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Plaintiff Fiyyaz Pirani (“Plaintiff”), individually
and on behalf of all others similarly situated, by and
through his undersigned counsel, alleges the following
upon information and belief, except as to those allega-
tions concerning Plaintiff, which are alleged upon per-
sonal knowledge. Plaintiff s information and belief is
based upon, among other things, his counsel’s investi-
gation, which includes without limitation, review and
analysis of: (a) regulatory filings made by Slack Tech-
nologies, Inc. (“Slack” or the “Company”) with the
United States Securities and Exchange Commission
(“SEC”); (b) Slack’s other public statements, including
press releases; (c) news articles, analyst reports, and
other commentary and analysis concerning Slack and
the industry in which it operates; and (d) other pub-
licly available information concerning Slack. Coun-
sel’s investigation into the factual allegations con-
tained herein is continuing, and many of the facts sup-
porting those allegations are known only to Defend-
ants (defined below) and are exclusively within their
custody or control. Plaintiff believes that substantial
evidentiary support will exist for the allegations set
forth herein after a reasonable opportunity for discov-
ery.

NATURE AND SUMMARY OF THE ACTION

1. Plaintiff brings this federal securities class
action on behalf himself and a class consisting of all
persons and entities that purchased or otherwise ac-
quired Slack common stock pursuant and/or traceable
to the Company’s registration statement and prospec-
tus (collectively, the “Offering Materials”), which of-
fered over 283 million shares of Class A common stock
that began publicly trading on or around June 20,
2019 (the “Offering”). The claims asserted herein
against the Defendants arise under Sections 11, 12,
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and 15 of the Securities Act of 1933 (the “Securities
Act”).

2. Slack is a technology company based in San
Francisco that offers a cloud-based collaboration and
productivity platform that essentially replaces the
need for internal emails by bringing people, applica-
tions, and data together in a single, centralized hub.
Slack maintains a record of conversations, data, docu-
ments, and application workflows for specific topics by
utilizing “team-based” channels. It also integrates
thousands of third-party applications, ensuring the
flow of critical business information. This information
is then acted upon, transformed, and routed to its des-
tination.

3. Slack has four subscription plans: Free or
“freemium,” providing users a basic, free version of its
services, Standard, Plus, and Enterprise Grid, each
with service enhancements. For Slack Plus and En-
terprise Grid customers, Slack enters into “service
level agreements” (“SLA”), which, among other things,
guarantees that Slack’s service will be available
99.99% of the time for each fiscal quarter.

4. On June 20, 2019, the Company’s common
stock began trading on the New York Stock Exchange
(“NYSE”), offering for sale to the public up to
118,429,640 registered shares and 164,932,646 unreg-
istered shares purportedly exempt from registration.
On that date, Slack stock opened at $38.50 per share
under the ticker symbol “WORK”.

5. Only days after the Offering, the Company’s
platform experienced severe service disruptions, trig-
gering a punitive level of service credit being issued to
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its customers regardless of whether the customers ex-
perienced service outages. Slack experienced three
significant outages in June and July 2019.

6. Slack’s Offering Materials failed to disclose
that in the event the 99.99% guarantee was triggered,
Slack would be obligated to pay its customers 100x the
cost of the downtime, regardless of whether the cus-
tomer complained or even whether the customer was
impacted by the Slack outage. Slack later admitted
that this guarantee was “outrageously customer-cen-
tric”, “exceptionally generous”, and far out of line with
industry standards. Although the Offering Materials
disclosed that “from time to time, we have granted
credits to paid customers pursuant to the terms of
these agreements,” the Offering Materials did not dis-
close that, during 2018, Slack failed to meet the
99.99% uptime guarantee in seven out of twelve
months.

7. Further, although the Offering Materials dis-
closed that Slack competed with companies like Mi-
crosoft and Google, the Offering Materials failed to
disclose the extent to which Microsoft’s competing
product, “Teams” was gaining in market share or the
impact that such competition would have on Slack’s
revenue.

8. On July 11, 2019, less than one month after
the Offering, Microsoft announced that its “Teams”
product had 13 million “daily average users,” (“DAU”)
far surpassing Slack’s 10 million DAUs during the
same period. Microsoft would hit 20 million DAUs by
November 2019, while Slack lagged far behind at 12
million DAUs.

9. On September 4, 2019, the Company an-
nounced its second quarter results for fiscal 2020,
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which revealed that the Company’s “revenue was neg-
atively impacted by $8.2 million’ of credits related
to service level disruptions in the quarter,” a hit of al-
most 5%. Defendants also admitted that the Com-
pany’s service level agreement with many of its cus-
tomers was “outrageously customer-centric” and
that the 99.99% uptime requirement is an extraordi-
nary and unusual standard in the industry. It was
further admitted that the Company had an “excep-
tionally generous credit payout multiplier” in its
customer contracts.

10. Following the revelations in the Company’s
earnings announcement, and news reports and anal-
yses from industry professionals, the value of the
Company’s shares plummeted to below $25 per share,
conveniently after Defendants had cashed out hun-
dreds of millions of dollars of stock in the Offering at
over $38 per share. Slack’s share price has continued
to decline, falling as low as $19.53 per share and at
the time of this Complaint, trading in the $22 per
share range,” approximately 42% below the initial
Offering price of $38.50.

11. Unbeknownst to investors, the Offering Ma-
terials were negligently prepared, and as a result, con-
tained untrue statements of material fact or omitted
to state other facts necessary to make the statements
made not misleading and were not prepared in accord-
ance with governing rules and regulations. Specifi-
cally, the Offering Materials made false and/or mis-
leading statements and failed to disclose that:

1 Unless otherwise noted, all emphasis is added.

2 At the time this action was commenced, Slack’s shares were
trading at $25.72 per share.



(1)

(2)

3)

(4)

(%)

(6)

(7)

7

The Slack App (defined below) was al-
ready suffering vulnerabilities that
caused severe service disruptions, and
the Company could not support its prom-
ised uptime guarantee of 99.99%;

The Company’s reliability problem was
not a mere hypothetical problem but a
known issue to Defendants since in 2018
alone the Company failed to meet its
99.99% uptime guarantee in 7 out of 12
months;

The Company provided customers a
highly unusual and punitive SLA that es-
tablished an “exceptionally generous
credit payout multiplier” of 100 times the
cost of the lost service;

Due to service disruptions from its inabil-
ity to sufficiently scale its platform, which
triggered the punitive 100x provision, the
Company’s financial and operational re-
sults, including revenues and reputation,
were significantly impacted;

The Company was paying out significant
service credits to customers who did not
experience service disruptions below the
uptime guarantee threshold;

The Company was automatically paying
significant amounts of service credits
whether or not customers complained
about the service outages or requested a
refund or service credit;

The Company was rapidly losing market
share to rivals such as Microsoft;
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(8) Microsoft Teams had already overtaken
Slack as the market leader in the work
collaboration space around the time of the
Offering; and

(9) The Company had difficulty scaling glob-
ally and expanding the paying enterprise
customer base due to problems in main-
taining and expanding its infrastructure.

12. As alleged herein, as a result of Defendants’
wrongful acts and omissions, and the precipitous
share price decline in Slack’s common stock, Plaintiff
and other Class (defined below) members have suf-
fered and continue to suffer significant losses and
damages.

JURISDICTION

13. The claims asserted herein arise under and
pursuant to Sections 11, 12(a)(2), and 15 of the Secu-

rities Act (15 U.S.C. §§ 77k, 771(a)(2), and 770, respec-
tively).

14. This Court has jurisdiction over the subject
matter of this action pursuant to 28 U.S.C. § 1331 and
Section 22 of the Securities Act (15 U.S.C. § 77v).

15. Venue is proper in this Judicial District pur-
suant to 28 U.S.C. § 1391(b). The Company’s princi-
pal executive offices are in this District.

16. In connection with the acts, transactions, and
conduct alleged herein, Defendants directly and indi-
rectly used the means and instrumentalities of inter-
state commerce, including the United States mail, in-
terstate telephone communications, and the facilities
of a national securities exchange.
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PARTIES
Plaintiff

17. Plaintiff purchased or otherwise acquired
Slack common stock pursuant and/or traceable to the
Offering Materials issued in connection with the Com-
pany’s Offering, and suffered damages as a result of
the federal securities law violations and false and/or
misleading statements and/or material omissions al-
leged herein.

Defendants

18. Slack is incorporated under the laws of Dela-
ware with its principal executive offices located in San
Francisco, California. Shares of Slack’s common stock
are traded on the NYSE under the ticker symbol
“WORK.” Pursuant to the Securities Act, as an issuer
and control person, Slack is strictly liable for the ma-
terially untrue and misleading statements incorpo-
rated into the Offering Materials.

19. Stewart Butterfield (“Butterfield”) is, and was
at the time of the Offering, the Company’s Chief Ex-
ecutive Officer (“CEQO”) and Chairman of the Board of
Directors (the “Board”). Butterfield co-founded Slack
and is a central figure in the Company, participating
in the review, approval, and making of the statements
in the Offering Materials, including signing the Offer-
ing Materials. Additionally, Butterfield participated
in the preparation and dissemination of the Offering’s
investor day and investor education meetings presen-
tation, talking points and script. He also participated
in making false and misleading statements during the
investor day presentation. Butterfield was financially
motivated to take the Company public. As part of the
Offering, Butterfield sold 1,360,909 shares of Slack
Class A common stock for gross proceeds of more than
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$53 million. To date, Butterfield has sold Slack Class
A shares for gross proceeds of more than $68.7 million.
At the time of the Offering, Butterfield beneficially
owned approximately 41.6 million Class B shares, giv-
ing him 8.4% of the voting power as the Class B shares
are entitled to ten votes per share. Including shares
subject to a voting proxy, Butterfield beneficially
owned almost 88.6 million Class B shares, equaling
17.8% of the total voting power.

20. Allen Shim (“Shim”) is, and was at the time of
the Offering, the Company’s Chief Financial Officer
(“CFO”). Shim is and was responsible for Slack’s fi-
nancial management strategy, which includes over-
seeing global operations, finance, accounting, corpo-
rate strategy, treasury, tax, investor relations, busi-
ness analytics, and IT. He is a central figure in the
Company, participating in the review, approval, and
making of the statements in the Offering Materials,
including signing the Offering Materials. Addition-
ally, Shim participated in the preparation and dissem-
ination of the Offering’s investor day and investor ed-
ucation meeting presentations, talking points and
script. He also participated in making false and mis-
leading statements during the investor day presenta-
tion. Shim was financially motivated to take the Com-
pany public. As part of the Offering, Shim sold
502,925 shares of the Company’s Class A common
stock for gross proceeds of more than $19.4 million.
To date, Shim has sold Slack Class A shares for gross
proceeds of more than $22.6 million.

21. Brandon Zell (“Zell”) served as the Company’s
Chief Accounting Officer at the time of the Offering.
Zell was a central figure in the Company, participat-
ing in the review, approval, and making of the state-



11

ments in the Offering Materials and signing the Of-
fering Materials. Zell was financially motivated to
take the Company public. As part of the Offering, Zell
sold 59,145 shares of the Company’s Class A common
stock for gross proceeds of more than $2.3 million. To
date, Zell has sold Slack Class A shares for gross pro-
ceeds of more than $2.8 million.

22. Andrew Braccia (“Braccia”) is, and was at the
time of the Offering, a director on Slack’s Board. Brac-
cia primarily earns his income through his employ-
ment as a partner at the Accel venture capital firm
(previously known as Accel Partners), which desig-
nated Braccia to the Slack Board and was one of
Slack’s largest shareholders prior to the Offering. As
a director, Braccia participated in the review, ap-
proval, and making of the statements in the Offering
Materials and signed the Offering Materials. Braccia
was financially motivated to take the Company public
due to his position at Accel, which sold 8.5 million
shares of Slack Class A common stock for gross pro-
ceeds of more than $329 million in the Offering. Brac-
cia, through Accel and its related entities, controlled
approximately 24% of the voting power at the time of
the Offering through ownership of over 119 million
shares of Slack’s Class B common stock. See also ] 30.

