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PART I. FINANCIAL INFORMATION
ITEM 1.

FINANCIAL STATEMENTS
Carbonite, Inc.
Condensed Consolidated Balance Sheets
(Unaudited)
March 31, 2019

December 31, 2018

(in thousands, except share data)

ASSETS
Current assets:
Cash and cash equivalents
Trade accounts receivable, less allowances for doubtful accounts of $947 and $892
Prepaid expenses and other current assets
Total current assets

$

$

333,845
45,446
55,204
26,273
430,297
541,230

Property and equipment, net
Right-of-use lease assets
Other assets
Acquired intangible assets, net
Goodwill
Total assets

252,602
50,501
30,742

198,087
31,569
10,409
240,065
34,101
—
13,876
117,963
155,086

$

1,432,295

$

561,091

$

4,942
21,776
47,583
132,369
172,432

$

2,114
11,620
15,844
—
121,553

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued compensation
Accrued expenses and other current liabilities
Purchase price consideration payable
Current portion of deferred revenue
Total current liabilities
Long-term debt
Long-term lease liabilities
Deferred revenue, net of current portion
Long-term deferred tax liabilities
Other long-term liabilities
Total liabilities
Commitments and contingencies (Note 13)
Stockholders’ equity:
Preferred stock, $0.01 par value; 6,000,000 shares authorized; no shares issued
Common stock, $0.01 par value; 45,000,000 shares authorized; 37,173,458 shares issued and
34,425,777 shares outstanding at March 31, 2019; 36,641,317 shares issued and 33,923,135 shares
outstanding at December 31, 2018
Additional paid-in capital
Treasury stock, at cost (2,747,681 and 2,718,182 shares as of March 31, 2019 and December 31, 2018,
respectively)
Accumulated other comprehensive income
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

379,102
645,371
51,798
42,418
46,335
4,088

151,131
118,305
—
29,151
1,456
3,838

1,169,112

303,881

—

—

372
455,971

366
451,618

(49,276)
2,015
(145,899)

(48,522)
1,650
(147,902)

263,183
$

1,432,295

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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257,210
$

561,091
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Carbonite, Inc.
Condensed Consolidated Statements of Operations
(Unaudited)
Three Months Ended March 31,
2019

2018

(in thousands, except share and per share amounts)

Revenue:
Services
Product
Total revenue

$

71,503
9,712

$

54,574
9,452

81,215

64,026

17,102
383
3,294

15,330
557
2,425

20,779

18,312

60,436

45,714

15,807
20,989
21,765
4,300
—

12,519
14,460
19,860
939
862

62,861

48,640

(2,425)
(4,011)
965
212

(2,926)
(2,601)
244
12

(5,259)
(7,262)

(5,271)
(17,215)

Cost of revenue:
Services
Product
Amortization of intangible assets
Total cost of revenue
Gross profit
Operating expenses:
Research and development
General and administrative
Sales and marketing
Amortization of intangible assets
Restructuring charges
Total operating expenses
Loss from operations
Interest expense
Interest income
Other income (expense), net
Loss before income taxes
Benefit for income taxes
Net income

$

2,003

$

11,944

$
$

0.06
0.06

$
$

0.42
0.40

Net income per common share:
Basic
Diluted
Weighted-average number of common shares outstanding:
Basic
Diluted

34,164,957
35,294,015

28,341,663
30,043,783

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Carbonite, Inc.
Condensed Consolidated Statements of Comprehensive Income
(Unaudited)
Three Months Ended
March 31,
2019

2018
(in thousands)

Net income
Other comprehensive income (loss):
Foreign currency translation adjustments
Total other comprehensive income (loss)

$

Total comprehensive income

$

2,003

$

11,944

365

(639)

365

(639)

2,368

$

11,305

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Carbonite, Inc.
Condensed Consolidated Statements of Stockholders’ Equity
(Unaudited)
Common Stock

in thousands, except share data
Balance as of December 31, 2018
Stock options exercised and vesting of restricted stock
units

Number of
Shares

Additional
Paid-in
Capital

Amount

36,641,317

$

366

532,141

$

6

Stock-based compensation expense

Accumulated
Deficit

451,618

$

Accumulated
Other
Comprehensive
Income

Treasury
Stock

(147,902)

$

(48,522)

$

1,650

Total
Stockholders’
Equity

$

130

136

4,223

4,223

Payments of withholding taxes in connection with
restricted stock unit vesting

(754)

(754)

Other comprehensive income

365

Net income

365

2,003

Balance as of March 31, 2019

37,173,458

$

372

$

Common Stock

in thousands, except share data
Balance as of December 31, 2017
Stock options exercised and vesting of restricted
stock units

Number of
Shares

30,130,856
408,764

455,971

$

Additional
Paid-in
Capital

Amount

$

301

$

4

Stock-based compensation expense

233,343

2,003

(145,899)

$

Accumulated
Deficit

$

(169,344)

(49,276)

$

$

(26,616)

2,015

$

Accumulated
Other
Comprehensive
Income

Treasury
Stock

$

581

Total
Stockholders’
Equity

$

726
3,818
(550)

(550)

13,880

13,880

Other comprehensive loss

(639)

Net income

(639)

11,944
$

305

$

237,883

$

(143,520)

11,944
$

(27,166)

$

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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38,265

722

Adjustment resulting from the adoption of Topic
606

30,539,620

263,183

3,818

Payments of withholding taxes in connection with
restricted stock unit vesting

Balance as of March 31, 2018

257,210

(58)

$

67,444
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Carbonite, Inc.
Condensed Consolidated Statements of Cash Flows
(Unaudited)
Three Months Ended
March 31,
2019

2018
(in thousands)

Operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Amortization of right-of-use assets
Amortization of deferred costs
(Gain) loss on disposal of equipment
Impairment of capitalized software
Stock-based compensation expense
Benefit for deferred income taxes
Non-cash interest expense related to amortization of debt discount
Other non-cash items, net
Changes in assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued expenses and other current liabilities
Other long-term liabilities
Deferred revenue
Net cash provided by operating activities

$

2,003

$

11,944

11,149
1,291
647
(36)
—
4,205
(7,318)
1,712
1

6,077
—
424
58
653
3,737
(17,662)
1,543
66

(356)
(5,430)
123
(870)
7,349
(1,388)
5,662

(4,616)
86
(2,211)
(4,214)
3,016
252
4,138

18,744

3,291

Investing activities
Purchases of property and equipment
Proceeds from sale of property and equipment and businesses
Proceeds from maturities of derivatives
Purchases of derivatives
Payment for intangibles
Payment for acquisition, net of cash acquired
Net cash used in investing activities

(2,758)
51
6
(6)
—
(489,640)

(3,288)
330
—
(1,403)
(1,250)
(144,603)

(492,347)

(150,214)

Proceeds from exercise of stock options
Payments of withholding taxes in connection with restricted stock unit vesting
Proceeds from long-term borrowings, net of debt issuance costs
Net cash provided by financing activities

130
(754)
531,893

726
(550)
88,984

531,269

89,160

Effect of currency exchange rate changes on cash

(463)
57,203
198,087

541
(57,222)
128,231

Financing activities

Net increase (decrease) in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash, beginning of period
Cash, cash equivalents and restricted cash, end of period

$

255,290

$

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Carbonite, Inc.
Condensed Consolidated Statements of Cash Flows (Continued)
(Unaudited)
Supplemental disclosure of cash flow information
Cash paid for income taxes

$

184

$

341

Capitalization of stock-based compensation

$

18

$

81

Acquisition of property and equipment included in accounts payable and accrued expenses

$

10

$

2,751

Supplemental disclosure of non-cash investing and financing activities:

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Carbonite, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Nature of Business
Carbonite, Inc. ("we" or the “Company”) is a leading provider of cloud-based data protection and cybersecurity solutions. The Company was
incorporated in the State of Delaware on February 10, 2005. We provide a robust data protection platform for businesses, including backup, disaster recovery,
high availability and workload migration technology. The Carbonite data protection platform supports businesses on a global scale with secure cloud
infrastructure.
In March 2019, Carbonite acquired Webroot Inc. ("Webroot"), a next-generation cloud-based security and threat intelligence provider for consumers and
businesses. Webroot is a leading security provider for managed service providers to protect small businesses, who rely on Webroot for endpoint protection,
network protection, and security awareness training.
2. Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States (“GAAP”) and include the accounts of the Company and its wholly owned subsidiaries. All intercompany accounts and
transactions between the Company and its subsidiaries have been eliminated in consolidation.
The accompanying unaudited interim condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the
United States Securities and Exchange Commission (“SEC”), the instructions to Form 10-Q, and the provisions of Regulation S-X pertaining to interim
financial statements. Accordingly, certain information and footnote disclosures normally included in the financial statements prepared in accordance with
GAAP have been condensed or omitted pursuant to such rules and regulations. These condensed consolidated financial statements should be read in
conjunction with the Company’s audited consolidated financial statements and the notes thereto, included in the Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2018, as filed with the SEC on February 28, 2019.
In the opinion of management, the condensed consolidated financial statements reflect all adjustments, consisting of normal recurring adjustments,
necessary for a fair presentation of the Company’s financial position for the periods presented. The results for the periods presented are not necessarily
indicative of future results.
Reclassification
The Company has reclassified certain prior period amounts in its condensed consolidated balance sheets to conform to the current period presentation.
The reclassification relates to separately presenting long-term deferred tax liabilities previously included within other long-term liabilities. For the year
ended December 31, 2018, the Company reclassified $1.5 million from other long-term liabilities into long-term deferred tax liabilities.
Recently Adopted Accounting Standards
The Company's significant accounting policies are presented in Note 2 - Summary of Significant Accounting Policies, in the Company's Annual Report
on Form 10-K for fiscal year ended December 31, 2018 filed with the SEC on February 28, 2019. Summarized below are the accounting pronouncements
adopted subsequent to December 31, 2018.
In February 2016, the FASB issued ASU 2016-02, Leases ("ASU 2016-02"). ASU 2016-02 requires lessees to recognize the assets and liabilities on their
balance sheet for the rights and obligations created by leases and continue to recognize expenses on their income statements over the lease term. It also
requires disclosures designed to give financial statement users information on the amount, timing, and uncertainty of cash flows arising from leases. The
Company adopted this standard effective January 1, 2019 using the modified retrospective transition method. The comparative information has not been
restated and continues to be reported under the accounting standards in effect for those periods. The Company elected the package of transition practical
expedients for existing contracts. Adoption of the new standard resulted in the recording of right-of-use assets of $22.6 million and lease liabilities of $28.8
million, as of January 1, 2019. The difference between the right-of-use assets and lease liabilities relates to deferred and prepaid rent balances, the net impact
of which reduced the right-of-use assets. The adoption of the standard did not impact the Company's consolidated net earnings and had no impact on cash
flows. Refer to Note 12 - Leases for additional information related to the Company’s lease obligations.
Recently Issued Accounting Standards
9
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In August 2018, the FASB issued ASU 2018-15, Intangibles-Goodwill and Other-Internal-Use Software (Subtopic 350-40): Customer's Accounting for
Implementation Costs Incurred in a Cloud Computing Arrangement That is a Service Contract. This standard aligns the requirements for capitalizing
implementation costs incurred in a hosting arrangement that is a service contract with the requirements for capitalizing implementation costs incurred to
develop or obtain internal-use software. The standard is effective for annual and interim periods beginning after December 15, 2019, with early adoption
permitted. The Company is currently evaluating the impact of the adoption of this standard on its consolidated financial statements.
3. Revenue Recognition
The Company accounts for revenue in accordance with ASC Topic 606, Revenue from Contracts with Customers. The Company primarily sells services
in the form of “Software-as-a-Service” ("SaaS") and "Hardware-as-a-Service" ("HaaS") offerings as well as maintenance and support ("M&S") and professional
services consisting of implementation, training, migration, protection and consulting. The Company also sells products in the form of on-premise data
protection and migration software and hardware on a standalone basis. Revenues related to services are recorded over the performance period of the service.
Revenues from product licenses and hardware sales are recorded when control of the product has been transferred to the customer.
Disaggregation of Revenue
The following table depicts disaggregated revenue for the three months ended March 31, 2019 and 2018, by type, customer type, sales channel, timing
of revenue recognition, and geography (in thousands):
Three Months Ended March 31, 2019
Products

Services

Three Months Ended March 31, 2018

Total

Products

Services

Total

Customer type
Consumer
Business
Total
Sales channel
Direct
Indirect
Total
Timing of revenue recognition
Transferred at a point in time
Transferred over time
Total
Geography
United States
Other
Total

