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Part I - FINANCIAL INFORMATION
Item 1. Financial Statements
HireRight Holdings Corporation
Condensed Consolidated Balance Sheets (Unaudited)
June 30,
2022

December 31,
2021

(in thousands, except share and per share data)

Assets
Current assets
Cash and cash equivalents
Restricted cash
Accounts receivable, net of allowance for doubtful accounts of $5,277 and $4,284 at June 30, 2022 and December 31,
2021, respectively
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Right-of-use assets, net
Intangible assets, net
Goodwill
Cloud computing software, net
Other non-current assets

$

Total assets
Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable
Accrued expenses and other current liabilities
Accrued salaries and payroll
Derivative instruments, short-term
Debt, current portion
Total current liabilities
Debt, long-term portion
Derivative instruments, long-term
Tax receivable agreement liability
Deferred taxes
Operating lease liabilities, long-term
Other non-current liabilities
Total liabilities
Commitments and contingent liabilities (Note 12)
Preferred stock, $0.001 par value, authorized 100,000,000 shares; none issued and outstanding as of June 30, 2022 and
December 31, 2021
Common stock, $0.001 par value, authorized 1,000,000,000 shares; 79,432,321 and 79,392,937 shares issued and
outstanding as of June 30, 2022 and December 31, 2021, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income
Total stockholders’ equity

$

Total liabilities and stockholders’ equity

$

$

118,440
1,101
176,371
16,660
312,572
10,399
9,794
358,913
810,040
24,142
18,829
1,544,689

7,117
97,519
27,476
—
8,350
140,462
685,931
—
210,639
14,415
12,572
2,197
1,066,216

$

$

—
79
800,566
(324,354)
2,182
478,473
1,544,689 $

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

111,032
5,182
142,473
18,583
277,270
11,127
—
389,483
819,538
8,133
18,211
1,523,762

13,688
75,294
29,280
16,662
8,350
143,274
688,683
11,444
210,639
14,765
—
9,240
1,078,045

—
79
793,382
(360,364)
12,620
445,717
1,523,762

HireRight Holdings Corporation
Condensed Consolidated Statements of Operations (Unaudited)

Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021

(in thousands, except share and per share data)

Revenues

$

222,292

Expenses
Cost of services (exclusive of depreciation and amortization below)
Selling, general and administrative
Depreciation and amortization
Total expenses
Operating income

119,990
54,387
18,049
192,426
29,866

Other expenses
Interest expense
Other expense, net
Total other expenses, net
Income (loss) before income taxes
Income tax expense
Net income (loss)
Net income (loss) per share:
Basic
Diluted
Weighted average shares outstanding:
Basic

$

176,984

$

98,317
43,215
18,239
159,771
17,213

$

4,957
33
4,990
24,876
430
24,446

$

18,207
912
19,119
(1,906)
1,733
(3,639) $

$
$

0.31
0.31

$
$

(0.06) $
(0.06) $

Diluted

421,003

326,541

232,393
102,654
36,110
371,157
49,846

184,504
82,609
36,482
303,595
22,946

12,514
74
12,588
37,258
1,248
36,010

$

36,156
103
36,259
(13,313)
2,305
(15,618)

0.45
0.45

$
$

(0.27)
(0.27)

79,405,872

57,168,291

79,399,440

57,168,291

79,478,094

57,168,291

79,443,173

57,168,291

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

HireRight Holdings Corporation
Condensed Consolidated Statements of Comprehensive Income (Loss) (Unaudited)
Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021
(in thousands)

Net income (loss)

$

Other comprehensive income (loss), net of tax
Unrealized gain (loss) on derivatives qualified for hedge accounting:
Unrealized gain (loss) on interest rate swaps
Reclassification adjustments included in earnings (1)
Total unrealized gain (loss)
Currency translation adjustment, net of tax benefit (expense) of ($83) and $3 for the
three months ended June 30, 2022 and 2021, respectively, and ($146) and $15 for
the six months ended June 30, 2022, and 2021, respectively
Other comprehensive income (loss)

(1)

$

—
(4,082)
(4,082)

$

Comprehensive income (loss)

24,446

(10,042)
(14,124)
10,322 $

(3,639) $

(609)
4,904
4,295
1,283
5,578
1,939

36,010

$

7,981
(4,584)
3,397

$

(13,835)
(10,438)
25,572 $

(15,618)

1,964
9,715
11,679
1,262
12,941
(2,677)

Represents the reclassification of the effective portion of the gain on the Company's interest rate swaps into interest expense. Includes reclassification to earnings as a reduction to interest
expense of unrealized gains included in accumulated other comprehensive income on the condensed consolidated balance sheet related to the interest rate swap agreements terminated on
February 18, 2022. See Note 9 for additional information.

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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HireRight Holdings Corporation
Condensed Consolidated Statements of Stockholders’ Equity (Unaudited)

Three Months Ended June 30, 2022
Common Stock
Shares

Balances at March 31, 2022
Issuance of common stock upon vesting of restricted
stock units
Net income
Stock-based compensation
Other comprehensive loss
Balances at June 30, 2022

79,392,937
39,384
—
—
—
79,432,321

Additional Paid in
Capital
Accumulated Deficit
(in thousands, except share data)

Amount

$

79

$

—
—
—
—
79

Accumulated Other
Comprehensive
Income

$

796,176 $

(348,800) $

$

—
—
4,390
—
800,566 $

—
24,446
—
—
(324,354) $

16,306

Total Stockholders’
Equity

$

463,761

—
—
—
(14,124)
2,182 $

—
24,446
4,390
(14,124)
478,473

Three Months Ended June 30, 2021
Class A Member Units
Units

Balances at March 31, 2021
Net loss
Stock-based compensation
Other comprehensive income
Balances at June 30, 2021

57,168,291
—
—
—
57,168,291

Amount

$

$

Additional Paid in
Capital
Accumulated Deficit
(in thousands, except unit data)

590,711 $
—
—
—
590,711 $

16,183
—
829
—
17,012

$

$

Accumulated Other
Comprehensive
Income (Loss)

(351,040) $
(3,639)
—
—
(354,679) $

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Total Stockholders’
Equity

(2,760) $
—
—
5,578
2,818 $

253,094
(3,639)
829
5,578
255,862

HireRight Holdings Corporation
Condensed Consolidated Statements of Stockholders’ Equity (Unaudited)

Six Months Ended June 30, 2022
Common Stock
Shares

Balances at December 31, 2021
Issuance of common stock upon vesting of restricted
stock units
Net income
Stock-based compensation
Other comprehensive loss
Balances at June 30, 2022

79,392,937
39,384
—
—
—
79,432,321

Additional Paid in
Capital
Accumulated Deficit
(in thousands, except share data)

Amount

$

79

$

—
—
—
—
79

Accumulated Other
Comprehensive
Income

$

793,382 $

(360,364) $

$

—
—
7,184
—
800,566 $

—
36,010
—
—
(324,354) $

12,620

Total Stockholders’
Equity

$

445,717

—
—
—
(10,438)
2,182 $

—
36,010
7,184
(10,438)
478,473

Six Months Ended June 30, 2021
Class A Member Units
Units

Balances at December 31, 2020
Net loss
Stock-based compensation
Other comprehensive income
Balances at June 30, 2021

57,168,291
—
—
—
57,168,291

Amount

$

$

Additional Paid in
Capital
Accumulated Deficit
(in thousands, except unit data)

590,711 $
—
—
—
590,711 $

15,360
—
1,652
—
17,012

$

$

Accumulated Other
Comprehensive
Income (Loss)

(339,061) $
(15,618)
—
—
(354,679) $

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Total Stockholders’
Equity

(10,123) $
—
—
12,941
2,818 $

256,887
(15,618)
1,652
12,941
255,862

HireRight Holdings Corporation
Condensed Consolidated Statements of Cash Flows (Unaudited)
Six Months Ended
June 30,
2022

2021
(in thousands)

Cash flows from operating activities
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amortization
Deferred income taxes
Amortization of debt issuance costs
Amortization of contract assets
Amortization of right-of-use assets
Amortization of unrealized gains on terminated interest rate swap agreements
Amortization of cloud computing software costs
Stock-based compensation
Other non-cash charges, net
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Cloud computing software
Other non-current assets
Accounts payable
Accrued expenses and other current liabilities
Accrued salaries and payroll
Operating lease liabilities, net
Other non-current liabilities
Net cash provided by (used in) operating activities
Cash flows from investing activities
Purchases of property and equipment
Capitalized software development
Net cash used in investing activities
Cash flows from financing activities
Repayments of debt
Borrowings on line of credit
Repayments on line of credit
Payments for termination of interest rate swap agreements
Payment of issuance costs - revolving credit facility
Net cash used in financing activities
Net increase (decrease) in cash, cash equivalents and restricted cash
Effect of exchange rates
Cash, cash equivalents and restricted cash
Beginning of period

$

$

End of period
Cash paid for
Interest
Income taxes paid
Supplemental schedule of non-cash investing and financing activities
Unpaid property and equipment and capitalized software purchases

$

(15,618)

36,110
243
1,759
2,166
1,355
(6,263)
466
7,305
1,473

36,482
1,765
2,082
1,809
—

(34,969)
1,924
(16,475)
(2,732)
(10,154)
23,158
(2,136)
(2,604)
(770)
35,866

(24,035)
(644)
—
(3,162)
(11,839)
10,765
(391)
—
154
(347)

(2,763)
(5,417)
(8,180)

(3,753)
(3,005)
(6,758)

(4,175)
—
—
(18,445)
(342)
(22,962)
4,724
(1,397)

(4,175)
20,000
(20,000)
—
—
(4,175)
(11,280)
(727)

116,214
119,541

—

—
1,652
633

$

24,059
12,052

$

16,945
1,529

$

33,928
10

$

1,939

$

—

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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36,010

HireRight Holdings Corporation
Notes to Condensed Consolidated Financial Statements (Unaudited)

1. Organization, Basis of Presentation and Consolidation, and Significant Accounting Policies
Organization
Description of Business
HireRight GIS Group Holdings LLC (“HGGH”), was formed in July 2018 in connection with the combination of two groups of companies: the HireRight Group and the
General Information Services (“GIS”) Group, each of which includes a number of wholly-owned subsidiaries that conduct the Company’s business in the United States, as well
as other countries. Since July 2018, the combined group of companies and their subsidiaries have operated as a unified operating company providing screening and compliance
services, predominantly under the HireRight brand.
Corporate Conversion and Stock Split
On October 15, 2021, HGGH converted into a Delaware corporation and changed its name to HireRight Holdings Corporation (“HireRight” or the “Company”). In
conjunction with the conversion, all of HGGH’s outstanding equity interests were converted into shares of common stock of HireRight Holdings Corporation. The conversion
and related transactions are referred to herein as the “Corporate Conversion.” The Corporate Conversion did not affect the assets and liabilities of HGGH, which became the
assets and liabilities of HireRight Holdings Corporation.
On October 18, 2021, HireRight Holdings Corporation effected a one-for-15.969236 reverse stock split (“Stock Split”). All shares of the Company’s common stock, stockbased instruments, and per-share data included in the condensed consolidated financial statements give retroactive effect to the Stock Split.
Initial Public Offering
On November 2, 2021, the Company completed its initial public offering (“IPO”), in which the Company issued22,222,222 shares of its common stock. The shares began
trading on the New York Stock Exchange on October 29, 2021 under the symbol “HRT.” The shares were sold at an IPO price of $ 19.00 per share for net proceeds of $393.5
million, after deducting underwriting discounts and commissions of $23.2 million and other offering costs payable by the Company of $5.5 million. On November 30, 2021, the
Company issued an additional 2,424 shares pursuant to the partial exercise of the underwriters’ option to purchase additional shares for net proceeds of an immaterial amount.
Income Tax Receivable Agreement
In connection with the Company’s IPO, the Company entered into an income tax receivable agreement (“TRA”), which provides for the payment by the Company over a
period of approximately 12 years to pre-IPO equityholders or their permitted transferees of 85% of the benefits, if any, that the Company and its subsidiaries realize, or are
deemed to realize (calculated using certain assumptions) in U.S. federal, state, and local income tax savings as a result of the utilization (or deemed utilization) of certain
existing tax attributes. As of June 30, 2022 and December 31, 2021, the Company recorded a total liability of $210.6 million in connection with the projected obligations under
the TRA on its condensed consolidated balance sheets.
Basis of Presentation and Principles of Consolidation
The unaudited condensed consolidated financial statements include the Company’s accounts and those of its wholly-owned subsidiaries. The unaudited condensed
consolidated financial statements are presented in accordance with generally accepted accounting principles in the United States of America ("GAAP") and applicable rules and
regulations of the Securities and Exchange Commission (“SEC”) regarding interim financial reporting.
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HireRight Holdings Corporation
Notes to Condensed Consolidated Financial Statements (Unaudited)

