce our carrying value of
Rhapsody, which is impacted by Rhapsody equity transactions, below $10.0 million, until Rhapsody's book value was
reduced below $10.0 million which occurred in the first quarter of 2015. As of December 31, 2014, the carrying value
of our Rhapsody equity investment was $10.0 million. As of September 30, 2015, the carrying value of our Rhapsody
equity investment is zero, as we do not record any share of Rhapsody losses that would reduce our carrying value of
Rhapsody below zero unless we commit to provide financial support for Rhapsody.
In March 2015, RealNetworks extended a $5.0 million loan to Rhapsody, as did the other 43% owner of Rhapsody.
The loans had original maturity dates of June 2018, or earlier, if Rhapsody's certain loan to an external strategic
partner was repaid in full. The loans to Rhapsody bore interest at the greater of prime plus 5.25% or 9% per annum.
During June 2015, Rhapsody's external strategic partner repaid half of its loan to Rhapsody and the maturity date of
the second half was extended to August 2015. In August 2015, the second half of the loan to Rhapsody was repaid and
Rhapsody then repaid its loan to us and the other 43% owner in full. In addition, Rhapsody paid approximately $0.2
million of accrued interest to us in September 2015.
Summarized financial information for Rhapsody, which represents 100% of their financial information, is as follows
(in thousands):

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Net revenue $52,769 $44,148 $149,156 $128,578
Gross profit 9,552 7,739 25,395 24,730
Net loss (6,335 ) (7,965 ) (27,320 ) (14,312 )
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Note 6 Fair Value Measurements
Items Measured at Fair Value on a Recurring Basis
The following table presents information about our financial assets that have been measured at fair value on a
recurring basis as of September 30, 2015 and December 31, 2014, and indicates the fair value hierarchy of the
valuation inputs utilized to determine such fair value (in thousands).

Fair Value Measurements as of Amortized Cost as
of

September 30, 2015 September 30,
2015

Level 1 Level 2 Level 3 Total
Cash and cash equivalents:
Cash $36,321 $— $— $36,321 $36,321
Money market funds 1,064 — — 1,064 1,064
Corporate notes and bonds — 24,446 — 24,446 24,446
Total cash and cash equivalents 37,385 24,446 — 61,831 61,831
Short-term investments:
Corporate notes and bonds — 49,812 — 49,812 49,822
U.S. government agency securities 600 — — 600 600
Total short-term investments 600 49,812 — 50,412 50,422
Restricted cash equivalents and investments — 3,000 — 3,000 3,000
Equity investment in publicly traded securities1,756 — — 1,756 362
Warrant issued by Rhapsody (included in
Other assets) — — 1,078 1,078 —

Total $39,741 $77,258 $1,078 $118,077 $115,615

Fair Value Measurements as of Amortized Cost as
of

December 31, 2014 December 31,
2014

Level 1 Level 2 Level 3 Total
Cash and cash equivalents:
Cash $30,105 $— $— $30,105 $30,105
Money market funds 11,629 — — 11,629 11,630
Corporate notes and bonds — 61,519 — 61,519 61,520
Total cash and cash equivalents 41,734 61,519 — 103,253 103,255
Short-term investments:
Corporate notes and bonds — 51,453 — 51,453 51,438
U.S. government agency securities 7,000 — — 7,000 7,000
Total short-term investments 7,000 51,453 — 58,453 58,438
Restricted cash equivalents and investments — 3,000 — 3,000 3,000
Equity investment in publicly traded securities2,676 — — 2,676 428
Total $51,410 $115,972 $— $167,382 $165,121

Restricted cash equivalents and investments amounts as of September 30, 2015, and December 31, 2014 relate to cash
pledged as collateral against a letter of credit in connection with a lease agreement.
Realized gains or losses on sales of short-term investment securities for the quarters and nine months ended
September 30, 2015 and 2014 were not significant. Gross unrealized gains and gross unrealized losses on short-term
investment securities as of September 30, 2015 and December 31, 2014 were also not significant.
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Investments with remaining contractual maturities of five years or less are classified as short-term because the
investments are marketable and highly liquid, and we have the ability to utilize them for current operations.
Contractual maturities of short-term investments as of September 30, 2015 (in thousands):
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Estimated
Fair Value

Within one year $49,064
Between one year and five years 1,348
Total short-term investments $50,412
Our equity investment in a publicly traded company as of September 30, 2015 and December 31, 2014 consisted of
J-Stream Inc., a Japanese media services company. This equity investment is accounted for as available for sale.
During the first half of 2015, we sold a portion of J-Stream shares we held, resulting in cash proceeds of $0.5 million
and a pre-tax gain of $0.4 million. In March 2014, we sold a portion of the J-Stream shares we held, resulting in cash
proceeds of $2.8 million and a pre-tax gain of $2.4 million. The gains on the sale of these securities are reported in
Other income (expense), net, in the unaudited condensed consolidated statements of operations and comprehensive
income (loss).
In February 2015, Rhapsody issued warrants to purchase Rhapsody common shares to each of RealNetworks and
Rhapsody's one other 43% stockholder. The warrants were issued as compensation for past services provided by
RealNetworks and the other 43% stockholder, and both warrants covered the same number of underlying shares. The
exercise price of the warrants was equal to the fair value of the underlying shares on the issuance date, and we used
the Black-Scholes option-pricing model to calculate the fair value of the warrant, using an expected term of 5 years
and expected volatility of 55%. On the date of issuance, we recognized and recorded the $1.2 million fair value of the
warrant issued to RealNetworks within Other assets in the unaudited condensed consolidated balance sheets, and as an
expense reduction within General and administrative expense in the unaudited condensed consolidated statements of
operations and comprehensive income (loss). The warrants are free-standing derivatives and as such their fair value is
determined each quarter using updated inputs in the Black-Scholes option-pricing model. During the nine months
ended September 30, 2015, the decrease in the fair value of the warrants from that originally recorded was
approximately $0.1 million.
Items Measured at Fair Value on a Non-recurring Basis
Certain of our assets and liabilities are measured at estimated fair value on a non-recurring basis, using Level 3 inputs.
These instruments are subject to fair value adjustments only in certain circumstances (for example, when there is
evidence of impairment). During the nine months ended September 30, 2015 and 2014, we did not record any
impairments on those assets required to be measured at fair value on a non-recurring basis.

See Note 12, Lease Exit and Related Charges, for a discussion of the losses related to reductions in the use of
RealNetworks' office space, which were recorded at the estimated fair value of remaining lease obligations, less
expected sub-lease income.

Note 7 Allowance for Doubtful Accounts Receivable and Sales Returns
Activity in the allowance for doubtful accounts receivable and sales returns (in thousands):

Allowance For
Doubtful
Accounts
Receivable

Sales
Returns

Balances, December 31, 2014 $1,288 $353
Addition (reduction) to allowance 155 (213 )
Amounts written off (94 ) (7 )
Foreign currency translation (194 ) —
Balances, September 30, 2015 $1,155 $133
One customer accounted for 50% and one customer accounted for 13% of trade accounts receivable as of
September 30, 2015. At December 31, 2014, one customer accounted for 21% and one other customer accounted for
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15% of trade accounts receivable.
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One customer accounted for 28% or $8.7 million of consolidated revenue during the quarter ended September 30,
2015, which is reflected in our Mobile Entertainment segment. One customer accounted for 25% of consolidated
revenue, or $24.2 million, during the nine months ended September 30, 2015, also reflected in our Mobile
Entertainment segment.
One customer accounted for 24% of consolidated revenue, or $8.2 million, during the quarter ended September 30,
2014 and 20%, or $24.6 million, during the nine months ended September 30, 2014 and is reflected in our Mobile
Entertainment segment.

Note 8 Other Intangible Assets
Other intangible assets (in thousands):

September 30, 2015 December 31, 2014
Gross
Amount

Accumulated
Amortization Net

Gross
Amount

Accumulated
Amortization Net

Amortizing intangible assets:
Customer relationships $30,074 $ 28,971 $1,103 $33,853 $ 31,643 $2,210
Developed technology 23,982 23,022 960 28,261 25,699 2,562
Patents, trademarks and
tradenames 3,945 3,357 588 3,817 3,528 289

Service contracts 5,276 5,114 162 6,312 5,764 548
63,277 60,464 2,813 72,243 66,634 5,609

Non-amortizing intangible assets:
Trademarks and tradenames — — — 4,500 — 4,500
Total $63,277 $ 60,464 $2,813 $76,743 $ 66,634 $10,109

An asset purchase relating to our Games business was completed in the first quarter of 2015 and resulted in an
intangible asset of $0.5 million being recorded.

As discussed in Note 3 Sale of Slingo and Social Casino Business, $5.7 million worth of intangible assets, net, related
to the third quarter of 2015 sale of our Slingo and social casino portion of our games business.

No impairments of other intangible assets were recognized in either of the nine months ended September 30, 2015 or
2014.
Note 9 Goodwill
Changes in goodwill (in thousands):

Balance, December 31, 2014 $17,355
Decreases due to current year disposals (3,620 )
Effects of foreign currency translation (634 )
Balance, September 30, 2015 $13,101

Goodwill by segment (in thousands):

September 30,
2015

RealPlayer Group $955
Mobile Entertainment 1,848
Games 10,298
Total goodwill $13,101
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No impairment of goodwill was recognized in either of the nine months ended September 30, 2015 or in 2014.

Note 10 Accrued and Other Current Liabilities
Accrued and other current liabilities (in thousands):

September 30,
2015 December 31, 2014

Royalties and other fulfillment costs $3,672 $4,868
Employee compensation, commissions and benefits 8,134 7,711
Sales, VAT and other taxes payable 5,744 5,896
Other 6,340 6,811
Total accrued and other current liabilities $23,890 $25,286

Note 11 Restructuring Charges
Restructuring and other charges in 2015 and 2014 consist of costs associated with the ongoing reorganization of our
business operations and our ongoing expense re-alignment efforts. The expense amounts in both years relate primarily
to severance costs due to workforce reductions.
On November 4, 2015, we commenced the elimination of approximately 60 positions worldwide and recorded $2.3
million in charges associated with this reduction in force in the quarter ended September 30, 2015.
Restructuring charges are as follows (in thousands):

Employee Separation
Costs

Costs incurred and charged to expense for the nine months ended September 30, 2015 $5,563
Costs incurred and charged to expense for the nine months ended September 30, 2014 $3,805

Changes to the accrued restructuring liability (which is included in Accrued and other current liabilities) for 2015 (in
thousands) are as follows:

Employee Separation
Costs

Accrued liability at December 31, 2014 $449
Costs incurred and charged to expense for the nine months ended September 30, 2015 5,563
Cash payments (2,840 )
Accrued liability at September 30, 2015 $3,172
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Note 12 Lease Exit and Related Charges
 As a result of the reduction in use of RealNetworks' office space, lease exit and related charges have been recognized
representing rent and contractual operating expenses over the remaining life of the leases. In the quarter ended
September 30, 2015, we recorded $2.1 million of losses relating to an approximate 43% reduction of office space at
our corporate headquarters in Seattle, Washington. We continue to regularly evaluate the market for office space. If
the market for such space changes further in future periods, we may have to revise our estimates which may result in
future adjustments to expense for excess office facilities.
Changes to accrued lease exit and related charges (which is included in Accrued and other current liabilities) for 2015
(in thousands) are as follows:

Accrued loss at December 31, 2014 $234
Additions and adjustments to the lease loss accrual, including estimated sublease income 2,764
Less amounts paid, net of sublease amounts (240 )
Accrued loss at September 30, 2015 2,758
Less current portion (included in Accrued and other current liabilities) (988 )
Accrued loss, non-current portion (included in Other long term liabilities) $1,770
Note 13 Shareholders’ Equity
Accumulated Other Comprehensive Income (Loss)

Changes in components of accumulated other comprehensive income (in thousands):
Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Investments
Accumulated other comprehensive income (loss), beginning of
period $1,967 $2,784 $2,252 $6,397

Unrealized gains (losses), net of tax effects of $(56), $0, $0 and $0 (596 ) (323 ) (488 ) (1,565 )
Reclassification adjustments for losses (gains) included in other
income (expense), net of tax effects of $0, $0, $(1) and $(4) — — (393 ) (2,371 )

Net current period other comprehensive income (loss) (596 ) (323 ) (881 ) (3,936 )
Accumulated other comprehensive income (loss) balance, end of
period $1,371 $2,461 $1,371 $2,461

Foreign currency translation
Accumulated other comprehensive income (loss), beginning of
period $(59,501 ) $(53,901 ) $(57,504 ) $(54,092 )

Translation adjustments (880 ) (2,338 ) (2,877 ) (2,099 )
Reclassification adjustments for losses (gains) included in other
income (expense) (264 ) — (264 ) (48 )

Net current period other comprehensive income (loss) (1,144 ) (2,338 ) (3,141 ) (2,147 )
Accumulated other comprehensive income (loss) balance, end of
period $(60,645 ) $(56,239 ) $(60,645 ) $(56,239 )

Total accumulated other comprehensive income (loss), end of period $(59,274 ) $(53,778 ) $(59,274 ) $(53,778 )
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Note 14 Income Taxes
As of September 30, 2015, there have been no material changes to RealNetworks’ uncertain tax positions disclosures
as provided in Note 14 of the 2014 10-K. However, as a result of the closure of our United States federal audit for the
year ended December 31, 2012, we anticipate a decrease in the Company’s total unrecognized tax benefit by an amount
up to $3.3 million within the next 12 months, which will have no impact on the financial statements since the
Company maintains a valuation allowance on its deferred tax assets.
We file numerous consolidated and separate income tax returns in the U.S. including federal, state and local, as well
as foreign jurisdictions. With few exceptions, we are no longer subject to U.S. federal income tax examinations for tax
years before 2013 or state, local, or foreign income tax examinations for years before 1993. We are currently under
audit by various states and foreign jurisdictions for certain tax years subsequent to 1993.
Note 15 Earnings (Loss) Per Share
Basic net income (loss) per share (EPS) is computed by dividing net income (loss) by the weighted average number of
common shares outstanding during the period. Diluted EPS is computed by dividing net income (loss) by the weighted
average number of common and dilutive potential common shares outstanding during the period. Basic and diluted
EPS (in thousands, except per share amounts):

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Net income (loss) $(21,184 ) $(22,178 ) $(73,434 ) $(50,977 )

Weighted average common shares outstanding used
to compute basic EPS 36,191 36,003 36,134 35,912

Dilutive effect of stock based awards — — — —
Weighted average common shares outstanding used
to compute diluted EPS 36,191 36,003 36,134 35,912

Basic EPS $(0.59 ) $(0.62 ) $(2.03 ) $(1.42 )
Diluted EPS $(0.59 ) $(0.62 ) $(2.03 ) $(1.42 )
During the quarter and nine months ended September 30, 2015, 5.7 million and 6.0 million shares of common stock,
respectively, of potentially issuable shares from stock awards were excluded from the calculation of diluted EPS
because of their antidilutive effect.
During the quarter and nine months ended September 30, 2014, 6.3 million and 6.2 million shares of common stock,
respectively, of potentially issuable shares from stock awards were excluded from the calculation of diluted EPS
because of their antidilutive effect.
Note 16 Commitments and Contingencies
We may become subject to legal proceedings, governmental investigations and claims in the ordinary course of
business, including employment claims, contract-related claims, and claims of alleged infringement of third-party
patents, trademarks and other intellectual property rights. Such claims, even if not meritorious, could force us to
expend significant financial and managerial resources. In addition, given the broad distribution of some of our
consumer products, any individual claim related to those products could give rise to liabilities that may be material to
us. In the event of a determination adverse to us, we may incur substantial monetary liability, and/or be required to
change our business practices. Either of these could have a material adverse effect on our consolidated financial
statements.  

