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OR
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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No  ¨
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
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files).    Yes  x    No  ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer ¨ Accelerated filer ¨

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No   x
As of May 1, 2015 the number of outstanding shares of the registrant’s common stock, par value $0.00001 per share,
was 61,617,622.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

A10 NETWORKS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands, except par value)

March 31,
2015

December 31,
2014

ASSETS
Current Assets:
Cash and cash equivalents $85,570 $91,905
Accounts receivable, net of allowances of $2,775 and $3,246 as of March 31, 2015
and December 31, 2014 52,762 54,003

Inventory 19,768 20,701
Prepaid expenses and other current assets 4,200 4,732
Total current assets 162,300 171,341
Property and equipment, net 9,951 10,780
Other long-term assets 4,695 4,859
Total Assets $176,946 $186,980
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Accounts payable $7,989 $8,994
Accrued liabilities 19,850 22,435
Deferred revenue, current 40,155 39,256
Total current liabilities 67,994 70,685
Deferred revenue, non-current 19,505 17,964
Other non-current liabilities 1,557 1,766
Total Liabilities 89,056 90,415
Commitments and contingencies (Note 5)
Stockholders' Equity:
Common stock, par value $0.00001 — 500,000 shares authorized as of March 31, 2015
and December 31, 2014; 61,593 and 61,377 shares issued and outstanding as of
March 31, 2015 and December 31, 2014

1 1

Additional paid-in capital 283,408 278,349
Accumulated deficit (195,519 ) (181,785 )
Total Stockholders' Equity 87,890 96,565
Total Liabilities And Stockholders' Equity $176,946 $186,980
See accompanying notes to the condensed consolidated financial statements.
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A10 NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited, in thousands, except per share amounts)

Three Months Ended 
 March 31,
2015 2014

Revenue:
Products $30,516 $36,417
Services 13,501 9,328
Total revenue 44,017 45,745
Cost of  revenue:
Products 7,063 7,427
Services 3,723 2,626
Total cost of revenue 10,786 10,053
Gross profit 33,231 35,692
Operating expenses:
Sales and marketing 24,522 21,563
Research and development 14,309 11,205
General and administrative 7,527 5,363
Litigation expense 445 1,846
Total operating expenses 46,803 39,977
Loss from operations (13,572 ) (4,285 )
Other income (expense), net:
Interest expense (127 ) (587 )
Interest income and other income (expense), net 27 (25 )
Total other income (expense), net (100 ) (612 )
Loss before provision for income taxes (13,672 ) (4,897 )
Provision for income taxes 62 205
Net loss (13,734 ) (5,102 )
Accretion of redeemable convertible preferred stock dividend — (1,150 )
Net loss attributable to common stockholders $(13,734 ) $(6,252 )
Net loss per share attributable to common stockholders:
Basic $(0.22 ) $(0.45 )
Diluted $(0.22 ) $(0.45 )
Weighted-average shares used in computing net loss per share attributable to common
stockholders:
Basic 61,485 13,940
Diluted 61,485 13,940

 See accompanying notes to the condensed consolidated financial statements.
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A10 NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Three Months Ended March
31,
2015 2014

Cash flows from operating activities:
Net loss $(13,734 ) $(5,102 )
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 2,489 2,247
Stock-based compensation 4,633 1,770
Provision for doubtful accounts and sales returns 144 263
Unrealized foreign exchange gain (162 ) (178 )
Changes in operating assets and liabilities:
Accounts receivable, net 1,311 (1,241 )
Inventory 185 (1,785 )
Prepaid expenses and other assets 709 (2,277 )
Accounts payable (987 ) (341 )
Accrued liabilities (2,639 ) 870
Deferred revenue 2,438 2,714
Other 115 89
Net cash used in operating activities (5,498 ) (2,971 )
Cash flows from investing activities:
Purchases of property and equipment (901 ) (2,022 )
Net cash used in investing activities (901 ) (2,022 )
Cash flows from financing activities:
Proceeds from initial public offering, net of offering costs — 124,177
Principal payments on revolving credit facility — (20,000 )
Proceeds from issuance of common stock under employee equity incentive plans, net of
repurchases 64 2,248

Other — (76 )
Net cash provided by financing activities 64 106,349
Net increase (decrease) in cash and cash equivalents (6,335 ) 101,356
Cash and cash equivalents—beginning of period 91,905 20,793
Cash and cash equivalents—end of period $85,570 $122,149
Supplemental Disclosure of Non-Cash Investing and Financing Activities:
Inventory transfers to property and equipment $747 $1,416
Costs related to the initial public offering included in accounts payable and accrued
liabilities $— $1,429

Accretion of Series D redeemable convertible preferred stock $— $1,150

See accompanying notes to the condensed consolidated financial statements.
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Notes to Condensed Consolidated Financial Statements
(unaudited)

1. Description of Business and Summary of Significant Accounting Policies
Description of Business

A10 Networks, Inc. (together with our subsidiaries, the “Company”, “we”, “our” or “us”) was incorporated in
California in 2004 and reincorporated in Delaware in March 2014. We are headquartered in San Jose, California and
have wholly-owned subsidiaries throughout the world including Asia and Europe. Our solutions enable enterprises,
service providers, Web giants and government organizations to accelerate, secure and optimize the performance of
their data center applications and networks. We currently offer three software based advanced application networking
solutions. These are Application Delivery Controllers, or ADCs, to optimize data center performance; Carrier Grade
Network Address Translation, or CGN, to provide address and protocol translation services for service provider
networks; and a Distributed Denial of Service Threat Protection System, or TPS, for network-wide security protection.
We deliver these solutions both on optimized hardware appliances and as virtual appliances across our Thunder Series
and AX Series product families.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include the accounts of A10 Networks,
Inc., and our wholly owned subsidiaries. All inter-company balances and transactions have been eliminated in
consolidation.

We had no comprehensive income (loss) other than our net income (loss), hence our comprehensive income (loss) is
the same as the net income (loss) for all periods presented. Pursuant to the accounting guidance provided by
Accounting Standard Codification ("ASC") 220 Comprehensive Income, we did not present statements of
comprehensive income (loss) for the periods presented.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“U.S. GAAP”) and following the
requirements of the Securities and Exchange Commission (“SEC”) for interim reporting. As permitted under those rules,
certain notes or other financial information that are normally required by U.S. GAAP can be condensed or omitted.
These financial statements have been prepared on the same basis as our annual financial statements and, in the opinion
of management, reflect all adjustments, consisting only of normal recurring adjustments that are necessary for a fair
statement of our financial information. The results of operations for the three months ended March 31, 2015 are not
necessarily indicative of the results to be expected for the year ending December 31, 2015 or for any other interim
period or for any other future year. The balance sheet as of December 31, 2014 has been derived from audited
financial statements at that date but does not include all of the information required by U.S. GAAP for complete
financial statements.

The accompanying unaudited condensed consolidated financial statements should be read in conjunction with our
audited consolidated financial statements for the year ended December 31, 2014, which are included in the Annual
Report on Form 10-K filed with the SEC on March 11, 2015.

Use of Estimates

The preparation of the condensed consolidated financial statements in conformity with U.S. GAAP requires us to
make estimates and assumptions that affect the amounts reported in the condensed consolidated financial statements
and accompanying notes. Those estimates and assumptions affect revenue recognition and deferred revenue,
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allowance for doubtful accounts, sales return reserve, valuation of inventory, contingencies and litigation, and
determination of fair value of stock-based compensation. These estimates are based on information available as of the
date of the condensed consolidated financial statements; therefore, actual results could differ from management’s
estimates.

Summary of Significant Accounting Policies

There have been no changes to the significant accounting policies described in the 2014 Annual Report on Form 10-K
that have had a material impact on our condensed consolidated financial statements and related notes.

Concentration of Credit Risk and Significant Customers

Financial instruments that potentially subject us to concentrations of credit risk consist of cash, cash equivalents and
accounts receivable. Our cash and cash equivalents are invested in high-credit quality financial instruments with banks
and financial institutions. Management believes that the financial institutions that hold our cash and cash equivalents
are financially

5
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sound and, accordingly, are subject to minimal credit risk. Such deposits may be in excess of insured limits provided
on such deposits.

Our accounts receivable are unsecured and represent amounts due to us based on contractual obligations of our
customers. We mitigate credit risk in respect to accounts receivable by performing periodic credit evaluations of our
customers to assess the probability of accounts receivable collection based on a number of factors, including past
transaction experience with the customer, evaluation of their credit history, limiting the credit extended and review of
the invoicing terms of the contract. We generally do not require our customers to provide collateral to support
accounts receivable.

Significant customers, including distribution channel partners and direct customers, are those which represent more
than 10% of our total revenue for each period presented or our gross accounts receivable balance as of each respective
balance sheet date. Revenue from our significant customers as a percentage of our total revenue for the three months
ended March 31, 2015 and 2014 are as follows:

Three Months Ended 
 March 31,

Customers 2015 2014
Customer A * 20%
Customer B * 14%
Customer C * 11%

* represents less than 10% of total revenue

As of March 31, 2015 and December 31, 2014, no customer accounted for 10% or more of our total gross accounts
receivable.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which provides new
guidance on the recognition of revenue and states that an entity should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled in exchange for those goods or services. This standard will be effective for annual reporting periods beginning
after December 15,2016, including interim periods within that reporting period. Early application is not permitted,
however, in April 2015, the FASB tentatively proposed a one-year deferral of the effective date. If the proposed
deferral is approved, the new standard will become effective for us in the first quarter of fiscal 2018. We are currently
evaluating the impact of the adoption of this accounting standard update on our consolidated financial position or
results of operations.

There have been no recent accounting pronouncements or changes in accounting pronouncements during the three
months ended March 31, 2015, as compared to the recent accounting pronouncements described in our Annual Report
on Form 10-K for the year ended December 31, 2014 filed with SEC on March 11, 2015, that are of significance or
potential significance to us.

2. Fair Value Measurements

Our financial instruments consist of cash and cash equivalents, accounts receivable, accounts payable and accrued
liabilities. Cash equivalents are stated at amortized cost, which approximates fair value as of the balance sheet dates,
due to the short period of time to maturity. Accounts receivable, accounts payable and accrued expenses are stated at
their carrying value, which approximates fair value due to the short time to the expected receipt or payment.
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Cash and cash equivalents are carried at fair value. Our money market funds are classified within Level I of the fair
value hierarchy, as these instruments are valued using quoted market prices. Specifically, we value our investments in
money market securities and certificates of deposit based on quoted market prices in active markets. As of March 31,
2015 and December 31, 2014, we had no assets or liabilities classified within Level II or Level III and there were no
transfers of instruments between Level I, Level II and Level III regarding fair value measurement.

6
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The following table sets forth the fair value of our financial assets measured on a recurring basis, by level, within the
fair value hierarchy (in thousands):

March 31, 2015 December 31, 2014
Level I Total Level I Total

Financial Assets
Money market funds $41,054 $41,054 $51,047 $51,047
We did not have realized gains or losses for the three months ended March 31, 2015 and 2014 related to our financial
assets.

