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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended June 30, 2015

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: 0-32259

ALIGN TECHNOLOGY, INC.
(Exact name of registrant as specified in its charter)

Delaware 94-3267295

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)
2560 Orchard Parkway

San Jose, California 95131

(Address of principal executive offices)

(408) 470-1000

(Registrant’s telephone number, including area code)

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
(§232.405 of this chapter) 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 definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filerx Accelerated filer
.. 0 (Do not check if a smaller reporting .
Non-accelerated filer Smaller reporting company
company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x
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The number of shares outstanding of the registrant’s Common Stock, $0.0001 par value, as of July 24, 2015 was
80,078,373.
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PART I—FINANCIAL INFORMATION
ITEM 1 FINANCIAL STATEMENTS
ALIGN TECHNOLOGY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

(unaudited)

Three Months Ended

June 30,

2015 2014
Net revenues $209,488 $192,531
Cost of net revenues 50,854 47,055
Gross profit 158,634 145,476
Operating expenses:
Selling, general and administrative 100,625 83,455
Research and development 15,684 13,289
Total operating expenses 116,309 96,744
Income from operations 42,325 48,732
Interest and other income (expenses), net 174 (93
Net income before provision for income taxes 42,499 48,639
Provision for income taxes 11,149 13,039
Net income $31,350 $35,600
Net income per share:
Basic $0.39 $0.44
Diluted $0.39 $0.43
Shares used in computing net income per share:
Basic 80,257 81,027
Diluted 81,394 82,341

Six Months Ended

June 30,

2015 2014
$407,574 $373,177
97,850 90,450
309,724 282,727
188,906 165,522
29,569 26,669
218,475 192,191
91,249 90,536
(1,278 508
89,971 91,044
22,444 23,000
$67,527 $68,044
$0.84 $0.84
$0.83 $0.82
80,358 81,073
81,729 82,651

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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ALIGN TECHNOLOGY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

(unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2015 2014 2015 2014
Net income $31,350 $35,600 $67,527 $68,044
Net change in cumulative translation adjustment 52 4 ) (209 ) 102
Cha}nge in unrealized ggips (losses) on (133 ) 70 162 112
available-for-sale securities, net of tax
Other comprehensive income (loss) (81 ) 66 47 ) 214
Comprehensive income $31,269 $35,666 $67.480 $68,258

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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ALIGN TECHNOLOGY, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

June 30,
2015
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents $161,753
Marketable securities, short-term 276,789
Accounts receivable, net of allowances for doubtful accounts and returns of $1,548
) 146,466
and $1,563, respectively
Inventories 16,415
Prepaid expenses and other current assets 26,511
Deferred tax assets 29,972
Total current assets 657,906
Marketable securities, long-term 158,161
Property, plant and equipment, net 108,029
Goodwill and intangible assets, net 80,590
Deferred tax assets 16,014
Other assets 7,881
Total assets $1,028,581
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $29,513
Accrued liabilities 91,992
Deferred revenues 101,420
Total current liabilities 222,925
Income tax payable 33,726
Other long-term liabilities 2,129
Total liabilities 258,780
Commitments and contingencies (Note 6 and 7)
Stockholders’ equity:
Preferred stock, $0.0001 par value (5,000 shares authorized; none issued) —
Common stock, $0.0001 par value (200,000 shares authorized; 80,069 and 80,205 3
issued and outstanding, respectively)
Additional paid-in capital 775,806
Accumulated other comprehensive loss, net (187
Accumulated deficit (5,826
Total stockholders’ equity 769,801
Total liabilities and stockholders’ equity $1,028,581

December 31,
2014

$199,871
254,787

129,751

15,928
19,770
37,053
657,160
147,892
90,125
82,056
3,099
7,665
$987,997

$23,247
87,880
90,684
201,811
30,483
2,932
235,226

8

783,410
(140
(30,507
752,771
$987,997

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

5

)




Edgar Filing: ALIGN TECHNOLOGY INC - Form 10-Q

Table of Contents

ALIGN TECHNOLOGY, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Deferred taxes

