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If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
Act of 1933, check the following box.    ¨

If this form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective registration statement for the same offering.    ¨

If this form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.    ¨

If this form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.    ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x  (Do not check if a smaller reporting company) Smaller reporting company ¨

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the
Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until the Registration Statement shall become effective on such date as the
Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We and the selling stockholders may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities and we and
the selling stockholders are not soliciting offers to buy these securities in any jurisdiction where the offer or sale is not permitted.

PROSPECTUS (Subject to Completion)

Issued May 26, 2011

                     Shares

COMMON STOCK

Pandora Media, Inc. is offering                  shares of its common stock and the selling stockholders are offering                  shares of common
stock. We will not receive any proceeds from the sale of shares by the selling stockholders. This is our initial public offering and no public
market exists for our shares. We anticipate that the initial public offering price of our common stock will be between $                 and
$                 per share.

We have applied to list our common stock on The New York Stock Exchange under the symbol �P.�

Investing in the common stock involves risks. See �Risk Factors� beginning on page 11.
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PRICE $             A SHARE

Price to
Public

Underwriting
Discounts and
Commissions

Proceeds to
Company

Proceeds to
Selling

Stockholders
Per Share $         $         $         $         
Total $         $         $         $         

Pandora Media, Inc. and the selling stockholders have granted the underwriters the right to purchase up to an additional                  shares of
common stock to cover over-allotments.

The Securities and Exchange Commission and state securities regulators have not approved or disapproved these securities, or determined if
this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The underwriters expect to deliver the shares to purchasers on                     , 2011.

MORGAN STANLEY J.P. MORGAN CITI

WILLIAM BLAIR & COMPANY STIFEL NICOLAUS WEISEL WELLS FARGO SECURITIES

                        , 2011
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PANDORA®

internet radio

Our mission is to enrich people�s lives by enabling them to enjoy music they know and discover music they�ll love. Anytime. Anywhere.
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We, the selling stockholders and the underwriters have not authorized anyone to provide any information other than that contained or
incorporated by reference in this prospectus or in any free writing prospectus prepared by or on behalf of us or to which we have referred you.
We take no responsibility for, and can provide no assurance as to the reliability of, any other information that others may give you. We and the
selling stockholders are offering to sell and seeking offers to buy, shares of our common stock only in jurisdictions where offers and sales are
permitted. The information in this prospectus or a free-writing prospectus is accurate only as its date, regardless of its time of delivery or of any
sale of shares of our common stock. Our business, financial condition, results of operations and prospects may have changed since that date.

Until                     , 2011, all dealers that buy, sell or trade shares of our common stock, whether or not participating in this offering, may
be required to deliver a prospectus. This is in addition to the dealers� obligation to deliver a prospectus when acting as underwriters and
with respect to their unsold allotments or subscriptions.

Unless the context requires otherwise, the words �Pandora,� the �company,� �we,� �us� and �our� refer to Pandora Media, Inc. For purposes of this
prospectus, the term �stockholders� shall refer to holders of our common stock.
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PROSPECTUS SUMMARY

This summary highlights selected information contained elsewhere in this prospectus and is qualified in its entirety by the more detailed
information and financial statements included elsewhere in this prospectus. This summary may not contain all of the information that you should
consider before deciding to invest in our common stock. You should read this entire prospectus carefully, including the sections entitled �Risk
Factors� and �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our financial statements and
accompanying notes before making an investment decision.

PANDORA MEDIA, INC.

Our Mission

Our mission is to enrich people�s lives by enabling them to enjoy music they know and discover music they�ll love, anytime, anywhere. People
connect with music on a fundamentally personal and deeply emotional level. Whether it�s a song someone first heard ten years ago or one they�ve
just discovered, if they connect with that music on our service, a strong bond is forged at that moment with Pandora. Just as we value music, we
also hold a deep respect for those who create it. We celebrate and hold dear the individuals who have chosen to make music, from megastars to
talented new and emerging artists.

Who We Are

Pandora is the leader in internet radio in the United States, offering a personalized experience for each of our listeners. We have pioneered a new
form of radio � one that uses intrinsic qualities of music to initially create stations and then adapts playlists in real-time based on the individual
feedback of each listener. In April 2011, we had over 90 million registered users and we added a new registered user every second on average.
We have more than a 50% share of all internet radio listening time among the top 20 stations and networks in the United States, according to a
November 2010 report by Ando Media, or Ando, an audience measurement and ads management firm. Since we launched the Pandora service in
2005, our listeners have created over 1.4 billion stations.

The Music Genome Project and our playlist generating algorithms form the technology foundation that enables us to deliver personalized radio
to our listeners. These proprietary technologies power our ability to predict listener music preferences and play music content suited to the tastes
of each individual listener. The extensive musicological database of the Music Genome Project has been meticulously built by a team of
professional musicians and musicologists analyzing up to 450 attributes, or genes, for every song in our vast collection, to capture the
fundamental musical properties of each recording. When a listener enters a single song, artist, composer or genre to start a station � a process we
call seeding � our complex mathematical algorithms combine the genes cataloged by the Music Genome Project with individual and collective
feedback to suggest songs and build personalized playlists. Over the last decade, our music analysts have been analyzing songs, our engineers
have been organizing the genome and refining our playlist generating algorithms and, since the launch of our service five years ago, our listeners
have been giving us feedback as they use our service. Containing over 800,000 songs from over 80,000 artists, we believe the Music Genome
Project is the most comprehensive analysis of music in the world.

We make the Pandora service available through a variety of distribution channels. In addition to streaming our service to traditional computers,
we have developed Pandora applications for smartphones, such as Android phones, Blackberry phones and the iPhone, and partnered with the
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with major automobile manufacturers, including Ford Motor Company, Mercedes-Benz and MINI (BMW Group), and with suppliers to major
automobile manufacturers, to integrate the Pandora service into current and future automotive sound systems. Additionally, General Motors,
Hyundai and Toyota have publicly announced their plans for future Pandora integrations. To date, the Pandora app has been downloaded more
than 50 million times on the most popular smartphone platforms in the United States. According to a September 2010 report by Nielsen, a media
measurement firm, the Pandora app is a top five most used app across all four major smartphone platforms in the United States. In January 2011,
the Pandora app was the #2 all-time downloaded free iPhone app and the #1 all-time downloaded free iPad app, according to Apple.

We offer our service to listeners at no cost and we generate revenue primarily from advertising. We also offer a subscription service to listeners.
Our advertising solutions address three large advertising markets in the United States: online display, rich media and video, mobile and
broadcast radio. The online display, rich media and video advertising market was $9.8 billion in 2010, and is expected to grow at a 15%
compound annual growth rate to $17.0 billion in 2014, according to IDC, a provider of market intelligence. Just as shifting consumer
consumption to online media has driven online advertising growth, the mobile advertising market is expected to grow as more users access the
internet through mobile devices. IDC estimates that in 2010 there were 103 million consumer mobile devices using the internet in the United
States, and forecasts that this number will grow to 168 million in 2014. Along with consumer mobile internet usage growth, mobile advertising
is expected to grow rapidly, from $877 million in 2010 to $6.8 billion in 2014, a 67% compound annual growth rate according to IDC. Our
audio advertising products also address the broadcast radio ad market which was $13.4 billion in 2010 and is expected to reach $13.7 billion in
2014, according to IDC. We have a significant opportunity to serve the needs of both national and local advertising customers in these three
markets.

Our revenue was $55.2 million, $137.8 million and $51.0 million in fiscal 2010 and 2011 and the three months ended April 30, 2011,
respectively. Our net loss was $16.8 million, $1.8 million and $6.8 million in fiscal 2010 and 2011 and the three months ended April 30, 2011,
respectively, and we expect to continue to incur operating losses on an annual basis through at least fiscal 2012.

How We Are Redefining Radio

Radio has accounted for approximately 80% of audio entertainment listening hours every year from 2002 to 2009, according to the Veronis
Suhler Stevenson, or VSS, Communications Industry Forecasts, 22nd and 24th Editions. In addition, in 2009, listeners averaged 13 hours per
week of audio entertainment listening on the radio, compared to approximately three hours per week for owned recorded music on formats such
as CDs or MP3s, according to VSS. We are redefining radio from the traditional one-to-many programming of broadcast radio to a truly
personalized one-to-one radio listening experience. We believe the following competitive strengths will help us realize the potential of our
opportunity:

We Enable Personalization and Discovery. Unlike traditional radio stations that broadcast the same content at the same time to all of their
listeners, we enable each of our listeners to create up to 100 personalized stations. We believe the promotion of music discovery is one of the
reasons why radio has endured as the most popular way to listen to music and that our personalized playlist generating system more effectively
introduces listeners to music they will love.

We Listen to Our Listeners. We continue to build a highly-recognized brand by providing a high quality service. We believe the greatest
contributor to our growth has been our passionate listeners sharing their positive experiences with their friends, families and other music fans.
Pandora has grown primarily by word-of-mouth, and as a result, we have been able to build our brand with relatively low marketing costs.
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We�ve Pioneered a Personalized Playlist Generating System. Our proprietary personalized playlist generating system enables us to predict
listener music preferences and stream music content that is tailored to individual music tastes.

� Genotyping Music. Our music analysts measure up to 450 attributes per song that collectively capture a song�s musical attributes �
everything from melody, harmony and instrumentation to rhythm, vocals and lyrics.

� Leveraging Individual and Collective Feedback. While listening to a station, our listeners provide feedback by selecting a thumbs-up
(I like this song) or a thumbs-down (I don�t like this song). These �thumbs� teach us more about our listeners� preferences and we use
them to adapt and improve the playlist for each listener in real-time. In 2010, we received an aggregate of over three billion thumbs,
and since the launch of our service we have collected over ten billion thumbs.

� Developing and Refining Playlist Generating Algorithms. We have developed, and continue to refine, complex mathematical
algorithms that combine the musical analysis from the Music Genome Project with the individual and collective feedback we receive
from our listeners to predict music preferences and generate personalized playlists.

� Building Our Catalog. We add thousands of songs per month to the Music Genome Project based on music selected by our curators,
feedback from our listeners and independent submissions by artists. Our vast catalog of songs represent nearly every recorded
musical genre, from classical, jazz, rock, pop and hip hop to post punk, Celtic and flamenco.

We�ve Built a Multi-Channel Distribution Ecosystem. We work closely with our distribution partners, including manufacturers of smartphones,
consumer electronics products and automotive sound systems, so that our listeners can enjoy personalized radio anytime, anywhere.

Why Our Listeners Choose Pandora

We Provide a High Quality Personalized Experience Full of Discovery. Each of our listeners can create up to 100 internet radio stations
personalized for his or her tastes, mood, situation or venue. The Pandora service bridges the gap between music owned by listeners, which does
not promote discovery, and mass-market broadcast radio, which is not personalized.

Pandora is Free and Easy. Getting started on Pandora is free and easy. Our interface is simple, intuitive and uncluttered. Our goal is to have
listeners tapping their feet to music they love the moment they access the Pandora service. In addition to creating a station by selecting a song or
artist, we offer genre stations to make seeding a station even easier. Listeners can also learn about artists, songs and lyrics and easily access
online music stores to purchase singles or albums with a few simple clicks.

We�re Everywhere Our Listeners Want Us to Be. Music is a part of everyday life for most people. Thanks to the proliferation of broadband
internet access and internet-connected devices and our strong multi-partner ecosystem, listeners can access the Pandora service wherever they
want. Our listeners can tune in at work, in the car, at home and virtually anywhere they want.

Why Our Advertisers Choose Pandora
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Reaching Millions of People, One at a Time. We had over 90 million registered users as of April 2011 and in our fiscal year ended January 31,
2011, we streamed approximately 3.8 billion hours of radio listening. On the Pandora service, advertisers are able to reach listeners in ways that
are not possible for broadcast radio, which uses listener survey data to estimate a likely audience size and composition at any given time. We
enable both national and local advertisers to reach individual listeners based on their age, gender, zip code and music
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preferences and provide analytics for our advertisers detailing characteristics of the listeners their campaigns reached. Our listeners actively
participate with our service, providing advertisers the opportunity to interact with them.

Multi-Platform Ad Solutions. We provide display, audio and video advertising products across multiple distribution platforms. Our advertisers
have the ability to design multi-platform campaigns that reach our listeners wherever they enjoy listening to music. Our advertisers can
seamlessly combine audio ads with rich display ads to create an immersive branding environment. With one of the top mobile device apps and a
mobile listenership that has surpassed our traditional computer listenership, we believe we are well-positioned to continue to innovate in this
market.

Enhanced Messaging Environment. Our advertising products are integrated with the listening experience and are designed to minimize
disruption to our listeners while enhancing their engagement with ads. Our uncluttered listener interface maximizes the impact of our advertisers�
messages. Our display and video advertising products are generally served when listeners click on the Pandora service, such as when they
change a station or thumbs-up a song, further enhancing listener engagement with our advertisers� messages. In addition, on average, we
currently run less than one minute of audio ads per hour of listening. By comparison, the three major radio networks averaged approximately 13
minutes of ads per hour in 2009, according to SNL Kagan, a media and communications research firm.

Listener Growth

We track listener hours, number of registered users and number of active users because they are key indicators of the growth of our business.
The charts below set forth on a quarterly basis our listener hours for fiscal 2009, 2010 and 2011 and the three months ended April 30, 2011, as
well as our registered users as of the end of each of those periods.

Total Listener Hours(1) Total Registered Users(2) Total Active Users(3)
(in millions) (in millions, end of period) (in millions, end of period)

(1) Listener hours are defined in footnote 3 to our Selected and Other Financial Data.
(2) Registered users are defined in footnote 4 to our Selected and Other Financial Data.
(3) Active users are defined in footnote 5 to our Selected and Other Financial Data.

Pandora Tomorrow

Our growth has been driven by making the Pandora service a great experience for our listeners, by broadening the availability of our service and
by growing ad revenue in ways that work for both our listeners and our advertisers. We are focused on building a successful long-term business
and the key elements of our strategy are to:

Enhance Our Service. We believe the better job we do creating a great experience, the more listeners we attract, the more they listen, and the
more they help us grow through word-of-mouth. As a result, we intend to continue to innovate and improve the Pandora service.
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Develop Innovative Advertising Products. We continue to develop advertising products that are compelling for our advertisers without
compromising the experience for our listeners.

Build Our Ad Sales Force and Support Organization. We are building our sales force to further our penetration of national and local advertisers.

Expand Distribution. We are expanding our reach to new mobile, consumer electronics and automotive platforms.

Expand to Other Geographies. We believe there is a substantial market for online personalized radio outside of the United States, and our
long-term goal is to deliver the Pandora service to listeners globally.

Expand Content Formats. Although music format stations represent approximately 80% of total radio share according to Arbitron, a media and
marketing research firm, many radio listeners are drawn to comedy, sports, talk, news and other forms of content beyond music. In May 2011,
we began offering comedy stations that can be personalized to each listener�s tastes, and over the long term we think there is an opportunity to
offer other types of content in addition to music and comedy.

Risks Related to Our Business

Our business is subject to a number of risks of which you should be aware before making an investment decision. These risks are discussed more
fully under the caption �Risk Factors,� and include but are not limited to the following:

� Internet radio is an emerging market, and if we are unable to increase the number of listeners and listener hours or to convince
advertisers of the benefits of our advertising products, our business and future prospects will be harmed.

� Our mobile listenership has experienced significant growth since we introduced the first mobile version of our service in May 2007,
and we have plans to increase the number of listeners who use the Pandora service on mobile devices. However, according to IDC,
the percentage of U.S. advertising spending allocated to advertising on mobile devices was less than 1% in 2010, compared to 13%
for all online advertising. If we are unable to increase revenue from our advertising products delivered to mobile devices, our results
of operations will be materially adversely affected.

� We face many competitive challenges, any of which could adversely affect our prospects, results of operations and financial
condition.

� Our current business plan depends upon arrangements pursuant to which we obtain licenses from, and pay royalties to, copyright
owners of both musical works and sound recordings. The rates we pay for the use of sound recordings for the years 2006 through
2015 were negotiated and settled following an adverse ruling by the U.S. Copyright Royalty Board and there is no guarantee that the
rates to which we may be subject thereafter will allow us to reach sustained profitability.
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� Our ability to increase the number of our listeners will depend in part on our ability to establish and maintain relationships with
makers of connected devices, our ability to make our technologies compatible with their platforms and consumer acceptance of the
products that integrate our service.

� Our business and prospects depend on the strength of our brand and failure to maintain and enhance our brand would harm our
ability to expand our base of listeners, advertisers and other partners and may require us to increase our marketing expenses, which
would adversely affect our results of operations.
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Corporate Information

We were incorporated in the State of California in January 2000 as TheSavageBeast.com, Inc. and changed our name in May 2000 to Savage
Beast Technologies Incorporated. In July 2005, we changed our name to Pandora Media, Inc. In December 2010, we became a Delaware
corporation by way of a merger with and into a wholly-owned Delaware subsidiary, with the Delaware subsidiary remaining as the surviving
corporation with the name Pandora Media, Inc. following the merger.

We have a January 31 fiscal year end. Accordingly, all references herein to a fiscal year refer to the 12 months ended January 31 of such year,
and references to the first, second, third and fourth fiscal quarters refer to the three months ended April 30, July 31, October 31 and January 31,
respectively.

Our principal executive offices are located at 2101 Webster Street, Suite 1650, Oakland, California 94612 and our telephone number is
(510) 451-4100. Our website is www.pandora.com. The information on or that can be accessed through our website is not part of, and is not
incorporated, into this prospectus.

Pandora®, the Music Genome Project® and other trademarks or services marks of Pandora appearing in this prospectus are the property of
Pandora. All other service marks, trademarks and trade names referred to in this prospectus are property of their respective holders.
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THE OFFERING

Common stock offered by Pandora                      shares

Common stock offered by the selling stockholders                      shares

Total common stock offered                      shares

Over-allotment option                      shares

Common stock to be outstanding after this offering                      shares, or                      shares if the underwriters exercise their option to
purchase additional shares in full based on the number of shares of common stock as of
April 30, 2011.

Dividend policy Except for the payment of accrued and unpaid dividends on our redeemable convertible
preferred stock upon conversion of such redeemable convertible preferred stock in
connection with the closing of this offering, we do not anticipate paying any dividends in
the foreseeable future. See the sections captioned �Use of Proceeds� and �Dividend Policy�
for additional information.