3. Balance Sheets and Statement of Operations Components
Inventory
Components of inventory as of March 31, 2015 and December 31, 2014 are shown below (in thousands):

March 31,
2015

December 31,
2014

Raw materials $7,901 $9,922
Finished goods 11,867 10,779
Total inventory $19,768 $20,701

Property and Equipment, Net

Components of property and equipment, net as of March 31, 2015 and December 31, 2014 are shown below (in
thousands):

March 31,
2015

December 31,
2014

Equipment $31,692 $30,486
Software 3,190 3,197
Furniture and fixtures 1,950 860
Leasehold improvements 860 1,780
Construction in progress 340 201
Property and equipment, gross 38,032 36,524
Less: accumulated depreciation and amortization (28,081 ) (25,744 )
Total property and equipment, net $9,951 $10,780

Depreciation and amortization on our property and equipment for the three months ended March 31, 2015 and 2014
was $2.5 million and $2.2 million.

7
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Deferred Revenue
Deferred revenue as of March 31, 2015 and December 31, 2014 consists of the following (in thousands):

March 31,
2015

December 31,
2014

Deferred revenue:
Products $2,513 $2,379
Services 57,147 54,841
Total deferred revenue 59,660 57,220
Less: current portion (40,155 ) (39,256 )
Long-term portion $19,505 $17,964

Accrued Liabilities
Accrued liabilities as of March 31, 2015 and December 31, 2014 consists of the following (in thousands):

March 31,
2015

December 31,
2014

Accrued compensation and benefits $13,184 $14,447
Accrued tax liabilities 2,309 2,554
Other 4,357 5,434
Total accrued liabilities $19,850 $22,435

4. Credit Facility
In September 2013, we entered into a credit agreement with Royal Bank of Canada, JPMorgan Chase Bank, N.A. and
Bank of America, N.A. as lenders. The credit agreement provides a three-year $35.0 million revolving credit facility,
which includes a maximum $10.0 million letter of credit facility. As of March 31, 2015, we have no outstanding
borrowings under this credit facility.
Our obligations under the credit agreement are secured by a security interest on substantially all of our assets,
including our intellectual property. The credit agreement contains customary financial and non-financial covenants,
and are described in Note 4, Credit Facility of the Notes to Consolidated Financial Statements of our Annual Report
on Form 10-K for the year ended December 31, 2014 filed with the SEC on March 11, 2015. We were in compliance
with all financial and nonfinancial covenants under the revolving credit facility as of March 31, 2015.
At our option, the revolving credit facility bears interest at a rate per annum based on either (i) an alternate base rate
plus a margin ranging from 1.75% to 2.50% depending on our total leverage ratio, or (ii) the London interbank offered
rate, or LIBOR, based on one, two, three or six month interest periods plus a margin ranging from 2.75% to 3.50%
depending on our total leverage ratio. The alternate base rate is equal to the greatest of (i) the Royal Bank of Canada’s
prime rate, (ii) the federal funds rate plus a margin equal to 0.50% and (iii) the Eurodollar rate for a one month interest
period plus a margin equal to 1.00%.
In addition, we incurred $1.0 million of debt issuance costs that were directly attributable to the issuance of this
revolving credit facility which will be amortized to interest expense over the three-year term of this credit facility. As
of March 31, 2015, the unamortized debt issuance costs of $0.4 million were included within other long-term assets in
our Condensed Consolidated Balance Sheets. We are also required to pay quarterly facility fees of 0.45% per annum
on the average daily unused portion of the revolving credit facility.

8

Edgar Filing: A10 Networks, Inc. - Form 10-Q

12



5. Commitments and Contingencies

Legal Proceedings

From time to time, we may be party or subject to various legal proceedings and claims, either asserted or unasserted,
which arise in the ordinary course of business, including proceedings and claims that relate to intellectual property
matters. Some of these proceedings involve claims that are subject to substantial uncertainties and unascertainable
damages. Accordingly, except as disclosed, we have not established reserves or ranges of possible loss related to these
proceedings, as at this time in the proceedings, if any, the matters do not relate to a probable loss and/or amounts
cannot be reasonably estimated.

 In November 2013, Parallel Networks, LLC (“Parallel Networks”), which we believe is a non-practicing patent holding
company, filed a lawsuit against us in the United States District Court for the District of Delaware. In the lawsuit,
Parallel Networks alleges that our AX and Thunder series products infringe two of their U.S. patents. Parallel
Networks is seeking injunctive relief, damages and attorneys’ fees and costs. Parallel Networks has asserted similar
claims against a number of our competitors. The separate trials for each defendant in these related actions are set to
commence in June 2016 in accordance with an order to be set forth in a trial sequencing conference. We intend to
vigorously defend the lawsuit. We are unable to reasonably estimate a possible loss or range of possible loss if any, in
regards to this matter; therefore, no accrued litigation expense has been recorded in the accompanying Condensed
Consolidated Balance Sheets.

On January 29, 2015, the Company, the members of our Board of Directors, our Chief Financial Officer, and the
underwriters of our March 21, 2014, initial public offering were named as defendants in a putative class action lawsuit
filed in the Superior Court of the State of California, County of Santa Clara, captioned City of Warren Police and Fire
Retirement System v. A10 Networks, Inc., et al., 1-15-CV-276207.  Several substantially identical lawsuits were
subsequently filed in the same court, bringing the same claims against the same defendants, captioned Arkansas
Teacher Retirement System v. A10 Networks, Inc., et al., 1-15-CV-278575 (filed March 25, 2015) and Kaveny v. A10
Networks, Inc., et al., 1-15-CV-279006 (filed April 6, 2015).  The complaints seek to allege violations of the federal
Securities Act of 1933 on behalf of a putative class consisting of purchasers of our common stock pursuant or
traceable to the registration statement and prospectus for the initial public offering, and seek unspecified
compensatory damages and other relief. We intend to vigorously defend these lawsuits. Based on information
currently available, we are unable to reasonably estimate a possible loss or range of possible loss, if any, in regards to
these lawsuits; therefore, no accrued liabilities has been recorded in the accompanying Condensed Consolidated
Balance Sheets.

Lease Obligations and Other Commitments

Commencing in 2012, we entered into an equipment financing arrangement with a financial institution whereby the
financial institution purchases and leases to us, equipment (primarily computer and network-related) for use in our
business. Amounts financed under the leases are accounted for as capital leases. We financed $0.8 million under the
arrangement in 2012, which was fully repaid by December 2014. In March 2015, we entered into an agreement to
lease an additional $0.3 million of equipment under this financing arrangement. The anticipated delivery date of the
leased equipment is in the second quarter of 2015. As of March 31, 2015 and December 31, 2014, we had no
outstanding borrowings under this financing arrangement.

We lease various operating spaces in the United States, Asia, and Europe under noncancelable operating lease
arrangements that expire on various dates through February 2020. These arrangements require us to pay certain
operating expenses, such as taxes, repairs, and insurance and contain renewal and escalation clauses. We recognize
rent expense under these arrangements on a straight-line basis over the term of the lease.

Edgar Filing: A10 Networks, Inc. - Form 10-Q

13



We have entered into agreements with some of our customers and channel partners that contain indemnification
provisions in the event of claims alleging that our products infringe the intellectual property rights of a third party.
Other guarantees or indemnification arrangements include guarantees of product and service performance and standby
letters of credit for lease facilities and corporate credit cards. We have not recorded a liability related to these
indemnification and guarantee provisions and our guarantees and indemnification arrangements have not had any
significant impact on our consolidated financial statements to date.
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6. Equity Award Plans

Equity Incentive Plans

2014 Equity Incentive Plan

Our 2014 Equity Incentive Plan (the "2014 Plan") was adopted by our Board of Directors and approved by our
stockholders in March 2014. The 2014 Plan provides for the granting of stock options, restricted stock awards,
restricted stock units, stock appreciation rights, performance units and performance shares to our employees, directors
and consultants.

As of December 31, 2014, we had 1,343,743 shares available for future grant. Pursuant to the provisions of the 2014
Plan, on the first day of each fiscal year, starting with January 1, 2015, the number of shares in the reserve will
increase by the least of (i) 8,000,000 shares, (ii) 5% of the outstanding shares of common stock on the last day of our
immediately preceding fiscal year, or (iii) such other amount as determined by our Board of Directors. In January
2015, we increased common stock reserved for issuance by 3,078,645 shares in accordance with the provisions of the
2014 Plan. During the three months ended March 31, 2015, we granted 148,500 stock options and 376,280 RSUs
under the 2014 Plan to our employees and consultants. As of March 31, 2015, we have 4,270,990 shares available for
future grant.

2014 Employee Stock Purchase Plan

The 2014 Employee Stock Purchase Plan (the "2014 Purchase Plan") was adopted by our Board of Directors and
approved by our stockholders in March 2014.

As of December 31, 2014, we had 1,031,316 shares available for future purchase. Under the provisions of the 2014
Purchase Plan, on the first day of each fiscal year, starting with January 1, 2015, the number of shares in the reserve
will increase by the lesser of (i) 3,500,000 shares, (ii) 1% of the outstanding shares of our common stock on the last
day of the immediately preceding fiscal year, or (iii) such other amount as determined by our Board of Directors or
other committee administering the 2014 Purchase Plan. In January 2015, we increased common shares reserved for
future purchase by 615,729 shares in accordance with the provision of the 2014 Purchase Plan. There was no
purchases under the 2014 Purchase Plan during the three months ended March 31, 2015. As of March 31, 2015, we
have 1,647,045 shares available for future purchase.

Stock-based Compensation

Stock-based compensation is based on the estimated fair value of awards, net of estimated forfeitures, and recognized
over the requisite service period. The following is a summary of stock-based compensation for stock-based awards
granted under the 2014 Plan, the 2008 Plan, and employee stock purchases under the 2014 Purchase Plan recognized
during the three months ended March 31, 2015 and 2014 (in thousands):

Three Months Ended March
31,
2015 2014

Stock-based compensation by type of award:
Stock options $1,477 $1,685
Restricted stock units 1,934 —
Employee stock purchase plan 1,222 85
Total stock-based compensation $4,633 $1,770
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Stock-based compensation by category of expense:
Cost of revenue $471 $85
Sales and marketing 2,066 884
Research and development 1,585 463
General and administrative 511 338

$4,633 $1,770

10
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At March 31, 2015, we had $30.7 million of unrecognized stock-based compensation expense, net of estimated
forfeitures, related to stock options, unvested restricted stock units and 2014 Stock Purchase Plan grants which will be
recognized over a weighted-average period of 2.6 years.

Determination of Fair Value

We use the Black-Scholes option pricing model to determine the grant date fair value of stock options and stock
purchases and recognize stock-based compensation expense on a straight-line basis over the requisite service period.

The determination of the fair value on the date of grant is affected by the estimated underlying common stock price, as
well as assumptions regarding a number of complex and subjective variables. These variables include expected stock
price volatility over the term of the awards, actual and projected employee stock option exercise behaviors, risk-free
interest rates, and expected dividends.

The fair value of each grant of stock options was determined using the Black-Scholes option pricing model and
assumptions discussed below. Each of these inputs is subjective and generally requires significant judgment to
determine.

• Expected Term. We estimate the expected life of options based on an analysis of our historical experience of
employee exercise and post-vesting termination behavior considered in relation to the contractual life of the option.
The expected term for the 2014 Purchase Plan is based on the term of the purchase period.

• Risk-Free Interest Rate. The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of
grant for zero coupon U.S. Treasury notes with maturities approximately equal to the expected terms of stock options
and shares to be issued under the 2014 Purchase Plan.

• Expected Volatility. Due to the limited trading history of our own common stock, we determined the share price
volatility factor based on a combination of the historical volatility of our own common stock and the historical
volatility of our peer group.

