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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2014

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission File Number: 001-35375

Zynga Inc.

(Exact name of registrant as specified in its charter)

Table of Contents



Edgar Filing: ZYNGA INC - Form 10-Q

Delaware 42-1733483
(State of (IRS Employer
Incorporation) Identification No.)
699 Eighth Street
San Francisco, CA 94103
(Address of Principal Executive Offices) (Zip Code)
(855) 449-9642
(Telephone No.)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer = (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule
12b-2). Yes © No x

As of April 14, 2014, there were 740,986,760 shares of the Registrant s Class A common stock outstanding,

122,955,918 shares of the Registrant s Class B common stock outstanding and 20,517,472 shares of the Registrant s
Class C common stock outstanding.
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Zynga, the Zynga logo and other trademarks or service marks of Zynga appearing in this report are the property of
Zynga. Trade names, trademarks and service marks of other companies appearing in this report are the property of
their respective holders.

References in this report to DAUs mean daily active users of our games, MAUs mean monthly active users of our
games, MUUs mean monthly unique users of our games, ABPU means average daily bookings per average DAU and
references to MUPs mean monthly unique payers of our games. Unless otherwise indicated, these metrics are based on
internally-derived measurements across all platforms on which our games are played. For further information about

ABPU, DAUs, MAUs, MUPs, and MUUSs as measured by us, see the section titled Management s Discussion and
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements. In some cases you can identify these

statements by forward-looking words such as believe, may, will, might, estimate, continue, anticipate,

should,

in

would, project, plan, outlook, target, expect, or similar expressions, or the negative or plural of the
expressions. These forward-looking statements include, but are not limited to, statements concerning the following:

our future operational and strategic plans;

our future relationship with Facebook, changes in the Facebook platform or changes in our agreements with
Facebook;

our relationship with any other partners or platform partners;

our ability to successfully acquire and integrate companies and assets, including but not limited to our
acquisition of NaturalMotion Limited ( NaturalMotion ) and the success of its current and future games;

our ability to launch successful new games and hit games for web and mobile generally and in a timely
matter, including Farmville 2: Country Escape;

our ability to sustain and expand our franchise games;

the growth of the social games market, including the mobile market and the advertising market;

our ability to expand our offerings across several game categories;

expanding our network, including creating and building a mobile network on multiple platforms and across
multiple devices and the success of that network;

our ability to transition our web franchises to mobile and create new franchises on the web and mobile;

the ability of our games to generate revenue and bookings for a significant period of time after launch and
the timing for market acceptance of new games;

retaining and adding players and increasing the monetization of our player base;
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user traffic and publishing games from third-party developers on our network;

our evaluation of new business opportunities;

our ability to rationalize our product pipeline, control marketing and technology expenditures and
consolidate certain facilities;

our estimated savings and charges associated with our restructuring efforts;

capital expenditures and investment in our network infrastructure, including data centers;

our use of working capital in general;

maintaining a technology infrastructure that can efficiently and reliably handle increased player usage, fast
load times and the deployment of new features and products;

attracting and retaining qualified employees and key personnel;

maintaining, protecting and enhancing our intellectual property;

our ability to prevent credit card fraud and security breaches;

protecting our players information and adequately addressing privacy concerns; and

our stock repurchase program.
These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those
described in Part II. Item 1A. Risk Factors of this Quarterly Report on Form 10-Q. Moreover, we operate in a very
competitive and rapidly changing environment and industry. New risks may also emerge from time to time. It is not
possible for our management to predict all of the risks related to our business and operations, nor can we assess the
impact of all factors on our business or the extent to which any factor, or combination of factors, may cause actual
results to differ materially from those contained in any forward-looking statements we may make. The achievement or
success of the matters covered by such forward-looking statements involves significant risks, uncertainties and
assumptions. In light of these risks, uncertainties and assumptions, the forward-looking events and circumstances
discussed in this Quarterly Report on Form 10-Q may not occur and actual results could differ materially and
adversely from those anticipated, predicted or implied in the forward-looking statements.

You should not rely upon forward-looking statements as predictions of future events. Although we believe that the
expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results,
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levels of activity, performance or events and circumstances reflected in the forward-looking statements will be
achieved or occur, and reported results should not be considered as an indication of future performance. Factors that
could cause or contribute to such differences include, but are not limited to, those described in the section titled Risk
Factors. We undertake no obligation to update any forward-looking statements for any reason to conform these
statements to actual results or to changes in our expectations.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
Zynga Inc.
Consolidated Balance Sheets

(In thousands, except par value)

(Unaudited)
March 31,
2014
Assets
Current assets:
Cash and cash equivalents $ 122,453
Marketable securities 659,748
Accounts receivable, net of allowance of $0 at March 31, 2014 and December 31,
2013 76,510
Income tax receivable 6,808
Deferred tax assets 14,401
Restricted cash 3,416
Other current assets 27,639
Total current assets 910,975
Long-term marketable securities 354,921
Goodwill 682,454
Other intangible assets, net 91,580
Property and equipment, net 326,879
Restricted cash 47,042
Other long-term assets 20,297
Total assets $ 2,434,148

Liabilities and stockholders equity
Current liabilities:

Accounts payable $ 12,761
Other current liabilities 82,415
Deferred revenue 179,245
Total current liabilities 274,421
Deferred revenue 4,008
Deferred tax liabilities 20,801
Other non-current liabilities 145,797

Table of Contents

December 31,
2013

$ 465,523
659,973

65,667
6,943
16,293
3,493
23,507

1,241,399
416,474
227,989

18,282
348,793

26,148

$ 2,279,085

$ 20,973
68,866
186,663

276,502
3,252
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Total liabilities 445,027 401,814
Stockholders equity:
Common stock, $0.00000625 par value, and additional paid in capital authorized

shares:

2,020,517; shares outstanding: 883,898 shares (Class A, 740,392, Class B, 122,989,

Class C,

20,517) as of March 31, 2014 and 832,309 (Class A, 685,554, Class B, 126,238,

Class C, 20,517) as of December 31, 2013 2,991,953 2,823,743
Accumulated other comprehensive income (loss) 4,080 (1,046)
Accumulated deficit (1,006,912) (945,426)
Total stockholders equity 1,989,121 1,877,271
Total liabilities and stockholders equity $ 2,434,148 $ 2,279,085

See accompanying notes.
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Revenue:
Online game
Advertising and other

Total revenue

Costs and expenses:

Cost of revenue

Research and development
Sales and marketing
General and administrative

Total costs and expenses

Income (loss) from operations

Interest income

Other income (expense), net

Income (loss) before income taxes

Zynga Inc.
Consolidated Statements of Operations
(In thousands, except per share data)

(Unaudited)

Provision for (benefit from) income taxes

Net income (loss)

Net income (loss) per share:

Basic

Diluted

Weighted average common shares used to compute net income (loss) per share:

Basic
Diluted
See accompanying notes.
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Three Months Ended
March 31,
2014 2013

$132,270  $229,566
35,750 34,023

168,020 263,589

53,504 69,394
97,584 129,181
29,853 27,307

57,336 42,640
238,277 268,522
(70,257) (4,933)

870 1,163
1,125 (863)

(68,262) (4,633)
(7,079) (8,766)

$(61,183) $ 4,133

$ (0.07) $ 0.01

$ (0.07) $ 0.00

850,148 779,949
850,148 827,526
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Zynga Inc.
Consolidated Statements of Comprehensive Income (Loss)
(In thousands)

(Unaudited)

Net income (loss)

Other comprehensive income (loss):

Change in foreign currency translation adjustment

Net change on unrealized gains (losses) on available-for-sale investments
Net change on unrealized gains (losses) on derivative instruments

Other comprehensive income (loss)

Comprehensive income (loss)

See accompanying notes.
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Three Months
Ended
March 31,
2014 2013
$(61,183) $4,133

5,253 (843)

(127) (306)
364

5,126 (785)

$(56,057) $3,348
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Zynga Inc.
Consolidated Statements of Cash Flows
(In thousands)

(Unaudited)

Operating activities:
Net income (loss)

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

Depreciation and amortization

Stock-based expense

(Gain) loss from sales of investments, assets and other, net
Tax benefits from stock-based awards

Excess tax benefits from stock-based awards
Accretion and amortization on marketable securities
Deferred income taxes

Changes in operating assets and liabilities:
Accounts receivable, net

Income tax receivable

Other assets

Accounts payable

Deferred revenue

Other liabilities

Net cash provided by (used in) operating activities

Investing activities:

Purchases of marketable securities

Sales of marketable securities

Maturities of marketable securities
Acquisition of property and equipment
Business acquisition, net of cash acquired
Proceeds from sale of property and equipment
Restricted cash

Other investing activities, net

Net cash provided by (used in) investing activities
Financing activities:
Taxes paid related to net share settlement of equity awards

Repurchases of common stock
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Three Months Ended
March 31,
2014 2013
$ (61,183) 4,133
25,344 32,061
28,326 29,922
382 1,207
436 1,657
(436) (1,657)
2,786 4,856
(7,935) (8,591)
(3,388) 13,809
135 (43)
(5,292) 848
(8,597) 2,470
(6,909) (33,774)
12,085 (20,453)
(24,246) 26,445
(174,729) (278,719)
133,633 98,615
99,993 195,068
(1,234) (4,924)
(390,993)
4,935
167
200 (803)
(328,195) 9,404
(455) (344)
(2,432)
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Proceeds from exercise of stock options

Proceeds from employee stock purchase plan

Excess tax benefits from stock-based awards

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

See accompanying notes.
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6,534
2,975
436

9,490
(119)
(343,070)

465,523

$ 122,453

2,393
3,506
1,657
4,780
(327)
40,302
385,949

$ 426,251
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Zynga Inc.
Notes to Consolidated Financial Statements
(Unaudited)
1. Overview and Summary of Significant Accounting Policies
Organization and Description of Business

Zynga Inc. ( Zynga, we or the Company ) develops, markets, and operates online social games as live services played
over the Internet and on social networking sites and mobile platforms. We generate revenue through the in-game sale

of virtual goods and through advertising. Our operations are headquartered in San Francisco, California, and we have

several operating locations in the U.S. as well as various international office locations in Canada, Asia and Europe.

