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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended June 30, 2018

OR

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

For the transition period from to
Commission file number: 001-35264

CARBONITE, INC.
(Exact name of registrant as specified in its charter)

Delaware 33-1111329
(State or other jurisdiction of (I.R.S. Employer
incorporation) Identification No.)

Two Avenue de Lafayette, Boston, Massachusetts 02111
(Address of principal executive offices, including ZIP code)
(617) 587-1100

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of

the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes y No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if

any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required

to submit and post such files). Yes y No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated

filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer " Accelerated filer y
Non-accelerated filer o (Do not check if a smaller reporting company) Smaller reporting company”

Emerging growth company o
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
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Exchange Act. ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © Noy

As of July 31, 2018, there were 33,613,857 shares of the registrant’s Common Stock, par value $0.01 per share,
outstanding.
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PART I. FINANCIAL INFORMATION
ITEM 1.FINANCIAL STATEMENTS

Carbonite, Inc.
Condensed Consolidated Balance Sheets

(Unaudited)
December 31,
June 30, 2018 2017
(in thousands, except share data)
ASSETS

Current assets:

Cash and cash equivalents $ 70,982 $ 128,231
Trade accounts receivable, less allowances for doubtful accounts of $1,617 and $994 32,078 22,219
Prepaid expenses and other current assets 10,620 6,823
Total current assets 113,680 157,273
Property and equipment, net 36,587 28,790
Other assets 12,337 804
Acquired intangible assets, net 134,770 44,994
Goodwill 155,341 80,958
Total assets $ 452,715 $ 312,819
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Accounts payable $ 5,820 $ 10,842
Accrued compensation 9,989 9,892
Accrued expenses and other current liabilities 18,922 11,783
Current portion of deferred revenue 121,032 100,241
Total current liabilities 155,763 132,758
Long-term debt 194,992 111,819
Deferred revenue, net of current portion 27,682 24,273
Other long-term liabilities 5,876 5,704
Total liabilities 384,313 274,554
Commitments and contingencies (Note 12)

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; 30,770,414 shares

issued and 28,839,379 shares outstanding at June 30, 2018; 30,130,856 shares issued 308 301

and 28,182,094 shares outstanding at December 31, 2017

Additional paid-in capital 243,077 233,343

Treasury stock, at cost (1,931,035 and 1,948,762 shares as of June 30, 2018 and

December 31, 2017, respectively) (26,867 ) (26,616 )

Accumulated other comprehensive income 1,091 581
Accumulated deficit (149,207 ) (169,344 )
Total stockholders’ equity 68,402 38,265

Total liabilities and stockholders’ equity $ 452,715 $ 312,819

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Carbonite, Inc.
Condensed Consolidated Statements of Operations

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017
(in thousands, except share and per share
amounts)
Revenue:
Services $68,814 $51,050 $123,388 $101,165
Product 8,920 7,984 18,372 14,968
Total revenue 77,734 59,034 141,760 116,133
Cost of revenue:
Services 18,358 $15,266 33,688 $30,549
Product 374 921 931 1,367
Amortization of intangible assets 4,325 2,124 6,750 3,750
Total cost of revenue 23,057 18,311 41,369 35,666
Gross profit 54,677 40,723 100,391 80,467
Operating expenses:
Research and development 15,719 10,927 28,238 21,254
General and administrative 13,460 10,954 27,920 23,723
Sales and marketing 22,086 22,963 41,946 46,034
Amortization of intangible assets 3,652 532 4,591 982
Restructuring charges 41 — 903 —
Total operating expenses 54,958 45,376 103,598 91,993
Loss from operations (281 ) (4,653 ) (3,207 ) (11,526 )
Interest expense (3,420 ) (2,373 ) (6,021 ) (2,595 )
Interest income 169 134 413 154
Other income (expense), net 183 915 195 1,195
Loss before income taxes (3,349 ) (5,977 ) (8,620 ) (12,772 )
Provision (benefit) for income taxes 2,338 403 (14,877 ) (13,987 )
Net (loss) income $(5,687) $(6,380 ) $6,257 $1,215
Net (loss) income per common share:
Basic $(0.20 ) $(0.23 ) $0.22 $0.04
Diluted $(0.20 ) $(0.23 ) $0.20 $0.04
Weighted-average number of common share outstanding:
Basic 28,628,1727,525,647 28,485,695 27,672,804
Diluted 28,628,1727,525,647 30,885,633 28,354,616

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 (Loss) Income
(Unaudited)

Three Months Six Months
Ended Ended
June 30, June 30,
2018 2017 2018 2017
(in thousands)
Net (loss) income $(5,687) $(6,380) $6,257 $1,215
Other comprehensive income (loss):
Foreign currency translation adjustments 1,149 (1,423 ) 510 (1,667 )
Total other comprehensive income (loss) 1,149 (1,423 ) 510 (1,667 )
Total comprehensive (loss) income $(4,538) $(7,803) $6,767 $(452 )
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

(Unaudited)
Six Months Ended
June 30,
2018 2017

(in thousands)
Operating activities

Net income $6,257 $1,215
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 17,763 10,392
Amortization of deferred costs 931 —

Gain on disposal of equipment (141 ) (928 )
Impairment of capitalized software 653 —
Stock-based compensation expense 8,478 5,965
Benefit for deferred income taxes (16,317 ) (14,964 )
Non-cash interest expense related to amortization of debt discount 3,101 1,466
Other non-cash items, net 64 (249 )
Changes in assets and liabilities:

Accounts receivable (6,437 ) (89 )
Prepaid expenses and other current assets (1,541 ) (193 )
Other assets (3,771 ) (137 )
Accounts payable (3,895 ) 627
Accrued expenses and other current liabilities 2,549 (2,340 )
Other long-term liabilities 53 120
Deferred revenue 9,099 9,548

Net cash provided by operating activities 16,846 10,433
Investing activities

Purchases of property and equipment (7,795 ) (10,039 )
Proceeds from sale of property and equipment and businesses 534 855
Proceeds from maturities of derivatives 1,680 370
Purchases of derivatives (1,403 ) (2,433 )
Payment for intangibles (1,250 ) —
Payment for acquisition, net of cash acquired (144,597 (60,198 )
Net cash used in investing activities (152,831) (71,445 )
Financing activities

Proceeds from exercise of stock options 942 3,337
Proceeds from issuance of treasury stock under employee stock purchase plan 1,215 —
Payments of withholding taxes in connection with restricted stock unit vesting (1,184 ) (1,009 )
Proceeds from long-term borrowings, net of debt issuance costs 88,068 177,797
Payments on long-term borrowings (10,000 ) (39,200 )
Repurchase of common stock — (14,964 )
Net cash provided by financing activities 79,041 125,961
Effect of currency exchange rate changes on cash (305 ) 863

Net (decrease) increase in cash, cash equivalents and restricted cash (57,249 ) 65,812
Cash, cash equivalents and restricted cash, beginning of period 128,231 59,287
Cash, cash equivalents and restricted cash, end of period $70,982 $125,099

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 $524  $616
Supplemental disclosure of non-cash investing and financing activities:

Capitalization of stock-based compensation $39 $112
Acquisition of property and equipment included in accounts payable and accrued expenses $(5 ) $(1,050)
Issuance of common stock for acquisition $— $5,733
Accrued payment for intangibles $4,500 $—

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”’) was incorporated in the State of Delaware on February 10, 2005 and provides
backup, disaster recovery, high availability and workload migration solutions (the "Carbonite Data Protection
Platform"). The Carbonite Data Protection Platform supports businesses in locations around the world with secure
global cloud infrastructure.

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, 2017, as filed with
the SEC on March 12, 2018.

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.

Reclassifications

The Company has reclassified certain prior period amounts in its condensed consolidated statements of cash flows to
conform to the current period presentation. The reclassification relates to separately presenting the benefit for deferred
income taxes, which was previously included in the change in other long-term liabilities caption. For the six months
ended June 30, 2017, the Company reclassified $15.0 million into the benefit for deferred income taxes caption.
Additionally, the Company adopted Accounting Standard Updated ("ASU") 2016-18, Statement of Cash Flows (Topic
230): Restricted Cash (“ASU 2016-18”), effective January 1, 2018, which is applied retrospectively by reclassifying
restricted cash to be presented with cash and cash equivalents on the condensed consolidated statement of cash flows.
The Company has reclassified certain prior period amounts in its condensed consolidated statements of operations to
conform to the current period presentation. The reclassification relates to separately presenting amortization of
intangible assets previously included within general and administrative and sales and marketing. For the three months
ended June 30, 2017, the Company reclassified $0.1 million from general and administrative and $0.4 million from
sales and marketing into the amortization of intangible assets caption within operating expenses. For the six months
ended June 30, 2017, the Company reclassified $0.2 million from general and administrative and $0.8 million from
sales and marketing into the amortization of intangible assets caption within operating expenses.

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 accrued compensation which was
previously included in the accrued expenses and other current liabilities caption. As of December 31, 2017, the
Company reclassified $9.9 million from accrued expenses and other current liabilities into the accrued compensation
caption.

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, 2017 filed with the SEC on March
12, 2018. Summarized below are the accounting pronouncements adopted subsequent to December 31, 2017.
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In May 2014, the Financial Accounting Standards Board (“FASB”) issued ASU 2014-09, Revenue from Contracts with
Customers (Topic 606) ("Topic 606"), which updated guidance and disclosure requirements for recognizing revenue.
The new revenue recognition standard provides a five-step analysis of transactions to determine when and how
revenue is recognized. The revenue standard is based on the principle that revenue should be recognized to depict the
transfer of promised
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goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. The Company adopted this standard effective January 1, 2018 using the
modified retrospective transition method. The Company recognized the cumulative effect of applying the new
standard as an adjustment to the opening balance of retained earnings at the beginning of 2018. The comparative
information for 2017 has not been restated and continues to be reported under the accounting standards in effect for
the period presented. Refer to Note 3 - Revenue Recognition for the required disclosures related to the impact of
adopting this standard and a discussion of the Company's updated policies related to revenue recognition and
accounting for costs to obtain and fulfill a customer contract.

In October 2016, the FASB issued ASU 2016-16, Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other
Than Inventory (“ASU 2016-16). The purpose of ASU 2016-16 is to simplify the income tax accounting of an
intra-entity transfer of an asset other than inventory and to record its effect when the transfer occurs. The guidance is
effective for annual reporting periods beginning after December 15, 2017, including interim reporting periods within
those annual reporting periods and early adoption is permitted. The Company adopted ASU 2016-16 effective January
1, 2018, which did not have a material impact on the consolidated financial statements.

In November 2016, the FASB issued ASU 2016-18, which requires that the statement of cash flows explain the
change during the period in the total of cash, cash equivalents and amounts generally described as restricted cash or
restricted cash equivalents. Entities will also be required to reconcile such total to amounts on the balance sheet and
disclose the nature of the restrictions. The guidance is effective for annual reporting periods beginning after December
15, 2017 and interim periods within those fiscal years. The Company adopted ASU 2016-18 effective January 1, 2018,
which did not have a material impact on the consolidated financial statements. The Company applied this standard
retrospectively by reclassifying restricted cash to be presented with cash and cash equivalents on the consolidated
statement of cash flows.

