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Cautionary Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of federal securities laws. All statements contained in this Quarterly Report on Form 10-Q other than statements of historical fact, including statements regarding our future operating results and financial position, our business strategy and plans, products, services, and technology offerings, market conditions, growth and trends, expansion plans and opportunities, and our objectives for future operations, are forward-looking statements. The words “believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “expect,” “could,” “would,” “project,” “plan,” “potentially,” “preliminary,” “likely” and similar expressions, and the negative of these expressions, are intended to identify forward-looking statements. We have based these forward-looking statements largely on our current expectations and projections about future events and trends that we believe may affect our financial condition, results of operations, business strategy, short-term and long-term business operations and objectives, and financial needs. These forward-looking statements are subject to a number of risks, uncertainties, and assumptions, including those described in Part I, Item 1A. “Risk Factors” of our Annual Report on Form 10-K for the year ended December 31, 2021. Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time. It is not possible for our management to predict all risks, nor can we assess the effect of all factors on our business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements we may make. In light of these risks, uncertainties, and assumptions, the future events and trends discussed in this Quarterly Report on Form 10-Q may not occur and actual results could differ materially and adversely from those anticipated or implied in the forward-looking statements.

Factors that could cause actual results to differ materially from those expressed or implied in forward-looking statements include, among other

things:

· disruption to our business and results of operations as a result of the novel coronavirus pandemic, including variant strains (“COVID-19”);

· customer concentration in our Commercial Services and Government Solutions segments;

· the impact of COVID-19 on our revenues from key customers in our Commercial Services, Government Solutions and Parking Solutions segments;

· risks and uncertainties related to our government contracts, including legislative changes, termination rights, delays in payments, audits and investigations;

· decreases in the prevalence of automated and other similar methods of photo enforcement, parking solutions or the use of tolling;

· decreased interest in outsourcing from our customers;

· our ability to properly perform under our contracts and otherwise satisfy our customers;

· our ability to compete in a highly competitive and rapidly evolving market;

· our ability to keep up with technological developments and changing customer preferences;

· the success of our new products and changes to existing products and services;

· our ability to successfully implement our acquisition strategy or integrate acquisitions;

· failure in or breaches of our networks or systems, including as a result of cyber-attacks;

· our ability to manage the risks, uncertainties and exposures related to our international operations;

· our ability to acquire necessary intellectual property and adequately protect our existing intellectual property;

· our ability to manage our substantial level of indebtedness;

· our reliance on a limited number of third-party vendors and service providers;

· our ability to maintain an effective system of internal controls; and
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· risks and uncertainties related to litigation, disputes and regulatory investigations.

You should not rely on forward-looking statements as predictions of future events. The events and circumstances reflected in the forward-looking statements may not occur. Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results, performance, or events and circumstances reflected in the forward-looking statements will be achieved or occur. We undertake no obligation to update any of these forward-looking statements for any reason after the date of this Quarterly Report on Form 10-Q or to conform these statements to actual results or revised expectations.

Unless the context indicates otherwise, the terms “Verra Mobility,” the “Company,” “we,” “us,” and “our” as used in this Quarterly Report on Form 10-Q refer to Verra Mobility Corporation, a Delaware corporation, and its subsidiaries taken as a whole.
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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

VERRA MOBILITY CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

	
	
	
	
	March 31,
	
	December 31,
	

	
	($ in thousands, except per share data)
	
	2022
	
	
	2021
	
	

	
	Assets
	
	
	
	
	
	
	
	

	
	Current assets:
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	93,377
	
	$
	101,283
	
	

	
	Restricted cash
	
	4,016
	
	
	3,149
	
	

	
	Accounts receivable (net of allowance for credit losses of $14.3 million and
	
	171,906
	
	
	160,979
	
	

	
	$12.1 million at March 31, 2022 and December 31, 2021, respectively)
	
	
	
	
	
	
	

	
	Unbilled receivables
	
	39,484
	
	
	29,109
	
	

	
	Inventory, net
	
	15,451
	
	
	12,093
	
	

	
	Prepaid expenses and other current assets
	
	38,745
	
	
	41,456
	
	

	Total current assets
	
	362,979
	
	
	348,069
	
	

	
	Installation and service parts, net
	
	15,491
	
	
	13,332
	
	

	
	Property and equipment, net
	
	99,351
	
	
	96,066
	
	

	
	Operating lease assets
	
	39,944
	
	
	38,862
	
	

	
	Intangible assets, net
	
	460,083
	
	
	487,299
	
	

	
	Goodwill
	
	837,910
	
	
	838,867
	
	

	
	Other non-current assets
	
	8,727
	
	
	14,561
	
	

	Total assets
	$
	1,824,485
	
	$
	1,837,056
	
	

	
	
	
	
	
	
	
	
	
	

	Liabilities and Stockholders' Equity
	
	
	
	
	
	
	

	
	Current liabilities:
	
	
	
	
	
	
	

	
	Accounts payable
	$
	63,049
	
	$
	67,556
	
	

	
	Deferred revenue
	
	27,369
	
	
	27,141
	
	

	
	Accrued liabilities
	
	46,668
	
	
	38,435
	
	

	
	Payable to related party pursuant to tax receivable agreement, current portion
	
	5,107
	
	
	5,107
	
	

	
	Current portion of long-term debt
	
	11,952
	
	
	36,952
	
	

	Total current liabilities
	
	154,145
	
	
	175,191
	
	

	
	Long-term debt, net of current portion
	
	1,206,276
	
	
	1,206,802
	
	

	
	Operating lease liabilities, net of current portion
	
	35,850
	
	
	34,984
	
	

	
	Payable to related party pursuant to tax receivable agreement, net of current portion
	
	56,615
	
	
	56,615
	
	

	
	Private placement warrant liabilities
	
	42,200
	
	
	38,466
	
	

	
	Asset retirement obligation
	
	12,032
	
	
	11,824
	
	

	
	Deferred tax liabilities, net
	
	28,286
	
	
	47,524
	
	

	
	Other long-term liabilities
	
	13,266
	
	
	5,686
	
	

	Total liabilities
	
	1,548,670
	
	
	1,577,092
	
	

	Commitments and contingencies (Note 13)
	
	
	
	
	
	
	

	Stockholders' equity
	
	
	
	
	
	
	

	
	Preferred stock, $0.0001 par value
	
	—
	
	—
	

	
	Common stock, $0.0001 par value
	
	16
	
	
	16
	
	

	
	Common stock contingent consideration
	
	36,575
	
	
	36,575
	
	

	
	Additional paid-in capital
	
	312,986
	
	
	309,883
	
	

	
	Accumulated deficit
	
	(71,376 )
	
	(81,416 )
	

	
	Accumulated other comprehensive loss
	
	(2,386 )
	
	(5,094 )
	

	Total stockholders' equity
	
	275,815
	
	
	259,964
	
	

	Total liabilities and stockholders' equity
	$
	1,824,485
	
	$
	1,837,056
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See accompanying Notes to the Condensed Consolidated Financial Statements.
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VERRA MOBILITY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)

(Unaudited)

	
	
	
	
	Three Months Ended March 31,

	
	($ in thousands, except per share data)
	
	2022
	
	
	2021
	

	
	Service revenue
	
	$
	161,134
	
	$
	89,763
	

	Product sales
	
	9,251
	
	
	95
	

	
	Total revenue
	
	170,385
	
	
	89,858
	

	Cost of service revenue
	
	3,779
	
	
	880
	

	Cost of product sales
	
	5,995
	
	
	27
	

	Operating expenses
	
	51,063
	
	
	30,492
	

	Selling, general and administrative expenses
	
	41,635
	
	
	28,443
	

	Depreciation, amortization and (gain) loss on disposal of assets, net
	
	35,907
	
	
	28,265
	

	
	Total costs and expenses
	
	138,379
	
	
	88,107
	

	
	Income from operations
	
	32,006
	
	
	1,751
	

	Interest expense, net
	
	14,279
	
	
	9,164
	

	Change in fair value of private placement warrants
	
	3,734
	
	
	2,067
	

	Loss on extinguishment of debt
	
	—
	
	5,334
	

	Other income, net
	
	(2,866 )
	
	(3,013 )

	
	Total other expenses
	
	15,147
	
	
	13,552
	

	Income (loss) before income taxes
	
	16,859
	
	
	(11,801 )

	Income tax provision (benefit)
	
	6,819
	
	
	(2,886 )

	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	$
	10,040
	
	$
	(8,915 )

	
	
	
	
	
	
	
	
	

	Other comprehensive income (loss):
	
	
	
	
	
	

	Change in foreign currency translation adjustment
	
	2,708
	
	
	(190 )

	
	Total comprehensive income (loss)
	$
	12,748
	
	$
	(9,105
	)

	Net income (loss) per share:
	
	
	
	
	
	

	Basic
	$
	0.06
	
	$
	(0.05 )

	Diluted
	$
	0.06
	
	$
	(0.05 )

	Weighted average shares outstanding:
	
	
	
	
	
	

	Basic
	
	156,130
	
	
	162,297
	

	Diluted
	
	160,749
	
	
	162,297
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See accompanying Notes to the Condensed Consolidated Financial Statements.
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VERRA MOBILITY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(Unaudited)

	For the Three Months Ended March 31, 2022
	
	
	
	
	
	
	Common
	
	
	
	
	
	
	
	
	Accumulated
	
	
	
	

	
	
	
	
	Common
	
	
	
	
	
	
	Additional
	
	
	
	
	
	
	Total
	

	
	
	
	
	
	
	
	
	Stock
	
	
	
	
	Accumulated
	
	Other
	
	
	

	
	
	
	
	Stock
	
	
	
	Contingent
	
	
	Paid-in
	
	
	
	Comprehensive
	
	Stockholders'
	

	
	(In thousands)
	
	
	Shares
	
	Amount
	
	
	
	Consideration
	
	
	Capital
	
	
	Deficit
	
	
	(Loss) Income
	
	
	Equity
	
	

	Balance as of December 31, 2021
	
	156,079
	
	$
	16
	
	$
	36,575
	
	$
	309,883
	
	$
	(81,416
	)
	$
	(5,094
	)
	$
	259,964
	
	

	Net income
	—
	
	
	—
	
	
	—
	
	
	—
	
	10,040
	
	
	—
	
	10,040
	
	

	Vesting of restricted stock units ("RSUs")
	154
	
	
	—
	
	
	—
	
	
	—
	
	—
	
	—
	
	—
	

	Exercise of stock options
	7
	
	
	—
	
	
	—
	
	
	93
	
	
	—
	
	—
	
	93
	
	

	Payment of employee tax withholding
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	related to RSUs vesting
	—
	
	
	—
	
	
	—
	
	
	(1,436 )
	
	—
	
	—
	
	(1,436 )
	

	Stock-based compensation
	—
	
	
	—
	
	
	—
	
	
	4,446
	
	
	—
	
	—
	
	4,446
	
	

	Other comprehensive income, net of tax
	
	—
	
	
	—
	
	
	—
	
	
	—
	
	
	—
	
	
	2,708
	
	
	2,708
	
	

	Balance as of March 31, 2022
	
	156,240
	
	$
	16
	
	$
	36,575
	
	$
	312,986
	
	$
	(71,376 )
	$
	(2,386 )
	$
	275,815
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	For the Three Months Ended March 31, 2021
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance as of December 31, 2020
	162,269
	$
	16
	$
	36,575
	$
	373,620
	
	$
	(94,850 )
	$
	211
	
	$
	315,572
	
	

	Net loss
	—
	
	
	—
	
	
	—
	
	
	—
	
	(8,915 )
	
	—
	
	(8,915 )
	

	Vesting of RSUs
	91
	
	
	—
	
	
	—
	
	
	—
	
	—
	
	—
	
	—
	

	Payment of employee tax withholding
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	related to RSUs vesting
	—
	
	
	—
	
	
	—
	
	
	(857 )
	
	—
	
	—
	
	(857 )
	

	Stock-based compensation
	—
	
	
	—
	
	
	—
	
	
	2,908
	
	
	—
	
	—
	
	2,908
	
	

	Other comprehensive loss, net of tax
	
	—
	
	
	—
	
	
	—
	
	
	—
	
	
	—
	
	
	(190 )
	
	(190 )
	

	Balance as of March 31, 2021
	
	162,360
	
	$
	16
	
	$
	36,575
	
	$
	375,671
	
	$
	(103,765
	)
	$
	21
	
	$
	308,518
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See accompanying Notes to the Condensed Consolidated Financial Statements.
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VERRA MOBILITY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

	
	
	
	
	Three Months Ended March 31,

	
	($ in thousands)
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	
	
	

	
	Cash Flows from Operating Activities:
	
	
	
	
	
	

	Net income (loss)
	$
	10,040
	
	$
	(8,915 )

	Adjustments to reconcile net income (loss) to net cash provided by operating activities:
	
	
	
	
	
	

	
	Depreciation and amortization
	
	35,675
	
	
	28,214
	

	
	Amortization of deferred financing costs and discounts
	
	1,306
	
	
	1,593
	

	
	Change in fair value of private placement warrants
	
	3,734
	
	
	2,067
	

	
	Loss on extinguishment of debt
	
	—
	
	5,334
	

	
	Credit loss expense
	
	3,505
	
	
	2,402
	

	
	Deferred income taxes
	
	(18,771 )
	
	281
	

	
	Stock-based compensation
	
	4,446
	
	
	2,908
	

	
	Other
	
	354
	
	
	133
	

	Changes in operating assets and liabilities:
	
	
	
	
	
	

	
	Accounts receivable, net
	
	(14,300 )
	
	(26,672 )

	
	Unbilled receivables
	
	(10,265 )
	
	(859 )

	
	Inventory, net
	
	(5,722 )
	
	(691 )

	
	Prepaid expenses and other assets
	
	8,235
	
	
	429
	

	
	Deferred revenue
	
	46
	
	
	(44 )

	
	Accounts payable and other current liabilities
	
	(477 )
	
	2,374
	

	
	Other liabilities
	
	13,441
	
	
	459
	

	Net cash provided by operating activities
	
	31,247
	
	
	9,013
	

	Cash Flows from Investing Activities:
	
	
	
	
	
	

	
	Payment of contingent consideration
	
	(412 )
	
	—

	
	Purchases of installation and service parts and property and equipment
	
	(11,478 )
	
	(3,704 )

	
	Cash proceeds from the sale of assets
	
	25
	
	
	56
	

	Net cash used in investing activities
	
	(11,865
	)
	
	(3,648
	)

	Cash Flows from Financing Activities:
	
	
	
	
	
	

	
	Repayment on the revolver
	
	(25,000 )
	
	—

	
	Borrowings of long-term debt
	
	—
	
	996,750
	

	
	Repayment of long-term debt
	
	(2,255 )
	
	(865,642 )

	
	Payment of debt issuance costs
	
	(54 )
	
	(5,732 )

	
	Payment of debt extinguishment costs
	
	—
	
	(604 )

	
	Proceeds from the exercise of stock options
	
	93
	
	
	—

	
	Payment of employee tax withholding related to RSUs vesting
	
	(1,436 )
	
	(857 )

	
	
	
	
	
	
	
	
	

	Net cash (used in) provided by financing activities
	
	(28,652 )
	
	123,915
	

	Effect of exchange rate changes on cash and cash equivalents
	
	2,231
	
	
	252
	

	Net (decrease) increase in cash, cash equivalents and restricted cash
	
	(7,039 )
	
	129,532
	

	Cash, cash equivalents and restricted cash - beginning of period
	
	104,432
	
	
	120,892
	

	Cash, cash equivalents and restricted cash - end of period
	$
	97,393
	
	$
	250,424
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Reconciliation of cash, cash equivalents, and restricted cash
	
	
	
	
	
	

	to the condensed consolidated balance sheets
	
	
	
	
	
	

	Cash and cash equivalents
	$
	93,377
	
	$
	249,605
	

	Restricted cash
	
	4,016
	
	
	819
	

	Total cash, cash equivalents, and restricted cash
	$
	97,393
	
	$
	250,424
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See accompanying Notes to the Condensed Consolidated Financial Statements.
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VERRA MOBILITY CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(Unaudited)

	
	Three Months Ended March 31,
	
	
	

	
	2022
	
	2021
	
	
	

	Supplemental cash flow information:
	
	
	
	
	
	
	

	Interest paid
	$
	8,188
	$
	6,996
	
	

	Income taxes paid, net of refunds
	
	1,147
	
	
	238
	
	

	Supplemental non-cash investing and financing activities:
	
	
	
	
	
	
	

	Purchases of installation and service parts and property and equipment in accounts payable and
	
	4,057
	
	
	1,355
	
	

	accrued liabilities at period-end
	
	
	
	
	
	
	

	Accrued debt issuance costs
	
	—
	
	
	635
	
	

	Accrued debt extinguishment costs
	
	—
	
	
	665
	
	



See accompanying Notes to the Condensed Consolidated Financial Statements.
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VERRA MOBILITY CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Description of Business

Verra Mobility Corporation (collectively with its subsidiaries, the “Company” or “Verra Mobility”), formerly known as Gores Holdings II, Inc. (“Gores”), was originally incorporated in Delaware on August 15, 2016, as a special purpose acquisition company formed for the purpose of effecting a merger, capital stock exchange, asset acquisition, stock purchase, reorganization, or other similar business combination with one or more target businesses. On January 19, 2017, the Company consummated its initial public offering (the “IPO”), following which its shares began trading on the Nasdaq Capital Market (“Nasdaq”). On June 21, 2018, Gores entered into an Agreement and Plan of Merger (as amended, the “Merger Agreement”) with Greenlight Holding II Corporation, PE Greenlight Holdings, LLC, AM Merger Sub I, Inc., a direct, wholly owned subsidiary of Gores and AM Merger Sub II, LLC, a direct, wholly owned subsidiary of Gores. On October 17, 2018, the transactions contemplated by the Merger Agreement (the “Business Combination”) were consummated. In connection with the closing of the Business Combination, Gores changed its name to Verra Mobility Corporation. As a result of the Business Combination, Verra Mobility Corporation became the owner, directly or indirectly, of all of the equity interests of Verra Mobility Holdings, LLC and its subsidiaries.

Verra Mobility offers integrated technology solutions and services to its customers who are located throughout the world, primarily within the United States, Australia, Canada and Europe. The Company is organized into three operating segments: Commercial Services, Government Solutions and Parking Solutions (see Note 14, Segment Reporting).

The Commercial Services segment offers toll and violation management solutions for the commercial fleet and rental car industries by partnering with the leading fleet management and rental car companies in North America. Electronic toll payment services enable fleet drivers and rental car customers to use high-speed cashless toll lanes or all-electronic cashless toll roads. The service helps commercial fleets reduce toll management costs, while it provides rental car companies with a revenue-generating, value-added service for their customers. Electronic violation processing services reduce the cost and risk associated with vehicle-issued violations, such as toll, parking or camera-enforced tickets. Title and registration services offer title and registration processing for individuals, rental car companies and fleet management companies. In Europe, the Company provides violations processing through Euro Parking Collection plc (“EPC”) and consumer tolling services through Pagatelia S.L (“Pagatelia”).

The Government Solutions segment offers photo enforcement solutions and services to its customers. Through its acquisition of Redflex Holdings Limited (“Redflex”) on June 17, 2021, the Company expanded its current footprint in the United States and gained access to international markets (see Note 3, Acquisitions). The Government Solutions segment provides complete, end-to-end speed, red-light, school bus stop arm and bus lane enforcement solutions within the United States and Canada. These programs are designed to reduce traffic violations and resulting collisions, injuries, and fatalities. The Company implements and administers traffic safety programs for municipalities, counties, school districts and law enforcement agencies of all sizes. The international operations acquired through Redflex primarily involve the sale of traffic enforcement products and related maintenance services.

