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FORM 10-Q

x Quarterly Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of
1934
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o Transition Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
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(Address (including zip code) and telephone number (including area code) of registrant�s principal executive offices)

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:  o

Indicate by check mark whether the Registrant is an a large accelerated filer, an accelerated filer, or non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. Check one:

Large accelerated filer:  o     Accelerated filer:  o    Non-accelerated filer:  x
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Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).   Yes:  o    No:  x

As of November 8, 2007, the Registrant had 47,995,701 shares of Common Stock, par value $0.0001 per share, outstanding.
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PART I. FINANCIAL INFORMATION

Item 1.  Consolidated Financial Statements

InnerWorkings, Inc.

CONSOLIDATED STATEMENTS OF INCOME 

(Unaudited)

Three months ended September 30, Nine months ended September 30,
2006 2007 2006 2007

Revenue $ 41,784,814 $ 72,149,970 $ 99,361,724 $ 198,392,945
Cost of goods sold 32,239,588 53,806,336 78,227,822 148,417,678
Gross profit 9,545,226 18,343,634 21,133,902 49,975,267
Operating expenses:
Selling, general, and administrative
expenses 5,665,111 11,877,927 12,770,496 33,202,122
Depreciation and amortization 240,123 640,697 574,016 1,579,815
Income from operations 3,639,992 5,825,010 7,789,390 15,193,330
Other income (expense):
Interest income 314,897 637,709 492,231 1,713,820
Interest expense (64,050) (7,576) (148,539) (18,739)
Other, net (2,394) 149,315 (4,784) 327,223
Total other income 248,453 779,448 338,908 2,022,304
Income before income taxes 3,888,445 6,604,458 8,128,298 17,215,634
Income tax expense 1,521,225 2,577,243 3,215,327 6,705,397
Net income 2,367,220 4,027,215 4,912,971 10,510,237
Dividends on preferred shares (293,740) � (1,408,740) �
Net income applicable to common
shareholders $ 2,073,480 $ 4,027,215 $ 3,504,231 $ 10,510,237

Basic earnings per share $ 0.06 $ 0.08 $ 0.13 $ 0.22
Diluted earnings per share $ 0.05 $ 0.08 $ 0.13 $ 0.21

See accompanying notes.
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InnerWorkings, Inc.

CONSOLIDATED BALANCE SHEETS 

(Unaudited)

December 31, September 30,
2006 2007

(Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 20,612,944 $ 54,317,892
Marketable securities 9,979,755 15,950,000
Accounts receivable, net of allowance for doubtful accounts of $378,943 and
$607,636, respectively 44,990,964 57,453,661
Unbilled revenue 4,691,546 8,816,169
Inventories 2,080,257 3,786,805
Prepaid expenses 5,538,998 4,297,425
Advances to related parties 66,374 73,309
Deferred income taxes 314,538 819,028
Other current assets 1,263,411 1,960,693
Total current assets 89,538,787 147,474,982
Property and equipment, net 2,801,859 3,603,532
Intangibles and other assets:
Goodwill 9,738,559 15,615,748
Intangible assets, net of accumulated amortization of $625,787 and $1,278,378,
respectively 6,531,191 8,014,600
Deposits 203,337 208,217
Investment 125,000 125,000
Deferred income taxes 4,537,193 4,122,535
Other assets 33,978 26,792

21,169,258 28,112,892
Total assets $ 113,509,904 $ 179,191,406

Liabilities and stockholders� equity
Current liabilities:
Accounts payable-trade $ 24,016,249 $ 36,509,839
Payable to related parties 182,604 103,389
Due to seller 1,621,000 633,368
Current maturities of capital lease obligations 74,494 67,773
Customer deposits 1,949,822 2,277,263
Other liabilities 777,513 1,201,576
Deferred revenue 239,247 �
Accrued expenses 2,972,776 3,534,183
Total current liabilities 31,833,705 44,327,391
Capital lease obligations, less current maturities 221,685 165,117
Total liabilities 32,055,390 44,492,508
Stockholders� equity:
Common stock, par value $0.00001 per share, 44,014,319 and 47,894,677 shares
were issued and outstanding as of December 31, 2006 and September 30, 2007,
respectively 440 479
Additional paid-in capital 120,432,502 163,068,551
Treasury stock at cost (40,000,000) (40,000,000)

(20,245) 77,814
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Accumulated other comprehensive gain (loss)-unrealized gain (loss) on
marketable securities
Retained earnings 1,041,817 11,552,054
Total stockholders� equity 81,454,514 134,698,898
Total liabilities and stockholders� equity $ 113,509,904 $ 179,191,406

See accompanying notes.
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InnerWorkings, Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS 

(Unaudited)

Nine Months Ended
September 30,

2006 2007
Cash flows from operating activities
Net income $ 4,912,971 $ 10,510,237
Adjustments to reconcile net income to net cash provided by (used in) operating
activities:
Deferred income taxes 174,130 (89,864)
Depreciation and amortization 574,016 1,579,815
Noncash stock compensation expense 311,230 764,424
Bad debt provision 111,463 228,693
Deferred financing expense 7,186 7,186
Advances to (from) related parties 124,534 (86,150)
Change in assets, net of acquisitions:
Accounts receivable (10,711,332) (8,995,932)
Inventories � (656,064)
Unbilled revenue (3,618,186) (4,124,623)
Prepaid expenses and other (314,637) 773,558
Change in liabilities, net of acquisitions:
Accounts payable 557,487 8,778,707
Customer deposits (3,175,288) 175,869
Accrued expenses and other 3,252,725 (1,991,580)
Net cash provided by (used in) operating activities (7,793,701) 6,874,276
Cash flows from investing activities
Purchases of property and equipment (980,300) (1,343,003)
Purchase of marketable securities (10,000,000) (5,872,186)
Purchase of Graphography, net of cash acquired (2,975,929) (1,168,939)
Purchase of Applied Graphics � (689,124)
Purchase of Brown & Partners, net of cash acquired � (388,615)
Purchase of Inkchasers, net of cash acquired � (389,729)
Purchase of CoreVision (10,000) (1,479,283)
Purchase of Spectrum � (3,646,823)
Net cash used in investing activities (13,966,229) (14,977,702)
Cash flows from financing activities
Net repayments of note payable, bank (4,796,414) �
Collection of member receivable 188,469 �
Principal payments on capital lease obligations (80,312) (63,289)
Payments of distributions (3,107,634) �
Payment of dividends on preferred shares (1,646,136) �
Preference payments on preferred shares (5,500,000) �
Issuance of shares 110,294,066 37,127,343
Issuance of common stock upon exercise of stock options � 585,498
Tax benefit of stock options exercised 370,213 4,158,822
Payment of issuance costs (2,641,526) �
Payments for share repurchase (40,000,000) �
Net cash provided by financing activities 53,080,726 41,808,374
Increase in cash and cash equivalents 31,320,796 33,704,948
Cash and cash equivalents, beginning of period 2,962,740 20,612,944
Cash and cash equivalents, end of period $ 34,283,536 $ 54,317,892
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InnerWorkings, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Three and Nine Months Ended September 30, 2006 and 2007

