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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
 ___________________________________________________________
FORM 10-Q 
___________________________________________________________
(Mark One)

þQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF1934
For the quarterly period ended August 31, 2017
or

¨TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF1934
For the transition period from                      to                     
Commission File Number 001-36162
___________________________________________________________
BARRACUDA NETWORKS, INC.
(Exact name of registrant as specified in its charter) 
___________________________________________________________
Delaware 83-0380411
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
3175 S. Winchester Blvd.
Campbell, California 95008
(408) 342-5400
(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices)
___________________________________________________________ 
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  þ   No  ¨
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  þ    No  ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange
Act.

Large accelerated filer¨ Accelerated filer þ

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

Smaller reporting company ¨

Emerging growth company þ
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
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Exchange Act. þ
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ¨    No  þ
The number of shares outstanding of the registrant’s common stock outstanding as of September 29, 2017 was
53,281,244.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All
statements contained in this Quarterly Report on Form 10-Q other than statements of historical fact, including
statements regarding our future results of operations and financial position, our business strategy and plans, and our
objectives for future operations, are forward-looking statements. The words "believe," "may," "will," "potentially,"
"estimate," "continue," "anticipate," "intend," "could," "would," "project," "plan," "expect" and the negative and plural
forms of these words and similar expressions are intended to identify forward-looking statements. These
forward-looking statements include, but are not limited to, statements concerning the following:

•
our future financial performance, including our expectations regarding our revenue, cost of revenue, gross profit or
gross margin, operating expenses, including changes in research and development, sales and marketing and general
and administrative expenses, and our ability to achieve and maintain future profitability;
•our business plan and our ability to effectively manage our growth and associated investments;
•anticipated trends, growth rates and challenges in our business and in the markets in which we operate;
•market acceptance of recently introduced security and data protection solutions;
•beliefs about and objectives for future operations;
•our ability to increase sales of our solutions and renewals of our subscriptions;
•our ability to attract and retain customers;
•our ability to cross-sell to our existing customers;
•maintaining and expanding our customer base and our relationships with our channel partners;
•our ability to timely and effectively scale and adapt our existing solutions;
•our ability to develop new solutions and bring them to market in a timely manner;
•our ability to maintain, protect and enhance our brand and intellectual property;
•our ability to continue to expand internationally;
•the effects of increased competition in our markets and our ability to compete effectively;
•sufficiency of cash to meet cash needs for at least the next 12 months;
•future acquisitions or investments;

•our ability to stay in compliance with laws and regulations that currently apply or become applicable to our businessboth in the United States and internationally;
•economic and industry trends or trend analysis;
•the attraction and retention of qualified employees and key personnel;
•the estimates and estimate methodologies used in preparing our condensed consolidated financial statements;
•the impact of our stock repurchase program; and
•the future trading prices of our common stock.
We have based these forward-looking statements largely on our current expectations and projections about future
events and trends that we believe may affect our financial condition, results of operations, business strategy,
short-term and long-term business operations and objectives and financial needs; however, these forward-looking
statements are subject to a number of risks, uncertainties and assumptions, including those described in Part I, Item 1A
of our Annual Report on Form 10-K for the fiscal year ended February 28, 2017. Moreover, we operate in a very
competitive and rapidly changing environment and new risks emerge from time to time. It is not possible for us to
predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statements we may make. In light of these risks, uncertainties and assumptions, the future events and trends discussed
in this Quarterly Report on Form 10-Q may not occur and actual results could differ materially and adversely from
those anticipated or implied in the forward-looking statements.
We undertake no obligation to revise or publicly release the results of any revision to these forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements. You should read this Quarterly Report on Form 10-Q and the documents
that we reference in this Quarterly Report on Form 10-Q and have filed with the SEC as exhibits to this Quarterly
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Report on Form 10-Q with the understanding that our actual future results, levels of activity, performance and events
and circumstances may be materially different from what we expect.
Unless expressly indicated or the context requires otherwise, the terms "Barracuda," "company," "we," "us," and "our"
in this document refer to Barracuda Networks, Inc., a Delaware corporation, and, where appropriate, its wholly owned
subsidiaries. The term "Barracuda" may also refer to our products, regardless of the manner in which they are
accessed.
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PART I — FINANCIAL INFORMATION
Item 1. Financial Statements
BARRACUDA NETWORKS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)
(unaudited)

As of
August
31, 2017

As of
February 28,
2017

Assets
Current assets:
Cash and cash equivalents $125,585 $ 120,194
Marketable securities 80,991 79,915
Accounts receivable, net of allowance for doubtful accounts of $3,217 and $2,857 as of
August 31, 2017 and February 28, 2017, respectively 40,899 40,560

Inventories, net 6,520 5,847
Prepaid income taxes 3,107 11,050
Deferred costs 34,206 32,598
Other current assets 7,366 5,245
Total current assets 298,674 295,409
Property and equipment, net 32,043 29,979
Deferred costs, non-current 30,246 27,285
Deferred income taxes, non-current 1,023 1,554
Other non-current assets 15,320 8,607
Intangible assets, net 28,692 32,145
Goodwill 70,653 69,795
Total assets $476,651 $ 464,774
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable $7,710 $ 11,439
Accrued payroll and related benefits 12,825 13,593
Other accrued liabilities 10,773 12,942
Deferred revenue 245,517 239,796
Note payable — 4,115
Total current liabilities 276,825 281,885
Long-term liabilities:
Deferred revenue, non-current 168,148 167,286
Deferred income taxes, non-current 3,073 2,803
Other long-term liabilities 6,776 6,377
Commitments and contingencies (Note 8)
Stockholders’ equity:
Preferred stock, $0.001 par value; 20,000,000 shares authorized; zero shares issued and
outstanding as of August 31, 2017 and February 28, 2017, respectively — —

Common stock, $0.001 par value; 1,000,000,000 shares authorized; 53,153,432 and
52,897,128 shares issued and outstanding as of August 31, 2017 and February 28, 2017,
respectively

53 53

Additional paid-in capital 384,395 370,745
Accumulated other comprehensive loss (3,076 ) (5,226 )
Accumulated deficit (359,543 ) (359,149 )
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Total stockholders’ equity 21,829 6,423
Total liabilities and stockholders’ equity $476,651 $ 464,774
See accompanying notes.
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BARRACUDA NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share data)
(unaudited)

Three Months
Ended August 31,

Six Months Ended
August 31,

2017 2016 2017 2016
Revenue:
Appliance $18,347 $21,034 $38,612 $42,367
Subscription 75,978 66,896 149,892 132,217
Total revenue 94,325 87,930 188,504 174,584
Cost of revenue 25,198 20,240 48,846 40,481
Gross profit 69,127 67,690 139,658 134,103
Operating expenses:
Research and development 19,440 18,446 38,796 37,653
Sales and marketing 38,561 32,144 74,781 63,474
General and administrative 10,338 10,969 21,282 21,741
Total operating expenses 68,339 61,559 134,859 122,868
Income from operations 788 6,131 4,799 11,235
Other income, net 1,124 1,515 2,308 2,505
Income before income taxes 1,912 7,646 7,107 13,740
Provision for income taxes (358 ) (5,209 ) (2,881 ) (8,519 )
Net income (Note 9) $1,554 $2,437 $4,226 $5,221
Net income per share:
Basic $0.03 $0.05 $0.08 $0.10
Diluted $0.03 $0.05 $0.08 $0.10
Weighted-average shares used to compute net income per share:
Basic 53,040 52,265 52,958 52,275
Diluted 54,609 53,321 54,470 53,088
See accompanying notes.
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BARRACUDA NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)
(unaudited)

Three Months
Ended August
31,

Six Months
Ended August
31,

2017 2016 2017 2016
Net income $1,554 $2,437 $4,226 $5,221
Other comprehensive income, net of tax:
Change in net foreign currency translation adjustment 1,090 (708 ) 1,991 (374 )
Available-for-sale investments:
Change in net unrealized gains (losses) (net of tax effect of $0 in all periods) 68 (240 ) 149 370
Less: reclassification adjustment for net gains (losses) included in net income (net of
tax effect of $(4), $247, $(6) and $394) 5 (459 ) 10 (732 )

Net change 73 (699 ) 159 (362 )
Other comprehensive income (loss) 1,163 (1,407 ) 2,150 (736 )
Comprehensive income $2,717 $1,030 $6,376 $4,485
See accompanying notes.
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BARRACUDA NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