• Dividend Rate. The expected dividend was assumed to be zero as we have never paid dividends and have no current
plans to do so.

Stock Option Activity

The following table summarizes our stock option activity and related information as of and for the three months ended
March 31, 2015 (in thousands, except for years and per share amounts):

Number of
Shares
Underlying
Outstanding
Options

Weighted-Average
Exercise Price

Weighted-Average
Remaining
Contractual Term
(Years)

Aggregate
Intrinsic
Value

Outstanding as of December 31, 2014 11,084 $ 5.18 7.9
Granted 149 $ 4.67
Exercised (166 ) $ 1.59
Canceled (415 ) $ 7.32
Outstanding as of March 31, 2015 10,652 $ 5.15 7.6 $7,521
Vested and expected to vest as of March 31, 2015 10,091 $ 5.10 7.5 $7,518
Vested and exercisable as of March 31, 2015 5,118 $ 3.97 6.2 $7,368
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The aggregate intrinsic value represents the difference between the closing stock price of our common stock on March
31, 2015 compared to the exercise price of the outstanding in-the-money options.
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The following table provides information pertaining to our stock options for the three months ended March 31, 2015
and 2014 (in thousands, except weighted-average fair values):

Three Months Ended March
31,
2015 2014

Total fair value of options granted $305 $7,071
Weighted average fair value of options granted $2.05 $5.97
Intrinsic value of options exercised $537 $6,692

The estimated grant-date fair value of our equity-based awards issued to employees was calculated using the Black-
Scholes option-pricing model, based on the following assumptions:

Three Months Ended March
31,
2015 2014

Expected term (in years) 4.8 5.5
Risk-free interest rate 1.41% 1.73%
Expected volatility 51% 47%
Dividend rate —% —%

Restricted Stock Units Activity

We have granted time-based restricted stock units ("RSU") to our employees, directors and consultants and market
performance-based restricted stock units ("MSU") to certain executive officers.

Time-based Restricted Stock Units

A summary of RSU activities for the three months ended March 31, 2015, is as follows (in thousands, except years
and per share amounts):

Number of
Shares

Weighted
Average
Grant Date
Fair Value

Weighted
Average
Remaining
Contractual
Life

Aggregated
Intrinsic
Value

Outstanding as of December 31, 2014 2,388 $8.97
Granted 376 $4.61
Released (18 ) $10.58
Canceled (168 ) $9.27
Outstanding as of March 31, 2015 2,578 $8.30 1.5 $11,161

The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value (calculated by multiplying
our closing stock price on the last trading day of the period by the number of unvested RSUs) that would have been
received by the unit holders had all RSUs been vested and released on March 31, 2015. This amount will fluctuate
based on the fair market value of our stock.

Market Performance-based Restricted Stock Units
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We granted MSUs covering 540,000 shares of our common stock to our executive officers during 2014, all of which
were outstanding as of March 31, 2015. These MSUs will vest if the closing price of our common stock remains
above certain predetermined target prices for 20 consecutive trading days within a 4-year period following the award’s
grant date, subject to continued service by the award holder.

The total aggregate intrinsic value for the MSUs granted was $2.4 million, which represents the total pre-tax intrinsic
value (calculated by multiplying our closing stock price on the last trading day of period by the number of unvested
MSUs) that
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would have been received by the award holders had all MSUs vested and been released on March 31, 2015. This
amount will fluctuate based on the fair market value of our stock. No MSUs were vested or released during the three
months ended March 31, 2015.

Employee Stock Purchase Plan

The fair value of the option component of the 2014 Purchase Plan shares was estimated at the grant date using the
Black-Scholes option pricing model with the following weighted average assumptions:

Three Months Ended March
31,
2015 2014

Expected term (in years) n/a 1.42
Risk-free interest rate n/a 2.14%
Expected volatility n/a 31.00%
Dividend rate n/a —%

* There were no stock purchase rights granted under the 2014 Purchase Plan during the three months ended March 31,
2015.

7. Net Income Per Share Available (Loss Attributable) To Common Stockholders

The following table sets forth the computation of our basic and diluted net loss per share attributable to common
stockholders (in thousands, except per share data):

Three Months Ended March
31,
2015 2014

Basic and diluted net loss per share attributable to common stockholders
Numerator:
Net loss attributable to common stockholders $(13,734 ) $(6,252 )
Denominator:
Weighted-average shares outstanding - basic 61,485 13,940
Effect of dilutive potential common shares from stock options and restricted stock units — —
Weighted-average shares outstanding - diluted 61,485 13,940
Net loss per share attributable to common stockholders:
     Basic and diluted $(0.22 ) $(0.45 )

The following weighted average outstanding shares of common stock equivalents were excluded from the
computation of diluted net loss per share attributable to common stockholders for the periods presented because
including them would have been antidilutive (in thousands):

Three Months Ended March
31,
2015 2014

Stock options, restricted stock units and employee stock purchase plan 11,318 9,936
Common stock subject to repurchase 117 342

11,435 10,278

8. Income Taxes

Edgar Filing: A10 Networks, Inc. - Form 10-Q

21



We recorded income tax expense of $0.1 million and $0.2 million for the three months ended March 31, 2015 and
2014, which was primarily comprised of foreign taxes. Income taxes are accounted for under the asset and liability
method.
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Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the carrying amounts of existing assets and liabilities in the financial statements and their respective tax bases using
tax rates expected to be in effect during the years in which the basis differences reverse.

We believe it is more likely than not that our federal and state net deferred tax assets will not be fully realized. In
assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some
portion or all of a deferred tax asset will be realized. The ultimate realization of deferred tax assets is dependent upon
the generation of future taxable income during the periods in which those temporary differences become deductible. A
valuation allowance is recorded for loss carryforwards and other deferred tax assets where it is more likely than not
that such deferred tax assets will not be realized. Accordingly, we continue to maintain a valuation allowance against
all of our net deferred tax assets as of March 31, 2015. Due to historic losses in the U.S., we have a full valuation
allowance on the U.S. federal and state deferred tax assets. We will continue to maintain a full valuation allowance
against our net federal, state and certain foreign deferred tax assets until there is sufficient evidence to support
recoverability of our deferred tax assets.

We had $2.3 million and $2.2 million of unrecognized tax benefits as of March 31, 2015 and December 31, 2014.  We
do not anticipate a material change to our unrecognized tax benefits over the next twelve months. Unrecognized tax
benefits may change during the next twelve months for items that arise in the ordinary course of business.

Accrued interest and penalties related to unrecognized tax benefits are recognized as part of our income tax provision
in the Condensed Consolidated Statements of Operations.  All tax years remain open and are subject to future
examinations by federal, state and foreign tax authorities. We are not under examination in any jurisdiction.

9. Segment Information
Our chief operating decision maker is our Chief Executive Officer who reviews financial information presented on a
consolidated basis, accompanied by disaggregated information about revenue by geographic region for purposes of
allocating resources and evaluating financial performance. Accordingly, we have a single reportable segment and
operating segment structure.
The following table represents revenue by geographic areas based on customers' location, as determined by their ship
to addresses (in thousands):

Three Months Ended March
31,
2015 2014

United States $22,858 $18,212
Japan 8,840 17,305
Asia Pacific, excluding Japan 4,586 4,304
EMEA 6,225 4,140
Other 1,508 1,784
Total revenue $44,017 $45,745

No other country outside of the United States and Japan comprised 10% or greater of our revenue for the three months
ended March 31, 2015 and 2014.
 Geographical information relating to our long-lived assets which include property and equipment, net and intangible
assets, net as of March 31, 2015 and December 31, 2014 was as follows (in thousands):

March 31,
2015

December 31,
2014

United States $9,076 $9,702
Japan 179 247
Asia Pacific, excluding Japan 1,564 1,724
EMEA 103 104
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Total property and equipment, net and intangible assets, net $10,922 $11,777
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10. Related-Party Transactions
An affiliate of one of our significant stockholders is also acting as a reseller of our products. During the three months
ended March 31, 2015 and 2014, we recognized $1.4 million and $0.6 million total revenue from this reseller.
We had gross accounts receivable of $0.8 million and $0.4 million from this reseller as of March 31, 2015 and
December 31, 2014.
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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. The following discussion and analysis contains forward-looking statements within
the meaning of the Private Securities Litigation Reform Act of 1995. The words “believe,” “may,” “will,” “potentially,”
“estimate,” “continue,” “anticipate,” “intend,” “could,” “would,” “project,” “plan” “expect,” and similar expressions that convey
uncertainty of future events or outcomes are intended to identify forward-looking statements.
These forward-looking statements include, but are not limited to, statements concerning the following:
•our ability to maintain an adequate rate of revenue growth;
•our business plan and our ability to effectively manage our growth;
•costs associated with defending intellectual property infringement and other claims;
•our ability to attract and retain end-customers;
•our ability to further penetrate our existing customer base;
•our ability to displace existing products in established markets;

•our ability to expand our leadership position in next-generation application delivery and server load balancing
solutions;
•our ability to timely and effectively scale and adapt our existing technology;
•our ability to innovate new products and bring them to market in a timely manner;
•our ability to expand internationally;
•the effects of increased competition in our market and our ability to compete effectively;
•the effects of seasonal trends on our results of operations;
•our expectations concerning relationships with third parties;
•the attraction and retention of qualified employees and key personnel;
•our ability to maintain, protect, and enhance our brand and intellectual property; and
•future acquisitions of or investments in complementary companies, products, services or technologies.
These forward-looking statements are subject to a number of risks, uncertainties, and assumptions, including those
described in “Risk Factors” and elsewhere in this Quarterly Report on Form 10-Q. Moreover, we operate in a very
competitive and rapidly changing environment, and new risks emerge from time to time. It is not possible for our
management to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any
factor, or combination of factors, may cause actual results to differ materially from those contained in any
forward-looking statements we may make. In light of these risks, uncertainties, and assumptions, the forward-looking
events and circumstances discussed in this Quarterly Report on Form 10-Q may not occur and actual results could
differ materially and adversely from those anticipated or implied in the forward-looking statements.
You should not rely upon forward-looking statements as predictions of future events. Although we believe that the
expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results,
levels of activity, performance or events and circumstances reflected in the forward-looking statements will be
achieved or occur. Moreover, neither we nor any other person assumes responsibility for the accuracy and
completeness of the forward-looking statements. We undertake no obligation to update publicly any forward-looking
statements for any reason after the date of this Quarterly Report on Form 10-Q to conform these statements to actual
results or to changes in our expectations, except as required by law.
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Overview

We are a leading provider of application networking technologies. Our solutions enable service providers,
enterprises,Web giants and government organizations to accelerate, secure and optimize the performance of their data
center applications and networks. Our products are built on our Advanced Core Operating System ("ACOS") platform
of advanced network technologies, which is designed to enable our products to deliver substantially greater
performance and security relative to prior generation application networking products. Our software based ACOS
architecture also provides the flexibility that enables us to expand our business to offer additional products to solve a
growing array of networking and security challenges arising from increased Internet cloud and mobile computing.

We currently offer three software based advanced application networking solutions. These are Application Delivery
Controllers ("ADCs") to optimize data center performance, Carrier Grade Network Address Translation ("CGN") to
provide address and protocol translation services for service provider networks, and a Distributed Denial of Service
Threat Protection System ("TPS") for network-wide security protection. We deliver these solutions both on optimized
hardware appliances and as virtual appliances across our Thunder Series and AX Series product families.