Cash and cash equivalents subject to contractual restrictions and not readily available for use are classified as
restricted cash. As of December 31, 2016, the restricted cash balance of $0.1 million related to a security deposit
maintained for certain office space that was subleased to third parties. As of June 30, 2018 and December 31, 2017,
the Company did not have a restricted cash balance reported within the condensed consolidated balance sheets.
Recently Issued Accounting Standards

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 most leases and
continue to recognize expenses on their income statements over the lease term. It will also require disclosures
designed to give financial statement users information on the amount, timing, and uncertainty of cash flows arising
from leases. The guidance is effective for annual reporting periods beginning after December 15, 2018 and interim
periods within those fiscal years, with early adoption permitted. The Company is currently evaluating the effect of the
standard on its consolidated financial statements, and expects that upon adoption a significant lease obligation and
right to use asset will be recognized. Refer to Note 12 - Commitments and Contingencies for additional information
related to the Company’s lease obligations.

In January 2017, the FASB issued ASU 2017-04, Simplifying the Test for Goodwill Impairment. The standard
eliminates the second step in the goodwill impairment test which requires an entity to determine the implied fair value
of the reporting unit’s goodwill. The standard is effective for annual and interim goodwill impairment tests conducted
in fiscal years beginning after December 15, 2019, with early adoption permitted. The Company does not expect the
adoption of this standard to have a material impact on the Company's consolidated financial statements.

In June 2018, the FASB issued ASU 2018-07, Improvements to Nonemployee Share-Based Payment Accounting. The
standard requires entities to apply the requirements of Topic 718 to share-based payment transactions for acquiring
goods and services from nonemployees. This amendment is effective for fiscal years beginning after December 15,
2018, including interim periods within that fiscal year. Early adoption is permitted, but no earlier than an entity’s
adoption date of Topic 606. The Company is currently evaluating the impact of the adoption of this standard on its
consolidated financial statements.

3. Revenue Recognition

12
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On January 1, 2018, the Company adopted Topic 606 applying the modified retrospective method to all contracts that
were not completed as of January 1, 2018. Where applicable, the Company utilized the practical expedient and
reflected the aggregate effect of all contract modifications that occurred prior to adoption as they related to
performance obligations (both satisfied and remaining) and determination and allocation of the transaction price.
Under the modified retrospective method, results for reporting periods beginning after January 1, 2018 are presented
under Topic 606, while prior period amounts are not adjusted and continue to be reported in accordance with the
applicable accounting in effect for those periods.

9
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The adoption of the Topic 606 did not significantly impact the majority of the Company's offerings. Under the new
guidance, the Company's revenue recognition associated with term licenses and software contracts with a minimum
monthly royalty commitment is accelerated. Further, the Company has begun capitalizing certain incremental costs
incurred in obtaining contracts with customers as an asset on the condensed consolidated balance sheets. These costs
were previously expensed in the period they were incurred. The Company recorded a $13.9 million increase to
retained earnings as of January 1, 2018, due to the cumulative impact of adopting Topic 606 on revenue from
contracts with customers. Upon adoption, trade accounts receivable, net increased $2.2 million and deferred revenue
decreased $4.0 million. Prepaid expenses and other current assets increased $1.5 million and other assets increased by
$6.6 million primarily related to the capitalization of sales commissions. Deferred tax liabilities increased by $0.4
million due to temporary differences between the accounting and tax carrying values of the capitalized commissions.
The impact of adopting Topic 606 to revenues for the three month and six month periods ended June 30, 2018 was an
increase of $0.7 million and $1.5 million, respectively.

Changes in Accounting Policies as a result of adopting Topic 606

The Company primarily sells products and services as discussed below. Each category contains one or more
performance obligations that are either (i) capable of being distinct (i.e., the customer can benefit from the good or
service on its own or together with readily available resources, including those purchased separately from the
Company) and distinct within the context of the contract (i.e., separately identifiable from other promises in the
contract), or (ii) a series of distinct goods or services that are substantially the same and have the same pattern of
transfer to the customer. Aside from the software licenses and hardware, which are delivered at a point in time, the
majority of the Company’s other services are delivered over time.

Under Topic 606, the Company recognizes revenue following a five step model, as outlined below:

eIdentify the contract.

e[dentify the performance obligations.

*Determine the transaction price.

*Allocate the transaction price.

*Recognize revenue.

Identifying the Contract

The Company considers itself to have a contract with a customer when all of the following are met:

*The parties have approved the contract;

*The Company can identify each party’s rights regarding the goods or services to be transferred;

*The Company can identify the payment terms;

*The contract has commercial substance; and

o[t is probable that the Company will collect substantially all of the consideration to which it will be entitled.
Performance Obligations and Timing of Revenue Recognition

Service Revenue

The Company offers “Software-as-a-Service” ("SaaS") and "Hardware-as-a-Service" ("HaaS") offerings. Most notably,
the Company offers the customer the right to access its software through its SaaS offering, where the Company hosts
the software and the customer is granted access via the web. Control of the software does not transfer in these types of
arrangements and is therefore not considered a distinct performance obligation. Revenues related to the SaaS offerings
are recorded over the performance period of the service. HaaS arrangements are accounted for under the guidance
provided in ASC 840, Leases.

The Company also offers maintenance and support ("M&S") services for its licenses. 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. All M&S obligations are considered distinct performance obligations that are of substantially the same
duration and measure of progress and are therefore combined into a single performance obligation. As such, revenues
from M&S are recorded ratably over the time of performance.

The Company also offers professional services to customers consisting of implementation, training, migration and
protection services, and consulting. Professional services are regularly sold in conjunction with other products or
services, as well as on a standalone basis and either (i) prepaid upfront or (ii) sold on a time and materials basis.

14
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Professional service revenue is recognized over time as services are delivered. For time and materials-based
consulting arrangements, the Company has elected the practical expedient of recognizing revenue upon invoicing
since the invoiced amount corresponds directly to the value of the Company’s service to date.
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Product Revenue

The Company sells different types of on-premise data protection and migration software, licensed on a term or
perpetual basis, and as royalty arrangements. License arrangements generally include maintenance and support
services, but the software is fully functional upon delivery and is considered to be a distinct performance obligation.
Revenues from product licenses are recorded when control of the product has been transferred to the customer.

The Company also offers hardware on a standalone basis or in conjunction with the Company’s software. Hardware
sales are recorded as revenue when control is transferred to the customer.

Determining the Transaction Price

To determine the transaction price, the Company considers both fixed and variable consideration. The majority of the
Company’s contracts contain fixed consideration that is paid up-front. Variable consideration is included in the
transaction price to the extent it is probable that a significant reversal will not occur. The Company has the following
sources of variable consideration:

Performance penalties - Subscription services and product support arrangements generally contain performance
response time guarantees. For subscription services arrangements, the Company estimates variable consideration
using a portfolio approach because performance penalties are tied to standard response time requirements. For product
support arrangements, the Company estimates variable consideration on a contract basis because such arrangements
are customer-specific. For both subscription services and product support arrangements, the Company uses an
expected value approach to estimate variable consideration based on historical business practices and current and
future performance expectations to determine the likelihood of incurring penalties.

Extended payment terms - The Company’s standard payment terms are generally within 90 days of invoicing. If
extended payment terms are granted to customers, those terms generally do not exceed one year. For contracts with
extended payment terms, the Company estimates variable consideration on a contract basis because such estimates are
customer-specific, and uses an expected value approach to analyze historical business experience on a
customer-by-customer basis to determine the likelihood that extended payment terms lead to an implied price
concession.

Sales and usage-based royalties - Certain product license arrangements include sales or usage-based royalties,
covering both the software license and product support. Typically the arrangements consist of a minimum
commitment as well as usage based “overage” fees. The Company includes the minimum commitments in determining
the transaction price, however, excludes an estimate of sales or usage based “overages”.

The Company has elected to exclude taxes assessed by government authorities in determining the transaction price,
and therefore revenue is recognized net of taxes collected from customers.

Allocating the Transaction Price

The Company allocates the transaction price to each performance obligation based on the standard selling price
("SSP"), which is the price the Company regularly sells the product or service on a standalone basis. For certain
products or services, a readily identifiable SSP is not available. In such cases, the Company estimates the SSP using
the following methodologies:

Product licenses - Product licenses are not sold on a standalone basis. The Company establishes the SSP of product
licenses using a residual approach after first establishing the SSP of the associated maintenance and support.
Maintenance and support is sold on a standalone basis as annual renewals, and because an economic relationship
exists between product licenses and maintenance and support, the Company has concluded that the residual method to
estimate the SSP of product licenses sold on both a perpetual and term basis is an appropriate allocation of the
transaction price.

Maintenance and Support (time-based licenses) - The Company establishes the SSP of maintenance and support
included in time-based licenses based on similar percentages charged for maintenance and support of perpetual
licenses because time-based licenses, when renewed, are renewed for the right to use the license as well as the
ongoing maintenance and support. The Company believes this method is an appropriate allocation of maintenance and
support in time-based license arrangements.

The Company infrequently provides options to purchase future products or services at a discount. The Company
analyzes the option price against the SSP of the previously established goods or services to determine if the options
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represent material rights that should be accounted for as separate performance obligations. In general, options sold at
or above the SSP are not considered separate performance obligations because the customer could have received that
right without entering into the contract. If a material right exists, revenue associated with the option is recognized
when the future goods or services are transferred, or when the option expires.
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Disaggregation of Revenue
The following table depicts disaggregated revenue for the three and six months ended June 30, 2018, by type,
customer type, sales channel, timing of revenue recognition, and geography (in thousands):
Three months ended June Six months ended June 30,
30,2018 2018
Products Services Total ~ Products Services Total
Customer type

Consumer $6 ) $23,997 $23,991 $— $44,940 $44,940
Business 8,926 44,817 53,743 18,372 78,448 96,320
Total $8,920 $68,814 $77,734 $18,372 $123,388 $141,760
Sales channel

Direct $1,038 $45,995 $47,033 $2,081 $83,876 $85,957
Indirect 7,882 22819 30,701 16,291 39,512 55,803
Total $8,920 $68,814 $77,734 $18,372 $123,388 $141,760
Timing of revenue recognition

Transferred at a point in time  $8,920 $— $8,920 $18,372 $— $18,372
Transferred over time — 68,814 68,814 — 123,388 123,388
Total $8,920 $68,814 $77,734 $18,372 $123,388 $141,760
Geography

United States $3,644 $61,013 $64,657 $8,294 $110,010 $118,304
Other 5,276 7,801 13,077 10,078 13,378 23,456
Total $8,920 $68,814 $77,734 $18,372 $123,388 $141,760

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. The Company did not have contract assets as of June 30,
2018.
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 six months ended June 30, 2018 are as follows (in thousands):