$

—
9,712

$

27,332
44,171

$

27,332
53,883

$

—
9,452

$

20,943
33,631

$

20,943
43,083

$

9,712

$

71,503

$

81,215

$

9,452

$

54,574

$

64,026

$

1,966
7,746

$

48,593
22,910

$

50,559
30,656

$

1,043
8,409

$

37,881
16,693

$

38,924
25,102

$

9,712

$

71,503

$

81,215

$

9,452

$

54,574

$

64,026

$

9,712
—

$

—
71,503

$

9,712
71,503

$

9,452
—

$

—
54,574

$

9,452
54,574

$

9,712

$

71,503

$

81,215

$

9,452

$

54,574

$

64,026

$

3,081
6,631

$

63,746
7,757

$

66,827
14,388

$

4,650
4,802

$

48,997
5,577

$

53,647
10,379

$

9,712

$

71,503

$

81,215

$

9,452

$

54,574

$

64,026

Contract Assets and Liabilities
Contract assets are rights to consideration in exchange for goods or services that the entity has transferred to a customer when that right is conditional on
something other than the passage of time. Contract assets are transferred to accounts receivable once the rights become unconditional. As of March 31, 2019
and December 31, 2018, the Company did not have contract assets.
Contract liabilities (deferred revenue) primarily consist of billings and payments received in advance of revenue recognition. The Company primarily
bills and collects payments from customers for its services in advance on a monthly and annual basis. The Company initially records fees associated with
performance obligations delivered over time as deferred revenue and then recognizes revenue as performance obligations are satisfied. The Company
classifies deferred revenue as current or noncurrent based on the timing revenue recognition. Changes in contract liabilities for the three months ended
March 31, 2019 are as follows (in thousands):
10
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Deferred Revenue
(Current)

Deferred Revenue
(Noncurrent)

Balance as of December 31, 2018

$

121,553
50,879

$

Increase, net
Balance as of March 31, 2019

29,151
13,267

$

172,432

$

42,418

Revenue recognized in the three months ended March 31, 2019 that was related to deferred revenue at December 31, 2018 was approximately $48.7
million. For the three months ended March 31, 2019, the Company recognized $2.0 million of revenue from deferred revenue related to the acquisition of
Webroot on March 26, 2019.
On March 31, 2019, the Company had $263.1 million of remaining performance obligations. This amount does not include any variable consideration
for sales or usage-based royalties. The Company expects to recognize 72.0% of its remaining performance obligations as revenue in the year ended
December 31, 2019, an additional 21.0% for the year ended December 31, 2020 and the remaining balance thereafter.
Accounts Receivable, Net
Accounts receivable, net, are amounts due from customers where there is an unconditional right to consideration. Unbilled receivables of $8.8 million
and $3.9 million are included in this balance at March 31, 2019 and December 31, 2018, respectively. The payment of consideration related to these unbilled
receivables is conditioned only on the passage of time.
4. Net Income Per Share
Basic net income per share is calculated by dividing net income by the weighted average number of common shares outstanding during the period.
Diluted net income per share is calculated by dividing net income by the sum of the weighted average number of common shares and potentially dilutive
securities outstanding during the period using the treasury stock method. For the periods in which the Company incurs a net loss, the effect of the Company's
outstanding common stock equivalents is not included in the calculation of diluted loss per share as they would be anti-dilutive. The following table sets
forth the computation of basic and diluted net income per share:
Three Months Ended March 31,
2019

2018

(in thousands, except per share data)

Numerator:
Net income
Denominator:
Weighted average common shares outstanding, basic
Effect of potential dilutive common shares

$

2,003

$

34,165
1,129

Weighted average shares outstanding, diluted

11,944
28,342
1,702

35,294

30,044

Basic net income per share

$

0.06

$

0.42

Diluted net income per share

$

0.06

$

0.40

The Company has the ability and intent to settle the principal of the convertible senior notes (the "Convertible Notes"), issued in April 2017, in cash. As
the Company's common stock price exceeded the $25.84 conversion price during the three months ended March 31, 2018, the Company has included the
dilutive effect of shares in excess of the principal amount in the calculation of diluted net income per share as of March 31, 2018, using the treasury stock
method. The Company's stock price did not exceed the conversion price during the three months ended March 31, 2019, therefore the impact of the
Convertible Notes was excluded from the calculation of diluted net income per share.
The following options to purchase common shares, restricted stock units/awards and shares of common stock purchasable under the Company’s 2017
Employee Stock Purchase Plan (“2017 ESPP”) have been excluded from the computation of diluted net income per share because they had an anti-dilutive
impact, or because they related to share-based awards that were contingently issuable, for which the applicable vesting conditions had not been satisfied (in
thousands):
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Three Months Ended March 31,
2019

2018

Options to purchase common shares

1

Restricted stock units/awards
Total

3
206

—
188

209

188

(1) This balance includes shares purchasable under the Company's 2017 ESPP which were determined to be antidilutive.
5. Fair Value of Financial Instruments
Derivative Instruments
Non-designated Foreign Currency Contracts
The Company uses foreign currency forward contracts as part of its strategy to manage exposure related to Euro denominated intercompany monetary
assets and liabilities. The Company has not designated these forward contracts as hedging instruments. Accordingly, the Company recorded the fair value of
these contracts at the end of each reporting period in the condensed consolidated balance sheets, with changes in the fair value recorded in earnings as other
income (expense), net in the condensed consolidated statements of operations. Cash flows from the settlement of these non-designated foreign currency
contracts are reported in cash flows from investing activities. These currency forward contracts are entered into for periods consistent with currency
transaction exposures, generally less than one year. At March 31, 2019 and December 31, 2018, the Company had outstanding contracts with a total notional
value of $44.6 million and $43.8 million, respectively.
The following table provides a quantitative summary of the fair value of derivative instruments not designated as hedging instruments as of March 31,
2019 and December 31, 2018 (in thousands):
Fair Value
Description

Balance Sheet Classification

Derivative assets:
Non-designated hedging instruments
Foreign currency contracts
Total derivative assets
Derivative liabilities:
Non-designated hedging instruments
Foreign currency contracts
Total derivative liabilities

March 31, 2019

Prepaid expenses and other current assets

Accrued expenses and other current liabilities

December 31, 2018

$

930

$

—

$

930

$

—

$

—

$

195

$

—

$

195

The following table summarizes the gains (losses) related to derivative instruments not designated as hedging instruments for the three months ended
March 31, 2019 and 2018 (in thousands):
Three Months Ended March 31,
Description

Location in Statement of Operations

Foreign currency contracts

Other income (expense), net

2019

$

1,125

2018

$

(1,071)

Other Fair Value Measurements and Disclosures
The Company applies the guidance in ASC 820, Fair Value Measurements and Disclosures, (“ASC 820”), which provides that fair value is based on 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. In
order to increase consistency and comparability in fair value measurements, ASC 820 establishes a fair value hierarchy that prioritizes observable and
unobservable inputs used to measure fair value into three broad levels, which are described below:
Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair value hierarchy gives
the highest priority to Level 1 inputs.
12
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Level 2: Other inputs that are observable directly or indirectly, such as quoted prices for similar assets and liabilities or market corroborated inputs.
Level 3: Unobservable inputs are used when little or no market data is available, which requires the Company to develop its own assumptions about how
market participants would value the assets or liabilities. The fair value hierarchy gives the lowest priority to Level 3 inputs.
In determining fair value, the Company utilizes valuation techniques that maximize the use of observable inputs and minimize the use of unobservable
inputs to the extent possible in its assessment of fair value.
The Company’s assets and liabilities that are measured at fair value on a recurring basis, by level, within the fair value hierarchy are summarized as
follows (in thousands):
March 31, 2019
Level 1

Level 2

December 31, 2018

Level 3

Total

Level 1

$ 200,163

$ 156,200

Level 2

Level 3

Total

Assets:
Cash equivalents - money
market funds
Foreign currency exchange
contracts
Total

$ 200,163

$

—
$ 200,163

—

$

930
$

930

$

—
—

930

—

—

$ 201,093

$ 156,200

—

$

—

—

$

—

$

—

$

—
$

—

$

—

$ 156,200

—

—

—

$ 156,200

—

$

195

—

$

195

Liabilities:
Foreign currency exchange
contracts
Total

—
$

—

—
$

—

$

—
$

—

195
$

195

$

The Company’s investments in money market funds are classified within Level 1 of the fair value hierarchy because they are valued using quoted market
prices. The Company's foreign currency exchange contracts are classified as Level 2 within the fair value hierarchy as they are valued using professional
pricing sources for identical or comparable instruments, rather than direct observations of quoted prices in active markets. No assets or liabilities are classified
as Level 3 within the fair value hierarchy.
The Company estimates the fair value of its Convertible Notes and Term Loans using quoted market prices in inactive markets on the last trading day of
the reporting period. The Convertible Notes and Term Loans have been classified as Level 2 within the fair value hierarchy. The principal amount, carrying
value (the carrying value of the Convertible Notes excludes the equity component) and related estimated fair value of the Company's Convertible Notes and
Term Loans reported in the condensed consolidated balance sheets as of March 31, 2019 and December 31, 2018 are as follows (in thousands):
March 31, 2019
Principal

Convertible notes
Term loans

$
$

143,750
550,000

December 31, 2018

Carrying Value

$
$

120,025
530,825

Fair Value

$
$

167,006
549,313

Principal

$
$

143,750
—

Carrying Value

$
$

118,305
—

Fair Value

$
$

168,287
—

The carrying amounts for cash and cash equivalents, accounts receivable, and accounts payable and accrued expenses approximate fair value because of
their short maturities.
Non-Recurring Fair Value Measures
Certain non-financial assets, such as goodwill, intangible assets and property and equipment, are measured at fair value on a non-recurring basis when
there are identifiable events or changes in circumstances that may have a significant adverse impact on the fair value of these assets. Such fair value measures
are considered to be within the Level 3 valuation hierarchy due to the subjective nature of the unobservable inputs used. During the three months
ended March 31, 2018, the Company recorded an impairment charge of $0.7 million related to internally developed software costs which were no longer
recoverable as the project was discontinued. The Company recorded the impairment charge in the cost of revenue, research and development, sales and
marketing, and general and administrative captions in the condensed consolidated statements of operations. There were no impairment charges during the
three months ended March 31, 2019.
6. Acquisitions
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Acquisition-Related Expenses
In the three months ended March 31, 2019 and 2018, acquisition-related expenses were $9.5 million and $3.3 million, respectively. Acquisition-related
expenses have been included primarily in general and administrative expenses in the condensed consolidated statements of operations. The Company's
current year acquisition costs relate to the acquisition of Webroot and the prior year acquisition costs relate to the acquisition of Mozy.
2019 Acquisition
On February 7, 2019, the Company entered into an agreement and plan of merger (the "Agreement") to acquire Webroot. Pursuant to the Agreement, on
March 26, 2019, the Company completed the acquisition of all of the issued and outstanding capital stock of Webroot, a next-generation online and cloudbased security and threat intelligence provider for consumers and businesses, for a purchase price of $622.0 million in cash, net of cash acquired. The
purchase price was funded with cash on hand and funds secured under a new credit facility (refer to Note 15 - Borrowings and Credit Arrangements). The
acquisition of Webroot has been accounted for as a business combination and the Company has recorded the assets acquired and liabilities assumed at their
respective fair values as of the acquisition date.
The purchase price allocation is considered preliminary, and additional adjustments may be recorded during the measurement period in accordance with
FASB’s guidance regarding business combinations. The purchase price allocation will be finalized as the Company receives additional information relevant
to the acquisition, including the final valuation and reconciliation of the assets purchased, including tangible and intangible assets, liabilities assumed, and
the related impact to the deferred tax assets and liabilities. The following tables summarize the preliminary purchase price allocation (in thousands):

Fair value of consideration transferred:
Cash, net of cash acquired
Purchase price consideration liability

$

489,640
132,369

Fair value of total acquisition consideration

$

622,009

$

18,783
13,501
11,613
33,476
8,934
320,152
386,413

Fair value of assets acquired and liabilities assumed:
Accounts receivable
Prepaid and other current assets
Property and equipment
Right-of-use lease assets
Other assets
Intangible assets
Goodwill
Total assets acquired
Accounts payable
Accrued liabilities
Deferred revenues
Long-term lease liabilities
Deferred tax liability

792,872
(3,496)
(18,950)
(58,783)
(33,476)
(56,158)
$

Net assets acquired

622,009

The Company engaged a third-party valuation firm to assist in the valuation of intangible assets consisting of customer relationships, developed
technology and internal-use technology, and the Webroot trade name as well as in the valuation of deferred revenue and property and equipment. The fair
values of the remaining Webroot assets and liabilities noted above approximate their carrying values at March 26, 2019.
In connection with the acquisition of Webroot, goodwill of $386.4 million was recognized for the excess purchase price over the fair value of the net
assets acquired. The Company believes the goodwill related to the acquisition will enable the Company to leverage its technology in the broader market, as
well as offering cross-selling market exposure opportunities. Goodwill from the acquisition of Webroot is included within the Company’s one reporting unit
and will be included in the annual review for impairment. Goodwill is not deductible for tax purposes as this acquisition was a stock purchase.
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The significant intangible assets identified in the purchase price allocation discussed above include developed technology, customer relationships, trade
names, and internal-use technology which are amortized over their estimated useful lives based on the pattern of consumption of the economic benefits or, if
that pattern cannot be readily determined, on a straight-line basis. Customer relationships represent the underlying relationships with certain customers to
provide ongoing services for products sold. To value the customer relationship asset, the Company utilized the income approach, specifically a discounted
cash-flow method known as the excess earnings method. Developed technology consists of products that have reached technological feasibility and trade
names represent acquired company and product names. The developed technology and trade name intangibles were valued using a relief from royalty
method, which considers both the market approach and the income approach. Internal-use technology consists of developed tools used internally to assist the
Company in generating revenue. The internal-use technology was valued using the replacement cost approach. The following table presents the estimated
fair values and useful lives of the identifiable intangible assets acquired and risk-adjusted discount rates used in the valuation:
Weighted Average
Useful Life
(in years)

Amount
(in thousands)