We completed our initial public offering in December 2011 and our Class A common stock is listed on the NASDAQ
Global Select Market under the symbol ZNGA.

Basis of Presentation and Consolidation

The accompanying consolidated financial statements are presented in accordance with United States generally
accepted accounting principles ( U.S. GAAP ). The consolidated financial statements include the operations of us and
our wholly-owned subsidiaries. All significant intercompany balances and transactions have been eliminated in the
consolidation.

Unaudited Interim Financial Information

The accompanying interim consolidated balance sheet as of March 31, 2014, the interim consolidated statements of
operations and, the interim consolidated statements of comprehensive income (loss) for the three months ended
March 31, 2014 and 2013, and the interim consolidated statements of cash flows for the three months ended

March 31, 2014 and 2013 and the related footnote disclosures are unaudited. These unaudited consolidated interim
financial statements have been prepared in accordance with U.S. GAAP. In management s opinion, the unaudited
consolidated interim financial statements have been prepared on the same basis as the audited consolidated financial
statements and include all adjustments of a normal recurring nature necessary for the fair presentation of the
Company s statement of financial position and operating results for the periods presented. The results for the three
months ended March 31, 2014 are not necessarily indicative of the results expected for the full fiscal year or any other
future period.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts in the consolidated financial statements and notes thereto. Significant
estimates and assumptions reflected in the financial statements include, but are not limited to, the estimated lives of
virtual goods that we use for revenue recognition, useful lives of property and equipment and intangible assets,
accrued liabilities, income taxes, accounting for business combinations, stock-based expense and evaluation of
goodwill, intangible assets, and long-lived assets for impairment. Actual results could differ materially from those
estimates.
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Accounting Policy Updates

The accompanying interim consolidated financial statements and these related notes should be read in conjunction
with the consolidated financial statements and related notes included in our Annual Report on Form 10-K for the year
ended December 31, 2013.

In June 2013, the Financial Accounting Standards Board ratified Accounting Standards Update 2013-11, Presentation
of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit
Carryforward Exists which concludes an unrecognized tax benefit should be presented as a reduction of a deferred tax
asset when settlement in this manner is available under the tax law. We adopted this amendment in the first quarter of
2014, which resulted in a reduction of non-current liabilities of $33.3 million.
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2. Marketable Securities

The following tables summarize our amortized cost, gross unrealized gains and losses and fair value of our
available-for-sale investments in marketable securities (in thousands):

March 31, 2014
Gross Gross
Amortized Unrealized Unrealized  Aggregate
Cost Gains Losses Fair Value
U.S. government and government agency debt
securities $ 328,068 $ 208 $ (148) $ 328,128
Corporate debt securities 676,730 249 (224) 676,755
Municipal securities 9,783 3 9,786
Total $1,014,581 $ 460 $  (372) $1,014,669
December 31, 2013
Gross Gross
Amortized Unrealized Unrealized  Aggregate
Cost Gains Losses Fair Value
U.S. government and government agency debt
securities $ 333,632 $ 160 $ (51) $ 333,741
Corporate debt securities 731,225 356 (257) 731,324
Municipal securities 11,376 6 11,382
Total $1,076,233 $ 522 $ (308) $1,076,447

For more detail on our method for determining the fair value of our assets, see Note 3 Fair Value Measurements

The estimated fair value of available-for-sale marketable securities, classified by their contractual maturities was as
follows (in thousands):

March 31, 2014
Due within one year $ 659,748
After one year through three years 354,921
Total $ 1,014,669

Changes in market interest rates and bond yields cause certain of our investments to fall below their cost basis,
resulting in unrealized losses on marketable securities. As of March 31, 2014, we had unrealized losses of $0.4 million
related to marketable securities that had a fair value of $304.5 million. As of December 31, 2013, we had unrealized
losses of $0.3 million related to marketable securities that had a fair value of $240.9 million. None of these securities
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were in a continuous unrealized loss position for more than 12 months.

As of March 31, 2014 and December 31, 2013, we did not consider any of our marketable securities to be
other-than-temporarily impaired. When evaluating our investments for other-than-temporary impairment, we review
factors such as the length of time and extent to which fair value has been below its cost basis, the financial condition
of the issuer, our ability and intent to hold the security and whether it is more likely than not that we will be required
to sell the investment before recovery of its cost basis.

3. Fair Value Measurements

Our financial instruments consist of cash equivalents, short-term and long-term marketable securities and accounts
receivable. Accounts receivable, net is stated at its carrying value, which approximates fair value.

Cash equivalents and short-term and long-term marketable securities, consisting of money market funds, U.S.
government and government agency debt securities, municipal securities and corporate debt securities, are carried at
fair value, which is defined as an exit price, representing the amount that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between knowledgeable and willing market participants.
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Contingent consideration represents the estimated fair value of the additional variable cash consideration payable in
connection with our acquisition of Spooky Cool Labs LLC that is contingent upon the achievement of certain
performance milestones. We initially estimated the acquisition date fair value of the contingent consideration payable
using probability-weighted discounted cash flow models, and applied a discount rate that appropriately captured a
market participant s view of the risk associated with the obligations. In the first quarter of 2014, we updated this
analysis and recorded the change in estimated fair value of the contingent consideration liability as an expense of
approximately $1.3 million within research and development expense in our consolidated statement of income. The
significant unobservable inputs used in the fair value measurement of the acquisition-related contingent consideration
payable are forecasted future cash flows and the timing of those cash flows. Significant changes in actual and
forecasted future cash flows may result in significant charges or benefits to our future operating expenses.

Fair value is a market-based measurement that should be determined based on assumptions that knowledgeable and
willing market participants would use in pricing an asset or liability. We use a three-tier value hierarchy, which
prioritizes the inputs used in measuring fair value as follows:

Level 1 Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.
Level 2 Includes inputs, other than Level 1 inputs, that are directly or indirectly observable in the marketplace.

Level 3 Unobservable inputs that are supported by little or no market activity.

The composition of our financial instruments among the three Levels of the fair value hierarchy are as follows (in
thousands):

March 31, 2014

Level 1 Level 2 Level 3 Total
Assets:
Money market funds (1) $ 21,375 $ $ $ 21,375
U.S. government and government agency debt
securities 328,128 328,128
Corporate debt securities 676,755 676,755
Municipal securities 9,786 9,786
Total $ 21,375 $1,014669 § $ 1,036,044
Liabilities:
Contingent consideration $ $ $13,000 $ 13,000

December 31, 2013

Level 1 Level 2 Level 3 Total
Assets:
Money market funds (1) $349,421 $ $ $ 349,421
U.S. government and government agency debt
securities 333,741 333,741
Corporate debt securities 731,324 731,324
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Municipal securities 11,382
Total $349,421  $1,076,447
Liabilities:

Contingent consideration $ $

(1) Includes amounts classified as cash and cash equivalents.

Table of Contents

$11,720

11,382

$ 1,425,868

$
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4. Property and Equipment

Property and equipment consist of the following (in thousands):

March 31, December 31,

2014 2013
Computer equipment $ 141,407 $ 225,063
Software 30,004 27,668
Land 89,130 89,130
Building 192,512 192,512
Furniture and fixtures 10,786 11,303
Leasehold improvements 9,822 11,695

473,661 557,371
Less accumulated depreciation (146,782) (208,578)
Total property and equipment, net $ 326,879 $ 348,793

5. Acquisitions

On February 11, 2014, we acquired 100% of the outstanding stock of NaturalMotion, a provider of games for mobile
phones and tablets domiciled in the U.K. We acquired NaturalMotion to leverage their strong portfolio of technology,
assembled workforce and existing mobile games in order to expand and enhance our game offerings particularly on
mobile platforms. The acquisition date fair value of the purchase consideration was $522.2 million, which included
the following:

Fair Value of Purchase
Consideration, in thousands

Cash $ 391,000
Common stock (28,178,201 shares) 130,465
Fair value of stock options assumed 693
Total $ 522,158

The value of the purchase consideration attributed to the 28.2 million common shares issued was based on a $4.63
closing price of the Company s Class A Common Stock on the date of the closing of the acquisition.

The following table summarizes the preliminary acquisition date fair value of net tangible assets acquired and
liabilities assumed from NaturalMotion (in thousands, unaudited):

Preliminary Preliminary Estimated
Estimated Fair Vafveighted Average Useful Life
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in thousands

Tangible net assets (liabilities) assumed $ (2,648) N/A
Intangible assets

Developed technology 59,900 3 years
Branding and trade names 15,000 4.6 years
Goodwill 449,906 N/A
Total $ 522,158

Goodwill, which is partially deductible for U.S. income tax purposes, represents the excess of the purchase price over
the fair value of the net tangible and intangible assets acquired, and is primarily attributable to the assembled
workforce of the acquired business and expected synergies at the time of the acquisition. The preliminary fair values
of net tangible assets acquired and liabilities assumed are management s estimates based on the information available
at the acquisition date.
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The information above provides a reasonable basis for estimating the fair values of assets acquired and liabilities
assumed, however, the preliminary measurements of fair value are subject to change including in the area of income
taxes payable and deferred taxes which may change subject to the completion of certain tax returns.

