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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements
TYLER TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share amounts)
(Unaudited)

Revenues:

Software licenses and royalties
Subscriptions

Software services
Maintenance

Appraisal services

Hardware and other

Total revenues

Cost of revenues:

Software licenses and royalties

Acquired software

Software services, maintenance and subscriptions
Appraisal services

Hardware and other

Total cost of revenues

Gross profit

Selling, general and administrative expenses
Research and development expense

Amortization of customer and trade name intangibles

Operating income

Other income (expense), net
Income before income taxes
Income tax provision

Net income

Earnings per common share:
Basic

Diluted

See accompanying notes.

2

Three months
ended September
30,

2017 2016

$19,842 $19,930
44,840 36,869
47,479 44,738
92,285 83,000
6,290 6,541
3410 3,419
214,146 194,497

826 623
5473 5,598
98,036 88,623
4,089 4,053
2,293 2,120
110,717 101,017

103,429 93,480
44,656 42,007
11,834 11,070
3,492 3,458
43,447 36,945
75 (526

43,522 36,419
5,259 989

Nine months ended

September 30,
2017 2016
$55,172  $54,331
125,889 104,926
139,869 133,208
268,556 237,775
19,268 20,083
14,057 12,439
622,811 562,762
2,204 1,927
16,243 16,737
287,748 260,610
12,568 12,473
10,408 8,481
329,171 300,228
293,640 262,534
131,249 124,998
35,307 31,362
10,413 10,273
116,671 95,901

) (216 ) (1,713 )
116,455 94,188
14,308 15,527

$38,263 $35,430 $102,147 $78,661

$1.02  $0.97
$0.97 $0091

$2.74
$2.60

$2.16
$2.02
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TYLER TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except par value and share amounts)

ASSETS
Current assets:
Cash and cash equivalents

Accounts receivable (less allowance for losses of $4,491 in 2017 and $3,396 in 2016)

Short-term investments
Prepaid expenses
Income tax receivable
Other current assets
Total current assets

Accounts receivable, long-term

Property and equipment, net

Other assets:

Goodwill

Other intangibles, net

Non-current investments and other assets
Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payable

Accrued liabilities

Deferred revenue

Total current liabilities

Revolving line of credit
Deferred revenue, long-term
Deferred income taxes

Commitments and contingencies

Shareholders' equity:

Preferred stock, $10.00 par value; 1,000,000 shares authorized; none issued
Common stock, $0.01 par value; 100,000,000 shares authorized; 48,147,969 shares
issued and outstanding as of September 30, 2017 and December 31, 2016

Additional paid-in capital
Accumulated other comprehensive loss, net of tax
Retained earnings

Treasury stock, at cost; 10,596,386 and 11,381,733 shares in 2017 and 2016, respectively

Total shareholders' equity
Total liabilities and shareholders' equity
See accompanying notes.

September 30, December
2017 31,2016
(unaudited) ’

$ 124,603 $36,151
206,444 200,334
39,911 20,273
23,219 21,039
3,362 2,895
2,182 2,268
399,721 282,960
3,867 2,480
149,142 124,268
655,068 650,237
245,520 267,259
39,800 30,741
$1,493,118 $1,357,945
$4,563 $7,295
57,583 55,989
297,163 298,217
359,309 361,501
— 10,000
1,468 2,140
54,563 68,779
481 481
604,324 556,663
(46 ) (46
538,023 435,876
(65,004 ) (77,449
1,077,778 915,525
$1,493,118 $1,357,945
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TYLER TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to cash provided by operations:

Depreciation and amortization
Share-based compensation expense
Deferred income tax benefit

Changes in operating assets and liabilities, exclusive of effects of

acquired companies:
Accounts receivable
Income taxes
Prepaid expenses and other current assets
Accounts payable
Accrued liabilities
Deferred revenue
Net cash provided by operating activities

Cash flows from investing activities:

Additions to property and equipment

Purchase of marketable security investments
Proceeds from marketable security investments
Cost of acquisitions, net of cash acquired
Decrease (increase) in other

Net cash used by investing activities

Cash flows from financing activities:

Decrease in net borrowings on revolving line of credit
Purchase of treasury shares

Proceeds from exercise of stock options
Contributions from employee stock purchase plan
Net cash provided (used) by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes.

4

Nine months ended
September 30,

2017

2016

$102,147 $78,661

40,096
27,368
(14,216

(7,097
(467
(2,706
(2,733
1,318
(1,329
142,381

(37,734
(49,905
21,175
9,761
418
(75,807

(10,000
(7,032
33,568
5,342
21,878

88,452
36,151

37,521
21,348
) (11,289 )

) (14,641 )

) 1,769

) 1,169

) O17 )
8,515

) 17,918
140,054

) (29,529)
) (13,127)
9,256
) (9,394 )
G2 )
) (42,846 )

) (32,000 )
) (94,499 )
15,089

4,429
(106,981)

9,773 )
33,087

$124,603 $23,314
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Tyler Technologies, Inc.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

(Tables in thousands, except per share data)

(1) Basis of Presentation

We prepared the accompanying condensed consolidated financial statements following the requirements of the
Securities and Exchange Commission (“SEC”) and accounting principles generally accepted in the United States, or
GAAP, for interim reporting. As permitted under those rules, certain footnotes or other financial information that are
normally required by GAAP can be condensed or omitted for interim periods. Balance sheet amounts are as of
September 30, 2017, and December 31, 2016, and operating result amounts are for the three and nine months ended
September 30, 2017, and 2016, respectively, and include all normal and recurring adjustments that we considered
necessary for the fair summarized presentation of our financial position and operating results. As these are condensed
financial statements, one should also read the financial statements and notes included in our latest Form 10-K for the
year ended December 31, 2016. Revenues, expenses, assets and liabilities can vary during each quarter of the year.
Therefore, the results and trends in these interim financial statements may not be the same as those for the full year.
Comprehensive income (loss) is defined as the change in equity of a business enterprise during a period from
transactions, and other events and circumstances from non-owner sources and includes all components of net income
(loss) and other comprehensive income (loss). We had no items of other comprehensive income (loss) for the three
and nine months ended September 30, 2017 and 2016.

Certain amounts for the previous year have been reclassified to conform to the current year presentation.

(2) Acquisitions

On August 2, 2017, we acquired all of the capital stock of Digital Health Department, Inc. ("DHD"), a company that
provides environmental health software, offering a software-as-a-service (SaaS) solution for public health compliance
and inspections processes. The total purchase price, net of debt assumed, was $3.9 million, of which $3.7 million was
paid in cash and $0.2 million was accrued as of September 30, 2017.