Six Months Ended
August 31,
2017 2016

Operating activities
Net income $4,226 $5,221
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and impairment expense 8,545 8,467
Stock-based compensation expense 17,011 15,833
Excess tax benefits from equity compensation plans — (791 )
Deferred income taxes 804 474
Other (261 ) (728 )
Changes in operating assets and liabilities:
Accounts receivable, net (318 ) 2,732
Inventories, net (744 ) (83 )
Income taxes, net 8,122 3,598
Deferred costs (4,738 ) 340
Other assets (5,027 ) (597 )
Accounts payable (3,043 ) (6,679 )
Accrued payroll and related benefits (641 ) 1,126
Other liabilities (481 ) (762 )
Deferred revenue 7,755 4,456
Net cash provided by operating activities 31,210 32,607
Investing activities
Purchases of marketable securities (21,769 ) (21,777 )
Proceeds from the sale of marketable securities 12,250 10,294
Proceeds from the maturity of marketable securities 8,342 8,018
Purchases of non-marketable investments (4,000 ) (636 )
Purchases of property and equipment (7,816 ) (2,969 )
Purchases of intangible assets — (1,000 )
Business combinations, net of cash acquired (506 ) (243 )
Payments for the sale of net liabilities (800 ) —
Net cash used in investing activities (14,299 ) (8,313 )
Financing activities
Proceeds from issuance of common stock 3,009 4,869
Taxes paid related to net share settlement of equity awards (4,474 ) (2,544 )
Excess tax benefits from equity compensation plans — 791
Employee loans extended, net of repayment 31 (2 )
Repayment of note payable (4,115 ) (133 )
Repurchases of common stock (6,546 ) (7,241 )
Payments of acquisition-related liabilities (743 ) —
Net cash used in financing activities (12,838 ) (4,260 )
Effect of exchange rate changes 1,335 463
Net increase in cash, cash equivalents and restricted cash 5,408 20,497
Cash, cash equivalents and restricted cash at beginning of period 120,837 119,333
Cash, cash equivalents and restricted cash at end of period $126,245 $139,830
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BARRACUDA NETWORKS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1. Overview and Basis of Presentation
Nature of Operations
Barracuda Networks, Inc., also referred to in this report as "we," "our," "us," "Barracuda" or "the Company," is
headquartered in Campbell, California, and designs and delivers powerful yet easy-to-use security and data protection
solutions. We offer cloud-enabled solutions that help our customers address security threats, improve network
performance and protect and store their data. Our solutions are designed to simplify IT operations for our customers,
allowing them to enhance their return on technology investments.
Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles in the United
States ("GAAP") requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent liabilities at the date of the financial statements and the reported amounts
of revenue and expenses during the reporting period. We evaluate our estimates on an ongoing basis, including those
related to the fair values of stock-based awards, taxes and contingent liabilities, among others. We base our estimates
on historical experience and on various other assumptions that we believe to be reasonable, the results of which form
the basis for making judgments about the carrying values of assets and liabilities. Actual results could differ from
those estimates and such differences could be material to our condensed consolidated financial position and results of
operations.
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
GAAP, and follow the requirements of the U.S. Securities and Exchange Commission (the "SEC") for interim
reporting. As permitted under those rules, certain footnotes or other financial information that are normally required
by GAAP are condensed or omitted. In management’s opinion, the unaudited condensed financial statements have
been prepared on the same basis as the audited financial statements and include all adjustments, which include only
normal recurring adjustments, necessary for the fair presentation of our financial information. The results for the three
and six months ended August 31, 2017 are not necessarily indicative of the results expected for the full fiscal year.
The condensed consolidated balance sheet as of February 28, 2017 has been derived from audited financial statements
at that date but does not include all of the information required by GAAP.
The accompanying unaudited condensed consolidated financial statements include the accounts of Barracuda
Networks, Inc. and our wholly owned subsidiaries. All significant intercompany accounts and transactions have been
eliminated.
The accompanying unaudited condensed consolidated financial statements and related financial information should be
read in conjunction with the audited financial statements and related footnotes included in our most recent Annual
Report on Form 10-K. There have been no material changes in our significant accounting policies from those that
were disclosed in our Annual Report on Form 10-K for the fiscal year ended February 28, 2017.
Foreign Currency
For those subsidiaries whose functional currency is not the U.S. dollar, assets and liabilities are translated into
U.S. dollar equivalents at the exchange rate in effect on the balance sheet date and revenues and expenses are
translated into U.S. dollars using the average exchange rate over the period. Resulting currency translation
adjustments are recorded in accumulated other comprehensive loss in our condensed consolidated balance sheets. We
recorded net gains resulting from foreign exchange transactions of $0.9 million and 1.9 million for the three and six
months ended August 31, 2017, respectively, and $0.9 million and $1.4 million for the three and six months ended
August 31, 2016, respectively, which were reflected as a component of other income, net in our condensed
consolidated statements of income.
We have foreign subsidiaries that operate and sell our products in various markets around the world. As a result, we
are exposed to foreign exchange risks. We utilize foreign exchange forward contracts to manage foreign currency risk
associated with foreign currency denominated monetary assets and liabilities, primarily trade receivables, and to
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8

Edgar Filing: BARRACUDA NETWORKS INC - Form 10-Q

13



Table of Contents

February 28, 2017 were not significant. The change in the fair value of these foreign currency forward contracts is
recorded as gains (losses) in other income, net in our condensed consolidated statements of income.
Recently Adopted Accounting Pronouncements
On March 1, 2017, we adopted Accounting Standards Update No. 2016-09 ("ASU 2016-09"), which simplifies several
aspects of employee share-based payment accounting. The impact of the adoption on our condensed consolidated
financial statements was as follows:

•

Forfeitures: Under the new standard, we can make an accounting policy election to either estimate the number of
share-based awards that are expected to vest or account for forfeitures when they occur. We elected to account for
forfeitures when they occur and adopted this change on a modified retrospective basis. As a result, we recorded the
cumulative effect of the change as a $0.4 million increase to the March 1, 2017 opening accumulated deficit balance
on our condensed consolidated balance sheets.

•

Income tax accounting: The standard eliminates additional paid-in-capital ("APIC") pools and requires excess tax
benefits and tax deficiencies on share-based awards to be recognized in the statement of income prospectively when
share-based awards vest or are settled. The standard also requires excess tax benefits to be recognized regardless of
whether the benefit reduces taxes payable. We adopted the guidance related to the timing of previously unrecognized
excess tax benefits, which resulted in no impact to the March 1, 2017 opening accumulated deficit balance on our
condensed consolidated balance sheets.

•

Net income per share: Because excess tax benefits are no longer recognized in APIC, the assumed proceeds from
applying the treasury stock method when calculating dilutive shares was amended to exclude the amount of excess tax
benefits that would be recognized upon exercise or vesting of such awards. As a result, this reduces the assumed
shares to be repurchased under the treasury stock method, thereby increasing the amount of dilutive shares used to
compute earnings per share. We adopted the guidance related to the exclusion of excess tax benefits in calculating net
income per share on a prospective basis, with an insignificant impact.

•

Cash flow presentation of excess tax benefits: Prior to the new standard, we were required to present excess tax
benefits on share-based awards as a cash inflow from financing activities with a corresponding cash outflow from
operating activities. The new standard required that these excess tax benefits be classified as an operating activity. We
adopted the guidance related to the presentation of excess tax benefits in our condensed consolidated statements of
cash flows on a prospective basis with an insignificant impact, while the prior period presented has not been adjusted.
In January 2017, the Financial Accounting Standards Board (the "FASB") issued Accounting Standards Update No.
2017-04 ("ASU 2017-04"), which eliminates Step 2 from the goodwill impairment test. Under ASU 2017-04, an entity
should perform its annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with its
carrying amount. An entity should recognize an impairment charge for the amount by which the carrying amount
exceeds the reporting unit’s fair value; however, the loss recognized should not exceed the total amount of goodwill
allocated to that reporting unit. Additionally, an entity should consider income tax effects from any tax deductible
goodwill on the carrying amount of the reporting unit when measuring the goodwill impairment loss, if applicable.
ASU 2017-04 is effective for annual or any interim goodwill impairment tests in fiscal years beginning after
December 15, 2019. We early adopted ASU 2017-04 for impairment tests to be performed on testing dates after
January 1, 2017, which did not impact our condensed consolidated financial statements.
In November 2016, the FASB issued Accounting Standards Update No. 2016-18 ("ASU 2016-18"), which requires the
statement of cash flows to explain the change during the period in the total of cash, cash equivalents, and amounts
generally described as restricted cash or restricted cash equivalents. ASU 2016-18 is effective for fiscal years
beginning after December 15, 2017. We early adopted ASU 2016-18 retrospectively, effective March 1, 2017.
Net cash flows for the six months ended August 31, 2016 did not significantly change as a result of
including restricted cash with cash and cash equivalents when reconciling the beginning-of-period and end-of-period
total amounts shown on our condensed consolidated statements of cash flows.
Recent Accounting Pronouncements
In May 2017, the FASB issued Accounting Standards Update No. 2017-09 ("ASU 2017-09"), which provides
guidance about which changes to the terms or conditions of a share-based payment award require an entity to apply
modification accounting in Topic 718. ASU 2017-09 is effective for fiscal years beginning after December 15, 2017
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prospective basis to an award modified on or after the adoption date. We do not intend to early adopt ASU 2017-09
and do not expect the adoption of ASU 2017-09 to have a material impact on our condensed consolidated financial
statements.
In March 2017, the FASB issued Accounting Standards Update No. 2017-08 ("ASU 2017-08"), which shortens the
amortization period for certain callable debt securities held at a premium and requires the premium to be amortized to
the earliest call date. ASU 2017-08 is effective for fiscal years beginning after December 15, 2018 and interim periods
within those fiscal years, and early adoption is permitted, including in an interim period. If early adopted in an interim
period, any adjustments should be reflected as of the beginning of the fiscal year that includes that interim period.
ASU 2017-08 is to be applied on a modified retrospective basis through a cumulative-effect adjustment directly to
retained earnings as of the beginning of the period of adoption. We are currently evaluating the timing of adoption and
do not expect the adoption of ASU 2017-08 to have a material impact on our condensed consolidated financial
statements.
In January 2017, the FASB issued Accounting Standards Update No. 2017-01 ("ASU 2017-01"), which clarifies the
definition of a business, with the objective of adding guidance to assist entities with evaluating whether transactions
should be accounted for as acquisitions (or disposals) of assets or businesses. ASU 2017-01 is effective for fiscal years
beginning after December 15, 2017 and interim periods within those fiscal years, and early adoption is permitted for
transactions which occur before the issuance or effective date of the amendments, only when the transaction has not
been reported in the financial statements that have been issued or made available for issuance. ASU 2017-01 is to be
applied on a prospective basis. We do not intend to early adopt ASU 2017-01 and do not expect the adoption of ASU
2017-01 to have a material impact on our condensed consolidated financial statements.
In August 2016, the FASB issued Accounting Standards Update No. 2016-15 ("ASU 2016-15") which addresses eight
cash flow classification issues. ASU 2016-15 is effective for fiscal years beginning after December 15, 2017 and
interim periods within those fiscal years, and early adoption is permitted, including in an interim period. If early
adopted in an interim period, any adjustments should be reflected as of the beginning of the fiscal year that includes
that interim period. Early adoption requires the adoption of all the amendments in the same period. ASU 2016-15 is to
be applied through a retrospective transition method to each period presented. If it is impracticable to apply
retrospectively for some of the issues, the amendments for those issues would be applied prospectively as of the
earliest date practicable. We do not intend to early adopt ASU 2016-15 and do not expect the adoption of ASU
2016-15 to have a material impact on our condensed consolidated statements of cash flows.
In June 2016, the FASB issued Accounting Standards Update No. 2016-13 ("ASU 2016-13") which requires
measurement and recognition of expected credit losses for financial assets held. ASU 2016-13 is effective for fiscal
years beginning after December 15, 2019 and interim periods within those fiscal years, and early adoption is permitted
as of the fiscal years beginning after December 15, 2018, including interim periods within those fiscal years. ASU
2016-13 is to be applied through a cumulative-effect adjustment to retained earnings as of the beginning of the first
reporting period in which the guidance is effective. We are currently evaluating the timing and the impact of adopting
ASU 2016-13 on our condensed consolidated financial statements.
In February 2016, the FASB issued Accounting Standards Update No. 2016-02 ("Topic 842") to amend lease
accounting requirements and requires entities to generally recognize on the balance sheet operating and financing
lease liabilities and corresponding right-of-use assets. Topic 842 will require significant additional disclosures about
the amount, timing and uncertainty of cash flows from leases. Topic 842 is effective for fiscal years beginning after
December 15, 2018 and interim periods within those years, and early adoption is permitted. Topic 842 is to be applied
using a modified retrospective approach and includes a number of optional practical expedients that entities may elect
to apply. We are currently evaluating the timing and the impact of adopting Topic 842 on our condensed consolidated
financial statements and expect that most of our operating lease commitments will be subject to Topic 842 and
recognized as operating lease liabilities and right-of-use assets upon the adoption.
In January 2016, the FASB issued Accounting Standards Update No. 2016-01 ("ASU 2016-01") to enhance the
reporting model for financial instruments by amending certain aspects of recognition, measurement, presentation and
disclosure of financial instruments. ASU 2016-01 is effective for fiscal years beginning after December 15, 2017 and
interim periods within those years. Early application to financial statements of fiscal years or interim periods that have
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not yet been issued is permitted by presenting separately in other comprehensive income the portion of the total
change in the fair value of a liability resulting from a change in the instrument-specific credit risk if we elected to
measure the liability at fair value in accordance with the fair value option for financial instruments, otherwise, early
adoption is not permitted. ASU 2016-01 is to be applied with a cumulative-effect adjustment to the balance sheet as of
the beginning of the fiscal year of adoption. The amendments related to equity securities without readily determinable
fair values (including disclosure requirements) should be applied prospectively
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to equity investments that exist as of the date of adoption. We are currently evaluating the impact of adopting ASU
2016-01 on our condensed consolidated financial statements.
In May 2014, the FASB issued Accounting Standards Update No. 2014-09 ("Topic 606") which completed the joint
effort by the FASB and the International Accounting Standards Board to clarify the principles for recognizing revenue
and improving financial reporting. Topic 606 also provides guidance on the recognition of costs related to obtaining
and fulfilling customer contracts. The FASB issued subsequent amendments to the initial guidance collectively under
Topic 606. Topic 606 supersedes nearly all existing revenue recognition guidance under GAAP. The core principle of
Topic 606 is to recognize revenues when promised goods or services are transferred to customers in an amount that
reflects the consideration that is expected to be received for those goods or services. Topic 606 defines a five-step
process to achieve this core principle, and more judgment and estimates may be required under the Topic 606 revenue
recognition process than are required under existing GAAP, including identifying performance obligations in the
contract, estimating the amount of variable consideration to include in the transaction price and allocating the
transaction price to each separate performance obligation, among others.
Topic 606 is required to be effective for us on March 1, 2018. Topic 606 allows for either full retrospective adoption
applied to all periods presented or modified adoption with the cumulative effect of initially applying Topic 606
recognized at the date of initial application. We are currently considering adopting using the full retrospective
approach; however, our final decision will depend on a number of factors such as the significance of the impact of the
new standard on our financial results, system readiness and our ability to accumulate and analyze the information
necessary to assess the impact on prior period financial statements, as necessary.
Currently, we are in the process of reviewing our historical contracts and evaluating the impact of Topic 606 on our
accounting policies, processes and system requirements, and have assigned internal resources and engaged third-party
service providers to assist in our evaluation. Furthermore, we will continue to make investments in systems to enable
timely and accurate reporting under the new standard. While we continue to assess all potential impacts under the new
standard, there is the potential for significant changes to the pattern of revenue recognition for our arrangements
resulting from, for example, the identification of performance obligations, inclusion of variable consideration in the
transaction price, allocation of the transaction price based on relative standalone selling prices, timing of recognition,
accounting for contract acquisition costs, among other areas, as well as the related financial statement disclosures.
With respect to contract acquisition costs, we preliminarily believe that we will capitalize additional costs of obtaining
the contract, including additional sales commissions, as the new cost guidance, as interpreted by the FASB Transition
Resource Group for Revenue Recognition, requires the capitalization of all incremental costs that we incur to obtain a
contract with a customer that we would not have incurred if the contract had not been obtained, provided we expect to
recover the costs. Under our current accounting policy, we would only capitalize such costs if they are both
incremental and directly related to acquiring the customer.
As we are in the initial stages of our evaluation of the impact of the new standard and the impact on our accounting
policies across our multiple solutions, we do not know or cannot reasonably estimate quantitative information related
to the impact of Topic 606 on our consolidated financial statements, including the effect on our operating results and
our accounting for deferred commission balances, at this time.
2. Balance Sheet Information
Cash, Cash Equivalents and Restricted Cash
The following table summarizes our cash, cash equivalents and restricted cash by category (in thousands):