Depreciation and amortization

Stock-based compensation

Excess tax benefit from share-based payment arrangements
Other non-cash operating activities

Changes in assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable

Accrued and other long-term liabilities

Deferred revenues

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment

Purchase of marketable securities

Proceeds from maturities of marketable securities

Proceeds from sales of marketable securities

Other investing activities

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock

Common stock repurchases

Equity forward contract related to accelerated share repurchase
Excess tax benefit from share-based payment arrangements
Employees’ taxes paid upon the vesting of restricted stock units
Net cash used in financing activities

Effect of foreign exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of the period

Cash and cash equivalents, end of the period

Six Months Ended

June 30,

2015 2014
$67,527 $68,044
297 17,496
8,038 9,130
24,474 19,438
(6,207 ) (16,161
6,162 5,095
(22,904 ) (21,407
(510 ) 855
(4,786 ) (2,806
4,902 9
8,259 1,343
12,733 6,705
98,585 87,723
(26,172 ) (9,960
(195,399 ) (232,178
148,685 92,005
12,518 32,683
46 (133
(60,322 ) (117,583
6,036 12,622
(50,781 ) (49,000
(21,000 ) (21,000
6,207 16,161
(15,389 ) (4,650
(74,927 ) (45,867
(1,454 ) 245
(38,118 ) (75,482
199,871 242,953
$161,753 $167,471

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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ALIGN TECHNOLOGY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Note 1. Summary of Significant Accounting Policies

Basis of presentation

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared by Align

Technology, Inc. (“we”, “our”, or “Align”) in accordance with the rules and regulations of the Securities and Exchange
Commission ("SEC") and contain all adjustments, including normal recurring adjustments, necessary to present fairly
our results of operations for the three and six months ended June 30, 2015 and 2014, our comprehensive income for
the three and six months ended June 30, 2015 and 2014, our financial position as of June 30, 2015 and our cash flows
for the six months ended June 30, 2015 and 2014. The Condensed Consolidated Balance Sheet as of December 31,
2014 was derived from the December 31, 2014 audited financial statements. Net revenues by geographic area for prior
period amounts in Note 12 have been reclassified to conform with the current period presentation. These

reclassifications had no impact on our financial position for the three and six months ended June 30, 2015 and 2014.

The results of operations for the three and six months ended June 30, 2015 are not necessarily indicative of the results
that may be expected for the year ending December 31, 2015 or any other future period, and we make no
representations related thereto. The information included in this Quarterly Report on Form 10-Q should be read in
conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations,”
“Quantitative and Qualitative Disclosures About Market Risk’ and the Consolidated Financial Statements and notes
thereto included in Items 7, 7A and 8, respectively, in our Annual Report on Form 10-K for the year ended
December 31, 2014.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles ("GAAP") in the
United States of America (“U.S.”) requires our management to make estimates and assumptions that affect the amounts
reported in the consolidated financial statements and accompanying notes. Actual results could differ materially from
those estimates. On an ongoing basis, we evaluate our estimates, including those related to the fair values of financial
instruments, long-lived assets and goodwill, useful lives of intangible assets and property and equipment, revenue
recognition, stock-based compensation, income taxes, and contingent liabilities, among others. We base our estimates
on historical experience and on various other assumptions that are believed to be reasonable, the results of which form
the basis for making judgments about the carrying values of assets and liabilities.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
2014-09, “Revenue from Contracts with Customers,” requiring an entity to recognize the amount of revenue to which it
expects to be entitled for the transfer of promised goods or services to customers. The updated standard will replace
most existing revenue recognition guidance in U.S. GAAP when it becomes effective and permits the use of either the
retrospective or cumulative effect transition method. In July 2015, the FASB voted to defer the effective date for
annual reporting periods beginning after December, 15, 2017 (including interim reporting periods within those