On May 30, 2017, we acquired all of the capital stock of Modria.com, Inc., a company that specializes in online
dispute resolution for government and commercial entities. The total purchase price, net of debt assumed, was $7.0
million, of which $6.1 million was paid in cash and $0.9 million was accrued as of September 30, 2017.

As of September 30, 2017, the purchase price allocations for DHD and Modria.com are not yet complete. The
preliminary estimates of fair value assumed at each acquisition date for intangibles, liabilities, deferred revenue, and
related deferred taxes are subject to change as valuations are finalized. The impact of both acquisitions on our
operating results is not material.

(3) Shareholders’ Equity

The following table details activity in our common stock:
Nine months ended September
30,
2017 2016
ShareAmount SharesAmount
Purchases of treasury shares (42) $(6,171) (758) $(94,499)
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Stock option exercises 787 33,568 564 15,089

Employee stock plan purchases 40 5,342 34 4,429

As of September 30, 2017, we had authorization from our board of directors to repurchase up to 2.0 million additional
shares of Tyler common stock.
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(4) Other Assets

As of September 30, 2017, we have $61.7 million in investment grade corporate and municipal bonds and asset
backed securities with maturity dates ranging from 2017 through 2021. We intend to hold these securities to maturity
and have classified them as such. We believe cost approximates fair value because of the relatively short duration of
these investments. The fair values of these securities are considered Level II as they are based on inputs from quoted
prices in markets that are not active or other observable market data. These investments are included in short-term
investments and non-current investments and other assets.

We have a $15.0 million investment in convertible preferred stock representing a 20% interest in Record Holdings Pty
Limited, a privately held Australian company specializing in digitizing the spoken word in court and legal
proceedings. The investment in convertible preferred stock is accounted under the cost method because the Company
does not have the ability to exercise significant influence over the investee and the securities do not have readily
determinable fair values. Our investment is carried at cost less any impairment write-downs. Annually, the Company’s
cost method investments are assessed for impairment. The Company does not reassess the fair value of cost method
investments if there are no identified events or changes in circumstances that may have a significant adverse effect on
the fair value of the investments. This investment is included in non-current investments and other assets.

(5) Revolving Line of Credit

On November 16, 2015, we entered into a $300.0 million Credit Agreement with various lender parties and Wells
Fargo Bank, National Association, as Administrative Agent (the “Credit Facility”). The Credit Facility provides for a
revolving credit line up to $300.0 million, including a $10.0 million sublimit for letters of credit. The Credit Facility
matures on November 16, 2020. Borrowings under the Credit Facility may be used for general corporate purposes,
including working capital requirements, acquisitions and share repurchases.

Borrowings under the Credit Facility bear interest at a rate of either (1) Wells Fargo Bank’s prime rate (subject to
certain higher rate determinations) plus a margin of 0.25% to 1.00% or (2) the 30, 60, 90 or 180 day LIBOR rate plus
a margin of 1.25% to 2.00%. As of September 30, 2017, the interest rates were 4.50% under the Wells Fargo Bank's
prime rate and 2.49% under a 30-day LIBOR contract. The Credit Facility is secured by substantially all of our assets.
The Credit Facility requires us to maintain certain financial ratios and other financial conditions and prohibits us from
making certain investments, advances, cash dividends or loans, and limits incurrence of additional indebtedness and
liens. As of September 30, 2017, we were in compliance with those covenants.

As of September 30, 2017, we had no outstanding borrowings and two outstanding letters of credit totaling $2.2
million. Available borrowing capacity under the Credit Facility was $297.8 million.

(6) Income Tax Provision

For the three and nine months ended September 30, 2017, we had effective income tax rates of 12.1% and 12.3%,
respectively, compared to 2.7% and 16.5% for the three and nine months ended September 30, 2016, respectively. The
effective income tax rates for the periods presented were different from the statutory United States federal income tax
rate of 35% principally due to excess tax benefits related to stock option exercises. The excess tax benefits related to
stock option exercises realized were $9.0 million and $27.6 million for the three and nine months ended

September 30, 2017, respectively, compared to $13.3 million and $20.8 million for the three and nine months ended
September 30, 2016, respectively. The change in the effective income tax rates for the three and nine months ended
September 30, 2017 as compared to the prior year periods is mainly due to the change in excess tax benefits related to
stock option exercises realized. Excluding the excess tax benefits, the effective rates were 32.8% and 36.0% for the
three and nine months ended September 30, 2017, respectively, compared to 39.3% and 38.5% for the three and nine
months ended September 30, 2016, respectively. Other differences from our federal statutory income tax rate included

9
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state income taxes, non-deductible business expenses, tax credits, and the tax benefit of the domestic production
activities deduction.

We made tax payments of $29.0 million and $25.0 million in the nine months ended September 30, 2017, and
September 30, 2016, respectively.

10



Edgar Filing: TYLER TECHNOLOGIES INC - Form 10-Q

(7) Earnings Per Share

The following table details the reconciliation of basic earnings per share to diluted earnings per share:
Three months Nine months
ended September ended September
30, 30,

2017 2016 2017 2016

Numerator for basic and diluted earnings per share:
Net income $38,263 $35,430 $102,147 $78,661
Denominator:
Weighted-average basic common shares outstanding 37,391 36,433 37,238 36,438
Assumed conversion of dilutive securities:
Stock options 1,951 2,629 2,028 2,576
Denorpmator fo‘r diluted earnings per share 39342 39.062 39266  39.014

- Adjusted weighted-average shares
Earnings per common share:
Basic $1.02 $097 $2.74 $2.16
Diluted $0.97 $091 $2.60 $2.02

For the three and nine months ended September 30, 2017, stock options representing the right to purchase common
stock of approximately 1,499,000 shares and 1,303,000 shares, respectively, were not included in the computation of
diluted earnings per share because their inclusion would have had an anti-dilutive effect. For the three and nine
months ended September 30, 2016, stock options representing the right to purchase common stock of approximately
741,000 shares and 769,000 shares, respectively, were not included in the computation of diluted earnings per share
because their inclusion would have had an anti-dilutive effect.

(8) Share-Based Compensation

The following table summarizes share-based compensation expense related to share-based awards recorded in the
statements of income, pursuant to Accounting Standards Codification (“ASC”) 718, Stock Compensation:
Three months Nine months
ended ended September
September 30, 30,
2017 2016 2017 2016
Cost of software services, maintenance and subscriptions $2,524 $1,779 $6,874 $4,668
Selling, general and administrative expenses 7,267 5,877 20,494 16,680
Total share-based compensation expense $9,791 $7,656 $27,368 $21,348

(9) Segment and Related Information

We provide integrated information management solutions and services for the public sector, with a focus on local
governments.