Developed technology

$

Customer relationships
Trade names
Internal-use technology
Total identifiable intangible assets

128,000
170,000
18,400
3,752

$

320,152

6.8
10.7
4.0
2.0

Risk-Adjusted
Discount Rates used in
Valuation1

14.0%
15.0% - 17.5%
14.0%
17.5%

(1) Note that acquired internal-use technology was valued using the replacement cost approach which uses an estimated
market return rate as opposed to a risk-adjusted discount rate.
For the three months ended March 31, 2019, the operating results of Webroot, which are included in the Company's condensed consolidated statements
of operations since the date of acquisition, are comprised of $2.7 million of revenue and $3.1 million of expenses, excluding amortization expense.
Pro Forma Financial Information
The following unaudited pro forma information presents the condensed consolidated results of operations of the Company and Webroot for the three
month periods ended March 31, 2019 and 2018 as if the acquisition of Webroot had been completed on January 1, 2018. These pro forma condensed
consolidated financial results have been prepared for comparative purposes only and include certain adjustments that reflect pro forma results of operations,
such as increased amortization for the fair value of acquired intangible assets, fair value adjustment for deferred revenue, additional annual interest expense
resulting from interest on the Company's new credit facility (as further described in Note 15 - Borrowings and Credit Arrangements) to finance the
acquisition of Webroot, reversal of depreciation expense resulting from the application of fair value measurement to acquired property and equipment,
adjustments for contract costs in connection with the adoption of Topic 606, and adjustments relating to the tax effect of combining the Carbonite and
Webroot businesses.
The unaudited pro forma results do not reflect any operating efficiencies or potential cost savings which may result from the consolidation of the
operations of the Company and Webroot. Accordingly, these unaudited pro forma results are presented for informational purposes only and are not
necessarily indicative of the results of operations that actually would have been achieved had the acquisition occurred as of January 1, 2018, nor are they
intended to represent or be indicative of future results of operations (in thousands):
Three Months Ended March 31,
2019

Pro forma revenue
Pro forma net income (loss)
Pro forma net income (loss) per common share:
Basic
Diluted

2018

$
$

137,106
3,654

$
$

105,561
(3,882)

$
$

0.11
0.10

$
$

(0.14)
(0.14)

2018 Acquisition
On February 12, 2018, the Company entered into a definitive Master Acquisition Agreement ("the Mozy Agreement") with EMC Corporation (“EMC”),
Mozy and Dell Technologies, Inc. Pursuant to the Mozy Agreement, on March 19, 2018, the
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Company completed the acquisition of all of the issued and outstanding capital stock of Mozy, a cloud backup service for consumers and businesses, and
certain related business assets owned by EMC or its affiliates, for a purchase price of $144.6 million in cash, net of cash acquired. The purchase price was
funded with cash on hand and funds available under the Company’s previous revolving credit facility that has since been repaid and terminated. In
connection with the acquisition of Mozy, the Company negotiated a transition services agreement to cover certain consulting, technology and engineering
services for up to eighteen months post close. The acquisition of Mozy has been accounted for as a business combination and the Company has recorded the
assets acquired and liabilities assumed at their respective fair values as of the acquisition date.
The following table summarizes the final purchase price allocation (in thousands):
Fair value of consideration transferred:
Cash, net of cash acquired

$

144,597

Fair value of total acquisition consideration

$

144,597

$

1,629
872
7,169
242
96,400
74,753

Fair value of assets acquired and liabilities assumed:
Accounts receivable
Prepaid and other current assets
Property and equipment
Other assets
Intangible assets
Goodwill
Total assets acquired
Accounts payable
Accrued liabilities
Deferred revenues
Deferred tax liability

181,065
(141)
(417)
(19,740)
(16,170)
$

Net assets acquired

144,597

The Company engaged a third-party valuation firm to assist in the valuation of intangible assets consisting of customer relationships, developed
technology and the Mozy trade name as well as in the valuation of deferred revenue and property and equipment. The fair values of the remaining Mozy
assets and liabilities noted above approximate their carrying values at March 19, 2018.
The Company believes the goodwill related to the acquisition was a result of the ability of the Company to leverage its technology in the broader
market, as well as offering cross-selling market exposure opportunities. Goodwill from the acquisition of Mozy is included within the Company’s one
reporting unit and will be included in the annual review for impairment. Goodwill is not deductible for tax purposes as this acquisition was a stock purchase.
The significant intangible assets identified in the purchase price allocation discussed above include customer relationships, developed technology, and
trade names which are amortized over their estimated useful lives based on the pattern of consumption of the economic benefits or, if that pattern cannot be
readily determined, on a straight-line basis. Customer relationships represent the underlying relationships with certain customers to provide ongoing services
for products sold. To value the customer relationship asset, the Company utilized the income approach, specifically a discounted cash-flow method known as
the excess earnings method. Developed technology consists of products that have reached technological feasibility and trade names represent acquired
company and product names. The developed technology intangible was valued using a relief from royalty method, which considers both the market approach
and the income approach. The trade name intangible was valued using the replacement cost/lost profits methodology. The following table presents the
estimated fair values and useful lives of the identifiable intangible assets acquired and risk-adjusted discount rates used in the valuation:
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Weighted Average
Useful Life
(in years)

Amount
(in thousands)

Developed technology

$

Customer relationships
Trade names
Total identifiable intangible assets

8,700
87,200
500

$

96,400

Risk-Adjusted
Discount Rates used in
Valuation

2.0
7.0
2.0

12.5%
16.5 - 17.5%
12.5%

Pro Forma Financial Information
The following unaudited pro forma information presents the condensed consolidated results of operations of the Company and Mozy for the three month
period ended March 31, 2018 as if the acquisition of Mozy had been completed on January 1, 2018. These pro forma condensed consolidated financial
results have been prepared for comparative purposes only and include certain adjustments that reflect pro forma results of operations, such as increased
amortization for the fair value of acquired intangible assets, fair value adjustment for deferred revenue, additional annual interest expense resulting from
interest on the previous revolving credit facility to finance the acquisition of Mozy, reversal of depreciation expense resulting from the application of fair
value measurement to acquired property and equipment and adjustments relating to the tax effect of combining the Carbonite and Mozy businesses.
The unaudited pro forma results do not reflect any operating efficiencies or potential cost savings which may result from the consolidation of the
operations of the Company and Mozy. Accordingly, these unaudited pro forma results are presented for informational purposes only and are not necessarily
indicative of the results of operations that actually would have been achieved had the acquisition occurred as of January 1, 2018, nor are they intended to
represent or be indicative of future results of operations (in thousands):
Three Months Ended March 31,
2018

Pro forma revenue
Pro forma net (loss) income
Pro forma net (loss) income per common share:
Basic
Diluted

$
$

79,034
15,082

$
$

0.53
0.50

7. Goodwill and Acquired Intangible Assets
The following is a rollforward of the Company's goodwill balance (in thousands):
Goodwill

Balance as of December 31, 2018

$

Goodwill acquired
Effect of foreign exchange rates
Balance as of March 31, 2019

155,086
386,413
(269)

$

541,230

Acquired intangible assets consist of the following (in thousands):
March 31, 2019
WeightedAverage
Estimated
Useful Life
(in years)

Technology-related
Customer relationships
Trade names
Internal-use technology
Total

Gross
Carrying
Value

December 31, 2018

Net
Carrying
Value

Accumulated
Amortization

Gross
Carrying
Value

Net
Carrying
Value

Accumulated
Amortization

6.1 $
9.3
3.8
2.0

186,805
266,898
22,128
3,752

$

29,760
17,129
2,367
30

$

157,045
249,769
19,761
3,722

$

59,018
96,997
3,752
—

$

26,551
13,398
1,855
—

$

32,467
83,599
1,897
—

5.3 $

479,583

$

49,286

$

430,297

$

159,767

$

41,804

$

117,963
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The Company recorded amortization expense of $7.6 million and $3.4 million for the three months ended March 31, 2019 and 2018, respectively.
Amortization relating to developed technology is recorded within a separate line within cost of revenue and amortization of customer relationships, trade
names and internal-use technology are recorded within a separate line within operating expenses.
Future estimated amortization expense of acquired intangibles as of March 31, 2019 is as follows (in thousands):
Remainder of 2019
2020
2021
2022
2023
Thereafter

$

56,533
69,468
64,940
56,227
48,108
135,021

$

430,297

8. Accrued Expenses and Other Current Liabilities
The components of accrued expenses and other current liabilities are as follows (in thousands):
December 31,
2018

March 31, 2019

Accrued consulting and professional fees

$

Accrued tax liabilities
Accrued sales and marketing
Accrued interest
Accrued facilities
Accrued other expenses
Total accrued expenses
Current portion of long-term lease liabilities
Current portion of long-term debt
Derivative liability
Total other current liabilities
Total accrued expenses and other current liabilities

$

12,332
5,244
2,513
2,285
481
9,844

$

3,103
4,588
1,606
980
1,807
3,565

32,699

15,649

9,405
5,479
—

—
—
195

14,884

195

47,583

$

15,844

The Company has also recorded a liability of $132.4 million in purchase price consideration payable within the condensed consolidated balance sheet.
The liability represents amounts owed to Webroot option holders in connection with the acquisition and was paid by the Company on April 5, 2019.
9. Stockholders' Equity
Share Repurchase Program
On November 19, 2018, the Company's Board of Directors authorized a $50.0 million share repurchase program in lieu of the previous program that
expired in May 2018. Share repurchases are made from time-to-time in the open market, in privately negotiated transactions or otherwise, in accordance with
applicable securities laws and regulations. The timing and amount of any share repurchases are determined by the Company's management based on
evaluation of market conditions, the trading price of the stock, and other factors.
The Company did not make any repurchases under the programs during the three months ended March 31, 2019 and 2018. At March 31, 2019,
approximately $28.5 million remained available under the Company's share repurchase program.
10. Stock-based Awards
Employee Stock Purchase Plan
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On May 18, 2017, the Company's stockholders approved the 2017 ESPP. Under the 2017 ESPP, eligible employees may purchase shares of the
Company's common stock, subject to certain limitations, at the lesser of 85% of the beginning or ending withholding period fair market value as defined in
the 2017 ESPP. There are two six-month withholding periods in each fiscal year. As of March 31, 2019, rights to acquire 420,314 shares of common stock
were available for issuance under the 2017 ESPP.
Stock-based Compensation Expense
Stock-based compensation is reflected in the consolidated statement of operations as follows (in thousands):
Three Months Ended
March 31,
2019

2018

Cost of revenues

$

$

Research and development
General and administrative
Sales and marketing
Total stock-based compensation expense

424
946
1,958
877

325
687
2,124
601

$

4,205

$

3,737

11. Income Taxes
The Company's effective income tax rates were 138.1% and 326.6% for the three months ended March 31, 2019 and 2018, respectively. The Company's
effective income tax rate is based upon estimated income before provision for income taxes for the year, composition of the income in different countries, and
adjustments, if any, in the applicable quarterly periods for potential tax consequences, benefits and/or resolutions of tax audits or other tax contingencies. For
the three months ended March 31, 2019 and 2018, the effective income tax rate varied from the statutory income tax rate principally due to the release of U.S.
valuation allowance as a result of the acquisitions of Webroot and Mozy, respectively. The tax benefit recognized during the three months ended March 31,
2019 and 2018, consists of a tax benefit for a U.S. valuation allowance release that is partially offset by foreign tax expense.
The Company's effective income tax rate in the three months ended March 31, 2019 differed from the three months ended March 31, 2018, primarily due
to the amount of valuation allowanced that was released in the two periods. The U.S. net deferred tax liability primarily relates to non-tax deductible
intangible assets recognized in the financial statements which generate a deferred tax liability. The net deferred tax liability established represents a source of
income and provides evidence of the realizability of previously unrecognized deferred tax assets in the U.S. Therefore, the Company has recorded a discrete
tax benefit of $5.4 million and $17.6 million in the three months ended March 31, 2019 and 2018, respectively, for the release of valuation allowance related
to the deferred tax liability recorded in purchase accounting. As of March 31, 2019, the U.S. no longer maintains a full valuation allowance as it is in a net
deferred tax liability position with the addition of Webroot to the U.S. combined group. As of March 31, 2019, the Company maintained a valuation
allowance of $3.6 million related specifically to deferred tax assets for state net operating losses for which the realizability remains uncertain.
12. Leases
The Company leases office space to support business activities such as information technology, research and development, product support,
development and management, sales and general administration. The Company also leases data center space to store and protect customer data. The
Company's office leases expire at varying dates through 2029. The Company's data center leases expire at varying dates through 2023.
On January 1, 2019, the Company adopted ASU 2016-02, Leases using the modified retrospective transition method. The Company has elected an
accounting policy to forgo the recognition of lease assets or liabilities for short-term leases. Short-term leases are defined, in accordance with the standard, as
those with terms of one year or less and do not include an option to purchase the underlying asset that the lessee is reasonably certain to exercise. The
Company also elected the package of practical expedients which applies to leases that commenced before the adoption date. By electing the package of
practical expedients, the Company did not reassess: whether any existing contracts are or contain leases, the lease classification for any existing leases and
initial direct costs for any existing leases. The Company has also elected to combine lease and non-lease components when calculating minimum lease
payments on new leases for all asset classes. However, in accordance with the standard, variable payments will be excluded from the calculation of lease
assets and liabilities. The Company makes variable payments on certain of its leases related to taxes, insurance, utilities, and common area maintenance
("CAM"), among other things.
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The Company reviews new contracts as they are executed to identify leases. The Company determines if an arrangement is a lease at the inception of a
contract based on whether the contract, or a part of the contract, conveys the right to control the use of a specified asset for a period of time in exchange for
consideration. The Company measures right-of-use assets and liabilities at the lease commencement date based on the net present value of fixed lease
payments over the lease term. The lease term includes options to extend or terminate the lease when it is reasonably certain that the Company will exercise
those options. Right-of-use assets also include any advance lease payments made and exclude lease incentives.
The Company was unable to readily determine the implicit rate on its operating leases. As a result, the Company elected to use incremental borrowing
rates based on the information available at the commencement date in determining the present value of lease payments. The incremental borrowing rates
reflect the rates of interest that the Company would have to pay to borrow an amount equal to the lease payments on a collateralized basis, over a similar
term, and in a similar economic environment. Lease expense is recognized on a straight-line basis over the lease term.
Pursuant to the lease agreement for the Company's corporate headquarters in Boston, Massachusetts, the Company has posted a security deposit of $0.8
million, which is maintained as a letter of credit. Pursuant to the lease agreement for the Webroot office located in Broomfield, Colorado, the Company is
required to maintain a bank guarantee in the amount of $2.0 million until December 31, 2020, at which point the guarantee begins reducing. This guarantee
is considered restricted cash and is included within other assets on the condensed consolidated balance sheet.
Operating lease right-of-use assets and long-term operating lease liabilities are included as separate lines in the condensed consolidated balance sheets.
The current portion of operating lease liabilities are included in accrued expenses and other current liabilities in the condensed consolidated balance sheets.
In connection with the acquisition of Webroot on March 26, 2019, the Company recorded right-of-use assets of $33.5 million and lease liabilities of $33.5
million on the condensed consolidated balance sheet. As of March 31, 2019, right-of-use lease assets were $55.2 million and lease liabilities were $61.2
million. Of the total lease liabilities as of March 31, 2019, $9.4 million were classified as current.
For the three months ended March 31, 2019, the components of lease expense were as follows:
Three Months Ended March 31, 2019