As of
August
31, 2017

As of
February 28,
2017

Cash and cash equivalents:
Cash $109,582 $ 103,726
Money market funds 16,003 16,468
Other non-current assets:
Restricted cash 660 643

$126,245 $ 120,837
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Marketable Securities
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The following tables summarize our marketable securities by category (in thousands):
As of August 31, 2017

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair Value

Asset-backed securities $9,472 $ 9 $ (13 ) $ 9,468
Corporate debt securities 43,768 22 (94 ) 43,696
Foreign government bonds 650 1 — 651
Mortgage-backed securities 3,404 2 (7 ) 3,399
U.S. government agency securities 13,679 6 (38 ) 13,647
U.S. government notes 10,136 6 (12 ) 10,130

$81,109 $ 46 $ (164 ) $ 80,991

As of February 28, 2017

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair Value

Asset-backed securities $9,597 $ 6 $ (28 ) $ 9,575
Corporate debt securities 41,822 11 (140 ) 41,693
Foreign government bonds 650 — (1 ) 649
Mortgage-backed securities 3,324 — (22 ) 3,302
U.S. government agency securities 12,707 1 (77 ) 12,631
U.S. government notes 12,092 2 (29 ) 12,065

$80,192 $ 20 $ (297 ) $ 79,915
We use the specific-identification method to determine any realized gains or losses from the sale of our marketable
securities classified as available-for-sale. For the three and six months ended August 31, 2017, realized gross gains
and losses were insignificant. For the three and six months ended August 31, 2016, we realized gross gains of $0.7
million and $1.1 million, respectively, and an insignificant amount of gross losses. We reflect these gains and losses
as a component of other income, net in our condensed consolidated statements of income.
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The following tables present gross unrealized losses and fair values for those marketable securities that were in an
unrealized loss position aggregated by investment category and the length of time that individual securities have been
in a continuous loss position (in thousands):

As of August 31, 2017
Less Than 12 Months12 Months or Greater Total
Fair
Value

Unrealized
Losses Fair Value Unrealized

Losses Fair ValueUnrealizedLosses
Asset-backed securities $5,809 $ (13 ) $ — $ — $5,809 $ (13 )
Corporate debt securities 30,297 (88 ) 3,000 (7 ) 33,297 (95 )
Mortgage-backed securities 1,914 (6 ) 131 — 2,045 (6 )
U.S. government agency securities 7,817 (22 ) 4,008 (16 ) 11,825 (38 )
U.S. government notes 4,493 (9 ) 398 (3 ) 4,891 (12 )

$50,330 $ (138 ) $ 7,537 $ (26 ) $57,867 $ (164 )
As of February 28, 2017
Less Than 12 Months12 Months or Greater Total
Fair
Value

Unrealized
Losses Fair Value UnrealizedLosses Fair ValueUnrealizedLosses

Asset-backed securities $6,086 $ (28 ) $ — $ — $6,086 $ (28 )
Corporate debt securities 35,095 (140 ) — — 35,095 (140 )
Foreign government bonds 650 (1 ) — — 650 (1 )
Mortgage-backed securities 3,204 (22 ) — — 3,204 (22 )
U.S. government agency securities 11,306 (65 ) 731 (12 ) 12,037 (77 )
U.S. government notes 7,265 (29 ) — — 7,265 (29 )

$63,606 $ (285 ) $ 731 $ (12 ) $64,337 $ (297 )
We periodically review our marketable securities for other-than-temporary impairment. We consider factors such as
the duration, severity and the reason for the decline in value, the potential recovery period and whether we intend to
sell. For marketable debt securities, we also consider whether (i) it is more likely than not that we will be required to
sell the debt securities before recovery of their amortized cost basis and (ii) the amortized cost basis cannot be
recovered as a result of credit losses. Unrealized losses related to these investments are due to interest rate fluctuations
as opposed to changes in credit quality. We do not intend to sell and it is not more likely than not that we would be
required to sell these investments before recovery of their amortized cost basis, which may be at maturity. As of
August 31, 2017, we have recognized no other-than-temporary impairment loss.
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The following table summarizes the estimated fair value of our investments in marketable debt securities by
contractual maturities (in thousands):

As of
August
31,
2017

Due in 1 year $21,434
Due in 1 year through 5 years 52,893
Due in 5 years through 10 years 3,020
Due after 10 years 3,644

$80,991
Fair Value Measurements
We determine fair value based on the fair value hierarchy, which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs when measuring fair value. Fair value is defined as the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. The fair value assumes that the transaction to sell the asset or transfer the liability occurs in the
principal or most advantageous market for the asset or liability and establishes that the fair value of an asset or
liability shall be determined based on the assumptions that market participants would use in pricing the asset or
liability. The classification of a financial asset or liability within the hierarchy is based upon the lowest level input that
is significant to the fair value measurement. The fair value hierarchy prioritizes the inputs into three levels that may be
used to measure fair value:
Level 1: Inputs are unadjusted quoted prices in active markets for identical assets or liabilities.

Level
2:

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

Level 3: Inputs are unobservable inputs based on our assumptions.
Cash equivalents and marketable equity securities are classified within Level 1 because they are valued using quoted
market prices or alternative pricing sources and models utilizing market observable inputs. Marketable debt securities
and derivative assets are classified within Level 2 if the investments are valued using model driven valuations which
use observable inputs such as quoted market prices, benchmark yields, reported trades, broker/dealer quotes or
alternative pricing sources with reasonable levels of price transparency. Our marketable securities are held by
custodians who obtain investment prices from a third-party pricing provider that incorporates standard inputs in
various asset price models.
We estimated the fair value of our Level 3 contingent consideration liabilities based on a weighted probability
assessment of achieving the milestones related to certain of our acquisitions. Significant increases (decreases) in the
probability assumptions in isolation would result in a significantly higher (lower) fair value measurement. In
developing these estimates, we considered unobservable inputs that are supported by little or no market activity and
reflect our own assumptions.