periods) and permitted early adoption of the standard, but not before the original effective date of December 15, 2016.
We expect the updated standard to become effective for us in the first quarter of fiscal 2018. We have not yet selected
a transition method and we are currently evaluating the effect that the updated standard will have on our consolidated
financial statements and related disclosures.
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In April 2015, the FASB issued ASU No. 2015-05, "Customer's Accounting for Fees Paid in a Cloud Computing
Arrangement." providing guidance to entities about whether a cloud computing arrangement includes a software
license. If a cloud computing arrangement includes a software license, the entity should account for the software
license element of the arrangement consistent with the acquisition of other software licenses. If a cloud computing
arrangement does not include a software license, the entity should account for the arrangement as a service contract.
The new guidance does not change the accounting for an entity's accounting for service contracts. The updated
standard becomes effective for interim and annual reporting periods beginning after December 15, 2015. We are
currently evaluating the effect that the updated standard will have on our consolidated financial statements and related
disclosures.
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Note 2. Marketable Securities and Fair Value Measurements

As of June 30, 2015 and December 31, 2014, the estimated fair value of our short-term and long-term marketable
securities, classified as available for sale, are as follows (in thousands):

Short-term
June 30, 2015

Commercial paper

Corporate bonds

Municipal securities

U.S. government agency bonds

U.S. government treasury bonds

Agency discount notes

Total Marketable Securities, Short-Term

Long-term
June 30, 2015

U.S. government agency bonds

Corporate bonds

U.S. dollar dominated foreign corporate bonds
U.S. government treasury bonds

Municipal securities

Asset-backed securities

Total Marketable Securities, Long-Term

Short-term
December 31, 2014

Commercial paper

Corporate bonds

U.S. dollar dominated foreign corporate bonds
Municipal securities

U.S. government agency bonds

U.S. government treasury bonds

Certificates of Deposits

Total Marketable Securities, Short-Term

8

Amortized
Cost

$23,113
154,667
10,237
62,233
23,592
2,999
$276,841

Amortized
Cost

$39,489
65,988
517
35,746
7,161
9,240
$158,141

Amortized
Cost

$33,998
152,055
901
9,147
41,574
15,770
1,398
$254,843

Gross
Unrealized
Gains

$—

21

2

17

14

1

$55

Gross
Unrealized
Gains

$46

5

66

4

2

$123

Gross
Unrealized
Gains

$—

27

13

14

7

$61

Gross
Unrealized
Losses
$—

(105

(1

(1

$(107

Gross
Unrealized
Losses
$(12

(82

(1

(6

(2

$(103

Gross
Unrealized
Losses
$—

(116

(1

$(117

N N N

Fair Value

$23,113
154,583
10,238
62,249
23,606
3,000
$276,789

Fair Value

$39,523
65,911
517
35,811
7,159
9,240
$158,161

Fair Value

$33,998
151,966
901
9,160
41,587
15,777
1,398
$254,787

10
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Long-term

Amortized Gross Gross
December 31, 2014 Unrealized Unrealized Fair Value

Cost :

Gains Losses

U.S. government agency bonds $48,233 $12 $(28 ) $48,217
Corporate bonds 57,195 6 (112 ) 57,089
U.S. dollar dominated foreign corporate bonds 523 — 2 ) 521
U.S. government treasury bonds 20,814 5 (6 ) 20,813
Municipal securities 9,552 5 (6 ) 9,551
Asset-backed securities 11,713 — (12 ) 11,701
Total Marketable Securities, Long-Term $148,030 $28 $(166 ) $147,892

For the three and six months ended June 30, 2015 and 2014, realized gains were immaterial. Unrealized gains and
losses for our available for sale securities as of June 30, 2015 and December 31, 2014 were also immaterial. Cash and
cash equivalents are not included in the table above as the gross unrealized gains and losses are not material. We have
no material short-term or long-term investments that have been in a continuous unrealized loss position for greater
than twelve months as of June 30, 2015 and December 31, 2014. Amounts reclassified to earnings from accumulated
other comprehensive income related to unrealized gain or losses were immaterial for the three and six months ended
June 30, 2015 and 2014.