15

Edgar Filing: REALNETWORKS INC - Form 10-Q

23



Note 17 Guarantees
In the ordinary course of business, RealNetworks is subject to potential obligations for standard warranty and
indemnification provisions that are contained within many of our customer license and service agreements. Our
warranty provisions are consistent with those prevalent in our industry, and we do not have a history of incurring
losses on warranties; therefore, we do not maintain accruals for warranty-related obligations. With regard to
indemnification provisions, nearly all of our carrier contracts obligate us to indemnify our carrier customers for certain
liabilities that may be incurred by them. We have received in the past, and may receive in the future, claims for
indemnification from carrier customers.
In relation to the patents and other technology assets we sold to Intel in the second quarter of 2012, we have specific
obligations to indemnify Intel for breaches of the representations and warranties that we made and covenants that we
agreed to in the asset purchase agreement for certain potential future intellectual property infringement claims brought
by third parties against Intel. The amount of any potential liabilities related to our indemnification obligations to Intel
will not be determined until a claim has been made, but we are obligated to indemnify Intel up to the amount of the
gross purchase price that we received in the sale.  
Note 18 Segment Information
We have three reportable segments: (1) RealPlayer Group, which includes our RealTimes and RealPlayer Cloud
products, our RealPlayer media player software and related products and our SuperPass service; (2) Mobile
Entertainment, which includes our SaaS services, our LISTEN product, and the residual components of our Helix
business; and (3) Games, which includes all our games-related businesses, including licenses, online games
subscription services, advertising on games sites and social network sites, microtransactions from online and social
games, and mobile games. See Note 3, Sale of Slingo and Social Casino Business, for information on the third quarter
2015 sale of this business.
We allocate certain corporate expenses which are directly attributable to supporting the business to our reportable
segments. These corporate expenses include but are not limited to a portion of finance, legal, human resources and
headquarters facilities. Remaining expenses, which are not directly attributable to supporting the business, are
reported as corporate items. Also reported in our corporate segment were restructuring charges as well as lease exit
and related charges, and in 2014 the extinguishment of the liability associated with our historical music business.
RealNetworks reports three reportable segments based on factors such as how we manage our operations and how our
Chief Operating Decision Maker reviews results. Our Chief Operating Decision Maker is considered to be the CEO
Staff (CEOS), which includes the Chief Executive Officer, Chief Financial Officer, our Presidents and General
Counsel. The CEOS reviews financial information presented on both a consolidated basis and on a business segment
basis. The accounting policies used to derive segment results are the same as those described in Note 1, Description of
Business and Summary of Significant Accounting Policies, in the 10-K.
Segment results for the quarters and nine months ended September 30, 2015 and 2014 (in thousands):
RealPlayer Group

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Revenue $6,565 $6,565 $21,922 $30,336
Cost of revenue 3,902 3,566 12,331 10,704
Gross profit 2,663 2,999 9,591 19,632
Operating expenses 11,492 12,392 36,868 42,668
Operating income (loss) $(8,829 ) $(9,393 ) $(27,277 ) $(23,036 )
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Mobile Entertainment

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Revenue $16,414 $19,190 $49,409 $62,285
Cost of revenue 11,518 12,626 34,103 38,874
Gross profit 4,896 6,564 15,306 23,411
Operating expenses 5,219 7,086 16,153 26,126
Operating income (loss) $(323 ) $(522 ) $(847 ) $(2,715 )

Games

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Revenue $7,844 $8,402 $24,043 $28,085
Cost of revenue 2,513 2,573 7,593 8,419
Gross profit 5,331 5,829 16,450 19,666
Operating expenses 6,431 8,658 23,833 27,193
Operating income (loss) $(1,100 ) $(2,829 ) $(7,383 ) $(7,527 )

Corporate

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
Cost of revenue $157 $163 $442 $503
Extinguishment of liability — — — (10,580 )
Operating expenses 11,553 7,856 25,732 25,270
Operating income (loss) $(11,710 ) $(8,019 ) $(26,174 ) $(15,193 )

Our customers consist primarily of consumers and corporations located in the U.S., Europe, Republic of Korea and
various foreign countries (Rest of the World). Revenue by geographic region (in thousands):

Quarters Ended
September 30,

Nine Months Ended
September 30,

2015 2014 2015 2014
United States $11,460 $12,280 $36,112 $47,800
Europe 3,670 5,749 11,561 21,129
Republic of Korea 9,569 9,728 28,268 31,114
Rest of the World 6,124 6,400 19,433 20,663
Total net revenue $30,823 $34,157 $95,374 $120,706
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Long-lived assets (which consist of equipment, software, leasehold improvements, other intangible assets, and
goodwill) by geographic region (in thousands) are as follows:

September 30,
2015

December 31,
2014

United States $ 18,303 $ 33,421
Europe 5,617 6,696
Republic of Korea 324 547
Rest of the World 2,346 3,048
Total long-lived assets $ 26,590 $ 43,712

Note 19 Related Party Transactions
 See Note 5, Rhapsody Joint Venture, and Note 6, Fair Value Measurements, for details on transactions involving
Rhapsody.
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Item 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations
This Quarterly Report on Form 10-Q and the documents incorporated herein by reference contain forward-looking
statements that have been made pursuant to the provisions of the Private Securities Litigation Reform Act of 1995.
These forward-looking statements are based on current expectations, estimates, and projections about RealNetworks’
industry, products, management’s beliefs, and certain assumptions made by management. Words such as “anticipates,”
“expects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” and similar expressions are intended to identify forward-looking
statements. All statements contained in this report that do not relate to matters of historical fact should be considered
forward-looking statements. Forward-looking statements include statements with respect to:
•the expected benefits and other consequences of our growth plans, strategic initiatives, and restructurings;

•our expected introduction, and related monetization, of new and enhanced products, services and technologies acrossour businesses;

•future revenues, operating expenses, income and other taxes, tax benefits, net income (loss) per diluted share availableto common shareholders, acquisition costs and related amortization, and other measures of results of operations;
•the effects of our past acquisitions and expectations for future acquisitions and divestitures;
•plans, strategies and expected opportunities for future growth, increased profitability and innovation;

•the expected financial position, performance, growth and profitability of, and investment in, our businesses and theavailability of resources;

•the effects of legislation, regulations, administrative proceedings, court rulings, settlement negotiations and otherfactors that may impact our businesses;
•the continuation and expected nature of certain customer relationships;

•impacts of competition and certain customer relationships on the future financial performance and growth of ourbusinesses;

•
our involvement in potential claims, legal proceedings and government investigations, and the potential outcomes and
effects of such potential claims, legal proceedings and governmental investigations on our business, prospects,
financial condition or results of operations;

•the effects of U.S. and foreign income and other taxes on our business, prospects, financial condition or results ofoperations; and
•the effect of economic and market conditions on our business, prospects, financial condition or results of operations.
These statements are not guarantees of future performance and actual actions or results may differ materially. These
statements are subject to certain risks, uncertainties and assumptions that are difficult to predict, including those noted
in the documents incorporated herein by reference. Particular attention should also be paid to the cautionary language
in Item 1A of Part II entitled “Risk Factors.” RealNetworks undertakes no obligation to update publicly any
forward-looking statements as a result of new information, future events or otherwise, unless required by law. Readers
should, however, carefully review the risk factors included in other reports or documents filed by RealNetworks from
time to time with the Securities and Exchange Commission, particularly the Quarterly Reports on Form 10-Q and any
Current Reports on Form 8-K.
Overview
We manage our business and report revenue and operating income (loss) in three segments: (1) RealPlayer Group,
(2) Mobile Entertainment, and (3) Games. Within our RealPlayer Group, we have intensified our focus on leveraging
current and prospective partners, especially wireless carriers, to increase distribution of RealTimes, our photo and
video sharing technology which we launched in the second quarter of 2015. We continue to develop innovative ways
to enable our partners to integrate RealTimes capabilities into their products and services. Although our new
RealTimes and RealPlayer Cloud products have begun to generate some revenue, this group's revenue is derived
mainly from the sale and license of our RealPlayer software and related products. Our Mobile Entertainment business
generates revenue primarily from the sale of its SaaS services, which include ringback tones, music on demand, and
intercarrier messaging. Our Games business, through its GameHouse and Zylom brands, derives revenue from sales of
games licenses, online games subscription services, advertising on games sites and social networks, and sales of
mobile games.
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We sold the Slingo and social casino portion of our games business to Gaming Realms plc, a London-based online
gaming company, for $18.0 million in August 2015. The purpose of the sale was to derive value from this business
and to allow greater focus on our traditional casual games business. This transaction is further described in Note 3,
Sale of Slingo and Social Casino Business, to the unaudited condensed consolidated financial statements included in
Item 1 of Part I of this Form 10-Q.
We allocate certain corporate expenses which are directly attributable to supporting our businesses, including but not
limited to a portion of finance, legal, human resources and headquarters facilities, to our reportable segments. The
allocation of these costs to our business units ensures accountability for financial and operational performance within
each of our reportable
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segments. Our most significant expenses relate to cost of revenue, compensating employees, and selling and
marketing our products and services.
For the quarter and nine months ended  September 30, 2015, our consolidated revenue declined by $3.3 million and
$25.3 million, respectively, compared to the same periods in 2014. Revenue declined by $2.8 million and $12.9
million in Mobile Entertainment and $0.6 million and $4.0 million in Games. In our RealPlayer Group, revenue was
$6.6 million, unchanged from the prior year's quarter, and declined by $8.4 million compared to the nine months
ended September 30, 2014.
Revenue from our legacy products continues to decline as a result of certain ongoing changes in our businesses and
market-driven factors. Our SaaS business within Mobile Entertainment continues to be negatively impacted by the
proliferation of smartphone applications and services, some of which do not depend on our carrier customers for
distribution to consumers. In addition, we continue to experience pricing pressure from carriers for our intercarrier
messaging services and we ceased investing in our Helix product in the fourth quarter of 2014. Our Games business
revenue has declined in recent periods due to lower subscriptions, however, with the recent sale of our Slingo and
social casino games business, we expect some growth in our casual games business, which currently has over 100,000
subscribers. In our RealPlayer Group segment, revenue has been negatively impacted as a result of our 2014 transition
to a new third party distribution partner at significantly lower rates compared to our previous partner, and lower
distribution in our RealPlayer Plus licensing business as we continue to move away from our legacy products.    

As of September 30, 2015, we had $112.2 million in unrestricted cash, cash equivalents and short-term investments,
compared to $161.7 million as of December 31, 2014. The 2015 decrease of cash, cash equivalents, and short-term
investments from December 31, 2014 was due primarily to our ongoing negative cash flows used in operating
activities that included significant cash expenditures related to new product launches, which totaled $56.0 million in
the first nine months of 2015.
Over the past several quarters, we have developed a plan to embrace cloud and mobile solutions as customer
preferences have changed. We have implemented strategic initiatives, and executed certain restructuring efforts, all in
an effort to grow our businesses, move towards profitability, and streamline our operations. In line with our growth
plan, we have continued to invest in our business units, with a focus on our RealPlayer business. For example, during
the first half of 2014, we released RealPlayer Cloud worldwide and in May of 2015, we launched RealTimes, our
newest, feature-rich photo and video service. In the third quarter of 2015, we began to intensify our focus on current
and prospective partners, especially wireless carriers, to increase distribution of RealTimes. We continue to develop
innovative ways to enable our partners to integrate RealTimes capabilities into their products and services. Our
investment in RealTimes thus far has negatively impacted our operating results, and we expect to invest further. In our
games business, the latest title in our Delicious-branded series of casual games released in the second quarter of 2015
has continued to perform well as our Games Group remains focused on growing and leveraging the Delicious
franchise.