Data
Center
Leases

Office
Leases

(in thousands)

Total

Operating lease costs
Variable lease costs
Short-term lease costs

$

814
250
253

$

916
603
92

$

1,730
853
345

Total lease costs

$

1,317

$

1,611

$

2,928

For the three months ended March 31, 2019, cash flows related to leases were as follows:
Three Months Ended
March 31,
(in thousands)

2019

Cash paid for amounts included in the measurement of lease liabilities:
Office leases
Data center leases
Right-of-use assets obtained in exchange for lease obligations:
Office leases
Data center leases

$

1,160
948

$

2,108

$

47,740
8,760

$

56,500

The following table summarizes the weighted average remaining lease terms and discount rates associated with the Company's leases as of March 31,
2019:
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Data Center
Leases

Office Leases

Operating Leases:
Weighted average remaining lease term (in years)
Weighted-average discount rate

7.8
6.65%

2.8
5.92%

Maturity of lease liabilities under all operating leases as of March 31, 2019, are as follows (in thousands):
Data
Center
Leases

Office
Leases

Years Ended December 31,

Total Undiscounted
Cash Flows

Remainder of 2019
2020
2021
2022
2023
Thereafter

$

7,032
9,371
9,705
8,576
7,613
26,405

$

2,733
3,533
2,139
833
70
—

$

9,765
12,904
11,844
9,409
7,683
26,405

Total

$

68,702

$

9,308

$

78,010

Less: present value adjustment

$

16,085

$

722

$

16,807

$

52,617

$

8,586

$

61,203

Lease liabilities

As previously disclosed in the 2018 Annual Report on Form 10-K and under the previous lease accounting standard, ASC 840, Leases, the total
commitment for non-cancellable operating leases as of December 31, 2018 was as follows (in thousands):
Data
Center
Leases1

Office
Leases

Years Ended December 31,

2019
2020
2021
2022
2023
Thereafter
Total

Total

$

4,194
3,975
3,888
3,713
3,655
5,183

$

4,833
4,434
2,133
833
70
—

$

9,027
8,409
6,021
4,546
3,725
5,183

$

24,608

$

12,303

$

36,911

(1) Certain amounts in the table above relating to colocation leases for the Company's servers include usagebased charges in addition to base rent.
Rent expense was $2.3 million for the three months ended March 31, 2018. As of December 31, 2018, $4.5 million was included in accrued expenses and
other current liabilities and other long-term liabilities related to deferred rent.
13. Commitments and Contingencies
Other Non-cancellable Commitments
As of March 31, 2019, the Company had non-cancellable commitments to vendors primarily consisting of hosted software, consulting, advertising,
marketing and broadband services contracts, as follows (in thousands):
Years Ended December 31,

Remainder of 2019
2020
2021
Total
21
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20,491
5,559
167

$

26,217
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Litigation
On February 27, 2017, a non-practicing entity named Realtime Data LLC (“Realtime Data”) filed a lawsuit against the Company in the U.S. District
Court for the Eastern District of Texas, alleging that the Company’s cloud storage services infringe upon certain patents held by Realtime Data. Realtime
Data’s complaint against the Company sought damages in an unspecified amount and injunctive relief. On December 19, 2017, the United States District
Court for the Eastern District of Texas transferred the case to the United States District Court of Massachusetts. Realtime Data has filed patent suits against
several other companies around the country, and one or more of the asserted patents are currently in various stages of other litigations and/or United States
Patent and Trademark Office ("USPTO") post-grant proceedings. No trial date has been set. The Company is defending itself vigorously. The Company has
not accrued a loss contingency related to this matter because litigation related to a non-practicing entity is inherently unpredictable. Although a loss is
reasonably possible, an unfavorable outcome is not considered by management to be probable at this time and the Company remains unable to reasonably
estimate a possible loss or range of loss associated with this litigation.
The Company is from time to time subject to various other legal proceedings and claims, either asserted or unasserted, which arise in the ordinary course
of business. The Company routinely assesses its current litigation and/or threatened litigation as to the probability of ultimately incurring a liability, and
records its best estimate of the ultimate loss if reasonably possible to estimate, in situations where the Company assesses the likelihood of loss as probable.
While the outcome of these other claims cannot be predicted with certainty, management does not believe that the outcome of any of these other legal
matters will have a material adverse effect on the Company’s condensed consolidated financial statements.
14. Restructuring
In October 2017, the Company initiated a restructuring program ("2017 Plan") to streamline operations and reduce operating costs. The 2017 plan was
completed in the fourth quarter of 2018. The Company incurred restructuring charges totaling $1.8 million related to employee severance under the 2017
plan.
There were no restructuring charges for the three months ended March 31, 2019, nor did the Company have any amounts accrued related to restructuring
charges as of March 31, 2019. The following table summarizes the Company's restructuring activities for the three months ended March 31, 2018 (in
thousands):
Employee Severance and
Related Costs

Accrued restructuring as of December 31, 2017
Charges
Cash payments
Non-cash and other adjustments

$

688
862
(665)
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Accrued restructuring as of March 31, 2018

$

907

15. Borrowings and Credit Arrangements
2019 Credit Agreement
On March 26, 2019, in connection with the acquisition of Webroot, the Company entered into a credit agreement (the "Credit Agreement") with Barclays
Bank PLC as administrative agent and certain other lenders, for a seven-year senior secured term loan facility of $550.0 million (the "Term Loans") and a fiveyear secured revolving credit facility of $130.0 million, including a $15.0 million sub-limit for letters of credit and a $15.0 million sub-limit for swingline
loans (the "2019 Revolver"). The facilities under the Credit Agreement are secured by substantially all of the Company’s assets and contain customary
affirmative and negative covenants, including, among others, certain limitations on the incurrence of indebtedness, guarantees and liens, the making of
investments, acquisitions and dispositions, the payment of dividends and the repurchase of capital stock and the repayment, redemption or amendment of
subordinated debt.
Upon execution of the Credit Agreement, the Company terminated its previously executed revolving credit facility entered into on March 19, 2018 (the
"2018 Revolver"). In accordance with ASC 470-50, Debt Modifications and Exchanges, during the three months ended March 31, 2019, the Company wrote
off $0.8 million of unamortized debt issuance costs associated with the 2018 Revolver, which is included within interest expense on the condensed
consolidated statement of operations.
Term Loans
22

Table of Contents
The Term Loans were issued at 99.0% of their face amount and will mature on the earlier of March 26, 2026 or, 91 days prior to the maturity of the
Company’s outstanding Convertible Notes, to the extent that, on such date: (1) the Convertible Notes have not been repurchased (and cancelled), redeemed,
defeased, repaid, satisfied and discharged or refinanced, (2) the maturity date of the Convertible Notes has not been extended beyond June 26, 2026, and (3)
the Company's liquidity is not in excess of the amount required to repay the Convertible Notes at such time plus $20 million.
The Term Loans bear interest at a variable rate calculated as LIBOR plus an applicable margin, as defined in the Credit Agreement. As of March 31,
2019, the interest rate was 6.306%. Principal payments in the amount of 0.25% of the outstanding loan balance as of the closing date are due in quarterly
increments beginning on June 30, 2019, with all remaining amounts outstanding due upon maturity. As of March 31, 2019 the Term Loans consisted of the
following:
March 31, 2019

Principal

$

550,000
(3,962)
(15,213)
(5,479)

$

525,346

Less: debt issuance costs
Less: debt discount
Less: current portion
Long-term debt, net
Revolving Credit Facility

The 2019 Revolver matures on the earlier of March 26, 2024 or, 91 days prior to the maturity of the Company’s outstanding Convertible Notes, to the
extent that, on such date: (1) the Convertible Notes have not been repurchased (and cancelled), redeemed, defeased, repaid, satisfied and discharged or
refinanced, (2) the maturity date of the Convertible Notes has not been extended beyond June 26, 2024, and (3) the Company's liquidity is not in excess of
the amount required to repay the Convertible Notes at such time plus $20 million.
Borrowings under the 2019 Revolver bear interest at a variable rate calculated as LIBOR plus an applicable margin, as defined in the Credit Agreement.
The 2019 Revolver contains a financial covenant ratio that the Company must satisfy as of the end of any fiscal quarter when borrowings under the facility
exceed a specified percentage of the total availability. As of March 31, 2019, the Company had no outstanding borrowings under the 2019 Revolver.
Convertible Notes
On April 4, 2017, the Company issued, in a private offering, $143.8 million aggregate principal amount of Convertible Notes. The Convertible Notes
accrue interest at 2.5% per year, payable semiannually in arrears on April 1 and October 1 of each year. The Convertible Notes will mature on April 1, 2022,
unless earlier repurchased, redeemed or converted.
The conversion rate for the Convertible Notes is initially 38.7034 shares of Company’s common stock per $1,000 principal amount of Convertible
Notes, which is equivalent to an initial conversion price of approximately $25.84 per share of common stock. Prior to January 1, 2022, the Convertible Notes
will be convertible by the holders only upon satisfaction of the following conditions and during following periods:
1.

During any calendar quarter, if the last reported sale price of the Company's common stock for at least 20 trading days (whether or not consecutive)
during a period of 30 consecutive trading days ending on the last trading day of the immediately preceding calendar quarter is greater than or equal
to 130% of the conversion price on each applicable trading day;

2.

During the five business day period after any five consecutive trading day period (the “Measurement Period”) in which the trading price per $1,000
principal amount of notes for each trading day of the Measurement Period was less than 98% of the product of the last reported sale price of the
Company's common stock and the conversion rate on each such trading day;

3.

If the Company calls any or all of the notes for redemption at any time prior to the close of business on the second scheduled trading day
immediately preceding the redemption date; and

4.

Upon the occurrence of certain specified corporate events.

