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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended November 30, 2014

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission File Number 001-36162

BARRACUDA NETWORKS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 83-0380411
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)
3175 S. Winchester Blvd.

Campbell, California 95008

(408) 342-5400

(Address, including zip code, and telephone number, including area code, of registrant�s principal executive
offices)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  x    No  ¨

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

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No  x

The number of shares outstanding of the registrant�s common stock outstanding as of December 31, 2014 was
52,508,221.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All
statements contained in this Quarterly Report on Form 10-Q other than statements of historical fact, including
statements regarding our future results of operations and financial position, our business strategy and plans, and our
objectives for future operations, are forward-looking statements. The words �believe,� �may,� �will,� �potentially,� �estimate,�
�continue,� �anticipate,� �intend,� �could,� �would,� �project,� �plan,� �expect� and the negative and plural forms of these words and
similar expressions are intended to identify forward-looking statements. These forward-looking statements include,
but are not limited to, statements concerning the following:

� our future financial performance, including our expectations regarding our revenue, cost of revenue, gross
profit or gross margin, operating expenses, including changes in research and development, sales and
marketing and general and administrative expenses, and our ability to achieve and maintain future
profitability;

� our business plan and our ability to effectively manage our growth and associated investments;

� anticipated trends, growth rates and challenges in our business and in the markets in which we operate;

� market acceptance of recently introduced security and storage solutions;

� beliefs about and objectives for future operations;

� our ability to increase sales of our solutions and renewals of our subscriptions;

� our ability to attract and retain customers;

� our ability to cross-sell to our existing customers;

� maintaining and expanding our customer base and our relationships with our channel partners;

� our ability to timely and effectively scale and adapt our existing solutions;

� our ability to develop new solutions and bring them to market in a timely manner;
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� our ability to maintain, protect and enhance our brand and intellectual property;

� our ability to continue to expand internationally;

� the effects of increased competition in our markets and our ability to compete effectively;

� sufficiency of cash to meet cash needs for at least the next 12 months;

� future acquisitions or investments;

� our ability to stay in compliance with laws and regulations that currently apply or become applicable to our
business both in the United States and internationally;

� economic and industry trends or trend analysis;

� the attraction and retention of qualified employees and key personnel;

� the estimates and estimate methodologies used in preparing our consolidated financial statements and
determining option exercise prices; and

� the future trading prices of our common stock.
We have based these forward-looking statements largely on our current expectations and projections about future
events and trends that we believe may affect our financial condition, results of operations, business strategy,
short-term and long-term business operations and objectives and financial needs; however, these forward-looking
statements are subject to a number of risks, uncertainties and assumptions, including those described in Part I,
Item 1A, of our Annual Report on Form 10-K for the fiscal year ended February 28, 2014. Moreover, we operate in a
very competitive and rapidly changing environment and new risks emerge from time to time. It is not possible for us
to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statements we may make. In light of these risks, uncertainties and assumptions, the future events and trends discussed
in this Quarterly Report on Form 10-Q may not occur and actual results could differ materially and adversely from
those anticipated or implied in the forward-looking statements.

We undertake no obligation to revise or publicly release the results of any revision to these forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements. You
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should read this Quarterly Report on Form 10-Q and the documents that we reference in this Quarterly Report on
Form 10-Q and have filed with the SEC as exhibits to this Quarterly Report on Form 10-Q with the understanding that
our actual future results, levels of activity, performance and events and circumstances may be materially different
from what we expect.

Unless expressly indicated or the context requires otherwise, the terms �we,� �our,� �us,� �Barracuda� and �the Company� in this
document refer to Barracuda Networks, Inc., a Delaware corporation, and, where appropriate, its wholly owned
subsidiaries. The term �Barracuda� may also refer to our products, regardless of the manner in which they are accessed.
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PART I � FINANCIAL INFORMATION

Item 1. Financial Statements
BARRACUDA NETWORKS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share data)

(unaudited)

November 30,
2014

February 28,
2014

Assets
Current assets:
Cash and cash equivalents $ 159,895 $ 135,879
Marketable securities 11,460 �  
Accounts receivable, net of allowance for doubtful accounts of $1,337 and $2,134
as of November 30, 2014 and February 28, 2014, respectively 40,998 27,836
Inventories, net 5,137 5,648
Prepaid income taxes 1,751 1,147
Deferred costs 29,162 25,707
Deferred income taxes 35,975 30,156
Other current assets 4,293 3,753

Total current assets 288,671 230,126
Property and equipment, net 24,328 20,558
Deferred costs, non-current 26,952 24,572
Deferred income taxes, non-current 33,055 28,515
Other non-current assets 2,390 1,851
Intangible assets, net 9,873 8,420
Goodwill 40,571 36,014

Total assets $ 425,840 $ 350,056

Liabilities and stockholders� equity (deficit)
Current liabilities:
Accounts payable $ 13,839 $ 13,743
Accrued payroll and related benefits 9,212 8,494
Other accrued liabilities 9,883 9,374
Deferred revenue 199,054 167,562
Deferred income taxes 291 260
Note payable 248 237
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Total current liabilities 232,527 199,670
Long-term liabilities:
Deferred revenue, non-current 159,218 145,595
Deferred income taxes, non-current 939 84
Note payable, non-current 4,447 4,635
Other long-term liabilities 7,606 5,727
Commitments and contingencies (Note 8)
Stockholders� equity (deficit):
Preferred stock, $0.001 par value; 20,000,000 shares authorized; zero shares
issued and outstanding as of November 30, 2014 and February 28, 2014 �  �  
Common stock, $0.001 par value; 1,000,000,000 shares authorized; 52,474,672
and 51,045,196 shares issued and outstanding as of November 30, 2014 and
February 28, 2014, respectively 52 52
Additional paid-in capital 305,987 278,551
Accumulated other comprehensive loss (2,348) (817)
Accumulated deficit (282,588) (283,441)

Total stockholders� equity (deficit) 21,103 (5,655)

Total liabilities and stockholders� equity (deficit) $ 425,840 $ 350,056

See accompanying notes.
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BARRACUDA NETWORKS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

(unaudited)

Three Months Ended
November 30,

Nine Months Ended
November 30,

2014 2013 2014 2013
Revenue:
Appliance $ 20,692 $ 18,174 $ 62,204 $ 53,583
Subscription 49,715 41,212 143,064 119,870

Total revenue 70,407 59,386 205,268 173,453
Cost of revenue 14,438 14,017 42,888 40,498

Gross profit 55,969 45,369 162,380 132,955
Operating expenses:
Research and development 15,389 12,083 42,167 34,563
Sales and marketing 33,395 28,785 93,905 86,013
General and administrative 8,759 7,513 25,947 22,018

Total operating expenses 57,543 48,381 162,019 142,594

Income (loss) from operations (1,574) (3,012) 361 (9,639) 
Other income (expense), net (1,789) 121 (2,527) (329) 

Loss before income taxes and non-controlling interest (3,363) (2,891) (2,166) (9,968) 
Benefit from income taxes 3,327 599 3,019 2,735

Consolidated net income (loss) (36) (2,292) 853 (7,233) 
Net loss attributable to non-controlling interest �  199 �  561

Net income (loss) attributable to Barracuda Networks, Inc. $ (36) $ (2,093) $ 853 $ (6,672) 

Net income (loss) per share attributable to Barracuda Networks,
Inc.:
Basic $ �  $ (0.06) $ 0.02 $ (0.22) 
Diluted $ �  $ (0.06) $ 0.02 $ (0.22) 
Weighted-average shares used to compute net income (loss) per
share attributable to Barracuda Networks, Inc.:
Basic 52,142 34,256 51,655 30,179
Diluted 52,142 34,256 53,785 30,179
See accompanying notes.
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BARRACUDA NETWORKS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(in thousands)

(unaudited)

Three Months Ended
November 30,

Nine Months
Ended

November 30,
2014 2013 2014 2013

Net income (loss) attributable to Barracuda Networks, Inc. $ (36) $ (2,093) $ 853 $ (6,672) 
Other comprehensive income (loss), net of tax:
Change in net foreign currency translation adjustment (964) 467 (1,539) 433
Available-for-sale investments:
Change in net unrealized gains (losses) (net of tax effect of $5, $18,
$5 and $113) 8 16 8 (189) 
Less: reclassification adjustment for net (gains) losses included in net
income �  �  �  �  

Net change 8 16 8 (189) 

Other comprehensive income (loss) (956) 483 (1,531) 244

Comprehensive loss attributable to Barracuda Networks, Inc. $ (992) $ (1,610) $ (678) $ (6,428) 

See accompanying notes.
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BARRACUDA NETWORKS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)

Nine Months Ended
November 30,

2014 2013
Operating activities
Consolidated net income (loss) $ 853 $ (7,233)
Adjustments to reconcile consolidated net income (loss) to net cash provided by operating
activities:
Depreciation and amortization 6,540 7,115
Stock-based compensation 11,682 7,551
Excess tax benefits from equity incentive plan (6,752) (374)
Loss on disposal of property and equipment 97 296
Deferred income taxes (10,197) (8,340) 
Other 107 �  
Changes in operating assets and liabilities:
Accounts receivable, net (12,785) (4,541)
Inventories, net 507 (1,227)
Income taxes, net 3,140 2,547
Deferred costs (6,088) (8,801)
Other current assets (161) 17
Other non-current assets 141 383
Accounts payable (404) (2,307)
Accrued payroll and related benefits 303 (1,429)
Other accrued liabilities 1,787 1,211
Other long-term liabilities 57 331
Deferred revenue 44,247 37,477

Net cash provided by operating activities 33,074 22,676
Investing activities
Purchase of marketable securities (11,488) �  
Purchase of investment in non-marketable equity and debt securities (1,100) (310)
Purchase of property and equipment (7,059) (5,857)
Purchase of intangible assets (38) (28)
Business combinations, net of cash acquired (4,791) (8,475)

Net cash used in investing activities (24,476) (14,670)
Financing activities
Proceeds from issuance of common stock 12,560 1,929
Taxes paid related to net share settlement of equity awards (3,854) (798) 
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Dividends paid �  (1,419)
Repurchase of common stock �  (723)
Excess tax benefits from equity incentive plan 6,752 374
Repayment of employee loans, net of loans extended 771 1,743
Repayment of note payable (177) (166)
Net proceeds from initial public offering �  78,257

Net cash provided by financing activities 16,052 79,197
Effect of exchange rate changes on cash and cash equivalents (634) (49)

Net increase in cash and cash equivalents 24,016 87,154
Cash and cash equivalents at beginning of period 135,879 30,095

Cash and cash equivalents at end of period $ 159,895 $ 117,249

Non-cash financing and investing activities
Conversion of preferred stock into common stock $ �  $ 167,554
See accompanying notes.
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BARRACUDA NETWORKS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. Overview and Basis of Presentation

Nature of Operations

Barracuda Networks, Inc., also referred to in this report as �we,� �our,� �us,� �Barracuda� or �the Company,� is headquartered in
Campbell, California, and designs and delivers powerful yet easy-to-use security and storage solutions. We offer
cloud-connected solutions that help our customers address security threats, improve network performance and protect
and store their data. Our solutions are designed to simplify IT operations for our customers, allowing them to enhance
their return on technology investments.

Initial Public Offering

In November 2013, we completed our initial public offering (the �IPO�) in which we sold 4,761,000 shares of our
common stock at a public offering price of $18.00 per share, which included 621,000 shares of common stock issued
pursuant to the exercise in full of the over-allotment option by the underwriters. The IPO resulted in proceeds of $78.3
million, net of underwriting discounts and commissions and offering costs paid. In connection with the closing of the
IPO, all of our outstanding redeemable convertible preferred stock automatically converted into 17,626,227 shares of
common stock on a one-to-one basis.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles in the United
States (�GAAP�) requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. We evaluate our estimates on an ongoing basis, including those
related to the fair values of stock-based awards, income taxes and contingent liabilities, among others. We base our
estimates on historical experience and on various other assumptions that we believe to be reasonable, the results of
which form the basis for making judgments about the carrying values of assets and liabilities. Actual results could
differ from those estimates.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
GAAP, and follow the requirements of the U.S. Securities and Exchange Commission (the �SEC�) for interim reporting.
As permitted under those rules, certain footnotes or other financial information that are normally required by GAAP
are condensed or omitted. In management�s opinion, the unaudited condensed financial statements have been prepared
on the same basis as the audited financial statements and include all adjustments, which include only normal recurring
adjustments, necessary for the fair presentation of our financial information. The results for the three and nine months
ended November 30, 2014 are not necessarily indicative of the results expected for the full fiscal year. Our condensed
consolidated balance sheet as of February 28, 2014 has been derived from audited financial statements at that date but
does not include all of the information required by GAAP.
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The accompanying unaudited condensed consolidated financial statements include the accounts of Barracuda
Networks, Inc. and our wholly and majority-owned subsidiaries. All significant intercompany accounts and
transactions have been eliminated.

The accompanying unaudited condensed consolidated financial statements and related financial information should be
read in conjunction with the audited financial statements and related footnotes included in our most recent Annual
Report on Form 10-K. There have been no material changes in our significant accounting policies from those that
were disclosed in our Annual Report on Form 10-K for the fiscal year ended February 28, 2014.

Reclassifications

We have reclassified certain immaterial prior period amounts within our condensed consolidated statements of cash
flows to conform to our current fiscal year presentation.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (the �FASB�) issued an accounting standard which completes
the joint effort by the FASB and the International Accounting Standards Board to clarify the principles for recognizing
revenue and improve financial reporting by creating common revenue recognition guidance for GAAP and
International Financial Reporting Standards. The core principle of this update is that an entity should recognize
revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration
to which the entity expects to be entitled in exchange for those goods or services. We intend to adopt this update in the
first quarter of fiscal year 2018 at which point it will begin to affect us. The standard allows for full retrospective
adoption applied to all periods presented or retrospective adoption with the cumulative effect of initially applying this
update recognized at the date of initial application. We are currently evaluating the impact of adopting this update on
our consolidated financial statements.
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2. Balance Sheet Information

Cash, Cash Equivalents and Marketable Securities

The following table summarizes our cash, cash equivalents and marketable securities (in thousands):

November 30,
2014

February 28,
2014

Cash and cash equivalents:
Cash $ 76,446 $ 41,331
Money market funds 83,449 94,548

$ 159,895 $ 135,879

Marketable securities:
Asset-backed securities $ 3,660 $ �  
Corporate debt securities 5,179 �  
Foreign government bonds 201 �  
Mortgage-backed securities 2,420 �  

Total $ 11,460 $ �  

The gross unrealized gains or losses on our marketable securities as of November 30, 2014 were not significant. In
addition, there were no securities in a continuous loss position for 12 months or longer as of November 30, 2014.

We periodically review our marketable securities for other-than-temporary impairment. We consider factors such as
the near-term prospects of the investment in relation to the duration, severity and reason for the decline in value, the
potential recovery period and our intent to sell. For marketable debt securities, we also consider whether (i) it is more
likely than not that we will be required to sell the securities before recovery of their amortized cost bases and (ii) the
amortized cost bases cannot be recovered as a result of credit losses. We do not intend to sell the investments and it is
not more likely that we would be required to sell the investments before recovery of their amortized cost bases. As of
November 30, 2014, we have not recognized any other-than-temporary impairment loss.

The following table classifies our marketable debt securities by contractual maturities (in thousands):

As of
November 30,

2014
Due in 1 year $ 813
Due in 1 year through 5 years 7,207
Due in 5 years through 10 years 1,416
Due after 10 years 2,024
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$ 11,460

Fair Value Measurements

We determine fair value based on the fair value hierarchy, which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs when measuring fair value. Fair value is defined as the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. The fair value assumes that the transaction to sell the asset or transfer the liability occurs in the
principal or most advantageous market for the asset or liability and establishes that the fair value of an asset or
liability shall be determined based on the assumptions that market participants would use in pricing the asset or
liability. The classification of a financial asset or liability within the hierarchy is based upon the lowest level input that
is significant to the fair value measurement. The fair value hierarchy prioritizes the inputs into three levels that may be
used to measure fair value:

Level 1: Inputs are unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2: Inputs are quoted prices for similar assets and liabilities in active markets or inputs that are
observable for the asset or liability, either directly or indirectly through market corroboration, for
substantially the full term of the financial instrument.

Level 3: Inputs are unobservable inputs based on our assumptions.

10
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Cash equivalents are classified within Level 1 because they are valued using quoted market prices or alternative
pricing sources and models utilizing market observable inputs. Marketable securities are classified within Level 2 if
the investments are valued using model driven valuations which use observable inputs such as quoted market prices,
benchmark yields, reported trades, broker/dealer quotes or alternative pricing sources with reasonable levels of price
transparency. Marketable securities are held by custodians who obtain investment prices from a third-party pricing
provider that incorporates standard inputs in various asset price models.

We estimated the fair value of our Level 3 contingent consideration liability based on a weighted probability
assessment of achieving the milestones associated with the contingent consideration related to the acquisition of C2C
Systems Limited (�C2C�). Significant increases (decreases) in the probability assumptions in isolation would result in a
significantly higher (lower) fair value measurement. In developing these estimates, we considered unobservable inputs
that are supported by little or no market activity and reflect our own assumptions. As of November 30, 2014, the
change in fair value of our Level 3 contingent consideration liability was not material. Refer to Note 3 to Condensed
Consolidated Financial Statements for further information.

The following table summarizes, for assets or liabilities measured at fair value, the respective classification by level of
input within the fair value hierarchy (in thousands):

November 30, 2014
Level 1 Level 2 Level 3 Total

Cash equivalents:
Money market funds $ 83,449 $ �  $ �  $ 83,449
Marketable securities:
Asset-backed securities $ �  $ 3,660 $ �  $ 3,660
Corporate debt securities $ �  $ 5,179 $ �  $ 5,179
Foreign government bonds $ �  $ 201 $ �  $ 201
Mortgage-backed securities $ �  $ 2,420 $ �  $ 2,420

Other accrued liabilities (current):
Contingent consideration liability $ �  $ �  $ 1,035 $ 1,035
Other long-term liabilities:
Contingent consideration liability $ �  $ �  $ 1,889 $ 1,889

February 28, 2014
Level 1 Level 2 Level 3 Total

Cash equivalents:
Money market funds $ 94,548 $ �  $ �  $ 94,548

Inventories, Net

Inventories, net, consisted of the following (in thousands):

November 30,
2014

February 28,
2014

Raw materials $ 2,218 $ 3,038
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Finished goods 3,774 3,759
Reserves (855) (1,149) 

$ 5,137 $ 5,648

Deferred Costs

Deferred costs consisted of the following (in thousands):

November 30,
2014

February 28,
2014

Appliance $ 39,757 $ 35,000
Commissions 16,357 15,279

$ 56,114 $ 50,279
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Property and Equipment, Net

Property and equipment, net, consisted of the following (in thousands):

November 30,
2014

February 28,
2014

Land $ 6,503 $ 5,100
Building 6,549 6,549
Computer hardware and software 16,012 11,711
Vehicles, machinery and equipment 3,402 2,462
Leasehold improvements 2,994 2,560

35,460 28,382
Accumulated depreciation and amortization (11,132) (7,824)

$ 24,328 $ 20,558

Depreciation and amortization expense related to property and equipment was $1.4 million and $3.7 million for the
three and nine months ended November 30, 2014, respectively, and $1.1 million and $2.7 million for the three and
nine months ended November 30, 2013, respectively.

Investment in Non-marketable Equity Security

In October 2011, we acquired stock in a privately held company for $750,000, which represented an ownership
interest of approximately 24%. In October 2014, we acquired additional shares of stock in the privately held company
for $500,000 to maintain our approximately 24% ownership interest. Under the equity method of accounting, we
recognize our proportional share of earnings and losses of the investee in our financial statements and adjust the
carrying amount of our investment accordingly.

For each of the three and nine months ended November 30, 2014 and 2013, our proportionate share of the investee�s
losses was not material. The investment is classified in other non-current assets in our condensed consolidated balance
sheets.