Deferred Deferred

Revenue Revenue

(Short-term) (Long-term)
Balance as of January 1,2018 $ 96,243 $ 24,273
Increase, net 24,789 3,409
Balance as of June 30,2018 $ 121,032  $ 27,682
For the three and six months ended June 30, 2018, revenue recognized related to deferred revenue at January 1, 2018
was approximately $31.4 million and $68.8 million, respectively. Additionally, for the three and six months ended
June 30, 2018, the Company recognized $5.5 million and $6.8 million of revenue from deferred revenue related to the
acquisition of Mozy, Inc. ("Mozy") on March 19, 2018, respectively.
On June 30, 2018, the Company had $161.8 million of remaining performance obligations. This amount does not
include any variable consideration for sales or usage-based royalties. The Company expects to recognize 56.0%
percent of its remaining performance obligations as revenue in the year ended December 31, 2018, an additional
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Accounts Receivable, Net
Accounts receivable, net, are amounts due from customers where there is an unconditional right to consideration.
Unbilled receivables of $3.6 million and $4.8 million are included in this balance at January 1, 2018 and June 30,
2018, respectively. The payment of consideration related to these unbilled receivables is subjected only to the passage
of time.
Contract Costs
The Company also considered Topic 606 subtopic 340-40, Other Assets and Deferred Costs - Contracts with
Customers (“subtopic 340-40”). Prior to adoption of Topic 606, the Company expensed costs to obtain and fulfill
contracts with customers as incurred. Under subtopic 340-40, the Company capitalizes incremental costs incurred in
obtaining contracts with customers if the amortization period is greater than one year. For costs that the Company
would have capitalized and amortized over one year or less, the Company has elected to apply the practical expedient
and expense these contract costs as incurred. These costs consist primarily of commissions paid when contracts are
signed. For the three and six months ended June 30, 2018, the Company capitalized $2.0 million and $4.1 million in
costs to obtain contracts with customers, respectively, which are amortized on a straight-line basis over the period of
benefit. The Company has defined the period of benefit to be the average customer life of six years. For the three and
six months ended June 30, 2018, the Company had amortization expense of $0.5 million and $0.9 million related to
deferred costs, respectively. Amortization expense is included in sales and marketing expense in the condensed
consolidated statements of operations. As of June 30, 2018, the Company has $2.2 million and $9.0 million in current
and non-current deferred costs of obtaining contracts with customers, respectively.
Financial Statement Impact of Adopting Topic 606
The Company adopted Topic 606 using the modified retrospective method. The cumulative effect of applying the new
guidance to all contracts with customers that were not completed as of January 1, 2018 was recorded as an adjustment
to accumulated deficit as of the adoption date. The following table summarizes the effects of adopting Topic 606 on
the Company's condensed consolidated balance sheet as of June 30, 2018 (in thousands):

June 30, 2018

As

Balances

reported under

under Adjustments _ .

606
Trade accounts receivable, net $32,078 $ (3,420 ) $28,658
Prepaid expenses and other current assets 10,620 (2,185 ) 8,435
Other assets 12,337 (9,000 ) 3,337
Accrued expenses and other current liabilities 18,922 (116 ) 18,806
Current portion of deferred revenue 121,032 2,823 123,855
Deferred revenue, net of current portion 27,682 715 28,397
Other long-term liabilities 5,876 (351 ) 5,525
Accumulated other comprehensive income 1,091 104 1,195
Accumulated deficit (149,207 (17,780 ) (166,987)

The following table summarizes the effects of adopting Topic 606 on the Company's condensed consolidated income
statement for the three and six months ended June 30, 2018 (in thousands, except per share amounts):

Three Months Ended June 30, . 100 hs Ended June 30, 2018

2018
As
Balances As Balances

reported under reported under

under Adjustments _ . p Adjustments _ .

Topic Prior under Prior

. Ogl GAAP  Topic 606 GAAP
Revenue $77,734 $ (729 ) $77,005 $141,760 $ (1,450 ) $140,310
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General and administrative 13,460 — 13,460 27,920 (594 ) 27,326
Sales and marketing 22,086 1,472 23,558 41,946 3,160 45,106
Provision (benefit) for income taxes 2,338 (110 ) 2,228 (14,877 ) (116 ) (14,993 )
Net (loss) income (5,687 ) (2,091 ) (7,778 ) 6,257 (3,900 ) 2,357

Net (loss) income per share - basic  (0.20 ) (0.07 ) (0.27 ) 0.22 0.14 ) 0.08

Net (loss) income per share - diluted (0.20 ) (0.07 ) (0.27 ) 0.20 (0.12 ) 0.08
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The adjustment to the general and administrative caption above relates to a sale of assets recorded in the six months
ended June 30, 2018. The deferred revenue divested as part of the sale was $0.6 million higher under prior GAAP.
This resulted in an adjustment between Topic 606 and prior GAAP related to the $0.6 million change in deferred
revenue and gain (loss) on the sale of the assets.

The adoption of ASC 606 did not affect the Company's reported total amounts of cash flows from operating, investing
and financing activities in its condensed consolidated statement of cash flows.

Revision of Prior Period Amounts

The Company has revised certain prior period amounts in its condensed consolidated statements of operations. In
connection with the Company’s adoption of Topic 606, the Company determined that product revenue has historically
exceeded 10% of total revenue and therefore should have been previously stated separately from services revenue.
The Company has revised to correctly present the services and products components of revenue and cost of revenue in
the condensed consolidated statements of operations for the three and six months ended June 30, 2017. The revision
also includes presenting as a separate caption within costs of revenue, the amortization of intangible assets, which was
previously included in the total cost of revenue. These revisions did not affect reported total revenue, total cost of
revenue, loss from operations, net income or net income per share, the Company's cash flows; or any balance sheet
line item.

The effect of the revisions to the condensed consolidated statements of operations for the three and six months ended
June 30, 2017, is as follows (in thousands):

Three months ended Six months ended June
June 30, 2017 30, 2017
As As
Pre\vdgusiments As . Pre\vdgustyents As .
Revised Revised
Reported Reported
Revenue:
Services $-$ 51,050 $51,050 $-$101,165 $101,165
Product —7,984 7984  —14,968 14,968
Total revenue 59,034 59,034 116433 116,133
Cost of revenue:
Services —15,266 15,266 —30,549 30,549
Product —921 921 —1,367 1,367
Amortization of intangible assets —2,124 2,124 —3,750 3,750
Total cost of revenue 18211 18,311 35,666 35,666

4. Net (Loss) Income Per Share

Basic net (loss) income per share is calculated by dividing the net (loss) income by the weighted average number of
common shares outstanding during the period. Diluted net (loss) income per share is calculated by dividing net (loss)
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 incurred a net loss, the
effect of the Company's outstanding common stock equivalents were not included in the calculation of diluted loss per
share as they were anti-dilutive. Accordingly, basic and diluted net loss per share for those periods were identical.
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The following table sets forth the computation of basic and diluted net (loss) income per share:

Numerator:
Net (loss) income
Denominator:
Weighted average common shares outstanding, basic
Effect of potential dilutive common shares
Weighted average shares outstanding, diluted
Basic net (loss) income per share
Diluted net (loss) income per share

Three Months Six Months
Ended June 30, Ended June 30,
2018 2017 2018 2017
(in thousands, except per share
amounts)

$(5,687) $(6,380) $6,257 $1,215
28,628 27,526 28,486 27,673
— — 2,400 682

28,628 27,526 30,886 28,355
$(0.20 ) $(0.23 ) $0.22 $0.04
$(0.20 ) $(0.23 ) $0.20 $0.04

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 and six months ended June 30, 2018, the Company has included the dilutive effect of Convertible
Notes in the calculation of diluted net income per share as of June 30, 2018, using the treasury stock method.

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):

Three Six
Months Months
Ended June Ended
30, June 30,
2018 2017 2018017
Options to purchase common shares (1) 1,053 36 — 36

Restricted stock units/awards 1,902 332 93 559

Total 2,955 368 93 595

(1) For the three and six months ended June 30, 2018 this

balance includes shares purchasable under the Company's

2017 ESPP which were determined to be anti-dilutive.

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 pursuant to ASC 815, Derivatives and Hedging. Accordingly, the Company recorded the fair
value of these contracts at the end of each reporting period in the consolidated balance sheets, with changes in the fair
value recorded in earnings as other income (expense), net in the 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 June 30, 2018 and December 31, 2017, the Company had outstanding
contracts with a total notional value of $44.8 million and $47.8 million, respectively.
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The following table provides a quantitative summary of the fair value of derivative instruments not designated as
hedging instruments as of June 30, 2018 and December 31, 2017 (in thousands):

Fair Value
.. e June 3December 31,

Description Balance Sheet Classification 2018 2017
Derivative Assets:
Non-Designated Hedging Instruments
Foreign currency contracts Prepaid expenses and other current assets $834 § —
Total derivative assets $834 § —
Derivative liabilities
Non-designated hedging instruments
Foreign currency contracts Accrued expenses and other current liabilities $41 $ 439
Total derivative liabilities $41 $ 439

The following table summarizes the gains (losses) related to derivative instruments not designated as hedging
instruments for the three and six months ended June 30, 2018 and 2017 (in thousands):

Three Months  Six Months

Ended June 30, Ended June 30,

Location in Statement of Operations 2018 2017 2018 2017

Foreign currency contracts Other income (expense), net $2,580 $(2,820) $1,509 $(3,231)
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.
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.
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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):

June 30, 2018 December 31, 2017

Level 1 Level2 Level 3 Total Level 1 Level2 Level 3 Total

Assets:

Cash equivalents—money market fund$36,517 $ —  $ —$36,517 $96,295 $ —  $ —$96,295
Foreign currency exchange contracts — 834 — 834 — — — —
Total $36,517 $ 834 § —$37,351 $96,295 $ —  $ —3$96,295
Liabilities:

Foreign currency exchange contracts — 41 — $41 — 439 — $439
Total $— $41  $ —$41 $— $439 $ —$439

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 using quoted market prices in an inactive market on the
last trading day of the reporting period and has been classified as Level 2 within the fair value hierarchy. The principal
amount, carrying value (the carrying value excludes the equity component of the Convertible Notes classified in
equity) and related estimated fair value of the Company's Convertible Notes reported in the condensed consolidated
balance sheet as of June 30, 2018 are as follows (in thousands):

June 30, 2018
Carrying Fair
Value Value
Convertible notes $143,750 $114,992 $209,882
The carrying amount of the Company's borrowings under its credit agreement with Silicon Valley Bank, Citizens
Bank, N.A., HSBC Bank USA, N.A., Barclays Bank PLC and Wells Fargo Bank, National Association (“Revolving
Credit Facility”) is a reasonable estimate of its fair value as the borrowings are subject to variable rates that reflect
currently available terms and conditions for similar debt. 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 six months
ended June 30, 2018, the Company recorded an impairment charge of $0.7 million related to internally developed
software costs which are 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.
6. Acquisitions
Acquisition-Related Expenses
In the three months ended June 30, 2018 and 2017, acquisition-related expenses were $2.2 million and $0.7 million,
respectively. In the six months ended June 30, 2018 and 2017, acquisition-related expenses were $5.5 million and $3.7
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 Mozy and the prior year acquisition costs relate to the acquisitions of Datacastle Corporation
("Datacastle") and DoubleTake Software, Inc. ("DoubleTake").

Principal
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2018 Acquisition

On February 12, 2018, the Company entered into a definitive Master Acquisition Agreement ("Agreement") with
EMC Corporation (“EMC”), Mozy and Dell Technologies, Inc. Pursuant to the Agreement, on March 19, 2018, the
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 Revolving Credit Facility (refer to Note 14). 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 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 Company expects a release of the U.S. valuation
allowance corresponding to any potential measurement period adjustments that impact the net U.S. deferred tax
liability. During the second quarter of 2018, the Company recorded a measurement period adjustment in its condensed
consolidated balance sheet associated with receiving additional information regarding the opening balance sheet as of
March 19, 2018, the date of the acquisition. The measurement period adjustment was recorded as a $1.2

million decrease to goodwill, with an offsetting decrease to deferred tax liabilities of $1.4 million, an increase to
deferred revenue of $0.1 million and a decrease to intangible assets of $0.1 million. The following table summarizes
the preliminary purchase price allocation, which reflects the measurement period adjustments recorded in the second

quarter of 2018 (in thousands):

Fair value of consideration transferred:
Cash, net of cash acquired

$144,597

Fair value of total acquisition consideration $ 144,597

Fair value of assets acquired and liabilities assumed:
Accounts receivable

Prepaid and other current assets
Property and equipment

Other long-term assets
Intangible assets

Goodwill

Total assets acquired

Accounts payable

Accrued liabilities

Deferred revenues

Deferred tax liability

Net assets acquired

$1,629
872
7,169

242
96,400
74,753
181,065
(141 )
(417 )
(19,740 )
(16,170 )
$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.