On or after January 1, 2022 until the close of business on the second scheduled trading day immediately preceding the maturity date, holders may
convert their notes at any time. The Company may satisfy any conversion obligations by paying or delivering, as the case may be, cash, shares of its common
stock or a combination of cash and shares of its common stock, at
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the Company's election in the manner and subject to the terms and conditions provided in the indenture governing the Convertible Notes.
The Company may redeem for cash all or any portion of the Convertible Notes, at its option, on or after April 5, 2020 if the last reported sale price of the
Company's common stock has been at least 130% of the conversion price then in effect for at least 20 trading days (whether or not consecutive), during any
30 consecutive trading day period ending on the trading day immediately preceding the date on which the Company provides notice of redemption at a
redemption price equal to 100% of the principal amount of the Convertible Notes to be redeemed, plus accrued and unpaid interest to, but excluding, the
redemption date.
The Company received $138.7 million in proceeds from the issuance of the Convertible Notes, net of debt issuance costs and the discounts to the initial
purchasers. The Company used $39.2 million of the proceeds to repay all amounts outstanding under its previous revolving credit facility and $15.0 million
of the proceeds to repurchase shares of its common stock from purchasers of Convertible Notes in privately negotiated transactions effected through one or
more of the initial purchasers or their affiliates conducted concurrently with the pricing of the Convertible Notes. The remaining proceeds will be used for
general corporate purposes, including potential acquisitions.
In accordance with ASC 470-20, Debt with Conversion and Other Options, the Company separated the Convertible Notes into liability and equity
components. The carrying amount of the liability component was calculated by measuring the fair value of a similar liability that does not have an associated
convertible feature. The carrying amount of the equity component representing the conversion option was determined by deducting the fair value of the
liability component from the par value of the Convertible Notes as a whole. The excess of the principal amount of the liability component over its carrying
amount (“debt discount”) is amortized to interest expense over the term of the Convertible Notes. The equity component is included in the additional paidin-capital portion of stockholders’ equity on the Company’s consolidated balance sheet and is not remeasured as long as it continues to meet the conditions
for equity classification.
In addition, the debt issuance costs and debt discount are allocated between the liability and equity components in proportion to the allocation of the
proceeds. The issuance costs and discount allocated to the liability component are capitalized as a reduction of the principal amount of the Convertible
Notes payable on the Company’s balance sheet and amortized, using the effective-interest method, as additional interest expense over the term of the
Convertible Notes. The issuance costs and discount allocated to the equity component are recorded as a reduction to additional paid-in capital. The
Convertible Notes consisted of the following (in thousands):
March 31, 2019

December 31, 2018

Liability component:
Principal
Less: debt issuance costs
Less: debt discount
Net carrying amount

$

143,750 $
(536)
(23,189)

143,750
(573)
(24,872)

$

120,025

$

118,305

Equity component

$

31,451

$

31,451

For the three months ended March 31, 2019 and 2018, the Company incurred total interest expense associated with the Convertible Notes as follows (in
thousands):
Three Months Ended
March 31,
2019

2018

Interest expense related to contractual interest coupon
Interest expense related to accretion of the discount
Interest expense related to debt issuance costs

$

898
1,683
39

$

898
1,543
36

Total

$

2,620

$

2,477

As of March 31, 2019, the net carrying value of the Convertible Notes was $120.0 million, which is net of unamortized debt issuance costs of $0.5
million. The effective interest rate on the Convertible Notes, including amortization of debt issuance costs and accretion of the discount, is 8.7%. At
March 31, 2019, the conversion option value of the Convertible Notes does not
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exceed their principal amount since the closing market price of the Company's common stock does not exceed the conversion rate. As of March 31, 2019, the
Convertible Notes were not convertible.

ITEM 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our condensed
consolidated financial statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and our Annual Report on Form 10-K for
the fiscal year ended December 31, 2018, as filed on February 28, 2019 with the SEC.
Forward-Looking Statements
This Quarterly Report on Form 10-Q contains “forward-looking statements” that involve risks and uncertainties, as well as assumptions that, if they
never materialize or prove incorrect, could cause our results to differ materially from those expressed or implied by such forward-looking statements. The
statements contained in this Quarterly Report on Form 10-Q that are not purely historical are forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, or Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or Exchange
Act. Forward-looking statements are often identified by the use of words such as, but not limited to, “anticipate,” “believe,” “can,” “continue,” “could,”
“estimate,” “expect,” “intend,” “may,” “will,” “plan,” “project,” “seek,” “should,” “target,” “will,” “would,” and similar expressions or variations
intended to identify forward-looking statements. These statements are based on the beliefs and assumptions of our management based on information
currently available to management. Such forward-looking statements are subject to risks, uncertainties and other important factors that could cause actual
results and the timing of certain events to differ materially from future results expressed or implied by such forward-looking statements. Factors that could
cause or contribute to such differences include, but are not limited to, our ability to integrate the Webroot acquisition or other acquisitions into our
operations and achieve the expected benefits of such acquisitions, our ability to profitably attract new customers and retain existing customers, our
dependence on the market for cloud backup services, our ability to manage growth, changes in economic or regulatory conditions or other trends affecting
the Internet and the information technology industry, and those discussed in the section titled “Risk Factors” included herein and in our Annual Report on
Form 10-K for the year ended December 31, 2018 filed with the SEC on February 28, 2019. Furthermore, such forward-looking statements speak only as of
the date of this report. Except as required by law, we undertake no obligation to update any forward-looking statements to reflect events or circumstances
after the date of such statements.
Overview
We provide a robust data protection platform for businesses, including backup, disaster recovery, high availability and workload migration technology.
The Carbonite data protection platform supports businesses on a global scale with secure cloud infrastructure.
In March 2019, we acquired Webroot, a next-generation cloud-based security and threat intelligence provider for consumers and businesses. Webroot is a
leading security provider for managed service providers to protect small businesses, who rely on Webroot for endpoint protection, network protection, and
security awareness training. We continue to invest in strategic acquisitions and integrate these acquisitions into our portfolio of technology solutions, in
order to expand our addressable market and increase our strategic importance to customers.
On March 19, 2018, we acquired all of the issued and outstanding capital stock of Mozy for a purchase price of $144.6 million in cash, net of cash
acquired. On March 26, 2019, we acquired all of the issued and outstanding capital stock of Webroot, a leading cybersecurity company, for a purchase price
of $622.0 million in cash, net of cash acquired. We believe these acquisitions strengthen our technology portfolio and position us as a leader in both the
endpoint and data protection markets.
In connection with the acquisition of Webroot, we entered into a credit agreement (the "Credit Agreement") with Barclays Bank PLC as administrative
agent and certain other lenders, for a seven-year $550.0 million senior secured term loan facility (the "Term Loans") and a five-year senior secured revolving
credit facility of $130.0 million, including a $15.0 million sub-limit for letters of credit and a $15.0 million sub-limit for swingline loans (the "2019
Revolver"). Upon execution of the Credit Agreement, we terminated our previously executed facility entered into on March 19, 2018 (the "2018 Revolver").
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We derive the majority of our revenue from subscription fees with consistently strong retention rates. The remainder of our revenue is derived from
software arrangements, which often contain multiple revenue elements, such as software licenses, hardware, professional services and post-contract customer
support. We sell our solutions globally, and our customers primarily come from the following sources: through our website, our inside sales team,
acquisitions, or from our network of channel partners, including distributors, value-added resellers, managed service providers, and global systems
integrators.
We invest in customer acquisition because the market for our solutions is highly competitive. We support our sales network with a marketing approach
that leverages our growing brand awareness to generate broad market demand. Our marketing efforts are designed to attract prospective customers and enroll
them as paying customers, either through immediate sales, free trials or communication of the benefits of our solutions and development of ongoing
relationships.
Our operating costs continue to grow as we invest in strategic acquisitions, new customer acquisition, cross-sell efforts, and research and development.
We expect to continue to devote substantial resources to integration, global expansion, customer acquisition, and product innovation.
For the majority of our business, we defer revenue over our customers’ subscription periods but expense marketing costs as incurred. Effective January 1,
2018, we adopted ASU 2014-09, Revenue from Contracts with Customers (Topic 606) ("Topic 606") which impacts the recognition of costs incurred in
obtaining contracts with customers. Under Topic 606, we amortize these costs, which primarily relate to commissions, over the period of benefit. While we
have experienced periods of GAAP operating income, we may incur GAAP operating losses in future periods.
Our Business Model
As the majority of our business is driven by subscription services, we evaluate the profitability of a customer relationship over the life of the customer
relationship. We generally incur customer acquisition costs and capital equipment costs in advance of subscriptions while recognizing revenue ratably over
the term of the subscriptions. As a result, a customer relationship may not be profitable or result in positive cash flow at the beginning of the subscription
period, even though it may be profitable or result in positive cash flow over the life of the customer relationship. While we offer monthly, annual and multiyear subscription plans, a majority of our customers are currently on annual subscription plans. The annual or multi-year commitments of our customers
enhance management’s visibility into revenue, and charging customers at the beginning of the subscription period provides working capital.
Additional information about our business and operations is contained in our Annual Report on Form 10-K for the year ended December 31, 2018 filed
with the SEC on February 28, 2019.
Key Business Metrics
Our management regularly reviews a number of financial and operating metrics, including the key metrics listed below. Based on the recent acquisition
of Webroot, our management no longer uses adjusted free cash flow or bookings to evaluate the performance of the combined business. We may further
amend our key business metrics in future periods as the integration of Webroot progresses.
Adjusted EBITDA is a financial metric that is not calculated in accordance with GAAP. The presentation of non-GAAP financial information should not
be considered in isolation or as a substitute for, or superior to, the financial information prepared and presented in accordance with GAAP. Refer to “Other
Financial Data” for a reconciliation to the most comparable financial measure presented in accordance with GAAP.
•

Annual retention rate. We calculate annual retention rate as the percentage of subscription customers on the last day of the prior year who
remain customers on the last day of the current year, or for quarterly presentations, the percentage of customers on the last day of the comparable
quarter in the prior year who remain customers on the last day of the current quarter. Our management uses these measures to determine the
stability of our customer base and to evaluate the lifetime value of our customer relationships. The annual retention rate for the three months
ended March 31, 2019 excludes customers from our recent Webroot acquisition.

•

Renewal rate. We define renewal rate for a period as the percentage of customers who renew annual or multi-year subscriptions that expire
during the period presented. Our management uses this measure to monitor trends in customer renewal activity. The renewal rate for the three
months ended March 31, 2019 excludes customers from our recent Webroot acquisition.

•

Adjusted EBITDA. We calculate adjusted EBITDA by excluding the impact of interest expense, net, income taxes, depreciation, amortization,
purchase accounting adjustments on acquired deferred revenue, stock-based
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compensation expense, litigation-related expense, restructuring-related expense, and acquisition-related expense from net income.
Subscription renewals may vary during the year based on the date of our customers’ original subscriptions. As we recognize subscription revenue ratably
over the subscription period, this generally has not resulted in a material seasonal impact on our revenue but may result in material monthly and quarterly
variances in one or more of the key business metrics described above.
Performance Highlights
For the three months ended March 31, 2019 and 2018, we had the following results:
•

Revenue for the three months ended March 31, 2019 was $81.2 million, an increase of 27% from $64.0 million for the three months ended March 31,
2018.

•

Cash flow from operations for the three months ended March 31, 2019 was $18.7 million, compared to $3.3 million for the three months ended
March 31, 2018.

•

Net income for the three months ended March 31, 2019 was $2.0 million, compared to $11.9 million for the three months ended March 31, 2018.

The following table presents our performance highlights for certain non-GAAP and other key metrics for the periods presented:
Three Months Ended
March 31,
2019

2018

(in thousands, except percentage data)

Key metrics1,2:
Annual retention rate
Renewal rate
Adjusted EBITDA

$

85%
83%
24,855
$

87%
83%
12,281

(1) See the Key Business Metrics section above for the definition of these key metrics, and refer to the Other Financial
Data section below for the reconciliation of adjusted EBITDA to the most directly comparable financial measure
presented in accordance with GAAP.
(2) The annual retention rate and renewal rate for the three months ended March 31, 2019 exclude customers from our
recent acquisition of Webroot.
Adjusted EBITDA increased $12.6 million for the three month period ended March 31, 2019 compared to the corresponding period in 2018 primarily
due to higher add-backs to net income related to interest, tax, and depreciation and amortization of $15.7 million. Net add-backs related to the fair value
adjustment of acquired deferred revenue, stock-based compensation, and litigation, restructuring and acquisition expense also increased by $6.8 million.
These increases were offset by lower net income of $9.9 million.
Key Components of our Consolidated Statements of Operations
Revenue
Services. Services revenues consist of SaaS and HaaS offerings, M&S services and professional services consisting of implementation, training,
migration, protection and consulting. Revenues related to the SaaS and HaaS offerings are recorded over the performance period of the services. M&S
services generally consist of telephone, email, or live chat support, as well as updates and upgrades to the software licenses on an if and when available basis.
Revenues from M&S are recorded ratably over the time of performance. Professional service revenue is recognized over time as services are delivered.
Product. Product revenues consist of different types of on-premise data protection and migration software, licensed on a time or perpetual basis, and as
royalty arrangements. Revenues from product licenses are recorded when control of the product has been transferred to the customer. We also offer hardware
on a standalone basis or in conjunction with our software. Hardware sales are recorded as revenue when control is transferred to the customer.
Cost of revenue
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Services. Cost of services revenue consists primarily of costs associated with our data center operations and customer support centers, including wages
and benefits for personnel, depreciation of equipment, rent, utilities and broadband, equipment maintenance, hosting fees, software license fees, and allocated
overhead. The expenses associated with hosting our services and supporting our customers are related to the number of customers and the complexity of our
services and hosting infrastructure. Our cost of storage, on a per gigabyte (GB) basis has decreased over time due to decreases in storage prices and realizing
greater efficiency in our data center operations. We have also experienced a downward trend in the cost of storage equipment and broadband service, which
we expect will continue in the future. Over the long term, we expect these expenses to increase in absolute dollars, but decrease as a percentage of revenue
due to improved efficiencies in supporting customers.
Products. Cost of product revenue consists primarily of hardware costs and royalty costs associated with licensing software from third-parties.
Amortization of intangible assets. Amortization of acquired technologies and licenses are included in cost of revenues. Intangibles are amortized over
their estimated useful lives based on the pattern of consumption of the economic benefits or, if that pattern cannot be readily determined, on a straight-line
basis.
Gross profit and gross margin
Historically, our gross margins have expanded due to the introduction of higher priced solutions, a downward trend in the cost of storage equipment and
services, and efficiencies of our customer support personnel in supporting our customers. We expect these trends to continue over the long term.
Operating expenses
Research and development. Research and development expenses consist primarily of wages and benefits for development personnel, third-party
outsourcing costs, hosting fees, consulting fees, rent, and depreciation. We focus our research and development efforts on the development of new products
and enhancements and ease of use of our existing solutions. These efforts result in updated versions, while not changing the underlying technology. The
majority of our research and development employees are located at our corporate headquarters in the U.S. and at our office in Canada. We expect that research
and development expenses will increase in absolute dollars on an annual basis with the acquisition of Webroot and as we continue to enhance and expand
our services.
General and administrative. General and administrative expenses consist primarily of wages and benefits for management, finance, accounting, human
resources, legal and other administrative personnel, legal and accounting fees, insurance, acquisition and other corporate expenses. We expect that general
and administrative expenses will increase in absolute dollars on an annual basis so that we can support the growth of our business, including the acquisition
of Webroot.
Sales and marketing. Sales and marketing expenses consist primarily of wages and benefits for sales and marketing personnel, advertising costs, creative
expenses for advertising programs, credit card fees, commissions paid to third-party partners and affiliates, and the cost of providing free trials. We expect that
we will continue to commit significant resources to our sales and marketing efforts to grow our business and awareness of our brand and solutions.
Amortization of intangible assets. Amortization of acquired customer relationships, trade names, internal-use software, and non-compete agreements are
included in operating expenses. Intangibles are amortized over their estimated useful lives based on the pattern of consumption of the economic benefits or,
if that pattern cannot be readily determined, on a straight-line basis.
Restructuring charges. Restructuring charges consist of charges related to our restructuring efforts associated with the reorganization and consolidation
of certain operations as well as disposal of certain assets. See Note 14—Restructuring to our consolidated financial statements included in this Quarterly
Report for additional information.
Results of Operations
The following table sets forth, for the periods presented, data from our condensed consolidated statements of operations as a percentage of revenue that
each line item represents. The period-to-period comparison of financial results is not necessarily indicative of future results. The information contained in the
table below should be read in conjunction with our condensed consolidated financial statements and related notes included elsewhere in this Quarterly
Report on Form 10-Q.
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Three Months Ended
March 31,
2019