Use of proceeds We estimate that the net proceeds to us from the sale of the shares of common stock
offered by us will be approximately $            , or approximately $             if the
underwriters� over-allotment option is exercised in full, based on an assumed initial public
offering price of $             per share, the midpoint of the estimated price range set forth on
the cover page of this prospectus, and after deducting underwriting discounts and
commissions and estimated offering expenses payable by us. We will not receive any of
the proceeds from the sale of common stock by the selling stockholders.

We will use a portion of the net proceeds of this offering to pay accrued and unpaid
dividends on our redeemable convertible preferred stock in connection with the automatic
conversion of such redeemable convertible preferred stock into common stock upon the
closing of this offering. The amount of such accrued dividends will be equal to
(1) approximately $29.7 million, which is the amount of accrued dividends if the closing
had occurred on April 30, 2011, plus (2) approximately $26,000 per day for the period
from April 30, 2011 to the date of the closing. We anticipate that we will use the
remaining net proceeds of this offering for general corporate purposes, including working
capital. We may also use a portion of the net proceeds to acquire, invest in, or obtain
rights to, complementary technologies, products, services or businesses. There are no
such transactions under consideration at this time. See the section captioned �Use of
Proceeds� for additional information.

Proposed NYSE symbol �P�
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The number of shares of our common stock to be outstanding after this offering is based on 152,521,033 shares of our common stock
outstanding as of April 30, 2011 and excludes:

� 37,632,905 shares of common stock issuable upon the exercise of outstanding options to purchase our common stock at a weighted
average exercise price of approximately $1.32 per share;

� 403,298 shares of common stock issuable upon exercise of warrants at a weighted average exercise price of approximately $0.71 per
share;

� 1,369,357 shares of common stock reserved for issuance under our existing stock option plan; and

� 12,000,000 shares of our common stock reserved for issuance under our 2011 Long-Term Incentive Plan, plus annual increases
thereunder, as described in the section captioned �Executive Compensation-Employee Benefit Plans-2011 Long-Term Incentive Plan.�

Unless otherwise indicated, all information in this prospectus reflects and assumes the following:

� no exercise by the underwriters of their option to purchase up to                      additional shares of our common stock;

� the conversion of all outstanding warrants to purchase shares of our redeemable convertible preferred stock into warrants to purchase
403,298 shares of common stock upon the closing of this offering;

� the automatic conversion of all of our outstanding redeemable convertible preferred stock into an aggregate of 137,294,574 shares of
common stock upon the closing of this offering and the payment in cash of accrued dividends on such shares in connection with such
conversion; and

� the filing of our amended and restated certificate of incorporation and the adoption of our amended and restated bylaws immediately
prior to the effectiveness of the offering.
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SUMMARY FINANCIAL AND OTHER DATA

The following tables summarize financial data regarding our business. You should read the following summary financial and other data in
conjunction with �Selected Financial and Other Data� and �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� and our financial statements and related notes included elsewhere in this prospectus. We derived the statements of operations data for
the years ended January 31, 2009, 2010 and 2011 and balance sheet data as of January 31, 2011 from our audited financial statements included
elsewhere in this prospectus. We derived the unaudited statement of operations data for the three months ended April 30, 2010 and 2011 and the
balance sheet data as of April 30, 2011 from our unaudited financial statements included elsewhere in this prospectus. The pro forma, as
adjusted balance sheet data reflects balance sheet data as of April 30, 2011 after giving pro forma effect to the automatic conversion of all
outstanding redeemable convertible preferred stock into common stock upon the closing of this offering, our receipt of the net proceeds from the
sale by us in this offering of                      shares of common stock at an assumed initial public offering price of $             per share, the mid-point
of the estimated price range on the cover page of this prospectus, and the application of the net proceeds we will receive from this offering in the
manner described in �Use of Proceeds.� The unaudited interim financial statements data has been prepared on the same basis as the audited
financial statements and reflects all adjustments, consisting only of normal recurring adjustments, necessary for a fair presentation of the
financial information set forth in those statements. Our historical results are not necessarily indicative of results to be expected in any future
period, and results for the three months ended April 30, 2011 are not necessarily indicative of results to be expected for the full fiscal year.

Fiscal Year Ended January 31,
Three Months Ended

April 30,
    2009        2010        2011        2010        2011    

(unaudited)
Statement of Operations Data: (in thousands, except per share data)
Revenue:
Advertising $ 18,247 $ 50,147 $ 119,333 $ 18,446 $ 43,661
Subscription services and other 1,086 5,042 18,431 3,153 7,379

Total revenue 19,333 55,189 137,764 21,599 51,040
Costs and expenses:
Cost of revenue(1) 7,398 7,892 11,559 2,390 4,360
Product development(1) 6,116 6,026 6,736 1,499 2,731
Marketing and sales(1) 13,265 17,426 36,250 5,433 12,964
General and administrative(1) 4,190 6,358 14,183 2,471 6,943
Content acquisition 15,771 32,946 69,357 12,616 29,158

Total costs and expenses 46,740 70,648 138,085 24,409 56,156

Loss from operations (27,407) (15,459) (321) (2,810) (5,116) 
Other expense, net (821) (1,294) (1,309) (194) (1,616) 

Loss before provision for income taxes (28,228) (16,753) (1,630) (3,004) (6,732) 
Provision for income taxes � � 134 � 22

Net loss (28,228) (16,753) (1,764) (3,004) (6,754) 
Deemed dividend on Series D and Series E � (1,443) � � �
Accretion of redeemable convertible preferred stock (58) (218) (300) (81) (70) 
Increase in cumulative dividends payable upon conversion of liquidation of redeemable
convertible preferred stock (3,751) (6,461) (8,978) (1,883) (2,320) 

Loss attributable to common stockholders $ (32,037) $ (24,875) $ (11,042) $ (4,968) $ (9,144) 

Basic and diluted net loss per share attributable to common stockholders $ (5.45) $ (3.84) $ (1.03) $ (0.64) $ (0.61) 

Weighted-average number of shares used in computing per share amounts 5,881 6,482 10,761 7,791 14,900

Pro forma net loss per share attributable to common stockholders:
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Basic and diluted (unaudited) $ (0.01) $ (0.03) 

Pro forma weighted average shares used to compute pro forma net loss per share attributed
to common stockholders:
Basic and diluted (unaudited) 145,503 152,195
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Key Metrics (unaudited):

Fiscal Year Ended January 31,
Three Months Ended

April 30,
    2009        2010        2011        2010        2011    

Listener hours (in billions)(2) 0.9 1.8 3.8 0.7 1.6
Registered users (end of period, in millions)(3) 22 45 82 53 94
Active users (end of period, in millions)(4) 7 16 29 18 34

As of April 30, 2011

Actual

Pro Forma, 
as

Adjusted(5)
(unaudited)

Balance Sheet Data (in thousands):
Cash and cash equivalents $ 43,718 $
Working capital 36,218
Total assets 101,605
Preferred stock warrant liabilities 2,550
Redeemable convertible preferred stock 128,757
Common stock and additional paid-in capital 1,306
Total stockholders� deficit (90,767) 

(1) Includes stock-based compensation as follows:

Fiscal Year Ended January 31,
Three Months Ended

April 30,
    2009        2010        2011        2010        2011    

(unaudited)
(in thousands)

Cost of revenue $ 14 $ 18 $ 85 $ 6 $ 64
Product development 54 125 329 40 177
Marketing and sales       188       225 549 76 423
General and administrative 77 109 492 70 272

Total stock-based compensation $ 333 $ 477 $ 1,455 $ 192 $ 936

(2) Listener hours are defined in footnote 3 to our Selected Financial and Other Data.
(3) Registered users are defined in footnote 4 to our Selected Financial and Other Data.
(4) Active users are defined in footnote 5 to our Selected Financial and Other Data.
(5) A $1.00 increase (decrease) in the assumed initial public offering price of $             per share of our common stock in this offering would increase (decrease)

each of cash and cash equivalents, working capital, total assets and total stockholders� equity by $             million, assuming the number of shares offered by
us, as set forth on the cover page of this prospectus, remains the same, and after deducting underwriting discounts and commissions and estimated offering
expenses payable by us.
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RISK FACTORS

Investing in our common stock involves a high degree of risk. Before deciding to invest in our common stock, you should carefully consider each
of the following risk factors and all other information set forth in this prospectus and any related free writing prospectus. The following risks
and the risks described elsewhere in this prospectus, including in the section entitled �Management�s Discussion and Analysis of Financial
Condition and Results of Operations,� could materially harm our business, financial condition, operating results, cash flow and prospects. If
that occurs, the trading price of our common stock could decline, and you may lose all or part of your investment.

Risks Related to Our Business

Internet radio is an emerging market, which makes it difficult to evaluate our current business and future prospects.

Internet radio is an emerging market and our current business and future prospects are difficult to evaluate. The market for internet radio has
undergone rapid and dramatic changes in its relatively short history and is subject to significant challenges. As a result, the future revenue and
income potential of our business is uncertain. You should consider our business and prospects in light of the risks and difficulties we encounter
in this new and rapidly evolving market, which risks and difficulties include, among others:

� our relatively new, evolving and unproven business model;

� our ability to retain our current listenership, build our listener base and increase listener hours;

� our ability to effectively monetize listener hours, particularly with respect to listener hours on mobile devices;

� our ability to attract new advertisers, retain existing advertisers and prove to advertisers that our advertising platform is effective
enough to justify a pricing structure that is profitable for us;

� our ability to maintain relationships with makers of mobile devices, consumer electronic products and automobiles; and

� our operation under an evolving music industry licensing structure that may change or cease to exist, which in turn may result in a
significant increase in our operating expenses.

Failure to successfully address these risks and difficulties, and other challenges associated with operating in a new and emerging market, could
inhibit the implementation of our business plan, significantly harm our financial condition, operating results and liquidity and prevent us from
achieving or sustaining profitability.

We have incurred significant operating losses in the past and may not be able to generate sufficient revenue to be profitable.
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Since our inception in 2000, we have incurred significant net operating losses and as of April 30, 2011, we had an accumulated deficit of $92.1
million. A key element of our strategy is to increase the number of listeners and listener hours to increase our market penetration. However, as
our number of listener hours increases, the royalties we pay for content acquisition also increase. We have not in the past generated, and may not
in the future generate, sufficient revenue from the sale of advertising and subscriptions to offset such royalty expenses. If we cannot successfully
earn revenue at a rate that exceeds the operational costs associated with increased listener hours, we may not be able to achieve or sustain
profitability. In addition, we expect to invest heavily in our operations to support anticipated future growth and public company reporting and
compliance obligations. As a result of these factors, we expect to continue to incur operating losses on an annual basis through at least fiscal
2012.

Our revenue increased rapidly in each of the fiscal years ended January 31, 2007 through January 31, 2011; however, we expect our revenue
growth rate to decline in the future as a result of a variety of factors, including
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increased competition and the maturation of our business, and we cannot assure you that our revenue will continue to grow or will not decline.
You should not consider our historical revenue growth or operating expenses as indicative of our future performance. If our revenue growth rate
declines or our operating expenses exceed our expectations, our financial performance will be adversely affected. Further, if our future growth
and operating performance fail to meet investor or analyst expectations, it could have a materially negative effect on our stock price.

In addition, in our efforts to increase revenue as the number of listener hours has grown, we have expanded and expect to continue to expand our
sales force. If our hiring of additional sales personnel does not result in a sufficient increase in revenue, the cost of this additional headcount will
not be offset, which would harm our operating results and financial condition.

Our failure to convince advertisers of the benefits of our service in the future could harm our business.

For our fiscal year ended January 31, 2011 and the three months ended April 30, 2011, we derived 86.6% and 85.5%, respectively, of our
revenue from the sale of advertising and expect to continue to derive a substantial majority of our revenue from the sale of advertising in the
future. Our ability to attract and retain advertisers, and ultimately to generate advertising revenue, depends on a number of factors, including:

� increasing the number of listener hours;

� keeping pace with changes in technology and our competitors;

� competing effectively for advertising dollars from other online marketing and media companies;

� penetrating the market for local radio advertising;

� continuing to develop and diversify our advertisement platform, which currently includes delivery of display, audio and video
advertising products through multiple delivery channels, including traditional computers, mobile and other connected devices,
including automobiles; and

� coping with ad blocking technologies that have been developed and are likely to continue to be developed that can block the display
of our ads.

Our agreements with advertisers are generally short term or may be terminated at any time by the advertiser. Advertisers are spending only a
small amount of their overall advertising budget on our service, may view advertising with us as experimental and unproven and may leave us
for competing alternatives at any time. We may never succeed in capturing a greater share of our advertisers� core advertising spending,
particularly if we are unable to achieve the scale and market penetration necessary to demonstrate the effectiveness of our advertising platforms,
or if our advertising model proves ineffective or not competitive when compared to alternatives. Failure to demonstrate the value of our service
would result in reduced spending by, or loss of, existing or potential future advertisers, which would materially harm our revenue and business.

Advertising on mobile devices, such as smartphones, is an emerging phenomenon, and if we are unable to increase revenue from our
advertising products delivered to mobile devices, our results of operations will be materially adversely affected.
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Our number of listener hours on mobile devices has surpassed listener hours on traditional computers, and we expect that this trend will
continue. Our mobile listenership has experienced significant growth since we introduced the first mobile version of our service in May 2007.
Listener hours on mobile devices constituted approximately 4.6%, 23.5%, 50.5% and 60.3% of our total listener hours for fiscal years 2009,
2010 and 2011 and the three months ended April 30, 2011, respectively. We expect this growth to continue, though at a less rapid pace.
Advertising on mobile devices is an emerging phenomenon, and the percentage of advertising spending allocated to advertising on mobile
devices is lower than online advertising. According to IDC, the percentage of U.S. advertising spending allocated to advertising on mobile
devices was less than 1% in 2010, compared to 13% for all online advertising. Our cost of content acquisition is currently calculated on the same
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basis whether a listening hour is consumed on a traditional computer or a mobile device. To date, we have not been able to generate revenue
from our advertising products delivered to mobile devices as effectively as we have for our advertising products served on traditional computers.
While a substantial amount of our revenue has been derived from display ads, some display ads may not be currently optimized for use on
certain mobile devices. For example, display ads are not well-suited for use on smartphones due to the size of the device screen and may not be
appropriate for automobiles due to safety considerations. Further, some display ads may not be optimized to take advantage of the multimedia
capabilities of connected devices. By contrast, audio ads are better-suited for delivery in automobiles and across mobile and connected device
platforms and video ads can be optimized for a variety of platforms. Our audio and video advertising products are relatively new and have not
been as widely accepted by advertisers as our traditional display ads. In addition, the introduction of audio advertising places us in more direct
competition with terrestrial radio, as many advertisers that purchase audio ads focus their spending on terrestrial radio stations. One challenge
we face in promoting audio ads is thus overcoming any reluctance of these advertisers to migrate their advertising spend to online advertising.
We have plans to increase our number of listener hours on mobile and other connected devices, including our efforts to expand the reach of our
service by making it available on an increasing number of such devices, such as smartphones and devices connected to or installed in
automobiles, and we cannot assure you that we will be able to effectively monetize inventory generated by listeners using mobile and connected
devices, or the time frame on which we may do so.

Unavailability of, or fluctuations in, third-party measurements of our audience may adversely affect our ability to grow advertising revenue.

Selling ads requires that we demonstrate to advertisers that our service has substantial reach, and we rely on third parties to quantify the reach of
our service. These third-party ratings may not reflect our true listening audience and the third parties may change their methodologies.
Third-party independent rating agencies have not yet developed rating systems that comprehensively and accurately measure the reach of our
service, especially on mobile and consumer electronic devices. We expect that in the future these rating agencies will begin to publish
increasingly reliable information about the reach of our service. However, until then, in order to demonstrate to potential advertisers the reach of
our service, we must supplement third-party ratings data with our internal research, which is perceived as less reliable than third-party numbers.
If our mobile audience becomes rated, it is not clear whether the measurement technology of the third-party rating agencies will initially
integrate with ours or whether their methodology will accurately reflect the value of our service. If such third-party ratings are inaccurate or we
receive low ratings, our ability to convince advertisers of the benefits of our service would be adversely affected.

Our success depends upon the continued acceptance of online advertising as an alternative or supplement to offline advertising.

The percentage of the advertising market allocated to online advertising lags the percentage of time spent by people consuming media online by
a significant degree. Growth of our business will depend in large part on the reduction or elimination of this gap between online and offline
advertising spending, which may not happen in a way or to the extent that we currently expect. Many advertisers still have limited experience
with online advertising and may continue to devote significant portions of their advertising budgets to traditional, offline advertising media.
Accordingly, we continue to compete for advertising dollars with traditional media, including broadcast radio.

Although advertisers as a whole are spending an increasing amount of their overall advertising budget on online advertising, we face a number
of challenges in growing our advertising revenue. We compete for advertising dollars with significantly larger and more established online
marketing and media companies such as Facebook, Google, MSN and Yahoo!. We believe that the continued growth and acceptance of our
online advertising products will depend on the perceived effectiveness and the acceptance of online advertising models generally, which is
outside of our control. Any lack of growth in the market for online advertising could result in reduced revenue or increased marketing expenses,
which would harm our operating results and financial condition.
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If our efforts to attract prospective listeners and to retain existing listeners are not successful, our growth prospects and revenue will be
adversely affected.

Our ability to grow our business and generate advertising revenue depends on retaining and expanding our listener base and increasing listener
hours. We must convince prospective listeners of the benefits of our service and existing listeners of the continuing value of our service. The
more listener hours we stream, the more ad inventory we have to sell. Further, growth in our listener base increases the size of demographic
pools targeted by advertisers, which improves our ability to deliver advertising in a manner that maximizes our advertising customers� return on
investment and, ultimately, to demonstrate the effectiveness of our advertising solutions and justify a pricing structure that is profitable for us. If
we fail to grow our listener base and listener hours particularly in key demographics such as young adults, we will be unable to grow advertising
revenue, and our business will be materially and adversely affected.

Our ability to increase the number of our listeners and listener hours will depend on effectively addressing a number of challenges and we may
fail to do so. Some of these challenges include:

� providing listeners with a consistent high quality, user-friendly and personalized experience;

� continuing to build our catalogs of music and comedy content that our listeners enjoy;

� continuing to innovate and keep pace with changes in technology and our competitors; and

� maintaining and building our relationships with makers of consumer products such as mobile devices, other consumer electronic
products and automobiles to make our service available through their products.