On the acquisition date, the Company assumed unvested NaturalMotion employee stock options and exchanged them
for Zynga stock options with a preliminary fair value of $29.7 million. $0.7 million of this value was allocated to
purchase consideration and the remaining $29.0 million was allocated to future compensation expense which will be
recorded as stock-based expense over the vesting period of the awards. Also on the acquisition date, the Company
granted to continuing employees 11.6 million shares of Zynga s Class A Common Stock that vest over a period of
three years subject to continued employment with Zynga. The value of these shares on the acquisition date was $53.6
million and will be recorded as stock-based expense over the requisite service period in accordance with the vesting
terms. Transaction costs incurred by the Company in connection with the acquisition, including professional fees and
transaction taxes, were $6.2 million and are included in the Company s statement of operations for the three months
ended March 31, 2014.

The amounts of revenue and earnings of NaturalMotion included in the Company s condensed consolidated statement
of operations for the post acquisition period February 12, 2014 to the period ending March 31, 2014 are as follows (in
thousands):

February 12, 2014 to
March 31, 2014
Total revenues $ 1,099
Total loss $ (12,459)

This loss includes approximately $4.0 million of stock-based expense.
The following pro forma financial information summarizes the combined results of operations for the Company and
NaturalMotion, which was significant for the purposes of unaudited pro forma financial information disclosure, as

though the companies were combined as of the beginning of the Company s fiscal years presented.

The pro forma financial information was as follows (in thousands):

Three Months Ended March 31,

2014 2013
Total revenues $ 170,729 $ 267,444
Total loss $  (72547) % (7,299)

The pro forma financial information for all periods presented has been calculated after adjusting the results of
NaturalMotion to reflect the business combination accounting effects resulting from this acquisition including fair
value adjustments resulting from purchase accounting, the amortization expenses from acquired intangible assets, the
stock-based compensation expense for unvested stock options assumed and restricted stock awards granted and the
related tax effects as though the acquisition occurred as of the beginning of the periods presented. The pro forma
financial information is for informational purposes only and is not indicative of the results of operations that would
have been achieved based on these assumptions.
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6. Goodwill and Other Intangible Assets

Changes in the carrying value of goodwill from December 31, 2013 to March 31,

Goodwill
Additions
Foreign currency translation adjustments

December 31, 2013

Goodwill March 31, 2014

2014 are as follows (in thousands):

$ 227,989
449,906
4,559

$ 682,454

The details of our acquisition-related intangible assets as of March 31, 2014 are as follows (in thousands):

Gross Carrying  Accumulated
Value Amortization = Net Book Value
Developed technology $ 155,301 $ (75939) $ 79,362
Trademarks, branding and domain
names 16,199 (6,212) 9,987
Acquired lease intangibles 5,707 (3.,476) 2,231
Total $ 177,207 $ (85,627) $ 91,580

These assets were, and continue to be, amortized on a straight-line basis. As of March 31, 2014, future amortization
expense related to the intangible assets is expected to be recognized as shown below (in thousands):

Year ending December 31:
2014

2015

2016

2017 and thereafter

Total

7. Income Taxes

$21,872
28,075
26,008
9,505

$ 85,460

The benefit from income taxes decreased by $1.7 million in the first quarter of 2014 as compared to the same period
of the prior year. This decrease was primarily attributable to the benefit of $7.8 million recorded in the current quarter
related the release of the valuation allowance associated with the 2013 Federal research and development tax credit, a
tax benefit of $12.5 million related to the retroactive reinstatement of the Federal research and development tax credit
recorded in the first quarter of 2013, partially offset by the increase in the valuation allowance of $3.1 million
associated with a portion of our net deferred tax assets in the first quarter of 2013.
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During 2012, we completed the implementation of our international structure, which resulted in a significant loss
outside of the U.S for which no benefit was recorded. Once the Company is profitable, we expect our global effective
tax rate to be less than the U.S. statutory income tax rate.

11
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8. Other Current Liabilities

Other current liabilities consist of the following (in thousands):

March 31, December 31,

2014 2013
Accrued compensation liability $ 17,379 $ 10,185
Accrued restructuring liability 15,804 6,751
Other current liabilities 49,232 51,930
Total other current liabilities $ 82,415 $ 68,866

Other current liabilities include various expenses that we accrue for transaction taxes, customer deposits, accrued
escrow liabilities and accrued accounts payable.

9. Restructuring

During the three months ended March 31, 2014, we recorded a total restructuring charge of $29.7 million which was
classified within our consolidated statement of operations as follows: Cost of Revenue $1.2 million, Research and
Development $9.3 million, Sales and Marketing $1.5 million, and General and Administrative $17.7 million.

Q1 2014 Restructuring Plan

During the three months ended March 31, 2014, our Board of Directors (the Board ) authorized, and we implemented a
restructuring plan that included a reduction in work force and the closure of certain office and data center facilities as
part of an overall plan to better align our cost structure against market opportunities. As a result of this plan, we

recorded a restructuring charge of $29.9 million in the three months ended March 31, 2014, which is comprised of

$13.1 million of employee severance and $16.8 million related to the closure of certain offices and data center

facilities. This restructuring charge does not include the impact of $1.7 million of net stock-based expense reversals
associated with the net effect of forfeitures from employee terminations and the acceleration of unvested stock awards
which were recorded as stock-based expense. The remaining liability related to our 2014 restructuring plan as of

March 31, 2014 was $21.0 million and is expected to be paid out over the next 2.8 years.

Other Plans

The following table presents the activity for the three months ended March 31, 2014 related to all remaining historical
restructuring plans from prior years (in thousands):

Restructuring liability December 31, 2013 $ 13,561
Cash payments made in the first quarter of 2014 (3,509)
Adjustments in the first quarter of 2014 (239)
Restructuring liability (2013 Plan) March 31, 2014 $ 9,813
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The remaining liability of $9.8 million is expected to be paid out over the next 3.6 years.

12
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10. Stockholders Equity

We recorded stock-based expense related to grants of employee and consultant stock options, warrants, restricted
stock and ZSUs in our consolidated statements of operations as follows (in thousands):

Cost of revenue

Research and development
Sales and marketing
General and administrative

Total stock-based expense

Three Months Ended March 31,

2014 2013
$ 1,279 $ 1,933
18,416 20,900
1,458 1,413
7,173 5,676
$ 28326 $ 29,922

The following table shows stock option activity for the three months ended March 31, 2014 (in thousands, except
weighted-average exercise price and weighted-average contractual term):

Outstanding Options
Weighted- Aggregate Weighted-
Average Intrinsic Value of Average
Stock
Exercise Options Contractual Term
Stock Options Price Outstanding (in years)
Balance as of December 31, 2013 41,081 $ 207 $ 83,089 7.02
Granted 10,763 2.18
Forfeited and cancelled (1,453) 2.80
Exercised (5,008) 1.30
Balance as of March 31, 2014 45,383 $ 216 $ 113,742 7.42

The following table shows a summary of ZSU activity for the three months ended March 31, 2014 (in thousands,

except weighted-average grant date fair value):

Shares
Unvested as of December 31, 2013 66,997
Granted 11,688
Vested (5,918)
Forfeited and cancelled (8,168)
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Outstanding ZSUs
Weighted-Average Aggregate
Grant Date Intrinsic Value of
Fair Value Unvested ZSUs
$ 4.96 $ 254,589

5.44

5.98

4.96
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The following table shows a summary of changes in accumulated other comprehensive income by component for the
three months ended March 31, 2014 (in thousands):

Unrealized Gains
(Losses) on Available-

Foreign Currency for-Sale
Translation Securities Total

Balance as of December 31, 2013 $ (1,259) $ 213 $(1,046)
Other comprehensive income before
reclassifications 5,253 (119) 5,134
Amounts reclassified from
accumulated other comprehensive
income (8) (8)
Net current-period other
comprehensive income 5,253 (127) 5,126
Balance as of March 31, 2014 $ 3,994 $ 86 $ 4,080

In October 2012, our Board authorized a $200 million stock repurchase program. We initiated purchases under this
program in December 2012. As of March 31, 2014, the remaining authorized amount of stock repurchases that may be
made under this plan was $178.9 million. The program expires on October 31, 2014. We did not repurchase any
shares in the three months ended March 31, 2014.

11. Net Income (Loss) Per Share of Common Stock

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted-average number of
common shares outstanding during the period. In computing diluted net income (loss) per share, net income (loss) is
re-allocated to reflect the potential impact of dilutive securities, including stock options, warrants, unvested restricted
stock and unvested ZSUs. Diluted net income (loss) per share is computed by dividing net income (loss) attributable
to common stockholders by the weighted-average number of common shares outstanding, including potential dilutive
securities. For periods in which we have generated a net loss, we do not include stock options, warrants, unvested
restricted stock and unvested ZSUs in our computation of diluted net income (loss) per share, as the impact of these
awards is anti-dilutive. The net per share amounts are the same for Class A, Class B and Class C common stock
because the holders of each class are legally entitled to equal per share distributions whether through dividend or
distribution. Further, as we assume the conversion of Class B and Class C common shares into Class A common
shares for the Class A diluted net income (loss) per share computation, the net income (loss) is equal to total net
income (loss) for that computation.