We derive revenue from sales of products and related support services. Product revenues are generated primarily by
sales of hardware appliances with perpetual licenses to our embedded software solutions. We generate services
revenue primarily from sales of maintenance and support contracts. Our end-customers predominantly purchase
maintenance and support in conjunction with purchases of our products.

We sell our products globally to service providers and enterprises that depend on data center applications and
networks to generate revenue and manage operations efficiently. Our end-customers operate in a variety of industries,
including telecommunications, technology, industrial, retail, financial and education. Since inception, our customer
base has grown rapidly. As of March 31, 2015, we had sold products to approximately 4,100 customers across 71
countries.

We sell substantially all of our solutions through our high-touch sales organization as well as distribution channel
partners, including distributors, value added resellers and system integrators, and fulfill nearly all orders globally
through such partners. We believe this sales approach allows us to obtain the benefits of channel distribution, such as
expanding our market coverage, while still maintaining face-to-face relationships with our end-customers. We
outsource the manufacturing of our hardware products to original design manufacturers. We perform quality assurance
and testing at our San Jose, California facilities, as well as at our manufacturers’ locations. We warehouse and deliver
out of our San Jose warehouse most product destined for delivery in the Americas. We outsource warehousing and
delivery to third-party logistics providers for most product destined for other regions.

During the first quarter of 2015, 52% of our total revenue was generated from the United States, 20% from Japan, and
28% from other geographical regions. During the first quarter of 2014, 40% of our total revenue was generated from
the United States, 38% from Japan and 22% from other geographical regions. During the first quarters of 2015 and
2014, our enterprise customers accounted for 57% and 44% of our total revenue. During the first quarters of 2015 and
2014, our service provider customers accounted for 43% and 56% of our total revenue.

As a result of the nature of our target market and the current stage of our development, a substantial portion of our
revenue comes from a limited number of large end-customers, including service providers, in any period. During the
first quarters of 2015 and 2014, purchases from our ten largest end-customers accounted for approximately 42% and
54% of our total revenue. Sales to these large end-customers have typically been characterized by large but irregular
purchases with long sales cycles. The timing of these purchases and the delivery of the purchased products is difficult
to predict. As a consequence, any acceleration or delay in anticipated product purchases, by or deliveries to, our
largest end customers could materially impact our revenue and operating results in any quarterly period. This may
cause our quarterly revenue and operating results to fluctuate from quarter to quarter and make them difficult to
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predict.

We intend to continue to invest for long-term growth. We have invested in and expect to continue to invest in our
product development efforts to deliver new products and additional features in our current products to address
customer needs. In addition, we expect to continue to expand our global sales and marketing organizations, expand
our distribution channel partner programs and increase awareness of our solutions on a global basis. Additionally we
will be investing in general and administrative resources to meet the requirements to operate as a public company. Our
investments in growth in these areas may affect short-term profitability.
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Results of Operations
The following table provides a summary of our Condensed Consolidated Statements of Operations for the three
months ended March 31, 2015 and 2014 as derived from our condensed consolidated financial statements included in
Part I Financial Information in this Quarterly Report on Form 10-Q (in thousands, except for percentages).

Three Months Ended  March 31,
2015 2014 Increase (Decrease)

Amount
Percent of
Total
Revenue

Amount
Percent of
Total
Revenue

Amount Percent

Revenue:
Products $30,516 69.3  % $36,417 79.6  % $(5,901 ) (16.2 )%
Services 13,501 30.7 9,328 20.4 4,173 44.7
Total revenue 44,017 100.0 45,745 100.0 (1,728 ) (3.8 )
Cost of  revenue:
Products 7,063 16.0 7,427 16.2 (364 ) (4.9 )
Services 3,723 8.5 2,626 5.7 1,097 41.8
Total cost of revenue 10,786 24.5 10,053 22.0 733 7.3
Gross profit 33,231 75.5 35,692 78.0 (2,461 ) (6.9 )
Operating expenses:
Sales and marketing 24,522 55.7 21,563 47.1 2,959 13.7
Research and development 14,309 32.5 11,205 24.5 3,104 27.7
General and administrative 7,527 17.1 5,363 11.7 2,164 40.4
Litigation expense 445 1.0 1,846 4.0 (1,401 ) (75.9 )
Total operating expenses 46,803 106.3 39,977 87.4 6,826 17.1
Loss from operations (13,572 ) (30.8 ) (4,285 ) (9.4 ) (9,287 ) (216.7 )
Other income (expense), net:
Interest expense (127 ) (0.3 ) (587 ) (1.3 ) 460 78.4
Interest income and other income
(expense), net 27 0.1 (25 ) (0.1 ) 52 208.0

Total other income (expense), net (100 ) (0.2 ) (612 ) (1.3 ) 512 83.7
Loss before provision for income
taxes (13,672 ) (31.1 ) (4,897 ) (10.7 ) (8,775 ) (179.2 )

Provision for income taxes 62 0.1 205 0.4 (143 ) (69.8 )
Net loss $(13,734 ) (31.2 )% $(5,102 ) (11.2 )% $(8,632 ) (169.2 )%
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Revenue

Our products revenue primarily consists of revenue from sales of our hardware appliances upon which our software is
installed. Such software includes our ACOS software platform plus one of our ADC, CGN or TPS solutions. Purchase
of a hardware appliance includes a perpetual license to the included software. We recognize products revenue at the
time of shipment, provided that all other revenue recognition criteria have been met. As a percentage of revenue, our
products revenue may vary from quarter to quarter based on, among other things, the timing of orders and delivery of
products, cyclicality and seasonality, changes in currency exchange rates and the impact of significant transactions
with unique terms and conditions.

We generate services revenue from sales of post contract support, or PCS, which is bundled with sales of products and
professional services. We offer tiered PCS services under renewable, fee-based PCS contracts, primarily including
technical support, hardware repair and replacement parts, and software upgrades on a when-and-if-released basis. We
recognize services revenue ratably over the term of the PCS contract, which is typically one year, but can be up to five
years. We expect ourservices revenue to increase in absolute dollars as we expand our installed base.

A summary of our total revenue for the three months ended March 31, 2015 and 2014 is as follows (in thousands,
except for percentages):

Three Months Ended
March 31, Increase (Decrease)

2015 2014 Amount Percent
Revenue:
Products $30,516 $36,417 $(5,901 ) (16.2)%
Services 13,501 9,328 4,173 44.7
Total revenue $44,017 $45,745 $(1,728 ) (3.8)%
Revenue by geographic location:
United States $22,858 $18,212 $4,646 25.5%
Japan 8,840 17,305 (8,465 ) (48.9)
Asia Pacific, excluding Japan 4,586 4,304 282 6.6
EMEA 6,225 4,140 2,085 50.4
Other 1,508 1,784 (276 ) (15.5)
Total revenue $44,017 $45,745 $(1,728 ) (3.8)%

Total revenue decreased by $1.7 million in the first quarter of 2015 compared to the first quarter of 2014, which
consisted of a $5.9 million decrease in products revenue partially offset by a $4.2 million increase in services revenue.
Revenue from enterprise customers increased 26% compared to the first quarter of 2014. Revenue from service
provider customers decreased 26% compared to the first quarter in 2014.

Products revenue decreased $5.9 million, or 16.2% in the first quarter of 2015 compared to the first quarter in 2014
which is primarily attributable to a slowdown in demand for our products from service providers.

Services revenue increased $4.2 million or 44.7% in the first quarter of 2015 compared to the same period in 2014
primarily attributable to the increase in PCS sales in connection with our increasing installed customer base as well as
increases in our professional services revenue. Over 95% of our end-customers purchase one of our maintenance
service products when purchasing our hardware products. During the first quarter of 2015, services revenue
recognized from contracts existing prior to 2015 grew by 45% as compared to services revenue related to contracts
existing prior to 2014.
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During the first quarter of 2015, 52%, or $22.9 million of total revenue was generated from the United States, which
represents a 26% growth compared to the first quarter of 2014. This increase was primarily attributable to strong
demand for our products from North America enterprise customers and higher PCS sales in connection with our
increased installed customer base. During the first quarter of 2015, 20%, or $8.8 million of total revenue was
generated from Japan, a 49% decrease compared to the first quarter of 2014. In the first quarter of 2014, our products
revenue from Japan was positively impacted by a higher backlog entering the quarter that resulted from strong
demand for our products in Japan in the fourth
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quarter of 2013. We continue to see growth in our EMEA and Asia Pacific regions, excluding Japan, with total
revenue increasing by 50% to $6.2 million and 7% to $4.6 million in the first quarter of 2015 compared to the first
quarter of 2014 primarily due to our efforts to expand our presence in these regions.

Cost of Revenue, Gross Profit and Gross Margin

Cost of revenue

A summary of our cost of revenue for the three months ended March 31, 2015 and 2014 is as follows (in thousands,
except for percentages):

Three Months Ended
March 31, Increase (Decrease)

2015 2014 Amount Percent
Cost of revenue:
Products $7,063 $7,427 $(364 ) (4.9 )%
Services 3,723 2,626 1,097 41.8
Total cost of revenue $10,786 $10,053 $733 7.3  %

Gross Margin

Gross margin varies from period to period due to a variety of factors. These may include the mix of revenue from each
of our regions, the mix of our products sold within a period, discounts provided to customers, discounts on early sales
of new products to gain market penetration, inventory write-downs and international currency exchange rates.

Our sales are generally denominated in U.S. dollars, however, in Japan they are denominated in the Japanese yen.
Changes in the exchange rates between the U.S. dollar and Japanese yen will therefore affect our revenue and gross
margin. Any of the factors noted above can generate either a positive or negative impact on gross margin as compared
to another period. Although our gross margin for the first quarter of 2015 decreased compared to the same period in
the prior year, we expect our gross margin generally to be consistent with our historical average in the future.

A summary of gross profit and gross margin for the three months ended March 31, 2015 and 2014 is as follows (in
thousands, except for gross margins and percentages):

Three Months Ended March 31,
2015 2014 Increase (Decrease)

Amount Gross
Margin Amount Gross

Margin Amount Gross Margin

Gross profit:
Products $23,453 76.9 % $28,990 79.6 % $(5,537 ) (2.8 )%
Services 9,778 72.4 6,702 71.8 3,076 0.6
Total gross profit $33,231 75.5 % $35,692 78.0 % $(2,461 ) (2.5 )%

Products gross margin decreased 2.8 percentage points in the first quarter of 2015 compared to the first quarter of
2014 primarily due to an unfavorable shift in our geographical sales mix. We experienced lower sales volumes from
geographic regions with generally higher gross margins in the first quarter of 2015 compared to the first quarter of
2014, which negatively impacted our gross margin in the first quarter of 2015.

Services gross margin increased 0.6 percentage points in the first quarter of 2015 compared to the first quarter of
2014, as a result of growth in services revenue and partially offset by the impact of increases in cost of services. Our
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services revenue recognized from our installed base with existing contracts prior to 2015 grew by 45% compared to
revenue generated during the first quarter of 2014. The increase in cost of services was primarily a result of our
investment to expand our services and support teams in anticipation of future growth in our installed base. We
increased our average support, training and professional services headcount by 26% during the first quarter of 2015 as
compared to the first quarter of 2014.
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Operating Expenses

Our operating expenses consist of sales and marketing, research and development, general and administrative and
litigation. The largest component of our operating expenses is personnel costs which consist of wages, benefits,
bonuses, and, with respect to sales and marketing expenses, sales commissions. Personnel costs also include
stock-based compensation and travel expenses.