In addition, we have historically relied heavily on the success of viral marketing to expand consumer awareness of our service. If we are unable
to maintain or increase the efficacy of our viral marketing strategy, or if we otherwise decide to expand the reach of our marketing through use
of more costly marketing campaigns, we will experience an increase in marketing expenses, which could have an adverse effect on our results of
operations. We cannot assure you that we will be successful in maintaining or expanding our listener base and failure to do so would materially
reduce our revenue and adversely affect our business, operating results and financial condition.

Further, although we use our number of registered users and our number of active users as indicators of our brand awareness and the growth of
our business, the number of registered users and number of active users exceeds the number of unique individuals who register for, or actively
use, our service for a number of reasons. We define registered users as the total number of accounts that have been created for our service and
we define active users as the number of distinct registered users that have requested audio from our servers within the trailing 30 days from the
end of each calendar month. To establish an account, a person must provide an email address and a user name, but no personally unique
information and a person may have multiple accounts. If the number of actual listeners does not result in an increase in listener hours, then our
business may not grow as quickly as we expect, which may harm our business, operating results and financial condition.

We face and will continue to face competition for both listener hours and advertising spending.
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We compete with other content providers for listener hours.

We compete for the time and attention of our listeners with other content providers on the basis of a number of factors, including quality of
experience, relevance, acceptance and diversity of content, ease of use, price, accessibility, perception of ad load and brand awareness and
reputation.

Our competitors include terrestrial radio providers such as CBS and Clear Channel, satellite radio providers such as Sirius XM, online radio
providers such as iheartradio, Last.fm and Slacker Personal Radio, subscription online on-demand music providers such as RDIO and Rhapsody
and potential U.S. market entrants like Spotify. Terrestrial radio providers offer their content for free, are well-established and accessible to
listeners and offer content, such as news, sports, traffic, weather and talk, that we currently do not. In addition, many terrestrial radio stations
have begun broadcasting digital signals, which provide high quality audio transmission. Satellite
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radio providers offer extensive and oftentimes exclusive news, comedy, sports and talk content, national signal coverage, and long established
automobile integration. Select online providers offer more extensive content libraries and can be accessed internationally, while online
on-demand services give listeners total control to choose their content.

We also compete more broadly with providers of alternative forms of audio media and entertainment, which are purchased or available for free
and playable on mobile devices, automobiles and in the home, such as iTunes audio files, MP3s, CDs, and other forms of pre-recorded audio, as
well as content streams from other online services such as Hulu, VEVO and YouTube. We face increasing competition for listeners from a
growing variety of businesses that deliver audio media content through mobile phones and other wireless devices, such as iTunes.

We believe that companies with a combination of financial resources, technical expertise and digital media experience also pose a significant
threat of developing competing internet radio and digital audio entertainment technologies in the future. In particular, if known incumbents in
the digital media space such as Amazon, Apple, Facebook or Google choose to offer competing services, they may devote greater resources than
we have available, have a more accelerated time frame for deployment and leverage their existing user base and proprietary technologies to
provide products and services that our listeners and advertisers may view as superior. Our current and future competitors may have more
well-established brand recognition, more established relationships with consumer product manufacturers, greater financial, technical, and other
resources, more sophisticated technologies or more experience in the markets in which we compete.

We also compete for listeners on the basis of our presence and visibility as compared with other businesses and software that deliver audio and
other content through the internet, mobile devices and consumer products. We face significant competition for listeners from companies
promoting their own digital music and content online or through application stores, including several large, well-funded and seasoned
participants in the digital media market. Search engines, such as Google, and mobile device application stores, such as the iTunes Store, rank
responses to search queries based on the popularity of a website or mobile application, as well as other factors that are outside of our control.
Additionally, mobile device application stores often offer users the ability to browse applications by various criteria, such as the number of
downloads in a given time period, the length of time since a mobile app was released or updated, or the category in which the application is
placed. The websites and mobile applications of our competitors may rank higher than our website and our Pandora app, and our app may be
difficult to locate in mobile device application stores, which could draw potential listeners away from our service and toward those of our
competitors. In addition, our competitors� products may be pre-loaded into consumer electronics products or automobiles, creating an initial
visibility advantage. If we are unable to compete successfully for listeners against other digital media providers by maintaining and increasing
our presence and visibility online, in application stores and in consumer electronics products and automobiles, our listener hours may fail to
increase as expected or decline and our advertising sales will suffer.

To compete effectively, we must continue to invest significant resources in the development of our service to enhance the user experience of our
listeners. There can be no assurance that we will be able to compete successfully for listeners in the future against existing or new competitors,
and failure to do so could result in loss of existing or potential listeners, reduced revenue, increased marketing expenses or diminished brand
strength, any of which could harm our business.

We compete for advertising spending with other content providers.

We compete for a share of advertisers� overall marketing budgets with other content providers on a variety of factors including perceived return
on investment, effectiveness and relevance of our advertising products, pricing structure and ability to deliver large volumes or precise types of
ads to targeted demographics.
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We face significant competition for advertising dollars from terrestrial and, to a lesser extent, satellite radio providers. As many of the
advertisers we target have traditionally advertised on terrestrial radio and have less experience with internet radio providers, they may be
reluctant to spend for advertising on traditional computers,
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mobile or other connected device platforms. In addition, terrestrial radio providers as well as other traditional media companies in television and
print, such as broadcast television networks such as ABC, CBS, FOX and NBC, cable television channel providers, national newspapers such as
the New York Times and the Wall Street Journal and some regional newspapers, enjoy a number of competitive advantages over us in attracting
advertisers, including large established audiences, longer operating histories, greater brand recognition and a growing presence on the internet.

Although advertisers are allocating an increasing amount of their overall marketing budgets to web and mobile-based ads, such spending lags
behind growth in internet usage, and the market for online and mobile advertising is intensely competitive. As a result, we also compete for
advertisers with a range of internet companies, including major internet portals, search engine companies and social media sites. Large internet
companies with greater brand recognition, such as Facebook, Google, MSN and Yahoo! have significant numbers of direct sales personnel and
substantial proprietary advertising inventory and web traffic that provide a significant competitive advantage and have a significant impact on
pricing for internet advertising and web traffic. The trend toward consolidation among online marketing and media companies may also affect
pricing and availability of advertising inventory.

In order to compete successfully for advertisers against new and existing competitors, we must continue to invest resources in developing and
diversifying our advertisement platform, harnessing listener data and ultimately proving the effectiveness and relevance of our advertising
products. Failure to compete successfully against our current or future competitors could result in loss of current or potential advertisers or a
reduced share of our advertisers� overall marketing budget, which could adversely affect our pricing and margins, lower our revenue, increase our
research and development and marketing expenses and prevent us from achieving or maintaining profitability.

We operate under statutory licensing structures for the reproduction and public performance of sound recordings that could change or cease
to exist, which would adversely affect our business.

We currently operate under statutory licensing regimes and structures that may change or cease to exist. Unlike traditional radio broadcasters, we
must pay performance rights royalties for the digital audio transmission of sound recordings pursuant to the Digital Performance Right in Sound
Recordings Act and Digital Millennium Copyright Act. Subject to our ongoing compliance with numerous statutory conditions and regulatory
requirements for a non-interactive service, we are permitted to operate under a statutory license that allows the streaming in the U.S. of any
sound recording lawfully released to the public. We are also permitted to make reproductions of sound recordings on computer servers pursuant
to a separate statutory license designed to facilitate the making of transmissions. There is no guarantee that we will continue to be eligible to
operate under these statutory licenses. For example, if a court were to determine that we operate an interactive streaming service or make
reproductions of sound recordings outside the statutory license, we would have to negotiate license agreements with sound recording copyright
owners individually, a time consuming and expensive undertaking that would jeopardize our ability to stream all music currently in our library
and could result in royalty costs that are prohibitively expensive. In addition, if copyright owners object to the functionality or transmission
methods of our service, we could lose our eligibility to operate under the statutory licenses. Our ability to avoid negotiating separate agreements
with the many copyright owners of sound recordings depends on these two statutory licenses, and if we were to no longer qualify for operation
under, or violate the provisions of the statutory licenses, we could be subject to significant liability for copyright infringement and may no longer
be able to operate under our existing licensing regime. For our fiscal year ended January 31, 2011 and the three months ended April 30, 2011,
we incurred SoundExchange related content acquisition costs representing 45% and 53%, respectively, of our total revenue for those periods.

The rates to be paid for the streaming of sound recordings pursuant to the statutory licenses can be established by either negotiation or through a
rate proceeding conducted by the Copyright Royalty Board, or CRB, a tribunal established within the U.S. Library of Congress. In 2007, the
CRB set royalty rates for the online streaming of sound recordings for 2006 through 2010 that were so high that the cost for streaming sound
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recordings alone would have been unsustainable under our current business model. In response to the lobbying efforts of internet webcasters,
including us, Congress passed the Webcaster Settlement Acts of 2008 and 2009, which permitted webcasters and SoundExchange, the sole entity
designated by the CRB to collect and distribute the statutory royalties paid by internet webcasters such as us, to negotiate alternative rates to
those established by the CRB for the years 2006 through 2015. In July 2009, certain webcasters reached an agreement with SoundExchange,
establishing a more favorable royalty structure that we have elected to accept and that by its terms will apply through 2015. We do not know
what rates will be available to us following that period and there is no guarantee that the royalty structure that emerged from the negotiations
with SoundExchange pursuant to the Webcaster Settlement Acts will be available after 2015. The CRB, which still has rate-making authority
over us upon expiration of our agreement with SoundExchange, has consistently established royalty rates that would, if paid by us, consume an
unsustainable percentage of our revenue. If we are unable to reach a new agreement with SoundExchange for the period after 2015, our
operating costs may significantly increase, which could harm our financial condition and inhibit the implementation of our business plan.

We depend upon third-party licenses for musical works and a change to or loss of these licenses could increase our operating costs or
adversely affect our ability to retain and expand our listener base, and therefore could adversely affect our business.

To secure the rights to stream musical works embodied in sound recordings over the internet, we obtain licenses from or for the benefit of
copyright owners and pay royalties to copyright owners or their agents. Those who own copyrights in musical works are vigilant in protecting
their rights and seek royalties that are very high in relation to the revenue that can be generated from the public performance of such works.
There is no guarantee that the licenses available to us now will continue to be available in the future or that such licenses will be available at the
royalty rates associated with the current licenses. If we are unable to secure and maintain rights to stream musical works or if we cannot do so on
terms that are acceptable to us, our ability to stream music content to our listeners, and consequently our ability to attract and retain advertisers,
will be adversely impacted.

In order to stream musical works embodied in sound recordings over the internet, we must obtain public performance licenses and pay license
fees to three performing rights organizations: Broadcast Music, Inc., or BMI, SESAC, Inc., or SESAC, and the American Society of Composers,
Authors and Publishers, or ASCAP. These organizations represent the rights of songwriters and music publishers, negotiate with copyright users
such as us, collect royalties and distribute those royalties to the copyright owners they represent, namely songwriters and music publishers.
Performing rights organizations have the right to audit our playlists and royalty payments, and any such audit could result in disputes over
whether we have paid the proper royalties. If such a dispute were to occur, we could be required to pay additional royalties and the amounts
involved could be material. We currently operate under negotiated agreements with BMI and SESAC, however, these agreements are subject to
termination by either party in accordance with their terms at the end of each calendar year, with respect to BMI, and at the end of each yearly
term, with respect to SESAC, and there is no guarantee that the associated royalty rates available to us now will be available to us in the future.
BMI, pursuant to a consent decree entered into with the U.S. Department of Justice, cannot refuse to grant us licenses for the public performance
of musical works represented by BMI but the rates to be paid to BMI can be set, in the absence of a negotiated agreement, by the rate court
established pursuant to such decree in the U.S. District Court for the Southern District of New York. SESAC is not subject to a mandatory
licensing obligation and could withhold the rights to all of the musical works for which it acts as a licensor on behalf of songwriters and music
publishers. The loss of the musical works represented by SESAC could diminish the appeal of our service to listeners.

In October 2010, we elected to terminate our prior agreement with ASCAP as of December 31, 2010 because we believe that royalty rates
currently sought by ASCAP are excessive. Notwithstanding our termination of the agreement, musical works administered by ASCAP are
licensed to us pursuant to the provisions of a consent decree, similar to the BMI consent decree referred to above. The ASCAP consent decree
also established a rate court in the U.S. District Court for the Southern District of New York. The rates to be paid by us will be set either by
mutual agreement between us and ASCAP, or by a ruling from the ASCAP rate court. Pending a final
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determination of new rates, we will account to ASCAP on an interim basis at reasonable royalty rates to be established either by mutual
agreement or by the ASCAP rate court. If either we or ASCAP request that the rate court determine our royalty rate, rate court proceedings can
take years to complete and be very costly. In such a case, there is no guarantee that the rate court will establish royalty rates more favorable to us
than those we previously paid pursuant to our license agreement with ASCAP, and we could be liable for both increased royalty rates going
forward and a potential true-up of royalty payments in excess of any interim royalties paid for the period following December 31, 2010. For our
fiscal year ended January 31, 2011 and the three months ended April 30, 2011, we incurred BMI, SESAC and ASCAP related content
acquisition costs representing 4% and 4%, respectively, of our total revenue for those periods.

We do not currently pay so-called �mechanical royalties� to music publishers for the reproduction and distribution of musical works embodied in
transitory copies used to make streams audible to our listeners. Although not currently a matter of dispute, if music publishers were to change
their position and seek to be paid mechanical royalties by us, and a final judgment were entered by a court requiring that payment, our royalty
obligations could increase significantly, which would increase our operating expenses and harm our business and financial interests.

In May 2011, we started streaming spoken word comedy content, for which the underlying literary works are not currently entitled to eligibility
for licensing by any performing rights organization for the United States. While pursuant to industry-wide custom and practice, this content is
performed absent a specific license from any such performing rights organization, there can be no assurance that this will not change or that we
will not otherwise become subject to additional licensing costs for spoken word comedy content imposed by performing rights organizations in
the future.

If music publishers withdraw all or a portion of their catalogs from performing rights organizations such as ASCAP or BMI, we may be
forced to enter into direct licensing agreements with these publishers at rates higher than those we currently pay, or may be unable to reach
agreement with these publishers at all, which could adversely affect our business, financial condition and results of operations.

In May 2011, EMI Music Publishing, or EMI, announced its decision to withdraw certain licensing rights from ASCAP that EMI had previously
authorized ASCAP to manage on its behalf. As a result, ASCAP may no longer be able to license the webcasting of songs from EMI�s catalog of
musical compositions, and digital music webcasters, such as Pandora, who were previously able to secure licenses from ASCAP for EMI
musical compositions may now have to enter into direct licensing arrangements with EMI. Although we continue to be licensed by ASCAP, it is
currently unclear what specific effect EMI�s limited withdrawal from ASCAP will have on us, or whether other publishers may also choose to
withdraw all or a portion of their catalogs from the collection of musical compositions that ASCAP has the authority to license. If we are unable
to reach an agreement with respect to the repertoire of EMI or any other music publisher who withdraws all or a portion of its catalog(s) from
ASCAP or other performing rights organizations, or if we are forced to enter into direct licensing agreements with publishers at rates higher than
those currently set by the performing rights organizations (or the U.S. District Court having supervisory authority over ASCAP and BMI) for the
performance of musical works, our ability to stream music content to our listeners may be limited or our operating costs may significantly
increase, which could adversely affect our business, financial condition and results of operations.

If we fail to accurately predict and play music or comedy content that our listeners enjoy, we may fail to retain existing and attract new
listeners.

We believe that a key differentiating factor between the Pandora service and other music content providers is our ability to predict music that our
listeners will enjoy. Our personalized playlist generating system, based on the Music Genome Project and our proprietary algorithms, is designed
to enable us to predict listener music preferences and select music content tailored to our listeners� individual music tastes. We have invested, and
will
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continue to invest, significant resources in refining these technologies; however, we cannot assure you that such investments will yield an
attractive return or that such refinements will be effective. The effectiveness of our personalized playlist generating system depends in part on
our ability to gather and effectively analyze large amounts of listener data and listener feedback and we have no assurance that we will continue
to be successful in enticing listeners to give a thumbs-up or thumbs-down to enough songs for our database to effectively predict and select new
and existing songs. In addition, our ability to offer listeners songs that they have not previously heard and impart a sense of discovery depends
on our ability to acquire and appropriately categorize additional songs that will appeal to our listeners� diverse and changing tastes. While we
have more than 800,000 songs in our catalog, we must continuously identify and analyze additional songs that our listeners will enjoy and we
may not effectively do so. We recently launched comedy on the Pandora service, which are designed to predict comedy content that our listeners
will enjoy using technology similar to the technology that we use to generate personalized playlists for music. The risks that apply to predicting
our listeners� musical tastes apply to comedy to an even greater extent, particularly as we lack experience with content other than music, do not
yet have a large set of data on listener preferences for comedy and have a much smaller comedy catalog as compared to music. Our ability to
predict and select music or comedy content that our listeners enjoy is critical to the perceived value of our service among listeners and failure to
make accurate predictions would adversely affect our ability to attract and retain listeners, increase listener hours and sell advertising.

Our ability to increase the number of our listeners will depend in part on our ability to establish and maintain relationships with automakers,
automotive suppliers and consumer electronics manufacturers and consumer acceptance of the products that integrate our service.

A key element of our strategy to expand the reach of our service and increase the number of our listeners and listener hours is to establish and
maintain relationships with automakers, automotive suppliers and consumer electronics manufacturers that integrate our service into and with
their products. Working with certain third-party distribution partners, we currently offer listeners the ability to access our service through a
variety of consumer electronics products used in the home and devices connected to or installed in automobiles. We intend to broaden our ability
to reach additional listeners, and increase current listeners hours, through other platforms and partners over time. However, reaching agreements
with distribution partners can be time consuming, and once an agreement is reached, product design cycles can be lengthy. If we are not
successful in maintaining existing and creating new relationships, or if we encounter technological, content licensing or other impediments, our
ability to grow our business could be adversely impacted.

Our existing agreements with partners in the automobile industry generally do not obligate an automobile manufacturer to launch the integration
of our service in its automobiles. In addition, some automobile manufacturers or their supplier partners may terminate their agreements with us
for convenience. Our business could be adversely affected if our automobile partners and consumer electronics partners do not continue to
provide access to our service or are unwilling to do so on terms acceptable to us. If we are forced to amend the business terms of our distribution
agreements as a result of competitive pressure, our ability to maintain and expand the reach of our service and increase listener hours would be
adversely affected, which would reduce our revenue and harm our operating results.

