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Item 2.02 Results of Operations and Financial Condition.

On January 26, 2023, Confluent, Inc. (the “Company”) announced preliminary unaudited financial and other results for its fourth quarter of 2022 and
fiscal year 2022.

Based on preliminary unaudited financial and other information, the Company expects results to exceed the high end of its guidance for total revenue,
non-GAAP operating margin, and non-GAAP net loss per share for its fourth quarter and fiscal year 2022:

Fourth Quarter 2022 Financial Highlights
 

(in millions, except per share data and percentages)    Q4 2022   Q4 2021   Y/Y Change
Total Revenue    $168.7   $119.9   41%
Confluent Cloud Revenue    $68.4   $33.8   102%
GAAP Operating Loss    $(115.0)  $(113.7)  $(1.3)
Non-GAAP Operating Loss    $(36.3)   $(49.7)   $13.4
GAAP Operating Margin    (68.2%)  (94.8%)  26.6 pts
Non-GAAP Operating Margin    (21.5%)  (41.4%)  19.9 pts
GAAP Net Loss Per Share    $(0.37)   $(0.43)   $0.06
Non-GAAP Net Loss Per Share    $(0.09)   $(0.19)   $0.10
Net Cash Used in Operating Activities    $(27.1)   $(23.9)   $(3.2)
Free Cash Flow    $(30.9)   $(26.7)   $(4.2)

Fiscal Year 2022 Financial Highlights
 

(in millions, except per share data and percentages)    FY 2022   FY 2021   Y/Y Change
Total Revenue    $585.9   $387.9   51%
Confluent Cloud Revenue    $211.2   $94.2   124%
GAAP Operating Loss    $(462.7)  $(339.6)  $(123.1)
Non-GAAP Operating Loss    $(176.9)  $(160.6)  $(16.3)
GAAP Operating Margin    (79.0%)  (87.6%)  8.6 pts
Non-GAAP Operating Margin    (30.2%)  (41.4%)  11.2 pts
GAAP Net Loss Per Share    $(1.62)   $(1.82)   $0.20
Non-GAAP Net Loss Per Share    $(0.58)   $(0.86)   $0.28
Net Cash Used in Operating Activities    $(157.3)  $(105.1)  $(52.2)
Free Cash Flow    $(171.8)  $(114.0)  $(57.8)

A description of these non-GAAP financial measures, including the reasons management uses each measure, as well as a reconciliation of each
non-GAAP financial measure to the most directly comparable GAAP financial measure are provided below under “Non-GAAP Financial Measures” in
this Item 2.02.

The Company also expects to report the following preliminary results for its key metrics as of December 31, 2022:
 

  • Remaining performance obligations grew 48% year over year to $740.7 million, of which 62% is expected to be recognized as revenue
over the next 12 months

 

  • Customers with $100,000 or greater in annual recurring revenue (“ARR”) grew 35% year over year to 991, 133 of which had $1,000,000
or greater in ARR, up 51% year over year

 

  • Dollar-based net retention rate of just under 130%



As previously announced, the Company is scheduled to release financial results for its fourth quarter and fiscal year 2022, which ended December 31,
2022, and will host a live video webcast to discuss the results, after the U.S. market close on Monday, January 30, 2023.

For a description of the Company’s key metrics, see the section titled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Key Business Metrics” in the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2022 filed with the
Securities and Exchange Commission (the “SEC”) and Exhibit 99.1 of the Company’s Form 8-K, furnished to the SEC on November 2, 2022.

These preliminary unaudited financial and other results are subject to revision in connection with the Company’s financial closing procedures, including
the review of such financial results by the Company’s audit committee, and finalization and audit of the Company’s consolidated financial statements for
the year ended December 31, 2022. During the preparation of the Company’s consolidated financial statements and related notes and the completion of
the audit for the year ended December 31, 2022, additional adjustments to the preliminary estimated financial results presented above may be identified.
Actual results for the periods reported may differ from these preliminary results.