We provide our software systems and services and appraisal services through four business units, which focus on the
following products:

financial management, education and planning, regulatory and maintenance software solutions;

financial management, municipal courts, planning, regulatory and maintenance, and land and vital records
management software solutions;

courts and justice and public safety software solutions; and

11
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appraisal and tax software solutions and property appraisal services.

7

12
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In accordance with ASC 280-10, Segment Reporting, the financial management, education and planning, regulatory
and maintenance software solutions unit; financial management, municipal courts, planning, regulatory and
maintenance, and land and vital records management software solutions unit; and the courts and justice and public
safety software solutions unit meet the criteria for aggregation and are presented in one reportable segment, the
Enterprise Software (“ES”) segment. The ES segment provides municipal and county governments and schools with
software systems and services to meet their information technology and automation needs for mission-critical
“back-office” functions. The Appraisal and Tax (“A&T”) segment provides systems and software that automate the
appraisal and assessment of real and personal property as well as property appraisal outsourcing services for local
governments and taxing authorities. Property appraisal outsourcing services include: the physical inspection of
commercial and residential properties; data collection and processing; computer analysis for property valuation;
preparation of tax rolls; community education; and arbitration between taxpayers and the assessing jurisdiction.

We evaluate performance based on several factors, of which the primary financial measure is business segment
operating income. We define segment operating income for our business units as income before non-cash amortization
of intangible assets associated with their acquisitions, interest expense and income taxes. Segment operating income
includes intercompany transactions. The majority of intercompany transactions relate to contracts involving more than
one unit and are valued based on the contractual arrangement. Segment operating income for corporate primarily
consists of compensation costs for the executive management team and certain accounting and administrative staff and
share-based compensation expense for the entire company. Corporate segment operating income also includes
revenues and expenses related to a company-wide user conference.

For the three months ended September 30, 2017

ISESE:‘;;;?CSG: Appraisal and Tax Corporate Totals
Revenues
Software licenses and royalties $18,223 $ 1,619 $— $19,842
Subscriptions 42,826 2,014 — 44,840
Software services 42,295 5,184 — 47,479
Maintenance 86,576 5,709 — 92,285
Appraisal services — 6,290 — 6,290
Hardware and other 3,412 — (2 ) 3,410
Intercompany 2,660 — (2,660 ) —
Total revenues $195,992 $ 20,816 $(2,662 ) $214,146
Segment operating income $60,511 $ 5,479 $(13,578) $52,412
For the nine months ended September 30, 2017

Eg;xgrrlese Appraisal and Tax Corporate Totals
Revenues
Software licenses and royalties $50,151 $ 5,021 $— $55,172
Subscriptions 120,191 5,698 — 125,889
Software services 125,658 14,211 — 139,869
Maintenance 253,048 15,508 — 268,556
Appraisal services — 19,268 — 19,268
Hardware and other 9,435 — 4,622 14,057
Intercompany 7,309 — (7,309 ) —
Total revenues $565,792 $ 59,706 $(2,687 ) $622,811
Segment operating income $166,692 $ 14,103 $(37,468) $143,327

13
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For the three months ended September 30, 2016

ISESE:‘;;;?CSG: Appraisal and Tax Corporate Totals
Revenues
Software licenses and royalties $18,492 $ 1,438 $— $19,930
Subscriptions 35,169 1,700 — 36,869
Software services 40,608 4,130 — 44,738
Maintenance 78,292 4,708 — 83,000
Appraisal services — 6,541 — 6,541
Hardware and other 3,428 — 9 ) 3,419
Intercompany 1,971 — (1,971 ) —
Total revenues $177,960 $ 18,517 $(1,980 ) $194,497
Segment operating income $52,372 $ 4,713 $(11,084) $46,001

For the nine months ended September 30, 2016

ISE(I)lite;grrlese Appraisal and Tax Corporate Totals
Revenues
Software licenses and royalties $50,585 $ 3,746 $— $54,331
Subscriptions 99,470 5,456 — 104,926
Software services 121,372 11,836 — 133,208
Maintenance 223,802 13,973 — 237,775
Appraisal services — 20,083 — 20,083
Hardware and other 9,406 16 3,017 12,439
Intercompany 4,743 — 4,743 ) —
Total revenues $509,378 $ 55,110 $(1,726 ) $562,762
Segment operating income $139,151 $ 13,534 $(29,774) $122911

Three months

ended September Nine months ended

30 September 30,
Recon?lllatlon of reportable segment operating income to the Company's 2017 2016 2017 2016
consolidated totals:
Total segment operating income $52,412 $46,001 $143,327 $1220911
Amortization of acquired software (5,473 ) (5,598 ) (16,243 ) (16,737 )
Amortization of customer and trade name intangibles (3,492 ) (3,458 ) (10,413 ) (10,273 )
Other expense, net 75 (526 ) (216 ) (1,713 )
Income before income taxes $43,522 $36,419 $116,455 $94,188

(10) Commitments and Contingencies

Other than routine litigation incidental to our business, there are no material legal proceedings pending to which we
are party or to which any of our properties are subject.

15
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(11) New Accounting Pronouncements

Revenue from Contracts with Customers. On May 28, 2014, the Financial Accounting Standards Board ("FASB")
issued ASU No. 2014-09, “Revenue from Contracts with Customers.” This ASU is the result of a convergence project
between the FASB and the International Accounting Standards Board. The core principle behind ASU No. 2014-09 is
that an entity should recognize revenue to depict the transfer of promised goods and services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for delivering those goods
and services. This model involves a five-step process that includes identifying the contract with the customer,
identifying the performance obligations in the contract, determining the transaction price, allocating the transaction
price to the performance obligations in the contract and recognizing revenue when (or as) the entity satisfies the
performance obligations. The ASU allows two methods of adoption: a full retrospective approach where three years of
financial information are presented in accordance with the new standard, and a modified retrospective approach where
the ASU is applied to the most current period presented in the financial statements. We currently anticipate adopting
the standard using the full retrospective method to restate each prior reporting period presented. Our ability to adopt
using the full retrospective method is dependent on system readiness, including software procured from third-party
providers, and the completion of our analysis of information necessary to restate prior period financial statements. The
new standard requires application no later than annual reporting periods beginning after December 15, 2017, including
interim reporting periods therein; however, public entities are permitted to elect to early adopt the new standard. We
will adopt the new standard in fiscal year 2018.