14
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The following table sets forth the computation of basic and diluted net income (loss) per share of common stock (in

thousands, except per share data):

Class
A

BASIC:

Net income (loss) attributable to common
stockholders

Weighted-average common shares
outstanding

$ (50,782)
705,627

Basic net income (loss) per share $  (0.07)
DILUTED:

Net income (loss) attributable to common
stockholders

Reallocation of net income (loss) as a
result of conversion of Class C shares to
Class A shares

Reallocation of net income (loss) as a
result of conversion of Class B shares to
Class A shares

Reallocation of net income (loss) to Class
B and Class C shares

$ (50,782)

(1,477)

(8,924)

Net income (loss) attributable to common
stockholders-diluted $ (61,183)
Weighted-average common shares
outstanding-basic

Conversion of Class C to Class A
common shares

Conversion of Class B to Class A
common shares

705,627
20,517
124,004

Weighted-average effect of dilutive
securities:

Employee stock options

Warrants

ZSUs

Weighted-average common shares

outstanding-diluted 850,148
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Three Months Ended March 31,

2014 2013
Class Class Class Class
B C A B
(unaudited)
$ (8,924) $(1,477) $ 3,149 $ 875
124,004 20,517 594,292 165,140
$ (007 $ 0.07) $ 001 $ 0.01
$ (8,924) $(1,477) $ 3,149 $ 875

109
875
178
$ (8,924) $(1,477) $ 4,133 $ 1,053
124,004 20,517 594,292 165,140
20,517
165,140
39,163 39,163
695 695
7,719 5,867
124,004 20,517 827,526 210,865

Class
C

$ 109
20,517

$ 0.01

$ 109

(7

$ 102

20,517

20,517
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$ (©.07) $ (0.07) $ (0.07)
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The following weighted-average equity awards were excluded from the calculation of diluted net income (loss) per
share because their effect would have been anti-dilutive for the periods presented (in thousands):

Three Months Ended March 31,

2014 2013
Stock options 42,027 29,447
Restricted shares 9,081 2,646
ZSUs 58,817 38,500
Total 109,925 70,593

12. Commitments and Contingencies
Lease Commitments

We have entered into operating leases for facilities, including data center space. As of March 31, 2014, future
minimum lease payments related to these leases are as follows (in thousands):

Year ending December 31:

2014 $ 20,667
2015 28,158
2016 22,865
2017 13,559
2018 11,792
2019 and thereafter 33,964

$ 131,005

Credit Facility

In June 2013, we amended our existing revolving credit agreement which we originally executed in July 2011,
reducing our maximum available credit from $1.0 billion to $200 million, and extending the term through June 2018.
Per the terms of our amended agreement, we paid additional up-front fees of $0.3 million to be amortized over the
remaining extended term of the loan. The interest rate for the amended credit facility is determined based on a formula
using certain market rates, as described in the amended credit agreement. Additionally, our minimum quarterly
commitment fee was reduced from $0.6 million per quarter to $0.1 million per quarter based on the portion of the
credit facility that is not drawn down. The agreement requires us to comply with certain covenants, including
maintaining a minimum capitalization ratio, and maintaining a minimum cash balance. As of March 31, 2014, we
have not drawn down any amounts under the credit facility and are in compliance with these covenants.

Legal Matters

On July 30, 2012, a purported securities class action captioned DeStefano v. Zynga Inc. et al., Case No.
3:12-cv-04007-JSW, was filed in the United States District Court for the Northern District of California against the
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Company, and certain of our current and former directors, officers, and executives. Additional purported securities
class actions containing similar allegations were filed in the Northern District. On September 26, 2012, the court
consolidated various of the class actions as In re Zynga Inc. Securities Litigation, Lead Case No. 12-cv-04007-JSW.
On January 23, 2013, the court entered an order appointing a lead plaintiff and approving lead plaintiff s selection of
lead counsel. On April 3, 2013, the lead plaintiff and another named plaintiff filed a consolidated complaint.

The lead plaintiff filed a First Amended Complaint on March 31, 2014. The First Amended Complaint alleges that the
defendants violated the federal securities laws by issuing false or misleading statements regarding the Company s
business and financial projections. The plaintiffs seek to represent a class of persons who purchased or otherwise
acquired the Company s securities between February 14, 2012 and July 25, 2012. The First Amended Complaint
asserts claims for unspecified damages, and an award of costs and expenses to the putative class, including attorneys
fees. The deadline for the Company to respond to the complaint is May 2, 2014.

In addition, a purported securities class action captioned Reyes v. Zynga Inc., et al. was filed on August 1, 2012, in
San Francisco County Superior Court. The action was removed to federal court, and was later remanded to San
Francisco County Superior Court. The complaint alleges that the defendants violated the federal securities laws by
issuing false or misleading statements in connection with an April 2012 secondary offering of Class A common stock.
The plaintiff seeks to represent a class of persons who acquired the Company s common stock pursuant or traceable to
the secondary offering. On June 10, 2013, the defendants filed a demurrer and

16

Table of Contents 34



Edgar Filing: ZYNGA INC - Form 10-Q

Table of Conten

motion to stay the action. On August 26, 2013, the court issued orders overruling the demurrer and granting the
motion to stay all deadlines in the action pending a ruling on the motion to dismiss in the federal securities class action
described above. The stay remains in effect. A case management conference is scheduled for May 19, 2014.

On April 4, 2013, a purported class action captioned Lee v. Pincus, et al. was filed in the Court of Chancery of the
State of Delaware against the Company, and certain of our current and former directors, officers, and executives. The
complaint alleges that the defendants breached fiduciary duties in connection with the release of certain lock-up
agreements entered into in connection with the Company s initial public offering. The plaintiff seeks to represent a
class of certain of the Company s shareholders who were subject to the lock-up agreements and who were not
permitted to sell shares in an April 2012 secondary offering. The defendants removed the case to the United States
District Court for the District of Delaware on May 10, 2013. On December 23, 2013, the district court granted the
plaintiff s motion to remand the action to the Court of Chancery. On January 8, 2013, the Chancery Court entered a
scheduling order. On January 17, 2014, the plaintiff filed an amended complaint. On March 6, 2014, the Company
filed a motion to dismiss the amended complaint and a motion to stay discovery while the motion to dismiss is
pending. The plaintiff has opposed both motions. Briefing on the motion to stay was completed in March 2014.
Briefing on the motion to dismiss was completed in April 2014. The court has not set a date for hearing the motions.

The Company believes it has meritorious defenses in the above securities class actions and will vigorously defend
these actions.

Since August 3, 2012, nine stockholder derivative lawsuits have been filed in State or Federal courts in California and
Delaware purportedly on behalf of the Company against certain current and former directors and executive officers of
the Company. The derivative plaintiffs allege that the defendants breached their fiduciary duties and violated

California Corporations Code section 25402 in connection with our initial public offering in December 2011,

secondary offering in April 2012, and allegedly made false or misleading statements regarding the Company s business
and financial projections.

Beginning on August 3, 2012, three of the actions were filed in San Francisco County Superior Court. On October 2,
2012, the court consolidated those three actions as In re Zynga Shareholder Derivative Litigation, Lead Case
CGC-12-522934. On March 14, 2013, the plaintiffs filed a First Amended Complaint in that consolidated California
state action. On March 21, 2013, the court endorsed a stipulation among the parties staying the action pending the
ruling on the motion to dismiss in the federal securities class action described above. On March 24, 2014, the court
endorsed a stipulation among the parties staying the action pending a ruling on a motion to dismiss the First Amended
Complaint in the federal securities class action.

Beginning on August 16, 2012, four stockholder derivative actions were filed in the United States District Court for
the Northern District of California. On December 3, 2012, the court consolidated these four actions as In re Zynga Inc.
Derivative Litigation, Lead Case No. 12-CV-4327-JSW. On March 11, 2013, the court endorsed a stipulation among
the parties staying the action pending the ruling on the motion to dismiss in the federal securities class action
described above. On March 21, 2014, the court issued an order continuing the stay pending a ruling on a motion to
dismiss the First Amended Complaint in the federal securities class action.

A derivative action was also filed in the United States District Court for the District of Delaware. The plaintiff in the
District of Delaware action voluntarily dismissed the action on November 19, 2012.

On April 2, 2014, a derivative action was filed in the Court of Chancery of the State of Delaware entitled Sandys v.

Pincus, et al. Case No. 9512-VCN. The parties are currently negotiating a schedule for further activity in the action,
including the time for defendants to file a response to the complaint.
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The derivative actions include claims for, among other things, unspecified damages in favor of the Company, certain
corporate actions to purportedly improve the Company s corporate governance, and an award of costs and expenses to
the derivative plaintiffs, including attorneys fees. We believe that the plaintiffs in the derivative actions lack standing
to pursue litigation on behalf of Zynga.

To date, there has been no discovery or other substantive proceedings in the actions described above. Accordingly, we
are not in a position to assess whether any loss or adverse effect on our financial condition is probable or remote or to
estimate the range of potential loss, if any.

The Company is also party to various other legal proceedings and claims which arise in the ordinary course of
business. In addition, we may receive notifications alleging infringement of patent or other intellectual property rights.
Adverse results in any such litigation, legal proceedings or claims may include awards of substantial monetary
damages, costly royalty or licensing agreements, or orders preventing us from offering certain games, features, or
services, and may also result in changes in our business practices, which could result in additional costs or a loss of
revenue for us and could otherwise harm our business. Although the results of such litigation cannot be predicted with
certainty, we believe that the amount or range of reasonably possible losses related to such pending or threatened
litigation will not have a material adverse effect on our business, operating results, cash flows, or financial condition
should such litigation be resolved unfavorably. We recognize legal expenses as incurred.
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To date, there has been no discovery or other substantive proceedings in the actions described above. Accordingly, we
are not in a position to assess whether any loss or adverse effect on our financial condition is probable or remote or to
estimate the range of potential loss, if any.