1.             Summary of Significant Accounting Policies

Basis of Presentation of Interim Financial Statements

The accompanying unaudited condensed consolidated financial statements of InnerWorkings, Inc. and subsidiaries (the Company) included
herein have been prepared to conform to the rules and regulations of the Securities and Exchange Commission (SEC) and accounting principles
generally accepted in the United States for interim financial information. Certain information and footnote disclosures normally included in
financial statements prepared in accordance with accounting principles generally accepted in the United States have been condensed or omitted
pursuant to such rules and regulations. In the opinion of management, all adjustments considered necessary for a fair presentation of the
accompanying unaudited financial statements have been included, and all adjustments are of a normal and recurring nature. The operating results
for the three and nine months ended September 30, 2007 are not necessarily indicative of the results to be expected for the full year 2007. These
condensed interim consolidated financial statements and notes should be read in conjunction with our Consolidated Financial Statements and
Notes thereto as of December 31, 2006 included in the Company�s Annual Report on Form 10-K filed with the SEC on March 30, 2007.

Goodwill and Other Intangibles

Goodwill represents the excess of purchase price and related costs over the value assigned to the net tangible and identifiable intangible assets of
businesses acquired. In accordance with Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other Intangible Assets,
goodwill is not amortized, but instead is tested for impairment annually, or more frequently if circumstances indicate a possible impairment may
exist. The Company evaluates the recoverability of goodwill using a two-step impairment test. For goodwill impairment test purposes, the
Company has one reporting unit. In the first step, the fair value for the Company is compared to its book value including goodwill. In the case
that the fair value is less than the book value, a second step is performed which compares the implied fair value of the goodwill to the book value
of the goodwill. The fair value of the goodwill is determined based on the difference between the fair value of the Company and the net fair
values of the identifiable assets and liabilities. If the implied fair value of the goodwill is less than the book value, the difference is recognized as
an impairment. Absent any interim indicators of potential impairment, the Company has elected to test for goodwill impairment during the
fourth quarter of each year and as a result of the 2006 analysis performed, no impairment charges were required.

SFAS No. 142 also requires that intangible assets with finite lives be amortized over their respective estimated useful lives and reviewed for
impairment whenever impairment indicators exist in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets. The Company�s intangible assets consist of customer lists, noncompete agreements and trade names, which are being amortized on the
straight-line basis over their estimated weighted-average useful lives of approximately thirteen years, four years and four years, respectively.

The following is a summary of the intangible assets:

December 31,
2006

September 30,
2007

Weighted-
Average Life

Customer lists $ 6,245,978 $ 8,345,978 12.7 years
Noncompete agreements 521,000 557,000 4.4 years
Trade names 390,000 390,000 4.0 years

7,156,978 9,292,978
Less accumulated amortization (625,787) (1,278,378)

Intangible assets, net $ 6,531,191 $ 8,014,600

Amortization expense related to these intangible assets was $271,974 and $652,591 for the three and nine months ended September 30, 2007,
respectively.
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The estimated amortization expense for the next five years is as follows:

2008 $ 890,265
2009 829,731
2010 805,531
2011 708,031
2012 674,031
Thereafter 4,107,011

$ 8,014,600

Stock-Based Compensation

Effective January 1, 2006, the Company adopted the fair value recognition provisions of FAS 123 (R), Share-Based Payments, using the
prospective transition method and Black-Scholes as the option valuation model. Under the prospective transition method, the Company
continues to account for nonvested equity awards outstanding at the date of adopting Statement 123 (R) in the same manner as they had been
accounted for prior to adoption. As a result, under APB No. 25, compensation expense is based on the difference, if any, on the grant date
between the estimated fair value of the Company�s stock and the exercise price of options to purchase that stock. The compensation expense is
then amortized over the vesting period of the stock options.

During the nine month periods ended September 30, 2006 and 2007, the Company issued 1,262,050 and 62,000 options, respectively to various
employees of the Company. During the nine month periods ended September 30, 2006 and 2007, 202,833 and 880,358 options were exercised,
132,833 and 192,220 of which were exercised during the three months periods ended September 30, 2006 and 2007, respectively. Using the
Black-Scholes option valuation model and the assumptions listed below, the Company recorded $311,230 and $764,424 in compensation
expense for the nine month periods ended September 30, 2006 and 2007, respectively.

The following assumptions were utilized in the valuation for options granted in 2006 and 2007:

2006 2007
Dividend yield �% �%
Risk-free interest rate 4.62%-5.02% 4.60%-4.61%
Expected life 10 years 10 years
Volatility 33.5% 33.5%
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2.             Earnings Per Share

Basic earnings per common share is calculated by dividing net income available to common stockholders by the weighted average number of
common shares outstanding. Diluted earnings per share is calculated by dividing net income by the weighted average number of common shares
outstanding plus share equivalents that would arise from the exercise of stock options. During the three and nine months ended September 30,
2007, 55,119 and 40,192 options, respectively, were excluded from the calculation as these options were anti-dilutive. The computations of basic
and diluted earnings per common share for the three and nine months ended September 30, 2006 and 2007 are as follows:

Three Months Ended Nine Months Ended
September 30, September 30,

2006 2007 2006 2007
Numerator:
Net income $ 2,367,220 $ 4,027,215 $ 4,912,971 $ 10,510,237
Preferred stock dividends (293,740) � (1,408,740) �
Numerator for basic earnings per share $ 2,073,480 $ 4,027,215 $ 3,504,231 $ 10,510,237

Effect of dilutive securities:
Preferred stock dividends 293,740 � 1,408,740 �

293,740 � 1,408,740 �
Numerator for diluted earnings per share $ 2,367,220 $ 4,027,215 $ 4,912,971 $ 10,510,237

Denominator:
Denominator for basic earnings per share-
weighted-average common shares 34,222,084 47,768,666 27,517,682 47,340,337

Effect of dilutive securities:
Convertible preferred shares 6,634,953 � 6,759,228 �
Employee stock options 2,695,395 2,423,348 2,526,837 2,544,780
Dilutive potential common shares 9,330,348 2,426,793 9,286,065 2,546,635

Denominator for dilutive earnings per share 43,552,432 50,192,014 36,803,747 49,885,117

Basic earnings per share $ 0.06 $ 0.08 $ 0.13 $ 0.22

Diluted earnings per share $ 0.05 $ 0.08 $ 0.13 $ 0.21
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3.             Income Taxes

The Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes�an Interpretation of FASB
Statement No. 109, or FIN 48, on January 1, 2007. The Company did not have any unrecognized tax benefits at adoption and there was no effect
on its financial condition or results of operations as a result of implementing FIN 48. The Company�s policy is to recognize interest and penalties
accrued on any unrecognized tax benefits as a component of income tax expense. As of the date of adoption of FIN 48, the Company did not
have any accrued interest or penalties associated with any unrecognized tax benefits, nor was any interest or penalties related to tax benefits
recognized during the three months ended September 30, 2007.