Additionally, we distribute our mobile applications via smartphone application download stores managed by Apple, Google, Palm and Research
In Motion, or RIM, and such distribution is subject to an application developer license agreement in each case. Should any of these parties
amend the terms of their license in such a way that inhibits our ability to distribute the Pandora apps via their application store, or negatively
impacts our economics in such distribution, our ability to increase listener hours and sell advertising would be adversely affected, which would
reduce our revenue and harm our operating results.
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Loss of agreements with the makers of mobile devices, renegotiation of such agreements on less favorable terms or other actions these third
parties may take could harm our business.

Most of our agreements with makers of mobile operating systems and devices through which our service may be accessed, including Apple,
RIM and Google, are short term or can be cancelled at any time with little or no prior notice or penalty. The loss of these agreements, or the
renegotiation of these agreements on less favorable economic or other terms, could limit the reach of our service and its attractiveness to
advertisers. Some of these mobile device makers, including Apple, are now, or may in the future become, competitors of ours, and could stop
allowing or supporting access to our service through their products for competitive reasons. Furthermore, because devices providing access to
our service are not manufactured and sold by us, we cannot guarantee that these companies will ensure that their devices perform reliably, and
any faulty connection between these devices and our service may result in consumer dissatisfaction toward us, which could damage our brand.

If we are unable to continue to make our technology compatible with the technologies of third-party distribution partners who make our
service available to our listeners through mobile devices, consumer electronic products and automobiles, we may not remain competitive and
our business may fail to grow or decline.

In order to deliver music everywhere our listeners want to hear it, we need our service to be compatible with mobile, consumer electronic,
automobile and website technologies. Our service is accessible in part through Pandora-developed or third-party developed applications that
hardware manufacturers embed in, and distribute through, their devices. Connected devices and their underlying technology are constantly
evolving. As internet connectivity of automobiles, mobile devices, and other consumer electronic products expands and as new
internet-connected products are introduced, we must constantly adapt our technology. It is difficult to keep pace with the continual release of
new devices and technological advances in digital media delivery and predict the problems we may encounter in developing versions of our
applications for these new devices and delivery channels, and it may become increasingly challenging to do so in the future. In particular, the
technology used for streaming the Pandora service in automobiles remains at an early stage and may not result in a seamless customer
experience. If automobile and consumer electronic makers fail to make products that are compatible with our technology or we fail to adapt our
technology to evolving requirements, our ability to grow or sustain the reach of our service, increase listener hours and sell advertising could be
adversely affected.

Furthermore, consumer tastes and preferences can change in rapid and unpredictable ways and consumer acceptance of these products depends
on the marketing, technical and other efforts of third-party manufacturers, which is beyond our control. If consumers fail to accept the products
of the companies with whom we partner or if we fail to establish relationships with makers of leading consumer products, our business could be
adversely affected.

We rely upon an agreement with DoubleClick, which is owned by Google, for delivering and monitoring our ads. Failure to renew the
agreement on favorable terms, or termination of the agreement, could adversely affect our business.

We use DoubleClick�s ad-serving platform to deliver and monitor ads for our service. There can be no assurance that our agreement with
DoubleClick, which is owned by Google, will be extended or renewed upon expiration, that we will be able to extend or renew our agreement
with DoubleClick on terms and conditions favorable to us or that we could identify another alternative vendor to take its place. Our agreement
with DoubleClick also allows DoubleClick to terminate our relationship before the expiration of the agreement on the occurrence of certain
events, including if DoubleClick determines that our use of its service could damage or cause injury to DoubleClick or reflect unfavorably on
DoubleClick�s reputation.
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Our independent registered public accounting firm has advised us that it has identified a material weakness in our internal control over
financial reporting relating to inadequate financial statement preparation and review procedures.

In connection with the audit of our financial statements as of and for the year ended January 31, 2011 our independent registered public
accounting firm reported to our audit committee that it had identified a material weakness in internal control over financial reporting related to
inadequate financial statement preparation and review procedures. Under standards established by the Public Company Accounting Oversight
Board, a material weakness is a deficiency, or combination of deficiencies in internal control over financial reporting, such that there is a
reasonable possibility that a material misstatement of our annual or interim financial statements will not be prevented or detected and corrected
on a timely basis. Specifically, our independent registered public accounting firm determined that we did not have adequate procedures and
controls to ensure that accurate financial statements could be prepared on a timely basis, including insufficient review of account reconciliations
that did not identify exceptions or that required journal entries.

As a result of this material weakness, our auditors recommend that we:

� implement and formalize written policies and procedures for the review of account analyses, reconciliations and journal entries;

� assign account reconciliations and journal entries during the reporting period close process to specific individuals of our finance
team;

� formally document procedures performed during the review process;

� implement enhanced oversight procedures to ensure that the account reconciliation review process has been performed prior to
finalization of the financial statements at each reporting period;

� formalize examination of closing period revenue and expenses cut-off procedures; and

� formalize accounting evaluation of non-routine judgments and estimations.

We concurred with the findings of our independent registered public accounting firm. We are working to remediate the material weakness. We
have begun taking numerous steps and plan to take additional steps to remediate the underlying causes of the material weakness, primarily
through the development and implementation of formal policies, improved processes and documented procedures, as well as the hiring of
additional accounting and finance personnel. The actions that we are taking are subject to ongoing senior management review, as well as audit
committee oversight. Although we plan to complete this remediation process as quickly as possible, we cannot at this time estimate how long it
will take, and our initiatives may not prove to be successful in remediating this material weakness. If we are unable to successfully remediate
this material weakness and if we are unable to produce accurate and timely financial statements, our stock price may be adversely affected and
we may be unable to maintain compliance with applicable stock exchange listing requirements.

In addition, we will need to evaluate our internal controls over financial reporting in connection with Section 404 of the Sarbanes Oxley Act for
fiscal 2012, and our auditors will be required to attest to our internal controls over financial reporting starting with our annual report for fiscal
2013. This assessment will need to include disclosure of any material weaknesses in our internal control over financial reporting identified by
our management, as well as our auditors� attestation report on our internal controls over financial reporting. We are just beginning the costly and
challenging process of compiling the system and processing documentation needed to comply with such requirements. We may not be able to
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complete our evaluation, testing and any required remediation in a timely fashion. During the evaluation and testing processes, if we identify one
or more material weaknesses in our internal control over financial reporting, we will be unable to assert that our internal control over financial
reporting is effective. If we are unable to assert that our internal control over financial reporting is effective, or if our auditors are unable to
express an opinion on the effectiveness of our internal control over financial reporting, we could lose investor confidence in the accuracy and
completeness of our financial reports, which could have a material adverse effect on the price of our common stock.
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Our business and prospects depend on the strength of our brand and failure to maintain and enhance our brand would harm our ability to
expand our base of listeners, advertisers and other partners.

Maintaining and enhancing the �Pandora� brand is critical to expanding our base of listeners, advertisers and other partners. Maintaining and
enhancing our brand will depend largely on our ability to continue to develop and provide an innovative and high quality experience for our
listeners and attract advertisers, content owners and automobile, mobile device, and other consumer electronic product manufacturers to work
with us, which we may not do successfully.

Our brand may be impaired by a number of other factors, including service outages, data privacy and security issues, listener perception of ad
load and exploitation of our trademarks by others without permission. Further, if our partners fail to maintain high standards for products that
integrate our service, fail to display our trademarks on their products in breach of our agreements with them, or use our trademarks incorrectly or
in an unauthorized manner or if we partner with manufacturers of products that our listeners reject, the strength of our brand could be adversely
affected. In addition, there is a risk that the word �Pandora� could become so commonly used that we lose protection for this trademark, which
could result in other people using the word �Pandora� to refer to their own products, thus diminishing the strength of our brand.

We have not historically been required to spend considerable resources to establish and maintain our brand. However, if we are unable to
maintain the growth rate in the number of our listeners, we may be required to expend greater resources on advertising, marketing, and other
brand-building efforts to preserve and enhance consumer awareness of our brand which would adversely affect our operating results and may not
be effective.

We have experienced rapid growth in recent periods. If we fail to effectively manage our growth, our business and operating results may
suffer.

We have recently experienced, and expect to continue to experience, rapid growth which has placed, and will continue to place, significant
demands on our management and our operational and financial infrastructure. We expect that our growth strategy will require us to commit
substantial financial, operational and technical resources. In order to attain and maintain profitability, we will need to recruit, integrate and retain
skilled and experienced sales personnel who can demonstrate our value proposition to advertisers and increase the monetization of listener hours,
particularly on mobile devices. Continued growth could also strain our ability to maintain reliable service levels for our listeners, effectively
monetize our listener hours, develop and improve our operational, financial and management controls, enhance our reporting systems and
procedures and recruit, train and retain highly skilled personnel. If our systems do not evolve to meet the increased demands placed on us by an
increasing number of advertisers, we may also be unable to meet our obligations under advertising agreements with respect to the timing of our
delivery of advertising or other performance obligations. As our operations grow in size, scope and complexity, we will need to improve and
upgrade our systems and infrastructure, which will require significant expenditures and allocation of valuable management resources. If we fail
to maintain the necessary level of discipline and efficiency and allocate limited resources effectively in our organization as it grows, our
business, operating results and financial condition will suffer.

We depend on key personnel to operate our business, and if we are unable to retain, attract and integrate qualified personnel, our ability to
develop and successfully grow our business could be harmed.

We believe that our future success is highly dependent on the contributions of our executive officers as well as our ability to attract and retain
highly skilled and experienced sales, technical and other personnel. All of our employees, including our executive officers, are free to terminate
their employment relationship with us at any time, and their knowledge of our business and industry may be difficult to replace. Qualified
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competition for qualified personnel is particularly intense in the San Francisco Bay Area, where our headquarters are located. If we are unable to
attract and retain our executive officers and key employees, we may not be able to
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achieve our strategic objectives, and our business could be harmed. In addition, we believe that our key executives have developed highly
successful and effective working relationships. If one or more of these individuals leave, we may not be able to fully integrate new executives or
replicate the current dynamic and working relationships that have developed among our executive officers and other key personnel, and our
operations could suffer.

Interruptions or delays in service arising from our own systems or from our third-party vendors could impair the delivery of our service and
harm our business.

We rely on systems housed in our own facilities and upon third-party vendors, including bandwidth providers and data center facilities located in
California and Virginia, to enable listeners to receive our content in a dependable, timely, and efficient manner. We have experienced and expect
to continue to experience periodic service interruptions and delays involving our own systems and those of our third-party vendors. We do not
currently maintain a live fail-over capability that would allow us to switch our streaming operations from one facility to another in the event of a
service outage. Both our own facilities and those of our third-party vendors are vulnerable to damage or interruption from earthquakes, floods,
fires, power loss, telecommunications failures and similar events. They also are subject to break-ins, sabotage, intentional acts of vandalism, the
failure of physical, administrative, and technical security measures, terrorist acts, natural disasters, human error, the financial insolvency of our
third-party vendors and other unanticipated problems or events. The occurrence of any of these events could result in interruptions in our service
and to unauthorized access to, or alteration of, the content and data contained on our systems and that these third-party vendors store and deliver
on our behalf.

We exercise no control over our third-party vendors, which makes us vulnerable to any errors, interruptions, or delays in their operations. Any
disruption in the services provided by these vendors could have significant adverse impacts on our business reputation, customer relations and
operating results. Upon expiration or termination of any of our agreements with third-party vendors, we may not be able to replace the services
provided to us in a timely manner or on terms and conditions, including service levels and cost, that are favorable to us, and a transition from
one vendor to another vendor could subject us to operational delays and inefficiencies until the transition is complete.

Our operating results may fluctuate, which makes our results difficult to predict and could cause our results to fall short of expectations.

Our revenue and operating results could vary significantly from quarter to quarter and year to year because of a variety of factors, many of
which are outside our control. As a result, comparing our operating results on a period to period basis may not be meaningful. In addition to
other risk factors discussed in this �Risk Factors� section, factors that may contribute to the variability of our quarterly and annual results include:

� our ability to retain our current listenership, build our listener base and increase listener hours;

� our ability to more effectively monetize mobile listener hours, particularly as the number of listener hours on mobile devices grow;

� our ability to attract and retain existing advertisers and prove that our advertising products are effective enough to justify a pricing
structure that is profitable for us;

� our ability to effectively manage our growth;
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� our ability to enjoy the benefit of rates negotiated below those established by the CRB in 2007;

� our ability to enjoy the benefits of collective licensing available through performing rights organizations;

� the effects of increased competition in our business;
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� our ability to keep pace with changes in technology and our competitors;

� interruptions in service, whether or not we are responsible for such interruptions, and any related impact on our reputation;

� costs associated with defending any litigation, including intellectual property infringement litigation;

� our ability to pursue, and the timing of, entry into new geographic or content markets and, if pursued, our management of this
expansion;

� the impact of general economic conditions on our revenue and expenses; and

� changes in government regulation affecting our business.

Seasonal variations in listener and advertising behavior may also cause fluctuations in our financial results. We expect to experience some
effects of seasonal trends in listener behavior due to increased internet usage and sales of media-streaming devices during certain vacation and
holiday periods. For example, we expect to experience increased usage during the fourth quarter of each calendar year due to the holiday season,
and in the first quarter of each calendar year due to increased use of media-streaming devices received as gifts during the holiday season. We
may also experience higher advertising sales during the fourth quarter of each calendar year due to greater advertiser demand during the holiday
season. In addition, expenditures by advertisers tend to be cyclical and discretionary in nature, reflecting overall economic conditions, the
economic prospects of specific advertisers or industries, budgeting constraints and buying patterns and a variety of other factors, many of which
are outside our control. While we believe these seasonal trends have affected and will continue to affect our quarterly results, our trajectory of
rapid growth may have overshadowed these effects to date. We believe that our business may become more seasonal in the future and that such
seasonal variations in listener behavior may result in fluctuations in our financial results.

Failure to protect our intellectual property could substantially harm our business and operating results.

The success of our business depends on our ability to protect and enforce our trade secrets, trademarks, copyrights and patents and all of our
other intellectual property rights, including our intellectual property rights underlying the Pandora service. We attempt to protect our intellectual
property under trade secret, trademark, copyright and patent law, and through a combination of employee and third-party nondisclosure
agreements, other contractual restrictions, and other methods. These afford only limited protection. Despite our efforts to protect our intellectual
property rights and trade secrets, unauthorized parties may attempt to copy aspects of our song selection technology or obtain and use our trade
secrets and other confidential information. Moreover, policing our intellectual property rights is difficult, costly and may not always be effective.

We have filed, and may in the future file, patent applications. It is possible, however, that these innovations may not be protectable. In addition,
given the cost, effort, risks and downside of obtaining patent protection, including the requirement to ultimately disclose the invention to the
public, we may choose not to seek patent protection for certain innovations. However, such patent protection could later prove to be important to
our business. Furthermore, there is always the possibility that our patent applications may not issue as granted patents, that the scope of the
protection gained will be insufficient or that an issued patent may be deemed invalid or unenforceable. We also cannot guarantee that any of our
present or future patents or other intellectual property rights will not lapse or be invalidated, circumvented, challenged or abandoned, that our
intellectual property rights will provide competitive advantages to us, that our ability to assert our intellectual property rights against potential
competitors or to settle current or future disputes will not be limited by our relationships with third parties, that any of our pending or future
patent applications will have the coverage originally sought, that our intellectual property rights will be enforced in jurisdictions where
competition may be intense or where legal protection may be weak, or that we will not lose the ability to assert our intellectual property rights
against or to license our technology to others and collect royalties or other payments.
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We have registered �Pandora,� �Music Genome Project� and other marks as trademarks in the United States. Nevertheless, competitors may adopt
service names similar to ours, or purchase our trademarks and confusingly similar terms as keywords in internet search engine advertising
programs, thereby impeding our ability to build brand identity and possibly leading to confusion among our listeners or advertising customers. In
addition, there could be potential trade name or trademark infringement claims brought by owners of other registered trademarks or trademarks
that incorporate variations of the term Pandora or our other trademarks. Any claims or customer confusion related to our trademarks could
damage our reputation and brand and substantially harm our business and operating results.

We currently own the www.pandora.com internet domain name and various other related domain names. Domain names are generally regulated
by internet regulatory bodies. If we lose the ability to use a domain name in a particular country, we would be forced either to incur significant
additional expenses to market our solutions within that country or to elect not to sell solutions in that country. Either result could harm our
business and operating results. The regulation of domain names in the United States and in foreign countries is subject to change. Regulatory
bodies could establish additional top-level domains, appoint additional domain name registrars or modify the requirements for holding domain
names. As a result, we may not be able to acquire or maintain the domain names that utilize our brand names in the United States or other
countries in which we may conduct business in the future.

In order to protect our trade secrets and other confidential information, we rely in part on confidentiality agreements with our employees,
consultants and third parties with whom we have relationships. These agreements may not effectively prevent disclosure of trade secrets and
other confidential information and may not provide an adequate remedy in the event of misappropriation of trade secrets or any unauthorized
disclosure of trade secrets and other confidential information. In addition, others may independently discover our trade secrets and confidential
information, and in such cases we could not assert any trade secret rights against such parties. Costly and time-consuming litigation could be
necessary to enforce and determine the scope of our trade secret rights and related confidentiality and nondisclosure provisions, and failure to
obtain or maintain trade secret protection, or our competitors� obtainment of our trade secrets or independent development of unpatented
technology similar to ours or competing technologies, could adversely affect our competitive business position.

Litigation or proceedings before the U.S. Patent and Trademark Office or other governmental authorities and administrative bodies in the United
States and abroad may be necessary in the future to enforce our intellectual property rights, to protect our patent rights, trademarks, trade secrets
and domain names and to determine the validity and scope of the proprietary rights of others. Our efforts to enforce or protect our proprietary
rights may be ineffective and could result in substantial costs and diversion of resources and management time, each of which could
substantially harm our operating results.

Assertions by third parties of infringement or other violation by us of their intellectual property rights could result in significant costs and
substantially harm our business and operating results.