The Company is also party to various other legal proceedings and claims which arise in the ordinary course of
business. In addition, we may receive notifications alleging infringement of patent or other intellectual property rights.
Adverse results in any such litigation, legal proceedings or claims may include awards of substantial monetary
damages, costly royalty or licensing agreements, or orders preventing us from offering certain games, features, or
services, and may also result in changes in our business practices, which could result in additional costs or a loss of
revenue for us and could otherwise harm our business. Although the results of such litigation cannot be predicted with
certainty, we believe that the amount or range of reasonably possible losses related to such pending or threatened
litigation will not have a material adverse effect on our business, operating results, cash flows, or financial condition
should such litigation be resolved unfavorably. We recognize legal expenses as incurred.

13. Geographical Information

The following represents our revenue based on the geographic location of our players (in thousands):

Revenue
Three Months Ended
March 31,
2014 2013
United States $ 99,105 $ 156,250
All other countries (1) 68,915 107,339
Total revenue $ 168,020 $263,589

(1) No country exceeded 10% of our total revenue for any periods presented.
The following represents our property and equipment, net by location (in thousands):

Property and equipment, net
March 31, December 31,

2014 2013
United States $ 322,401 $ 345,598
All other countries 4,478 3,195
Total property and equipment, net $ 326,879 $ 348,793
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

You should read the following discussion of our financial condition and results of operations in conjunction with the
consolidated financial statements and the related notes included elsewhere in this Quarterly Report on Form 10-Q.
The following discussion contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual
results could differ materially from those discussed in the forward-looking statements. Factors that could cause or
contribute to these differences include those discussed below and elsewhere in this Quarterly Report on Form 10-Q,
particularly in Special Note Regarding Forward-Looking Statements and Risk Factors. The forward-looking
statements included in this Quarterly Report on Form 10-Q are made only as of the date hereof.

Overview

We are a leading social game developer with approximately 123 million average MAUs for the three months ended
March 31, 2014. We have launched some of the most successful social games in the industry. Our games are
accessible on Facebook and other social networks, mobile platforms and Zynga.com. Our games are generally
available for free, and we generate revenue through the in-game sale of virtual goods, mobile game download fees and
advertising services.

We are a pioneer and innovator of social games and a leader in making play a core activity on the Internet. Our
objective is to become the worldwide leader in play by connecting the world through games.

Consistent with our free-to-play business model, compared to all players who play our games in any period, only a
small portion of our players are payers. Because the opportunity for social interactions increases as the number of
players increases, we believe that maintaining and growing our overall number of players, including the number of
players who may not purchase virtual goods, is important to the success of our business. As a result, we believe that
the number of players who choose to purchase virtual goods will continue to constitute a small portion of our overall
players.

The games that constitute our top games vary over time but historically the top three revenue-generating games in any
period contributed the majority of our revenue. Our top three games accounted for 54%, 55% and 57% of our online
game revenue in 2013, 2012 and 2011, respectively.

On February 11, 2014, we completed the acquisition of 100% of the equity interests of NaturalMotion.

NaturalMotion s shareholders and vested option holders received an aggregate of $391 million in cash and 39.8 million
shares of our Class A common stock. We acquired NaturalMotion to leverage their strong portfolio of technology,
assembled workforce and existing mobile games in order to expand and enhance our game offerings particularly on
mobile platforms.

How We Generate Revenue

We operate our games as live services that allow players to play for free. We generate revenue primarily from the
in-game sale of virtual goods and advertising. Revenue growth will depend largely on our ability to attract and retain
players and more effectively monetize our player base through the sale of virtual goods and advertising. We intend to
do this through the launch of new games, enhancements to current games and expansion into new markets and
distribution platforms.

Table of Contents 38



Edgar Filing: ZYNGA INC - Form 10-Q

Online Game. We provide our players with the opportunity to purchase virtual goods that enhance their game-playing
experience. We believe players choose to pay for virtual goods for the same reasons they are willing to pay for other
forms of entertainment. They enjoy the additional playing time or added convenience, the ability to personalize their
own game boards, the satisfaction of leveling up and the opportunity for sharing creative expressions. We believe
players are more likely to purchase virtual goods when they are connected to and playing with their friends, whether
those friends play for free or also purchase virtual goods. Players may also elect to pay a one-time download fee to
obtain certain mobile games free of third-party advertisements.

Facebook is currently the primary distribution, marketing, promotion and payment platform for our games. We
generate a significant portion of our revenue through the Facebook platform. For example, for the three months ended
March 31, 2014 and 2013, we estimate that 52% and 76% of our bookings, respectively, were generated through the
Facebook platform, while 36% and 22% of our bookings, respectively, were generated through mobile platforms. For
the three months ended March 31, 2014 and 2013, we estimate that 59% and 76% of our revenue, respectively, was
generated through the Facebook platform, while 31% and 22% of our revenue, respectively, was generated through
mobile platforms. We have had to estimate this information because certain payment methods we accept and certain
advertising networks do not allow us to determine the platform used.

We began migrating to Facebook Credits in July 2010 pursuant to an addendum to Facebook s standard terms and
conditions, and in April 2011, we completed this migration. Contractually, Facebook remitted to us an amount equal
to 70% of the face value of Facebook credits for each Facebook credit redeemed in our games, and we recognize
revenue net of amounts retained by Facebook. Prior to our transition from Facebook Credits to Facebook s local
currency-based payment model, our players were able to purchase Facebook Credits from Facebook directly through
our games or through game cards purchased from retailers and distributors.
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In June 2012, Facebook announced its plans to discontinue the use of Facebook Credits and instead support pricing in
local currencies. In July 2013, Facebook began to transition away from Facebook Credits to Facebook s local
currency-based payments program. We completed the transition in full in the fourth quarter of 2013. For all payment
transactions in our games under Facebook s local currency payments model, Facebook remits to us an amount equal to
70% of the price we requested to be charged to our players.

On platforms other than Facebook, players purchase our virtual goods through various widely accepted payment
methods offered in the games, including PayPal, Apple iTunes accounts, Google Wallet, credit cards and direct wires.

Advertising and other. Advertising revenue primarily includes branded virtual goods and sponsorships, engagement
ads and offers, mobile ads and display ads and other. We generally report our advertising revenue net of amounts due
to advertising agencies and brokers. Other revenue includes software licensing and maintenance related to technology
acquired in our acquisition of NaturalMotion as well as licensing of our brands.

Key Metrics

We regularly review a number of metrics, including the following key financial and operating metrics, to evaluate our
business, measure our performance, identify trends in our business, prepare financial projections and make strategic
decisions.

Key Financial Metrics

Bookings. Bookings is a non-GAAP financial measure that is equal to revenue recognized during the period plus the
change in deferred revenue during the period. We record the sale of virtual goods as deferred revenue and then
recognize that revenue over the estimated average life of the purchased virtual goods or as the virtual goods are
consumed. Advertising sales which consist of certain branded virtual goods and sponsorships is also deferred and
recognized over the estimated average life of the branded virtual good, similar to online game revenue. Bookings, as
opposed to revenue, is the fundamental top-line metric we use to manage our business, as we believe it is a better
indicator of the sales activity in a given period. Over the long term, the factors impacting our bookings and revenue
are the same. However, in the short term, there are factors that may cause revenue to exceed or be less than bookings
in any period.

We use bookings to evaluate the results of our operations, generate future operating plans and assess the performance
of our company. While we believe that this non-GAAP financial measure is useful in evaluating our business, this
information should be considered as supplemental in nature and is not meant as a substitute for revenue recognized in
accordance with U.S. GAAP. In addition, other companies, including companies in our industry, may calculate
bookings differently or not at all, which reduces its usefulness as a comparative measure.

The following table presents a reconciliation of revenue to bookings for each of the periods presented:

Three Months Ended March 31,
2014 2013
(in thousands)
Reconciliation of Revenue to Bookings:
Revenue $ 168,020 $ 263,589
Change in deferred revenue (6,662) (33,774)
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Bookings $ 161,358 $ 229815

Adjusted EBITDA. Adjusted EBITDA is a non-GAAP financial measure that we calculate as net income (loss),
adjusted for provision for / (benefit from) income taxes; other income (expense), net; interest income; gain (loss) from
significant legal settlements; restructuring expense; depreciation and amortization; impairment of intangible assets;
stock-based expense; acquisition-related contingent consideration; acquisition-related transaction expenses, and
change in deferred revenue. We believe that adjusted EBITDA provides useful information to investors and others in
understanding and evaluating our operating results in the same manner as our management and board of directors.