23. Edith Cooper (“Cooper”) is, and was at the
time of the Offering, a director on Slack’s Board. As a
director, Cooper participated in the review, approval,
and making of the statements in the Offering Materi-
als and signed the Offering Materials. Cooper was fi-
nancially motivated to take the Company public be-
cause Cooper beneficially owned over 273,000 Slack
Class B shares prior to the Offering. Through conver-
sions and exercising her options, Cooper held approx-
imately 120,000 Slack Class A shares as of October 1,
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2019, which can be converted and easily liquidated
due to the Offering.

24. Sarah Friar (“Friar”) is, and was at the time
of the Offering, a director on Slack’s Board. As a di-
rector, Friar participated in the review, approval, and
making of the statements in the Offering Materials
and signed the Offering Materials. Friar was finan-
cially motivated to take the Company public because,
prior to the Offering, Friar beneficially owned over
406,000 Slack Class B shares, which can be converted
and easily liquidated due to the Offering.

25. John O’Farrell (“O’Farrell”) is, and was at the
time of the Offering, a director on Slack’s Board.
O’Farrell primarily earns his income through his em-
ployment as a general partner at the Andreessen Hor-
owitz venture capital firm, which designated O’Farrell
to the Board and was one of Slack’s largest sharehold-
ers prior to the Offering. As a director, O’Farrell par-
ticipated in the review, approval, and making of the
statements in the Offering Materials and signed the
Offering Materials. O’Farrell was financially moti-
vated to take the Company public due to his position
at Andreessen Horowitz, which sold 3 million shares
of Slack Class A common stock for gross proceeds of
approximately $116 million. O’Farrell, through An-
dreessen Horowitz, controlled approximately 13.2% of
the voting power at the time of the Offering through
ownership of over 66 million shares of Slack’s Class B
common stock. See also | 31.

26. Chamath Palihapitiya (“Palihapitiya”) served
as a director of the Board at the time of the Offering.
Palihapitiya is the founder and CEO of Social Capital,
which designated defendant Palihapitiya to the Board
and was one of Slack’s largest shareholders prior to
the Offering. As a director, Palihapitiya participated
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in the review, approval, and making of the statements
in the Offering Materials and signed the Offering Ma-
terials. Palihapitiya was financially motivated to take
the Company public due to his position at Social Cap-
ital, which sold 1,017,067 shares of Slack Class A com-
mon stock for gross proceeds of more than $39.6 mil-
lion. Palihapitiya, through Social Capital and its re-
lated entities, controlled 10.1% of the voting power at
the time of the Offering through ownership of over
50.8 million shares of Slack’s Class B common stock.
See also | 32.

27. Graham Smith (“Smith”) is, and was at the
time of the Offering, a director on Slack’s Board. As a
director, Smith participated in the review, approval,
and making of the statements in the Offering Materi-
als and signed the Offering Materials. Smith was fi-
nancially motivated to take the Company public be-
cause, prior to the Offering, Smith beneficially owned
over 210,000 Slack Class B shares, which can be con-
verted and easily liquidated due to the Offering.

28. Defendants Butterfield, Shim, Zell, Braccia,
Copper, Friar, O’'Farrell, Palihapitiya, and Smith are
collectively referred to herein as the “Individual De-
fendants.”

29. Slack and the Individual Defendants are re-
ferred to herein as “Defendants.”

30. Defendants Accel Growth Fund IV Associates
L.L.C., Accel Growth Fund Investors 2016 L.L.C., Ac-
cel Leaders Fund Associates L.L.C., Accel Leaders
Fund Investors 2016 L.L.C., Accel X Associates
L.L.C., Accel Investors 2009 L.L.C., Accel XI Associ-
ates L.L.C., Accel Investors 2013 L.L.C., and Accel
Growth Fund III Associates L.L.C., along with defend-
ant Braccia, is a part of the largest venture capital
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stake in the Company and they beneficially owned,
through entities they controlled (including, Accel
Growth Fund IV L.P., Accel Growth Fund IV, Strate-
gic Partners L.P., Accel Leaders Fund L.P., Accel X
L.P., Accel X Strategic Partners L.P., Accel XI L.P.,
Accel XI Strategic Partners L.P., Accel Growth Fund
III L.P., and Accel Growth Fund III Strategic Part-
ners, L.P.) approximately 23.8% of the Company’s
Class B common stock supervoting shares at the time
of the Offering.

31. Defendants AH Equity Partners I L.L.C. and
Al6Z Seed-III LLC, along with defendant O’Farrell, is
a part of the largest venture capital stake in the Com-
pany and they beneficially owned, through entities
they controlled (including, Andreessen Horowitz Fund
I L.P., Andreessen Horowitz Fund I L.P., Andreessen
Horowitz Fund I-A L.P., Andreessen Horowitz Fund
I-B L.P., AH Parallel Fund IV L.P., AH Parallel Fund
IV-A L.P., AH Parallel Fund IV-B L.P., and AH Par-
allel Fund IV-Q L.P.) approximately 13.2% of the
Company’s Class B common stock supervoting shares
at the time of the Offering.

32. Defendants Social+Capital Partnership GP II
L.P., Social+Capital Partnership GP II Ltd., So-
cial+Capital Partnership GP III L.P., Social+Capital
Partnership GP III Ltd., Social+Capital Partnership
Opportunities Fund GP L.P., and Social+Capital Part-
nership Opportunities Fund GP Ltd., along with de-
fendant Palihapitiya, is a part of the largest venture
capital stake in the Company and they beneficially
owned, through entities they controlled (including, So-
cial+Capital Partnership II L.P., Social+Capital Part-
nership III L.P., and Social+Capital Partnership Op-
portunities Fund, L.P.) approximately 10.1% of the
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Company’s Class B common stock supervoting shares
at the time of the Offering.

33. Defendants O’Farrell, Braccia, Palihapitiya,
Accel Growth Fund IV Associates L.L.C., Accel
Growth Fund Investors 2016 L.L.C., Accel Leaders
Fund Associates L.L.C., Accel Leaders Fund Investors
2016 L.L.C., Accel X Associates L.L.C., Accel Investors
2009 L.L.C., Accel XI Associates L.L.C., Accel Inves-
tors 2013 L.L.C., Accel Growth Fund III Associates
L.L.C., AH Equity Partners I L.L.C., Al6Z Seed-III
LLC, Social+Capital Partnership GP II L.P., So-
cial+Capital Partnership GP II Ltd., Social+Capital
Partnership GP III L.P., Social+Capital Partnership
GP III Ltd., Social+Capital Partnership Opportuni-
ties Fund GP L.P., and Social+Capital Partnership
Opportunities Fund GP Ltd. are collectively referred
to herein as the “Venture Capital Defendants.”

34. The Venture Capital Defendants, who collec-
tively held more than 47% of the Company’s voting
power and included 3 members of the Board at the
time of the Offering, effectively controlled Slack and
caused Slack to effectuate the Offering. As control-
lers, the Venture Capital Defendants caused the Com-
pany to indemnify them from any liabilities arising
from the Securities Act and the Securities Exchange
Act of 1934, including negligent or intentional misrep-
resentation. Further, the Venture Capital Defend-
ants also caused the Company to obtain and maintain
a directors and officers insurance policy for them as
long as they or their designees served on the Board.
As a result of their control over the Company, which
led to the Offering, the Venture Capital Defendants
sold more than 12.5 million shares for gross proceeds
of more than $484 million.
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35. Pursuant to the Securities Act, the Defend-
ants are strictly liability for the materially untrue and
misleading statements in or incorporated in the Offer-
ing Materials. By virtue of their positions with the
Company, and/or as signers of the Offering Materials,
each of the Defendants possessed the power and au-
thority to control the contents of Slack’s Offering Ma-
terials and any documents incorporated by reference
therein and the contents of any Offering presentations
or materials in connection with the sale of common
stock in the Offering.

36. In the run-up to the Offering, the Defendants:
(i) assisted in the preparation and presentation of ma-
terials designed to induce investment in the Com-
pany; and (ii) purportedly conducted adequate due dil-
igence on the Company, including, inter alia, access to
confidential corporate information concerning Slack’s
business operations unknown to the investing public.

37. The Defendants planned the Offering, deter-
mining, among other things: (i) the terms of the Of-
fering; (ii) the strategy to best accomplish the Offer-
ing; (iii) the information to be included in the Offering
Materials; and (iv) what responses would be made to
the SEC in connection with its review of the Offering
Materials.
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CLASS ACTION ALLEGATIONS

38. Plaintiff brings this action as a class action
pursuant to Federal Rule of Civil Procedure 23(a) and
(b)(3) on behalf of a class consisting of all persons and
entities that purchased or otherwise acquired Slack
common stock pursuant and/or traceable to the Offer-
ing Materials (the “Class”). Excluded from the Class
are Defendants, the officers and directors of the Com-
pany at all relevant times, members of their immedi-
ate families and their legal representatives, heirs,
successors, or assigns, and any entity in which De-
fendants have or had a controlling interest.

39. The members of the Class are so numerous
that joinder of all members is impracticable. Follow-
ing the Offering, Slack’s shares were actively traded
on the NYSE. While the exact number of Class mem-
bers is unknown to Plaintiff at this time and can only
be ascertained through appropriate discovery, Plain-
tiff believes that there are at least thousands of mem-
bers in the proposed Class. Record owners and other
members of the Class may be identified from records
maintained by Slack or its transfer agent and may be
notified of the pendency of this action by mail, using
the form of notice similar to that customarily used in
securities class actions.

40. Plaintiff’s claims are typical of the claims of
the Class as all members of the Class are similarly af-
fected by Defendants’ wrongful conduct in violation of
federal law that is complained of herein.

41. Plaintiff will fairly and adequately protect the
interests of the Class and has retained counsel com-
petent and experienced in class and securities litiga-
tion. Plaintiff has no interests antagonistic to or in
conflict with those of the Class.
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42. Common questions of law and fact exist as to
all members of the Class and predominate over any
questions solely affecting individual members of the
Class. Among the questions of law and fact common
to the Class are:

e whether Defendants’ acts violated the
federal securities laws as alleged herein;

e whether the Offering Materials omitted
and/or misrepresented material facts
about the business, operations, and pro-
spects of Slack; and

e to what extent the members of the Class
have sustained damages and the proper
measure of damages.

43. A class action is superior to all other available
methods for the fair and efficient adjudication of this
controversy since joinder of all members is impracti-
cable. Furthermore, as the damages suffered by indi-
vidual Class members may be relatively small, the ex-
pense and burden of individual litigation makes it im-
possible for members of the Class to individually re-
dress the wrongs done to them. There will be no diffi-
culty in managing this action as a class action.

SUBSTANTIVE ALLEGATIONS

Company Background

44. Slack is an international software company
co-founded by Butterfield in 2009 in Vancouver, Can-
ada. Slack has since incorporated itself in Delaware
and moved its headquarters to San Francisco, Califor-
nia.

45. Slack was originally called Tiny Speck and fo-
cused on building a computer multiplayer online
game. Butterfield, already known at the time for his
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part in building Flickr, a photo-sharing service ac-
quired by Yahoo! in 2005, drew interest from various
venture capital funds and raised $1.5 million in 2009
from Accel Partners, Marc Andreessen of Andreessen
Horowitz, and other tech entrepreneurs and venture
capitalists. In 2010, Slack raised another $5 million
from Accel Partners and Andreessen Horowitz, the
largest shareholders of Slack prior to the Offering and
each holding a seat on Slack’s Board through defend-
ants Braccia and O’Farrell, respectively.

46. Tiny Speck’s first product was a computer
game called Glitch. Originally scheduled for release
in Spring 2011, Glitch launched on September 27,
2011. Tiny Speck announced that it would close
Glitch on December 9, 2012.