The Parking Solutions segment offers an integrated suite of parking software and hardware solutions to its customers, which include universities, municipalities, parking operators, healthcare facilities and transportation hubs. The Company added this new operating segment as a result of the acquisition of T2 Systems Parent Corporation (“T2 Systems”) on December 7, 2021, which allows the Company to diversify its operations into the parking solutions space (see Note 3. Acquisitions). The Parking Solutions segment develops specialized hardware and parking management software that provides a platform for the issuance of parking permits, enforcement, gateless vehicle counting, event parking and citation services. T2 Systems also produces and markets its proprietary software as a service to its customers throughout the United States and Canada.

2. Significant Accounting Policies Principles of Consolidation

The accompanying unaudited condensed consolidated financial statements include the accounts of the Company prepared in accordance with generally accepted accounting principles in the United States of America (“GAAP”). All intercompany balances and transactions have been eliminated in consolidation. In the opinion of the Company’s management, the unaudited condensed consolidated financial statements reflect all adjustments, which are normal and recurring in nature, necessary for fair financial statement presentation.
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Use of Estimates

The preparation of these financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the amounts reported in the unaudited condensed consolidated financial statements and accompanying notes. Significant estimates and assumptions include those related to the fair values assigned to net assets acquired (including identifiable intangibles) in business combinations, revenue recognition, inventory valuation, allowance for credit losses, fair value of the private placement warrant liabilities, valuation allowance on deferred tax assets, impairment assessments of goodwill, intangible assets and other long-lived assets, asset retirement obligations, contingent consideration and the recognition and measurement of loss contingencies.

Management believes that its estimates and assumptions are reasonable in the circumstances; however, actual results could differ materially from those estimates.

Concentration of Credit Risk

Significant customers are those which represent more than 10% of the Company’s total revenue or accounts receivable, net. Revenue from the single Government Solutions customer exceeding 10% of total revenue is presented below:

Three Months Ended March 31,

	
	2022
	
	
	2021
	

	City of New York Department of Transportation
	
	19.3
	%
	24.4
	%



The City of New York Department of Transportation (“NYCDOT”) represented 29% and 39% of total accounts receivable, net as of March 31, 2022 and December 31, 2021, respectively. There is no material reserve related to NYCDOT open receivables as amounts are deemed collectible based on current conditions and expectations. No other Government Solutions customer exceeded 10% of total accounts receivable, net as of any period presented.

Significant customer revenue concentrations generated through the Company’s Commercial Services partners as a percent of total revenue are presented below:

Three Months Ended March 31,

	
	2022
	
	
	2021
	

	Hertz Corporation
	
	11.1
	%
	13.8
	%

	Avis Budget Group, Inc.
	11.4 %
	11.2 %

	Enterprise Holdings, Inc.
	9.0 %
	14.5 %



No Commercial Services customer exceeded 10% of total accounts receivable, net as of any period presented.

There were no significant customer concentrations that exceeded 10% of total revenue or accounts receivables, net for the Parking Solutions

segment.

Allowance for Credit Losses

The Company reviews historical credit losses and customer payment trends on receivables and develops loss rate estimates as of the balance sheet date, which includes adjustments for current and future expectations using probability-weighted assumptions about potential outcomes. Receivables are written off against the allowance for credit losses when it is probable that amounts will not be collected based on the terms of the customer contracts, and subsequent recoveries reverse the previous write-off and apply to the receivable in the period recovered. No interest or late fees are charged on delinquent accounts. The Company evaluates the adequacy of its allowance for expected credit losses by comparing its actual write-offs to its previously recorded estimates and adjusts appropriately.
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The Company identified portfolio segments based on the type of business, industry in which the customer operates and historical credit loss patterns. The following presents the activity in the allowance for credit losses for the three months ended March 31, 2022 and 2021, respectively:

	
	
	
	Commercial Services
	
	Commercial
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Services
	
	
	
	
	
	
	
	
	
	

	
	($ in thousands)
	
	(Driver-billed) (1)
	
	(All other)
	Government Solutions
	
	
	Parking Solutions
	
	Total
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at January 1, 2022
	$
	5,397
	
	$
	3,092
	
	$
	3,649
	
	$
	—
	
	$
	12,138
	
	

	
	Credit loss expense
	
	2,868
	
	
	246
	
	
	232
	
	
	159
	
	
	3,505
	
	

	
	Write-offs, net of recoveries
	
	(1,221 )
	
	(15 )
	
	—
	
	
	(108 )
	
	(1,344 )
	

	
	Balance at March 31, 2022
	$
	7,044
	
	$
	3,323
	
	$
	3,881
	
	$
	51
	
	$
	14,299
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	Commercial Services
	
	Commercial
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	Services
	
	
	
	
	
	
	
	

	
	($ in thousands)
	
	(Driver-billed) (1)
	
	(All other)
	
	
	Government Solutions
	
	Total
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at January 1, 2021
	$
	3,210
	
	$
	4,277
	
	$
	3,984
	
	$
	11,471
	
	

	
	Credit loss expense
	
	2,252
	
	
	143
	
	
	7
	
	
	2,402
	
	

	
	Write-offs, net of recoveries
	
	(1,722 )
	
	2
	
	
	(21 )
	
	(1,741 )
	

	
	Balance at March 31, 2021
	$
	3,740
	
	$
	4,422
	
	$
	3,970
	
	$
	12,132
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(1) Driver-billed consists of receivables from drivers of rental cars and fleet management companies for which the Company bills on behalf of its customers. Receivables not collected from drivers within a defined number of days are transferred to customers subject to applicable bad debt sharing agreements.

The Commercial Services (Driver-billed) portfolio segment’s credit loss estimate as of March 31, 2022 increased compared to the prior year due to increased revenue that impacted the volume of transactions as a result of recovery from COVID-19. The Commercial Services (All other) segment’s credit loss estimate as of March 31, 2022 decreased compared to the prior year which reflects improved economic conditions based on customer payment trends in the last 12 months.

Deferred Revenue

Deferred revenue represents amounts that have been invoiced in advance and are expected to be recognized as revenue in future periods, and it primarily relates to the Government Solutions and Parking Solutions customers. The Company had approximately $10.0 million and $8.9 million of deferred revenue in the Government Solutions segment as of March 31, 2022 and December 31, 2021, respectively. The majority of the remaining performance obligations as of March 31, 2022 are expected to be completed and recognized as revenue in the next twelve months and $3.5 million is expected to be recognized between 2023 through 2027. The Company had approximately $20.0 million and $20.9 million of deferred revenue as of March 31, 2022 and December 31, 2021, respectively, for the Parking Solutions customers which is expected to be recognized as revenue in the next twelve months.

Recent Accounting Pronouncements

Accounting Standards Adopted

In May 2021, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2021-04, Earnings Per Share (Topic 260), Debt—Modifications and Extinguishments (Subtopic 470-50), Compensation—Stock Compensation (Topic 718), and Derivatives and Hedging —Contracts in Entity’s Own Equity (Subtopic 815-40): Issuer’s Accounting for Certain Modifications or Exchanges of Freestanding Equity-Classified Written Call Options. This ASU provides guidance for a modification or an exchange of a freestanding equity-classified written call option that is not within the scope of another topic. It specifically addresses the measurement and recognition of the effect of a modification of the terms or conditions or an exchange of a freestanding equity-classified written call option if it remains equity-classified after the modification or exchange. The Company adopted this standard as of January 1, 2022, which did not have an impact on its financial statements and related disclosures, as the Company had no transactions subject to the standard. If the Company were to have modifications or exchanges in the future, such guidance would apply.

In November 2021, the FASB issued ASU 2021-10, Government Assistance (Topic 832): Disclosures by Business Entities about Government Assistance, to increase transparency in financial reporting by requiring business entities to disclose information about certain types of government assistance they receive. The amendments require annual disclosures regarding the nature of any transactions with a government accounted for by applying a grant or contribution accounting model by analogy
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and the related accounting policy used, the effect of the assistance on the entity’s financial statements, and the significant terms and conditions of the transactions. The Company adopted the ASU as of January 1, 2022, which did not have a material impact on its financial statements or related disclosures.

Accounting Standards Not Yet Adopted

In March 2020, the FASB issued ASU 2020-04, Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform on Financial Reporting. The ASU provides temporary optional guidance to ease the potential burden in accounting for reference rate reform. It provides optional expedients and exceptions for applying GAAP to contract modifications, subject to meeting certain criteria, that reference LIBOR or another reference rate expected to be discontinued. In January 2021, the FASB issued ASU 2021-01, Reference Rate Reform (Topic 848): Scope, which clarifies that certain optional expedients and exceptions in Topic 848 for contract modifications and hedge accounting apply to derivatives that are affected by the discounting transition. The amendments are effective as of March 12, 2020 through December 31, 2022, to help stakeholders during the global market-wide reference rate transition period.

Under the terms of the 2021 Term Loan discussed in Note 7 below, in the event there is a benchmark transition away from LIBOR, a benchmark replacement rate has been defined in the 2021 Term Loan along with the mechanism for such a transition to take place. The Company does not anticipate this transition will have a material impact on its financial statements.

3. Acquisitions Redflex Acquisition

On June 17, 2021, the Company completed the acquisition of Redflex, an Australian public company limited by shares and formerly listed on the Australian Securities Exchange. At the closing of the Redflex acquisition, VM Consolidated, Inc., an indirect wholly owned subsidiary of the Company, purchased one hundred percent of the outstanding equity of Redflex at A$0.96 per share at consideration of A$152.5 million, or approximately US$117.9 million. Transaction costs for Redflex were $9.7 million which primarily related to professional fees and other expenses related to the acquisition. Redflex is a provider of intelligent traffic management products and services that are sold and managed in the Asia Pacific, North America, Europe, and Middle East regions. Redflex designs, manufactures, and operates a wide range of platform-based solutions, utilizing advanced sensor and image capture technologies that enable active management of state and local motorways. The Company has included the financial results of Redflex in the financial statements from the date of acquisition.

The final allocation of the purchase consideration is summarized as follows:

	
	($ in thousands)
	
	
	
	

	
	
	
	
	
	
	

	
	Assets acquired
	
	
	
	

	
	Cash and cash equivalents
	$
	8,760
	

	
	Restricted cash
	
	
	2,163
	

	
	Accounts receivable
	
	
	6,870
	

	
	Unbilled receivables
	
	
	5,283
	

	
	Property and equipment
	
	
	29,809
	

	
	Deferred tax assets
	
	
	10,315
	

	
	Other assets
	
	
	19,247
	

	
	Trademark
	
	
	900
	

	
	Customer relationships
	
	
	25,900
	

	
	Developed technology
	
	
	18,200
	

	Total assets acquired
	
	
	127,447
	

	
	
	
	
	
	
	

	Liabilities assumed
	
	
	
	

	
	Accounts payable and accrued liabilities
	
	
	31,936
	

	
	Deferred revenue
	
	
	8,048
	

	
	Long-term debt
	
	
	14,014
	

	
	Other long-term liabilities
	
	
	11,736
	

	Total liabilities assumed
	
	
	65,734
	

	Goodwill
	
	
	56,214
	

	Total purchase consideration
	
	$
	117,927
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The Company finalized the evaluation of historical Redflex tax positions and the impact on assumed uncertain tax positions and other tax attributes during the three months ended March 31, 2022 which did not result in any changes to the previously disclosed amounts at December 31, 2021.

Goodwill consists largely of the expected cash flows and future growth anticipated for the Company and was assigned to the Company’s Government Solutions segment. Management has determined that the Redflex international operations represent a new reporting unit for the purposes of assessing potential impairment of goodwill, and as a result of the acquisition, the Government Solutions segment has two reporting units. The goodwill is not expected to be deductible for tax purposes. The customer relationships value was based on the multi-period excess earnings methodology utilizing projected cash flows. The significant assumptions used to value customer relationships included, among others, customer churn rates, forecasted revenue growth rates attributable to existing customers, forecasted EBITDA margins and the discount rate. The values for the trademark and the developed technology related assets were based on a relief-from-royalty method. The significant assumptions used to value these intangible assets included, among others, forecasted revenue growth rates, royalty rates and the expected obsolescence curve. The trademark, customer relationships and the developed technology related assets were assigned useful lives of 5.0 years, 10.0 years, and 8.7 years, respectively.

T2 Systems Acquisition

On December 7, 2021, the Company acquired all of the outstanding shares of T2 Systems Parent Corporation (“T2 Systems”), which offers an integrated suite of parking software and hardware solutions to its customers. This acquisition supports the Company's strategy to expand and diversify into new markets within the mobility sector. The Company has included the financial results of T2 Systems in the financial statements from the date of acquisition, and reported within the newly created Parking Solutions segment.

The Company paid a purchase price of $353.2 million. Transaction costs for T2 Systems were $2.9 million which primarily related to professional fees and other expenses related to the acquisition.

The allocation of the preliminary purchase consideration is summarized as follows:

	
	($ in thousands)
	
	
	

	
	
	
	
	
	

	
	Assets acquired
	
	
	

	
	Cash and cash equivalents
	$
	13,866
	

	
	Restricted cash
	
	228
	

	
	Accounts receivable
	
	9,673
	

	
	Unbilled receivables
	
	2,153
	

	
	Inventory
	
	7,467
	

	
	Property and equipment
	
	3,336
	

	
	Prepaid and other assets
	
	7,477
	

	
	Trademark
	
	3,200
	

	
	Customer relationships
	
	164,300
	

	
	Developed technology
	
	19,300
	

	Total assets acquired
	
	231,000
	

	
	
	
	
	
	

	Liabilities assumed
	
	
	

	
	Accounts payable and accrued liabilities
	
	10,379
	

	
	Deferred revenue
	
	21,253
	

	
	Deferred tax liability
	
	37,129
	

	
	Other liabilities
	
	4,228
	

	Total liabilities assumed
	
	72,989
	

	Goodwill
	
	195,226
	

	Total assets acquired and liabilities assumed
	$
	353,237
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Goodwill consists largely of the expected cash flows and future growth anticipated for the Company and was assigned to the Company’s Parking Solutions segment. The goodwill is not expected to be deductible for tax purposes. The preliminary customer relationships value was based on the multi-period excess earnings methodology utilizing projected cash flows. The significant assumptions used to value customer relationships included, among others, customer upsell and churn rates,
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forecasted revenue growth rates attributable to existing customers, forecasted EBITDA margins and the discount rate. The preliminary values for the trademark and the developed technology related assets were based on a relief-from-royalty method. The significant assumptions used to value these intangible assets included, among others, forecasted revenue growth rates, royalty rates and the expected obsolescence curve. The trademark, customer relationships and the developed technology related assets were assigned preliminary useful lives of 10.0 years, 10.0 years, and 6.1 years, respectively.

As of March 31, 2022, the valuation of assets acquired and liabilities assumed is preliminary. The primary areas that remain preliminary relate to the fair values of unbilled receivables, intangible assets acquired, deferred revenue, legal and other contingencies as of the acquisition date, income and non-income based taxes and residual goodwill. The Company expects to finalize the valuation as soon as practicable, but not later than one year from the acquisition date.

NuPark Acquisition

On December 13, 2021, the Company completed the acquisition of NuPark (“NuPark”), a provider of parking services and permit management product platform from Passport Labs, Inc., which expanded the Company's presence in the United States in the Parking Solutions segment. The acquisition date fair value of the consideration transferred to Passport Labs, Inc. was approximately $7.0 million, which consisted primarily of $5.0 million of cash paid at closing and $1.5 million of contingent consideration payable. The Company recorded $0.3 million of tangible assets, $4.9 million of customer relationships intangible assets valued using a multi-period excess earnings methodology, with a preliminary estimated useful life of 10.0 years, and $1.3 million of assumed liabilities which was primarily deferred revenue. Goodwill recorded was $3.2 million for future growth anticipated for the Company and is expected to be deductible for tax purposes. The fair values assigned to tangible and intangible assets acquired and liabilities assumed were preliminary estimates and the Company expects to finalize the valuation as soon as practicable, but not later than one year from the acquisition date. The Company has included the financial results of NuPark in the financial statements from the date of acquisition, which were not material. The transaction costs for the acquisition were not material.

4. Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consist of the following at:

	
	
	
	
	March 31,
	
	
	December 31,
	

	
	($ in thousands)
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	
	
	

	
	Prepaid services
	$
	9,317
	
	$
	8,643
	

	Prepaid tolls
	
	9,139
	
	
	7,539
	

	Deposits
	
	6,878
	
	
	6,742
	

	Prepaid computer maintenance
	
	3,545
	
	
	3,742
	

	Prepaid insurance
	
	2,707
	
	
	4,293
	

	Prepaid income taxes
	
	3,383
	
	
	5,324
	

	Costs to fulfill a customer contract
	
	2,450
	
	
	3,364
	

	Other
	
	1,326
	
	
	1,809
	

	
	Total prepaid expenses and other current assets
	$
	38,745
	
	$
	41,456
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5. Goodwill and Intangible Assets

The following table presents the changes in the carrying amount of goodwill by reportable segment:

	
	
	
	
	
	Commercial
	
	Government
	
	
	Parking
	
	
	
	

	
	($ in thousands)
	
	
	Services
	
	Solutions
	
	
	Solutions
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at December 31, 2021
	
	$
	425,081
	
	$
	215,400
	
	$
	198,386
	
	$
	838,867
	

	Foreign currency translation adjustment
	
	
	(1,519 )
	
	562
	
	
	—
	
	
	(957 )

	Balance at March 31, 2022
	
	$
	423,562
	
	$
	215,962
	
	$
	198,386
	
	$
	837,910
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Intangible assets consist of the following as of the respective period-ends:

	
	
	
	
	
	
	March 31, 2022
	
	
	
	
	
	December 31, 2021
	
	
	

	
	
	
	Weighted
	
	
	
	
	
	
	
	Weighted
	
	
	
	
	
	
	

	
	
	
	Average
	
	
	Gross
	
	
	
	Average
	
	
	Gross
	
	
	

	
	
	
	Remaining
	
	
	Carrying
	
	Accumulated
	
	Remaining
	
	
	Carrying
	
	Accumulated
	

	
	($ in thousands)
	Useful Life
	
	
	Amount
	
	Amortization
	
	Useful Life
	
	
	Amount
	
	Amortization
	

	
	Trademarks
	
	0.5 years
	
	$
	36,203
	
	$
	31,617
	
	0.5 years
	
	$
	36,225
	
	$
	31,429
	

	Non-compete agreements
	0.8 years
	
	
	62,544
	
	
	53,121
	
	1.0 years
	
	
	62,555
	
	
	49,982
	

	Customer relationships
	6.3 years
	
	
	561,227
	
	
	182,326
	
	6.5 years
	
	
	561,767
	
	
	167,255
	

	Developed technology
	1.9 years
	
	
	203,102
	
	
	135,929
	
	2.2 years
	
	
	202,768
	
	
	127,350
	

	Gross carrying value of intangible assets
	
	
	
	863,076
	
	$
	402,993
	
	
	
	
	863,315
	
	$
	376,016
	

	Less: accumulated amortization
	
	
	
	(402,993 )
	
	
	
	
	
	
	(376,016 )
	
	
	

	
	Intangible assets, net
	
	
	$
	460,083
	
	
	
	
	
	
	$
	487,299
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Amortization expense was $27.3 million and $22.7 million for the three months ended March 31, 2022 and 2021, respectively.

