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Introduction
Q1 2020 REVENUE

The rapid onset of a global pandemic has had a
sudden and signiﬁcant impact on many people's
lives, the economy, and the way that organizations
conduct business, both now and for the future. We
are responding to this crisis by supporting our
customers, employees, and community. We are
helping organizations quickly implement the
customer experience solutions that they need in
this new environment, while rapidly adjusting our
priorities and how we do business.

Our mission to help organizations build better
relationships with their customers is particularly
relevant during this uncertain and stressful time.
Our cloud-based customer experience solutions
enable organizations to connect and engage with
their customers and employees on multiple
channels around the globe. Important to our core
values, our solutions are easy to implement, use,
and scale, and they provide a quick time-to-value.
Organizations ranging from government entities
and large enterprises to startups and nonproﬁts
are using Zendesk’s solutions to adapt and
respond to this crisis. For instance, they are
quickly scaling to respond to massive volumes of
inquiries, sharing important information,
connecting with vulnerable populations, oﬀering
online learning, and helping employees transition
to remote work environments.
Zendesk is also quickly adapting how we do
business in this constantly-changing environment.

Q1 2020 Y/Y

For example, we have:
● Set up cross-functional customer response
teams to proactively reach out to our customers
and assist them with their needs, whether it be
serving their customers or helping them
navigate economic hardship
● Implemented, iterated, and executed on a
business continuity plan to ensure we are
protecting the health and well-being of our
customers, employees, and business, which
allowed us to transition to a completely remote
work environment within a few days while
maintaining the reliability of our services and
our engagement with our customers
● Developed and launched a new product bundle
to help organizations work remotely, which
we’re oﬀering for free for six months
● Accelerated a Tech for Good program to help
nonproﬁts and communities respond to
challenges and coordinate relief eﬀorts
● Enabled our channel partners to help our
customers quickly implement solutions to meet
their urgent needs
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In the near- and intermediate-term, we expect our ﬁnancial
performance to be impacted by the global pandemic and economic
crisis. While some of our customers are scaling to address high
volumes of inquiries and adapt to a new environment, others are
facing ﬁnancial stress and have seen their customer interactions
decline. While these impacts vary between industries and we believe
our book of business is well diversiﬁed, we are focused on helping
and retaining all our customers across all types of businesses. For
many customers who are facing challenging circumstances, we are
partnering with them to adjust their invoicing or other subscription
terms to help them navigate this diﬃcult time. Given the signiﬁcant
macro uncertainty, we are withdrawing our full year 2020 guidance
that we previously provided on February 6, 2020. We are, however,
providing guidance for the second quarter of 2020, which is available
on page 13 of this letter.
As you would expect, we are carefully managing our operating
expenses in light of the economic crisis. While our balance sheet is
and will remain very strong, we are committed to managing our
expenses in line with our revenue expectations. To that end, we have
already implemented substantial expense-saving measures, including
a reduction in our hiring plan, that we expect to yield savings over the
course of 2020.

Ultimately, we believe that Zendesk is well-positioned to succeed
in an environment where the impact of COVID-19 will be long-lasting.
We have a set of solutions and an organization that is designed to
deliver immediate value to our customers. We expect that
organizations of all sizes will emphasize projects that provide quick
results, low overhead costs, and low friction. This has always been the
strength of Zendesk, and we plan to be even more focused on this
advantage moving forward.
With a compelling subscription-based business model, a diverse
customer base that includes more than 160,000 paid customer
accounts, and a strong balance sheet that includes $837 million
of cash, cash equivalents, and marketable securities as of March 31,
2020, we believe that there is an opportunity to enhance our
leadership position as a service-ﬁrst CRM provider. In this challenging
economic environment, we are in a good position to continue making
long-term investments in our products, platform, go-to-market
initiatives, and infrastructure. Our investments will be focused to
ensure we come out of this crisis with strength.
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Summary financial table
First quarter fiscal year 2020
(in thousands, except per share data)

See a reconciliation of non-GAAP measures presented at the end of this letter.

Zendesk Shareholder Letter Q1 2020 - 4

How our customers are responding
During this global pandemic and economic crisis, customers are
using Zendesk’s solutions to connect with their customers. As
organizations face uncertainty and added stress on their business,
it is vital that they can communicate instantly and proactively with
their customers across all channels and on a global scale. Since
Zendesk’s customer experience solutions are easy to implement,
use, and scale, organizations can quickly adapt and serve their
customers in this rapidly-changing environment. We excel at
providing fast time-to-value solutions and believe our solutions can
help our customers meet that challenge.

Customer story
Teachable
Hotmart’s most recent acquisition, Teachable, is an online
course creation platform. Since the company’s founding in 2014,
the entrepreneurs using the platform and tools have generated
over $300 million in revenue from more than 18 million students
around the world. As COVID-19’s impact became clear in early March,
Teachable saw an opportunity to help: it is currently oﬀering health,
government, and education agencies free access to its platform.
Teachable’s support team moved quickly to add chat seats and turn
on Answer Bot for help answering easy questions, rising to the
challenge of handling an almost 80 percent increase in volume.
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We’re proud to be a part of many organizations’ solutions
during this crisis.
Some examples include:

Customer story
Discord
Discord is a free service that makes it easy for friends and groups
to communicate over voice, video, and text. When countries like Italy
and France started imposing COVID-19 restrictions, Discord saw its
usage soar by up to 3x—but not just within the gaming community.
Virtual classes, book clubs, study groups, restaurateurs, and digital
conventions are all using Discord to gather online. In response,
Discord allowed the number of people who can stream and view
private content to increase ﬁvefold. Discord’s spike in use caused a
spike in support traﬃc and help center visits. Between February and
March 2020, pageviews jumped 70 percent, unique visitors more than
doubled, and the company’s self-service ratio climbed ten points.
Discord’s decision to make big investments in automation, deﬂection,
and AI using Zendesk Support, Gather, Guide, and Answer Bot means
that agents are able to focus on the highest-priority conversations.