Certain information and note disclosures normally included in the consolidated financial statements prepared in accordance with GAAP have been condensed or omitted.
Therefore, these condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2021, as filed with the SEC on March 21, 2022 (“Annual Report”). The December 31, 2021 condensed
consolidated balance sheet data included herein was derived from audited financial statements but does not include all disclosures required by GAAP.
In the opinion of management, all adjustments, consisting of normal recurring items, necessary for the fair statement of the condensed consolidated financial statements
have been included. All intercompany balances and transactions have been eliminated in consolidation. These unaudited condensed consolidated financial statements have been
prepared on a consistent basis with the accounting policies described in Note 1 of the notes to the audited consolidated financial statements for the year ended December 31,
2021, included in the Annual Report. Certain reclassifications have been made to prior year presentation to conform to current year presentation.
Significant Accounting Policies
The Company’s significant accounting policies are discussed in “Note 1 — Organization, Basis of Presentation and Consolidation, and Significant Accounting Policies” of
the notes to the audited consolidated financial statements for the year ended December 31, 2021, included in the Annual Report. Except as noted below and in Note 2 —
Recently Issued Accounting Pronouncements regarding leases, there have been no significant changes to these policies which have had a material impact on the Company’s
unaudited condensed consolidated financial statements during the six months ended June 30, 2022.
Implementation Costs Incurred in Cloud Computing Arrangements
For cloud computing arrangements that are a service contract, the Company capitalizes certain implementation costs incurred, including employee costs and third-party
costs, during the application development stage, and expenses costs as incurred during the preliminary project and post-implementation stages. Capitalized implementation costs
are expensed on a straight-line basis over the estimated useful life. Capitalized amounts related to such arrangements are recorded within prepaid expenses and other current
assets and within cloud computing software in the condensed consolidated balance sheets and amortized to selling, general and administrative expenses in the condensed
consolidated statement of operations.
Use of Estimates
Preparation of the Company’s unaudited condensed consolidated financial statements in conformity with GAAP requires the Company to make estimates, judgments, and
assumptions that affect the amounts reported and disclosed in the financial statements. The Company believes that the estimates, judgments, and assumptions used to determine
certain amounts that affect the financial statements are reasonable based upon information available at the time they are made. The Company uses such estimates, judgments,
and assumptions when accounting for items and matters such as, but not limited to, the allowance for doubtful accounts, customer rebates, impairment assessments and charges,
recoverability of long-lived assets, deferred tax assets, lease accounting, uncertain tax positions, income tax expense, liabilities under the TRA, derivative instruments, fair value
of debt, stock-based compensation expense, useful lives assigned to long-lived assets, and the stand-alone selling price of performance obligations for revenue recognition
purposes. Results and outcomes could differ materially from these estimates, judgments, and assumptions due to risks and uncertainties.
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HireRight Holdings Corporation
Notes to Condensed Consolidated Financial Statements (Unaudited)
2. Recently Issued Accounting Pronouncements
Recently Issued Accounting Pronouncements Adopted
Accounting Pronouncements Adopted in 2022
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-02, “Leases (Topic 842)” (“Topic 842”) to
increase transparency and comparability among organizations related to their leasing arrangements. The update requires lessees to recognize most leases, with the exception of
short-term leases if a policy election is made, on their balance sheets as a right-of-use (“ROU”) asset representing the right to use an underlying asset and a lease liability
representing the obligation to make lease payments over the lease term, measured on a discounted basis, while recognizing lease expense on their income statements in a manner
similar to current GAAP. The guidance also requires an entity to disclose key quantitative and qualitative information about its leasing arrangements.
The Company leases office facilities under operating lease agreements. All of the Company’s leases are operating leases. The Company adopted Topic 842 on January 1,
2022 using the modified retrospective transition approach. Under this transition provision, results for the reporting period beginning on January 1, 2022 are presented under
Topic 842 while prior period amounts continue to be reported and disclosed in accordance with the Company’s historical accounting treatment under ASC Topic 840, Leases.
The Company elected the “package of practical expedients” permitted under the transition guidance, which among other things, does not require reassessment of whether
contracts entered into prior to adoption are or contain leases, and allows carryforward of the historical lease classification for existing leases. The Company did not elect the
“hindsight” practical expedient, and therefore measured the ROU asset and lease liability using the remaining portion of the lease term at adoption on January 1, 2022.
The Company made an accounting policy election not to recognize ROU assets and lease liabilities for leases with a term of twelve months or less. For all other leases, the
Company recognizes ROU assets and lease liabilities based on the present value of lease payments over the lease term at the commencement date of the lease (or January 1,
2022 for existing leases upon the adoption of Topic 842). Lease payments may include fixed rent escalation clauses or payments that depend on an index (such as the consumer
price index). Subsequent changes to an index and any other periodic market-rate adjustments to base rent are recorded in variable lease expense in the period incurred. The ROU
assets also include any initial direct costs incurred and lease payments made at or before the commencement date and are reduced by any lease incentives.
The Company has made an accounting policy election to account for lease and non-lease components in its contracts as single lease components. The non-lease components
typically represent additional services transferred to the Company, such as common area maintenance for real estate, which are variable in nature and recorded in variable lease
expense in the period incurred.
The Company uses its incremental borrowing rate which is the rate of interest the Company would have to pay to borrow on a collateralized basis over a similar term and
amount in a similar economic environment to determine the present value of lease payments as the Company’s leases do not have a readily determinable implicit discount rate.
Judgment is applied in assessing factors such as Company specific credit risk, lease term, nature and quality of the underlying collateral, currency, and economic environment
in determining the incremental borrowing rate to apply to each lease.
Upon adoption, the Company recorded ROU assets and operating lease liabilities of $9.9 million and $18.9 million, respectively, related to the Company’s operating
leases. The adoption of the new lease standard did not materially impact the Company’s condensed consolidated statements of operations for the three and six months ended
June 30, 2022, or condensed consolidated statements of cash flows for the six months ended June 30, 2022.
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HireRight Holdings Corporation
Notes to Condensed Consolidated Financial Statements (Unaudited)
In November 2021, the FASB issued ASU 2021-10, “Government Assistance (Topic 832): Disclosures by Business Entities about Government Assistance.” The ASU
requires additional disclosures for transactions with a government accounted for by applying a grant or contribution accounting model by analogy, including: (i) information
about the nature of the transactions and related accounting policy used to account for the transactions; (ii) the line items on the balance sheet and income statement affected by
these transactions including amounts applicable to each line; and (iii) significant terms and conditions of the transactions, including commitments and contingencies. The
Company adopted this ASU effective January 1, 2022. The adoption of this ASU did not have a material impact on the condensed consolidated financial statements.
Recently Issued Accounting Pronouncements Not Yet Adopted
In October 2021, the FASB issued ASU 2021-08, “Business Combinations (Topic 805): Accounting for Contract Assets and Contract Liabilities from Contracts with
Customers,” which aims to improve the accounting for acquired revenue contracts with customers in a business combination. The ASU requires an entity (acquirer) to recognize
and measure contract assets and contract liabilities acquired in a business combination in accordance with Topic 606. The new guidance is effective for the Company for annual
periods beginning after December 15, 2023 and interim periods within those fiscal years. Early adoption is permitted. The Company is currently evaluating the impact of this
standard on the condensed consolidated financial statements.
In March 2020, the FASB issued ASU 2020-04, “Reference Rate Reform (Topic 848),” which provides temporary, optional practical expedients and exceptions to enable a
smoother transition to the new reference rates which will replace the London Interbank Offered Rate (“LIBOR”) and other reference rates expected to be discontinued. In
January 2021, the FASB issued ASU No. 2021-01, “Reference Rate Reform (Topic 848): Scope,” which expanded the scope of Topic 848 to include derivative instruments
impacted by the discounting transition. This collective guidance is effective at any time after March 12, 2020 but no later than December 31, 2022. The Company does not
expect the adoption of this guidance to have a material impact on the condensed consolidated financial statements.
In June 2016, the FASB issued ASU 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments,” to provide
financial statement users with more decision-useful information about the expected credit losses on financial instruments and other commitments to extend credit held by a
reporting entity at each reporting date. In November 2019, the FASB issued ASU 2019-10, “Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging
(Topic 815), and Leases (Topic 842),” which delayed the effective date for this guidance until the fiscal year beginning after December 15, 2022 including interim periods
within those fiscal years. Early adoption is permitted. The Company is currently evaluating the impact of ASU 2016-13 on the condensed consolidated financial statements.
3. Prepaid Expenses and Other Current Assets, and Other Non-Current Assets
The components of prepaid expenses and other current assets were as follows:
June 30,
2022

December 31,
2021
(in thousands)

Prepaid software licenses, maintenance, and insurance
Other prepaid expenses and current assets

$

Total prepaid expenses and other current assets

$

10

10,291
6,369
16,660

$
$

11,668
6,915
18,583

HireRight Holdings Corporation
Notes to Condensed Consolidated Financial Statements (Unaudited)

The components of other non-current assets were as follows:
June 30,
2022

December 31,
2021
(in thousands)

Contract implementation costs
Other non-current assets

$
$

Total other non-current assets

17,673
1,156
18,829

$

17,242
969
18,211

$

See Note 14 — Revenues for further discussion on contract implementation costs and related amortization included in cost of services in the Company’s condensed
consolidated statements of operations.
4. Right-of-Use Assets and Lease Liabilities
The Company determines if an arrangement is or contains a lease at inception, which is the date on which the terms of the contract are agreed, and if the arrangement
creates enforceable rights and obligations. Under Topic 842, a contract is or contains a lease when (i) explicitly or implicitly identified assets have been deployed in the contract
and (ii) the customer obtains substantially all of the economic benefits from the use of that underlying asset and directs how and for what purpose the asset is used during the
term of the contract. See Note 2 — Recently Issued Accounting Pronouncements for more information on the Company’s accounting policies for leases.
The Company leases office facilities under operating lease agreements that have initial terms ranging from1 to 12 years. Some leases include one or more options to
extend the term of the lease, generally at the Company’s sole discretion, with renewal terms that can extend the lease term up to 5 years. In addition, certain leases give the
Company, the lessor, or both parties the right to terminate. Options to extend a lease are included in the lease term when it is reasonably certain that the Company will exercise
the option. Options to terminate a lease are excluded from the lease term when it is reasonably certain that the Company will not exercise the option. The Company’s leases
generally do not contain any material restrictive covenants or residual value guarantees.
The Company’s operating leases were as follows:
June 30, 2022
(in thousands)

Right-of-use assets, net

$

9,794

Current operating lease liabilities (1)
Operating lease liabilities, long-term

$

Total operating lease liabilities

$

5,358
12,572
17,930

(1)

Current lease liabilities are recorded in other current liabilities on the Company’s condensed consolidated balance sheets.

The components of lease cost are recorded in selling, general, and administrative expenses for the three and six months ended June 30, 2022 and were as follows:
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Three Months Ended June 30,
2022

Six Months Ended June 30, 2022

(in thousands)

Operating lease cost
Short-term lease cost
Variable lease cost

$

Total lease cost

$

884
165
12
1,061

$

1,783
333
24
2,140

$

Operating lease cost is recognized on a straight-line basis over the lease term.
Supplemental cash flow information related to leases was as follows:
Six Months Ended June 30, 2022
(in thousands)

Cash paid for amounts included in measurement of operating lease liabilities

$

2,697

ROU assets obtained in exchange for operating lease liabilities

$

11,150

The weighted-average remaining lease term and weighted-average discount rate for the Company’s operating leases were as follows:
June 30, 2022
Weighted-average remaining lease term (in years)
Weighted-average discount rate

4.34
4.6 %

Maturities of the Company’s operating lease liabilities were as follows:
June 30, 2022
(in thousands)

2022 (excluding the six months ended June 30, 2022)
2023
2024
2025
2026
Thereafter
Total lease payments
Less amount representing interest

$

$

Total present value of lease liabilities

2,999
6,091
3,758
2,274
1,388
3,392
19,902
(1,972)
17,930

Cease-use Liabilities
The Company periodically identifies opportunities for cost savings through office consolidations or by exit from certain underutilized facilities. Cease-use costs represent
lease obligation charges and executory costs for exited facilities. The Company accounts for cease-use costs pursuant to guidance under ASC 420, Costs Related to Exit or
Disposal Activities. Charges related to these cease-use costs are estimated based on the discounted future cash flows of rent expense and executory costs that the Company is
obligated to pay under the lease agreements, partially offset by projected sublease income, which is calculated based on certain sublease assumptions.
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As a result of the exit from certain facilities, the Company recorded a cease-use liability in 2021. The cease-use liability of 9$.0 million was reclassified and treated as a
reduction to the beginning ROU asset recorded upon adoption of ASC 842, Leases, on January 1, 2022. Cease-use costs were $0.2 million during the six months ended June 30,
2022, and are included as a component of selling, general and administrative expenses in the condensed consolidated statements of operations. No cease-use costs were incurred
during the three months ended June 30, 2022 or during the three and six months ended June 30, 2021.
Cease-use costs are included in other non-current liabilities and accrued expenses and other current liabilities on the condensed consolidated balance sheets as of June 30,
2022 and December 31, 2021. The following table summarizes the activity for the liability for cease-use costs for the periods presented:
Cease-use Liability
(in thousands)

Balance at December 31, 2021
Cease-use costs
Reclassified as a reduction to the beginning ROU asset upon adoption of ASC 842
Accretion of liability
Payments
Foreign currency translation

$

Balance at June 30, 2022

$

11,588
160
(9,001)
(101)
(653)
(214)
1,779

5. Accrued Expenses and Other Current Liabilities
The components of accrued expenses and other current liabilities were as follows:
June 30,
2022

December 31,
2021
(in thousands)

Accrued data costs
Litigation settlements (Note 13)
Other (1)

$

51,586
586
45,347
97,519

$

Total accrued expenses and other current liabilities

$

$

34,632
3,310
37,352
75,294

________________
(1) During the six months ended June 30, 2022, the Company paid $ 3.9 million, which was previously held in escrow as of December 31, 2021, as unsecured creditors’ funds pursuant to
plans of liquidation and restructurings of predecessor entities.