Based on the Company�s evaluation, it was concluded that there are no significant uncertain tax positions requiring recognition in its financial
statements. The evaluation was performed for the tax year ended December 31, 2006, the tax year which remains subject to examination by
major tax jurisdictions as of September 30, 2007.

4.             Accumulated Other Comprehensive Income

Three months ended
September 30,

Nine months ended
September 30,

2006 2007 2006 2007
Net income $ 2,367,220 $ 4,027,215 $ 4,912,971 $ 10,510,237
Other comprehensive income:
Unrealized gain (loss) on marketable securities,
net of tax (30,644) 7,780 (30,644) 98,059
Total comprehensive income $ 2,336,576 $ 4,034,995 $ 4,882,327 $ 10,608,296
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5.             Acquisitions

Spectrum Printing Services Acquisition

In March 2007, the Company acquired Spectrum Printing Services, a provider of print management services as well as promotional products,
apparel and complete warehousing and fulfillment services. As a result of the acquisition, the Company established a strategic presence in the
Southern California print market and added five additional sales executives and their corresponding production teams. This acquisition will
continue to support the Company�s geographic expansion objectives. The acquisition price was $3,423,247, including expenses directly related to
the acquisition. In addition, there is up to an additional $2,500,000 in cash payable contingent on the achievement of certain performance
measures by Spectrum. Any contingent payments will be recorded as additional goodwill. The consolidated financial statements include the
financial results of this acquisition beginning on March 1, 2007.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of the acquisition. The
allocation of purchase price is based on preliminary estimates and assumptions and subject to revision when the valuation and integration plans
are finalized. Accordingly, revisions to the allocation of purchase price, which may be significant, will be reported in a future period as increases
or decreases to amounts previously reported.

Current assets $ 1,946,006
Customer list 2,100,000
Non-compete agreement 36,000
Other assets 18,805
Other liabilities assumed (677,564)

Net purchase price $ 3,423,247

Brown + Partners, Inc. Acquisition

In July 2007, the Company acquired Brown + Partners, Inc., a leading provider of print management services based in suburban Philadelphia.
Founded in 1999, Brown+Partners� broad service offerings include direct mail, commercial printing, promotional products and e-commerce
solutions. As a result of the acquisition, the Company established a strategic presence in the Philadelphia print market and added four additional
sales executives and their corresponding production teams. This acquisition will continue to support the Company's geographic expansion
objectives. The acquisition price, less cash acquired was $388,615, including expenses directly related to the acquisition.  In addition, there is up
to an additional $5,000,000 in cash payable contingent on the achievement of certain performance measures by Brown + Partners, Inc. prior to
December 31, 2009.  Any contingent payments will be recorded as additional goodwill.   As of September 30, 2007, $1,269,328 of goodwill will
be deductible for tax purposes.  The consolidated financial statements include the financial results of this acquisition beginning on July 1, 2007.
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The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of the acquisition. The
allocation of purchase price is based on preliminary estimates and assumptions and subject to revision when the valuation and integration plans
are finalized. Accordingly, revisions to the allocation of purchase price, which may be significant, will be reported in a future period as increases
or decreases to amounts previously reported.

Current assets $ 2,249,136
Property and equipment 270,699
Other assets 869,734
Goodwill 1,269,328
Accounts payable (2,079,491)
Line of credit (1,300,000)
Other liabilities assumed (890,791)

Net purchase price $ 388,615
For the nine months ended September 30, 2007, the Company recorded restructuring liabilities of $17,969 as a result of the acquisition.  The
restructuring liabilities relate to a severance package issued to a Brown + Partners employee upon termination.  No severance payments were
made during the nine months ended September 30, 2007 and the Company anticipates that payments associated with this employee termination
will be made by the end of 2007.

The results of Spectrum�s and Brown + Partners� operations do not have a material impact on the Company�s financial results. Therefore, pro
forma financial information is not provided.

6.             Related Parties

In February 2005, the Company acquired a 10.2% ownership interest in Echo Global Logistics, Inc. (Echo), an enterprise transportation start-up
management firm with no net assets, liabilities or historical operating results, for $125,000. As of September 30, 2007, the Company owned
2,000,000 shares of common stock, or 5.89%, of Echo. Effective January 1, 2006, the Company entered into a sub-lease agreement with Echo
pursuant to which Echo leased approximately 20% of the Company�s available, but unused office space for approximately $7,500 per month. The
sub-lease agreement expired in April 2007. Effective July 1, 2007, the Company entered into a new sub-lease agreement with Echo pursuant to
which Echo leases approximately 29% of the Company�s available, but unused office space for their pro rata share of the rent. In the ordinary
course, the Company also provides Echo print procurement services. The total amount billed for such print procurement services during the three
and nine months ended September 30, 2007 was approximately $14,000 and $55,000, respectively. For the three and nine months ended
September 30, 2006, the Company billed approximately $10,000 and $29,000, respectively, for such print procurement services. In addition,
Echo has provided transportation services to the Company. As consideration for these services, Echo billed the Company approximately
$158,000 and $458,000 for the three and nine months ended September 30, 2007, respectively, and $210,000 and $520,000 for the three and
nine months ended September 30, 2006. The Company�s net amount payable to Echo as of September 30, 2007 was approximately $30,000.

The Company also sub-leased a portion of the Company�s office space to Incorp, LLC, the Company�s largest stockholder. Effective January 1,
2006, the Company entered into a sub-lease agreement with Incorp, pursuant to which Incorp leased approximately 20% of our office space for
approximately $7,500 per month. The sub-lease agreement expired in April 2007 and was not renewed.

7.             Sale of Common Stock

On January 18, 2007, the Company completed a follow-on public offering at an offering price of $13.50 per share, generating net proceeds to the
Company of $36.8 million. In the offering, 3,000,000 shares of common stock were sold by the Company and 5,000,000 shares of common
stock were sold by the selling stockholders.  Of the 5,000,000 shares of common stock sold by the selling stockholders, 451,379 shares of
common stock were sold by certain selling stockholders upon exercise of stock options at a weighted average exercise price of $0.56 per share.
The Company�s proceeds related to the 451,379 shares were approximately $254,000. The Company intends to use the net proceeds of the
follow-on offering to acquire or make strategic investments in complementary businesses and for working capital and other general corporate
purposes.
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8.             Recently Issued Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements.� SFAS 157 defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. This Statement applies
under other accounting pronouncements that require or permit fair value measurements, the FASB having previously concluded in those
accounting pronouncements that fair value is the relevant measurement attribute. Accordingly, this Statement does not require any new fair
value measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. This Statement is required to be adopted by the Company in the first quarter of 2008. The Company is
currently evaluating the potential impact of adopting SFAS 157.