Internet, technology and media companies are frequently subject to litigation based on allegations of infringement, misappropriation or other
violations of intellectual property rights. Some internet, technology and media companies, including some of our competitors, own large
numbers of patents, copyrights, trademarks and trade secrets, which they may use to assert claims against us. Third parties have asserted, and
may in the future assert, that we have infringed, misappropriated or otherwise violated their intellectual property rights, and as we face
increasing competition, the possibility of intellectual property rights claims against us grows. For example, in April 2011, we were served with a
complaint by Augme Technologies, Inc. alleging that we have infringed an Augme patent and seeking injunctive relief and monetary damages.
Such litigation may involve patent holding companies or other adverse patent owners who have no relevant product revenue, and therefore our
own issued and pending patents may provide little or no deterrence to these patent owners in bringing intellectual property rights claims against
us. In addition, various federal and state laws and regulations govern the intellectual property rights associated with sound recordings and
musical works. Existing laws and regulations are evolving
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and subject to different interpretations, and various federal and state legislative or regulatory bodies may expand current or enact new laws or
regulations. We cannot assure you that we are not infringing or violating any third-party intellectual property rights.

We cannot predict whether assertions of third-party intellectual property rights or any infringement or misappropriation claims arising from such
assertions will substantially harm our business and operating results. If we are forced to defend against any infringement or misappropriation
claims, whether they are with or without merit, are settled out of court, or are determined in our favor, we may be required to expend significant
time and financial resources on the defense of such claims. Furthermore, an adverse outcome of a dispute may require us to pay damages,
potentially including treble damages and attorneys� fees, if we are found to have willfully infringed a party�s intellectual property; cease making,
licensing or using solutions that are alleged to infringe or misappropriate the intellectual property of others; expend additional development
resources to redesign our solutions; enter into potentially unfavorable royalty or license agreements in order to obtain the right to use necessary
technologies, content, or materials; and to indemnify our partners and other third parties. Royalty or licensing agreements, if required or
desirable, may be unavailable on terms acceptable to us, or at all, and may require significant royalty payments and other expenditures. In
addition, any lawsuits regarding intellectual property rights, regardless of their success, could be expensive to resolve and would divert the time
and attention of our management and technical personnel.

We may require additional capital to pursue our business objectives and respond to business opportunities, challenges or unforeseen
circumstances. If capital is not available to us, our business, operating results and financial condition may be harmed.

We may require additional capital to operate or expand our business. In addition, some of our current or future strategic initiatives, including
entry into non-music content channels, such as comedy, or international markets, may require substantial additional capital resources before they
begin to generate revenue. Additional funds may not be available when we need them, on terms that are acceptable to us, or at all. For example,
our current credit facility contains restrictive covenants relating to our capital raising activities and other financial and operational matters, and
any debt financing secured by us in the future could involve further restrictive covenants, which may make it more difficult for us to obtain
additional capital and to pursue business opportunities. In addition, volatility in the credit markets may have an adverse effect on our ability to
obtain debt financing. If we do not have funds available to enhance our solutions, maintain the competitiveness of our technology and pursue
business opportunities, we may not be able to service our existing listeners, acquire new listeners or attract or retain advertising customers, each
of which could inhibit the implementation of our business plan and materially harm our operating results.

We may acquire other companies or technologies, which could divert our management�s attention, result in additional dilution to our
stockholders and otherwise disrupt our operations and harm our operating results.

We may in the future seek to acquire or invest in businesses, products or technologies that we believe could complement or expand our service,
enhance our technical capabilities or otherwise offer growth opportunities. The pursuit of potential acquisitions may divert the attention of
management and cause us to incur various expenses in identifying, investigating and pursuing suitable acquisitions, whether or not they are
consummated.

In addition, we do not have any experience in acquiring other businesses. If we acquire additional businesses, we may not be able to integrate the
acquired personnel, operations and technologies successfully, or effectively manage the combined business following the acquisition. We also
may not achieve the anticipated benefits from the acquired business due to a number of factors, including:

� unanticipated costs or liabilities associated with the acquisition;
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� harm to our existing business relationships with business partners and advertisers as a result of the acquisition;

� harm to our brand and reputation;

� the potential loss of key employees;

� use of resources that are needed in other parts of our business; and

� use of substantial portions of our available cash to consummate the acquisition.

In addition, a significant portion of the purchase price of companies we acquire may be allocated to acquired goodwill and other intangible
assets, which must be assessed for impairment at least annually. In the future, if our acquisitions do not yield expected returns, we may be
required to take charges to our operating results based on this impairment assessment process.

Acquisitions could also result in dilutive issuances of equity securities or the incurrence of debt, which could adversely affect our operating
results. In addition, if an acquired business fails to meet our expectations, our operating results, business and financial condition may suffer.

We face many risks associated with our long-term plan to expand our operations outside of the United States, including difficulties obtaining
rights to stream music on favorable terms.

Expanding our operations into international markets is an element of our long-term strategy. However, offering our service outside of the United
States involves numerous risks and challenges. Most importantly, while the Digital Performance Right in Sound Recordings Act and the Digital
Millennium Copyright Act provide a statutory licensing regime for the streaming of sound recordings to listeners within the United States, there
is no equivalent statutory licensing regime available outside of the United States, and the other licensing alternatives currently available are not
commercially viable. Currently, the licensing terms offered by rights organizations and individual copyright owners in countries outside the
United States are prohibitively expensive. Addressing licensing structure and royalty rate issues in the United States required us to make very
substantial investments of time, capital and other resources, and our business could have failed if such investments had not succeeded.
Addressing these issues in foreign jurisdictions may require a commensurate investment by us, and there can be no assurance that we would
succeed or achieve any return on this investment.

In addition, international expansion would expose us to other risks such as:

� the need to modify our technology and sell our solutions in non-English speaking countries;

� the need to localize our service to foreign customers� preferences and customs;

�
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difficulties in managing operations due to language barriers, distance, staffing, cultural differences and business infrastructure
constraints;

� our lack of experience in marketing, and encouraging viral marketing growth without incurring significant marketing expenses, in
foreign countries;

� application of foreign laws and regulations to us;

� fluctuations in currency exchange rates;

� reduced or ineffective protection of our intellectual property rights in some countries; and

� potential adverse tax consequences associated with foreign operations and revenue.

Further, in jurisdictions where copyright protection has been insufficient to protect against widespread music piracy, achieving market
acceptance of our service may prove difficult as we would need to convince listeners to stream our service when they could otherwise download
the same music for free. As a result of these
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obstacles, we may find it impossible or prohibitively expensive to enter foreign markets, or entry into foreign markets could be delayed, which
could hinder our ability to grow our business.

Expansion of our operations into non-music content, including our recent launch of comedy, subjects us to additional business, legal,
financial and competitive risks.

Expansion of our operations into delivery of non-music content stations involves numerous risks and challenges, including increased capital
requirements, new competitors and the need to develop new strategic relationships. For example, in May 2011, we started streaming spoken
word comedy content, for which the underlying literary works are not currently entitled to eligibility for licensing by any performing rights
organization for the United States. Rather, pursuant to industry-wide custom and practice, this content is performed absent a specific license
from any such performing rights organization. Further, growth into this new area may require changes to our existing business model and cost
structure, modifications to our infrastructure and exposure to new regulatory and legal risks, any of which may require expertise in which we
have little or no experience. There is no guarantee that we will be able to generate sufficient revenue from advertising sales associated with
comedy content to offset the costs of maintaining comedy stations. For example, many of the mainstream advertisers that choose to place ads on
our music stations may choose not to advertise on our comedy stations because of the sometimes explicit nature of comedy content. Further, we
have established a reputation as an online music provider and our ability to gain acceptance and listenership for comedy content stations, and
thus our ability to attract advertisers on comedy stations, is not certain. Failure to obtain or retain rights to comedy content on acceptable terms,
or at all, to successfully monetize and generate revenues from such content, or to effectively manage the numerous risks and challenges
associated with such expansion could adversely affect our revenues and profitability. To the extent we choose, in the future, to offer additional
types of content beyond music and comedy, such as news, talk and sports programming, we will be subject to many of these same risks.

Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.

At January 31, 2011, we had federal net operating loss carryforwards of approximately $79.6 million and tax credit carryforwards of
approximately $0.7 million. At January 31, 2011, we had state net operating loss carryforwards of approximately $75.6 million and tax credit
carryforwards of approximately of $1.8 million. Under Section 382/383 of the Internal Revenue Code of 1986, as amended, or the Code, if a
corporation undergoes an �ownership change,� the corporation�s ability to use its pre-change net operating loss carryforwards and other pre-change
tax attributes, such as research tax credits, to offset its post-change income may be limited. In general, an �ownership change� will occur if there is
a cumulative change in our ownership by �5-percent shareholders� that exceeds 50 percentage points over a rolling three-year period. Similar rules
may apply under state tax laws. As a result of prior equity issuances and other transactions in our stock, we have previously experienced
�ownership changes� under section 382 of the Code and comparable state tax laws. We may also experience ownership changes in the future as a
result of this issuance or future transactions in our stock. As a result, if we earn net taxable income, our ability to use our pre-change net
operating loss carryforwards or other pre-change tax attributes to offset United States federal and state taxable income is subject to limitations.

If we cannot maintain our corporate culture as we grow, we could lose the innovation, teamwork and focus that contribute crucially to our
business.

We believe that a critical component of our success is our corporate culture, which we believe fosters innovation, encourages teamwork,
cultivates creativity and promotes focus on execution. We have invested substantial time, energy and resources in building a highly collaborative
team that works together effectively in a non-hierarchical environment designed to promote openness, honesty, mutual respect and pursuit of
common goals. As we develop the infrastructure of a public company and continue to grow, we may find it difficult to maintain these valuable
aspects of our corporate culture. Any failure to preserve our culture could negatively impact our future success, including our ability to attract
and retain employees, encourage innovation and teamwork and effectively focus on and pursue our corporate objectives.
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Federal, state and industry regulations as well as self-regulation related to privacy and data security concerns pose the threat of lawsuits and
other liability, require us to expend significant resources, and may hinder our ability and our advertisers� ability to deliver relevant
advertising.

We collect and utilize demographic and other information, including personally identifiable information, from and about our listeners as they
interact with our service. For example, to register for a Pandora account, our listeners must provide the following information: age, gender, zip
code and e-mail address. Listeners must also provide their credit card or debit card numbers and other billing information in connection with
additional service offerings. We also may collect information from our listeners when they enter information on their profile page, post
comments on other listeners� pages, use other community or social networking features that are part of our service, participate in polls or contests
or sign up to receive e-mail newsletters. Further, we and third parties use tracking technologies, including �cookies� and related technologies, to
help us manage and track our listeners� interactions with our service and deliver relevant advertising.

Various federal and state laws and regulations govern the collection, use, retention, sharing and security of the data we receive from and about
our listeners. Privacy groups and government bodies have increasingly scrutinized the ways in which companies link personal identities and data
associated with particular users or devices with data collected through the internet, and we expect such scrutiny to continue to increase. Alleged
violations of laws and regulations relating to privacy and data security, and any relevant claims, may expose us to potential liability and may
require us to expend significant resources in responding to and defending such allegations and claims. For example, in late 2010 and early 2011,
we were named as a defendant in several class action lawsuits alleging, among other things, violations of computer fraud, computer trespass and
privacy laws. In addition, in early 2011, we were served with a subpoena to produce documents in connection with a federal grand jury, which
we believe was convened to investigate the information sharing processes of certain popular applications that run on the Apple and Android
mobile platforms. While we were informed that we are not a specific target of the investigation, and we believe that similar subpoenas were
issued on an industry-wide basis to the publishers of numerous other smartphone applications, we will likely incur legal costs related to
compliance with the subpoena, management�s attention could be diverted and there is no guarantee that we will avoid costly litigation. Claims or
allegations that we have violated laws and regulations relating to privacy and data security have resulted and could in the future result in
negative publicity and a loss of confidence in us by our listeners and our advertisers, and may subject us to fines by credit card companies and
loss of our ability to accept credit and debit card payments.

Existing privacy-related laws and regulations are evolving and subject to potentially differing interpretations, and various federal and state
legislative and regulatory bodies may expand current or enact new laws regarding privacy and data security-related matters. We may find it
necessary or desirable to join self-regulatory bodies or other privacy-related organizations that require compliance with their rules pertaining to
privacy and data security. We also may be bound by contractual obligations that limit our ability to collect, use, disclose, and leverage listener
data and to derive economic value from it. New laws, amendments to or re-interpretations of existing laws, rules of self-regulatory bodies,
industry standards and contractual obligations, as well as changes in our listeners� expectations and demands regarding privacy and data security,
may limit our ability to collect, use, and disclose, and to leverage and derive economic value from listener data. We may also be required to
expend significant resources to adapt to these changes and to develop new ways to deliver relevant advertising or otherwise provide value to our
advertisers. In particular, government regulators have proposed �do not track� mechanisms, and requirements that users affirmatively �opt-in� to
certain types of data collection that, if enacted into law or adopted by self-regulatory bodies or as part of industry standards, could significantly
hinder our ability to collect and use data relating to listeners. Restrictions on our ability to collect, access and harness listener data, or to use or
disclose listener data or any profiles that we develop using such data, would in turn limit our ability to stream personalized music content to our
listeners and offer targeted advertising opportunities to our advertising customers, each of which are critical to the success of our business.

We have incurred, and will continue to incur, expenses to comply with privacy and security standards and protocols imposed by law, regulation,
self-regulatory bodies, industry standards and contractual obligations.
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Increased regulation of data utilization and distribution practices, including self-regulation and industry standards, could increase our cost of
operation, limit our ability to grow our operations or otherwise adversely affect our business.

If our security systems are breached, we may face civil liability and public perception of our security measures could be diminished, either of
which would negatively affect our ability to attract listeners and advertisers.

Techniques used to gain unauthorized access are constantly evolving, and we may be unable to anticipate or prevent unauthorized access to data
pertaining to our listeners, including credit card and debit card information and other personally identifiable information. If an actual or
perceived breach of security occurs of our systems or a vendor�s systems, we may face civil liability and public perception of our security
measures could be diminished, either of which would negatively affect our ability to attract listeners, which in turn would harm our efforts to
attract and retain advertisers. We also would be required to expend significant resources to mitigate the breach of security and to address related
matters.

We cannot control the actions of third parties who may have access to the listener data we collect. The integration of the Pandora service with
applications provided by third parties represents a significant growth opportunity for us, but we may not be able to control such third parties� use
of listeners� data, ensure their compliance with the terms of our privacy policies, or prevent unauthorized access to, or use or disclosure of,
listener information, any of which could hinder or prevent our efforts with respect to growth opportunity.

Any failure, or perceived failure, by us to maintain the security of data relating to our listeners and employees, to comply with our posted
privacy policy, laws and regulations, rules of self-regulatory organizations, industry standards, and contractual provisions to which we may be
bound, could result in the loss of confidence in us, or result in actions against us by governmental entities or others, all of which could result in
litigation and financial losses, and could potentially cause us to lose listeners, advertisers, revenue, and employees.

We are subject to a number of risks related to credit card and debit card payments we accept.

We accept payments exclusively through credit and debit card transactions. For credit and debit card payments, we pay interchange and other
fees, which may increase over time. An increase in those fees would require us to either increase the prices we charge for our products, which
could cause us to lose subscribers and subscription revenue, or suffer an increase in our operating expenses, either of which could harm our
operating results.

If we or any of our processing vendors have problems with our billing software, or the billing software malfunctions, it could have an adverse
effect on our subscriber satisfaction and could cause one or more of the major credit card companies to disallow our continued use of their
payment products. In addition, if our billing software fails to work properly and, as a result, we do not automatically charge our subscribers�
credit cards on a timely basis or at all, we could lose subscription revenue, which would harm our operating results.

We are also subject to payment card association operating rules, certification requirements and rules governing electronic funds transfers, which
could change or be reinterpreted to make it more difficult for us to comply. Currently, we are assessing whether we are fully compliant with the
Payment Card Industry, or PCI, Data Security Standard, or PCI DSS, a security standard with which companies that collect, store, or transmit
certain data regarding credit and debit cards, credit and debit card holders, and credit and debit card transactions are required to comply. Our
failure to comply fully with PCI DSS may violate payment card association operating rules, federal and state laws and regulations, and the terms
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civil liability, and may result in the loss of our ability to accept credit and debit card payments. Further, there is no guarantee that, even if PCI
DSS compliance is achieved, we will maintain PCI DSS compliance or that such
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compliance will prevent illegal or improper use of our payment systems or the theft, loss, or misuse of data pertaining to credit and debit cards,
credit and debit card holders and credit and debit card transactions.

If we fail to adequately control fraudulent credit card transactions, we may face civil liability, diminished public perception of our security
measures and significantly higher credit card-related costs, each of which could adversely affect our business, financial condition and results of
operations.

If we are unable to maintain our chargeback rate or refund rates at acceptable levels, credit card and debit card companies may increase our
transaction fees or terminate their relationships with us. Any increases in our credit card and debit card fees could adversely affect our results of
operations, particularly if we elect not to raise our rates for our service to offset the increase. The termination of our ability to process payments
on any major credit or debit card would significantly impair our ability to operate our business.

If we fail to detect click fraud or other invalid clicks on ads, we could lose the confidence of our advertisers, which would cause our business
to suffer.

Our business relies on delivering positive results to our advertising customers. We are exposed to the risk of fraudulent and other invalid clicks
or conversions that advertisers may perceive as undesirable. A major source of invalid clicks could result from click fraud where a listener
intentionally clicks on ads for reasons other than to access the underlying content of the ads. If fraudulent or other malicious activity is
perpetrated by others and we are unable to detect and prevent it, or if we choose to manage traffic quality in a way that advertisers find
unsatisfactory, the affected advertisers may experience or perceive a reduced return on their investment in our advertising products, which could
lead to dissatisfaction with our advertising programs, refusals to pay, refund demands or withdrawal of future business. This could damage our
brand and lead to a loss of advertisers and revenue.

Our success depends on our listeners� continued high-speed access to the internet and wireless devices and the continued reliability of the
related infrastructure.

Because our service is designed primarily to work over the internet, our revenue growth depends on our listeners� low cost, high-speed access to
the internet, as well as the continued maintenance and development of the internet infrastructure, including the wireless internet infrastructure.
The future delivery of our service will depend on third-party internet service providers and wireless telecommunication companies expanding
high-speed internet access and wireless networks, maintaining reliable networks with the necessary speed, data capacity and security, and
developing complementary products and services for providing reliable and timely wired and wireless internet access and services. The success
of our business depends directly on the continued accessibility, maintenance and improvement of the internet and, in particular, access to the
internet through wireless infrastructure, to permit high-quality streaming of content and provide a convenient and reliable platform for customer
interaction. All of these factors are outside of our control.