Condensed consolidated results of operations were as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Total revenue $30,823 $34,157 $(3,334 ) (10 )% $95,374 $120,706 $(25,332) (21 )%
Cost of revenue 18,090 18,928 (838 ) (4 )% 54,469 58,500 (4,031 ) (7 )%
Extinguishment of
liability — — — N/A — (10,580 ) 10,580 (100 )%

Gross profit 12,733 15,229 (2,496 ) (16 )% 40,905 72,786 (31,881 ) (44 )%
Gross margin 41 % 45 % 43 % 60 %
Operating expenses 34,695 35,992 (1,297 ) (4 )% 102,586 121,257 (18,671 ) (15 )%
Operating income
(loss) $(21,962 ) $(20,763 ) $(1,199 ) (6 )% $(61,681 ) $(48,471 ) $(13,210) (27 )%
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In the third quarter of 2015, our total consolidated revenue declined by $3.3 million, compared with the year-earlier
period. The reduction in revenue resulted from a decline of $2.8 million in Mobile Entertainment and $0.6 million in
Games, due to the factors described above. Gross margin decreased to 41% from 45% during the quarter ended
September 30, 2015, in large part due to lower margins realized by our Mobile Entertainment and RealPlayer groups,
as described in more detail in Segment Operating Results below. Operating expenses decreased by $1.3 million in the
quarter ended September 30, 2015, compared with the prior year, primarily due to reduced personnel and related costs
of $5.4 million offset in part by increases in restructuring and lease exit charges of $3.0 million and in other operating
expenses compared to the prior year period.
For the nine months ended September 30, 2015, our total consolidated revenue declined by $25.3 million, compared
with the year-earlier period. The reduction in revenue primarily resulted from a decline of $12.9 million in our Mobile
Entertainment
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segment, mostly attributable to a decline in our ringback tone and music on demand businesses. Revenue decreased by
$8.4 million in our RealPlayer Group due to the transition to a new third party distribution arrangement in the second
quarter of 2014 at significantly lower rates compared to our previous partner. Additionally, Games revenue decreased
by $4.0 million, primarily due to a decline in sales of Games subscriptions and download PC games. Gross margin
decreased to 43% from 60% for the year-earlier period primarily due to the extinguishment of the liability in the first
quarter of 2014 described below and to higher bandwidth costs related to our RealPlayer Cloud and RealTimes
products. Operating expenses decreased by $18.7 million in the nine months ended September 30, 2015, compared
with the prior year primarily due to reductions in personnel and related costs of $16.1 million and to reduced
marketing spend of $4.1 million.
During the quarter ended March 31, 2014 certain accrued royalty liabilities of $10.6 million associated with our
historical music business, which had originally been recorded based on statutory rates, were extinguished.

Segment Operating Results
RealPlayer Group
RealPlayer Group segment results of operations were as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Revenue $6,565 $6,565 $— —  % $21,922 $30,336 $(8,414 ) (28 )%
Cost of revenue 3,902 3,566 336 9  % 12,331 10,704 1,627 15  %
Gross profit 2,663 2,999 (336 ) (11 )% 9,591 19,632 (10,041 ) (51 )%
Gross margin 41 % 46 % 44 % 65 %
Operating
expenses 11,492 12,392 (900 ) (7 )% 36,868 42,668 (5,800 ) (14 )%

Operating income
(loss) $(8,829 ) $(9,393 ) $564 6  % $(27,277 ) $(23,036 ) $(4,241 ) (18 )%

Total RealPlayer Group revenue for the quarter ended September 30, 2015 remained consistent when compared with
the year-earlier period. Declines in our legacy subscription products of $0.8 million were offset by an increase of
intellectual property license revenue of $0.5 million and an increase in RealTimes subscription revenue.
Total RealPlayer Group revenue decreased by $8.4 million in the nine months ended September 30, 2015, compared
with the year-earlier period. This decrease was primarily a result of our transition to a new third party distribution
arrangement at significantly lower rates compared to our previous partner which caused a decrease in our third party
distribution revenue of $8.4 million.
Cost of revenue increased by $0.3 million during the quarter ended September 30, 2015, compared with the
year-earlier period. This increase was primarily due to higher bandwidth costs related to our RealTimes product of
$0.6 million, partially offset by savings in license and subscription royalty expenses.
Cost of revenue increased by $1.6 million during the nine months ended September 30, 2015, compared with the
year-earlier period. Bandwidth costs increased by $2.5 million compared with the year-earlier period, partially offset
by lower RealPlayer license royalties of $0.9 million.
Gross margin during the quarter and nine months ended September 30, 2015 declined primarily as a result of our
transition to a new third party distribution arrangement at significantly lower rates compared to our previous partner
and the increase in bandwidth costs to support our RealTimes service.
Operating expenses decreased by $0.9 million in the quarter ended September 30, 2015, compared with the
year-earlier period. The decrease was primarily due to reductions in personnel and related costs of $1.1 million, offset
in part by an increase in marketing costs.
Operating expenses decreased by $5.8 million in the nine months ended September 30, 2015, compared with the
year-earlier period primarily due to decreased marketing spend of $3.4 million related to our transition to a new third
party distribution arrangement, along with reductions in personnel and related costs of $2.1 million.
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Mobile Entertainment
Mobile Entertainment segment results of operations were as follows (dollars in thousands): 

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Revenue $16,414 $19,190 $(2,776 ) (14 )% $49,409 $62,285 $(12,876 ) (21 )%
Cost of revenue 11,518 12,626 (1,108 ) (9 )% 34,103 38,874 (4,771 ) (12 )%
Gross profit 4,896 6,564 (1,668 ) (25 )% 15,306 23,411 (8,105 ) (35 )%
Gross margin 30 % 34 % 31 % 38 %
Operating expenses 5,219 7,086 (1,867 ) (26 )% 16,153 26,126 (9,973 ) (38 )%
Operating income
(loss) $(323 ) $(522 ) $199 38  % $(847 ) $(2,715 ) $1,868 69  %

Total Mobile Entertainment revenue decreased by $2.8 million in the quarter ended September 30, 2015, compared
with the year-earlier period. This decrease was due to a decrease of $1.6 million in our ringback tones and intercarrier
messaging businesses, and to a decrease in Helix licensing revenue of $1.1 million as we ceased investing in this
business in the fourth quarter of 2014.
Total Mobile Entertainment revenue decreased by $12.9 million in the nine months ended September 30, 2015,
compared with the year-earlier period. The decline was primarily due to a decrease in our SaaS business of $9.0
million, where ringback tone revenue declined by $6.0 million and music on demand revenue declined by $2.1
million. Further, our Helix licensing revenue declined by $3.1 million as we ceased investing in this business in the
fourth quarter of 2014.
Cost of revenue decreased by $1.1 million and $4.8 million in the quarter and nine months ended September 30, 2015,
compared with the year-earlier period, primarily related to reductions in personnel and related costs.
Gross margin declined for the quarter and nine months ended September 30, 2015, due to a decline in higher margin
revenues such as in our ringback tones business.
        Operating expenses decreased by $1.9 million and $10.0 million for the quarter and nine months ended
September 30, 2015, compared with the year-earlier period, primarily due to reductions in personnel and related costs
of $1.7 million and $6.9 million respectively. Additionally, our marketing spend decreased by $1.0 million for the
nine months ended September 30, 2015.
Games
Games segment results of operations were as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Revenue $7,844 $8,402 $(558 ) (7 )% $24,043 $28,085 $(4,042 ) (14 )%
Cost of revenue 2,513 2,573 (60 ) (2 )% 7,593 8,419 (826 ) (10 )%
Gross profit 5,331 5,829 (498 ) (9 )% 16,450 19,666 (3,216 ) (16 )%
Gross margin 68 % 69 % 68 % 70 %
Operating
expenses 6,431 8,658 (2,227 ) (26 )% 23,833 27,193 (3,360 ) (12 )%

Operating income
(loss) $(1,100 ) $(2,829 ) $1,729 61  % $(7,383 ) $(7,527 ) $144 2  %

Total Games revenue decreased by $0.6 million in the quarter ended September 30, 2015, compared with the
year-earlier period primarily due to lower revenue from our PC games business, including our subscription products
and advertising of $1.1 million and $0.6 million, respectively, which were offset by an increase in our mobile games
revenue of $1.5 million.
Total Games revenue decreased by $4.0 million in the nine months ended September 30, 2015, compared with the
year-earlier period. The decline was primarily related to a decrease of subscription revenue of $3.8 million.
Cost of revenue remained constant in the quarter ended September 30, 2015, compared with the year-earlier period.
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Cost of revenue decreased by $0.8 million in the nine months ended September 30, 2015, compared with the
year-earlier period. The decreases were due primarily to declines in advertising costs of $0.6 million, royalties related
to our downloadable PC games of $0.6 million, and bandwidth costs. These decreases were offset in part by an
increase in mobile license royalties of $0.8 million, as a result of our higher mobile games revenue.
Gross margin showed little fluctuation during the quarter and nine months ended September 30, 2015.
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Operating expenses declined by $2.2 million and $3.4 million in the quarter and nine months ended September 30,
2015, respectively, compared with the year-earlier period. The decreases were primarily due to reductions in personnel
and related costs of $1.8 million and $2.8 million, respectively, largely due to the sale of our social and casino games
business.
Corporate
We allocate certain corporate expenses which are directly attributable to supporting the business to our reportable
segments. These allocated corporate expenses include, but are not limited to a portion of finance, legal, human
resources and headquarters facilities. Remaining expenses, which are not directly attributable to supporting the
business, are reported as corporate items. All restructuring, extinguishment of liability, and lease exit and related
charges, are included in the corporate segment.

Corporate segment results of operations were as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Cost of revenue $157 $163 $(6 ) (4 )% $442 $503 $(61 ) (12 )%
Extinguishment of
liability — — — N/A — (10,580 ) 10,580 (100 )%

Operating expenses 11,553 7,856 3,697 47  % 25,732 25,270 462 2  %
Operating income
(loss) $(11,710 ) $(8,019 ) $(3,691 ) (46 )% $(26,174 ) $(15,193 ) $(10,981 ) (72 )%

Operating expenses increased by $3.7 million in the quarter ended September 30, 2015 compared with the year-earlier
period. The increase was primarily due to an increase in restructuring and lease exit charges of $3.0 million and
depreciation related to the reduced office space at our Seattle headquarters of $0.7 million.
Operating expenses increased by $0.5 million in the nine months ended September 30, 2015, compared with the
year-earlier period. The increase was primarily due to an increase in restructuring and lease exit charges of $3.3
million, offset by reduced personnel and related costs.
During the quarter ended March 31, 2014 certain accrued royalty liabilities of $10.6 million associated with our
historical music business, which had originally been recorded based on statutory rates, were extinguished.
Consolidated Operating Expenses
Our operating expenses consist primarily of salaries and related personnel costs including stock based compensation,
consulting fees associated with product development, sales commissions, amortization of certain intangible assets
capitalized in our acquisitions, professional service fees, advertising costs, and restructuring charges. Operating
expenses were as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Research and development $10,501 $12,784 $(2,283 ) (18 )% $34,681 $40,110 $(5,429 ) (14 )%
Sales and marketing 11,938 13,283 (1,345 ) (10 )% 38,822 51,022 (12,200 ) (24 )%
General and administrative 7,021 7,723 (702 ) (9 )% 21,312 25,617 (4,305 ) (17 )%
Restructuring and other
charges 3,114 2,048 1,066 52  % 5,563 3,805 1,758 46  %

Lease exit and related
charges 2,121 154 1,967 1,277  % 2,208 703 1,505 214  %

Total consolidated
operating expenses $34,695 $35,992 $(1,297 ) (4 )% $102,586 $121,257 $(18,671 ) (15 )%

Research and development expenses decreased by $2.3 million and $5.4 million in the quarter and nine months ended
September 30, 2015, compared with the year-earlier period. The decreases were due to reduced personnel and related
costs of $2.4 million and $5.0 million, respectively, primarily related to the sale of our Slingo and social casino games
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business.
Sales and marketing expenses decreased by $1.3 million in the quarter ended September 30, 2015 compared with the
year-earlier period, due to reduced personnel and related costs of $1.7 million partially due to the sale of our Slingo
and social casino business, offset in part by an increase in marketing spend of $0.5 million.
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Sales and marketing expenses decreased by $12.2 million in the nine months ended September 30, 2015 compared
with the year-earlier period, primarily attributable to a reduction in personnel and related costs of $7.1 million and a
decrease in marketing spend of $4.0 million due to our transition to a new third party distribution arrangement in the
second quarter of 2014.
General and administrative expenses decreased by $0.7 million in the quarter ended September 30, 2015, compared
with the year-earlier period, primarily due to reductions in personnel and related costs of $1.2 million.
General and administrative expenses decreased by $4.3 million in the nine months ended September 30, 2015,
compared with the year-earlier period. The decrease was due to $4.0 million in reduced personnel and related costs.
Restructuring and other charges and Lease exit and related charges consist of costs associated with the ongoing
reorganization of our business operations and our ongoing expense re-alignment efforts. The restructuring expense
amounts in both years are primarily related to severance costs due to workforce reductions. Lease exit costs for the
quarter and nine months ended September 30, 2015 increased by $2.0 million and $1.5 million, respectively, when
compared with the year-earlier period, primarily due to the reduced use of our Seattle headquarters. For additional
details on these charges see Note 11, Restructuring Charges and Note 12, Lease Exit and Related Charges, to the
unaudited condensed consolidated financial statements included in Item 1 of Part I of this 10-Q.
Other Income (Expenses)
Other income (expenses), net was as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

Interest income, net $147 $80 $67 84  % $597 $396 $201 51  %
Gain (loss) on investments,
net (615 ) — (615 ) NM (222 ) 2,371 (2,593 ) (109 )%

Equity in net loss of
Rhapsody (735 ) (1,530 ) 795 52  % (13,831 ) (4,170 ) (9,661 ) (232 )%

Other income (expense), net 297 325 (28 ) (9 )% 628 153 475 310  %
Total other income (expense),
net $(906 ) $(1,125 ) $219 19  % $(12,828) $(1,250 ) $(11,578) NM

Gain (loss) on investments, net, for the quarter ended September 30, 2015 consisted primarily of $0.5 million of loss
on the expiration this quarter of a previously purchased call option.