A summary of our operating expenses for the three months ended March 31, 2015 and 2014 is as follows (in
thousands, except for percentages):

Three Months Ended
March 31, Increase (Decrease)

2015 2014 Amount Percent
Operating expenses:
Sales and marketing $24,522 $21,563 $2,959 13.7  %
Research and development 14,309 11,205 3,104 27.7
General and administrative 7,527 5,363 2,164 40.4
Litigation expense 445 1,846 (1,401 ) (75.9 )
Total operating expenses $46,803 $39,977 $6,826 17.1  %

Sales and Marketing

Sales and marketing expenses are our largest functional category of total operating expense. These expenses primarily
consist of personnel costs related to our employees engaged in sales and marketing activities. Sales and marketing
expenses also include the cost of marketing programs, trade shows, consulting services, promotional materials,
demonstration equipment, depreciation and certain allocated facilities and information technology infrastructure costs.

Sales and marketing expenses increased $3.0 million or 13.7% in the first quarter of 2015 compared to the first quarter
of 2014 primarily attributable to a $2.3 million increase in personnel and related costs, which includes a $1.2 million
increase in stock-based compensation and a $1.0 million increase in sales commissions. Our average sales and
marketing headcount grew 10% during the first quarter of 2015 compared to the same period in 2014. Additionally,
company meeting related costs increased $0.3 million in the first quarter of 2015 compared to the first quarter of 2014
as result of our annual sales kick-off meeting held in January 2015. Depreciation expense and allocated facilities and
information technology infrastructure costs also increased by $0.3 million as a result of higher headcount and
increased depreciation expense on our evaluation equipment.

We expect our sales and marketing expenses to continue to increase in absolute dollars for the remainder of 2015 as
we increase the size of our sales and marketing organization and as we increase our sales presence in existing
countries and expand into new countries.

Research and Development

Research and development efforts are focused on new product development and on developing additional
functionality
for our existing products. These expenses consist of personnel costs, and to a lesser extent, professional services,
prototype materials, depreciation and certain allocated facilities and information technology infrastructure costs. We
expense research and development costs as incurred.

Research and development expenses increased $3.1 million in the first quarter of 2015 compared to the first quarter of
2014 primarily attributed to a $3.6 million increase in personnel related costs, which includes a $1.1 million increase
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in stock-based compensation. The increase in personnel related costs during the first quarter of 2015 compared to the
first quarter of 2014 was also attributable to higher salaries and benefits as a result of merit increases, an increase in
discretionary bonuses as well as a 4% increase in our average research and development headcount. The increase in
personnel related research and development expense was partially offset by a $0.5 million decrease in professional
services fees due to lower product certification related activities in the first quarter of 2015 compared to the same
period in 2014.

We expect our research and development expenses to increase in absolute dollars for the remainder of 2015 as we
continue to develop new products and enhance our existing products.
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General and Administrative

General and administrative expenses consist primarily of personnel costs, professional services fees and facility costs.
General and administrative personnel costs include executive, finance, human resources, information technology,
facility and legal (excluding litigation) related expenses. Professional fees consist primarily of fees for outside
accounting, tax, legal, recruiting and other administrative services.

General and administrative expenses increased $2.2 million from the first quarter of 2015 compared to the first quarter
of 2014 primarily attributed to a $0.9 million increase in personnel related costs which includes a $0.2 million
increase in stock-based compensation, a $0.8 million increase in professional services costs and a $0.5 million
increase in bad debt expense. The increase in personnel related costs was a result of a 34% increase in average general
and administrative headcount during the first quarter of 2015 compared to the first quarter of 2014. The increase in
professional services fees was primarily related to increased general legal and consultant fees in connection with
scaling our organization to support increased business activity and costs associated with being a public company.

We expect our general and administrative expenses to increase slightly in the remainder of 2015.

Litigation Expense

Litigation expense is comprised of legal expenses incurred related to litigation and, if applicable, charges for litigation
reserves. Litigation expenses consist of professional fees incurred in defending ourselves against litigation matters and
are expensed as incurred when professional services are provided. The litigation reserve, if any, consists of accruals
we make related to estimated losses in pending legal proceedings. Litigation reserves, if any, are adjusted as we
change our estimates or make payments in damages or settlements.

Litigation expense decreased $1.4 million for the first quarter of 2015 compared to the first quarter of 2014 primarily
attributable to a reduction in litigation related activities following the settlement of the litigation with Radware in
August 2014.

Interest Expense

Interest expense decreased by $0.5 million in the first quarter of 2015 compared to the first quarter of 2014, primarily
due to lower borrowing related activities in the first quarter of 2015 compared to the same period in 2014. During the
first quarter of 2014, we recorded a $0.3 million contingent payment due to a lender upon completion of our initial
public offering and $0.2 million of interest expense related to our revolving credit facility. We completed our initial
public offering and repaid the outstanding balance under our revolving credit facility in March 2014.

Provision for Income Taxes

We recorded an income tax provision of $0.1 million and $0.2 million in the first quarters of 2015 and 2014 which is
primarily the result of taxes in foreign jurisdictions. We maintain a valuation allowance on federal and state deferred
tax assets as we do not believe it is more likely than not that our deferred tax assets will be realized. We will continue
to maintain a full valuation allowance on our deferred tax assets until there is sufficient evidence to support the
reversal of all or some portion of this allowance.

Liquidity and Capital Resources

As of March 31, 2015, we had cash and cash equivalents of $85.6 million, including $3.2 million held outside the
United States in our foreign subsidiaries. We currently do not have any plans to repatriate our earnings from our
foreign operations. As of March 31, 2015, we had working capital of $94.3 million, an accumulated deficit of $195.5
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million and total stockholders' equity of $87.9 million.

We plan to continue to invest for long-term growth and anticipate our investment will continue to increase in absolute
dollars. We believe that our existing cash and cash equivalents and other available financial resources will be
sufficient to meet our anticipated cash needs for at least the next 12 months. Our future capital requirements will
depend on many factors, including our growth rate, the expansion of sales and marketing activities, the timing and
extent of spending to support development efforts, the introduction of new and enhanced product and service offerings
and the continuing market acceptance of our products. In the event that additional financing is required from outside
sources, we may not be able to raise such financing on terms acceptable to us or at all. If we are unable to raise
additional capital when desired, our business, operating results and financial condition could be adversely affected.
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In addition, as described in the section "Legal Proceedings" we are currently involved in ongoing litigation. Any
adverse settlements or judgments in any litigation could have a material adverse impact on our results of operations,
cash balances and cash flows in the period in which such events occur.

Credit Agreement

In September 2013, we entered into a credit agreement with Royal Bank of Canada, acting as administrative agent and
lender, and JPMorgan Chase Bank, N.A. and Bank of America, N.A. as lenders. The credit agreement provides a
three-year $35.0 million revolving credit facility, which includes a maximum $10.0 million letter of credit facility.
The revolving credit facility matures on September 30, 2016.

Our obligations under the credit agreement are secured by a security interest on substantially all of our assets,
including our intellectual property. The credit agreement contains customary non-financial covenants, and also
requires us to comply with financial covenants. One financial covenant requires us to maintain a total leverage ratio,
which is defined as total consolidated debt divided by adjusted EBITDA (defined as earnings before interest expense,
tax expense, depreciation, amortization and stock-based compensation, adjusted for certain other non-cash or
non-recurring income or expenses such as specified litigation settlement payments and litigation expenses) for the
trailing four quarters. In addition, we must maintain a minimum amount of liquidity based on our unrestricted cash
and availability under the revolving credit facility. The covenant requires us to maintain a minimum liquidity of $25.0
million provided that at least $10.0 million of such liquidity is comprised of unrestricted cash and cash equivalents.
The credit agreement includes customary events of default which, if triggered, could result in the acceleration of our
obligations under the revolving credit facility, the termination of any obligation by the lenders to extend further credit
and the right of the lenders to exercise their remedies as a secured creditor and foreclose upon the collateral securing
our obligation under the credit agreement; however, we also have the ability, in certain instances, to cure
non-compliance with the financial covenants through qualified equity contributions by certain holders of our equity.
Currently, the agreement for our revolving credit facility contains restrictions on our ability to pay dividends. As of
March 31, 2015, we had no outstanding balance on our credit facility and were in compliance with our covenants.

Statements of Cash Flows

The following table summarizes our cash flow related activities for the three months ended March 31, 2015 and 2014
(in thousands):

Three Months Ended March
31,
2015 2014

Cash provided by (used in):
Operating activities $(5,498 ) $(2,971 )
Investing activities (901 ) (2,022 )
Financing activities 64 106,349
Net increase (decrease) in cash and cash equivalents $(6,335 ) $101,356

Cash Flows from Operating Activities

Our cash used in operating activities is driven primarily by sales of our products and, to a lesser extent, by up-front
payments from end-customers under PCS contracts. Our primary uses of cash from operating activities have been for
personnel-related expenditures, manufacturing costs, marketing and promotional expenses, costs related to our
facilities and litigation expenses. Our cash flows from operating activities will continue to be affected principally by
the extent to which we increase spending on personnel and sales and marketing activities, our working capital
requirements, and litigation expenses.
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During the three months ended March 31, 2015, cash used in operating activities was $5.5 million, consisting of a net
loss of $13.7 million partially offset by non-cash charges of $7.1 million and a $1.1 million increase in net operating
assets and liabilities. Our non-cash charges consisted primarily of stock-based compensation of $4.6 million and
depreciation and amortization of $2.5 million. The changes in our net operating assets and liabilities were primarily
due to a $3.6 million decrease in accounts payable and accrued liabilities, partially offset by a $2.4 million increase in
deferred revenue, a $1.3 million decrease in accounts receivable, and a $0.7 million decrease in prepaid expenses and
other current assets.

The decrease in accounts payable and accrued liabilities was primarily attributable to a decrease in accrued
compensation costs largely due to the payment of accrued commissions and bonuses, partially offset by an increase in
accrued
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compensation costs related to our 2014 Employee Stock Purchase Plan; and the timing of vendor invoice payments.
The increase in deferred revenue was due to timing of billings of support contracts and the increase in PCS sales in
connection with our increasing installed customer base. The decrease in accounts receivable was primarily due to the
timing of billing and cash collection, as a higher portion of the December 31, 2014 outstanding accounts receivable
were billed during the latter part of the quarter compared to the March 31, 2015 outstanding accounts receivable.

During the three months ended March 31, 2014, cash used in operating activities was $3.0 million, consisting of a net
loss of $5.1 million and a $2.0 million increase in net operating assets and liabilities offset by non-cash charges of
$4.1 million. Our non-cash charges consisted primarily of depreciation and amortization of $2.2 million and
stock-based compensation of $1.8 million. The change in our net operating assets and liabilities was due primarily to a
$1.2 million increase in accounts receivable, $1.8 million increase in inventory and a $2.3 million increase in prepaid
expenses and other current assets associated with the growth in our business. These changes were offset by a $2.7
million increase in deferred revenue due to increased sales of our PCS contracts and a $0.9 million increase in accrued
liabilities.

Cash Flows from Investing Activities

During the three months ended March 31, 2015 and 2014, cash used in investing activities was $0.9 million and $2.0
million, primarily for purchases of property and equipment. 