47. After Glitch closed, the Company renamed it-
self Slack Technologies, Inc. and launched the Slack
real-time collaboration app and platform (the “Slack
App”), which it described as “a single place for mes-
saging, tools and files.” Essentially, the Slack App is
an instant messaging system with add-ins for other
workplace tools, providing users with a centralized in-
formation system and purporting to improve “commu-
nication and collaboration inside [] organization[s].”
The add-ins are not necessary to use the Slack App,
because the main functionality is communicating with
other people. There are two methods of chat in the
Slack App: channels (group chat) and direct message
or DM (person-to-person chat).
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#triage-android

ﬁ Lisa Amas
Hi everyone - seeing reports in falerts-

android of multiple 404s from the settings

panel. Can someone look into it?
owt E:
Emily Anderson

# customers-enter.., ﬁ Looks like ane of the links broke in the last
# customers-small... push. Fixing now...

&

48. Around the time Slack launched its collabora-
tion platform in 2013, the Company raised $17 million
from Andreessen Horowitz, Accel Partners, and Social
Capital, a firm run by defendant Palihapitiya. The
Company continued to receive millions of dollars in
funding from these venture capital firms, making
them the largest shareholders of the Company.

49. The Company now has two primary offerings:
Slack for Teams and Slack Enterprise Grid. Slack for
Teams provides a collaboration platform designed for
small to medium-sized businesses. Slack for Teams
offers a multi-tiered subscription model, known in the
subscription industry as “freemium,” which allows
customers to use a limited version of the Slack App for
free, but charges monthly fees for expanded services.
Slack for Teams is offered in three tiers: (1) Free;
(2) Standard; and (3) Plus. In the Free plan, custom-
ers pay $0 per month but are restricted to “10K of your
team’s most recent messages” and “10 third-party or
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custom integrations.” In the Standard plan, custom-
ers pay a maximum of $8 per month and message
searches and integrations are unlimited. In the Plus
plan, customers pay up to $15 per month and get un-
limited searches and integrations, as well as enter-
prise-level services such as single sign-on, compliance
reporting, and guaranteed uptime.

50. Slack Enterprise Grid, on the other hand, was
designed for large or complex organizations and in-
cludes all of the security and governance functionality
required for running a large enterprise. Slack Enter-
prise Grid, which was launched in 2017, powers the
design, usage, and administration of multiple inter-
connected Slack workspaces across an entire enter-
prise. In addition to features in Slack for Teams Plus
plan, Slack Enterprise Grid offers support for third-
party data loss prevention, eDiscovery, and offline
backup providers; 24/7 support with 4-hour first re-
sponse time (plus additional packages to suit the cus-
tomer’s needs); security, compliance, billing, and inte-
gration management in a single view; designated ac-
count and customer success teams; and 1 TB (1,000
GB) of storage per member. Pricing for Slack Enter-
prise Grid varies depending on the number of people
in the organization.

51. When the Slack App launched, there were no
real competitors in the market due to the platform’s
intuitive user-interface with both group and person-
to-person messaging. The Slack App also had an in-
vitation system that allowed companies to have a
measure of control over who could use the platform.

52. In March 2017, Microsoft launched a collabo-
ration application named Microsoft Teams. Initially,
Microsoft Teams largely received negative criticism,
because Teams required a subscription to Office 365—
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which (at the time) started at $60 per user per year
and cost $240 per user per year if the full selection of
Office programs was included. Further, Microsoft
Teams initially did not allow adding people outside of
an organization, leading ZDNet’s Ed Bott to declare
that for “small businesses, freelancers, and agile or-
ganizations, it’s a non-starter.” Microsoft added this
feature a year later and introduced a free tier of Mi-
crosoft Teams in July 2018, to compete head-to-head
with Slack’s freemium model.

53. Microsoft Teams, with its potential pool of al-
most 100 million Office 365-based users, was raising
the stakes in the high-growth enterprise market. In
response to this threat, Butterfield, known to be “me-
dia-shy,” sat down with Business Insider for an inter-
view in 2017 to address competition from Microsoft
Teams. In the interview, Butterfield acknowledged,
“Microsoft is the main competitor. They’re the third
largest company in the world and if they start chan-
neling all their resources against you, that’s a lot to
compete with.”?

54. In 2018, feeling pressure from Microsoft,
Slack entered into a partnership with Atlassian, an
Australian-based software company focused on team
messaging. The Company purchased Atlassian’s in-
tellectual property for team messaging and, in return,
Atlassian discontinued its team collaboration apps,
Hipchat and Stride.

3 Slack CEO Stewart Butterfield Discusses Microsoft, The
Booming Nordics, And What’s Next For His $5 Billion Company,
Business Insider, (Dec. 10, 2017), available at: https://www.busi-
nessinsider.com/slack-ceo-stewart-butterfield-discusses-mi-
crosoft-the-booming-nordics-and-whats-next-for-his-5-billion-
company-2017-12.
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55. In connection with the partnership, on July
28, 2018, Butterfield announced publicly that the
Company would work closely with Atlassian.

Q Stewart Butterfield & @=tewart - Jul 28, 2018 ]
Replying to @@stewart
D=taile: » Aflzszian iz discontinwing Hipchal/Stride » Slack
is purchasing the IP to betfer support those users who
choose 1o migrate » We're both working closely tageiher 1o
make zure that's az simple and painless a process as

possible ...

Stewart Butterfield &

mstewart

..« Atlazsian is making a small but symbalically
important investment in 3lack = VWe're committing leams
on both sidas to create deeper and more powerful
inteqrations hetwsasan Slack and the Atlassian family of
products — there's s0 much to do here!

2281 310 PM - Jul 26, 2018

L 50 paople are talking about this »
i Stewart Butterficld @ @stewart - Jul 26, 2018 w
Replying to @stewa

.. *Atlageian is making a emall bui eymbaelically important
investment in Slack * Ye're commiiting teams on both
sides 1o creale deeper and more powearful integrations
betwesn Slack and the Atlzszian family of products —
there's s0 much te do here

Stewart Butterfield &

imstewarl

W2 share a vision of simplifying and automating the
enormous effort that teams evernywhere expend just to
stay alignaed, coordinated and productive. Hundrads of
thouzands of teams are already using Slack with JIRA
Confluence, Bitbucket, Trello, etc. — this will have a big
impact.

PIAT FA0 PM - Jul 26, 2015

24 peapls are talking about this »

56. Similarly, in connection with the partnership,
Atlassian stated, “Knowledge workers want best-in-
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class tools to get their work done, which is why mil-
lions of people use both Atlassian and Slack. . . . This
strategic partnership between us reinforces our com-
mitment to interoperability and a customer-first phi-
losophy. We believe this partnership is the best way
to advance our mission to unleash the potential of
every team. And it’ll allow us to improve our focus in
other areas, including expanding our offerings for
technical and IT teams.”

57. Nevertheless, as PCMag.com reported, the
reason for the partnership was clear: “If you can’t
beat ’em, join ’em. . . . What went unsaid in both com-
panies’ statements is that they’re partnering up to
take on an even bigger competitor in Microsoft
Teams.”

58. Butterfield was correct to label Microsoft
Teams as a fierce competitor. In comparing the Slack
App and Microsoft Teams, PCMag.com noted a clear
advantage of Microsoft Teams over the Slack App:

The stickers and GIFs are fun, but the first
thing during our first Microsoft Teams demo
that really stuck out as a business game-
changer was the seamlessly integrated Mi-
crosoft Office 365 experience. Microsoft
Teams brings every app in the cloud-based
Microsoft Office 365 suite into Microsoft
Teams in custom tab format.

If you click a particular team and select “Add
Tab” on the top-right, you can add Microsoft

4 Slack’s Deal With Atlassian Means the End of Hipchat,
Stride, PCMag.com (Jul. 26, 2018), available at:
https://www.pcmag.cominews/362741/slacks-deal-with-atlas-
sian-means-the-end-of-hipchat-stride.



25

Word, Excel, Meetings, Notes, OneNote, Plan-
ner, PowerPoint, SharePoint, and a host of
other apps as associated tabs with that team,
which essentially replicates the full function-
ality of the app without leaving Microsoft
Teams.

When a team is created, a SharePoint direc-
tory is automatically provisioned behind the
scenes with a folder representing every chan-
nel. From there, you can choose a file and
open it up directly in Microsoft Word or Excel,
or within that integrated Microsoft Office 365
tab directly in Microsoft Teams. This makes
the content more searchable and easier to in-
teract with than in Slack. While Slack’s uni-
versal search is very powerful, its pinning ca-
pabilities can’t quite match the Microsoft
SharePoint file mapping for its ability to eas-
ily locate core or evergreen content your team
needs to access regularly.

For a business intelligence tool such as Mi-
crosoft Power BI (Free at Microsoft in partic-
ular, you get the ability to tab over to Mi-
crosoft Power BI within your “Marketing”
team and interact with real-time data visual-
izations. This is a huge productivity boon of
the tab-based integration system Microsoft is
using in Microsoft Teams (which we’ll get to
in greater detail in a minute).

Aside from the deep Microsoft Office 365 inte-
gration and using things such as Active Direc-
tory to tie in deeper intranet functionality,
Microsoft also has an edge with its built-in
video communication. Slack enables a num-
ber of great integrations to start voice and
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video chats on the fly within the app. How-
ever, Microsoft built Skype into the fabric of
Microsoft Teams.

A video icon next to a channel in the left-hand
navigation means there’s an open video meet-
ing happening. If you click the team, then you
can click the “Join the Conversation” box in
the main feed to jump into the ongoing Skype
conversation embedded in the feed. Microsoft
Teams lets you schedule voice and video meet-
ings with specific participants within a chan-
nel, and like Slack, offers 1:1 voice calling
through the Microsoft Teams mobile app. An-
other minor channel-based improvement over
Slack is, you don’t have to enable an email in-
tegration. Every channel within Microsoft
Teams has a dedicated email address people
can use to forward emails directly to that
channel.

There are also some newer meeting features
including background blur, which removes
distractions in the video feed during the meet-
ing. Enhanced meeting recording in Teams
lets users play back recorded footage or pull
up a transcript powered by Microsoft Stream
where you can search specific keywords.”

59. As to IT Controls and Compliance, key con-
cerns for the lucrative enterprise customers, Microsoft
Teams also edged out Slack:

5 Microsoft Teams vs. Slack: What’s the Difference?,
PCMag.com (Jan. 24, 2019), available at:
https://www.pcmag.com/article/349274/microsoft-teams-vs-
slack-whats-the-difference.
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One area in which Microsoft aims to distin-
guish itself with Microsoft Teams is adminis-
trator controls and security. Microsoft Teams
and Slack both encrypt data, messages, and
files, in transit and at rest. They also both en-
force team-wide and organization-wide two-
factor authentication. Beyond that, Microsoft
Teams also gives you deeper admin controls
when paired with the Microsoft Office 365 Ad-
min Center.

& & &

On the compliance front, Microsoft Teams and
Slack are ISO 27001-compliant, but Microsoft
adds a heap of other security and compliance
certifications for Microsoft Teams, including
ISO 27018, SSAE16 SOC 1 and SOC 2,
HIPAA, and EU Model Clauses (EUMC).
Files are stored in Microsoft SharePoint and
are backed by Microsoft SharePoint encryp-
tion. Notes stored in Microsoft OneNote are
backed by Microsoft OneNote encryption. Mi-
crosoft Teams also supports Cloud Security
Alliance (CSA) compliance, and the IT depart-
ment can gain even greater mobile device
management (MDM) features by enabling a
Microsoft Intune.®

60. With the fierce competition coming from Mi-
crosoft and others, Slack sought to grow the Company
in the following ways: (1) investing in product design
and user experience to increase the number of users;
(2) increasing sales and marketing efforts to increase
the number of new users and organizations, as well as
users within organizations already on Slack, focusing

6 Id.
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on greater adoption of Slack by large organizations;
(3) increasing the number of paid customers through
expansion of the Company’s salesforce, customer suc-
cess, and customer experience teams; and (4) increas-
ing the number of active users across existing and new
business networks through increased adoption of
Slack’s guest accounts and shared channels features
and continued research and development efforts.

61. Particularly, leading up to the Offering, the
Company aggressively pursued direct sales and go-to-
market efforts for the Enterprise Grid, the higher rev-
enue generating customers.

62. As part of aggressively pursuing enterprise
customers, who tended to be larger, more technically
adept organizations that depended on Slack and
would be likely to increase spending over time, the
Company sought to market its reliability of service.
To entice enterprise customers, the Company in-
cluded a 99.99% guaranteed uptime SLA to Slack for
Teams Plus and Enterprise Grid customers.