2018

(% of total revenue)

Consolidated statements of operations data:
Revenue:
Services
Product
Total revenue

88.0 %
12.0

85.2 %
14.8

100.0

100.0

Cost of revenue:
Services
Product
Amortization of intangible assets
Total cost of revenue

21.1
0.5
4.0

23.9
0.9
3.8

25.6

28.6

Gross profit

74.4

71.4

Operating expenses:
Research and development
General and administrative
Sales and marketing
Amortization of intangible assets
Restructuring charges
Total operating expenses

19.5
25.8
26.8
5.3
—

19.6
22.6
31.0
1.5
1.3

77.4

76.0

(3.0)
(4.9)
1.2
0.3

(4.6)
(4.1)
0.5
—

(6.4)
(8.9)

(8.2)
(26.9)

Loss from operations
Interest expense
Interest income
Other income (expense), net
Loss before income taxes
Benefit for income taxes
Net income

2.5 %

18.7 %

Comparison of the Three Months Ended March 31, 2019 and 2018
Revenue
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Revenue:
Services
As a % of total revenue
Product
As a % of total revenue
Total revenue

$

$

71,503
$
88.0%
9,712
12.0%

54,574
$
85.2%
9,452
14.8%

16,929

31.0%

260

2.8%

81,215

64,026

17,189

26.8%

$

$

Services revenue increased for the three month period ended March 31, 2019 compared to the corresponding period in 2018, primarily due to the full
contribution of revenue from our Mozy offerings over the comparative period.
Product revenue remained consistent for the three month period ended March 31, 2019 compared to the corresponding period in 2018.
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Cost of revenue, gross profit, and gross margin
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Cost of revenue:
Services
Product
Amortization of intangible assets
Total cost of revenue
As a % of total revenue
Gross profit
Gross margin

$

17,102
383
3,294

$

20,779
$
25.6%
60,436
$
74.4%

$

$

15,330
557
2,425

$

18,312
$
28.6%
45,714
71.4%

1,772
(174)
869

11.6 %
(31.2)%
35.8 %

2,467

13.5 %

Our total gross margin increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31, 2018, driven
principally by an increase in service revenue, partially offset by an increase in cost of services and amortization of developed technology intangible assets
associated with Mozy and Webroot.
Cost of services revenue
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Cost of services revenue
As a % of service revenue
As a % of total revenue
Components of cost of services revenue:
Personnel-related costs
Hosting, depreciation and facilities costs
Software, consulting and other
Total cost of services revenue:

$

17,102
$
23.9%
21.1%

15,330
$
28.1%
23.9%

1,772

11.6 %

$

7,470
6,497
3,135

$

6,643
5,348
3,339

$

827
1,149
(204)

12.4 %
21.5 %
(6.1)%

$

17,102

$

15,330

$

1,772

11.6 %

Cost of services revenue increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31, 2018,
primarily related to an increase of $0.7 million in depreciation and $0.9 million facilities costs included within hosting, depreciation and facilities costs
associated with supporting our acquired Mozy customer base. There was also an increase in personnel-related costs associated with additional headcount
from our acquisition of Mozy.
Cost of product revenue
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Cost of product revenue
As a % of product revenue
As a % of total revenue

$

383
$
3.9%
0.5%

557
$
5.9%
0.9%

(174)

(31.2)%

Cost of product revenue remained consistent for the three month period ended March 31, 2019, as compared to the three month period ended March 31,
2018.
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Amortization of intangible assets
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Amortization of intangible assets
As a % of total revenue

$

3,294
$
4.0%

2,425
$
3.8%

869

35.8%

Amortization of intangible assets increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31,
2018, primarily due to an increase of $0.4 million and $0.3 million of developed technology amortization associated with the acquisitions of Webroot and
Mozy, respectively.
Operating expenses
Research and development
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Research and development
As a % of total revenue
Components of research and development:
Personnel-related costs
Outside services and consulting costs
Hosting and other
Total research and development:

$

15,807
$
19.5%

12,519
$
19.6%

$

11,390
2,053
2,364

$

9,074
1,286
2,159

$

15,807

$

12,519

3,288

26.3%

$

2,316
767
205

25.5%
59.6%
9.5%

$

3,288

26.3%

Research and development expenses increased for the three month period ended March 31, 2019 as compared to the three month period ended March 31,
2018, primarily as a result of higher personnel-related costs associated with an increase in salaries and benefits of $1.6 million for acquired headcount from
Mozy and Webroot and a decrease in capitalized costs related to internal-use software projects of $0.7 million. Additionally, outside services and consulting
costs increased associated with the maintenance and integration of our solutions.
General and administrative
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

General and administrative
As a % of total revenue
Components of general and administrative:
Personnel-related costs
Professional fees
Consulting, taxes and other
Total general and administrative:

$

20,989
$
25.8%

14,460
$
22.6%

$

7,507
10,749
2,733

$

6,673
5,100
2,687

$

20,989

$

14,460

6,529

45.2%

$

834
5,649
46

12.5%
110.8%
1.7%

$

6,529

45.2%

General and administrative expenses increased for the three month period ended March 31, 2019, as compared to the three month period ended
March 31, 2018, primarily related to an increase in professional fees of $5.6 million related to the acquisition of Webroot and an increase in personnel-related
costs of $0.8 million to support of our overall growth.
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Sales and marketing
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Sales and marketing
$
As a % of total revenue
Components of sales and marketing:
Personnel-related costs
$
Advertising costs
Costs of credit card transactions and offering free
trials
Marketing programs, consulting and other
Total sales and marketing:
$

21,765
$
26.8%
10,917
2,635

19,860
$
31.0%

$

9,502
3,345

2,187
6,026
21,765

1,905

$

2,050
4,963
$

19,860

$

9.6 %

1,415
(710)

14.9 %
(21.2)%

137
1,063

6.7 %
21.4 %

1,905

9.6 %

Sales and marketing expenses increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31, 2018
largely driven by an increase in personnel-related costs of $1.4 million associated with acquired headcount from Mozy and Webroot. There was also an
increase in marketing programs, consulting and other of $1.1 million primarily related to marketing programs focused on growing our channel. These
increases were offset by a decrease in brand spend of $0.7 million.
Amortization of intangible assets
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Amortization of intangible assets
As a % of total revenue

$

4,300
$
5.3%

939
$
1.5%

3,361

357.9%

Amortization of intangible assets increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31,
2018, primarily due to an increase in customer relationship amortization associated with the acquisition of Mozy that occurred in March 2018.
Restructuring
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Restructuring
As a % of total revenue

$

—
$
—%

862
$
1.3%

(862)

100.0%

We did not record any restructuring charges for the three month period ended March 31, 2019. Restructuring expenses for the three month period ended
March 31, 2018 of $0.9 million were related to the restructuring program initiated in October 2017 whereby we reduced our workforce in an effort to
streamline operations and reduce operating costs.
Income (loss) from operations
Operating income (loss) for the three month period ended March 31, 2019 increased compared to the three month period ended March 31, 2018,
primarily as a result of an increase in revenue, offset by increases in costs of revenue and operating expenses.
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Non-operating (expense) income
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Interest expense
As a % of total revenue
Interest income
As a % of total revenue
Other income (expense), net
As a % of total revenue

$

(4,011)
$
(4.9)%
965
$
1.2 %
212
$
0.3 %

$
$

(2,601)
$
(4.1)%
244
$
0.5 %
12
$
—%

(1,410)

54.2%

721

295.5%

200

1,666.7%

Interest expense increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31, 2018, primarily
due to interest expense associated with our new Term Loans of $0.5 million, and debt issuance costs written off as a result of the termination of the 2018
Revolver of $0.8 million.
Interest income increased for the three month period ended March 31, 2019, as compared to the three month period ended March 31, 2018, driven largely
by higher average balances of our highly liquid investments.
Other income (expense), net primarily represents net foreign exchange gains and losses and other non-operating expense and income items. Other income
(expense), net increased for the three month period ended March 31, 2019 as compared to the three month period ended March 31, 2018, primarily due to
exchange rate gains related to foreign currency exchange rate fluctuations on intercompany and other non-functional currency transactions.
Benefit for income taxes
Three Months Ended March 31,
2019

2018

Change

(in thousands, except percentage data)

Benefit for income taxes
As a % of total revenue

$

(7,262)
$
(8.9)%

(17,215)
$
(26.9)%

9,953

(57.8)%

Our income tax benefit for the three month period ended March 31, 2019 and 2018, is mainly composed of discrete tax benefits of $5.4 million and
$17.6 million, respectively, related to the release of valuation allowance due to a net deferred tax liability recorded in the acquisitions of Webroot and Mozy,
respectively, and is partially offset with foreign income tax expense. The U.S. net deferred tax liability recorded in the acquisitions of Webroot and Mozy
primarily relates to non-tax deductible intangible assets recognized in the financial statements. The net deferred tax liability established represents a source
of income and provides evidence of the realizability of previously unrecognized deferred tax assets in the U.S. Therefore, we have recorded discrete tax
benefits for the release of U.S. valuation allowance related to the deferred tax liability recorded in purchase accounting. As of March 31, 2019, the U.S. no
longer maintains a full valuation allowance as it is in a net deferred tax liability position with the addition of Webroot to the U.S. combined group. As of
March 31, 2019, we maintained a valuation allowance of $3.6 million related specifically to deferred tax assets for state net operating losses in which the
realizability remains uncertain.
Other Financial Data
In addition to our results discussed above determined under GAAP, we believe that annual retention rate, renewal rate, and adjusted EBITDA are useful
to investors in evaluating our operating performance. See the Performance Highlights section above for the table presenting certain non-GAAP and other
operational metric performance highlights for the three months ended March 31, 2019 and 2018. Management considers these financial and operating
metrics critical to understanding our business, reviewing our historical performance, measuring and identifying current and future trends, and for planning
purposes. Securities analysts also frequently use adjusted EBITDA as a supplemental measure to evaluate the overall performances of companies.
Adjusted EBITDA is a financial metric that is not calculated in accordance with GAAP. The table below provides a reconciliation of adjusted EBITDA to
net income, the most directly comparable financial measure calculated and presented in
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accordance with GAAP. The presentation of non-GAAP financial information should not be considered in isolation or as a substitute for, or superior to, the
financial information prepared and presented in accordance with GAAP.
Our management uses annual retention rate to determine the stability of our customer base and to evaluate the lifetime value of our customer
relationships. As customers’ annual and multi-year subscriptions come up for renewal throughout the calendar year based on the dates of their original
subscriptions, measuring retention on a trailing twelve month basis at the end of each quarter provides our management with useful and timely information
about the stability of our customer base. Management uses renewal rate to monitor trends in customer renewal activity.
Management uses adjusted EBITDA as a measure of our operating performance; for planning purposes, including the preparation of our annual operating
budget; to allocate resources to enhance the financial performance of our business; to evaluate the effectiveness of our business strategies; to provide
consistency and comparability with past financial performance; to determine capital requirements; to facilitate a comparison of our results with those of other
companies; and in communications with our Board of Directors concerning our financial performance. We also use adjusted EBITDA as a factor when
determining management’s incentive compensation. Management believes that the use of adjusted EBITDA provides consistency and comparability with our
past financial performance, facilitates period-to-period comparisons of operations, and also facilitates comparisons with other peer companies, many of which
use a similar non-GAAP financial measure to supplement their GAAP results.
Although adjusted EBITDA is frequently used by investors and securities analysts in their evaluations of companies, this metric has limitations as an
analytical tool, and you should not consider it in isolation or as a substitute for analysis of our results of operations as reported under GAAP. Some of these
limitations are:
•

adjusted EBITDA does not reflect the significant interest expense or cash requirements necessary to service interest or principal payments on
our debt;

•

adjusted EBITDA does not reflect income tax expense (benefit) or the cash requirement to pay taxes;

•

adjusted EBITDA excludes depreciation and amortization and, although these are non-cash expenses, the assets being depreciated or amortized
may have to be replaced in the future, the cash requirements for which are not reflected in adjusted EBITDA;

•

adjusted EBITDA does not reflect the non-cash components of employee compensation;

•

adjusted EBITDA does not reflect the impact of acquisition, litigation or restructuring costs;

•

adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs; and,

•

other companies in our industry may calculate adjusted EBITDA or similarly titled measures differently than we do, limiting their usefulness as
comparative measures.

