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Explanatory Note
 

This Current Report on Form 8-K/A ("Amendment No. 1") is being filed to amend the Current Report on Form 8-K filed by AppFolio, Inc. on January 8,
2019 (the "Original Filing"). As previously disclosed, on January 7, 2019, AppFolio, Inc. (the "Company") completed its acquisition of Dynasty Marketplace, Inc.
("Dynasty") pursuant to the terms of the Agreement and Plan of Merger, dated January 7, 2019, by and among the Company, Riviera Mar, Inc., a wholly-owned
subsidiary of the Company ("Merger Subsidiary"), Dynasty, and Fortis Advisors LLC, in its capacity as agent for the stockholders of Dynasty (collectively, the
"Stockholders"), whereby Merger Subsidiary merged with and into Dynasty, with Dynasty becoming a wholly-owned subsidiary of the Company (the "Transaction").
This Amendment No. 1 is being filed to amend the Original Filing to include historical audited financial statements and unaudited pro forma financial information
required by Item 9.01 of Form 8-K. The required audited financial statements and unaudited pro forma financial information are filed as exhibits to this report under
Item 9.01.

Item 9.01. Financial Statements and Exhibits.

(a) Financial Statements of the Business Acquired.

The following financial statements are filed as Exhibits to this report and incorporated by reference:

• The audited financial statements of Dynasty, Inc. as of December 31, 2018 and for the year then ended, and the notes related thereto, and
the related independent auditors' report of Moss Adams LLP, are attached hereto as Exhibit 99.1 and are incorporated by reference herein.

(b) Pro Forma Financial Information.    

The following information is filed as an Exhibit to this report and incorporated by reference:

• The unaudited pro forma condensed combined financial information for the year ended December 31, 2018 are attached hereto as Exhibit
99.2 and are incorporated by reference herein.

 
(d) Exhibits:

Exhibit
Number  Description

23.1  Consent of Moss Adams LLP
99.1

 
The audited financial statements of Dynasty, Inc. as of December 31, 2018 for the year then ended, and the notes related thereto, and the
related independent auditors' report of Moss Adams LLP.

99.2  The unaudited pro forma condensed combined financial information for the year ended December 31, 2018.



SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

 AppFolio, Inc.  
    

 By: /s/ Ida Kane  
 Name: Ida Kane  
 Title: Chief Financial Officer  
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Exhibit
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23.1  Consent of Moss Adams LLP
99.1

 
The audited financial statements of Dynasty, Inc. as of December 31, 2018 for the year then ended, and the notes related thereto, and the
related independent auditors' report of Moss Adams LLP.

99.2  The unaudited pro forma condensed combined financial information for the year ended December 31, 2018.



Exhibit 23.1

Consent of Independent Auditors

We consent to the incorporation by reference in Registration Statements on Form S-8 (No. 333-229970, No. 333-223231, No.  333-216274, No. 333-
209792, No. 333-206179) of AppFolio, Inc. of our report dated March 25, 2019, relating to the consolidated financial statements of Dynasty
Marketplace, Inc. included in this Current Report on Form 8-K/A of AppFolio, Inc., filed with the Securities and Exchange Commission.

/s/ Moss Adams LLP

Los Angeles, California
March 25, 2019
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Report of Independent Auditors

To the Shareholders of
Dynasty Marketplace, Inc.

Report on Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Dynasty Marketplace, Inc., which comprise the consolidated balance sheet as
of December 31, 2018, and the related consolidated statements of operations, shareholders’ deficit and cash flows for the year then ended, and the
related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with accounting
principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of the consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The
procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Dynasty
Marketplace, Inc. as of December 31, 2018, and the results of its operations and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

/s/ Moss Adams LLP

Los Angeles, California
March 25, 2019
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Dynasty Marketplace, Inc.
Consolidated Balance Sheet

ASSETS
      December 31,
      2018

CURRENT ASSETS    
 Cash and cash equivalents   $ 179,766
 Unbilled receivables   102,500
 Prepaid expenses   38,373
       
   Total current assets   320,639
       
PROPERTY AND EQUIPMENT, net   26,083
INTANGIBLE ASSETS, net   414,550
DEPOSITS   9,100
       
   Total Assets   $ 770,372

       

LIABILITIES AND STOCKHOLDERS' DEFICIT
CURRENT LIABILITIES    
 Accounts payable   $ 1,187
 Payroll and related accruals   4,481
 Accrued expenses and other current liabilities   430,806
       
   Total current liabilities   436,474
       
LONG-TERM LIABILITIES    
  Future equity obligations   500,000
       
Commitments and contingencies (Note 8)    
       
STOCKHOLDERS' EQUITY    
 Common stock class A, $0.0001 par value, 36,000,000 shares authorized,    
  issued and outstanding   360
 Common stock class B, $0.0001 par value, 190,000,000 shares authorized,    
  81,794,309 issued and shares outstanding   818
 Preferred stock series Founders, $0.0002 par value, 10,000,000 shares authorized,    
  issued and outstanding   200
 Preferred stock Series Seed - 1, $0.0001 par value, 9,450,171 shares authorized,    
  issued and outstanding   95
 Preferred stock Series Seed - 2, $0.0001 par value, 34,494,530 shares authorized,    
  issued and outstanding   345
 Additional paid-in capital   3,740,587
 Accumulated deficit   (3,908,507)
       
   Total stockholders' deficit   (166,102)
       
   Total liabilities and stockholders' deficit    $ 770,372

See accompanying notes.
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Dynasty Marketplace, Inc.
Consolidated Statement of Operations

      Year Ended
      December 31,
      2018
       

REVENUES   $ 881,916
COST OF REVENUES   363,113
       

 Gross profit   518,803
       

OPERATING EXPENSES    
 Research and development   434,418
 Sales and marketing   207,125
 General and administrative   1,091,968
       

  Total operating expenses   1,733,511
       

   Loss from operations   (1,214,708)
       