We have included adjusted EBITDA in this Quarterly Report on Form 10-Q because it is a key measure we use to
evaluate our financial and operating performance, generate future operating plans and make strategic decisions for the
allocation of capital. Accordingly, we believe that adjusted EBITDA provides useful information to investors and
others in understanding and evaluating our operating results in the same manner as our management and board of
directors. While we believe that this non-GAAP financial measure is useful in evaluating our business, this
information should be considered as supplemental in nature and is not meant as a substitute for the related financial
information prepared in accordance with U.S. GAAP.
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The following table presents a reconciliation of net income (loss) to adjusted EBITDA for each of the periods
indicated (in thousands):

Three Months Ended March 31,
2014 2013
(in thousands)
Reconciliation of Net Income (Loss) to Adjusted

EBITDA:

Net income (loss) $ (61,183) $ 4,133
Provision for (benefit from) income taxes (7,079) (8,766)
Other income (expense), net (1,125) 863
Interest income (expense), net (870) (1,163)
Restructuring expense, net 29,655 5,459
Depreciation and amortization 25,344 32,061
Contingent consideration fair value adjustment 1,280
Acquisition-related transaction expenses 6,160

Stock-based expense 28,326 29,922
Change in deferred revenue (6,662) (33,774)
Adjusted EBITDA $ 13,846 $ 28,735

Limitations of Bookings and Adjusted EBITDA

Some limitations of bookings and adjusted EBITDA are:

adjusted EBITDA does not include the impact of stock-based expense;

bookings and adjusted EBITDA do not reflect that we defer and recognize online game revenue and
revenue from certain advertising transactions over the estimated average life of virtual goods or as
virtual goods are consumed;

adjusted EBITDA does not reflect income tax expense;

adjusted EBITDA does not include other income expense (net), which includes foreign exchange gains
and losses and interest income;

adjusted EBITDA excludes depreciation and amortization and although these are non-cash charges, the
assets being depreciated and amortized may have to be replaced in the future;
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adjusted EBITDA does not include the impairment of intangible assets previously acquired, contingent
consideration fair value adjustments, and does not include acquisition-related transaction expenses;

adjusted EBITDA does not include gains and losses associated with significant legal settlements or
restructuring expense; and

other companies, including companies in our industry, may calculate bookings and adjusted EBITDA
differently or not at all, which reduces their usefulness as a comparative measure.
Because of these limitations, you should consider bookings and adjusted EBITDA along with other financial
performance measures, including revenue, net income (loss) and our other financial results presented in accordance
with U.S. GAAP.

Key Operating Metrics

We manage our business by tracking several operating metrics: DAUs, which measure daily active users of our

games, MAUSs, which measure monthly active users of our games, MUUs, which measure monthly unique users of
our games, MUPs, which measure monthly unique payers in our games, and ABPU, which measures our average daily
bookings per average DAU, each of which is recorded by our internal analytics systems. The numbers for these

operating metrics are calculated using internal company data based on tracking the activity of user accounts. We

believe that the numbers are reasonable estimates of our user base for the applicable period of measurement; however,
factors relating to user activity and systems may impact these numbers.

DAUs. We define DAUSs as the number of individuals who played one of our games during a particular day. Under
this metric, an individual who plays two different games on the same day is counted as two DAUs. Similarly, an
individual who plays the same game on two different platforms (e.g. web and mobile) or on two different social
networks on the same day would be counted as two DAUSs. Average DAUs for a particular period is the average of the
DAUs for each day during that period. We use DAUs as a measure of audience engagement.
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MAUs. We define MAUs as the number of individuals who played a particular game in the 30-day period ending with
the measurement date. Under this metric, an individual who plays two different games in the same 30-day period is
counted as two MAUs. Similarly, an individual who plays the same game on two different platforms (e.g., web and
mobile) or on two different social networks in a 30-day period would be counted as two MAUs. Average MAUs for a
particular period is the average of the MAUs at each month-end during that period. We use MAUs as a measure of
total game audience size.

MUUs. We define MUUs as the number of unique individuals who played any of our games on a particular platform
in the 30-day period ending with the measurement date. An individual who plays more than one of our games in a
given 30-day period would be counted as a single MUU. However, because we cannot always distinguish unique
individuals playing across multiple platforms, an individual who plays any of our games on two different platforms
(e.g., web and mobile) in a given 30-day period may be counted as two MUUSs in the event that we do not have data
that allows us to de-duplicate the player. Because many of our players play more than one game in a given 30-day
period, MUUs are always lower than MAUs in any given time period. Average MUUES for a particular period is the
average of the MUUs at each month-end during that period. We use MUUs as a measure of total audience reach
across our network of games.

MUPs. We define MUPs as the number of unique players who made a payment at least once during the applicable
month through a payment method for which we can quantify the number of unique payers, including payers from
certain of our mobile games. MUPs does not include payers who use certain payment methods for which we cannot
quantify the number of unique payers. If a player made a payment in our games on two separate platforms (e.g.,
Facebook and Google+) in a period, the player would be counted as two unique payers in that period. MUPs are
presented as an average of the three months in the applicable quarter.

ABPU. We define ABPU as (i) our total bookings in a given period, divided by (ii) the number of days in that period,
divided by, (iii) the average DAUs during the period. We believe that ABPU provides useful information to investors
and others in understanding and evaluating our results in the same manner as our management and board of directors.
We use ABPU as a measure of overall monetization across all of our players through the sale of virtual goods and
advertising.

Our business model for social games is designed so that, as there are more players that play our games, social
interactions increase and the more valuable the games and our business become. All engaged players of our games
help drive our bookings and, consequently, both online game revenue and advertising revenue. Virtual goods are
purchased by players who are socializing with, competing against or collaborating with other players, most of whom
do not buy virtual goods. Accordingly, we primarily focus on bookings, DAUs, MAUs, MUUs, MUPs and ABPU,
which together we believe best reflect key audience metrics.

The table below shows average DAUs, MAUs, MUUs, MUPs and ABPU for the three months ended March 31, 2014
and 2013:

Three Months Ended March 31,

2014 2013
(users and payers in millions)
Average DAUs 28 52
Average MAUs 123 253
Average MUUs (1) 86 150
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Average MUPs (1) 1.4
ABPU $ 0.063

(1) MUPs and MUUs exclude NaturalMotion as the data is not yet available
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Average DAUs, MAUs and MUUs declined when comparing the three months ended March 31, 2014 and 2013. We
have seen declines in users for our existing games and the lack of new game launches to offset the declines in users for
our existing games. In addition, MUPs declined in the three months ended March 31, 2014 compared to the three
months ended March 31, 2013, as payers in Zynga Poker, FarmVille 2 and Draw Something declined. ABPU
increased in the first quarter of 2014 compared to the first quarter of 2013 due to a faster decline in DAUs in those
periods than the decline in bookings. Future growth in audience and engagement will depend on our ability to retain
current players, attract new players, launch new games and expand into new market and distribution platforms.

Other Metrics

Although our management primarily focuses on the operating metrics above, we also monitor periodic trends in our
paying players of our games. The table below shows average monthly unique payer bookings, average MUPs and
unique payer bookings per unique payer for the last five quarters:

For the Three Months Ended:
Mar 31, 20Dkec 31, 201Sep 30, 201Bun 30, 20Mar 31, 2013
Average monthly unique payer bookings (in thousands) (1) $39,073 $37,432 $39,535 $50,657 $64,028
Average MUPs (in millions) (2) 1.4 1.3 1.6 1.9 2.5
Monthly unique payer bookings per MUP (3) $ 27§ 28 $ 25§ 26 $ 26

(1) Average monthly unique payer bookings represent the monthly average amount of bookings for the applicable
quarter that we received through payment methods for which we can quantify the number of unique payers and
excludes bookings from certain payment methods for which we cannot quantify the number of unique payers.
Also excluded are bookings from advertising.

(2) MUPs exclude NaturalMotion as the data is not yet available

(3) Monthly unique payer bookings per MUP is calculated by dividing average monthly unique payer bookings by
average MUPs.

Average monthly unique payer bookings decreased between the first quarter of 2013 and the first quarter of 2014 due

to the decline in bookings and users in our existing games that were not offset by growth from new game launches.

Although we monitor our unique payer metrics, we focus on monetization, including through in-game advertising, of
all of our players and not just our payers. Accordingly, we strive to enhance content and our players game experience
to increase our bookings and ABPU, which is a measure of overall monetization across all of our players through the
sale of virtual goods and advertising.

Future growth in audience and engagement will depend on our ability to retain current players, attract new players,
launch new games and expand into new markets and distribution platforms, and the success of our network. Our

operating metrics may not correlate directly to quarterly bookings or revenue trends in the short term.

Recent Developments

Changes in Executive Team. In April 2014, the following changes were made to the executive team: David
Lee became our Chief Financial Officer and Chief Accounting Officer in replacement of Mark Vranesh and
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founder Mark Pincus stepped down from his operational role as Chief Product Officer but will continue to
serve in his role as Chairman of the Board of Directors.

Acquisition of NaturalMotion. On February 11, 2014, we completed the acquisition of 100% of the equity
interests of NaturalMotion. We acquired NaturalMotion to expand our social games offerings, particularly
on mobile platforms.

Game Launches. In the first quarter of 2014, we launched Riches of Olympus on mobile platforms. In
keeping with our commitment to bring play to multiple platforms, we also released CastleVille Legends on
web and Hit it Rich on i0S in the first quarter of 2014.

2014 Restructuring. In the first quarter of 2014, we implemented a restructuring plan that included a
reduction in work force and the closure of certain office and datacenter facilities as part of an overall plan to
reduce our long term cost structure. In total, we recorded restructuring charges of $29.9 million as of in the
first quarter of 2014 related to the 2014 plan.
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Factors Affecting Our Performance

Launch of new games and release of enhancements. Our bookings and revenue results have been driven by the launch
of new mobile and web games and the release of fresh content and new features in existing games such as our launch
of Farmville 2: Country Escape. Our future success depends on our ability to launch successful new hit titles on
mobile platforms. Although the amount of revenue and bookings we generate from a new game or an enhancement to
an existing game can vary significantly, we expect our revenue and bookings to be correlated to the success and
timely launch of our new games and our success in releasing engaging content and features. In addition, revenue and
bookings from many of our games tend to decline over time after reaching a peak of popularity and player usage. We
often refer to the speed of this decline as the decay rate of a game. As a result of this decline in the revenue and
bookings of our games, our business depends on our ability to consistently and timely launch new games that achieve
significant popularity and have the potential to become franchise games.