6. Accrued Salaries and Payroll
The components of accrued salaries and payroll were as follows:
June 30,
2022

December 31,
2021
(in thousands)

Wages, benefits and taxes
Accrued bonus

$
$

Total accrued salaries and payroll

13

16,605
10,871
27,476

$
$

12,017
17,263
29,280
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7. Debt
The components of debt were as follows:
June 30,
2022

December 31,
2021
(in thousands)

Amended First Lien Term Loan Facility
Amended Revolving Credit Facility
Total debt
Less: Original issue discount
Less: Unamortized debt issuance costs
Less: Current portion of long-term debt

$

$

Long-term debt, less current portion

703,688 $
—
703,688
(1,731)
(7,676)
(8,350)
685,931 $

707,863
—
707,863
(1,993)
(8,837)
(8,350)
688,683

On July 12, 2018, the Company entered into the following credit arrangements:
•

a first lien senior secured term loan facility, in an aggregate principal amount of $835.0 million, maturing on July 12, 2025 (“First Lien Term Loan Facility”);

•

a first lien senior secured revolving credit facility, in an aggregate principal amount of up to $100.0 million, including a $40.0 million letter of credit sub-facility,
maturing on July 12, 2023 (“Revolving Credit Facility” and, together with the First Lien Term Loan Facility, the “First Lien Facilities”).

On June 3, 2022, the Company entered into an amendment to the First Lien Term Loan Facility (“Amended First Lien Term Loan Facility”) with the lenders party thereto
and Bank of America, N.A. as administrative agent. The Amended First Lien Term Loan Facility amends the Company’s First Lien Facilities, by and among the Company, the
lending institutions from time to time party thereto and Bank of America, N.A. as administrative agent, collateral agent and a letter of credit issuer (as amended through the
Amended First Lien Term Loan Facility, the “Amended First Lien Facilities”).
Under the Amended First Lien Facilities, (i) the aggregate commitments under the Company’s Revolving Credit Facility were increased from $100.0 million to $145.0
million; (ii) the maturity date of the Revolving Credit Facility was extended from July 12, 2023 to June 3, 2027 or, if earlier, 91 days prior to the maturity of the Company’s term
loans under the Amended First Lien Facilities, as may be extended or refinanced; and (iii) the interest rate benchmark applicable to the Revolving Credit Facility was converted
from LIBOR to term Secured Overnight Financing Rate (“SOFR”). The Revolving Credit Facility as amended is herein after referred to as the “Amended Revolving Credit
Facility.” The Company’s existing term loans under the Amended First Lien Facilities remained in effect. Upon the effectiveness of the Amended First Lien Term Loan
Facilities, the Company did not have any outstanding principal balance on the Revolving Credit Facility. The Amended First Lien Term Loan Facilities did not modify the
financial covenants, negative covenants, mandatory prepayment events or security provisions or arrangements under the Amended First Lien Facilities.
The Amended First Lien Term Loan Facility was accounted for as a modification for certain lenders and an extinguishment for other lenders and debt issuance costs and
lender fees were accounted for in proportion to whether the related borrowing commitment was considered modified or extinguished. Accordingly, newly incurred and existing
deferred debt issuance costs of $0.4 million and $0.4 million, respectively, will be amortized to interest expense over the new remaining term of the Amended Revolving Credit
Facility. Additionally, the Company wrote off unamortized debt issuance costs of $ 0.1 million related to the modification of the Revolving Credit Facility. The write-off of
unamortized debt issuance costs are recorded in interest expense in the condensed consolidated statements of operations.
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Amended First Lien Facilities
The Company is required to make scheduled quarterly payments equal to 0.25% of the aggregate initial outstanding principal amount of the Amended First Lien Term Loan
Facility, or approximately $2.1 million per quarter, with the remaining balance payable at maturity. The Company may make voluntary prepayments on the Amended First Lien
Term Loan Facility at any time prior to maturity at par.
The Company is required to make prepayments on the Amended First Lien Term Loan Facility with the net cash proceeds of certain asset sales, debt incurrences, casualty
events and sale-leaseback transactions, subject to certain specified limitations, thresholds and reinvestment rights. Additionally, the Company is required to make annual
prepayments on the outstanding Amended First Lien Term Loan Facility with a percentage (subject to leverage-based reductions) of the Company’s excess cash flow, as defined
therein, if the excess cash flow exceeds a certain specified threshold. For the three and six months ended June 30, 2022 and 2021, the Company was not required to make a
prepayment under the Amended First Lien Term Loan Facility based on the Company’s excess cash flow.
The Amended First Lien Term Loan Facility has an interest rate calculated as, at the Company’s option, either (a) LIBOR determined by reference to the costs of funds for
Eurodollar deposits for the interest period relevant to such borrowing, adjusted for certain additional costs (“LIBOR Reference Rate”) with a floor of 0.00% or (b) a base rate
determined by reference to the highest of (i) the federal funds effective rate plus 0.50% per annum, (ii) the rate the Administrative Agent announces from time to time as its
prime lending rate in New York City, and (iii) one-month adjusted LIBOR plus 1.00% per annum (“ABR”), in each case, plus the applicable margin of 3.75% for LIBOR loans
and 2.75% for ABR loans, and is payable on each interest payment date, at least quarterly, in arrears. The applicable margin for borrowings under the Revolving Credit Facility
is 3.00% for SOFR loans and 2.00% for ABR loans, in each case, subject to adjustment pursuant to a leverage-based pricing grid. As of June 30, 2022, the Amended First Lien
Term Loan Facility accrued interest at one-month LIBOR plus 3.75%, and the Amended Revolving Credit Facility accrued interest at one-month SOFR plus2.50% based upon
the current pricing grid.
Unlike the Amended Revolving Credit Facility, the interest rates for the Amended First Lien Term Loan Facility are calculated using LIBOR, which is scheduled to become
unavailable in June 2023. The credit agreement underlying the Amended First Lien Term Loan Facility contemplates that, if the administrative agent determines that LIBOR is
unavailable or is replaced by a new benchmark interest rate to replace LIBOR for syndicated loans, then, the administrative agent and the Borrower may amend the Amended
First Lien Term Loan Facility to replace LIBOR with an alternate benchmark rate (“LIBOR Successor Rate”) unless lenders holding more than 50% in value of the loans or
commitments under the credit agreement do not accept such amendment. If no LIBOR Successor Rate has been determined, the obligation of lenders to make or maintain
LIBOR loans will be suspended (to the extent of the affected LIBOR rate loans or interest periods), and the LIBOR component will no longer be utilized in determining an
alternative benchmark rate. Under such circumstances, the Borrower can revoke any pending request for a new borrowing, conversion to, or continuation of LIBOR loans or
such loans will be deemed to be ABR loans of the same amount. The Borrower also has the ability to convert all or a portion equal to at least $2.5 million of LIBOR loans to
ABR loans under the credit agreement.
The Company’s obligations under the Amended First Lien Facilities are guaranteed, jointly and severally, on a senior secured first-priority basis, by substantially all of the
Company’s domestic wholly-owned material subsidiaries, as defined in the agreement, and are secured by first-priority security interests in substantially all of the assets of the
Company and its domestic wholly-owned material subsidiaries, subject to certain permitted liens and exceptions. Collateral includes all outstanding equity interests in whatever
form of the borrower and each restricted subsidiary that is owned by any credit party.
As of June 30, 2022, the Company had $143.7 million in available borrowing under the Amended Revolving Credit Facility, after utilizing $1.3 million for letters of credit.
The Company is required to pay a quarterly fee of 0.50% on unutilized commitments under the Amended Revolving Credit Facility, subject to adjustment pursuant to a
leverage-based pricing grid. As of June 30, 2022 and December 31, 2021, the quarterly fee on unutilized commitments under the Amended Revolving Credit Facility was 0.38%
and 0.50%, respectively.
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Debt Covenants
The Amended First Lien Facilities contain certain covenants and restrictions that limit the Company’s ability to, among other things: (a) incur additional debt or issue
certain preferred equity interests; (b) create or permit the existence of certain liens; (c) make certain loans or investments (including acquisitions); (d) pay dividends on or make
distributions in respect of the capital stock or make other restricted payments; (e) consolidate, merge, sell, or otherwise dispose of all or substantially all of the Company’s
assets; (f) sell assets; (g) enter into certain transactions with affiliates; (h) enter into sale-leaseback transactions; (i) restrict dividends from the Company’s subsidiaries or restrict
liens; (j) change the Company’s fiscal year; and (k) modify the terms of certain debt agreements. In addition, the Amended First Lien Facilities also provide for customary
events of default. The Company was in compliance with the covenants under the Amended First Lien Facilities for the three and six months ended June 30, 2022.
The Company is also subject to a springing financial maintenance covenant under the Amended Revolving Credit Facility, which requires the Company to not exceed a
specified first lien leverage ratio at the end of each fiscal quarter if the outstanding loans and letters of credit under the Amended Revolving Credit Facility, subject to certain
exceptions, exceed 35% of the total commitments under the Amended Revolving Credit Facility at the end of such fiscal quarter. The Company was not subject to this covenant
as of June 30, 2022 and December 31, 2021, as outstanding loans and letters of credit under the Amended Revolving Credit Facility did not exceed 35% of the total
commitments under the facility.
Other
Amortization of debt discount and debt issuance costs related to the Amended First Lien Term Loan Facility are included in interest expense in the condensed consolidated
statements of operations and were as follows:
Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021
(in thousands)

Debt discount amortization
Debt issuance costs amortization

$
$

Total debt discount and issuance cost amortization

132
584
716

$
$

143
651
794

$
$

262
1,162
1,424

$
$

285
1,297
1,582

In addition, interest expense includes the amortization of debt issuance costs for the Amended Revolving Credit Facility of $0.2 million and $0.1 million, for the three
months ended June 30, 2022 and 2021, respectively, and $0.3 million and $0.2 million, for the six months ended June 30, 2022 and 2021, respectively,. Unamortized debt
issuance costs for the Amended Revolving Credit Facility are recorded in other non-current assets on the Company’s condensed consolidated balance sheets. Interest expense
for the three and six months ended June 30, 2021 includes $4.1 million and $8.2 million, respectively, related to a second lien senior secured term loan facility which was repaid
on November 3, 2021 using proceeds from the IPO.
The weighted average interest rate on outstanding borrowings as of June 30, 2022 and December 31, 2021 was4.2% and 4.5%, respectively.
8. Fair Value Measurements
The accounting standard for fair value measurements defines fair value, establishes a market-based framework or hierarchy for measuring fair value, and requires
disclosures about fair value measurements. The standard is applicable whenever assets and liabilities are measured at fair value.
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The fair value hierarchy established in the standard prioritizes the inputs used in valuation techniques into three levels as follows:
Level 1

Quoted prices in active markets for identical assets and liabilities;

Level 2

Quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets and liabilities in
inactive markets, inputs other than quoted prices that are observable, and inputs derived from or corroborated by observable market
data; or

Level 3

Amounts derived from valuation models in which unobservable inputs reflect the reporting entity’s own assumptions about the
assumptions of market participants that would be used in pricing the asset or liability, such as discounted cash flow models or
valuations.

Recurring Fair Value Measurements
The carrying amounts of the Company’s cash, cash equivalents, and restricted cash approximate their fair value due to the short-term maturity of these instruments.
The Company’s outstanding debt instruments are recorded at their carrying values in the condensed consolidated balance sheets, which may differ from their respective fair
values. The estimated fair value of the Company’s debt, which is Level 2 of the fair value hierarchy, is based on quoted prices for similar instruments in active markets or
identical instruments in markets that are not active.
The Company’s derivative instruments, all of which the Company terminated during the quarter ended March 31, 2022, consisted of interest rate swap contracts which were
Level 2 of the fair value hierarchy and reported in the condensed consolidated balance sheet as of December 31, 2021 as derivative liabilities current and derivative liabilities
long-term. See Note 9 — Derivative Instruments for more information.
The fair value of the Company’s Amended First Lien Term Loan Facility is calculated based upon market price quotes obtained for the Company’s debt agreements (Level
2 fair value inputs). The fair value of the Amended Revolving Credit Facility approximates carrying value, based upon the short-term duration of the interest rate periods
currently available to the Company. The estimated fair values were as follows:
June 30, 2022
Carrying Value
Fair Value

December 31, 2021
Carrying Value
Fair Value
(in thousands)