14
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Financial assets and liabilities measured at fair value on a recurring basis are summarized below (in thousands):
As of August 31, 2017
Level 1 Level 2 Level 3 Total

Cash equivalents:
Money market funds $16,003 $— $ — $16,003
Marketable securities:
Asset-backed securities $— $9,468 $ — $9,468
Corporate debt securities $— $43,696 $ — $43,696
Foreign government bonds $— $651 $ — $651
Mortgage-backed securities $— $3,399 $ — $3,399
U.S. government agency securities $— $13,647 $ — $13,647
U.S. government notes $— $10,130 $ — $10,130

As of February 28, 2017
Level 1 Level 2 Level 3 Total

Cash equivalents:
Money market funds $16,468 $— $ — $16,468
Marketable securities:
Asset-backed securities $— $9,575 $ — $9,575
Corporate debt securities $— $41,693 $ — $41,693
Foreign government bonds $— $649 $ — $649
Mortgage-backed securities $— $3,302 $ — $3,302
U.S. government agency securities $— $12,631 $ — $12,631
U.S. government notes $— $12,065 $ — $12,065
Other accrued liabilities (current):
Contingent consideration $— $— $ 902 $902
The following table summarizes the change in fair value of our Level 3 contingent consideration amounts (in
thousands):
Balance as of February 28, 2017 $902
Total remeasurement recognized in earnings (160 )
Settlements (742 )
Balance as of August 31, 2017 $—
For the six months ended August 31, 2017, the contingent consideration remeasurement was recognized within
research and development expense in our condensed consolidated statements of income.
Inventories, Net
Inventories, net consisted of the following (in thousands):

As of
August
31,
2017

As of
February 28,
2017

Raw materials $3,787 $ 3,479
Finished goods 3,275 2,878
Reserves (542 ) (510 )

$6,520 $ 5,847
Deferred Costs
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Deferred costs consisted of the following (in thousands):
As of
August
31,
2017

As of
February 28,
2017

Appliance $40,561 $ 39,474
Commissions23,891 20,409

$64,452 $ 59,883
Property and Equipment, Net
Property and equipment, net consisted of the following (in thousands):

As of
August
31, 2017

As of
February 28,
2017

Land $9,849 $ 9,849
Building 6,549 6,549
Computer hardware and software 39,923 32,850
Vehicles, machinery and equipment 4,799 4,797
Leasehold improvements 4,492 4,379

65,612 58,424
Accumulated depreciation and amortization (33,569 ) (28,445 )

$32,043 $ 29,979
Depreciation and amortization expense related to property and equipment was $2.6 million and $5.1 million for the
three and six months ended August 31, 2017, respectively, and $2.3 million and $4.7 million for the three and six
months ended August 31, 2016, respectively.

Accumulated Other Comprehensive Income (Loss)
The components of accumulated other comprehensive income (loss) ("AOCI"), net of tax, were as follows (in
thousands):

Foreign
Currency
Translation
Adjustments

Unrealized
Gains
(Losses) on
Available-for-
Sale Investments

Total

Balance as of February 28, 2017 $ (4,954 ) $ (272 ) $(5,226)
Other comprehensive income before reclassifications 1,991 149 2,140
Amounts reclassified from AOCI — 10 10
Other comprehensive income 1,991 159 2,150
Balance as of August 31, 2017 $ (2,963 ) $ (113 ) $(3,076)
3. Goodwill and Intangible Assets
The changes in the carrying amount of goodwill are summarized as follows (in thousands):
Balance as of February 28, 2017 $69,795
Effect of foreign exchange rates 858
Balance as of August 31, 2017 $70,653
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Intangible assets subject to amortization are summarized as follows (in thousands):
As of August 31, 2017
Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Value

Acquired developed technology $50,296 $ (32,626 ) $17,670
Customer relationships 20,033 (10,594 ) 9,439
Patents 2,999 (1,991 ) 1,008
Trade name 812 (432 ) 380

$74,140 $ (45,643 ) $28,497
As of February 28, 2017
Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Value

Acquired developed technology $50,013 $ (30,105 ) $19,908
Customer relationships 19,736 (9,348 ) 10,388
Patents 2,999 (1,781 ) 1,218
Trade name 812 (375 ) 437

$73,560 $ (41,609 ) $31,951
Certain intangible assets were removed as they were fully amortized as of the periods presented above. In addition to
the above, we maintained other intangible assets not subject to amortization of $0.2 million as of August 31, 2017 and
February 28, 2017.
Amortization expense, including impairment charges, was $1.8 million and $3.5 million for the three and six months
ended August 31, 2017, respectively, and $1.8 million and $3.7 million for the three and six months ended August 31,
2016, respectively.
As of August 31, 2017, amortization expense for intangible assets in future periods was as follows: $3.4 million for
the remainder of fiscal 2018, $6.0 million for fiscal 2019, $5.8 million for fiscal 2020, $5.3 million for fiscal 2021,
$4.9 million for fiscal 2022 and $3.1 million thereafter.
4. Stockholders’ Equity
Stock-Based Compensation
Total stock-based compensation expense has been classified as follows in our condensed consolidated statements of
income (in thousands):

Three Months
Ended August
31,

Six Months
Ended August 31,

2017 2016 2017 2016
Cost of revenue $496 $338 $922 $636
Research and development 3,121 2,608 5,808 5,072
Sales and marketing 3,400 1,943 5,534 3,791
General and administrative 2,611 3,007 4,747 6,334

$9,628 $7,896 $17,011 $15,833
As of August 31, 2017, there was $6.1 million of unrecognized compensation cost related to outstanding stock
options, expected to be recognized over a weighted-average period of 1.54 years, and $63.1 million of unrecognized
compensation cost related to unvested restricted stock units ("RSUs"), expected to be recognized over a
weighted-average period of 2.79 years.
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Our 2015 Employee Stock Purchase Plan (the "ESPP") allows eligible employee participants to purchase shares of our
common stock at a discount through payroll deductions. The ESPP consists of offering periods that are six months in
length and employees may purchase shares in each period at 85% of the lower of the Company’s fair market value on
the first trading day of each offering period or on the purchase date. The ESPP will continue until the earlier to occur
of (i) the termination of the ESPP by our board of directors, or (ii) June 15, 2035. As of August 31, 2017, we had
reserved 750,000 shares of our common stock for issuance under the ESPP and 634,746 shares remain available for
future issuance.
Stock Repurchase Program
In 2015, our board of directors authorized a stock repurchase program to repurchase shares of our common stock for
an aggregate purchase price not to exceed $50.0 million through September 30, 2017.
The following table summarizes our common stock repurchases for the periods presented (in thousands, except per
share data):

Three Months
Ended August 31,

Six Months
Ended August 31,

2017 2016 2017 2016
Total number of shares repurchased — 464 331 482
Dollar amount of shares repurchased $— $6,961 $6,546 $7,241
Average price paid per share $— $14.99 $19.75 $15.03
Remaining amount authorized as of the period end $16,642 $23,543 $16,642 $23,543
5. Income Taxes
For the three and six months ended August 31, 2017, we recorded an income tax provision of $0.4 million and $2.9
million, respectively. For the three and six months ended August 31, 2016, we recorded an income tax provision of
$5.2 million and $8.5 million, respectively.
We maintain a valuation allowance against a significant portion of our deferred tax assets, including U.S. federal and
state deferred tax assets and certain foreign deferred tax assets, because realization of these tax benefits through future
taxable income did not meet the more-likely-than-not threshold. We intend to maintain the valuation allowance until
sufficient positive evidence exists to support its reversal.
The difference between the income tax provision that would be derived by applying the statutory rate to our before tax
income for the three and six months ended August 31, 2017 and the income tax provision actually recorded is
primarily due to the temporary differences we do not expect to benefit from due to our valuation allowance, as well as
non-deductible stock-based compensation expense and other currently non-deductible items.
6. Segment Information
Operating segments are defined as components of an enterprise about which separate financial information is available
that is evaluated regularly by the chief operating decision maker in deciding how to allocate resources and in assessing
performance. Our chief operating decision maker is our chief executive officer. Our chief executive officer reviews
financial information presented on a consolidated basis, accompanied by information about sales by geographic
region, for purposes of allocating resources and evaluating financial performance. We have one business activity and
there are no segment managers who are held accountable for operations, operating results and plans for levels or
components below the consolidated level. Accordingly, we have determined that we have a single reportable segment
and operating segment structure.
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Revenue by geographic region is based on our customers' billing addresses and is presented as follows (in thousands):
Three Months
Ended August 31,

Six Months Ended
August 31,

2017 2016 2017 2016
North America $70,384 $65,855 $140,571 $130,952
United States 66,595 62,413 132,857 124,006
Other 3,789 3,442 7,714 6,946
Latin America 1,324 1,225 2,641 2,350
Asia-Pacific 6,010 5,235 11,932 10,284
EMEA 16,607 15,615 33,360 30,998

$94,325 $87,930 $188,504 $174,584
7. Borrowings
Credit Facility
We have a $25.0 million credit facility with Silicon Valley Bank ("SVB"), which expires in November 2017. The
credit facility includes an option to request an increase of the available funds to $50.0 million and is secured by a
security interest on substantially all of our assets and contains restrictive covenants. Upon drawing the credit facility,
the financial covenants will require us to maintain a minimum adjusted EBITDA, as defined in the credit facility, and
a minimum adjusted quick ratio. The credit facility also sets forth specified events of default. No amounts had been
drawn under the credit facility through August 31, 2017.
8. Commitments and Contingencies
Legal Matters
On February 27, 2017, Realtime Data LLC ("Realtime Data") filed a lawsuit against us in the United States District
Court for the Eastern District of Texas, Tyler Division, alleging that certain of our products infringe U.S. patent
numbers 9,054,728, 7,415,530, 9,116,908 and 8,717,204 (the “First Realtime Matter”). On June 2, 2017, we filed a
motion to dismiss for improper venue, and on September 22, 2017, we filed a motion to transfer venue of the action
from the Eastern District of Texas to the Northern District of California. On July 5, 2017, Realtime Data filed a
second lawsuit related to the same patents and products in the United States District Court for the District of
Delaware. On September 14, 2017, Realtime Data dismissed the Delaware action without prejudice. Given the early
stage of the First Realtime Matter, we are unable to estimate a possible loss or range of possible loss, if any.
We may, from time to time, be party to litigation and subject to claims that arise in the ordinary course of business. In
addition, third parties may, from time to time, assert claims against us in the form of letters and other communications.
We currently believe that these ordinary course matters will not have a material adverse effect on our business,
consolidated financial position, results of operations or cash flows; however, the results of litigation and claims are
inherently unpredictable. Regardless of the outcome, litigation can have an adverse impact on us because of defense
and settlement costs, diversion of management resources and other factors.
9. Net Income Per Share
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The following table presents the calculation of basic and diluted net income per share (in thousands, except per share
amounts):