Accumulated Other Comprehensive Loss

The components of accumulated other comprehensive loss, net of tax, were as follows (in thousands):

Foreign
Currency

Translation
Adjustments

Unrealized Gains
(Losses) on

Available-for-
Sale Investments Total

Balance as of February 28, 2014 $ (817) $ �  $ (817)
Other comprehensive income (loss) before reclassifications (1,539) 8 (1,531) 

�  �  �  
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Amounts reclassified from accumulated other comprehensive
income (loss)

Other comprehensive income (loss) (1,539) 8 (1,531) 

Balance as of November 30, 2014 $ (2,356) $ 8 $ (2,348)

3. Acquisition

C2C Systems Limited

In August 2014, we completed our acquisition of C2C, a provider of personal storage table file (�PST�) management,
email archiving and information management solutions based in the United Kingdom. The acquisition of C2C will
better position us to offer customers a more complete archiving and information management product portfolio to
simplify IT and control storage costs. We acquired all of the issued and outstanding stock of C2C for aggregate
consideration of $9.6 million. In connection with the acquisition, contingent consideration is payable up to $4.9
million upon the attainment of certain billings levels and performance integration targets through August 2017. At the
acquisition date, we estimated fair value for contingent consideration to be $2.9 million. Changes in the fair value of
the contingent consideration liability subsequent to the acquisition date, such as changes in the probability assessment,
are recognized in the period when the change in the estimated fair value occurs.

We recorded the assets acquired and liabilities assumed from C2C, with the difference between the fair value of the
net assets acquired and the purchase consideration reflected as goodwill. The following table reflects the fair values of
assets acquired and liabilities assumed as of the acquisition date (in thousands):

Cash $ 1,355
Net other tangible assets 290
Developed technology 2,990
Customer relationships 1,340
Trade name 30
Goodwill 5,376
Deferred revenue (1,015)
Deferred tax liability (736) 

Total value of assets acquired and liabilities assumed $ 9,630
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As of the acquisition date, developed technology, customer relationships and the C2C trade name had
weighted-average useful lives of 6.4 years, 7.3 years and 2.0 years, respectively. The total weighted-average useful
life of these acquired intangible assets is 6.7 years. The goodwill is primarily attributed to the synergies expected to be
realized following the acquisition. No goodwill was deemed to be deductible for income tax purposes. Pro forma
results of operations for C2C have not been presented because they are not material to our consolidated results of
operations.

4. Goodwill and Intangible Assets

The changes in the carrying amount of goodwill are summarized as follows (in thousands):

November 30,
2014

Balance at February 28, 2014 $ 36,014
Goodwill acquired 5,376
Effect of foreign exchange rates (819)

Balance at November 30, 2014 $ 40,571

Intangible assets subject to amortization are summarized as follows (in thousands):

November 30, 2014
Gross

Carrying
Amount

Accumulated
Amortization

Net
Carrying

Value
Acquired developed technology $ 29,073 $ (22,900) $ 6,173
Software license 400 (400) �  
Customer relationships 8,520 (6,084) 2,436
Patents 1,625 (1,012) 613
Trade names 513 (158) 355
Acquired developed software 200 (200) �  

$ 40,331 $ (30,754) $ 9,577

February 28, 2014
Gross

Carrying
Amount

Accumulated
Amortization

Net
Carrying

Value
Acquired developed technology $ 26,315 $ (21,111) $ 5,204
Software license 400 (400) �  
Customer relationships 7,463 (5,794) 1,669
Patents 1,625 (873) 752
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Trade names 663 (305) 358
Acquired developed software 200 (200) �  

$ 36,666 $ (28,683) $ 7,983

In addition to the above, we maintained other intangible assets not subject to amortization of $296,000 and $437,000
as of November 30, 2014 and February 28, 2014, respectively.

Amortization expense was $0.8 million and $2.9 million for the three and nine months ended November 30, 2014,
respectively, and $1.3 million and $4.4 million for the three and nine months ended November 30, 2013, respectively.

13

Edgar Filing: BARRACUDA NETWORKS INC - Form 10-Q

Table of Contents 23



Table of Contents

As of November 30, 2014, amortization expense for intangible assets in future periods was as follows: $0.6 million for
the remainder of fiscal year 2015, $2.4 million for fiscal year 2016, $2.2 million for fiscal year 2017, $1.9 million for
fiscal year 2018, $1.0 million for fiscal year 2019 and $1.5 million thereafter.

5. Stockholders� Equity (Deficit)

Stock Option Plan and Restricted Stock Units

Our 2012 Equity Incentive Plan (the �2012 Plan�) authorized the board of directors to grant stock options, stock
appreciation rights, restricted stock and restricted stock units (�RSUs�) to employees, directors and consultants. Options
granted are exercisable for periods not to exceed 10 years. Options and RSUs granted typically vest over four years
contingent upon employment or service with us through the vesting date.

As of November 30, 2014, net of forecasted forfeitures, there was $22.2 million of unrecognized compensation cost
related to outstanding stock options, expected to be recognized over a weighted-average period of 2.95 years and
$29.8 million of unrecognized compensation cost related to unvested RSUs, expected to be recognized over a
weighted-average period of 3.21 years. To the extent the actual forfeiture rate is different from what management has
anticipated, stock-based compensation related to these equity awards will be different from management�s
expectations.

Total stock-based compensation expense has been classified as follows in the accompanying condensed consolidated
statements of operations (in thousands):

Three Months Ended November 30,Nine Months Ended November 30,
2014 2013 2014 2013

Cost of revenue $ 121 $ 58 $ 246 $ 146
Research and development 1,250 209 2,900 1,474
Sales and marketing 1,143 578 2,546 1,278
General and administrative 2,350 1,578 5,990 4,653

$ 4,864 $ 2,423 $ 11,682 $ 7,551

6. Income Taxes

For the three and nine months ended November 30, 2014, we recorded income tax benefits of $3.3 million and $3.0
million, respectively. For the three and nine months ended November 30, 2013, we recorded income tax benefits of
$0.6 million and $2.7 million, respectively.

The difference between the income tax benefit (provision) that would be derived by applying the statutory rate to our
year-to-date income (loss) before tax and the income tax benefit (provision) actually recorded is primarily due to the
impact of stock-based compensation expense and various discrete items.

7. Segment Information

Revenue by geographic region is presented as follows (in thousands):
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Three Months Ended
November 30,

Nine Months Ended
November 30,

2014 2013 2014 2013
North America $ 51,010 $ 43,293 $ 149,548 $ 126,122
United States 47,995 40,538 140,559 118,066
Other 3,015 2,755 8,989 8,056
Latin America 869 726 2,464 2,662
Asia-Pacific 4,593 4,058 13,583 12,200
EMEA 13,935 11,309 39,673 32,469

$ 70,407 $ 59,386 $ 205,268 $ 173,453

Our chief operating decision maker reviews the financial information presented on a consolidated basis for the
purposes of allocating resources and evaluating our financial performance. Accordingly, we have determined that we
operate in a single reporting segment.
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8. Commitments and Contingencies

Legal Matters

In late 2011, following a voluntary internal review of our compliance with U.S. export control and sanctions laws, our
management team became aware that certain of our physical appliances had been sold indirectly into embargoed
countries via our distributors and resellers, potentially in violation of U.S. export control and economic sanctions
laws. In addition, certain of our solutions incorporate encryption components and may be exported from the U.S. only
with the required approvals; in the past, we may have exported products prior to receiving these required
authorizations. After completion of a comprehensive internal investigation conducted by outside counsel, we
submitted voluntary disclosures regarding these matters to the U.S. Commerce Department, Bureau of Industry and
Security (�BIS�), and to the U.S. Treasury Department, Office of Foreign Assets Control (�OFAC�). These disclosures
summarized potential violations of export controls and economic sanctions laws, including reexports by third parties
and provision of services to end users in embargoed countries including Iran, Sudan and Syria.

We received a Proposed Charging Letter from BIS on August 21, 2014 (the �Letter�), which asserts certain export
violations against us and our UK subsidiary. Based on discussions with BIS, we expect a one-time monetary penalty
to be imposed, and do not currently expect any criminal charges, denial of export privileges or ongoing monitoring
actions. As requested in the Letter, we have provided BIS with additional information regarding the proposed
violations. We intend to continue cooperating with BIS in an effort to resolve this matter. However, given the early
stage of our discussions, we are unable at this time to estimate the timing or amount of any final resolution.

On August 13, 2013, Parallel Networks, LLC (�Parallel Networks�), which we believe is a non-practicing entity, filed a
lawsuit against us in the U.S. District Court for the District of Delaware, Parallel Networks, LLC v. Barracuda
Networks, Inc. , Case No. 1:13-cv-01412-UNA, alleging that certain of our appliances infringe two of their U.S.
patents: U.S. Pat. No. 7,571,217, titled �Method and System for Uniform Resource Locator Transformation,� and U.S.
Pat. No. 8,352,570, titled �Method and System for Uniform Resource Locator Transformation.� Parallel Networks has
asserted similar claims against other companies. This matter is in its early stages, but we intend to vigorously defend
the lawsuit. Given the early stage of the litigation, we are unable to estimate a possible loss or range of possible loss, if
any.

On December 31, 2014, Adaptive Data LLC filed a lawsuit against us in the U.S. District Court for the District of
Delaware, Adaptive Data LLC v. Barracuda Networks, Inc., Case No. 1:99-mc-09999/1164, alleging that certain of
our appliances infringe U.S. patent numbers 6,108,347 and 6,243,391. We have not yet responded to the complaint,
and given the early stage of the litigation, we are unable to estimate a possible loss or range of possible loss, if any.

From time to time, we are party to litigation and subject to claims that arise in the ordinary course of our business,
including actions with respect to employment claims and other matters. Although the results of litigation and claims
are inherently unpredictable, we believe that the final outcome of such matters will not have a material adverse effect
on our business, consolidated financial position, results of operations or cash flows.

9. Net Income (Loss) Per Share

Basic and diluted net income (loss) per share attributable to common stockholders was presented in conformity with
the two-class method required for participating securities. Prior to the date of our initial public offering, we considered
our Series A and Series B redeemable convertible preferred stock as participating securities. In the event a dividend
was declared or paid on our common stock, holders of Series A and Series B redeemable convertible preferred stock
were entitled to a proportionate share of such dividend in proportion to the holders of common stock on an as-if
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converted basis. Immediately after the completion of our initial public offering in November 2013, all outstanding
shares of redeemable convertible preferred stock were converted into common stock.

Through the date of our initial public offering, we utilized the two-class method to compute net income (loss) per
share. Under the two-class method, basic net income (loss) per share attributable to common stockholders was
computed by dividing the net income (loss) attributable to common stockholders by the weighted-average number of
common shares outstanding during the period. Net income (loss) attributable to common stockholders was determined
by allocating undistributed earnings between common and redeemable convertible preferred stockholders. Diluted net
income (loss) per share attributable to common stockholders was computed by using the weighted-average number of
shares of common stock outstanding, including potential dilutive common shares assuming the dilutive effect of
outstanding stock options, RSUs, common stock subject to repurchase or forfeiture and redeemable convertible
preferred stock using the treasury stock method. For periods in which there was a net loss, the number of shares used
in the computation of diluted net loss per share was the same as that used for the computation of basic net loss per
share, as the inclusion of dilutive securities would be anti-dilutive. Under the two-class method, the net income (loss)
attributable to common stockholders was not allocated to the convertible redeemable preferred stock as the convertible
redeemable preferred stock did not have a contractual obligation to share in our losses.

The following table presents the calculation of basic and diluted net income (loss) per share attributable to Barracuda
Networks, Inc. (in thousands, except per share amounts):
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Three Months Ended
November 30,

Nine Months Ended
November 30,

2014 2013 2014 2013
Basic:
Net income (loss) attributable to Barracuda Networks,
Inc. $ (36) $ (2,093) $ 853 $ (6,672)
Weighted-average shares used to compute net income
(loss) per share, basic 52,142 34,256 51,655 30,179

Net income (loss) per share attributable to Barracuda
Networks, Inc., basic $ �  $ (0.06) $ 0.02 $ (0.22)

Diluted:
Net income (loss) attributable to Barracuda Networks,
Inc. $ (36) $ (2,093) $ 853 $ (6,672)
Weighted-average shares used to compute net income
(loss) per share, basic 52,142 34,256 51,655 30,179
Add weighted-average effect of dilutive securities:
Stock options and RSUs �  �  2,130 �  

Weighted-average shares used to compute net income
(loss) per share, diluted 52,142 34,256 53,785 30,179

Net income (loss) per share attributable to Barracuda
Networks, Inc., diluted $ �  $ (0.06) $ 0.02 $ (0.22)
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion and analysis of our financial condition and results of operations together
with the condensed consolidated financial statements and related notes that are included elsewhere in this Quarterly
Report on Form 10-Q and our Annual Report on Form 10-K for the fiscal year ended February 28, 2014. The last day
of our fiscal year is February 28/29. Our fiscal quarters end on May 31, August 31, November 30 and
February 28/29. This discussion contains forward-looking statements based upon current expectations that involve
risks and uncertainties. Our actual results may differ materially from those anticipated in these forward-looking
statements as a result of various factors, including those set forth in Part I, Item 1A, of our Annual Report on Form
10-K for the fiscal year ended February 28, 2014.

Overview

Barracuda designs and delivers powerful yet easy-to-use security and storage solutions. We offer cloud-connected
solutions that help our customers address security threats, improve network performance and protect and store their
data. Our solutions are designed to simplify IT operations for our customers, allowing them to enhance their return on
technology investment. Our business model is built on the core values of speed and agility, which we apply to all
aspects of our approach, including our technology innovations, the delivery and deployment of our solutions and
responses to customer inquiries.

We derive revenue from sales of appliances and subscriptions. Revenue from the sale of our appliances includes
hardware and a perpetual license. Subscription revenue is generated primarily from our subscription services such as
our Barracuda Energize Updates as well as our cloud solutions. Subscription revenue also includes revenue from fixed
term licenses of our virtual appliance software support and maintenance. Our subscription terms range from one to
five years, the substantial majority of which are for one-year periods. Subscriptions are billed in advance of the
purchased subscription period.

The growth of our business and our future success depend on many factors, including our ability to continue to expand
our customer base, pursue cross-sale opportunities and grow revenues from our existing customer base, expand our
distribution channels, particularly internationally, and continue to develop new solutions to promptly respond to our
customers� needs. Our sales and marketing initiatives are primarily focused on higher-growth segments within the
security and storage markets, such as next generation firewall appliances and purpose-built backup appliances.
Although the mix of solutions sold can vary from period to period, in recent periods we have experienced stronger
growth in sales of storage and application security solutions. Our future success will depend in part on our ability to
continue to expand our sales in these higher-growth segments. While these areas represent significant opportunities
for us, they also pose risks and challenges that we must successfully address in order to sustain the growth of our
business and improve our operating results.

Our Business Model

We invoice at the time of sale for the total price of the solutions we deliver, and we typically collect cash in 30 to 60
days. We refer to the total amount of invoices we issue in a period as gross billings. All of the gross billings we record
are recognized as revenue ratably under GAAP, once all revenue recognition criteria have been met. Gross billings are
initially recorded as deferred revenue, less reserves. The appliance component of our gross billings is recognized
ratably as revenue over the estimated customer relationship period, which is typically three years, commencing upon
the activation of the unit by the end customer. The subscription component of our gross billings is recognized ratably
as revenue over the contractual period of the subscription. Because we bill in advance for the entire term, substantially
all of our new and renewal gross billings increase our deferred revenue balance, which contributes significantly to our
cash flow.
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Factors Affecting Our Performance

We believe that our future success will be dependent on many factors, including our ability to increase sales of our
solutions to new customers as well as to increase sales of additional solutions to our existing customers and to add
incremental capabilities that will solve emerging customer issues. While these areas present significant opportunity,
they also present risks that we must manage to ensure successful results. Additionally, we face significant competition
across all of our market segments and must continue to execute across all functions and add qualified personnel to
succeed in these markets. If we are unable to address these challenges, our business could be adversely affected.

Investment in Sales and Marketing. In order to support future sales, we will need to continue to invest significant
resources devoted to our sales force and global network of partners and resellers. We have made and plan to continue
to make significant investments in expanding our sales teams and distribution programs with our channel partners and
increasing our brand awareness. Any investments we make in our sales and marketing will occur in advance of our
experiencing any benefits from such investments, and so it may be difficult for us to determine if we are efficiently
allocating our resources in this area. We cannot assure that the investments we have made, or intend to make, to
strengthen our sales and marketing efforts will result in an increase in revenue or an improvement in our results of
operations. We believe that our investment in sales and marketing will help us grow our revenue and improve our
results of operations in the long-term. However, the resulting increase in operating expenses attributable to sales and
marketing may impact our profitability in the near-term.
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Investment in Product Development. Our performance is significantly dependent on the investments we make in our
research and development efforts, and in our ability to continue to innovate, improve functionality, adapt to new
technologies or changes to existing technologies. We intend to continue to invest in new solution development and
enhancements to our existing solutions. We cannot be assured that we will realize increased revenues from our
development initiatives. We believe that our investment in product development will contribute to long-term revenue
growth, but it may impact our near-term profitability.

Investment in Infrastructure. In order to support our operations, we have made and expect to continue to make
substantial investments in our infrastructure in connection with enhancing and expanding our operations domestically
and internationally. For example, we intend to continue to invest in our software systems and additional data center
resources to keep pace with the growth in the cloud and cloud-based solutions markets. We also expect to make
additional investments in our infrastructure, which will result in increased general and administrative expenses. We
believe that our investment in infrastructure will contribute to improvements in our operating results in the long-term;
however, it will limit our available capital resources and impact profitability in the near-term.

Renewal Rates. Our solutions include a required subscription to our Barracuda Energize Updates subscription service.
Customers also purchase subscriptions to virtual appliance software, cloud services and enhanced support services.
The renewal rate of our subscriptions will affect our gross billings and recognized revenue in future periods. Renewal
rates from subscriptions, on a dollars basis, have been 95% for each of the three and nine months ended November 30,
2014 and 98% and 97% for the three and nine months ended November 30, 2013, respectively.

We believe the renewal rate is an important metric to measure long-term value of customer agreements and our ability
to retain our customers. We calculate our renewal rate by comparing the actual dollar amount of contracts renewed in
a period to the dollar amount of the expiring contracts in that period, less the value of the expiring contracts that are
upgraded to a higher model of the same product in lieu of a renewal. Changes in our renewal rates will have an impact
on our revenue growth and operating results.

Cross-sell Opportunity. The continued growth of our business partially depends on our ability to sell additional
solutions to our existing customers. We define a solution as a distinct product line that we offer. As our existing
customers� IT buying needs evolve, or as our customers realize the benefits of the solutions that they previously
purchased, our portfolio of solutions provides us an opportunity to cross-sell additional solutions. Customers who
successfully deploy more than one type of solution provide substantially more customer lifetime value to us, and can
derive greater value from our solutions as they benefit from synergies in management, support and functionality. To
support our cross-sell efforts, we intend to continue adding higher touch sales and marketing field resources to liaise
with our channel partners as we continue to grow our sales both domestically and internationally. We expect that our
continued investment in resources to expand our cross-sell efforts to existing customers will result in longer-term
revenue growth opportunities.

Key Metrics

We monitor the following key metrics to help us evaluate growth trends, establish budgets and assess operational
efficiencies. In addition to our results determined in accordance with GAAP, we believe the following non-GAAP and
operational measures are useful in evaluating our operating performance.