In connection with the acquisition of Mozy, goodwill of $74.8 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 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
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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:

Weighted Average Useful Risk-Adjusted Discount Rates used in

Amount Life Valuation
(in thousands) (in years)
Developed technology $ 8,700 2 12.5%
Customer relationships 87,200 7 16.5-17.5%
Trade names 500 2 12.5%
Total identifiable intangible $ 96.400
assets

For the three and six months ended June 30, 2018, the operating results of Mozy, which are included in the Company's
condensed consolidated statements of operations since the date of acquisition, are comprised of $15.4 million and
$17.3 million of revenue. The Company has determined that disclosing the amount of Mozy related expenses included
in the condensed consolidated statements of operations is impracticable, as certain operations of Mozy were integrated
into the operations of the Company.
Pro Forma Financial Information
The following unaudited pro forma information presents the condensed consolidated results of operations of the
Company and Mozy for the six months periods ended June 30, 2018 and 2017 and the three month period ended June
30, 2017 as if the acquisition of Mozy had been completed on January 1, 2017. There was no pro forma impact during
the three months ended June 30, 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 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, 2017, nor are they intended to
represent or be indicative of future results of operations (in thousands):

Three

Months  Six Months Ended

Ended June 30,

June 30,

2017 2018 2017
Pro forma revenue $75,929 $156,768 $149,221
Pro forma net (loss) income $(6,886) $9,395 $(2,423 )
Pro forma net (loss) income per common share:
Basic $(0.25 ) $0.33 $0.09 )
Diluted $(0.25 ) $0.30 $0.09 )
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2017 Acquisitions

Datacastle

On August 14, 2017, the Company entered into an asset purchase agreement with Datacastle and completed the
acquisition of all the assets associated with Datacastle's cloud data backup, caching and analytics software and
services for data protection purposes, including Datacastle Red, Datacastle Analytics and Datacastle QuickCache
products, for a purchase price of $9.6 million in cash at closing. The acquisition of Datacastle 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. Pro forma information has not been presented, as the operating results
of Datacastle are not material. The following tables summarize the final purchase price allocation (in thousands):
Fair value of consideration transferred:

Cash $9,600

Fair value of total acquisition consideration $9,600

Fair value of assets acquired and liabilities assumed:

Accounts receivable $298
Prepaid expenses and other current assets 90
Intangible assets 3,440
Goodwill 6,267
Total assets acquired 10,095
Accrued liabilities (175 )
Deferred revenue (320 )
Net assets acquired $9,600

The Company engaged a third-party valuation firm to assist in the valuation of intangible assets and deferred revenue.
The fair values of the remaining Datacastle assets and liabilities noted above approximate their carrying values at
August 14, 2017. In connection with the acquisition of Datacastle, goodwill was recognized as the excess purchase
price over the fair value of net asset acquired. The goodwill recorded in connection with this transaction is primarily
related to the ability to leverage existing sales and marketing capacity and customer base with respect to the acquired
product, as well as revenue and cash flow projections associated with future technologies. Goodwill from the
acquisition of Datacastle is included within the Company’s one reporting unit and will be included in the annual review
for impairment. The goodwill is fully deductible for tax purposes.

The significant intangible assets identified in the purchase price allocation include developed technology and
customer relationships, which are amortized over their respective useful lives on a straight line basis which
approximates the underlying cash flows. To value the developed technology asset, the Company utilized the income
approach, specifically a discounted cash-flow method known as the excess earnings method. The Company utilized
the distributor earnings approach to derive the fair value of the customer relationships. The following table presents
the fair values and useful lives of the identifiable intangible assets acquired and risk-adjusted discount rates used in
the valuation:

Weighted Average Useful Risk-Adjusted Discount Rates used in
Amount

Life Valuation
(in thousands) (in years)
Developed technology $ 2,550 7 11.0%
Customer relationships 890 10 13.0%
Total identifiable intangible $ 3.440
assets
DoubleTake

On January 31, 2017, the Company completed the acquisition of all the outstanding capital stock of DoubleTake for a
purchase price of $65.9 million, which was comprised of $59.7 million in cash paid at closing, net of cash acquired,
332,326 shares of the Company's common stock with a fair value of $5.7 million and a working capital payment of
$0.5 million. The working capital payment was paid in June 2017. DoubleTake develops, sells, and supports
affordable software that allows IT
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organizations of all sizes to move, manage, protect, and recover workloads across any distance and any combination
of physical and virtual server environments. DoubleTake’s products and services are marketed and sold worldwide
through their direct sales force and a network of business partners and distributors. In connection with the acquisition
of DoubleTake, the Company negotiated a transition services agreement to cover certain consulting, technology and
accounting services for up to nine months post close, which ended in 2017. The acquisition of DoubleTake 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 tables summarize the final purchase price
allocation (in thousands):

Fair value of consideration transferred:

Cash, net of cash acquired $59,740

Fair value of equity instruments 5,733

Working capital payment 458

Fair value of total consideration $65,931

Fair value of assets acquired and liabilities assumed:

Accounts receivable $6,058
Prepaid and other current assets 158
Property and equipment 428
Other long-term assets 42
Intangible assets 36,700
Goodwill 49,473
Total assets acquired 92,859
Accounts payable (636 )
Accrued liabilities (2,156 )
Deferred revenues (9,100 )
Deferred tax liability (14,918 )
Other non-current liabilities (118 )
Net assets acquired $65,931

The Company engaged a third-party valuation firm to assist in the valuation of intangible assets consisting of
developed technology, customer relationships, and the DoubleTake trade name as well as in the valuation of deferred
revenue. The fair values of the remaining DoubleTake assets and liabilities noted above approximate their carrying
values at January 31, 2017.

In connection with the acquisition of DoubleTake, goodwill of $49.5 million was recognized for the excess purchase
price over the fair value of the net assets acquired. The Company believes the goodwill recorded in connection with
this transaction is primarily related to the investment value of the future enhancements of its product offering and
solutions offering. Goodwill from the acquisition of Double-Take 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 developed
technology, trade names and customer relationships, 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. Developed technology consists of products that have reached technological feasibility and trade names represent
acquired company and product names. To value the developed technology asset, the Company utilized the income
approach, specifically a discounted cash-flow method known as the multi-period excess earnings method. The trade
name intangible was valued using a relief from royalty method, which considers both the market approach and the
income approach. Customer relationships represent the underlying relationships with certain customers to provide
ongoing services for products sold. The Company utilized the replacement cost/lost profits methodology to derive the
fair value of the customer relationships. The Company utilized accounting guidance related to intangible assets which
lists the pertinent factors to be considered when estimating the useful life of an intangible asset. These factors include,
in part, a review of the expected use by the Company of the assets acquired, the expected useful life of another asset
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The following table presents the fair values and useful lives of the identifiable intangible assets acquired and
risk-adjusted discount rates used in the valuation:

Weighted Average Useful Risk-Adjusted Discount Rates used in
Amount

Life Valuation
(in thousands) (in years)
Developed technology $ 29,900 5 13.5%
Customer relationships 4,900 6 12.0%
Trade names 1,900 8 12.0%
Total identifiable intangible $ 36.700
assets

The Company determined that disclosing the amount of DoubleTake related revenue and expenses included in the
condensed consolidated statements of operations is impracticable as certain operations were integrated into the
operations of the Company. Furthermore, the Company operates as one reportable segment and does not consider
DoubleTake a separate reporting segment.

Pro Forma Financial Information (unaudited)

The following unaudited pro forma information presents the condensed consolidated results of operations of the
Company and DoubleTake for the six months ended June 30, 2017 as if the acquisition of DoubleTake had been
completed on January 1, 2017. There was no pro forma impact for the three month period ended June 30, 2017. 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, elimination of interest expense with a
promissory note due to the parent company, and adjustments relating to the tax effect of combining the Carbonite and
DoubleTake 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 DoubleTake. 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, 2017, nor are they intended to
represent or be indicative of future results of operations (in thousands, except per share data):

Six
Months
Ended
June 30,
2017
Pro forma revenue $119,414
Pro forma net income $1,180
Pro forma net income per common share:
Basic $0.04
Diluted $0.04

7. Goodwill and Acquired Intangible Assets
As of June 30, 2018 and December 31, 2017, the carrying amount of goodwill was $155.3 million and $81.0 million,
respectively. The following is a rollforward of the Company's goodwill balance (in thousands):

Goodwill
Balance as of December 31, 2017 $80,958
Goodwill acquired 74,753
Goodwill divested (30 )
Effect of foreign exchange rates (340 )
Balance as of June 30, 2018 $155,341
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Acquired intangible assets consist of the following (in thousands):

June 30, 2018 December 31, 2017

Weighted-

Av?rage Gross. Accumulated Net . Gross. Accumulated Net .

Estimated Carrying Amortization Carrying Carrying Amortization Carrying

Useful Life Value Value Value Value

(in years)
Technology-related 43 $59,149 $ 17,749 $41,400 $46,833 $ 12,504 $34,329
Customer relationships 6.8 97,039 6,460 90,579 11,295 3,361 7,934
Trade names 6.2 3,763 972 2,791 3,677 946 2,731
Non-compete agreements 0.0 — — — 230 230 —
Total 5.8 $159,951 $ 25,181 $134,770 $62,035 $ 17,041 $44,994

The Company recorded amortization expense of $8.0 million and $2.7 million for the three months ended June 30,
2018 and 2017, respectively; and $11.3 million and $4.7 million for the six months ended June 30, 2018 and 2017,
respectively. Amortization relating to developed technology is recorded within a separate line within cost of revenue
and amortization of customer relationships, trade names and non-compete agreements are recorded within a separate
line within operating expenses. Future estimated amortization expense of acquired intangibles as of June 30, 2018 is
as follows (in thousands):

Remainder of 2018 $16,439

2019 26,190
2020 22,813
2021 21,643
2022 15,739
Thereafter 31,946
$134,770

On October 3, 2017, the Company entered into a license and distribution agreement for technology to be utilized in
future product offerings. As consideration for granting the license, the Company agreed to pay $7.0 million in three
separate milestone payments. The Company paid $1.25 million upon transfer of all licensed materials in October
2017. A second $1.25 million progress payment was made in January 2018. The third milestone was achieved in June
2018 upon the completion and acceptance of certain deliverables at which time the payments became probable. The
payment of the third milestone of $4.5 million was made in July 2018. Under ASC 985, Software, Subtopic 20, Costs
of Software to Be Sold, Leased, or Marketed, these costs are capitalized as incurred and amortized over their
estimated useful life on a straight-line basis. During the three and six months ended June 30, 2018, the Company
capitalized $4.5 million and $5.8 million of costs associated with purchased software, respectively.
8. Accrued Expenses
Accrued expenses consist of the following (in thousands):