● Gaming, online entertainment, virtual education platform, and
communications platform companies experienced signiﬁcantly
higher customer request volume, with high growth in usage of
messaging or chat channels.
● Travel and hospitality companies scaled quickly to handle
unprecedented levels of requests for cancellations and refunds.
● Retail companies converted in-store employees to online customer
service representatives.
● Government and health agencies leveraged messaging, chat, or
self-service to better inform the general population and each other
about various COVID-related news and updates.
● Nonproﬁt organizations set up hotlines or online systems to connect
with vulnerable populations who are sheltering in place.
● A medical organization scaled its capabilities for nurses to talk
with patients over the phone and then triage care appropriately.
● A government employment agency implemented solutions
to better address a signiﬁcant increase in unemployment-related
questions and ﬁlings.
● Education institutions enabled solutions to communicate
with faculty, students, and parents about online learning
and school closures.
● Organizations and companies transitioned their employees
to remote work environments and used Zendesk to manage
communication with employees, including human resource teams
sharing important information or IT departments coordinating the set
up of remote technology.
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While many of these implementations were done by an organization
on its own, some were accomplished through partners, which
accelerated our ability to help customers during this time. We now
have relationships with some of the world’s largest global systems
integrators and more than 1,200 partners in total. The Zendesk
Marketplace now includes more than 1,000 apps and integrations for
Zendesk Support, Chat, and Sell.

Customer story
Landbot
Landbot is a no-code chatbot builder that enables seamless,
conversational experiences at scale. Within a week, Landbot built
chatbots powered by Sunshine Conversations and that are available
on WhatsApp and the websites of several large humanitarian and
crisis relief organizations. Millions of people can use these bots to
self-diagnose and access up-to-date information about the spread of
COVID-19 and its symptoms. Users can get the latest information and
self-diagnose using a chatbot, and Landbot’s success is helping free
up space in the health systems and get information to patients during
the COVID-19 pandemic.
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How Zendesk is adapting
Our company operations are also guided by our commitment to
simplicity, agility, and empathy. These values inspired the actions that
enabled us to quickly adapt our business to support our customers,
employees, and community in response to the crisis. We’ve undertaken
a number of initiatives to ensure the strength and adaptability of our
business, including ongoing business continuity planning.
Supporting our customers

Customer story
MasUno by Fluyt, LLC
When the hive-minds at Fluyt—a Colombian-based design,
communication, and education consultancy—considered how best to
help with the country’s COVID-19 response, they decided to create a
mobile app that oﬀered high-quality, relevant, and timely content.
The team reached out to Zendesk’s Tech for Good program and soon
launched the masuno.app, a content hub built with Zendesk Guide.
Since its debut, 40+ volunteers have helped design, draft, and publish
over 200 articles on everything from mental health to spotlights on
nonproﬁts actively addressing the crisis. The masuno team is also
using Zendesk to collect reports of price speculation and to surface
requests for help, which the ﬁrm shares with local government
oﬃcials. Next the ﬁrm plans to launch a virtual call-center so
volunteers can share accurate information about the pandemic’s
impact and connect callers with groups oﬀering food, shelter, and
medicine.

COVID-19 has made a distributed world an instant reality for us and our
customers. We believe this will, in many ways, be a long-term shift and
are ensuring that our products and services are designed for business
processes that enable distributed teams. We developed a new product
bundle to help organizations work remotely, which we’re oﬀering for
free for six months. The Remote Support Bundle is available for our
Professional or Enterprise Support or Support Suite customers and
oﬀers a collaboration add-on, Explore analytics, training credits, and
workforce management tracking provided by our partner, Tymeshift.
For startups speciﬁcally addressing COVID-19 responses, we are
providing free software and experts ready to provide hands-on support
with onboarding and implementation of Zendesk solutions to get them
up and running as fast as possible.
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We have cross-functional customer response teams in place to help
customers with urgent needs. As part of this, we set up 24/7 global
monitoring of impacts related to COVID-19 so that we can proactively
reach out to customers who may need additional support. Our
cross-functional teams include leaders and experts from advocacy,
sales, renewals, ﬁnance, and ﬁnance operations. When a request
comes in, we identify the need and impact and route the customer to
the most appropriate team that can assist them. In less than a day, we
were able to implement our own solutions to enable our newly formed
customer response teams to respond to requests.
We have also developed signiﬁcant content in the form of webinars,
virtual community meetups, and other virtual events to provide
organizations with insight and best practices on how to adapt their
customer service teams to the new COVID-19 environment, set up
distributed remote teams, and manage internal team communications.
A big part of this strategy was connecting our customers to the
broader customer experience community so they could collectively
share best practices and insights with each other. This included moving
content from our cancelled annual Relate user conference in March to
a virtual format and providing content that addressed the
rapidly-evolving challenges organizations faced due to the crisis. At
our Relater virtual user conference, we also showcased our newly
launched products, Support Suite and Sales Suite, as well as our
fully-available Sunshine CRM platform.
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Supporting our employees

Customer story
KeepSmallStrong

The health and safety of our employees is a top priority. To keep
Zendesk employees safe, we initiated a restriction on all business
travel and also implemented mandatory work-from-home for all global
Zendesk oﬃces. We were able to transition our entire company to
remote work within just a few days. To do so, we leveraged our own
solutions and SaaS tech stack that includes modern applications like
Slack, Zoom, and Google apps. We assisted our employees with this
transition by providing them the hardware and software they needed
plus a $1,000 stipend per employee, not including senior vice
presidents or above, to purchase whatever else they needed to work
remotely.