Amended First Lien Term Loan Facility
Amended Revolving Credit Facility
Total

$

701,957
—
701,957

$

$
$

675,203
—
675,203

$
$

705,870
—
705,870

$
$

704,550
—
704,550

9. Derivative Instruments
The Company entered into interest rate swap agreements with a total notional amount of $700 million with an effective date of December 31, 2018 (“Interest Rate Swap
Agreements”). The Interest Rate Swap Agreements were designed to provide predictability against changes in the interest rates on the Company’s debt, as the Interest Rate Swap
Agreements converted a portion of the variable interest rate on the Company’s debt to a fixed rate. The Interest Rate Swap Agreements were originally scheduled to expire on
December 31, 2023.
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On September 26, 2019, the Company modified the terms of the Interest Rate Swap Agreements with the then existing counterparties to change the LIBOR reference
period to one month. The notional amount and maturities of the Interest Rate Swap Agreements remained unchanged. The Company elected hedge accounting treatment at that
time. To ensure the effectiveness of the Interest Rate Swap Agreements, the Company elected the one-month LIBOR rate option for its variable rate interest payments on term
balances equal to or in excess of the applicable notional amount of the Interest Rate Swap Agreements as of each reset date. The reset dates and other critical terms on the term
loans perfectly matched with the interest rate cap reset dates and other critical terms through February 18, 2022, the date the Interest Rate Swap Agreements were terminated,
and during the three and six months ended June 30, 2021. At June 30, 2022 and December 31, 2021, the effective portion of the Interest Rate Swap Agreements was included on
the condensed consolidated balance sheets in accumulated other comprehensive income.
For derivative instruments that qualify for hedge accounting treatment, the fair value is recognized on the Company’s condensed consolidated balance sheets as derivative
assets or liabilities with offsetting changes in fair value, to the extent effective, recognized in accumulated other comprehensive income until reclassified into earnings when the
related transaction occurs. The portion of a cash flow hedge that does not offset the change in the fair value of the transaction being hedged, which is commonly referred to as
the ineffective portion, is immediately recognized in earnings. Prior to termination discussed below, the Interest Rate Swap Agreements were determined to be effective hedging
agreements.
Effective February 18, 2022, the Company terminated the Interest Rate Swap Agreements. In connection with the termination of the Interest Rate Swap Agreements, the
Company made a payment of $18.4 million to the swap counterparties. Following these terminations, $21.5 million of unrealized gains related to the terminated Interest Rate
Swap Agreements included in accumulated other comprehensive income will be reclassified to earnings as reductions to interest expense through December 31, 2023.
The Company reclassified interest expense related to hedges of these transactions into earnings as follows:
Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021
(in thousands)

Reclassification of the effective portion of the gain on the Interest Rate Swap
Agreements into interest expense
$
Reclassification of unrealized gains related to terminated Interest Rate Swap Agreements
into interest expense
$
Total reclassification adjustments included in earnings

—

$

4,904

$

(4,082)
(4,082) $

—
4,904

$

1,679

$

9,715

(6,263)
(4,584) $

—
9,715

The fair value of the Interest Rate Swap Agreements was as follows:
December 31, 2021
Markets for Identical
Assets
(Level 1)

Observable Inputs
(Level 2)

Unobservable Inputs
(Level 3)

Total

(in thousands)

Derivative instruments, current
Derivative instruments, long-term
Total liabilities measured at fair value

$

—
—
—

$

18

$
$

16,662
11,444
28,106

$
$

—
—
—

$
$

16,662
11,444
28,106
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There were no amounts excluded from the measurement of hedge effectiveness at February 18, 2022, the date of termination, and December 31, 2021. See Note 10—
Accumulated Other Comprehensive Income (Loss) for further information.
The results of derivative activities are recorded in cash flows from operating activities on the condensed consolidated statements of cash flows.
10. Accumulated Other Comprehensive Income (Loss)
Accumulated other comprehensive income (loss) consists primarily of unrealized changes in fair value of derivative instruments that qualified for hedge accounting prior to
termination and cumulative foreign currency translation adjustments.
The components of accumulated other comprehensive income (loss) as of June 30, 2022 and December 31, 2021 were as follows:
Currency
Translation
Adjustment

Derivative
Instruments

Total

(in thousands)

Balance at December 31, 2021
Other comprehensive income (loss)

$

Balance at June 30, 2022

$

11,823
3,397
15,220

$
$

797 $
(13,835)
(13,038) $

12,620
(10,438)
2,182

The Company terminated the Interest Rate Swap Agreements effective February 18, 2022. As of June 30, 2022, $11.2 million of the remaining accumulated other
comprehensive income related to hedge accounting is expected to be reclassified into earnings over the next 12 months.

11. Segments and Geographic Information
The Company operates in one reportable segment.
Revenues are attributed to each geographic region based on the location of the HireRight entity that has contracted for the services that result in the revenues. The following
table summarizes the Company’s revenues by region:

Three Months Ended
June 30,
2022

Six Months Ended
June 30,
2021

2022

2021

(in thousands, except percent)

Revenues
United States
International
Total revenues

$
$

205,359
16,933
222,292

92.4 % $
7.6 %
100.0 % $

163,520
13,464
176,984

19

92.4 % $
7.6 %
100.0 % $

388,736
32,267
421,003

92.3 % $
7.7 %
100.0 % $

302,393
24,148
326,541

92.6 %
7.4 %
100.0 %
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The following table summarizes the Company’s long-lived assets, which consist of property and equipment, net, and operating lease ROU assets, net, by geographic region:
June 30,
2022

December 31,
2021
(in thousands)

Long-lived assets:
United States
International

$
$

Total long-lived assets

13,184
7,009
20,193

$
$

7,154
3,973
11,127

12. Commitments and Contingent Liabilities
Indemnification
In the ordinary course of business, the Company enters into agreements with customers, providers of services and data that the Company uses in its business operations, and
other third parties pursuant to which the Company agrees to indemnify and defend them and their affiliates for losses resulting from claims of intellectual property infringement,
damages to property or persons, business losses, and other costs and liabilities. Generally, these indemnity and defense obligations relate to claims and losses that result from the
Company’s acts or omissions, including actual or alleged process errors, inclusion of erroneous or impermissible information, or omission of includable information in
background screening reports that the Company prepares. In addition, under some circumstances, the Company agrees to indemnify and defend contract counterparties against
losses resulting from their own business operations, obligations, and acts or omissions, or the business operations, obligations, and acts or omissions of third parties. For
example, its business interposes the Company between suppliers of information that the Company includes in its background screening reports and customers that use those
reports; the Company generally agrees to indemnify and defend its customers against claims and losses that result from erroneous information provided by its suppliers, and
also to indemnify and defend its suppliers against claims and losses that result from misuse of their information by its customers.
The Company’s agreements with customers, suppliers, and other third parties typically include provisions limiting its liability to the counterparty, and the counterparty’s
liability to the Company. However, these limits often do not apply to indemnity obligations. The Company’s rights to recover from one party for its acts or omissions may be
capped below its obligation to another party for those same acts or omissions, and its obligation to provide indemnity and defense for its own acts or omissions in any particular
situation may be uncapped.
The Company has entered into indemnification agreements with the members of its board of directors and executive officers that require the Company, among other things,
to indemnify them against certain liabilities that may arise by reason of their status or service. In addition, customers of the Company may seek indemnity for negligent hiring
claims that result from the Company’s alleged failure to identify or report adverse background information about an individual.
As of December 31, 2021, the Company included $1.4 million in accrued expenses and other current liabilities in the condensed consolidated balance sheets as a result of
the Company agreeing to indemnify a customer from a negligent hiring claim. While the Company did not believe it had legal responsibility, the Company chose to indemnify
the customer against the negligent hiring claim in the interests of customer relations and to limit risk. On January 11, 2022, the Company paid the $1.4 million to the customer.
The Company is not aware of any other pending demands to provide indemnity or defense under such agreements that would reasonably be expected to have a material adverse
effect on its condensed consolidated financial statements.
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13. Legal Proceedings
The Company is subject to claims, investigations, audits, and enforcement proceedings by private plaintiffs, third parties the Company does business with, and
governmental and regulatory authorities charged with overseeing the enforcement of laws and regulations that govern the Company’s business. In the U.S., most of these
matters arise under the federal Fair Credit Reporting Act and various state and local laws focused on privacy and the conduct and content of background reports. These claims
are typically brought by individuals alleging process errors, inclusion of erroneous or impermissible information, or failure to include appropriate information in background
reports prepared about them by the Company. Proceedings related to the Company’s U.S. operations may also be brought under the same laws by the Consumer Financial
Protection Bureau or Federal Trade Commission, or by state authorities. Claims or proceedings may also arise under the European Union (“E.U.”) and U.K. General Data
Protection Regulations and other laws around the world addressing privacy and the use of background information such as criminal and credit histories, and may be brought by
individuals about whom the Company has prepared background reports or by the Data Protection Authorities of E.U. member states and other governmental authorities. In
addition, customers of the Company may seek indemnity for negligent hiring claims that result from the Company’s alleged failure to identify or report adverse background
information about an individual.
In addition to claims related to privacy and background checks, the Company is also subject to other claims and proceedings arising in the ordinary course of its business,
including without limitation employment-related claims and claims for alleged taxes owed, infringement of intellectual property rights, and breach of contract.
The Company accrues for contingent liabilities if it is probable that a liability has been incurred and the amount can be reasonably estimated. If a range of amounts can be
reasonably estimated and no amount within the range is a better estimate than any other amount, then the minimum of the range is accrued. The Company does not record
liabilities when the likelihood that the liability has been incurred is probable but the amount cannot be reasonably estimated or when the liability is believed to be only
reasonably possible or remote.
Although the Company and its subsidiaries are subject to various claims and proceedings from time to time in the ordinary course of business, the Company and its
subsidiaries are not party to any pending legal proceedings that the Company believes to be material.
On November 6, 2020 the Company reached a settlement related to 24 lawsuits that had been filed in 2009 and 2010 against HireRight Solutions, Inc. (“Old HireRight”),
which is the predecessor to the Company’s subsidiary HireRight LLC, by approximately 1,400 individuals alleging violation of the California Investigative Consumer Reporting
Agencies Act by Old HireRight and one of its customers (“Customer”) related to background reports that Old HireRight prepared for the Customer about those individuals.
Based upon the foregoing, the Company accrued $12.1 million pursuant to the settlement agreement and potential separate individual settlements with plaintiffs who did
not subscribe to the settlement agreement. On November 15, 2021, the Company paid $11.2 million of the legal settlement accrual, and on March 31, 2022, paid the remaining
balance of $0.3 million related to the settlement agreement. No amounts related to the settlement agreement are accrued at June 30, 2022.
While Old HireRight’s insurer has denied coverage, the Company believes it has valid claims against the carrier and intends to pursue them. Any insurance recovery would
defray the cost of the settlement to HireRight LLC, but at this time the Company is not able to assess the likelihood or amount of any potential insurance recovery.
14. Revenues
Revenues consist of service revenue and surcharge revenue. Service revenue consists of fees charged to customers for services provided by the Company. Surcharge
revenue consists of fees charged to customers for obtaining data from federal, state and local jurisdictions, and certain commercial data providers required to fulfill the
Company’s performance obligations. These fees are generally charged to the Company’s customers at cost. Revenue

21

HireRight Holdings Corporation
Notes to Condensed Consolidated Financial Statements (Unaudited)
is recognized when the Company satisfies its obligation to complete the service and delivers the screening report to the customer.
Disaggregated revenues were as follows:
Six Months Ended
June 30,
2022
2021

Three Months Ended June 30,
2022
2021
(in thousands)

Revenues
Service revenues
Surcharge revenues

$

Total revenues

$

158,425
63,867
222,292

$

131,724
45,260
176,984

$

$
$

299,928
121,075
421,003

$
$

243,292
83,249
326,541

Contract Implementation Costs
Contract implementation costs represent incremental set up costs to fulfill contracts with customers, including, for example, salaries and wages incurred to onboard
customers onto the Company’s platform to enable the customers to request and access completed background screening reports. Contract implementation costs and the related
amortization are recorded in other non-current assets on the Company’s condensed consolidated balance sheets and in cost of services (exclusive of depreciation and
amortization) in the Company’s condensed consolidated statements of operations, respectively. Amortization of contract implementation costs included in cost of services
(exclusive of depreciation and amortization) was $1.1 million and $2.2 million for the three and six months ended June 30, 2022, respectively, and $0.9 million and $1.8 million
for the three and six months ended June 30, 2021, respectively. See Note 3 — Prepaid Expenses and Other Current Assets, and Other Non-Current Assets for contract
implementation costs included in the Company’s condensed consolidated balance sheets.
15. Income Taxes
Income tax expense and effective tax rates were as follows:

Three Months Ended June 30,
2022
2021

Six Months Ended
June 30,
2022
2021

(in thousands, except effective tax rate)