Non-GAAP Financial Measures

This Current Report on Form 8-K includes the following non-GAAP financial measures: non-GAAP operating loss, non-GAAP operating margin,
non-GAAP net loss per share, free cash flow, and free cash flow margin. Non-GAAP financial measures are financial measures that are derived from the
consolidated financial statements, but that are not presented in accordance with generally accepted accounting principles in the United States (GAAP).
The Company uses these non-GAAP financial measures and other key metrics internally to facilitate analysis of its financial and business trends and for
internal planning and forecasting purposes. The Company believes these non-GAAP financial measures, when taken collectively, may be helpful to
investors because they provide consistency and comparability with past financial performance by excluding certain items that may not be indicative of
its business, results of operations, or outlook. However, non-GAAP financial measures have limitations as an analytical tool and are presented for
supplemental informational purposes only. They should not be considered in isolation from, or as a substitute for, financial information prepared in
accordance with GAAP. In particular, other companies, including companies in the Company’s industry, may report non-GAAP operating loss,
non-GAAP operating margin, non-GAAP net loss per share, free cash flow, and free cash flow margin, or similarly titled measures but calculate them
differently, which reduces their usefulness as comparative measures. The Company defines non-GAAP operating loss, non-GAAP operating margin and
non-GAAP net loss per share as the respective GAAP balances, adjusted for, as applicable, stock-based compensation expense; employer taxes on
employee stock transactions; common stock charitable donation expense; acquisition-related expenses; amortization of debt issuance costs; and income
tax effects associated with these adjustments. The Company defines free cash flow as net cash used in operating activities, less capitalized internal-use
software costs and capital expenditures, and free cash flow margin as free cash flow as a percentage of revenue.

Reconciliation of GAAP Measures to Non-GAAP Measures

The following table presents a reconciliation of non-GAAP operating loss to GAAP operating loss and non-GAAP net loss to GAAP net loss, each the
most directly comparable GAAP measure, for each of the periods presented.



     Three Months Ended December 31,     Year Ended December 31,  
     2022     2021     2022     2021  

      
 

     
 

     
 

     
 

     (in thousands, except percentages, share and per share data)  
     (unaudited)  
Reconciliation of GAAP operating loss to non-GAAP operating loss:  

Operating loss on a GAAP basis    $ (114,985)    $ (113,680)    $ (462,674)    $ (339,620) 
Add: Stock-based compensation

expense      76,028      58,072      277,656      155,624 
Add: Employer taxes on employee

stock transactions      1,532      5,952      7,010      10,089 
Add: Common stock charitable

donation expense      —        —        —        13,290 
Add: Acquisition-related expenses      1,104      —        1,104      —   

      
 

     
 

     
 

     
 

Non-GAAP operating loss    $ (36,321)    $ (49,656)    $ (176,904)    $ (160,617) 
      

 

     

 

     

 

     

 

Non-GAAP operating margin      (21.5%)     (41.4%)     (30.2%)     (41.4%) 

Reconciliation of GAAP net loss to non-GAAP net loss:  
Net loss on a GAAP basis    $ (105,884)    $ (114,439)    $ (452,551)    $ (342,801) 

Add: Stock-based compensation
expense      76,028      58,072      277,656      155,624 

Add: Employer taxes on employee
stock transactions      1,532      5,952      7,010      10,089 

Add: Common stock charitable
donation expense      —        —        —        13,290 

Add: Acquisition-related expenses      1,104      —        1,104      —   
Add: Amortization of debt issuance

costs      959      187      3,799      187 
Add: Income tax effects and

adjustments      656      (181)      1,631      844 
      

 
     

 
     

 
     

 

Non-GAAP net loss    $ (25,605)    $ (50,409)    $ (161,351)    $ (162,767) 
      

 

     

 

     

 

     

 

Non-GAAP net loss per share, basic and diluted    $ (0.09)    $ (0.19)    $ (0.58)    $ (0.86) 
      

 

     

 

     

 

     

 

Weighted-average shares used to compute net loss
per share, basic and diluted      286,732,756      265,480,761      280,080,357      188,627,720 

      

 