KeepSmallStrong was spun up in response to COVID-19’s damaging
impact on the eponymous group it is now serving. The lionshare of the
organization’s eﬀort goes toward helping brick and mortar businesses
set up and improve e-commerce and delivery models quickly, so they
can begin selling inventory online. Among the ﬁrst to apply to
Zendesk’s Tech for Good program, KeepSmallStrong uses the Web
Widget on its website to collect form responses from businesses and
volunteers. Those responses are sent into Zendesk Support where
volunteers, companies, and inspired individuals collaborate to keep
small businesses running. Though relatively young, the team’s success
earned it a recent spotlight in Forbes Magazine.
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Customer story
Maynooth Community Grocery Delivery
After Ireland released a shelter-in-place order for all residents over 70
and those with underlying health issues, Dublin-based Zendesk
Success Consultant Naoise Ó Cearúil realized that these vulnerable
people would need help accessing medication and groceries. He met
with locals in the town of Maynooth to connect people who need
supplies with the stores and volunteers who can deliver them. Before
they had Zendesk Support, all volunteers got an email; the ﬁrst person
to respond was assigned the task. But as the program grew, Ó Cearúil
applied for a sponsored account through Zendesk’s Tech for Good
program. The group started using Zendesk Guide as a centralized,
secure, and fast portal for volunteers to ﬁnd, accept, and complete
delivery jobs. To date, Maynooth Home Support has 164 volunteers,
with local authorities and police feeding into the program. Volunteers
ﬁeld an average of 10-20 requests and deliveries per day, serving
around 40 elderly or individuals and families.

Supporting our community
Social impact has long been an important element of Zendesk’s
culture and brand. Promoting empathy to solve complex social
issues is core to our values, as we believe it is an important way
for employees to engage with work, our customers, and our
communities around the globe. As communities worldwide grapple
with the eﬀects of COVID-19 and shelter-in-place mandates, this core
value is particularly relevant, and we have been inspired by the
stories of Zendesk employees who are meeting this moment with
empathy, courage, and creativity.
Since March 2020, through our Tech for Good program, we have
provided help to more than 30 organizations that urgently needed a
system to manage volunteering, relief eﬀorts, home assistance, or
similar services. The help we provide consists of free Zendesk
software and implementation services and additional support if
needed. More than 50 implementation partners have joined our
eﬀorts and signed up to assist.
Since March 2020:

Total social impact
engagement hours since
moving to remote work

Employees who signed
up to be on-call
volunteer translators

Employees offered to share
their skills with our Living
Room Live Program

Educational
events
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Preparing for a strong future
We believe that the way people interact and make business
decisions has changed because of this pandemic and economic
crisis, and we don’t expect it to return to “business as usual” in a
post-crisis environment. This is our opportunity as a company to
be bold and lean into what we do best in order to emerge a better,
stronger company.
Organizations are seeking solutions that enable them to easily
communicate and connect with their customers across the
communication channels that their customers want to use.
Additionally, organizations want these solutions to be easy to use,
fast to implement, and provide a quick time-to-value.
This is where we excel.

Customer story
PWNHealth
PWNHealth is a national clinician network that works to improve early
disease detection and prevention with large-scale population
screening using advanced diagnostics and telehealth. In the last
month, PWN has conducted thousands of COVID-19 tests across the
United States. It relies on Zendesk to streamline conversations with
internal and external collaborators so people get quick and secure
access to critical information.

By staying true to what we do best, we believe that we are on the
right path to deliver high growth in the long-term as we emerge from
this pandemic and economic crisis.
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Guidance

For the quarter ending June 30, 2020, we expect to report:

We believe our ﬁnancial performance will be impacted by global
economic conditions. For instance, starting at the end of Q1, we began
to see a higher trend of contraction among our smaller customers.
That trend has continued early in Q2, and while we expect that to
improve as economies begin to revive, we expect it to still outpace
historical trends. We’re also partnering with our larger customers who
are undergoing business challenges to help them with modiﬁed
invoicing and subscription terms.

● Revenue in the range of $237 - 243 million
● GAAP operating income (loss) in the range of $(43) - (39) million,
which includes share-based compensation and related expenses
of approximately $47 million, amortization of purchased intangibles
of approximately $2 million, and acquisition-related expenses of
approximately $2 million
● Non-GAAP operating income (loss) in the range of $8 - 12 million,
which excludes share-based compensation and related expenses
of approximately $47 million, amortization of purchased intangibles
of approximately $2 million, and acquisition-related expenses of
approximately $2 million
● Approximately 115 million weighted average shares
outstanding (basic)
● Approximately 119 million weighted average shares
outstanding (diluted)

Given the global economic uncertainty today, we are withdrawing the
full year 2020 guidance that we previously provided on February 6,
2020. We are, however, providing guidance for the second quarter of
2020. We are also conducting scenario planning on a regular basis
that considers diﬀerent levels of economic downturn, the potential
impact on our revenue, and cost-savings initiatives we can take if
appropriate. We are continuing to invest in long-term initiatives,
carefully prioritize our investments, and closely monitor our revenue,
margins, and cash ﬂow.
Longer-term, with improved macroeconomic conditions, we continue
to believe the fundamentals of our business model will drive
meaningful revenue growth. In particular, we believe that our customer
experience solutions will be more relevant to customer demand and
more compelling relative to traditional enterprise competitors. We will
continue to innovate and improve our product oﬀering and how we
operate and engage with consumers. We believe these initiatives will
make us a better, stronger company in the long-term and give us
conﬁdence in our plan to deliver high revenue growth and operating
leverage.