Cash Flows from Financing Activities

During the three months ended March 31, 2015, cash provided by financing activities was $0.1 million, consisting of
proceeds from common stock issuance under our equity incentive plans, net of repurchases of common stock.

During the three months ended March 31, 2014, cash provided by financing activities was $106.3 million, consisting
of $124.2 million in net proceeds from the issuance of our common stock to outside investors in our IPO, and $2.2
million from the exercise of common stock options, offset by a $20.0 million repayment of our revolving credit
facility.

Contractual Obligations

In September 2013, we entered into a credit agreement with Royal Bank of Canada, JPMorgan Chase Bank, N.A. and
Bank of America, N.A. as lenders. The credit agreement provides a three-year $35.0 million revolving credit facility,
which includes a maximum $10.0 million letter of credit facility. We have no outstanding borrowings under this credit
facility as of March 31, 2015.

Off-Balance Sheet Arrangements

As of March 31, 2015, we did not have any relationships with any unconsolidated entities or financial
partnerships,such as entities often referred to as structured finance or special purpose entities that would have been
established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with U.S. GAAP. The preparation of
these condensed consolidated financial statements requires us to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenue, expenses and related disclosures. We evaluate our estimates and
assumptions on an ongoing basis. Our estimates are based on historical experience and various other assumptions that
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we believe to be reasonable under the circumstances. Our actual results could differ from these estimates.

There were no significant changes in our critical accounting policies and estimates during the three months ended
March 31, 2015 as compared to the critical accounting policies and estimates disclosed in Management’s Discussion
and Analysis of Financial Condition and Results of Operations included in our annual report on Form 10-K filed with
the SEC on March 11, 2015. 
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Foreign Currency Risk

Our consolidated results of operations, financial position and cash flows are subject to fluctuations due to changes in
foreign currency exchange rates. Historically, the majority of our revenue contracts are denominated in U.S. dollars,
with the most significant exception being Japan where we invoice primarily in the Japanese yen. Our costs and
expenses are generally denominated in the currencies where our operations are located, which is primarily in North
America, Japan and to a lesser extent EMEA and the Asia Pacific region. To date, we have not entered into any
hedging arrangements with respect to foreign currency risk or other derivative instruments. Revenue resulting from
selling in local currencies and costs and expenses incurred in local currencies are exposed to foreign currency
exchange rate fluctuations which can affect our revenue and operating income. As exchange rates vary, operating
income may differ from expectations.

The functional currency of our foreign subsidiaries is the U.S. dollar. At the end of each reporting period, monetary
assets and liabilities are remeasured to the functional currency using exchange rates in effect at the balance sheet date.
Nonmonetary assets and liabilities are remeasured at historical exchange rates. Gains and losses related to
remeasurement are recorded in interest income and other income (expense), net in the Consolidated Statements of
Operations. A significant fluctuation in the exchange rates between our subsidiaries' local currencies, especially the
Japanese yen and the Euro, and the U.S. dollar could have an adverse impact on our consolidated financial position
and results of operations.

We recorded $10,000 foreign exchange loss and $23,000 foreign exchange gain during the three months ended March
31, 2015 and 2014. The effect of a hypothetical 10% change in our exchange rate would not have a significant impact
on our consolidated results of operations.

Interest Rate Sensitivity

Our exposure to market risk for changes in interest rates relates primarily to our cash and cash equivalents and our
indebtedness. Our cash and cash equivalents are held in cash deposits and money market funds with maturities of less
than 90 days from the date of purchase. Our primary exposure to market risk is interest income sensitivity, which is
affected by changes in the general level of the interest rates in the United States. However, because of the short-term
nature of the instruments in our portfolio, a sudden change in market interest rates would not be expected to have a
material impact on our consolidated financial statements.

Our exposure to interest rate risk relates to our revolving credit facility with variable interest rates, where an increase
in interest rates may result in higher borrowing costs. Since we have no outstanding borrowings under our credit
facility as of March 31, 2015, the effect of a hypothetical 10% change in interest rates would not have a significant
impact on our interest expense.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the
effectiveness of our disclosure controls and procedures, as required by Rule 13a-15(b) under the Securities Exchange
Act of 1934 as amended (the “Exchange Act”) , as of March 31, 2015. Based upon that evaluation, our Chief Executive
Officer and Chief Financial Officer concluded that our disclosure controls and procedures were not effective as of
March 31, 2015 solely due to the material weakness in our internal control over financial reporting as described
below.
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Changes in Internal Control over Financial Reporting

As of March 31, 2015, our management, with the participation of our Chief Executive Officer and Chief Financial
Officer, evaluated our internal control over financial reporting. Based on that evaluation, our Chief Executive Officer
and Chief Financial Officer concluded that no changes in our internal control over financial reporting occurred during
the quarter ended March 31, 2015 that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting, except as described below with regards to computation of stock-based
compensation related to our 2014 Purchase Plan.
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As discussed in Item 9A. Controls and Procedures in our Annual Report on Form 10-K for the year ended December
31, 2014, management identified a material weakness in our internal control over financial reporting as it relates to the
computation of stock-based compensation associated with our 2014 Purchase Plan.

In response to the material weakness described above, during the three months ended March 31, 2015, we began
implementing and evaluating new controls and procedures. Though management is still evaluating the design of these
new procedures, we believe that our improved processes and procedures will assist in the remediation of our material
weakness. Once placed in operation for a sufficient period of time, we will subject these procedures to appropriate
tests, in order to determine whether they are operating effectively. In designing and evaluating the stock-based
compensation controls and procedures, management recognizes that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving the desired control objectives.

Management has implemented the following steps during the first quarter of 2015:

•
We added a control activity where we will consult with technical accounting experts to review and analyze the impact
of new or unusual accounting transactions and the adoption of new accounting standards that may have a material
impact on our consolidated financial statements.

•

We strengthened our processes in the area of equity administration and equity accounting, which included the review,
redesign and documentation of our policies and procedures; implementation of additional review and reconciliation
controls, and expanded the use of software based solutions to handle certain aspects of accounting for stock-based
compensation related to the 2014 Purchase Plan.

We will continue to evaluate the effectiveness of our internal controls and procedures on an ongoing basis and will
take further action, as appropriate.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We have been and may currently be involved in various legal proceedings, the outcomes of which are not within our
complete control or may not be known for prolonged periods of time. Management is required to assess the
probability of loss and amount of such loss, if any, in preparing our consolidated financial statements. We evaluate the
likelihood of a potential loss from legal proceedings to which we are a party. We record a liability for such claims
when a loss is deemed probable and the amount can be reasonably estimated. Significant judgment may be required in
the determination of both probability and whether an exposure is reasonably estimable. Our judgments are subjective
based on the status of the legal proceedings, the merits of our defenses and consultation with in-house and outside
legal counsel. As additional information becomes available, we reassess the potential liability related to pending
claims and may revise our estimates. Due to the inherent uncertainties of the legal processes in the multiple
jurisdictions in which we operate, our judgments may be materially different than the actual outcomes, which could
have material adverse effects on our business, financial conditions and results of operations.

Additional information with respect to this Item may be found in Note 5. Commitments and Contingencies, in the
Notes to Condensed Consolidated Financial Statements of this Quarterly Report on Form 10-Q, which is incorporated
into this Item 1 by reference.

ITEM 1A. RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and
uncertainties described below, together with all of the other information contained in this report, and in our other
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public filings. The risks and uncertainties described below are not the only ones we face. Additional risks and
uncertainties that we are unaware of, or that we currently believe are not material, may also become important factors
that affect us. If any of the following risks occur, our business, financial condition, operating results, and prospects
could be materially harmed. In that event, the trading price of our common stock could decline, perhaps significantly.
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If we do not successfully anticipate market needs and opportunities or if the market does not continue to adopt our
application networking products, our business, financial condition and results of operations could be significantly
harmed.

The application networking market is rapidly evolving and difficult to predict. Technologies, customer requirements,
security threats and industry standards are constantly changing. As a result, we must anticipate future market needs
and opportunities and then develop new products or enhancements to our current products that are designed to address
those needs and opportunities, and we may not be successful in doing so. 

Even if we are able to anticipate, develop and commercially introduce new products and enhancements that address
the market’s needs and opportunities, there can be no assurance that new products or enhancements will achieve
widespread market acceptance. For example, organizations that use other conventional or first-generation application
networking products for their needs may believe that these products are sufficient. In addition, as we launch new
product offerings, organizations may not believe that such new product offerings offer any additional benefits as
compared to the existing application networking products that they currently use. Accordingly, organizations may
continue allocating their IT budgets for existing application networking products and may not adopt our products,
regardless of whether our products can offer superior performance or security. 

If we fail to anticipate market needs and opportunities or if the market does not continue to adopt our application
networking products, then market acceptance and sales of our current and future application networking products
could be substantially decreased or delayed, we could lose customers, and our revenue may not grow or may decline.
Any of such events would significantly harm our business, financial condition and results of operations.

Our success depends on our timely development of new products and features to address rapid technological changes
and evolving customer requirements. If we are unable to timely develop new products and features that adequately
address these changes and requirements, our business and operating results could be adversely affected.

Changes in application software technologies, data center and communications hardware, networking software and
operating systems, and industry standards, as well as our end-customers’ continuing business growth, result in evolving
application networking needs and requirements. Our continued success depends on our ability to identify and develop
in a timely manner new products and new features for our existing products that meet these needs and requirements.

Our future plans include significant investments in research and development and related product opportunities.
Developing our products and related enhancements is time-consuming and expensive. We have made significant
investments in our research and development team in order to address these product development needs. Our
investments in research and development may not result in significant design and performance improvements or
marketable products or features, or may result in products that are more expensive than anticipated. We may take
longer to generate revenue, or generate less revenue, than we anticipate from our new products and product
enhancements. We believe that we must continue to dedicate a significant amount of resources to our research and
development efforts to maintain our competitive position.

If we are unable to develop new products and features to address technological changes and new customer
requirements in the application networking market or if our investments in research and development do not yield the
expected benefits in a timely manner, our business and operating results could be adversely affected.

We have experienced net losses in recent periods, anticipate increasing our operating expenses in the future and may
not achieve or maintain profitability in the future. If we cannot achieve or maintain profitability, our financial
performance will be harmed and our business may suffer.
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We experienced net losses for the years ended December 31, 2013 and 2014, and three months ended March 31, 2015.
Although we experienced revenue growth over these same periods and had achieved profitability in prior year periods,
we may not be able to sustain or increase our revenue growth or achieve profitability in the future or on a consistent
basis. During 2013 and 2014, we invested in our sales, marketing and research and development teams in order to
develop, market and sell our products. We expect to continue to invest significantly in these areas in the future. As a
result of these increased expenditures, we will have to generate and sustain increased revenue, manage our cost
structure and avoid significant liabilities to achieve future profitability. In particular, in 2012 and 2013, we incurred
substantial expenses associated with defending ourselves in separate litigation matters involving Brocade
Communications Systems, Inc. and Radware Ltd. (both settled) and in our settlement of the Brocade litigation. As a
public company, we will also incur significant accounting, legal and other expenses that we did not incur as a private
company.
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Revenue growth may slow or decline, and we may incur significant losses in the future for a number of possible
reasons, including our inability to develop products that achieve market acceptance, general economic conditions,
increasing competition, decreased growth in the markets in which we operate, or our failure for any reason to
capitalize on growth opportunities. Additionally, we may encounter unforeseen operating expenses, difficulties,
complications, delays and other unknown factors that may result in losses in future periods. If these losses exceed our
expectations or our revenue growth expectations are not met in future periods, our financial performance will be
harmed and our stock price could be volatile or decline.