Three Months
Ended August
31,

Six Months
Ended August
31,

2017 2016 2017 2016
Net income $1,554 $2,437 $4,226 $5,221
Weighted-average shares used to compute net income per share, basic 53,040 52,265 52,958 52,275
Dilutive shares from stock options and RSUs 1,569 1,056 1,512 813
Weighted-average shares used to compute net income per share, diluted 54,609 53,321 54,470 53,088
Net income per share, basic $0.03 $0.05 $0.08 $0.10
Net income per share, diluted $0.03 $0.05 $0.08 $0.10
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion and analysis of our financial condition and results of operations together
with our condensed consolidated financial statements and related notes that are included elsewhere in this Quarterly
Report on Form 10-Q and our Annual Report on Form 10-K for the fiscal year ended February 28, 2017. The last day
of our fiscal year is February 28/29. Our fiscal quarters end on May 31, August 31, November 30 and February 28/29.
This discussion contains forward-looking statements based upon current expectations that involve risks and
uncertainties. Our actual results may differ materially from those anticipated in these forward-looking statements as a
result of various factors, including those set forth in Part I, Item 1A of our Annual Report on Form 10-K for the fiscal
year ended February 28, 2017.
Overview
Barracuda designs and delivers powerful yet easy-to-use security and data protection solutions. We offer
cloud-enabled solutions that empower customers to address security threats, improve network performance and
protect and store their data. Our security platform helps customers simplify their IT operations and address their most
pressing security needs even as they adopt new deployment models and move applications, data and workloads to the
cloud. Our business model is built on the core values of speed and agility, which we apply to all aspects of our
approach, including our technology innovations, the delivery and deployment of our solutions and responses to
customer inquiries.
We derive revenue from sales of appliances and subscriptions. Revenue from the sale of our appliances includes
hardware and a perpetual license. Subscription revenue is generated primarily from our subscription services such as
our Barracuda Energize Updates and our cloud solutions. Subscription revenue also includes revenue from fixed term
licenses of our managed service provider solutions, virtual appliance software, support and maintenance. Our
subscriptions include monthly and annual terms ranging from one to five years, the substantial majority of which are
for one-year periods. Subscriptions are billed in advance of the purchased subscription period. Annualized renewal
rates from subscriptions, on a dollars basis, were 91% and 92% for the three and six months ended August 31, 2017,
respectively, and 102% and 99% for the three and six months ended August 31, 2016, respectively. Subscription
annual recurring revenue, which represents the annualized dollar amount of recurring subscription revenue in the final
month of the fiscal quarter, was $299.8 million and $270.1 million for the six months ended August 31, 2017 and
2016, respectively.
The growth of our business and our future success depend on many factors, including our ability to continue to expand
our customer base, pursue cross-sale opportunities and grow revenues from our existing customer base, expand our
distribution channels, particularly internationally, continue to develop new solutions to promptly respond to our
customers’ needs and successfully integrate acquisitions into our business. In aligning our investments, product
portfolio and routes to market to address our customers' growing adoption of public cloud, software-as-a-service
("SaaS") and managed service IT deployment models, we provide a security platform that spans email, management,
network and application security as well as data protection, all of which can be deployed and centrally managed across
diverse and distributed architectures. As our existing customers’ IT buying needs evolve, or as our customers realize
the benefits of the solutions that they previously purchased, our platform provides us an opportunity to cross-sell
additional solutions. To support our cross-sell efforts, we intend to continue adding higher touch sales and marketing
field resources to liaise with our channel partners as we continue to grow our sales both domestically and
internationally. We expect that our continued investment in resources to expand our cross-sell efforts to existing
customers will result in longer-term revenue growth opportunities.
In addition to our cross-sell efforts, our sales and marketing initiatives are primarily focused on higher-growth
segments within the security and data protection markets. Our future success will depend in part on our ability to
continue to timely identify these higher-growth segments and expand our sales within them. While these areas
represent significant opportunities for us, they also pose risks and challenges that we must successfully address in
order to sustain the growth of our business and improve our operating results.
Furthermore, our business depends on the overall demand for security and data protection solutions. Weak global
economic conditions, particularly market and financial uncertainty and instability in the United States and Europe, or
a reduction in security and data protection solution spending even if general economic conditions are unaffected,
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could adversely impact our business, financial condition and operating results in a number of ways. Additionally, we
face significant competition across all of our market segments, and must continue to execute across all functions and
add qualified personnel to succeed.
Our Business Model
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We generally invoice at the time of sale for the total price of the solutions we deliver, and we typically collect cash in
30 to 60 days. We refer to the total amount of invoices we issue in a period as gross billings. All of the gross billings
we record are recognized as revenue ratably under U.S. generally accepted accounting principles ("GAAP"), once all
revenue recognition criteria have been met. Gross billings are initially recorded as deferred revenue, less reserves. The
hardware appliance component of our gross billings is recognized ratably as revenue over the estimated customer
relationship period, which is typically three years, commencing upon the activation of the unit by the end customer.
The subscription component of our gross billings is recognized ratably as revenue over the contractual period of the
subscription. Because we typically bill in advance for the entire term, substantially all of our new and renewal gross
billings increase our deferred revenue balance, which contributes significantly to our cash flow.
Components of Results of Operations
Revenue
We generate revenue from the sales of our appliances and subscriptions. 

•

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

•

Subscription Revenue. Subscription revenue is generated primarily from our subscription services such as our
Barracuda Energize Updates. Subscription revenue also includes revenue from fixed term licenses of our virtual
appliance software, support and maintenance. Our subscription terms include monthly and annual terms ranging from
one year to five years, the substantial majority of which are for one year periods. We recognize revenue from
subscriptions, support and maintenance over the contractual service period.
Cost of Revenue
Cost of revenue consists of costs related to our appliance and subscription revenue. Such costs include hardware,
manufacturing, shipping and logistics, customer support, royalty, warranty, personnel costs, service delivery and data
center costs and amortization of intangible assets related to acquired technology. We expect our cost of revenue to
increase in absolute dollars, although it may fluctuate as a percentage of total revenue from period to period, as we
continue to grow.
Gross Profit
Gross profit as a percentage of total revenue, or gross margin, has been and will continue to be affected by a variety of
factors, including manufacturing costs, cost of technical support and the mix of our solutions sold. We expect our
gross profit to fluctuate over time depending on the factors described above.
Operating Expenses
Our operating expenses consist of research and development, sales and marketing and general and administrative
expenses. Personnel costs are the most significant component of operating expenses and consist of salaries, benefits,
bonuses, stock-based compensation expense and travel-related expenses. Operating expenses also include allocated
overhead costs for facilities, IT and depreciation. We expect operating expenses to increase in absolute dollars,
although they may fluctuate as a percentage of total revenue from period to period, as we continue to grow. In
particular, we expect our stock-based compensation expense to increase in absolute dollars as a result of our existing
stock-based compensation expense to be recognized as options and restricted stock units ("RSUs") vest and as we
issue additional stock-based awards to attract and retain employees.

•

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

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

•

General and administrative. Our general and administrative expenses consist primarily of salaries, benefits and
stock-based compensation for our finance, legal, regulatory and compliance, human resources and other
administrative employees and executives. In addition, general and administrative expenses include outside consulting,
legal and accounting services and facilities and other supporting overhead costs. We expect general and administrative
expenses to increase in absolute dollars due to professional services fees primarily related to outside legal, audit,
investor relations and consulting services to support the business, although our general and administrative expenses
may fluctuate as a percentage of total revenue.
Other Income, Net
Other income, net consists primarily of foreign exchange gains and losses, interest expense on our outstanding debt
and interest income earned on our cash, cash equivalents and marketable securities, as well as realized gains and
losses from our marketable securities portfolio. We expect interest income will vary each reporting period depending
on our average investment balances during the period, types and mix of investments and market interest rates.
Provision for Income Taxes

In fiscal year ended February 28, 2015, we established a valuation allowance against a significant portion of our
deferred tax assets, including U.S. federal and state deferred tax assets and certain foreign deferred tax assets, because
realization of these tax benefits through future taxable income did not meet the more-likely-than-not threshold. We
intend to maintain the valuation allowance until sufficient positive evidence exists to support its reversal.

The difference between the income tax provision that would be derived by applying the statutory rate to our income
before tax for the three and six months ended August 31, 2017 and the income tax provision actually recorded is
primarily due to the temporary differences, which we do not expect to benefit from due to our valuation allowance, as
well as the non-deductible stock-based compensation expense and other currently non-deductible items.

Results of Operations
Comparison of the Three Months Ended August 31, 2017 and 2016
The following table summarizes our condensed consolidated results of operations for the periods presented and as a
percentage of our total revenue for those periods (dollars in thousands):
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Three Months Ended August 31,

2017
% of
Total
Revenue

2016
% of
Total
Revenue

Change

Revenue:
Appliance $18,347 19  % $21,034 24  % $(2,687)
Subscription 75,978 81 66,896 76 9,082
Total revenue 94,325 100 87,930 100 6,395
Cost of revenue 25,198 27 20,240 23 4,958
Gross profit 69,127 73 67,690 77 1,437
Operating expenses:
Research and development 19,440 20 18,446 21 994
Sales and marketing 38,561 41 32,144 37 6,417
General and administrative 10,338 11 10,969 12 (631 )
Total operating expenses 68,339 72 61,559 70 6,780
Income from operations 788 1 6,131 7 (5,343 )
Other income, net 1,124 1 1,515 2 (391 )
Income before income taxes 1,912 2 7,646 9 (5,734 )
Provision for income taxes (358 ) — (5,209 ) (6 ) 4,851
Net income $1,554 2  % $2,437 3  % $(883 )
Revenue
Total revenue increased $6.4 million, or 7%, for the three months ended August 31, 2017 compared to the three
months ended August 31, 2016. Subscription revenue increased by $9.1 million, or 14%, for the three months ended
August 31, 2017 compared to the three months ended August 31, 2016, primarily driven by an increase in active
subscribers during the period of 49,348, or 17%, from 298,739 active subscribers as of August 31, 2016 to 348,087
active subscribers as of August 31, 2017. The increase in active subscribers was primarily driven by our high level of
customer retention and an increase in the number of customers purchasing subscriptions from us. Total appliance
revenue decreased by $2.7 million, or 13%, primarily due to the continuing shift by our customers from traditional and
solely on-premises deployments to include the cloud, which includes hybrid network architectures, public and/or
private clouds, SaaS applications and managed service solutions.
Cost of Revenue and Gross Margin
Cost of revenue increased $5.0 million, or 24%, for the three months ended August 31, 2017 compared to the three
months ended August 31, 2016. Gross margin decreased from 77% for the three months ended August 31, 2016 to
73% for the three months ended August 31, 2017, primarily due to product mix shifts and increases of $1.6 million in
warranty costs, $1.2 million in service delivery costs, $0.8 million in compensation and personnel costs, $0.8 million
increase in provision for inventory obsolescence and $0.6 million in royalty costs. Additionally, our gross margin is
generally impacted by the timing of investments in our data center infrastructure and our technical support.
Operating Expenses
Research and development expenses increased $1.0 million, or 5%, for the three months ended August 31, 2017
compared to the three months ended August 31, 2016, primarily due to increases of $0.5 million in stock-based
compensation expense costs and $0.4 million in compensation and personnel costs, each primarily attributable to
additional headcount, as well as a $0.1 million increase in travel related costs. As a percentage of total revenue,
research and development expenses remained relatively consistent period over period.
Sales and marketing expenses increased $6.4 million, or 20%, for the three months ended August 31, 2017 compared
to the three months ended August 31, 2016, primarily due to increases of $4.5 million in compensation and personnel
costs, primarily attributable to additional headcount and sales commission attainment, $1.4 million in stock-based
compensation expense, primarily attributable to the acceleration of a departing executive's equity grants, and $0.5
million in travel and other related costs. As a percentage of total revenue, sales and marketing expenses increased for
the comparable period primarily due to the timing and nature of marketing campaigns.
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General and administrative expenses on a dollar basis remained relatively consistent for the three months ended
August 31, 2017 compared to the three months ended August 31, 2016, There was a decrease of $0.6 million in legal
costs and a decrease of $0.4 million in stock-based compensation expense, partially offset by an increase of $0.2
million in compensation and personnel costs and a $0.2 million increase in consulting costs. As a percentage of total
revenue, general and administrative expenses remained relatively consistent for the comparable period.
Other Income, Net
The change in other income, net was primarily due to a decrease of $0.7 million in realized gain on sale of
investments in marketable equity securities, partially offset by increases of $0.2 million in other investment gains and
$0.1 million in net foreign exchange gains during the three months ended August 31, 2017 compared to the three
months ended August 31, 2016.
Provision for Income Taxes
We recorded an income tax provision of $0.4 million for the three months ended August 31, 2017. The difference
between the income tax provision that would be derived by applying the statutory rate to our before tax income for the
three months ended August 31, 2017 and the income tax provision actually recorded is primarily due to the temporary
differences, which we do not expect to benefit from due to our valuation allowance, as well as non-deductible
stock-based compensation expense and other currently non-deductible items. For the three months ended August 31,
2016, we recorded an income tax provision of $5.2 million.
Comparison of the Six Months Ended August 31, 2017 and 2016
The following table summarizes our condensed consolidated results of operations for the periods presented and as a
percentage of our total revenue for those periods (dollars in thousands):