Income (loss) before income taxes
Income tax expense
Effective tax rate

$

24,876
$
430
1.7 %

(1,906)
$
1,733
90.9 %

37,258
$
1,248
3.3 %

(13,313)
2,305
17.3 %

In general, with certain exceptions, ASC 740-270, Income Taxes, requires the use of an estimated annual effective tax rate to compute the tax provision during an interim
period. For the three and six months ended June 30, 2022, the Company has net income before income taxes and used an estimated annual effective tax rate to compute the
income tax provision. However, due to operating losses for the three and six months ended June 30, 2021, the Company determined that it was unable to reliably estimate its
annual effective tax rate. As such, for the three and six months ended June 30, 2021, the Company used a discrete method, which reflected the actual tax attributable to year-todate earnings and losses for the period.
Income tax expense for the three months ended June 30, 2022 and 2021 was $0.4 million and $1.7 million, respectively. The effective tax rate for the three months ended
June 30, 2022 was 1.7% compared to 90.9% for the
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three months ended June 30, 2021. The effective tax rate for the three months ended June 30, 2022 differs from the Federal statutory rate of 21% primarily due to valuation
allowances, state taxes, and U.S. tax on foreign operations. The effective tax rate for the three months ended June 30, 2021 differs from the Federal statutory rate of 21%
primarily due to the revaluation of deferred taxes in the United Kingdom, valuation allowances and state taxes.
Income tax expense for the six months ended June 30, 2022 and 2021 was $1.2 million and $2.3 million, respectively. The effective tax rate for the six months ended June
30, 2022 was 3.3% compared to 17.3% for the six months ended June 30, 2021. The effective tax rate for the six months ended June 30, 2022 differs from the Federal statutory
rate of 21% primarily due to valuation allowances, state taxes, and U.S. tax on foreign operations. The effective tax rate for the six months ended June 30, 2021 differs from the
Federal statutory rate of 21% primarily due to the revaluation of deferred taxes in the United Kingdom, valuation allowances and state taxes.
Realization of the Company’s deferred tax assets is dependent upon future earnings, if any. The timing and amount of future earnings are uncertain. Because of the
Company’s lack of U.S. earnings history, the Company’s net U.S. deferred tax assets have been fully offset by a valuation allowance, excluding a portion of its deferred tax
liabilities for tax deductible goodwill. As of June 30, 2022, the Company intends to continue maintaining a valuation allowance on its deferred tax assets until there is sufficient
positive evidence to support the reversal of all or some portion of the valuation allowance. A reduction in the valuation allowance would result in a material decrease to income
tax expense in the period the release is recorded. Although the exact timing and reversal amount are unknown at this time, the Company may conclude that a significant portion
of the valuation allowance be released contingent upon the earnings level it achieves in 2022 as well as its projected income levels in future periods.
16. Stock-Based Compensation
Equity Incentive Plans
On October 22, 2018, the Company implemented the HireRight GIS Group Holdings LLC Equity Incentive Plan (“Equity Plan”) providing for the issuance of up to
4,573,463 of its Class A Units (“Units”) pursuant to awards made under the Equity Plan to members of the board of managers, officers and employees as determined by the
Company’s compensation committee. Following the adoption of the Omnibus Incentive Plan (as defined below), the Company did not grant further awards under the Equity
Plan. However, any outstanding awards granted under the Equity Plan remain subject to the Equity Plan and applicable award agreement. In connection with the Corporate
Conversion, each option to purchase units of HireRight GIS Group Holdings LLC was converted into an option to purchase shares of common stock of HireRight Holdings
Corporation.
On October 18, 2021, the Company’s stockholders adopted the Company’s 2021 Omnibus Incentive Plan (“Omnibus Incentive Plan”), which became effective on October
28, 2021. The Omnibus Incentive Plan provides for the grant of awards of non-qualified stock options, incentive (qualified) stock options, stock appreciation rights, restricted
stock awards, restricted stock units (“RSU”), other stock-based awards, other cash-based awards or any combination of the foregoing to eligible employees, consultants,
directors, and officers. At June 30, 2022, 6,360,173 shares were available for issuance under the Omnibus Incentive Plan.
Equity Plan Awards (Pre-IPO)
The stock option awards issued prior to the Company’s IPO pursuant to the Equity Plan had vesting schedules based either upon continued service (“Time-Vesting
Options”), or upon attainment of specified levels of cash-on-cash return to the Company’s pre-IPO investors as a multiple of invested capital (“MOIC”) on their investments in
the Company (“Performance-Vesting Options”). On March 19, 2022, the compensation committee of the Company’s Board of Directors approved a modification of outstanding
Performance-Vesting Options to vest based solely on continued service rather than MOIC attainment. Under the modified vesting terms, the amended
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Performance-Vesting Options vest quarterly starting March 31, 2022 and ending December 31, 2024 based solely on continued service.
Stock-based compensation expense recognized in the condensed consolidated statements of operations was as follows:
Six Months Ended
June 30,
2022
2021

Three Months Ended June 30,
2022
2021
(in thousands)

Selling, general and administrative
Cost of services (exclusive of depreciation and amortization)

$

Total stock-based compensation expense

$

4,367
144
4,511

$
$

829
—
829

$
$

6,994
311
7,305

$
$

1,652
—
1,652

Stock Options
For Time-Vesting Options and Performance-Vesting Options outstanding and unvested as of June 30, 2022, the Company expects to recognize future compensation
expense of $6.8 million over a weighted average remaining vesting period of 2.40 years.
The Company granted 1,015,303 options during the six months ended June 30, 2022 under the Omnibus Incentive Plan, with a weighted-average grant date fair value of
$5.06 calculated using the Black-Scholes option valuation model. For options under the Omnibus Incentive Plan outstanding and unvested as of June 30, 2022, the Company
expects to recognize future compensation expense of $13.6 million over a weighted average remaining vesting period of 2.98 years.
Restricted Stock Units
The Company granted 813,287 RSUs with a weighted-average grant date fair value of $15.47 per share during the six months ended June 30, 2022 under the Omnibus
Incentive Plan. For RSUs outstanding and unvested as of June 30, 2022, the Company expects to recognize future compensation expense of $21.6 million over a weighted
average remaining vesting period of 2.55 years.
On June 1, 2022, the Company approved a grant of a total of 422,143 RSUs with a grant-date fair value of $14.45 per unit. A portion of these RSUs may vest upon the
achievement of a series of goal-based performance milestones, and the balance of these RSUs may vest based upon achievement of all aggregated milestones by a final target
date, followed by subsequent continued service for a specified period of time. The fair value of these awards, until vested, are included in accrued expenses and other current
liabilities and other non-current liabilities in the condensed consolidated balance sheets. The Company measures stock-based compensation cost for liability classified awards
based on the fair value of the award at each quarterly reporting date and recognizes the expense over the vesting period. The maximum cash value of all approved RSUs is $6.1
million, which is expected to be recognized as compensation expense over the period from grant date through April 2024.
For the three and six months ended June 30, 2022, compensation expense associated with these awards totaled $0.1 million.
Employee Stock Purchase Plan
The first offering period for the Company’s Employee Stock Purchase Plan (“ESPP”) began on May 20, 2022 and will continue for six months until the purchase date on
November 18, 2022. Thereafter, offerings will begin on November 20 and May 20 and will end on the following May 19 and November 19, respectively. Such shares may be
purchased at an amount equal to 85% of the fair market value of a share on (i) the purchase date or (ii) the
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offering date, whichever amount is lower; provided, that the purchase price will in no event be less than the par value of a share.
The Company recognized $0.1 million of stock-based compensation expense related to the ESPP during the three and six months ended June 30, 2022. As of June 30,
2022, total unrecognized compensation expense related to the ESPP was $0.2 million, which will be recognized on a straight-line basis over a weighted-average remaining
period of 0.39 years.

17. Earnings Per Share
Basic net income (loss) per share (“EPS”) is computed by dividing net income (loss) by the weighted-average number of outstanding shares during the period.
The weighted average outstanding shares may include potentially dilutive options. Diluted net income (loss) per share includes the effects of potentially dilutive awards.
For the three and six months ended June 30, 2022, there were 7,266,364, and 6,883,842 potentially dilutive awards, respectively, which were excluded from the calculations of
diluted EPS because including them would have had an anti-dilutive effect. For the three and six months ended June 30, 2021, there were 3,871,610 potentially dilutive awards,
which were excluded from the calculation of diluted EPS because including them would have had an anti-dilutive effect.
Basic and diluted EPS for the three and six months ended June 30, 2022 and 2021 were:
Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021

(in thousands, except share and per share data)

Numerator:
Net income (loss)
Denominator:
Weighted average shares outstanding - basic
Effect of dilutive options

$

Diluted

$

79,405,872
72,222
79,478,094

Weighted average shares outstanding - diluted
Net income (loss) per share:
Basic

24,446

(3,639) $
57,168,291
—
57,168,291

36,010

$

79,399,440
43,733
79,443,173

(15,618)
57,168,291
—
57,168,291

$

0.31

$

(0.06) $

0.45

$

(0.27)

$

0.31

$

(0.06) $

0.45

$

(0.27)
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion of the financial condition and results of operations together with our condensed consolidated financial statements included
elsewhere in this Quarterly Report on Form 10-Q, as well as our audited consolidated financial statements as disclosed in the Company’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2021, filed with the Securities and Exchange Commission (“SEC”) on March 21, 2022 (“Annual Report”). The statements in the following
discussion and analysis regarding expectations about our future performance, liquidity and capital resources and any other non-historical statements in this discussion and
analysis are forward-looking statements. These forward-looking statements are subject to numerous risks and uncertainties, including, but not limited to, those described
immediately below under “Cautionary Note Regarding Forward-Looking Statements.”
Cautionary Note Regarding Forward-Looking Statements
This Quarterly Report on Form 10-Q and related statements by the Company contain forward-looking statements within the meaning of the federal securities laws. You can
often identify forward-looking statements by the fact that they do not relate strictly to historical or current facts, or by their use of words such as “anticipate,” “estimate,”
“expect,” “project,” “forecast,” “plan,” “intend,” “believe,” “seek,” “could,” “targets,” “potential,” “may,” “will,” “should,” “can have,” “likely,” “continue,” and other terms of
similar meaning in connection with any discussion of the timing or nature of future operating or financial performance or other events. Forward-looking statements may include,
but are not limited to, statements concerning our anticipated financial performance, including, without limitation, revenue, profitability, net income (loss), adjusted EBITDA,
adjusted net income, earnings per share, adjusted diluted earnings per share, and cash flow; strategic objectives; investments in our business, including development of our
technology and introduction of new offerings; sales growth and customer relationships; our competitive differentiation; our market share and leadership position in the industry;
market conditions, trends, and opportunities; future operational performance; pending or threatened claims or regulatory proceedings; and factors that could affect these and
other aspects of our business.
Forward-looking statements are not guarantees. They reflect our current expectations and projections with respect to future events and are based on assumptions and
estimates and subject to known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be materially different
from expectations or results projected or implied by forward-looking statements.
Factors that could affect the outcome of the forward-looking statements include, among other things, the impacts, direct and indirect, of the COVID‐19 pandemic on our
business, our personnel and vendors, and the overall economy; our ability to maintain our professional reputation and brand name; our vulnerability to adverse economic
conditions, including without limitation inflation and recession, which could increase our costs and suppress labor market activity; the aggressive competition we face; our
heavy reliance on information management systems, vendors, and information sources that may not perform as we expect; the significant risk of liability we face in the services
we perform; the fact that data security, data privacy and data protection laws, emerging restrictions on background reporting due to alleged discriminatory impacts and adverse
social consequences, and other evolving regulations and cross-border data transfer restrictions may limit the use of our services and adversely affect our business; social,
political, regulatory and legal risks in markets where we operate; the impact of foreign currency exchange rate fluctuations; unfavorable tax law changes and tax authority
rulings; any impairment of our goodwill, other intangible assets and other long-lived assets; our ability to execute and integrate future acquisitions; our ability to access
additional credit or other sources of financing; and the increased cybersecurity requirements, vulnerabilities, threats and more sophisticated and targeted cyber-related attacks
that could pose a risk to our systems, networks, solutions, services and data. For more information on the business risks we face and factors that could affect the outcome of
forward-looking statements, refer to our Annual Report on Form 10-K filed with the SEC on March 21, 2022, in particular the sections of that document entitled "Risk Factors,"
"Forward-Looking Statements," and "Management's Discussion and Analysis of Financial Condition and Results of Operations,” and
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other filings we make from time to time with the SEC. We undertake no obligation to update publicly any forward-looking statements, whether as a result of new information,
future events or otherwise.

Investors should read this Quarterly Report on Form 10-Q and the documents that we reference in this report and have filed or will file with the SEC completely and with
the understanding that our actual future results may be materially different from what we expect. We qualify all of our forward-looking statements by these cautionary
statements.