June 30, December

2018 31,2017

Accrued license payment $4,500 $—
Accrued consulting and professional fees 4,466 2,162
Accrued tax liabilities 2,930 2,280
Accrued sales and marketing 1,222 1,124
Accrued interest 1,021 898
Accrued facilities 1,140 1,002
Accrued restructuring 439 688
Accrued other expenses 3,204 3,629
Total accrued expenses $18,922 $11,783

Additionally, the Company accrued $10.0 million and $9.9 million related to accrued compensation as of June 30,
2018 and December 31, 2017, respectively.
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9. Stockholders' Equity
Share Repurchase Program
On May 11, 2015, the Company's Board of Directors authorized a $20.0 million, which was subsequently increased to
$30.0 million, share repurchase program, effective from May 15, 2015 through May 15, 2018. On May 15, 2018, the
share repurchase program expired and was not renewed by the Company.
The Company did not make any repurchases under the program during the six months ended June 30, 2018 or the
three months ended June 30, 2017. The Company made the following repurchases during the six months ended
June 30, 2017:

Six Months

Ended June

30,

2017

(total cost,

in

thousands)
Number of shares repurchased 767,400
Average repurchase price per share $ 19.50
Total cost $ 14,964
10. Stock-based Awards
Employee Stock Purchase Plan
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 June 30, 2018, rights to acquire 484,185 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  Six Months

Ended Ended

June 30, June 30,

2018 2017 2018 2017
Cost of revenues $413 $269 $738 $500
Research and development 1,047 405 1,734 714
General and administrative 2,494 1,983 4,618 3,940
Sales and marketing 787 531 1,388 811

Total stock-based compensation expense $4,741 $3,188 $8,478 $5,965

11. Income Taxes

The Company's effective income tax rates were (69.8)% and (6.7)% for the three months ended June 30, 2018 and
2017, respectively. The Company's effective income tax rates were 172.6% and 109.5% for the six months ended
June 30, 2018 and 2017, 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 six months ended June 30, 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 acquisition of
Mozy and pre-tax book losses in the U.S. and Switzerland that cannot be benefited. The tax benefit recognized during
the six months ended June 30, 2018, consists of a tax benefit for a U.S. valuation allowance release that is partially
offset by foreign tax expense. The tax provision recognized during the three months ended June 30, 2018, consists
primarily of a reduction to the U.S valuation allowance release as a result of changes in the deferred tax liability
established in purchase accounting and foreign tax expense.
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The Company's effective income tax rate in the three months ended June 30, 2018 differed from the three months
ended June 30, 2017, primarily due to a reduction to the U.S. valuation allowance release as a result of changes in the
deferred tax liability established in purchase accounting. The Company's effective income tax rate in the six months
ended June 30, 2018 differed from the six months ended June 30, 2017, primarily due to the partial release of U.S.
valuation allowance due to a
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net deferred tax liability recorded in the acquisition of Mozy. 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 is estimated to be a source of income to utilize previously unrecognized deferred
tax assets in the U.S. Therefore, the Company has recorded a discrete tax benefit of $16.2 million and $14.6 million in
the six months ended June 30, 2018 and 2017, respectively, for the release of valuation allowance related to the
deferred tax liability recorded in purchase accounting. The U.S. maintains a valuation allowance on the overall U.S.
net deferred tax asset as it is deemed more likely than not the U.S. net deferred tax asset will not be realized.

On December 22, 2017, the United States enacted tax reform legislation through the Tax Cuts and Jobs Act (“Tax Act”),
which significantly changes the pre-existing U.S. tax laws. The Tax Act includes a reduction in the U.S. corporate tax
rate from 34% to 21%, a transition from a worldwide tax system to a modified territorial tax system, new taxes on
certain foreign-sourced earnings, limitations on the deductibility of interest expense and executive compensation, as
well as other changes.

In response to the Tax Act, the SEC staff issued Staff Accounting Bulletin No. 118 (“SAB 118”) which allows
registrants to record provisional amounts during a measurement period, not to extend beyond one year. Pursuant to
SAB 118, the Company will complete the accounting for the tax effects of all of the provisions of the Tax Act within
the required measurement period not to extend beyond one year from the enactment date. As of June 30, 2018, the
Company has concluded on the impact of the federal rate change, refundable Federal Alternative Minimum Tax
("AMT") credit, and the one-time tax on unrepatriated foreign earnings. There have been no changes in estimates or
additional guidance issued during the six months ended June 30, 2018 which would change the Company's assessment
of the tax impacts recorded as of the year ended December 31, 2017. The Company is still analyzing both the Federal
and state impacts of the Tax Act on certain foreign-sourced sales and earnings, limitations on the deductibility of
interest expense and executive compensation, limitations on the deductibility of meals and entertainment, as well as
other items changed in the Tax Act.

12. Commitments and Contingencies

Operating Leases

The Company leases facilities under leases that expire at varying dates through 2025. Certain of these leases contain
renewal options and require the Company to pay operating costs, including property taxes, insurance, and
maintenance.

The Company has lease agreements to rent office space in Boston, Massachusetts (corporate headquarters); Salt Lake
City, Utah; and Indianapolis, Indiana as well as various other locations in North America and Europe. The Company
has lease agreements to rent data center space in Ashburn, Virginia; Chandler, Arizona; and Phoenix, Arizona as well
as various other locations in North America and Europe. Additionally, the Company has data center colocation
agreements in place to rent colocation space. The terms of several of these leases include escalating rent and free rent
periods. Accordingly, the Company recorded a deferred rent liability related to the free rent and escalating rent
payments, such that rent is being recognized on a straight-line basis over the terms of the leases. Rent expense was
$2.2 million and $2.3 million for the three months ended June 30, 2018 and 2017, respectively, and $4.4 million and
$4.5 million for the six months ended June 30, 2018 and 2017, respectively. At June 30, 2018 and December 31, 2017,
$4.9 million and $4.7 million, respectively, was included in accrued expenses and other long-term liabilities related to
the deferred rent. Future non-cancellable minimum lease payments under all operating leases as of June 30, 2018, are
as follows (in thousands):

Data

Years Ended December 31, Office - Center Total
Leases Leases

(D
Remainder of 2018 $2,291 $1,965 $4,256
2019 3,814 2,403 6,217
2020 3,627 2,056 5,683
2021 3,679 2,056 5,735
2022 3,465 768 4,233
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Thereafter 6,871 64 6,935
Total $23,747 $9,312 $33,059
(1) Certain amounts in the table above relating to
colocation leases for the Company's servers include
usage based charges in addition to base rent.

25

43



Edgar Filing: Carbonite Inc - Form 10-Q

Table of Contents

Other Non-cancellable Commitments

As of June 30, 2018, 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 2018 $4,519
2019 1,458
2020 525
2021 —
2022 —
Total $6,502
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 has filed several patent suits against
several other companies and the asserted patents are currently in various rounds of litigation and inter partes reviews
by other parties. The complaint sought damages in an unspecified amount and injunctive relief. On December 19,
2017, the United States District Court for the Eastern District of Texas agreed to transfer the case to the United States
District Court of Massachusetts. On June 22, 2018, Carbonite requested the Court to stay the case pending USPTO
patent review proceedings underway as to some of the asserted patents, and to bifurcate claim construction
proceedings so as to have an early claim construction hearing on certain claim terms. No trial date has been set. The
Company intends to defend 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.

13. Restructuring

In October 2017, the Company initiated a restructuring program ("2017 Plan") to streamline operations and reduce
operating costs. The Company estimates that it will incur restructuring charges totaling approximately $2.0
million related to employee severance under the 2017 Plan. Activities under the 2017 Plan are expected to be
substantially completed by the end of fiscal year 2018. The following table summarizes the restructuring program
activity for the six months ended June 30, 2018 (in thousands):

Employee
Severance
and
Related
Costs
Accrued restructuring as of December 31, 2017 $ 688
Charges 903
Cash payments 1,125 )
Non-cash and other adjustments 27 )
Accrued restructuring as of June 30, 2018 $ 439
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The Company did not record any restructuring charges for the three or six months ended June 30, 2017, nor did the
Company did not have any amounts accrued related to restructuring charges as of June 30, 2017.
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14. Borrowings and Credit Arrangements
Revolving Credit Facility
On March 19, 2018, the Company entered into a Revolving Credit Facility with Silicon Valley Bank, Citizens Bank,
N.A., HSBC Bank USA, N.A., Barclays Bank PLC and Wells Fargo Bank, National Association, which provides
revolving credit financing of up to $130.0 million, including a $10.0 million sub-limit for letters of credit and a $10.0
million sub-limit for swingline loans. The commitments under the Revolving Credit Facility may be increased by up
to an additional $100.0 million plus an additional unlimited amount so long as the Company does not exceed a
specified pro forma secured net leverage ratio, in either case provided the existing or additional lenders are willing to
make such increased commitments and subject to other terms and conditions.
The Revolving Credit Facility matures on the earlier of March 20, 2023 or, 91 days prior to the maturity of the
Company’s outstanding Convertible Notes, to the extent the same have not been repurchased, redeemed or otherwise
refinanced as permitted under the Revolving Credit Facility. Borrowings bear interest at a variable rate equal to
LIBOR plus an applicable margin as defined in the credit agreement. The Revolving Credit Facility is secured by
substantially all of the Company’s assets and contains 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.
During the three months ended June 30, 2018, the Company repaid $10.0 million of its outstanding borrowings under
the Revolving Credit Facility. As of June 30, 2018, the Company had outstanding borrowings of $80.0 million under
the facility. On July 30, 2018, the Company repaid $80.0 million of its outstanding borrowings under the Revolving
Credit Facility. Refer to Note 15 - Subsequent Events for additional information. The Revolving Credit Facility also
contains certain financial covenant ratios related to leverage and interest coverage that the Company must maintain.
As of June 30, 2018, the Company was in compliance with these covenants.
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:
During any calendar quarter commencing after the calendar quarter ending on September 30, 2017 (and only during
such calendar quarter), if the last reported sale price of the Company's common stock for at least 20 trading days
1.(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;
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;
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 the Company's election in the manner and subject to the terms and conditions provided in the
indenture governing the Convertible Notes.
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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 paid-in-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):

June 30,
2018
Liability component:
Principal $143,750
Less: debt issuance costs (648 )

Less: debt discount (28,110 )
Net carrying amount $114,992
Equity component $31,451
For the three and six months ending June 30, 2018 and 2017, the Company incurred total interest expense associated
with the Convertible Notes as follows (in thousands):
Three months ~ Six months
ended June 30, ended June 30,
2018 2017 2018 2017
Interest expense related to contractual interest coupon $898 $859 $1,797 $859
Interest expense related to accretion of the discount 1,558 1,465 3,101 1,465
Interest expense related to debt issuance costs 36 34 72 34
Total $2,492 $2,358 $4,970 $2,358
As of June 30, 2018, the net carrying value of the Convertible Notes was $115.0 million, which is net of unamortized
debt issuance costs of $0.6 million. The effective interest rate on the Convertible Notes, including amortization of debt
issuance costs and accretion of the discount, is 8.7%. Based on the Company's stock price on June 30, 2018,
the if-converted value of the Convertible Notes exceeded the principal amount by $50.4 million. The closing market
price of the Company's common stock on June 30, 2018 exceeded 130% of the conversion price, but no conversion
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15. Subsequent Events

Secondary Offering and Revolving Credit Facility Repayment

On July 23, 2018, 4,765,157 shares of common stock were issued and sold in a public offering by the Company for
$170.4 million, net of underwriting discounts and commissions and offering expenses to be paid by the Company. In
addition, the Company has granted the underwriters a 30-day option to purchase up to an additional 819,485 shares at
the public offering price, less any underwriting discounts and commissions. The estimated net proceeds to the
Company from the sale of the shares to be issued and sold by the Company are expected to be approximately $199.8
million if the underwriters exercise the 30-day option in full.