Estimated amortization expense in future years is expected to be:

($ in thousands)
[image: ]


Remainder of 2022
2023
[image: ]
2024
2025
[image: ]
2026

Thereafter
[image: ]

Total

6. Accrued Liabilities

Accrued liabilities consist of the following at:

($ in thousands)



· 79,107

77,781

67,295

64,597

57,525

113,778
[image: ]
· 460,083





March 31,	December 31,
2022	2021


	
	
	
	
	
	
	
	
	
	
	

	
	Accrued salaries and wages
	$
	12,101
	$
	15,744
	
	

	Income taxes payable
	
	
	9,436
	
	
	1,517
	
	

	Accrued interest payable
	
	
	8,995
	
	
	4,209
	
	

	Current portion of operating lease liabilities
	
	
	5,989
	
	
	5,760
	
	

	Restricted cash due to customers
	
	
	3,654
	
	
	3,062
	
	

	Payroll liabilities
	
	
	1,985
	
	
	1,876
	
	

	Other
	
	
	4,508
	
	
	6,267
	
	

	
	Total accrued liabilities
	$
	46,668
	$
	38,435
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7. Long-term Debt

The following table provides a summary of the Company’s long-term debt at:

	
	
	
	
	March 31,
	
	December 31,

	
	($ in thousands)
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	
	
	

	
	2021 Term Loan, due 2028
	$
	892,870
	
	$
	895,125
	

	Senior Notes, due 2029
	
	350,000
	
	
	350,000
	

	PPP Loan
	
	2,933
	
	
	2,933
	

	Revolver
	
	—
	
	25,000
	

	Less: original issue discounts
	
	(6,478 )
	
	(6,753 )

	Less: unamortized deferred financing costs
	
	(21,097 )
	
	(22,551 )

	Total long-term debt
	
	1,218,228
	
	
	1,243,754
	

	Less: current portion of long-term debt
	
	(11,952 )
	
	(36,952 )

	
	Total long-term debt, net of current portion
	$
	1,206,276
	
	$
	1,206,802
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2021 Term Loan and Senior Notes

In March 2021, VM Consolidated, Inc., the Company’s wholly owned subsidiary, entered into an Amendment and Restatement Agreement No.1 to the First Lien Term Loan Credit Agreement (the “2021 Term Loan”) with a syndicate of lenders. The 2021 Term Loan has an aggregate borrowing of $650 million, maturing on March 26, 2028, and an accordion feature providing for an additional $250 million of term loans, subject to satisfaction of certain requirements. In connection with the 2021 Term Loan, the Company had an offering discount cost of $3.3 million and $0.7 million of deferred financing costs, both of which were capitalized and are amortized over the remaining life of the 2021 Term Loan.

In addition, in March 2021, VM Consolidated, Inc. issued an aggregate principal amount of $350 million in Senior Unsecured Notes (the “Senior Notes”), due on April 15, 2029. In connection with the issuance of the Senior Notes, the Company incurred $5.7 million in lender and third-party costs, which were capitalized as deferred financing costs and are being amortized over the remaining life of the Senior Notes.

The net proceeds from both the 2021 Term Loan and the Senior Notes received in March 2021 were used to repay in full all outstanding debt which was represented by the First Lien Term Loan Credit Agreement (as amended, the “2018 Term Loan”) with a balance of $865.6 million.

On December 7, 2021, VM Consolidated Inc., entered into an agreement to exercise the accordion feature under the 2021 Term Loan, borrowing $250 million in incremental term loans (“Incremental Term Loan”). The proceeds from the Incremental Term Loan were used, along with cash on hand, to fund the acquisition of T2 Systems, including repaying in full all outstanding debt for T2 Systems. In connection with the Incremental Term Loan, the Company had an offering discount cost of $1.3 million and $3.8 million of deferred financing costs, both of which were capitalized and are amortized over the remaining life of the 2021 Term Loan. The Incremental Term Loan accrued interest from the date of borrowing until December 31, 2021, at which time, it was combined with the 2021 Term Loan to be a single tranche of term loan borrowings. The total principal outstanding under the 2021 Term Loan, which includes the Incremental Term Loan, was $892.9 million at March 31, 2022.

The 2021 Term Loan is repayable at 1.0% per annum of the amount initially borrowed, paid in quarterly installments. It bears interest based, at the Company’s option, on either (1) LIBOR plus an applicable margin of 3.25% per annum, or (2) an alternate base rate plus an applicable margin of 2.25% per annum. As of March 31, 2022, the interest rate on the 2021 Term Loan was 3.6%.
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In addition, the 2021 Term Loan requires mandatory prepayments equal to the product of the excess cash flows of the Company (as defined in the 2021 Term Loan agreement) and the applicable prepayment percentages (calculated as of the last day of the fiscal year, beginning with the year ending December 31, 2022), as set forth in the following table:

	
	
	
	
	
	
	Applicable
	

	Consolidated First Lien Net Leverage Ratio (As Defined by the 2021 Term Loan Agreement)
	
	Prepayment
	

	
	
	Percentage
	

	> 3.70:1.00
	
	50%
	

	
	< 3.70:1.00 and > 3.20:1.00
	25%
	

	
	
	< 3.20:1.00
	0%
	

	
	
	
	
	
	
	
	



Interest on the Senior Notes is fixed at 5.50% per annum and is payable on April 15 and October 15 of each year. On or after April 15, 2024, the

Company may redeem all or a portion of the Senior Notes at the redemption prices set forth below in percentages by year, plus accrued and unpaid interest:

	Year
	
	Percentage

	2024
	
	102.750%

	2025
	101.375%

	2026 and thereafter
	100.000%



In addition, the Company may redeem up to 40% of the Senior Notes before April 15, 2024, with the net cash proceeds from certain equity

offerings.

The Company evaluated the March 2021 refinancing transactions on a lender-by-lender basis and accounted for the portion of the transaction that did not meet the accounting criteria for debt extinguishment as a debt modification. Accordingly, the Company recognized a loss on extinguishment of debt of $5.3 million on the 2018 Term Loan during the three months ended March 31, 2021 consisting of a $4.0 million write-off of pre-existing deferred financing costs and discounts and $1.3 million of lender and third-party costs associated with the issuance of the 2021 Term Loan.

PPP Loan

During fiscal year 2020, Redflex received a loan from the U.S. Small Business Administration (“SBA”) as part of the Paycheck Protection Program (“PPP Loan”) to offset certain employment and other allowable costs incurred as a result of the COVID-19 pandemic. At March 31, 2022, the loan amount outstanding was $2.9 million and was included in the current portion of long-term debt. In early 2021, Redflex applied for forgiveness of this loan and, as of March 31, 2022, was still awaiting approval from the SBA.

The Revolver

The Company has a Revolving Credit Agreement (the “Revolver”) with a commitment of up to $75 million available for loans and letters of credit. The Revolver matures on December 20, 2026. Borrowing eligibility under the Revolver is subject to a monthly borrowing base calculation based on

(i) certain percentages of eligible accounts receivable and inventory, less (ii) certain reserve items, including outstanding letters of credit and other reserves. The Revolver bears interest on either (1) LIBOR plus an applicable margin, or (2) an alternate base rate, plus an applicable margin. The margin percentage applied to (1) LIBOR is either 1.25%, 1.50%, or 1.75%, or (2) the base rate is either 0.25%, 0.50%, or 0.75%, depending on the Company’s average availability to borrow under the commitment. At December 31, 2021, the Company had $25.0 million in outstanding borrowings on the Revolver, which was repaid in full in January 2022. At March 31, 2022, the availability to borrow was $68.8 million, net of $6.2 million of outstanding letters of credit.

Interest on the unused portion of the Revolver is payable quarterly at 0.375% and the Company is also required to pay participation and fronting fees at 1.38% on $6.2 million of outstanding letters of credit as of March 31, 2022.

All borrowings and other extensions of credits under the 2021 Term Loan, Senior Notes and the Revolver are subject to the satisfaction of customary conditions and restrictive covenants including absence of defaults and accuracy in material respects of representations and warranties. Substantially all of the Company’s assets are pledged as collateral to secure the Company’s indebtedness under the 2021 Term Loan.

On March 31, 2022, the Company notified its lenders that it was unable to file its Annual Report on Form 10-K within 90 days following the year ended December 31, 2021, as is required under the 2021 Term Loan, Senior Notes, and the Revolver. While the Company was compliant with all debt covenants at December 31, 2021 and March 31, 2022, the late filing created
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a technical default when the filing requirement was not met; however, this did not result in an Event of Default under the 2021 Term Loan, Senior Notes, and the Revolver as the Annual Report on Form 10-K was filed within the 30-day cure period allowed by these agreements for late filing of annual financial statements.

Interest Expense

The Company recorded interest expense, including amortization of deferred financing costs and discounts, of $14.3 million and $9.2 million for the three months ended March 31, 2022 and 2021, respectively.

The weighted average effective interest rate on the Company’s outstanding borrowings was 4.1% at both March 31, 2022 and December 31,

2021.

8. Fair Value of Financial Instruments

ASC Topic 820, Fair Value Measurement, includes a single definition of fair value to be used for financial reporting purposes, provides a framework for applying this definition and for measuring fair value under GAAP, and establishes a fair value hierarchy that categorizes into three levels the inputs to valuation techniques used to measure fair value. The three levels of the fair value hierarchy are summarized as follows:

Level 1 – Fair value is based on observable inputs such as quoted prices for identical assets or liabilities in active markets.

Level 2 – Fair value is determined using quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not active or inputs other than quoted prices that are directly or indirectly observable.

Level 3 – Fair value is determined using one or more significant inputs that are unobservable in active markets at the measurement date, such as a pricing model, discounted cash flow, or similar technique.

The carrying amounts reported in the Company’s condensed consolidated balance sheets for cash, accounts receivable, accounts payable, accrued expenses and the PPP Loan approximate fair value due to the immediate to short-term maturity of these financial instruments. The estimated fair value of the Company’s long-term debt was calculated based upon available market information. The carrying value and the estimated fair value are as follows:

	
	
	
	Level in
	
	March 31, 2022
	
	
	
	December 31, 2021
	
	

	
	
	
	Fair Value
	
	Carrying
	
	
	Estimated
	
	
	Carrying
	
	
	Estimated
	
	

	
	($ in thousands)
	Hierarchy
	
	Amount
	
	
	Fair Value
	
	
	Amount
	
	
	Fair Value
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2021 Term Loan
	2
	
	$
	870,209
	$
	889,522
	$
	871,467
	$
	895,125
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Senior Notes
	2
	
	
	345,086
	
	
	330,313
	
	
	344,918
	
	
	355,250
	
	

	Revolver
	2
	
	
	—
	
	
	—
	
	
	24,435
	
	
	25,000
	
	



The fair value of the private placement warrant liabilities is measured on a recurring basis and is estimated using the Black-Scholes option pricing model using significant unobservable inputs, primarily related to estimated volatility, and is therefore classified within level 3 of the fair value hierarchy. The key assumptions used were as follows:

	
	March 31, 2022
	
	
	
	December 31, 2021

	Stock price
	$
	16.28
	
	$
	15.43
	

	Strike price
	$
	11.50
	
	$
	11.50
	

	Volatility
	
	47.0 %
	
	48.0 %

	Remaining life (in years)
	
	1.5
	
	
	1.8
	

	Risk-free interest rate
	
	1.99 %
	
	0.66 %

	Expected dividend yield
	
	0.0 %
	
	0.0 %

	Estimated fair value
	$
	6.33
	
	$
	5.77
	



The Company is exposed to valuation risk on these Level 3 financial instruments. The risk of exposure is estimated using a sensitivity analysis of potential changes in the significant unobservable inputs, primarily the volatility input that is the most susceptible to valuation risk. A 5% increase or decrease to the volatility input at March 31, 2022 would increase or
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decrease the estimated fair value by $0.26 per unit. The following summarizes the changes in fair value of private placement warrant liabilities included in net income (loss) for the respective periods:

	
	
	
	
	Three Months Ended March 31,
	
	

	
	($ in thousands)
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	
	
	

	
	Beginning balance
	$
	38,466
	
	$
	30,866
	

	Change in fair value of private placement warrants
	
	3,734
	
	
	2,067
	

	
	Ending balance
	$
	42,200
	
	$
	32,933
	


[image: ][image: ][image: ][image: ]

The Company has an equity investment measured at cost of $3.7 million and is only adjusted to fair value if there are identified events that would indicate a need for an upward or downward adjustment or changes in circumstances that may indicate impairment. The estimation of fair value requires the use of significant unobservable inputs, such as voting rights and obligations in the securities held, and is therefore classified within level 3 of the fair value hierarchy. There were no identified events that required a fair value adjustment as of March 31, 2022.

The fair value of the contingent consideration payable in connection with the NuPark acquisition was $1.5 million at December 13, 2021 acquisition date and was classified within level 3 of the fair value hierarchy. The valuation of the contingent consideration was measured using a discounted cash flow model and the significant unobservable inputs used in the measurement relate to forecasts of annualized revenue developed by the Company. During the three months ended March 31, 2022, the Company made a payment of approximately $0.4 million and as a result the contingent consideration payable was $1.1 million as of March 31, 2022.

9. Net Income (Loss) Per Share

Basic net income (loss) per share is calculated by dividing net income (loss) by the weighted average shares outstanding during the period, without consideration of common stock equivalents. Diluted net income (loss) per share is calculated by adjusting the weighted average shares outstanding for the dilutive effect of common stock equivalents outstanding for the period, determined using the treasury-stock method.

The components of basic and diluted net income (loss) per share are as follows:

	
	
	
	
	Three Months Ended March 31,
	
	

	
	(In thousands, except per share data)
	
	
	2022
	
	
	2021
	

	Numerator:
	
	
	
	
	
	

	
	Net income (loss)
	$
	10,040
	$
	(8,915 )

	Denominator:
	
	
	
	
	
	

	
	Weighted average shares - basic
	
	156,130
	
	
	162,297
	

	
	Common stock equivalents
	
	4,619
	
	
	—

	
	Weighted average shares - diluted
	
	160,749
	
	
	162,297
	

	Net income (loss) per share - basic
	$
	0.06
	$
	(0.05 )

	Net income (loss) per share - diluted
	$
	0.06
	$
	(0.05 )

	Antidilutive shares excluded from diluted net income (loss) per share:
	
	
	
	
	
	

	
	Contingently issuable shares (1)
	
	5,000
	
	
	5,000
	

	
	Public warrants
	
	—
	
	
	13,333
	

	
	Private placement warrants
	
	6,667
	
	
	6,667
	

	
	Non-qualified stock options
	
	710
	
	
	1,205
	

	
	Performance share units
	
	—
	
	
	229
	

	
	Restricted stock units
	
	32
	
	
	2,582
	

	Total antidilutive shares excluded
	
	12,409
	
	
	29,016
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(1) Contingently issuable shares relate to the earn-out agreement as discussed in Note 12, Related Party Transactions.

10. Income Taxes

The Company’s interim income tax provision (benefit) is determined using an estimated annual effective tax rate, adjusted for discrete items arising in that period. The estimated annual effective tax rate requires judgment and is dependent upon several factors. The Company provides for income taxes under the liability method. This approach requires the recognition

20
[image: ]

of deferred tax assets and liabilities for the expected future tax consequences of differences between the tax basis of assets or liabilities and their carrying amounts in the financial statements.

The Company provides a valuation allowance for deferred tax assets if it is more likely than not that these items will expire before the Company is able to realize their benefit. The Company calculates the valuation allowance in accordance with the authoritative guidance relating to income taxes, which requires an assessment of both positive and negative evidence regarding the realizability of these deferred tax assets, when measuring the need for a valuation allowance. Significant judgment is required in determining any valuation allowance against deferred tax assets.

The Company’s effective income tax rate was 40.4% for the three months ended March 31, 2022 and the effective income tax benefit rate was 24.5% for the three months ended March 31, 2021. The primary driver for the effective tax rate variance was the increase in pre-tax income for the first quarter of 2022 compared to the first quarter of 2021.

The total amount of unrecognized tax benefits increased by $8.1 million during the three months ended March 31, 2022 primarily due to prior year tax positions related to certain tax elections for Redflex U.S. legal entities. As of March 31, 2022, the total amount of unrecognized tax benefits was $11.0 million, of which $2.2 million would affect the Company's effective tax rate if recognized. The Company recognizes interest and penalties related to unrecognized tax benefits through income tax expense. As of March 31, 2022, the Company had $0.1 million accrued for the payment of interest and penalties. The Company believes that it is reasonably possible that a decrease of up to $8.0 million in unrecognized tax benefits may be necessary within the coming year related to the resolution and effectiveness of the tax elections for the Redflex U.S. legal entities.

The Tax Cuts and Jobs Act of 2017 requires taxpayers to capitalize, and subsequently amortize R&D expenses over five years for research activities conducted in the U.S. and over fifteen years for research activities conducted outside of the U.S. This will result in an increase to our U.S. income tax liability and net deferred tax assets. The actual impact will depend on multiple factors, including the amount of R&D expenses incurred and whether the research activities are performed within or outside of the U.S.

The Company is subject to examination by the Internal Revenue Service and taxing authorities in various jurisdictions. The Company files U.S. federal and various foreign income tax returns which are subject to examination by the taxing authorities in the respective jurisdictions, generally for three or four years after they are filed. The Company’s state income tax returns are generally no longer subject to income tax examination by tax authorities prior to 2018; however, the Company’s net operating loss carryforwards and research credit carryforwards arising prior to that year are subject to adjustment. The Company is currently under audit by various state tax jurisdictions for the years 2018 and 2019, however, no material adjustments are anticipated. The Company regularly assesses the likelihood of tax deficiencies in each of the tax jurisdictions and, accordingly, makes appropriate adjustments to the tax provision as deemed necessary.

11.  Stock-Based Compensation

The following details the components of stock-based compensation for the respective periods:

	
	
	
	
	Three Months Ended March 31,
	
	

	
	($ in thousands)
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	
	
	

	
	Operating expenses
	$
	214
	
	$
	194
	

	Selling, general and administrative expenses
	
	4,232
	
	
	2,714
	

	
	Total stock-based compensation expense
	$
	4,446
	
	$
	2,908
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The increase in stock-based compensation expense of $1.5 million during the three months ended March 31, 2022 is primarily due to the accelerated vesting of RSUs granted to an executive officer as part of a separation agreement.
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12. Related Party Transactions Tax Receivable Agreement

At the closing of the Business Combination, the Company entered into the Tax Receivable Agreement (“TRA”) with PE Greenlight Holdings, LLC (the “Platinum Stockholder”). The TRA generally provides for the payment to the Platinum Stockholder of 50% of the net cash savings, if any, in U.S. federal, state and local income tax that the Company actually realizes (or is deemed to realize in certain circumstances) in periods after the closing of the Business Combination as a result of the increased tax basis of certain acquired intangibles prior to the Business Combination. The Company generally retains the benefit of the remaining 50% of these cash savings. The Company estimated the potential maximum benefit to be paid will be approximately $70.0 million, and recorded an initial liability and corresponding charge to equity at the closing of the Business Combination. Subsequently, the Company made adjustments to this amount.