In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities � Including an
amendment of FASB Statement No. 115� (�SFAS 159�). SFAS 159 expands the use of fair value accounting but does not affect existing standards
which require assets or liabilities to be carried at fair value. Under SFAS 159, a company may elect to use fair value to measure accounts and
loans receivable, available-for-sale and held-to-maturity securities, equity method investments, accounts payable, guarantees and issued debt.
Other eligible items include firm commitments for financial instruments that otherwise would not be recognized at inception and non-cash
warranty obligations where a warrantor is permitted to pay a third party to provide the warranty goods or services. If the use of fair value is
elected, any upfront costs and fees related to the item must be recognized in earnings and cannot be deferred, e.g., debt issue costs. The fair
value election is irrevocable and generally made on an instrument-by-instrument basis, even if a company has similar instruments that it elects
not to measure based on fair value. At the adoption date, unrealized gains and losses on existing items for which fair value has been elected are
reported as a cumulative adjustment to beginning retained earnings. Subsequent to the adoption of SFAS 159, changes in fair value are
recognized in earnings. SFAS 159 is effective for fiscal years beginning after November 15, 2007 and is required to be adopted by the Company
in the first quarter of 2008. The Company currently is determining whether fair value accounting is appropriate for any of its eligible items and
cannot estimate the impact, if any, which SFAS 159 will have on its consolidated results of operations and financial condition.

9.            Subsequent Events

In October 2007, the Company acquired Data Flow Media Systems, LP in suburban Dallas and Graphic Resource Group, Inc., outside of
Minneapolis. Both Companies provide services which include the procurement and production management of printed and promotional products
and related warehousing and fulfillment functions. The total purchase price for both acquisitions consisted of approximately $5,600,000 in cash
paid in October 2007. As a result of the acquisitions, the Company broadened its geographic presence and added ten sales executives and their
corresponding production teams.
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Item 2.                          Management�s Discussion and Analysis of Financial Condition and Results of Operations

Overview

We are a leading provider of print procurement solutions to corporate clients in the United States. Utilizing our proprietary technology and
database, as well as our extensive domain expertise, we create a competitive bid process to procure, purchase and deliver printed products as part
of a comprehensive outsourced enterprise solution and in individual transactions. Our technology is designed to capitalize on excess
manufacturing capacity and other inefficiencies in the traditional print supply chain to obtain favorable pricing and to deliver high-quality
products and services for our clients.

Our proprietary software applications and database, PPM4�, create a fully-integrated solution that stores, analyzes and tracks the production
capabilities of our supplier network, as well as quote and price data for each bid we receive and print job we execute. As a result, we believe
PPM4� contains one of the largest independent repositories of equipment profiles and price data for print suppliers in the United States. We
leverage our technology to match each print job with a supplier that is optimally suited to meet the client�s needs at a highly competitive price.
Our procurement managers use PPM4� to manage the print procurement process from end-to-end.

Through our network of over 6,000 suppliers, we offer a full range of print, fulfillment and logistics services and are able to procure printed
products on virtually any substrate. The breadth of our product offerings and services and the depth of our supplier network enable us to fulfill
up to 100% of the print procurement needs of our clients. By leveraging our technology platform, our clients are able to reduce overhead costs,
redeploy internal resources and obtain favorable pricing and service terms. In addition, our ability to track individual transactions and provide
customized reports detailing print procurement activity on an enterprise-wide basis provides our clients with greater visibility and control of
their print expenditures.

We believe the opportunity exists to expand our business into new geographic markets. We maintain offices in Illinois, California, Hawaii,
Michigan, Missouri, New York and Pennsylvania. Our objective is to continue to increase our sales in the major print markets in the United
States. We intend to hire or acquire account executives within close proximity to these large markets, which accounted for, in aggregate, $17.3
billion of print expenditures in 2006, according to Printing Industries of America/Graphic Arts Technical Foundation. In addition, given that the
print industry is a global business, over time we intend to evaluate opportunities to access attractive markets outside the United States.

Recent Developments

Acquisitions

In July 2007, we acquired Brown + Partners, Inc., a leading provider of print management services based in suburban Philadelphia.  The
acquisition price consisted of $388,615 in cash paid in July 2007 and up to an additional $5 million in cash payable contingent on the
achievement of certain performance measures by Brown + Partners, Inc. prior to December 31, 2009.

In October 2007, we acquired Data Flow Media Systems, LP in suburban Dallas and Graphic Resource Group, Inc, outside of Minneapolis. Both
Companies provide services which include the procurement and production management of printed and promotional products and related
warehousing and fulfilment functions.  As a result of the acquisitions, we broadened our geographic presence and added ten sales executives and
their corresponding production teams.

Revenue

We generate revenue through the sale of printed products to our clients. Our revenue was $198.4 million and $99.4 million during the nine
months ended September 30, 2007 and 2006, respectively, an increase of 99.7%. Our revenue is generated from two different types of clients:
enterprise and transactional. Enterprise jobs usually involve higher dollar amounts and volume than transactional jobs. We categorize a client as
an enterprise client if we have a contract with the client for the provision of printing services on a recurring basis; if the client has signed an
open-ended purchase order, or a series of related purchase orders; or if the client has enrolled in our e-stores program, which enables the client to
make online purchases of printing services on a recurring basis. We categorize all other clients as transactional. We enter into contracts with our
enterprise clients to provide some or a substantial portion of their printed products on a recurring basis. Our contracts with enterprise clients
generally have an open-ended term subject to termination by either party upon prior notice ranging from 90 days to twelve months. Some of our
larger enterprise clients have outsourced substantially all of their recurring print needs to us. We provide printed products to our transactional
clients on an order-by-order basis. As of September 30, 2007, we had 110 enterprise clients and, for the nine months ended September 30, 2007,
we served over 2,376 transactional clients. During the nine months ended September 30, 2007, enterprise clients accounted for 63% of our
revenue, while transactional clients accounted for 37% of our revenue.
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Our revenue consists of the prices paid by our clients for printed products. These prices, in turn, reflect the amounts charged to us by our
suppliers plus our gross profit. Our gross profit margin, in the case of some of our enterprise clients, is fixed by contract or, in the case of
transactional clients, is negotiated on a job-by-job basis. Once either type of client accepts our pricing terms, the selling price is established and
we procure the product for our own account in order to re-sell it to the client. We take full title and risk of loss for the product upon shipment.
The finished product is typically shipped directly from the supplier to a destination specified by the client. Upon shipment, our supplier invoices
us for its production costs and we invoice our client.
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Our revenue from enterprise clients tends to generate lower gross profit margins than our revenue from transactional clients because the gross
profit margins established in our contracts with large enterprise clients are generally lower than the gross profit margins we typically realize in
our transactional business. Although our enterprise revenue generates lower gross profit margins, our enterprise business tends to be more
profitable than our transactional business on an operating profit basis because the commission expense associated with enterprise jobs is
generally lower.

The print industry has historically been subject to seasonal sales fluctuations because a substantial number of print orders are placed for the
year-end holiday season. We have historically experienced seasonal client buying patterns with a higher percentage of our revenue being earned
in our third and fourth quarters. We expect these seasonal revenue patterns to continue.