Six Months Ended August 31,

2017
% of
Total
Revenue

2016
% of
Total
Revenue

Change

Revenue:
Appliance $38,612 20  % $42,367 24  % $(3,755)
Subscription 149,892 80 132,217 76 17,675
Total revenue 188,504 100 174,584 100 13,920
Cost of revenue 48,846 26 40,481 23 8,365
Gross profit 139,658 74 134,103 77 5,555
Operating expenses:
Research and development 38,796 20 37,653 22 1,143
Sales and marketing 74,781 40 63,474 36 11,307
General and administrative 21,282 11 21,741 12 (459 )
Total operating expenses 134,859 71 122,868 70 11,991
Income from operations 4,799 3 11,235 7 (6,436 )
Other income, net 2,308 1 2,505 1 (197 )
Income before income taxes 7,107 4 13,740 8 (6,633 )
Provision for income taxes (2,881 ) (2 ) (8,519 ) (5 ) 5,638
Net income $4,226 2  % $5,221 3  % $(995 )
Revenue
Total revenue increased $13.9 million, or 8%, for the six months ended August 31, 2017 compared to the six months
ended August 31, 2016. Subscription revenue increased by $17.7 million, or 13%, for the six months ended August
31, 2017 compared to the six months ended August 31, 2016, primarily due to an increase in active subscribers during
the period of 49,348, or 17%, from 298,739 active subscribers as of August 31, 2016 to 348,087 active subscribers as
of August 31, 2017. The increase in active subscribers primarily resulted from our high level of customer retention
and an increase in the number of
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customers purchasing subscriptions. Total appliance revenue decreased by $3.8 million, or 9%, primarily due to the
continuing shift by our customers from traditional and solely on-premises deployments to include the cloud, which
includes hybrid network architectures, public and/or private clouds, SaaS applications and managed service solutions.
Cost of Revenue and Gross Margin
Cost of revenue increased $8.4 million, or 21%, for the six months ended August 31, 2017 compared to the six months
ended August 31, 2016. Gross margin decreased from 77% for the six months ended August 31, 2016 to 74% for the
six months ended August 31, 2017, primarily due to product mix shifts and increases of $3.3 million in warranty costs,
$1.7 million in service delivery costs, $1.4 million in compensation and personnel costs, $1.1 million in royalty costs,
$0.8 million increase in provision for inventory obsolescence and $0.3 million in stock-based compensation expense.
Additionally, our gross margin is generally impacted by the timing of investments in our data center infrastructure and
our technical support.
Operating Expenses
Research and development expenses increased $1.1 million, or 3%, for the six months ended August 31, 2017
compared to the six months ended August 31, 2016, primarily due to increases of $0.7 million in stock-based
compensation expense, $0.6 million in compensation and personnel costs, $0.2 million in travel and other related costs
and $0.1 million in consulting costs, partially offset by decreases of $0.2 million in internal use development
equipment and service, $0.2 million in professional services and $0.1 million in IT-related infrastructure expenses. As
a percentage of total revenue, research and development expenses remained relatively consistent period over period.
Sales and marketing expenses increased $11.3 million, or 18%, for the six months ended August 31, 2017 compared
to the six months ended August 31, 2016, primarily due to increases of $6.6 million in compensation and personnel
costs, primarily attributable to an increase in headcount, $1.8 million in marketing and channel partner program
expenses, primarily attributable to higher search engine marketing, sponsorship and advertising spend and event and
trade show costs, $1.7 million in stock-based compensation expense, $1.1 million in travel and other related costs and
$0.2 million in license and service fees, partially offset by decreases of $0.2 million in amortization expense of
intangible assets. As a percentage of total revenue, sales and marketing expenses increased for the comparable period
mainly due to the timing and nature of marketing campaigns. We expect sales and marketing expenses to increase on a
dollar basis and as a percentage of total revenue for the remainder of fiscal 2018 as we invest in sales resources in key
focus areas.
General and administrative expenses decreased $0.5 million, or 2%, for the six months ended August 31, 2017
compared to the six months ended August 31, 2016, primarily due to decreases of $1.6 million in stock-based
compensation expense, $0.6 million in legal costs, $0.4 million gain in sale of CudaCam, $0.2 million in bad debt
expenses, $0.1 million in credit card processing fees and $0.1 million in insurance expense partially offset by
increases of $1.7 million in taxes, $0.4 million in compensation and personnel costs, $0.3 million in consulting costs
and $0.1 million in travel and other related costs. As a percentage of total revenue, general and administrative
expenses remained relatively consistent period over period.
Other Income, Net
The change in other income, net was primarily due to $1.1 million in realized gain on sale of investment in marketable
equity securities, partially offset by $0.5 million in foreign exchange losses, a $0.3 million loss in other investments
and a $0.1 million decrease in miscellaneous income during the six months ended August 31, 2017 compared to the
six months ended August 31, 2016.
Provision for Income Taxes
We recorded an income tax provision of $2.9 million for the six months ended August 31, 2017. The difference
between the income tax provision that would be derived by applying the statutory rate to our before tax income for the
six months ended August 31, 2017 and the income tax provision actually recorded is primarily due to the temporary
differences, which we do not expect to benefit from due to our valuation allowance, as well as non-deductible
stock-based compensation expense and other currently non-deductible items. For the six months ended August 31,
2016, we recorded an income tax provision of $8.5 million.
Liquidity and Capital Resources 
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Six Months Ended
August 31,
2017 2016

(in thousands)
Net cash provided by operating activities $31,210 $32,607
Net cash used in investing activities $(14,299) $(8,313 )
Net cash used in financing activities $(12,838) $(4,260 )
As of August 31, 2017, we had cash and cash equivalents of $125.6 million, of which approximately $19.9 million
was held outside of the United States and not presently available to fund domestic operations and obligations. In
addition, we held marketable securities of $81.0 million as of August 31, 2017. If we were to repatriate cash held
outside of the United States, it could be subject to U.S. income taxes, less any previously paid foreign income taxes.
Our $25.0 million credit facility with Silicon Valley Bank (“SVB”) expires in November 2017. The credit facility
includes an option to request an increase of the available funds to $50.0 million and is secured by a security interest on
substantially all of our assets and contains restrictive covenants. Upon drawing the credit facility, the financial
covenants will require us to maintain a minimum adjusted EBITDA, as defined in the credit facility, and a minimum
adjusted quick ratio. The credit facility also sets forth specified events of default. No amounts had been drawn under
the credit facility through August 31, 2017.
We believe that our existing cash, cash equivalents and marketable securities, our available credit facility and net cash
provided by operating activities will be sufficient to meet our working capital and capital expenditure requirements, as
well as to fund any principal and interest payments on notes payable and repurchases of our common stock, for at least
the next 12 months. Our future capital requirements will depend on many factors including our growth rate, the timing
and extent of spending to support development efforts, the expansion of sales and marketing activities, the
introduction of new and enhanced solutions and service offerings and the continuing market acceptance of our
solutions. In the event that additional financing is required from outside sources, we may not be able to raise it on
terms acceptable to us or at all. If we are unable to raise additional capital when desired, our business, operating
results and financial condition would be adversely affected.
In addition, as described in the section "Legal Proceedings" included in Part II, Item 1 of this Quarterly Report on
Form 10-Q, 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.
Operating Activities
Our primary source of cash from operating activities has been from cash collections from our customers. We expect
cash inflows from operating activities to be affected by increases in sales and timing of collections. Our primary uses
of cash from operating activities have been for personnel costs and investment in sales and marketing and research and
development infrastructure. We expect cash outflows from operating activities to be affected by increases in sales and
increases in personnel costs as we grow our business.
For the six months ended August 31, 2017, operating activities provided $31.2 million in cash primarily due to
non-cash charges of $25.6 million related to stock-based compensation, depreciation and amortization expenses, a
positive change of $0.9 million in our net operating assets and liabilities and our consolidated net income of $4.2
million.
For the six months ended August 31, 2016, operating activities provided $32.6 million in cash primarily due to
non-cash charges of $24.3 million related to stock-based compensation, depreciation and amortization expenses and
our consolidated net income of $5.2 million and a positive change of $4.2 million in our net operating assets and
liabilities.
Investing Activities
Our investing activities have generally consisted of transactions related to marketable and non-marketable securities,
purchases of property and equipment and activity in connection with acquisitions. We expect to continue to purchase
property and equipment to support the continued growth of our business as well as continue to invest in our data
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Cash used in investing activities of $14.3 million in the six months ended August 31, 2017 was primarily related to
purchases of marketable securities of $21.8 million, property and equipment of $7.8 million and non-marketable
securities of $4.0 million as well as payments of $0.5 million related to an acquisition and the sale of net liabilities of
$0.8 million, partially offset by proceeds from the sale and maturity of certain marketable securities of $20.6 million.
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Cash used in investing activities of $8.3 million in the six months ended August 31, 2016 was primarily related to
purchases of marketable securities of $21.8 million, property and equipment of $3.0 million, intangible assets of $1.0
million and non-marketable investments of $0.6 million, partially offset by proceeds from the sale and maturity of
certain marketable securities of $18.3 million.
Our annual capital expenditures generally have varied between approximately 2% and 5% of annual total revenue. We
believe future capital expenditures are likely to be consistent with historical experience with variations above or below
the range depending upon specific strategic opportunities.
Financing Activities
Our financing activities generally consist of equity related transactions, including proceeds from the exercises of
employee stock options, excess tax benefits from equity incentive plans and tax payments associated with the net
share settlements of equity awards and repurchases of common stock.
For the six months ended August 31, 2017, financing activities used $12.8 million in cash primarily related to
repurchases of our common stock of $6.5 million, tax payments related to $4.5 million of net share settlements of
equity awards and payments related to contingent considerations of $0.7 million, partially offset by proceeds from
stock option exercises of $3.0 million.
For the six months ended August 31, 2016, financing activities provided $4.3 million in cash primarily related to
repurchases of our common stock of $7.2 million and tax payments related to $2.5 million of net share settlements of
equity awards, partially offset by proceeds from stock option exercises of $4.9 million.
Key Metrics
We monitor the following key metrics to help us evaluate growth trends, establish budgets and assess operational
efficiencies. In addition to our results determined in accordance with GAAP, we believe the following non-GAAP and
operational measures are useful in evaluating our operating performance.
The following presents our key metrics and provides reconciliations of the most directly comparable GAAP financial
measure to each non-GAAP financial measure (in thousands, except active subscribers and percentages).