63. Slack’s SLA stood out from its competitors in
several aspects: (1) while most competitors guaran-
teed uptime of three-nines (99.9%), Slack guaranteed
four-nines (99.99%); (2) Slack would refund or credit
100 times what the customer would have paid during
the downtime as opposed to the actual cost of service
lost during the downtime; (3) Slack would pay the
100x refund/credit whenever the Slack App was down,
regardless of specific customers experiencing down-
time; and (4) Slack refunded or credited all eligible
customers automatically regardless of the customer’s
request for refund or credit.
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64. As a result of its growth plan, Slack experi-
enced growth in DAUs, a key metric for growth, and
paid users since its inception.

Worldwide daily active and paid Slack users

W Daity actiee users Pald users

65. As of January 31, 2019, the Company had
over 10 million DAUs, more than 500,000 organiza-
tions on its Free subscription plan and more than
88,000 Paid Customers (including more than 65 com-
panies in the Fortune 100). As of April 30, 2019, Slack
had more than 95,000 Paid Customers. According to
the Offering Materials, Slack measured the number of
Paid Customers with more than $100,000 of annual
recurring revenue (“ARR”), as a gauge of adoption
within and expansion into large enterprises. As of
April 30, 2019, the Company had 645 Paid Customers
with more than $100,000 of ARR, which accounted for
approximately 43% of Slack’s revenue for the three
months ended April 30, 2019.

Slack’s Direct Offering

66. On January 11, 2019, Bloomberg and Reuters
reported that Slack was planning to forgo a tradi-
tional initial public offering (“IPO”) and instead was
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intending to sell its shares to bidders in a direct list-
ing.

67. Most companies opt for buzzy IPOs as a way
of raising additional capital while also delivering a
payday for prior shareholders. In an IPO, a company
will offer a certain amount of new and/or existing
shares to the public. For example, if a company has
100 shares, it might create 10 more shares that it sells
for extra cash. The total amount of shares thus be-
comes 110. In selling these extra shares to investors,
IPOs help raise additional capital for company opera-
tions and expansion.

68. In a traditional IPO, underwriters play a big
role in marketing the company. Underwriters do the
leg work of bringing in prospective suitors, including
hosting “roadshows” that explain to investors why
they should buy shares in the company.

69. On the other hand, in a direct listing, the com-
pany’s early investors and employees skip the middle-
men by selling their shares directly to new investors
once the company is listed. The company does not
raise any cash.

70. Insiders, who often take shares during the
early stages of a company may prefer a direct listing
so they can quickly sell shares in the offering itself. In
an IPO, early investors are typically subject to a “lock-
up period” of 90 to 180 days where they cannot sell
their shares. Here, the Individual Defendants and
Venture Capital Defendants wanted to cash out their
stake in the Company as soon as possible through a
direct listing.

71. On February 1, 2019, Defendants filed a con-
fidential Form DRS registration statement with the
SEC. After the SEC’s feedback, Defendants filed a
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Form S-1 registration statement with the SEC on
April 26, 2019. Subsequently, Defendants filed
amendments to the Form S-1 on May 13, 2019, May
20, 2019, and May 31, 2019 (as amended, the “Regis-
tration Statement”).

72. On May 13, 2019, Slack hosted an “investor
day” in New York City to generate investor interest in
the Offering, in which Butterfield and Shim repeated
the same false and misleading statements made in the
Offering Materials.’

73. The Individual Defendants and the Venture
Capital Defendants wished to cash in their early in-
vestment and stake in the Company as soon as possi-
ble, so, on June 5, 2019, the Company and defendant
Butterfield asked the SEC to accelerate the effective
date of the Registration Statement, “acknowledge[ing]
that [Slack] is aware of its responsibilities under the
[Securities Act],” including its obligation under Sec-
tion 11 of the Securities Act to ensure that the Regis-
tration Statement does not “contain[ any] untrue
statement of a material fact or omit[] to state a mate-
rial fact required to be stated therein or necessary to
make the statements therein not misleading.”

74. With Defendants’ assurances, the SEC de-
clared the Registration Statement effective on June 7,
2019.

75. On June 20, 2019, Defendants filed a prospec-
tus on Form 424B4 (the “Prospectus”) and began to
sell Slack Class A common stock to the public. The

" The full video of the May 13, 2019 investor day is available
on YouTube at https://www.youtube.com/watch?v=KHNQeFp-
sYdY.
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Company’s Class A common stock shares began sell-
ing on the same day at $38.50 per share.

The Company’s False and/or Misleading Offer-
ing Materials

76. The Offering Materials were materially false
and/or misleading in several aspects: (1) Slack’s
growth strategy and growth rate; (2) competition from
Microsoft Teams and its impact on Slack’s growth;
(3) the Slack App’s vulnerabilities resulting from the
Company’s attempt to grow revenue from enterprise
customers; and (4) Slack’s ability to meet its 99.99%
uptime guarantee and credit award policy for service
outages.

A. Misstatements Concerning Slack’s
Growth Strategy and Growth Rate

77. The Offering Materials touted the Company’s
“[d]ifferentiated go-to-market strategy.” Slack de-
scribed its “go-to-market” approach as a combination
of a highly effective customer engagement model
through customers’ word-of-mouth engagement and a
direct sales force driving successful adoption and ex-
pansion within larger organizations that had the po-
tential to increase the number of users.

78. Slack implied that its go-to-market strategy
was responsible for Slack’s: (1) “rapid[]” growth;
(2) high customer engagement; and (3) revenue
growth and decreasing net losses from 2017 through
2019.

79. In a section in the Offering Materials describ-
ing the Company’s business model, the Company
stated:
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From the outset, our go-to-market strat-
egy has centered around offering an ex-
ceptional product and level of service to
organizations on Slack. We offer a self-ser-
vice approach, for both free and paid subscrip-
tions to Slack, which capitalizes on strong
word-of-mouth adoption and customer love for
our brand. Since 2016, we have augmented
our approach with a direct sales force and cus-
tomer success professionals who are focused
on driving successful adoption and expansion
within organizations, whether on a free or
paid subscription plan.

& & &

Our user base has grown rapidly since our
launch in 2014. During the three months
ended January 31, 2019, our daily active users
exceeded 10 million. As of January 31, 2019,
Slack had more than 600,000 organizations
with three or more users, comprised of:

e More than 500,000 organizations on our
Free subscription plan; and

e More than 88,000 Paid Customers, includ-
ing more than 65 companies in the Fortune
100.

As of April 30, 2019, Slack had more than
95,000 Paid Customers. Many of these Paid
Customers have thousands of active users
and our largest Paid Customers have tens
of thousands of employees using Slack on
a daily basis.

Our users, whether on a free or paid sub-
scription plan, are highly engaged, and
their collective active use of Slack for the
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week ended January 31, 2019 exceeded 50
million hours. During the week ended
January 31, 2019, more than 1 billion
messages were sent in Slack During this
same time, on a typical workday, users at
Paid Customers averaged nine hours con-
nected to Slack through at least one de-
vice and spent more than 90 minutes ac-
tively using Slack.

Our direct sales and customer success efforts
are focused on larger organizations who have
a greater number of users and teams and have
the potential to increase spend over time. We
measure the number of Paid Customers
>$100,000 of annual recurring revenue, or
ARR, as a gauge of adoption within and ex-
pansion into large enterprises. As of January
31, 2019, we had 575 Paid Customers
>$100,000 of ARR, which accounted for ap-
proximately 40% of our revenue in fiscal year
2019. As of April 30, 2019, we had 645 Paid
Customers >$100,000 of ARR, which ac-
counted for approximately 43% of our revenue
in the three months ended April 30, 2019.

We generate revenue primarily from the sale
of subscriptions for Slack. Paid customers
typically pay on a monthly or annual basis,

based on the number of users that they have
on Slack.

Our revenue was $105.2 million, $220.5
million, and $400.6 million in fiscal years
2017, 2018, and 2019, respectively, repre-
senting annual growth of 110% and 82%,
respectively. Our revenue was $80.9 million
and $134.8 million for the three months ended
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April 30, 2018 and 2019, respectively, repre-
senting year-over-year growth of 67%. Our
growth is global with international revenue
representing 34%, 34%, and 36% of total reve-
nue in fiscal years 2017, 2018, and 2019, re-
spectively, and 36% and 37% in the three
months ended April 30, 2018 and 2019, re-
spectively. We continue to invest in grow-
ing our business to capitalize on our mar-
ket opportunity. As aresult, we incurred net
losses of $146.9 million, $140.1 million, and
$138.9 million in fiscal years 2017, 2018, and
2019, respectively. We incurred net losses of
$24.9 million and $31.9 million in the three
months ended April 30, 2018 and 2019, re-
spectively. Our net losses have been de-
creasing as a percentage of revenue over
time as revenue growth has outpaced the
growth in operating expenses.

Expansion within organizations on Slack is a
significant contributor to our growth. We
measure the rate of expansion within our Paid
Customer base, both sales-driven and through
organic growth, by Net Dollar Retention Rate.
Our Net Dollar Retention Rate was 138% as
of April 30, 2019. We believe that our Net Dol-
lar Retention Rate is a reflection of the rapid
pace of adoption that often occurs as usage
spreads within and across teams. We believe
that all of these factors will contribute to
a high lifetime value of an organization

on Slack.

80. Following the discussion of the Company’s
business model and touting the Company’s growth,
high customer engagement, and improving financials,
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Defendants again stressed the Company’s go-to-mar-
ket strategy, growth, and market leadership in the
“What Sets Us Apart” section of the Offering Materi-
als:

Scale and market leadership

The strength of our market leadership is
demonstrated by the scale and growth of
our users, the high level of engagement
within our user base, our growth within
organizations, the breadth of applica-
tions that integrate with Slack, and the
size of our developer ecosystem.

Strong increasing returns dynamics

As Slack usage increases inside an organiza-
tion, more value is created for each additional
user who might join, as well as for all existing
users. We believe shared channels between
organizations will increase the value of the
overall Slack network for each new organiza-
tion that joins as well as for all existing net-
work members. Slack also generates more
value for developers as more users and more
organizations join Slack, and users and organ-
izations are more attracted to Slack as more
apps are integrated into or built on our plat-
form.

Customer love leading to stickiness and
organic expansion

People love using Slack and many become ad-
vocates for wider use inside of their organiza-
tions. They also tend to recommend Slack
when they switch jobs or join organizations
that are not yet using Slack. This customer
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love is a source of growth that is excep-
tional in enterprise software.

Differentiated go-to-market strategy

Organic growth is generated as users re-
alize the benefits of Slack This growth en-
ables us to attract new and prospective
organizations through a highly effective
self-service customer engagement model
for free and paid subscription plans. We
complement our self-service strategy with
a focused direct sales effort and our cus-
tomer success teams work to broaden
adoption of Slack into wider-scale de-
ployments.

81. The Company also included a section in the
Offering Materials titled “Growth Strategy,” purport-
ing that Slack planned to “[g]row the number of or-
ganizations” and to “increase [its] paid customers.”
The Growth Strategy section of the Offering Materials
stated:

We intend to continue to grow by the following
means:

Expand our user base through continu-
ous enhancements to Slack

We will continue a relentless focus on product
design and new user experience to reach more
users and organizations.

Grow the number of organizations on
Slack and increase our paid customers

We believe our market remains underpene-
trated and we will continue to expand our



38

marketing and sales efforts to reach more us-
ers and organizations and to increase the
number of paid customers.

Increase usage within organizations on

Slack

We plan to continue to grow use and users
within organizations on Slack by increasing
our investments in our direct sales force, cus-
tomer success, and customer experience
teams, along with new user education initia-
tives.

Enable Slack usage across existing and
new business networks

Slack’s guest accounts and shared channels
features facilitate secure collaboration be-
tween companies and we believe adoption of
these features will grow significantly in the
coming years. We expect the associated net-
work effects will increase the value of Slack
both for existing and new organizations on
Slack and will be an important factor in our
future growth.

Further invest in enterprise capabilities

We intend to increase investments in market-
ing, expand our field sales team, and continue
to build product functionality in order to drive
greater adoption of Slack by large organiza-
tions.