Business Overview
HireRight is a leading global provider of technology-driven workforce risk management and compliance solutions. We provide comprehensive background screening,
verification, identification, monitoring, and drug and health screening services for more than 40,000 customers across the globe. We offer our services via a unified global
software and data platform that tightly integrates into our customers’ human capital management (“HCM”) systems enabling highly effective and efficient workflows for
workforce hiring, onboarding, and monitoring. In 2021, we screened over 29 million job applicants, employees and contractors for our customers and processed over 110
million screens.
HireRight GIS Group Holdings LLC (“HGGH”), was formed in July 2018 in connection with the combination of two groups of companies: the HireRight Group and the
General Information Services (“GIS”) Group, each of which includes a number of wholly-owned subsidiaries that conduct the Company’s business in the United States, as well
as other countries. Since July 2018, the combined group of companies and their subsidiaries have operated as a unified operating company providing screening and compliance
services, predominantly under the HireRight brand.
On October 15, 2021, HGGH converted into a Delaware corporation and changed its name to HireRight Holdings Corporation (“HireRight” or the “Company”). In
conjunction with the conversion, all of HGGH’s outstanding equity interests were converted into shares of common stock of HireRight Holdings Corporation. The foregoing
conversion and related transactions are referred to herein as the “Corporate Conversion.” The Corporate Conversion did not affect the assets and liabilities of HGGH, which
became the assets and liabilities of HireRight Holdings Corporation.
Factors Affecting Our Results of Operations
Economic Conditions
Our business is impacted by the overall economic environment and total employment and hiring. The rapidly changing dynamics of the global workforce are creating
increased complexity and regulatory scrutiny for employers, bolstering the importance of the solutions we deliver. We have recently benefited from key demand drivers, which
increase the need for more flexible, comprehensive screening and hiring solutions in the current environment. Our customers are a diverse set of organizations, from large-scale
multinational businesses to small and medium businesses across a broad range of industries, including transportation, healthcare, technology, financial services, business and
consumer services, manufacturing, education, retail and not-for-profit. Hiring requirements and regulatory considerations can vary significantly across the different types of
customers, geographies and industry sectors we serve, creating demand for the extensive institutional knowledge we have developed from our decades of experience.
Multiple shifts in social norms and labor force dynamics are currently underway, including increasingly mobile and globalized workforces and growing demand for remote
working arrangements. The growth of the gig economy has been a major force driving increasing contributions from temporary, flexible and on-demand labor. Pandemic
dynamics and remote work technology have enabled an expansion of job opportunities for workers and a broader candidate pool for employers. Employment dynamics in the
remote work and gig economy result in high rates of
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workforce churn and a distinctive, loosely associated labor force which generates new and increased demands for background screening and compliance services.
Background screening is also gaining broader adoption outside the U.S. Our international orders are growing, and we expect the trend to continue as we expand with our
large multinational customer base. We are seeing growth in international markets driven by both large multinational companies as well as large local companies in Europe, Asia
Pacific, India and Latin America.
Despite the revenue growth we have experienced during the first half of 2022, less favorable economic conditions, such as an actual or anticipated recession and its effects
on labor markets, could prevent this growth trend from continuing in the second half of the year.
Additionally, in response to high inflation rates, the Federal Reserve has begun raising interest rates and has indicated that it foresees further interest rate increases
throughout the year and into next year. Higher interest rates imposed by the Federal Reserve to address inflation will increase our interest expense.
The Company has benefited from its tax assets which reduce income tax expense. The Company is reviewing the valuation allowance of its deferred tax assets due to
continued improvement in financial performance. A reduction in the valuation allowance would result in a material decrease to income tax expense in the period the release is
recorded. Although the exact timing and reversal amount are unknown at this time, the Company may conclude that a significant portion of the valuation allowance be released
contingent upon the earning level it achieves in 2022 as well as its projected income in future periods.
2022 Developments
On June 3, 2022, the Company entered into an amendment to its First Lien Term Loan Facility, as defined below under “Liquidity and Capital Resources”, (“Amended
First Lien Term Loan Facility”) with the lenders party thereto and Bank of America, N.A. as administrative agent. The Amended First Lien Term Loan Facility amended the
Company’s revolving credit facility (“Amended Revolving Credit Facility”) to increase the aggregate commitments under the facility from $100.0 million to $145.0 million and
extend the maturity date from July 12, 2023 to the earlier of June 3, 2027 or 91 days prior to the maturity of the First Lien Term Loan Facility. The interest rate benchmark
applicable to the Amended Revolving Credit Facility was converted from the London Interbank Offered Rate (“LIBOR”) to the Secured Overnight Financing Rate (“SOFR”).
Effective February 18, 2022, the Company terminated the Interest Rate Swap Agreements, as defined below, prior to their stated termination dates. In connection with the
termination of the Interest Rate Swap Agreements, the Company made a payment of $18.4 million to the swap counterparties. Following these terminations, $21.5 million of
unrealized gains related to the terminated Interest Rate Swap Agreements included in accumulated other comprehensive income on the condensed consolidated balance sheet
will be reclassified to earnings as reductions to interest expense through December 31, 2023. See “Liquidity and Capital Resources — Interest Rate Swaps” below for additional
information.
Key Components of Our Results from Operations
Revenues
The Company generates revenues from background screening and compliance services delivered in online reports. Our customers place orders for our services and reports
either individually or through batch ordering. Each report is accounted for as a single order which is then typically consolidated and billed to our customers on a monthly basis.
Approximately 29% of revenues for both the three and six months ended June 30, 2022 and 28% of revenues for both the three and six months ended June 30, 2021 were
generated from the Company’s top 50 customers, which consist of large U.S. and multinational companies across diversified industries such as transportation, healthcare,
technology, financial services, business and consumer services, manufacturing, education, retail and not-for-profit. None of the Company’s customers individually accounted for
greater than 3% and 4% of
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revenue during the three and six months ended June 30, 2022 and 2021, respectively. Technology, healthcare, and financial services customers represent the largest contributors
to revenue. Revenues for the three and six months ended June 30, 2022, from these customers increased 30% and 34%, respectively, over the prior year periods.
Expenses
Cost of services (excluding depreciation and amortization) consists of data acquisition costs, medical laboratory and collection fees, personnel-related costs for operations,
customer service and customer onboarding functions, as well as other direct costs incurred to fulfill our services. Approximately 80% of cost of services is variable in nature.
Selling, general and administrative expenses consist of personnel-related costs for sales, technology, administrative and corporate management functions in addition to costs
for third-party technology, professional and consulting services, advertising and facilities expenses. Selling, general and administrative expenses also include amortization of
capitalized cloud computing software costs.
Depreciation and amortization expenses consist of depreciation of property and equipment, as well as amortization of purchased and developed software and other
intangible assets, principally resulting from the acquisition of GIS in 2018.
Other expenses consist of interest expense relating to our credit facilities and interest rate swap agreements, gains and losses on asset disposal, and foreign exchange gains
and losses. The majority of our receivables and payables are denominated in U.S. dollars, but we also earn revenue, pay expenses, own assets and incur liabilities in countries
using currencies other than the U.S. dollar, including the Euro, the British pound, the Polish zloty, the Australian dollar, the Canadian dollar, the Singapore dollar, the Mexican
peso, Japanese yen, and the Indian rupee, among others. Therefore, increases or decreases in the value of the U.S. dollar against other currencies could result in realized and
unrealized gains and losses in foreign exchange. However, to the extent we earn revenue in currencies other than the U.S. dollar, we generally pay a corresponding amount of
expenses in such currency and therefore the cumulative impact of these foreign exchange fluctuations is not deemed material to our financial performance.
Income tax expense consists of international, U.S. federal, state and local income taxes based on income in multiple jurisdictions for our subsidiaries.
Results of Operations
Comparison of Results of Operations for the three and six months ended June 30, 2022 and 2021
The following tables present operating results for the three and six months ended June 30, 2022 and 2021.
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Three Months Ended June 30,
2022

2021
(in thousands, except percent of revenues)

Revenues

$

Expenses
Cost of services (exclusive of depreciation and amortization below)
Selling, general and administrative
Depreciation and amortization
Total expenses
Operating income
Other expenses
Interest expense
Other expense, net
Total other expenses, net
Income (loss) before income taxes
Income tax expense
$

Net income (loss)

222,292

100.0 % $

119,990
54,387
18,049
192,426
29,866

54.0 %
24.5 %
8.1 %
86.6 %

4,957
33
4,990
24,876
430
24,446

2.2 %
—%

13.4 %

2.2 %
11.2 %
0.2 %
11.0 % $

176,984

100.0 %

98,317
43,215
18,239
159,771
17,213

55.6 %
24.4 %
10.3 %
90.3 %

18,207
912
19,119
(1,906)
1,733
(3,639)

10.3 %
0.5 %

9.7 %

10.8 %
(1.1)%
1.0 %
(2.1)%

Six Months Ended June 30,
2022

2021
(in thousands, except percent of revenues)

Revenues

$

Expenses
Cost of services (exclusive of depreciation and amortization below)
Selling, general and administrative
Depreciation and amortization
Total expenses
Operating income
Other expenses
Interest expense
Other expense, net
Total other expenses, net
Income (loss) before income taxes
Income tax expense
$

Net income (loss)

421,003

100.0 % $

232,393
102,654
36,110
371,157
49,846

55.2 %
24.4 %
8.6 %

12,514
74
12,588
37,258
1,248
36,010

3.0 %
—%

88.2 %
11.8 %

3.0 %
8.8 %
0.3 %
8.6 % $

326,541

100.0 %

184,504
82,609
36,482
303,595
22,946

56.5 %
25.3 %
11.2 %

36,156
103
36,259
(13,313)
2,305
(15,618)

11.1 %
—%

93.0 %
7.0 %

11.1 %
(4.1)%
0.7 %
(4.8)%

Revenues
Revenues for the three months ended June 30, 2022 increased to $222.3 million, an increase of $45.3 million, or 25.6%, from the prior-year period, primarily driven by
higher order volume and higher average order values
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associated with existing customers and sales to new customers.. Revenues from international and United States regions increased by $3.5 million, or 25.8%, and by $41.8
million, or 25.6%, respectively, during the three months ended June 30, 2022, compared to the three months ended June 30, 2021.
For the same reasons noted above, revenues for the six months ended June 30, 2022 increased to $421.0 million, an increase of $94.5 million, or 28.9%, from prior-year
period. Revenues from international and United States regions increased by $8.1 million, or 33.6%, and by $86.3 million, or 28.6%, respectively, during the six months ended
June 30, 2022, compared to the six months ended June 30, 2021.
Cost of Services (exclusive of depreciation and amortization)
Cost of services for the three months ended June 30, 2022 increased to $120.0 million, an increase of $21.7 million, or 22.0%, from the prior-year period, primarily due to
higher volumes and increased incentive compensation and fringe benefit programs to keep up with market conditions. Cost of services as a percent of revenues decreased to
54.0% for the three months ended June 30, 2022, compared to 55.6% for the three months ended June 30, 2021, primarily driven by lower average labor costs per background
screen as a result of process improvements associated with our ongoing technology initiatives as well as an increase in the use of offshore labor.
For the same reasons noted above, cost of services for the six months ended June 30, 2022 increased to $232.4 million, an increase of $47.9 million, or 26.0%, from the
prior-year period, and cost of services as a percent of revenues decreased to 55.2% for the six months ended June 30, 2022, compared to 56.5% for the six months ended June
30, 2021.
Selling, General and Administrative
Selling, general and administrative expenses (“SG&A”) for the three months ended June 30, 2022 increased $11.2 million to $54.4 million primarily due to increases in
personnel costs of $8.9 million. Of the $8.9 million increase in personnel costs, $3.6 million was related to stock-based compensation and $2.9 million was related to increased
incentive compensation and fringe benefit programs. SG&A as a percent of revenues for the three months ended June 30, 2022 increased slightly to 24.5% from 24.4% for the
three months ended June 30, 2021.
SG&A expenses for the six months ended June 30, 2022 increased $20.0 million to $102.7 million primarily due to increases in personnel costs of $15.7 million, and the
addition of public company costs of $3.1 million. Of the $15.7 million increase in personnel costs, $5.4 million was related to stock-based compensation and $5.1 million was
related to increased incentive compensation and fringe benefit programs. SG&A as a percent of revenues for the six months ended June 30, 2022 declined to 24.4% from 25.3%
for the six months ended June 30, 2021.
The increases in personnel costs in both periods were attributable to responses to increases in market compensation rates, the increased use of stock-based compensation
following our initial public offering in November 2021, and staffing to support growth. Our initial public offering also drove the addition of public company costs including
incremental audit, accounting and legal fees as well premiums for increased insurance coverage, which were not present in the 2021 periods but which will continue. The
increases in SG&A expenses were partially offset in each period by decreases in various other costs, including a reduction of facility expenses resulting from exiting unused
office space during 2021.
Interest Expense
Interest expense decreased by $13.3 million to $5.0 million for the three months ended June 30, 2022, and by $23.6 million to $12.5 million for the six months ended June
30, 2022. The decreases in both periods were primarily due to a reduction in outstanding indebtedness under our credit facilities as a result of voluntary principal prepayments
using IPO proceeds during the fourth quarter of 2021, and scheduled principal repayments. Interest expense for the three and six months ended June 30, 2021 includes
$4.1 million and $8.2 million, respectively, related to a second lien senior secured term loan facility which was repaid on November 3, 2021. Additionally, reclassifications
from accumulated other comprehensive income on the condensed consolidated balance sheet of
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unrealized gains related to the terminated Interest Rate Swap Agreements, reduced interest expense by $4.1 million and $6.3 million during the three and six months ended June
30, 2022, respectively. The decreases for both the three and six months ended June 30, 2022 were partially offset by increased interest expense of $1.2 million associated with
rising interest rates during those periods.
Income Tax Expense
The effective tax rate for the three months ended June 30, 2022, was 1.7% compared to 90.9% for the three months ended June 30, 2021. The effective tax rate for the six
months ended June 30, 2022, was 3.3% compared to 17.3% for the six months ended June 30, 2021. The effective tax rate for the three and six month periods ended June 30,
2022, compared to the prior year periods, changed primarily due to the revaluation of deferred taxes in the United Kingdom in 2021.
The effective tax rate for the three and six months ended June 30, 2022, differs from the Federal statutory rate of 21% primarily due to valuation allowances, state taxes,
and U.S. tax on foreign operations. The effective tax rate for the three months ended June 30, 2021, differs from the Federal statutory rate of 21% primarily due to valuation
allowances, state taxes, and U.S. tax on foreign operations. The effective tax rate for the six months ended June 30, 2021, differs from the Federal statutory rate of 21%
primarily due to the revaluation of deferred taxes in the United Kingdom.
Non-GAAP Financial Measures
We believe that the presentation of our non-GAAP financial measures provides information useful to investors in assessing our financial condition and results of
operations. These measures should not be considered an alternative to net income (loss) or any other measure of financial performance or liquidity presented in accordance with
accounting principles generally accepted in the United States (“GAAP”). These measures have important limitations as analytical tools because they exclude some but not all
items that affect the most directly comparable GAAP measures. Additionally, because they may be defined differently by other companies in our industry, our definitions may
not be comparable to similarly titled measures of other companies, thereby diminishing their utility.
Adjusted EBITDA
Adjusted EBITDA represents, as applicable for the period, net income (loss) before interest expense, income taxes, depreciation and amortization expense, stock-based
compensation, realized and unrealized gain (loss) on foreign exchange, merger integration expenses, amortization of cloud computing software costs, legal settlement costs
deemed by management to be outside the normal course of business, and other items management believes are not representative of the Company’s core operations. Adjusted
EBITDA is a supplemental financial measure that management and external users of our financial statements, such as industry analysts, investors, lenders and rating agencies,
may use to assess our:
•

Operating performance as compared to other publicly traded companies without regard to capital structure or historical cost basis;

•

Ability to generate cash flow;

•

Ability to incur and service debt and fund capital expenditures; and

•

Viability of acquisitions and other capital expenditure projects and the returns on investment of various investment opportunities.