We anticipate this standard will have a material impact on our consolidated financial statements. While we are
continuing to assess all potential impacts of the standard, we currently believe the most significant impact relates to
our accounting for software license fees and incremental cost of obtaining a contract. Specifically, under the new
standard we expect software license fees under perpetual agreements will no longer be subject to 100% discount
allocations from other elements in the contract. Discounts in arrangements will be allocated across all deliverables
increasing license revenues and decreasing revenues allocated to other performance obligations. In addition, in most
cases, net license fees (total license fees less any allocated discounts) will be recognized at the point in time that
control of the software license transfers to the customer versus our current policy of recognizing revenue only to the
extent billable per the contractual terms. Time-based license fees currently recognized over the license term will no
longer be recognized over the period of the license and will instead be recognized at the point in time that control of
the software license transfers to the customer. We expect revenue related to our software as a service (‘‘SaaS”) offerings,
post-contract customer support ("PCS") renewals and professional services to remain substantially unchanged. Due to
the complexity of certain contracts, the actual revenue recognition treatment required under the standard will be
dependent on contract-specific terms and may vary in some instances from recognition at the time of billing.
Application of the new standard requires that incremental costs directly related to obtaining a contract (typically sales
commissions plus any associated fringe benefits) must be recognized as an asset and expensed on a systematic basis
that is consistent with the transfer to the customer of the goods and services to which the asset relates, unless that life
is less than one year. Currently, we defer sales commissions and recognize expense over the relevant initial
contractual term. With the adoption of the new standard, we expect amortization periods to extend past the initial

term.

Leases. On February 25, 2016, the FASB issued its new lease accounting guidance in ASU No. 2016-02, “Leases
(Topic 842).” Under the new guidance, lessees will be required to recognize the following for all leases (with the
exception of short-term leases) at the commencement date:

A lease liability, which is a lessee‘s obligation to make lease payments arising from a lease, measured on a discounted
basis; and

A right-of-use asset, which is an asset that represents the lessee’s right to use, or control the use of, a specified asset for
the lease term.

Lessees (for capital and operating leases) and lessors (for sales-type, direct financing, and operating leases) must apply
a modified retrospective transition approach for leases existing at, or entered into after, the beginning of the earliest

16
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comparative period presented in the financial statements. The modified retrospective approach would not require any
transition accounting for leases that expired before the earliest comparative period presented. Lessees and lessors may
not apply a full retrospective transition approach.

The ASU is effective for fiscal years beginning after December 15, 2018, including interim periods therein. Early
application is permitted for all business entities upon issuance. We are assessing the financial impact of adopting the
new standard; however, we are currently unable to provide a reasonable estimate regarding the financial impact. We
expect to adopt the new standard in fiscal year 2019.

10
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

CAUTIONARY NOTE CONCERNING FORWARD-LOOKING STATEMENTS

This document contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933
and Section 21E of the Securities Exchange Act of 1934 that are not historical in nature and typically address future or
anticipated events, trends, expectations or beliefs with respect to our financial condition, results of operations or
business. Forward-looking statements often contain words such as “believes,” “expects,” “anticipates,” “foresees,” “forecasts,”
“estimates,” “plans,” “intends,” “continues,” “may,” “will,” “should,” “projects,” “might,” “could” or other similar words or p!
Similarly, statements that describe our business strategy, outlook, objectives, plans, intentions or goals also are
forward-looking statements. We believe there is a reasonable basis for our forward-looking statements, but they are
inherently subject to risks and uncertainties and actual results could differ materially from the expectations and beliefs
reflected in the forward-looking statements. We presently consider the following to be among the important factors
that could cause actual results to differ materially from our expectations and beliefs: (1) changes in the budgets or
regulatory environments of our clients, primarily local and state governments, that could negatively impact
information technology spending; (2) our ability to protect client information from security breaches and provide
uninterrupted operations of data centers; (3) our ability to achieve growth or operational synergies through the
integration of acquired businesses, while avoiding unanticipated costs and disruptions to existing operations; (4)
material portions of our business require the Internet infrastructure to be adequately maintained; (5) our ability to
achieve our financial forecasts due to various factors, including project delays by our clients, reductions in transaction
size, fewer transactions, delays in delivery of new products or releases or a decline in our renewal rates for service
agreements; (6) general economic, political and market conditions; (7) technological and market risks associated with
the development of new products or services or of new versions of existing or acquired products or services; (8)
competition in the industry in which we conduct business and the impact of competition on pricing, client retention
and pressure for new products or services; (9) the ability to attract and retain qualified personnel and dealing with the
loss or retirement of key members of management or other key personnel; and (10) costs of compliance and any

failure to comply with government and stock exchange regulations. A detailed discussion of these factors and other
risks that affect our business are described in Item 1A, “Risk Factors.” We expressly disclaim any obligation to publicly
update or revise our forward-looking statements.

GENERAL

We provide integrated information management solutions and services for the public sector, with a focus on local
governments. We develop and market a broad line of software products and services to address the IT needs of cities,
counties, schools and other local government entities. In addition, we provide professional IT services to our clients,
including software and hardware installation, data conversion, training, and for certain clients, product modifications,
along with continuing maintenance and support for clients using our systems. We also provide subscription-based
services that utilize the Tyler private cloud such as e-filing, which simplifies the filing and management of court
related documents. We also provide property appraisal outsourcing services for taxing jurisdictions.

Our products generally automate six major functional areas: (1) financial management and education, (2) courts and
justice, (3) public safety, (4) property appraisal and tax, (5) planning, regulatory and maintenance, and (6) land and
vital records management. We report our results in two segments. The Enterprise Software (“ES”) segment provides
municipal and county governments and schools with software systems and services to meet their information
technology and automation needs for mission-critical “back-office” functions. The Appraisal and Tax (“A&T”) segment
provides systems and software that automate the appraisal and assessment of real and personal property as well as
property appraisal outsourcing services for local governments and taxing authorities. Property appraisal outsourcing
services include: the physical inspection of commercial and residential properties; data collection and processing;
computer analysis for property valuation; preparation of tax rolls; community education; and arbitration between
taxpayers and the assessing jurisdiction.

Our total employee count increased to 4,039 at September 30, 2017, from 3,775 at September 30, 2016.