Gain (loss) on investments, net, for the nine months ended September 30, 2015 declined primarily due to a smaller
gain on the sale of available for sale securities in the current year than in the prior year period. The current year gain
was offset by the loss in the third quarter of 2015 described above. In 2014, we sold 700,000 shares of our J-Stream
investment and realized a gain of $2.4 million.

As described further in Note 5, Rhapsody Joint Venture, to the unaudited condensed consolidated financial statements
included in Item 1 of Part I of this 10-Q, we account for our investment in Rhapsody under the equity method of
accounting. The net carrying value of our investment in Rhapsody is not necessarily indicative of the underlying fair
value of our investment.
Income Taxes
During the quarters ended September 30, 2015 and 2014, we recognized an income tax benefit of $1.7 million and
income tax expense of $0.3 million, respectively, related to U.S. and foreign income taxes. During the nine months
ended September 30, 2015 and 2014, we recognized an income tax benefit of $1.1 million and income tax expense of
$1.3 million, respectively, related to U.S. and foreign income taxes. The change in income tax expense during the
quarter and nine months ended September 30, 2015 was largely the result of an income tax benefit related to the sale
of the Slingo and social casino games business recognized in the quarter ended September 30, 2015, as well as
changes in our jurisdictional income.

Edgar Filing: REALNETWORKS INC - Form 10-Q

37



As of September 30, 2015, there have been no material changes to RealNetworks’ uncertain tax positions disclosures
as provided in Note 14 of the 2014 10-K. However, as a result of the closure of our United States federal audit for the
year ended December 31, 2012, we anticipate a decrease in our total unrecognized tax benefit by an amount up to $3.3
million within the
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next 12 months, which will have no impact on the financial statements since we maintain a valuation allowance on our
deferred tax assets.
The majority of our tax expense is due to income in our foreign jurisdictions and we have not benefitted from losses in
the U.S. and certain foreign jurisdictions in the third quarter of 2015. We generate income in a number of foreign
jurisdictions, some of which have higher or lower tax rates relative to the U.S. federal statutory rate. Our tax expense
could fluctuate significantly on a quarterly basis to the extent income is less than anticipated in countries with lower
statutory tax rates and more than anticipated in countries with higher statutory tax rates. For the quarter and nine
months ended September 30, 2015, decreases in tax expense from income generated in foreign jurisdictions with
lower tax rates in comparison to the U.S. federal statutory rate was offset by increases in tax expense from income
generated in foreign jurisdictions having comparable, or higher tax rates in comparison to the U.S. federal statutory
rate. The effect of differences in foreign tax rates on the Company's tax expense for the third quarter of 2015 is
minimal.
As of September 30, 2015, we have not provided for U.S. federal and state income taxes on certain undistributed
earnings of our foreign subsidiaries, since such earnings are considered indefinitely reinvested outside the U.S. or may
be remitted tax-free to the U.S. If these amounts were distributed to the U.S., in the future in the form of dividends or
otherwise, we could be subject to additional U.S. income and foreign withholding taxes. It is not practicable to
determine the foreign withholding and U.S. income tax liability or benefit on such earnings due to the timing of such
future distributions, the availability of foreign tax credits, and the complexity of the computation if such earnings were
not deemed to be permanently reinvested. If future events, including material changes in estimates of cash, working
capital, and long-term investment requirements necessitate that these earnings be distributed, an additional provision
for U.S. income and foreign withholding taxes, net of foreign tax credits, may be necessary.
We file numerous consolidated and separate income tax returns in the U.S., including federal, state and local returns,
as well as in foreign jurisdictions. With few exceptions, we are no longer subject to United States federal income tax
examinations for tax years prior to 2013 or state, local or foreign income tax examinations for years prior to 1993. We
are currently under audit by various states and foreign jurisdictions for certain tax years subsequent to 1993.
Geographic Revenue
Revenue by geographic region was as follows (dollars in thousands):

Quarters ended September 30, Nine months ended September 30,
2015 2014 $ Change % Change 2015 2014 $ Change % Change

United States $11,460 $12,280 $(820 ) (7 )% $36,112 $47,800 $(11,688 ) (24 )%
Europe 3,670 5,749 (2,079 ) (36 )% 11,561 21,129 (9,568 ) (45 )%
Republic of Korea 9,569 9,728 (159 ) (2 )% 28,268 31,114 (2,846 ) (9 )%
Rest of world 6,124 6,400 (276 ) (4 )% 19,433 20,663 (1,230 ) (6 )%
Total net revenue $30,823 $34,157 $(3,334 ) (10 )% $95,374 $120,706 $(25,332 ) (21 )%
Revenue in the United States declined by $0.8 million in the quarter ended September 30, 2015 compared with the
year-earlier period. The decline was due to lower revenue generated from our SaaS offerings of $0.8 million and from
our RealPlayer and PC games subscription revenues of $0.8 million. These revenue declines in the United States were
offset by an increase in our mobile games revenue of $1.6 million in the quarter ended September 30, 2015 compared
with the year-earlier period.
Revenue in the United States declined by $11.7 million in the nine months ended September 30, 2015, compared with
the year-earlier period. The decline was due primarily to lower revenue generated from the distribution of third party
software products of $6.6 million and a decline in SaaS revenue of $3.6 million.
Revenue in Europe declined by $2.1 million in the quarter ended September 30, 2015 compared with the year-earlier
period. The decrease was primarily due to a decline in our Games business of $1.1 million, and a decline in our
Mobile Entertainment business of $1.0 million.
Revenue in Europe declined by $9.6 million in the nine months ended September 30, 2015, compared with the
year-earlier period. The decline was due primarily to a decrease in revenue from our Mobile Entertainment business of
$4.6 million, a decrease in our Games business of $3.9 million, and a decline in RealPlayer third party software
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distribution and advertising revenue of $0.9 million.

25

Edgar Filing: REALNETWORKS INC - Form 10-Q

40



Revenue in Korea decreased by $0.2 million in the quarter ended September 30, 2015 compared with the year-earlier
period. The decline was due to a decrease in the RealPlayer business, primarily related to intellectual property
licensing revenues.
Revenue in Korea declined $2.8 million in the nine months ended September 30, 2015 compared with the year-earlier
period. The decrease was primarily due to a decrease in our SaaS offerings of $1.7 million and RealPlayer intellectual
property license revenue of $1.3 million.
Revenue in the rest of world decreased by $0.3 million in the quarter ended September 30, 2015 compared with the
year-earlier period. The decrease was primarily due to a decline in our Mobile Entertainment business of $0.6 million
and lower Games revenues, offset in part by an increase in our RealPlayer group revenue of $0.6 million.
Revenue in the rest of world decreased by $1.2 million in the nine months ended September 30, 2015 compared with
the year-earlier period. The decrease was primarily due to decreases in Helix license revenue and systems integration
services revenue of $1.0 million and $0.8 million, respectively. Additionally, revenue declined due to a decrease in
Games subscription revenue of $0.7 million. These declines were partially offset by an increase in our RealPlayer
business of $1.5 million, which was driven by our sales intellectual property licenses.
New Accounting Pronouncements

See Note 2, Recent Accounting Pronouncements, to the unaudited condensed consolidated financial statements
included in Item 1 of Part I of this 10-Q.
Liquidity and Capital Resources
The following summarizes working capital, cash, cash equivalents, short-term investments, and restricted cash (in
thousands):

September 30,
2015

December 31,
2014

Working capital $94,711 $136,429
Cash, cash equivalents, and short-term investments 112,243 161,706
Restricted cash equivalents and investments 3,000 3,000

The 2015 decrease of cash, cash equivalents, and short-term investments from December 31, 2014 was due primarily
to our ongoing negative cash flows used in operating activities, which totaled $56.0 million in the first nine months of
2015 offset in part by $10.0 million received from the sale of our Slingo and social casino business, as further
described in Note 3, Sale of Slingo and Social Casino Business, to the unaudited condensed consolidated financial
statements included in Item 1 of Part I of this 10-Q.
The following summarizes cash flow activity (in thousands):