At March 31, 2022, the TRA liability was approximately $61.7 million of which $5.1 million was the current portion and $56.6 million was the non-current portion, both of which are included in the respective payable to related party pursuant to tax receivable agreement line items on the condensed consolidated balance sheet.

Earn-Out Agreement

Under the Merger Agreement, the Platinum Stockholder is entitled to receive additional shares of Class A Common Stock (the “Earn-Out Shares”) if the volume weighted average closing sale price of one share of Class A Common Stock on the Nasdaq exceeds certain thresholds for a period of at least 10 days out of 20 consecutive trading days at any time during the five-year period following the closing of the Business Combination (the “Common Stock Price”).

The Earn-Out Shares are issued by the Company to the Platinum Stockholder as follows:

	Common Stock Price Thresholds
	
	One-time Issuance of Shares
	

	> $13.00 (a)
	
	
	

	
	
	2,500,000
	

	> $15.50 (a)
	2,500,000
	

	> $18.00
	2,500,000
	

	> $20.50
	2,500,000
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(a)	The first and second tranches of Earn-Out Shares have been issued, as discussed below.

If any of the Common Stock Price thresholds above (each, a “Triggering Event”) are not achieved within the five-year period following the closing of the Business Combination, the Company will not be required to issue the Earn-Out Shares in respect of such Common Stock Price threshold. In no event shall the Platinum Stockholder be entitled to receive more than an aggregate of 10,000,000 Earn-Out Shares.

If, during the earn-out period, there is a change of control (as defined in the Merger Agreement) that will result in the holders of the Company’s Class A Common Stock receiving a per share price equal to or in excess of the applicable Common Stock Price required in connection with any Triggering Event (an “Acceleration Event”), then immediately prior to the consummation of such change of control: (a) any such Triggering Event that has not previously occurred shall be deemed to have occurred; and (b) the Company shall issue the applicable Earn-Out Shares to the cash consideration stockholders (as defined in the Merger Agreement) (in accordance with their respective pro rata cash share), and the recipients of the issued Earn-Out Shares shall be eligible to participate in such change of control.

The Company estimated the original fair value of the contingently issuable shares to be $73.15 million, of which $36.6 million remains contingently issuable as of March 31, 2022. The estimated value is not subject to future revisions during the five-year period discussed above. The Company used a Monte Carlo simulation option-pricing model to arrive at its original estimate. Each tranche was valued separately giving specific consideration to the tranche’s price target. The simulation considered volatility and risk-free rates utilizing a peer group based on a five-year term. This was initially recorded as a distribution to shareholders and was presented as common stock contingent consideration. Upon the occurrence of a Triggering Event, any issuable shares would be transferred from common stock contingent consideration to common stock and additional paid-in capital accounts. Any contingently issuable shares not issued as a result of a Triggering Event not being attained by the end of the earn-out period will be canceled.

On April 26, 2019 and on January 27, 2020, the Triggering Events for the issuance of the first and second tranches of Earn-Out Shares occurred, as the volume weighted average closing sale price per share of the Company’s Class A Common
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Stock as of that date had been greater than $13.00 and $15.50, respectively, for 10 out of 20 consecutive trading days. These Triggering Events resulted in the issuance of an aggregate 5,000,000 shares of the Company’s Class A Common Stock to the Platinum Stockholder and an increase in the Company’s common stock and additional paid-in capital accounts of $36.6 million, with a corresponding decrease to the common stock contingent consideration account. At March 31, 2022, the potential future Earn-Out Shares issuable are between zero and 5.0 million.

Go Safe Investment

Redflex Irish Investments Pty Ltd, a wholly owned indirect subsidiary of the Company, owns a 16% non-voting equity interest in Road Safety Operations Holdings Unlimited, which has a subsidiary, Road Safety Operations Holdings T/A Go Safe Ireland ("Go Safe"), who provides speed and traffic enforcement services and related equipment to its customers in Ireland. This investment was approximately $3.7 million as of March 31, 2022 and December 31, 2021, and is presented within other non-current assets on the condensed consolidated balance sheets. The Company is engaged as a vendor to supply equipment and services to Go Safe and related revenues earned were approximately $0.3 million for the three months ended March 31, 2022.
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13.  Commitments and Contingencies

The Company has issued various letters of credit under contractual arrangements with certain of its domestic vendors and customers. Outstanding letters of credit under these arrangements totaled $6.2 million at both March 31, 2022 and December 31, 2021. In addition, the Company has $2.0 million of bank guarantees at March 31, 2022 required to support bids and contracts with certain international customers.

The Company has non-cancelable purchase commitments to certain vendors. The aggregate non-cancelable purchase commitments outstanding at March 31, 2022 were $41.3 million. The majority of these outstanding commitments are expected to be incurred in the next twelve months and approximately $2.1 million is expected to be incurred during 2023 through 2024.

The Company is subject to tax audits in the normal course of business and does not have material contingencies recorded related to such audits.

The Company accrues for claims and contingencies when losses become probable and reasonably estimable. As of the end of each applicable reporting period, the Company reviews each of its matters and, where it is probable that a liability has been or will be incurred, the Company accrues for all probable and reasonably estimable losses. Where the Company can reasonably estimate a range of loss it may incur regarding such a matter, the Company records an accrual for the amount within the range that constitutes its best estimate. If the Company can reasonably estimate a range but no amount within the range appears to be a better estimate than any other, the Company uses the amount that is the low end of such range.

Legal Proceedings

The Company is subject to legal and regulatory actions that arise from time to time in the ordinary course of business. The Company records a liability when it believes it is probable a loss will be incurred and the amount of loss or range of loss can be reasonably estimated. The assessment as to whether a loss is probable, reasonably possible or remote, and as to whether a loss or a range of such loss is estimable, often involves significant judgment about future events. The Company has determined that resolution of pending matters is not probable to have a material adverse impact on its results of operations, cash flows, or financial position, and accordingly, no material contingency accruals are recorded. However, the outcome of litigation is inherently uncertain. As additional information becomes available, the Company reassesses the potential liability.

Brantley v. City of Gretna is a class action lawsuit filed in the 24th Judicial District Court of Jefferson Parish, Louisiana against the City of Gretna (“City”) and its safety camera vendor, Redflex Traffic Systems, Inc. in April 2016. The plaintiff class, which was certified on March 30, 2021, alleges that the City’s safety camera program was implemented and operated in violation of local ordinances and the state constitution, including that the City’s hearing process violated the plaintiffs’ due process rights for lack of a “neutral” arbiter of liability for traffic infractions. Plaintiffs seek recovery of traffic infraction fines paid. The City and Redflex Traffic Systems, Inc. have appealed the trial court’s ruling granting class certification, which remains pending. Based on the information available to the Company at present, it cannot reasonably estimate a range of loss for this action and, accordingly, it has not accrued any liability associated with this action.

14.  Segment Reporting

The Company has three operating and reportable segments, Commercial Services, Government Solutions and Parking Solutions. Commercial Services offers toll and violation management solutions and title and registration services to commercial fleet vehicle owners, rental car companies and violation-issuing authorities. Government Solutions implements and administers traffic safety programs and products for municipalities and government agencies of all sizes. As a result of the acquisition of T2 Systems completed in December 2021, the Company added a new reportable segment determined based on the type of products and services offered. T2 Systems provides an integrated suite of parking software and hardware solutions to its customers. The Company’s Chief Operating Decision Maker function (“CODM”) is comprised of the Company’s CEO and certain defined representatives of the Company’s executive management team. The Company’s CODM monitors operating performance, allocates resources and deploys capital based on these three segments.

Segment performance is based on revenues and income from operations before depreciation, amortization, (gain) loss on disposal of assets, net, and stock-based compensation. The measure also excludes interest expense, net, income taxes and certain other transactions and is inclusive of other income, net. The tables below refer to this measure as segment profit (loss). The aforementioned items are not indicative of operating performance, and, as a result are not included in the measures that
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are reviewed by the CODM for the segments. Other income, net consists primarily of credit card rebates earned on the prepayment of tolling transactions and is therefore included in segment profit (loss).

The following tables set forth financial information by segment for the respective periods:

	
	
	
	
	
	
	
	For the Three Months Ended March 31, 2022
	
	
	
	

	
	
	
	
	Commercial
	Government
	
	
	Parking
	
	
	
	Corporate
	
	
	
	

	
	($ in thousands)
	
	Services
	Solutions
	
	
	Solutions
	
	
	
	and Other
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Service revenue
	$
	73,465
	
	$
	73,224
	
	$
	14,445
	
	
	$
	
	—
	
	$
	161,134
	

	Product sales
	
	
	—
	
	5,604
	
	
	3,647
	
	
	
	
	—
	
	
	9,251
	

	
	Total revenue
	
	73,465
	
	
	78,828
	
	
	18,092
	
	
	
	
	—
	
	
	170,385
	

	Cost of service revenue
	
	602
	
	
	473
	
	
	2,704
	
	
	
	
	—
	
	
	3,779
	

	Cost of product sales
	
	
	—
	
	3,727
	
	
	2,268
	
	
	
	
	—
	
	
	5,995
	

	Operating expenses
	
	15,947
	
	
	32,391
	
	
	2,511
	
	
	
	
	—
	
	
	50,849
	

	Selling, general and administrative expenses
	
	13,276
	
	
	16,455
	
	
	7,672
	
	
	
	
	—
	
	
	37,403
	

	Other (income) expense, net
	
	(2,955 )
	
	72
	
	
	17
	
	
	
	
	—
	
	
	(2,866 )

	
	Segment profit (loss)
	$
	46,595
	
	$
	25,710
	
	$
	2,920
	
	
	$
	
	—
	
	$
	75,225
	

	Segment profit (loss)
	$
	46,595
	
	$
	25,710
	$
	2,920
	
	$
	
	—
	$
	75,225
	

	Depreciation and amortization
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	35,675
	
	
	35,675
	

	Loss (gain) on disposal of assets, net
	
	
	—
	
	241
	
	
	(9 )
	
	
	
	—
	
	
	232
	

	Change in fair value of private placement warrants
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	3,734
	
	
	3,734
	

	Stock-based compensation
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	4,446
	
	
	4,446
	

	Interest expense, net
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	14,279
	
	
	14,279
	

	
	Income (loss) before income taxes
	$
	46,595
	
	$
	25,469
	
	$
	2,929
	
	
	$
	(58,134
	)
	$
	16,859
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	For the Three Months Ended March 31, 2021
	
	
	
	

	
	
	
	
	
	Commercial
	
	Government
	
	Corporate
	
	
	
	

	
	($ in thousands)
	
	
	Services
	
	
	Solutions
	
	and Other
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Service revenue
	
	
	$
	
	45,689
	
	$
	
	
	44,074
	
	$
	
	
	—
	
	$
	
	89,763
	

	Product sales
	
	
	
	
	—
	
	
	
	
	95
	
	
	
	
	—
	
	
	95
	

	
	Total revenue
	
	
	
	
	45,689
	
	
	
	
	44,169
	
	
	
	
	—
	
	
	
	89,858
	

	Cost of service revenue
	
	
	
	
	531
	
	
	
	
	349
	
	
	
	
	—
	
	
	880
	

	Cost of product sales
	
	
	
	
	—
	
	
	
	
	27
	
	
	
	
	—
	
	
	27
	

	Operating expenses
	
	
	
	
	14,206
	
	
	
	
	16,092
	
	
	
	
	—
	
	
	30,298
	

	Selling, general and administrative expenses
	
	
	
	
	10,792
	
	
	
	
	10,811
	
	
	
	
	4,126
	
	
	
	25,729
	

	Other income, net
	
	
	
	
	(2,070 )
	
	
	
	(943 )
	
	
	
	—
	
	
	(3,013 )

	
	Segment profit (loss)
	
	
	$
	
	22,230
	
	$
	
	
	17,833
	
	$
	
	
	(4,126
	)
	$
	
	35,937
	

	Segment profit (loss)
	
	$
	
	22,230
	$
	
	
	17,833
	
	$
	
	
	(4,126 )
	$
	
	35,937
	

	Depreciation and amortization
	
	
	
	
	—
	
	
	
	
	—
	
	
	
	28,214
	
	
	
	28,214
	

	Loss on disposal of assets, net
	
	
	
	
	—
	
	
	
	
	51
	
	
	
	
	—
	
	
	51
	

	Change in fair value of private placement warrants
	
	
	
	
	—
	
	
	
	
	—
	
	
	
	2,067
	
	
	
	2,067
	

	Stock-based compensation
	
	
	
	
	—
	
	
	
	
	—
	
	
	
	2,908
	
	
	
	2,908
	

	Interest expense, net
	
	
	
	
	—
	
	
	
	
	—
	
	
	
	9,164
	
	
	
	9,164
	

	Loss on extinguishment of debt
	
	
	
	
	—
	
	
	
	
	—
	
	
	
	5,334
	
	
	
	5,334
	

	
	Income (loss) before income taxes
	
	
	$
	
	22,230
	
	$
	
	
	17,782
	
	$
	
	
	(51,813
	)
	$
	
	(11,801
	)
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The Company primarily operates within the United States, Australia, Canada, United Kingdom and in various other countries in Europe. Revenues from international customers were $23.3 million and $2.8 million for the three months ended March 31, 2022 and 2021, respectively. Revenues from Australia, United Kingdom and Canada represented $7.8 million, $6.2 million and $8.6 million, respectively for the three months ended March 31, 2022. Revenues earned from goods transferred to customers at a point in time were approximately $9.3 million and less than $0.1 million for the three months ended March 31, 2022 and 2021, respectively.
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15.  Guarantor/Non-Guarantor Financial Information

VM Consolidated, Inc., a wholly owned subsidiary of the Company, is the lead borrower of the 2021 Term Loan, Senior Notes and the Revolver. VM Consolidated, Inc. is owned by the Company through a series of holding companies that ultimately end with the Company. VM Consolidated, Inc. is wholly owned by Greenlight Acquisition Corporation, which is wholly owned by Greenlight Intermediate Holding Corporation, which is wholly owned by Greenlight Holding Corporation, which is wholly owned by Verra Mobility Holdings, LLC, which is wholly owned by Verra Mobility Corporation or the Company. The principal elimination entries relate to investments in subsidiaries and intercompany balances and transactions, including transactions with the Company’s wholly owned guarantor subsidiaries and non-guarantor subsidiaries.

The following financial information presents the condensed consolidated balance sheets as of March 31, 2022 and the related condensed consolidated statements of operations and comprehensive income and condensed consolidated statement of cash flows for the three months ended March 31, 2022 for the Company, the combined guarantor subsidiaries and the combined non-guarantor subsidiaries.
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Verra Mobility Corporation and Subsidiaries

Condensed Consolidated Balance Sheets

at March 31, 2022
(Unaudited)


	
	
	
	Verra Mobility
	

	
	
	
	Corporation
	

	($ in thousands)
	(Ultimate Parent)
	

	Assets
	
	
	
	

	Current assets:
	
	
	

	Cash and cash equivalents
	$
	—
	

	Restricted cash
	
	—
	

	Accounts receivable (net of allowance for credit loss of $14.3 million
	
	
	

	)
	
	
	—
	

	Unbilled receivables
	
	—
	

	Investment in subsidiary
	
	106,556
	

	Inventory, net
	
	—
	

	Prepaid expenses and other current assets
	
	—
	

	Total current assets
	
	106,556
	

	Installation and service parts, net
	
	—
	

	Property and equipment, net
	
	—
	

	Operating lease assets
	
	—
	

	Intangible assets, net
	
	—
	

	Goodwill
	
	—
	

	Due from affiliates
	
	169,259
	

	Other non-current assets
	
	—
	

	Total assets
	$
	275,815
	

	Liabilities and Stockholders' Equity
	
	
	

	
	
	
	

	Current liabilities:
	
	
	

	Accounts payable
	$
	—
	

	Deferred revenue
	
	—
	

	Accrued liabilities
	
	—
	

	Payable to related party pursuant to tax receivable agreement, current
	
	
	

	portion
	
	—
	

	Current portion of long-term debt
	
	—
	

	Total current liabilities
	
	—
	

	Long-term debt, net of current portion
	
	—
	

	Operating lease liabilities, net of current portion
	
	—
	

	Payable to related party pursuant to tax receivable agreement, net of
	
	
	

	current portion
	
	—
	

	Private placement warrant liabilities
	
	—
	

	Due to affiliates
	
	—
	

	Asset retirement obligation
	
	—
	

	Deferred tax liabilities, net
	
	—
	

	Other long-term liabilities
	
	—
	

	Total liabilities
	
	—
	

	Total stockholders' equity
	
	275,815
	

	Total liabilities and stockholders' equity
	$
	275,815
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	Guarantor
	
	
	Non-
	
	
	
	
	
	
	

	
	
	
	
	guarantor
	
	
	Eliminations
	
	
	Consolidated
	

	
	Subsidiaries
	
	
	Subsidiaries
	
	
	
	
	
	
	

	$
	60,209
	$
	33,168
	$
	—
	$
	93,377
	

	
	3,915
	
	
	101
	
	
	—
	
	4,016
	

	
	158,861
	
	
	13,045
	
	
	—
	
	171,906
	

	
	35,524
	
	
	3,960
	
	
	—
	
	39,484
	

	
	156,179
	
	
	—
	
	
	(262,735 )
	
	—
	

	
	1,124
	
	
	14,327
	
	
	—
	
	15,451
	

	
	28,386
	
	
	10,359
	
	
	—
	
	38,745
	

	
	444,198
	
	
	74,960
	
	
	(262,735
	)
	
	362,979
	

	
	15,491
	
	
	—
	
	
	—
	
	15,491
	

	
	82,450
	
	
	16,901
	
	
	—
	
	99,351
	

	
	32,075
	
	
	7,869
	
	
	—
	
	39,944
	

	
	344,457
	
	
	115,626
	
	
	—
	
	460,083
	

	
	689,501
	
	
	148,409
	
	
	—
	
	837,910
	

	
	—
	
	
	—
	
	
	(169,259 )
	
	—
	

	
	4,566
	
	
	4,161
	
	
	—
	
	8,727
	

	$
	1,612,738
	
	$
	367,926
	
	$
	(431,994
	)
	$
	1,824,485
	

	
	
	
	
	
	
	
	
	
	
	
	

	$
	47,124
	$
	15,925
	$
	—
	$
	63,049
	

	
	15,699
	
	
	11,670
	
	
	—
	
	27,369
	

	
	35,592
	
	
	11,076
	
	
	—
	
	46,668
	

	
	5,107
	
	
	—
	
	
	—
	
	5,107
	

	
	11,952
	
	
	—
	
	
	—
	
	11,952
	

	
	115,474
	
	
	38,671
	
	
	—
	
	
	154,145
	

	
	1,206,276
	
	
	—
	
	
	—
	
	1,206,276
	

	
	29,961
	
	
	5,889
	
	
	—
	
	35,850
	

	
	56,615
	
	
	—
	
	
	—
	
	56,615
	

	
	42,200
	
	
	—
	
	
	—
	
	42,200
	

	
	27,173
	
	
	142,086
	
	
	(169,259 )
	
	—
	

	
	12,006
	
	
	26
	
	
	—
	
	12,032
	

	
	3,222
	
	
	25,064
	
	
	—
	
	28,286
	

	
	13,255
	
	
	11
	
	
	—
	
	13,266
	

	
	1,506,182
	
	
	211,747
	
	
	(169,259
	)
	
	1,548,670
	

	
	106,556
	
	
	156,179
	
	
	(262,735 )
	