EEINT3

EEINT3 9 ¢
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The discussion and analysis of our financial condition and results of operations are based upon our condensed
consolidated financial statements. These condensed consolidated financial statements have been prepared following
the requirements of accounting principles generally accepted in the United States (“GAAP”) for the interim period and
require us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates,
including those related to revenue recognition and amortization and potential impairment of intangible assets and
goodwill and share-based compensation expense. As these are condensed financial statements, one should also read
expanded information about our critical accounting policies and estimates provided in Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” included in our Form 10-K for the year
ended December 31, 2016. There have been no material changes to our critical accounting policies and estimates from
the information provided in our Form 10-K for the year ended December 31, 2016.
ANALYSIS OF RESULTS OF OPERATIONS

Percent of Total Revenues

. Nine Months
Third Quarter Ended
2017 2016 2017 2016

Revenues:
Software licenses and royalties 93 % 102 % 89 %97 %
Subscriptions 20.9 19.0 20.2 18.6
Software services 22.2 23.0 22.5 23.7
Maintenance 43.1 42.7 43.1 42.3
Appraisal services 2.9 34 3.1 35
Hardware and other 1.6 1.7 2.2 2.2
Total revenues 100.0 100.0 100.0 100.0
Cost of revenues:
Software licenses, royalties and acquired software 2.9 3.2 3.0 3.3
Software services, maintenance and subscriptions 45.8 45.6 46.2 46.3
Appraisal services 1.9 2.1 2.0 2.2
Hardware and other 1.1 1.0 1.7 1.6
Selling, general and administrative expenses 20.9 21.6 21.1 22.2
Research and development expense 5.5 5.7 5.7 5.6
Amortization of customer and trade name intangibles 1.6 1.8 1.7 1.8
Operating income 20.3 19.0 18.7 17.0
Other (expense), net — 03 ) — 0.3 )
Income before income taxes 20.3 18.7 18.7 16.7
Income tax provision 2.5 0.5 2.3 2.8
Net income 178 % 182 % 164 % 139 %
12
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Revenues
Software licenses and royalties
The following table sets forth a comparison of our software licenses and royalties revenue for the periods presented as
of September 30:
Nine Months

Third Quarter Change Ended Change
($ in thousands) 2017 2016 % % 2017 2016 $ %
ES $18,223 $18,492 $(269) (1 )% $50,151 $50,585 $(434) (1)%
A&T 1,619 1,438 181 13 5,021 3,746 1,275 34

Total software licenses and royalties revenue  $19,842 $19,930 $(88 ) (0.4)% $55,172 $54,331 $841 2 %

Software licenses and royalties revenue decreased 0.4% and increased 2% for the three and nine months ended
September 30, 2017, respectively, compared to the prior year period. The decline for the three months ended
September 30, 2017 was primarily due to an increase in the number of new software clients choosing our
subscription-based option, rather than purchasing the software under a traditional perpetual software arrangement. The
increase in software licenses and royalties revenue for the nine months ended September 30, 2017 is attributed to
additions to our implementation staff, which increased our capacity to deliver backlog.

Although the mix of new contracts between subscription-based and perpetual license arrangements varies from quarter
to quarter and year to year, we expect our longer-term software license growth rate to continue to be negatively
impacted by a growing number of customers choosing our subscription-based options, rather than purchasing the
software under a traditional perpetual software license arrangement. Subscription-based arrangements result in lower
software license revenue in the initial year as compared to perpetual software license arrangements but generate higher
overall revenue over the term of the contract. Our new client mix for the nine months ended September 30, 2017 was
approximately 51% selecting perpetual software license arrangements and approximately 49% selecting
subscription-based arrangements compared to a client mix for the nine months ended September 30, 2016 of
approximately 68% selecting perpetual software license arrangements and approximately 32% selecting
subscription-based arrangements. 94 and 291 new clients entered into subscription-based software arrangements for
the three and nine months ended September 30, 2017, respectively, compared to 50 and 189 new clients for the three
and nine months ended September 30, 2016, respectively. Since September 30, 2016, we added 352 new SaaS clients
and 75 existing on-premises clients converted to our SaaS model.
Subscriptions
The following table sets forth a comparison of our subscriptions revenue for the periods presented as of September 30:
Third Quarter Change Nine Months Ended Change

($ in thousands) 2017 2016 $ % 2017 2016 $ %
ES $42,826 $35,169 $7,657 22% $120,191 $99,470 $20,721 21%
A&T 2,014 1,700 314 18 5,698 5,456 242 4

Total subscriptions revenue $44,840 $36,869 $7,971 22% $125,889 $104,926 $20,963 20%

Subscriptions revenue primarily consists of revenue derived from our SaaS arrangements, which utilize the Tyler
private cloud. As part of our subscription-based services, we also provide e-filing arrangements that simplify the filing
and management of court related documents for courts and law offices. E-filing revenue is derived from transaction
fees and fixed fee arrangements.

Subscriptions revenue grew 22% and 20% for the three and nine months ending September 30, 2017, respectively,
compared to the prior year. New SaaS clients as well as existing clients who converted to our SaaS model provided
the majority of the subscriptions revenue increase. In the three and nine months ending September 30, 2017,
respectively, we added 94 and 291 new SaaS clients and 15 and 69 existing on-premises clients converted to our SaaS
model. Since September 30, 2016, we added 352 new SaaS clients and 75 existing on-premises clients converted to
our SaaS model. Also, e-filing services contributed approximately $2.4 million and $5.6 million to the subscriptions
revenue increase for the three and nine months ended September 30, 2017, respectively, due to the addition of new
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e-filing clients, as well as increased volumes as the result of several existing clients mandating e-filing.
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Software services
The following table sets forth a comparison of our software services revenue for the periods presented as of September
30:

Third Quarter Change Nine Months Ended Change

($ in thousands) 2017 2016 $ % 2017 2016 $ %
ES $42,295 $40,608 $1,687 4 % $125,658 $121,372 $4,286 4 %
A&T 5,184 4,130 1,054 26 14211 11,836 2,375 20

Total software services revenue $47,479 $44,738 $2,741 6 % $139,869 $133,208 $6,661 5 %

Software services revenue primarily consists of professional services billed in connection with implementing our
software, converting client data, training client personnel, custom development activities and consulting. New clients
who purchase our proprietary software licenses, as well as those entering into a new SaaS arrangement, generally
contract with us to provide the related software services. Existing clients also periodically purchase additional
training, consulting and minor programming services. For the three and nine months ended September 30, 2017,
respectively, software services revenue grew 6% and 5% compared to the prior year period. This growth is primarily
due to additions to our implementation and support staff which increased our capacity to deliver backlog and partially
due to completing recognition of a majority of the acquisition-related deferred service revenue that was fair valued at
rates below Tyler's average service rate in prior periods.
Maintenance
The following table sets forth a comparison of our maintenance revenue for the periods presented as of September 30:
Third Quarter Change Nine Months Ended Change

($ in thousands) 2017 2016 $ % 2017 2016 $ %
ES $86,576 $78,292 $8,284 11% $253,048 $223,802 $29,246 13%
A&T 5,709 4708 1,001 21 15,508 13,973 1,535 11

Total maintenance revenue $92,285 $83,000 $9,285 11% $268,556 $237,775 $30,781 13%

We provide maintenance and support services for our software products and certain third-party software. Maintenance
revenue grew 11% and 13% for the three and nine months ended September 30, 2017, respectively, compared to the
prior year. Maintenance revenue increased mainly due to annual maintenance rate increases and growth in our
installed customer base from new software license sales. In addition, the increase is partially due to completing
recognition of a majority of the acquisition-related deferred maintenance revenue that was fair valued at rates below
Tyler's average maintenance rate in prior periods.