Nine months ended September 30,
2015 2014

Cash provided by (used in) operating activities $(55,969 ) $(45,642 )
Cash provided by (used in) investing activities 17,229 10,472
Cash provided by (used in) financing activities 228 (458 )
Cash used in operating activities consisted of net income (loss) adjusted for certain non-cash items such as
depreciation and amortization, and the effect of changes in certain operating assets and liabilities.
Cash used in operating activities was $10.3 million higher in the nine months ended September 30, 2015 as compared
to the same period in 2014. This increase in cash used in operating activities is due mainly to the change in operating
assets and liabilities during the current year period. In the current year, we used cash of $7.6 million from the net
change in operating assets and liabilities while in the prior year the net change in operating assets and liabilities
provided $0.7 million.
For the nine months ended September 30, 2015, cash provided by investing activities of $17.2 million was primarily
due to sales and maturities, net of purchases, of short-term investments of $8.0 million as well as cash received from
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the sale of our Slingo and social casino business of $10.0 million. These amounts were partially offset by purchases of
equipment, software
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and leasehold improvements of $1.1 million. The $5.0 million advance made to Rhapsody in the first quarter of 2015
was repaid in the current quarter, as described in more detail in Note 5, Rhapsody Joint Venture, to the unaudited
condensed consolidated financial statements included in Item 1 of Part I of this 10-Q.
For the nine months ended September 30, 2014, cash provided by investing activities of $10.5 million was primarily
due to sales and maturities, net of purchases, of short-term investments of $11.0 million and cash proceeds received
from the sale of available for sale securities during the first quarter of $2.8 million, partially offset by purchases of
equipment, software and leasehold improvements of $2.1 million.
Financing activities for the nine months ended September 30, 2015 provided cash totaling $0.2 million primarily from
the issuance of common stock during the period.
Financing activities for the nine months ended September 30, 2014 used cash totaling $0.5 million primarily from the
payment of the principal amount of contingent consideration of $0.7 million related to an earlier period business
acquisition.
While we currently have no planned significant capital expenditures for the remainder of 2015 other than those in the
ordinary course of business, we have contractual commitments for future payments related to office leases.
We believe that our current unrestricted cash, cash equivalents, and short-term investments will be sufficient to meet
our anticipated cash needs for working capital and capital expenditures for at least the next 12 months.
In the future, we may seek to raise additional funds through public or private equity financing, or through other
sources such as credit facilities. Such sources of funding may or may not be available to us at commercially
reasonable terms. The sale of additional equity securities could result in dilution to our shareholders. In addition, in
the future, we may enter into cash or stock acquisition transactions or other strategic transactions that could reduce
cash available to fund our operations or result in dilution to shareholders.
Our cash equivalents and short-term investments consist of investment grade securities, as specified in our investment
policy guidelines. The policy limits the amount of credit exposure to any one non-U.S. Government or non-U.S.
Agency issue or issuer to a maximum of 5% of the total portfolio. These securities are subject to interest rate risk and
will decrease in value if interest rates increase. Because we have historically had the ability to hold our fixed income
investments until maturity, we do not expect our operating results or cash flows to be significantly affected by a
sudden change in market interest rates in our securities portfolio.
We conduct our operations primarily in five functional currencies: the U.S. dollar, the Korean won, the Japanese yen,
the British pound and the euro. We currently do not hedge the majority of our foreign currency exposures and are
therefore subject to the risk of exchange rate fluctuations. We are exposed to foreign exchange rate fluctuations as the
financial results of foreign subsidiaries are translated into U.S. dollars in consolidation. Our exposure to foreign
exchange rate fluctuations also arises from intercompany payables and receivables to and from our foreign
subsidiaries.
As of September 30, 2015, approximately $16.0 million of the $112.2 million of unrestricted cash, cash equivalents,
and short-term investments was held by our foreign subsidiaries. If these funds are needed for our operations in the
U.S., we may be required to accrue and pay U.S. income and foreign withholding taxes to repatriate these funds.
However, our intent is to permanently reinvest these funds outside of the U.S. and our current plans do not
demonstrate a need to repatriate them to fund our U.S. operations. Additionally, the Company currently has significant
net operating losses and other tax attributes that could be used to offset potential U.S. income tax that could result if
these amounts were distributed to the U.S. We utilize a variety of tax planning and financing strategies in an effort to
ensure that our worldwide cash is available in the locations in which it is needed. We do not expect restrictions or
potential taxes on repatriation of amounts held outside of the U.S to have a material effect on our overall liquidity,
financial condition or results of operations.
Off-Balance Sheet Arrangements
We have operating lease obligations for office facility leases with future cash commitments that are not required to be
recorded on our consolidated balance sheet. Accordingly, these operating lease obligations constitute off-balance sheet
arrangements. In addition, since we do not maintain accruals associated with certain guarantees, as discussed in
Note 17, Guarantees, to the unaudited condensed consolidated financial statements included in Item 1 of Part I of this
10-Q, those guarantee obligations also constitute off-balance sheet arrangements.
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Critical Accounting Policies and Estimates
The preparation of our financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the
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reported amounts of revenue and expenses during the reported period. Our critical accounting policies and estimates
are as follows:
•Revenue recognition;
•Estimating music publishing rights and music royalty accruals;
•Estimating recoverability of deferred costs;
•Estimating allowances for doubtful accounts and sales returns;
•Estimating losses on excess office facilities;
•Valuation of equity method investments;
•Valuation of definite-lived assets;
•Valuation of goodwill and indefinite-lived intangible assets;
•Stock-based compensation; and
•Accounting for income taxes.
Revenue Recognition. We recognize revenue when persuasive evidence of an arrangement exists, delivery has
occurred, the sales price is fixed or determinable, and collection is probable. Physical products are considered
delivered to the customer once they have been shipped and title and risk of loss have been transferred. For online
sales, the products or services are considered delivered at the time the product or services are made available,
digitally, to the end user.
We recognize revenue on a gross or net basis. In most arrangements, we contract directly with end user customers, and
are the primary obligor. In such arrangements, we recognize revenue on a gross basis. In some cases, we utilize
third-party distributors who are the primary obligor to sell products or services directly to end user customers. In such
instances, we recognize revenue on a net basis.
In our direct to consumer operations, we derive revenue primarily through (1) subscriptions of SuperPass within our
RealPlayer Group segment and subscriptions sold by our Games segment, (2) sales of content downloads, software
and licenses offered by our RealPlayer Group, Mobile Entertainment, and Games segments and (3) the sale of
advertising and the distribution of third-party products on our websites and in our games.
Consumer subscription products are paid in advance, typically for monthly, quarterly or annual duration. Subscription
revenue is recognized ratably over the related subscription time period. Revenue from sales of content downloads,
software and licenses is recognized at the time the product is made available, digitally, to the end user. Revenue
generated from advertising on our websites and from advertising and the distribution of third-party products included
in our products is recognized as revenue at the time of delivery.
We also generate revenue through business-to-business channels by providing services within our Mobile
Entertainment segment enabling mobile carriers to deliver audio and video content to their customers and by selling
software licenses and products and related support and other services. Revenue generated from services provided to
mobile carriers that enable the delivery of audio and video content to their customers is recognized as the services are
provided. Setup fees to build these services are recognized ratably upon launch of the service over the remaining
expected term of the service.
Non-software revenue arrangements containing multiple elements are divided into separate units of accounting, after
being evaluated for specific criteria. If the criteria for separation are met, revenue is allocated to the individual units
using the relative price method. If the criteria are not met, the elements are treated as one unit of accounting and
revenue recognition is delayed until all elements have been delivered. In the case of revenue arrangements containing
software, elements are divided into separate units of accounting only when vendor-specific objective evidence has
been established. In cases where vendor-specific objective evidence has not been established, undelivered elements
are combined into one unit of accounting and are not recognized in revenue until all elements have been delivered.
Estimating Music Publishing Rights and Music Royalty Accruals. We have made estimates of amounts that may be
owed related to music royalties for our historical domestic and international music services. Material differences may
impact the amount and timing of our expense for any period if management made different judgments or utilized
different estimates. Under copyright law, we may be required to pay licensing fees for digital sound recordings and
compositions we have delivered. Copyright law generally does not specify the rate and terms of the licenses, which
are determined by voluntary negotiations among the parties or, for certain compulsory licenses where voluntary
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negotiations are unsuccessful, by arbitration. Our estimates are based on contracted or statutory rates, when
established, or management’s best estimates based on facts and circumstances regarding the specific music services
and agreements in similar geographies or with similar agencies. While we have based our estimates on historical
experience and on various other assumptions that management believes to be reasonable under the circumstances,
actual results may differ materially from these estimates under different assumptions or conditions.
During the quarter ended March 31, 2014, certain accrued royalty liabilities of $10.6 million associated with our
historical music business, which had originally been recorded based on statutory rates, were extinguished.
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Estimating Recoverability of Deferred Costs. We defer costs on projects for service revenue and system sales.
Deferred costs consist primarily of direct and incremental costs to customize and install systems, as defined in
individual customer contracts, including costs to acquire hardware and software from third parties and payroll costs
for our employees and other third parties. We recognize such costs as a component of cost of revenue, the timing of
which is dependent upon the revenue recognition policy by contract. For revenue recognized under the completed
contract method, costs are deferred until the products are delivered, or upon completion of services or, where
applicable, customer acceptance. For revenue recognized under the percentage of completion method, costs are
recognized as products are delivered or services are provided in accordance with the percentage of completion
calculation. For revenue recognized ratably over the term of the contract, costs are recognized ratably over the term of
the contract, commencing on the date of revenue recognition. At each balance sheet date, we review deferred costs to
ensure they are ultimately recoverable. Any anticipated losses on uncompleted contracts are recognized when
evidence indicates the estimated total cost of a contract exceeds its estimated total revenue.
Assessing the recoverability of deferred project costs is based on significant assumptions and estimates, including
future revenue and cost of sales. Significant or sustained decreases in revenue or increases in cost of sales in future
periods could result in impairments of deferred project costs. We cannot accurately predict the amount and timing of
any such impairments. Should the value of deferred project costs become impaired, we would record the appropriate
charge, which could have a material adverse effect on our financial condition or results of operations.
Estimating Allowances for Doubtful Accounts and Sales Returns. We make estimates of the uncollectible portion of
our accounts receivable. We specifically analyze the age of accounts receivable and historical bad debts, customer
credit-worthiness and current economic trends when evaluating the adequacy of the allowance for doubtful accounts.
Similarly, we make estimates of potential future product returns related to current period revenue. We analyze
historical returns, current economic trends, and changes in customer demand and acceptance of our products when
evaluating the adequacy of the sales returns allowance. Significant judgments and estimates are made and used in
connection with establishing allowances for doubtful accounts and sales returns. Material differences may result in the
amount and timing of our revenue for any period if we were to make different judgments or utilize different estimates
or actual future experience was different from the judgments and estimates.
Estimating losses on excess office facilities. We made significant estimates in determining the appropriate amount of
accrued loss on excess office facilities. If we make different estimates, our loss on excess office facilities could be
significantly different from that recorded, which could have a material impact on our operating results.
Valuation of Equity Method Investments. We use the equity method of accounting for investments in circumstances
where we have the ability to exert significant influence, but not control, over an investee or joint venture. We record
our percentage interest in the investee's recorded income or loss and changes in the investee's capital under this
method, which will increase or decrease the reported value of our investment. See Note 5, Rhapsody Joint Venture, to
the unaudited condensed consolidated financial statements included in Item 1 of Part I of this 10-Q, for additional
information. We initially record our investment based on a fair value analysis of the investment.
We evaluate impairment of an investment valued under the equity method if events and circumstances warrant. An
impairment charge would be recorded if a decline in value of an equity investment below its carrying amount were
determined to be other than temporary. In determining if a decline is other than temporary, we consider factors such as
the length of time and extent to which the fair value of the investment has been less than the carrying amount of the
investee or joint venture, the near-term and longer-term operating and financial prospects of the investee or joint
venture and our intent and ability to hold the investment for a period of time sufficient to allow for any anticipated
recovery.
Valuation of Definite-Lived Assets. Definite-lived assets consist primarily of property, plant and equipment, as well
as amortizable intangible assets acquired in business combinations. Definite-lived assets are amortized on a straight
line basis over their estimated useful lives. We review definite-lived assets for impairment whenever events or
changes in circumstances indicate the carrying amount of such assets may not be recoverable. Recoverability of these
assets is measured by comparison of their carrying amount to future undiscounted cash flows the assets are expected
to generate. If definite-lived assets are considered to be impaired, the impairment to be recognized equals the amount
by which the carrying value of the assets exceeds their fair market value.
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The impairment analysis of definite-lived assets is based upon estimates and assumptions relating to our future
revenue, cash flows, operating expenses, costs of capital and capital purchases. These estimates and assumptions are
complex and subject to a significant degree of judgment with respect to certain factors including, but not limited to,
the cash flows of our long-term operating plans, market and interest rate risk, and risk-commensurate discount rates
and cost of capital. Significant or sustained declines in future revenue or cash flows, or adverse changes in our
business climate, among other factors, and their resulting impact on the estimates and assumptions relating to the
value of our definite-lived assets could result in the need to perform an impairment analysis in future periods which
could result in a significant impairment. While we believe our

29

Edgar Filing: REALNETWORKS INC - Form 10-Q

48



estimates and assumptions are reasonable, due to their complexity and subjectivity, these estimates and assumptions
could vary from period to period. Changes in these estimates and assumptions could materially affect the estimate of
future undiscounted cash flows and related fair market values of these assets and result in significant impairments,
which could have a material adverse effect on our financial condition or results of operations. For further discussion,
please see the risk factor entitled, "Any impairment to our goodwill, indefinite-lived intangible assets and
definite-lived assets could result in a significant charge to our earnings" under Item 1A Risk Factors.
Valuation of Goodwill and Indefinite-Lived Intangible Assets.  We test goodwill for impairment on an annual basis, in
our fourth quarter, or more frequently if circumstances indicate reporting unit carrying values may exceed their fair
values. Circumstances that may indicate a reporting unit's carrying value exceeds its fair value include, but are not
limited to: poor economic performance relative to historical or projected future operating results; significant negative
industry, economic or company specific trends; changes in the manner of our use of the assets or the plans for our
business; and loss of key personnel.
When evaluating goodwill for impairment, based upon our annual test or due to changes in circumstances described
above, we first perform a qualitative assessment to determine if the fair value of a reporting unit is more likely than
not less than the reporting unit's carrying amount including goodwill. If this assessment indicates it is more likely than
not, we then compare the carrying value of the reporting unit to the estimated fair value of the reporting unit. If the
carrying value of the reporting unit exceeds the estimated fair value, we then calculate the implied estimated fair value
of goodwill for the reporting unit and compare it to the carrying amount of goodwill for the reporting unit. If the
carrying amount of goodwill exceeds the implied estimated fair value, an impairment charge to current operations is
recorded to reduce the carrying value to implied estimated value.
Significant judgments and estimates are required in determining the reporting units and assessing the fair value of the
reporting units. These estimates and assumptions are complex and subject to a significant degree of judgment with
respect to certain factors including, but not limited to, the cash flows of long-term operating plans, market and interest
rate risk, and risk-commensurate discount rates and cost of capital.
We evaluate indefinite-lived intangible assets (primarily tradenames and trademarks) for impairment on an annual
basis, in the fourth quarter, or more frequently if an event occurs or changes in circumstances indicate that impairment
may exist. When evaluating indefinite-lived intangible assets for impairment, we may first perform a qualitative
assessment to determine if the fair value of the intangible assets is more likely than not greater than its carrying
amount. If we do not perform a qualitative assessment or if the fair value of the intangible assets is not more likely
than not greater than its carrying amount, we estimate the fair value of the intangible assets. If the carrying amount of
the intangible assets exceeds the estimated fair value, an impairment charge is recorded to reduce the carrying value to
the estimated fair value. Significant judgments and estimates are required in assessing the fair value of the
indefinite-lived intangible assets. These estimates and assumptions are complex and subject to a significant degree of
judgment with respect to certain factors including, but not limited to, the cash flows of long-term operating plans,
market and interest rate risk, and risk-commensurate discount rates and cost of capital.
Stock-Based Compensation. Stock-based compensation cost is estimated at the grant date based on the award’s fair
value and is recognized as expense over the requisite service period, which is the vesting period. For stock options, the
fair value is calculated using the Black-Scholes option-pricing model or other appropriate valuation models such as
Monte Carlo simulation. The valuation models require various highly judgmental assumptions including volatility in
our common stock price and expected option life. If any of the assumptions used in the valuation models change
significantly, stock-based compensation expense for new awards may differ materially in the future from the amounts
recorded in our consolidated statement of operations. For all awards, we are required to estimate forfeitures at the time
of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. We use
historical data to estimate pre-vesting forfeitures.
Accounting for Income Taxes. We use the asset and liability method of accounting for income taxes. Under this
method, income tax expense is recognized for the amount of taxes payable or refundable for the current year. In
addition, deferred income tax expense and deferred tax assets and liabilities are recognized for the expected future tax
consequences of temporary differences between the financial reporting and tax basis of assets and liabilities and for
operating losses and tax credit carryforwards. Deferred tax assets and liabilities and operating loss and tax credit
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carryforwards are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences and operating loss and tax credit carryforwards are expected to be recovered or settled. We
must make assumptions, judgments and estimates to determine the current and deferred provision for income taxes,
deferred tax assets and liabilities and any valuation allowance to be recorded against deferred tax assets. Our
judgments, assumptions, and estimates relative to the current provision for income tax take into account current tax
laws, our interpretation of current tax laws and possible outcomes of future audits conducted by foreign and domestic
tax authorities. Changes in tax law or our interpretation of tax laws and future tax audits could significantly impact the
amounts provided for income taxes in our consolidated financial statements.
Each reporting period we must periodically assess the likelihood that our deferred tax assets will be recovered from
future sources of taxable income, and to the extent that recovery is not more likely than not, a valuation allowance
must be
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established. The establishment of a valuation allowance and increases to such an allowance result in either increases to
income tax expense or reduction of income tax benefit in the statement of operations and comprehensive income. In
certain instances, changes in the valuation allowance may be allocated directly to the related components of
shareholders' equity on the consolidated balance sheet. Factors we consider in making such an assessment include, but
are not limited to, past performance and our expectation of future taxable income, macroeconomic conditions and
issues facing our industry, existing contracts, our ability to project future results and any appreciation of our
investments and other assets.
As of September 30, 2015, $16.0 million of the $112.2 million of unrestricted cash, cash equivalents, and short-term
investments was held by our foreign subsidiaries.
As of September 30, 2015, we have not provided for U.S. federal and state income taxes on certain undistributed
earnings of our foreign subsidiaries, since such earnings are considered indefinitely reinvested outside the U.S. or may
be remitted tax-free to the U.S. If these amounts were distributed to the U.S., in the form of dividends or otherwise,
RealNetworks could be subject to additional U.S. income and foreign withholding taxes. It is not practicable to
determine the foreign withholding and U.S. federal income tax liability or benefit on such earnings due to the timing
of such future distributions, the availability of foreign tax credits, and the complexity of the computation if such
earnings were not deemed to be permanently reinvested. If future events, including material changes in estimates of
cash, working capital, and long-term investment requirements necessitate that these earnings be distributed, an
additional provision for U.S. income and foreign withholding taxes, net of foreign tax credits, may be necessary.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
The following discussion about our market risk involves forward-looking statements. All statements that do not relate
to matters of historical fact should be considered forward-looking statements. Actual results could differ materially
from those projected in any forward-looking statements.
Interest Rate Risk. Our exposure to interest rate risk from changes in market interest rates relates primarily to our
short-term investment portfolio. Our short-term investments consist of investment grade debt securities as specified in
our investment policy. Investments in both fixed and floating rate instruments carry a degree of interest rate risk. The
fair value of fixed rate securities may be adversely impacted due to a rise in interest rates, while floating rate securities
may produce less income than expected if interest rates fall. Additionally, a declining rate environment creates
reinvestment risk because as securities mature the proceeds are reinvested at a lower rate, generating less interest
income. See Note 6, Fair Value Measurements, to the unaudited condensed consolidated financial statements included
in Item 1 of Part I of this 10-Q, for additional information. Due in part to these factors, our future interest income may
be adversely impacted due to changes in interest rates. In addition, we may incur losses in principal if we are forced to
sell securities that have declined in market value due to changes in interest rates. Because we have historically had the
ability to hold our short-term investments until maturity, we would not expect our operating results or cash flows to be
significantly impacted by a sudden change in market interest rates. There have been no material changes in our
investment methodology regarding our cash equivalents and short-term investments during the quarter ended
September 30, 2015. Based on our cash, cash equivalents, short-term investments, and restricted cash equivalents as of
September 30, 2015, a hypothetical 10% increase/decrease in interest rates would not increase/decrease our annual
interest income or cash flows by more than a nominal amount.
Investment Risk. As of September 30, 2015, we had investments in voting capital stock of both publicly traded and
privately held technology companies for business and strategic purposes. See Note 1, Description of Business and
Summary of Significant Accounting Policies - Valuation of Equity Method Investments, and Management's
Discussion and Analysis of Financial Condition and Results of Operations - Critical Accounting Policies and
Estimates (Valuation of equity method investments) in the 10-K for details on our accounting treatment for these
investments, including the analysis of other-than-temporary impairments.
Foreign Currency Risk. We conduct business internationally in several currencies and thus are exposed to adverse
movements in foreign currency exchange rates.
Our exposure to foreign exchange rate fluctuations arise in part from: (1) translation of the financial results of foreign
subsidiaries into U.S. dollars in consolidation; (2) the remeasurement of non-functional currency assets, liabilities and
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intercompany balances into U.S. dollars for financial reporting purposes; and (3) non-U.S. dollar denominated sales to
foreign customers. We manage a portion of these risks through the use of financial derivatives, but fluctuations could
impact our results of operations and financial position.
Where appropriate, we manage foreign currency risk for certain material short-term intercompany balances through
the use of foreign currency forward contracts. These contracts require us to exchange currencies at rates agreed upon
at the contract’s inception. Because the impact of movements in currency exchange rates on forward contracts offsets
the related
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impact on the short-term intercompany balances, these financial instruments help alleviate the risk that might
otherwise result from certain changes in currency exchange rates. We do not designate our foreign exchange forward
contracts related to short-term intercompany accounts as hedges and, accordingly, we adjust these instruments to fair
value through results of operations. However, we may periodically hedge a portion of our foreign exchange exposures
associated with material firmly committed transactions, long-term investments, highly predictable anticipated
exposures and net investments in foreign subsidiaries. To the extent we continue to experience adverse economic
conditions, our unhedged exposures are impacted by movements in currency exchange rates and we may record losses
related to such unhedged exposures in future periods that may have a material adverse effect on our financial
condition and results of operations.
Our foreign currency risk management program reduces, but does not entirely eliminate, the impact of currency
exchange rate movements.
We have cash balances denominated in foreign currencies which are subject to foreign currency fluctuation risk. The
majority of our foreign currency denominated cash is held in Korean won and euros. A hypothetical 10% increase or
decrease in the Korean won and euro relative to the U.S. dollar as of September 30, 2015 would not result in a
material impact on our financial position, results of operations or cash flows.
Item 4. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as of September 30, 2015. The term “disclosure controls and
procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended,
means controls and other procedures of a company that are designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the SEC's rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated and
communicated to the company's management, including its principal executive and principal financial officers, as
appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their
objectives, and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.
Based upon that evaluation, our chief executive officer and chief financial officer concluded that, as of September 30,
2015, our disclosure controls and procedures were effective.
(b) Changes in Internal Control over Financial Reporting
There have been no changes in our internal control over financial reporting (as such term is defined in Rule 13a-15(f)
and 15d-15(f) under the Exchange Act) that occurred during the third quarter of 2015 that have materially affected, or
are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings
See Note 16, Commitments and Contingencies, to the unaudited condensed consolidated financial statements included
in Item 1 of Part I of this 10-Q.