The following presents our key metrics and provides reconciliations of the most directly comparable GAAP financial
measure to each non-GAAP financial measure (dollars in thousands):
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Three Months Ended
November 30,

Nine Months Ended
November 30,

2014 2013 2014 2013
Gross billings $ 91,532 $ 77,471 $ 268,167 $ 227,959
Year-over-year percentage increase 18% 18%
Year-over-year percentage increase on a
constant currency basis (1) 20% 18%
Adjusted EBITDA $ 19,492 $ 12,649 $ 58,899 $ 36,074
Adjusted EBITDA as a percentage of total
revenue 28% 21% 29% 21%
Free cash flow $ 9,483 $ 9,712 $ 27,365 $ 20,735
Free cash flow as a percentage of total
revenue 13% 16% 13% 12%
Active subscribers at period end 234,955 197,503 234,955 197,503

(1) In order to determine how our business performed exclusive of the effect of foreign currency fluctuations, we
compare the percentage change in our gross billings from one period to another using a constant currency. To
present this gross billings information, the current and comparative prior period results for entities that operate in
other than U.S. dollars are converted into U.S. dollars at constant exchange rates. For example, the rates in effect
at November 30, 2013, which was the last day of our prior fiscal year�s comparable quarter, were used to convert
current and comparable prior period gross billings rather than the actual exchange rates in effect during the
respective period.
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Gross billings. We define gross billings as total revenue plus the change in deferred revenue and other adjustments
which primarily reflect returns and reserves with respect to the 30-day right to return we provide to our customers, as
well as rebates for certain channel partner activities, during a particular period. We use gross billings as a performance
measurement, based on our business model of invoicing our customers at the time of sale of our solutions and
recognizing revenue ratably over subsequent periods. Accordingly, we believe gross billings provide valuable insight
into the sales of our solutions and the performance of our business. The gross billings we record in any period reflect
sales to new customers plus renewals and additional sales to existing customers adjusted for returns, rebates and other
offsets, which we do not expect to be recognized as revenue in future periods. In many cases, these returns, rebates
and other offsets occur in periods different from the period of sale, and are unrelated to the marketing efforts leading
to the initial sale, and therefore by adjusting for such offsets, we believe our computation of gross billings better
reflects the effectiveness of our sales and marketing efforts.

The following table reconciles total revenue to gross billings (dollars in thousands):

Three Months
Ended November 30,

Nine Months
Ended November 30,

2014 2013 2014 2013
Total revenue $ 70,407 $ 59,386 $ 205,268 $ 173,453
Total deferred revenue, end of period (1) 357,694 298,823 357,694 298,823
Less: total deferred revenue, beginning of
period (1) (342,663) (286,792) (313,157) (261,243) 
Add: deferred revenue adjustments 6,094 6,054 18,362 16,926

Total change in deferred revenue and
adjustments 21,125 18,085 62,899 54,506

Gross billings $ 91,532 $ 77,471 $ 268,167 $ 227,959

Year-over-year percentage increase 18% 18%
Year-over-year percentage increase on a
constant currency basis (2) 20% 18%

(1) The balances as of November 30, 2014 and August 31, 2014 exclude the amounts related to acquisition date
deferred revenue assumed from C2C Systems Limited (�C2C�). We believe adjusting for the fair value of the
assumed performance obligation allows us to better compare gross billings and adjusted EBITDA from period to
period in order to assess the ongoing results of our business.

(2) In order to determine how our business performed exclusive of the effect of foreign currency fluctuations, we
compare the percentage change in our gross billings from one period to another using a constant currency. To
present this gross billings information, the current and comparative prior period results for entities that operate in
other than U.S. dollars are converted into U.S. dollars at constant exchange rates. For example, the rates in effect
at November 30, 2013, which was the last day of our prior fiscal year�s comparable quarter, were used to convert
current and comparable prior period gross billings rather than the actual exchange rates in effect during the
respective period.

In each of the three and nine months ended November 30, 2014, gross billings increased 18% over the prior year�s
comparative periods. The increase in gross billings was primarily driven by our continued ability to cross-sell
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additional solutions to existing customers and additional lead generation opportunities resulting in associated new
customer billings. When evaluating our gross billings from period to period, we also evaluate our gross billings for the
two comparable periods using a fixed exchange rate, thereby excluding the effect of currency fluctuations.

Adjusted EBITDA. We define adjusted EBITDA as net income (loss) plus non-cash and non-operating charges, which
includes acquisition and other non-recurring charges. Because of our business model, where revenue from gross
billings is recognized ratably over subsequent periods, substantially all of our gross billings increase deferred revenue.
Therefore, we believe that adjusting net income (loss) for increases in deferred revenue and increases in the associated
deferred costs provides another indication of profitability from our operations. We use adjusted EBITDA to measure
our performance, prepare our budgets and establish metrics for variable compensation. Because adjusted EBITDA
excludes certain non-cash and non-operating charges, this measure enables us to eliminate the impact of items we do
not consider indicative of our core operating performance and to better measure our performance on a consistent basis
from period to period.
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The following table reconciles net income (loss) attributable to Barracuda Networks, Inc. to adjusted EBITDA (dollars
in thousands):

Three Months
Ended November 30,

Nine Months
Ended November 30,

2014 2013 2014 2013
Net income (loss) attributable to Barracuda
Networks, Inc. $ (36) $ (2,093) $ 853 $ (6,672) 
Total deferred revenue, end of period (1) 357,694 298,823 357,694 298,823
Less: total deferred revenue, beginning of period
(1) (342,663) (286,792) (313,157) (261,243) 
Less: total deferred costs, end of period (56,114) (48,270) (56,114) (48,270) 
Total deferred costs, beginning of period 54,582 46,058 50,279 39,470
Other (income) expense, net 1,789 (121) 2,527 329
Benefit from income taxes (3,327) (599) (3,019) (2,735) 
Depreciation and amortization (2) 2,118 2,633 6,540 7,367
Stock-based compensation 4,864 2,423 11,682 7,551
Acquisition and other non-recurring charges (3) 585 587 1,614 1,454

Adjusted EBITDA $ 19,492 $ 12,649 $ 58,899 $ 36,074

Adjusted EBITDA as a percentage of total revenue 28% 21% 29% 21% 

(1) The balances as of November 30, 2014 and August 31, 2014 exclude the amounts related to acquisition date
deferred revenue assumed from C2C. We believe adjusting for the fair value of the assumed performance
obligation allows us to better compare gross billings and adjusted EBITDA from period to period in order to
assess the ongoing results of our business.

(2) Represents expenses for the amortization of intangible assets and property and equipment, as well certain losses
on disposal of long-lived assets.

(3) In calculating adjusted EBITDA and free cash flow, we also adjust for acquisition and other charges that we do
not expect to recur in our continuing operating results. We believe that adjusting for these charges allows us to
better compare adjusted EBITDA and free cash flow from period to period in order to assess the ongoing
operating results of our business.

Adjusted EBITDA increased to $19.5 million in the three months ended November 30, 2014 from $12.6 million in the
three months ended November 30, 2013. Adjusted EBITDA increased to $58.9 million in the nine months ended
November 30, 2014 from $36.1 million in the nine months ended November 30, 2013.The increases in adjusted
EBITDA from period to period were primarily driven by increased gross billings, improved gross margins and, in the
nine months ended November 30, 2014, lower operating expense as a percentage of total revenue.

Free cash flow. We define free cash flow as cash provided by operating activities, less purchases of property and
equipment plus acquisition and other non-recurring charges. We consider free cash flow to be a useful liquidity
measure that considers the investment in cloud and corporate infrastructure required to support our business and the
impact of acquisition related expenses and other non-recurring charges. We use free cash flow to assess our business
performance and evaluate the amount of cash generated by our business after adjusting for purchases of property and
equipment and acquisition and other non-recurring charges.
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The following table reconciles cash provided by operating activities to free cash flow (dollars in thousands):

Three Months
Ended November 30,

Nine Months
Ended November 30,

2014 2013 2014 2013
Net cash provided by operating activities $ 12,192 $ 10,593 $ 33,074 $ 22,676
Less: purchases of property and equipment (3,284) (1,328) (7,059) (5,857) 
Acquisition and other non-recurring charges (1) 575 447 1,350 3,916

Free cash flow $ 9,483 $ 9,712 $ 27,365 $ 20,735

Free cash flow as a percentage of total revenue 13% 16% 13% 12% 

(1) In calculating adjusted EBITDA and free cash flow, we also adjust for acquisition and other charges that we do
not expect to recur in our continuing operating results. We believe that adjusting for these charges allows us to
better compare adjusted EBITDA and free cash flow from period to period in order to assess the ongoing
operating results of our business.

Free cash flow decreased to $9.5 million in the three months ended November 30, 2014 from $9.7 million in the three
months ended November 30, 2013. The decrease in free cash flow was driven primarily by additional capital
investments of $2.0 million, partially offset by $1.6 million in cash generated from operating activities. Free cash flow
increased to $27.4 million in the nine months ended November 30, 2014 from $20.7 million in the nine months ended
November 30, 2013. The increase in free cash flow was driven primarily by an $8.1 million change from a $7.2
million net loss in the nine months ended November 30, 2013 to a $0.9 million net profit, primarily due to increased
gross
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billings, improved gross margins and lower operating expense as a percentage of total revenue, and a $7.1 million
increase in our net operating assets and liabilities. The increases in free cash flow for the nine months ended
November 30, 2014 were partially offset by a $6.4 million increase in excess tax benefits from equity activity and a
$2.6 million decrease in non-recurring charges primarily associated with the transition of our CEO in the nine months
ended November 30, 2013.

Active subscribers. We define an active subscriber as a discrete appliance, virtual appliance or cloud-only service that
has activated at least one valid subscription that has not been terminated. We monitor the total number of active
subscribers as a measure of the growth in our installed base, the success of our sales and marketing activities and the
value that our solutions bring to our customers. As of November 30, 2014 and 2013, we had 234,955 and 197,503
active subscribers, respectively. The increase in active subscribers over this period is primarily related to our ability to
attract and retain new customers.

Our non-GAAP measures have limitations as analytical tools and you should not consider them in isolation or as a
substitute for an analysis of our results under GAAP. There are a number of limitations related to the use of these
non-GAAP financial measures versus their nearest GAAP equivalents. First, gross billings, adjusted EBITDA and free
cash flow are not substitutes for total revenue, net income (loss) and cash provided by operating activities,
respectively. Second, other companies may calculate non-GAAP financial measures differently or may use other
measures to evaluate their performance, all of which could reduce the usefulness of our non-GAAP financial measures
as tools for comparison. Finally, adjusted EBITDA excludes some costs, namely, non-cash stock-based compensation
and depreciation and amortization expense, which are recurring. Therefore adjusted EBITDA does not reflect the
non-cash impact of stock-based compensation or working capital needs that will continue for the foreseeable future.

Acquisition and Other Non-Recurring Charges

In calculating adjusted EBITDA and free cash flow, we also adjust for acquisition and other charges that we do not
expect to recur in our continuing operating results. We believe that adjusting for these charges allows us to better
compare adjusted EBITDA and free cash flow from period to period in order to assess the ongoing operating results of
our business. We refer to costs related to our CEO transition, export compliance and acquisitions as our �acquisition
and other non-recurring charges� throughout this Quarterly Report on Form 10-Q. These costs consist of the following:

CEO transition. Prior to fiscal 2014, we incurred CEO transition costs including severance payments made to our
former chief executive officer and related legal expenses, as well as recruitment and other fees related to the hiring of
our current chief executive officer. These costs also included costs and bonuses related to the office of the CEO and
bonuses for certain executives paid in connection with the transition. These costs were classified primarily as general
and administrative expenses in our condensed consolidated statements of operations. We did not incur such costs in
the nine months ended November 30, 2014 and 2013. In the nine months ended November 30, 2013, free cash flow
included certain executive bonuses paid in connection with the transition.

Export compliance. Export compliance costs include legal expenses incurred in connection with an internal
investigation of our export controls compliance procedures and the submission of our voluntary self-disclosures to the
U.S. government in this regard. These costs are classified as general and administrative expenses in our condensed
consolidated statements of operations.

Acquisition costs. Acquisition costs include legal, valuation consulting and other expenses incurred in connection with
acquisitions as well as contingent consideration payments made under the terms of certain acquisition agreements.
The acquisition related legal expenses are classified as general and administrative expenses and the contingent
consideration payments are primarily classified as research and development expenses in our condensed consolidated
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statements of operations.

The following tables present the details of our acquisition and other non-recurring charges and their impact on
adjusted EBITDA (in thousands):

Three Months
Ended November 30,

Nine Months
Ended November 30,

2014 2013 2014 2013
Export compliance $ 60 $ 212 $ 129 $ 423
Acquisition costs 525 375 1,485 1,031

Total $ 585 $ 587 $ 1,614 $ 1,454
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The following tables present the details of our acquisition and other non-recurring charges and their impact on free
cash flow (in thousands):

Three Months
Ended November 30,

Nine Months
Ended November 30,

2014 2013 2014 2013
CEO transition $ �  $ �  $ �  $ 1,946
Export compliance 6 72 37 1,012
Acquisition costs 569 375 1,313 958

Total $ 575 $ 447 $ 1,350 $ 3,916

Components of Results of Operations

Revenue

We generate revenue from the sales of our appliances and subscriptions.

� Appliance Revenue. Revenue from the sale of our appliances includes hardware and a perpetual license. We
recognize appliance revenue over the estimated customer relationship period of three years, commencing
with the end-user�s activation of the appliance and related subscription, provided all other criteria for the
recognition of appliance revenue are met.

� Subscription Revenue. Subscription revenue is generated primarily from our subscription services such as
our Barracuda Energize Updates as well as our cloud solutions. Subscription revenue also includes revenue
from fixed term licenses of our virtual appliance software support and maintenance. Our subscription terms
range from one to five years, the substantial majority of which are for one-year periods. We recognize
revenue from subscriptions and support and maintenance over the contractual service period.

Cost of Revenue

Cost of revenue consists of costs related to our appliance and subscription revenue. Such costs include hardware,
manufacturing, shipping and logistics, customer support, warranty, personnel costs, data center costs and amortization
of intangible assets related to acquired technology. We expect our cost of revenue to increase in absolute dollars,
although it may fluctuate as a percentage of total revenue from period to period, as we continue to grow.

Gross Profit

Gross profit as a percentage of total revenue, or gross margin, has been and will continue to be affected by a variety of
factors, including manufacturing costs, cost of technical support and the mix of our solutions sold. We expect our
gross profit to fluctuate over time depending on the factors described above.

Operating Expenses
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Our operating expenses consist of research and development, sales and marketing and general and administrative
expenses. Personnel costs are the most significant component of operating expenses and consist of salaries, benefits,
bonuses, stock-based compensation and travel-related expenses. Operating expenses also include allocated overhead
costs for facilities, IT and depreciation. We expect operating expenses to increase in absolute dollars, although they
may fluctuate as a percentage of total revenue from period to period, as we continue to grow. In particular, we expect
our stock-based compensation expense to increase in absolute dollars as a result of our existing stock-based
compensation to be recognized as options and restricted stock units (�RSUs�) vest and as we issue additional
stock-based awards to attract and retain employees.

� Research and development. Research and development expenses consist primarily of salaries, benefits and
stock-based compensation for employees and executives on our engineering and technical teams who are
responsible for increasing the functionality and enhancing the ease-of-use of our appliance and subscription
services, as well as the development of new products. We expense our research and development costs as
they are incurred. We expect research and development expenses to increase in absolute dollars as we
continue to invest in our future solutions, although our research and development expenses may fluctuate as
a percentage of total revenue.

� Sales and marketing. Our sales and marketing expenses consist primarily of advertising, as well as salaries,
commissions, benefits and stock-based compensation for our employees and executives engaged in sales,
sales support, marketing, business development and customer service functions. Our advertising expenses
include the costs of cooperative marketing programs developed with our channel partners, other marketing
programs such as online lead generation, promotional events and web seminars. We market and sell our
subscription services worldwide through our sales organization and distribution channels, such as strategic
resellers and
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distributors. We capitalize and amortize the direct and incremental portion of our sales commissions over the
period the related revenue is recognized. We expect sales and marketing expenses to continue to increase in
absolute dollars as we increase the size of our sales and marketing organizations, although our sales and
marketing expenses may fluctuate as a percentage of total revenue.

� General and administrative. Our general and administrative expenses consist primarily of salaries, benefits
and stock-based compensation for our finance, legal, regulatory and compliance, human resources and other
administrative employees and executives. In addition, general and administrative expenses include outside
consulting, legal and accounting services, and facilities and other supporting overhead costs. We expect
general and administrative expenses to increase in absolute dollars following the completion of our offering
due to accounting, insurance, investor relations and other costs associated with being a public company, and
our general and administrative expenses may fluctuate as a percentage of total revenue.

Other Income (Expense), Net

Other income (expense), net consists primarily of foreign exchange gains and losses, interest expense on our
outstanding debt and interest income earned on our cash, cash equivalents and marketable securities. We expect
interest income will vary each reporting period depending on our average investment balances during the period, types
and mix of investments, and market interest rates.

Benefit from (Provision for) Income Taxes

Our benefit from (provision for) income taxes consists primarily of federal and state income taxes in the United States
and income taxes in foreign jurisdictions in which we conduct business. We estimate income taxes in each of the
jurisdictions in which we operate. This process involves determining income tax expense together with calculating the
deferred income tax expense related to temporary differences resulting from the differing treatment of items for tax
and accounting purposes. Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year
in which those temporary differences are expected to be recovered or settled. These temporary differences result in
deferred tax assets and liabilities, which are included within our condensed consolidated balance sheets. Deferred tax
assets are recognized for deductible temporary differences, along with net operating loss and credits carryforwards, if
it is more likely than not that the tax benefits will be realized.

Results of Operations

Comparison of the Three Months Ended November 30, 2014 and 2013

The following table summarizes our condensed consolidated results of operations for the periods presented and as a
percentage of our total revenue for those periods (dollars in thousands):

Three Months Ended November 30,

2014

% of
Total

Revenue 2013

% of
Total

Revenue Change
Revenue:
Appliance $ 20,692 29% $ 18,174 31% $ 2,518
Subscription 49,715 71 41,212 69 8,503
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Total revenue 70,407 100 59,386 100 11,021
Cost of revenue 14,438 21 14,017 24 421

Gross profit 55,969 79 45,369 76 10,600
Operating expenses:
Research and development 15,389 22 12,083 20 3,306
Sales and marketing 33,395 47 28,785 49 4,610
General and administrative 8,759 12 7,513 12 1,246

Total operating expenses 57,543 81 48,381 81 9,162

Loss from operations (1,574) (2) (3,012) (5) 1,438
Other income (expense), net (1,789) (3) 121 �  (1,910) 

Loss before income taxes and non-controlling interest (3,363) (5) (2,891) (5) (472)
Benefit from income taxes 3,327 5 599 1 2,728

Consolidated net loss (36) �  (2,292) (4) 2,256
Net loss attributable to non-controlling interest �  �  199 �  (199)

Net loss attributable to Barracuda Networks, Inc. $ (36) �  % $ (2,093) (4)% $ 2,057
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Revenue

Total revenue increased $11.0 million, or 19%, for the three months ended November 30, 2014 compared to the three
months ended November 30, 2013. Subscription revenue increased by $8.5 million, or 21%, primarily due to an
increase in active subscribers during the period of 37,452, or 19%, from 197,503 active subscribers as of
November 30, 2013 to 234,955 active subscribers as of November 30, 2014. This increase primarily resulted from our
high level of customer retention and an increase in the number of customers purchasing subscriptions from us. Total
appliance revenue increased by $2.5 million, or 14%, primarily due to increased demand for our solutions.

Cost of Revenue and Gross Margin

Cost of revenue increased for the three months ended November 30, 2014 compared to the three months ended
November 30, 2013 commensurate with the increase in appliance and subscription revenue for the comparable
periods. Gross margin increased in the three months ended November 30, 2014 compared to the three months ended
November 30, 2013 primarily due to certain acquisition related intangible assets becoming fully amortized in prior
periods resulting in a $0.4 million decrease in amortization expense and a $0.3 million decrease in warranty costs.