Cost of Goods Sold and Gross Profit

Our cost of goods sold consists primarily of the price at which we purchase products from our suppliers. Our selling price, including our gross
profit, in the case of some of our enterprise jobs, is based on a fixed gross margin established by contract or, in the case of transactional jobs, is
determined at the discretion of the account executive or procurement manager within predetermined parameters. Our gross margins on our
enterprise jobs are typically lower than our gross margins on our transactional jobs. As a result, our cost of goods sold as a percentage of revenue
for our enterprise jobs is typically higher than it is for our transactional jobs. We have early pay discount terms with several of our key suppliers.
As we continue to take advantage of the early pay terms, it reduces our overall cost of goods sold and increases our gross margin. Our gross
profit for the nine months ended September 30, 2007 and 2006 was $50.0 million or 25.2% of revenue and $21.1 million or 21.3% of revenue,
respectively.

Operating Expenses and Income from Operations

Commissions paid to our account executives are a significant component of our operating expenses. The commissions we pay to our account
executives are based on the gross profit we collect from the clients for which they have responsibility. As a percentage of our gross profit,
commissions were 24.3% and 22.0% during the nine months ended September 30, 2007 and 2006, respectively. Commission expense generally
fluctuates based on the gross profit of the business. As the overall gross margin increased to 25.2% during the nine months ended September 30,
2007, up from 21.3% during the nine months ended September 30, 2006, commission expense increased as well. This is a result of a higher
concentration of transactional business due in part to our acquisitions of Applied Graphics and CoreVision, which are both predominantly
transactional revenue businesses.

We accrue for commissions when we recognize the related revenue. Some of our account executives receive a monthly draw to provide them
with a more consistent income stream. The cash paid to our account executives in advance of commissions earned is reflected as a prepaid
expense on our balance sheet. As our account executives earn commissions, a portion of their commission payment is withheld and offset
against their prepaid commission balance, if any. Our prepaid commission balance, net of accrued earned commissions not yet paid, decreased to
$262,000 as of September 30, 2007 from $1.6 million as of September 30, 2006.

Our general and administrative expenses consist mainly of compensation costs for our management team and procurement managers. Our
general and administrative expenses also include compensation costs for our finance and support employees, public company expenses,
corporate systems, and accounting, legal, facilities and travel and entertainment expenses. We have been able to manage our business with
relatively low general and administrative expenses. General and administrative expenses as a percentage of revenue were 10.6% and 8.2% for
the nine months ended September 30, 2007 and 2006, respectively. The increase is the result of increased salaries and benefits as a percentage of
revenue, which increased from 4.9% during the nine months ended September 30, 2006 to 6.4% during the nine months ended September 30,
2007. The increase is a result of continuing to invest in key personnel dedicated to the growth of the business, including sales management and
strategic sourcing. Additionally, we have increased salaries and benefits through our recent acquisitions. The increase in general and
administrative expenses is also due to an increase in professional fees, which increased from 0.6% of revenue during the nine months ended
September 30, 2006 to 1.2% of revenue during the nine months ended September 30, 2007.  This is a result of increased legal and audit fees
specifically related to being a public company and becoming Sarbanes-Oxley compliant.

We agree to provide our clients with printed products that conform to the industry standard of a �commercially reasonable quality,� and our
suppliers in turn agree to provide us with products of the same quality. In addition, the quotes we execute with our clients include customary
industry terms and conditions that limit the amount of our liability for product defects. Product defects have not had a material adverse effect on
our results of operations.

We are required to make payment to our suppliers for completed print jobs regardless of whether our clients make payment to us. To date, the
failure of our clients to make required payments has not had a material adverse effect on our results of operations. Our bad debt expense was
$229,000 and $111,000 for the nine months ended September 30, 2007 and 2006, respectively.

Edgar Filing: INNERWORKINGS INC - Form 10-Q

20



Our income from operations for the nine months ended September 30, 2007 and 2006 was $15.2 million and $7.8 million, respectively.
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Comparison of three months ended September 30, 2007 and 2006

Revenue

Our revenue increased by $30.4 million, or 72.7%, from $41.8 million during the three months ended September 30, 2006 to $72.1 million
during the three months ended September 30, 2007. The revenue growth reflects an increase in both enterprise and transactional clients. Our
revenue from enterprise clients increased by $15.8 million, or 50.7%, from $31.2 million during the three months ended September 30, 2006 to
$47.0 million during the three months ended September 30, 2007. As of September 30, 2007, we had 110 enterprise clients compared to 86
enterprise clients as of September 30, 2006. Additionally, revenue from transactional clients increased by $14.5 million, or 137.6%, from $10.6
million during the three months ended September 30, 2006 to $25.1 million during the three months ended September 30, 2007. The incremental
transactional revenue is largely a result of increasing the number of experienced sales executives. We increased our number of sales executives
by 64, or 56.1%, from 114 as of September 30, 2006 to 178 as of September 30, 2007.

Cost of goods sold

Our cost of goods sold increased by $21.6 million, or 66.9%, from $32.2 million during the three months ended September 30, 2006 to $53.8
million during the three months ended September 30, 2007. The increase reflects the revenue growth during the three months ended September
30, 2007. Our cost of goods sold as a percentage of revenue decreased from 77.2% during the three months ended September 30, 2006 to 74.6%
during the three months ended September 30, 2007. The decrease is a result of a lower concentration of our business coming from enterprise
accounts. During the three months ended September 30, 2006, 75% of our revenue was generated from enterprise accounts compared to 65%
during the three months ended September 30, 2007. Additionally, we have early payment terms with many of our suppliers, which we
aggressively utilized, thereby reducing our cost of goods sold.

Gross Profit

Our gross profit as a percentage of revenue, which we refer to as gross margin, increased from 22.8% during the three months ended September
30, 2006 to 25.4% during the three months ended September 30, 2007. The increase is the result of a higher concentration of business from
transactional accounts, which have higher gross margins, as well as early pay discounts with several of our key suppliers.

Selling, general and administrative expenses

Commission expense increased by $1.7 million, or 73.9%, from $2.3 million during the three months ended September 30, 2006 to $4.0 million
during the three months ended September 30, 2007. As a percentage of gross profit, commission expense decreased from 24.1% during the three
months ended September 30, 2006 to 21.8% during the three months ended September 30, 2007. Although our transactional business tends to
have higher commission rates, the commission expense as a percentage of gross profit decreased during the quarter as a result of a higher
concentration of business from clients with lower commission rates.

General and administrative expense increased by $4.5 million, or 132.4%, from $3.4 million during the three months ended September 30, 2006
to $7.9 million during the three months ended September 30, 2007. General and administrative expense increased as a percentage of revenue
from 8.1% during the three months ended September 30, 2006 to 10.9% during the three months ended September 30, 2007. The increase is the
result of increased salaries and benefits as a percentage of revenue, which increased from 4.8% during the three months ended September 30,
2006 to 6.6% during the three months ended September 30, 2007. The increase is a result of continuing to invest in key personnel dedicated to
the growth of the business, including sales management and strategic sourcing. Additionally, we have increased salaries and benefits through our
recent acquisitions.  The increase in general and administrative expenses is also due to an increase in professional fees, which increased from
0.4% of revenue during the three months ended September 30, 2006 to 1.3% of revenue during the three months ended September 30, 2007. 
This is a result of increased legal and audit fees specifically related to becoming Sarbanes-Oxley compliant.