There are many factors that can aﬀect our actual results which are
discussed below and in the risk factors in our ﬁlings with the Securities
and Exchange Commission. Some of the key risk factors include
global macroeconomic conditions, the impact of the novel coronavirus
and resulting COVID-19 disease pandemic on our business, business
conditions of customers in challenged industries, the eﬀect on
demand for our products from large customers, and the ability of small
and midsized customers to survive this severe economic downturn.
Additionally, Zendesk’s estimates of share-based compensation and
related expenses, amortization of purchased intangibles,
acquisition-related expenses, and weighted average shares
outstanding in future periods assume, among other things, the
occurrence of no additional acquisitions, investments, or
restructurings and no further revisions to share-based compensation
and related expenses.
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Customer story

Customer story

Calm

Cloudbeds

An Apple "App of the Year" with 80 million downloads, Calm guides
people in mindfulness and meditation that’s needed now more than
ever. The company met COVID-19’s impact on mental health by
playing to its strengths: it quickly assembled and promptly shared a
collection of free wellness resources, including mindfulness classes,
meditations, and visualizations. Its support team uses Zendesk
Support and Guide to manage a 33 percent increase in inquiries and a
50 percent increase in help center views, mainly from people asking
about how to access more calm. Despite rising volume, agents are
ﬂeet with their replies, earning the team a CSAT improvement. By
making valuable content and nimble support readily available, Calm is
helping people around the world live happier, healthier lives.

Cloudbeds—a software vendor that allows people to start, run, and
grow their hospitality businesses—was among the ﬁrst to see
COVID-19’s decimating eﬀect on the industry. Even as occupancy
rates slipped, it spotted an opportunity to serve housing providers
while doing good: connecting those who can oﬀer lodging to the
essential workers and high-risk cohorts that have been displaced.
They centralized that work under #hospitalityhelps, a non-proﬁt
network of fourteen partners that connects available beds with the
people who need them, from at-risk nursing home residents to
healthcare workers relocating to COVID-19 hotspots to help with
coverage. Inspired Cloudbeds’ use of Zendesk as a CRM since 2015,
#hospitalityhelps found their solution. Zendesk Support enables fast
request routing, seamless communication coordination, and quick
query resolution. In mere weeks, it has helped connect healthcare
professionals and others aﬀected by COVID-19 across a growing pool
of 1.2 million pledged beds.
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Timeline

Note: Timeline not to scale.
*Annual revenue run rate was calculated by multiplying our revenue for the most recent applicable quarter by four.
For more information about our revenue run rate, please see the “About Operating Metrics” section at the back of this letter.
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Customers
Among the customers to join or expand with us recently are:

7-Eleven

Discord

A convenience-retailing
company

A communication app
designed for gamers

Alfa-Bank

Fivetran

A private global bank

A data integration company

Bungalow

Fluyt

A co-living company

A Colombian-based design,
communication, and education
consultancy

Calm

Goodwill of Orange County

An app for sleep and meditation

A community service provider

The Dallas Morning News

Grab

A news provider

A company that provides
transportation, logistics, and
ﬁnancial services
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Customers
Among the customers to join or expand with us recently are:

Hospitality Helps

LG Electronics Alabama

A non-proﬁt network

A customer service division for
an electronics company

Imperfect Foods

Maynooth Home Support

A fresh produce delivery
company

A volunteer group helping local
communities

Kount

MedVantx

A provider of digital fraud and
cybersecurity solutions

A consumer medication management
and delivery company

Keep Small Strong

One.com

A nonproﬁt organization

A web hosting service company

Landbot

Prevent Senior

A chatbot builder

A Brazil-based healthcare operator
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Customers
Among the customers to join or expand with us recently are:

SurePrep

Thoughtbot

A U.S.-based tax productivity
software company

A design and development
consulting company

Teachable

Titan Distributors

An online course creation
platform

An online retail company

Therapy Brands

Zoom

A practice management
and EHR solutions provider

A communication software
company
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Operating metrics
A key metric we use to gauge our penetration within larger
organizations is represented by the percentage of Support ARR
generated by customers with 100 or more Support agents. That
percentage was approximately 43% at the end of the ﬁrst quarter of
2020, compared to 43% at the end of the fourth quarter of 2019 and
40% as reported at the end of the ﬁrst quarter of 2019.

Dollar-based net expansion rate

Our dollar-based net expansion rate, which we use to quantify our
annual expansion within existing customers, was 115% at the end of
the ﬁrst quarter, compared to 116% at the end of the fourth quarter of
2019. Our dollar-based net expansion rate was 118% at the end of the
ﬁrst quarter of 2019. Consistent with expectations in prior quarters,
we believe a healthy dollar-based net expansion rate for Zendesk is
110% - 120%.
As we successfully move upmarket, we believe an indicator of our
mid-market and enterprise execution is encompassed in the growth
of remaining performance obligations (RPO). RPO represents future
revenues that are under contract but have not yet been recognized.
As we continue to move upmarket to serve enterprise customers and
deliver more complex and strategic use cases, we have consistently
entered into contracts with longer subscription terms.