Operating Expenses

Research and development expense increased $3.3 million, or 27%, for the three months ended November 30, 2014
compared to the three months ended November 30, 2013, primarily due to a $1.8 million increase in compensation
and personnel related costs primarily attributable to a 27% increase in research and development headcount, as we
continued to invest in our solutions to innovate and improve functionality, integrated our C2C acquisition and
increased costs associated with the expansion of our employee benefits programs, a $1.0 million increase in
stock-based compensation expense and a $0.4 million increase in IT-related infrastructure expense. As a percentage of
total revenue, research and development expense slightly increased as we continued to invest in new solution
development and enhancements to our existing solutions.

Sales and marketing expense increased $4.6 million, or 16%, for the three months ended November 30, 2014
compared to the three months ended November 30, 2013, primarily due to a $2.1 million increase in compensation
and personnel related costs attributable to a 21% increase in sales and marketing headcount, increased costs associated
with the expansion of our employee benefits programs and increased commissions expense from higher gross billings,
a $1.9 million increase in marketing expenses and a $0.6 million increase in stock-based compensation expense. As a
percentage of total revenue, sales and marketing expense slightly decreased as we aligned marketing spend with
salesforce capacity and product initiatives.

General and administrative expense increased $1.2 million, or 17%, for the three months ended November 30, 2014
compared to the three months ended November 30, 2013, primarily due to a $0.8 million increase in stock-based
compensation expense and a $0.5 million increase in compensation and personnel related costs attributable to a 13%
increase in general and administrative headcount. As a percentage of total revenue, general and administrative expense
remained consistent for the comparable periods.

Other Income (Expense), Net

The change in other income (expense), net was primarily due to a $1.9 million increase in foreign exchange losses
during the three months ended November 30, 2014 compared to the three months ended November 30, 2013, which
was primarily attributable to the strengthening of the U.S. dollar.
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Benefit from Income Taxes

We recorded an income tax benefit of $3.3 million for the three months ended November 30, 2014. The difference
between the income tax benefit (provision) that would be derived by applying the statutory rate to our year-to-date
income (loss) before tax and the income tax benefit (provision) actually recorded is primarily due to the impact of
stock-based compensation expense and various discrete items. For the three months ended November 30, 2013, we
recorded an income tax benefit of $0.6 million.

Comparison of the Nine Months Ended November 30, 2014 and 2013

The following table summarizes our condensed consolidated results of operations for the periods presented and as a
percentage of our total revenue for those periods (dollars in thousands):
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Nine Months Ended November 30,

2014

% of
Total

Revenue 2013

% of
Total

Revenue Change
Revenue:
Appliance $ 62,204 30% $ 53,583 31% $ 8,621
Subscription 143,064 70 119,870 69 23,194

Total revenue 205,268 100 173,453 100 31,815
Cost of revenue 42,888 21 40,498 23 2,390

Gross profit 162,380 79 132,955 77 29,425
Operating expenses:
Research and development 42,167 20 34,563 20 7,604
Sales and marketing 93,905 46 86,013 50 7,892
General and administrative 25,947 13 22,018 13 3,929

Total operating expenses 162,019 79 142,594 83 19,425

Income (loss) from operations 361 �  (9,639) (6) 10,000
Other expense, net (2,527) (1) (329) �  (2,198) 

Loss before income taxes and non-controlling
interest (2,166) (1) (9,968) (6) 7,802
Benefit from income taxes 3,019 1 2,735 2 284

Consolidated net income (loss) 853 �  (7,233) (4) 8,086
Net loss attributable to non-controlling interest �  �  561 �  (561)

Net income (loss) attributable to Barracuda
Networks, Inc. $ 853 �  % $ (6,672) (4)% $ 7,525

Revenue

Total revenue increased $31.8 million, or 18%, for the nine months ended November 30, 2014 compared to the nine
months ended November 30, 2013. Subscription revenue increased by $23.2 million, or 19%, primarily due to an
increase in active subscribers during the period of 37,452, or 19%, from 197,503 active subscribers as of
November 30, 2013 to 234,955 active subscribers as of November 30, 2014. This increase primarily resulted from our
high level of customer retention and an increase in the number of customers purchasing subscriptions from us. Total
appliance revenue increased by $8.6 million, or 16%, primarily due to increased demand for our solutions.

Cost of Revenue and Gross Margin

Cost of revenue increased for the nine months ended November 30, 2014 compared to the nine months ended
November 30, 2013 commensurate with the increase in appliance and subscription revenue for the comparable
periods. Gross margin increased in the nine months ended November 30, 2014 compared to the nine months ended
November 30, 2013 primarily due to certain acquisition related intangible assets becoming fully amortized in prior
periods resulting in a $1.1 million decrease in amortization expense and a $1.0 million decrease in warranty costs.
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Operating Expenses

Research and development expense increased $7.6 million, or 22%, for the nine months ended November 30, 2014
compared to the nine months ended November 30, 2013, primarily due to a $5.2 million increase in compensation and
personnel related costs primarily attributable to a 27% increase in research and development headcount, as we
continued to invest in our solutions to innovate and improve functionality, integrated our C2C acquisition and
increased costs associated with the expansion of our employee benefits programs, a $1.4 million increase in
stock-based compensation expense and a $0.8 million increase in IT-related infrastructure expense. As a percentage of
total revenue, research and development expense remained consistent for the comparable periods.

Sales and marketing expense increased $7.9 million, or 9%, for the nine months ended November 30, 2014 compared
to the nine months ended November 30, 2013, primarily due to a $4.8 million increase in compensation and personnel
related costs attributable to a 21% increase in sales and marketing headcount and increased costs associated with the
expansion of our employee benefits programs, a $1.9 million increase in marketing expenses principally in partner and
event sponsorships, brand awareness campaigns and channel recruitment in international markets and a $1.3 million
increase in stock-based compensation expense. As a percentage of total revenue, sales and marketing expense
decreased as we aligned marketing spend with salesforce capacity and product initiatives.

General and administrative expense increased $3.9 million, or 18%, for the nine months ended November 30, 2014
compared to the nine months ended November 30, 2013, primarily due to a $2.2 million increase in compensation and
personnel related costs attributable to a 13% increase in general and administrative headcount, a $1.3 million increase
in consulting, compliance and other costs associated with becoming a public company and a $1.3 million increase in
stock-based compensation expense, partially offset by a $0.6 million decrease in bad debt expense. As a percentage of
total revenue, general and administrative expense remained consistent for the comparable periods.
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Other Expense, Net

The change in other expense, net was primarily due to a $2.4 million increase in foreign exchange losses during the
nine months ended November 30, 2014 compared to the nine months ended November 30, 2013, which was primarily
attributable to the strengthening of the U.S. dollar.

Benefit from Income Taxes

We recorded an income tax benefit of $3.0 million for the nine months ended November 30, 2014. The difference
between the income tax benefit (provision) that would be derived by applying the statutory rate to our year-to-date
income (loss) before tax and the income tax benefit (provision) actually recorded is primarily due to the impact of
stock-based compensation expense and various discrete items. For the nine months ended November 30, 2013, we
recorded an income tax benefit of $2.7 million.

Liquidity and Capital Resources

Nine Months Ended November 30,
    2014        2013    

(in thousands)
Cash provided by operating activities $ 33,074 $ 22,676
Cash used in investing activities $ (24,476) $ (14,670)
Cash provided by financing activities $ 16,052 $ 79,197

As of November 30, 2014, we had cash, cash equivalents and short-term marketable securities of $171.4 million, of
which $13.5 million was held outside of the United States and not presently available to fund domestic operations and
obligations. If we were to repatriate cash held outside of the United States, it could be subject to U.S. income taxes,
less any previously paid foreign income taxes.

We believe that our existing cash, cash equivalents and short-term marketable securities will be sufficient to meet our
anticipated cash needs for at least the next 12 months. Our future capital requirements will depend on many factors
including our growth rate, the timing and extent of spending to support development efforts, the expansion of sales
and marketing activities, the introduction of new and enhanced solutions and service offerings, and the continuing
market acceptance of our solutions. In the event that additional financing is required from outside sources, we may not
be able to raise it on terms acceptable to us or at all. If we are unable to raise additional capital when desired, our
business, operating results and financial condition would be adversely affected.

We previously entered into a $25.0 million credit facility with Silicon Valley Bank, which expired in October 2014.
We did not utilize any amount under this credit facility during its term.

Operating Activities

Our primary source of cash from operating activities has been from cash collections from our customers. We expect
cash inflows from operating activities to be affected by increases in sales and timing of collections. Our primary uses
of cash from operating activities have been for personnel costs and investment in sales and marketing and research and
development infrastructure. We expect cash outflows from operating activities to be affected by increases in sales and
increases in personnel costs as we grow our business.
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For the nine months ended November 30, 2014, operating activities provided $33.1 million in cash primarily due to a
positive change of $30.7 million in our net operating assets and liabilities, non-cash charges of $1.5 million and
consolidated net income of $0.9 million.

For the nine months ended November 30, 2013, operating activities provided $22.7 million in cash primarily due to a
net change of $23.7 million in our net operating assets and liabilities and non-cash charges of $6.2 million, partially
offset by our consolidated net loss of $7.2 million.

Investing Activities

Our investing activities have consisted primarily of purchases of property and equipment related to providing cloud
subscriptions, purchases and sales of short-term marketable securities, and activity in connection with prior
acquisitions. We expect to continue to make purchases of property and equipment to support continued growth of our
business.

Cash used in investing activities of $24.5 million in the nine months ended November 30, 2014 was primarily related
to purchases of marketable securities of $11.5 million, purchases of property and equipment of $7.1 million, our
acquisition of C2C and acquisition related escrow payments of $4.8 million and investments of $1.1 million in
non-marketable equity and debt securities.

Cash used in investing activities of $14.7 million in the nine months ended November 30, 2013 was primarily related
to our acquisition of SignNow, Inc. and acquisition related contingent consideration payments totaling $8.5 million as
well as purchases of property and equipment of $5.9 million.
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We believe future capital expenditures are likely to be consistent with historical experience with variations above or
below the range depending upon our need to make additional investments for facilities expansion.

Financing Activities

Our financing activities primarily consisted of proceeds from the exercises of stock options, repurchases of common
stock and payment of dividends declared on our common stock and redeemable convertible preferred stock.

For the nine months ended November 30, 2014, financing activities provided $16.1 million in cash primarily from
various equity related transactions, including proceeds from stock option exercises of $12.6 million and excess tax
benefits from equity activity of $6.8 million. These cash inflows were partially offset by tax payments related to $3.9
million of net share settlements of equity awards.

For the nine months ended November 30, 2013, financing activities provided $79.2 million in cash primarily as a
result of proceeds from our initial public offering of $78.3 million, net of underwriting discounts and commissions and
offering costs paid.

Contractual Obligations and Commitments

There have been no material changes outside the ordinary course of our business in the contractual obligations
disclosed in our Annual Report on Form 10-K for the fiscal year ended February 28, 2014, except in connection with
our acquisition of C2C, we agreed to contingent consideration payments up to $4.9 million upon the attainment of
certain billings levels and performance integration targets through August 2017. As of November 30, 2014, we
estimated fair value for contingent consideration to be $2.9 million.

Off-Balance Sheet Arrangements

As of November 30, 2014, we did not have any relationships with unconsolidated organizations or financial
partnerships, such as structured finance or special purpose entities that would have been established for the purpose of
facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.

Critical Accounting Policies and Estimates

Our consolidated financial statements have been prepared in accordance with GAAP. The preparation of these
consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenue, expenses and related disclosures. We base our estimates on historical experience and on
various other assumptions that we believe are reasonable under the circumstances. We evaluate our estimates and
assumptions on an ongoing basis. Actual results may differ from these estimates. To the extent that there are material
differences between these estimates and our actual results, our future financial statements will be affected.

There have been no significant changes to our critical accounting policies and estimates as disclosed in our Annual
Report on Form 10-K for the fiscal year ended February 28, 2014.

JOBS Act Accounting Election

We are an �emerging growth company,� as defined in the Jumpstart Our Business Startup Act of 2012 (the �JOBS Act�).
Under the JOBS Act, emerging growth companies can delay adopting new or revised accounting standards issued
subsequent to the enactment of the JOBS Act until such time as those standards apply to private companies. We have
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irrevocably elected not to avail ourselves of this exemption from new or revised accounting standards, and, therefore,
will be subject to the same new or revised accounting standards as other public companies that are not emerging
growth companies.

Recent Accounting Pronouncements

Refer to �Recent Accounting Pronouncements� in Note 1 to Condensed Consolidated Financial Statements included in
Part I, Item 1 of this Quarterly Report on Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures about Market Risk
Foreign Currency Exchange Risk

A portion of our revenue and operating expenses are incurred outside the United States and are denominated in foreign
currencies, which are subject to exchange rate fluctuations. Our most significant currency exposures are the Euro,
Japanese Yen and British Pound. Our reported revenues and operating results may be impacted by fluctuations in
foreign currency exchange rates. Fluctuations in foreign currency exchange rates may also cause us to recognize
transaction gains and losses in our statement of operations. We recognized net foreign exchange losses of $1.7 million
and $2.4 million within other income (expense), net for the three and nine months ended November 30, 2014,
respectively. We have not engaged in any foreign currency hedging transactions.
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Interest Rate Sensitivity

The primary objectives of our investment activities are to preserve principal, provide liquidity and maximize income
without significantly increasing risk. Some of our investments are subject to market risk in which changes in the
prevailing interest rates may cause the principal amount of the investment to fluctuate. To minimize this risk, we
maintain our portfolio of cash equivalents and short-term marketable securities in a variety of instruments, including
money market funds, government and corporate debt securities and asset- and mortgage-backed securities. We
typically invest in highly-rated securities and our investment policy limits the amount of credit exposure to any one
issuer. The risk associated with fluctuating interest rates relates primarily to our investment portfolio. Due to the
short-term nature of these instruments, we believe that we do not have any material exposure to changes in the fair
value of our investment portfolio as a result of changes in interest rates.

A hypothetical 100 basis point increase in interest rates would not have a material impact on the fair value of our
investment positions as of November 30, 2014. Any realized gains or losses resulting from such interest rate changes
would only occur if we sold the investments prior to maturity.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer (�CEO�) and chief financial officer (�CFO�), has
evaluated the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the �Exchange Act�), as of the end of
the period covered by this Quarterly Report on Form 10-Q. Based upon the controls evaluation, our CEO and CFO
have concluded that as of such date, our disclosure controls and procedures were effective to provide reasonable
assurance that information required to be disclosed in our Exchange Act reports is recorded, processed, summarized
and reported within the time periods specified by the SEC and to ensure that material information relating to us and
our consolidated subsidiaries is made known to management, including our CEO and CFO.

Disclosure controls and procedures are designed to provide reasonable assurance that information required to be
disclosed in the reports that we file or submit under the Exchange Act, such as this Quarterly Report on Form 10-Q, is
recorded, processed, summarized and reported within the time periods specified in the SEC�s rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed such that
information is accumulated and communicated to our management, including our CEO and CFO, as appropriate to
allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the three months ended
November 30, 2014 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act). Internal control over
financial reporting means a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with GAAP.

Inherent Limitations of Internal Controls
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Our management, including our CEO and CFO, does not expect that our disclosure controls and procedures or our
internal controls over financial reporting will prevent or detect all error and all fraud. A control system, no matter how
well designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met. Because of the inherent limitations in all control systems, no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected. These
inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can
occur because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or more people, or by management override of the controls. The design of any system of
controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no
assurance that any design will succeed in achieving its stated goals under all potential future conditions. Over time,
controls may become inadequate because of changes in conditions, or the degree of compliance with the policies or
procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due
to error or fraud may occur and not be detected.
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PART II � OTHER INFORMATION

Item 1. Legal Proceedings
Export Compliance

In late 2011, following a voluntary internal review of our compliance with U.S. export control and sanctions laws, our
management team became aware that certain of our physical appliances had been sold indirectly into embargoed
countries via our distributors and resellers, potentially in violation of U.S. export control and economic sanctions
laws. In addition, certain of our solutions incorporate encryption components and may be exported from the U.S. only
with the required approvals; in the past, we may have exported products prior to receiving these required
authorizations. We believe that these potential violations were inadvertent and occurred because we and certain of our
resellers did not have sufficient compliance procedures in place to prevent the transactions at issue. As a result, we
were unable to preclude certain of our channel partners and resellers from selling our solutions into countries subject
to a U.S. embargo until late 2011. After completion of a comprehensive internal investigation conducted by outside
counsel, we submitted voluntary disclosures regarding these matters to BIS and to OFAC. These disclosures
summarized potential violations of export controls and economic sanctions laws, including reexports by third parties
and provision of services to end users in embargoed countries including Iran, Sudan and Syria.

The review of our voluntary disclosures by OFAC is still in process.

We received a Proposed Charging Letter from BIS on August 21, 2014 (the �Letter�), which asserts certain export
violations against us and our UK subsidiary. Based on discussions with BIS, we expect a one-time monetary penalty is
to be imposed, and do not currently expect any criminal charges, denial of export privileges or ongoing monitoring
actions. As requested in the Letter, we have provided BIS with additional information regarding the proposed
violations. We intend to continue cooperating with BIS in an effort to resolve this matter. However, given the early
stage of our discussions, we are unable at this time to estimate the timing or amount of any final resolution.

Any such penalties may be material to our financial results in the period in which they are imposed and could
significantly affect our quarterly operating results for that quarter. The penalties may be imposed against us and/or our
management. Also, disclosure of our conduct and any fines or other action relating to this conduct could harm our
reputation and indirectly have a material adverse effect on our business, operating results and financial condition.

Other

On August 13, 2013, Parallel Networks, LLC (�Parallel Networks�) which we believe is a non-practicing entity, filed a
lawsuit against us in the U.S. District Court for the District of Delaware, Parallel Networks, LLC v. Barracuda
Networks, Inc. , Case No. 1:13-cv-01412-UNA, alleging that certain of our appliances infringe two of their U.S.
patents: Pat. No. 7,571,217, titled �Method and System for Uniform Resource Locator Transformation,� and Pat.
No. 8,352,570, titled �Method and System for Uniform Resource Locator Transformation.� Parallel Networks has
asserted similar claims against other companies. This matter is in its early stages, but we intend to vigorously defend
the lawsuit.

On December 31, 2014, Adaptive Data LLC filed a lawsuit against us in the U.S. District Court for the District of
Delaware, Adaptive Data LLC v. Barracuda Networks, Inc., Case No. 1:99-mc-09999/1164, alleging that certain of
our appliances infringe U.S. patent numbers 6,108,347 and 6,243,391. We have not yet responded to the complaint,
and given the early stage of the litigation, we are unable to estimate a possible loss or range of possible loss, if any.
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We may, from time to time, be party to litigation and subject to claims that arise in the ordinary course of business. In
addition, third parties may, from time to time, assert claims against us in the form of letters and other communications.
We currently believe that these ordinary course matters will not have a material adverse effect on our business;
however, the results of litigation and claims are inherently unpredictable. Regardless of the outcome, litigation can
have an adverse impact on us because of defense and settlement costs, diversion of management resources and other
factors.

Item 1A.Risk Factors
Our operations and financial results are subject to various risks and uncertainties, including those described below.
The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties that we
are unaware of, or that we currently believe are not material, may also become important factors that affect us. If any
of the following risks occur, our business, financial condition, operating results and prospects could be materially and
adversely affected. In that event, the price of our common stock could decline.
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Risks Related to Our Business and Our Industry

If we are unable to increase sales of our solutions to new customers and sell additional distinct solutions from our
portfolio of solutions to our existing customers, our future revenue and operating results will be harmed.

Our future success depends on our ability to increase sales of our solutions to new customers as well as to increase
sales of additional solutions to our existing customers. The rate at which new and existing customers purchase
solutions depends on a number of factors, including those outside of our control, such as customers� perceived need for
security and storage solutions and general economic conditions. If our efforts to sell our solutions to new customers
and additional solutions to our existing customers are not successful, our business and operating results may suffer.