Our operating results are likely to vary significantly from period to period and may be unpredictable, which could
cause the trading price of our common stock to decline.

Our operating results – in particular, revenue, margins and operating expenses – have fluctuated in the past, and we
expect this will continue, which makes it difficult for us to predict our future operating results. The timing and size of
sales of our products are highly variable and difficult to predict and can result in significant fluctuations in our
revenue from period to period. This is particularly true of sales to our largest end-customers, such as service providers,
Web giants and governmental organizations, who typically make large and concentrated purchases and for whom
close or sales cycles can be long, as a result of their complex networks and data centers, as well as requests that may
be made for customized features. Our quarterly results may vary significantly based on when these large
end-customers place orders with us and the content of their orders. For example, during the three months ended
September 30, 2014, we experienced a decline in our revenues primarily due to longer than expected close or sales
cycles for certain large deals and lower North America service provider spending as compared to the same period in
2013, which may have contributed to a dramatic decline in our stock price. We anticipate a possible slowdown in
spending from North America service providers, which may lead to continued near term fluctuation in our products
revenue and total revenue.

 Our operating results may also fluctuate due to a number of other factors, many of which are outside of our control
and may be difficult to predict. In addition to other risks listed in this “Risk Factors” section, factors that may affect our
operating results include:

•fluctuations in and timing of purchases from, or loss of, large customers;

•the budgeting cycles and purchasing practices of end-customers;

•our ability to attract and retain new end-customers;

•changes in demand for our products and services, including seasonal variations in customer spending patterns or
cyclical fluctuations in our markets;

•our reliance on shipments at the end of our quarters;

•variations in product mix or geographic locations of our sales, which can affect the revenue we realize for those sales;

•the timing and success of new product and service introductions by us or our competitors;

•our ability to increase the size of our distribution channel and to maintain relationships with important distribution
channel partners;

•the effect of currency exchange rates on our revenue and expenses;

•the cost and potential outcomes of existing and future litigation;

Edgar Filing: A10 Networks, Inc. - Form 10-Q

48



•the effect of discounts negotiated by our largest end-customers for sales or pricing pressure from our competitors;

•changes in the growth rate of the application networking market or changes in market needs;

•inventory write downs, which may be necessary for our older products when our new products are launched and
adopted by our end-customers; and

28

Edgar Filing: A10 Networks, Inc. - Form 10-Q

49



•our third-party manufacturers’ and component suppliers’ capacity to meet our product demand forecasts on a timely
basis, or at all.

Any one of the factors above or the cumulative effect of some of these factors may result in significant fluctuations in
our financial and other operating results. This variability and unpredictability could result in our failure to meet our or
our investors’ or securities analysts’ revenue, margin or other operating results expectations for a particular period,
resulting in a decline in the trading price of our common stock.

Reliance on shipments at the end of the quarter could cause our revenue for the applicable period to fall below
expected levels.

As a result of end-customer buying patterns and the efforts of our sales force and distribution channel partners to meet
or exceed their sales objectives, we have historically received a substantial portion of purchase orders and generated a
substantial portion of revenue during the last few weeks of each quarter. We can recognize such revenue in the quarter
received, however, only if all of the requirements of revenue recognition, especially shipment, are met by the end of
the quarter. In addition, any significant interruption in our information technology systems, which manage critical
functions such as order processing, revenue recognition, financial forecasts, inventory and supply chain management,
could result in delayed order fulfillment and thus decreased revenue for that quarter. If expected revenue at the end of
any quarter is delayed for any reason, including the failure of anticipated purchase orders to materialize, our
third-party manufacturers’ inability to manufacture and ship products prior to quarter-end to fulfill purchase orders
received near the end of the quarter, our failure to manage inventory to meet demand, our inability to release new
products on schedule, any failure of our systems related to order review and processing, or any delays in shipments or
achieving specified acceptance criteria, our revenue for that quarter could fall below our, or our investors’ or securities
analysts’ expectations, resulting in a decline in the trading price of our common stock.

A limited number of our end-customers, including service providers, make large and concentrated purchases that
comprise a significant portion of our revenue. Any loss or delay of expected purchases by our largest end-customers
could adversely affect our operating results.

As a result of the nature of our target market and the current stage of our development, a substantial portion of our
revenue in any period comes from a limited number of large end-customers, including service providers. For example,
NTT DoCoMo, Inc., through a reseller, accounted for approximately 32% of our total revenue during 2012,
approximately 13% of our total revenue during 2013 and 7% of our total revenue during 2014.  In addition, during the
years ended December 31, 2013 and 2014, and three months ended March 31, 2015, purchases from our ten largest
end-customers accounted for approximately 43% , 37% and 42% of our total revenue. The composition of the group
of these ten largest end-customers changes from period to period, but often includes service providers, who accounted
for approximately 47%, 46% and 43% of our total revenue during the years ended December 31, 2013 and 2014, and
three months ended March 31, 2015.

Sales to these large end-customers have typically been characterized by large but irregular purchases with long initial
sales cycles. After initial deployment, subsequent purchases of our products typically have a more compressed sales
cycle. The timing of these purchases and of the requested delivery of the purchased product is difficult to predict. As a
consequence, any acceleration or delay in anticipated product purchases by or requested deliveries to our largest
end-customers could materially affect our revenue and operating results in any quarter and cause our quarterly revenue
and operating results to fluctuate from quarter to quarter.

We cannot provide any assurance that we will be able to sustain or increase our revenue from our largest
end-customers nor that we will be able to offset any absence of significant purchases by our largest end-customers in
any particular period with purchases by new or existing end-customers in that or a subsequent period. We expect that
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sales of our products to a limited number of end-customers will continue to contribute materially to our revenue for
the foreseeable future. The loss of, or a significant delay or reduction in purchases by, a small number of
end-customers could have a material adverse effect on our consolidated financial position, results of operations or
cash flows.
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We have been and are a party to litigation and claims regarding intellectual property rights, resolution of which has
been and may in the future be time-consuming, expensive and adverse to us, as well as require a significant amount of
resources to prosecute, defend, or make our products non-infringing.

Our industry is characterized by the existence of a large number of patents and by increasingly frequent claims and
related litigation based on allegations of infringement or other violations of patent and other intellectual property
rights. In the ordinary course of our business, we have been and are involved in disputes and licensing discussions
with others regarding their patents and other claimed intellectual property and proprietary rights. Intellectual property
infringement and misappropriation lawsuits and other claims are subject to inherent uncertainties due to the
complexity of the technical and legal issues involved, and we cannot be certain that we will be successful in defending
ourselves against such claims or in concluding licenses on reasonable terms or at all.

We currently have fewer issued patents than some of our major competitors, and therefore may not be able to utilize
our patent portfolio effectively to assert defenses or counterclaims in response to patent infringement claims or
litigation brought against us by third parties. Further, litigation may involve patent holding companies or other adverse
patent owners that have no relevant products revenue and against which our potential patents may provide little or no
deterrence. In addition, many potential litigants have the capability to dedicate substantially greater resources than we
can to enforce their intellectual property rights and to defend claims that may be brought against them. We expect that
infringement claims may increase as the numbers of product types and the number of competitors in our market
increases. Also, to the extent we gain greater visibility, market exposure and competitive success, we face a higher
risk of being the subject of intellectual property infringement claims.

If we are found in the future to infringe the proprietary rights of others, or if we otherwise settle such claims, we could
be compelled to pay damages or royalties and either obtain a license to those intellectual property rights or alter our
products such that they no longer infringe. Any license could be very expensive to obtain or may not be available at
all. Similarly, changing our products or processes to avoid infringing the rights of others may be costly,
time-consuming or impractical. Alternatively, we could also become subject to an injunction or other court order that
could prevent us from offering our products. Any of these claims, regardless of their merit, may be time-consuming,
result in costly litigation and diversion of technical and management personnel, or require us to cease using infringing
technology, develop non-infringing technology or enter into royalty or licensing agreements.

Many of our commercial agreements require us to indemnify our end-customers, distributors and resellers for certain
third-party intellectual property infringement actions related to our technology, which may require us to defend or
otherwise become involved in such infringement claims, and we could incur liabilities in excess of the amounts we
have received for the relevant products and/or services from our end-customers, distributors or resellers. These types
of claims could harm our relationships with our end-customers, distributors and resellers, may deter future
end-customers from purchasing our products or could expose us to litigation for these claims. Even if we are not a
party to any litigation between an end-customer, distributor or reseller, on the one hand, and a third party, on the other
hand, an adverse outcome in any such litigation could make it more difficult for us to defend our intellectual property
rights in any subsequent litigation in which we are a named party.

We have in the past been involved in two intellectual property litigation matters with F5 Networks, Inc., one with
Allegro Software Development, Inc., one with Brocade and one with Radware, all of which have since settled. As part
of the settlement with Brocade, we made a significant cash payment to Brocade, granted a license to Brocade to use
all of our issued, pending and future patents, and received and granted certain covenants not to sue. We are currently
party to one intellectual property litigation matter. In November 2013, Parallel Networks, LLC, which we believe is a
patent holding company, filed a lawsuit against us in the United States District Court for the District of Delaware
alleging that our AX and Thunder series products infringe two of their patents. Parallel is seeking injunctive relief,
damages and costs. While we intend to defend ourselves vigorously against the allegations in this lawsuit, this
litigation matter, regardless of the outcome, could result in significant costs and diversion of our management’s efforts.
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We may face risks related to securities litigation that could result in significant legal expenses and settlement or
damage awards.

We are currently and may in the future become subject to claims and litigation alleging violations of securities laws or
other related claims, which could harm our business, divert management attention and require us to incur significant
costs. For example, in January 2015, a class action lawsuit was filed against us, our Board of Directors, our Chief
Financial Officer and the underwriters of our initial public offering alleging violations of the Securities Act of 1933.
Several substantially identical lawsuits were subsequently filed in the same court, bringing the same claims against the
same defendants. These lawsuits seek unspecified compensatory damages and other relief. We are generally obliged,
to the extent permitted by law, to indemnify our current and former directors and officers who are named as
defendants in these types of lawsuits. We also have certain contractual obligations to the underwriters regarding these
lawsuits. While a certain amount of insurance coverage is available for expenses or losses associated with these
lawsuits, this coverage may not be sufficient. Based on information currently available, we are unable to reasonably
estimate a possible loss or range of possible loss, if any, with regards to these lawsuits; therefore, no litigation reserve
has been recorded in the accompanying Condensed Consolidated Balance Sheets. Although we plan to defend against
these lawsuits vigorously, there can be no assurances that a favorable final outcome will be obtained. These lawsuits
or future litigation may require significant attention from management and could result in significant legal expenses,
settlement costs or damage awards that could have a material impact on our financial position, results of operations
and cash flows.

We may not be able to adequately protect our intellectual property, and if we are unable to do so, our competitive
position could be harmed, or we could be required to incur significant expenses to enforce our rights.