Item 1A. Risk Factors
You should carefully consider the risks described below together with all of the other information included in this
Form 10-Q. The risks and uncertainties described below are not the only ones facing our company. Additional risks
and uncertainties not presently known to us or that we presently deem less significant may also impair our business
operations. If any of the following risks actually occurs, our business, financial condition or operating results, and the
trading price of our common stock, could be materially harmed. 

Our business and financial results will be materially adversely impacted if we are unable to successfully implement
our growth plans, strategic initiatives, and restructuring efforts.
Beginning in mid-2012, we developed a growth plan that involved the launch of at least one major new product in
each of our three business units. This growth plan continues to evolve. We have also embarked upon strategic
initiatives intended to simplify and accelerate our operations, and restructuring efforts intended to streamline costs and
bring more focus to our businesses. The simultaneous execution of all of these measures is ambitious and we have not
attempted to pursue this level of transition in our history. Further, as our focus has shifted to these growth initiatives,
our legacy businesses have suffered. We can provide no assurance that we will be successful in implementing our
growth plans, strategic initiatives, and restructuring efforts, either in a timely manner or at all, and our failure to do so
would have a material adverse impact on our business and financial results. Moreover, the implementation of our
growth plans, strategic initiatives and restructuring efforts has required significant cash outlays, and we cannot
guarantee that these expenditures will have the desired return or that our cash reserves will be sufficient for a
successful transition.

We need to successfully introduce and monetize new products and services, whether directly or through partners, to
sustain and grow our businesses.
In order to sustain our current level of business and to implement our growth plans, we must successfully introduce
and monetize new products and services, whether directly to consumers to through new relationships with distribution
partners. The process of developing new, and enhancing existing, products and services is complex, costly and
uncertain, and is subject to a number of risks. Providing products and services that are attractive and useful to
subscribers and consumers is in part subject to unpredictable and volatile factors beyond our control, including
end-user preferences and competing products and services. Any failure by us to timely respond to or accurately
anticipate consumers’ changing needs, emerging technological trends or important changes in the market or
competition for products and services that we introduce, or that we plan to introduce, could increase the current rate of
decline in our market share or result in the loss of market opportunities. In addition, we must make long-term
investments, develop or obtain appropriate intellectual property and commit significant resources before knowing
whether the products and services that we are developing will meet the needs of a large enough group of consumers,
which may result in no return or a loss on our investments. Moreover, if we are unsuccessful in monetizing our new
products and services, whether by selling them directly to consumers or through new relationships with distribution
partners, including mobile carriers, our revenue will continue to decline and our business will suffer.
During 2013 and 2014, each of our businesses introduced at least one new product or service. In early 2014, our
RealPlayer business completed the global launch of RealPlayer Cloud, our integrated video player, storage and
sharing app. During the second quarter of 2015, we launched RealTimes, the successor application to RealPlayer
Cloud, which includes photos and a more expansive feature set. In November 2013, our Mobile Entertainment
business completed its European launch of LISTEN, an application and service for smartphone users featuring
ringback tones and other services. LISTEN was launched with T-Mobile in the U.S. in April 2014. In August 2013,
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our Games business launched GameHouse Casino Plus with the Golden Dreams Sweepstakes feature and, in
September 2014, launched Slingo Adventure. To date, we have not generated significant revenue from any of these
products and services. Moreover, in August 2015, we completed the sale of our Slingo and social casino games
business, which included the GameHouse Casino Plus and Slingo Adventure products. Over the past three years, we
have invested heavily in the development of these and other new products and enhanced features for such products,
and we expect to continue to invest heavily both in further development and in sales and marketing efforts aimed at
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monetizing certain of these products and services. These investments have and are expected to continue to have a
significant negative impact on our cash position and there can be no assurance that our efforts will generate any
meaningful revenue or positive cash flow. If we are unable to generate sustained interest in these products and
services, and therefore drive revenue growth, our financial results and cash position will continue to be materially
negatively impacted.
Furthermore, new products and services may be subject to legal challenge. Responding to any such claims may
require us to enter into royalty and licensing agreements on unfavorable terms, require us to stop distributing or
selling, or to redesign our products or services, or to pay damages, any of which could materially harm our operating
results and our ability to grow our businesses.

Our legacy products and services face new and continuing challenges, causing our revenues to materially decline.
As we increasingly focus our development and sales and marketing efforts on our newly launched products and
services, sales of our legacy products and services have suffered and will continue to suffer. For instance, while the
efforts of our RealPlayer team are targeted increasingly towards enhanced development and monetization of our new
RealTimes product, we have significantly reduced our marketing of SuperPass and have redirected our development
resources away from RealPlayer Plus, both of which have resulted in declines in the number of subscribers of those
legacy products.
Our legacy products and services also face continuing market challenges, including the rapid move to smartphones
and tablets, and the introduction of new operating systems. We have historically distributed our legacy products and
services through desktop computers and feature phones, but the number of people who access similar products and
services through smartphones and tablets has increased dramatically in the past several years. There are many
challenges involved in developing and marketing products and services for users of smartphones and tablets, and there
is no guarantee that we will be able to transition or effectively monetize our legacy products and services to these
devices. In addition, our consumer-based products and services have historically been distributed through desktop
operating platforms. As new operating systems are introduced or updated for these platforms, we are likely to continue
to face difficulties reaching our traditional customer base and other unknown distribution challenges. If we continue to
have difficulty transitioning our legacy products and services for use on new devices or updated operating systems,
and are unable to stem the declining distribution of these products and services on desktops, then our revenues will
continue to decline and our business could be significantly harmed.

Our restructuring efforts may not yield the anticipated benefits to our shareholders.
Since 2012, we have taken steps to restructure and simplify our business and operations. In September 2012, we
announced plans to divisionalize our business, which we implemented during the first quarter of 2013, and to
significantly reduce operating expenses, in part through a reduction in our workforce that was substantially concluded
by the end of the second quarter of 2013. In August 2014, we announced a further reduction in our workforce and
related cost reductions, and during the second quarter of 2015, we recorded $2.0 million in severance and restructuring
charges relating to recent workforce reductions. During the third quarter of 2015, we recorded another $3.1 million in
severance and restructuring costs related to further workforce reductions. We continue to assess opportunities to
further streamline our operations and make our businesses more efficient. There can be no assurance, however, that
our past or future restructuring efforts will be successful. Our business and operations may be harmed to the extent
there is customer or employee uncertainty surrounding the future direction of our product and service offerings and
strategy for our businesses. Our restructuring activities have included implementing cost-cutting initiatives, which
may not lead to future profitability and which could materially impact our ability to compete in future periods. If we
are unable to effectively re-align the cost structure of our businesses or streamline and simplify our operations, our
stock price may continue to be adversely affected, and we and our shareholders will not realize the anticipated
financial, operational and other benefits from such initiatives.

Our businesses face substantial competitive challenges that may prevent us from being successful in those businesses,
and may negatively impact future growth in those businesses.
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Many of our current and potential competitors in our businesses have longer operating histories, greater name
recognition, more employees and significantly greater resources than we do. To effectively compete in the markets for
our products and services, we may experience the following consequences, any of which would adversely affect our
operating results and the trading price of our stock:
•reduced prices or margins,

•loss of current and potential customers, or partners and potential partners who distribute our products and services orwho provide content that we distribute to our customers,
•changes to our products, services, technologies, licenses or business practices or strategies,
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•lengthened sales cycles,

•industry-wide changes in content distribution to customers or in trends in consumer consumption of digital mediaproducts and services,
•pressure to prematurely release products or product enhancements, or
•degradation in our stature or reputation in the market.
The market for mobile entertainment services, including our ringback tones and music on demand solutions, is highly
competitive and evolving rapidly, particularly with the growth in the use of smartphones. Increased use of
smartphones has resulted in a proliferation of applications and services that compete with our SaaS services and, in
many cases, are not dependent upon our carrier customers to make them available to subscribers. Increased
competition has in the past resulted in pricing pressure, forcing us to lower the selling price of our services. We expect
this pricing pressure to continue to materially harm our operating results and financial condition.
Our recently launched RealTimes product faces strong competition from other cloud service providers, including
some that are firmly established in the marketplace and have access to extensive resources, as well as video and photo
sharing services, which include both well-known and established companies and entrepreneurial startups. In addition,
as we continue to develop this product and expand its reach, we have seen and expect to continue to see growing
competition from companies offering innovative features for engaging with users' video content. For example, several
companies have introduced photo and video storage services, including Google, Inc. with its Google Photos service.
To be competitive, our RealTimes product must provide sufficiently engaging and compelling features and our brand
and corporate image must be deemed by consumers as sufficiently safe and secure for storing their digital content. Our
RealPlayer software services compete with alternative streaming media playback technologies and audio and video
formats which have obtained very broad market penetration. If we are unable to compete successfully, most notably
through the development, marketing, distribution and monetization of RealTimes, our RealPlayer business could
continue to decline.
The branded services in our Games business compete with other online aggregators and distributors of online,
downloadable and social casual PC games. Some of these competitors have high volume distribution channels and
greater financial resources than we do. Our Games business also competes with many other smaller companies that
may be able to adjust to market conditions, including responding effectively to the growing popularity of casual
games on social networks, faster than us. We also face significant price competition in the casual games market, and
some of our competitors may be able to lower prices more aggressively than us. We expect competition to continue to
intensify in this market from these and other competitors. Our games development studios compete primarily with
other developers of online, downloadable, mobile and social casual PC games and must continue to develop popular
and high-quality game titles. Our Games business must also continue to execute on opportunities to expand the play of
our games on a variety of non-PC platforms, including social networks, in order to maintain our competitive position
and to grow the business. If we are unable to slow recent revenue declines or achieve future growth in our revenue,
particularly as we continue to invest in social and mobile games as the market for these games continues to rapidly
evolve, revenue in our Games business will continue to decline and the business will suffer. In August 2015, we
completed the sale of our Slingo and social casino games business; however, we continue to operate our casual games
business based in the Netherlands.