OTHER EXPENSES   3,313
       

   Loss before provision for income taxes   (1,218,021)
       

PROVISION FOR INCOME TAXES   5,600
       

NET LOSS   $ (1,223,621)

See accompanying notes.
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Dynasty Marketplace, Inc.
Consolidated Statement of Shareholders’ Deficit

      Common Stock  Preferred Stock      Total

     Class A  Class B  Founders Preferred  Series Seed - 1  Series Seed - 2  Paid in  Accumulated  Stockholders'

      Shares   Amount   Shares  Amount   Shares  Amount   Shares  Amount   Shares  Amount   Capital  Deficit  Deficit

Balance,
January 1, 2018  36,000,000  $ 360  63,439,999  $ 634  10,000,000  $ 200  —  —  —  —  $ 207,682  $ (2,526,033)  $ (2,317,157)

 

Issuance of
preferred and
common
stock, net of
issuance
costs of
$10,000  —  —  21,654,310  217  —  —  8,591,065  86  —  —  989,697  —  990,000

 

Exchange of
preferred
stock for
convertible
debt  —  —  —  —  —  —  859,106  9  34,494,530  345  2,624,646  —  2,625,000

 
Stock
repurchase  —  —  (3,300,000)  (33)  —  —  —  —  —  —  (274,967)  —  (275,000)

 Distributions  —  —  —  —  —  —  —  —  —  —  —  (158,853)  (158,853)

 
Stock-based
compensation  —  —  —  —  —  —  —  —  —  —  193,528  —  193,528

 Net loss  —  —  —  —  —  —  —  —  —  —  —  (1,223,621)  (1,223,621)

Balance,
December 31,
2018  36,000,000  $ 360  81,794,309  $ 818  10,000,000  $ 200  9,450,171  $ 95  34,494,530  $ 345  $3,740,587  $ (3,908,507)  $ (166,102)

See accompanying notes.

    

4



Dynasty Marketplace, Inc.
Consolidated Statement of Cash Flows

      Year Ended
      December 31,
      2018

CASH FLOWS FROM OPERATING ACTIVITIES   
 Net loss  $ (1,223,621)
 Adjustments to reconcile net loss to net cash used in operating activities   
  Depreciation expense  6,499
  Amortization expense  74,726
  Stock based compensation expense  193,528
  Changes in operating assets and liabilities:   
   Unbilled receivables  (93,249)
   Prepaid expenses  (37,373)
   Deposits  20,000
   Trade payables  (1,957)
   Employee and payroll accruals  (6,596)
   Accrued expenses and other current liabilities  430,806
       
   Net cash used in operating activities  (637,237)
       
CASH FLOWS FROM INVESTING ACTIVITIES   
 Purchase of property and equipment  (3,729)
 Internally developed software costs capitalized  (317,237)
       
   Net cash used in investing activities  (320,966)
       
CASH FLOWS FROM FINANCING ACTIVITIES   
 Proceeds from issuance of convertible notes payable  500,000
 Repurchase of restricted stock  (275,000)
 Proceeds from issuance of stock  990,000
 Distributions to investors  (158,853)
       
   Net cash provided by financing activities  1,056,147
       
NET INCREASE IN CASH AND CASH EQUIVALENTS  97,944
       
CASH AND CASH EQUIVALENTS, beginning of year  81,822
       
CASH AND CASH EQUIVALENTS, end of year  $ 179,766

       
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION   
 Cash paid for income taxes  $ 800

       
NON-CASH FINANCING ACTIVITIES   
 Exchange of convertible debt for preferred and common stock  $ 2,625,000

See accompanying notes.
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Dynasty Marketplace, Inc.
Notes to Consolidated Financial Statements

Note 1 –Organization

Dynasty Marketplace, Inc. (the ìCompanyî), a Delaware corporation, was formed on April 22, 2016. Its wholly owned subsidiaries Dynasty Administrator
LLC, Dynasty Archon LLC, Dynasty Acquisitions LLC, Dynasty Acquisitions 2-6 LLC, Dynasty Property ID9 LLC, Dynasty Property ID11-20 LLC,
and Dynasty Property ID23-102 LLC are Delaware limited liability companies, formed during 2016 and 2017.   The Company indirectly holds a
majority interest in each of Dynasty Property ID10 LLC, Dynasty Property ID21 LLC, and Dynasty Property ID22 LLC, Delaware limited liability
companies, also formed during 2016 - 2017, via its wholly owned subsidiary, Dynasty Acquisitions LLC.

The Company offers advanced conversational artificial intelligence (AI) solutions that automate leasing communications, replace manual tasks, and
help customers grow their portfolios. The technology is designed to enable operational efficiency in the leasing process including consistent prospect
experience, lead conversion, and improved market insights. Additionally, the Company offers its customers advanced conversational AI solutions,
including LISA, a leasing AI offering that responds to inquiries via text messages and email and manages scheduling for onsite showings. LISA
integrates with a variety of property management platforms, automatically entering prospect and onsite showing information to improve efficiency and
accuracy.

Note 2 – Basis of Presentation and Summary of Significant Accounting Policies

Basis of presentation – The accompanying consolidated financial statements of the Company have been prepared on the accrual basis of
accounting, in accordance with accounting principles generally accepted in the United States of America (U.S. GAAP).

Principles of consolidation – The accompanying consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. All intercompany accounts and transactions have been eliminated upon consolidation.

Use of estimates – The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses during the year. Estimates are based on historical experience and other
assumptions that management believes to be reasonable, the results of which form the basis for making judgments about the carrying values of assets
and liabilities. Actual results could differ from those estimates. The Company evaluates these estimates on an ongoing basis, including those related to:
deferral of costs related to intangible assets, useful lives of intangible assets and property and equipment and fair value of restricted stock, among
others.

Cash and cash equivalents – Cash includes all highly liquid investments with an original maturity of three months or less. The Company places its
cash with high-quality institutions and has not experienced losses with respect to these items. The Company considers all highly liquid investments with
an original maturity of three months or less at the time of purchase to be cash equivalents.