The following table presents a reconciliation of adjusted EBITDA to net income, the most directly comparable financial measure calculated and
presented in accordance with GAAP.
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Three Months Ended March 31,
2019

2018
(in thousands)

Net income
Adjustments:
Interest expense, net
Income tax benefit
Depreciation and amortization
EBITDA

$

Adjustments to EBITDA:
Fair value adjustment of acquired deferred revenue
Stock-based compensation expense
Litigation-related expense
Restructuring-related expense
Acquisition-related expense
Adjusted EBITDA

$

2,003

$

11,944

3,046
(7,262)
11,149

2,357
(17,215)
6,077

8,936

3,163

1,753
4,205
98
—
9,863

882
3,737
17
862
3,620

24,855

$

12,281

Liquidity and Capital Resources
As of March 31, 2019, we had cash and cash equivalents of $252.6 million, of which $216.3 million was held in the United States and $36.3 million was
held by our international subsidiaries. If the undistributed earnings of our foreign subsidiaries are needed for our operations in the United States, we would be
required to accrue and pay non-U.S. withholding taxes upon repatriation in certain non-U.S. jurisdictions. Our current plans are not expected to require
repatriation of cash and investments to fund our U.S. operations and, as a result, we intend to permanently reinvest our foreign earnings to fund our foreign
subsidiaries. Determination of the unrecognized deferred tax liability on unremitted earnings is not practical due to uncertainty regarding the remittance
structure, the mix of earnings and earnings for profit pools in the year of remittance, and overall complexity of the calculation.
Sources of funds
We believe, based on our current operating plan, that our existing cash and cash equivalents and cash provided by operations and access to the revolving
credit facility we entered into in March 2019 will be sufficient to meet our anticipated cash needs for the foreseeable future.
In connection with the acquisition of Webroot we entered into a credit agreement with Barclays Bank PLC as administrative agent and certain other
lenders, for a seven-year $550.0 million senior secured term loan facility and a five-year secured revolving credit facility of $130.0 million, including a $15.0
million sub-limit for letters of credit and a $15.0 million sub-limit for swingline loans. Upon execution of the Credit Agreement, we terminated our
previously executed revolving credit facility entered into on March 19, 2018.
On July 23, 2018, we issued and sold 4,765,157 shares of common stock in a public offering. An additional 819,485 shares were issued and sold pursuant
to the underwriters' 30-day option on August 16, 2018. Proceeds of $199.3 million were recognized, net of underwriting discounts, commissions and offering
expenses paid.
On April 4, 2017, we issued, in a private offering, $143.8 million aggregate principal amount of Convertible Notes. The Convertible Notes accrue
interest at 2.50% per year, payable semiannually in arrears on April 1 and October 1 of each year. The Convertible Notes will mature on April 1, 2022, unless
earlier repurchased, redeemed or converted. At March 31, 2019, the Convertible Notes are not convertible.
From time to time, we may explore additional financing sources to develop or enhance our solutions, fund expansion, respond to competitive pressures,
acquire or to invest in complementary solutions, businesses or technologies, or to lower our cost of capital, which could include equity, equity-linked, and
debt financing. There can be no assurance that any additional financing will be available to us on acceptable terms, if at all. If we raise additional funds
through the issuance of equity or convertible debt or other equity-linked securities, our existing stockholders could suffer significant dilution, and any new
equity securities we issue could have rights, preferences and privileges superior to those of holders of our common stock.
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Uses of funds
We have increased our operating and capital expenditures in connection with the growth in our operations and the increase in our personnel, and we
anticipate that we will continue to increase such expenditures in the future. Our future capital requirements may vary materially from those now planned and
will depend on many factors, including:
•

potential future acquisition opportunities;

•

potential share repurchases under our share repurchase plan;

•

the levels of advertising and promotion required to acquire and retain customers;

•

expansion of our data center infrastructure necessary to support our growth;

•

growth of our operations in the U.S. and worldwide;

•

our development and introduction of new solutions; and

•

the expansion of our sales, customer support, research and development, and marketing organizations.

Future capital expenditures will focus on acquiring additional data storage and hosting capacity and general corporate infrastructure. We are not
currently party to any purchase contracts related to future capital expenditures, other than short-term purchase orders.
Cash flows
The following table summarizes our net cash inflows (outflows) for the three months ended March 31, 2019 and 2018.
Three Months Ended
March 31,
2019

2018
(in thousands)

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

$
$
$

18,744 $
(492,347) $
531,269 $

3,291
(150,214)
89,160

Operating activities
Our cash flows from operating activities are significantly influenced by the amount of our net income, growth in sales and customer growth, changes in
working capital accounts, the timing of prepayments and payments to vendors, add-backs of non-cash expense items such as depreciation and amortization,
and stock-based compensation expense.
In the three months ended March 31, 2019, cash provided by operating activities was $18.7 million, which was driven by our net income of $2.0 million,
an increase in deferred revenue of $5.7 million and a net adjustment for non-cash charges of $11.6 million, primarily comprised of $11.1 million of
depreciation and amortization, $4.2 million of stock-based compensation expense, $1.7 million of non-cash interest expense related to the amortization of
debt discount, $0.6 million in amortization of deferred costs, and amortization of right-of-use assets of $1.3 million, partially offset by a $7.3 million benefit
for deferred income taxes. There were further cash inflows from a $0.7 million change in working capital offset by a $1.3 million decrease in other assets and
liabilities.
In the three months ended March 31, 2018, cash provided by operating activities was $3.3 million, which was driven by our net income of $11.9 million
and an increase in deferred revenue of $4.1 million. These cash inflows were partially offset by a net adjustment for non-cash charges of $5.1 million,
primarily comprised of a $17.6 million benefit for deferred income taxes, partially offset by $6.1 million of depreciation and amortization, $3.7 million of
stock-based compensation expense, $1.6 million of non-cash interest expense related to the amortization of debt discount, $0.7 million related to a
capitalized software impairment, and $0.4 million in amortization of deferred costs. Additionally, these inflows were offset by a $5.7 million change in
working capital and a $1.9 million decrease in other assets and liabilities.
Investing activities
In the three months ended March 31, 2019, cash used in investing activities was $492.3 million, which was primarily driven by our payment of $489.6
million, net of cash acquired, in connection with the acquisition of Webroot, capital
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expenditures of $2.8 million, partially offset by proceeds from the sale of property and equipment and businesses of $0.1 million.
In the three months ended March 31, 2018, cash used in investing activities was $150.2 million, which was primarily driven by our payment of $144.6
million in connection with the acquisition of Mozy, capital expenditures of $3.2 million, a purchase of derivatives of $1.4 million, purchase of intangibles of
$1.3 million, partially offset by proceeds from the sale of businesses of $0.3 million.
Financing activities
In the three months ended March 31, 2019, cash provided by financing activities was $531.3 million, which was primarily driven by proceeds from longterm borrowings under our Term Loans of $531.9 million and proceeds from the exercise of stock options of $0.1 million, partially offset by $0.7 million in
payments of withholding taxes in connection with restricted stock activity.
In the three months ended March 31, 2018, cash provided by financing activities was $89.2 million, which was primarily driven by $89.0 million
proceeds from long-term borrowings, net of debt issuance costs and $0.7 million proceeds from the exercise of stock options, partially offset by $0.5 million
payments of withholding taxes in connection with restricted stock activity.
Off-balance sheet arrangements
As of March 31, 2019, we did not have any off-balance sheet arrangements.
Contractual commitments and obligations
The disclosure of our contractual commitments and obligations was reported in our Annual Report on Form 10-K for the year ended December 31, 2018
filed with the SEC on February 28, 2019. There have been no material changes from the contractual commitments and obligations previously disclosed other
than the changes described in Note 12 - Leases, Note 13 - Commitments and Contingencies and Note 15 - Borrowing and Credit Agreements in this Quarterly
Report on Form 10-Q.
Critical Accounting Policies
Our financial statements are prepared in accordance with GAAP. The preparation of our financial statements and related disclosures requires us to make
estimates, assumptions, and judgments that affect the reported amount of assets, liabilities, revenue, costs and expenses, and related disclosures. We base our
estimates and assumptions on historical experience and other factors that we believe to be reasonable under the circumstances, but all such estimates and
assumptions are inherently uncertain and unpredictable. We evaluate our estimates and assumptions on an ongoing basis. Actual results may differ from those
estimates and assumptions, and it is possible that other professionals, applying their own judgment to the same facts and circumstances, could develop and
support alternative estimates and assumptions that would result in material changes to our operating results and financial condition.
We consider the assumptions and estimates associated with revenue recognition, business combinations, goodwill and acquired intangible assets,
income taxes and stock-based compensation to be our critical accounting policies and estimates. For further information on our critical and other significant
accounting policies, see the notes to the condensed consolidated financial statements appearing elsewhere in this Quarterly Report on Form 10-Q and our
Annual Report on Form 10-K, as filed on February 28, 2019 with the SEC.
ITEM 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

For quantitative and qualitative disclosures about market risk affecting us, see Item 7A “Quantitative and Qualitative Disclosures about Market Risk” in
our Annual Report on Form 10-K for the year ended December 31, 2018 filed with the SEC on February 28, 2019. Our exposure to market risks has not
changed materially from that set forth in our Annual Report, aside from interest rate risk as discussed below.
Interest Rate Risk
Our exposure to market associated with changes in interest rates relates primarily to the Term Loans provided by the Credit Agreement entered into on
March 26, 2019. The interest rate on the Term Loans is variable and subject to interest rate risk based on the LIBOR rate. At March 31, 2019 , we had
borrowings under the Term Loans of $550.0 million, and the rate inclusive of applicable margins, was 6.306%. A hypothetical 100 basis point change in
interest rates could result in an
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approximately $1.4 million adverse change to interest expense on a quarterly basis based on the borrowings outstanding and the interest rate at March 31,
2019.
ITEM 4.

CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls
and procedures as of March 31, 2019. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act,
means controls and other procedures of a company that are designed to ensure that information required to be disclosed by a company in the reports that it
files or submits under the Exchange Act 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 to ensure that information required to be disclosed by a
company in the reports that it files or submits under the Exchange Act is accumulated and communicated to the Company’s management, including its
principal executive and principal financial officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives, and management
necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure
controls and procedures as of March 31, 2019, our Chief Executive Officer and Chief Financial Officer concluded that, as of such date, our disclosure controls
and procedures were effective at the reasonable assurance level.
Changes in Internal Control over Financial Reporting
Beginning January 1, 2019, we implemented the updated guidance on lease accounting. In connection with the adoption of this standard, we
implemented changes to our disclosure controls, procedures related to lease accounting as well as the associated control activities within.
Other than the updates described above, there were no other changes in our internal control over financial reporting identified in connection with the
evaluation required by Rules 13a-15(d) and 15d-15(d) of the Exchange Act that occurred during the period covered by this report that has materially affected,
or is reasonably likely to materially affect, our internal control over financial reporting.
Inherent Limitations on Effectiveness of Controls
Our management, including our Chief Executive Officer and Chief Financial Officer, believes that our disclosure controls and procedures and internal
control over financial reporting are designed to provide reasonable assurance of achieving their objectives and are effective at the reasonable assurance level.
However, our management does not expect that our disclosure controls and procedures or our internal control over financial reporting will prevent all errors
and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the
control system are 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. 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 is also 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 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

See Note 13 – Commitments and Contingencies to our condensed consolidated financial statements included in this Quarterly Report for information
concerning litigation. In addition to the Realtime Data lawsuit, from time to time, we have been and may become involved in legal proceedings arising in the
ordinary course of our business. Although the results of litigation and claims cannot be predicted with certainty, we are not presently involved in any legal
proceeding in which the outcome, if determined adversely to us, would be expected to have a material adverse effect on our business, operating results, or
financial condition. 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

The Company's operations and financial results are subject to various risks and uncertainties that could adversely affect our business, financial
condition, liquidity and results of operations. Except for the risk factors set forth below, there have been no material changes to the risks and uncertainties
previously presented in "Item 1A. Risk Factors", in our Annual Report on Form 10-K for the year ended December 31, 2018 filed with the SEC on February
28, 2019.
Risks Related to the Credit Facility
Our business has substantial indebtedness.
We currently have, and will likely continue to have, a substantial amount of indebtedness, which may negatively impact our business in the future. As of
March 31, 2019, we had total debt outstanding of $693.8 million, which included $143.8 million under our Convertible Notes and $550 million under our
Term Loans. In addition, we have $130.0 million of unutilized capacity under our 2019 Revolver. The 2019 Revolver and Term Loans mature on March 26,
2024 and March 26, 2026, respectively unless the Convertible Notes have not been repurchased (and cancelled), redeemed, defeased, repaid, satisfied and
discharged or refinanced, the maturity date of the Convertible Notes has not been extended beyond June 26, 2024, and our liquidity is not in excess of the
amount required to repay the Convertible Notes at such time plus $20 million. In which case both the 2019 Revolver and Term Loans mature 91 days prior to
the maturity of our outstanding Convertible Notes.
Our substantial indebtedness could have important consequences. For example, it could:
•

make it more difficult for us to satisfy our obligations;

•

limit our ability to obtain additional financing to fund future working capital, capital expenditures, acquisitions, research and development
or other general corporate purposes;

•

limit our flexibility in planning for, or reacting to, changes in our business and future business opportunities, thereby placing us at a
competitive disadvantage if our competitors are not as highly leveraged;

•

expose us to interest rate increases, particularly as interest under the Credit Agreement is at a floating rate;

•

increase our vulnerability to general adverse economic and market conditions; and

•

require us to dedicate a substantial portion of our cash flows from operations to debt service payments or payments on our indebtedness if
we do not maintain specified financial ratios or are not able to refinance our indebtedness as it comes due, thereby reducing the availability
of our cash flows for other purposes.