Contracts of our SaaS business with carrier customers subject us to significant risks that could negatively impact our
revenue or otherwise harm our operating results.
We derive a material portion of our revenue from the SaaS offerings we provide to carriers. Many of our SaaS
contracts with carriers provide for revenue sharing arrangements, but we have little control over the pricing decisions
of our carrier customers. Furthermore, most of these contracts do not provide for guaranteed minimum payments or
usage levels. Because most of our carrier customer contracts are nonexclusive, it is possible that our mobile carrier
customers could purchase similar services from third parties and cease to use our services in the future. As a result,
our revenue derived under these agreements could be substantially reduced depending on the pricing and usage
decisions of our carrier customers. In addition, some of our SaaS contracts require us to incur significant set-up costs
prior to the launch of services with a carrier customer. For example, in the fourth quarter of 2011, we reduced our
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forecast for profitability associated with certain carrier customer contracts for which the total costs exceeded the total
revenue we expect to recognize from these contracts, and as a result, we recorded impairment of deferred costs
totaling $20.0 million. We may be required to record additional impairments or other charges in future periods related
to our carrier customer contracts, which would negatively impact our results of operations.
In addition, none of our SaaS contracts with carriers obligates our carrier customers to market or distribute any of our
SaaS offerings. Despite the lack of marketing commitments, revenue related to our SaaS offerings is, to a large extent,
dependent upon the marketing and promotion activities of our carrier customers. In addition, many of our carrier
contracts are short term and allow for early termination by the carrier with or without cause. These contracts are
therefore subject to
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renegotiation of pricing or other key terms that could be adverse to our interests and leave us vulnerable to
non-renewal by the carriers. The loss of carrier customers, a reduction in marketing or promotion of our SaaS
offerings, or the termination, non-renewal or renegotiation of contract terms that are less favorable to us would result
in the loss of future revenues from our SaaS offerings.
Finally, nearly all of our carrier contracts obligate us to indemnify the carrier customer for certain liabilities and losses
incurred by them, including liabilities resulting from third party claims for damages that arise out of the use of our
technology. These indemnification terms provide us with certain procedural safeguards, including the right to control
the defense of the indemnified party. Pursuant to these indemnifications obligations, we have in the past agreed to
control the defense on behalf of certain of our carrier customers related to patent infringement proceedings. In 2013,
we settled two such litigation matters. Future claims against which we may be obligated to defend our carrier
customers could result in payments that could materially harm our business and financial results.

A majority of the revenue that we generate in our Mobile Entertainment business segment is dependent upon our
relationships with a few customers, and any deterioration of these relationships could materially harm our revenue.
We generate a significant portion of our revenue from sales of our mobile entertainment services to a few of our
mobile carrier customers, including SK Telecom, a leading wireless carrier in South Korea, and its affiliates. In the
near term, we expect that we will continue to generate a significant portion of our total revenue from these customers.
If these customers fail to market or distribute our services or terminate or fail to renew their business contracts with
us, or if our relationships with these customers deteriorate in any significant way, we may be unable to replace the
affected business arrangements with acceptable alternatives. Failure to maintain our relationships with these
customers could have a material negative impact on our revenue and financial results.

We may not be successful in maintaining and growing our distribution of digital media products.
Maintaining and growing the distribution of digital media products through our websites and our other distribution
channels has historically been important to our business, including growth through the introduction of new products
and services distributed through these channels. Consumers are not downloading and using our digital media products
consistent with past usage, so our ability to generate revenue from those products has been, and we expect will be
continue to be, reduced, leading to lower than expected adoption of newly introduced products and services. Our
inability to maintain continued high volume distribution of our digital media products could also continue to hold back
the growth and development of related revenue streams from these market segments, including the distribution of
third-party products and sales of our subscription services, and therefore harm our business and our prospects. Our
revenue from the distribution of third-party products will also continue to be negatively impacted if those products are
not more widely downloaded by consumers, including due to the relative market saturation of such products. Most of
our revenue from the distribution of third-party products was historically derived from a single customer, however,
that relationship ended during the third quarter of 2014, and we entered into an agreement with a new distribution
partner. Our distribution revenue has been, and we expect will continue to be, materially negatively impacted by these
factors.

Our operating results are difficult to predict and may fluctuate, which may contribute to continued weakness in our
stock price.
The trading price for our common stock has a history of volatility. Our recent stock price history shows a more steady
decline with a closing price of $4.08 on October 29, 2015, and a range from $3.75 to $7.45 per share during the
52-week period ended September 30, 2015. As a result of the rapidly changing markets in which we compete, our
operating results may fluctuate or continue to decline from period to period, which may contribute to volatility or
continued weakness of our stock price.
In past periods, our operating results have been affected by personnel reductions and related restructuring charges,
lease exit and related charges, and impairment charges for certain of our equity investments, goodwill and other
long-lived assets. In addition to these factors, the general difficulty in forecasting our operating results and metrics
could result in actual results that differ significantly from expected results, causing volatility and continued weakness
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in our stock price.
Certain of our product and service investment decisions (for example, research and development and sales and
marketing efforts) are based on predictions regarding business and the markets in which we compete. Fluctuations in
our operating results, particularly when experienced beyond what we expected, could cause the trading price of our
stock to fluctuate. Weakness in our operating performance is likely to cause continued weakness in our stock price.
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Any impairment to our goodwill, indefinite-lived intangible assets and definite-lived assets could result in a
significant charge to our earnings.
In accordance with accounting principles generally accepted in the United States, we are required to test goodwill and
indefinite-lived intangible assets for possible impairment on an annual basis based upon a fair value approach, or more
frequently in the event of certain indications of possible impairment. We review definite-lived assets for impairment
whenever events or changes in circumstances indicate the carrying amount of such assets may not be recoverable.
These events or circumstances could include a significant change in the business climate, including a significant
sustained decline in a reporting unit’s market value, changes in our operating plans and forecasts, legal factors,
operating performance indicators, competition, sale or disposition of a significant portion of our business, a significant
sustained decline in our market capitalization and other factors. If we were to determine that an impairment had
occurred, we would be required to record an impairment charge, which could have a significant negative, and
unpredicted, impact on our financial results. The total carrying value of our goodwill, indefinite-lived intangible assets
and definite-lived assets as of September 30, 2015 was $26.6 million.

Continued loss of revenue from our subscription services may continue to harm our operating results.
Our operating results have been and could continue to be adversely impacted by the loss of subscription revenue
related to our legacy services and by the failure to generate revenue related to our new services. Subscribers may
cancel their subscriptions to our services for many reasons, including a perception that they do not use the services
sufficiently or that the service does not provide enough value, a lack of attractive or exclusive content generally or as
compared with competitive service offerings, or because customer service issues are not satisfactorily resolved.
Revenue from our SuperPass subscription service, for example, has declined in recent periods due to changes in
consumer preferences and changes on our part to focus on other products and services we offer, and we expect these
trends to continue. For the subscription services we offer, we must continue to obtain compelling digital media content
for our video and games services in order to maintain and increase usage and overall customer satisfaction for these
products. Our operating results may be negatively impacted if we cannot obtain content for our subscription services
on commercially reasonable terms.

Government regulation of the Internet is evolving, and unfavorable developments could have an adverse effect on our
operating results.
We are subject to regulations and laws specific to the marketing, sale and delivery of goods and services over the
Internet. These laws and regulations, which continue to evolve, cover taxation, user privacy, data collection and
protection, copyrights, electronic contracts, sales procedures, automatic subscription renewals, credit card processing
procedures, consumer protections, digital games distribution, broadband Internet access and content restrictions. We
cannot guarantee that we have been or will be fully compliant in every jurisdiction, as it is not entirely clear how
existing laws and regulations governing issues such as privacy, taxation and consumer protection apply or will be
enforced with respect to the products and services we sell through the Internet. Moreover, as Internet commerce
continues to evolve, increasing regulation and/or enforcement efforts by federal, state and foreign agencies and the
prospects for private litigation claims related to our data collection, privacy policies or other e-commerce practices
become more likely. In addition, the adoption of any laws or regulations or the imposition of other legal requirements
that adversely affect our ability to market, sell, and deliver our products and services could decrease our ability to
offer or customer demand for our service offerings, resulting in lower revenue. Future regulations, or changes in laws
and regulations or their existing interpretations or applications, could also require us to change our business practices,
raise compliance costs or other costs of doing business and result in additional historical or future liabilities for us,
resulting in adverse impacts on our business and our operating results.
As a consumer-facing business, we receive complaints from our customers regarding our consumer marketing efforts
and our customer service practices. Some of these customers may also complain to government agencies, and from
time to time, those agencies have made inquiries to us about these practices. In addition, we may receive complaints
or inquiries directly from governmental agencies that have not been prompted by consumers. In May of 2012, we
resolved an investigation and complaint filed against us by the Washington State Office of the Attorney General, or
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Washington AG, relating to our consumer marketing practices through the entry of a consent decree filed in King
County, Washington Superior Court. While we resolved that matter, we cannot provide assurance that the Washington
AG or other governmental agencies will not bring future claims regarding our marketing, or consumer services or
other practices.

Global and national economic conditions have in the past and could in the future have a material adverse impact on
our business, financial condition and results of operations.
Our business and operations depend significantly on global and national economic conditions. Because consumers
may consider the purchase of our digital entertainment products and services to be a discretionary expenditure, their
decision

37

Edgar Filing: REALNETWORKS INC - Form 10-Q

63



whether to purchase our products and services may be influenced by macroeconomic factors that affect consumer
spending such as unemployment, access to credit, negative financial news, and declines in income. In addition, our
carrier customers and business partners may reduce their business or advertising spending with us in the face of
adverse macroeconomic conditions, such as financial market volatility, government austerity programs, tight credit,
and declines in asset values. We have in the past recorded material asset impairment charges due in part to weakness
in the global economy, and we may need to record additional impairments to our assets in future periods in the event
of renewed weakness and uncertainty in the global or national economy. Accordingly, any significant weakness in the
national and/or global economy could materially impact our business, financial condition and results of operations in a
negative manner.

Rhapsody could continue to recognize losses, which would negatively impact our results of operations and financial
condition.
On March 31, 2010, we completed the restructuring of our digital audio music service joint venture, Rhapsody
America LLC. As a result of the restructuring, we no longer have operational control over Rhapsody and Rhapsody’s
operating performance is no longer consolidated with our consolidated financial statements. Rhapsody has generated
accounting losses since its inception and we have recognized losses on our investment in the convertible preferred
stock of Rhapsody since the restructuring. If Rhapsody continues to incur losses, or if it otherwise experiences a
significant decline in its business, we could incur further losses on our investment, which could have an adverse effect
on our financial condition and results of operations. See Note 5, Rhapsody Joint Venture, to the unaudited condensed
consolidated financial statements included in Item 1 of Part I of this 10-Q, for further discussion. Given the current
proportion of the outstanding equity of Rhapsody that we hold, we need to receive Rhapsody’s unaudited quarterly
financial statements and related information in order to timely prepare our quarterly consolidated financial statements
and also to report certain of Rhapsody’s financial results, as may be required, in our quarterly reports on Form 10-Q. In
addition, we may be required to include Rhapsody’s annual audited financial statements in our annual report on Form
10-K in future periods. As we no longer exert operational control over Rhapsody, we cannot guarantee that Rhapsody
will deliver its financial statements and related information to us in a timely manner, or at all, or that the unaudited
financial statement information provided by Rhapsody will not contain inaccuracies that are material to our reported
results. Any failure to timely obtain Rhapsody’s quarterly financial statements or to include its audited financial
statements in our future annual reports on Form 10-K, if required, could cause our reports to be filed in an untimely
manner, which would preclude us from utilizing certain registration statements and could negatively impact our stock
price.

The continued loss of key personnel, or difficulty recruiting and retaining them, could significantly harm our business
or jeopardize our ability to meet our growth objectives.
Our success depends substantially on the contributions and abilities of certain key executives and employees. We have
experienced a significant amount of executive-level turnover in the past several years, which has had and could
continue to have a negative impact on our ability to retain key employees. Rob Glaser, our founder, Chairman and
initial chief executive officer, resigned as chief executive officer in 2010, was appointed as interim chief executive
officer in July 2012, and was named permanent chief executive officer in July 2014. In addition, each member of our
executive team was either hired or promoted to his or her executive position within the past three years. We cannot
provide assurance that we will effectively manage these executive-level transitions, which may impact our ability to
retain key executives and employees and which could harm our business and operations to the extent there is customer
or employee uncertainty arising from such transitions.
Our success is also substantially dependent upon our ability to identify, attract and retain highly skilled management,
technical and sales personnel. Qualified individuals are in high demand and competition for such qualified personnel
in our industry, particularly engineering talent, is extremely intense, and we may incur significant costs to attract or
retain them. Our ability to attract and retain personnel has been and may continue to be made more difficult by the
uncertainty created by our executive-level turnover and by our continued restructuring efforts, which have involved
reductions in our workforce. There can be no assurance that we will be able to attract and retain the key personnel
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necessary to sustain our business or support future growth.