To the extent that the internet and the wireless internet infrastructure continue to experience an increasing number of listeners, frequency of use
and expanding bandwidth requirements, the internet and wireless networks may become congested and unable to support the demands placed on
them, and their performance and reliability may decline. In addition, the wireless communications companies that provide our listeners with
access to the internet through wireless networks may raise their rates or impose data usage limits, which could cause our listeners to decrease
their usage of our service or our listenership to decline. Any future internet or wireless network outages, interruptions, bandwidth constraints,
rate increases or data usage limits could adversely affect our ability to provide service to our listeners and advertising customers.
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Some of our services and technologies may use �open source� software, which may restrict how we use or distribute our service or require that
we release the source code of certain services subject to those licenses.

Some of our services and technologies may incorporate software licensed under so-called �open source� licenses, including, but not limited to, the
GNU General Public License and the GNU Lesser General Public License. Such open source licenses typically require that source code subject
to the license be made available to the public and that any modifications or derivative works to open source software continue to be licensed
under open source licenses. Few courts have interpreted open source licenses, and the manner in which these licenses may be interpreted and
enforced is therefore subject to some uncertainty. We rely on multiple software programmers to design our proprietary technologies, and we do
not exercise complete control over the development efforts of our programmers and we cannot be certain that our programmers have not
incorporated open source software into our proprietary products and technologies or that they will not do so in the future. In the event that
portions of our proprietary technology are determined to be subject to an open source license, we could be required to publicly release the
affected portions of our source code, re-engineer all or a portion of our technologies, or otherwise be limited in the licensing of our technologies,
each of which could reduce or eliminate the value of our services and technologies and materially and adversely affect our ability to sustain and
grow our business.

Government regulation of the internet is evolving, and unfavorable developments could have an adverse affect on our operating results.

We are subject to general business regulations and laws, as well as regulations and laws specific to the internet. Such laws and regulations cover
taxation, user privacy, data collection and protection, copyrights, electronic contracts, sales procedures, automatic subscription renewals, credit
card processing procedures, consumer protections, broadband internet access and content restrictions. We cannot guarantee that we have been or
will be fully compliant in every jurisdiction, as it is not entirely clear how existing laws and regulations governing issues such as privacy,
taxation and consumer protection apply to the internet. Moreover, as internet commerce continues to evolve, increasing regulation by federal,
state and foreign agencies becomes more likely. The adoption of any laws or regulations that adversely affect the popularity or growth in use of
the internet, including laws limiting internet neutrality, could decrease listener demand for our service offerings and increase our cost of doing
business. Future regulations, or changes in laws and regulations or their existing interpretations or applications, could also hinder our operational
flexibility, raise compliance costs and result in additional historical or future liabilities for us, resulting in adverse impacts on our business and
our operating results.

We could be adversely affected by regulatory restrictions on the use of mobile and other electronic devices in motor vehicles, and legal claims
are possible from use of such devices while driving.

Regulatory and consumer agencies have increasingly focused on distraction to drivers that may be associated with use of mobile and other
devices in motor vehicles. In 2010, the U.S. Department of Transportation identified driver distraction as a top priority, and we anticipate new
regulatory activity in this area. Regulatory restrictions on how drivers and passengers in automobiles may engage with devices on which our
service is broadcast could inhibit our ability to increase listener hours and generate ad revenue, which would harm our operating results. In
addition, concerns over driver distraction due to use of mobile and other electronic devices to access our service in motor vehicles could result in
litigation and negative publicity.

We rely on third parties to provide software and related services necessary for the operation of our business.

We incorporate and include third-party software into and with our applications and service offerings and expect to continue to do so. The
operation of our applications and service offerings could be impaired if errors occur in the third-party software that we use. It may be more
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any third-party licensors will continue to make their software available to us on acceptable terms, to invest the appropriate levels of resources in
their software to maintain and enhance its capabilities, or to remain in business. Any impairment in our relationship with these third-party
licensors could harm our ability to maintain and expand the reach of our service, increase listener hours and sell advertising each of which could
harm our operating results, cash flow and financial condition.

The impact of worldwide economic conditions, including the effect on advertising budgets and discretionary entertainment spending
behavior, may adversely affect our business and operating results.

Our financial condition is affected by worldwide economic conditions and their impact on advertising spending. Expenditures by advertisers
generally tend to reflect overall economic conditions, and to the extent that the economy continues to stagnate, reductions in spending by
advertisers could have a serious adverse impact on our business. In addition, we provide an entertainment service, and payment for our Pandora
One subscription service or payment of fees to receive our service once a listener reaches 40 hours use per month on a traditional computer may
be considered discretionary on the part of some of our current and prospective subscribers or listeners, who may choose to use a competing free
service. To the extent that overall economic conditions reduce spending on discretionary activities, our ability to retain current and obtain new
subscribers could be hindered, which could reduce our subscription revenue and negatively impact our business.

Our business is subject to the risks of earthquakes, fires, floods and other natural catastrophic events and to interruption by man-made
problems such as computer viruses or terrorism.

Our systems and operations are vulnerable to damage or interruption from earthquakes, fires, floods, power losses, telecommunications failures,
terrorist attacks, acts of war, human errors, break-ins or similar events. For example, a significant natural disaster, such as an earthquake, fire or
flood, could have a material adverse impact on our business, operating results and financial condition, and our insurance coverage may be
insufficient to compensate us for losses that may occur. Our principal executive offices are located in the San Francisco Bay Area, a region
known for seismic activity. In addition, acts of terrorism could cause disruptions in our business or the economy as a whole. Our servers may
also be vulnerable to computer viruses, break-ins and similar disruptions from unauthorized tampering with our computer systems, which could
lead to interruptions, delays, loss of critical data or the unauthorized disclosure of confidential customer data. We currently have very limited
disaster recovery capability, and our business interruption insurance may be insufficient to compensate us for losses that may occur. As we rely
heavily on our servers, computer and communications systems and the internet to conduct our business and provide high quality service to our
listeners, such disruptions could negatively impact our ability to run our business, result in loss of existing or potential listeners and advertisers
and increased maintenance costs, which would adversely affect our operating results and financial condition.

Risks Related to this Offering and Owning Our Common Stock

An active, liquid and orderly market for our common stock may not develop or be sustained, the trading prices of our common stock may be
volatile and you may be unable to sell your shares at or above the offering price.

Prior to this offering, there has been no public market for shares of our common stock. An active trading market for our common stock may not
develop or be sustained, which could depress the market price of our common stock and could affect your ability to sell your shares. The initial
public offering price will be determined through negotiations between us and the representatives of the underwriters and may bear no
relationship to the price at which our common stock will trade following the completion of this offering. The trading price of our common stock
following this offering could be subject to wide fluctuations in response to the risk factors described in this prospectus and others beyond our
control including:
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� general economic conditions and their impact on advertising spending;
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� the overall performance of the equity markets;

� the number of shares of our common stock publicly owned and available for trading;

� threatened or actual litigation;

� changes in laws or regulations relating to our service;

� any major change in our board of directors or management;

� publication of research reports about us or our industry or changes in recommendations or withdrawal of research coverage by
securities analysts; and

� sales or expected sales of shares of our common stock by us, and our officers, directors and significant stockholders.

In addition, the stock market has experienced extreme price and volume fluctuations that often have been unrelated or disproportionate to the
operating performance of those companies. These fluctuations may be even more pronounced in the trading market for our stock shortly
following this offering. Securities class action litigation has often been instituted against companies following periods of volatility in the overall
market and in the market price of a company�s securities. Such litigation, if instituted against us, could result in very substantial costs, divert our
management�s attention and resources and harm our business, operating results and financial condition.

Sales of substantial amounts of our common stock in the public markets, or the perception that they might occur, could reduce the price that
our common stock might otherwise attain and may dilute your voting power and your ownership interest in us.

Sales of substantial amounts of our common stock in the public market following our initial public offering, or the perception that such sales
could occur, could adversely affect the market price of our common stock and may make it more difficult for you to sell your common stock at a
time and price that you deem appropriate. Based on the number of shares outstanding as of April 30, 2011, upon the closing of this offering, we
will have outstanding              shares of common stock (or              shares of common stock if the underwriters exercise in full their
over-allotment option). The shares of our common stock that we are selling in this offering may be resold immediately in the public market
unless they are held by �affiliates,� as that term is defined in Rule 144 of the Securities Act.

Subject to certain exceptions described under the caption �Underwriters,� we and all of our directors and officers and substantially all of our
equityholders have agreed not to offer, sell or agree to sell, directly or indirectly, any shares of common stock without the permission of the
representatives of the underwriters for a period of 180 days from the date of this prospectus. When the lock-up period expires, we and our
locked-up security holders will be able to sell our shares in the public market. In addition, the underwriters may, in their sole discretion, release
all or some portion of the shares subject to lock-up agreements prior to expiration of the lock-up period. See the section of this prospectus
captioned �Shares Eligible for Future Sale� for more information. Sales of a substantial number of such shares upon expiration, or the perception
that such sales may occur, or early release, of the lock-up could cause our share price to fall or make it more difficult for you to sell your
common stock at a time and price that you deem appropriate.
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Holders of approximately              shares, or         %, of our common stock will have rights, subject to some conditions, to require us to file
registration statements covering the sale of their shares or to include their shares in registration statements that we may file for ourselves or other
stockholders. We also intend to register the offer and sale of all shares of common stock that we may issue under our equity compensation plans.
Once we register the offer and sale of shares for the holders of registration rights and option holders, they can be freely sold in the public market
upon issuance, subject to the lock-up agreements described in the section of this prospectus captioned �Underwriters� or unless they are held by
�affiliates,� as that term is defined in Rule 144 of the Securities Act.
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We also may issue our shares of common stock or securities convertible into our common stock from time to time in connection with a
financing, acquisition, investments or otherwise. Any such issuance could result in substantial dilution to our existing stockholders and cause the
trading price of our common stock to decline.

If securities or industry analysts do not publish research or publish inaccurate or unfavorable research about our business, our stock price
and trading volume could decline.

The trading market for our common stock will be influenced by the research and reports that securities or industry analysts publish about us or
our business. Securities and industry analysts do not currently, and may never, publish research focused on our company. If no securities or
industry analysts commence coverage of our company, the price and trading volume of our stock likely would be negatively impacted. If
securities or industry analysts initiate coverage, and one or more of the analysts who cover us downgrade our stock or publish inaccurate or
unfavorable research about our business, our stock price would likely decline. If one or more of these analysts cease coverage of our company or
fail to publish reports on us regularly, demand for our stock could decrease, which might cause our stock price and trading volume to decline.

Our management will have broad discretion over the use of the proceeds we receive in this offering and may not apply the proceeds in ways
that increase the value of your investment.

Our management generally will have broad discretion to use the net proceeds to us from this offering, and you will be relying on the judgment of
our management regarding the application of these proceeds. Our management might not apply the net proceeds from this offering in ways that
increase the value of your investment. Except as described in the section of this prospectus captioned �Use of Proceeds,� we have not allocated the
net proceeds from this offering for any specific purposes. Until we use the net proceeds to us from this offering, we plan to invest them, and
these investments may not yield a favorable rate of return. If we do not invest or apply the net proceeds from this offering in ways that enhance
stockholder value, we may fail to achieve expected financial results, which could cause our stock price to decline.

Because some existing stockholders will together beneficially own approximately         % of our outstanding stock after this offering, the
voting power of other stockholders, including purchasers in this offering, will be effectively limited.

After this offering, it is anticipated that our officers, directors, greater than 5% stockholders and their affiliates will beneficially own or control,
directly or indirectly,              shares of common stock, which in the aggregate will represent approximately         % of the outstanding shares of
common stock, assuming no exercise of the underwriters� over-allotment option. As a result, if some of these persons or entities act together, they
will have significant influence over the outcome of matters submitted to our stockholders for approval, including the election of directors. This
may delay or prevent an acquisition or cause the market price of our stock to decline. Some of these persons or entities may have interests
different form yours. For example, because many of these stockholders purchased their shares at prices substantially below the price at which
shares are being sold in this offering and have held their shares for a relatively longer period, they may be more interested in selling the company
to an acquiror than other investors or may want us to pursue strategies that are different from the wishes of other investors.

Our charter documents, Delaware law and certain terms of our music licensing arrangements could discourage takeover attempts and lead
to management entrenchment.
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Our certificate of incorporation and bylaws that will be in effect upon the closing of this offering contain provisions that could delay or prevent a
change in control of our company. These provisions could also make it difficult for stockholders to elect directors that are not nominated by the
current members of our board of directors or take other corporate actions, including effecting changes in our management. These provisions
include:

� a classified board of directors with three-year staggered terms, which could delay the ability of stockholders to change the
membership of a majority of our board of directors;
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� no cumulative voting in the election of directors, which limits the ability of minority stockholders to elect director candidates;

� the ability of our board of directors to issue shares of preferred stock and to determine the price and other terms of those shares,
including preferences and voting rights, without stockholder approval, which could be used to significantly dilute the ownership of a
hostile acquiror;

� the exclusive right of our board of directors to elect a director to fill a vacancy created by the expansion of our board of directors or
the resignation, death or removal of a director, which prevents stockholders from being able to fill vacancies on our board of
directors;

� a prohibition on stockholder action by written consent, which forces stockholder action to be taken at an annual or special meeting of
our stockholders;

� the requirement that a special meeting of stockholders may be called only by the chairman of our board of directors, our president,
our secretary, or a majority vote of our board of directors, which could delay the ability of our stockholders to force consideration of
a proposal or to take action, including the removal of directors;

� the requirement for the affirmative vote of holders of at least 66 2/3% of the voting power of all of the then outstanding shares of the
voting stock, voting together as a single class, to amend the provisions of our certificate of incorporation relating to the issuance of
preferred stock and management of our business or our bylaws, which may inhibit the ability of an acquiror to effect such
amendments to facilitate an unsolicited takeover attempt;

� the ability of our board of directors, by majority vote, to amend the bylaws, which may allow our board of directors to take additional
actions to prevent an unsolicited takeover and inhibit the ability of an acquiror to amend the bylaws to facilitate an unsolicited
takeover attempt; and

� advance notice procedures with which stockholders must comply to nominate candidates to our board of directors or to propose
matters to be acted upon at a stockholders� meeting, which may discourage or deter a potential acquiror from conducting a solicitation
of proxies to elect the acquiror�s own slate of directors or otherwise attempting to obtain control of us.

Section 203 of the Delaware General Corporation Law governs us. These provisions may prohibit large stockholders, in particular those owning
15% or more of our outstanding voting stock, from merging or combining with us for a certain period of time. In addition, if we are acquired,
certain terms of our music licensing arrangements, including favorable royalty rates, that currently apply to us may not be available to an
acquiror. These terms may discourage a potential acquiror from making an offer to buy us or may reduce the price such a party may be willing to
offer.

Investors purchasing common stock in this offering will experience immediate and substantial dilution.

Purchasers of our common stock in this offering will incur immediate and substantial dilution of $         per share in the net tangible book value
of our common stock from the assumed initial public offering price of $         per share, which is the midpoint of the estimated range set forth on
the cover of this prospectus. This dilution is due in large part to earlier investors having paid substantially less than the initial public offering
price when they purchased their shares. Investors purchasing shares of common stock in this offering will contribute approximately         % of
the total amount we have raised since our inception, but will own only approximately         % of our total common stock immediately following
the completion of this offering. As a result, investors who will control a majority of our outstanding stock will have substantially lower cost
basis in their stock than investors in this offering, and as such may have interests that differ from investors in this offering. To the extent
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outstanding stock options and warrants are ultimately exercised, there will be further dilution to investors in this offering. In addition, if the
underwriters exercise their over-allotment option to purchase additional shares from us, investors in this offering will experience additional
dilution. See the section captioned �Dilution� for additional information.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS AND INDUSTRY DATA

This prospectus contains forward-looking statements about us and our industry that involve substantial risks and uncertainties. All statements,
other than statements of historical fact, included in this prospectus regarding our strategy, future operations, future financial position, future
revenue, projected expenses, prospects and plans and objectives of management are forward-looking statements. These statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results, levels of activity, performance or achievement to be
materially different from those expressed or implied by the forward-looking statements. Forward-looking statements in this prospectus include,
but are not limited to, statements about:

� our financial performance, including our revenue, cost of revenue, operating expenses and ability to attain and sustain profitability;

� our ability to generate additional revenue on a cost-effective basis;

� our ability to attract and retain advertisers;

� the market for online and mobile advertising;

� trends in music and radio consumption;

� our ability to attract and retain subscribers;

� our ability to increase our listener base and listener hours;

� our ability to compete for listeners and advertising spending with other content services;

� our ability to continue operating under existing laws and licensing regimes;

� our ability to license music at favorable royalty rates;

� our ability to expand our service to new mobile, consumer electronics and automotive platforms;

� our plans to expand our service to new content formats;

� our ability to retain and hire necessary employees;

� the impact of seasonality on our business;
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� our ability to adequately protect our intellectual property;

� our liquidity and working capital requirements;

� our long-term international expansion plans;

� our ability to stay abreast of modified or new laws and regulations applying to our business, including copyright and privacy
regulation; and

� worldwide economic conditions and their impact on advertising spending.

In some cases, you can identify forward-looking statements by terms such as �anticipate,� �believe,� �estimate,� �expect,� �intend,� �may,� �might,� �plan,�
�project,� �will,� �would,� �should,� �could,� �can,� �predict,� �potential,� �continue,� �objective,� or the negative of these terms, and similar expressions intended to
identify forward-looking statements. However, not all forward-looking statements contain these identifying words. These forward-looking
statements reflect our current views about future events and are based on assumptions and subject to risks and uncertainties. Given these
uncertainties, you should not place undue reliance on these forward-looking statements. Also, forward-looking statements represent our
management�s beliefs and assumptions only as of the date of this prospectus. You should read this prospectus, the documents that we have filed
as exhibits to the registration statement of which this prospectus is a part, and any related free writing prospectus completely and with the
understanding that our actual future results may be materially different from what we expect.