Unbilled receivables – Unbilled receivables includes amounts for which revenue recognition criteria has been met under the subscription contracts as
of the balance sheet date in accordance with the criteria outlined above, but has not been collected. The Company does not bill customer revenue but
collects revenue
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through electronic funds transfer, and therefore, in general, the Company has no collection issues, and no allowance for doubtful accounts.

Fair value measurements – Accounting Standards Codification (ASC) Topic 820, Fair Value Measurements and Disclosures, defines fair value and
establishes a framework for measuring fair value in U.S. GAAP and requires certain disclosures about fair value measurements. ASC Topic 820
addresses fair value in U.S. GAAP for financial assets and financial liabilities that are re-measured and reported at fair value at each reporting period
and for non-financial assets and liabilities that are re-measured and reported at fair value on a recurring basis.

In general, fair values determined by Level 1 use quoted prices (unadjusted) in active markets for identical assets or liabilities. Fair values determined
by Level 2 inputs use data points that are observable such as quoted prices, interest rates, and yield curves.

Fair values determined by Level 3 inputs are “unobservable data points” for the asset or liability and include situations where there is little, if any,
market activity for the asset or liability. The carrying amounts of the Company’s consolidated financial instruments, including cash, other receivables,
accounts payable, and accrued expenses approximate fair value because of their generally short maturities. The carrying amount of the letter of credit
approximates fair values as the interest rates approximate market rates.

Property and equipment, net – Property and equipment, net are stated at cost, less accumulated depreciation. Furniture and fixtures and computer
equipment and software are depreciated using the straight-line method over their estimated useful lives, which range from 5 to 7 years. Maintenance
and repairs are charged to expense as incurred. Significant renewals and betterments are capitalized.

Capitalized software development costs – The Company capitalizes costs to develop or purchase internal-use software in accordance with ASC
Topic 350-40, Intangibles, Goodwill and Other – Internal-Use Software. Such costs are capitalized and included in the balance sheet as Intangible
assets, and include those direct costs incurred from the application development stage until the software is substantially complete and ready for its
intended use. The costs capitalized are limited predominately to payroll and the payroll-related costs of technology employees are directly engaged in
the application development stage in which a design is chosen and where activities include software configuration, coding, testing, and parallel
processing. Costs included in the preliminary project and post-implementation operation stages are expensed as incurred.

Impairment of long-lived assets – The Company regularly reviews recoverability of its long-lived assets, including capitalized software costs and
property and equipment, whenever events or changes in circumstances indicate the carrying amount of the asset may not be recoverable. If the sum of
the expected future cash flows (undiscounted and without interest changes) is less than the carrying amount of the asset, a write-down would be
recorded to reduce the related asset to its estimated fair value. Management evaluates the useful lives of these assets on an annual basis and tests for
impairment whenever events or changes in circumstances occur that could impact the recoverability of these assets. There has been no impairment of
the Company’s long-lived assets during the year ending December 31, 2018.

Income taxes – The Company is taxed as a C-corporation, which requires the recognition of deferred income taxes in accordance with the liability
method of accounting for income taxes. Under this method, deferred tax assets and liabilities are calculated based upon the temporary differences
between the financial statement and income tax bases of assets and liabilities using the enacted tax rates applicable in a given year.

A valuation allowance is provided when it is more likely than not that all or some portion of the deferred tax assets will not be realized. In assessing the
need for a valuation allowance, management considers estimates of future taxable income and ongoing prudent and feasible tax planning strategies.
The provision for income
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taxes represents income taxes payable for the period and the change during the period in deferred tax assets and liabilities.

ASC Topic 740, Income Taxes, requires the Company to recognize the financial statement effects of a tax position when it is more likely than not, based
on the technical merits, that the position will be sustained upon examination. The Company’s only such position at December 31, 2018 is a 20%
reserve against its R&D Tax Credits.  Such amount is included among the Company’s deferred tax assets and is offset by a valuation allowance.

The Tax Cuts and Jobs Act (the “Tax Act”) was signed into law on December 22, 2017. In accordance with the Tax Act, the Company revalued its
deferred tax assets and liabilities as of December 31, 2017, using the new corporate income tax rate of 21% instead of the prior statutory rate of 34%.
The change in tax rate is effective for taxable income earned beginning on January 1, 2018.

Leases – The Company’s leases are evaluated and classified as operating or capital leases for financial reporting purposes. The term used for this
evaluation includes renewal option periods only in instances in which the exercise of the renewal option can be reasonably assured and failure to
exercise such option would result in an economic penalty. All leases have been classified as operating leases.

Revenue recognition – The Company generates revenues from subscription fees charged for use of the Company’s AI software and support services.
Revenue is recognized when the following criteria have been met: persuasive evidence of an arrangement exists, product delivery or service
performance has occurred, the fee is fixed or determinable, and collection is probable. The Company enters into multiple element revenue
arrangements in which a customer may purchase a combination of software subscriptions and support services. The Company allocates a portion of
the price to multiple elements using relative selling price method.

In determining VSOE, it is required that a substantial majority of the selling process for a product or service fall within a reasonably narrow pricing
range. The Company has established VSOE for software and support services, when such services are sold separately.

Software fees and support revenue are recognized ratably over the term of the subscription contract.

Share‐based compensation – The Company accounts for share‐based compensation under the provisions of ASC 718‐10, Stock‐Based
Compensation (ASC 718‐10), which requires measurement of all employee share‐based compensation awards using a fair value method and recording
of such expense in the financial statements over the requisite service period. The Company utilizes the Black Scholes model to determine the fair value
of employee stock options at the date of grant. To determine the fair value of a share‐based award using the Black Scholes model requires that the
Company make certain assumptions regarding the expected term of the award, the expected future volatility of the stock price over the expected term
of the award, and the risk‐free interest rate over the expected term. The amount of share‐based compensation expense is reduced for estimated
forfeitures based on historical experience. Forfeitures are required to be estimated at the time of grant and revised, if necessary, in subsequent periods
if actual forfeitures differ from those estimates.