Invest in international expansion

We plan to open offices and hire sales and cus-
tomer experience people in additional coun-
tries and expand our presence in countries
where we already operate.
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Grow our application platform and de-
veloper ecosystem

We will continue investing to expand the num-
ber of developers building applications that
integrate with Slack and to make Slack work
with an increasing number of third-party and
internally developed custom applications.

82. The statements in { 77-81 were materially
false and/or misleading and omitted material facts at
the time of the Offering because: (1) the Company’s
revenue growth was trending downward while mar-
keting expenses were increasing due to increasing
competition from Microsoft Teams; (2) the Slack App’s
reliability was compromised due to scaling its technol-
ogy to meet enterprise-level customer needs; (3) the
Company’s financials were uniquely vulnerable due to
its unique SLA which included an “exceptionally gen-
erous credit payout multiplier” of 100 times the price
paid by the customer during the downtime, which the
Company provided whether or not the customers were
actually affected; and, (4) the Company’s growth was
slowing down in several aspects, including its key
metric, DAUs.

B. Misstatements Concerning the Com-
pany’s Competition

83. The Offering Materials identified Microsoft as
the Company’s primary competitor, along with
Google, Cisco, and Facebook. Nevertheless, the Com-
pany only vaguely described the existing competition
and downplayed the impact the potential competitors
may have on the Company. Further, the Offering Ma-
terials misleadingly omitted the impact the competi-
tion, Microsoft in particular, was already having on
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the Company’s expansion into enterprise customers
prior to the Offering.

84. In the Offering Materials, the Company in-
cluded a section titled, “Competition,” which stated:

The market for services like Slack is emerg-
ing, rapidly evolving, and fragmented, and we
believe that Slack represents a new category
of business technology. As a result, we prin-
cipally compete against incumbent col-
laboration and communication tools and
products from established vendors, such
as Microsoft, productivity tool and email
providers, such as Google, unified com-
munications providers, such as Cisco,
and consumer application companies
that have entered the business software
market, such as Facebook. We also com-
pete with smaller companies that offer niche
or point products that attempt to address cer-
tain problems that Slack addresses. These
smaller companies include companies that
specialize in voice or video communication, in-
stant messaging, email filtering and email in-
box organization, business workflows, team-
based collaboration, intranet creation, and
maintenance and other functionality. Some of
these companies offer free or discounted ser-
vices. We believe that we compete favorably
with these smaller companies because they do
not offer the unique mix of features and func-
tionality combined with our proven ability to
scale to handle large amounts of users, usage,
and data. In addition, our market is subject
to changing technology, shifting customer



41

needs, new market entrants, and frequent in-
troductions of new products and services.

We believe that the principal competitive fac-
tors in our markets include the following:

e ecase of adoption, use, and deployment;

e product functionality;

e platform capabilities;

e breadth and depth of platform integrations;
e scalability;

e security and privacy;

e ability to support intercompany collabora-
tion;

e brand awareness and reputation;

e customer support; and

e total cost of ownership.

We believe that our product experience
and product strategy, technological inno-
vation, and company culture enable us to
compete favorably on each of these fac-
tors.

We expect competition to increase as estab-
lished and emerging companies continue to
enter the markets we serve or attempt to ad-
dress the problems Slack addresses, as cus-
tomer requirements evolve and as new prod-
ucts, technologies, and regulations are intro-
duced. Further, some of our competitors have
longer operating histories, the ability to bun-
dle a broader range of products and services,
larger marketing budgets, access to larger ex-
isting user bases, and greater financial, tech-
nical, and other resources than we do. We be-
lieve, however, that we are uniquely posi-
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tioned to more rapidly innovate and re-
spond to new technologies and customer
requirements than our competitors.

85. The statements in ] 83-84 were materially
false and/or misleading and omitted material facts at
the time of the Offering because, as mentioned above
in ] 52-59, the Company was already experiencing
serious competition from Microsoft, which cut into the
Company’s ability to attract enterprise customers.

86. Further, shortly after the Offering, media
outlets reported that Microsoft was already beating
Slack at its own game. For example, Vox published an
article on July 9, 2019 titled “Microsoft might crush
Slack like Facebook crushed Snapchat,” which stated
that “Slack’s market share among the world’s largest
companies is mostly flat, adoption rates are declining,
and a bigger portion of these companies indicate they
plan on leaving the service, according to a new survey
by market research firm ETR, which asks chief infor-
mation officers and other leaders at the world’s big-
gest organizations where they plan to spend their
company’s tech budget.”®

87. The Vox article also demonstrated the Com-
pany’s stagnating growth as compared to Microsoft’s
growth in the following demonstrative charts:

8 Available at, https://www.vox.com/2019/7/9/20686206/mi-
crosoft-teams-slack-facebook-snapchat-copy.
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Share of large organizations that use or plan to use each workplace
software

Share of large company users who plan 1o decrease spending on:

88. Microsoft was also beating the Company in
DAUs around the time of the offering On July 11,
2019, Microsoft announced that Microsoft Teams
reached 13 million DAUs, surpassing Slack’s 10 mil-
lion DAUs.
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7 Microsoft

13* million

daily active users

Microsoft Tearns

89. In response to Microsoft’s announcement sur-
passing Slack, Butterfield went on the defensive in his
next public appearance at the Fortune Brainstorm
Tech conference held on July 15, 2019. At the confer-
ence, Butterfield quickly backtracked on the Com-
pany’s purported “market leadership” in the work col-
laboration sphere as stated in the Offering Materials
and stated that “I think that it’s harder and harder,
not because there’s anything wrong with Microsoft,
because it’s hard for us at this point, given the size
that we’re at—it’s hard to maintain a real focus on
quality, on user experience, and the bigger you get,
the harder it is. So if the competition was based on
the quality of user experience, and that’s where all the
effort is, that would probably be more daunting for

”»

us.

90. Since the Offering, Microsoft Teams has con-
tinued to grow at a faster rate than Slack. On Novem-
ber 20, 2019, MarketWatch reported that “Microsoft
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Teams, which grew 54% since July to more than 20
million daily active users, is on a trajectory to double
Slack’s customer base by early next year as more cor-
porations adopt group chat. Last month, Slack said
its daily active users improved 20% to 12 million from

10 million in late January.”

C. Misstatements Concerning the Slack

App’s Vulnerabilities

91. The Offering Materials included a section ti-

tled “Summary of Key Benefits,” which stated:

Working in Slack provides several key bene-
fits to users, teams, and organizations and to
our platform ecosystem:

e People love using Slack and that leads
to high levels of engagement. Slack is en-
terprise software created with an eye for user
experience usually associated with consumer
products. We believe that the more simple,
enjoyable, and intuitive the product is, the
more people will want to use it. As a result,
teams benefit from the aggregated attention
that happens when all members of a team are
engaged in a single collaboration tool.

e Slack increases an organization’s “re-
turn on communication.” Moving to chan-
nel-based communication increases accessibil-
ity of communication, which in turn increases

® Microsoft Teams is making Slack investors nervous with its

growth, MarketWatch (Nov. 20, 2019), available
https://www.marketwatch.com/story/microsoft-teams-is-mak-

ing-slack-investors-nervous-with-its-growth-2019-11-
19?siteid=yhoof2&yptr=yahoo.

at:
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transparency and breaks down silos. The or-
ganization benefits from increased coordina-
tion and alignment from a given amount of
communication, with no additional effort in
the form of status reports, update meetings,
and so on.

e Slack increases the value of existing
software investment. Integration with
Slack increases both the accessibility of infor-
mation inside applications and the response
times for many basic actions. Because Slack
users can do virtually everything on Slack on
mobile that they can do on desktop, they do
not need to have dozens of work applications
on their mobile devices to be able to make
lightweight use of those applications on the

go.

e An organization’s archive of data in-
creases in value over time. As teams con-
tinue to use Slack, they build a valuable re-
source of widely accessible information. Im-
portant messages are surrounded by useful
context and users can see how fellow team
members created and worked with the infor-
mation and arrived at a decision. New em-
ployees can have instant access to the infor-
mation they need to be effective whenever
they join a new team or company. Finally, the
content on Slack is available through powerful
search and discovery tools, powered by ma-
chine learning, which improve through usage.

& & &

e Slack helps achieve organizational
agility. Slack’s channels immerse workers
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directly into the dynamic and evolving com-
munication, decision making, and data flow
that defines modern work. Because workers
have both more access to data updated in real
time and more context for that data, they are
better able to quickly react and adjust work
streams in response to new business priorities
or changing conditions while staying in align-
ment with one another.

e Developers are better able to reach
and deliver value to their customers.
Slack has aggregated hundreds of thousands
of organizations on one platform and made it
easier for developers to distribute their soft-
ware to any Slack-using organization. By
making information from their applications
available and allowing users to perform key
actions through a whole new interface, devel-
opers can make their customers happier and
more engaged

92. Additionally, the Offering Materials touted
that the Company “ha[s] built [its] technology infra-
structure using a distributed and scalable architec-
ture on a global scale.”

93. Through the above statements in { 91-92, in
combination with other statements in the Offering
Materials, Defendants implied that the Slack App was
a market leader with unique advantages over its com-
petitors and that the Company possessed the ability
to scale up its services to reach more lucrative enter-
prise customers.

94. However, the statements in {{ 91-92 were
materially false and/or misleading and omitted mate-
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rial facts at the time of the Offering because: (1) Mi-
crosoft Teams had already overtaken Slack as the
market leader at the time of the Offering; (2) the Slack
App’s reliability was regularly below the promised
99.99% uptime; and (3) Slack was facing difficulty in
scaling globally and attaining enterprise customers
due to problems in maintaining and expanding its in-
frastructure as evidenced by the Slack App’s wide-
spread downtime.

D. Misstatements Concerning Slack’s Up-
time Guarantee

95. In a section titled “Risks Related to Our Busi-
ness” in the Offering Materials, the Company in-
cluded numerous generic, boilerplate, conditional, and
purportedly hypothetical statements regarding its
service commitment and potential service interrup-
tions, including:

If we fail to manage our growth effec-
tively, we may be unable to execute our
business plan or maintain high levels of
service and customer satisfaction.

We have experienced, and expect to continue
to experience, rapid growth, which has placed,
and may continue to place, significant de-
mands on our management and our opera-
tional and financial resources. For example,
our headcount has grown from 716 employees
as of January 31, 2017 to 1,664 employees as
of April 30, 2019. We have established inter-
national offices, including offices in Australia,
Canada, Ireland, India, Japan, and the United
Kingdom, and we plan to continue to expand
our international operations into other coun-
tries in the future. We have also experienced
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significant growth in the number of users, or-
ganizations on Slack and integrations, and in
the amount of data that Slack supports. Ad-
ditionally, our organizational structure is be-
coming more complex as we scale our opera-
tional, financial and management controls as
well as our reporting systems and procedures.

To manage growth in our operations and per-
sonnel, we will need to continue to grow and
improve our operational, financial, and man-
agement controls and our reporting systems
and procedures. We will require significant
capital expenditures and the allocation of val-
uable management resources to grow and
change in these areas without undermining
our culture, which has been central to our
growth so far. Our expansion has placed, and
our expected future growth will continue to
place, a significant strain on our manage-
ment, customer experience, research and de-
velopment, sales and marketing, administra-
tive, financial, and other resources. If we fail
to manage our anticipated growth and change
in a manner that preserves the key aspects of
our corporate culture, the quality of Slack may
suffer, which could negatively affect our brand
and reputation and harm our ability to attract
users, employees, and organizations, and to
grow or maintain our Net Dollar Retention
Rate.

In addition, as we expand our business, it is
important that we continue to maintain a high
level of customer service and satisfaction. As
our paid customer base continues to grow, we
will need to expand our account management,
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customer service and other personnel, our
partners, our features, and our security offer-
ings to provide personalized account manage-
ment and customer service as well as person-
alized features, integrations and capabilities.
If we are not able to continue to provide
high levels of customer service, our repu-
tation, as well as our business, results of
operations, and financial -condition,
could be harmed.

We may experience quarterly fluctuations
in our results of operations due to a num-
ber of factors that make our future results
difficult to predict and could cause our
results of operations to fall below analyst
or investor expectations.