Appraisal services

The following table sets forth a comparison of our appraisal services revenue for the periods presented as of
September 30:

Third Quarter Change gérclleeé\/lonths Change
($ in thousands) 2017 2016 $ % 2017 2016 % %
ES $— $— $— —%BS— $—  $— —%
A&T 6,290 6,541 (251 ) (4) 19,268 20,083 (815 ) 4)

Total appraisal services revenue $6,290 $6,541 $(251) (4)% $19,268 $20,083 $(815) (4)%
Appraisal services revenue for the three and nine months ended September 30, 2017, respectively, decreased by 4% .

The decline is mainly due to the successful completion of several large revaluation projects in mid-2017. The
appraisal services business is somewhat cyclical and driven in part by statutory revaluation cycles in various states.
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Cost of Revenues and Gross Margins
The following table sets forth a comparison of the key components of our cost of revenues for the periods presented as
of September 30:

Third Quarter Change Nine Months Ended Change
($ in thousands) 2017 2016 $ % 2017 2016 $ %
Software licenses and royalties $826 $623 $203 33 % $2,204 $1,927 $277 14 %
Acquired software 5,473 5,598 (125 ) (2) 16,243 16,737 (494 ) (3)
Software services, maintenance and 98,036 88,623 9413 11 287,748 260,610 27,138 10
subscriptions
Appraisal services 4,089 4,053 36 1 12,568 12,473 95 1
Hardware and other 2,293 2,120 173 8 10,408 8,481 1,927 23
Total cost of revenues $110,717 $101,017 $9,700 10 % $329,171 $300,228 $28,943 10 %

The following table sets forth a comparison of gross margin percentage by revenue type for the periods presented as of
September 30:
. Nine Months
Third Quarter Ended
2017 2016 Change 2017 2016 Change
Software licenses, royalties and acquired software 68.3% 68.8% (0.5)% 66.6% 65.6% 1.0 %
Software services, maintenance and subscriptions 46.9 46.2 0.7 46.1 452 0.9

Appraisal services 350 380 (@(3.0) 348 379 (3.1)
Hardware and other 328 380 (52) 260 31.8 (5.8)
Overall gross margin 48.3% 48.1% 0.2 % 47.1% 46.7% 0.4 %

Software licenses, royalties and acquired software. Amortization expense for acquired software comprises the
majority of costs of software licenses, royalties and acquired software. We do not have any direct costs associated
with royalties. In the three and nine months ended September 30, 2017, respectively, our software licenses, royalties
and acquired software gross margin decreased slightly by 0.5% and increased 1.0% compared to the prior year period.
The slight decline for the three months ended September 30, 2017 is due to higher third-party software costs compared
to prior period. The increase for the nine months ended September 30, 2017 is due to higher incremental margins on
software license revenues, in part due to slightly lower amortization expense for acquired software resulting from
acquisitions.

Software services, maintenance and subscriptions. Cost of software services, maintenance and subscriptions primarily
consists of personnel costs related to installation of our software, conversion of client data, training client personnel
and support activities and various other services such as custom client development and on-going operation of SaaS
and e-filing arrangements. The software services, maintenance and subscription gross margin in the three and nine
months ended September 30, 2017, respectively, was 0.7% and 0.9% higher than the comparable prior year period.
Our implementation and support staff has grown by 208 employees since September 30, 2016. Many of these
additions occurred in early to mid-2016 and are contributing to revenue in 2017. Costs related to maintenance and
various other services such as SaaS and e-filing typically grow at a slower rate than related revenue due to leverage in
the utilization of support and maintenance staff and economies of scale. Reduced recognition of acquisition-related
deferred revenue associated with software services and maintenance obligations completed in prior periods also
resulted in higher gross margins.

Appraisal services. Appraisal services revenue comprised approximately 2.9% of total revenue. The appraisal services
gross margin for the three and nine months ended September 30, 2017, respectively, decreased 3.0% and 3.1%
compared to the same period in 2016, due to additional resources brought in to meet the deadline for completion of
fieldwork for a large revaluation project. A high proportion of the costs of appraisal services revenue are variable, as
we often hire temporary employees to assist in appraisal projects.
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For the three and nine months ended September 30, 2017, respectively, our overall gross margin increased 0.2% and
0.4% compared to the prior year period. Our overall gross margin increase for the nine month period was mainly due
to a product mix that included more higher-margin recurring revenues from subscriptions and maintenance and
improved margin on revenues from software licenses offset by the lower-margin revenues from appraisal services as
described above.

Selling, General and Administrative Expenses
Selling, general and administrative (“SG&A”) expenses consist primarily of salaries, employee benefits, travel,
share-based compensation expense, commissions and related overhead costs for administrative and sales and
marketing employees, as well as professional fees, trade show activities, advertising costs and other marketing related
costs.
The following table sets forth a comparison of our SG&A expenses for the periods presented as of September 30:
Third Quarter Change Nine Months Ended Change
($ in thousands) 2017 2016 $ % 2017 2016 $ %
Selling, general and administrative expenses $44,656 $42,007 $2,649 6% $131,249 $124,998 $6,251 5%
SG&A as a percentage of revenues was 20.9% and 21.1% for the three and nine months ended September 30, 2017,
respectively, compared to 21.6% and 22.2% for the three and nine months ended September 30, 2016, respectively.
SG&A expense increased approximately 6% and 5% for the three and nine months ended September 30, 2017,
respectively. This increase is mainly due to compensation costs related to higher stock compensation expense and
increased staff levels. For the three and nine months ended September 30, 2017, respectively, stock compensation
expense rose $1.4 million and $3.8 million, respectively, compared to the same period in 2016, mainly due to
increases in our stock price over the last few years.
Research and Development Expense
The following table sets forth a comparison of our research and development expense for the periods presented as of
September 30:
. Nine Months