Concentrations of credit risk – The Company had four customers comprising all of the Company’s total unbilled receivable as of December 31, 2018
and all of total revenues for the year ended December 31, 2018. 

Recently issued and adopted accounting pronouncements – In May 2014, the FASB issued ASU No. 2014-09 (ASU 2014-09), Revenue from
Contracts with Customers (Topic 606), which will supersede nearly all existing revenue recognition guidance under GAAP. The standard’s core principle
is that a company will
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recognize revenue when it transfers promised goods or services to customers in an amount that reflects the consideration to which the company
expects to be entitled to exchange for those goods or services. On July 9, 2015, the FASB delayed the effective date on the new standard by one year.
For non-public business entities, the guidance is effective for annual reporting periods beginning after December 15, 2018, and interim reporting
periods within annual reporting periods beginning after December 15, 2019. Early adoption is permitted, but not before the original effective date of
December 15, 2017. The standard allows for either “full retrospective” adoption, meaning the standard is applied to all of the periods presented, or
“modified retrospection” adoption, meaning the standard is applied only to the most current period presented in the consolidated financial statements.
The Company is currently evaluating the effect of this accounting pronouncement.

In March 2016, the Financial Accounting Standards Board (FASB) issued an Accounting Standards Update (ASU) No. 2016–18 (ASU 2016-18),
Revenue from Contracts with Customers (Topic 606): Principal Versus Agent Considerations (Reporting Revenue Gross Versus Net). The core
principle of the guidance in Topic 606 is that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. The scope of this topic
includes entities that enter into contracts with customers to transfer goods or services (that are an output of the entity’s ordinary activities) in exchange
for consideration. The amendments in this update affect the guidance ASU 2014–09, Revenue from Contracts with Customers (Topic 606), which is not
yet effective.

In February 2016, the FASB issued ASU No. 2016-02 (ASU 2016-02), Leases (Topic 842). The principal objective of ASU 2016-02 is to increase
transparency and comparability among organizations by recognizing lease assets and lease liabilities on the balance sheet. ASU 2016-02 continues to
retain a distinction between finance and operating leases but requires lessees to recognize a right-of-use asset representing its right to use the
underlying asset for the lease term and a corresponding lease liability on the balance sheet for all leases with terms greater than twelve months. ASU
2016-02 is effective for annual periods beginning after December 15, 2019. Early adoption of ASU 2016-02 is permitted. The Company is currently
assessing the impact this standard may have on its consolidated financial statements and the related expansion of its footnote disclosures.

In May 2017, the FASB issued ASU No. 2017-09, Compensation – Stock Compensation (Topic 718): Scope of Modification Accounting. ASU 2017-09
provides guidance about which changes to the terms or conditions of a stock-based payment award require an entity to apply modification accounting.
ASU 2017-09 is effective for all entities for fiscal years beginning after December 15, 2017, including interim periods within those fiscal years. Early
adoption is permitted, including adoption in any interim period for which financial statements have not yet been issued or made available for issuance.
The Company has adopted ASU 2017-09 as of January 1, 2018, and the Company will apply the guidance to any awards modified on or after the
adoption date. The adoption did not have an immediate impact on the consolidated financial statements.

In March 2018, the FASB issued ASU No. 2018-05, Income Taxes (Topic 740), providing amendments to SEC paragraphs pursuant to SEC Staff
Accounting Bulletin No. 118. The ASU became effective upon issuance and included guidance and clarification of income tax accounting to address
uncertainty or diversity of views in practice regarding the application of ASC 2018-05 in situations where a registrant does not have the necessary
information available, prepared, or analyzed in reasonable detail to complete the accounting under the Tax Cuts and Jobs Act of 2017 (“Tax Act”), for
the reporting period in which the Tax Act was enacted. The adoption did not have an immediate impact on the consolidated financial statements.

Note 3 – Property and Equipment, net

Property and equipment are stated at cost less accumulated depreciation and consist of the following as of December 31, 2018:
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Furniture and fixtures  $ 14,724
Computer equipment and software  23,221
     

    37,945
     

Accumulated depreciation  (11,862)
     

    $ 26,083

Depreciation expense for the year ended December 31, 2018, amounted to $6,499.

Note 4 – Intangible assets, net

Intangible assets with finite useful lives are amortized using the straight-line method over their useful lives and include internally developed software, as
well as the costs incurred related to the Company’s domain name. These intangible assets are reviewed for impairment whenever events or
circumstances indicate that they may not be recoverable. As of December 31, 2018, the Company capitalized certain costs as internal-use software
related to the development of the new features to existing platforms, as well as new platform versions. Intangible assets are stated at cost or
acquisition-date fair value less accumulated amortization and consist of the following as of December 31, 2018:

    Gross Carrying Amount  
Accumulated
Amortization  Total

         

Domain name   $ 115,579  $ (21,893)  $ 93,686
Internal-use software   390,132  (69,268)  320,864

    $ 505,711  $ (91,161)  $ 414,550

Amortization expense was $74,725 for the year ending December 31, 2018.

Note 5 – Future Equity Obligations

During 2016 and 2017 the Company issued various Simple Agreement for Future Equity ("SAFE Agreement") with third parties ("Investors") that had a
principal balance of $2,625,000. The SAFE Agreements have no maturity date and bear no interest. The SAFE Agreements provide the right of the
Investors to future equity in the Company per the terms of the agreement. The SAFE Agreements are convertible to shares of Preferred Stock at the
price per share equal to the valuation cap of $10,000,000 divided by the number of shares of Capital outstanding, as of immediately prior to Change of
Control, an Initial Public Offering, or raising of additional capital, assuming exercise or conversion of all outstanding vested and unvested options,
warrants and other convertible securities.