The following table reconciles our non-GAAP financial measure of Adjusted EBITDA to net income (loss), our most directly comparable financial measures calculated
and presented in accordance with GAAP, for the periods presented.
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Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021
(in thousands)

Net income (loss)
Income tax expense
Interest expense
Depreciation and amortization
EBITDA
Stock-based compensation
Realized and unrealized loss on foreign exchange
Merger integration expenses (1)
Amortization of cloud computing software costs (2)
Other items (3)

$

Adjusted EBITDA

$

24,446
430
4,957
18,049
47,882
4,511
64
—
315
903
53,675

$

$

(3,639) $
1,733
18,207
18,239
34,540
829
910
169
—
1,978
38,426 $

36,010

$

1,248
12,514
36,110

85,882
7,305
(15)
205
466
1,558
95,401 $

(15,618)
2,305
36,156
36,482
59,325
1,652
101
981
—
3,224
65,283

(1)

Merger integration expenses consist primarily of information technology (“IT”) related costs including personnel expenses, professional and service fees associated with the integration of
customers and operations of GIS, which commenced in July 2018 and was substantially completed by the end of 2020.

(2)

Amortization of cloud computing software costs consists of expense recognized in selling, general and administrative expenses for capitalized implementation costs for cloud computing IT
systems. This expense is not included in depreciation and amortization above.

(3)

Other items include (i) costs of $0.4 million and $1.3 million associated with the implementation of a company-wide enterprise resource planning (“ERP”) system during the three and six
months ended June 30, 2022, respectively, (ii) $0.6 million of severance costs during the three and six months ended June 30, 2022, and (iii) $0.3 million related to loss on disposal of
assets and exit costs associated with one of our short-term leased facilities during the six months ended June 30, 2022, partially offset by a reduction in previously accrued legal settlement
expense of $0.6 million during the six months ended June 30, 2022 due to a more favorable outcome than originally anticipated in a claim outside the ordinary course of business. Other
items for the three and six months ended June 30, 2021 are related to the preparation of the Company’s initial public offering during 2021.

Adjusted Net Income and Adjusted Diluted Earnings Per Share
In addition to Adjusted EBITDA, management believes that Adjusted Net Income is a strong indicator of our overall operating performance and is useful to our
management and investors as a measure of comparative operating performance from period to period. We define Adjusted Net Income as net income (loss) adjusted for
amortization of acquired intangible assets, stock-based compensation, realized and unrealized gain (loss) on foreign exchange, merger integration expenses, amortization of
cloud computing software costs, legal settlement costs deemed by management to be outside the normal course of business, and other items management believes are not
representative of the Company’s core operations, to which we apply an adjusted effective tax rate. See the footnotes to the table below for a description of certain of these
adjustments. We define Adjusted Diluted Earnings Per Share as Adjusted Net Income divided by the adjusted weighted average number of shares outstanding (diluted) for the
applicable period. We believe Adjusted Diluted Earnings Per Share is useful to investors and analysts because it enables them to better evaluate per share operating performance
across reporting periods and to compare our performance to that of our peer companies.
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The following table reconciles our non-GAAP financial measure of Adjusted Net Income to net income (loss), our most directly comparable financial measure calculated
and presented in accordance with GAAP, for the periods presented:
Three Months Ended
June 30,
2022
2021

Six Months Ended
June 30,
2022
2021
(in thousands)

Net income (loss)
Income tax expense
Income (loss) before income taxes
Amortization of acquired intangible assets
Interest expense swap adjustments (1)
Interest expense discounts (2)
Stock-based compensation
Realized and unrealized loss on foreign exchange
Merger integration expenses (3)
Amortization of cloud computing software costs (4)
Other items (5)
Adjusted income before income taxes
Adjusted income taxes (6)

$

Adjusted Net Income

$

24,446 $
430
24,876
15,477
(4,082)
938
4,511
64
—

(3,639) $
1,733
(1,906)
15,645
—
1,047
829
910
169

315

903
43,002
(174)
43,176 $

36,010 $
1,248
37,258
30,982
(6,263)
1,759
7,305
(15)
205

(15,618)
2,305
(13,313)
31,292
—
2,082
1,652
101
981

—

466

—

1,978
18,672
1,569
17,103

1,558
73,255
265
72,990

3,224
26,019
1,870
24,149

$

$

The following table sets forth the calculation of Adjusted Diluted Earnings Per Share for the periods presented:
Three Months Ended
June 30,
2022
2021
Diluted net income (loss) per share
Income tax expense
Amortization of acquired intangible assets
Interest expense swap adjustments (1)
Interest expense discounts (2)
Stock-based compensation
Realized and unrealized loss on foreign exchange
Merger integration expenses (3)
Amortization of cloud computing software costs (4)
Other items (5)
Adjusted income taxes (6)

$

Adjusted Diluted Earnings Per Share

$

79,478,094

Weighted average number of shares outstanding - diluted
(1)

0.31 $
0.01
0.19
(0.05)
0.01
0.06
—
—
—
0.01
—
0.54 $

Six Months Ended
June 30,
2022
2021
(0.06) $
0.03
0.28
—
0.02
0.01
0.02
—
—
0.03
(0.03)
0.30 $

57,168,291

0.45 $
0.02
0.39
(0.08)
0.02
0.09
—
—
0.01
0.02
—
0.92 $
79,443,173

(0.27)
0.04
0.55
—
0.03
0.03
—
0.02
—
0.05
(0.03)
0.42
57,168,291

Interest expense swap adjustments consist of amortization of unrealized gains on the terminated Interest Rate Swap Agreements, which will be recognized through December 2023.
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(2)

Interest expense discounts consist of amortization of original issue discount and debt issuance costs.

(3)

Merger integration expenses consist primarily of information technology (“IT”) related costs including personnel expenses, professional and service fees associated with the integration
of customers and operations of GIS, which commenced in July 2018 and was substantially completed by the end of 2020.

(4)

Amortization of cloud computing software costs consists of expense recognized in selling, general and administrative expenses for capitalized implementation costs for cloud
computing IT systems. This expense is not included in depreciation and amortization above.

(5)

Other items include (i) costs of $0.4 million and $1.3 million associated with the implementation of a company-wide ERP system during the three and six months ended June 30, 2022,
respectively, (ii) $0.6 million of severance costs during the three and six months ended June 30, 2022, and (iii) $0.3 million related to loss on disposal of assets and exit costs
associated with one of our short-term leased facilities during the six months ended June 30, 2022, partially offset by a reduction in previously accrued legal settlement expense of $0.6
million during the six months ended June 30, 2022 due to a more favorable outcome than originally anticipated in a claim outside the ordinary course of business. Other items for the
three and six months ended June 30, 2021 are related to the preparation of the Company’s initial public offering during 2021.

(6)

An adjusted effective income tax rate has been determined for each period presented by applying the statutory income tax rate and the provision for deferred income taxes to the pretax adjustments, which was used to compute Adjusted Net Income for the periods presented.

Liquidity and Capital Resources
General
Our primary sources of liquidity and capital resources are cash generated from our operating activities, cash on hand, and borrowings under our long-term debt
arrangements. Income taxes have historically not been a significant use of funds but after the benefits of our net operating loss (“NOL”) carryforwards are fully recognized,
could become a material use of funds, depending on our future profitability and future tax rate. Additionally, as a result of the income tax receivable agreement (“TRA”) we
entered into in connection with the IPO, we will be required to pay certain pre-IPO equityholders or their transferees 85% of the benefits, if any, that the Company and its
subsidiaries realize, or are deemed to realize in income tax savings due to our utilization of the NOLs and other tax attributes, for which the Company recognized an estimated
total liability of $210.6 million. Based on our current taxable income estimates, we expect to repay the majority of this obligation by the end of 2030. These payments will result
in cash outflows of amounts we would otherwise have retained in the form of tax savings from the application of the NOLs and other tax attributes.
Unrestricted cash and cash equivalents as of June 30, 2022 was $118.4 million. As of June 30, 2022, cash held in foreign jurisdictions was approximately $15.9 million and
is primarily related to international operations.
Restricted cash as of June 30, 2022 consists of $1.1 million held in escrow for the benefit of former investors in a subsidiary of the Company pursuant to the terms of its
divestiture of a former affiliate in April 2018.
Debt
The Company currently has two long-term debt arrangements as described below. Total principal outstanding on our debt was $703.7 million as of June 30, 2022 and
$707.9 million as of December 31, 2021. Collateral includes all outstanding equity interests in whatever form of the borrower and each restricted subsidiary that is directly
owned by any credit party. The Amended First Lien Term Loan Facility includes a financial maintenance covenant for the benefit of the revolving lenders thereunder, which
requires us to maintain a maximum first lien leverage ratio as of the last day of any fiscal quarter on which greater than 35% of the revolving commitments are drawn
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(excluding for this purpose up to $15.0 million of undrawn letters of credit). The Company was in compliance with the covenants under the Amended First Lien Facilities for the
three and six months ended June 30, 2022.
At June 30, 2022, the Company had the following long-term debt arrangements:
•

The Amended First Lien Term Loan Facility, a first lien senior secured term loan facility, bearing interest payable monthly at a LIBOR variable rate (1.67% at June 30,
2022) + 3.75%, maturing on July 12, 2025.

•

The Amended Revolver Credit Facility, a first lien senior secured revolving credit facility in an aggregate principal amount of up to $145.0 million, including a $40.0
million letter of credit sub-facility, bearing interest monthly at a SOFR variable rate (1.67% at June 30, 2022) + 2.5% (subject to adjustment pursuant to a leveragebased pricing grid) and maturing on June 3, 2027 or, if earlier, 91 days prior to the maturity of the Company’s term loans under the Amended First Lien Term Loan
Facility. As of June 30, 2022, the Amended Revolving Credit Facility accrued interest at one-month SOFR plus 2.50% based on the current leverage-based pricing grid.
The Company had $143.7 million in available borrowing capacity under the Amended Revolving Credit Facility, after utilizing $1.3 million for letters of credit as of
June 30, 2022.

As of June 30, 2022, the Company had purchase obligations of approximately $44.8 million with various parties, of which approximately $38.5 million is expected to be
paid within one year. Our obligations as of June 30, 2022, have increased from $21.7 million as of December 31, 2021, due to the extension of a service agreement with one of
the Company’s current vendors. These purchase commitments are associated with agreements that are enforceable and legally binding. They are primarily commitments to
purchase data and other screening services in the ordinary course of business with varying expiration terms through 2023.
In addition to our regular capital expenditures, we plan to invest approximately $45 to $50 million in a capital expenditure program through the end of fiscal year 2023 to
continue to enhance our operating systems and technologies to improve operational efficiency. We expect that cash flow from operations and current cash balances, together
with available borrowings under the Amended Revolving Credit Facility, will be sufficient to meet operating requirements as well as the obligations under the TRA through the
next twelve months. Although we believe we have adequate sources of liquidity over the long term, cash available from operations could be affected by any general economic
downturn or any decline or adverse changes in our business such as a loss of customers, market and or competitive pressures, unanticipated liabilities, or other significant
changes in business environment. Additional future financing may be necessary to fund our operations, and there can be no assurance that, if needed, we will be able to secure
additional debt or equity financing on terms acceptable to us or at all.
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Cash Flow Analysis
Comparison of Cash Flows for the six months ended June 30, 2022 versus the six months ended June 30, 2021.
The following table sets forth a summary of our condensed consolidated cash flows for the six months ended June 30, 2022 and 2021:
Six Months Ended June 30,
2022
2021
(in thousands)

Net cash provided by (used in) operating activities
Net cash used in investing activities
Net cash used in financing activities

$

Net increase (decrease) in cash, cash equivalents and restricted cash

$

35,866 $
(8,180)
(22,962)
4,724 $

(347)
(6,758)
(4,175)
(11,280)