Depreciation and amortization

Depreciation and amortization expense increased by $401,000, or 166.8%, from $240,000 during the three months ended September 30, 2006 to
$641,000 during the three months ended September 30, 2007. The increase in depreciation expense is primarily attributable to purchases of
computer hardware and software, equipment and furniture and fixtures as well as amortization of the capitalization of costs of computer software
for internal use in accordance with Statement of Position 98-1. The increase in amortization expense is a result of the amortization of the
intangible assets acquired in connection with our 2006 purchases of Graphography Limited LLC, CoreVision Group, Inc., and Applied
Graphics, Inc., our March 2007 acquisition of Spectrum Printing Services, and our July 2007 acquisition of Brown + Partners, Inc.

Edgar Filing: INNERWORKINGS INC - Form 10-Q

22



Income from operations

Income from operations increased by $2.2 million, or 60.0%, from $3.6 million during the three months ended September 30, 2006 to $5.8
million during the three months ended September 30, 2007. As a percentage of revenue, income from operations decreased from 8.7%
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during the three months ended September 30, 2006 to 8.1% during the three months ended September 30, 2007. The decrease in income from
operations as a percentage of revenue is a result of an increase in our general and administrative expenses as a percentage of revenue.

Other income and expense

Other income and expense increased $531,000 from $248,000 during the three months ended September 30, 2006 to $779,000 during the three
months ended September 30, 2007. The significant increase is due to an increase in interest income from $315,000 during the three months
ended September 30, 2006 to $638,000 during the three months ended September 30, 2007. The increase in interest income is largely a result of
the capital raised in connection with our initial public offering and follow-on offering. In the initial public offering, completed in August 2006,
we sold 7,060,000 shares of our common stock with net proceeds to us, after preference payments, dividend payments and repayment of
outstanding indebtedness under our line of credit, of approximately $47.8 million. In the follow-on offering, completed in January 2007, we sold
3,000,000 shares of our common stock with net proceeds to us of approximately $36.8 million. A portion of these proceeds was used to fund
acquisitions, with the balance invested in money market funds from the receipt date through September 30, 2007.

Provision for income taxes

Provision for income taxes increased by $1.1 million from $1.5 million during the three months ended September 30, 2006 to $2.6 million
during the three months ended September 30, 2007. Our effective tax rate was 39.1% and 39.0% for the three month periods ended September
30, 2006 and 2007, respectively.

Net income

Net income increased by $1.6 million, or 70.1%, from $2.4 million during the three months ended September 30, 2006 to $4.0 million during the
three months ended September 30, 2007. Net income as a percentage of revenue decreased from 5.7% during the three months ended September
30, 2006 to 5.6% during the three months ended September 30, 2007. The decrease in net income as a percentage of revenue is a result of an
increase in our general and administrative expenses as a percentage of revenue.

Comparison of nine months ended September 30, 2007 and 2006

Revenue

Our revenue increased by $99.0 million, or 99.7%, from $99.4 million during the nine months ended September 30, 2006 to $198.4 million
during the nine months ended September 30, 2007. The revenue growth reflects an increase in both enterprise and transactional clients. Our
revenue from enterprise clients increased by $48.9 million, or 64.3%, from $76.2 million during the nine months ended September 30, 2006 to
$125.1 million during the nine months ended September 30, 2007. As of September 30, 2007, we had 110 enterprise clients compared to 86
enterprise clients as of September 30, 2006. Additionally, revenue from transactional clients increased by $50.1 million, or 215.8%, from $23.2
million during the nine months ended September 30, 2006 to $73.3 million during the nine months ended September 30, 2007. The incremental
transactional revenue is largely a result of increasing the number of experienced sales executives. We increased our number of sales executives
by 64, or 56.1%, from 114 as of September 30, 2006 to 178 as of September 30, 2007.

Cost of goods sold

Our cost of goods sold increased by $70.2 million, or 89.7%, from $78.2 million during the nine months ended September 30, 2006 to $148.4
million during the nine months ended September 30, 2007. The increase reflects the revenue growth during the nine months ended September
30, 2007. Our cost of goods sold as a percentage of revenue decreased from 78.7% during the nine months ended September 30, 2006 to 74.8%
during the nine months ended September 30, 2007. The decrease is a result of a lower concentration of our business coming from enterprise
accounts. During the nine months ended September 30, 2006, 77% of our revenue was generated from enterprise accounts compared to 63%
during the nine months ended September 30, 2007. Additionally, we have early payment terms with many of our suppliers, which we
aggressively utilized, thereby reducing our cost of goods sold.

Gross Profit

Our gross profit as a percentage of revenue, which we refer to as gross margin, increased from 21.3% during the nine months ended September
2006 to 25.2% during the nine months ended September 30, 2007. The increase is the result of a higher concentration of business from
transactional accounts, which have higher gross margins, as well as early pay discounts with several of our key suppliers.
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Selling, general and administrative expenses

Commission expense increased by $7.4 million, or 157.4%, from $4.7 million during the nine months ended September 30, 2006 to $12.1
million during the nine months ended September 30, 2007. As a percentage of gross profit, commission expense increased from 22.3% during
the nine months ended September 30, 2006 to 24.2% during the nine months ended September 30, 2007. The increase is a result of higher gross
profit margin transactional accounts, which generally result in higher commissions to our sales executives.
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Our transactional business historically pays higher commission rates than our enterprise business. Our revenue from transactional accounts
increased from 23% during the nine months ended September 30, 2006 to 37% during the nine months ended September 30, 2007.

General and administrative expense increased by $13.0 million, or 160.5%, from $8.1 million during the nine months ended September 30, 2006
to $21.1 million during the nine months ended September 30, 2007. General and administrative expense increased as a percentage of revenue
from 8.1% during the nine months ended September 30, 2006 to 10.6% during the nine months ended September 30, 2007. The increase is the
result of increased salaries and benefits as a percentage of revenue, which increased from 5.0% during the nine months ended September 30,
2006 to 6.4% during the nine months ended September 30, 2007. The increase is a result of continuing to invest in key personnel dedicated to
the growth of the business, including sales management and strategic sourcing. Additionally, we have increased salaries and benefits through our
recent acquisitions. The increase in general and administrative expenses is also due to an increase in professional fees, which increased from
0.6% of revenue during the nine months ended September 30, 2006 to 1.2% of revenue during the nine months ended September 30, 2007.  This
is a result of increased legal and audit fees specifically related to being a public company and becoming Sarbanes-Oxley compliant.