Under the terms of the SAFE Agreements, if there is an equity financing or a liquidity event before the instrument expires or is terminated, the Investors
will, at their option, either (i) receive a cash payment equal to the Purchase Amount (as defined in the agreement) or (ii) automatically receive from the
Company a number of shares of Common Stock equal to the Purchase Amount divided by the Safe Price, if the Investors fail to select the cash option.
The SAFE Agreement will expire and terminate, if there is no liquidity or equity financing, (without relieving the Company of any obligations arising from
a prior breach of or non-compliance with this instrument) upon either the issuance of stock to the Investors or the payment, or setting aside for
payment, of amounts due the Investors pursuant to the SAFE Agreement.

In connection with an additional capital raise that occurred in February 2018, the Investors opted to be converted into 859,106 shares of Preferred
Stock Series-1 and 34,494,530 shares of Preferred Stock Series-2, as the Company’s valuation reached the valuation cap as stipulated in the SAFE
Agreements.
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Additionally, in April 2018 the Company issued an additional SAFE Agreement that had a principal balance of $500,000 bearing no interest per annum.
The SAFE Agreement was outstanding as of December 31, 2018, and was convertible to shares of Preferred Stock at the price per share equal to
$0.1164, which is subject to appropriate adjustment in the event of any stock dividend, stock split, combination or other similar recapitalization The
SAFE Agreement contained the same terms as the earlier SAFE Agreements, which allowed the Investor to opt to be paid out in cash at the time of a
liquidity event or equity financing.

Note 6 – Income Taxes

The Company provides for income taxes using an asset and liability approach under which deferred income taxes are provided for based upon enacted
tax laws and rates applicable to periods in which the taxes become payable. The provision for federal and state income taxes consists of the following:

Current  
       Federal $ —
       State and Local 5,600
Current Income Tax Expense $ 5,600
Deferred  
       Federal $ 326,271
       State and Local 152,798
Deferred Income tax expense $ 479,069
Valuation allowance (479,069)

Total income tax provision $ 5,600

The Company files federal, state, and foreign income tax returns in jurisdictions with varying statutes of limitations. The income tax expense for the
year ended December 31, 2018 differs from the statutory rate primarily due to the valuation allowance that the Company recorded against its net
deferred tax assets. Deferred income taxes reflect the net tax effect of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes. Significant components of the Company’s deferred tax assets are liabilities
are as follows:

Deferred income tax assets:

  
Net operating loss carryforwards  $ 1,194,435
Research and development tax credits  151,612
Gross deferred tax assets  1,346,047
Valuation allowance  (1,167,007)
Deferred tax assets, net of valuation allowance  $ 179,040
   

Deferred tax liabilities:   
Property, equipment and software  $ (95,745)
State taxes  (78,454)
Other  (4,841)
Total deferred tax liabilities  (179,040)

Total net deferred tax assets  $ —

Realization of the future tax benefits is dependent on the Company's ability to generate sufficient taxable income within the carry forward period. As of
December 31, 2018, the Company determined that it is not more likely than not that the net deferred tax assets will be realized. As such, a full valuation
allowance was recorded on the net deferred tax assets.

11



Note 7 – Shareholders’ Equity

The Company’s Operating Agreement, as amended allows for the issuance of Class A Common Stock, Class B Common Stock, Founders Preferred
Stock, and Preferred Stock. Each holder of Class A Common Stock has the right to ten votes per share while each holder of Class B Common Stock
has the right to one vote per share. Preferred Stock are designated as Series Seed-1 Preferred Stock and Series Seed-2 Preferred stock and have
priority distributions of dividends and payments in the event of liquidation. In February 2018, the Company obtained additional funding of $1,000,000
with the issuance of 21,654,310 shares and 8,591,065 shares, of Class B Common Stock and Series Seed-2 Preferred Stock, net of issuance costs of
$10,000.

Under the Company's 2016 and 2014 Stock Incentive Plans (collectively, the “Plan”), the Company can issue certain shares of Common Stock Class A
and B and Founders Preferred Stock (the “Restricted Stock”). Restricted Stock generally vest at the rate of 25% or 33% on the first anniversary of the
grant date and the remaining vest ratably over the following three years or two years. All Restricted Stock expire no later than 10 years after the grant
date. As of December 31, 2018, an aggregate of 108,205,691 shares of the Company's common stock are still available for future grant under the Plan.

The following table summarizes Restricted Stock activity under the Plan during 2018:

    Number of  Number of
    Restricted  Restricted Stock
    (Class A and B)  (Founders Preferred)
       

Outstanding at January 1, 2018  99,439,999  10,000,000
 Granted   21,654,310  —
 Forfeited   —  —
 Repurchased   (3,300,000)  —
 Exercised   —  —
       

Outstanding at December 31, 2018  117,794,309  10,000,000

       

December 31, 2018     
 Vested and expected to vest  117,794,309  10,000,000
 Vested shares  59,901,134  10,000,000
 Unvested shares  57,893,175  —

The Company estimated the fair value of the Restricted Stock using the estimated value of company, time to liquidity event, risk-free rate, and volatility
assumptions. The implied equity value of $10,492,484 was used as the underlying value of the Company. Probability weighted time to exit was
estimated to be 2 years. The risk free interest rate was based on the average two-year U.S. Treasury bonds as of the grant date.

The price volatility was based on the standard deviation of monthly returns prices of publicly traded companies comparable to the Company.

The Company’s management believes that the valuation technique and the approach utilized to develop the underlying assumptions are appropriate in
calculating the fair values of the Company’s Restricted Stock granted during 2018. Estimates of fair value are not intended to predict actual future
events or the value ultimately realized by persons who receive equity awards.
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As of December 31, 2018, there was $692,961 of total unrecognized compensation expense related to non-vested stock-based compensation
arrangements granted under the Plan.

Note 8 – Commitments and Contingencies

Operating leases – The Company leases its corporate offices in Venice, California under a cancelable operating lease with a lease term through July
30, 2018, with automatic monthly renewal. Rent expense was $40,950 for the year ended December 31, 2018.