Our quarterly results of operations may fluc-
tuate from quarter to quarter as a result of a
number of factors, many of which are outside
of our control and may be difficult to predict,
including, but not limited to:

& & &

e security breaches, technical difficul-
ties, or interruptions to Slack resulting in
service level agreement credits;

& & &

Any one or more of the factors above may re-
sult in significant fluctuations in our quar-
terly results of operations. You should not
rely on our past results as an indicator of our
future performance.

& & &
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If there are interruptions or performance
problems associated with the technology
infrastructure used to provide Slack, or-
ganizations on Slack may experience ser-
vice outages, other organizations may be
reluctant to adopt Slack, and our reputa-
tion could be harmed.

Our continued growth depends, in part, on the
ability of existing and potential organizations
on Slack to access Slack 24 hours a day, seven
days a week, without interruption or degrada-
tion of performance. We have in the past and
may in the future experience disruptions, data
loss, outages, and other performance problems
with our infrastructure due to a variety of fac-
tors, including infrastructure changes, intro-
ductions of new functionality, human or soft-
ware errors, capacity constraints, denial-of-
service attacks, ransomware attacks, or other
security-related incidents. In some instances,
we may not be able to identify the cause or
causes of these performance problems imme-
diately or in short order. We may not be able
to maintain the level of service uptime
and performance required by organiza-
tions on Slack, especially during peak us-
age times and as our user traffic and
number of integrations increase. For ex-
ample, we have experienced intermittent con-
nectivity issues and product issues in the past,
including those that have prevented many or-
ganizations on Slack and their users from ac-
cessing Slack for a period of time. If Slack is
unavailable or if organizations are unable to
access Slack within a reasonable amount of
time, or at all, our business would be harmed.
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Since organizations on Slack rely on Slack to
communicate, collaborate, and access and
complete their work, which in many cases in-
cludes entire organizations that complete sub-
stantially all of their work functions on Slack,
any outage on Slack would impair the ability
of organizations on Slack and their users to
perform their work, which would negatively
impact our brand, reputation, and customer
satisfaction, and could give rise to legal liabil-
ity under our service level agreements with
paid customers.

Moreover, we depend on services from various
third parties to maintain our infrastructure,
including Amazon Web Services, or AWS. Ifa
service provider fails to provide sufficient ca-
pacity to support Slack or otherwise experi-
ences service outages, such failure could inter-
rupt access to Slack by users and organiza-
tions, which could adversely affect their per-
ception of Slack’s reliability and our revenue
and harm the businesses of organizations on
Slack. Any disruptions in these services, in-
cluding as a result of actions outside of our
control, would significantly impact the contin-
ued performance of Slack. In the future, these
services may not be available to us on com-
mercially reasonable terms, or at all. Any loss
of the right to use any of these services could
result in decreased functionality of Slack until
equivalent technology is either developed by
us or, if available from another provider, is
identified, obtained, and integrated into our
infrastructure. If we do not accurately predict
our infrastructure capacity requirements, or-
ganizations on Slack could experience service
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shortfalls. We may also be unable to effec-
tively address capacity constraints, upgrade
our systems as needed, and continually de-
velop our technology and network architec-
ture to accommodate actual and anticipated
changes in technology.

Any of the above circumstances or events may
harm our reputation, cause organizations on
Slack to terminate their agreements with us,
impair our ability to obtain subscription re-
newals from organizations on Slack, impair
our ability to grow the base of users and or-
ganizations on Slack, subject us to financial
penalties and liabilities under our service
level agreements with our paid customers,
and otherwise harm our business, results of
operations, and financial condition.

& & &

We provide service level commitments un-
der certain of our paid customer con-
tracts. if we fail to meet these contractual
commitments, we could be obligated to
provide credits for future service, or face
contract termination with refunds of pre-
paid amounts related to unused subscrip-
tions, which could harm our business, re-
sults of operations, and financial cond;i-
tion.

Certain of our paid customer agreements con-
tain service level agreements, under which we
guarantee specified minimum availability of
Slack. From time to time, we have granted
credits to paid customers pursuant to the
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terms of these agreements. We do not cur-
rently have any material liabilities accrued on
our balance sheet for these commitments.
Any failure of or disruption to our infrastruc-
ture could make Slack unavailable to organi-
zations on Slack. If we are unable to meet
the stated service level commitments to
our paid customers or suffer extended pe-
riods of unavailability of Slack, we may
be contractually obligated to provide af-
fected paid customers with service credits
for future subscriptions, or paid customers
could elect to terminate and receive refunds
for prepaid amounts related to unused sub-
scriptions. Our revenue, other results of oper-
ations, and financial condition could be
harmed if we suffer unscheduled downtime
that exceeds the service level commitments
under our agreements with our paid custom-
ers, and any extended service outages could
adversely affect our business and reputation
as paid customers may elect not to renew and
we could lose future sales.

96. The statements in J 95 were materially false
and/or misleading and omitted material facts at the
time of the Offering because:

(1) The Slack App was already suffering vul-
nerabilities that caused severe service
disruptions and the Company could not
support its promised uptime guarantee of
99.99%;

(2) The Company’s reliability problem was
not merely hypothetical but a known is-
sue to Defendants since in 2018 alone the
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(4)

(6))

(6)

(7)

(8)

9)
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Company failed to meet its 99.99% up-
time guarantee 7 out of 12 months;

The Company provided a highly unusual
and punitive SLA, which established an
“exceptionally generous credit payout
multiplier” of 100 times the value of the
lost service;

Due to service disruptions from its inabil-
ity to sufficiently scale its platform that
triggered the punitive 100x provision, the
Company’s financial and operational re-
sults, including revenues and reputation,
were significantly impacted;

The Company was paying out significant
amounts of service credits to customers
who did not experience service disrup-
tions below the uptime guarantee thresh-
old;

The Company was automatically paying
out significant amounts of service credits
whether or not customers complained
about the service outages or requested a
refund or service credit;

The Company was rapidly losing market
share to rivals such as Microsoft;

Microsoft Teams had already overtaken
Slack as the market leader in the work
collaboration space around the time of the
Offering; and

The Company had difficulty scaling glob-
ally and expanding the paying enterprise
customer base due to problems in main-
taining and expanding its infrastructure.
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97. Further, pursuant to Item 303 of SEC Regu-
lation S-K, 17 C.F.R. § 229.303 and the SEC’s related
Interpretative Releases thereto, issuers are required
to disclose events or uncertainties, including any
known trends, that have had or are reasonably likely
to cause the registrant’s financial information not to
be indicative of future operating results. Defendants
failed to sufficiently disclose events or uncertainties,
including any known trends, as described in 96
above.

98. Additionally, Item 105 of SEC Regulation S-
K, 17 C.F.R. § 229.105, required, in the “Risk Factors”
section of the Offering Materials, a discussion of the
most significant factors that make the Offering risky
or speculative and that each risk factor adequately de-
scribe the risk. Defendants failed to adequately de-
scribe the risks as described in q 96 above.

Events and Disclosures Following the Offering

99. On June 28, 2019, only about a week after the
Offering, the Company’s platform suffered outages af-
fecting users across the United States and Europe.
Customers reported on Twitter that messages were
repeating and showing multiple times after being
sent. One customer wrote, “Anyone else’s @SlackHQ
gone all echoey? People are sending things once but
it’s coming up 2-3 times.” Other customers reported
server errors and general outages. Some customers
speculated whether the outage was connected to is-
sues surrounding the Slack App’s workspace analytics
that were resolved a day prior.

100. Service was interrupted from 4:30 a.m. PDT
to 7:20 p.m. PDT, approximately 15 hours, as ex-
plained by the Company’s incident summary report:
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On June 28, 2019 at 4:30 a.m. PDT some of
our servers became unavailable, causing de-
graded performance in our job processing sys-
tem. This resulted in delays or errors With
features such [as] notifications, unfurls, and
message posting.

At 1:05 pm. PDT, a separate issue increased
server load and dropped a large number of
user connections. Reconnection attempts fur-
ther increased the server load, slowing down
customer reconnection. Server capacity was
freed up eventually, enabling all customers to
reconnect by 1:36 pm. PDT.

Full service restoration was completed by 7:20
pm. PDT. During this period, customers faced
delays or failure with a number of features in-
cluding file uploads, notifications, search in-
dexing, link unfurls, and reminders.

Now that service has been restored, the re-
sponse team is continuing their investigation
and working to calculate service interruption
time as soon as possible. We’re also working
on preventive measures to ensure that
this doesn’t happen again in the future. If
you're still running into any issues, please
reach out to us at feedback@slack.com.

101. Following the service disruption, the Com-
pany issued a bulletin stating that a “fix hald] been
rolled out and all features should be working nor-
mally.”

102. The June 28, 2019 service disruption was
immediately picked up by various news outlets. For
example, Newsweek reported that service outages
were being experienced “around the world, including
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Sweden, Russia, Argentina, Italy, Czech Republic,
Ukraine and Croatia.”"® The Newsweek article also
noted that Slack “suffered a major outage last year as
messages could no longer be sent between users,
sparking panic online.”

103. On this news, the Company’s stock dropped
to $36.55 per share on July 1, 2019, a 2.5% decline.
The Company’s stock continued to suffer from the ef-
fects of the outage for the next several days, closing at
$35.00 per share on July 8, 2019.

104. On July 18, 2019, Slack reported that it
would reset the passwords of tens of thousands of its
customers due to a 2015 security incident where “un-
authorized individuals gained access to some Slack in-
frastructure, including a database that stored user
profile information including usernames and irrevers-
ibly encrypted, or ‘hashed,” passwords.”

105. Following the news, Slack’s stock price
dropped from a closing price of $33.46 per share on
July 17, 2019, to a closing price of $32.00 on July 18,
2019, a decline of 4.36%.

106. In addition to the security issue, Slack con-
tinued to suffer from service outage issues. On July
29, 2019, despite the Company’s assurance that the
Company had worked on “preventative measures to
ensure that it doesn’t happen again,” the Slack App
suffered another large-scale service outage which dis-
rupted services for more than 2,000 users worldwide,
with concentration in the United States, Japan, and

10 Slack Down: Work Chat App Suffers Global Outage And ‘De-
graded Service’ As Messages Stop Working, Newsweek (Jun. 28,
2019), available at: https://www.newsweek.com/slack-down-
global-outage-messages-down-detector-united-states-europe-
1446484.
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Europe. The customers complained that they could
not access Slack before 8:00 a.m. PDT. The Com-
pany’s stock price decreased by 1.3% following the
news of the service outage.

107. At the same time Slack was suffering from
the multiple service outages, Microsoft Teams sur-
passed Slack’s DAU figures, hitting 13 million
DAUs." With Slack’s stagnating growth and faltering
reliability, the Company’s stock continued to decline
and researchers and analysts were beginning to link
the declining stock price to increased competition
from Microsoft and the service outages. For example,
on August 7, 2019, Jeremy Bowman from The Motley
Fool stated, “Shares gave up 11% in July, according to
data from S&P Global Market Intelligence. The pull-
back seemed to come as Microsoft (NASDAQ: MSFT)
Teams, Slack’s closest competitor, surpassed Slack in
number of users, and the office-chat platform experi-
enced a service outage for the second time in a month,
casting doubts about its reliability.”

108. On September 4, 2019, the Company re-
ported disappointing second quarter fiscal 2020 re-
sults and issued guidance for the third quarter. In a
press release discussing the quarterly results, the
Company disclosed that, “Revenue was negatively im-
pacted by $8.2 million of credits related to service level
disruptions in the quarter.” The press release stated,
in relevant part:

11 See Jared Spataro, Microsoft teams reaches 13 million daily
active users, introduces 4 new ways for teams to work better to-
gether, Microsoft (Jul. 11, 2019), available at: https://www.mi-
crosoft.com/en-us/microsoft-365/blog/2019/07/11/microsoft-
teams-reaches-13-million-daily-active-users-introduces-4-new-
ways-for-teams-to-work-better-together.
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Management Commentary:

“This is an entirely new category of software
enabling a once-in-a-generation shift in the
way people work together. We believe chan-
nel-based collaboration is so superior to email-
based communication for work, that this shift
is inevitable,” said Stewart Butterfield, Chief
Executive Officer and Co-Founder at Slack.
“Customers are choosing Slack because we of-
fer a great user experience, a rich appli-
cation platform and ecosystem, and a
growing network for inter-company col-
laboration via shared channels.”