On July 30, 2018, the Company repaid $80.0 million of its outstanding borrowings under the Revolving Credit
Facility with the net proceeds from the offering and had no outstanding amounts outstanding under the Revolving
Credit Facility following such repayment.
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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, 2017,
as filed on March 12, 2018 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,
“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 recent acquisitions into our operations and achieve the expected benefits of the acquisition, 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 in
our Annual Report on Form 10-K for the year ended December 31, 2017 filed with the SEC on March 12, 2018.
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 are a leading provider of backup, disaster recovery, high availability and workload migration solutions (the
"Carbonite Data Protection Platform"). The Carbonite Data Protection Platform supports businesses in locations
around the world with our secure global cloud infrastructure.
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: directly from 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.
In 2017, we completed the acquisition of all the outstanding capital stock of DoubleTake for a purchase price of $65.9
million, and the acquisition of the assets of Datacastle for a purchase price of $9.6 million. 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. We believe these acquisitions strengthen our overall leadership position in the data protection market
and strengthen our technology portfolio.
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
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expansion, customer acquisition, and product innovation. In October 2017, we initiated a restructuring program
("2017 Plan") to streamline operations and reduce operating costs. Since October 2017, we have recorded
restructuring charges of $2.0 million for employee severance related to the reduction of our workforce. Activities
under the 2017 Plan are expected to be substantially completed by the end of fiscal year 2018.
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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. We
expect to continue to incur GAAP operating losses on an annual basis for the foreseeable future.

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 multi-year 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, 2017 filed with the SEC on March 12, 2018.

Key Business Metrics

Our management regularly reviews a number of financial and operating metrics, including the following key metrics,
to evaluate our business. Bookings and adjusted free cash flow are financial data that are not calculated in accordance
with GAAP. The presentation on 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 measures presented in accordance with
GAAP.

Bookings. We calculate bookings as revenue recognized during a particular period plus the change in total deferred
revenue, excluding deferred revenue recorded in connection with acquisitions, divestitures and the adoption impact of
Topic 606, net of foreign exchange and the change in unbilled revenue during the same period. Our management uses
this measure as a proxy for cash receipts. Bookings represent the aggregate dollar value of customer subscriptions and
software arrangements, which may include multiple revenue elements, such as software licenses, hardware,
professional services and post-contractual support, received by us during a period. We initially record a subscription
fee as deferred revenue and then recognize it ratably, on a daily basis, over the subscription period.
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.
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.
Adjusted free cash flow. We calculate adjusted free cash flow by subtracting the cash paid for the purchase of
property and equipment and adding the payments related to acquisitions, restructuring, and litigation from net
cash provided by operating activities. Our management uses adjusted free cash flow to assess our business
performance and evaluate the amount of cash generated by our business.
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.
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Performance Highlights
For the three and six months ended June 30, 2018 and June 30, 2017, we had the following results:
Revenue for the three months ended June 30, 2018 was $77.7 million, an increase of 32% from $59.0 million for the
three months ended June 30, 2017. Revenue for the six months ended June 30, 2018 was $141.8 million, an increase
of 22% from $116.1 million for the six months ended June 30, 2017.
Cash flow from operations for the three months ended June 30, 2018 was $13.6 million, compared to $2.9 million for
the three months ended June 30, 2017. Cash flow from operations for the six months ended June 30, 2018 was $16.8
million, compared to $10.4 million for the six months ended June 30, 2017.
The following table presents our performance highlights for certain non-GAAP and other key metrics for the periods
presented:

Three Months Ended Six Months Ended

June 30, June 30,

2018 2017 2018 2017

(in thousands, except percentage data)
Key metrics (1):

Bookings $81,786  $63,900 $149,374 $126,022
Annual retention rate 86 % 86 % 87 % 86 %
Renewal rate 83 % 85 % 83 % 85 %

Adjusted free cash flow $13,275  $2,097 $15,716 $4,352

(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 bookings and adjusted free cash flow to the most
directly comparable financial measures presented in accordance with

GAAP.
The following table presents our bookings by type of customer for the periods presented:
Three Months Six Months Ended
Ended Change Change
June 30,
June 30,

2018 2017 % 2018 2017 %

(in thousands, except percentage data)
Business $54,748 $42,999 27 % $100,324 $83,074 21 %
Consumer 27,038 20,901 29 % 49,050 42948 14 %
Total bookings $81,786 $63,900 28 % $149,374 $126,022 19 %
Our bookings increased by $17.9 million and $23.4 million for the three and six month periods ended June 30, 2018
compared to the corresponding periods ended June 30, 2017 primarily due to bookings from our recently acquired
Mozy offerings. We expect the growth rate of total bookings to increase over the next twelve months as a result of the
inclusion of sales from our Mozy offerings.
Key Components of our Consolidated Statements of Operations
Revenue
Services. Services revenues primarily consist of SaaS and HaaS offerings, M&S services and professional services.
Revenues related to the SaaS offerings are recorded over the performance period of the service and HaaS
arrangements are accounted for under the guidance provided in ASC 840, Leases. 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 consider royalty and time-based sales to be subscription type
arrangements. We also
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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

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 related to 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 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 and as a
percentage of revenue on an annual basis 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 anticipated growth of our business.

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, 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 the Company's restructuring efforts
associated with the reorganization and consolidation of certain operations as well as disposal of certain assets. See
Note 13—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
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Three Months Six Months
Ended Ended
June 30, June 30,
2018 2017 2018 2017
(% of total revenue)

Consolidated statements of operations data:

Revenue:
Services 885 % 86.5 % 87.0 % 87.1 %
Product 11.5 13.5 13.0 12.9
Total revenue 100.0 100.0 100.0 100.0
Cost of revenue:
Services 23.6 25.9 23.8 26.3
Product 0.5 1.5 0.6 1.2
Amortization on intangible assets 5.6 3.6 4.8 32
Total cost of revenue 29.7 31.0 29.2 30.7
Gross profit 70.3 69.0 70.8 69.3
Operating expenses:
Research and development 20.2 18.5 19.9 18.3
General and administrative 17.3 18.6 19.7 204
Sales and marketing 28.4 38.9 29.6 39.6
Amortization on intangible assets 4.7 0.9 3.2 0.9
Restructuring charges 0.1 0.0 0.7 0.0
Total operating expenses 70.7 76.9 73.1 79.2
Loss from operations 04 ) 79 ) 23 ) (99 )
Interest expense 44 ) 40 ) 42 ) (22)
Interest income 0.2 0.2 0.3 0.1
Other income (expense), net 0.3 1.6 0.1 1.0
Loss before income taxes @43 ) (10.1) (6.1 ) ((11.0)
Provision (benefit) for income taxes 3.0 0.7 (10.5) (12.0)
Net (loss) income (73 Y% (108)% 44 % 1.0 %
Comparison of the Three and Six Months Ended June 30, 2018 and 2017
Revenue
Three Months Ended June 30, Six Months Ended June 30,
2018 2017 Change 2018 2017 Change
(in thousands, except percentage data)
Revenue:
Services $68,814  $51,050 $17,764 34.8% $123,388 $101,165 $22,223 22.0%
As a % of total revenue 88.5 % 86.5 % 87.0 % 87.1 %0
Products 8,920 7,984 936 11.7% 18,372 14,968 3,404 22.7%
As a % of total revenue 11.5 % 13.5 % 13.0 % 12.9 %0
Total revenue $77,734  $59,034 $18,700 31.7% $141,760 $116,133  $25,627 22.1%

Services revenue increased by $17.8 million and $22.2 million for the three and six month periods ended June 30,
2018 compared to the corresponding periods in 2017, primarily due to an increase in revenue from our recently
acquired Mozy offerings.

Product revenue increased by $0.9 million and $3.4 million for the three and six month periods ended June 30, 2018
compared to the corresponding periods in 2017, primarily driven by increased sales of our software offerings.
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Cost of revenue, gross profit, and gross margin
Three Months Ended June 30, Six Months Ended June 30,
2018 2017 Change 2018 2017 Change
(in thousands, except percentage data)

Cost of revenue:

Services $18,358 $15266 $3,092 20.3 % $33,688 $30,549 $3,139 103 %
Product 374 921 547 ) (59.4)% 931 1,367 436 ) 31.9)%
Amortization of intangible assets 4,325 2,124 2,201 103.6 % 6,750 3,750 3,000 80.0 %
Total cost of revenue $23,057 $18,311 $4,746 259 % $41,369 $35,666 $5,703 160 %
As a % of total revenue 29.7 % 31.0 % 29.2 % 30.7 %

Gross profit $54,677 $40,723 $100,391 $80,467

Gross margin 703 % 69.0 % 70.8 % 693 %

Our total gross margin increased to 70.3% from 69.0% for the three month period ended June 30, 2018, as compared
to the three month period ended June 30, 2017, and increased to 70.8% from 69.3% for the six month period ended
June 30, 2018, as compared to the six month period ended June 30, 2017, driven principally by an increase in service
revenue, offset by an increase in cost of services and amortization of developed technology.

Cost of services revenue

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017 Change

(in thousands, except percentage data)
Cost of services revenue $18,358 $15,266 $3,092 20.3% $33,688 $30,549 $3,139 10.3%
As a % of service revenue 26.7 % 29.9 % 27.3 % 30.2 %
As a % of total revenue 23.6 % 25.9 % 23.8 % 26.3 %
Components of cost of services revenue:
Personnel-related costs $7,446 $6,693 $753 11.3% $14,090 $13,596 $494 3.6 %
Hosting, depreciation and facilities costs 7,698 5,435 2,263 41.6% 13,046 10,843 2,203 20.3%
Software, consulting and other 3,214 3,138 76 24 % 6,552 6,110 442 72 %
Total cost of services revenue: $18,358 $15,266 $3,092 20.3% $33,688 $30,549 $3,139 10.3%

Cost of service revenue increased for the three month period ended June 30, 2018, as compared to the three month
period ended June 30, 2017, primarily related to an increase of $1.0 million in depreciation and $1.1 million in hosted
solutions costs included within hosting, depreciation and facilities costs.
Cost of service revenue increased for the six month period ended June 30, 2018, as compared to the six month period
ended June 30, 2017, primarily related to an increase of $1.0 million in depreciation and $1.6 million in hosted
solutions costs included within hosting, depreciation and facilities costs.
Cost of product revenue

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017  Change

(in thousands, except percentage data)
Cost of product revenue ~ $374  $921  $(547) (59.4)% 931 1,367 $(436) (31.9)%
As a % of product revenue 4.2 % 11.5 % 50% 9.1 %
As a % of total revenue 05 %15 % 06% 1.2 %
Cost of product revenue decreased for the three and six month periods ended June 30, 2018, as compared to the
corresponding periods in 2017, primarily due to a decrease in hardware costs.
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Amortization of intangible assets