Legal – The Company is subject to legal proceedings and claims that have arisen in the ordinary course of business and have not been finally
adjudicated. In management's opinion, the Company is not currently involved in any legal proceeding, which, individually or in the aggregate, could
have a material effect on its financial condition, operations or cash flows.

Note 9 – Subsequent Events

Subsequent events – Subsequent events are events or transactions that occur after the balance sheet date but before consolidated financial
statements are available to be issued. The Company recognizes in the consolidated financial statements the effects of all subsequent events that
provide additional evidence about conditions that existed at the date of the balance sheet, including the estimates inherent in the process of preparing
the consolidated financial statements. The Company’s consolidated financial statements do not recognize subsequent events that provide evidence
about conditions that did not exist at the date of the balance sheet but arose after the balance sheet date and before consolidated financial statements
are available to be issued.

On January 3, 2019, the Company assigned, transferred, and set over all of its right and interest in Dynasty Administrator LLC to six individuals for a
consideration of $1. Simultaneously therewith, the Company assigned, transferred, and set over all of its right and interest in all of its remaining wholly
owned subsidiaries to Dynasty Administrator LLC for a consideration of $1. Prior to the above transactions, the Company was the sole member of
Dynasty Administrator LLC and all transferred subsidiaries, and hence in accordance with ASC 805-50, transfer of all right and interest is considered a
transaction between entities under common control.

On January 7, 2019, the Company entered into an Agreement and Plan of Merger with AppFolio, Inc., a Delaware corporation, Riviera Mar, Inc., a
Delaware corporation and wholly owned subsidiary of AppFolio, Inc., and certain other parties, pursuant to which, upon the filing of a certificate of
merger with the Delaware Secretary of State on January 7, 2019, Riviera Mar, Inc. was merged with and into the Company, for a merger consideration
of $60,000,000, less certain adjustments set forth in the Agreement and Plan of Merger, and the Company became a wholly owned subsidiary of
AppFolio, Inc. No adjustments have been made to the financial statements to reflect the effects of this subsequent event.

The Company has evaluated subsequent events through March 25, 2019, which is the date the consolidated financial statements were available to be
issued.
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Exhibit 99.2

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

Introduction to Unaudited Pro Forma Condensed Combined Financial Information

On January 7, 2019, AppFolio, Inc. ("AppFolio" or the “Company”) completed its acquisition of Dynasty Marketplace, Inc. ("Dynasty") pursuant to the terms
of the Agreement and Plan of Merger dated January 7, 2019 ("Merger Agreement"), by and among the Company, Riviera Mar, Inc., a wholly-owned subsidiary of the
Company (“Merger Subsidiary”), Dynasty and Fortis Advisors LLC, in its capacity as agent for the stockholders of Dynasty (the “Stockholders”), whereby Merger
Subsidiary merged with and into Dynasty, and Dynasty became a wholly-owned subsidiary of the Company (the “Transaction”). Dynasty is in the business of
developing artificial intelligence-based software solutions for real estate businesses. At the closing of the Transaction, the Company entered into employment
agreements with certain Stockholders.

The unaudited pro forma condensed combined statement of operations for the year ended December 31, 2018, gives effect to the Transaction as if the
Transaction occurred on January 1, 2018. The unaudited pro forma condensed combined balance sheet as of December 31, 2018, gives effect to the Transaction as if it
occurred on December 31, 2018.

The historical consolidated financial data has been adjusted in the unaudited pro forma condensed combined financial data to give effect to events that are
(1) directly attributable to the Transaction, (2) factually supportable, and (3) with respect to the unaudited pro forma condensed combined statement of
operations, expected to have a continuing impact on the combined results. The unaudited pro forma condensed combined financial statements should be read in
conjunction with the accompanying notes to the unaudited pro forma condensed combined financial statements. In addition, the unaudited pro forma condensed
combined financial statements were based on and should be read in conjunction with the:

• separate audited historical financial statements of the Company as of and for the year ended December 31, 2018, and the related notes, included in the
Company's Annual Report on Form 10-K for the year ended December 31, 2018, filed with the Securities and Exchange Commission on February 28, 2019;
and

• separate audited historical financial statements of Dynasty as of and for the year ended December 31, 2018, and the related notes, included in Exhibit 99.1.

The unaudited pro forma condensed combined financial statements have been presented for illustrative purposes only. The pro forma information is not
necessarily indicative of what the combined company’s financial position or results of operations actually would have been had the Transaction been completed as of
the date indicated. In addition, the unaudited pro forma condensed combined financial statements do not purport to project the future financial position or operating
results of the combined company.

Pursuant to the acquisition method of accounting, the purchase price, calculated as described in Note 2 to the unaudited pro forma condensed combined
financial statements, has been allocated to assets acquired and liabilities assumed based on their respective fair values. The pro forma adjustments have been made
solely for the purpose of providing unaudited pro forma condensed combined financial statements.

The unaudited pro forma condensed combined financial data does not reflect any revenue enhancements or operating synergies that the combined company
may achieve as a result of the Transaction or the costs to integrate the operations of the Company and Dynasty or the costs necessary to achieve these revenue
enhancements and operating synergies. There were no significant intercompany transactions between the Company and Dynasty as of the dates and for the periods of
these unaudited pro forma condensed combined financial statements.



UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET
As of December 31, 2018

(in thousands)

  Historical AppFolio  Historical Dynasty  
Pro Forma

Adjustments (Note
3)  Notes  

Pro Forma
Combined

Assets           
Current assets           

Cash and cash equivalents  74,076  180  (54,231)  (A)  20,025
Investment securities—current  16,631  —  —    16,631
Accounts receivable, net  5,516  102  —    5,618
Prepaid expenses and other current assets  11,775  38  —    11,813

Total current assets  107,998  320  (54,231)    54,087
Investment securities—noncurrent  11,256  —  —    11,256
Property and equipment, net  6,871  26  —    6,897
Capitalized software, net  20,485  321  (321)  (C)  20,485
Goodwill  15,548  —  41,952  (B)  57,500
Intangible assets, net  5,895  94  22,006  (C)  27,995
Other assets  7,688  9  —    7,697

Total assets  175,741  770  9,406    185,917

Liabilities and Stockholders’ Equity           
Current liabilities           

Accounts payable  1,481  1  —    1,482
Accrued employee expenses  12,377  4  —    12,381
Accrued expenses  8,281  431  (148)  (D)  8,564
Deferred revenue  3,414  —  —    3,414

Other current liabilities  1,447  —  —    1,447
Long-term debt, net—current portion  1,213  —  —    1,213
Total current liabilities  28,213  436  (148)    28,501
Long-term debt, net  48,602  500  (500)  (M)  48,602
Long-term deferred rent and other liabilities  7,080  —  6,000  (L)(N)  13,080

Total liabilities  83,895  936  5,352    90,183
Stockholders’ equity:           
Preferred stock  —  1  (1)  (E)  —
Class A common stock  2  —  —    2
Class B common stock  2  1  (1)  (E)  2
Additional paid-in capital  157,898  3,740  (3,740)  (E)  157,898
Accumulated other comprehensive loss  (178)  —  —    (178)
Treasury stock  (21,562)  —  —    (21,562)
Accumulated deficit  (44,316)  (3,908)  7,796  (D)(F)(N)  (40,428)

Total stockholders’ equity (deficit)  91,846  (166)  4,054    95,734
Total liabilities and stockholders’ equity (deficit)  175,741  770  9,406    185,917

The accompanying notes to the unaudited pro forma condensed combined financial statements are an integral part of these statements.



UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
For the Year Ended December 31, 2018

(in thousands, except per share data)

  Historical AppFolio  Historical Dynasty  
Pro Forma

Adjustments (Note
3)  Notes  

Pro Forma
Combined

Revenue  $ 190,071  $ 882  $ —    $ 190,953
Costs and operating expenses:           

Cost of revenue (exclusive of depreciation and amortization)  73,549  363  —    73,912
Sales and marketing  33,288  207  757  (K)  34,252
Research and product development  24,111  434  2,999  (K)  27,544
General and administrative  24,891  1,092  171  (G) (J) (K)  26,154
Depreciation and amortization  14,576  —  4,269  (G) (C)  18,845

Total costs and operating expenses  170,415  2,096  8,196    180,707
Income (loss) from operations  19,656  (1,214)  (8,196)    10,246
Other expense, net  (56)  (3)  —    (59)
Interest income (expense), net  787  —  (2,230)  (H)  (1,443)
Income (loss) before provision for income taxes  20,387  (1,217)  (10,426)    8,744
Provision for income taxes  420  6  1  (I)  427
Net income (loss)  $ 19,967  $ (1,223)  $ (10,427)    $ 8,317

           

Net income per common share:           
Basic  $ 0.59  —  $ (0.31)    $ 0.24
Diluted  $ 0.56  —  $ (0.29)    $ 0.23

Weighted average common shares outstanding:           
Basic  34,128  —  34,128    34,128
Diluted  35,562  —  35,562    35,562

The accompanying notes to the unaudited pro forma condensed combined financial statements are an integral part of these statements.

    

    



NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

1. Basis of Presentation

The unaudited pro forma condensed combined financial statements are based on the Company's and Dynasty's historical balance sheets and statements of
operations to give effect to the Transaction. The unaudited pro forma condensed combined statement of operations for the year ended December 31, 2018 gives effect
to the Transaction as if it had occurred on January 1, 2018. The unaudited pro forma condensed combined balance sheet as of December 31, 2018 gives effect to the
Transaction as if it had occurred on December 31, 2018.

The Company accounts for business combinations pursuant to Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”)
805, Business Combinations (“ASC 805”). In accordance with ASC 805, the Company uses its best estimates and assumptions to accurately assign fair value to the
tangible assets acquired, identifiable intangible assets and liabilities assumed and the related income tax impacts as of the acquisition date. Goodwill as of the
acquisition date is measured as the excess of purchase consideration over the fair value of tangible and identifiable intangible assets acquired and liabilities assumed.

The fair values assigned to Dynasty's tangible and identifiable intangible assets acquired and liabilities assumed are based on management’s estimates and
assumptions. The estimated fair values of these assets acquired and liabilities assumed are preliminary and are based on the information that was available as of the
date of the acquisition. The preliminary estimated fair values of assets acquired and liabilities assumed and identifiable intangible assets may be subject to change as
additional information is received. Thus the provisional measurements of fair value are subject to change. The Company expects to finalize the valuation as soon as
practicable, but no later than one year from the date of the Transaction.

The unaudited pro forma condensed combined financial information is for illustrative purposes only and should not be considered indicative of actual results
that would have been achieved had the Transaction actually been consummated on the dates indicated and does not purport to be indicative of results of operations as
of any future date or for any future period. They also may not be useful in predicting the future financial position and results of operations of the combined company.
The actual financial position and results of operations may differ significantly from the pro forma amounts reflected herein due to a variety of factors. The unaudited
pro forma condensed combined financial information does not reflect any operating efficiencies or cost savings that the Company may achieve.

2. Allocation of Purchase Price to Assets Acquired and Liabilities Assumed

On January 7, 2019, the Company completed the Transaction, thereby acquiring Dynasty, a provider of advanced artificial intelligence (AI) solutions for the
real estate market. Dynasty offers advanced conversational AI solutions that automate leasing communications, replace manual tasks and help customers grow their
portfolios. Dynasty’s technology is designed to enable operational efficiency in the leasing process including consistent prospect experience, lead conversion, and
improved market insights.