“Revenue growth was 58% year-over-year, de-
spite a one-time revenue headwind from cred-
its issued in the quarter related to service
level disruption,” said Allen Shim, Chief Fi-
nancial Officer at Slack. “We remain focused
on expansion within existing customers and
growing our large enterprise customer base,
and ended the quarter with 720 Paid Custom-
ers greater than $100,000 in annual recurring
revenue, which is up 75% year-over-year.”

Second Quarter Fiscal 2020 Financial
Highlights:

e Total revenue was $145.0 million, an in-
crease of 58% year-over-year. Revenue was
negatively impacted by $8.2 million of
credits related to service level disruption
in the quarter.

e Calculated Billings was $174.8 million, an
increase of 52% year-over-year.



61

e GAAP gross profit was $113.9 million, or
78.5% gross margin, compared to $80.7 mil-
lion, or 87.7% gross margin, in the second
quarter of fiscal year 2019. Non-GAAP gross
profit was $126.3 million, or 87.1% gross mar-
gin, compared to $80.7 million, or 87.7% gross
margin, in the second quarter of fiscal year
2019.

e GAAP operating loss was $363.7 mil-
lion, or 251% of total revenue, compared
to a $33.7 million loss in the second quar-
ter of fiscal year 2019, or 37% of total rev-
enue. GAAP operating loss includes $307.0
million of stock-based compensation and re-
lated employer payroll taxes, primarily re-
lated to the satisfaction of the performance
vesting condition on outstanding RSUs in con-
nection with Slack’s direct listing on June 20,
2019. Non-GAAP operating loss was $55.6
million, or 38% of total revenue, compared to
a $32.0 million loss in the second quarter of
fiscal year 2019, or 35% of total revenue.

e GAAP net loss per basic and diluted share
was $0.98. Non-GAAP net loss per share was
$0.14.

e Net cash provided by operations was
$0.3 million, or 0% of total revenue, com-
pared to cash provided by operations of
$1.5 million, or 2% of total revenue, for
the second quarter fiscal year 2019. Free
Cash Flow was $(7.9) million, or 5% of total
revenue, compared to $(7.7) million, or 8% of
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total revenue for the second quarter of fiscal
year 2019.

& & &

Financial Outlook:

For the third quarter of fiscal year 2020, Slack
currently expects:

e Total revenue of $154 million to $156 mil-
lion, representing year-over-year growth of
46% to 48%.

e Non-GAAP operating loss of $49 million to
$47 million.

e Non-GAAP net loss per share of $0.09 to
$0.08, assuming weighted average shares out-
standing of 544 million.

109. On the same day, the Company held a con-
ference call to discuss its second quarter fiscal year
2020 results with investors and analysts. During the
call, Shim elaborated on the impact of the Slack App’s
service disruption and the effect of the Company’s “ex-
ceptionally generous credit payout multiplier” on the

Company’s revenue:

Turning to Q2. Results reflect our ongoing
progress in what we view as a generational
shift from e-mail to messaging and channels.
Total revenues in the second quarter were
$145 million, growing 58% year-over-year.
Revenue growth was above the high end
of guidance despite an $8 million onetime
revenue headwind from credits issued in
the quarter related to service-level dis-
ruption in the quarter. Our uptime was
99.9% or 3 nines in the quarter. But this
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was below our commitment of 99.99% or 4
nines. Service-level disruption of this
magnitude is unusual for us. Compound-
ing the financial impact of the down time
was an exceptionally generous credit pay-
out multiplier, and our contracts dating
from when we were a very young company.
We've adjusted those terms to be more in line
with industry standards while still remaining
very customer friendly.

110. Analysts focused in on the service disrup-
tion right away. Leading the Q&A, a Goldman Sachs
analyst asked “I don’t think you guys mentioned spe-
cifically what caused the downtime, I was just won-
dering if you could share that with us.”

111. In response, Butterfield admitted that the
service disruption was partly caused by the Com-
pany’s attempt at scaling the Company’s services for
its growing user load. Butterfield explained, “What
caused it . . . the more distant answer is scaling. So
we continue to hit limits that we didn’t realize were
built into the system. ... And we’re still figuring
some of those things out.”

112. Butterfield also revealed the Company’s
“unusual” and “outrageously customer-centric” prac-
tice of distributing service credits regardless of
whether a customer was affected by the service
outage and whether or not a customer com-
plained or requested a credit even though the out-
ages only affected “1% or 0.5% or 3% of customers”:

The last thing I want to note though, for the
service credits, there is a bunch of things that
we do with that are unusual besides what Al-
len mentioned, which is the payout ratio. One
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is, customers don’t have to request it, we
Jjust proactively give it. And almost no
outages, I don’t know every detail for this
quarter but almost no outages affect all
customers, in fact most of them affect like
1% or 0.5% or 3% of customers in any
given time. And we give those service
credits to every customer even if they were
not specifically affected. So those policies
are outrageously customer-centric, which
is part of our background and our orientation.
And that is one of the reasons you see that ef-
fect. It’s not necessarily proportionate to
the outage, because if we had the same
SLA as Salesforce or Microsoft or any of
our peers in the industry, we wouldn’t
have paid out anything because we would
have hit the 3 9 they’re committed to, it’s
our 4 9 and the rest of the policies that
make a difference.

113. A KeyBanc analyst, following the Goldman
Sachs’s analyst question, appeared concerned about
the $8 million payment’s “lingering impact” on the
Company.

114. In response, Shim hesitantly admitted that
the service credit was “more onetime
nature,” but it would cause “a headwind in billings for
about $5 million and that was reflected in our guid-
ance.”

115. Later in the Q&A session, a Citigroup Inc.
analyst pointed out the Company’s slowing growth:

I have a question probably best directed at Al-
len, and that’s I've been assessing the billing
growth patterns. And I just wanted to—I just
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needed a little bit of help in contextualizing
them. QI to Q3 of last year, you grew
billings pretty consistently around 70%,
and then you had a very fabulous @4,
close to 100% year-over-year billings
growth. And then that growth has since
dropped to around 47% in Ql. And it
hasn’t really improved that much because
this quarter, it was around 52%. And
when I'm looking at the top end of your
billings guidance for the full year, it im-
plies on H2, you’ll be growing around
45%. And so given that you had a very good
Q4 last year, what is the danger that you may
be perceived as, say, a 30% billings grower by
the end of the year, as we’re ending the year.

116. Additionally, Slack’s From 10-Q filed on
September 5, 2019 with the SEC disclosed that the
Company’s sales and marketing expenses were expo-
nentially increasing as compared to the same period
the year prior. For the second quarter of fiscal 2020,
the Company expended approximately $136.4 mil-
lion in sales and marketing, as compared to $53.6
million during the same period in fiscal 2019.

117. Following the announcement of the fiscal
second quarter 2020 results, numerous news outlets
began expressing concern over the Company. Wall
street analysts were likewise unimpressed with the
Company’s performance. For example, Mark
Moerdler, an analyst at Bernstein Research called
Slack’s growth “anemic.”

118. MarketWatch published an article on Sep-
tember 5, 2019 titled “Slack shares plunge 13% on
weak earnings guidance” in which it stated, “Growth
remains a principle worry. Slack’s revenue rose
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110% in fiscal years 2017-2018, but slowed to 82%
in 2018-2019 and the company is now forecasting
51% in the current fiscal year....” The Mar-
ketWatch article also pointed out Microsoft’s transfor-
mation into the market leader in the work collabora-
tion sphere:

A major obstacle to Slack’s growth is Microsoft
Corp., which includes the Teams work chat
app in Office 365 business subscriptions. In
July, Microsoft released statistics suggesting
Teams is more widely used than Slack, largely
because of adoption among companies that
use Microsoft productivity software.

Less than 1% of Slack’s customer base is com-
prised of customers that spend more than
$100,000 a year, according to Bloomberg In-
telligence analyst Andrew Eisenson. Slack
said it had 720 of those big spenders in the last
quarter, up 75% year-over-year. The company
surpassed 100,000 paid customers for the
quarter.

119. SeekingAlpha.com contributor Stone Fox
Capital reported on Slack’s “decelerating metrics” in a
September 5, 2019 article titled “Slack: Wheels Just
Off,” stating, in relevant part:

Decelerating Metrics

No other metric Kkills a highly priced IPO than
metrics pointing towards decelerating growth.
So, despite beating FQ2 revenue estimates by
$3.7 million, the company only reported
57.5% growth for the quarter. The com-
pany had growth rates in the mid-60%
range in FQ1.
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The bigger issue is all of the trends that
drive future growth are all decelerating.
The customer base hit 100,000 for only 37%
growth YoY. Last FQ2, the customers were at
73,000 for 55% growth. The growth rate has
dipped at least 500 bps per quarter for three
quarters now.

A large and rapidly growing customer base
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The net retention rate is another metric
facing constant deceleration. Slack saw
FQ2’20 net dollar retention at 136%, down
from 146% in the same period last year. The
number is still impressive, but a lower reten-
tion rate will naturally reduce growth rates.
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Strong retention and expansion within
existing customers
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Considering the reasonable expectations that
the decelerating revenue growth holds accord-
ing to projections, the company just can’t
guide to an operating loss of up to $180 million
for the year and retain lofty valuation multi-
ples. Large losses are best supported by
accelerating or at least stable revenue
growth.

At the least, the numbers are enough to
concern investors that the competitive Mi-
crosoft (MSFT) Teams collaboration app
is cutting into growth rates. The tech gi-
ant recently reported 13 million DAUs to
top the amount claimed by Slack.

120. Also on September 5, 2019, Jonathan Dame
from TechTarget reported that while Slack had
changed its SLAs since the June and July 2019 service
outages, the previous “exceptionally generous” credit
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multiplier was “worth 100 times what each cus-
tomer paid for the service.”*> Dame reported, based
on comparing Slack’s then-current policy to a version
of the document from May 2019:

[Slack] will no longer pay every customer re-
gardless of whether they were affected by an
outage. Plus Slack will average uptimes over
each fiscal quarter, rather than issuing cred-
its each month.

Slack also reduced its payout ratio. It used to
provide credits worth 100 times what
each customer paid for the service during
the time Slack was inaccessible. Moving
forward, the credits will be worth 10 times
that cost. As before, the promise applies to
customers on Plus and Enterprise Grid sub-
scription plans.

121. Furthermore, contrary to defendant Shim’s
claim that the magnitude of the June and July 2019
service level disruptions were “unusual,” Jordon
Novet of CNBC was quick to point out that, “In 2017,
Slack’s uptime was below the key 99.99% level for
seven out 12 months,” adding “[i]f Slack does not get
its outage problem under control, customers could de-
fect to competing services, like Microsoft’s Teams.”"?

12 Slack Waters Down Cloud SLA After $8.2 Million Payout,
TechTarget (Sep. 5, 2019), available at: https://searchunified-
communications.techtarget.com/news/252470248/Slack-waters-
down-cloud-SLA-after-82-million-payout.

13" Slack asks investors to trust that outage costs were a ‘one-

time’ issue, CNBC (Sep. 5, 2019), available at:
https://www.cnbe.com/2019/09/05/slack-says-in-q2-earnings-
that-outage-costs-were-one-time-issue.html.
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122. On this news, the price of the Company’s
stock plummeted to $27.38 per share on September 6,
2019, which represented an almost 12% decrease as
compared to the stock price on September 4, 2019 of
$31.07 per share. The share price continued to de-
crease another 8.98% the next trading day, September
9, 2019, closing at $24.92 per share.

123. Bloomberg’s Ryan Vlastelica noted Slack’s
sinking stock price on September 5, 2019, stating in a
report titled “Slack Hits Record After First Report
Gives Tepid Outlook,” that Slack’s shares “sank as
much as 16% in its biggest intraday percentage drop
ever.” The report continued, stating, in relevant part:

The decline took the company, which went
public in June, to a new low. Shares have
dropped more than 30% from their record clos-
ing high.
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124. SeekingAlpha.com contributor Gary Alexan-
der published an article on September 9, 2019, titled
“Slack: Overfull Valuation Taking Its Toll,” stating,
in relevant part:



71

Slack’s (WORK) public debut was all the rage
earlier this year, but barely one quarter into
its existence as a public company, the once-
proud unicorn is tanking. Slack has shed
more than $5 billion in market value
since it went public in a direct listing in
late June, falling in a consistent down-trend
and following the trajectory of other highly-
anticipated IPOs like Uber (UBER) and Lyft
(LYFT). Losses were aggravated after the
company released a dismal Q2 earnings re-
port, and now Slack is back near the $26 “ref-
erence price” that it set immediately prior to
its public debut.