Depreciation and amortization

Depreciation and amortization expense increased by $1.0 million, or 175.2%, from $574,000 during the nine months ended September 30, 2006
to $1.6 million during the nine months ended September 30, 2007. The increase in depreciation expense is primarily attributable to purchases of
computer hardware and software, equipment and furniture and fixtures as well as amortization of the capitalization of costs of computer software
for internal use in accordance with Statement of Position 98-1. The increase in amortization expense is a result of the amortization of the
intangible assets acquired in connection with our 2006 purchases of Graphography Limited LLC, CoreVision Group, Inc., and Applied
Graphics, Inc., our March 2007 acquisition of Spectrum Printing Services, and our July 2007 acquisition of Brown + Partners, Inc.

Income from operations

Income from operations increased by $7.4 million, or 95.1%, from $7.8 million during the nine months ended September 30, 2006 to $15.2
million during the nine months ended September 30, 2007. As a percentage of revenue, income from operations decreased from 7.8% during the
nine months ended September 30, 2006 to 7.7% during the nine months ended September 30, 2007. The decrease in income from operations as a
percentage of revenue is a result of an increase in our general and administrative expenses as a percentage of revenue.

Other income and expense

Other income and expense increased $1.7 million from $339,000 during the nine months ended September 30, 2006 to $2.0 million during the
nine months ended September 30, 2007. The significant increase is due to an increase in interest income from $492,000 during the nine months
ended September 30, 2006 to $1.7 million during the nine months ended September 30, 2007. The increase in interest income is largely a result
of the capital raised in connection with our initial public offering and follow-on offering. In the initial public offering, completed in August
2006, we sold 7,060,000 shares of our common stock with net proceeds to us, after preference payments, dividend payments and repayment of
outstanding indebtedness under our line of credit, of approximately $47.8 million. In the follow-on offering, completed in January 2007, we sold
3,000,000 shares of our common stock with net proceeds to us of approximately $36.8 million. A portion of these proceeds was used to fund
acquisitions, with the balance invested in money market funds from the receipt date through September 30, 2007.

Provision for income taxes

Provision for income taxes increased by $3.5 million from $3.2 million during the nine months ended September 30, 2006 to $6.7 million during
the nine months ended September 30, 2007. Our effective tax rate was 39.6% and 38.9% for the nine month periods ended September 30, 2006
and 2007, respectively.

Net income

Net income increased by $5.6 million, or 113.9%, from $4.9 million during the nine months ended September 30, 2006 to $10.5 million during
the nine months ended September 30, 2007. Net income as a percentage of revenue increased from 4.9% during the nine months ended
September 30, 2006 to 5.3% during the nine months ended September 30, 2007. The increase in net income as a percentage of revenue is a result
of an increase in our gross profit margin slightly offset by an increase in our general and administrative expenses as a percentage of revenue.
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Liquidity and Capital Resources

In connection with our follow-on offering, we raised approximately $36.8 million net of underwriters� discounts and commissions and offering
related expenses. At September 30, 2007, we had $70.3 million of cash, cash equivalents and marketable securities. Cash equivalents and
marketable securities are comprised of asset- and mortgage-backed securities, U.S. government and agency securities and domestic and foreign
corporate bonds. Historically, we have financed our operations through private sales of common and preferred equity, bank loans and internally
generated cash flow. We believe that our available cash and cash flows generated from operations will be sufficient to satisfy our working
capital requirements for the foreseeable future.

Operating Activities. Cash provided by (used in) operating activities primarily consists of net income adjusted for certain non-cash items
including depreciation and amortization and the effect of changes in working capital and other activities. Cash provided by operating activities
for the nine months ended September 30, 2007 was $7.0 million and primarily consisted of net income of $10.5 million and $2.4 million of
non-cash items, offset by $6.0 million used to fund working capital and other activities. The most significant impact on working capital and
other activities consisted of an increase in accounts receivable of $9.0 million and an increase in unbilled revenue of $4.1 million due to revenue
growth, offset by an increase in accounts payable of $8.8 million.

Cash used in operating activities in the nine months ended September 30, 2006 was $7.8 million and primarily consisted of net income of $4.9
million and $12.7 million used in working capital and other activities. The most significant impact on working capital and other activities
consisted of an increase in accounts receivable of $10.7 million due to revenue growth with an increase in accounts payable of only $600,000
due to early payment to many of our suppliers.

Investing Activities. Cash used in investing activities in the nine months ended September 30, 2007 of $15.0 million was attributable to the
purchase of marketable securities of $5.9 million with a portion of the net proceeds received from our follow-on offering, cash paid for the
Spectrum acquisition of $3.6 million, earn-out payments of $2.6 million made in connection with the 2006 acquisitions of CoreVision and
Graphography and capital expenditures of $1.3 million.

Cash used in investing activities for the nine months ended September 30, 2006 of $14 million was attributable to purchases of marketable
securities of $10 million with a portion of the net proceeds received from our initial public offering, cash paid for acquisitions of $3 million and
capital expenditures of $1 million.

Financing Activities. Cash provided by financing activities in the nine months ended September 30, 2007 of $41.8 million was primarily
attributable to the net proceeds received from our follow-on offering, after underwriting discounts and commissions and offering related
expenses and the exercise of stock options, of approximately $37.7 million and a tax benefit of stock options exercised of approximately $4.2
million.

Cash provided by financing activities in the nine months ended September 30, 2006 of $53.1 million was primarily attributable to the net
proceeds received from our initial public offering, after preference payments, dividend payments and repayment of outstanding indebtedness
under our line of credit, of approximately $47.8 million and the proceeds received from our Series E round of financing, net of the subsequent
share repurchase, of approximately $10.0 million.

We have a $20.0 million line of credit with JPMorgan Chase Bank, N.A. The line of credit was unused as of September 30, 2007. The $20
million line of credit expires on June 30, 2008. The maximum amount outstanding under our line of credit cannot exceed 80% of the book value
of our eligible accounts receivable. Our line of credit contains limitations on our ability to incur indebtedness, create liens and make certain
investments. Advances made under our line of credit accrue interest at a per annum rate equal to the prime rate.

We anticipate that our operating expenses will constitute a material use of cash. In addition, we may continue to utilize cash to fund acquisitions
of or make strategic investments in complementary businesses and to expand our sales force. Although we can provide no assurances, we
believe that the net proceeds from the follow-on public offering we closed in January 2007, together with our available cash and cash
equivalents and amounts available under our line of credit, should be sufficient to meet our working capital and operating expenditure
requirements for the foreseeable future. Thereafter, we may find it necessary to obtain additional equity or debt financing. In the event additional
financing is required, we may not be able to raise it on acceptable terms or at all.

Contractual Obligations

As of September 30, 2007, we had the following contractual obligations:
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Payments due by period

Total
Less than

1 year 1-3 years 3-5 years
More than

5 years
(in thousands)

Capital lease obligations $ 233 $ 68 $ 165 $ � $ �
Operating lease obligations 12,729 2,298 4,317 3,032 3,082
Due to seller 633 633 � � �
Total $ 13,595 $ 2,999 $ 4,482 $ 3,032 $ 3,082
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Critical Accounting Policies and Estimates

As of January 1, 2007, the Company adopted the provision of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes�an
Interpretation of FASB Statement No. 109, or FIN 48, on January 1, 2007.