Furthermore, customers that purchase our subscriptions have no contractual obligation to renew their contracts after
the initial contract period, which typically ranges from one to five years, and we may not maintain our historical
subscription renewal rates. The substantial majority of our subscriptions are for one-year periods. If renewal
subscriptions decline, our revenue or revenue growth may decline and our business may suffer.

A substantial majority of our billings in any particular period are derived from sales to customers with whom we
began to engage during that same period and therefore our sales may be variable and difficult to predict. Given this
unpredictability, we may be unable to accurately forecast our sales in any given period. A failure to accurately predict
the level of demand for our solutions may adversely impact our future revenue and operating results, and we are
unlikely to forecast such effects with any certainty in advance.

We rely significantly on revenue from subscriptions, which may decline, and, because we recognize revenue from
subscriptions over the term of the relevant subscription period, downturns or upturns in sales are not immediately
reflected in full in our operating results.

Our subscription revenue accounted for 70% of our total revenue for the nine months ended November 30, 2014.
Customers that purchase our subscriptions have no contractual obligation to renew their contracts after the initial
contract period, which typically ranges from one to five years, and we may not maintain our historical subscription
renewal rates. The substantial majority of our subscriptions are for one-year periods. New or renewal subscriptions
may decline or fluctuate as a result of a number of factors, including our customers� level of satisfaction with our
solutions and our customer support, the frequency and severity of subscription outages, our solution functionality and
performance, the timeliness and success of product enhancements and introductions by us and those of our
competitors, the prices of our solutions, the prices of solutions offered by our competitors or reductions in our
customers� spending levels. If new or renewal subscriptions decline, our revenue or revenue growth may decline, and
our business may suffer. In addition, we recognize subscription revenue ratably over the term of the relevant
subscription period, which typically ranges from one to five years. As a result, much of the revenue we report each
quarter is the recognition of billings from subscriptions entered into during previous quarters. Consequently, a decline
in new or renewal subscriptions in any one quarter will not be fully reflected in revenue in that quarter, but will
negatively affect our revenue in future quarters. Accordingly, the effect of significant downturns in new or renewed
sales of our solutions would not be reflected in full in our results of operations until future periods.

We have experienced net losses on a GAAP basis in recent periods and may not achieve or maintain profitability in
the future. If we cannot achieve or maintain profitability, our financial performance will be harmed.

We have not been profitable on a quarterly or annual basis in recent periods and while we have generated net income
on a U.S. generally accepted accounting principles (�GAAP�) basis for the nine months ended November 30, 2014, we
experienced net losses on a GAAP basis for fiscal 2014. While we have experienced revenue growth over these same
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periods, we may not be able to sustain or increase our growth or achieve profitability in the future or on a consistent
basis. Over the past year, we have spent substantial amounts of time and money to develop new security and storage
solutions and enhanced versions of our existing security and storage solutions to position us for future growth.
Additionally, we have incurred substantial expenses and expended significant resources upfront to market, promote
and sell our solutions. We also expect to continue to invest for future growth. In addition, as a public company, we
have incurred and expect to continue to incur, significant accounting, legal and other expenses that we did not incur as
a private company.

As a result of our increased expenditures, we will have to generate and sustain increased revenue to achieve future
profitability. Achieving profitability will require us to increase revenues, manage our cost structure and avoid
significant liabilities. Revenue growth may slow, revenue may decline, or we may incur significant losses in the future
for a number of possible reasons, including general macroeconomic conditions, increasing competition, a decrease in
the growth of the markets in which we operate, or if we fail for any reason to continue to capitalize on growth
opportunities. Additionally, we may encounter unforeseen operating expenses, difficulties, complications, delays and
other unknown factors that may result in losses in future periods. If these losses exceed our expectations or our
revenue growth expectations are not met in future periods, our financial performance will be harmed and our stock
price could be volatile or decline.

30

Edgar Filing: BARRACUDA NETWORKS INC - Form 10-Q

Table of Contents 56



Table of Contents

If we cannot successfully execute on our strategy and continue to develop, manufacture and market solutions that
respond promptly to the security and storage needs of our customers� needs, our business and operating results
may suffer.

The security and storage markets are characterized by constant change and innovation, and we expect them to
continue to evolve rapidly. Moreover, many of our customers operate in markets characterized by rapidly changing
technologies and business models, which require them to develop and manage increasingly complex enterprise
networks, incorporating a variety of hardware, software applications, operating systems and networking protocols.
Our historical success has been based on our ability to identify common customer needs and design solutions to
address complex IT problems in email security and web security, and more recently in backup. Furthermore, our sales
and marketing initiatives are primarily focused on higher-growth segments within the security and storage markets,
such as next generation firewall appliances and purpose-built backup appliances. Although the mix of solutions sold
can vary from period to period, in recent periods we have experienced stronger growth in sales of storage and
application security solutions. To the extent we are not able to continue to identify IT challenges and execute our
business model to timely and effectively design and market solutions to address these challenges, as well as to
continue to expand our sales to higher-growth segments within the security and storage markets, our business,
operating results and financial condition will be adversely affected.

Although the market expects rapid introduction of new solutions or enhancements to respond to new threats and
address evolving customer needs, the development of these solutions is difficult, and the timetable for commercial
release and availability is uncertain as there are periods of delay between releases and the availability of new
solutions. We may experience delays in the development and availability of new solutions and fail to timely meet
customer needs. If we do not respond to the rapidly changing and rigorous needs of our customers by developing and
making available on a timely basis new solutions or enhancements that can respond adequately to new security threats
and address evolving customer needs, particularly in the higher-growth segments within the security and storage
markets, our competitive position and business prospects will be harmed.

Additionally, the process of developing new technology is complex and uncertain, and if we fail to accurately predict
customers� changing needs and emerging technological trends or if we fail to achieve the benefits expected from our
investments, our business could be harmed. We believe that we must continue to dedicate a significant amount of
resources to our research and development efforts to maintain our competitive position and we must commit
significant resources to developing new solutions before knowing whether our investments will result in solutions the
market will accept. Our new solutions or solution enhancements could fail to attain sufficient market acceptance for
many reasons, including:

� delays in releasing our new solutions or enhancements to the market;

� failure to accurately predict market demand or customer demands;

� inability to protect against new types of attacks or techniques used by hackers;

� defects, errors or failures in their design or performance;
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� negative publicity about their performance or effectiveness;

� introduction or anticipated introduction of competing solutions by our competitors;

� poor business conditions for our customers, causing them to delay IT purchases;

� the perceived value of our solutions or enhancements relative to their cost;

� easing of regulatory requirements around security or storage; and

� reluctance of customers to purchase solutions incorporating open source software.
There can be no assurance that we will successfully identify new opportunities, develop and bring new solutions to
market on a timely basis or achieve market acceptance of our solutions, or that solutions and technologies developed
by others will not render our solutions or technologies obsolete or noncompetitive, all of which could adversely affect
our business and operating results. If our new solutions or enhancements do not achieve adequate acceptance in the
market, or if our new solutions do not result in increased subscriptions, our competitive position will be impaired, our
revenue will be diminished and the negative impact on our operating results may be particularly acute because of the
upfront research, development, marketing, sales and other expenses we incurred in connection with the new solution
or enhancement.
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We have recently introduced, and will continue to introduce, new security and storage solutions and we may not
gain broad market acceptance for these new solutions.

Over the past year, we have released several new security and storage solutions and enhanced versions of our existing
security and storage solutions, which address the higher-growth segments of the security and storage markets, to
incorporate additional features, improve functionality or deliver other enhancements in order to meet our customers�
rapidly evolving demands. The return on our investments in these development efforts may be lower, or may develop
more slowly, than we expect. Further, given their recent introduction, we cannot assure you that these solutions will
gain broad market acceptance and that they will prove to be profitable in the longer term. Additionally, we intend to
continue introducing new security and storage solutions to respond to the needs of our customers. If we fail to achieve
high levels of market acceptance for these solutions or if market acceptance is delayed, or if the market segments we
address with our new solutions do not grow as expected, we may fail to justify the amount of our investment in
developing and bringing them to market, and our business, operating results and financial performance could be
adversely affected.

Our business is substantially dependent on sales leads from Internet search engines and if we are unable to
generate significant volumes of such leads, traffic to our websites and our revenue may decrease.

We generate a substantial portion of our sales leads through visits to our websites by potential customers interested in
our solutions. Many of these potential customers find our websites by searching for security and storage solutions
through Internet search engines, particularly Google. A critical factor in attracting potential customers to our websites
is how prominently our websites are displayed in response to search inquiries. If we are listed less prominently or fail
to appear in search result listings for any reason, visits to our websites by customers and potential customers could
decline significantly and we may not be able to replace this traffic. Furthermore, if the costs of search engine
marketing services, such as Google AdWords, increase we may be required to increase our sales and marketing
expenses, which may not be offset by additional revenue, and our business and operating results could be adversely
affected.

Our quarterly and annual operating results and key metrics have varied in the past and may continue to vary and
be unpredictable, which may cause our stock price to fluctuate.

Our quarterly and annual operating results and key metrics have varied from period to period in the past, and we
expect that they may continue to fluctuate as a result of a number of factors, many of which are outside of our control,
including:

� the timing and success of introductions of our new solutions;

� changes in the growth rate of the security and storage markets;

� changes in renewal rates for our subscriptions and our ability to cross-sell additional solutions in a period;

� the timing of orders from our customers;
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� the timing of our marketing expenditures;

� the mix of solutions sold;

� fluctuations in demand for our products and services, particularly seasonal variations in customer spending
patterns in more than one of our addressable markets;

� our ability to control costs, including operating expenses, the costs of hardware and software components,
and other manufacturing costs;

� the budgeting cycles and purchasing priorities of our customers;

� the timing of payments of sales commissions, bonuses or performance earnouts;

� the timing and potential provision of valuation allowances against our deferred tax assets;

� the level of perceived threats to network security, which may fluctuate from period to period;

� government regulations and customer requirements surrounding data storage and protection;

� fines, penalties or changes or increases in liabilities for regulatory actions, litigation or warranty claims,
including our current voluntary disclosures to the U.S. Commerce Department, Bureau of Industry and
Security (�BIS�) and to the U.S. Treasury Department, Office of Foreign Assets Control (�OFAC�) as described
in greater detail below;

� deferral of orders from customers in anticipation of new solutions or solution enhancements announced by
us or our competitors;

� any significant changes in the competitive environment, including the entry of new competitors and
increased price competition;

� disruption in our supply chain and the availability of the components of our appliances;

� levels of solution returns, particularly in connection with our 30-day right to return;
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� the timing of revenue recognition for our sales, which may be affected by the term of subscriptions;

� increases or decreases caused by fluctuations in foreign currency exchange rates, since a significant portion
of our revenues are received, and our expenses are incurred and paid, in currencies other than U.S. dollars;

� general economic conditions, both domestically and in our foreign markets, which impact purchasing
patterns of customers; and

� future accounting pronouncements or changes in our accounting policies.
Any one of the factors above, or the cumulative effect of some of the factors referred to above, may result in
significant fluctuations in our quarterly or annual operating results, including fluctuations in our key financial metrics.
This variability and unpredictability could result in our failing to meet our revenue, billings or operating results
expectations or those of securities analysts or investors for any period. In addition, a significant percentage of our
operating expenses are fixed in nature and based on forecasted revenue trends. Accordingly, in the event of revenue
shortfalls, we are generally unable to mitigate the negative impact on operating results in the short term. If we fail to
meet or exceed such expectations for these or any other reasons, our business and stock price could be materially
adversely affected and we could face costly lawsuits, including securities class action suits.

We believe that our brand is integral to our success and if we fail to cost-effectively promote or protect our brand,
our business and competitive position may be harmed.

We believe that cost-effectively promoting and maintaining awareness and integrity of our company and our brand are
vital to achieving widespread acceptance of our existing and future solutions and are important elements in attracting
new customers and retaining our existing customers, particularly as we seek to expand internationally. We believe that
the importance of brand recognition will increase as competition in our market further intensifies. We have invested
and expect to continue to invest substantial resources to promote and maintain our brand and generate sales leads, both
domestically and internationally, but there is no guarantee that our brand development strategies will enhance the
recognition of our brand or lead to increased sales. For example, we use signs and billboards in key locations such as
airports where target customers often travel and vehicles wrapped in highly-visible branding. We also engage in
activities such as promotional events and attending trade shows. Some of our existing and potential competitors have
well-established brands with equal or greater recognition than we have. If our efforts to cost-effectively promote and
maintain our brand are not successful, our operating results and our ability to attract and retain customers may be
adversely affected. In addition, even if our brand recognition and loyalty increases, this may not result in increased use
of our solutions or higher revenue. Moreover, if we fail to generate a sufficient volume of leads from these various
activities, they may not be offset by revenues and our business and operating results could be adversely affected.

In addition, independent industry analysts often provide reviews of our solutions, as well as those of our competitors,
and perception of our solutions in the marketplace may be significantly influenced by these reviews. We have no
control over what these industry analysts report, and because industry analysts may influence current and potential
customers, our brand could be harmed if they do not provide a positive review of our solutions or view us as a market
leader.

We face intense competition in the security and storage markets and other markets in which we compete, which are
characterized by constant change and innovation, and we may lack sufficient financial or other resources to
maintain or improve our competitive position.
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The markets for security and storage solutions are intensely competitive and are characterized by constant change and
innovation, and we expect competition to increase in the future from larger, well-established competitors and new
market entrants. Changes in the application, threat and technology landscape result in evolving customer
requirements. Our main competitors in these markets fall into two categories:

� Independent network security, storage and application delivery vendors such as Check Point Software
Technologies, Ltd., CommVault Systems, Inc., EMC Corporation, F5 Networks, Inc., Fortinet, Inc.,
Imperva, Inc., Juniper Networks, Inc., Palo Alto Networks, Inc., Proofpoint, Inc. and Symantec Corporation
that offer competing solutions.

� Diversified IT suppliers such as Cisco Systems, Inc., Dell Inc., Hewlett-Packard Company, the McAfee
division of Intel and International Business Machines that have acquired large security specialist vendors in
recent years, that have software- or hardware-based storage solutions or that have the technical and financial
resources to bring competitive solutions to the market.

In addition, we compete with companies that offer point solutions that compete with some of the features present in
our platform. As our market grows, we believe it will attract more highly specialized vendors as well as larger vendors
that may continue to acquire or bundle their solutions more effectively.
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Many of our existing competitors have, and some of our potential competitors could have, substantial competitive
advantages such as:

� substantially greater financial, technical and other resources;

� greater name recognition, stronger reputations and longer operating histories;

� larger sales and marketing budgets;

� broader distribution and established relationships with distribution partners and customers;

� lower labor and development costs;

� greater customer support resources;

� larger and more mature intellectual property portfolios; and

� greater resources to make acquisitions.
In addition, our larger competitors have substantially broader solution offerings and leverage their relationships based
on other solutions or incorporate functionality into existing solutions to gain business in a manner that discourages
customers and potential customers from purchasing our solutions, including through selling at low or negative
margins, product bundling or closed technology platforms. Potential customers may also prefer to purchase from their
existing suppliers rather than a new supplier regardless of solution performance, price or features. These larger
competitors often have broader product lines and market focus and will therefore not be as susceptible to downturns in
our markets, thereby reducing their overall risk profile as compared to ours. Many of our smaller competitors that
specialize in providing protection from a single type of network security threat are often able to deliver these
specialized network security solutions to the market more quickly than we can, which could reduce the addressable
market for our new solutions or enhancements to existing solutions. Conditions in our market could change rapidly
and significantly as a result of technological advancements, partnering by our competitors or continuing market
consolidation. New start-up companies that innovate and large competitors that are making significant investments in
research and development may invent similar or superior solutions and technologies that compete with our solutions
and technology. Our current and potential competitors may also establish cooperative relationships among themselves
or with third parties that may further enhance their ability to compete.

Some of our competitors have made acquisitions of businesses that may allow them to offer more directly competitive
and comprehensive solutions than they had previously offered, such as Intel�s acquisition of McAfee. As a result of
such acquisitions, our current or potential competitors might be able to adapt more quickly to new technologies and
customer needs, devote greater resources to the promotion or sale of their solutions and services, initiate or withstand
substantial price competition, take advantage of acquisition or other opportunities more readily, or develop and
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expand their solution offerings more quickly than we do.

Organizations may be more willing to incrementally add solutions to their existing IT infrastructure from competitors
than to replace it with our solutions. These competitive pressures in our market or our failure to compete effectively
may result in price reductions, fewer orders, reduced revenue and gross profits and loss of market share. Any failure to
meet and address these factors could seriously harm our business and operating results.

Our business is dependent on overall demand for security and storage solutions and therefore reduced security and
storage solution spending or overall adverse economic conditions may negatively impact our business and
operating results.

Our business depends on the overall demand for security and storage solutions. In addition, the purchase of our
solutions is often discretionary. Weak global economic conditions, or a reduction in security and storage solution
spending even if economic conditions improve, could adversely impact our business, financial condition and operating
results in a number of ways, including longer sales cycles, lower prices for our solutions, higher default rates among
our customers and channel partners, reduced subscription renewals and lower our sales levels. As global economic
conditions continue to be volatile or economic uncertainty remains, trends in security and storage spending also
remain unpredictable and subject to reductions due to credit constraints and uncertainties about the future.
Deterioration of economic conditions, as well as economic uncertainty or an economic downturn, may harm our
business and operating results in the future.

We have made significant investments in recent periods to support our growth, including investments in our
information technology, infrastructure and management team, and these investments may achieve delayed or lower
than expected benefits, which could harm our operating results. Furthermore, if we do not effectively manage any
future growth, or are unable to improve our systems and processes, our operating results will be adversely affected.

We continue to increase the breadth and scope of our offerings and, correspondingly, the breadth and scope of our
operations. To support this growth, and to manage any future growth effectively, we must continue to improve and
expand our information technology and financial
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infrastructure, our operating and administrative systems and our ability to manage headcount, capital and processes in
an efficient manner. We have incurred, and will continue to incur, expenses as we invest in international operations
and infrastructure such as the expansion of our sales and marketing presence in Asia-Pacific, the addition of higher
touch sales and marketing field resources to liaise with our channel partners as we continue to grow our sales both
domestically and internationally and investments in software systems and additional data center resources to keep
pace with the growth in the cloud and cloud-based solutions markets. In fiscal 2013, we made significant incremental
investments in product development, corporate infrastructure and broadened distribution, including hiring a new chief
executive officer and a number of other key executives across our organization, and we intend to continue to invest in
development of our solutions, our infrastructure and sales and marketing. We have recognized, and are likely to
continue to recognize, the costs associated with these investments earlier than some of the anticipated benefits, and the
return on these investments may be lower, or may develop more slowly, than we expect. If we do not achieve the
benefits anticipated from these investments, or if the achievement of these benefits is delayed, our operating results
may be adversely affected.

We may be subject to fines or other penalties for past violations of U.S. export control and economic sanctions
laws.

In late 2011, following a voluntary internal review of our compliance with U.S. export control and sanctions laws, our
management team became aware that certain of our physical appliances had been sold indirectly into embargoed
countries via our distributors and resellers, potentially in violation of U.S. export control and economic sanctions
laws. These laws restrict or prohibit the sale of certain products, including our solutions, into certain countries,
including Iran, Sudan and Syria. In addition, certain of our solutions incorporate encryption components and may be
exported from the U.S. only with the required approvals; in the past, we may have exported products prior to receiving
these required authorizations. We believe that these violations were inadvertent and occurred because we and certain
of our resellers did not have sufficient compliance procedures in place to prevent the transactions at issue. As a result,
we were unable to preclude certain of our channel partners and resellers from selling our solutions into countries
subject to a U.S. embargo until late 2011.

Commencing in late 2011, we took a series of corrective actions intended to remediate the effect of any unauthorized
past actions, including actions to permanently disable appliances located in sanctioned countries and termination of
certain distributors and resellers. In addition, we believe that we have implemented systematic and process changes to
our sales and distribution processes to block and prohibit sale or use of our solutions in sanctioned countries or to
denied parties.