Remaining performance obligations (RPO)
in millions

% of total quarter-ending Support ARR

Short-term RPO

from paid customer accounts with 100+ Support agents

Long-term RPO

Q1 2020
100+ agents

43%
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Select financial measures
(in millions)

Quarter-over-quarter comparisons (q/q) are for the three months ended March 31, 2020, compared to the three months ended December 31, 2019.
Year-over-year comparisons (y/y) are for the three months ended March 31, 2020, compared to the three months ended March 31, 2019.
See a reconciliation of non-GAAP measures presented at the end of this letter.
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Condensed consolidated
statements of operations
(in thousands, except per
share data; unaudited)
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Condensed consolidated
balance sheets
(in thousands, except par value;
unaudited)
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Condensed consolidated
statements of cash flows
(in thousands; unaudited)
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Non-GAAP results
(in thousands, except per share data)
The following table shows Zendesk’s
GAAP results reconciled to non-GAAP
results included in this letter.
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Non-GAAP results (continued)
(in thousands, except per share data)
The following table shows Zendesk’s
GAAP results reconciled to non-GAAP
results included in this letter.
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About Zendesk
The best customer experiences are built with Zendesk.

ended December 31, 2019. Further information on potential risks that could aﬀect actual results
will be included in the subsequent periodic and current reports and other ﬁlings that Zendesk
makes with the Securities and Exchange Commission from time to time, including its Quarterly
Report on Form 10-Q for the quarter ended March 31, 2020.

Zendesk is a CRM company that builds ﬂexible support, sales, and customer engagement software
that is quick to implement and scales to meet changing needs. From large enterprises to startups, we
believe that powerful, innovative customer experiences should be within reach for every company,
no matter the size, industry or ambition. Zendesk serves more than 160,000 customers across a
multitude of industries in over 30 languages. Zendesk is headquartered in San Francisco, and
operates 17 oﬃces worldwide. Learn more at www.zendesk.com.

Forward-looking statements represent Zendesk’s management’s beliefs and assumptions only as
of the date such statements are made. Zendesk undertakes no obligation to update any
forward-looking statements made in this shareholder letter to reﬂect events or circumstances
after the date of this shareholder letter or to reﬂect new information or the occurrence of
unanticipated events, except as required by law.

Forward-looking statements

About non-GAAP financial measures

This shareholder letter contains forward-looking statements, including, among other things,
statements regarding Zendesk’s future ﬁnancial performance, its continued investment to grow its
business, and progress toward its long-term ﬁnancial objectives. Words such as “may,” “should,”
“will,” “believe,” “expect,” “anticipate,” “target,” “project,” and similar phrases that denote future
expectation or intent regarding Zendesk’s ﬁnancial results, operations, and other matters are
intended to identify forward-looking statements. You should not rely upon forward-looking
statements as predictions of future events.

To provide investors and others with additional information regarding Zendesk’s results, the
following non-GAAP ﬁnancial measures were disclosed: non-GAAP gross proﬁt and gross
margin, non-GAAP operating expenses, non-GAAP operating income (loss) and operating
margin, non-GAAP net income (loss), non-GAAP net income (loss) per share, basic and diluted,
free cash ﬂow, and free cash ﬂow margin.

The outcome of the events described in these forward-looking statements is subject to known and
unknown risks, uncertainties, and other factors that may cause Zendesk’s actual results,
performance, or achievements to diﬀer materially, including (i) the eﬀect of uncertainties related to
the COVID-19 pandemic on U.S. and global markets, Zendesk’s business, operations, revenue results,
cash ﬂow, operating expenses, demand for its solutions, sales cycles, customer retention, and its
customers' businesses; (ii) other adverse changes in general economic or market conditions; (iii)
Zendesk’s ability to adapt its products to changing market dynamics and customer preferences or
achieve increased market acceptance of its products; (iv) Zendesk’s ability to eﬀectively expand its
sales capabilities; (v) Zendesk’s substantial reliance on its customers renewing their subscriptions
and purchasing additional subscriptions; (vi) Zendesk’s expectation that the future growth rate of its
revenues will decline, and that, as its costs increase, Zendesk may not be able to generate suﬃcient
revenues to achieve or sustain proﬁtability; (vii) the intensely competitive market in which Zendesk
operates and the diﬃculty that Zendesk may have in competing eﬀectively; (viii) Zendesk’s ability to
eﬀectively market and sell its products to larger enterprises; (ix) Zendesk’s ability to introduce and
market new products and to support its products on a shared services platform; (x) Zendesk’s ability
to maintain and develop its strategic relationships with third parties; (xi) Zendesk’s ability to prevent,
mitigate, and respond eﬀectively to both historical and future data breaches and to securely maintain
customer data; (xii) Zendesk’s ability to eﬀectively manage its growth and organizational change,
including its international expansion strategy; (xiii) Zendesk’s ability to integrate acquired businesses
and technologies successfully or achieve the expected beneﬁts of such acquisitions; (xiv) Zendesk's
ability to comply with privacy and data security regulations; (xv) potential service interruptions or
performance problems associated with Zendesk’s technology and infrastructure; (xvi) the
development of the market for software as a service business software applications; (xvii) real or
perceived errors, failures, or bugs in its products; and (xviii) Zendesk’s ability to accurately forecast
expenditures on third-party managed hosting services.
The forward-looking statements contained in this shareholder letter are also subject to additional
risks, uncertainties, and factors, including those more fully described in Zendesk’s ﬁlings with the
Securities and Exchange Commission, including its Annual Report on Form 10-K for the year