There were no additional material changes to the Company�s critical accounting policies and estimates disclosed in its Form 10-K for the year
ended December 31, 2006 for the nine months ended September 30, 2007.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements.� SFAS 157 defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. This Statement applies
under other accounting pronouncements that require or permit fair value measurements, the FASB having previously concluded in those
accounting pronouncements that fair value is the relevant measurement attribute. Accordingly, this Statement does not require any new fair
value measurements. SFAS 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. This Statement is required to be adopted by the Company in the first quarter of 2008. The Company is
currently evaluating the potential impact of adopting SFAS 157.

In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities�Including an amendment
of FASB Statement No. 115� (�SFAS 159�). SFAS 159 expands the use of fair value accounting but does not affect existing standards which
require assets or liabilities to be carried at fair value. Under SFAS 159, a company may elect to use fair value to measure accounts and loans
receivable, available-for-sale and held-to-maturity securities, equity method investments, accounts payable, guarantees and issued debt. Other
eligible items include firm commitments for financial instruments that otherwise would not be recognized at inception and non-cash warranty
obligations where a warrantor is permitted to pay a third party to provide the warranty goods or services. If the use of fair value is elected, any
upfront costs and fees related to the item must be recognized in earnings and cannot be deferred, e.g., debt issue costs. The fair value election is
irrevocable and generally made on an instrument-by-instrument basis, even if a company has similar instruments that it elects not to measure
based on fair value. At the adoption date, unrealized gains and losses on existing items for which fair value has been elected are reported as a
cumulative adjustment to beginning retained earnings. Subsequent to the adoption of SFAS 159, changes in fair value are recognized in
earnings. SFAS 159 is effective for fiscal years beginning after November 15, 2007 and is required to be adopted by the Company in the first
quarter of 2008. The company currently is determining whether fair value accounting is appropriate for any of its eligible items and cannot
estimate the impact, if any, which SFAS 159 will have on its consolidated results of operations and financial condition.

Forward-Looking Statements

This Quarterly Report on Form 10-Q, including Management�s Discussion and Analysis of Financial Condition and Results of Operations,
contains words such as �may,� �will,� �believe,� �expect,� �anticipate,� �intend,� �plan,� �project,� �estimate� and �objective� or the negative thereof or similar
terminology concerning the Company�s future financial performance, business strategy, plans, goals and objectives. These expressions are
intended to identify forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking
statements include information concerning the Company�s possible or assumed future performance or results of operations and are not
guarantees. While these statements are based on assumptions and judgments that management has made in light of industry experience as well as
perceptions of historical trends, current conditions, expected future developments and other factors believed to be appropriate under the
circumstances, they are subject to risks, uncertainties and other factors that may cause the Company�s actual results, performance or
achievements to be materially different. Some of the factors that would cause future results to differ from the recent results or those projected in
forward-looking statements include, but are not limited to, the risk factors described in our Annual Report on Form 10-K for the year ended
December 31, 2006.

Additional Information

The Company makes its Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, other reports and
information filed with the SEC and amendments to those reports available, free of charge, through its Internet website (http://www.iwprint.com)
as soon as reasonably practical after it electronically files or furnishes such materials to the SEC. All of the Company�s filings may be read or
copied at the SEC�s Public Reference Room at 450 Fifth Street, NW, Washington, DC 20549. Information on the operation of the Public Filing
Room can be obtained by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet website (http://www.sec.gov) that contains
reports, proxy and information statements and other information regarding issuers that file electronically.
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Item 3.                          Quantitative and Qualitative Disclosure about Market Risk

Commodity Risk

We are dependent upon the availability of paper and paper prices represent a substantial portion of the cost of our products. The supply and price
of paper depends on a variety of factors over which we have no control, including environmental and conservation regulations, natural disasters
and weather. Assuming we were unable to pass along price increases in paper to our customers, there would be a risk of margin erosion on
future business.

Interest Rate Risk

We have exposure to changes in interest rates on our line of credit. The interest rate on our line of credit fluctuates based on the prime rate.
Assuming the $20.0 million line of credit was fully drawn, a 1.0% increase in the prime rate would increase our annual interest expense by
$200,000. The $20 million line of credit matures on June 30, 2008.  The line of credit was unused as of September 30, 2007. The maximum
amount outstanding under our line of credit cannot exceed 80% of the book value of our eligible accounts receivable. Our line of credit contains
limitations on our ability to incur indebtedness, create liens and make certain investments. Advances made under our line of credit accrue
interest at a per annum rate equal to the prime rate.

Our interest income is sensitive to changes in the general level of U.S. interest rates, in particular because all of our investments are in cash
equivalents and marketable securities.  The average duration of all of our investments as of September 30, 2007 was less than three months.  Due
to the short term nature of our investments, we believe that there is no material risk exposure.

We do not use derivative financial instruments for speculative trading purposes.

Item 4.                          Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of our disclosure
controls and procedures as of September 30, 2007. The term �disclosure controls and procedures,� as defined in Rules 13a-15(e) and 15d-15(e)
under the Exchange Act, means controls and other procedures of a company that are designed to ensure that information required to be disclosed
by a company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the time
periods specified in the SEC�s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed
to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated
and communicated to the company�s management, including its principal executive and principal financial officers, as appropriate to allow timely
decisions regarding required disclosure. Management recognizes that any controls and procedures, no matter how well designed and operated,
can provide only reasonable assurance of achieving their objectives and management necessarily applies its judgment in evaluating the
cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure controls and procedures as of September
30, 2007, our chief executive officer and chief financial officer concluded that, as of such date, the Company�s disclosure controls and procedures
were effective at the reasonable assurance level.

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred during
the quarter ended September 30, 2007 that has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting

PART II. OTHER INFORMATION

Item 1.                          Legal Proceedings

We are not a party to any legal proceedings that we believe would have a material adverse effect on our business, financial condition or
operating results.

Item 1A.                        Risk Factors

There have been no material changes in the risk factors described in Item 1A (�Risk Factors�) of the Company�s Annual Report on Form 10-K for
the year ended December 31, 2006.

Edgar Filing: INNERWORKINGS INC - Form 10-Q

32



20

Edgar Filing: INNERWORKINGS INC - Form 10-Q

33



Item 6.                          Exhibits

Exhibit No Description of Exhibit
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES

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 thereunto duly authorized.

INNERWORKINGS, INC.

Date: November 9, 2007 By: /s/ Steven E. Zuccarini
Steven E. Zuccarini
Chief Executive Officer

Date: November 9, 2007 By: /s/ Nicholas J. Galassi
Nicholas J. Galassi
Chief Financial Officer
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EXHIBIT INDEX

Exhibit No Description
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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