Game monetization. We generate most of our bookings and revenue from the sale of virtual goods in our games. The
degree to which our players choose to pay for virtual goods in our games is driven by our ability to create content and
virtual goods that enhance the game-play experience. Our bookings, revenue and overall financial performance are
affected by the number of players and the effectiveness of our monetization of players through the sale of virtual
goods and advertising. For example ABPU increased from $0.049 in the three months ended March 31, 2013 to
$0.063 in the three months ended March 31, 2014, due to increased advertising and other bookings over the same
period despite a 45% decline in DAU. In addition, mobile and international players have historically monetized at a
lower level than web and U.S. players, respectively, on average. The percentage of paying mobile and international
players may increase or decrease based on a number of factors, including growth in mobile games as a percentage of
total game audience and our overall international players, localization of content and the availability of payment
options.

Investment in game development. In order to develop new games and enhance the content and features in our existing
games, we must continue to invest in a significant amount of engineering and creative resources. These expenditures
generally occur months in advance of the launch of a new game or the release of new content, and the resulting
revenue may not equal or exceed our development costs.

Player acquisition costs. We utilize advertising and other forms of player acquisition and retention to grow and retain
our player audience. These expenditures generally relate to the promotion of new game launches and ongoing
performance-based programs to drive new player acquisition and lapsed player reactivation. Over time, these
acquisition and retention-related programs may become either less effective or more costly, negatively impacting our
operating results. We may incur increased player acquisition costs as our ability to cross-promote traffic to games that
are offered on platforms other than Facebook, for example, games offered on Zynga.com are limited by Facebook s
standard terms of service, subject to certain exceptions.

New market development. We are investing in new distribution channels, mobile platforms and international markets
to expand our reach and grow our business. For example, we have continued to hire additional employees and acquire
companies with experience developing mobile applications. Our ability to be successful will depend on our ability to
develop a successful mobile network, obtain new players and retain existing players on new and existing social
networks and attract advertisers.

In the first quarter of 2014, we acquired NaturalMotion, the maker of Clumsy Ninja and CSR Racing. This allowed us

to enter into the racing and people simulation game categories, and our futures success is dependent upon our ability
to enhance our game offerings by leveraging the games, workforce, and technology we acquired.
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As we expand into new markets and distribution channels, we expect to incur headcount, marketing and other
operating costs in advance of the associated bookings and revenue. Our financial performance will be impacted by our
investment in these initiatives and their success.

Hiring and retaining key personnel. Our ability to compete and grow depends in large part on the efforts and talents of
our employees. In addition to employee attrition, we have also implemented, and continue to implement, certain cost
reduction initiatives to better align our operating expenses with our revenue, including reducing our headcount and
consolidating certain facilities. For example, in the first quarter of 2014, we implemented a restructuring plan that
included a reduction in work force. These cost reduction initiatives could negatively impact our ability to attract, hire
and retain key employees, which is critical to our ability to grow our business and execute on our business strategy.
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Results of Operations

The following table sets forth our results of operations for the periods presented as a percentage of revenue for those
periods:

Three Months Ended
March 31,
2014 2013
Consolidated Statements of Operations Data:
Revenue 100% 100%
Costs and expenses:
Cost of revenue 32 26
Research and development 58 49
Sales and marketing 18 10
General and administrative 34 17
Total costs and expenses 142 102
Income (loss) from operations 42) 2)
Interest income 1
Other income (expense), net 1
Income (loss) before income taxes (40) 2)
Provision for (benefit from) income taxes “4) 4
Net income (loss) (36)% 2%
Revenue
Three Months Ended March 31,
2014 2013 % Change
(dollars in thousands)
Revenue by type:
Online game $ 132,270 $ 229,566 (42)%
Advertising and other 35,750 34,023 5%
Total revenue $ 168,020 $ 263,589 (36)%

Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013

Total revenue decreased $95.6 million in the first quarter of 2014, as compared to the same period of the prior year as
a result of a decline in online game revenue. Bookings decreased by $68.5 million in the first quarter of 2014,
compared to the same period of the prior year due to declines in existing games and the lack of new game launches to
offset these declines. ABPU increased from $0.049 in the first quarter of 2013 to $0.063 in the first quarter of 2014,
while DAUs decreased from 52 million in the first quarter of 2013 to 28 million in in the first quarter of 2014 and
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MUPs decreased from 2.5 million in the first quarter of 2013 to 1.4 million in the first quarter of 2014.

Online game revenue decreased $97.3 million in the first quarter of 2014 as compared to the same period of the prior
year. This decrease is primarily attributable to decreases in revenue from FarmVille, Zynga Poker, CastleVille and
CityVille in the amounts of $23.7 million, $18.9 million, $18.1 million and $11.5 million, respectively. The decreases
in online game revenue from FarmVille, Zynga Poker, CastleVille and CityVille were due to overall decay rate in
bookings and audience metrics in these games. The decrease in online game revenue was partially offset by an
increase in online game revenue of $19.4 million from FarmVille 2. All other games accounted for the remaining net
decrease of $44.5 million.

International revenue as a percentage of total revenue was 41% in the first quarter of 2014 and 2013.

In the three months ended March 31, 2014, FarmVille 2, Zynga Poker and FarmVille were our top three
revenue-generating games and comprised 30%, 24%, and 10%, respectively, of our online game revenue for the
period. No other game generated more than 10% of online game revenue during the year.

Consumable virtual goods accounted for 34% of online game revenue in the first quarter of 2014 and 30% of online
game revenue in the first quarter of 2013. Durable virtual goods accounted for 66% of online game revenue in the first
quarter of 2014 and 70% of online game revenue in the first quarter of 2013. The estimated weighted average life of
durable virtual goods was 12 months in the first quarter of 2014 compared to 13 months in the first quarter of 2013. In
addition, changes in our estimated average life of durable virtual goods during the three months ended March 31, 2014
for various games resulted in an increase in revenue of $4.6 million in that period, which is the result of adjusting the
remaining recognition period of deferred revenue generated in prior periods at the time of a change in estimate.
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Advertising and other revenue increased $1.7 million in the three months ended March 31, 2014 as compared to the
three months ended March 31, 2013 due to a $7.9 million increase in licensing revenue driven by the final licensing
payment from a strategic partner, offset by a $2.4 million decrease in in-game offers, engagement ads and other
advertising revenue, a $2.1 million decrease in in-game sponsorship revenue, and a $1.7 million decrease in in-game
display ads.

Cost of revenue
Three Months Ended March 31,

2014 2013 % Change
(dollars in thousands)
Cost of revenue $ 53,504 $ 69,394 (23)%

Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013

Cost of revenue decreased $15.9 million in the first quarter of 2014 as compared to the same period of the prior year.
The decrease was primarily attributable to a decrease of $6.4 million in hosting and datacenter costs due to lower data
usage needs and consolidation of datacenter facilities, a decrease of $5.4 million in third party customer service
expense which is consistent with the decline in DAUSs and the discontinuance of certain games, and a decrease of $3.7
million in depreciation and amortization expense.

Research and development
Three Months Ended March 31,

2014 2013 % Change
(dollars in thousands)
Research and development $ 97,584 $ 129,181 24)%

Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013

Research and development expenses decreased $31.6 million in the first quarter of 2014 as compared to the same
period of the prior year. The decrease was primarily attributable to a $27.7 million decrease in headcount related
expenses, a $5.2 million decrease in facilities and other overhead support costs and a $3.6 million decrease in
consulting costs, offset by a $5.9 million increase in restructuring expense.

Sales and marketing
Three Months Ended March 31,

2014 2013 % Change
(dollars in thousands)
Sales and marketing $ 29,853 $ 27,307 9%

Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013
Sales and marketing expenses increased $2.5 million in the first quarter of 2014 as compared to the same period of the

prior year. The increase was primarily attributable to a $5.1 million increase in player acquisition costs offset by a
$2.1 million decrease in headcount related expenses.
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General and administrative
Three Months Ended March 31,

2014 2013
(dollars in thousands)
General and administrative $ 57,336 $ 42,640
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Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013
General and administrative expenses increased $14.7 million in the first quarter of 2014 as compared to the same

period of the prior year. The increase was primarily attributable to a $15.8 million increase in restructuring expense
due to closure of certain office and datacenter facilities.

Other income (expense), net
Three Months Ended March 31,

2014 2013 % Change
(dollars in thousands)
Other income (expense), net $ 1,125  $ (863) NM

Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013

Other income (expense) net increased by $2.0 million in the first quarter 2014 as compared to the same period of the
prior year due to a $1.1 million decrease in interest expense as a result of an amendment to our existing revolving
credit agreement and reducing our maximum available credit from $1.0 billion to $200 million in June 2013 and a
$1.0 million increase in sublease rental income.

Provision for (benefit from) income taxes
Three Months Ended March 31,

2014 2013 % Change
(dollars in thousands)
Provision for (benefit from) income taxes $ (7,079) $ (8,766) NM

Three Months Ended March 31, 2014 Compared to Three Months Ended March 31, 2013

The benefit from income taxes decreased by $1.7 million in the first quarter of 2014 as compared to the same period
of the prior year. This decrease was primarily attributable to the benefit of $7.8 million recorded in the current quarter
related the release of the valuation allowance associated with the 2013 Federal research and development tax credit, a
tax benefit of $12.5 million related to the retroactive reinstatement of the Federal research and development tax credit
recorded in the first quarter of 2013, partially offset by the increase in the valuation allowance of $3.1 million
associated with a portion of our net deferred tax assets in the first quarter of 2013.