Operating Activities
Cash provided by (used in) operating activities reflects net income (loss) adjusted for certain non-cash items and changes in operating assets and liabilities. Cash provided
by operating activities was $35.9 million for the six months ended June 30, 2022 compared to cash used in operating activities of $0.3 million for the six months ended June 30,
2021. The increase in cash provided by operating activities was due primarily to net income for the current period compared to a net loss for the prior year period, partly offset
by higher use of cash for working capital as well as our expenditures related to our cloud computing platform modernization and automation efforts.
Investing Activities
Cash used in investing activities was approximately $8.2 million during the six months ended June 30, 2022, compared to approximately $6.8 million during the six months
ended June 30, 2021. The increase was due primarily to increases in capitalized software development costs compared to the prior period, partly offset by a decrease of
purchases of property and equipment.
Financing Activities
Cash used in financing activities was approximately $23.0 million for the six months ended June 30, 2022 compared to cash used in financing activities of approximately
$4.2 million during the six months ended June 30, 2021. The increase was due primarily to the $18.4 million payment related to the termination of the Interest Rate Swap
Agreements, as defined below; mandatory repayments on our debt facilities was $4.2 million in the six months ended June 30, 2022, and in the six months ended June 30, 2021.
Interest Rate Swaps
Effective December 31, 2018, the Company had entered into interest rate swap agreements with a total notional amount of $700.0 million (“Interest Rate Swap
Agreements”). The Interest Rate Swap Agreements were designed to provide predictability against changes in the interest rates on the Company’s debt, as the Interest Rate Swap
Agreements converted a portion of the variable interest rate on the Company’s debt to a fixed rate. The Interest Rate Swap Agreements were originally scheduled to expire on
December 31, 2023.
On September 26, 2019, the Company modified the terms of the Interest Rate Swap Agreements with the then existing counterparties to change the LIBOR reference
period to one month. The notional amount and maturities of the Interest Rate Swap Agreements remained unchanged. The Company elected hedge accounting treatment at that
time. To ensure the effectiveness of the Interest Rate Swap Agreements, the Company elected the one-month
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LIBOR rate option for its variable rate interest payments on term balances equal to or in excess of the applicable notional amount of the Interest Rate Swap Agreement as of
each reset date. The reset dates and other critical terms on the term loans perfectly matched with the interest rate cap reset dates and other critical terms through February 18,
2022, the date the Interest Rate Swap Agreements were terminated, and during the three and six months ended June 30, 2021. At June 30, 2022 and December 31, 2021, the
effective portion of the Interest Rate Swap Agreements was included on the condensed consolidated balance sheets in accumulated other comprehensive income.
Effective February 18, 2022, the Company terminated the Interest Rate Swap Agreements. In connection with the termination of the Interest Rate Swap Agreements, the
Company made a payment of $18.4 million to the swap counterparties. Following these terminations, $21.5 million of unrealized gains related to the terminated Interest Rate
Swap Agreements included in accumulated other comprehensive income will be reclassified to earnings as reductions to interest expense through December 31, 2023.
Off-Balance Sheet Arrangements
As of June 30, 2022, we had no off-balance sheet arrangements as defined in Item 303(a)(4)(ii) of Regulation S-K.
Recently Issued Accounting Pronouncements
See Note 2 — Recently Issued Accounting Pronouncements for further information on recently adopted accounting pronouncements and those not yet adopted.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk exposure is
primarily due to potential interest rate risk, potential foreign exchange risk and potential increases in inflation. We do not hold financial instruments for trading purposes.
Interest Rate Risk
We are exposed to changes in interest rates as a result of the outstanding balance under the Amended First Lien Term Loan Facility, as well as any financing under the
Amended Revolving Credit Facility used to fund business operations or investments. Primary exposures include movements in LIBOR and SOFR. The nature and amount of
our long-term debt can be expected to vary as a result of future business requirements, market conditions and other factors. Rising interest rates could also limit our ability to
refinance our debt when it matures or cause us to pay higher interest rates upon refinancing and increase interest expense on refinanced indebtedness.
As of June 30, 2022, the outstanding principal balance of $703.7 million on the Amended First Lien Term Loan Facility was subject to variable interest rates. Based upon a
sensitivity analysis, a hypothetical 1% change in interest rates on our debt outstanding would change our annual interest expense by approximately $7.0 million.
The last publication date of LIBOR rates against various currencies by the Financial Conduct Authority in the United Kingdom was December 31, 2021, with the
publication of certain United States dollar rates being phased out after June 30, 2023. We have negotiated terms in consideration of this discontinuation and do not expect that
the discontinuation of the LIBOR rate, including any legal or regulatory changes made in response to its future phase out, will have a material impact on our liquidity or results
of operations.
Foreign Exchange Risk
The majority of our revenue is denominated in U.S. dollars; however, we do earn revenue, pay expenses, own assets and incur liabilities in countries using currencies other
than the U.S. dollar, including the Euro, the British pound, the Polish zloty, the Australian dollar, the Canadian dollar, the Singapore dollar, the Mexican peso, Japanese yen, and
the Indian rupee, among others. Because our consolidated financial statements are presented in U.S. dollars,
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we must translate revenue, income and expenses, as well as assets and liabilities, into U.S. dollars at exchange rates in effect during or at the end of each reporting period.
Therefore, increases or decreases in the value of the U.S. dollar against other currencies will affect our statements of operations and the value of balance sheet items
denominated in foreign currencies. We generally do not mitigate the risks associated with fluctuating exchange rates because we typically incur expenses and generate revenue
in these currencies and the cumulative impact of these foreign exchange fluctuations are not deemed material to our financial performance.
Inflation Risk
Based on our analysis of the periods presented, we believe that inflation has not had a material effect on our operating results. However, recent growth in inflation may
increase our operating costs. In response to high inflation rates, the Federal Reserve has begun raising interest rates and has indicated that it foresees further interest rate
increases throughout the year and into next year. Higher interest rates imposed by the Federal Reserve to address inflation will increase our interest expense. We also expect our
labor costs to continue to increase as the growing competition for labor has a greater impact on our business. We continue to monitor the impact of inflation in order to minimize
its effects through pricing strategies, productivity improvements and cost reductions. However, we may not be able to raise our pricing sufficiently to offset our increased costs,
for competitive reasons or because some of our customer agreements fix the prices we may charge for some period of time and/or limit permissible price increases. There can be
no assurance that future inflation will not have an adverse impact on our operating results and financial condition.
Item 4. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures
Our management, including our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended) as of June 30, 2022. Based on the evaluation of the design and operation of our
disclosure controls and procedures, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were not effective at the
reasonable assurance level as of June 30, 2022 due to the material weaknesses in our internal control over financial reporting as described below.
(b) Material weaknesses in internal control over financial reporting
In preparing our financial statements, management of the Company identified material weaknesses in our internal control over financial reporting as of December 31,
2020. These material weaknesses continued to exist as of June 30, 2022. A material weakness is a deficiency, or a 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 on a timely basis.
The material weaknesses we identified were as follows:
• We did not design and maintain an effective control environment commensurate with our financial reporting requirements. Specifically, we lacked a sufficient number
of professionals with an appropriate level of accounting knowledge, training and experience to appropriately analyze, record and disclose accounting matters timely and
accurately. This material weakness further contributed to the material weaknesses described below.
•

We did not design and maintain sufficient formal accounting policies, procedures and controls to achieve complete, accurate and timely financial accounting, reporting
and disclosures, including controls over the preparation and review of journal entries and account reconciliations. Additionally, the Company did not design and
maintain sufficient controls to assess the reliability of reports and spreadsheets used in controls.

These material weaknesses did not result in a material misstatement to the consolidated financial statements included herein, however, they did result in adjustments to
substantially all accounts and disclosures for the year ended December 31, 2020 and prior. Additionally, these material weaknesses resulted in immaterial adjustments to
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goodwill, prepaid expenses, accrued expenses and other current liabilities, and selling, general and administrative expenses for the quarters ended March 31, 2021, June 30,
2021 and September 30, 2021. Furthermore, these material weaknesses could result in a misstatement of substantially all of our financial statement accounts and disclosures
that would result in a material misstatement to the annual or interim consolidated financial statements that would not be prevented or detected.
•

We did not design and maintain effective controls over certain information technology (“IT”) general controls for information systems that are relevant to the preparation
of the financial statements. Specifically, we did not design and maintain: (i) program change management controls for certain financial systems to ensure that
information technology program and data changes affecting financial IT applications and underlying accounting records are identified, tested, authorized and
implemented appropriately, (ii) user access controls to ensure appropriate segregation of duties and that adequately restrict user and privileged access to financial
applications, programs, and data to appropriate Company personnel and (iii) computer operations controls to ensure that data backups are authorized and monitored.
These IT deficiencies did not result in a material misstatement to the financial statements, however, the deficiencies, when aggregated, could impact maintaining
effective segregation of duties, as well as the effectiveness of IT-dependent controls (such as automated controls that address the risk of material misstatement to one or
more assertions, along with the IT controls and underlying data that support the effectiveness of system-generated data and reports) that could result in misstatements
potentially impacting all financial statement accounts and disclosures that would not be prevented or detected. Accordingly, management has determined these
deficiencies in the aggregate constitute a material weakness.

(c) Remediation plan for the previously identified material weaknesses
We have implemented or are in the process of implementing measures designed to improve our internal control over financial reporting and remediate the control
deficiencies that led to the material weaknesses. Specifically, we have undertaken the following remedial actions:
•

We have hired several additional accounting and finance personnel with the appropriate level of public accounting knowledge and experience.

•

We have engaged a nationally recognized public accounting firm to assist us in creating comprehensive process narratives and Company policies and procedures.

•

Our Internal Audit team, along with a third-party consultant, are assisting us to evaluate our current internal control over financial reporting (“ICFR”) and make
recommendations for findings noted. We have been enhancing our controls and documentation support as issues are identified.

•

We are in the process of implementing new systems to assist us in processing transactions more efficiently and effectively, providing enhanced internal control and
documentation support.

•

We are working to design and implement controls related to user provisioning and maintenance to ensure access is restricted to appropriate personnel, and to enhance
program change management, and computer operations.

While we believe that these efforts have improved and will continue to improve our internal control over financial reporting, remediation of the material weaknesses will
require validation and testing of the design and operating effectiveness of internal controls over a sustained period of financial reporting cycles. Therefore, these material
weaknesses have not been remediated as of June 30, 2022.
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(d) Changes in Internal Control over Financial Reporting
There have been no changes in our internal control over financial reporting during the quarter ended June 30, 2022, as defined under Rule 13a-15(f) under the Exchange
Act, that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings
The Company is subject to claims, investigations, audits, and enforcement proceedings by private plaintiffs, third parties the Company does business with, and federal, state
and foreign authorities charged with overseeing the enforcement of laws and regulations that govern the Company’s business. In the U.S., most of these matters arise under the
federal Fair Credit Reporting Act and various state and local laws focused on privacy and the conduct and content of background reports. In addition to claims related to privacy
and background checks, the Company is also subject to other claims and proceedings arising in the ordinary course of its business, including without limitation employmentrelated claims and claims for alleged taxes owed, infringement of intellectual property rights, and breach of contract. The Company and its subsidiaries are not party to any
pending legal proceedings that the Company believes to be material.
See “Part I, Item 1. Financial Statements (unaudited) - Note 13 — Legal Proceedings” of this Quarterly Report on Form 10-Q for additional information on legal
proceedings.
Item 1A. Risk Factors
In addition to the other information contained in this Quarterly Report on Form 10-Q, you should carefully consider the risk factors discussed in Part I, Item 1A. Risk
Factors in our Annual Report on Form 10-K for the year ended December 31, 2021. The risks discussed in our Annual Report on Form 10-K could materially affect our
business, financial condition, and future results. The risks described in our Annual Report on Form 10-K may change over time, and additional risks and uncertainties that we
are not aware of, or that we do not consider to be material, may emerge.
Item 6. Exhibits
Exhibit Number
31.1
31.2
32.1

Exhibit Description
Certification of Principal Executive Officer pursuant to Exchange Act Rules 13(a)-14(a) and 15(d)-14(a), as adopted
Certification of Principal Financial Officer pursuant to Exchange Act Rules 13(a)-14(a) and 15(d)-14(a), as adopted
Certification of Principal Executive Officer and Principal Financial Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly
authorized.
HireRight Holdings Corporation
Date: August 4, 2022
By:
Name:
Title:

/s/ Thomas M. Spaeth
Thomas M. Spaeth
Chief Financial Officer
(Principal Financial Officer)

By:
Name:
Title:

/s/ Laurie Blanton
Laurie Blanton
Chief Accounting Officer
(Principal Accounting Officer)

Date: August 4, 2022
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Exhibit 31.1
CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Guy P. Abramo, certify that:
1.
2.
3.
4.

I have reviewed this Quarterly Report on Form 10-Q of HireRight Holdings Corporation;
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) for the registrant and have:
a.

5.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;
b. [Omitted];
c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and
The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a.
b.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: August 4, 2022

By:

/s/ Guy P. Abramo
Name: Guy P. Abramo
Title: President and Chief Executive Officer

Exhibit 31.2
CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Thomas M. Spaeth, certify that:
1.
2.
3.
4.

I have reviewed this Quarterly Report on Form 10-Q of HireRight Holdings Corporation;
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e)
and 15d-15(e)) for the registrant and have:
a.

5.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;
b. [Omitted];
c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and
The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and
the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a.
b.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and
Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: August 4, 2022

By:

/s/ Thomas M. Spaeth
Name: Thomas M. Spaeth
Title: Chief Financial Officer

Exhibit 32.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of HireRight Holdings Corporation (the “Company”) for the three months ended June 30, 2022 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), Guy P. Abramo, as President and Chief Executive Officer, and Thomas M. Spaeth, as Chief Financial
Officer, of the Company, each hereby certifies, pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Date: August 4, 2022

By:

/s/ Guy P. Abramo
Name: Guy P. Abramo
Title: President and Chief Executive Officer
(Principal Executive Officer)

Date: August 4, 2022

By:

/s/ Thomas M. Spaeth
Name: Thomas M. Spaeth
Title: Chief Financial Officer
(Principal Financial Officer)