Our fixed-income securities investment portfolio consists of corporate bonds, certificates of deposits, U.S. dollar
dominated foreign corporate bonds, commercial paper, municipal securities, U.S. government agency bonds, U.S.
government treasury bonds, agency discount notes and asset-backed securities that have a maximum maturity of

27 months. The securities that we invest in are generally deemed to be low risk based on their credit ratings from the
major rating agencies. The longer the duration of these securities, the more susceptible they are to changes in market
interest rates and bond yields. As interest rates increase, those securities purchased at a lower yield show a
mark-to-market unrealized loss. The unrealized losses are due primarily to changes in credit spreads and interest rates.
We expect to realize the full value of all these investments upon maturity or sale. The weighted average remaining
duration of these securities was approximately 10 and 11 months as of June 30, 2015 and December 31, 2014,
respectively.

As the carrying value approximates the fair value for our short-term and long-term marketable securities shown in the
tables above, the following table summarizes the fair value of our short-term and long-term marketable securities
classified by maturity as of June 30, 2015 and December 31, 2014 (in thousands):

June 30, December

2015 31,2014
Due in one year or less $276,7890  $254,787
Due in greater than one year 158,161 147,892
Total available for sale short-term and long-term marketable securities $434,950 $402,679

Fair Value Measurements

We measure the fair value of our cash equivalents and marketable securities as the price that would be received from
selling an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement
date. We use the GAAP fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. This hierarchy requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. The three levels of inputs that may be used to measure fair value:

Level 1 — Quoted (unadjusted) prices in active markets for identical assets or liabilities.

11
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Our Level 1 assets consist of money market funds and U.S. government treasury bonds. We did not hold any Level 1
liabilities as of June 30, 2015 or December 31, 2014.

Level 2 — Observable inputs other than quoted prices included in Level 1, such as quoted prices for similar assets or

liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not active, or

other inputs that are observable or can be corroborated by observable market data for substantially the full term of the
asset or liability.

Our Level 2 assets consist of commercial paper, corporate bonds, certificates of deposits, U.S. government agency
bonds, asset-backed securities, municipal securities, U.S. dollar dominated foreign corporate bonds, agency discount
notes and our Israeli

9
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funds that are mainly invested in insurance policies. We obtain fair values for Level 2 investments from our asset
manager for each of our portfolios. Our custody bank and asset managers independently use professional pricing
services to gather pricing data which may include quoted market prices for identical or comparable financial
instruments, or inputs other than quoted prices that are observable either directly or indirectly, and we are ultimately
responsible for these underlying estimates.

We did not hold any Level 2 liabilities as of June 30, 2015 or December 31, 2014.

Level 3 — Unobservable inputs to the valuation methodology that are supported by little or no market activity and that
are significant to the measurement of the fair value of the assets or liabilities. Level 3 assets and liabilities include
those whose fair value measurements are determined using pricing models, discounted cash flow methodologies or
similar valuation techniques, as well as significant management judgment or estimation.

We did not hold any Level 3 assets or liabilities as of June 30, 2015 or December 31, 2014.
Recurring Fair Value Measurements

The following tables summarize our financial assets measured at fair value on a recurring basis as of June 30, 2015
and December 31, 2014 (in thousands):
Quoted Prices in

. Significant Other
.. Balance as of Active Observable

Description Markets for

June 30, 2015 . Inputs

Identical Assets (Level 2)
(Level 1)

Cash equivalents:
Money market funds $69,376 $69,376 $—
Commercial paper 32,644 — 32,644
Short-term investments:
Commercial paper 23,113 — 23,113
Corporate bonds 154,583 — 154,583
Municipal securities 10,238 — 10,238
U.S. government agency bonds 62,249 — 62,249
U.S. government treasury bonds 23,606 23,606 —
Agency discount notes 3,000 — 3,000
Long-term investments:
U.S. government agency bonds 39,523 — 39,523
Corporate bonds 65911 — 65911
U.S. dollar dominated foreign corporate bonds 517 — 517
U.S. government treasury bonds 35,811 35,811 —
Municipal securities 7,159 — 7,159
Asset-backed securities 9,240 — 9,240
Other assets:
Israeli funds 2,396 — 2,396

$539,366 $128,793 $410,573
10
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Description

Cash equivalents:

Money market funds
Commercial paper

Corporate bonds

Short-term investments:
Commercial paper

Corporate bonds

U.S. dollar denominated foreign corporate bonds
Municipal securities

U.S. government agency bonds
U.S. government treasury bonds
Certificates of Deposits
Long-term investments:

U.S. government agency bonds
Corporate bonds

U.S. dollar denominated foreign corporate bonds
U.S. government treasury bonds
Municipal securities
Asset-backed securities

Other assets:

Israeli funds

Note 3. Balance Sheet Components

Inventories

Inventories consist of the following (in thousands):

Raw materials
Work in process
Finished goods
Total Inventories

Balance as of
December 31, 2014

$ 80,786
21,997
1,745

33,998
151,966
901
9,160
41,587
15,777
1,398

48,217
57,089
521
20,813
9,551
11,701

2,307
$ 509,514

Quoted Prices in
Active

Markets for
Identical Assets
(Level 1)

$80,786

15,777

20,813

$117,376

June 30,
2015
$7,352
5,243
3,820
$16,415

Significant Other
Observable
Inputs

(Level 2)

$—
21,997
1,745

33,998
151,966
901
9,160
41,587

1,398

48,217
57,089
521
9,551
11,701

2,307
$392,138

December 31,
2014

$8,143

2,970

4,815
$15,928

Work in process includes costs to produce our clear aligner and intra-oral products. Finished goods primarily represent
our intra-oral scanners and ancillary products that support our clear aligner products.

11
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Accrued liabilities

Accrued liabilities consist of the following (in thousands):

June 30, December 31,

2015 2014
Accrued payroll and benefits $48,448 $44.610
Accrued sales rebates 12,647 11,110
Accrued sales and marketing expenses 6,231 5,979
Accrued sales tax and value added tax 5,387 5,456
Accrued accounts payable 3,678 5,736
Accrued warranty 2,986 3,148
Accrued professional fees 2,487 2,494
Accrued income taxes 1,939 2,027
Other accrued liabilities 8,189 7,320
Total Accrued Liabilities $91,992 $87,880

Warranty

We regularly review the accrued warranty balances and update these balances based on historical warranty

trends. Actual warranty costs incurred have not materially differed from those accrued; however, future actual
warranty costs could differ from the estimated amounts.

Clear Aligner

We warrant our Invisalign products against material defects until the Invisalign case is complete. We accrue for
warranty costs in cost of net revenues upon shipment of products. The amount of accrued estimated warranty costs is
primarily based on historical experience as to product failures as well as current information on replacement costs.
Scanners

We warrant our scanners for a period of one year from the date of training and installation. We accrue for these
warranty costs which includes materials and labor based on estimated historical repair costs. Extended service

packages may be purchased for additional fees.

Warranty accrual as of June 30, 2015 and 2014 consists of the following activity (in thousands):

Six Months Ended

June 30,

2015 2014
Balance at beginning of period $3,148 $3,104
Charged to cost of net revenues 976 1,195
Actual warranty expenditures (1,138 ) (1,047 )
Balance at end of period $2,986 $3,252

Note 4. Goodwill and Long-lived Assets

Goodwill

On April 29, 2011, we acquired Cadent Holdings, Inc. (“Cadent”). In connection with the acquisition, we allocated
approximately $58.0 million of goodwill to our Clear Aligner reporting unit based on the expected relative synergies

15
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generated by the acquisition. On April 30, 2013, we acquired ICA Holdings Pty Limited in a purchase business
combination of which $3.6 million was recorded to goodwill, which was attributed to our Clear Aligner reporting unit.

The change in the carrying value of goodwill for the six months ended June 30, 2015, all attributable to our Clear
Aligner reporting unit, is as follows (in thousands):

12
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Clear Aligner
Balance as of December 31, 2014 $61,369
Adjustments ! (166 )
Balance as of June 30, 2015 $61,203

I The adjustments to goodwill during the six months ended June 30, 2015 were due to foreign currency translation.

During the fourth quarter of fiscal 2014, we performed the annual goodwill impairment testing and found no
impairment events as the fair value of our Clear Aligner reporting unit was significantly in excess of the carrying
value.