	275,815
	

	$
	1,612,738
	
	$
	367,926
	
	$
	(431,994
	)
	$
	1,824,485
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Verra Mobility Corporation and Subsidiaries

Condensed Consolidated Statements of Operations and Comprehensive Income
Three Months Ended March 31, 2022

(Unaudited)

	
	
	
	
	Verra Mobility
	
	Guarantor
	
	Non-
	
	
	
	
	
	

	
	
	
	
	Corporation
	
	
	
	guarantor
	
	
	
	
	
	

	
	($ in thousands)
	(Ultimate Parent)
	
	Subsidiaries
	
	Subsidiaries
	
	Eliminations
	
	Consolidated
	

	
	Service revenue
	
	$
	—
	
	$
	143,164
	
	$
	17,970
	
	$
	—
	
	$
	161,134
	

	Product sales
	
	—
	
	4,875
	
	
	4,376
	
	
	—
	
	9,251
	

	
	Total revenue
	
	—
	
	
	148,039
	
	
	22,346
	
	
	—
	
	
	170,385
	

	Cost of service revenue
	
	—
	
	2,475
	
	
	1,304
	
	
	—
	
	3,779
	

	Cost of product sales
	
	—
	
	2,825
	
	
	3,170
	
	
	—
	
	5,995
	

	Operating expenses
	
	—
	
	41,965
	
	
	9,098
	
	
	—
	
	51,063
	

	Selling, general and administrative expenses
	
	—
	
	35,603
	
	
	6,032
	
	
	—
	
	41,635
	

	Depreciation, amortization and (gain) loss on disposal of assets, net
	
	—
	
	30,739
	
	
	5,168
	
	
	—
	
	35,907
	

	
	Total costs and expenses
	
	—
	
	
	113,607
	
	
	24,772
	
	
	—
	
	
	138,379
	

	
	Income (loss) from operations
	
	—
	
	34,432
	
	
	(2,426 )
	
	—
	
	32,006
	

	Income from equity investment
	
	(10,040 )
	
	1,312
	
	
	—
	
	8,728
	
	
	—
	

	Interest expense, net
	
	—
	
	14,279
	
	
	—
	
	—
	
	14,279
	

	Change in fair value of private placement warrants
	
	—
	
	3,734
	
	
	—
	
	—
	
	3,734
	

	Other income, net
	
	—
	
	(2,688 )
	
	(178 )
	
	—
	
	(2,866 )
	

	
	Total other (income) expenses
	
	(10,040
	)
	
	16,637
	
	
	(178
	)
	
	8,728
	
	
	15,147
	

	Income (loss) before income taxes
	
	10,040
	
	
	17,795
	
	
	(2,248 )
	
	(8,728 )
	
	16,859
	

	Income tax provision (benefit)
	
	—
	
	
	7,755
	
	
	(936 )
	
	—
	
	6,819
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	$
	10,040
	
	$
	10,040
	
	$
	(1,312 )
	$
	(8,728 )
	$
	10,040
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other comprehensive income:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Change in foreign currency translation adjustment
	
	—
	
	—
	
	2,708
	
	
	—
	
	2,708
	

	
	Total comprehensive income
	$
	10,040
	
	$
	10,040
	
	$
	1,396
	
	$
	(8,728
	)
	$
	12,748
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Verra Mobility Corporation and Subsidiaries

Condensed Consolidated Statements of Cash Flows
Three Months Ended March 31, 2022

(Unaudited)

	
	
	
	
	Verra Mobility
	
	Guarantor
	
	Non-
	
	
	
	
	
	
	

	
	
	
	
	Corporation
	
	
	
	guarantor
	
	
	
	
	
	
	

	
	($ in thousands)
	(Ultimate Parent)
	
	Subsidiaries
	
	Subsidiaries
	
	Eliminations
	
	Consolidated
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Cash Flows from Operating Activities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss)
	$
	10,040
	
	$
	10,040
	
	$
	(1,312 )
	$
	(8,728 )
	$
	10,040
	
	

	Adjustments to reconcile net income (loss) to net cash provided by
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	operating activities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Depreciation and amortization
	
	—
	
	30,507
	
	
	5,168
	
	
	—
	
	35,675
	
	

	
	Amortization of deferred financing costs and discounts
	
	—
	
	1,306
	
	
	—
	
	—
	
	1,306
	
	

	
	Change in fair value of private placement warrants
	
	—
	
	3,734
	
	
	—
	
	—
	
	3,734
	
	

	
	Credit loss expense
	
	—
	
	3,372
	
	
	133
	
	
	—
	
	3,505
	
	

	
	Deferred income taxes
	
	—
	
	(19,247 )
	
	476
	
	
	—
	
	(18,771 )
	

	
	Stock-based compensation
	
	—
	
	4,446
	
	
	—
	
	—
	
	4,446
	
	

	
	Other
	
	—
	
	354
	
	
	—
	
	—
	
	354
	
	

	
	Income from equity investment
	
	(10,040 )
	
	1,312
	
	
	—
	
	8,728
	
	
	—
	

	Changes in operating assets and liabilities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Accounts receivable, net
	
	—
	
	(12,054 )
	
	(2,246 )
	
	—
	
	(14,300 )
	

	
	Unbilled receivables
	
	—
	
	(11,305 )
	
	1,040
	
	
	—
	
	(10,265 )
	

	
	Inventory, net
	
	—
	
	(2,559 )
	
	(3,163 )
	
	—
	
	(5,722 )
	

	
	Prepaid expenses and other assets
	
	—
	
	9,173
	
	
	(938 )
	
	—
	
	8,235
	
	

	
	Deferred revenue
	
	—
	
	(1,470 )
	
	1,516
	
	
	—
	
	46
	
	

	
	Accounts payable and other current liabilities
	
	—
	
	2,670
	
	
	(3,147 )
	
	—
	
	(477 )
	

	
	Due to affiliates
	
	—
	
	(1,148 )
	
	1,148
	
	
	—
	
	—
	

	
	Other liabilities
	
	—
	
	13,329
	
	
	112
	
	
	—
	
	13,441
	
	

	Net cash provided by (used in) operating activities
	
	—
	
	
	32,460
	
	
	(1,213
	)
	
	—
	
	
	31,247
	
	

	Cash Flows from Investing Activities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Payment of contingent consideration
	
	—
	
	(412 )
	
	—
	
	—
	
	(412 )
	

	
	Purchases of installation and service parts and property and equipment
	
	—
	
	(8,286 )
	
	(3,192 )
	
	—
	
	(11,478 )
	

	
	Cash proceeds from the sale of assets
	
	—
	
	25
	
	
	—
	
	—
	
	25
	
	

	Net cash used in investing activities
	
	—
	
	
	(8,673
	)
	
	(3,192
	)
	
	—
	
	
	(11,865
	)
	

	Cash Flows from Financing Activities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Repayment on the revolver
	
	—
	
	(25,000 )
	
	—
	
	—
	
	(25,000 )
	

	
	Repayment of long-term debt
	
	—
	
	(2,255 )
	
	—
	
	—
	
	(2,255 )
	

	
	Payment of debt issuance costs
	
	—
	
	(54 )
	
	—
	
	—
	
	(54 )
	

	
	Proceeds from the exercise of stock options
	
	—
	
	93
	
	
	—
	
	—
	
	93
	
	

	
	Payment of employee tax withholding related to RSUs vesting
	
	—
	
	(1,436 )
	
	—
	
	—
	
	(1,436 )
	

	Net cash used in financing activities
	
	—
	
	
	(28,652
	)
	
	—
	
	
	—
	
	
	(28,652
	)
	

	Effect of exchange rate changes on cash and cash equivalents
	
	—
	
	
	—
	
	2,231
	
	
	—
	
	
	2,231
	
	

	Net decrease in cash, cash equivalents and restricted cash
	
	—
	
	(4,865
	)
	
	(2,174 )
	
	—
	
	(7,039 )
	

	Cash, cash equivalents and restricted cash - beginning of period
	
	—
	
	68,989
	
	
	35,443
	
	
	—
	
	104,432
	
	

	Cash, cash equivalents and restricted cash - end of period
	$
	—
	
	$
	64,124
	
	$
	33,269
	
	$
	—
	
	$
	97,393
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Verra Mobility Corporation and Subsidiaries

Condensed Consolidated Statements of Cash Flows (Continued)
Three Months Ended March 31, 2022

(Unaudited)

	
	
	Verra Mobility
	
	
	Guarantor
	
	
	Non-
	
	
	
	
	
	

	
	
	Corporation
	
	
	
	
	
	guarantor
	Eliminations
	Consolidated
	
	

	
	(Ultimate Parent)
	
	
	Subsidiaries
	
	
	Subsidiaries
	
	
	
	

	Supplemental cash flow information:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Interest paid
	$
	—
	$
	8,188
	$
	—   $
	—   $
	8,188
	
	

	Income taxes paid, net of refunds
	
	—
	
	
	1,124
	
	
	23
	
	
	—
	1,147
	
	

	Supplemental non-cash investing and financing activities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Purchases of installation and service parts and property and equipment in
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	accounts payable and accrued liabilities at period-end
	
	—
	
	
	4,057
	
	
	—
	—
	4,057
	
	



16. Subsequent Event

On May 7, 2022, the Company’s Board of Directors authorized a share repurchase program for up to an aggregate amount of $125 million of its outstanding shares of Class A common stock over the next twelve months. The level at which the Company repurchases depends on a number of factors, including its financial condition, capital requirements, cash flows, results of operations, future business prospects and other factors its management may deem relevant. The timing, volume and nature of repurchases are subject to market conditions, applicable securities laws and other factors and may be amended, suspended or discontinued at any time.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read together with our Annual Report on Form 10-K for the year ended December 31, 2021, and our financial statements included in Part I, Item 1 “Financial Statements” of this Quarterly Report on Form 10-Q. This discussion contains forward-looking statements based upon current expectations that involve risks and uncertainties. Our actual results may differ materially from those anticipated in these forward-looking statements as a result of various factors, including those set forth in Part I, Item 1A. “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2021. Please also refer to the section entitled “Cautionary Note Regarding Forward-Looking Statements.”

Business Overview

We believe we are a leading provider of smart mobility technology solutions and services throughout the United States, Australia, Europe and Canada. These solutions and services include toll and violations management, title and registration, automated safety solutions, parking enforcement and citation, and other data-driven solutions, to our customers, which include rental car companies (“RACs”), fleet management companies (“FMCs”), other large fleet owners, municipalities, school districts, universities, parking operators, healthcare facilities and transportation hubs and other violation-issuing authorities. Our solutions simplify the smart mobility ecosystem by utilizing what we believe are industry-leading capabilities, information and technology expertise, and integrated hardware and software to efficiently facilitate the automated processing of tolls and violations, automated safety and parking solutions for hundreds of agencies and millions of end users annually, while also making cities and roadways safer for everyone.

Executive Summary

We operate under long-term contracts and have a highly reoccurring service revenue model. We continue to execute on our strategy of growing revenues with existing customers, expanding offerings into adjacent markets through innovation or acquisition and reducing operating costs. During the periods presented, we:

· Experienced growth as a result of strategic acquisitions completed in 2021:

Redflex – During the second quarter of 2021, we acquired Redflex Holdings Limited (“Redflex”), which provides intelligent traffic management products and services to its customers. Through our acquisition of Redflex, we expanded our current footprint in the United States and gained access to international markets.

T2 Systems – During the fourth quarter of 2021, we acquired T2 Systems Parent Corporation (“T2 Systems”), which provides an integrated suite of parking software and hardware solutions and supports our strategy to diversify into new markets and increase opportunities to cross sell to customers within our overall portfolio.

· Increased total revenue by $80.5 million from $89.9 million for the three months ended March 31, 2021 to $170.4 million for the three months ended March 31, 2022. Redflex and T2 Systems contributed approximately $37 million to the overall revenue growth, and the remaining increase was mainly due to service revenue resulting from improved travel demand that positively impacted our RAC customers in the Commercial Services segment; and

· Generated cash flows from operations of $31.2 million and $9.0 million for the three months ended March 31, 2022 and 2021, respectively. Our cash on hand was $93.4 million as of March 31, 2022.

Segment Information

We have three operating and reportable segments, Commercial Services, Government Solutions and Parking Solutions:

· Our Commercial Services segment offers toll and violation management solutions and title and registration services for RACs and FMCs in North America. In Europe, we provide toll and violations processing services.

· Our Government Solutions segment offers photo enforcement solutions and services to its customers. We provide complete, end-to-end speed, red-light, school bus stop arm and bus lane enforcement solutions within the United States and Canada. The international operations through Redflex primarily involve the sale of traffic enforcement products and related maintenance services.
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· Our Parking Solutions segment provides an integrated suite of parking software and hardware solutions to universities, municipalities, parking operators, healthcare facilities and transportation hubs in the United States and Canada.[image: ]

Segment performance is based on revenues and income from operations before depreciation, amortization, (gain) loss on disposal of assets, net, and stock-based compensation. The measure also excludes interest expense, net, income taxes and certain other transactions and is inclusive of other income, net.

Primary Components of Our Operating Results

Revenues

Service Revenue. Our Commercial Services segment generates service revenue primarily through the operation and management of tolling programs and processing violations for RACs, FMCs and other large fleet customers. These solutions are full-service offerings by which we enroll the license plates of our customers’ vehicles and transponders with tolling authority accounts, pay tolls and violations on the customers’ behalf and, through proprietary technology, integrate with customer data to match the toll or violation to the driver and then bill the driver (or our customer, as applicable) for use of the service. The cost of certain tolls, violations and our customers’ share of administration fees are netted against revenue. We also generate service revenue in our Commercial Services segment through processing titles and registrations for our customers.

Our Government Solutions segment generates service revenue through the operation and maintenance of photo enforcement systems. Revenue drivers in this segment include the number of systems installed and the monthly revenue per system. Ancillary service revenue is generated in our Government Solutions segment from payment processing, pass-through fees for collection expense, and other fees.

Our Parking Solutions segment generates service revenue mainly from offering software as a service, subscription fees, professional services and citation processing services related to parking management solutions to its customers.

Product Sales. Product sales are generated by the sale of photo enforcement equipment in the Government Solutions segment and specialized hardware in the Parking Solutions segment. Customer buying patterns vary greatly from period to period related to product sales.

Costs and Expenses

Cost of Service Revenue. Cost of service revenue consists of collection and other professional services provided by third parties associated with the delivery of certain ancillary services performed by our segments.

Cost of Product Sales. Cost of product sales consists of the cost to acquire and install photo enforcement equipment purchased by Government Solutions customers and costs to develop and install hardware sold to Parking Solutions customers.

Operating Expenses. Operating expenses include payroll and payroll-related costs (including stock-based compensation), costs related to the operation of our call centers and other operational costs, including transaction processing, print, postage and communication costs.

Selling, General and Administrative Expenses. Selling, general and administrative expenses include payroll and payroll-related costs (including stock-based compensation), real estate lease expense, insurance costs, professional services fees, acquisition costs and general corporate expenses.

Depreciation, Amortization and (Gain) Loss on Disposal of Assets, Net. Depreciation, amortization and (gain) loss on disposal of assets, net includes depreciation on property, plant and equipment, and amortization of definite-lived intangible assets. This line item also includes any one-time gains or losses incurred in connection with the disposal of certain assets.

Interest Expense, Net. This includes interest expense and amortization of deferred financing costs and discounts and is net of interest income.


32
[image: ]

Change in Fair Value of Private Placement Warrants. Change in fair value of private placement warrants consists of liability adjustments related to the 6,666,666 Private Placement Warrants originally issued to Gores Sponsor II, LLC re-measured to fair value at the end of each reporting period.

Loss on Extinguishment of Debt. Loss on extinguishment of debt generally consists of early payment penalties, the write-off of original issue discounts and deferred financing costs associated with debt extinguishment.

Other Income, Net. Other income, net primarily consists of volume rebates earned from total spend on purchasing cards and gain or loss on foreign currency transactions.

Results of Operations

Three Months Ended March 31, 2022 Compared to Three Months Ended March 31, 2021

The following table sets forth our statements of operations data and expresses each item as a percentage of total revenue for the periods presented as well as the changes between periods. The tables and information provided in this section were derived from exact numbers and may have immaterial rounding differences.

	
	
	
	
	
	
	
	
	
	Three Months Ended March 31,
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Percentage of Revenue
	
	Increase (Decrease)
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	2022 vs 2021
	

	
	($ in thousands)
	
	2022
	
	
	2021
	
	
	2022
	
	2021
	
	
	$
	
	%
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Service revenue
	$
	161,134
	
	$
	89,763
	
	
	94.6
	%
	99.9
	%
	$
	71,371
	
	79.5
	%
	

	Product sales
	
	9,251
	
	
	95
	
	5.4 %
	0.1 %
	
	9,156
	
	9637.9 %
	

	
	Total revenue
	
	170,385
	
	
	89,858
	
	
	100.0
	%
	100.0
	%
	
	80,527
	
	89.6 %
	

	Cost of service revenue
	
	3,779
	
	
	880
	
	2.2 %
	1.0 %
	
	2,899
	
	329.4 %
	

	Cost of product sales
	
	5,995
	
	
	27
	
	3.5 %
	0.0 %
	
	5,968
	
	22103.7 %
	

	Operating expenses
	
	51,063
	
	
	30,492
	
	30.0 %
	33.9 %
	
	20,571
	
	67.5 %
	

	Selling, general and administrative expenses
	
	41,635
	
	
	28,443
	
	24.4 %
	31.7 %
	
	13,192
	
	46.4 %
	

	Depreciation, amortization and (gain) loss on
	
	35,907
	
	
	28,265
	
	21.1 %
	31.5 %
	
	7,642
	
	
	
	

	disposal of assets, net
	
	
	
	
	
	
	
	
	
	
	
	27.0 %
	

	
	Total costs and expenses
	
	138,379
	
	
	88,107
	
	
	81.2
	%
	98.1
	%
	
	50,272
	
	57.1 %
	

	
	Income from operations
	
	32,006
	
	
	1,751
	
	18.8 %
	1.9 %
	
	30,255
	
	1727.9 %
	

	Interest expense, net
	
	14,279
	
	
	9,164
	
	8.4 %
	10.2 %
	
	5,115
	
	55.8 %
	

	Change in fair value of private placement warrants
	
	3,734
	
	
	2,067
	
	2.2 %
	2.3 %
	
	1,667
	
	80.6 %
	

	Loss on extinguishment of debt
	
	—
	
	5,334
	
	
	—
	5.9 %
	
	(5,334 )
	(100.0 )%
	

	Other income, net
	
	(2,866 )
	
	(3,013 )
	(1.7 )%
	(3.4 )%
	
	147
	
	(4.9 )%
	

	
	Total other expenses
	
	15,147
	
	
	13,552
	
	
	8.9
	%
	15.0
	%
	
	1,595
	
	11.8 %
	

	Income (loss) before income taxes
	
	16,859
	
	
	(11,801 )
	9.9 %
	(13.1 )%
	
	28,660
	
	242.9 %
	

	Income tax provision (benefit)
	
	6,819
	
	
	(2,886 )
	4.0 %
	(3.2 )%
	
	9,705
	
	336.3 %
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	$
	10,040
	
	$
	(8,915 )
	5.9 %
	(9.9 )%
	$
	18,955
	
	212.6 %
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Service Revenue. Service revenue increased by $71.4 million, or 79.5%, to $161.1 million for the three months ended March 31, 2022 from $89.8 million for the three months ended March 31, 2021, representing 94.6% and 99.9% of total revenue, respectively. The following table depicts service revenue by segment:

	
	
	
	
	
	
	
	
	
	Three Months Ended March 31,
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	Percentage of Revenue
	
	Increase (Decrease)
	
	

	
	
	
	
	
	
	
	
	
	
	
	2022 vs 2021
	
	
	

	
	($ in thousands)
	
	2022
	
	
	2021
	
	2022
	
	2021
	
	
	$
	
	
	%
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Service revenue
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Commercial Services
	$
	73,465
	$
	45,689
	
	43.1 %
	50.9 %
	$
	27,776
	
	
	60.8 %
	

	
	Government Solutions
	
	73,224
	
	
	44,074
	
	43.0 %
	49.0 %
	
	29,150
	
	
	66.1 %
	

	
	Parking Solutions
	
	14,445
	
	
	—
	8.5 %
	—
	
	14,445
	
	
	n/a
	

	Total service revenue
	$
	161,134
	
	$
	89,763
	
	94.6
	%
	99.9
	%
	$
	71,371
	
	
	79.5 %
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Commercial Services service revenue increased by $27.8 million, or 60.8%, from $45.7 million for the three months ended March 31, 2021 to $73.5 million for the three months ended March 31, 2022. This increase was primarily due to the increased travel demand in the RAC industry that impacted volume in the three months ended March 31, 2022 compared to the prior year which was negatively impacted by the COVID-19 pandemic.