     

 

     

 

     

 

The following table presents a reconciliation of free cash flow to net cash used in operating activities, the most directly comparable GAAP measure, for
each of the periods indicated:
 

     Three Months Ended December 31,     Year Ended December 31,  
     2022     2021     2022     2021  

      
 

     
 

     
 

     
 

    
(in thousands, except percentages)

(unaudited)  
Net cash used in operating activities    $        (27,078)    $ (23,876)    $ (157,333)    $ (105,060) 
Capitalized internal-use software costs      (2,781)      (1,479)      (10,334)      (5,342) 
Capital expenditures      (1,006)      (1,364)      (4,121)      (3,600) 

      
 

     
 

     
 

     
 

Free cash flow    $ (30,865)    $ (26,719)    $ (171,788)    $ (114,002) 
      

 

     

 

     

 

     

 

Free cash flow margin      (18.3%)     (22.3%)     (29.3%)     (29.4%) 
Net cash used in investing activities    $ (49,548)    $ (196,251)    $ (865,805)    $ (400,583) 
Net cash provided by financing activities    $ 8,249    $    1,013,346    $        82,241    $  1,844,514 

The information contained in this Item 2.02 of this Current Report on Form 8-K shall not be deemed “filed” for purposes of Section 18 of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities of that section, nor shall it be deemed incorporated by
reference into any filing made by the Company under the Securities Act of 1933, as amended (the “Securities Act”), or the Exchange Act, regardless of
any general incorporation language in such filings, unless expressly incorporated by specific reference in such filing.

 
Item 2.05 Costs Associated with Exit or Disposal Activities.

On January 17, 2023, the Board of Directors of the Company approved restructuring actions (the “Restructuring Plan”) to adjust its cost structure and
real estate footprint and accelerate its timeline to achieve breakeven non-GAAP operating margin. The Company now expects to exit the fourth quarter
of 2023 with breakeven non-GAAP operating margin, while delivering approximately 30% annual revenue growth in 2023.

The Restructuring Plan includes a reduction of approximately 8% of the Company’s global workforce of 2,761 employees as of December 31, 2022,
with most of these reductions expected to occur by the end of the second quarter of 2023. Worldwide, the Company expects the workforce reductions to
comply with applicable laws including consultation requirements. Any local separations will be determined at the time and as required by any local
consultation or process requirements.

The Company estimates it will incur approximately $27 to $31 million in non-recurring charges in connection with the Restructuring Plan,
predominantly related to cash expenditures for employee transition and severance payments, employee benefits, and related facilitation costs as well as
non-cash expenditures related to lease abandonment. Of the total restructuring expenses, $14 to $17 million is expected to result in future cash outlays.
The Company expects the majority of the charges to be recognized by March 31, 2023 and future cash outlays to be substantially complete by June 30,
2023. The costs associated with the Restructuring Plan will be included in the Company’s GAAP results but are expected to be excluded from the
Company’s non-GAAP results.



Potential position eliminations in each country are subject to local law and consultation requirements, which may extend this process beyond June 30,
2023 in certain countries. The charges that the Company expects to incur are subject to a number of assumptions, including local law requirements in
various jurisdictions, and actual expenses may differ materially from the estimates disclosed above.

 
Item 7.01 Regulation FD Disclosure.

The Company is issuing its preliminary outlook for its first quarter of 2023, and updating the preliminary outlook for fiscal year 2023, which it initially
provided on November 2, 2022 during its earnings call for the third quarter of 2022, as follows:
 

     Q1 2023 Outlook    FY 2023 Outlook
Total Revenue    $166-$168 million   $760-$765 million
Non-GAAP Operating Margin    ~ (27%)    (15%) - (14%)
Non-GAAP Net Loss Per Share    $(0.15)-$(0.13)    $(0.28)-$(0.22)

The Company expects to exit the fourth quarter of 2023 with breakeven non-GAAP operating margin.