Acquired intangible assets, arising either as a direct result from the Cadent acquisition or individually acquired, are
being amortized as follows (in thousands):

Weighted
Average . Gross Carrying Accumulated Accumulated Net Carrying
Amortization Amount as of Amortization Impairment  Value as of
Period (in June 30, 2015 Loss June 30, 2015
years)
Trademarks 15 $7,100 $(1,423 ) $(4,179 ) $1,498
Existing technology 13 12,600 (3,296 ) (4,328 ) 4,976
Customer relationships 11 33,500 (10,027 ) (10,751 ) 12,722
Other 8 285 (94 ) — 191
Total Intangible Assets $53,485 $ (14,840 ) $(19,258 ) $19,387
Weighted .
Average Gross Carrying Accumulated Net Carrying
. Amount as of Accumulated .
Amortization December 31 Amortization Impairment Value as of
Period (in ’ Loss December 31, 2014
2014
years)
Trademarks 15 $7,100 $(1,354 ) $@4,179 ) $ 1,567
Existing technology 13 12,600 (3,015 ) (4,328 ) 5,257
Customer relationships 11 33,500 (9,095 ) (10,751 ) 13,654
Other 8 285 (76 ) — 209
Total Intangible Assets $53,485 $(13,540 ) $(19,258 ) $ 20,687

The total estimated annual future amortization expense for these acquired intangible assets as of June 30, 2015 is as
follows (in thousands):

Fiscal Year Ending December 31,

Remainder of 2015 $1,300
2016 2,600
2017 2,600
2018 2,600
2019 2,592
Thereafter 7,695
Total $19,387

Note 5. Credit Facilities
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On March 22, 2013, we entered into a credit facility, which provides for a $50.0 million revolving line of credit, with
a $10.0 million letter of credit sublimit, and has a maturity date on March 22, 2016. The credit facility also requires us
to maintain a minimum unrestricted cash balance of $50.0 million and comply with specific financial conditions and
performance requirements. The loan bears interest, at our option, at a fluctuating rate per annum equal to the daily
one-month adjusted LIBOR rate plus a spread of 1.75% or an adjusted LIBOR rate (based on one, three, six or
twelve-month interest periods) plus a spread of 1.75%. As of June 30, 2015, we had no outstanding borrowings under
this credit facility and were in compliance with the conditions and performance requirements.

13
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Note 6. Legal Proceedings
Securities Class Action Lawsuit

On November 28, 2012, plaintiff City of Dearborn Heights Act 345 Police & Fire Retirement System filed a lawsuit
against Align, Thomas M. Prescott (“Mr. Prescott”), Align’s former President and Chief Executive Officer, and Kenneth
B. Arola (“Mr. Arola”), Align’s former Vice President, Finance and Chief Financial Officer, in the United States District
Court for the Northern District of California on behalf of a purported class of purchasers of our common stock (the
“Securities Action). On July 11, 2013, an amended complaint was filed, which named the same defendants, on behalf
of a purported class of purchasers of our common stock between January 31, 2012 and October 17, 2012. The

amended complaint alleged that Align, Mr. Prescott and Mr. Arola violated Section 10(b) of the Securities Exchange
Act of 1934 and Rule 10b-5 promulgated thereunder, and that Mr. Prescott and Mr. Arola violated Section 20(a) of the
Securities Exchange Act of 1934. Specifically, the amended complaint alleged that during the purported class period
defendants failed to take an appropriate goodwill impairment charge related to the April 29, 2011 acquisition of

Cadent Holdings, Inc. in the fourth quarter of 2011, the first quarter of 2012 or the second quarter of 2012, which
rendered our financial statements and projections of future earnings materially false and misleading and in violation of
U.S. GAAP. The amended complaint sought monetary damages in an unspecified amount, costs and attorneys’

fees. On December 9, 2013, the court granted defendants’ motion to dismiss with leave for plaintiff to file a second
amended complaint. Plaintiff filed a second amended complaint on January 8, 2014 on behalf of the same purported
class. The second amended complaint states the same claims as the amended complaint. On August 22, 2014, the

court granted our motion to dismiss without leave to amend. On September 22, 2014, Plaintiff filed a notice of appeal

to the Ninth Circuit Court of Appeals. Align intends to vigorously defend itself against these allegations. Align is
currently unable to predict the outcome of this amended complaint and therefore cannot determine the likelihood of

loss nor estimate a range of possible loss, if any.