Liquidity and Capital Resources

Three Months Ended March 31,
2014 2013
(in thousands)
Consolidated Statements of Cash Flows Data:

Acquisition of property and equipment $ (1,234) $ (4924
Depreciation and amortization 25,344 32,061
Cash flows provided by operating activities (24,246) 26,445
Cash flows provided by (used in) investing activities (328,195) 9,404
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Cash flows provided by (used in) financing activities 9,490 4,780
As of March 31, 2014, we had cash, cash equivalents and marketable securities of approximately $1.14 billion, which
consisted of cash, money market funds, U.S. government and government agency debt securities, corporate debt
securities and municipal securities.
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In addition, in October 2012, we announced that our Board authorized us to repurchase up to $200 million of our
Class A common stock. As of March 31, 2014, we had repurchased $21.1 million of our Class A common stock under
our stock repurchase program and the remaining authorized amount of stock repurchases that may be made under this
plan was $178.9 million. The program expires on October 31, 2014. The timing and amount of any stock repurchases
will be determined based on market conditions, share price and other factors. We did not repurchase any shares in the
three months ended March 31, 2014.

Operating Activities

After our net loss of $61.2 million is adjusted to exclude non-cash items, operating activities used $24.2 million of
cash during the three months ended March 31, 2014. Significant non-cash items included depreciation and
amortization of $25.3 million and stock-based expense of $28.3 million. Changes in our operating assets and liabilities
used $12.0 million in cash for the three months ended March 31, 2014 primarily due to increase in deferred revenue,
offset by an increase in accounts receivable.

Investing Activities

Investing activities used $328.2 million during the three months ended March 31, 2014. The primary outflows were
related to the acquisition of NaturalMotion in February 2014 for $391.0 million of cash and purchases of marketable
securities of $174.7 million. These outflows were offset by $233.6 million of cash inflow from sales and maturities of
marketable securities.

Financing Activities

Financing activities provided approximately $9.5 million during the three months ended March 31, 2014. The primary
inflows of cash were cash receipts from employee exercises of stock options and employee participation in our
employee stock purchase plan.

Credit Facility

In June 2013, we amended and restated our existing revolving credit agreement which we originally executed in July
2011, reducing our maximum available credit from $1.0 billion to $200 million, and extending the term of our
agreement through 2018. The interest rate for the credit facility is determined based on a formula using certain market
rates, as described in the amended credit agreement. As of March 31, 2014, we had not drawn down any amounts on
the credit facility.

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangement in the first quarter of 2014 or in any prior periods.

Lease Obligations

We have entered into operating leases for facilities, including data center space. As of March 31, 2014, future
minimum lease payments related to these leases are as follows (in thousands):

Year ending December 31:
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2014 $ 20,667
2015 28,158
2016 22,865
2017 13,559
2018 11,792
2019 and thereafter 33,964

$ 131,005

purchased with cash.
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Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts in our consolidated financial statements and related notes. Our
significant accounting policies are described in Note 1 to our consolidated financial statements included in our
previously-filed Annual Report. We have identified below our critical accounting policies and estimates that we
believe require the greatest amount of judgment. These estimates and judgments have a significant impact on our
consolidated financial statements. Actual results could differ materially from those estimates. The accounting policies
that reflect our more significant estimates and judgments and that we believe are the most critical to fully understand
and evaluate our reported financial results include the following:

Revenue recognition

Income taxes

Business combinations

Stock-based expense

Goodwill and indefinite-lived intangible assets

Impairment of long-lived assets
Please refer to Management s Discussion and Analysis of Financial Condition and Results of Operations contained in
Part II, Item 7 of our Annual Report on Form 10-K for our fiscal year ended December 31, 2013 for a more complete
discussion of our critical accounting policies and estimates.

Recent Accounting Pronouncements

For information with respect to recent accounting pronouncements and the impact of these pronouncements on our
consolidated financial statements, see Note 1 Overview and Summary of Significant Accounting Policies in the notes
to the consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

During the three months ended March 31, 2014, there were no significant changes to our quantitative and qualitative
disclosures about market risk. Please refer to Part II, Item 7A. Quantitative and Qualitative Disclosure About Market
Risk included in our Annual Report on Form 10-K for our fiscal year ended December 31, 2013 for a more complete
discussion on the market risks we encounter.

ITEM 4. CONTROLS AND PROCEDURES
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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 the end of the period covered by this Quarterly Report on
Form 10-Q. The term disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the
Exchange Act, 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 Securities and Exchange Commission
(the SEC ) 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. Based on the
evaluation of our disclosure controls and procedures as of March 31, 2014, our chief executive officer and chief
financial officer concluded that, as of such date, our disclosure controls and procedures were effective at the
reasonable assurance level.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting identified in management s evaluation pursuant
to Rules 13a-15(d) or 15d-15(d) of the Exchange Act during the quarter ended March 31, 2014 that materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Limitations on Effectiveness of Controls and Procedures

In designing and evaluating the disclosure controls and procedures, management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired
control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are

resource constraints and that management is required to apply judgment in evaluating the benefits of possible controls
and procedures relative to their costs.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

For a description of our material legal proceedings, see the section titled Legal Matters included in Note 13
Commitments and Contingencies in the notes to the consolidated financial statements included elsewhere in this
Quarterly Report on Form 10-Q which is incorporated by reference herein.

ITEM 1A. RISK FACTORS

We have identified the following risks and uncertainties that may have a material adverse effect on our business,
financial condition or results of operations. The risks described below are not the only ones we face. Additional risks
not presently known to us or that we currently believe are not material may also significantly impair our business
operations. Our business could be harmed by any of these risks. The trading price of our Class A common stock could
decline due to any of these risks, and you may lose all or part of your investment. In assessing these risks, you should
also refer to the other information contained in this Quarterly Report on Form 10-Q, including our consolidated
financial statements and related notes.

We have marked with an asterisk (*) those risks described below that reflect substantive changes from, or additions
to, the risks described in our Annual Report on Form 10-K for the year-ended December 31, 201 3.

Risks Related to Our Business and Industry

If our distribution channels or platform providers change their standard terms and conditions for developers in a
way that is detrimental to us, our business will suffer.*

Facebook is currently the primary distribution, marketing, promotion and payment platform for our games. To date,
we have derived a significant portion of our bookings (52% in the three months ended March 31, 2014) and revenue
(59% in the three months ended March 31, 2014) and acquired a significant number of our players through Facebook.
Except for certain limited addenda, we are subject to Facebook s standard terms and conditions for application
developers, which govern the promotion, distribution between us and Facebook and operation of games and other
applications on the Facebook platform, and which are subject to change by Facebook at its sole discretion at any time.
If Facebook changes its standard terms and conditions in a way that is detrimental to us, our business would be
harmed and our operating results would be adversely affected.

Our business may be harmed if:

Facebook discontinues or limits access to its platform by us;

Facebook terminates or seeks to terminate our contractual relationship altogether;

Facebook prohibits us from offering our games on the Facebook platform because it determines that we are a
competitor or for other reasons;
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Facebook modifies its terms of service or other policies, including fees charged to, or other restrictions on,
us, other application developers, or Facebook changes how the personal information of its users is made
available to application developers on the Facebook platform or shared by users;

Facebook establishes more favorable relationships with one or more of our competitors; or

Facebook develops its own competitive offerings.
In addition, we have benefited from Facebook s strong brand recognition and large user base. If Facebook loses its
market position or otherwise falls out of favor with Internet users or other factors cause its user base to stop growing
or shrink, we would need to identify alternative channels for marketing, promoting and distributing our games, which
would consume substantial resources and may not be effective, or available at all.

Facebook has broad discretion to change its terms of service and other policies with respect to us and other
developers, and those changes may be unfavorable to us. Facebook may also change its fee structure, add fees
associated with access to and use of the Facebook platform, alter how we are able to advertise on the Facebook
platform, change how the personal information of its users is made available to application developers on the
Facebook platform or restrict how Facebook users can share information with friends
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on their platform or across platforms other than Facebook. For instance, beginning in early 2010, Facebook changed
its policies for application developers regarding use of its communication channels. These changes limited the level of
communication among users about applications on the Facebook platform. As a result, the number of our players on
Facebook declined. Although our current agreements with Facebook allow our users to use Zynga-branded game cards
in our games on Facebook until all such existing game cards are sold, our future bookings and revenue may be
negatively impacted during this transition period and upon the expiration of our game card program. Any such
changes in the future could significantly alter how players experience or interact within our games, which may harm
our business.

Our social games also leverage the global connectivity and distribution of mobile platforms including Apple s App
Store for iOS devices and the Google Play App Store for Android devices. We are subject to the terms of service of
these third party platforms, which could be changed by such platform providers at any time. Such changes may
decrease the visibility or availability of our games, limit our distribution capabilities, prevent access to our existing
games, reduce the amount of revenue we may recognize from in-game purchases, or result in the exclusion of our
games on such third party platforms. Any such changes could significantly harm our business in both the short-term
and long-term.

Our revenue, bookings and operating margins may decline.

The industry in which we operate is highly competitive and rapidly changing, and relies heavily on successful product
launches and compelling content, products and services. As such, if we fail to deliver such content, products and
services or do not execute our strategy successfully, our revenue and bookings may decline. In addition, we believe
that our operating margin will continue to experience downward pressure as a result of increasing competition. We
expect to continue to expend substantial financial and other resources on game development, including mobile games,
the expansion of our network, international expansion and our network infrastructure. Our operating costs will
increase if we do not effectively manage costs. In addition, weak economic conditions or other factors could cause our
business to contract, requiring us to implement significant additional cost cutting measures, including a decrease in
research and development, which could harm our long-term prospects.

Our quarterly operating results are volatile and difficult to predict, and our stock price may decline if we fail to
meet the expectations of securities analysts or investors.

Our bookings, revenue, player traffic and operating results could vary significantly from quarter-to-quarter and

year-to-year and may fail to match our past performance or the expectations of securities analysts or investors because

of a variety of factors, some of which are outside of our control. Any of these events could cause the market price of

our Class A common sto