Government Solutions service revenue includes revenue from speed, red-light, school bus stop arm and bus lane photo enforcement systems. Service revenue was $73.2 million and $44.1 million for the three months ended March 31, 2022, and 2021, respectively, and it increased by $29.1 million. The Redflex acquisition contributed approximately $17 million to our growth. Organic growth excluding Redflex was approximately $12 million, which was primarily driven by the expansion of school zone speed programs, and speed is the largest product in this segment. We added 779 speed cameras in 2021, excluding Redflex, which provided year-over-year growth in 2022 and 111 speed cameras for the three months ended March 31, 2022 which provided growth in the current period and will continue to provide growth for the remainder of 2022. The remaining growth can be attributable to other expansions and improvement in variable rate programs that returned to more normalized volume as COVID-19 restrictions lifted throughout 2021.

Parking Solutions service revenue of $14.4 million resulted from our acquisition of T2 systems in December 2021 with no revenue in the comparable period.

Product Sales. Product sales were $9.3 million and $0.1 million for the three months ended March 31, 2022 and 2021, respectively. Product sales increased by $9.2 million which was mainly due to $6.0 million of product revenue generated from the Redflex and T2 Systems acquisitions for which there was no revenue in the comparable 2021 period. Prior to these acquisitions, product revenue was limited to a few large customers whose buying patterns varied greatly from period to period. Product sales for these customers contributed to the remaining increase due to an additional 46 units sold.

Cost of Service Revenue. Cost of service revenue increased from $0.9 million for the three months ended March 31, 2021 to $3.8 million for the three months ended March 31, 2022. The $2.9 million increase was mainly attributable to the inclusion of costs in the Parking Solutions segment with no comparable amounts in the prior year.

Cost of Product Sales. Cost of product sales increased by $5.9 million from less than $0.1 million in the three months ended March 31, 2021 to $6.0 million in the three months ended March 31, 2022, which was consistent with the increase in product sales discussed above.

Operating Expenses. Operating expenses increased by $20.6 million, or 67.5%, from $30.5 million for the three months ended March 31, 2021 to $51.1 million for the three months ended March 31, 2022. The increase was primarily attributable to increase in wages expense, subcontractor expenses, and recurring services resulting from the inclusion of Redflex and T2 Systems operations with no comparable amounts in the prior year. Operating expenses as a percentage of total revenue decreased from 33.9% to 30.0% for the three months ended March 31, 2021 and 2022, respectively which was contributed by the Commercial Services segment's improved operating leverage from its corresponding revenue improvement. The following table presents operating expenses by segment:

	
	
	
	
	
	
	
	
	
	Three Months Ended March 31,
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	Percentage of Revenue
	
	Increase (Decrease)
	
	

	
	
	
	
	
	
	
	
	
	
	
	2022 vs 2021
	
	
	

	
	($ in thousands)
	
	2022
	
	
	2021
	
	2022
	
	2021
	
	
	$
	
	
	%
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Commercial Services
	$
	15,947
	$
	14,206
	
	9.4 %
	15.8 %
	$
	1,741
	
	
	12.3 %
	

	
	Government Solutions
	
	32,391
	
	
	16,092
	
	19.0 %
	17.9 %
	
	16,299
	
	
	101.3 %
	

	
	Parking Solutions
	
	2,511
	
	
	—
	
	1.5 %
	—
	
	2,511
	
	
	n/a
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total operating expenses before stock-based
	
	50,849
	
	
	30,298
	
	29.9 %
	33.7 %
	
	20,551
	
	
	67.8 %
	

	compensation
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Stock-based compensation
	
	214
	
	
	194
	
	0.1 %
	0.2 %
	
	20
	
	
	10.3 %
	

	Total operating expenses
	$
	51,063
	
	$
	30,492
	
	30.0
	%
	33.9
	%
	$
	20,571
	
	
	67.5 %
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Selling, General and Administrative Expenses. Selling, general and administrative expenses increased to $41.6 million for the three months ended March 31, 2022 compared to $28.4 million for the same period in 2021. The increase is primarily due to increased wages and information technology expenses due to the inclusion of Redflex and T2 Systems operations in the three months ended March 31, 2022 with no comparable amounts in the prior year. In addition, we had increases of $2.2 million for professional services and $1.5 million related to stock-based compensation expense compared to the prior year, which were partially offset by a decrease in transaction costs of $3.9 million compared to 2021. Selling, general and administrative expenses as a percentage of total revenue decreased from 31.7% to 24.4% for the three months ended March 31, 2021 and 2022, respectively. The following table presents selling, general and administrative expenses by segment:

	
	
	
	
	
	
	
	
	Three Months Ended March 31,
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	Percentage of Revenue
	
	Increase (Decrease)
	
	

	
	
	
	
	
	
	
	
	
	
	
	2022 vs 2021
	
	
	

	
	($ in thousands)
	
	2022
	
	
	2021
	
	2022
	
	2021
	
	
	$
	
	
	%
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Selling, general and administrative expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Commercial Services
	$
	13,276
	$
	10,792
	7.8 %
	12.0 %
	$
	2,484
	
	
	23.0 %
	

	
	Government Solutions
	
	16,455
	
	
	10,811
	9.7 %
	12.1 %
	
	5,644
	
	
	52.2 %
	

	
	Parking Solutions
	
	7,672
	
	
	—
	4.5 %
	—
	
	7,672
	
	
	n/a
	

	
	Corporate and other
	
	—
	
	
	4,126
	
	—
	
	4.6 %
	
	(4,126 )
	
	(100.0 )%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total selling, general and administrative expenses
	
	37,403
	
	
	25,729
	
	22.0 %
	28.7 %
	
	11,674
	
	
	45.4 %
	

	before stock-based compensation
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Stock-based compensation
	
	4,232
	
	
	2,714
	
	2.4 %
	3.0 %
	
	1,518
	
	
	55.9 %
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total selling, general and administrative expenses
	$
	41,635
	
	$
	28,443
	
	24.4 %
	31.7 %
	$
	13,192
	
	
	46.4 %
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Depreciation, Amortization and (Gain) Loss on Disposal of Assets, Net. Depreciation, amortization and (gain) loss on disposal of assets, net, increased by $7.6 million to $35.9 million for the three months ended March 31, 2022 from $28.3 million for the same period in 2021. This was mainly due to increased amortization and depreciation expense resulting from the Redflex and T2 Systems acquisitions included in the three months ended March 31, 2022 with no comparable amounts in the prior year, partially offset by a decrease due to certain trademark intangibles being fully amortized for the three months ended March 31, 2022.

Interest Expense, Net. Interest expense, net increased by $5.1 million from $9.2 million for the three months ended March 31, 2021 to $14.3 million for the same period in 2022. This increase is primarily attributable to $1.2 billion in average outstanding debt during the three months ended March 31, 2022, compared to $875 million in average outstanding debt for the same period in 2021. See “Liquidity and Capital Resources.”

Change in Fair Value of Private Placement Warrants. We recorded losses of $3.7 million and $2.1 million for the three months ended March 31, 2022 and 2021, respectively, related to the changes in fair value of our Private Placement Warrants which are accounted for as liabilities on our condensed consolidated balance sheets. The change in fair value is the result of re-measurement of the liability at the end of each reporting period.

Other Income, Net. We pay a high volume of tolls on behalf of our customers with purchasing cards which generate rebates based on volume, payment terms and rebate frequency. Other income, net decreased slightly and was $2.9 million for the three months ended March 31, 2022, compared to $3.0 million for the same period in 2021.

Income Tax Provision (Benefit). Income tax provision was $6.8 million with an effective tax rate of 40.4% for the three months ended March 31, 2022 compared to an income tax benefit of $(2.9) million with an effective tax benefit rate of 24.5% for the three months ended March 31, 2021. The primary driver for the effective tax rate variance was the increase in pre-tax income for the first quarter of 2022 compared to the first quarter of 2021.

Net Income (Loss). We had net income of $10.0 million for the three months ended March 31, 2022, as compared to a net loss of $(8.9) million for the three months ended March 31, 2021. The $19.0 million increase in net income was primarily due to increases in both service revenue and product sales, and the other statement of operations activity discussed above.
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Liquidity and Capital Resources

Our principal sources of liquidity are cash flows from operations and available borrowings under our Revolver (defined below).

We have incurred significant long-term debt as a result of acquisitions completed in the prior years.

We believe that our existing cash and cash equivalents, cash flows provided by operating activities and our availability to borrow under our Revolver (as defined below) will be sufficient to meet operating cash requirements and service debt obligations for at least the next 12 months. Our ability to generate sufficient cash from our operating activities depends on our future performance, which is subject to general economic, political, financial, competitive and other factors beyond our control. In addition, our future capital expenditures and other cash requirements could be higher than currently expected due to various factors, including any expansion of our business or strategic acquisitions. Should we pursue strategic acquisitions, we may need to raise additional capital, which may be in the form of additional long-term debt, borrowings on our Revolver, or equity financings, all of which may not be available to us on favorable terms or at all.

We have the ability to borrow under our Revolver to meet obligations as they come due. As of March 31, 2022, we had $68.8 million available for borrowing, net of letters of credit, under our Revolver.

On May 7, 2022, the Company’s Board of Directors authorized a share repurchase program for up to an aggregate amount of $125 million of its outstanding shares of Class A common stock over the next twelve months. The level at which the Company repurchases depends on a number of factors, including its financial condition, capital requirements, cash flows, results of operations, future business prospects and other factors its management may deem relevant. The timing, volume and nature of repurchases are subject to market conditions, applicable securities laws and other factors and may be amended, suspended or discontinued at any time.

Concentration of Credit Risk

The City of New York Department of Transportation (“NYCDOT”) represented 29% and 39% of total accounts receivable, net as of March 31, 2022 and December 31, 2021, respectively. There is no material reserve related to NYCDOT open receivables as amounts are deemed collectible based on current conditions and expectations.

The following table sets forth certain captions indicated on our statements of cash flows for the respective periods:

	
	
	
	
	Three Months Ended March 31,

	
	($ in thousands)
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	
	
	

	
	Net cash provided by operating activities
	$
	31,247
	
	$
	9,013
	

	Net cash used in investing activities
	
	(11,865 )
	
	(3,648 )

	Net cash (used in) provided by financing activities
	
	(28,652 )
	
	123,915
	



Cash Flows from Operating Activities

Cash provided by operating activities increased by $22.2 million, from $9.0 million for the three months ended March 31, 2021 to $31.2 million for the three months ended March 31, 2022. Net income year over year increased by $19.0 million, from $8.9 million loss in 2021 to $10.0 million income in 2022. Adjustments to reconcile net income (loss) to cash provided by operating activities were an aggregate decrease of $12.7 million in 2022 compared to 2021. This was primarily due to a change in deferred income taxes and the $5.3 million loss on extinguishment of debt in 2021 with no comparable amount in the 2022 period. These decreases were offset mainly by increased depreciation and amortization resulting from our recent acquisitions, combined with increases in the fair value of the private placement warrants liability, credit loss expense and stock-based compensation expenses. We had an aggregate increase of $16 million in 2022 compared to 2021 for the changes in operating assets and liabilities due to an increase in other liabilities and a decrease in prepaid expenses and other current assets partially offset by increased inventory.

Cash Flows from Investing Activities

Cash used in investing activities was $11.9 million and $3.6 million for the three months ended March 31, 2022 and 2021, respectively, which was mainly related to purchases of installation and service parts and property and equipment. The $7.8 million increase in capital purchases year over year is primarily attributable to our recent acquisitions.

36
[image: ]

Cash Flows from Financing Activities

Cash (used in) provided by financing activities was $(28.7) million and $123.9 million for the three months ended March 31, 2022 and 2021, respectively. The cash used in 2022 was mainly due to the repayment of the $25.0 million borrowing on the Revolver in January 2022 and the quarterly principal payment on the 2021 Term Loan at the end of the quarter. We had aggregate borrowings of $996.8 million during the first quarter of 2021 consisting of the 2021 Term Loan and Senior Notes (defined below) and we concurrently repaid $865.6 million outstanding debt on the 2018 Term Loan (defined below). The aggregate borrowings net of the repayments, which totaled $131.2 million, were held as cash and cash equivalents at March 31, 2021 and used in part to fund the close of the Redflex acquisition. We also had payments related to debt issuance costs and debt extinguishment costs during the 2021 period.

Long-term Debt

2021 Term Loan and Senior Notes

In March 2021, VM Consolidated, Inc., our wholly owned subsidiary, entered into an Amendment and Restatement Agreement No.1 to the First Lien Term Loan Credit Agreement (the “2021 Term Loan”) with a syndicate of lenders. The 2021 Term Loan has an aggregate borrowing of $650 million, maturing on March 26, 2028, and an accordion feature providing for an additional $250 million of term loans, subject to satisfaction of certain requirements. In connection with the 2021 Term Loan, we had an offering discount cost of $3.3 million and $0.7 million of deferred financing costs, both of which were capitalized and are amortized over the remaining life of the 2021 Term Loan.

In addition, in March 2021, VM Consolidated, Inc. issued an aggregate principal amount of $350 million in Senior Unsecured Notes (the “Senior Notes”), due on April 15, 2029. In connection with the issuance of the Senior Notes, we incurred $5.7 million in lender and third-party costs, which were capitalized as deferred financing costs and are being amortized over the remaining life of the Senior Notes.

The net proceeds from both the 2021 Term Loan and the Senior Notes received in March 2021 were used to repay in full all outstanding debt which was represented by the First Lien Term Loan Credit Agreement (as amended, the “2018 Term Loan”) with a balance of $865.6 million.

On December 7, 2021, VM Consolidated Inc., entered into an agreement to exercise the accordion feature under the 2021 Term Loan, borrowing $250 million in incremental term loans (“Incremental Term Loan”). The proceeds from the Incremental Term Loan were used, along with cash on hand, to fund the acquisition of T2 Systems, including repaying in full all outstanding debt for T2 Systems. In connection with the Incremental Term Loan, we had an offering discount cost of $1.3 million and $3.8 million of deferred financing costs, both of which were capitalized and are amortized over the remaining life of the 2021 Term Loan. The Incremental Term Loan accrued interest from the date of borrowing until December 31, 2021, at which time, it was combined with the 2021 Term Loan to be a single tranche of term loan borrowings. The total principal outstanding under the 2021 Term Loan, which includes the Incremental Term Loan, was $892.9 million at March 31, 2022.

The 2021 Term Loan is repayable at 1.0% per annum of the amount initially borrowed, paid in quarterly installments. It bears interest based, at our option, on either (1) LIBOR plus an applicable margin of 3.25% per annum, or (2) an alternate base rate plus an applicable margin of 2.25% per annum. As of March 31, 2022, the interest rate on the 2021 Term Loan was 3.6%.

In addition, the 2021 Term Loan requires mandatory prepayments equal to the product of the excess cash flows of the Company (as defined in the 2021 Term Loan agreement) and the applicable prepayment percentages (calculated as of the last day of the fiscal year, beginning with the year ending December 31, 2022), as set forth in the following table:

	
	
	
	
	
	
	Applicable
	

	Consolidated First Lien Net Leverage Ratio (As Defined by the 2021 Term Loan Agreement)
	
	Prepayment
	

	
	
	Percentage
	

	> 3.70:1.00
	
	50%
	

	
	< 3.70:1.00 and > 3.20:1.00
	25%
	

	
	
	< 3.20:1.00
	0%
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Interest on the Senior Notes is fixed at 5.50% per annum and is payable on April 15 and October 15 of each year. On or after April 15, 2024, we may redeem all or a portion of the Senior Notes at the redemption prices set forth below in percentages by year, plus accrued and unpaid interest:

	Year
	
	Percentage

	2024
	
	102.750%

	2025
	101.375%

	2026 and thereafter
	100.000%



In addition, we may redeem up to 40% of the Senior Notes before April 15, 2024, with the net cash proceeds from certain equity offerings.

We evaluated the March 2021 refinancing transactions on a lender-by-lender basis and accounted for the portion of the transaction that did not meet the accounting criteria for debt extinguishment as a debt modification. Accordingly, we recognized a loss on extinguishment of debt of $5.3 million on the 2018 Term Loan during the three months ended March 31, 2021 consisting of a $4.0 million write-off of pre-existing deferred financing costs and discounts and $1.3 million of lender and third-party costs associated with the issuance of the 2021 Term Loan.

PPP Loan

During fiscal year 2020, Redflex received a loan from the U.S. Small Business Administration (“SBA”) as part of the Paycheck Protection Program to offset certain employment and other allowable costs incurred as a result of the COVID-19 pandemic. At March 31, 2022, the loan amount outstanding was $2.9 million and was included in the current portion of long-term debt. In early 2021, Redflex applied for forgiveness of this loan and, as of March 31, 2022, was still awaiting approval from the SBA.

The Revolver

We have a Revolving Credit Agreement (the “Revolver”) with a commitment of up to $75 million available for loans and letters of credit. The Revolver matures on December 20, 2026. Borrowing eligibility under the Revolver is subject to a monthly borrowing base calculation based on (i) certain percentages of eligible accounts receivable and inventory, less (ii) certain reserve items, including outstanding letters of credit and other reserves. The Revolver bears interest on either (1) LIBOR plus an applicable margin, or (2) an alternate base rate, plus an applicable margin. The margin percentage applied to (1) LIBOR is either 1.25%, 1.50%, or 1.75%, or (2) the base rate is either 0.25%, 0.50%, or 0.75%, depending on our average availability to borrow under the commitment. At December 31, 2021, we had $25.0 million in outstanding borrowings on the Revolver, which was repaid in full in January 2022. At March 31, 2022, the availability to borrow was $68.8 million, net of $6.2 million of outstanding letters of credit.

Interest on the unused portion of the Revolver is payable quarterly at 0.375% and we are also required to pay participation and fronting fees at 1.38% on $6.2 million of outstanding letters of credit as of March 31, 2022.

All borrowings and other extensions of credits under the 2021 Term Loan, Senior Notes and the Revolver are subject to the satisfaction of customary conditions and restrictive covenants including absence of defaults and accuracy in material respects of representations and warranties. Substantially all of our assets are pledged as collateral to secure our indebtedness under the 2021 Term Loan.