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017 Change

(in thousands, except percentage data)
Amortization of intangible assets $4,325  $2,124  $2,201 103.6% $6,750 $3,750  $3,000 80.0%
As a % of total revenue 56 %36 % 48 %32 %
Amortization of intangible assets increased by $2.2 million and $3.0 million for the three and six month periods ended
June 30, 2018, as compared to the corresponding periods in 2017, primarily due to an increase in developed
technology amortization associated with the acquisition of Mozy that occurred in March 2018.
Operating expenses
Research and development

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017 Change

(in thousands, except percentage data)
Research and development $15,719  $10,927 $4,792 439 % $28,238 $21,254 $6,984 32.9%
As a % of total revenue 20.2 % 18.5 % 19.9 % 18.3 %
Components of research and
development:
Personnel-related costs $11,626 $8,546 $3,080 36.0 % $20,700 $16,508 $4,192 254%
Outside services and consulting costs 2,334 926 1,408 152.1% 3,620 1,824 1,796 98.5%
Hosting and other 1,759 1,455 304 20.9 % 3,918 2,922 996 34.1%
Total research and development: $15,719 $10,927 $4,792 439 % $28,238 $21,254 $6,984 329%

Research and development expenses increased by $4.8 million for the three month period ended June 30, 2018, as
compared to the three month period ended June 30, 2017, primarily due to a $3.1 million increase in personnel-related
costs associated with an increase of $2.5 million in salaries and benefits and an increase of $0.6 million in stock-based
compensation expense and an increase of $1.4 million in outside services and consulting costs, all of which is
associated with the development of new products and enhancements and ease of use of our existing solutions.
Research and development expenses increased by $7.0 million for the six month period ended June 30, 2018, as
compared to the six month period ended June 30, 2017, primarily due to a $4.2 million increase in personnel-related
costs associated with an increase of $3.2 million in salaries and benefits and an increase of $1.0 million in stock-based
compensation expense and an increase of $1.8 million in outside services and consulting costs, all of which is
associated with the development of new products and enhancements and ease of use of our existing solutions.

General and administrative

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017 Change

(in thousands, except percentage data)
General and administrative $13,460 $10,954 $2,506 229% $27,920 $23,723 $4,197 17.7%
As a % of total revenue 17.3 % 18.6 % 19.7 % 20.4 %
Components of general and
administrative:
Personnel-related costs $7,155 $6,286 $869 13.8% $13,829 $12,685 $1,144 9.0 %
Professional fees 3,637 2,745 892 32.5% 8,737 7,550 1,187 15.7%
Consulting, taxes and other 2,668 1,923 745 38.7% 5,354 3,488 1,866 53.5%
Total general and administrative: $13,460 $10,954 $2,506 22.9% $27,920 $23,723 $4,197 17.7%
36
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General and administrative expenses increased by $2.5 million for the three month period ended June 30, 2018, as
compared to the three month period ended June 30, 2017, primarily related to a $0.9 million increase in
acquisition-related expenses included within professional fees and a $0.5 million increase in stock-based
compensation expense associated with the achievement of performance hurdles included within personnel-related
costs.

General and administrative expenses increased by $4.2 million for the six month period ended June 30, 2018, as
compared to the six month period ended June 30, 2017, primarily related to a $0.9 million increase in
acquisition-related expenses included within professional fees, a $0.7 million increase in stock-based compensation
expense primarily associated with the achievement of performance hurdles included within personnel-related costs,
$0.5 million loss recorded on the sale of business and a $0.5 million increase in transactional tax expense owed to
foreign tax authorities included within consulting, taxes and other.

Sales and marketing

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017 Change

(in thousands, except percentage data)
Sales and marketing $22,086 $22,963 $(877) (3.8)% $41,946 $46,034 $(4,088) (8.9 )%
As a % of total revenue 28.4 % 38.9 % 29.6 % 39.6 %
Components of sales and
marketing:
Personnel-related costs $9,974  $10,822 $(848) (7.8)% $19,475 $21,791 $(2,316) (10.6)%
Advertising costs 4,211 4,432 (221 ) (5.0)% 7,557 9,433 (1,876 ) (19.9)%

Costs of credit card transactions and
offering free trials
g/t[ﬁ;lr‘e“ng programs, consulting ands yog 5937 (448 ) (7.5)% 10452 11285 (833 ) (7.4 )%
Total sales and marketing: $22,086 $22,963 $(877) (3.8)% $41,946 $46,034 $(4,088) (8.9 )%
Sales and marketing expenses decreased by $0.9 million for the three month period ended June 30, 2018, as compared
to the three month period ended June 30, 2017. The decrease was primarily due to a $1.5 million decrease in
personnel-related costs and marketing programs, consulting and other related to the adoption of Topic 606 as we now
capitalize certain costs to obtain contracts with customers and amortize the costs over the period of benefit, offset by
increased credit card processing fees of $0.5 million associated with the acquisition of Mozy.
Sales and marketing expenses decreased by $4.1 million for the six month period ended June 30, 2018, as compared to
the six month period ended June 30, 2017. The decrease was primarily due to a $3.2 million decrease in
personnel-related costs and marketing programs, consulting and other related to the adoption of Topic 606, as we now
capitalize certain costs to obtain contracts with customers and amortize the costs over the period of benefit.
Additionally, advertising costs decreased $1.9 million primarily as a result of a reduction in consumer-focused
marketing campaigns.
Amortization of intangible assets

Three Months Ended June 30, Six Months Ended June 30,

2018 2017  Change 2018 2017  Change

(in thousands, except percentage data)
Amortization of intangible assets $3,652 $532  $3,120 586.5% $4,591 $982 $3,609 367.5%
As a % of total revenue 47 %09 % 32 %09 %
Amortization of intangible assets increased by $3.1 million and $3.6 million for the three and six month periods ended
June 30, 2018, as compared to the corresponding periods in 2017, primarily due to an increase in customer
relationship amortization associated with the acquisition of Mozy that occurred in March 2018.

2,412 1,772 640  36.1 % 4,462 3,525 937 26.6 %
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Restructuring
gg ree Months Ended June Six Months Ended June 30,
2018 2017 Change 2018 2017 Change
(in thousands, except percentage data)
Restructuring $41 $— $41 100.0% $903 $— $903 100.0%
As a % of total revenue 0.1 % —% 0.7 % 0.60

Restructuring expenses for the six month period ended June 30, 2018 was $0.9 million related to our October 2017
restructuring program, whereby we reduced our workforce in an effort to streamline operations and reduce operating
costs. Refer to Note 13 - Restructuring, to our condensed consolidated financial statements included in this Quarterly
Report for additional information.

Loss from operations

Operating loss for the three and six month period ended June 30, 2018 decreased compared to the corresponding
periods ended June 30, 2017, primarily a result of an increase in revenue and decrease in sales and marketing
expenses, all partially offset by increases in costs of revenue, research and development expenses, general and
administrative expenses and restructuring expenses.

Non-operating (expense) income

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 Change 2018 2017 Change

(in thousands, except percentage data)
Interest expense $(3,420) $(2,373) $(1,047) 44.1 % $(6,021) $(2,595) $(3,426) 132.0 %
As a % of total revenue 4.4 Y% (4.0 )% 4.2 )% (2.2 )%
Interest income $169 $134 $35 26.1 % $413 $154 $259 168.2 %
As a % of total revenue 0.2 % 0.2 % 0.3 % 0.1 %
Other income (expense), net $183 $915 $(732 ) (80.0)% $195 $1,195 $(1,000) (83.7 )%
As a % of total revenue 0.3 % 1.6 % 0.1 % 1.0 %

Interest expense increased for the three month period ended June 30, 2018, as compared to the corresponding period in
2017, primarily due to interest expense of $0.9 million related to our Revolving Credit Facility entered into in March
2018.

Interest expense increased for the six month period ended June 30, 2018, as compared to the corresponding period in
2017, primarily due to an increase of interest expense of $2.6 million related to our Convertible Notes issued in April
2017 and $1.0 million of interest expense related to our Revolving Credit Facility entered into in March 2018.

Other income (expense), net primarily represents net foreign exchange gains and losses and other non-operating
expense and income items. Other income (expense), net decreased for the three and six month periods ended June 30,
2018 as compared to the corresponding periods in June 30, 2017, primarily due to exchange rate gains (losses) related
to foreign currency exchange rate fluctuations on intercompany and other non-functional currency transactions.
Benefit for income taxes

We recorded income tax provision of $2.3 million and $0.4 million for the three month periods ended June 30, 2018
and June 30, 2017, respectively. We recorded income tax (benefit) of ($14.9) million and ($14.0) million for the six
month periods ended June 30, 2018 and June 30, 2017, respectively. Our income tax provision for the six month
periods ended June 30, 2018 and June 30, 2017, is mainly composed of discrete tax benefits of $16.2 million and
$14.6 million, respectively, related to the release of valuation allowance due to a net deferred tax liability recorded in
the acquisitions of Mozy and DoubleTake, respectively, and is partially offset with foreign income tax expense. The
U.S. net deferred tax liability recorded in the acquisitions of Mozy and DoubleTake 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 is estimated to be a source of income to utilize previously unrecognized deferred tax
assets in the U.S. Therefore, the Company has recorded discrete tax benefits for the release of U.S. valuation
allowance related to the deferred tax liability recorded in purchase accounting. The
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U.S. maintains a valuation allowance on the overall U.S. net deferred tax asset as it is deemed more likely than not the
U.S. net deferred tax asset will not be realized.

Other Financial Data

In addition to our results discussed above determined under GAAP, we believe that bookings, annual retention rate,
renewal rate, and adjusted free cash flow 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 and six months ended June 30, 2018 and June 30, 2017. 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
bookings and adjusted free cash flow as supplemental measures to evaluate the overall performances of companies.
Bookings and adjusted free cash flow are financial data that are not calculated in accordance with GAAP. The tables
below provide reconciliation of bookings and adjusted free cash flow to revenue and cash provided by operating
activities, respectively, the most directly comparable financial measures calculated and presented 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.

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.

Our management uses bookings as a proxy for cash receipts. Bookings represent the aggregate dollar value of
customer subscriptions and software arrangements, which may include multiple revenue elements, such as software
licenses, hardware, professional services and post-contractual support, received by us during a period. We initially
record a subscription fee as deferred revenue and then recognize it ratably, on a daily basis, over the subscription
period. Management uses bookings and adjusted free cash flow as measures 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 bookings and adjusted free cash flow as factors when determining management’s incentive
compensation. Management believes that the use of bookings and adjusted free cash flow 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 similar non-GAAP financial measures to
supplement their GAAP results.