Three Months Ended
August 31,

Six Months Ended
August 31,

2017 2016 2017 2016
Gross billings $108,498 $100,298 $213,722 $198,499
Year-over-year percentage change 8 % 2 % 8 % 3 %
Year-over-year percentage change on a constant currency basis (1) 8 % 2 % 8 % 3 %
Adjusted EBITDA (2) $15,598 $18,622 $32,127 $36,336
Adjusted EBITDA as a percentage of total revenue 17 % 21 % 17 % 21 %
Free cash flow (2) $7,922 $19,450 $23,394 $29,638
Free cash flow as a percentage of total revenue 8 % 22 % 12 % 17 %
Active subscribers at period end 348,087 298,739 348,087 298,739
 ______________________

(1)

In order to determine how our business performed exclusive of the effect of foreign currency fluctuations, we
compare the percentage change in our gross billings from one period to another using a constant currency. To
present this gross billings information, the current and comparative prior period results for entities that operate in
other than U.S. dollars are converted into U.S. dollars at constant exchange rates. For example, the average
exchange rates for the second quarter of fiscal 2018 were used to convert current and comparable prior period gross
billings rather than the actual exchange rates in effect during the respective period.

(2)

Beginning in the third quarter of fiscal 2017, we modified our reporting practices and our historical presentation of
adjusted EBIDTA by no longer adjusting for changes in deferred revenue and associated deferred costs.
Additionally, we have modified our historical presentation of adjusted free cash flow and will no longer adjust free
cash flow for cash payment impact of acquisition and other charges. Refer to the "Acquisition and Other Charges"
section below for
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additional details. These changes do not impact our current and historical presentation of GAAP results. Prior period
information has been recast to conform to the adjusted calculations.
Gross billings. We define gross billings as total revenue plus the change in deferred revenue and other adjustments
which primarily reflect returns and reserves during a particular period. We use gross billings as a performance
measurement, based on our business model of invoicing our customers at the time of sale of our solutions and
recognizing revenue ratably over subsequent periods. Accordingly, we believe gross billings provide valuable insight
into the sales of our solutions and the performance of our business. The gross billings we record in any period reflect
sales to new customers plus renewals and additional sales to existing customers adjusted for returns, rebates and other
offsets, which we do not expect to be recognized as revenue in future periods. In many cases, these returns, rebates
and other offsets occur in periods different from the period of sale and are unrelated to the marketing efforts leading to
the initial sale, and therefore by adjusting for such offsets, we believe our computation of gross billings better reflects
the effectiveness of our sales and marketing efforts.
The following table reconciles total revenue to gross billings (in thousands, except percentages):

Three Months Ended
August 31,

Six Months Ended
August 31,

2017 2016 2017 2016
Total revenue $94,325 $87,930 $188,504 $174,584
Total deferred revenue, end of period 413,665 398,878 413,665 398,878
Less: total deferred revenue, beginning of period (407,524 ) (393,072 ) (407,082 ) (392,774 )
Add: deferred revenue adjustments 8,032 6,562 18,635 17,811
Total change in deferred revenue and adjustments 14,173 12,368 25,218 23,915
Gross billings $108,498 $100,298 $213,722 $198,499
Year-over-year percentage change 8 % 2 % 8 % 3 %
Year-over-year percentage change on a constant currency basis (1) 8 % 2 % 8 % 3 %
 ______________________

(1)

In order to determine how our business performed exclusive of the effect of foreign currency fluctuations, we
compare the percentage change in our gross billings from one period to another using a constant currency. To
present this gross billings information, the current and comparative prior period results for entities that operate in
other than U.S. dollars are converted into U.S. dollars at constant exchange rates. For example, the average
exchange rates for the second quarter of fiscal 2018 were used to convert current and comparable prior period gross
billings rather than the actual exchange rates in effect during the respective period.

In the three and six months ended August 31, 2017, gross billings increased 8% over the prior year’s comparable
period. The increase in gross billings were primarily driven by our continued ability to cross-sell additional solutions
to existing customers and the growth in our renewal subscriptions as a result of our high level of customer retention as
well as additional lead generation opportunities and associated new customer billings. For the three and six months
ended August 31, 2017, increased sales of our core products were the primary drivers for the increased gross billings.
When evaluating our gross billings from period to period, we also evaluate our gross billings for the comparable
period using a fixed exchange rate, thereby excluding the effect of currency fluctuations.
Adjusted EBITDA. We define adjusted EBITDA as net income plus non-cash and non-operating charges, which
include: (i) other income, net, (ii) provision for income taxes, (iii) acquisition and other charges, (iv) stock-based
compensation expense, (v) amortization of intangible assets, including certain losses on disposal and impairment of
intangible assets, and (vi) depreciation expense, including certain losses on disposal of fixed assets. Because adjusted
EBITDA excludes certain non-cash and non-operating charges, this measure enables us to eliminate the impact of
items we do not consider indicative of our ongoing operating performance, and therefore provides a better indication
of profitability from our operations, and provides a consistent measure of our performance from period to period. Prior
period information has been recast to conform to the current period presentation of adjusted EBIDTA and exclude
changes in deferred revenue and associated deferred costs in our calculation of adjusted EBIDTA.
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The following table reconciles net income to adjusted EBITDA (in thousands, except percentages):
Three Months Ended
August 31,

Six Months Ended
August 31,

2017 2016 2017 2016
Net income $1,554 $2,437 $4,226 $5,221
Other income, net (1,124 ) (1,515 ) (2,308 ) (2,505 )
Provision for income taxes 358 5,209 2,881 8,519
Depreciation, amortization and impairment expense (1) 4,327 4,186 8,543 8,467
Stock-based compensation expense 9,628 7,896 17,011 15,833
Acquisition and other charges (2) 855 409 1,774 801
Adjusted EBITDA $15,598 $18,622 $32,127 $36,336
Adjusted EBITDA as a percentage of total revenue 17 % 21 % 17 % 21 %
 ______________________ 

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

(2)

In calculating adjusted EBITDA, we also adjust for acquisition and other charges that we believe are
non-recurring, infrequent and/or unusual in nature, can vary significantly in amount and frequency and are
unrelated to our ongoing operating performance. We believe that adjusting for these charges allows us to better
compare adjusted EBITDA from period to period in order to assess the ongoing operating results of our business.
Refer to the "Acquisition and Other Charges" section below for additional details regarding these charges.

Adjusted EBITDA decreased to $15.6 million in the three months ended August 31, 2017 from $18.6 million in the
three months ended August 31, 2016. The decrease in adjusted EBITDA was primarily driven by increased sales and
marketing expenses due to the timing and nature of certain marketing campaigns and gross margin decreases due to
increased warranty costs, investments in employees, cloud infrastructure and core product lines to support the growth
in core billings.
Free cash flow. We define free cash flow as net cash provided by operating activities, less purchases of property and
equipment. We consider free cash flow to be a useful liquidity measure that considers the investment in cloud and
corporate infrastructure required to support our business. We use free cash flow to assess our business performance
and evaluate the amount of cash generated by our business after adjusting for purchases of property and equipment.
Prior period information has been recast to conform to the current period presentation of free cash flow and excludes
the cash payment impact of acquisition and other charges in our calculation of free cash flow.
The following table reconciles net cash provided by operating activities to free cash flow (in thousands, except
percentages):

Three Months Ended
August 31,

Six Months Ended
August 31,

2017 2016 2017 2016
Net cash provided by operating activities $11,001 $20,470 $31,210 $32,607
Less: purchases of property and equipment (3,079 ) (1,020 ) (7,816 ) (2,969 )
Free cash flow $7,922 $19,450 $23,394 $29,638
Free cash flow as a percentage of total revenue 8 % 22 % 12 % 17 %
Free cash flow decreased to $7.9 million in the three months ended August 31, 2017 from $19.5 million in the three
months ended August 31, 2016, primarily driven by a $9.5 million decrease in net cash provided by operating
activities, and by additional investments in property and equipment of $2.1 million.
Active subscribers. We define an active subscriber as a discrete appliance, virtual appliance or cloud-only service that
has activated at least one valid subscription that has not been terminated. We monitor the total number of active
subscribers as a measure of the growth in our installed base, the success of our sales and marketing activities and the
value that our solutions bring to our customers. As of August 31, 2017 and 2016, we had 348,087 and 298,739 active
subscribers, respectively. The increase in active subscribers over these periods is primarily related to our ability to
attract and acquire new customers.
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Our non-GAAP measures have limitations as analytical tools and you should not consider them in isolation or as a
substitute for an analysis of our results under GAAP. There are a number of limitations related to the use of these
non-GAAP financial measures versus their nearest GAAP equivalents. First, gross billings, adjusted EBITDA and free
cash flow are not substitutes for total revenue, net income and cash provided by operating activities, respectively.
Second, other companies may calculate non-GAAP financial measures differently or may use other measures to
evaluate their performance, all of which could reduce the usefulness of our non-GAAP financial measures as tools for
comparison. Finally, adjusted EBITDA excludes some costs, namely, non-cash stock-based compensation and
depreciation, amortization and impairment expenses, which are recurring. Therefore adjusted EBITDA does not
reflect the non-cash impact of stock-based compensation expense or working capital needs that will continue for the
foreseeable future.
Acquisition and Other Charges
In calculating adjusted EBITDA, we exclude certain expense items resulting from acquisitions and other charges,
which we believe are non-recurring, infrequent and/or unusual in nature, can vary significantly in amount and
frequency and are unrelated to our ongoing operating performance indicative of ongoing operating performance or do
not expect to recur in our continuing operating results. We believe that adjusting for these charges allows us to better
compare adjusted EBITDA from period to period in order to assess the ongoing operating results of our business. We
refer to these costs as our "acquisition and other charges" throughout this Quarterly Report on Form 10-Q. These costs
consist of the following:
Acquisition and other costs. Acquisition costs (including costs associated with prospective acquisitions) include
acquisition-related expenses for legal, accounting and other professional fees, integration costs, fair value
remeasurements of contingent consideration obligations and contingent consideration payments made under the terms
of acquisition agreements. We believe these costs are unpredictable, can vary based on the size and complexity of
each transaction, and are unrelated to our core operations or those of acquired businesses. Other costs are
non-recurring, infrequent and/or unusual in nature and can vary significantly in amount and frequency. In fiscal 2017,
these other costs included legal expenses incurred in connection with the C2C litigation matter. The acquisition and
other costs are classified within operating expenses in our condensed consolidated statements of income.
Export compliance. Export compliance costs include the settlement payments and the legal expenses incurred in
connection with an internal investigation of our export controls compliance procedures and the submission and final
resolution of all issues associated with our voluntary self-disclosures to the U.S. government in this regard. These
costs are classified as general and administrative expenses in our condensed consolidated statements of income.
Gain on sale of net liabilities. Gain on sale of net liabilities resulted from the disposition of assets and liabilities
related to our CudaCam product offerings. We believe this gain is unrelated to our ongoing operating performance and
is not expected to recur in our continuing operating results. The net liabilities included as part of the disposal group
resulted in a gain recognized within general and administrative expenses in our condensed consolidated statements of
income.
Indirect tax costs. Indirect tax costs represent a one-time reserve based on estimated exposure related to potential tax
assessments in various U.S. states. We believe these costs are unpredictable and can vary based on interpretation and
application of various U.S. state regulations associated with indirect taxes. These costs are classified as general and
administrative expenses in our condensed consolidated statements of income.
The following table presents the details of our acquisition and other charges and their impact on adjusted EBITDA (in
thousands):