After completion of a comprehensive internal investigation conducted by outside counsel, we submitted voluntary
disclosures regarding these matters to BIS and to OFAC. These disclosures summarized potential violations of export
controls and economic sanctions laws, including reexports by third parties and provision of services to end users in
embargoed countries including Iran, Sudan and Syria. The voluntary disclosures also summarized the remedial actions
we have taken, including those described above, as well as the hiring of an export compliance manager and a general
counsel with export controls experience, and the enhancement of employee training programs, periodic notices to our
resellers and company-wide policies and procedures designed to help us comply with these laws.

We received a Proposed Charging Letter from BIS on August 21, 2014 (the �Letter�), which asserts certain export
violations against us and our UK subsidiary. Based on discussions with BIS, we expect a one-time monetary penalty
to be imposed, and do not currently expect any criminal charges, denial of export privileges or ongoing monitoring
actions. As requested in the Letter, we have provided BIS with additional information regarding the proposed
violations. We intend to continue cooperating with BIS in an effort to resolve this matter. However, given the early
stage of our discussions, we are unable at this time to estimate the timing or amount of any final resolution. OFAC
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may also conclude that our actions resulted in violations of U.S. export control and economic sanctions laws and as
such may impose penalties that could include fines, termination of our ability to export our products and/or referral for
criminal prosecution.

Any such penalties may be material to our financial results in the period in which they are imposed and could
significantly affect our quarterly operating results for that quarter. The penalties may be imposed against us and/or our
management. Also, disclosure of our conduct and any fines or other action relating to this conduct could harm our
reputation and indirectly have a material adverse effect on our business, operating results and financial condition. We
also cannot assure you that additional violations will not be discovered or that our policies and procedures will be
effective to prevent future violations.

Failure to comply with governmental laws and regulations could harm our business.

Our business is subject to regulation by various federal, state, local and foreign governmental agencies, including
agencies responsible for monitoring and enforcing employment and labor laws, workplace safety, product safety,
environmental laws, consumer protection laws, anti-bribery laws, import/export controls, federal securities laws and
tax laws and regulations. In certain foreign jurisdictions, these regulatory requirements may be more stringent than
those in the United States. Noncompliance with applicable regulations or requirements could subject us to
investigations, sanctions, mandatory product recalls, enforcement actions, disgorgement of profits, fines, damages,
civil and criminal penalties or injunctions. If any governmental sanctions are imposed, or if we do not prevail in any
possible civil or criminal litigation, our business, operating results, and financial condition could be materially
adversely affected. In addition, responding to any action will likely result in a significant diversion of management�s
attention and resources and an increase in professional fees. Enforcement actions and sanctions could harm our
business, operating results and financial condition.
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We generate a significant amount of revenue from sales outside of North America, and we are therefore subject to
a number of risks associated with international sales and operations.

Sales outside of North America represented 27% of our total revenue for the nine months ended November 30, 2014.
As a result, we must continue to hire and train experienced personnel to staff and manage our foreign operations. To
the extent that we experience difficulties in recruiting, training, managing and retaining an international staff, and
specifically staff related to sales management and sales personnel, we may experience difficulties in sales productivity
in foreign markets. If we are not able to maintain successful channel partner and distributor relationships
internationally or recruit additional companies to enter into strategic channel partner and distributor relationships, our
future success in these international markets could be limited.

Additionally, our international sales and operations are subject to a number of risks, including the following:

� greater difficulty in enforcing contracts and accounts receivable collection and longer collection periods;

� increased expenses incurred in establishing and maintaining office space and equipment for our international
operations;

� greater costs and expenses associated with international sales and operations;

� management communication and integration problems resulting from cultural and geographic dispersion;

� risks associated with trade restrictions and foreign legal requirements, including the importation, certification
and localization of our solutions required in foreign countries;

� greater risk of unexpected changes in regulatory practices, tariffs and tax laws and treaties;

� the uncertainty of protection for intellectual property rights in some countries;

� greater risk of a failure of foreign employees to comply with both U.S. and foreign laws, including export
and antitrust regulations, the U.S. Foreign Corrupt Practices Act and any trade regulations ensuring fair trade
practices;

� heightened risk of unfair or corrupt business practices in certain geographies and of improper or fraudulent
sales arrangements that may impact financial results and result in restatements of, or irregularities in,
financial statements;
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� the potential for political unrest, terrorism, hostilities or war; and

� multiple and possibly overlapping tax structures.
In addition, the expansion of our existing international operations and entry into additional international markets have
required and will continue to require significant management attention and financial resources. These factors and other
factors could harm our ability to gain future international revenues and, consequently, materially impact our business,
operating results and financial condition.

We may acquire other businesses which could require significant management attention, disrupt our business,
dilute stockholder value and adversely affect our operating results.

As part of our business strategy, we have in the past made, and may in the future make, acquisitions or investments in
complementary companies, solutions and technologies that we believe fit within our business model and can address
the needs of IT professionals. With respect to our previous acquisitions, we cannot ensure that we will be able to
successfully integrate the technology and resources to increase subscriptions and grow revenue derived from these
acquisitions. In the future, we may not be able to acquire and integrate other companies, solutions or technologies in a
successful manner. We may not be able to find suitable acquisition candidates, and we may not be able to complete
such acquisitions on favorable terms, if at all. Furthermore, we may not be able to find suitable acquisition candidates
that enhance our subscription offerings. If we do complete acquisitions, we may not ultimately strengthen our
competitive position or achieve our goals, including increases in subscriptions, and any acquisitions we complete
could be viewed negatively by our customers, investors and industry analysts.

Future acquisitions may reduce our cash available for operations and other uses and could result in an increase in
amortization expense related to identifiable assets acquired. We may have to pay cash, incur debt or issue equity
securities to pay for any such acquisition, each of which could adversely affect our financial condition or the value of
our common stock. The sale of equity or issuance of debt to finance any such acquisitions could result in dilution to
our stockholders. The incurrence of indebtedness would result in increased fixed obligations and could also include
covenants or other restrictions that would impede our ability to manage our operations. In addition, our future
operating results may be impacted by performance earnouts or contingent bonuses. Furthermore, acquisitions may
require large one-time charges and can result in increased debt or contingent liabilities, adverse tax consequences,
additional stock-based compensation expense and the recording and subsequent amortization of amounts related to
certain purchased intangible assets, any of which items could negatively impact our future results of operations. We
may also record goodwill in connection with an acquisition and incur goodwill impairment charges in the future.
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In addition, if we are unsuccessful at integrating such acquisitions, or the technologies associated with such
acquisitions, into our company, the revenue and operating results of the combined company could be adversely
affected. Any integration process may result in unforeseen operating difficulties and require significant time and
resources, and we may not be able to manage the process successfully. In particular, we may encounter difficulties
assimilating or integrating the companies, solutions, technologies, personnel or operations we acquire, particularly if
the key personnel are geographically dispersed or choose not to work for us. Acquisitions may also disrupt our core
business, divert our resources and require significant management attention that would otherwise be available for
development of our business. We may not successfully evaluate or utilize the acquired technology or personnel, or
accurately forecast the financial impact of an acquisition transaction, including accounting charges. If we fail to
properly evaluate, execute or integrate acquisitions or investments, the anticipated benefits may not be realized, we
may be exposed to unknown or unanticipated liabilities, and our business and prospects could be harmed.

Defects, errors or vulnerabilities in our solutions, the failure of our solutions to block a virus or prevent a security
breach or a false detection of applications, viruses, spyware, vulnerability exploits, data patterns or URL categories
could harm our reputation and adversely impact our operating results.

Because our solutions are complex, they have contained and may in the future contain design or manufacturing
defects or errors that are not detected until after their commercial release and deployment by our customers. For
example, from time to time, certain of our customers have reported defects in our solutions related to performance,
functionality and compatibility that were not detected before shipping the solution. Additionally, defects may cause
our solutions to be vulnerable to security attacks, cause them to fail to help secure networks or temporarily interrupt
customers� networking traffic. Because the techniques used by computer hackers to access or sabotage networks
change frequently and generally are not recognized until launched against a target, our solutions may not be able to
protect our customers� networks. Our security solutions may also fail to detect or prevent viruses, worms or similar
threats due to a number of reasons such as the evolving nature of such threats and the continual emergence of new
threats that we may fail to add to our threat intelligence database or other virus databases in time to protect our
customers� networks. In addition, defects or errors in our subscription updates or our solutions could result in a failure
to effectively update customers� solutions and thereby leave our customers vulnerable to attacks. Our data centers and
networks may experience technical failures and downtime, may fail to distribute appropriate updates, or may fail to
meet the increased requirements of a growing customer base, any of which could temporarily or permanently expose
our customers� networks, leaving their networks unprotected against the latest security threats. Any defects, errors or
vulnerabilities in our solutions could result in:

� expenditure of significant financial and product development resources in efforts to analyze, correct,
eliminate or work-around errors or defects or to address and eliminate vulnerabilities;

� loss of existing or potential customers;

� delayed or lost revenue;

� delay or failure to attain market acceptance;
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� negative publicity, which will harm our reputation and brand;

� an increase in warranty claims compared with our historical experience, or an increased cost of servicing
warranty claims, either of which would adversely affect our operating results; and

� litigation, regulatory inquiries, or investigations that may be costly and harm our reputation and brand.
Furthermore, our security solutions may falsely detect applications, content or threats that do not actually exist based
on our classifications of application type, virus, malware, vulnerability exploits, data or URL categories. This risk is
increased by the inclusion of �heuristics� analysis in our solutions, which attempts to identify threats not based on any
known signatures but based on characteristics or anomalies which indicate that a particular item may be a threat.
These false positives, while typical in our industry, may impair the perceived reliability of our solutions and may
therefore adversely affect market acceptance of our solutions. Also, our anti-spam and anti-malware solutions may
falsely identify emails or programs as unwanted spam or potentially unwanted programs, or alternatively fail to
properly identify unwanted emails or programs, particularly as spam emails or malware are often designed to
circumvent anti-spam or anti-malware solutions. Parties whose emails or programs are blocked by our solutions may
seek redress against us for labeling them as spammers or malware or for interfering with their business. In addition,
false identification of emails or programs as unwanted spam or potentially unwanted programs may reduce the
adoption of our solutions. If our solutions restrict important files or applications based on falsely identifying them as
malware or some other item that should be restricted, this could adversely affect customers� systems and cause material
system failures. Any such false identification of important files or applications could result in damage to our
reputation, negative publicity, loss of customers and sales, increased costs to remedy any problem and risk of
litigation.
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If our security measures are breached or unauthorized access to customer data is otherwise obtained or our
customers experience data losses, our brand, reputation and business could be harmed and we may incur
significant liabilities.

Our customers rely on our security and storage solutions to secure and store their data, which may include financial
records, credit card information, business information, customer information, health information, other personally
identifiable information or other sensitive personal information. A breach of our network security and systems or other
events that cause the loss or public disclosure of, or access by third parties to, our customers� stored files or data could
have serious negative consequences for our business, including possible fines, penalties and damages, reduced
demand for our solutions, an unwillingness of our customers to use our solutions, harm to our brand and reputation,
and time-consuming and expensive litigation. The techniques used to obtain unauthorized access, disable or degrade
service, or sabotage systems change frequently, often are not recognized until launched against a target, and may
originate from less regulated or remote areas around the world. As a result, we may be unable to proactively prevent
these techniques, implement adequate preventative or reactionary measures, or enforce the laws and regulations that
govern such activities. In addition, because of the large amount of data that we store for our customers, it is possible
that hardware failures, human errors or errors in our systems could result in data loss or corruption, or cause the
information that we collect to be incomplete or contain inaccuracies that our customers regard as significant. If our
customers experience any data loss, or any data corruption or inaccuracies, whether caused by security breaches or
otherwise, our brand, reputation and business could be harmed. Moreover, if a high profile security breach occurs with
respect to another provider of cloud services, our clients and potential clients may lose trust in the security of the
cloud business model generally, which could adversely impact our ability to retain existing clients or attract new ones.

If an actual or perceived breach of network security occurs in our internal systems, our services may be perceived
as not being secure and clients may curtail or stop using our solutions.

As a provider of network security solutions, we are a high profile target and our networks and solutions may have
vulnerabilities that may be targeted by hackers and could be targeted by attacks specifically designed to disrupt our
business and harm our reputation. We will not succeed unless the marketplace continues to be confident that we
provide effective network and security protection. If an actual or perceived breach of network security occurs in our
internal systems it could adversely affect the market perception of our solutions. We may not be able to correct any
security flaws or vulnerabilities promptly, or at all. In addition, such a security breach could impair our ability to
operate our business, including our ability to provide subscription and support services to our customers. If this
happens, our business and operating results could be adversely affected.

Because our solutions could be used to collect and store personal information of our customers� employees or
customers, privacy concerns could result in additional cost and liability to us or inhibit sales of our solutions.

Personal privacy has become a significant issue in the United States and in many other countries where we offer our
solutions. The regulatory framework for privacy issues worldwide is currently complex and evolving, and it is likely
to remain uncertain for the foreseeable future. Many federal, state and foreign government bodies and agencies have
adopted or are considering adopting laws and regulations regarding the collection, use and disclosure of personal
information. In the United States, these include rules and regulations promulgated under the authority of the Federal
Trade Commission, the Health Insurance Portability and Accountability Act of 1996 and state breach notification
laws. Internationally, virtually every jurisdiction in which we operate has established its own data security and privacy
legal framework with which we or our customers must comply, including the Data Protection Directive established in
the European Union (the �EU�) and the Federal Data Protection Act recently passed in Germany.
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In addition to government regulation, privacy advocacy and industry groups may propose new and different
self-regulatory standards that either legally or contractually apply to us. Because the interpretation and application of
privacy and data protection laws are still uncertain, it is possible that these laws may be interpreted and applied in a
manner that is in conflict with one another, and is inconsistent our existing data management practices or the features
of our solutions. If so, in addition to the possibility of fines, lawsuits and other claims, we could be required to
fundamentally change our business activities and practices or modify our software, which could have an adverse effect
on our business. Any inability to adequately address privacy concerns, even if unfounded, or comply with applicable
privacy or data protection laws, regulations and policies, could result in additional cost and liability to us, damage our
reputation, inhibit sales and harm our business.

Furthermore, the costs of compliance with, and other burdens imposed by, the laws, regulations, and policies that are
applicable to the businesses of our customers may limit the use and adoption of, and reduce the overall demand for,
our solutions. Privacy concerns, whether valid or not valid, may inhibit market adoption of our solutions particularly
in certain industries and foreign countries.

Our business is subject to the risks of warranty claims and product liability claims and given our 30-day right to
return policy on many of our solutions, we may experience increased frequency of returns, any of which may
adversely affect our operating results and financial performance.

Our solutions have contained and may contain undetected defects or errors, especially when first introduced or when
new versions are released. Defects or errors could affect the performance of our solutions and could delay the
development or release of new solutions or new versions of solutions, adversely affect our reputation and our
customers� willingness to buy solutions from us and adversely affect market
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acceptance or perception of our offerings. Any such errors or delays in releasing new solutions or new versions of
solutions or allegations of unsatisfactory performance could cause us to lose revenue or market share, increase our
service costs, cause us to incur substantial costs in redesigning the solutions, cause us to lose significant customers,
subject us to liability for damages and divert our resources from other tasks, any one of which could materially and
adversely affect our business, operating results and financial condition. Furthermore, we offer customers a 30-day
right to return for many of our solutions which is integral to our sales model. If we experience appliance defects, or if
we experience increased frequency of returns, our sales cycles, operating results and financial performance may be
adversely affected.

In addition, the occurrence of hardware or software errors which resulted in increased warranty or support claims
could result in increased expenses or require us to maintain greater warranty reserves which would have an adverse
effect on our business and financial performance.

Our ability to increase sales of our solutions is highly dependent on the quality of our customer support, and our
failure to offer high-quality support would have an adverse effect on our business, reputation and operating
results.

Our solutions are designed to be deployed by customers in resource-constrained IT environments. Our customers
depend on our support services to assist them with questions as they implement our solutions within their IT
infrastructure, and after deployment, our customers depend on our support organization to quickly resolve any issues
relating to those solutions. A significant level of high-quality support is critical to ensure high rates of renewals and
cross-selling of our solutions. If we do not effectively assist our customers in deploying our solutions, succeed in
helping them quickly resolve post-deployment issues or provide effective ongoing support, it could adversely affect
our ability to sell our solutions to existing customers, decrease our subscription renewal rates and harm our reputation
with potential new customers, all of which would have an adverse effect on our business, reputation and operating
results.

If we are unable to hire, retain, train and motivate qualified personnel and senior management, or if our senior
management team is unable to perform effectively, our business could suffer.

Our future success depends, in part, on our ability to continue to attract and retain highly skilled personnel and the
continued services of our senior management and other key personnel to execute on our business plan and to identify
and pursue new opportunities and solution innovations. The loss of the services of our senior management or any of
our key personnel, the inability to attract or retain qualified personnel, or delays in hiring required personnel,
particularly in engineering and sales and marketing, could significantly delay or prevent the achievement of our
development and strategic objectives, and may adversely affect our business, financial condition and operating results.
Although we have entered into employment offer letters with our key personnel, these agreements have no specific
duration and constitute at-will employment. Our productivity and the quality of our solutions may be adversely
affected if we do not integrate and train our new employees quickly and effectively. Furthermore, if we are not
effective in retaining our key personnel, our business could be adversely impacted and our operating results and
financial condition could be harmed.

Competition for highly skilled personnel is often intense, especially in the San Francisco Bay Area where we have a
substantial presence and need for highly skilled personnel. We may not be successful in attracting, integrating or
retaining qualified personnel to fulfill our current or future needs. Also, to the extent we hire personnel from
competitors, we may be subject to allegations that they have been improperly solicited, or that they have divulged
proprietary or other confidential information, or that their former employers own their inventions or other work
product.
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We may be unsuccessful in managing or expanding our operations, which could adversely affect our operating
results.

We have office locations throughout the United States and in various international locations, including Austria, India
and the United Kingdom. If we are unable to effectively manage a large and geographically dispersed group of
employees or to anticipate our future growth and personnel needs, our business may be adversely affected. As we
expand our business, we add complexity to our organization and must expand and adapt our operational infrastructure
and effectively coordinate throughout our organization. For example, we recently leased additional office space in San
Jose, California, and have hired new employees and have relocated our manufacturing facility and operations to this
location from our headquarters in Campbell, California. As a result, we have incurred and expect to continue to incur
additional expense and the additional location may disrupt our operations and distract our management team. Failure
to manage any future growth effectively could result in increased costs, negatively impact our customers� satisfaction
with our solutions, and harm our operating results.

Our customer-centric and collaborative corporate culture has contributed to our success, and if we cannot
maintain this culture as we grow, we could lose the innovation, creativity and teamwork fostered by our culture,
and our business may be harmed.

We believe that a critical contributor to our success has been our corporate culture, which we believe fosters
innovation, creativity, a customer-centric focus, collaboration and loyalty. As we grow and change, we may find it
difficult to maintain these important aspects of our corporate culture, which could limit our ability to innovate and
operate effectively. Any failure to preserve our culture could also negatively affect our ability to retain and recruit
personnel, continue to perform at current levels or execute on our business strategy.
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We rely on third-party distributors and channel partners to fulfill substantially all of our sales orders. If our
distributors and reseller channel partners fail to perform, our ability to sell our solutions will be limited, and, if we
fail to optimize our distributor and reseller channel partner model going forward, our operating results will be
harmed.

Substantially all of our sales orders are fulfilled by our channel partners, which include distributors and resellers. We
also depend upon our channel partners to manage the customer sales process and to generate sales opportunities. To
the extent our channel partners are unsuccessful in fulfilling our sales, managing the sales process or selling our
solutions, or we are unable to enter into arrangements with, and retain a sufficient number of high-quality, motivated
channel partners in each of the regions in which we sell our offerings, our ability to sell our solutions and operating
results will be harmed. In order to support our growth strategy, we recently entered into an agreement with an
additional distributor in North America. If we are unable to successfully develop our relationship with the new
distributor, or if we experience reseller shifts between distributors or any channel conflict occurs, it could negatively
impact our ability to meet our revenue and profitability goals.