On March 31, 2022, we notified our lenders that we were unable to file the Annual Report on Form 10-K within 90 days following the year ended December 31, 2021, as is required under the 2021 Term Loan, Senior Notes, and the Revolver. While we were compliant with all debt covenants at December 31, 2021 and March 31, 2022, the late filing created a technical default when the filing requirement was not met; however, this did not result in an Event of Default under the 2021 Term Loan, Senior Notes, and the Revolver as the Annual Report on Form 10-K was filed within the 30-day cure period allowed by these agreements for late filing of annual financial statements.

Interest Expense

We recorded interest expense, including amortization of deferred financing costs and discounts, of $14.3 million and $9.2 million for the three months ended March 31, 2022 and 2021, respectively.
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Off-Balance Sheet Arrangements

We do not have any material off-balance sheet financing arrangements as of March 31, 2022.

Critical Accounting Policies, Estimates and Judgments

The preparation of condensed consolidated financial statements in conformity with generally accepted accounting principles in the United States requires management to make estimates and assumptions that affect the amounts reported in the financial statements and the accompanying notes. Significant estimates and assumptions include those related to the fair values assigned to net assets acquired (including identifiable intangibles) in business combinations, revenue recognition, inventory valuation, allowance for credit losses, fair value of the private placement warrant liabilities, valuation allowance on deferred tax assets, impairment assessments of goodwill, intangible assets and other long-lived assets, asset retirement obligations, contingent consideration and the recognition and measurement of loss contingencies. Management believes that its estimates and assumptions are reasonable in the circumstances; however, actual results could differ materially from those estimates.

Refer to our 2021 Annual Report on Form 10-K for our critical accounting policies, estimates and judgments.

Recent Accounting Pronouncements

For a discussion of recent accounting pronouncements, refer to Note 2, Significant Accounting Policies, in Part I, Item 1, Financial Statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to interest rate market risk due to the variable interest rate on the 2021 Term Loan described in Part I, Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.

Interest rate risk represents our exposure to fluctuations in interest rates associated with the variable rate debt represented by the 2021 Term Loan, which has an outstanding balance of $892.9 million at March 31, 2022. The 2021 Term Loan bears interest based, at our option, on either (1) LIBOR plus an applicable margin of 3.25% per annum, or (2) an alternate base rate plus an applicable margin of 2.25% per annum. At March 31, 2022, the interest rate on the 2021 Term Loan was 3.6%. Based on the March 31, 2022 balance outstanding, each 1% movement in interest rates will result in an approximately $8.9 million change in annual interest expense.

We have not engaged in any hedging activities during the three months ended March 31, 2022. We do not expect to engage in any hedging activities with respect to the market risk to which we are exposed.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act”)) are designed to ensure that information required to be disclosed in the reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the SEC’s rules and forms and to ensure that information required to be disclosed is accumulated and communicated to management, including our principal executive and financial officers, to allow timely decisions regarding disclosure. Our Chief Executive Officer and Chief Financial Officer, with assistance from other members of management, have reviewed the effectiveness of our disclosure controls and procedures as of March 31, 2022 and, based on their evaluation, have concluded the controls and procedures were ineffective as the material weaknesses in internal control over financial reporting that were disclosed in our Annual Report on Form 10-K for the year ended December 31,

2021 were not yet remediated during the first quarter of fiscal year 2022.

Remediation

As previously described in Part II, Item 9A. “Controls and Procedures” in our Annual Report on Form 10-K for the year ended December 31, 2021, management commenced implementation of remediation plans which are ongoing to address the material weaknesses mentioned above. The material weaknesses will not be considered remediated until the applicable controls operate for a sufficient period of time and management has concluded, through testing, that these controls are operating effectively. We expect that the remediation of these material weaknesses will be completed prior to the end of our 2022 fiscal

39
[image: ]

year. The following steps of the remediation plan are currently in process, and management may determine to enhance existing controls and/or implement additional controls as the implementation progresses:

· Design and implement controls to properly recognize revenue within our recent acquisitions.

· Evaluate the sufficiency, experience, and training of our internal personnel and hire additional personnel.

· Design and implement controls to validate revenue and reporting data used in the preparation of our consolidated financial statements.

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal control over financial reporting (as defined in Rules 13a-15(f) or 15d-15(f) of the Exchange Act) that occurred during the quarter ended March 31, 2022 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings

On November 2, 2020, PlusPass, Inc. (“PlusPass”) commenced an action in the United States District Court, Central District of California, against Verra Mobility Corporation (“Verra Mobility”), The Gores Group LLC, Platinum Equity LLC, and ATS Processing Services, Inc., alleging civil violations of federal antitrust statutes: Section 7 of the Clayton Antitrust Act of 1914 (the “Clayton Act”), and Sections 1 and 2 of the Sherman Act. On November 20, 2020, PlusPass filed a First Amended Complaint. On February 9, 2021, the defendants filed motions to dismiss, and PlusPass subsequently abandoned various theories and claims and dismissed The Gores Group LLC, Platinum Equity LLC, and ATS Processing Services, Inc. On April 27, 2021, PlusPass filed a Second Amended Complaint (“SAC”), alleging that Verra Mobility violated Section 7 of the Clayton Act through the merger of Highway Toll Administration, LLC (“HTA”) and American Traffic Solutions, Inc. (“ATS”) in 2018, and that Verra Mobility violated Sections 1 and 2 of the Sherman Antitrust Act of 1890 by using exclusive agreements in restraint of trade and other allegedly anticompetitive means to acquire and maintain monopoly power in the market for the administration of electronic toll payment collection for rental cars. PlusPass seeks injunctive relief, divestiture by Verra Mobility of HTA, damages in an amount to be determined, and attorneys’ fees and costs. On May 28, 2021, Verra Mobility filed a motion to dismiss the SAC in its entirety, which was denied in August 2021. Discovery is underway. Verra Mobility believes that all of PlusPass' claims are without merit and will defend itself vigorously in this litigation.

Item 1A. Risk Factors

Risks Related to Our Business

Part I, Item 1A. “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2021 includes a discussion of our risk factors. Other than the risk factor discussed below, there have been no material changes from the risk factors described in our Annual Report on Form 10-K. We may disclose changes to such risk factors or disclose additional risk factors from time to time in our future SEC filings.

We cannot guarantee that our stock repurchase program will be consummated, fully or at all, or that it will enhance long-term shareholder value.

Stock repurchases could also increase the volatility of the trading price of our stock and could diminish our cash reserves.

In May 2022, our Board of Directors authorized a share repurchase program for up to an aggregate amount of $125 million of our outstanding shares of Class A common stock over the next twelve months. The timing, price, and quantity of purchases under the program will be at the discretion of our management and will depend upon a variety of factors including share price, general and business market conditions, compliance with applicable laws and regulations, corporate and regulatory requirements, and alternative uses of capital. The program may be amended, suspended or discontinued by our Board of Directors at any time. Although our Board of Directors has authorized this stock repurchase program, there is no guarantee as to the exact number of shares, if any, that will be repurchased by us, and we may discontinue purchases at any time if management determines additional purchases are not warranted. We cannot guarantee that the program will be consummated, fully or at all, or that it will enhance long-term stockholder value. The program could affect the trading price of our common stock and increase volatility, and any announcement of a termination of this program may result in a decrease in the trading price of our common stock. In addition, this program could diminish our cash reserves.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not Applicable.

Item 5. Other Information

None.
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Item 6. Exhibits

The following exhibits are filed as part of, or incorporated by reference into, this Quarterly Report on Form 10-Q.
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	X
	

	
	
	
	
	
	
	
	
	

	
	Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Oxley Act of 2002.
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	101.INS
	Inline XBRL Instance Document (the instance does not appear in
	X

	
	the Interactive Data File because its XBRL tags are embedded
	

	
	within the Inline XBRL document).
	

	101.SCH
	Inline XBRL Taxonomy Extension Schema Document.
	X

	101.CAL
	Inline   XBRL   Taxonomy   Extension   Calculation   Linkbase
	X

	
	Document.
	

	101.DEF
	Inline XBRL Taxonomy Extension Definition Linkbase Document.
	X

	101.LAB
	Inline XBRL Taxonomy Extension Label Linkbase Document.
	X

	101.PRE
	Inline  XBRL  Taxonomy  Extension  Presentation  Linkbase
	X

	
	Document.
	

	104
	Cover Page Interactive Data File (embedded within the Inline
	X

	
	XBRL document)
	



· This certification is deemed not filed for purposes of Section 18 of the Exchange Act or otherwise subject to the liability of that section, nor shall it be deemed incorporated by reference into any filing under the Securities Act or the Exchange Act.
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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.

VERRA MOBILITY CORPORATION

Date: May 9, 2022	By:	/s/ David Roberts
[image: ]

David Roberts
President and Chief Executive Officer

(Principal Executive Officer)
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Exhibit 10.1

SEPARATION AND RELEASE AGREEMENT

This Separation and Release Agreement (“Agreement”) is made by and between Patricia Chiodo (“Executive”) and Verra Mobility Corporation. (“Verra Mobility” or the “Company”) (and, together with Executive, the “Parties”) to set forth the Parties’ agreement concerning the terms and conditions that will govern the termination of the employment relationship between Executive and the Company.

WHEREAS, Executive serves as the Company’s Chief Financial Officer pursuant to that certain Amended and Restatement Executive Employment Agreement Effective as of March 25, 2021 (the “Employment Agreement”); and


WHEREAS, Executive has notified the Company of her intent to resign from her position as Chief Financial Officer and retire from the Company; and



WHEREAS, the Company and Executive desire to enter into certain mutual agreements regarding the terms under which Executive’s separation from the Company will occur.

NOW, THEREFORE, the Parties hereto, intending to be legally bound, hereby agree as follows:

1. Transition Period and Separation Date. Executive’s last day of work as the Company’s Executive Vice President and Chief Financial Officer shall be the later of April 11, 2022 and the day after the Company files its annual report on Form 10-K for fiscal year 2021 (the “Transition Date”). The Company (or a Company subsidiary) will continue to employ Executive for up to an additional ninety (90) days following the Transition Date (such date to be determined by the Company in its sole discretion), at which point Executive’s employment with the Company (or a Company subsidiary) will terminate (the “Separation Date”). From the Transition Date until the Separation Date (the “Transition Period”), and as a condition to be eligible for the severance benefit described in Section 3 below, Executive will be required to assist the Company with the transition of responsibilities to others and to give her full attention to her duties, as directed by the Company’s Chief Executive Officer or the Executive’s successor in the role of Chief Financial Officer. Notwithstanding anything to the contrary in Executive’s Employment Agreement, Executive’s failure to satisfactorily perform her duties during the Transition Period shall constitute Cause under her Employment Agreement for which no notice period is required and shall result in Executive’s immediate termination and forfeiture of the severance benefit described in Section 3 of this Agreement. Executive further agrees that, in addition to resigning as the Company’s Chief Financial Officer as of the Transition Date, she will resign from all other Company director, officer and other official positions on the date on which replacements are appointed by the Company, which shall be no later than the Separation Date. Executive agrees to execute any documents reasonably required by the Company, and/or its subsidiaries and affiliates, to affect such resignations. After the Separation Date, Executive will not represent herself as being an employee, officer, attorney, agent, or representative of the Company for any purpose. Except as otherwise set forth in this Agreement, the Separation Date will be the employment termination date for the Executive for all purposes, meaning that Executive is not entitled to any further compensation, monies, or other benefits from the Company, including coverage under any benefit plans or programs sponsored by the Company, as of the Separation Date.

2. Pay, Expenses, and Benefits.

a) Salary and Expenses. The Company will pay Executive at her current salary through the Separation Date in accordance with the Company’s standard payroll practices. Executive will be reimbursed for any unreimbursed business expenses incurred prior to the Separation Date pursuant to Company policy. Reimbursement requests must be submitted before the Separation Date.
1
[image: ]

b) Benefit Plans and Programs. As of the Separation Date, Executive will cease to earn, accrue, or be eligible for benefits, coverage, or perquisites under the benefit plans and programs provided to employees of the Company, with the sole exception of the specific benefits promised in Section 3. After the Separation Date, Executive shall be eligible for continuation coverage under the Company’s health plan pursuant to COBRA. Any vested benefits to which Executive may be entitled under any Company-sponsored 401(k) plan will be provided in accordance with and subject to the terms of that plan, including any terms regarding the timing, form, and manner of contributions and payment. Except as specifically provided in Section 3 of this Agreement, any grant of equity units to Executive shall be governed by the terms of the Verra Mobility Corporation 2018 Equity Incentive Plan (the “Equity Plan”) and related agreements.

c) Payment of Accrued and Unused Paid Time Off Balance. Executive will be entitled to receive, and the Company will promptly pay to Executive, all accrued but unused paid time off, but not unused paid sick leave, following the Separation Date consistent with the Company’s policies and Arizona law.

3. Severance Benefits.

The Company previously awarded Executive a restricted stock unit award for 581,552 shares of the Company’s common stock on October 23, 2018 (the “2018 RSU Award”), subject to the terms and conditions of the Equity Plan and related Equity Plan documents. The Parties acknowledge that 145,388 restricted stock units remain unvested under the 2018 RSU Award (the “Unvested RSUs”), and because they are scheduled to vest on October 23, 2022, would remain unvested as of the Separation Date and be subject to forfeiture under the terms of the Equity Plan. As consideration for (i) Executive’s obligations set forth in this Agreement and (ii) Executive’s valid execution and non-revocation of the Supplemental Separation and Release Agreement attached hereto as Exhibit A (the “Supplemental Release”) on or after the Separation Date, and provided Executive is not terminated for cause, the Company agrees to accelerate the vesting of the Unvested RSUs to occur on the Supplemental Release Effective Date, as defined in the Supplemental Release (the “RSU Vesting Acceleration”). The Parties acknowledge and agree that the RSU Vesting Acceleration is made expressly subject to and contingent upon Executive remaining in full compliance with the terms of this Agreement, the Confidentiality and Non-Competition Agreement (defined in Section 6(a)) and the Supplemental Release. Executive acknowledges and agrees that (i) other than the RSU Vesting Acceleration, Executive has no rights to otherwise vest in any securities of the Company following the Separation Date, (ii) all other unvested equity awards held by Executive will terminate or be forfeited on the Separation Date and (iii) all vested equity as of the Separation Date, including those covered by the RSU Vesting Acceleration, shall be governed by the terms of the Equity Plan and related Equity Plan documents. This Agreement and the terms related to the RSU Vesting Acceleration constitute a “superseding agreement” to the Verra Mobility Corporation Restricted Stock Units Agreement and the Verra Mobility Corporation Notice of Grant of Restricted Stock Units provided to Executive with a grant date of October 23, 2018.

Executive agrees that her notice of resignation and retirement was “without Good Reason” as such term is referenced and/or defined in Sections 3.4 and 3.7(b) of her Employment Agreement, pursuant to which she is not entitled to the severance benefits set forth in the Employment Agreement. Executive further acknowledges and agrees that she has no right to receive the RSU Vesting Acceleration unless she validly executes this Agreement and the Supplemental Release and fully complies with the respective terms of this Agreement, the Confidentiality and Non-Competition Agreement and the Supplemental Release, and is not terminated for cause. The Parties further agree that the RSU Vesting Acceleration constitutes adequate and sufficient consideration to support the mutual promises set forth in this Agreement and the Supplemental Release. Executive is not entitled to any additional payment or benefit from any Released Party (as defined below) that is not expressly promised or described in this Agreement.

4. Release of Claims.

a) Release and Released Parties. In exchange for the consideration described in Section 3, and subject only to the exclusions of Section 4(b) below, Executive hereby releases the Company, its parents, shareholders, subsidiaries, affiliates, predecessors, successors, assigns, related companies or entities, its and their employee benefit plans and administrators, and any and all of its and their respective current and former officers, directors, partners, insurers, agents, representatives, attorneys, accountants, actuaries, trustees, fiduciaries, and employees (the “Released
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Parties”) from any and all claims, demands or causes of action which Executive or Executive’s heirs, executors, administrators, agents, attorneys, representatives or assigns (all collectively included in the term “Executive” for purposes of this Section 4), has, had or may have against any of the Released Parties, based on any events or circumstances arising or occurring on or before the date of Executive’s execution of this Agreement, including, but not limited to, any claims relating to Executive’s employment or termination of employment, and any rights of continued employment, reinstatement or reemployment with any of the Released Parties. For the avoidance of doubt, and subject only to the exclusions in Section 4(b) of this Agreement, Executive expressly agrees, understands, and acknowledges that this is a general release that, to the fullest extent permitted by law, waives, surrenders, and extinguishes any and all claims that Executive has or may have against any of the Released Parties, whether known, unknown, foreseen, or unforeseen, including, but not limited to, the following:

(i) any claim(s) under Title VII of the Civil Rights Act of 1964, the Civil Rights Act of 1991, the Americans with Disabilities Act, the Equal Pay Act, the Employee Retirement Income Security Act, the Family and Medical Leave Act (“FMLA”), the Genetic Information Nondiscrimination Act, the Health Insurance Portability and Accountability Act, 42 U.S.C. § 1981, the Arizona Minimum Wage Act; Arizona Equal Pay Act, the Arizona Employment Protection Act, the Arizona Civil Rights Act, the Arizona Occupational Health and Safety Act; Arizona Right to Work Act, the Arizona Drug Testing of Employees Act, the Arizona Medical Marijuana Act, or the Worker Adjustment and Retraining Notification Act;

	(ii)
	any claim(s) under any other applicable federal, state, or local or foreign law, statute,

	regulation, or ordinance regarding discrimination, harassment, retaliation, or any other subject matter;

	(iii)
	any claim(s) for unpaid or withheld wages, severance, benefits, bonuses, commissions, and

	other compensation of any kind that Executive may have against the Company;

	(iv)
	any claim(s) for breach of contract, wrongful discharge, unjust dismissal, defamation,

	slander, libel, fraud, misrepresentation, negligence, intentional or negligent infliction of emotional distress; and

	(v)
	any other claim for damages or other relief arising under the common law or any theory of

	law or equity, including any claim for costs or attorneys’ fees.

	b)
	Claims Not Released. The claims released in Section 4(a) of this Agreement do not include any claim or cause of


action based on any of the following: (i) the right to vested benefits under any retirement plan; (ii) the right to continued benefits as required by COBRA;

(iii) any right to receive workers’ compensation benefits or unemployment insurance as required by applicable law; (iv) the right to challenge the validity or enforceability of this Agreement under the Older Workers Benefit Protection Act; (v) any claim to enforce the terms of this Agreement; or (vi) any claim which cannot be waived as a matter of law. For the avoidance of doubt, nothing herein waives or releases any claim that may arise after the Effective Date (as defined below).

c) Permitted Conduct. Nothing in this Agreement prohibits Executive from filing a charge with the Equal Employment Opportunity Commission (“EEOC”) or any other government agency, nor does anything in this Agreement prohibit Executive from participating, cooperating, or testifying in any investigation or proceeding conducted by or pending before the EEOC or any other any government agency. However, even though Executive can provide testimony or information or assistance in an investigation or in proceedings described in this Section 4(c), Executive’s participation therein will not entitle Executive to additional compensation from the Company or any of the Released Parties beyond that described in Section 3 of this Agreement. In fact, if Executive is awarded any monetary relief in connection with any lawsuit, legal proceeding, charge or complaint, that relief will be reduced by any amounts paid or payable by the Company under this Agreement.