Acquisitions and divestitures involve costs and risks that could harm our business and impair our ability to realize
potential benefits from these transactions.
As part of our business strategy, we have acquired and sold technologies and businesses in the past and expect that we
will continue to do so in the future. For example, most recently, in August 2015 we completed the sale of our Slingo
and social casino games business. The failure to adequately manage transaction costs and address the financial, legal
and operational risks raised by acquisitions and divestitures of technology and businesses could harm our business and
prevent us from realizing the benefits of these transactions. In addition, we may identify and acquire target companies,
but those companies may not be
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complementary to our current operations and may not leverage our existing infrastructure or operational experience,
which may increase the risks associated with completing acquisitions.
Transaction-related costs and financial risks related to completed and potential future purchase or sale transactions
may harm our financial position, reported operating results, or stock price. Previous acquisitions have resulted in
significant expenses, including amortization of purchased technology, amortization of acquired identifiable intangible
assets and the incurrence of charges for the impairment of goodwill and other intangible assets, which are reflected in
our operating expenses. New acquisitions and any potential additional future impairment of the value of purchased
assets, including goodwill, could have a significant negative impact on our future operating results. For example, in
2013 we acquired Slingo, Inc. pursuant to which we recorded $8.0 million of intangible assets and $9.9 million in
goodwill, and Muzicall Limited pursuant to which we recorded $5.4 million of intangible assets and $1.3 million in
goodwill. In compliance with accounting principles generally accepted in the United States, we evaluate these assets
for impairment at least annually. Factors that may be considered a change in circumstances, indicating that our
goodwill, indefinite-lived intangible assets or definite-lived assets may not be recoverable, include reduced future
revenue and cash flow estimates due to changes in our forecasts, and unfavorable changes to valuation multiples and
discount rates due to changes in the market. If we were to conclude that any of these assets were impaired, we would
have to recognize an impairment charge that could significantly impact our financial results.
Purchase and sale transactions also involve operational risks that could harm our existing operations or prevent
realization of anticipated benefits from a transaction. These operational risks include:

•difficulties and expenses in assimilating the operations, products, technology, information systems, and/or personnelof the acquired company;
•retaining key management or employees of the acquired company;
•entrance into unfamiliar markets, industry segments, or types of businesses;

•operating, managing and integrating acquired businesses in remote locations or in countries in which we have little orno prior experience;
•diversion of management time and other resources from existing operations;

•impairment of relationships with employees, affiliates, advertisers or content providers of our business or acquiredbusiness; and
•assumption of known and unknown liabilities of the acquired company, including intellectual property claims.

We may be unable to adequately protect our proprietary rights or leverage our technology assets, and may face risks
associated with third-party claims relating to intellectual property rights associated with our products and services.
Our ability to compete across our businesses partly depends on the superiority, uniqueness and value of our
technology, including both internally developed technology and technology licensed from third parties. To protect our
proprietary rights, we rely on a combination of patent, trademark, copyright and trade secret laws, confidentiality
agreements with our employees and third parties, and protective contractual provisions. Our efforts to protect our
intellectual property rights may not assure our ownership rights in our intellectual property, protect or enhance the
competitive position of our products and services or effectively prevent misappropriation of our technology. We also
routinely receive challenges to our trademarks and other proprietary intellectual property that we are using in our
business activities in China. Disputes regarding the validity and scope of patents or the ownership of technologies and
rights associated with streaming media, digital distribution, and online businesses are common and likely to arise in
the future. While we sold to Intel Corporation in 2012 most of our patents, including patents that covered streaming
media, we agreed to indemnify Intel for certain third-party infringement claims against these patents up to the
purchase price we received in the sale. We may also be forced to litigate, to enforce, or defend our patents and other
intellectual property rights or to determine the validity and scope of other parties’ proprietary rights, enter into royalty
or licensing agreements on unfavorable terms or redesign our product features and services. Any such dispute would
likely be costly and distract our management, and the outcome of any such dispute could fail to improve our business
prospects or otherwise harm our business.
From time to time we receive claims and inquiries from third parties alleging that our technology may infringe the
third parties’ proprietary rights, especially patents. Third parties have also asserted and most likely will continue to
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assert claims against us alleging contract breaches, infringement of copyrights, trademark rights, trade secret rights or
other proprietary rights, or alleging unfair competition or violations of privacy rights. These claims, even if not
meritorious, could force us to spend significant financial and managerial resources. Given the broad distribution of
some of our consumer products, any individual claim related to those products could give rise to liabilities that may be
material to us. For example, in July 2012, VoiceAge Corporation brought a lawsuit against us alleging breach of our
obligation to pay them licensing fees under our patent license agreement with VoiceAge and seeking a material
amount in damages. While we settled the dispute with VoiceAge in the fourth quarter of 2013, similar future lawsuits
could result in significant legal expenses, monetary damages,
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penalties or injunctive relief against us that could have a material adverse impact on our financial results. In addition,
in 2012 we sold substantially all of our patent assets to Intel. We believe that our patent portfolio may have in the past
discouraged third parties from bringing infringement or other claims against us relating to the use of our technologies
in our business. Accordingly, we cannot predict whether the sale of these patent assets to Intel will result in additional
infringement or other claims against us from third parties.

Our business and operating results will suffer if our systems or networks fail, become unavailable, unsecured or
perform poorly so that current or potential users do not have adequate access to our products, services and websites.
Our ability to provide our products and services to our customers and operate our business depends on the continued
operation and security of our information systems and networks. A significant or repeated reduction in the
performance, reliability, security or availability of our information systems and network infrastructure could harm our
ability to conduct our business, and harm our reputation and ability to attract and retain users, customers, advertisers
and content providers. We have on occasion experienced system errors and failures that caused interruption in
availability of products or content or an increase in response time. Problems with our systems and networks could
result from our failure to adequately maintain and enhance these systems and networks, natural disasters and similar
events, power failures, HVAC failures, intentional actions to disrupt our systems and networks and many other causes.
The vulnerability of a large portion of our computer and communications infrastructure is enhanced due to its
geographic concentration in Seattle, Washington, an area that is at heightened risk of earthquake, flood, and volcanic
events. Many of our services do not currently have fully redundant systems or a formal disaster recovery plan, and we
may not have adequate business interruption insurance to compensate us for losses that may occur from a system
outage.

The growth of our business is dependent in part on successfully managing our international operations.
Our international operations involve risks inherent in doing business globally, including difficulties in managing
operations due to distance, language, and cultural differences, local economic conditions, different or conflicting laws
and regulations, taxes, and exchange rate fluctuations. The functional currency of our foreign subsidiaries is the local
currency of the country in which each subsidiary operates. We translate our subsidiaries’ revenues into U.S. dollars in
our financial statements, and continued volatility in foreign exchange rates, particularly if the U.S. dollar strengthens
against the euro or the Korean won, may result in lower reported revenue or net assets in future periods. Our foreign
currency exchange risk management program reduces, but does not eliminate, the impact of currency exchange rate
movements. If we do not effectively manage any of the risks inherent in running our international businesses, our
operating results and financial condition could be harmed.

We may be subject to market risk and legal liability in connection with our data collection and data security
capabilities.
Many of our products are interactive Internet applications that by their very nature require communication between a
client and server to operate. For example, to provide better consumer experiences and to operate effectively, our
products send information, including personally identifiable information, to our servers or servers hosted by third
parties. In addition, we sell many of our products and services through online sales transactions directly with
consumers, through which we collect and store credit card information. In connection with our direct sales to
consumers, we may be the victim of fraudulent transactions, including credit card fraud, which presents a risk to our
revenue and potentially disrupts service to our consumers. While we take measures to protect our consumer data, we
have experienced unauthorized access to our consumer data in the past, and it is possible that our security controls
over consumer data may not prevent future improper access or disclosure of credit card information or personally
identifiable information. We have an extensive privacy policy concerning the collection, use and disclosure of user
data involved in interactions between our client and server products. A security breach that leads to disclosure of
consumer account information (including personally identifiable information) or any failure by us to comply with our
posted privacy policy or existing or new legislation regarding privacy issues could harm our reputation, impact the
market for our products and services, subject us to litigation, and require us to expend significant resources to mitigate
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the breach of security, comply with breach notification laws or address related matters. In addition, we need to
maintain compliance with standards of the Payment Card Industry, or PCI, for data security in connection with our use
of credit card services for payment. If we fail to maintain the PCI compliance standards we may be subject to
substantial monetary penalties and we could lose the ability to accept credit card payments for transactions with our
customers. Any of these consequences could materially harm our business or our financial results.

Changes in regulations applicable to the Internet and e-commerce that increase the taxes on the services we provide
could materially harm our business and operating results.
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As Internet commerce continues to evolve, increasing taxation by state, local or foreign tax authorities becomes more
likely. For example, taxation of electronically delivered products and services or other charges imposed by
government agencies may also be imposed. We believe we collect transactional taxes and are compliant and current in
all jurisdictions where we believe we have a collection obligation for transaction taxes. Any regulation imposing
greater taxes or other fees for products and services could result in a decline in the sale of products and services and
the viability of those products and services, harming our business and operating results. A successful assertion by one
or more states or foreign tax authorities that we should collect and remit sales or other taxes on the sale of our
products or services could result in substantial liability for past sales.
In those countries where we have a tax obligation, we collect and remit value added tax, or VAT, on sales of
“electronically supplied services” provided to European Union residents. The collection and remittance of VAT subjects
us to additional currency fluctuation risks.

We may be subject to additional income tax assessments.
We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required in
determining our worldwide provision for income taxes, income taxes payable, and net deferred tax assets. In the
ordinary course of business, there are many transactions and calculations where the ultimate tax determination is
uncertain. Although we believe our tax estimates are reasonable, the final determination of tax audits and any related
litigation could be materially different than that which is reflected in our historical financial statements. An audit or
litigation can result in significant additional income taxes payable in the U.S. or foreign jurisdictions which could
have a material adverse effect on our financial condition and results of operations.

Our Chairman of the Board and Chief Executive Officer beneficially owns approximately 36% of our stock, which
gives him significant control over certain major decisions on which our shareholders may vote or may discourage an
acquisition of us.
Robert Glaser, our Chairman of the Board and Chief Executive Officer, beneficially owns approximately 36% of our
common stock. As a result, Mr. Glaser and his affiliates will have significant influence to:
•elect or defeat the election of our directors;
•amend or prevent amendment of our articles of incorporation or bylaws;
•effect or prevent a merger, sale of assets or other corporate transaction; and
•control the outcome of any other matter submitted to the shareholders for vote.
The stock ownership of Mr. Glaser and his affiliates may discourage a potential acquirer from making a tender offer or
otherwise attempting to obtain control of RealNetworks, which in turn could reduce our stock price or prevent our
shareholders from realizing a premium over our stock price.

Provisions of our charter documents, shareholder rights plan, and Washington law could discourage our acquisition by
a third party.
Our articles of incorporation provide for a strategic transactions committee of the board of directors. Without the prior
approval of this committee, and subject to certain limited exceptions, the board of directors does not have the
authority to:
•adopt a plan of merger;

• authorize the sale, lease, exchange or mortgage of assets representing more than 50% of the book value of our
assets prior to the transaction or on which our long-term business strategy is substantially dependent;

•authorize our voluntary dissolution; or
•take any action that has the effect of any of the above.
Mr. Glaser has special rights under our articles of incorporation to appoint or remove members of the strategic
transactions committee at his discretion that could make it more difficult for RealNetworks to be sold or to complete
another change of control transaction without Mr. Glaser’s consent. RealNetworks has also entered into an agreement
providing Mr. Glaser with certain contractual rights relating to the enforcement of our charter documents and
Mr. Glaser’s roles and authority within RealNetworks. These rights and his role as Chairman of the Board of Directors,
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together with Mr. Glaser’s significant beneficial ownership, create unique potential for concentrated influence of
Mr. Glaser over potentially material transactions involving RealNetworks and decisions regarding the future strategy
and leadership of RealNetworks.
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We have adopted a shareholder rights plan, which was amended and restated in December 2008, which provides that
shares of our common stock have associated preferred stock purchase rights. The exercise of these rights would make
the acquisition of RealNetworks by a third party more expensive to that party and has the effect of discouraging third
parties from acquiring RealNetworks without the approval of our board of directors, which has the power to redeem
these rights and prevent their exercise.
Washington law imposes restrictions on some transactions between a corporation and certain significant shareholders.
The foregoing provisions of our charter documents, shareholder rights plan, our agreement with Mr. Glaser, and
Washington law, as well as our charter provisions that provide for a classified board of directors and the availability of
“blank check” preferred stock, could have the effect of making it more difficult or more expensive for a third party to
acquire, or of discouraging a third party from attempting to acquire, control of us. These provisions may therefore
have the effect of limiting the price that investors might be willing to pay in the future for our common stock.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
(a) Not applicable
(b) Not applicable
(c) Not applicable
Item 3. Default Upon Senior Securities
None 
Item 4.Mine Safety Disclosures
Not applicable
Item 5. Other Information
None
Item 6. Exhibits
See Index to Exhibits below.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Form 10-Q
Report to be signed on its behalf by the undersigned, thereunto duly authorized.

REALNETWORKS, INC.

By: /s/    Marjorie Thomas
Marjorie Thomas

Title: Senior Vice President, Chief Financial Officer and
Treasurer (Principal Financial and Accounting Officer)

Dated: November 9, 2015 
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INDEX TO EXHIBITS

Exhibit
Number Description

31.1
Certification of Robert Glaser, Chairman and Chief Executive Officer of RealNetworks, Inc.,
pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

31.2
Certification of Marjorie Thomas, Senior Vice President, Chief Financial Officer and Treasurer
of RealNetworks, Inc., pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1
Certification of Robert Glaser, Chairman and Chief Executive Officer of RealNetworks, Inc.,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002

32.2
Certification of Marjorie Thomas, Senior Vice President, Chief Financial Officer and Treasurer
of RealNetworks, Inc., pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

101.DEF XBRL Taxonomy Extension Definition Linkbase Document
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