Shareholder Derivative Lawsuit

On February 1, 2013, plaintiff Gary Udis filed a shareholder derivative lawsuit against several of Align’s current and
former officers and directors in the Superior Court of California, County of Santa Clara. The complaint alleges that
our reported income and earnings were materially overstated because of a failure to timely write down goodwill
related to the April 29, 2011 acquisition of Cadent Holdings, Inc., and that defendants made allegedly false statements
concerning our forecasts. The complaint asserts various state law causes of action, including claims of breach of
fiduciary duty, unjust enrichment, and insider trading, among others. The complaint seeks unspecified damages on
behalf of Align, which is named solely as nominal defendant against whom no recovery is sought. The complaint also
seeks an order directing Align to reform and improve its corporate governance and internal procedures, and seeks
restitution in an unspecified amount, costs, and attorneys’ fees. On July 8, 2013, an Order was entered staying this
derivative lawsuit until an initial ruling on our first motion to dismiss the Securities Action. On January 15, 2014, an
Order was entered staying this derivative lawsuit until an initial ruling on our second motion to dismiss the Securities
Action. On October 14, 2014, an Order was entered staying this derivative lawsuit until a ruling by the Ninth Circuit
in the Securities Action discussed above. Align is currently unable to predict the outcome of this complaint and
therefore cannot determine the likelihood of loss nor estimate a range of possible losses.

In addition, in the course of Align's operations, Align is involved in a variety of claims, suits, investigations, and
proceedings, including actions with respect to intellectual property claims, patent infringement claims, government
investigations, labor and employment claims, breach of contract claims, tax, and other matters. Regardless of the
outcome, these proceedings can have an adverse impact on us because of defense costs, diversion of management
resources, and other factors. Although the results of complex legal proceedings are difficult to predict and Align's
view of these matters may change in the future as litigation and events related thereto unfold; Align currently does not
believe that these matters, individually or in the aggregate, will materially affect Align's financial position, results of

19



operations or cash flows.
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Note 7. Commitments and Contingencies
Operating Leases

As of June 30, 2015, minimum future lease payments for non-cancelable operating leases are as follows (in
thousands):

Fiscal Year Ending December 31, Operating leases
Remainder of 2015 $5,090

2016 9,831

2017 5,885

2018 2,345

2019 529

Thereafter 438

Total minimum future lease payments $24,118

Off-balance Sheet Arrangements

As of June 30, 2015, we had no off-balance sheet arrangements that have, or are reasonably likely to have, a current or
future material effect on our consolidated financial condition, results of operations, liquidity, capital expenditures or
capital resources.

Indemnification Provisions

In the normal course of business to facilitate transactions in our services and products, we indemnify certain parties:
customers, vendors, lessors and other parties with respect to certain matters, including, but not limited to, services to
be provided by us and intellectual property infringement claims made by third parties. In addition, we have entered
into indemnification agreements with our directors and our executive officers that will require us, among other things,
to indemnify them against certain liabilities that may arise by reason of their status or service as directors or officers.
Several of these agreements limit the time within which an indemnification claim can be made and the amount of the
claim.

It is not possible to make a reasonable estimate of the maximum potential amount under these indemnification
agreements due to the unique facts and circumstances involved in each particular agreement. Additionally, we have a
limited history of prior indemnification claims and the payments we have made under such agreements have not had a
material adverse effect on our results of operations, cash flows or financial position. However, to the extent that valid
indemnification claims arise in the future, future payments by us could be significant and could have a material
adverse effect on our results of operations or cash flows in a particular period. As of June 30, 2015, we did not have
any material indemnification claims that were probable or reasonably possible.

Note 8. Stock-based Compensation

Summary of stock-based compensation expense

As of June 30, 2015, we had a total reserve of 23,283,379 shares for issuance.