Speciﬁcally, Zendesk excludes the following from its historical and prospective non-GAAP
ﬁnancial measures, as applicable:
Share-Based Compensation and Amortization of Share-Based Compensation Capitalized in
Internal-use Software: Zendesk utilizes share-based compensation to attract and retain
employees. It is principally aimed at aligning their interests with those of its stockholders and at
long-term retention, rather than to address operational performance for any particular period. As
a result, share-based compensation expenses vary for reasons that are generally unrelated to
ﬁnancial and operational performance in any particular period.
Employer Tax Related to Employee Stock Transactions: Zendesk views the amount of employer
taxes related to its employee stock transactions as an expense that is dependent on its stock
price, employee exercise and other award disposition activity, and other factors that are beyond
Zendesk’s control. As a result, employer taxes related to its employee stock transactions vary for
reasons that are generally unrelated to ﬁnancial and operational performance in any particular
period.
Amortization of Purchased Intangibles: Zendesk views amortization of purchased intangible
assets, including the amortization of the cost associated with an acquired entity’s developed
technology, as items arising from pre-acquisition activities determined at the time of an
acquisition. While these intangible assets are evaluated for impairment regularly, amortization of
the cost of purchased intangibles is an expense that is not typically aﬀected by operations during
any particular period.
Acquisition-Related Expenses: Zendesk views acquisition-related expenses, such as transaction
costs, integration costs, restructuring costs, and acquisition-related retention payments, including
amortization of acquisition-related retention payments capitalized in internal-use software, as
events that are not necessarily reﬂective of operational performance during a period. In
particular, Zendesk believes the consideration of measures that exclude such expenses can
assist in the comparison of operational performance in diﬀerent periods which may or may not
include such expenses.
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Amortization of Debt Discount and Issuance Costs: In March 2018, Zendesk issued $575 million
of convertible senior notes due in 2023, which bear interest at an annual ﬁxed rate of 0.25%. The
imputed interest rate of the convertible senior notes was approximately 5.26%. This is a result of
the debt discount recorded for the conversion feature that is required to be separately accounted
for as equity, and debt issuance costs, which reduce the carrying value of the convertible debt
instrument. The debt discount is amortized as interest expense together with the issuance costs
of the debt. The expense for the amortization of debt discount and debt issuance costs is a
non-cash item, and we believe the exclusion of this interest expense will provide for a more useful
comparison of our operational performance in diﬀerent periods.
Income Tax Eﬀects: Zendesk utilizes a ﬁxed long-term projected tax rate in its computation of
non-GAAP income tax eﬀects to provide better consistency across interim reporting periods. In
projecting this long-term non-GAAP tax rate, Zendesk utilizes a ﬁnancial projection that excludes
the direct impact of other non-GAAP adjustments. The projected rate considers other factors such
as Zendesk’s current operating structure, existing tax positions in various jurisdictions, and key
legislation in major jurisdictions where Zendesk operates. For the year ending December 31,
2020, Zendesk has determined the projected non-GAAP tax rate to be 21%. Zendesk will
periodically re-evaluate this tax rate, as necessary, for signiﬁcant events, based on relevant tax
law changes, material changes in the forecasted geographic earnings mix, and any signiﬁcant
acquisitions.
Zendesk provides disclosures regarding its free cash ﬂow, which is deﬁned as net cash from
operating activities, less purchases of property and equipment and internal-use software
development costs. Free cash ﬂow margin is calculated as free cash ﬂow as a percentage of total
revenue. Zendesk uses free cash ﬂow, free cash ﬂow margin, and other measures, to evaluate the
ability of its operations to generate cash that is available for purposes other than capital
expenditures and capitalized software development costs. Zendesk believes that information
regarding free cash ﬂow and free cash ﬂow margin provides investors with an important
perspective on the cash available to fund ongoing operations.
Zendesk does not provide a reconciliation of its non-GAAP operating margin guidance to GAAP
operating margin beyond the ﬁscal quarter ending June 30, 2020 because Zendesk does not
provide guidance on the reconciling items between GAAP operating margin and non-GAAP
operating margin for such periods, as a result of the uncertainty regarding, and the potential
variability of, these items. The actual amount of such reconciling items will have a signiﬁcant
impact on Zendesk’s non-GAAP operating margin and, accordingly, a reconciliation of GAAP
operating margin to non-GAAP operating margin guidance for such periods is not available
without unreasonable eﬀort.
Zendesk’s disclosures regarding its expectations for its non-GAAP gross margin include
adjustments to its expectations for its GAAP gross margin that exclude share-based
compensation and related expenses in Zendesk’s cost of revenue, amortization of purchased