A reconciliation of forward-looking non-GAAP operating margin and non-GAAP net loss per share to the most directly comparable GAAP measures is
not available without unreasonable effort, as certain items cannot be reasonably predicted because of their high variability, complexity and low visibility.
In particular, the measures and effects of the Company’s stock-based compensation expense specific to its equity compensation awards and employer
payroll tax-related items on employee stock transactions, both of which the Company expects will have a significant impact on its future GAAP
financial results, are directly impacted by the timing of employee stock transactions and unpredictable fluctuations in the Company’s stock price.

In addition, on January 26, 2023, Jay Kreps, the Company’s Chief Executive Officer, sent a letter to Company employees, which letter is attached to this
Current Report on Form 8-K as Exhibit 99.1 and is incorporated by reference.

The information contained in this Item 7.01 of this Current Report on Form 8-K, including Exhibit 99.1 incorporated by reference herein, shall not be
deemed “filed” for purposes of Section 18 of the Exchange Act, or otherwise subject to the liabilities of that section, nor shall it be deemed incorporated
by reference into any filing made by the Company under the Securities Act or the Exchange Act, regardless of any general incorporation language in
such filings, unless expressly incorporated by specific reference in such filing.

Forward Looking Statements

This Current Report on Form 8-K and the exhibit attached hereto contains forward-looking statements including, among other things, statements about
the Company’s expectations regarding the costs, cash outlays, benefits, timing and financial impacts of the Restructuring Plan, the Company’s
preliminary unaudited financial and other results as of and for the fourth quarter of 2022 and fiscal year 2022, the Company’s anticipated timeline to
achieve breakeven for non-GAAP operating margin, the Company’s financial outlook for the first quarter of 2023 and fiscal year 2023, including
expected annual revenue growth rate, and related matters. The words “believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “expect,”
“seek,” “plan,” “project,” “target,” “looking ahead,” “look to,” “move into,” and similar expressions are intended to identify forward-looking statements.
Forward-looking statements represent the Company’s current beliefs, estimates and assumptions only as of the date of this Current Report on Form 8-K
and information contained herein should not be relied upon as representing the Company’s estimates as of any subsequent date. These forward-looking
statements are subject to risks, uncertainties, and assumptions. If the risks materialize or assumptions prove incorrect, actual results could differ
materially from the results implied by these forward-looking statements. Risks include, but are not limited to: (i) the Company’s ability to timely
complete its financial closing procedures and finalize its consolidated financial statements for fiscal year 2022, (ii) the Company’s



limited operating history, including in uncertain macroeconomic environments, (iii) the Company’s ability to sustain and manage its rapid growth,
including following the Restructuring Plan, (iv) the Company’s ability to attract new customers and retain and sell additional features and services to its
existing customers, (v) inflationary conditions, economic uncertainty, recessionary risks, and exchange rate fluctuations, which may result in customer
pullback in information technology spending, lengthening of sales cycles, reduced contract sizes, reduced consumption of Confluent Cloud or customer
preference for open source alternatives, as well as the potential need for cost efficiency measures, such as the Restructuring Plan, (vi) the Company’s
ability to increase consumption of its offering, including by existing customers and through the acquisition of new customers, and successfully add new
features and functionality to its offering, (vii) the Company’s ability to achieve or sustain profitability and improve margins annually, by the Company’s
expected timelines or at all, (viii) the Company’s ability to operate its business and execute on its strategic initiatives following the Restructuring Plan,
(ix) the estimated addressable market opportunity for the Company’s offering, (x) the Company’s ability to compete effectively in an increasingly
competitive market, including achieving market acceptance over competitors and open source alternatives, (xi) the Company’s ability to successfully
execute its go-to-market strategy and initiatives, including following the Restructuring Plan, (xii) the Company’s ability to attract and retain highly
qualified personnel, which could be negatively impacted by the Restructuring Plan, (xiii) breaches in the Company’s security measures or unauthorized
access to its platform, its data, or its customers’ or other users’ personal data, (xiv) the Company’s reliance on third-party cloud-based infrastructure to
host Confluent Cloud, and (xiv) general market, political, economic, and business conditions, including continuing impacts from the COVID-19
pandemic. These risks are not exhaustive. Further information on these and other risks that could affect the Company’s results is included in its filings
with the SEC, including its Quarterly Report on Form 10-Q for the quarter ended September 30, 2022, and the Company’s future reports that the
Company may file from time to time with the SEC. Additional information will be made available in the Company’s Annual Report on Form 10-K for
the year ended December 31, 2022 that will be filed with the SEC, which should be read in conjunction with this Current Report on Form 8-K and the
preliminary financial results included herein. The Company assumes no obligation to, and does not currently intend to, update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise, except as required by law.