Three
Months
Ended
August 31,

Six Months
Ended August
31,

2017 2016 2017 2016
Acquisition and other costs $855 $409 $519 $790
Export compliance — — — 11
Gain on sale of net liabilities — — (449 ) —
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Indirect tax costs — — 1,704 —
$855 $409 $1,774 $801
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There have been no material changes outside the ordinary course of our business in the contractual obligations
disclosed in our Annual Report on Form 10-K for the fiscal year ended February 28, 2017.
Off-Balance Sheet Arrangements
As of August 31, 2017, we did not have any relationships with unconsolidated organizations or financial partnerships,
such as structured finance or special purpose entities that would have been established for the purpose of facilitating
off-balance sheet arrangements or other contractually narrow or limited purposes.
Critical Accounting Policies and Estimates
Our condensed consolidated financial statements have been prepared in accordance with 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 base our estimates on historical
experience and on various other assumptions that we believe are reasonable under the circumstances. We evaluate our
estimates and assumptions on an ongoing basis. Actual results may differ from these estimates. To the extent that
there are material differences between these estimates and our actual results, our future financial statements will be
affected.
There have been no significant changes to our critical accounting policies and estimates as disclosed in our Annual
Report on Form 10-K for the fiscal year ended February 28, 2017.
JOBS Act Accounting Election
We are an "emerging growth company," as defined in the Jumpstart Our Business Startup Act of 2012 (the "JOBS
Act"). Under the JOBS Act, emerging growth companies can delay adopting new or revised accounting standards
issued subsequent to the enactment of the JOBS Act until such time as those standards apply to private companies. We
have irrevocably elected not to avail ourselves of this exemption from new or revised accounting standards, and,
therefore, will be subject to the same new or revised accounting standards as other public companies that are not
emerging growth companies.
Emerging Growth Company Status
On August 31, 2017, the last day of our second fiscal quarter, the value of common equity securities held by
non-affiliates exceeded $700 million. As such, we will cease to be an “emerging growth company” on February 28,
2018.
As an “emerging growth company” we have chosen to rely on such exemptions and are therefore not required to, among
other things, (i) provide an auditor’s attestation report on our system of internal controls over financial reporting
pursuant to Section 404 of the Sarbanes-Oxley Act, and (ii) provide all of the compensation disclosure that may be
required of non-emerging growth public companies under the Dodd-Frank Wall Street Reform and Consumer
Protection Act. Commencing February 28, 2018, we will no longer qualify as an emerging growth company and
therefore will no longer be able to rely on such exemptions.
Recent Accounting Pronouncements
Refer to the "Recently Adopted Accounting Pronouncements" and "Recent Accounting Pronouncements" sections in
Note 1 to our Condensed Consolidated Financial Statements included in Part I, Item 1 of this Quarterly Report on
Form 10-Q.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
The market risk exposures described in Part II, Item 7A of our Annual Report on Form 10-K for the fiscal year ended
February 28, 2017 have not changed materially during the six months ended August 31, 2017.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Our management is responsible for establishing and maintaining adequate internal control over financial reporting.
Management, with the participation of our chief executive officer ("CEO") and our chief financial officer ("CFO"),
evaluated the effectiveness of our disclosure controls and procedures as of the end of the period covered by this
Quarterly Report on
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Form 10-Q. The term "disclosure controls and procedures," as defined in Rules 13a-15 and 15d-15 under the
Securities Exchange Act of 1934, as amended (the "Exchange Act"), means controls and other procedures of a
company that are designed to ensure that information required to be disclosed by a company in the reports that it files
or submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified
in the Securities and Exchange Commission’s (the "SEC") rules and forms. Disclosure controls and procedures
include, without limitation, controls and procedures designed to ensure that information required to be disclosed by a
company in the reports that it files or submits under the Exchange Act is accumulated and communicated to the
company’s management, including its principal executive and principal financial officers, as appropriate to allow
timely decisions regarding required disclosure. Management recognizes that any controls and procedures, no matter
how well designed and operated, can provide only reasonable assurance of achieving their objectives, and
management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and
procedures. Based on the evaluation of our disclosure controls and procedures as of August 31, 2017, our CEO and
CFO concluded that our disclosure controls and procedures were effective at a reasonable assurance level.
Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting identified in connection with the evaluation
required by Rule 13a-15 and 15d-15 of the Exchange Act that occurred during the quarter ended August 31, 2017 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
Inherent Limitations of Internal Controls
Our management, including our CEO and CFO, does not expect that our disclosure controls and procedures or our
internal controls over financial reporting will prevent or detect all error and all fraud. A control system, no matter how
well designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met. Because of the inherent limitations in all control systems, no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected. These
inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can
occur because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or more people, or by management override of the controls. The design of any system of
controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no
assurance that any design will succeed in achieving its stated goals under all potential future conditions. Over time,
controls may become inadequate because of changes in conditions, or the degree of compliance with the policies or
procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due
to error or fraud may occur and not be detected.
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PART II — OTHER INFORMATION 
Item 1. Legal Proceedings
On February 27, 2017, Realtime Data LLC ("Realtime Data") filed a lawsuit against us in the United States District
Court for the Eastern District of Texas, Tyler Division, alleging that certain of our products infringe U.S. patent
numbers 9,054,728, 7,415,530, 9,116,908 and 8,717,204 (the “First Realtime Matter”). On June 2, 2017, we filed a
motion to dismiss for improper venue and on September 22, 2017, we filed a motion to transfer venue of the action
from the Eastern District of Texas to the Northern District of California. On July 5, 2017, Realtime Data filed a
second lawsuit related to the same patents and products in the United States District Court for the District of
Delaware. On September 14, 2017, Realtime Data dismissed the Delaware action without prejudice. Given the early
stage of the First Realtime Matter, we are unable to estimate a possible loss or range of possible loss, if any.
We may, from time to time, be party to litigation and subject to claims that arise in the ordinary course of business. In
addition, third parties may, from time to time, assert claims against us in the form of letters and other communications.
We currently believe that these ordinary course matters will not have a material adverse effect on our business,
consolidated financial position, results of operations or cash flows; however, the results of litigation and claims are
inherently unpredictable. Regardless of the outcome, litigation can have an adverse impact on us because of defense
and settlement costs, diversion of management resources and other factors.
Item 1A. Risk Factors
Our operations and financial results are subject to various risks and uncertainties, including those referred to below.
The risks and uncertainties referred to below are not the only ones we face. Additional risks and uncertainties that we
are unaware of, or that we currently believe are not material, may also become important factors that affect us. If any
of the following risks occur, our business, financial condition, operating results and prospects could be materially and
adversely affected. In that event, the price of our common stock could decline. You should carefully consider the risks
and uncertainties described in our most recent Annual Report on Form 10-K, together with all of the other information
in this Quarterly Report on Form 10-Q, before making a decision to invest in our common stock.
A description of the risks associated with our business, financial condition, and results of operations is set forth in Part
I, Item 1A, of our Annual Report on Form 10-K for the fiscal year ended February 28, 2017. There have been no
material changes in our risks from such description.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
a) Sale of Unregistered Securities
Not applicable.
b) Issuer Purchases of Equity Securities
In September 2015, our board of directors authorized a stock repurchase program. Under the program, we are
authorized to repurchase shares of our common stock for an aggregate purchase price not to exceed $50.0 million
through September 30, 2017. We began repurchasing common stock in the third quarter of fiscal 2016 and no shares
were purchased other than through our stock repurchase program. No shares were repurchased during the three
months ended August 31, 2017. As of August 31, 2017, the maximum dollar value balance of shares that may be
purchased through September 30, 2017 under our publicly announced stock repurchase program was $16,642.

Item 3. Defaults Upon Senior Securities
Not applicable.
Item 4. Mine Safety Disclosures
Not applicable.
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Item 5. Other Information
Not applicable.
Item 6. Exhibits
The exhibits listed in the accompanying Exhibit Index are filed or incorporated by reference as part of this Quarterly
Report on Form 10-Q.
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EXHIBIT INDEX

Incorporated By Reference
Exhibit
Number Description FormFile No. ExhibitFiling Date

10.1 Resignation Agreement, between the Company and Michael Perone,
dated June 29, 2017 8-K 001-3616210.1 June 30,

2017

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

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

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

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

101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema Document
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

*

The certifications attached as Exhibit 32.1 and 32.2 that accompany this Quarterly Report on Form 10-Q are not
deemed filed with the Securities and Exchange Commission and are not to be incorporated by reference into any
filing of Barracuda Networks, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of
1934, as amended, whether made before or after the date of this Quarterly Report on Form 10-Q, irrespective of any
general incorporation language contained in such filing.
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SIGNATURES
Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

BARRACUDA NETWORKS,
INC.

Date: October 10, 2017 By:/s/ William D. Jenkins, Jr.
William D. Jenkins, Jr.
Chief Executive Officer
(Principal Executive Officer)

Date: October 10, 2017 By:/s/ Dustin Driggs
Dustin Driggs
Chief Financial Officer
(Principal Financial Officer)
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