Although bookings and adjusted free cash flow are frequently used by investors and securities analysts in their
evaluations of companies, these metrics have limitations as analytical tools, and you should not consider them in
isolation or as substitutes for analysis of our results of operations as reported under GAAP. Some of these limitations
are:

bookings do not reflect our receipt of payment from customers;

adjusted free cash flow does not reflect our future requirements for contractual commitments to

vendors;

adjusted free cash flow does not reflect the non-cash component of employee compensation or depreciation and
amortization of property and equipment; and

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

The following tables present reconciliations of our bookings and adjusted free cash flow to revenue and cash provided
by operating activities, respectively, the most directly comparable financial measures calculated and presented in
accordance with GAAP.
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Three Months ¢, Months Ended
Ended June 30
June 30, ’

2018 2017 2018 2017

(in thousands)
Revenue $77,734 $59,034 $141,760 $116,133
Add chgnge in Qefgrred revenue and gnbllled revenue, net of .forelgn exchange 4052 4866 7.614 9.889
(excluding acquisitions, divestitures, impact of adopting Topic 606)

Bookings $81,786 $63,900 $149,374 $126,022
Three Months Six Months Ended
Ended June 30
June 30, ’

2018 2017 2018 2017
(in thousands)
Cash provided by operating activities $13,555 $2,872 $16,846 $10,433

Subtract capital expenditures 4,507 ) (3,471 ) (7,795 ) (10,039 )
Free cash flow 9,048 (599 ) 9,051 394

Add acquisition-related payments 3,681 2,659 5,328 3,889
Add restructuring-related payments 461 — 1,125 —

Add litigation-related payments 85 37 212 69
Adjusted free cash flow $13,275 $2,097 $15,716 $4,352

Liquidity and Capital Resources

As of June 30, 2018, we had cash and cash equivalents of $71.0 million, of which $52.1 million was held in the
United States and $18.9 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. We currently do not expect to require
repatriation of cash and investments to fund our U.S. operations and, as a result, we intend to indefinitely reinvest our
foreign earnings to fund our foreign subsidiaries.

Sources of funds

We believe, based on our current operating plan, that our existing cash and cash equivalents and cash provided by
operations, as well as access to a Revolving Credit Facility that we entered into in March 2018 and proceeds from our
July 2018 public offering of common stock, will be sufficient to meet our anticipated cash needs for the foreseeable
future.

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.

In connection with the acquisition of Mozy, Inc., on March 19, 2018, we entered into a Revolving Credit Facility,
which provides revolving credit financing of up to $130.0 million, including a $10.0 million sub-limit for letters of
credit. The commitments under the Revolving Credit Facility may be increased by up to an additional $100.0 million
plus an additional unlimited amount so long as the Company does not exceed a specified pro forma secured net
leverage ratio, in either case provided the existing or additional lenders are willing to make such increased
commitments and subject to other terms and conditions. The Revolving Credit Facility matures on the earlier of
March 20, 2023 or 91 days prior to the maturity of the Company’s outstanding Convertible Notes. As of June 30, 2018,
we had outstanding borrowings of $80.0 million under the Revolving Credit Facility.

On July 23, 2018, we completed public offering of an aggregate of 4,765,157 shares of common stock, par value
$0.01 per share, at the public offering price of $37.50 per share. The net proceeds to us from the sale of the shares was
$170.4 million, net of underwriting discounts and commissions and offering expenses. In addition, we granted the
underwriters a 30-day option to purchase up to an additional 819,485 shares at the public offering price, less any
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underwriting discounts and commissions. The estimated net proceeds to us from the sale of the shares are expected to
be approximately $199.8 million if the underwriters exercise the 30-day option in full. We intend to use the net
proceeds from the offering to repay outstanding amounts under our Revolving Credit Facility and for general
corporate purposes, including potential acquisitions. On July 30, 2018, we repaid $80.0 million of our outstanding
borrowings under the Revolving Credit Facility with the net proceeds from the offering and had no outstanding
amounts outstanding under the Revolving Credit Facility following such repayment.
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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 products, 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.

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;

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

expansion of our data center infrastructure necessary to support our

growth;

erowth 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 six months ended June 30, 2018 and June 30,
2017.

Six Months Ended
June 30,
2018 2017

(in thousands)
Net cash provided by operating activities $16,846  $10,433
Net cash used in investing activities $(152,831) $(71,445)
Net cash provided by financing activities $79,041  $125,961
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 six months ended June 30, 2018, cash provided by operating activities was $16.8 million, which was driven by
our net income of $6.3 million, an increase in deferred revenue of $9.1 million and a net adjustment for non-cash
charges of $14.5 million, primarily comprised of $17.8 million of depreciation and amortization, $8.5 million of
stock-based compensation expense, $3.1 million of non-cash interest expense related to the amortization of debt
discount, $0.7 million related to a capitalized software impairment, and $0.9 million in amortization of deferred costs,
partially offset by $16.3 million benefit for deferred income taxes and $0.2 million gain on disposal of equipment.
These cash inflows were partially offset by a $9.4 million change in working capital and a $3.7 million decrease in
other assets and liabilities.
In the six months ended June 30, 2017, cash provided by operating activities was $10.4 million, which was driven by
our net income of $1.2 million, an increase in deferred revenue of $9.5 million and a net adjustment for non-cash
charges of $1.7 million, primarily comprised of $10.4 million of depreciation and amortization, $6.0 million of
stock-based compensation expense, $1.5 million of interest expense related to the non-cash interest expense related to
the amortization of debt discount, offset by a gain on disposal of equipment of $0.9 million, benefit for deferred
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income taxes of $15.0 million and other non-cash items of $0.3 million. These cash inflows were partially offset by an
increase in working capital of $2.0 million.
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Investing activities
In the six months ended June 30, 2018, cash used in investing activities was $152.8 million, which was primarily
driven by our payment of $144.6 million in connection with the acquisition of Mozy, capital expenditures of $7.8
million, a purchase of derivatives of $1.4 million, purchase of intangibles of $1.2 million, partially offset by proceeds
from the maturities of derivatives of $1.7 million and proceeds from the sale of property and equipment and
businesses of $0.5 million.
In the six months ended June 30, 2017, cash used in investing activities was $71.4 million, which was primarily driven
by our payment of $60.2 million in connection with the acquisition of DoubleTake, capital expenditures of $10.0
million, a purchase of marketable securities and derivatives of $2.4 million, partially offset by proceeds from sale of
property and equipment and businesses of $0.8 million and proceeds from maturities of marketable securities of $0.4
million.
Financing activities
In the six months ended June 30, 2018, cash provided by financing activities was $79.0 million, which was primarily
driven by $88.1 million proceeds from long-term borrowings, net of debt issuance costs, $0.9 million proceeds from
the exercise of stock options and $1.2 million proceeds from issuance of treasury stock under the employee stock
purchase plan, partially offset by $10.0 million payment on our Revolving Credit Facility and $1.2 million payments
of withholding taxes in connection with restricted stock activity.
In the six months ended June 30, 2017, cash provided by financing activities was $126.0 million, which was primarily
driven by $177.8 million proceeds from long-term borrowings, net of debt issuance costs and $3.3 million proceeds
from the exercise of stock options, partially offset by $39.2 million payments on long-term borrowings, $14.9 million
repurchase of common stock and $1.0 million of payments of withholding taxes in connection with restricted stock
vesting.
Off-balance sheet arrangements
As of June 30, 2018, we did not have any off-balance sheet arrangements.
Contractual obligations
The following table summarizes our contractual obligations at June 30, 2018 (in thousands):

Payment Due by Period (1)

Less More
Total Than 1 1-3 Years 3-5 Years Than 5
Year Years
(in thousands)
Convertible Notes principal $143,750 $— $— $143,750 $—
Convertible Notes interest 14,375 3,594 7,187 3,594 —
Revolving Credit Facility principal (2) 80,000 — — 80,000 —
Revolving Credit Facility interest (2) (3) 9,071 2912 4,788 1,371 —
Office lease obligations 23,747 2,291 7,441 7,143 6,872
Data center lease obligations (4) 9,312 1,965 4,458 2,824 65
Hosted software solution obligations 2,513 1,046 1,467 — —
Consulting obligations 807 807 — — —
Other purchase commitments 3,182 2,666 516 — —
Total $286,757 $15,281 $25,857 $238,682 $6,937

(1) The future payments related to uncertain tax positions have not been presented in the
table above due to the uncertainty of the amounts and timing of cash settlement with
taxing authorities. There have been no material changes to our uncertain tax positions in
the second quarter of 2018.

(2) On July 30, 2018, we repaid all outstanding borrowings under the Revolving Credit
Facility.

(3) The interest payment periods and interest rates are variable related to the Revolving
Credit Facility. The future interest payments disclosed above are estimated based on the
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interest rate and cadence of interest payments in effect as of June 30, 2018.

(4) Certain amounts in the table above relating to colocation leases for the Company's

servers include usage based charges in addition to base rent.

The commitments under our office lease obligations shown above consist primarily of lease payments for our Boston,
Massachusetts corporate headquarters, and our administrative offices in Salt Lake City, Utah and Indianapolis,
Indiana.
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Commitments under our data center lease obligations included above consist primarily of Ashburn, Virginia;
Chandler, Arizona; and Phoenix, Arizona data centers. Additional commitments within this line consist of data center
colocation agreements in place with Iron Mountain and DataBank.

Additionally, we have non-cancellable commitments to vendors primarily consisting of hosted software obligations,
consulting obligations, and other purchase commitments, which consist of contractual commitments to various
vendors primarily for advertising, marketing, and broadband services.

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 March 12, 2018 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, 2017 filed with
the SEC on March 12, 2018. Our exposure to market risks has not changed materially from that set forth in our
Annual Report.

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 June 30, 2018. 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 June 30, 2018, 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

There was no change 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
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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
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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 12 — 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. 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, 2017 filed with the SEC on March 12, 2018.

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 June 30, 2018, 17,738 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 share repurchase program, which expired without being
renewed on May 15, 2018. The following table is a summary of the Company's withholding of our common stock
upon the vesting of restricted stock units in the second quarter of 2018:

(d) Maximum

(c) Total Number (or
Number of Approximate
(a) Total (b) Shares Dollar Value)
Average Purchased
. Number of . of Shares that
Period Price as Part of
Shares . . May be
Paid per Publicly
Purchased Purchased
Share (1) Announced
Under the
Plans or
Proerams Plans or
g Programs (2)
April 1, 2018 - April 30, 2018 — $— — $5,214,409
May 1, 2018 - May 31, 2018 6,626 $30.85 — $—
June 1, 2018 - June 30,2018 11,112 $3870 — $—
17,738 —

(I)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.

(2)On May 15, 2018, the share repurchase program expired and was not renewed.

ITEM 3.DEFAULTS UPON SENIOR SECURITIES

Not Applicable.
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ITEM 4.MINE SAFETY DISCLOSURES
Not Applicable.

ITEM 5.0THER INFORMATION

Not Applicable.
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ITEM 6. EXHIBITS
Exhibits

Underwriting Agreement. dated as of July 18. 2018. by and among Carbonite. Inc.. the Selling Stockholder
1.1 named therein. Barclays Capital. Inc.. Jefferies LIL.C and RBC Capital Markets. I.I.C. as representatives of

the underwriters. (incorporated by reference to Form 8-K filed with the SEC on July 20. 2018).
10.1 2011 Equity Award Plan, as amended.
10.2 Senior Executive Severance Plan. dated as of February 2. 2016, as amended.
10.3 Employee Severance Plan, as amended.
10.4 Form of Restricted Stock Unit Agreement under the 2011 Equity Award Plan.
10.5 Form of Performance-Based Restricted Stock Unit Award Agreement.
31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certifications of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 Certifications of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.
101.CALXBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB XBRL Taxonomy Extension Label Linkbase Document.
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.
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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: August 3, 2018 By:/s/ Anthony Folger
Anthony Folger
Chief Financial Officer

Dated: August 3, 2018 By:/s/ Cassandra Hudson

Cassandra Hudson
Chief Accounting Officer
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