 
Item 9.01 Financial Statements and Exhibits.

(d) Exhibits
 
Exhibit No.   Description

99.1    Message to Confluent employees from Jay Kreps, dated January 26, 2023.

104    Cover Page Interactive Data File (formatted as Inline XBRL).
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Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this report to be signed on its
behalf by the undersigned hereunto duly authorized.
 

    CONFLUENT, INC.

    By:   /s/ Steffan Tomlinson
Dated: January 26, 2023       Steffan Tomlinson

      Chief Financial Officer



Exhibit 99.1

Message to Confluent Employees from Jay Kreps

Today we’re announcing a very hard change we have to make. We are rolling out a set of adjustments to our 2023 plan oriented around driving
additional
efficiency. As part of this we are reducing our workforce by about 8%. If you are one of the individuals whose role is impacted, you will
receive a calendar invite for a conversation with a senior leader today. If you are outside of the U.S. there
may be slightly different timelines based on
local laws. If you are one of the individuals whose role is not impacted, you will receive a follow-up email letting you know you are not impacted.

Why we are doing this

This decision was not made
lightly. However, I believe this is a necessary change to set us up for success in the year ahead.

To many, I’m sure this news comes as a shock,
though those following the broader tech ecosystem closely may be less surprised. In this challenging
economic environment, sales cycles are taking longer and many of our deals are more scrutinized by customers. This puts pressure on growth.
Meanwhile there has also been a significant shift in the market, resetting expectations for the tech sector. This rapid change in the world around us, left
our plans for the year increasingly squeezed between downward pressure on growth from a
slowing economy and upwards pressure on efficiency from
the rapid change in the market. Ultimately, we had optimized some aspects of our operations for a very different world than we found ourselves
operating in. The responsibility for that falls
squarely on me.

In light of this we reevaluated our plans for the year, and have made the decision to accelerate our path to profitability, while still
delivering high
growth. In our new plan, we expect to grow revenue by approximately 30% in 2023 and exit Q4 2023 with breakeven non-GAAP operating margin.

At my request, everyone on the executive team took a step back to look at our existing expenses and headcount. We wanted to ensure we had fully
funded every
essential aspect of our near term execution and longer term plans. But we knew that in the rapid growth over the last 8 years, there was
room for improvements in efficiency without compromising our longer term plans. With this in mind we made a set
of targeted cuts that enable a more
rapid path to profitability while maintaining high growth. We’ll talk through these changes in the days ahead.

Our plan for departures

Unfortunately, we are saying
goodbye to many friends and colleagues across the company. We want to do this in a way that ensures we are doing right
by our departing team members.

In
the U.S., impacted employees will be offered severance, healthcare coverage, outplacement services, immigration support as needed and some
forward vesting of RSUs. Those outside the U.S. will receive a broadly similar package but with variations
based on the requirements of local laws.

What’s next?

To those who are leaving, I want to say thank you. You have made important contributions to Confluent and I have the utmost respect for all of you.

To those who remain, I know a change like this is jarring and disruptive. We’ll be adjusting some team structures and our plans for the year in light of
this change. We’ll be discussing this plan in greater detail at our company kick off next week.

Despite the difficult environment, I remain very
optimistic about our future. We are a leader in a massive, highly strategic space. We have a huge
opportunity to build a major new data platform that can be the central nervous system of every company.

I want to personally thank all of you for being here, showing up, and helping build Confluent into the enduring company we all know it can be.

-Jay