& & &

The question for investors now: is Slack a
“buy the dip” situation, or does the stock have
further to fall? In my view, it’s the latter.
Slack benefited from a lot of hype going into
its IPO, selling a compelling story that Slack
was disrupting the future of work-based com-
munication. In reality, Slack is up against
a slew of competitors from the likes of Mi-
crosoft Teams (MSF1) and Microsoft
Skype, various workflow/collaboration
tools like Atlassian (TEAM), new entrant
Workplace by Facebook (FB), as well as
old-fashioned email and text chains.

Slack’s furious growth rates in its S-1 fil-
ing were something of a “teaser rate.” In
FY19, Slack’s revenues grew at a compelling
88% yly rate. In Q1, that fell to 67% y/y, and
now in Q2, Slack’s growth rate has crumbled
to 57% yly. Of course, a >50% y/y growth rate
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still classifies Slack as a “high-growth” com-
pany, but this level of growth is already well-
priced into Slack’s buoyant valuation.

At present share prices around $27, Slack still
trades at a hefty market cap of $13.81 billion.
After netting out the $841.4 million of cash on
Slack’s balance sheet, the company is left with
an enterprise value of $12.97 billion. This rep-
resents a generous multiple of 21.4x EV/FY20
expected revenues based on the midpoint of
Slack’s updated revenue guidance of $603-
$610 million (representing 51-52% y/y growth,
and a slight uptick versus a prior midpoint
outlook of $595 million or 49% y/y growth)[.]

& & &

Very few companies are worth paying
>20x forward revenues for, and certainly
not companies that are facing such
heightened deceleration risks. Slack’s
huge losses are another significant prob-
lem—on a pro forma basis, even after
stripping out the impacts of Slack’s sub-
stantial stock compensation to execu-
tives, Slack’s operating losses nearly dou-
bled this quarter, growing at a faster
pace than revenue growth.

& & &

Key takeaways

Slack’s disappointing growth is a reflec-
tion of the hyper-competitive nature of its
product niche. A plethora of companies
are competing in the work communica-
tion space, and though Slack enjoys
plenty of support from Silicon Valley
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startups, offerings like Microsoft Teams—
with its native connection to Microsoft Of-
fice applications and workflows—may
make more sense for customers that are
already deeply embedded into the Mi-
crosoft ecosystem. Slack’s significant ser-
vice downtime in Q2—and the potential
ripple effects that may have had on cus-
tomer retention—is another red flag.

125. Slack’s share price has continued to decline,
falling as low as $19.53 per share and at the time of
this Complaint, trading in the $22 per share range,
approximately 42% below the Offering price of
$38.50.

CAUSES OF ACTION

COUNT I

For Violations of Section 11 of the
Securities Act
(Against the Company and the
Individual Defendants)

126. Plaintiff repeats and re-alleges each and
every allegation contained above as if fully set forth
herein.

127. This Count is brought pursuant to Section
11 of the Securities Act, 15 U.S.C. § 77k, on behalf of
Plaintiff and other members the Class, against the
Company and the Individual Defendants.

128. This Count does not sound in fraud. Plain-
tiff does not allege that the Company or the Individual
Defendants committed intentional or reckless miscon-
duct or that the Company or the Individual Defend-
ants acted with scienter of fraudulent intent, which
are not elements of a Section 11 claim.
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129. The Offering Materials for the Offering was
inaccurate and misleading, contained untrue state-
ments of material facts, omitted to state other facts
necessary to make the statements made not mislead-
ing, and omitted to state material facts required to be
stated therein.

130. Slack is the issuer of the securities pur-
chased by Plaintiff and the other members of the
Class. As such, the Company is strictly liable for the
materially untrue statements contained in the Offer-
ing Materials and the failure of the Offering Materials
to be complete and accurate.

131. The Individual Defendants each signed the
Offering Materials. As such, each is strictly liable for
the materially inaccurate statements contained
therein and the failure of the Offering Materials to be
complete and accurate, unless they are able to carry
their burden of establishing an affirmative “due dili-
gence” defense. The Individual Defendants named
herein were responsible for the contents and dissemi-
nation of the Offering Materials, which were inaccu-
rate and misleading, contained untrue statements of
material facts, omitted facts necessary to make the
statements made there in not misleading, and omitted
to state material facts required to be stated therein.
The Individual Defendants each had a duty to make a
reasonable and diligent investigation of the truthful-
ness and accuracy of the statements contained in the
Offering Materials and ensure that they were true
and accurate and not misleading. In the exercise of
reasonable care, the Individual Defendants should
known of the material misstatements and omissions
contained in the Offering Materials. Accordingly, the
Individual Defendants are liable to Plaintiff and the
other members of the Class.
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132. By reasons of the conduct alleged herein,
each of the Company and the Individual Defendants
violated, and/or controlled a person who violated, Sec-
tion 11 of the Securities Act.

133. Plaintiff and the other members of the Class
acquired Slack common stock pursuant and/or tracea-
ble to the Offering Materials and without knowledge
of the untruths and/or omissions alleged herein.

134. Plaintiff and the other members of the Class
have sustained damages, as the value of Slack’s com-
mon stock has declined substantially below the Offer-
ing price and is below the price the Plaintiff and the
other members of the Class paid for their Slack com-
mon stock due to the material misstatements and
omissions in the Offering Materials.

135. This claim was brought within one year af-
ter the discovery of the untrue statements and omis-
sions and within three years of the date of the Offer-
ing.

136. By virtue of the foregoing, Plaintiff and the
other members of the Class are entitled to damages
under Section 11, as measured by the provisions of
Section 11(e), from the Company and the Individual
Defendants and each of them, jointly and severally.

137. This claim is brought within three years
from the time that the shares upon this Count is
brought were sold to the public, and within one year
from the time when Plaintiffs discovered or reasona-
bly could have discovered the facts upon which this
Count is based.
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COUNT II

For Violations of Section 12(a)(2) of the
Securities Act
(Against the Company and the
Individual Defendants)

138. Plaintiff repeats and re-alleges each and
every allegation contained above as if fully set forth
herein.

139. This Count is brought pursuant to Section
12(a)(2) of the Securities Act, 15 U.S.C. § 771(a)(2), on
behalf of the Class, against each of the Company and
the Individual Defendants.

140. This Count does not sound in fraud. The
Company and the Individual Defendants were sellers,
offerors, and/or solicitors of purchasers of the Com-
pany’s Class A common stock offered pursuant to the
Offering. The Offering Materials were used to induce
investors, such as Plaintiff and the other members of
the Class, to purchase the Company’s shares in the
Offering.

141. The Offering Materials contained untrue
statements of material facts, omitted to state other
facts necessary to make the statements made therein
not misleading, and omitted to state material facts re-
quired to be stated therein. The Company’s and the
Individual Defendants’ acts of solicitation included
participating in the preparation of the false and mis-
leading Offering Materials.

142. The Company and the Individual Defend-
ants owed Plaintiff, and the other members of the
Class, the duty to make a reasonable and diligent in-
vestigation of the statements contained in the Offer-
ing Materials to ensure that such statements were
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true and that there was no omission to state a mate-
rial fact required to be stated in order to make the
statements contained therein not misleading. Neither
the Company nor and the Individual Defendants
made a reasonable investigation or possessed reason-
able grounds for the belief that the statements con-
tained in the Offering Materials were accurate and
complete in material respects. Had they done so, the
Company and the Individual Defendants would have
known of the material misstatements and omissions
alleged herein.

143. Plaintiff and other Class members did not
know, nor in the exercise of reasonable diligence could
have known, of the material untruths and omissions
contained in the Offering Materials.

144. By reason of the conduct alleged herein, the
Company and the Individual Defendants violated Sec-
tion 12(a)(2) of the Securities Act.

145. As a direct and proximate result of such vi-
olations, Plaintiff and the other members of the Class
who purchased Slack common stock pursuant to the
Offering Materials sustained substantial damages in
connection with their purchases of stock.

146. This claim is brought within three years
from the time that the shares upon this Count is
brought were sold to the public, and within one year
from the time when Plaintiffs discovered or reasona-
bly could have discovered the facts upon which this
Count is based.
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COUNT III

For Violations of Section 15 of the
Securities Act
(Against the Individual Defendants and the
Venture Capital Defendants)

147. Plaintiff repeats and re-alleges each and
every allegation contained above as if fully set forth
herein.

148. This Count is brought pursuant to Section
15 of the Securities Act, 15 U.S.C. § 770, on behalf of
Plaintiff and the other members of the Class, against
the Individual Defendants and the Venture Capital
Defendants.

149. This Count does not sound in fraud. Plain-
tiff does not allege that any of the Individual Defend-
ants and the Venture Capital Defendants committed
intentional or reckless misconduct or that any of the
Individual Defendants and the Venture Capital De-
fendants acted with scienter of fraudulent intent,
which are not elements of a Section 15 claim.

150. The Individual Defendants were controlling
persons of the Company within the meaning of Section
15 of the Securities Act. By reason of their ownership
interest in, senior management positions at, and/or di-
rectorships held at the Company, as alleged above, the
Individual Defendants invested in, individually and
collectively, had the power to influence, and did in fact
exercise control over the Company to cause it to en-
gage in the conduct complained of herein.

151. The Individual Defendants were each a cul-
pable participant in the violations of Section 11 of the
Securities Act alleged in the first Count above, based
on their having signed the Offering Materials and
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having otherwise participated in the process which al-
lowed the Offering to be successfully completed.

152. The Venture Capital Defendants each had
the ability to influence the policies and management
of the Company at all relevant times by their control
over the Company through Class B super voting com-
mon stock, pre-Offering agreements, and through
their designated directors of the Board. The Venture
Capital Defendants also had a financial interest in
taking the Company public and were critical to effec-
tuating the Offering.

153. By reason of such wrongful conduct, the In-
dividual Defendants and the Venture Capital Defend-
ants are liable pursuant to Section 15 of the Securities
Act. As a direct and proximate result of said wrongful
conduct, Plaintiff and the other members of the Class
suffered damages in connection with their purchase or
acquisition of Slack common stock.

PRAYER FOR RELIEF

WHEREFORE, Plaintiff prays for judgment as
follows:

A. Determining that the instant action may be
maintained as a class action under Rule 23 of the Fed-
eral Rules of Civil Procedure, and certifying Lead
Plaintiff as the Class representative;

B. Awarding compensatory damages in favor of
Plaintiff and the other Class members against all De-
fendants, jointly and severally, for all damages sus-
tained as a result of Defendants’ wrongdoing, in an
amount to be proven at trial,;

C. Awarding Plaintiff and the members of the
Class rescission, disgorgement, and all other remedies
in equity or in law pursuant to the Securities Act;
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D. Awarding Plaintiff and the other members
of the Class prejudgment and post-judgment interest,
as well as their reasonable attorneys’ fees with inter-
est, expert fees, and other costs; and

E. Awarding such other and further relief as
the Court deems just and proper.
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JURY TRIAL DEMANDED
Plaintiff hereby demands a trial by jury.

DATED: January 6, 2020.

Respectfully submitted,

BRAGAR EAGEL & SQUIRE, P.C.

/s/ W. Scott Holleman
W. Scott Holleman (#310266)
Melissa A. Fortunato (#319767)
Marion C. Passmore (#228474)
101 California Street, Suite 2710
San Francisco, California 94111
Telephone: (415) 365-7149
Email: holleman@bespc.com
fortunato@bespc.com
passmore@bespc.com

-and -

Lawrence P. Eagel

(pro hac vice forthcoming)
885 Third Avenue, Suite 3040
New York, New York 10022
Telephone: (212) 308-5888
Facsimile: (212) 504-3260
Email: eagel@bespc.com