Stock-based compensation is based on the estimated fair value of awards, net of estimated forfeitures, and recognized
over the requisite service period. Estimated forfeitures are based on historical experience at the time of grant and may
be revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. The stock-based
compensation related to all of our stock-based awards and employee stock purchases for the three and six months

ended June 30, 2015 and 2014 is as follows (in thousands):
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Cost of net revenues

Selling, general and administrative
Research and development

Total stock-based compensation

15

Three Months Ended
June 30,

2015 2014
$967 $937
9,771 7,650
2,088 1,719
$12,826 $10,306

Six Months Ended

June 30,

2015 2014
$1,945 $1,781
18,542 14,367
3,987 3,290
$24,474 $19,438
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Options

Activity for the six months ended June 30, 2015 under the stock option plans is set forth below (in thousands, except

years and per share amounts):

Stock Options Weighted Weighted
Number of Average Aggregate
Average o .
Shares ; Remaining Intrinsic
. Exercise
Underlying Price ver Share Contractual Value
Stock Options p Term
(in years )
Outstanding as of December 31, 2014 668 $15.57
Granted — —
Exercised (112 ) 16.05
Cancelled or expired — —
Outstanding as of June 30, 2015 556 $15.47 2.51 $26,247
Vested and expected to vest at June 30, 2015 556 $15.47 2.51 $26,247
Exercisable at June 30, 2015 556 $15.47 2.51 $26,247

There were no stock options granted during the six months ended June 30, 2015 and 2014. All compensation costs
relating to stock options have been recognized as of June 30, 2015.

Restricted Stock Units (“RSU”)
A summary of the RSU activity for the six months ended June 30, 2015 is as follows (in thousands, except years):

Weighted

Number of Shares Weighted Remaining Aggregate
Underlying RSU Average Grant Contractual Intrinsic
Date Fair Value . Value
Period
(in years)
Nonvested as of December 31, 2014 2,124 $42.08
Granted 806 57.62
Vested and released (585 ) 36.15
Forfeited (44 ) 45.32
Nonvested as of June 30, 2015 2,301 $48.98 1.54 $144,297

As of June 30, 2015, the total unamortized compensation cost related to RSU, net of estimated forfeitures, was $84.8
million, which we expect to recognize over a weighted average period of 2.5 years.

We have granted market-performance based restricted stock units (“MSU”) to our executive officers. Each MSU
represents the right to one share of Align’s common stock and will be issued through our amended 2005 Incentive
Plan. The actual number of MSU which will be eligible to vest will be based on the performance of Align’s stock price
relative to the performance of the NASDAQ Composite Index over the vesting period, generally two to three years, up
to 150% of the MSU initially granted.

The following table summarizes the MSU activity for the six months ended June 30, 2015 (in thousands, except
years):
Number of Shares Weighted
Underlying MSU Average Grant

Weighted Average Aggregate
Remaining Intrinsic
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Date Fair Value Contractual Period Value

(in years )
Nonvested as of December 31, 2014 498 $42.00
Granted 289 61.73
Vested and released (156 ) 29.45
Nonvested as of June 30, 2015 631 $45.31 1.80
16

$39,526
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As of June 30, 2015, the total unamortized compensation costs related to the MSU, net of estimated forfeitures, was
$19.0 million, which we expect to recognize over a weighted average period of 1.8 years.

Employee Stock Purchase Plan ("ESPP")

In May 2010, our stockholders approved the 2010 Employee Stock Purchase Plan ("2010 Purchase Plan") which will
continue until terminated by either the Board of Directors or its administrator. The maximum number of shares
available for purchase under the 2010 Purchase Plan is 2,400,000 shares. As of June 30, 2015, there remains
1,226,899 shares available for purchase under the 2010 Purchase Plan.

The fair value of the option component of the 2010 Purchase Plan shares was estimated at the grant date using the
Black-Scholes option pricing model with the following weighted average assumptions:

Six Months Ended

June 30,

2015 2014
Expected term (in years) 1.2 1.2
Expected volatility 31.9 % 42.3 %
Risk-free interest rate 0.26 % 0.17 %
Expected dividends — &#l
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