intangibles primarily related to developed technology, and acquisition-related expenses. The
share-based compensation and related expenses excluded due to such adjustments are primarily
comprised of the share-based compensation and related expenses for employees associated
with Zendesk’s infrastructure and customer experience organization.
Zendesk does not provide a reconciliation of its non-GAAP gross margin guidance to GAAP gross
margin for future periods because Zendesk does not provide guidance on the reconciling items
between GAAP gross margin and non-GAAP gross margin, as a result of the uncertainty
regarding, and the potential variability of, these items. The actual amount of such reconciling
items will have a signiﬁcant impact on Zendesk’s non-GAAP gross margin and, accordingly, a
reconciliation of GAAP gross margin to non-GAAP gross margin guidance for the period is not
available without unreasonable eﬀort.
Zendesk uses non-GAAP ﬁnancial information to evaluate its ongoing operations and for internal
planning and forecasting purposes. Zendesk’s management does not itself, nor does it suggest
that investors should, consider such non-GAAP ﬁnancial measures in isolation from, or as a
substitute for, ﬁnancial information prepared in accordance with GAAP. Zendesk presents such
non-GAAP ﬁnancial measures in reporting its ﬁnancial results to provide investors with an
additional tool to evaluate Zendesk’s operating results. Zendesk believes these non-GAAP
ﬁnancial measures are useful because they allow for greater transparency with respect to key
metrics used by management in its ﬁnancial and operational decision-making. This allows
investors and others to better understand and evaluate Zendesk’s operating results and future
prospects in the same manner as management.
Zendesk’s management believes it is useful for itself and investors to review, as applicable, both
GAAP information that may include items such as share-based compensation and related
expenses, amortization of debt discount and issuance costs, amortization of purchased
intangibles, and acquisition-related expenses, and the non-GAAP measures that exclude such
information in order to assess the performance of Zendesk’s business and for planning and
forecasting in subsequent periods. When Zendesk uses such a non-GAAP ﬁnancial measure with
respect to historical periods, it provides a reconciliation of the non-GAAP ﬁnancial measure to the
most closely comparable GAAP ﬁnancial measure. When Zendesk uses such a non-GAAP
ﬁnancial measure in a forward-looking manner for future periods, and a reconciliation is not
determinable without unreasonable eﬀort, Zendesk provides the reconciling information that is
determinable without unreasonable eﬀort and identiﬁes the information that would need to be
added or subtracted from the non-GAAP measure to arrive at the most directly comparable GAAP
measure. Investors are encouraged to review the related GAAP ﬁnancial measures and the
reconciliation of these non-GAAP ﬁnancial measures to their most directly comparable GAAP
ﬁnancial measure as detailed above.
Non-GAAP gross margin for the fourth quarter of 2019 excludes $5.9 million in share-based
compensation and related expenses (including $0.4 million of amortization of share-based
compensation capitalized in internal-use software and $0.2 million of employer tax related to
employee stock transactions), $2.1 million of amortization of purchased intangibles, and $0.1
million of acquisition-related expenses. Non-GAAP operating income and non-GAAP operating
margin for the fourth quarter of 2019 exclude $39.5 million in share-based compensation and
related expenses (including $1.4 million of employer tax related to employee stock transactions
and $0.4 million of amortization of share-based compensation capitalized in internal-use
software), $1.6 million of acquisition-related expenses, and $2.8 million of amortization of
purchased intangibles.
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Free cash ﬂow for the fourth quarter of 2019 includes cash used for purchases of property and
equipment of $13.5 million and internal-use software development costs of $2.8 million.

About operating metrics
Zendesk reviews a number of operating metrics to evaluate its business, measure performance,
identify trends, formulate business plans, and make strategic decisions. These include the number
of paid customer accounts on Zendesk Support, Zendesk Chat, and its other products,
dollar-based net expansion rate, annual recurring revenue represented by its churned customers,
and the percentage of its annual recurring revenue from Support originating from customers with
100 or more agents on Support.
Zendesk deﬁnes the number of paid customer accounts at the end of any particular period as the
sum of (i) the number of accounts on Support, exclusive of its legacy Starter plan, free trials, or
other free services, (ii) the number of accounts using Chat, exclusive of free trials or other free
services, and (iii) the number of accounts on all of its other products, exclusive of free trials and
other free services, each as of the end of the period and as identiﬁed by a unique account
identiﬁer. In the quarter ended June 30, 2018, Zendesk began to oﬀer an omnichannel
subscription which provides access to multiple products through a single paid customer account,
Zendesk Suite, and in the quarter ended June 30, 2019, Zendesk began to oﬀer a subscription
which provides access to Sell and Support through a single paid customer account, Zendesk
Duet. In the quarter ended March 31, 2020, Zendesk began to oﬀer two new omnichannel
subscriptions, the Zendesk Support Suite and the Zendesk Sell Suite, which provide access to
multiple support solutions and sales solutions, respectively, through a single paid customer
account. The number of Support Suite paid customer accounts are included in the number of paid
customer accounts on Suite, which are included in the number of paid customer accounts on
products other than Support and Chat and are not included in the number of paid customer
accounts on Support or Chat. The number of Sell Suite paid customer accounts are included in
the number of paid customer accounts on products other than Support and Chat and are not
included in the number of paid customer accounts on Support or Chat. Each Duet paid customer
account is included once in the number of paid customer accounts on Support and once in the
number of paid customer accounts on products other than Support and Chat.
Existing customers may also expand their utilization of Zendesk’s products by adding new
accounts and a single consolidated organization or customer may have multiple accounts across
each of Zendesk’s products to service separate subsidiaries, divisions, or work processes. Other
than usage of Zendesk’s products through its omnichannel subscription oﬀering, each of these
accounts is also treated as a separate paid customer account.
Zendesk’s dollar-based net expansion rate provides a measurement of its ability to increase
revenue across its existing customer base through expansion of authorized agents associated
with a paid customer account, upgrades in subscription plans, and the purchase of additional
products as oﬀset by churn, contraction in authorized agents associated with a paid customer
account, and downgrades in subscription plans. Zendesk’s dollar-based net expansion rate is
based upon annual recurring revenue for a set of paid customer accounts on its products.
Zendesk determines the annual recurring revenue value of a contract by multiplying the monthly
recurring revenue for such contract by twelve.