5. Pay and Leave Confirmation. Executive is not aware of any occasion on which the Company or any of the Released Parties failed to pay Executive for hours worked for or on behalf of the Company at the appropriate
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rate of pay. Executive is not aware of any occasion when she was denied any leave that she was entitled to take under the FMLA or any other law or regulation.
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6. Confidentiality, Intellectual Property, and Company Property.

a) Confidential Information. Executive understands and agrees that she remains bound by the terms of the Proprietary Rights and Confidentiality and Non-Competition Agreement that she executed in conjunction with her employment dated September 26, 2016 (the “Confidentiality and Non-Competition Agreement”), as supplemented by Sections 5 and 6 of her Employment Agreement. Executive specifically acknowledges and reaffirms her ongoing obligations (a) not to use or disclose for her own benefit, or that of another employer or any party other than the Company, any confidential or proprietary information of the Company to which she had access or created during the period of her employment with the Company, (b) to return to the Company any and all Company property and all materials containing Company confidential or proprietary information in her possession, and (c) to comply with her post-employment restrictions regarding the Company’s customers, competitors and employees. Notwithstanding the foregoing, Executive may disclose Confidential Information to the extent she is compelled to do so by lawful service of process, subpoena, court order, or as she is otherwise compelled to do by law or the rules or regulations of any regulatory body or governmental agency or instrumentality to which she is subject, including full and complete disclosure in response thereto, in which event she agrees (unless prohibited by law) to provide the Company with a copy of the documents seeking disclosure of such information promptly upon receipt of such documents and prior to their disclosure of any such information, so that the Company may, upon notice to Executive, take such action as the Company deems appropriate in relation to such subpoena or request, and Executive (unless otherwise compelled to do so by lawful service of process, subpoena, court order, or by law or the rules or regulations of any regulatory body or governmental agency or instrumentality) may not disclose any such information until the Company has had the opportunity to take such action. Executive further understands and acknowledges that the Company’s Insider Trading Policy will continue to apply to Executive and her family members until after the second trading day that any material nonpublic information in her possession has become public or is no longer material.

b) Company Property. Executive will promptly return to the Company all property belonging to it, including, but not limited to, laptops, monitors, desktop computers, mobile phones, hotspots and other mobile Wi-Fi devices, headsets, keyboards, mice, power cords and adaptors, identification badges, credit cards, supplies, documents, files, computer disks or drives, and the like (collectively, the “Company Property”). Executive further agrees to remove from any personal computer and other data devices all data and files containing Company information.

7. Cooperation in Legal Proceedings and Investigations. Executive affirms that, pursuant to Section 3.6 of the Employment Agreement, she will make herself reasonably available to the Company to provide cooperation and assistance with regards to information requests, investigations, and other reasonable assistance with regards to any litigation or proceeding in which the Company (or a subsidiary) is or becomes involved. Executive acknowledges and agrees that should she fail to provide reasonable cooperation and assistance, the Company has the right to claw back the Accelerated Vesting.

8. Non-Disparagement. Executive affirms her obligations to comply with Section 9 (Non-Disparagement) of her Employment Agreement.

9. Non-Competition and Non-Solicitation. Executive affirms her obligations to comply with any post-employment obligations contained in the Confidentiality and Non-Competition Agreement, and Sections 7 (Non-Competition) and 8 (Non-Solicitation) of her Employment Agreement.

10. Liquidated Damages for Breach of Certain Obligations. As Executive previously acknowledged when she signed the Confidentiality and Non-Competition Agreement and her Employment Agreement, a breach of her obligations under the Confidentiality and Non-Competition Agreement or Sections 5, 6, 7, 8 or 9 of her Employment Agreement could irreparably damage the Company. Consequently, and because the damage that a breach of those obligations would inflict on the Company is not an amount that the Parties can clearly ascertain at this time, but would likely be even greater than the RSU Vesting Acceleration that Executive will receive under this Agreement, Executive agrees that if she breaches any of her obligations set forth above in this Section 10, she will forfeit the RSU Vesting Acceleration received under this Agreement and, if the Company has already issued stock as a result of the

RSU
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Vesting Acceleration, reimburse the Company the fair market value of the RSU Vesting Acceleration, which will be calculated by multiplying the number of shares issued as a result of the RSU Vesting Acceleration by the closing price of the Company’s common stock on the date of the stock issuance. THE REMEDIES SET FORTH IN THIS SECTION 10 ARE NOT EXCLUSIVE AND SHALL BE IN ADDITION TO ANY OTHER LEGAL OR EQUITABLE REMEDY THAT MAY BE AVAILABLE TO THE COMPANY IN THE EVENT OF A BREACH BY EMPLOYEE.

11. Non-Admission. This Agreement does not constitute and shall not be construed as an admission by the Company or any of the Released Parties that any of them has violated any law, interfered with any rights, breached any obligation or otherwise engaged in any improper or illegal conduct with respect to Executive, and the Company expressly denies that it has engaged in any such conduct.

12. Severability. If any term or provision of this Agreement shall be determined by any court of competent jurisdiction to be invalid, illegal or unenforceable in whole or in part, and such determination shall become final, such provision or portion shall be deemed to be severed or limited, but only to the extent required to render the remaining terms and provisions of this Agreement enforceable. This Agreement as thus amended shall be enforced so as to give effect to the intention of the Parties insofar as that is possible. In addition, the Parties hereby expressly empower a court of competent jurisdiction to modify any term or provision of this Agreement to the extent necessary to comply with existing law and to enforce this Agreement as modified.

13. Choice of Law. This Agreement shall be construed, enforced and interpreted in accordance with and governed by the laws of the State of Arizona without regard to its choice-of-law principles.

14. Deductions and Withholding. The Company may deduct and withhold from any amounts payable to the Executive hereunder all federal, state, city or other taxes that the Company may reasonably determine are required to be deducted or withheld pursuant to any applicable law or regulation (it being understood that Executive shall be responsible for payment of all taxes in respect of the payments and benefits provided herein).

15. Headings. The headings contained in this Agreement are for reference purposes only and shall not in any way affect the meaning or interpretation of this Agreement.

16. Entire Agreement. This Agreement constitutes the entire agreement between the Parties and supersedes all prior negotiations and agreements. This Agreement shall be binding upon and inure to the benefit of, as applicable, Executive’s (on the one hand) and the Company’s and the Released Parties’ (on the other hand) respective successors, assigns, heirs, estates, and representatives. This Agreement shall not be amended or modified except in a writing signed by Executive and the Company’s Chief Executive Officer.

17. Tax Code Section 409A Compliance. The intent of the Parties is that any payments and benefits under this Agreement that are subject to Section 409A of the Code comply with the requirements of Section 409A of the Code and any related regulations and other guidance promulgated with respect to such Section by the U.S. Department of the Treasury or the Internal Revenue Service. Accordingly, to the maximum extent permitted, this Agreement shall be interpreted and administered in compliance therewith. All expense reimbursements paid pursuant to this Agreement that are taxable income to Executive shall in no event be paid later than the end of the calendar year next following the calendar year in which Executive incurs such expense. For purposes of applying the provisions of Section 409A of the Code to this Agreement, each separately identified amount to which Executive is entitled under this Agreement shall be treated as a separate payment. In addition, to the extent permissible under Section 409A of the Code, any series of installment payments under this Agreement shall be treated as a right to a series of separate payments. In no event shall the Company be liable to Executive for any adverse tax consequences arising under Section 409A.

18. Acceptance. Executive may accept this Agreement by delivering a signed original of this Agreement to the Company’s Chief Executive Officer, David Roberts, on or before April 11, 2022. Executive’s signing of this Agreement will be final and binding upon Executive.
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19. Effective Date. This Agreement will become effective and enforceable on the date both Parties sign the Agreement (the “Effective Date”), although Executive’s right to receive the RSU Vesting Acceleration shall not accrue until the Supplemental Release Effective Date.

20. Executive’s Acknowledgment. Executive acknowledges that she (a) has carefully read and understands the terms and conditions of this Agreement; (b) has had adequate opportunity to consult with counsel of her choosing concerning the consequences of signing this Agreement and the release and waiver contained in Section 4; (c) is signing this Agreement knowingly and voluntarily of her own free will, without any duress, coercion or undue influence by the Company, its representatives, or other persons; and (d) has not relied on any promise, statement, or representation by anyone associated with the Company that is not contained in this Agreement in deciding to sign this Agreement. Executive specifically represents that she has not assigned or given to any other person or party the right to pursue any legal claim that falls within the scope of Section 4 of this Agreement.

[Signature Page Follows]
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IN WITNESS WHEREOF, the Parties knowingly and voluntarily executed this Separation and Release Agreement as of the dates set forth

below.

	Executive
	Verra Mobility Corporation

	Signature: /s/ Patricia Chiodo
	Signature: /s/ David Roberts

	
	
	
	
	
	

	Patricia Chiodo
	David Roberts

	
	
	
	Chief Executive Officer

	Date: April 11, 2022
	Date: April 4, 2022
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EXHIBIT A

SUPPLEMENTAL SEPARATION AND RELEASE AGREEMENT

This Supplemental Separation and Release Agreement (this “Supplemental Release”) is made by and between Patricia Chiodo (“Executive”) and Verra Mobility Corporation (the “Company” and, together with Executive, the “Parties”), as contemplated by that certain Separation and Release Agreement, by and between the Parties, dated as of April __, 2022 (the “Separation Agreement”). Capitalized terms used by not otherwise defined herein shall have the meaning set forth in the Separation Agreement.

RECITALS

WHEREAS, pursuant to the Separation Agreement, the Parties agreed that Executive would continue to be employed by the Company after the Transition Date in order to assist the Company with the transition of her responsibilities during the Transition Period through the Separation Date; and

WHEREAS, pursuant to the Separation Agreement and in consideration for the RSU Vesting Acceleration, Executive desires to execute this Supplemental Release following the Transition Period.

NOW, THEREFORE, in consideration of the mutual covenants and agreements hereinafter set forth and for other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the Parties hereto agree as follows:

1. Termination. Executive’s last day of employment with the Company was the Separation Date. Executive’s accrual of, and eligibility for vacation, holiday pay, and any other employee privileges ceased on the Separation Date. Pursuant to Section 3 of the Separation Agreement, Executive acknowledges that any unvested equity awards, other than those covered by the RSU Vesting Acceleration, were forfeited as of the Separation Date.

2. General Release of Claims. In exchange of the consideration described above, including the RSU Vesting Acceleration, Executive unconditionally, irrevocably and absolutely releases and discharges the Company, and any parent and subsidiary corporations, divisions and affiliated corporations, partnerships or other affiliated entities of the Company, past and present, as well as the Company’s employees, officers, directors, agents, successors and assigns (collectively, “Released Parties”), from all claims related in any way to the transactions or occurrences between them to date, to the fullest extent permitted by law, including, but not limited to, Executive’s employment with the Company, the termination of Executive’s employment, and all other losses, liabilities, claims, charges, demands and causes of action, known or unknown, suspected or unsuspected, arising directly or indirectly out of or in any way connected with Executive’s employment with the Company. This release is intended to have the broadest possible application and includes, but is not limited to, any tort, contract, wrongful discharge, common law, constitutional or other statutory claims, including, but not limited to alleged violations of the Title VII of the Civil Rights Act of 1964, as amended; the Age Discrimination in Employment Act (“ADEA”); the Fair Labor Standards Act; the Fair Credit Reporting Act; the Americans with Disabilities Act; the Family Medical Leave Act; the Equal Pay Act; the Employee Retirement Income Security Act of 1974; the National Labor Relations Act; the Arizona Minimum Wage Act; Arizona Equal Pay Act, the Arizona Employment Protection Act, the Arizona Civil Rights Act, the Arizona Occupational Health and Safety Act; Arizona Right to Work Act, the Arizona Drug Testing of Employees Act, the Arizona Medical Marijuana Act, and all other laws against discrimination, governing wage and hour, or applicable to employment that may be the subject of a release under applicable law. Executive expressly waives her right to recovery of any type, including damages or reinstatement, in any court action, whether state or federal, and whether brought by Executive or on her behalf, related in any way to the matters released herein. Nothing in this Agreement shall be construed to prohibit Executive from reporting conduct to, providing truthful information to or participating in any investigation or proceeding conducted by any federal or state government agency or self-regulatory organization.

Executive represents that, as of the date of this Supplemental Release, she has not filed any lawsuits, charges, complaints, petitions, claims or other accusatory pleadings against the Company or any of the Released Parties, in any

1
[image: ]

court or with any governmental agency. Executive agrees that, to the fullest extent permitted by law, Executive will not prosecute, nor allow to be prosecuted on Executive’s behalf, in any administrative agency, whether state or federal, or in any court, whether state or federal, any claim or demand of any type related to the matters released in the Separation Agreement or this Supplemental Release.

Nothing in this Supplemental Release shall be construed to waive any claims that cannot be waived as a matter of law. In addition, this Supplemental Release does not prevent Executive from filing an administrative charge against the Company that may not be released as a matter of law. Nothing in this Supplemental Release shall be construed to prohibit Executive from reporting conduct to, providing truthful information to or participating in any investigation or proceeding conducted by any federal or state government agency or self-regulatory organization. This Supplemental Release does not waive any rights or claims that may arise after the date that Executive executed this Supplemental Release.

3. Job-Related Illness or Injury. Executive certifies that she has not experienced a job-related illness or injury for which she has not already filed a claim.

4. Acknowledgment. Executive stipulates and agrees that she has been advised in writing that, by virtue of her age, she may have rights under the ADEA, which rights will be extinguished by her execution of this Agreement.

a. Executive acknowledges that she has been advised to seek an attorney regarding the effect of this Agreement prior to signing it.

b. Executive stipulates and agrees that this Supplemental Release provides consideration in addition to anything of value to which she may be entitled independent of this Supplemental Release.

c. Nothing herein shall be deemed to release claims that arise under the ADEA after the date that Executive executes this Supplemental Release.

d. Executive acknowledges that she has twenty-one (21) days from the date this offer is received to consider this Supplemental Release before signing it. Executive may choose to execute this Supplemental Release before the expiration of this period.

e. Executive understands that she has seven (7) days after accepting this offer to revoke her acceptance (the “Revocation Period”). Revocation must be in writing and either personally delivered or overnight mailed to the Company’s Chief Executive Officer to arrive on the eighth (8th) day after Executive executed this Supplemental Release. Neither Executive’s acceptance nor the terms of this Supplemental Release will be effective until the Revocation Period has expired.

5. Acceptance. Executive may accept this Supplemental Release by delivering a signed original of this Supplemental Release to the Company’s Chief Executive Officer within twenty-one (21) calendar days from Executive’s receipt of this Supplemental Release. Executive may sign this Supplemental Release before the 21-day period expires, provided, however, that Executive’s execution of this Supplemental Release will be final and binding upon Executive, unless Executive rescinds the Supplemental Release within the Revocation Period referenced in Section 4 above.

6. Effective Date. This Supplemental Release will not become effective or enforceable until the eighth (8th) calendar day after Executive signs it (the “Supplemental Release Effective Date”). If (i) this Supplemental Release fails to become effective and irrevocable on or prior to the 60th day following the Separation Date or (ii)(a) Executive revokes this Supplemental Release within the seven (7) day Revocation Period or (b) Executive fails to return an executed original within the required twenty-one (21) day timeframe referenced above, the Parties shall have no obligations under this Supplemental Release, and this Supplemental Release shall be considered null and void.
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7. Severability. In the event any provision of this Supplemental Release shall be found unenforceable, that provision shall be deemed modified to the extent necessary to allow enforceability of the provision as so limited, it being intended that the Company shall receive the benefits contemplated herein to the fullest extent permitted by law. If a deemed modification is not satisfactory to make it enforceable, then that unenforceable provision shall be deemed deleted, and the validity and enforceability of the remaining provisions shall not be affected thereby.

8. No Admissions. By entering into this Supplemental Release, the Company makes no admission that any of the Released Parties have engaged in any unlawful conduct. The Parties understand and acknowledge that this Supplemental Release is not an admission of liability and shall not be used or construed as such in any legal or administrative proceeding.

9. Applicable Law. The validity, interpretation and performance of this Supplemental Release shall be construed and interpreted according to the laws of the United States of America and the State of Arizona.



[Signature Page Follows]
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IN WITNESS WHEREOF, the Parties knowingly and voluntarily executed this Supplemental Separation and Release Agreement as of the dates set forth below.




Executive





Verra Mobility Corporation



Signature: __________________________



Signature: __________________________


Patricia Chiodo


David Roberts

Chief Executive Officer



Date: _______________________________
*not to be signed until on or after the Separation Date



Date: _______________________________
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Exhibit 31.1

Certification of Principal Executive Officer

Pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a)
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, David Roberts, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Verra Mobility Corporation;

2. Based on my knowledge, this Quarterly Report on Form 10-Q does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this Quarterly Report on Form 10-Q;

3. Based on my knowledge, the financial statements, and other financial information included in this Quarterly Report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this Quarterly Report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this Quarterly Report on Form 10-Q is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this Quarterly Report on Form 10-Q our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this Quarterly Report on Form 10-Q based on such evaluation; and

d) Disclosed in this Quarterly Report on Form 10-Q any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an Annual Report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Dated: May 9, 2022	By:	/s/ David Roberts
[image: ]

David Roberts
President and Chief Executive Officer
[image: ]

Exhibit 31.2

Certification of Principal Financial Officer

Pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a)
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Craig Conti, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Verra Mobility Corporation;

2. Based on my knowledge, this Quarterly Report on Form 10-Q does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this Quarterly Report on Form 10-Q;

3. Based on my knowledge, the financial statements, and other financial information included in this Quarterly Report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this Quarterly Report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:


a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this Quarterly Report on Form 10-Q is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this Quarterly Report on Form 10-Q our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this Quarterly Report on Form 10-Q based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Dated: May 9, 2022	By:	/s/ Craig Conti
[image: ]

Craig Conti
Chief Financial Officer
[image: ]

Exhibit 32.1

VERRA MOBILITY CORPORATION

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the periodic report of Verra Mobility Corporation (the “Company”) on Form 10-Q for the period ended March 31, 2022 as filed with the Securities and Exchange Commission (the “Report”), I, David Roberts, President and Chief Executive Officer of the Company, hereby certify as of the date hereof, solely for purposes of Title 18, Chapter 63, Section 1350 of the United States Code, that to the best of my knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934, and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company at the dates and for the periods indicated.

This Certification has not been, and shall not be deemed, “filed” with the Securities and Exchange Commission.

Dated: May 9, 2022	By:	/s/ David Roberts
[image: ]

David Roberts
President and Chief Executive Officer
[image: ]

Exhibit 32.2

VERRA MOBILITY CORPORATION

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the periodic report of Verra Mobility Corporation (the “Company”) on Form 10-Q for the period ended March 31, 2022 as filed with the Securities and Exchange Commission (the “Report”), I, Craig Conti, Chief Financial Officer of the Company, hereby certify as of the date hereof, solely for purposes of Title 18, Chapter 63, Section 1350 of the United States Code, that to the best of my knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934, and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company at the dates and for the periods indicated.

This Certification has not been, and shall not be deemed, “filed” with the Securities and Exchange Commission.

Dated: May 9, 2022	By:	/s/ Craig Conti
[image: ]

Craig Conti
Chief Financial Officer
[image: ]
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