The total purchase consideration was $60.2 million, of which $6.0 million (the "Holdback Amount") was retained by the Company to satisfy any such
adjustments, including without limitation certain indemnification claims. The balance of the Holdback Amount, less any amount retained (the “Retained Amount”)
with respect to any unresolved indemnification claims (each, an “Unresolved Claim”), will be released to the Stockholders within three business days after the one-
year anniversary of the Closing Date (the “Holdback Release Date”). If an Unresolved Claim is finally resolved after the Holdback Release Date, then, within three
business days after the final resolution of such Unresolved Claim, the balance of the Retained Amount after satisfying such Unresolved Claim, less any amounts
associated with all remaining Unresolved Claims, will be released to the Stockholders. The cash consideration paid at closing to the Stockholders of Dynasty was
$54.2 million, for which the Company financed the transaction through the proceeds from its debt facility and cash on hand.

The Transaction was accounted for using the acquisition method, and as a result, assets acquired and liabilities assumed were recorded at their estimated fair
values as of the acquisition date. The Company is in the process of finalizing the valuation of the assets. The following table summarizes the purchase price allocation
(in thousands):



 Amount

Total current assets $ 305
Goodwill 41,949
Intangible assets, net 22,100
Other noncurrent assets 35
Total current liabilities (49)
Deferred tax liabilities, net (4,109)

Purchase consideration $ 60,231

Goodwill is mainly attributable to synergies expected from the Transaction and assembled workforce and is non-deductible for U.S. federal income tax
purposes.

The Company incurred a total of $291,000 in transaction costs related to the acquisition and expensed all transaction costs incurred during the period in
which such service was received.

3. Adjustments to Unaudited Pro Forma Financial Statements:

The pro forma adjustments are based on our preliminary estimates and assumptions that are subject to change. The following adjustments have been reflected
in the unaudited pro forma condensed combined financial information:

A. An adjustment was made to record the cash consideration paid for the Transaction on the acquisition date. Of the cash consideration paid, $50 million was
drawn from the Company's new debt facility in December 2018 in anticipation of the close of the Transaction and therefore the borrowing is considered directly
attributable to the Transaction.

B. An adjustment was made to record the preliminary estimate of goodwill from the Transaction.

C. An adjustment was made to (i) record identified intangible assets acquired in the Transaction at their estimated acquisition date fair value of $22.1 million,
(ii) eliminate Dynasty's historical intangible assets of $94,000 and capitalized software of $321,000, (iii) record amortization expense related to identifiable intangible
assets acquired of $4.3 million, and (iv) eliminate Dynasty's historical amortization expense of $75,000. The following table summarizes the estimated fair value of
Dynasty's identifiable intangible assets, their estimated useful lives and related amortization expense. The valuation analysis to arrive at the required estimates of the
fair values for these assets and useful lives is not yet complete. Changes to the fair values of these assets could have a material impact on the accompanying unaudited
pro forma financial statements and will also result in changes to goodwill and deferred tax liabilities. The identified intangible assets are generally amortized on a
straight-line basis, which approximates the pattern in which the economic benefits are consumed, over their estimated useful lives (in thousands):

  Estimated Fair Value  
Estimated Useful Life

in Years  
Year Ended

December 31, 2018
Amortization Expense

Customer relationships  $ 1,110  5  $ 222
Technology  7,450  4  1,863
Database  4,710  10  471
Trademark and trade name  1,390  10  139
Non-compete agreement  7,340  5  1,468
Backlog  100  1  100

Total  $ 22,100   $ 4,263

D. An adjustment was made to accrue the Company's estimated transaction costs of $221,000, and eliminate Dynasty’s transaction costs which were not
assumed with the acquisition of $369,000, as these were paid by the Stockholders of Dynasty with the cash consideration received.

E. An adjustment was made to eliminate Dynasty's common stock, preferred stock, and additional paid in capital.



F. An adjustment was made to eliminate Dynasty's accumulated deficit.
    
G. Depreciation and amortization of $81,000 was reclassified from general and administrative to depreciation and amortization expense in accordance with

the Company’s financial statement presentation.

H. An adjustment was made to record interest expense on long-term debt using an interest rate of 4.2% which is based on the terms of the new debt facility
and amortization expense and loan fees of $130,000 related to deferred financing costs incurred related to the Company's debt facility as if the debt used to finance
$50 million of the cash consideration was borrowed at January 1, 2018.

I. An adjustment was made to record estimated tax expense related to state taxes in jurisdictions that impose minimum or franchise taxes for the period from
January 1, 2018 through December 31, 2018. Due to the Company’s history of net operating losses in the jurisdictions in which it operates, the pro forma tax expense
adjustment is comprised primarily of minimum state taxes. Aside from the deferred tax impact of state taxes, the Company’s blended rate is zero.

J. An adjustment was made to eliminate acquisition related transaction costs of $70,000 and $369,000 that were incurred by the Company and Dynasty,
respectively, during the year ended December 31, 2018.

K. An adjustment was made to reflect new compensation arrangements executed with key employees in connection with the business combination, resulting
in an increase in the annual compensation for these key employees from their previous compensation, which is reflected in the pro forma statement of operations.

L. An adjustment was made to record the Holdback Amount of $6.0 million.

M. An adjustment was made as the existing debt of $500,000 of Dynasty was converted into Dynasty equity prior to the Transaction and were paid out with
the remaining Stockholders.

N. The net deferred tax liabilities assumed of $4.1 million are an available source of income to realize the deferred tax assets of the Company. The pro forma
balance sheet adjustment also reflects a corresponding release of the Company’s valuation allowance of $4.1 million which has been recorded to accumulated deficit.

The release of the valuation allowance has not been reflected as a pro forma statement of operations adjustment as it will not have a continuing impact on the
combined results of the Company and Dynasty.

4. Pro Forma Earnings Per Share

The pro forma basic and diluted earnings per share amounts presented in the unaudited pro forma condensed combined statement of operations are based
upon the weighted average number of the Company’s common shares outstanding. The Transaction had no effect on the Company's basic or diluted weighted average
common shares outstanding calculations.