We may incur additional indebtedness in the future. Although the Credit Agreement restricts our ability to incur additional indebtedness, the restrictions
are subject to a number of significant exceptions and the additional indebtedness that we may incur while remaining in compliance with these restrictions
could be substantial.
We may not be able to generate sufficient cash to service our indebtedness and may be forced to take other actions, which may not be successful, to satisfy
our obligations.
We expect to obtain the money to pay our expenses and principal and interest on our indebtedness from cash flow from our operations and potentially
from future debt or equity offerings. Accordingly, our ability to meet our obligations depends on our future performance and capital-raising activities, which
will be affected by financial, business and other factors, many of which are beyond our control.
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If our cash flow and capital resources prove inadequate for the payment of principal and interest on our debt and our other obligations, we could face
substantial liquidity problems and might be required to dispose of material assets or operations, to reduce or delay investments and capital expenditures, and
to forgo attractive business opportunities. Our ability to dispose of assets and use the proceeds from those dispositions is restricted by the agreements
governing our indebtedness, and we may not be able to consummate those dispositions or obtain proceeds in an amount sufficient to meet our debt
obligations when due.
We could also be forced to seek additional debt or equity capital. Any refinancing of our debt could be at higher interest rates and may require us to
comply with more onerous covenants, which could further restrict our business operations. We may not be able to effect any such alternative measures on
commercially reasonable terms or at all.
If we cannot make scheduled payments on our debt, we will be in default, and lenders under the Credit Agreement could declare all outstanding principal
to be immediately due and payable, terminate their commitments to advance further loans and foreclose against the assets securing their borrowings, and we
could be forced into bankruptcy or liquidation.
The agreements governing our indebtedness subject us to various restrictions that may limit our ability to pursue business opportunities.
The Credit Agreement subjects us to various restrictions on our ability to engage in certain activities, including, among other things, our ability to:
•

acquire other businesses or make investments;

•

raise additional capital;

•

incur additional debt or create liens on our assets;

•

pay dividends or make distributions on our stock;

•

repurchase or redeem our stock;

•

dispose of assets; and

•

consolidate, merge or sell all or substantially all of our assets.

These restrictions may limit or restrict our cash flow and adversely affect our ability to finance our operations, make needed capital expenditures, make
strategic acquisitions, enter into joint ventures, withstand a future downturn in our business, the industry or the economy in general, pursue business
opportunities that we would otherwise consider to be in our best interests, and react to market conditions or otherwise execute our business strategies.
Our secured credit facility contains certain financial and other restrictive covenants that we may not satisfy, and that, if not satisfied, could result in the
acceleration of the amounts due under our secured credit facility.
The Credit Agreement subjects us to various financial and other affirmative and negative covenants with which we must comply on an ongoing or
periodic basis. These include covenants pertaining to a consolidated total secured debt to consolidated EBITDA ratio (solely with respect to the revolving
credit facility) and covenants requiring the mandatory prepayment of amounts outstanding under the Term Loans under specified circumstances, including (i)
100% of the net cash proceeds from certain dispositions to the extent not reinvested in our business within a stated period and (ii) 50% of excess cash flow for
any fiscal year in which excess cash flow exceeds $10,000,000, subject to adjustment for reductions in the consolidated total secured debt to consolidated
EBITDA ratio.
Beginning June 30, 2019 and during any period when the revolving credit facility is more than 30% drawn, the consolidated total secured debt to
consolidated EBITDA ratio may not be greater than 4.50:1:00 initially, declining to 4.00:1.00 on March 26, 2021.
If we violate any of these covenants, we may suffer a material adverse effect. Most notably, if an event of default occurs that is not cured our waived, our
outstanding debt under the Credit Agreement could become immediately due and payable, our lenders could proceed against the collateral securing such
indebtedness, which collateral consists of substantially all the assets of the Company and its domestic subsidiaries, and our ability to borrow additional funds
in the future could be limited. Alternatively, we could be forced to refinance or renegotiate the Credit Agreement, including interest rates, financial and
restrictive covenants and security requirements, on terms that may be significantly less favorable to us.
A default under agreements governing our indebtedness could result in a default and acceleration of indebtedness under other agreements.
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The Credit Agreement contains a cross-default provision whereby a payment default in excess of $30,000,000 with respect to indebtedness or any other
event of default under an agreement governing such indebtedness could result in a default and acceleration of our repayment obligations under the Credit
Agreement. Similarly, the indenture governing the Convertible Notes contains a cross-default provision whereby a non-payment default that results in
acceleration or a payment default under an agreement governing indebtedness in excess of $10,000,000 could result in a default and acceleration of the
Convertible Notes. If a cross-default were to occur, we may not be able to pay our debts or borrow sufficient funds to refinance them. Even if new financing
were available, it may not be available on acceptable terms. If some or all of our indebtedness is in default for any reason, our business, financial condition
and results of operations could be materially and adversely affected and we may not have sufficient cash resources to pay all of such indebtedness when it
becomes due as a result of a default.
We may not be able to satisfy our debt obligations upon a change of control, which could limit our opportunity to enter into a future transaction.
If we undergo a change of control, as provided in the Credit Agreement, we may be required to repay indebtedness outstanding thereunder. We may not
have sufficient financial resources to satisfy these obligations. Our failure to satisfy our repayment obligations could have material adverse consequences for
us and our shareholders.
Risks Related to Our Business and Our Industry
Security breaches of our customers, whether or not related to our solutions, could result in the loss of customers and generate negative publicity.
The success of our solutions depends on their ability to identify and prevent cyber-threats across a range of devices. Our solutions may fail to identify or
prevent cyber-threats that pose material risks to our customers and even if our solutions work properly, customers may fail to detect or respond to significant
cyber-threats. A high-impact or high-profile breach at a customer where our platform is deployed and operational could substantially damage the market
perception of the effectiveness of our solutions, our reputation and our business prospects, regardless of whether such breach was the result of any failure of
our solutions. Moreover, if such a breach were found to have actually resulted from the failure of our solutions, our business could be materially and
adversely affected.
False detection of viruses or other security or privacy threats by our solutions could adversely affect our business.
Some of our solutions identify threats by “behavioral monitoring,” which is a methodology that seeks to identify threats by their behavior rather than
scanning for malicious code. There are inherent inaccuracies in the detection of threats based on behavioral monitoring and as a result, our anti-virus and
other Internet security services may falsely indicate the presence of viruses and other threats that do not actually exist even when these programs are working
correctly. These “false positives” may impair the perceived reliability of our services and may therefore harm our market reputation. If our system restricts
important files, applications or tracking advertising networks or websites 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, applications or
tracking advertising networks or websites could result in negative publicity, loss of customers and sales, increased costs to remediate and costly litigation.
If the general level of advanced cyber-attacks declines, or is perceived by our current or potential customers to have declined, our business could be
harmed.
Our business is substantially dependent on customers recognizing that advanced cyber-attacks are pervasive and are not effectively prevented by legacy
security solutions. High-visibility cyber-attacks have increased market awareness of the problem of advanced cyber-attacks and help to provide an impetus
for purchasing solutions such as ours. If advanced cyber-attacks were to decline, or the perception of such attacks occurring declines, our ability to attract
new customers and expand our offerings within existing customers could be materially and adversely affected. A reduction in the threat landscape could
increase our sales cycles and harm our business, results of operations and financial condition.
Changes in features and functionality by operating system providers could cause us to make short-term changes in engineering focus or product
development or otherwise impair our product development efforts or strategy, increase our costs, and harm our business.
Our solutions depend on interoperability with operating systems, such as those provided by Apple, Google and Microsoft, as well as PC and mobile
device manufacturers. In particular, mobile operating systems are released more frequently than legacy PC operating systems. We typically have limited
advance notice of changes in features and functionality of operating systems and devices; we may be forced to divert resources from our preexisting product
roadmap in order to accommodate these changes. As a result of this limited advance notice, we also have a short time to implement and test changes to our
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solutions to accommodate these new features, which increases the risk of defects. In addition, if we fail to enable consumers and IT departments to support
operating system upgrades upon release, our business and reputation could suffer. This could disrupt our product roadmap and cause us to delay introduction
of planned solutions, features and functionality, which could harm our business.
The inclusion of, or the announcement of an intent to include, functionality perceived to be similar or superior to that offered by our cybersecurity and
threat intelligence solutions in PC and mobile operating systems may have an adverse effect on our ability to market and sell our solutions. Even if the
functionality offered by PC and mobile operating system providers is more limited than our solutions, a significant number of potential customers may elect
to accept such limited functionality in lieu of purchasing our solutions. Furthermore, some of the features and functionality in our solutions require
interoperability with operating system APIs, and if operating system providers decide to restrict our access to their APIs, that functionality would be lost and
our business could be impaired.
ITEM 2.

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

(a) Sale of Unregistered Securities
Not applicable.
(b) Use of Proceeds
Not applicable.
(c) Issuer Purchases of Equity Securities
During the three months ended March 31, 2019, 29,499 shares of our common stock were withheld to satisfy tax withholding obligations in connection with
the vesting of restricted stock units. We did not repurchase any shares of our common stock pursuant to our previously-announced program. The following
table is a summary of the Company's withholding of our common stock upon the vesting of restricted stock units in the first quarter of 2019:

(a) Total Number of
Shares Purchased

Period

January 1, 2019 - January 31, 2019
February 1, 2019 - February 28, 2019
March 1, 2019 - March 31, 2019

4,555
18,546
6,398

(b) Average Price
Paid per Share1

$
$
$

29,499
(1)

28.13
25.53
23.81

(c) Total Number of Shares
Purchased as Part of
Publicly Announced Plans or
Programs

—
—
—

(d) Maximum Number (or
Approximate Dollar Value) of
Shares that May be Purchased
Under the Plans or Programs

$
$
$

28,498,742
28,498,742
28,498,742

—

The average price per share for each of the months in the fiscal quarter was calculated by dividing (a) the sum for the aggregate value of the
tax withholding obligations by (b) the sum of the number of shares withheld.

ITEM 3.

DEFAULTS UPON SENIOR SECURITIES

Not Applicable.
ITEM 4.

MINE SAFETY DISCLOSURES

Not Applicable.
ITEM 5.

OTHER INFORMATION

Not Applicable.
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ITEM 6.
Exhibits
31.1
31.2
32.1
32.2
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

EXHIBITS

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certifications of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
Certifications of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
XBRL Instance Document.
XBRL Taxonomy Extension Schema Document.
XBRL Taxonomy Extension Calculation Linkbase Document.
XBRL Taxonomy Extension Definition Linkbase Document.
XBRL Taxonomy Extension Label Linkbase Document.
XBRL Taxonomy Extension Presentation Linkbase Document.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
CARBONITE, INC.
Dated:

May 10, 2019

By:

/s/ Anthony Folger
Anthony Folger
Chief Financial Officer

Dated:

May 10, 2019

By:

/s/ Cassandra Hudson
Cassandra Hudson
Chief Accounting Officer
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Exhibit 31.1
CERTIFICATIONS
I, Mohamad Ali, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Carbonite, Inc.;

2.

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

3.

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

4.

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

5.

Dated:

a)

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

b)

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

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d)

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

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

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

b)

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

May 10, 2019

/s/ Mohamad Ali
Mohamad Ali
Chief Executive Officer

Exhibit 31.2
CERTIFICATIONS
I, Anthony Folger, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Carbonite, Inc.;

2.

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

3.

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

4.

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

5.

Dated:

a)

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

b)

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

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d)

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

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

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

b)

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

May 10, 2019

/s/ Anthony Folger
Anthony Folger
Chief Financial Officer

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Carbonite, Inc. (the “Company”) on Form 10-Q for the period ending March 31, 2019 as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Mohamad Ali, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

/s/ Mohamad Ali
Mohamad Ali
President, and Chief Executive Officer
May 10, 2019
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Carbonite, Inc. (the “Company”) on Form 10-Q for the period ending March 31, 2019 as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Anthony Folger, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

/s/ Anthony Folger
Anthony Folger
Chief Financial Officer
May 10, 2019
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.