Some of the industry and market data contained in this prospectus are based on independent industry publications, including those generated by
Ando, Arbitron, comScore, IDC, Nielsen, SNL Kagan, Radio

37

Edgar Filing: Pandora Media, Inc. - Form S-1/A

Table of Contents 74



Table of Contents

Advertising Bureau and VSS or other publicly available information. This information involves a number of assumptions and limitations.
Although we believe that each source is reliable as of its respective date, neither we nor the underwriters have independently verified the
accuracy or completeness of this information. The industry in which we operate is subject to a high degree of uncertainty and risk due to variety
of factors, including those described in the section entitled �Risk Factors.� These and other factors could cause results to differ materially from
those expressed in these publications. We qualify all of our forward-looking statements by these cautionary statements.
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USE OF PROCEEDS

We estimate that the net proceeds from the sale of the shares of common stock that we are offering will be approximately $             million, after
deducting underwriters� discounts and commissions and estimated offering expenses payable by us and assuming an initial public offering price
of $             per share, the midpoint of the range set forth on the cover page of this prospectus. A $1.00 increase or decrease in the assumed initial
public offering price of $             per share would increase or decrease the net proceeds to us from this offering by approximately $            
million, assuming the number of shares offered by us, as indicated on the cover page of this prospectus, remains the same and after deducting the
underwriting discounts and commissions and estimated offering expenses payable by us. We will not receive any of the proceeds from the sale
of common stock by the selling stockholders.

We intend to use a portion of the net proceeds of this offering to pay accrued and unpaid dividends on our redeemable convertible preferred
stock in connection with the automatic conversion of such redeemable convertible preferred stock into common stock upon the closing of this
offering. The amount of such accrued dividends will be equal to (1) approximately $29.7 million, which is the amount of accrued dividends if
the closing had occurred on April 30, 2011, plus (2) approximately $26,000 per day for the period from April 30, 2011 to the date of the closing.
We intend to use the remaining net proceeds from this offering for general corporate purposes, including working capital. If the opportunity
arises, we may also use a portion of the net proceeds to acquire, invest in, or obtain rights to, complementary technologies, products, services or
businesses. We are not currently a party to any agreements or commitments for any such transactions, and we have no current understandings
with respect to any such transactions.

Management�s plans for the proceeds of this offering are subject to change due to unforeseen events and opportunities, and the amounts and
timing of our actual expenditures depend on several factors, including our expansion plans and the amount of cash generated or used by our
operations. We cannot specify with certainty the particular uses for the net proceeds to be received upon the closing of this offering.
Accordingly, our management team will have broad discretion in using the net proceeds of this offering. Pending the use of the net proceeds, we
intend to invest the net proceeds in short-term, investment-grade, interest-bearing instruments.

DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock and, except as set forth under the caption �Use of Proceeds,� currently do
not anticipate paying any cash dividends after the offering and for the foreseeable future. Instead, we intend to retain all available funds and any
future earnings for us in the operation and expansion of our business. Any future determination relating to dividend policy will be made at the
discretion of our board of directors and will depend on our future earnings, capital requirements, financial condition, future prospects, applicable
Delaware law, which provides that dividends are only payable out of surplus or current net profits, and other factors that our board of directors
deems relevant. In addition, our credit facility restricts our ability to pay dividends. See �Management�s Discussion and Analysis of Financial
Condition and Results of Operations � Liquidity and Capital Resources � Our Indebtedness � Credit Facility� and note 7 to our financial statements
included elsewhere in this prospectus.
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CAPITALIZATION

The following table summarizes our cash and cash equivalents and capitalization as of April 30, 2011:

� on an actual basis; and

� on a pro forma, as adjusted basis, giving effect to (1) the automatic conversion of all outstanding redeemable convertible preferred
stock into an aggregate of 137,294,574 shares of common stock upon the closing of this offering, (2) the reclassification of all
outstanding warrants to purchase redeemable convertible preferred stock into warrants to purchase 403,298 shares of common stock
upon the closing of this offering, (3) our receipt of the net proceeds from the sale by us in this offering of shares of common stock at
an assumed public offering price of $             per share, the midpoint of the estimated price range shown on the cover page of this
prospectus, after deducting estimated underwriting discounts and commissions and estimated offering expenses payable by us and
(4) the application of the net proceeds we will receive from this offering in the manner described in �Use of Proceeds.�

The information below is illustrative only and our capitalization following the closing of this offering will be adjusted based on the actual initial
public offering price and other terms of this offering determined at pricing. You should read the following table in conjunction with
�Management�s Discussion and Analysis of Financial Condition and Results of Operations,� �Description of Capital Stock,� and the Financial
Statements and notes thereto appearing elsewhere in this prospectus.

As of April 30, 2011

Actual

Pro Forma, 
as

Adjusted(1)
(unaudited)

(in thousands, except per
share data)

Cash and cash equivalents $ 43,718 $

Current and long-term debt $ 7,433
Preferred stock warrant liabilities 2,550
Redeemable convertible preferred stock, $0.0001 par value: 134,051,713 shares authorized and 133,534,334
shares issued and outstanding, actual; no shares authorized and no shares issued and outstanding, pro forma
as adjusted 128,757
Stockholders� equity (deficit):
Common stock, $0.0001 par value; 220,000,000 shares authorized and 15,226,459 shares issued and
outstanding, actual;              shares authorized and 152,521,033 shares issued and outstanding, pro forma as
adjusted 2
Additional paid-in capital 1,304
Accumulated deficit (92,073) 

Total stockholders� equity (deficit) (90,767) 

Total capitalization $ 47,973 $

(1) A $1.00 increase (decrease) in the assumed initial public offering price of $         per share of our common stock in this offering would increase (decrease)
each of cash and cash equivalents, additional paid-in capital, total stockholders� equity (deficit) and total capitalization by $             million, assuming the
number of shares offered by us, as set forth on the cover page of this prospectus, remains the same, and after deducting underwriting discounts and
commissions and estimated offering expenses payable by us.
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The number of shares of our common stock to be outstanding after this offering is based on 152,521,033 shares outstanding as of April 30, 2011
and excludes:

� 37,632,905 shares of common stock issuable upon the exercise of outstanding options to purchase our common stock at a weighted
average exercise price of approximately $1.32 per share;

� 403,298 shares of common stock issuable upon exercise of warrants at a weighted average exercise price of $0.71 per share;

� 1,369,357 shares of common stock reserved for issuance under our existing stock option plan; and

� 12,000,000 shares of our common stock reserved for issuance under our 2011 Long-Term Incentive Plan, plus annual increases
thereunder, as described in the section captioned �Executive Compensation-Employee Benefit Plans-2011 Long-Term Incentive Plan.�
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DILUTION

If you invest in our common stock, you will experience immediate and substantial dilution in the pro forma as adjusted net tangible book value
per share of our common stock after this offering.

Dilution will result from the fact that the per share offering price of our common stock is substantially in excess of the book value per share
attributable to the existing stockholders for our currently outstanding common stock.

The historical net tangible book value of our common stock as of April 30, 2011 was $                 million, or $                 per share. Historical net
tangible book value per share represents our total tangible assets (total assets less intangible assets) less total liabilities divided by the number of
shares of outstanding common stock. After giving effect to the (1) automatic conversion of our redeemable convertible preferred stock in
connection with this offering, (2) the reclassification of all outstanding warrants to purchase shares of our redeemable convertible preferred stock
into warrants to purchase                  shares of common stock upon the closing of this offering, (3) the sale of                  shares of common stock
in this offering at an assumed initial public offering price of $                 per share, the midpoint of the price range set forth on the front cover of
this prospectus, after deducting underwriting discounts and commissions and estimated offering expenses payable by us, and (4) the application
of the net proceeds we will receive from this offering in the manner described in �Use of Proceeds,� the pro forma historical net tangible book
value of our common stock as of April 30, 2011 would have been $                 million, or $                 per share. This represents an immediate
increase in pro forma as adjusted net tangible book value of $                 per share to existing stockholders and an immediate dilution of
$                 per share to new investors purchasing shares in the offering. The following table illustrates this dilution on a per share basis to new
investors:

Assumed initial public offering price per share $
Pro forma net tangible book value per share as of April 30, 2011 $

Increase per share attributable to new investors in this offering
Pro forma as adjusted net tangible book value per share after this offering

Dilution in pro forma as adjusted net tangible book value per share to new investors $

Dilution is determined by subtracting pro forma net tangible book value per share after the offering from the initial offering price per share. A
$1.00 increase (decrease) in the assumed initial public offering price of $                 per share would increase (decrease) our pro forma as
adjusted net tangible book value by $                 per share, and increase (decrease) the dilution to new investors by $                 per share,
assuming the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same, after deducting the estimated
underwriting discounts and commissions and estimated offering expenses payable by us.

The following table summarizes, as of April 30, 2011, the number of shares of common stock purchased from us, the total consideration paid, or
to be paid, and the average price per share paid, or to be paid, by existing stockholders and by the new investors, at an assumed initial public
offering price of $                 per share, the midpoint of the range set forth on the cover page of this prospectus, before deducting estimated
underwriting discounts and commissions and offering expenses payable by us. The following table is illustrative only and the total consideration
paid and the average price per share is subject to adjustment based on the actual initial public offering price per share and other terms of this
offering determined at pricing.
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Purchased Total Consideration Average Price

per ShareNumber Percent Amount Percent
Existing stockholders % $ % $
New investors

Total 100% $ 100% 
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A $1.00 increase (decrease) in the assumed initial public offering price of $                 per share would increase (decrease) total consideration
paid by new investors by $                 million, assuming the number of shares offered by us, as set forth on the cover page of this prospectus,
remains the same.

If the underwriters� over-allotment option is exercised in full, the number of shares held by the new investors will be increased to                 , or
approximately         % of the total number of shares of our common stock outstanding after this offering.

Sales by the selling stockholders in this offering will reduce the number of shares held by existing stockholders to                  or approximately
        % of the total shares of our common stock outstanding after this offering, or                      shares or approximately         % of the total shares
of our common stock outstanding after this offering if the over-allotment option is exercised in full. The number of shares to be purchased by
new investors will be increased to                      shares or approximately         % of the total shares of our common stock outstanding after this
offering, or                      shares or approximately         % of the total shares of common stock outstanding after this offering, if the
over-allotment option is exercised.

The foregoing discussion and tables are based on 152,521,033 shares of common stock issued and outstanding as of April 30, 2011, and
excludes:

� 37,632,905 shares of common stock issuable upon the exercise of outstanding options to purchase our common stock at a weighted
average exercise price of approximately $1.32 per share;

� 403,298 shares of common stock issuable upon exercise of warrants at a weighted average exercise price of $0.71 per share;

� 1,369,357 shares of common stock reserved for issuance under our existing stock option plan; and

� 12,000,000 shares of our common stock reserved for issuance under our 2011 Long-Term Incentive Plan, plus annual increases
thereunder, as described in the section captioned �Executive Compensation-Employee Benefit Plans-2011 Long-Term Incentive Plan.�

To the extent that any outstanding options or warrants are exercised, new investors will experience further dilution. For example, if, immediately
after the offering, all stock options and warrants outstanding as of April 30, 2011 were exercised in full, our net tangible book value would be
approximately $                , or $                 per share, representing immediate further dilution of $                 per share to new investors at the
assumed initial public offering price of $                 per share, the midpoint of the estimated price range shown on the cover page of this
prospectus.
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SELECTED FINANCIAL AND OTHER DATA

The following selected financial and other data regarding our business should be read in conjunction with, and are qualified by reference to,
�Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our Financial Statements and related notes
included elsewhere in this prospectus. We derived the statement of operations data for the years ended January 31, 2009, 2010 and 2011, as well
as the balance sheet data as of January 31, 2010 and 2011 from our audited financial statements included elsewhere in this prospectus. We
derived the statement of operations data for the year ended January 31, 2008, as well as the balance sheet data as of January 31, 2008 and 2009
from our audited financial statements not included in this prospectus. We derived the unaudited statement of operations data for the year ended
January 31, 2007 as well as the unaudited balance sheet data as of January 31, 2007 from our unaudited financial statements not included in this
prospectus. We derived the unaudited statement of operations data for the three months ended April 30, 2010 and 2011 and the balance sheet
data as of April 30, 2011 from our unaudited financial statements included elsewhere in this prospectus. The unaudited interim financial
statements data has been prepared on the same basis as the audited financial statements and reflects all adjustments, consisting only of normal
recurring adjustments, necessary for a fair presentation of the financial information set forth in those statements. Our historical results are not
necessarily indicative of results to be expected in any future period, and results for the three months ended April 30, 2011 are not necessarily
indicative of results to be expected for the full fiscal year.

Fiscal Year Ended January 31,
Three Months Ended

April 30,
2007 2008 2009 2010 2011 2010 2011

(unaudited) (unaudited)
(in thousands, except per share data)

Statement of Operations Data:
Revenue:
Advertising $ 3,250 $ 13,314 $ 18,247 $ 50,147 $ 119,333 $ 18,446 $ 43,661
Subscription services and other 925 985 1,086 5,042 18,431 3,153 7,379

Total revenue 4,175 14,299 19,333 55,189 137,764 21,599 51,040
Costs and expenses:
Cost of revenue(1) 3,142 5,850 7,398 7,892 11,559 2,390 4,360
Product development(1) 382 5,932 6,116 6,026 6,736 1,499 2,731
Marketing and sales(1) 562 8,214 13,265 17,426 36,250 5,433 12,964
General and administrative(1) 9,574 2,577 4,190 6,358 14,183 2,471 6,943
Content acquisition 3,240 6,402 15,771 32,946 69,357 12,616 29,158

Total costs and expenses 16,900 28,975 46,740 70,648 138,085 24,409 56,156

Loss from operations (12,725) (14,676) (27,407) (15,459) (321) (2,810) (5,116) 
Other income (expense), net 902 688 (821) (1,294) (1,309) (194) (1,616) 

Loss before provision for income taxes (11,823) (13,988) (28,228) (16,753) (1,630) (3,004) (6,732) 
Provision for income taxes � � � � 134 � 22

Net loss (11,823) (13,988) (28,228) (16,753) (1,764) (3,004) (6,754) 
Deemed dividend on Series D and Series E � � � (1,443) � � �
Accretion of redeemable convertible preferred stock (53) (58) (58) (218) (300) (81) (70) 
Increase in cumulative dividends payable upon conversion of
liquidation of redeemable convertible preferred stock (2,949) (3,705) (3,751) (6,461) (8,978) (1,883) (2,320) 

Net loss attributable to common stockholders $ (14,825) $ (17,751) $ (32,037) $ (24,875) $ (11,042) $ (4,968) $ (9,144) 

Basic and diluted net loss per share $ (3.62) $ (3.80) $ (5.45) $ (3.84) $ (1.03) $ (0.64) $ (0.61) 

Weighted-average number of shares used in per share
amounts�basic and diluted 4,097 4,671 5,881 6,482 10,761 7,791 14,900
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Pro forma net loss per share�basic and diluted (unaudited) $ (0.01) $ (0.03) 

Pro forma weighted average shares used in calculating pro
forma net loss per share attributable to common
stockholders �basic and diluted (unaudited) 145,503 152,195
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Key Metrics (unaudited):(2)

Fiscal Year Ended January 31,
Three Months Ended

April 30,
2009 2010 2011 2010     2011    

Listener hours (in billions)(3) 0.9 1.8 3.8 0.7 1.6
Registered users (end of period, in millions)(4) 22 45 82 53 94
Active users (end of period, in millions)(5) 7 16 29 18 34

As of January 31, As of April 
30,
20112007 2008 2009 2010 2011

(in thousands)
(unaudited) (unaudited)

Balance Sheet Data:
Cash and cash equivalents $ 25,646 $ 11,810 $ 9,608 $ 16,164 $ 43,048 $ 43,718
Working capital (deficit) 24,389 10,409 (3,114) 18,929 36,715 36,218
Total assets 29,706 18,629 16,685 40,277 99,209 101,605
Preferred stock warrant liability 83 99 49 300 1,027 2,550
Convertible preferred stock 49,438 52,638 62,560 104,806 126,662 128,757
Common stock and additional paid-in capital � 1 726 1 2,309 1,306
Total stockholders� deficit (23,431) (40,247) (63,510) (87,771) (83,010) (90,767) 

(1) Includes stock-based compensation as follows:

Fiscal Year Ended January 31,
Three Months Ended

April 30,
2007 2008 2009 2010 2011 2010 2011

(in thousands)
(unaudited) (unaudited)

Cost of revenue $ 4 $ 10 $ 14 $ 18 $ 85 $ 6 $ 64
Product development 11 44 54 125 329 40 177
Marketing and sales 27 158 188 225 549 76 423
General and administrative 194 71 77 109 492 70 272

Total stock-based compensation $ 236 $ 283 $ 333 $ 477 $ 1,455 $ 192 $ 936

(2) Comparative information is not readily available prior to fiscal 2009.
(3) Listener hours are defined as the aggregate amount of time listeners have used our service in a given period.
(4) Registered users are defined as the total number of accounts that have been created for our service at period end. To become a registered user, a person must

provide an email address, but the information we collect from listeners does not permit us to identify when a listener may have created multiple accounts, nor
prevent listeners from creating multiple accounts. We believe that, while imperfect, our number of registered users is indicative of the growth of awareness of
Pandora.

(5) Active users are defined as the number of distinct registered users that have requested audio from our servers within the trailing 30 days to the end of the final
calendar month of the period. The number of active users may overstate the number of unique individuals who actively use our service within a month as one
individual may register for, and use, multiple accounts.
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MANAGEMENT�S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion of our financial condition and results of operations in conjunction with the financial statements and
the notes thereto included elsewhere in this prospectus. The following discussion contains forward-looking statements that reflect our plans,
estimates and beliefs. Our actual results could differ materially from those discussed in the forward-looking statements. Factors that could
cause or contribute to these differences include those discussed below and elsewhere in this prospectus, particularly in the section titled �Risk
Factors.� All references herein to a fiscal year refer to the 12 months ended January 31 of such year, and references to the first, second, third
and fourth fiscal quarters refer to the three months ended April 30, July 31, October 31 and January 31, respectively.

Overview

Pandora is the leader in internet radio in the United States, offering a personalized experience for each of our listeners. We have pioneered a new
form of radio � one that uses intrinsic qualities of music to initially create stations and then adapts playlists in real-time based on the individual
feedback of each listener. In April 2011, we had over 90 million registered users and we added a new registered user every second on average.
We have more than a 50% share of internet radio listening time among the top 20 stations and networks in the United States, according to a
November 2010 report by Ando. Since we launched the Pandora service in 2005, our listeners have created over 1.4 billion stations.