We provide our channel partners with specific programs to assist them in selling our solutions, but there can be no
assurance that these programs will be effective. In addition, our channel partners may be unsuccessful in marketing,
selling and supporting our solutions. Our channel partners do not have minimum purchase requirements. They may
also market, sell and support solutions that are competitive with ours, and may devote more resources to the
marketing, sales and support of such solutions. Our agreements with our channel partners may generally be terminated
for any reason by either party with advance written notice and our channel partners may stop selling our solutions at
any time. We cannot assure you that we will retain these channel partners, that channel partners will sell our solutions
effectively or that we will be able to secure additional or replacement channel partners. The loss of one or more of our
significant channel partners or a decline in the number or size of orders from them could harm our operating results. In
addition, our channel partner sales structure could subject us to lawsuits, potential liability, and reputational harm if,
for example, any of our channel partners misrepresent the functionality of our solutions to customers or violate laws or
our corporate policies.

We are exposed to fluctuations in currency exchange rates, which could negatively affect our financial condition
and operating results.

Given our volume of international sales, a substantial portion of our total revenue is subject to foreign currency risk.
For example, in the nine months ended November 30, 2014, 32% of our total revenue was generated from sales to
customers located outside of the United States. Additionally, further strengthening of the U.S. dollar could increase
the real cost of our solutions to our customers outside of the United States, which could adversely affect our financial
condition and operating results. In addition, an increasing portion of our operating expenses is incurred outside of the
United States, is denominated in foreign currencies, and is subject to fluctuations due to changes in foreign currency
exchange rates. If we are not able to successfully manage or hedge against the risks associated with currency
fluctuations, our financial condition and operating results could be adversely affected.

We rely on a single source or a limited number of sources for some of our components. Insufficient supply and
inventory may result in lost sales opportunities or delayed revenue, while excess inventory may harm our gross
profit.

Our inventory management systems and related supply chain visibility tools may be inadequate to enable us to
forecast accurately and effectively manage the supply of our components. Additionally, we carry very little inventory
of our appliances or components, and we rely on our suppliers to deliver necessary components in a timely manner.
Insufficient supply levels may lead to shortages that result in delayed revenue or loss of sales opportunities altogether
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as potential customers turn to competitors� solutions that could be more readily available. Additionally, any increases
in the time required to manufacture our solutions could adversely affect our business, brand, sales cycle and
reputation. If we are unable to effectively manage our supply and inventory, our operating results could be adversely
affected.

We currently depend on a single source or a limited number of sources for certain components used in the
manufacture of our solutions. We are therefore subject to the risk of shortages in supply of these components and the
risk that component suppliers discontinue or modify components used in our solutions. If these suppliers were to
discontinue production of a necessary part or component, we would be required to expend resources and time in
locating and integrating replacement parts or components from another vendor. In addition, the introduction by
component suppliers of new versions of their components, particularly if not anticipated by us, could require us to
expend resources to incorporate these new components into our solutions. Our reliance on a single source or a limited
number of suppliers involves a number of additional risks, including risks related to:

� supplier capacity constraints;

� price increases;

� timely delivery;

� component quality;

� failure of a key supplier to remain in business and adjust to market conditions;

� delays in, or the inability to execute on, a supplier roadmap for components and technologies; and
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� natural disasters.
In addition, for certain components, we are subject to potential price increases and limited availability as a result of
market demand for these components. In the past, unexpected demand for computer and network products has caused
worldwide shortages of certain electronic parts. If similar shortages occur in the future, our business could be
adversely affected. We rely on purchase orders rather than long-term contracts with these suppliers, and as a result we
might not be able to secure sufficient components, even if they were available, at reasonable prices or of acceptable
quality to build appliances in a timely manner and, therefore, might not be able to meet customer demands for our
solutions, which would have a material and adverse effect on our business, operating results and financial condition.

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

Patent and other intellectual property disputes are common in the IT markets in which we compete. Some companies
in the IT markets in which we compete, including some of our competitors, own large numbers of patents, copyrights,
trademarks and trade secrets, which they may use to assert claims of infringement, misappropriation or other
violations of intellectual property rights against us. There also is a market for intellectual property rights and a
competitor, or other entity, could acquire intellectual property rights and assert similar claims based on the acquired
intellectual property. They may also assert such claims against our customers or channel partners. As the number of
patents and competitors in our market increase and overlaps occur, claims of infringement, misappropriation and other
violations of intellectual property rights may increase. From time to time, we face allegations that we, our customers
or our channel partners have infringed, misappropriated and violated intellectual property rights, including allegations
made by our competitors or by non-practicing entities. Our broad solution portfolio and the number of network and IT
markets in which we compete further exacerbate this risk. Any claim of infringement, misappropriation or other
violation of intellectual property rights by a third party, even those without merit, could cause us to incur substantial
costs defending against the claim and could distract our management from our business.

In addition, future assertions of patent rights by third parties, and any resulting litigation, may involve non-practicing
entities or other adverse patent owners who have no relevant revenue and against whom our own patents may
therefore provide little or no deterrence or protection. We cannot assure you that we are not infringing or otherwise
violating any third-party intellectual property rights.

An adverse outcome of a dispute may require us to pay substantial damages including treble damages if we are found
to have willfully infringed a third party�s patents or copyrights; cease making, using, selling, licensing, importing or
otherwise commercializing solutions that are alleged to infringe or misappropriate the intellectual property of others;
expend additional development resources to attempt to redesign our solutions or otherwise to develop non-infringing
technology, which may not be successful; enter into potentially unfavorable royalty or license agreements in order to
obtain the right to use necessary technologies or intellectual property rights or have royalty obligations imposed by a
court; and indemnify our customers, partners and other third parties. Furthermore, we have agreed in certain instances
to defend our channel partners against third-party claims asserting infringement of certain intellectual property rights,
which may include patents, copyrights, trademarks or trade secrets, and to pay judgments entered on such claims. Any
damages or royalty obligations we may become subject to, any prohibition against our commercializing our solutions
and any third-party indemnity we may need to provide, as a result of an adverse outcome could harm our operating
results.

Our use of open source technology could impose limitations on our ability to commercialize our solutions.
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We use open source software in our solutions, and although we monitor our use of open source software to avoid
subjecting our solutions to conditions we do not intend, the terms of many open source licenses have not been
interpreted by U.S. courts. As a result, there is a risk that these licenses could be construed in a way that could impose
unanticipated conditions or restrictions on our ability to commercialize our solutions. In such an event, we could be
required to seek licenses from third parties to continue offering our solutions, to make our proprietary code generally
available in source code form, to re-engineer our solutions or to discontinue the sale of our solutions if re-engineering
could not be accomplished on a timely basis, any of which could adversely affect our business, operating results and
financial condition.

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

The success of our business depends on our ability to protect and enforce our patents, trademarks, copyrights, trade
secrets and other intellectual property rights. We attempt to protect our intellectual property under patent, trademark,
copyright and trade secret laws, and through a combination of confidentiality procedures, contractual provisions and
other methods, all of which offer only limited protection.

As of November 30, 2014, we had 57 issued patents in the United States, but this number of patents is relatively small
in comparison to some of our competitors and potential competitors. Additionally, as of November 30, 2014, we had
30 pending U.S. patent applications, and may file additional patent applications in the future. The process of obtaining
patent protection is expensive and time-consuming, and we may not be able to prosecute all necessary or desirable
patent applications at a reasonable cost or in a timely manner. We may choose not to seek patent protection for certain
innovations and may choose not to pursue patent protection in certain jurisdictions. Furthermore, it is possible that our
patent applications may not issue as granted patents, that the scope of our issued patents will be insufficient or not
have the coverage
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originally sought, that our issued patents will not provide us with any competitive advantages, and that our patents and
other intellectual property rights may be challenged by others or invalidated through administrative process or
litigation. In addition, issuance of a patent does not guarantee that we have an absolute right to practice the patented
invention, or that we have the right to exclude others from practicing the claimed invention. As a result, we may not
be able to obtain adequate patent protection or to enforce our issued patents effectively.

In addition to patented technology, we rely on our unpatented proprietary technology and trade secrets. Despite our
efforts to protect our proprietary technology and trade secrets, unauthorized parties may attempt to misappropriate,
reverse engineer or otherwise obtain and use them. The contractual provisions that we enter into with employees,
consultants, partners, vendors and customers may not prevent unauthorized use or disclosure of our proprietary
technology or intellectual property rights and may not provide an adequate remedy in the event of unauthorized use or
disclosure of our proprietary technology or intellectual property rights. Moreover, policing unauthorized use of our
technologies, solutions and intellectual property is difficult, expensive and time-consuming, particularly in foreign
countries where the laws may not be as protective of intellectual property rights as those in the United States and
where mechanisms for enforcement of intellectual property rights may be weak. We may be unable to determine the
extent of any unauthorized use or infringement of our solutions, technologies or intellectual property rights.

From time to time, legal action by us may be necessary to enforce our patents and other intellectual property rights, to
protect our trade secrets, to determine the validity and scope of the intellectual property rights of others or to defend
against claims of infringement or invalidity. Such litigation could result in substantial costs and diversion of resources
and could negatively affect our business, operating results, financial condition and cash flows. If we are unable to
protect our intellectual property rights, we may find ourselves at a competitive disadvantage to others who need not
incur the additional expense, time and effort required to create the innovative solutions that have enabled us to be
successful to date.

We rely on the availability of third-party licenses for some of our solutions.

Some of our solutions include software or other intellectual property licensed from third parties. It may be necessary
in the future to renew licenses relating to various aspects of these solutions or to seek new licenses for existing or new
solutions. There can be no assurance that the necessary licenses will be available on acceptable terms, if at all. The
inability to obtain certain licenses or other rights or to obtain such licenses or rights on favorable terms, could result in
delays in solution releases until equivalent technology can be identified, licensed or developed, if at all, and integrated
into our solutions and may have a material adverse effect on our business, operating results and financial condition. In
addition, third parties may allege that additional licenses are required for our use of their software or intellectual
property, and we may be unable to obtain such licenses on commercially reasonable terms or at all. Moreover, the
inclusion in our solutions of software or other intellectual property licensed from third parties on a nonexclusive basis
could limit our ability to differentiate our solutions from those of our competitors.

As a public company, we are obligated to develop and maintain proper and effective internal control over financial
reporting. We may not complete our analysis of our internal control over financial reporting in a timely manner, or
these internal controls may not be determined to be effective, which may adversely affect investor confidence in our
company and, as a result, the value of our common stock.

Ensuring that we have adequate internal financial and accounting controls and procedures in place so that we can
produce accurate financial statements on a timely basis is a costly and time-consuming effort. Our internal control
over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements in accordance with GAAP. We are in the early stages of the costly and
challenging process of compiling the system and processing documentation necessary to perform the evaluation
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needed to comply with Section 404 of the Sarbanes-Oxley Act of 2002 (the �Sarbanes-Oxley Act�). We may not be able
to complete our evaluation, testing and any required remediation in a timely fashion. During the evaluation and testing
process, if we identify one or more material weaknesses in our internal control over financial reporting, we will be
unable to assert that our internal controls are effective.

If we are unable to assert that our internal control over financial reporting is effective, we could lose investor
confidence in the accuracy and completeness of our financial reports, which would cause the price of our common
stock to decline, and we may be subject to investigation or sanctions by the SEC.

We are required, pursuant to Section 404 of the Sarbanes-Oxley Act to furnish a report by management on, among
other things, the effectiveness of our internal control over financial reporting as of the end of our fiscal year 2015.
This assessment will need to include disclosure of any material weaknesses identified by our management in our
internal control over financial reporting.

We are required to disclose changes made in our internal controls and procedures on a quarterly basis. However, our
independent registered public accounting firm will not be required to report on the effectiveness of our internal control
over financial reporting pursuant to Section 404 of the Sarbanes-Oxley Act until the later of the year following our
first annual report required to be filed with the SEC, or the date we are no longer an �emerging growth company� as
defined in the Jumpstart Our Business Startups Act of 2012 (the �JOBS Act�) if we take advantage of the exemptions
contained in the JOBS Act. At such time, our independent registered public accounting firm may issue a report that is
adverse in the event it is not satisfied with the level at which our controls are documented, designed or operating. Our
remediation efforts may not enable us to avoid a material weakness in the future.
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Additionally, to comply with the requirements of being a public company, we may need to undertake various actions,
such as implementing new internal controls and procedures and hiring accounting or internal audit staff, which may
adversely affect our operating results and financial condition.

There are limitations on the effectiveness of controls, and the failure of our control systems may materially and
adversely impact us.

We do not expect that disclosure controls or internal controls over financial reporting will prevent all errors and all
fraud. A control system, no matter how well designed and operated, can provide only reasonable, not absolute,
assurance that the control system�s objectives will be met. Further, the design of a control system must reflect the fact
that there are resource constraints and the benefits of controls must be considered relative to their costs. Because of the
inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control
issues and instances of fraud, if any, have been detected. Failure of our control systems to prevent error or fraud could
materially and adversely impact us.

Significant developments in IT infrastructure deployments, particularly cloud computing and other alternative IT
infrastructure technologies, may materially adversely affect the demand for our products.

Developments or changes in IT infrastructure, such as the emergence of hosted cloud storage, software as a service
and mobile data access are driving significant changes in storage and compute architectures and solution requirements
as well as presenting significant challenges in the security market, which may materially and adversely affect our
business and prospects in ways we do not currently anticipate. The impact of these trends on overall long-term growth
patterns is uncertain, especially in resource-constrained environments. The emergence of cloud computing and other
alternative IT infrastructure technologies, in which technology services are provided on a remote-access basis, may
have a significant impact on the market for security and storage solutions and may result in rapid changes in customer
demands. This could be the case even if such advances do not deliver all of the benefits of our solutions. If alternative
models gain traction, any failure by us to develop new or enhanced technologies or processes, or to react to changes or
advances in existing technologies, could adversely affect our business and operating results.

If our solutions do not interoperate with our end-customers� infrastructure, sales of our solutions could be
negatively affected, which would harm our business.

Our solutions must interoperate with our end-customers� existing infrastructure, which often have different
specifications, utilize multiple protocol standards, deploy products from multiple vendors, and contain multiple
generations of products that have been added over time. As a result, when problems occur in a network, it may be
difficult to identify the sources of these problems. Any delays in identifying the sources of problems or in providing
necessary modifications to our software or hardware could have a negative impact on our reputation and our
customers� satisfaction with our solutions, and our ability to sell solutions could be adversely affected. In addition,
customers may require our solutions to comply with certain security or other certifications and standards. If our
solutions are late in achieving or fail to achieve compliance with these certifications and standards, or our competitors
achieve compliance with these certifications and standards, we may be disqualified from selling our solutions to such
end-customers, or at a competitive disadvantage, which would harm our business, operating results and financial
condition.

If our solutions fail to help our customers achieve and maintain compliance with government regulations and
industry standards, our business and operating results could be materially adversely affected.
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We generate a portion of our revenues from our solutions because they help organizations achieve and maintain
compliance with government regulations and industry standards. For example, many of our customers purchase our
security and storage solutions to help them comply with the security standards developed and maintained by the
Payment Card Industry Security Standards Council (the �PCI Council�), which apply to companies that process or store
credit card information. Industry organizations like the PCI Council may significantly change their security standards
with little or no notice, including changes that could make their standards more or less onerous for businesses.
Governments may also adopt new laws or regulations, or make changes to existing laws or regulations, that could
impact whether our solutions enable our customers to demonstrate, maintain or audit their compliance. If we are
unable to adapt our solutions to changing regulatory standards in a timely manner, or if our solutions fail to expedite
our customers� compliance initiatives, our customers may lose confidence in our solutions and could switch to
solutions offered by our competitors. In addition, if regulations and standards related to data security are changed in a
manner that makes them less onerous, our customers may view government and industry regulatory compliance as
less critical to their businesses, and our customers may be less willing to purchase our solutions. In either case, our
business, financial condition and operating results may suffer.

Our sales to government entities are subject to a number of challenges and risks.

We sell to state and local governmental agency customers, particularly schools, and we may increase sales to
government entities in the future. Sales to government entities are subject to a number of challenges and risks. Selling
to government entities can be highly competitive, expensive and time consuming, often requiring significant upfront
time and expense without any assurance that these efforts will generate a sale. Government certification requirements
for solutions like ours may change and in doing so restrict our ability to sell into the federal government sector until
we have attained the revised certification. Government demand and payment for our solutions may be impacted by
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public sector budgetary cycles and funding authorizations, with funding reductions or delays adversely affecting
public sector demand for our solutions. Government entities may have statutory, contractual or other legal rights to
terminate contracts with our distributors and resellers for convenience or due to a default, and any such termination
may adversely impact our future operating results.

Our failure to generate the significant capital necessary to expand our operations and invest in new solutions could
reduce our ability to compete and could harm our business.

We may need to raise additional funds in the future, and we may not be able to obtain additional debt or equity
financing on favorable terms, if at all. If we raise additional equity financing, our stockholders may experience
significant dilution of their ownership interests and the per share value of our common stock could decline.
Furthermore, if we engage in debt financing, the holders of debt would have priority over the holders of our common
stock, and we may be required to accept terms that restrict our ability to incur additional indebtedness. We may also
be required to take other actions that would otherwise be in the interests of the debt holders and force us to maintain
specified liquidity or other ratios, any of which could harm our business, operating results and financial condition. If
we need additional capital and cannot raise it on acceptable terms, we may not be able to, among other things:

� develop or enhance our solutions;

� continue to expand our sales and marketing and research and development organizations;

� acquire or invest in complementary businesses, solutions or technologies;

� expand operations in the United States or internationally;

� hire, train and retain employees; or

� respond to competitive pressures or unanticipated working capital requirements.
Our failure to do any of these things could adversely affect our business, financial condition and operating results.

We are exposed to the credit risk of some of our distributors, resellers and customers and to credit exposure in
weakened markets, which could result in material losses.

Most of our sales are on an open credit basis. Although we have programs in place that are designed to monitor and
mitigate these risks, and our broad customer base and channel partner network mitigate these risks, we cannot assure
you these programs will be effective in reducing our credit risks, especially as we expand our business internationally.
If we are unable to adequately control these risks, our business, operating results and financial condition could be
adversely affected.

If our estimates or judgments relating to our critical accounting policies are based on assumptions that change or
prove to be incorrect, our operating results could fall below expectations of securities analysts and investors,

Edgar Filing: BARRACUDA NETWORKS INC - Form 10-Q

Table of Contents 83



resulting in a decline in our stock price.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes. We
base our estimates on historical experience and on various other assumptions that we believe to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Our operating results may be adversely affected if our
assumptions change or if actual circumstances differ from those in our assumptions, which could cause our operating
results to fall below the expectations of securities analysts and investors, resulting in a decline in our stock price.
Significant assumptions and estimates used in preparing our consolidated financial statements include those related to
revenue recognition, stock-based compensation, valuation of inventory and accounting for income taxes.

Unanticipated changes in effective tax rates or adverse outcomes resulting from examination of our income or
other tax returns could adversely affect our operating results and financial condition.

We are subject to income taxes in the United States and various foreign jurisdictions, and our domestic and
international tax liabilities will be subject to the allocation of expenses in differing jurisdictions. Our future effective
tax rates could be subject to volatility or adversely affected by a number of factors, including:

� changes in the valuation of our deferred tax assets and liabilities;

� expected timing and amount of the release of tax valuation allowances;

� expiration of, or detrimental changes in, research and development tax credit laws;

� tax effects of stock-based compensation;

� costs related to intercompany restructurings;
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� changes in tax laws, regulations, accounting principles or interpretations thereof; or

� future earnings being lower than anticipated in countries where we have lower statutory tax rates and higher
than anticipated earnings in countries where we have higher statutory tax rates.