Third Quarter Change Ended
($ in thousands) 2017 2016 $ % 2017 2016 $ %
Research and development expense $11,834 $11,070 $764 7% $35,307 $31,362 $3,945 13%
Research and development expense consists mainly of costs associated with development of new products and
technologies from which we do not currently generate significant revenue, as well as costs related to the ongoing
development efforts for Microsoft Dynamics AX. Our contractual research and development commitment to develop
public sector functionality for Microsoft Dynamics AX was amended in March 2016, which significantly reduced our
development commitment through March 2018. However, we will continue to provide sustained engineering and
technical support for the public-sector functionality within Dynamics AX. License and maintenance royalties for all
applicable domestic and international sales of Dynamics AX to public sector entities will continue under the terms of
the contract.
Research and development expense in the three and nine months ended September 30, 2017, respectively, increased
7% and 13% compared to prior period mainly due to research and development efforts related to new Tyler product
development initiatives, primarily in our public safety solutions, offset by reduced development efforts for Microsoft
Dynamics AX. As a result of the Microsoft Dynamics AX amendment, we are redeploying certain development
resources to enhance functionality on several existing solutions and these costs are being recorded in cost of revenues —
software services, maintenance and subscriptions.
Amortization of Customer and Trade Name Intangibles
Acquisition intangibles are composed of the excess of the purchase price over the fair value of net tangible assets
acquired that is allocated to acquired software and customer and trade name intangibles. The remaining excess
purchase price is allocated to goodwill that is not subject to amortization. Amortization expense related to acquired
software is included with cost of revenues while amortization expense of customer and trade name intangibles is
recorded as operating expense.

Change
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The following table sets forth a comparison of amortization of customer and trade name intangibles for the periods
presented as of September 30:

. Nine Months
Third Quarter Change Ended Change
($ in thousands) 2017 2016 $ % 2017 2016 $ %

Amortization of customer and trade name intangibles $3,492 $3,458 $34 1% $10,413 $10,273 $140 1%

Other Income (Expense), Net

The following table sets forth a comparison of our other expense, net for the periods presented as of September 30:
Third Change Nine Months
Quarter Ended

($ in thousands) 20172016 $ % 2017 2016 $ %

Other income (expense), net $75 $(526) $601 (114)% $(216) $(1,713) $1,497 (87)%

Other income (expense), net is comprised of interest expense and non-usage and other fees associated with our

revolving credit agreement, as well as interest income from invested cash. Other income (expense), net decreased in

the three and nine months ended September 30, 2017, compared to the prior period due to significantly lower debt

levels in the current period, as we repaid all borrowings under the revolving line of credit in January 2017, and

correspondingly higher levels of cash investments.

Income Tax Provision

The following table sets forth a comparison of our income tax provision for the periods presented as of September 30:

Third Quarter Change Nine Months Ended  Change
($ in thousands) 2017 2016 $ % 2017 2016 $ %
Income tax provision $5,259  $989 $4,270 432% $14,308 $15,527 $(1,219) (8)%

Change

Effective income tax rate 12.1 % 2.7 % 12.3 % 16.5 %

The effective income tax rates for the three and nine months ended September 30, 2017 and 2016, respectively, were
different from the statutory United States federal income tax rate of 35% principally due to excess tax benefits related
to stock option exercises. The excess tax benefits related to stock option exercises realized were $9.0 million and
$27.6 million for the three and nine months ended September 30, 2017, respectively, compared to $13.3 million and
$20.8 million for the three and nine months ended September 30, 2016, respectively. The change in the effective
income tax rates for the three and nine months ended September 30, 2017 as compared to the prior year periods is
mainly due to the change in excess tax benefits related to stock option exercises realized. Excluding the excess tax
benefits, the effective rates were 32.8% and 36.0% for the three and nine months ended September 30, 2017,
respectively, compared to 39.3% and 38.5% for the three and nine months ended September 30, 2016, respectively.
Other differences from the federal statutory income tax rate included state income taxes, non-deductible business
expenses, tax credits, and the tax benefit of the domestic production activities deduction.

FINANCIAL CONDITION AND LIQUIDITY

As of September 30, 2017, we had cash and cash equivalents of $124.6 million, compared to $36.2 million at
December 31, 2016. We also had $61.7 million invested in investment grade corporate and municipal bonds and
asset-backed securities as of September 30, 2017. These investments mature from 2017 through 2021 and we intend to
hold these investments until maturity. As of September 30, 2017, we had two outstanding letters of credit totaling $2.2
million. We do not believe the letters of credit will be required to be drawn upon. These letters of credit expire
through mid-2018. We believe our cash from operating activities, revolving line of credit, cash on hand and access to
the capital markets provides us with sufficient flexibility to meet our long-term financial needs.
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The following table sets forth a summary of cash flows for the nine months ended September 30:

($ in thousands) 2017 2016

Cash flows provided (used) by:

Operating activities $142,381 $140,054
Investing activities (75,807 ) (42,846 )
Financing activities 21,878 (106,981 )

Net increase (decrease) in cash and cash equivalents $88,452  $(9,773 )

Net cash provided by operating activities continues to be our primary source of funds to finance operating needs and
capital expenditures. Other potential capital resources include cash on hand, public and private issuances of debt or
equity securities, and bank borrowings. It is possible that our ability to access the capital and credit markets in the
future may be limited by economic conditions or other factors. We currently believe that cash provided by operating
activities, cash on hand and available credit are sufficient to fund our working capital requirements, capital
expenditures, income tax obligations, and share repurchases for at least the next twelve months.

For the nine months ended September 30, 2017, operating activities provided cash of $142.4 million. Operating
activities that provided cash were primarily comprised of net income of $102.1 million, non-cash depreciation and
amortization charges of $40.1 million and non-cash share-based compensation expense of $27.4 million. Working
capital, excluding cash, increased approximately $27.2 million mainly due to higher accounts receivable related

to annual maintenance and subscription billings as well as milestone billings for several contracts, timing of income
tax payments, the changes in deferred revenue balances and the deferred taxes associated with stock option activity
during the period. These increases were offset slightly by timing of payments for wages.

In general, changes in deferred revenue are cyclical and primarily driven by the timing of our maintenance renewal
billings. Our renewal dates occur throughout the year, but our largest renewal billing cycles occur in the second and
fourth quarters. In addition, subscription renewals are billed throughout the year.

Our days sales outstanding (“DSO”) was 87 days at September 30, 2017, compared to 93 days at December 31, 2016,
and 87 days at September 30, 2016. Our maintenance billing cycle typically peaks at its highest level in June and
second highest level in December of each year and is followed by collections in the subsequent quarter. DSO is
calculated based on quarter-end accounts receivable divided by the quotient of annualized quarterly revenues divided
by 360 days.