In 2000, we started the Music Genome Project, and since then we have continuously built our song catalog, refined the genotyping model and
developed proprietary algorithms for building personalized playlists for our listeners based both on our analysis and feedback data from our
listeners. In July 2005, leveraging our investment in the Music Genome Project, we launched the Pandora service as a free,
advertising-supported internet radio service. In May 2007 we introduced the first mobile version of our service primarily for use on cellular
phones. By the end of that fiscal year, we had over 10 million registered users.

We launched the Pandora app for smartphones on the iPhone in July 2008, and have subsequently launched on Android and Blackberry phones.
Driven in large part by the popularity of the Pandora apps, growth in the overall smartphone market and increased adoption of our traditional
computer-based service, by the end of that fiscal year we had over 22 million registered users.

One key element of our strategy is to make the Pandora service available everywhere in the United States that there is internet connectivity. To
this end, in 2006 we began to partner with manufacturers of home entertainment systems and other consumer electronics products to integrate
the Pandora service with their products. In 2009 we began to develop relationships with major automobile manufacturers and their suppliers to
introduce the Pandora service for automobiles, including select models of Ford Motor Company, Mercedes-Benz and MINI (BMW Group)
vehicles. Additionally, General Motors, Hyundai and Toyota have publicly announced their plans for future Pandora integrations.

Our comedy service, which we launched in May 2011, leverages similar technology to the technology underlying the Music Genome Project,
allowing a listener to choose a favorite comedian or a genre as a seed to start a station and then give feedback to personalize that station. Our
comedy collection includes content from more than 700 comedians with more than 10,000 tracks.
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We derive the substantial majority of our revenue from the sale of display, audio and video advertising for delivery across our traditional
computer-based, mobile and other connected device platforms. To date, our revenue growth has been principally attributable to selling display
advertising through our traditional computer-based platform. The rapid adoption of our service on mobile and other connected devices presents
an opportunity for us to reach our audience anytime, anywhere they enjoy music, and therefore to offer additional distribution channels to
current and potential advertisers for delivery of their advertising messages.
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The growth in our registered users and distribution platforms has fueled a corresponding growth in listener hours. Our total number of listener
hours is a key driver for both revenue generation opportunities and content acquisition expenses, which are the largest component of our
operating expenses:

� Revenue. Listener hours define the number of opportunities we have to sell advertisements, which we refer to as inventory. Our
ability to attract advertisers depends in large part on our ability to offer sufficient inventory within desired demographics. In turn, our
ability to generate revenue depends on the extent to which we are able to sell the inventory we have.

� Content Acquisition Expenses. Listener hours drive substantially all of our content acquisition expenses. We pay royalties to the
copyright owners of both sound recordings and the underlying musical works themselves, and we record these royalties as content
acquisition expenses. Under U.S. law, we are guaranteed the right to stream any lawfully released sound recordings, and royalties are
negotiated with and paid through performance rights organizations such as SoundExchange for sound recordings and BMI, ASCAP
and SESAC for musical works. Royalties are calculated using negotiated rates documented in master royalty agreements and based
on revenue earned or other usage measures. If we cannot agree on royalty rates, the dispute will be resolved by the CRB, in the case
of SoundExchange, and by the rate court in the case of BMI and ASCAP. In May 2011, we started streaming spoken word comedy
content, for which the underlying literary works are not currently entitled to eligibility for licensing by any performing rights
organization for the United States. Rather, pursuant to industry-wide custom and practice, this content is performed absent a specific
license from any such performing rights organization. For further information about our content licensing arrangements and
royalties, please see the section captioned �What We Do � Content, Copyrights & Royalties.�

Given the royalty structures in effect with respect to content acquisition, our content acquisition costs increase with each additional listener hour.
As such, our ability to achieve operating leverage depends on our ability to increase our revenue per hour of streaming through increased
advertising sales.

As our mobile listenership increases, we face new challenges in optimizing our advertising products for delivery on mobile and other connected
device platforms. The mobile advertising market is nascent and faces technical challenges due to fragmented platforms and lack of standard
audience measurement protocols.

In addition, we expect to increase the number of audio ad campaigns for both traditional computer-based and mobile platforms, placing us in
more direct competition with broadcast radio for advertiser spending, and these advertisers predominantly focus on local advertising. By
contrast, display advertisers have been predominantly national brands. Our success selling audio ads in large part may require us to convince a
substantial base of local advertisers of the benefits of advertising on the Pandora service.

In fiscal 2011, we began to substantially increase our expenditures for product development, marketing and sales and general and administrative
expenses to generate growth and provide support infrastructure for that anticipated growth. We expect that this increased level of operating
expenses will continue into the future.

Our total revenue has grown from $19.3 million in fiscal 2009 to $137.8 million in fiscal 2011 and from $21.6 million to $51.0 million for the
three months ended April 30, 2010 and 2011, respectively. At the same time, our total costs and expenses have grown from $46.7 million in
fiscal 2009 to $138.1 million in fiscal 2011 and from $24.4 million to $56.1 million for three months ended April 30, 2010 and 2011,
respectively, principally as a result of the growth in content acquisition expenses. As the volume of music we stream to listeners increases, our
content acquisition expense will also increase, regardless of whether we are able to generate more revenue. In addition, we expect to invest
heavily in our operations to support anticipated future growth and public company reporting and compliance obligations, as discussed more fully
below. As a result of these factors, we expect to continue to incur operating losses on an annual basis through at least the end of fiscal 2012.

Edgar Filing: Pandora Media, Inc. - Form S-1/A

Table of Contents 87



46

Edgar Filing: Pandora Media, Inc. - Form S-1/A

Table of Contents 88



Table of Contents

Key Metrics

We track listener hours because it is a key indicator of the growth of our business, the number of registered users as a measure of our brand
awareness and the number of active users as an additional indicator of the breadth of audience we are reaching at a given time, which is
particularly important to potential advertisers. The table below sets forth our listener hours for fiscal 2009, fiscal 2010 and fiscal 2011 and the
three months ended April 30, 2010 and 2011, as well as our registered users and active users as of the end of each of those periods.

Fiscal Year Ended
January 31,

Three Months Ended
April 30,

2009 2010 2011 2010 2011
Listener hours (in billions) 0.9 1.8 3.8 0.7 1.6
Registered users (end of period, in millions) 22 45 82 53 94
Active users (end of period, in millions) 7 16 29 18 34

Listener hours are defined as the aggregate amount of time listeners have used our service in a given period and as discussed in greater detail in
�� Overview,� above.

Registered users are defined as the total number of accounts that have been created for our service at period end. To become a registered user, a
person must provide an email account and other demographic information, but the information we collect from listeners does not permit us to
identify when a listener may have created multiple accounts, nor prevent listeners from creating multiple accounts. We believe that, while
imperfect, our number of registered users is indicative of the growth of awareness of Pandora.

Active users are defined as the number of distinct registered users that have requested audio from our servers within the trailing 30 days to the
end of the final calendar month of the period. The number of active users may overstate the number of unique individuals who actively use our
service within a month as one individual may register for, and use, multiple accounts.

Basis of Presentation

Revenue

Advertising Revenue. We generate advertising revenue primarily from display, audio and video advertising, which is typically sold on a
cost-per-thousand impressions, or CPM, basis. Advertising campaigns typically range from one to 12 months, and advertisers generally pay us
based on a minimum number of impressions or the satisfaction of other criteria, such as click-throughs. We may earn referral revenue when, for
example, a listener clicks on an advertisement and signs up for membership with an advertiser. We also have arrangements with advertising
agencies and brokers pursuant to which we provide the ability to sell advertising inventory on our service directly to advertisers. We report
revenue under these arrangements net of amounts due to agencies and brokers.

In fiscal 2011 and the three months ended April 30, 2011, advertising revenue accounted for 86.6% and 85.5% of our total revenue, respectively,
and we expect that advertising will comprise a substantial majority of revenue for the foreseeable future. In fiscal 2010 and 2011 and the three
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months ended April 30, 2011, Google accounted for 11.4%, 6.3% and 2.3%, respectively, of our total revenue. Pursuant to our arrangements
with Google, Google acts as an online advertising agency, delivering relevant ads on our unsold ad space across both our traditional computer
and mobile platforms. Google maintains the direct relationships with the advertisers and ad networks, and we receive a portion of the revenue
Google derives from these ads, generally earned on a cost-per-click basis. While these cost-per-click arrangements continue to apply unless
terminated by either party, Google can terminate these agreements at will. If these agreements with Google are terminated, we may not be able
to enter into agreements with alternative third-party ad providers on acceptable terms, or on a timely basis or both.

Our ability to attract advertisers, and ultimately generate advertising revenue, will be critical to our financial success. We believe that we provide
a unique and commercially attractive advertising opportunity for our
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advertisers, including the ability to run multi-platform ad campaigns and to present ads while our listeners actively engage with our service.
Although advertisers as a whole are spending an increasing amount of their advertising budget on online advertising, we face a number of
challenges. Specifically, we compete for advertising dollars with significantly larger and more established online marketing and media
companies, such as Facebook, Google, MSN and Yahoo!. In addition, our audio advertising products target advertisers that traditionally
advertise on broadcast radio and are less familiar with internet radio advertising media.

Subscription Services and Other Revenue. We generate subscription revenue through the sale of access to a premium version of the Pandora
service for $36 per year, which currently includes higher quality audio and an ad free environment. We receive the full amount of the
subscription payment at the time of sale; however, subscription revenue is recognized on a straight-line basis over the subscription period. In
addition, for listeners who are not subscribers, we limit usage of our advertising-supported service on traditional computers to 40 hours per
month. Listeners who reach this limit may continue to use this service by paying $0.99 for the remainder of the month. We include this revenue
in subscription revenue. In fiscal 2011 and the three months ended April 30, 2011, subscription services and other revenue accounted for 13.4%
and 14.5% of our total revenue, respectively.

Deferred Revenue. Our deferred revenue consists principally of both prepaid but unrecognized subscription revenue and advertising fees
received or billed in advance of the delivery or completion of the delivery of services. Deferred revenue is recognized as revenue when the
services are provided and all other revenue recognition criteria have been met.

Costs and Expenses

Costs and expenses consist of cost of revenue, product development, marketing and sales, general and administrative and content acquisition
expenses. Content acquisition expenses are the most significant component of our costs and expenses followed by employee-related costs, which
includes stock-based compensation expenses. We expect to continue to hire new employees in order to support our anticipated growth as a
public company. In any particular period, the timing of additional hires could materially affect our operating expenses, both in absolute dollars
and as a percentage of revenue. We anticipate that our costs and expenses will increase in the future.

Cost of Revenue. Cost of revenue consists of the infrastructure costs related to content streaming, maintaining our internet radio service and
creating and serving advertisements through third-party ad servers, including the employee costs associated with supporting these functions. We
make payments to third-party ad servers for the period the advertising impressions or click-through actions are delivered or occur, and
accordingly, we record this as a cost of revenue in the related period.

Product Development. Product development expenses consist of employee compensation, information technology, consulting, facilities-related
expenses and costs associated with supporting consumer connected-device manufacturers in implementing our service in their products. We
incur product development expenses primarily for improvements to our website and the Pandora app, development of new advertising products
and development and enhancement of our personalized playlist generating system. We expense product development as incurred. We intend to
continue making significant investments in developing new products and enhancing the functionality of our existing products.

Marketing and Sales. Marketing and sales expenses include salaries, commissions and benefits related to employees in sales, marketing and
advertising departments. In addition, marketing and sales expenses include third-party marketing, branding, advertising and public relations
expenses, as well as facility and other supporting overhead costs. We expect marketing and sales expenses to increase as we hire additional
personnel to build out our sales force and ad operations team and expand our business development team to establish relationships with
manufacturers of an increasing number of connected devices.
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General and Administrative. General and administrative expenses include employee salaries and benefits for finance, accounting, legal, internal
information technology and other administrative personnel. In addition, general and administrative expenses include outside legal and
accounting services, facility and other supporting overhead costs and merchant and other transaction costs, such as credit card fees. We expect to
incur significant additional expenses in future periods as we continue to invest in corporate infrastructure, including adding personnel and
systems to our finance and administrative functions. We also expect to incur additional expenses associated with being a public company,
including increased legal and accounting costs, investor relations costs and compliance costs in connection with section 404 of the
Sarbanes-Oxley Act.

Content Acquisition. Content acquisition expenses principally consist of royalties paid for streaming music or other content to our listeners.
Royalties are calculated using negotiated rates documented in master royalty agreements and are based on both percentage of revenue and
listener metrics. For example, under some royalty arrangements we pay a fee per track or fee per session, while in other cases we pay royalties
based on a percentage of our revenue. In still other cases we pay royalties based on a combination of these metrics. We periodically test our
royalty calculation methods to ensure we are accurately reporting and paying royalties. The performance rights organizations have the right to
audit our playlist and payment records, and any such audit could result in disputes over whether we have paid the proper royalties. If such a
dispute were to occur, we could be required to pay additional royalties and the amounts involved could be material.

In July 2009 we, together with other webcasters, negotiated new royalty rates on performances with SoundExchange for calendar years 2006 to
2015. The agreement reduced rates originally established by the CRB for calendar years 2006 to 2010 and established new rates for calendar
years 2011 to 2015. Prior periods reflect these reduced rates where applicable. For further information about our content licensing arrangements
and royalties, see the section captioned �What We Do � Content, Copyrights & Royalties.�

Provision for Income Taxes. Since our inception, we have been subject to income taxes only in the United States. In the event we expand our
operations outside the United States, we will become subject to taxation based on the foreign statutory rates and our effective tax rate could
fluctuate accordingly.

Income taxes are computed using the asset and liability method, under which deferred tax assets and liabilities are determined based on the
difference between the financial statement and tax bases of assets and liabilities using enacted statutory income tax rates in effect for the year in
which the differences are expected to affect taxable income. Valuation allowances are established when necessary to reduce net deferred tax
assets to the amount expected to be realized.
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Results of Operations

The following tables present our results of operations for the periods indicated and as a percentage of total revenue. The period-to-period
comparisons of results are not necessarily indicative of results for future periods.

Fiscal Year Ended January 31,
Three Months Ended

April 30,
2009 2010 2011 2010 2011

(in thousands)
(unaudited)

Revenue:
Advertising $ 18,247 $ 50,147 $ 119,333 $ 18,446 $ 43,661
Subscription services and other 1,086 5,042 18,431 3,153 7,379

Total revenue 19,333 55,189 137,764 21,599 51,040
Costs and expenses:
Cost of revenue(1) 7,398 7,892 11,559 2,390 4,360
Product development(1) 6,116 6,026 6,736 1,499 2,731
Marketing and sales(1) 13,265 17,426 36,250 5,433 12,964
General and administrative(1) 4,190 6,358 14,183 2,471 6,943
Content acquisition 15,771 32,946 69,357 12,616 29,158

Total costs and expenses 46,740 70,648 138,085 24,409 56,156

Loss from operations (27,407) (15,459) (321) (2,810) (5,116) 
Other income (expense):
Interest income 247 62 31 2 2
Interest expense (1,126) (898) (612) (100) (109) 
Other income (expense), net 58 (458) (728) (96) (1,509) 

Loss before provision for income taxes (28,228) (16,753) (1,630) (3,004) (6,732) 
Provision for income taxes � � 134 � 22

Net loss (28,228) (16,753) (1,764) (3,004) (6,754) 
Deemed dividend on Series D and Series E � (1,443) � � �
Accretion of redeemable convertible preferred stock (58) (218) (300) (81) (70) 
Increase in cumulative dividends payable upon conversion of
liquidation of redeemable convertible preferred stock (3,751) (6,461) (8,978) (1,883) (2,320) 

Net loss attributable to common stockholders $ (32,037) $ (24,875) $ (11,042) $ (4,968) $ (9,144) 

Basic and diluted loss per share $ (5.45) $ (3.84) $ (1.03) $ (0.64) $ (0.61) 

Weighted-average number of shares used in per share amounts (in
thousands): 5,881 6,482 10,761 7,791 14,900

(1)    Includes stock-based compensation as follows:
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Cost of revenue $ 14 $ 18 $ 85 $ 6 $ 64
Product development 54 125 329 40 177
Marketing and sales       188       225 549 76 423
General and administrative 77 109 492 70 272

Total stock-based compensation $ 333 $ 477 $ 1,455 $ 192 $ 936
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Fiscal Year Ended January 31,
Three Months Ended

April 30,
2009 2010 2011 2010 2011

(unaudited)
Revenue:
Advertising 94% 91% 87% 85% 86% 
Subscription services and other 6 9 13 15 14

Total revenue 100 100 100 100 100
Costs and expenses:
Cost of revenue(1) 38 14 8 11 9
Product and development(1) 32 11 5 7 5
Marketing and sales(1) 69 32 26 25 25
General and administrative(1) 22 12 10 11 14
Content acquisition 82 60 50 58 57

Total costs and expenses 242 128 100 113 110

Loss from operations (142) (28) � (13) (10) 
Other income (expense):
Interest income 1 � � � �
Interest expense (6) (2) � � �
Other income (expense), net � (1) (1) � (3) 

Loss before provision for income taxes (146) (30) (1) (14) (13) 
Provision for income taxes � � � � �

Net loss (146%) (30%) (1%) (14%) (13%) 

(1)    Includes stock-based compensation as follows:

Cost of revenue 0.1% 0.0% 0.1% 0.0% 0.1% 
Product development 0.3 0.2 0.2 0.2 0.3
Marketing and sales 1.0 0.4 0.4 0.4 0.8
General and administrative 0.4 0.2 0.4 0.3 0.5

Comparison of the Three Months Ended April 30, 2010 and 2011

Revenue

Three Months Ended
April 30,

$ Change2010 2011
(in thousands)

Advertising $ 18,446 $ 43,661 $ 25,215
Subscription services and other 3,153 7,379 4,226

Total revenue $ 21,599 $ 51,040 $ 29,441
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Advertising revenue increased $25.2 million due to increases in the number of advertising campaigns enabled by higher listener hours and
higher spending on campaigns by our largest advertisers. Subscription revenue increased $4.2 million due to an increase of 139% in the number
of subscribers.

Costs and Expenses

Cost of Revenue

Three Months Ended
April 30,

2010 2011 $ Change
(in thousands)

Cost of revenue $ 2,390 $ 4,360 $ 1,970
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