In addition, we may be subject to audits of our income and sales taxes by the Internal Revenue Service and other
foreign and state tax authorities. Outcomes from these audits could have an adverse effect on our operating results and
financial condition.

Changes in financial accounting standards or practices may cause adverse, unexpected financial reporting
fluctuations and affect our reported results of operations.

Changes in financial accounting standards or practices can have a significant effect on our reported results and may
even affect our reporting of transactions completed before the change is effective. New accounting pronouncements
and varying interpretations of accounting pronouncements have occurred and may occur in the future. Changes to
existing rules or the questioning of current practices may adversely affect our business and financial results.

Our business is subject to the risks of earthquakes, fire, power outages, floods and other catastrophic events and to
interruption by man-made problems such as terrorism.

A significant natural disaster, such as an earthquake, fire, flood or significant power outage could have a material
adverse impact on our business, operating results and financial condition. Both our corporate headquarters and the
location where our solutions are manufactured are located in the San Francisco Bay Area, a region known for seismic
activity. In addition, natural disasters could affect our supply chain, manufacturing vendors, logistics providers� or data
center hosting providers� ability to provide materials and perform services on a timely basis. In the event our or our
service providers� IT systems or manufacturing or logistics abilities are hindered by any of the events discussed above,
shipments could be delayed, and our solutions could become unavailable resulting in missed financial targets, such as
revenue and shipment targets, for a particular quarter. In addition, acts of terrorism and other geo-political unrest
could cause disruptions in our business or the business of our supply chain, manufacturers, logistics providers,
partners or customers or the economy as a whole. Any disruption in the business of our supply chain, manufacturers,
logistics providers, data center hosting partners or customers that impacts sales at the end of a fiscal quarter could
have a significant adverse impact on our quarterly results. All of the aforementioned risks may be further increased if
the disaster recovery plans for us and our suppliers prove to be inadequate. To the extent that any of the above should
result in delays or cancellations of customer orders, or the delay in the manufacture, deployment or shipment of our
solutions, our business, financial condition and operating results would be adversely affected.

If we fail to comply with environmental requirements, our business, financial condition, operating results and
reputation could be adversely affected.

We are subject to various environmental laws and regulations including laws governing the hazardous material
content of our solutions and laws relating to the collection of and recycling of electrical and electronic equipment.
Examples of these laws and regulations include the EU Restrictions of Hazardous Substances Directive (the �RoHS
Directive�) and the EU Waste Electrical and Electronic Equipment Directive (the �WEEE Directive�), as well as the
implementing legislation of the EU member states. Similar laws and regulations have been passed or are pending in
China, South Korea, Norway and Japan and may be enacted in other regions, including in the United States, and we
are, or may in the future be, subject to these laws and regulations.

Edgar Filing: BARRACUDA NETWORKS INC - Form 10-Q

Table of Contents 85



The RoHS Directive and the similar laws of other jurisdictions ban the use of certain hazardous materials such as lead,
mercury and cadmium in the manufacture of electrical equipment, including our solutions. Currently, we and other
manufacturers of our hardware appliances and major component part suppliers comply with the RoHS Directive
requirements. However, if there are changes to this or other laws (or their interpretation) or if new similar laws are
passed in other jurisdictions, we may be required to re-engineer our solutions to use components compatible with
these regulations. This re-engineering and component substitution could result in additional costs to us or disrupt our
operations or logistics.

The WEEE Directive requires electronic goods producers to be responsible for the collection, recycling and treatment
of such solutions. Changes in interpretation of the directive may cause us to incur costs or have additional regulatory
requirements to meet in the future in order to comply with this directive, or with any similar laws adopted in other
jurisdictions.

Our failure to comply with past, present and future similar laws could result in reduced sales of our solutions,
inventory write-offs, reputational damage, penalties and other sanctions, any of which could harm our business and
financial condition. We also expect that our solutions will be affected by new environmental laws and regulations on
an ongoing basis. To date, our expenditures for environmental compliance have not had a material impact on our
results of operations or cash flows, and although we cannot predict the future impact of such laws or regulations, they
will likely result in additional costs and may increase penalties associated with violations or require us to change the
content of our solutions or how they are manufactured, which could have a material adverse effect on our business,
operating results and financial condition.
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New regulations related to conflict minerals may cause us to incur additional expenses and could limit the supply
and increase the costs of certain metals used in the manufacturing of our appliances.

As a public company, we are subject to new requirements under the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 (the �Dodd-Frank Act�) that require us to diligence, disclose and report whether or not our
appliances contain conflict minerals. The implementation of these new requirements could adversely affect the
sourcing, availability and pricing of the materials used in the manufacture of components used in our solutions. In
addition, we will incur additional costs to comply with the disclosure requirements, including costs related to
conducting diligence procedures to determine the sources of conflict minerals that may be used or necessary to the
production of our appliances and, if applicable, potential changes to appliances, processes or sources of supply as a
consequence of such verification activities. It is also possible that we may face reputational harm if we determine that
certain of our appliances contain minerals not determined to be conflict free or if we are unable to alter our appliances,
processes or sources of supply to avoid such materials.

Risks Related to Ownership of Our Common Stock

Our actual operating results may differ significantly from our guidance.

From time to time, we have released, and may continue to release guidance in our quarterly earnings conference call,
quarterly earnings releases, or otherwise, regarding our future performance that represents our management�s estimates
as of the date of release. This guidance, which includes forward-looking statements, has been and will be based on
projections prepared by our management. These projections are not prepared with a view toward compliance with
published guidelines of the American Institute of Certified Public Accountants, and neither our registered public
accountants nor any other independent expert or outside party compiles or examines the projections. Accordingly, no
such person expresses any opinion or any other form of assurance with respect to the projections.

Projections are based upon a number of assumptions and estimates that, while presented with numerical specificity,
are inherently subject to significant business, economic and competitive uncertainties and contingencies, many of
which are beyond our control and are based upon specific assumptions with respect to future business decisions, some
of which will change. We intend to state possible outcomes as high and low ranges which are intended to provide a
sensitivity analysis as variables are changed but are not intended to imply that actual results could not fall outside of
the suggested ranges. The principal reason that we release guidance is to provide a basis for our management to
discuss our business outlook with analysts and investors. We do not accept any responsibility for any projections or
reports published by any such third parties.

Guidance is necessarily speculative in nature, and it can be expected that some or all of the assumptions underlying
the guidance furnished by us will not materialize or will vary significantly from actual results. Accordingly, our
guidance is only an estimate of what management believes is realizable as of the date of release. Actual results may
vary from our guidance and the variations may be material. We undertake no obligation to make revisions or publicly
update our guidance in advance of actual results unless required by law. In light of the foregoing, investors are urged
to consider all of the information we make publicly available in making an investment decision regarding our common
stock and not rely solely upon our guidance.

Any failure to successfully implement our operating strategy or the occurrence of any of the events or circumstances
set forth in this �Risk Factors� section could result in the actual operating results being different from our guidance, and
the differences may be adverse and material.
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Our share price has been and may continue to be volatile, and you may be unable to sell your shares at or above
the price at which you purchased your stock.

Technology stocks have historically experienced high levels of volatility. The trading price of our common stock has
been and is likely to continue to be highly volatile and subject to wide fluctuations in response to various factors,
some of which are beyond our control and may not be related to our operating performance. Since shares of our
common stock were sold in our initial public offering (�IPO�) in November 2013 at a price of $18.00 per share, the
reported high and low sales prices of our common stock have ranged from $18.63 to $44.40 through November 30,
2014. These fluctuations could cause you to lose all or part of your investment in our common stock. Factors that may
cause the market price of our common stock to fluctuate include:

� price and volume fluctuations in the overall stock market from time to time;

� significant volatility in the market price and trading volume of technology companies in general, and of
companies in our industry;

� actual or anticipated changes in our results of operations or fluctuations in our operating results;

� whether our operating results meet the expectations of securities analysts or investors;

� actual or anticipated changes in the expectations of investors or securities analysts;

� actual or anticipated developments in our competitors� businesses or the competitive landscape generally;

� developments or disputes concerning our intellectual property or other proprietary rights;

46

Edgar Filing: BARRACUDA NETWORKS INC - Form 10-Q

Table of Contents 88



Table of Contents

� litigation or investigations involving us, our industry or both;

� regulatory developments in the United States, foreign countries or both;

� general economic conditions and trends;

� major catastrophic events;

� the expiration of market stand-offs or contractual lock-up agreements;

� sales of large blocks of our stock; or

� major changes in our board of directors or management or departures of key personnel.
In addition, if the market for technology stocks, or the stock market in general, experiences a loss of investor
confidence, the trading price of our common stock could decline for reasons unrelated to our business, operating
results or financial condition. The trading price of our common stock might also decline in reaction to events that
affect other companies in our industry even if these events do not directly affect us.

In the past, following periods of volatility in the market price of a company�s securities, securities class action
litigation has often been brought against that company. If our stock price is volatile, we may become the target of
securities litigation. Securities litigation could result in substantial costs and divert our management�s attention and
resources from our business, and this could have a material adverse effect on our business, operating results and
financial condition.

Sales of outstanding shares of our common stock into the market in the future could cause the market price of our
common stock to drop significantly.

If our existing stockholders sell, or indicate an intent to sell, substantial amounts of our common stock in the public
market, the trading price of our common stock could decline. As of November 30, 2014, there were 52,474,672 shares
of common stock outstanding. All outstanding shares are freely tradable, unless such shares are held by �affiliates,� as
that term is defined in Rule 144 of the Securities Act of 1933, as amended (the �Securities Act�).

In addition, we have filed a registration statement on Form S-8 to register all shares subject to options outstanding or
reserved for future issuance under our equity compensation plans. If these additional shares are sold, or if it is
perceived that they will be sold, in the public market, the trading price of our common stock could decline.

If securities analysts do not publish research or reports about our business, or if they downgrade our stock, the
price of our stock could decline.

The trading market for our common stock could be influenced by any research and reports that securities or industry
analysts publish about us or our business. In the event securities analysts who cover our company downgrade our
stock or publish inaccurate or unfavorable research about our business, our stock price would likely decline. If one or
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more of these analysts cease coverage of our company or fail to publish reports on us regularly, demand for our stock
could decrease, which could cause our stock price and trading volume to decline.

The concentration of ownership among our existing directors, executive officers and principal stockholders
provides them, collectively, with substantial control over us, which could limit your ability to influence the outcome
of key transactions, including a change of control.

Our directors, executive officers and each of our stockholders who own greater than 5% of our outstanding common
stock and their affiliates, in the aggregate, own a substantial majority of the outstanding shares of our common stock.
As a result, these stockholders, if acting together, are able to influence or control matters requiring approval by our
stockholders, including the election of directors and the approval of mergers, acquisitions or other extraordinary
transactions. They may also have interests that differ from yours and may vote in a way with which you disagree and
which may be adverse to your interests. This concentration of ownership may have the effect of delaying, preventing
or deterring a change of control of our company, could deprive our stockholders of an opportunity to receive a
premium for their common stock as part of a sale of our company and might ultimately affect the market price of our
common stock.

The requirements of being a public company may strain our resources, divert management�s attention and affect
our ability to attract and retain executive management and qualified board members.

As a public company, we are subject to the reporting requirements of the Exchange Act, the Sarbanes-Oxley Act, the
Dodd-Frank Act, the listing requirements of the New York Stock Exchange (the �NYSE�) and other applicable
securities rules and regulations. Compliance with these rules and regulations will increase our legal and financial
compliance costs, make some activities more difficult, time-consuming or costly and increase demand on our systems
and resources, particularly after we are no longer an �emerging growth company,� as defined in the JOBS Act. The
Exchange Act requires, among other things, that we file annual, quarterly and current reports with respect to our
business and operating results. The Sarbanes-Oxley Act requires, among other things, that we maintain effective
disclosure controls and procedures and internal control over financial reporting. In order to maintain and, if required,
improve our disclosure controls and procedures and internal
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control over financial reporting to meet this standard, significant resources and management oversight may be
required. As a result, management�s attention may be diverted from other business concerns, which could adversely
affect our business and operating results. Although we have already hired additional employees to comply with these
requirements, we may need to hire more employees in the future or engage outside consultants, which will increase
our costs and expenses.

In addition, changing laws, regulations and standards relating to corporate governance and public disclosure are
creating uncertainty for public companies, increasing legal and financial compliance costs and making some activities
more time consuming. These laws, regulations and standards are subject to varying interpretations, in many cases due
to their lack of specificity, and, as a result, their application in practice may evolve over time as new guidance is
provided by regulatory and governing bodies. This could result in continuing uncertainty regarding compliance
matters and higher costs necessitated by ongoing revisions to disclosure and governance practices. We intend to invest
resources to comply with evolving laws, regulations and standards, and this investment may result in increased
general and administrative expenses and a diversion of management�s time and attention from revenue-generating
activities to compliance activities. If our efforts to comply with new laws, regulations and standards differ from the
activities intended by regulatory or governing bodies due to ambiguities related to their application and practice,
regulatory authorities may initiate legal proceedings against us, and our business may be adversely affected.

However, for as long as we remain an �emerging growth company,� we may take advantage of certain exemptions from
various reporting requirements that are applicable to public companies that are not �emerging growth companies�
including, but not limited to, not being required to comply with the auditor attestation requirements of Section 404 of
the Sarbanes-Oxley Act, reduced disclosure obligations regarding executive compensation in our periodic reports and
proxy statements, and exemptions from the requirements of holding a nonbinding advisory vote on executive
compensation and shareholder approval of any golden parachute payments not previously approved. We may take
advantage of these reporting exemptions until we are no longer an �emerging growth company.�

We will cease to be an �emerging growth company� upon the earliest of: (i) the end of our fiscal year 2019, (ii) the
beginning of our first fiscal year after our annual gross revenues are $1.0 billion or more, (iii) the date on which we
have, during the previous three-year period, issued more than $1.0 billion in non-convertible debt securities or (iv) as
of the end of any fiscal year in which the market value of our common stock held by non-affiliates exceeded
$700 million as of the end of the second quarter of that fiscal year.

We also expect that these new rules and regulations will make it more expensive for us to obtain director and officer
liability insurance, and we may be required to accept reduced coverage or incur substantially higher costs to obtain
coverage. These factors could also make it more difficult for us to attract and retain qualified members of our board of
directors, particularly to serve on our audit committee and compensation committee, and qualified executive officers.

As a public company, our business and financial condition have become more visible, which we believe may result in
threatened or actual litigation, including by competitors and other third parties. If such claims are successful, our
business and operating results could be adversely affected, and even if the claims do not result in litigation or are
resolved in our favor, these claims, and the time and resources necessary to resolve them, could divert the resources of
our management and adversely affect our business and operating results.

We are an �emerging growth company,� and we cannot be certain if the reduced disclosure requirements
applicable to emerging growth companies will make our common stock less attractive to investors.

We are an �emerging growth company,� as defined in the JOBS Act, and we may take advantage of certain exemptions
from various reporting requirements that are applicable to public companies that are not �emerging growth companies�
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including, but not limited to, not being required to comply with the auditor attestation requirements of Section 404 of
the Sarbanes-Oxley Act, reduced disclosure obligations regarding executive compensation in our periodic reports and
proxy statements, and exemptions from the requirements of holding a nonbinding advisory vote on executive
compensation and shareholder approval of any golden parachute payments not previously approved. We cannot
predict if investors will find our common stock less attractive because we may rely on these exemptions. If some
investors find our common stock less attractive as a result, there may be a less active trading market for our common
stock, and our stock price may be more volatile.

We do not intend to pay dividends for the foreseeable future.

We anticipate that we will retain all of our future earnings for use in the development of our business and for general
corporate purposes. Any determination to pay dividends in the future will be at the discretion of our board of directors.
In addition, our existing credit facility restricts and any future indebtedness may restrict our ability to pay dividends.
Accordingly, investors must rely on sales of their common stock after price appreciation, which may never occur, as
the only way to realize any future gains on their investments. Investors seeking cash dividends should not purchase
our common stock.

We have incurred and will continue to incur increased costs as a result of being a public company.

As a public company, we have incurred and will continue to incur significant legal, accounting and other expenses
that we did not incur as a private company. In addition, rules implemented by the SEC and the NYSE require certain
corporate governance practices by public companies. These rules and regulations increase our legal and financial
compliance costs and make some activities more time-consuming and costly. We also incur additional costs associated
with our public company reporting requirements. These rules and regulations may also make it more difficult and
more expensive for us to obtain director and officer liability insurance, and we may be required to accept reduced
policy limits and coverage or incur substantially higher costs to obtain the same or similar coverage. As a result, it
may be more difficult for us to attract and retain qualified people to serve on our board of directors or as executive
officers.
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Provisions in our certificate of incorporation and bylaws and under Delaware law might discourage, delay or
prevent a change of control of our company or changes in our management and, therefore, depress the trading
price of our common stock.

Our amended and restated certificate of incorporation and amended and restated bylaws contain provisions that could
depress the trading price of our common stock by acting to discourage, delay or prevent a change of control of our
company or changes in our management that the stockholders of our company may deem advantageous. These
provisions:

� establish a classified board of directors so that not all members of our board of directors are elected at one
time;

� authorize the issuance of �blank check� preferred stock that our board of directors could issue to increase the
number of outstanding shares to discourage a takeover attempt;

� prohibit stockholder action by written consent, which requires all stockholder actions to be taken at a
meeting of our stockholders;

� prohibit stockholders from calling a special meeting of our stockholders;

� provide that the board of directors is expressly authorized to make, alter or repeal our bylaws;

� establish advance notice requirements for nominations for elections to our board of directors or for
proposing matters that can be acted upon by stockholders at stockholder meetings; and

� provide that a state or federal court located within the State of Delaware will be the exclusive forum for any
derivative action brought on our behalf, any action asserting a breach of fiduciary duty, any action asserting
a claim against us arising under the Delaware General Corporation Law and certain other claims.

Additionally, we are subject to Section 203 of the Delaware General Corporation Law, which generally prohibits a
Delaware corporation from engaging in any of a broad range of business combinations with any �interested� stockholder
for a period of three years following the date on which the stockholder became an �interested� stockholder and which
may discourage, delay or prevent a change of control of our company.

The provisions of our amended and restated certificate of incorporation and amended and restated bylaws may
frustrate or prevent attempts by our stockholders to replace or remove our current management by making it more
difficult for stockholders to replace members of our board of directors, which is responsible for appointing the
members of our management. The provisions of our amended and restated certificate of incorporation and amended
and restated bylaws or Delaware law may also have the effect of delaying or deterring a change in control, which
could limit the opportunity for our stockholders to receive a premium for their shares of our common stock, and could
also affect the price that some investors are willing to pay for our common stock.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
a) Sale of Unregistered Securities

Not applicable.

Item 3. Defaults Upon Senior Securities
Not applicable.

Item 4. Mine Safety Disclosures
Not applicable.

Item 5. Other Information
Not applicable

Item 6. Exhibits
The exhibits listed in the accompanying Exhibit Index are filed or incorporated by reference as part of this Quarterly
Report on Form 10-Q.
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SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

BARRACUDA NETWORKS, INC.

Date: January 9, 2015 By: /s/ William D. Jenkins, Jr.
William D. Jenkins, Jr.
Chief Executive Officer

(Principal Executive Officer)

Date: January 9, 2015 By: /s/ David Faugno
David Faugno
Chief Financial Officer

(Principal Financial Officer)
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EXHIBIT INDEX

Exhibit

Number Description

  31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act

  31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act

  32.1* Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act

  32.2* Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF XBRL Taxonomy Extension Definition Linkbase Document

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

* The certifications attached as Exhibit 32.1 and 32.2 that accompany this Quarterly Report on Form 10-Q are not
deemed filed with the Securities and Exchange Commission and are not to be incorporated by reference into any
filing of Barracuda Networks, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act
of 1934, as amended, whether made before or after the date of this Quarterly Report on Form 10-Q, irrespective
of any general incorporation language contained in such filing.
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