Investing activities used cash of $75.8 million in the nine months ending September 30, 2017. Approximately $37.7
million was invested in property and equipment. We purchased an office building in Latham, New York, for
approximately $2.9 million and paid $12.9 million for construction to expand a building in Yarmouth, Maine. On
August 2, 2017, we acquired all of the capital stock of Digital Health Department, Inc., a company that provides
environmental health software, offering a software-as-a-service (SaaS) solution for public health compliance and
inspections processes. The total purchase price, net of debt assumed, was $3.9 million, of which $3.7 million was paid
in cash and $0.2 million was accrued as of September 30, 2017. On May 30, 2017, we also acquired all of the capital
stock of Modria.com, Inc., a company that specializes in online dispute resolution for government and commercial
entities. The total purchase price, net of debt assumed, was $7.0 million, of which $6.1 million was paid in cash and
$0.9 million was accrued as of September 30, 2017. The impact of these acquisitions on our operating results is not
material.

Investing activities used cash of $42.8 million in the nine months ending September 30, 2016. Approximately $29.5
million was invested in property and equipment. We purchased an office building in Falmouth, Maine, that was
previously leased from an entity owned by an executives’ father and brother, for approximately $9.7 million and paid
$4.6 million for construction to expand a building in Yarmouth, Maine. In the nine months ending September 30,
2016, we made a small acquisition for approximately $7.4 million and paid $2.0 million related to the working capital
holdback in connection with the NWS acquisition.

Financing activities provided cash of $21.9 million in the nine months ended September 30, 2017, and were
comprised of purchases of treasury shares, proceeds from stock option exercises and employee stock purchase plan
activity. During the nine months ended September 30, 2017, we purchased 42,000 shares of our common stock for an
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aggregate purchase price of $6.2 million at an average price paid per share of $147.30.
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Financing activities used cash of $107.0 million in the nine months ended September 30, 2016. Cash used by
financing activities was comprised of purchases of treasury shares, net borrowings from our revolving line of credit
and proceeds from stock option exercises and employee stock purchase plan activity. During the nine months ended
September 30, 2016, we purchased 758,000 shares of our common stock for an aggregate purchase price of $94.5
million at an average price paid per share of $124.75.

We had authorization from our board of directors to repurchase up to 2.0 million additional shares of Tyler common
stock as of September 30, 2017. The repurchase program, which was approved by our board of directors, was
announced in October 2002, and was amended at various times from 2003 through 2016. There is no expiration date
specified for the authorization, and we intend to repurchase stock under the plan from time to time.

We made tax payments of $29.0 million in the nine months ended September 30, 2017, compared to tax payments of
$25.0 million in the nine months ended September 30, 2016.

We anticipate that 2017 capital spending will be approximately $54.0 million. Capital spending includes
approximately $19.4 million for the Yarmouth office expansion and approximately $5.0 million for the purchase and
renovation of an office building in Latham, New York. We expect the remaining capital spending will consist
primarily of computer equipment and software for infrastructure replacements and expansion. We currently do not
expect to capitalize significant amounts related to software development in 2017, but the actual amount and timing of
those costs, and whether they are capitalized or expensed, may result in additional capitalized software development.
Capital spending is expected to be funded from existing cash balances, cash flows from operations and borrowings
under our revolving line of credit.

From time to time we engage in discussions with potential acquisition candidates. In order to consummate any such
opportunities, which could require significant commitments of capital, we may incur debt or issue potentially dilutive
securities in the future. No assurance can be given as to our future acquisitions and how such acquisitions may be
financed.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

Market risk represents the risk of loss that may affect us due to adverse changes in financial market prices and interest
rates.

As of September 30, 2017, we had no outstanding borrowings under the Credit Facility. Loans under the Credit
Facility bear interest, at Tyler’s option, at a per annum rate of either (1) the Wells Fargo Bank prime rate (subject to
certain higher rate determinations) plus a margin of 0.25% to 1.00% or (2) the 30, 60, 90 or 180-day LIBOR rate plus
a margin of 1.25% to 2.00%.

During the nine months ended September 30, 2017, our effective average interest rate for borrowings was 2.17%. As
of September 30, 2017, our interest rate was 4.50% under the Wells Fargo Bank prime rate and 2.49% under a 30-day
LIBOR contract. The Credit Facility is secured by substantially all of our assets.

ITEM 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act)
designed to provide reasonable assurance that the information required to be disclosed by us in the reports we file or
submit under the Exchange Act is recorded, processed, summarized and reported within the time period specified in
the SEC’s rules and forms. These include controls and procedures designed to ensure that this information is
accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosures. Management, with the participation of
the Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this report. Based on this evaluation, the Chief Executive Officer
and Chief Financial Officer have concluded that our disclosure controls and procedures were effective as of
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September 30, 2017.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting (as defined in Rule 13a-15(f) of the Exchange
Act) during the three months ended September 30, 2017, that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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Part II. OTHER INFORMATION

ITEM 1. Legal Proceedings
Other than routine litigation incidental to our business, there are no material legal proceedings pending to which we
are party or to which any of our properties are subject.

ITEM 1A. Risk Factors

In addition to the other information set forth in this report, one should carefully consider the discussion of various
risks and uncertainties contained in Part I, “Item 1A. Risk Factors” in our 2016 Annual Report on Form 10-K. We
believe those risk factors are the most relevant to our business and could cause our results to differ materially from the
forward-looking statements made by us. Please note, however, that those are not the only risk factors facing us.
Additional risks that we do not consider material, or of which we are not currently aware, may also have an adverse
impact on us. Our business, financial condition and results of operations could be seriously harmed if any of these
risks or uncertainties actually occurs or materializes. In that event, the market price for our common stock could
decline, and our shareholders may lose all or part of their investment. During the three months ended September 30,
2017, there were no material changes in the information regarding risk factors contained in our Annual Report on
Form 10-K for the year ended December 31, 2016.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds
None

ITEM 3. Defaults Upon Senior Securities
None

ITEM 4. Submission of Matters to a Vote of Security Holders
None

ITEM 5. Other Information
None

ITEM 6. Exhibits
Exhibit 31.1 Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Exhibit 31.2 Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Exhibit 32.1 Certifications Pursuant to 18 U.S.C. Section 1350. as adopted Pursuant to Section 906 of the
== Sarbanes-Oxley Act of 2002

Exhibit 101 Instance Document

Exhibit 101 Schema Document

Exhibit 101 Calculation Linkbase Document
Exhibit 101 Labels Linkbase Document
Exhibit 101 Definition Linkbase Document
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Presentation Linkbase Document

34



Edgar Filing: TYLER TECHNOLOGIES INC - Form 10-Q

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.

TYLER TECHNOLOGIES, INC.

By:/s/ Brian K. Miller
Brian K. Miller
Executive Vice President and Chief Financial Officer
(principal financial officer and an authorized signatory)
Date: October 25, 2017
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