Monthly recurring revenue for a paid customer account is a legal and contractual determination
made by assessing the contractual terms of each paid customer account, as of the date of
determination, as to the revenue Zendesk expects to generate in the next monthly period for
that paid customer account, assuming no changes to the subscription and without taking into
account any platform usage above the subscription base, if any, that may be applicable to such
subscription. Beginning with the quarter ended June 30, 2019, we excluded the impact of
revenue that we expect to generate from ﬁxed-term contracts that are each associated with an
existing account, are solely for additional temporary agents, and are not contemplated to last for
the duration of the primary contract for the existing account from our determination of monthly
recurring revenue. Monthly recurring revenue is not determined by reference to historical
revenue, deferred revenue, or any other GAAP ﬁnancial measure over any period. It is
forward-looking and contractually derived as of the date of determination.
Zendesk calculates its dollar-based net expansion rate by dividing the retained revenue net of
contraction and churn by Zendesk’s base revenue. Zendesk deﬁnes its base revenue as the
aggregate annual recurring revenue across its products for customers with paid customer
accounts as of the date one year prior to the date of calculation. Zendesk deﬁnes the retained
revenue net of contraction and churn as the aggregate annual recurring revenue across its
products for the same customer base included in the measure of base revenue at the end of the
annual period being measured. The dollar-based net expansion rate is also adjusted to eliminate
the eﬀect of certain activities that Zendesk identiﬁes involving the consolidation of customer
accounts or the split of a single paid customer account into multiple paid customer accounts. In
addition, the dollar-based net expansion rate is adjusted to include paid customer accounts in
the customer base used to determine retained revenue net of contraction and churn that share
common corporate information with customers in the customer base that are used to determine
the base revenue. Giving eﬀect to this consolidation results in Zendesk’s dollar-based net
expansion rate being calculated across approximately 107,200 customers, as compared to the
approximately 160,600 total paid customer accounts as of March 31, 2020.
To the extent that Zendesk can determine that the underlying customers do not share common
corporate information, Zendesk does not aggregate paid customer accounts associated with
reseller and other similar channel arrangements for the purposes of determining its dollar-based
net expansion rate. While not material, Zendesk believes the failure to account for these
activities would otherwise skew the dollar-based net expansion metrics associated with
customers that maintain multiple paid customer accounts across its products and paid customer
accounts associated with reseller and other similar channel arrangements.
Zendesk does not currently incorporate operating metrics associated with its legacy analytics
product, its legacy Outbound product, its legacy Starter plan, Sell, Sunshine Conversations, its
legacy Smooch product, free trials, or other free services into its measurement of dollar-based
net expansion rate.
For a more detailed description of how Zendesk calculates its dollar-based net expansion rate,
please refer to Zendesk’s periodic reports ﬁled with the Securities and Exchange Commission.

Zendesk Shareholder Letter Q1 2020 - 28

Zendesk’s percentage of annual recurring revenue from Support that is generated by customers
with 100 or more agents on Support is determined by dividing the annual recurring revenue from
Support for paid customer accounts with 100 or more agents on Support as of the measurement
date by the annual recurring revenue from Support for all paid customer accounts on Support as
of the measurement date. Zendesk determines the customers with 100 or more agents on
Support as of the measurement date based on the number of activated agents on Support at the
measurement date and includes adjustments to aggregate paid customer accounts that share
common corporate information. For the purpose of determining this metric, Zendesk builds an
estimation of the proportion of annual recurring revenue from Suite attributable to Support and
includes such portion in the annual recurring revenue from Support.
Zendesk does not currently incorporate operating metrics associated with products other than
Support into its measurement of the percentage of annual recurring revenue from Support that is
generated by customers with 100 or more agents on Support.
Zendesk’s annual revenue run rate is based on its revenue for the most recent applicable quarter.
Zendesk annualizes such results to estimate its annual revenue run rate by multiplying the
revenue for its most recent applicable quarter by four. Zendesk’s annual revenue run rate is not a
comprehensive statement of its ﬁnancial results for such period and should not be viewed as a
substitute for full annual or interim ﬁnancial statements prepared in accordance with GAAP. In
addition, Zendesk’s revenue for the most recent applicable quarter or annual revenue run rate are
not necessarily indicative of the results to be achieved in any future period.
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Customer metrics
March 31,
2019

June 30,
2019

September 30, December 31,
2019
2019

March 31,
2020

Paid customer accounts on
Zendesk Support (approx.)

75,600

77,100

79,600

81,200

82,600

+ Paid customer accounts
on Zendesk Chat (approx.)

45,300

44,300

43,600

42,600

41,800

+ Paid customer accounts
on other Zendesk products
(approx.)

24,700

27,500

30,600

33,200

36,100

= Approximate number of
paid customer accounts*

145,600

149,000

153,800

157,000

160,600

*Does not add up to total due to rounding

Geographic information

Contact

Revenue mix by geography

Q1’20
United States

52.2%

EMEA

28.6%

APAC

10.8%

Other

8.4%

Source: Zendesk, Inc.
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