We rely on a combination of patent, copyright, trademark and trade secret laws, and contractual restrictions on
disclosure of confidential and proprietary information, to protect our intellectual property. Despite the efforts we take
to protect our intellectual property and other proprietary rights, these efforts may not be sufficient or effective at
preventing their unauthorized use. In addition, effective trademark, patent, copyright and trade secret protection may
not be available or cost-effective in every country in which we have rights. There may be instances where we are not
able to protect intellectual property or other proprietary rights in a manner that maximizes competitive advantage. If
we are unable to protect our intellectual property and other proprietary rights from unauthorized use, the value of
those assets may be reduced, which could negatively impact our business.

We also rely in part on confidentiality and/or assignment agreements with our technology partners, employees,
consultants, advisors and others. We did not, however, obtain general employee confidentiality and assignment
agreements from certain former employees who worked with us prior to July 2010, although we did receive specific
assignments from each of these employees who was an inventor of any technologies that we patented. These
protections and agreements may not effectively prevent disclosure of our confidential information and may not
provide an adequate remedy in the event of unauthorized disclosure. In addition, others may independently discover
our trade secrets and intellectual property information we thought to be proprietary, and in these cases we would not
be able to assert any trade secret rights against those parties. Despite our efforts to protect our intellectual property,
unauthorized parties may attempt to copy or otherwise obtain and use our intellectual property or technology.
Monitoring unauthorized use of our intellectual property is difficult and expensive. We have not made such
monitoring a priority to date and will not likely make this a priority in the future. We cannot be certain that the steps
we have taken or will take will prevent misappropriation of our technology, particularly in foreign countries where the
laws may not protect our proprietary rights as fully as in the United States.

If we fail to protect our intellectual property adequately, our competitors might gain access to our technology, and our
business might be harmed. In addition, even if we protect our intellectual property, we may need to license it to
competitors, which could also be harmful. For example, we have already licensed all of our issued patents, pending
applications, and future patents and patent applications that we may acquire, obtain, apply for or have a right to
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license to Brocade until May 2025, for the life of each such patent. In addition, we might incur significant expenses in
defending our intellectual property rights. Any of our patents, copyrights, trademarks or other intellectual property
rights could be challenged by others or invalidated through administrative process or litigation.

We may in the future initiate claims or litigation against third parties for infringement of our proprietary rights or to
establish the validity of our proprietary rights. Any litigation, whether or not resolved in our favor, could result in
significant expense to us and divert the efforts of our management and technical personnel, as well as cause other
claims to be made against us, which might adversely affect our business, operating results and financial condition.

In addition, on March 20, 2014, we received a letter from an attorney on behalf of an individual who claims that he is
entitled to between 1.6 and 2.6 million shares of our common stock.
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The individual alleges that prior to the incorporation of our company he had been promised founders’ shares in a
different corporation. The individual also alleges that our Chief Executive Officer and founder, Lee Chen, who was
involved with this different entity for a short period of time in mid-2004 before our founding, was the CEO and
controlling stockholder of such other entity and that Mr. Chen breached his fiduciary duty to such entity and its
stockholders. The individual further alleges that Mr. Chen misappropriated intellectual property and diverted
employees and investors from that entity to us. On the basis of these allegations, this individual claims he is entitled to
shares of our common stock. The individual also alleges that we knowingly aided and abetted Mr. Chen in such
alleged actions. To our knowledge, this individual had not raised any of these allegations or made any equity
ownership claims to us prior to our receipt of the email on March 20, 2014.

Based on our preliminary review of the allegations in the letter, we and Mr. Chen believe that the claims are without
merit and are not likely to have a material adverse effect on us. However, there can be no assurances with respect to
the outcome of these allegations. No lawsuit has been filed, and if a lawsuit is filed, we and Mr. Chen intend to defend
against these claims vigorously.

We face intense competition in our market, especially from larger, well-established companies, and we may lack
sufficient financial or other resources to maintain or improve our competitive position.

The application networking market is intensely competitive, and we expect competition to increase in the future. To
the extent that we sell our solutions in adjacent markets, we expect to face intense competition in those markets as
well. We believe that our main competitors fall into three categories:

•
Companies that sell products in the traditional ADC market. In the ADC market, we compete against other companies
that are well established in this market, including F5 Networks, Inc., Brocade, Cisco Systems, Inc., Citrix Systems,
Inc., and Radware Ltd.;

•
Companies that sell CGN products. Our purpose-built CGN solution competes primarily against products originally
designed for other networking purposes, such as edge routers and security appliances from vendors such as
Alcatel-Lucent USA Inc., Cisco Systems, Inc. and Juniper Networks, Inc.; and

•
Companies that sell traditional DDoS mitigation products. We are a new entrant into the DDoS market and first
publicly launched our DDoS detection and mitigation solution, TPS, in January 2014. We believe our principal
competitors in this market are Arbor Networks, Inc., a subsidiary of Danaher Corporation, and Radware.

Many of our competitors are substantially larger and have greater financial, technical, research and development, sales
and marketing, manufacturing, distribution and other resources and greater name recognition. In addition, some of our
larger competitors have broader products offerings and could leverage their customer relationships based on their
other products. Potential customers who have purchased products from our competitors in the past may also prefer to
continue to purchase from these competitors rather than change to a new supplier regardless of the performance, price
or features of the respective products. We could also face competition from new market entrants, which may include
our current technology partners. As we continue to expand globally, we may also see new competitors in different
geographic regions. Such current and potential competitors may also establish cooperative relationships among
themselves or with third parties that may further enhance their resources.

Many of our existing and potential competitors enjoy substantial competitive advantages, such as:

•longer operating histories;

•
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the capacity to leverage their sales efforts and marketing expenditures across a broader portfolio of products and
services at a greater range of prices;

•
the ability to incorporate functionality into existing products to gain business in a manner that discourages users from
purchasing our products, including through selling at zero or negative margins, product bundling or closed technology
platforms;

•broader distribution and established relationships with distribution channel partners in a greater number of worldwide
locations;

•access to larger end-customer bases;

32

Edgar Filing: A10 Networks, Inc. - Form 10-Q

57



•the ability to use their greater financial resources to attract our research and development engineers as well as other
employees of ours;

•larger intellectual property portfolios; and

•the ability to bundle competitive offerings with other products and services.

Our ability to compete will depend upon our ability to provide a better solution than our competitors at a competitive
price. We may be required to make substantial additional investments in research and development, marketing and
sales in order to respond to competition, and there is no assurance that these investments will achieve any returns for
us or that we will be able to compete successfully in the future. We also expect increased competition if our market
continues to expand. Moreover, conditions in our market could change rapidly and significantly as a result of
technological advancements or other factors.

In addition, current or potential competitors may be acquired by third parties that have greater resources available. As
a result of these acquisitions, our current or potential competitors might take advantage of the greater resources of the
larger organization to compete more vigorously or broadly with us. In addition, continued industry consolidation
might adversely impact end-customers’ perceptions of the viability of smaller and even medium-sized networking
companies and, consequently, end-customers’ willingness to purchase from companies like us.

As a result, increased competition could lead to fewer end-customer orders, price reductions, reduced margins and loss
of market share.

Some of our large end-customers demand favorable terms and conditions from their vendors and may request price
concessions. As we seek to sell more products to these end-customers, we may agree to terms and conditions that may
have an adverse effect on our business.

Some of our large end-customers have significant purchasing power and, accordingly, have requested from us and
received more favorable terms and conditions, including lower prices than we typically provide. As we seek to sell
products to this class of end-customer, we may agree to these terms and conditions, which may include terms that
reduce our gross margin and have an adverse effect on our business.

If we are unable to attract new end-customers, sell additional products to our existing end-customers or achieve the
anticipated benefits from our investment in additional sales personnel and resources, our revenue may decline, and our
gross margin will be adversely affected.

To maintain and increase our revenue, we must continually add new end-customers and sell additional products to
existing end-customers. The rate at which new and existing end-customers purchase solutions depends on a number of
factors, including some outside of our control, such as general economic conditions. If our efforts to sell our solutions
to new end-customers and additional solutions to our existing end-customers are not successful, our business and
operating results will suffer.

In recent periods, we have been adding personnel and other resources to our sales and marketing functions, as we
focus on growing our business, entering new markets and increasing our market share. We expect to incur significant
additional expenses by hiring additional sales personnel and expanding our international operations in order to seek
revenue growth. The return on these and future investments may be lower, or may be realized more slowly, than we
expect, if realized at all. If we do not achieve the benefits anticipated from these investments, or if the achievement of
these benefits is delayed, our growth rates will decline, and our gross margin would likely be adversely affected.
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Our gross margin may fluctuate from period to period based on the mix of products sold, the geographic location of
our customers, price discounts offered, required inventory write downs and current exchange rate fluctuations.

Our gross margin may fluctuate from period to period in response to a number of factors, such as the mix of our
products sold and the geographic locations of our sales. Our products tend to have varying gross margins in different
geographic regions. We also may offer pricing discounts from time to time as part of a targeted sales campaign or as a
result of pricing pressure from our competitors. In addition, our larger end-customers may negotiate pricing discounts
in connection with large orders they place with us. The sale of our products at discounted prices could have a negative
impact on our gross margin. We also must manage our inventory of existing products when we introduce new
products. For example, in the fourth quarter of 2013 and the third quarter of 2014, our gross margin decreased to 74%
and 73% due primarily to geographical mix and selling some end-of-life product at low margins.

If we are unable to sell the remaining inventory of our older products prior to or following the launch of such new
product offerings, we may be forced to write down inventory for such older products, which could also negatively
affect our gross margin. Our gross margin may also vary based on international currency exchange rates. In general,
our sales are denominated in U.S. dollars; however, in Japan they are denominated in Japanese yen. Changes in the
exchange rate between the U.S. dollar and the Japanese yen may therefore affect our actual revenue and gross margin.
For example, in the third and fourth quarters of 2014, our gross margin was adversely impacted by both an increase in
our inventory reserve primarily due to obsolete inventory on hand and unfavorable exchange rate fluctuations between
the U.S. dollar and the Japanese yen.

We generate a significant amount of revenue from sales to distributors, resellers, and end-customers outside of the
United States, and we are therefore subject to a number of risks that could adversely affect these international sources
of our revenue.

A significant portion of our revenue is generated in international markets, including Japan, Western Europe, China,
Taiwan and South Korea. For the years ended December 31, 2013 and 2014, and three months ended March 31, 2015
approximately 52%, 52% and 48% of our total revenue was generated from customers located outside of the United
States. If we are unable to maintain or continue to grow our revenue in these markets, our financial results may suffer.

As a result, we must hire and train experienced personnel to staff and manage our foreign operations. To the extent
that we experience difficulties in recruiting, training, managing and retaining an international staff, and specifically
sales management and sales personnel, we may experience difficulties in sales productivity in foreign markets. We
also seek to enter into distributor and reseller relationships with companies in certain international markets where we
do not have a local presence. If we are not able to maintain successful distributor relationships internationally or
recruit additional companies to enter into distributor relationships, our future success in these international markets
could be limited. Business practices in the international markets that we serve may differ from those in the United
States and may require us in the future to include terms in customer contracts other than our standard terms. To the
extent that we may enter into customer contracts in the future that include non-standard terms, our operating results
may be adversely impacted.

We have a significant presence in international markets and plan to continue to expand our international operations,
which exposes us to a number of risks that could affect our future growth.

Our sales team is comprised of field sales and inside sales personnel who are organized by geography and maintain
sales presence in 28 countries, including in the following countries and regions: United States, Western Europe, Japan,
Ch
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